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MythBusters – Hedge funds edition!

Hedge funds often carry an air of mystery 
and scepticism, particularly among 
South African investors who may be 

unfamiliar with their structure, purpose, and 
potential. Misconceptions can deter potential 
investors or lead to misguided expectations. 
This article aims to clarify common myths 
and provide a balanced perspective for South 
African investors considering hedge funds.

Myth 1: 
Hedge funds are only for the ultra-wealthy
First off, the idea that hedge funds are only 
for the super-rich is outdated. Yes, you’ll need 
more than spare change, but the barrier isn’t 
as high as most people think. In South Africa, 
the Financial Sector Conduct Authority (FSCA) 
regulates hedge funds under the Collective 
Investment Schemes Control Act (CISCA), and 
many funds are accessible to retail investors 
via numerous investment platforms. Minimum 
investments can vary and are subject to 
manager discretion, but most are available 
from lump sums starting from R25 000. 

Myth 2:
Hedge funds are too risky
Now, about the risk factor – hedge funds 
aren’t necessarily ‘high-stakes gambling’. The 
sensational headlines make it sound that 
way, but the reality is a lot more measured. In 
South Africa, you’ll find funds with conservative 

strategies, like market-neutral or fixed-income 
approaches, designed to manage volatility and 
protect your capital. Others are going to chase 
higher returns, and, yes, that comes with more 
risk. The key is understanding the strategy and 
doing your homework. Our regulators demand 
transparency, so you can always dig into a 
fund’s risk profile and historic performance 
before signing on the dotted line.

Myth 3: 
Hedge funds guarantee high returns
Another myth: guaranteed big returns. Let’s 
be clear, hedge funds aren’t a ticket to instant 
wealth. They can outperform, but they can 
also underperform – sometimes spectacularly. 
Performance is a function of the manager’s 
skill, strategy, and the market climate. South 
Africa’s hedge fund industry is growing, but 
returns fluctuate – sometimes they’re modest, 
sometimes they’re impressive. Manage 
expectations and remember: there are no 
guarantees in investing, especially in volatile 
markets. It is important to check whether the 
manager has been able to navigate different 
market cycles successfully. 

Myth 4:
Hedge funds lack regulation
On regulation, some people still think hedge 
funds are running wild. Not in SA. Since 2015, 
the FSCA has regulated hedge funds under 

CISCA. There are 
two main types: 
Retail (for broader 
access) and Qualified 
Investor (for those 
with R1m or more to invest, or who have 
relevant financial expertise). Full disclosure 
on fees, risks, and strategies is required. The 
regulatory framework is solid and aligns with 
international standards, giving investors more 
confidence and clarity.

Myth 5: 
Hedge funds are too complex to understand
Finally, the complexity factor. Sure, the 
terminology can be intimidating – leverage, 
short-selling, derivatives – but at their core, 
hedge funds pool capital to pursue a range 
of strategies that aim to generate returns 
regardless of market conditions. South African 
funds might focus on local or global assets, and 
reputable managers should be able to clearly 
explain their approach. 

To sum it up: hedge funds aren’t silver bullets, 
but they’re not reckless gambles either. For 
South African investors aiming to diversify 
and enhance returns, they offer legitimate 
opportunities – supported by a robust 
regulatory environment. Do your research, 
understand the costs and risks, and make 
decisions based on facts, not myths.
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New hedge fund from Old Mutual
Old Mutual Multi-Managers recently 

launched the Old Mutual Multi-
Managers Diversified RI Hedge 

Fund of Funds, a retail hedge fund of funds. 
This new offering aims to make hedge fund 
investments accessible to retail investors, 
providing them with the opportunity to benefit 
from the same robust investment strategies 
and expertise that have driven the success of 
Old Mutual Multi-Managers’ funds.

What makes the fund worthwhile?
•	 Value for money – Old Mutual Multi-

Managers have strong relationships and 
can negotiate cheaper rates with the 
underlying hedge fund managers.

•	 Asymmetric returns – This means 
investment outcomes where the upside 
potential (potential for profit) is greater 
than the downside risk (potential for loss). 
The fund offers higher returns with lower 
volatility than some of the most popular 
hedge funds. More importantly, the fund 
has high returns and less volatility than the 
SWIX.

•	 Suitable for living annuities – The 
drawdowns are also much lower than that 

of some of the popular hedge funds. This 
makes the fund an option to include in a 
living annuity solution to manage and limit 
the sequence risk and preserve capital 
for clients. Determining the optimum 
allocation to hedge funds in a living annuity 
solution for South African investors involves 
balancing the need for downside protection 
with the goal of achieving better returns. 
The client need for diversification, risk 
tolerance, market conditions, and their 
investment goals will ultimately determine 
the allocation. 

•	 Blending of managers done by our 
investment experts – Using Old Mutual 
Multi-Managers Fund of Hedge Fund assists 
financial planners to access a diversified 
blend of hedge funds without trying to 
blend the various hedge fund strategies and 
managers themselves. 

The fund objective
The fund has a moderate risk profile with a 
focus on capital preservation, while targeting 
asymmetric returns – maximising risk while 
minimising downside risk. The return target 
is STEFI plus 4% over rolling three-year 

periods. The focus is on long-term stability 
and maintaining a low visibility to monthly 
returns, ensuring that investors benefit from 
a strategic approach designed for steady 
growth with an emphasis on minimising risk.

 Financial planners will have access to 
five underlying managers with proven track 
records and uncorrelated investment returns, 
especially in down markets.

The underlying managers
•	 MarbleRock – Fixed income and 

commodities manager providing exposure 
to global and local fixed income, currencies 
and select commodities. .

•	 All Weather Capital – Market neutral 
strategy with 20-30% directional exposure.

•	 36One Retail HF – A single-strategy, equity 
long/short hedge fund with a moderate net 
equity bias.

•	 Peregrine HG – Follows a proven investment 
approach with consistent results.

•	 Oystercatcher RCIS long/short HF – Also a 
long/short equity fund, but more aggressive 
than 36One as it aims to outperform equity 
returns and benchmarked against the All 
Share Index (ALSI).


