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Investment 
Class 

Hedge Funds 
Traditional 

Investments 

Strategies Long & Short Long Only 

Performance 
Measurement Absolute Benchmark 

Positive Returns 
Independent of Behavior of 

Traditional Markets 
Conditional on Rising 

Markets 

Technique Leverage / Deleverage 
Limited Use of  

Leverage / Deleverage 
Manager’s Own 
Investment  Invested Not Invested 

Risk Absolute Risk Tracking Error 

Fees Management and Incentive 
fee 

Management Fee Only 

Transparency Often still very low 
Public information 

distribution 

Correlation between 
manager 

Low High 

 

Hedge Funds – Comparison to traditional asset classes

Introduction to Hedge Fund Risk management
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Different hedge fund risks and approaches 
to manage them

Market related risk 
(style risks)

Equities
Interest rates
Commodities 
FX
Credit 
Liquidity
Volatility

Systematic 
Returns

Strategy Sector 
Diversification

Control and Active 
Risk management

Non Systematic 
Returns

Manager related risk

Operational risk
Model risk
Leverage
Style drifts
Fraud
“Blow up”
Low diversification

Introduction to Hedge Fund Risk management
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Market Risk: risk of loss due to unexpected and adverse price moves or changes of 
volatility in the broad markets or single sectors. 

Credit Risk: risk of counter-parties defaulting on their obligations or of changes in the 
market’s sentiment about the probability of their default. 

Liquidity Risk: 1. The risk of loss due to the (temporary) inability to unwind a position at 
a normal bid/ask spread; 2. The risk of not being able to fund investment leverage. 

Common Factor Risk: risk inherent in some, but not all, securities (e.g. industry specific).

Operational Risk: risk of failure of internal systems, technology, people, external 
systems, or physical events. 

Event Risk: risk of an extraordinary event, e.g. unexpected election outcome, military 
events, sovereign default. 
Corporate Event Risk: risk of loss due to an exposure to a particular firm and a specific
event affecting its value, e.g. surprise announcements like earnings revisions, mergers or
changes of management ·

Model Risk: risk of a model mis-specification

Important to consider: (Complex) relationship between market risk, manager risk, liquidity 
risk, counterparty risk, pricing risk, and leverage (the complexity is often characteristic for 
hedge funds) 

Risks hedge funds share with other
investment classes

Introduction to Hedge Fund Risk management
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Lack of Transparency : Lack of transparency and insufficient investor control are the main 
reasons for the high level of idiosyncratic manager risk. 

Manager (idiosyncratic) Risk: much discretionary decision-making power is concentrated 
in one or a few individuals, e.g. style drift. 

Leverage Risk: two components: Volatility and financing (in combination with counterparty 
risk). 

Capacity Risk: potential capacity limits of the strategy

Fraud Risk: manager defrauding investors 

Valuation Risk: pricing and NAV calculation for investment funds is not guided by unique 
standards

Concentration Risk: size of individual positions

Regulatory Risk: Changing regulatory or tax requirements

Risks more specific to hedge funds

Introduction to Hedge Fund Risk management
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First example:
Leveraged Fixed Income Arbitrage 

*Fung/Hsieh, The Risk in Hedge Fund Strategies: Theory and Evidence from Fixed Income Traders, October 2001

Fixed Income (FI)
Arbitrage Regression
analysis*:

A sudden rise in 
credit spreads of
+1% results in a 
negative return
of - 8%!

Historical returns
of FI Arbitrage:
1931: - 24%
1970: - 10%
1974: - 14%
1979: - 7%
1980: - 9%
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Second example:
Leveraged FX Arbitrage (Carry Trades)

e.g. Borrow US$ at 6% p.a. and invest in Thai Baht at 12% 
p.a. with leverage NAV Niederhoffer Fund

Introduction to Hedge Fund Risk management
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Third example Leveraged Option Writing

High probability to make 2-4% each month and small probability to 
loose –25% in one particular month! Strategy: Sell out-of-the money 
options with leverage.
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Oktober 1997 – Juni 2001 Oktober 1997 – April 2003

Conclusion: 
Too smooth performance streams can include toxic blow-up risk!

Introduction to Hedge Fund Risk management
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Source: HFR, Calculation: Partners Group

Fixed Income Arbitrage 
before 1998:

Return: 12.29% p.a.
Volatility : 3.83%

Sharpe Ratio: 1.9

Fixed Income Arbitrage 
until today:

Return : 8.58% p.a.
Volatility : 4.64%

Sharpe Ratio: 0.75

Hedge Fund Research Fixed Income Arbitrage until today

90.00%

140.00%

190.00%

240.00%

290.00%

Dez 89 Sep 92 Jun 95 Mrz 98 Nov 00

Hedge Fund Research Fixed Income Arbitrage until 1998

90.00%

140.00%

190.00%

240.00%

290.00%

Dez 89 Sep 92 Jun 95 Mrz 98 Nov 00

Hedge Funds Risks: One more 
example

Appropriate risk measures for hedge 
fund strategies
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Hedge Funds Risks: Beyond the
normal distribution I

Box-Plots for the returns of different Hedge Fund strategies in comparison to the 

Normal distribution

Data: HFR, SISDM; Jan. 1990-Sept. 2004. CA: Convertible Arbitrage, ED: Event Driven, EH: Equity Hedge, EMN: Equity Market Neutral, FIA: 
Fixed Income Arbitrage, GM: Global Macro, TF: CISDM Trend Follower Index.

Appropriate risk measures for hedge 
fund strategies
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QQ-Plots of the quantiles of the empirical hedge fund return distributions with 

respect to the normal distribution

Data: HFR, SISDM; Jan. 1990-Sept. 
2004. CA: Convertible Arbitrage, ED: 
Event Driven, EH: Equity Hedge, 
EMN: Equity Market Neutral, FIA: 
Fixed Income Arbitrage, GM: Global 
Macro, TF: CISDM Trend Follower 
Index.

Hedge Funds Risks: Beyond the
normal distribution II

Appropriate risk measures for hedge 
fund strategies
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Return Volatilty Max. Drawdown Sharpe Ratio Skew Kurtosis

Event-Driven
HFR 13.89% 6.69% -10.78% 1.33 -1.51 5.62
Tremont 10.81% 6.07% -16.05% 0.96 -3.84 27.16
Relative Value
Convertible Arbitrage (HFR) 10.69% 3.38% -4.84% 1.68 -1.27 2.82
Convertible Arbitrage (Tremont) 9.74% 4.75% -12.03% 1.00 -1.60 4.20
Fixed Income Arbitarge (HFR) 8.24% 4.44% -14.42% 0.73 -1.87 10.65
Fixed Income Arbitarge (Tremont) 6.68% 3.95% -12.48% 0.43 -3.41 18.20

Risiko-Rendite-Charakteristika der Relative Value-Strategien inklusive höherer

Momente 

Data: HFR; Jan. 1990-Sept. 2004

Hedge Funds Risks: Beyond the
normal distribution III

Appropriate risk measures for hedge 
fund strategies
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State-of-the-art risk analysis

Can be equally applied to hedge funds

Exposure analysis

- Breakdown of the exposure of the portfolio to different assets (risk factors)

- Monitoring margin characteristics and leverage factors for individual managers

Value at risk (VaR)

- Global portfolio at specified confidence intervals and time horizons

- Drilldown of VaR to single managers and asset classes

- VaR tracking (VaR evolution over time) 

- Incremental (and marginal) VaR calculations for individual asset classes/positions

- Shortfall probability (Conditional VaR)

Beyond VaR

- Analysis of Stress tests

- Scenario analysis

Appropriate risk measures for hedge 
fund strategies
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Value at Risk

The most widely used measurement tool for risk analysis

Describes the maximal loss from an adverse market move within a specified 
confidence level over a specified trading horizon  (e.g. 1 day or 5 day) 

Characterizes the extreme quantile on a return distribution mostly assumed to   
be normally distributed (central limit theorem)

With VaR risk can be quantified across different instrument and asset classes 
where correlation as well as volatilities are fully accounted for using a uniform  
and comparable measuring system for risk.

Confidence interval employed: 95%, 99% (BIS requirement), and 99.6 %

Trading horizon: One day, ten days (BIS requirement)

Appropriate risk measures for hedge 
fund strategies
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Measures the maximal expected loss for a given time period within the specified 
confidence interval 

Analysis of a large amount of possible risk factors in the portfolio: 
The number of risk factors can be quite large (>1000): e.g. yield and spread curve, 
commodity term structure, equity indices, currencies.
Should be calculated on a variety of different aggregation levels (“VaR drilldown”)

- asset classes
- sector and instrument 
- manager
- geographical location

Three different methods: 
- Variance-based
- Monte Carlo
- Historical simulation 

Monte Carlo simulation is most reliable for the nonlinear and complex positions present in 
most hedge fund portfolios.

Value at Risk

Appropriate risk measures for hedge 
fund strategies
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Value at Risk (VaR) II
Risk Management in detail

Model

Historical Data

Distribution 
of risk factors

Sensitivities
(Betas, etc.)

Portfolio positions

ExposureVaR Method

VaR

Risk factors Portfolio„Value at Risk“: 
Maximal loss resulting 

from a price 
movement in the 

market with a pre-
determined 

confidence interval 
(e.g. 95% or 99%) 
within a given time 

horizon (e.g. 1 day 5 
days)
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Value-at-Risk (one day), calculated with the empirical distribution and the assumption of a 
normal distribution 

VaR 99% 
(Gauss)

VaR 99% 
(Empirical)

VaR 99.6% 
(Gauss)

VaR 99.6% 
(Empirical)

MSCI World Sovereign 
Index

-0.85% -0.90% -0.97% -1.10%

Foreign Exchange 
(USD/GBP)

-1.21% -1.37% -1.38% -1.78%

Daily Hedge Fund Index -1.71% -1.95% -1.96% -2.41%

Dow Jones Industrial -2.48% -2.92% -2.83% -3.76%

Brazilian Stock Index -6.59% -7.85% -7.56% -10.13%

VaR calculates with different methods

Source: „Performance and risk measurement  challenges for hedge funds: empirical considerations”, by P. Blum, M. Dacorogna, L. Jaeger , in L. Jaeger (ed.) 
“The New generation of risk management for hedge funds and private equity investments”, Euromoney (2003) 

Appropriate risk measures for hedge 
fund strategies
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• It does not provide any information about the extreme left tail of the profit and loss 
(P&L) distribution and the expected size of an experienced loss that exceeds VaR 
(insufficient description of the left tail of the distribution).

• VaR relies heavily on its particular assumptions on about the probability distribution of 
extreme returns/assumption of normality of the returns.

• VaR relies on estimates of correlations and volatilities. Especially in timers of crisis, 
these assumption become invalid 

• VaR only captures certain systematic risks factors, such as market (equity, bond, FX, 
commodity) or credit risk. Non-systematic risk (idiosyncratic, e.g. corporate event, risk, 
liquidity risk, credit spread risk, operational risk, political risk, model risk). With a 
generally higher degree of non-systematic risk in their portfolios, VaR is less likely to 
provide reliable approximation of total risk in hedge funds. 

• VaR has an important and widely criticized theoretical shortcoming: It is not additive 
with respect to sub-portfolios. Thus, VaR does not qualify as a “coherent risk measure”.

The Limitations of VaR

Appropriate risk measures for hedge 
fund strategies
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• Marginal and Incremental VaR: amount by which the value of VaR is increased upon 
inclusion of a particular position or sub-portfolio. 

• Expected Shortfall (Conditional VaR): mean value of the portfolio loss, conditional on 
the loss exceeding a certain threshold given by the VaR

• Lower partial moments (LPM): A set of lower partial moments can be defined by the 
n-th power of the loss exceeding a certain threshold: 

LPM(n) = E[(return – threshold)n] for return < threshold

For n=1 this measure reduces to the Conditional VaR. For n=2 and the threshold equal 
the expected return, this measure reduces to the semi-variance, i.e. the variance with 
only returns below the expected return taken into account (the square root of which is 
often referred to as “downside deviation”). 

• Stress Tests

•Extreme Value Theory: - Non-normal distributions for tails (GPD)
- Generalized dependency structures (copula functions)

Beyond VaR

Appropriate risk measures for hedge 
fund strategies
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Hedge Fund risk as measured by different tools

Empirical estimation of various risk measures for a set of financial instruments. The 
estimation is based on the logarithmic returns of 10 years of daily prices  (1.1.1993 –
31.12.2002) (sample information). The data is ordered by increasing volatility (standard 
deviation).

 Standard 
Deviation 

VaR(99%) ES(98.75%) VaR(99.6%) ES(99%) 

MSCI World Sovereign Index 0.37% -0.90% -1.08% -1.10% -1.27% 
Foreign Exchange (USD/GBP) 0.52% -1.37% -1.66% -1.78% -1.75% 
Daily Hedge Fund Index 0.77% -1.95% -2.32% -2.41% -2.44% 
Dow Jones Industrial 1.08% -2.92% -3.77% -3.76% -4.04% 
Brazilian Stock Index 2.96% -7.85% -9.59% -10.13% -10.20% 
 

Source: „Performance and risk measurement  challenges for hedge funds: empirical considerations”, by P. Blum, M. Dacorogna, L. Jaeger , in L. Jaeger 
(ed.) “The New generation of risk management for hedge funds and private equity investments”, Euromoney (2003) 

Appropriate risk measures for hedge 
fund strategies
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Complement the calculation of VaR – Stress tests

Use extreme stress scenarios in order to ascertain coverage of extreme markets; 
apply pre-determined price changes to the positions

Show how the portfolio behaves under extreme, but plausible market conditions

Three different groups of scenarios underlying stress tests: 

- Historical scenarios (e.g. the stock market crash of 1987)
- Market scenarios (e.g. a drop of 15 % in the equity markets)
- Portfolio specific scenarios (e.g. for credit sensitive portfolios)

Systematic stress testing for market risk includes the following:
- Test asymmetries
- Correlation breakdown 
- Stressing different combinations of asset classes separately and   

combined
- Appropriate size shocks

Scenarios on equities, interest rate (yield curve shape), FY rates, commodities, stock 
and bond volatility and past event.

Appropriate risk measures for hedge 
fund strategies
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Instead of investigating the tail of the return distribution F(x) itself, one can also 
investigate the excess distribution of the return variable X above the threshold u. 
This is the conditional distribution of X-u given that X is greater than u, i.e. 

The original distribution F(x) for x ≥ u can then be recovered via:

A main theorem of EVT states that, for some reasonably high threshold, u, Fu(y)
can be approximated to deliberate accuracy by the Generalized Pareto 
Distribution (GPD), which is defined as:

While b>0 is a mere scale parameter, x governs the shape of the distribution. 
Tail analysis essentially boils down to estimating the shape parameter x. 

( ) Pr( | )uF y X u y X u= − ≤ >

( ) (1 ( )) ( ) ( )uF x F u F x u F u= − − +

1/

,
1 (1 / ) | 0

( )
1 exp( / ) | 0

y
G y

x

ξ

ξ β
ξ β ξ

β ξ

−⎧ − + ≠
= ⎨

− − =⎩

A short excursion into (univariate) 
Extreme Value Theory (EVT) - I

Appropriate risk measures for hedge 
fund strategies
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Easy though it may look, practical tail estimation suffers from a number of problems:

• Selection of a reasonable threshold u, on which the estimated tail index is often 
heavily dependent. 

• Amount of data available in the tail is often very low, leading to broad confidence 
intervals and only weakly significant estimates. This problem applies particularly to 
the realm of hedge funds. 

Practical tail estimation is therefore rarely a straightforward process in practice. It usually 
involves some trial and error and good judgment. The good news, however, is that 
powerful tools and algorithms are available today.

n: total number of 
observations 

Nu: number of observations 
exceeding the threshold u. 

( ) (1 ) 1q
u

nVaR X u q
N

ξ
β
ξ

−⎛ ⎞⎛ ⎞
⎜ ⎟= + − −⎜ ⎟⎜ ⎟⎝ ⎠⎝ ⎠

( )
( )

1 1
q

q

VaR X uES X β ξ
ξ ξ

−
= +

− −

VAR:

ES:

Appropriate risk measures for hedge 
fund strategies

A short excursion into (univariate) 
Extreme Value Theory (EVT)  - II
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GPD model estimates for Tremont hedge fund indices 
and traditional market indices

 
 

Excess 
Kurtosis  

Shape pa-
rameter ξ 

90% conf. 
interval for ξ 

VaR 95% 
empirical 

VaR 95% GPD 
model 

VaR 99.6% 
GPD model 

Hedge Fund Index 1.39 -0.2968 [-0.47,-0.15] 6.05% 5.88% 8.44% 
Convertible Arbitrage 4.12 0.0828 [-0.17,0.35] 3.24% 2.99% 5.30% 
Dedicated Short Bias 1.96 0.2814 [-0.08,0.69] 8.80% 9.37% 18.63% 
Emerging Markets 3.67 0.2181 [-0.26,0.70] 9.80% 10.24% 22.14% 
Equity Market Neutral 0.18 -0.2606 [-0.43,-0.07] 2.14% 2.38% 3.28% 
Event Driven 21.18 0.3105 [-0.10,0.72] 3.09% 3.37% 7.15% 
Fixed Income Arbitrage 13.94 0.3759 [0.06,0.69] 2.01% 2.41% 6.32% 
Global Macro 1.59 0.1110 [-0.13,0.33] 9.33% 9.84% 15.89% 
Long/Short Equity 2.91 0.1735 [-0.16,0.57] 7.07% 6.97% 14.90% 
Tremont Managed Futures 0.84 -0.4736 [-0.88,-0.07] 7.85% 7.60% 9.97% 
MSCI World Equity Index 0.35 -0.1828 [-0.36,-0.03] 8.51% 8.54% 12.54% 
MSCI EU Equity Index 4.25 0.3146 [-0.07,0.70] 10.05% 10.24% 25.28% 
S&P 500 0.17 0.0250 [-0.29,0.30] 8.22% 8.64% 13.51% 
Lehman US Bond Index 0.20 -0.1083 [-0.37,0.16] 4.95% 4.88% 7.39% 
SSB Bond Index 0.47 0.0624 [-0.39,0.40] 3.60% 3.76% 6.39% 
 

Source: „Performance and risk measurement  challenges for hedge funds: empirical considerations”, by P. Blum, M. Dacorogna, L. Jaeger , in L. Jaeger (ed.) 
“The New generation of risk management for hedge funds and private equity investments”, Euromoney (2003) 

Appropriate risk measures for hedge 
fund strategies
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Necessity of transparency, 
liquidity and risk management

The management of systematic risk needs to be distinguished from the management 
of manager specific risk.

The real risk from hedge funds comes from:

- unwanted and unknown leveraged systematic risk

- uncontrolled manager related risk (style drifts, faulty operations, fraud, etc.)

Exposure to systematic risk can be partially assessed without the risk manager’s 
insights into the details of the daily portfolio through risk based factor models on the 
return time series of the fund. 

But only transparency and position based risk management techniques enables 
control of manager specific (idiosyncratic) risk.

Hedge funds are basically the outsourced activities of proprietary trading operations 
at large investment banks (trading the bank’s balance sheet money). Accordingly, 
strict independent risk management practices are in place there.

Without Transparency no reliable risk analysis is possible, without liquidity no active 
risk management is possible. 

Risk Management in Practice
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Traditional Multi Manager ‘Fund 
of Funds’ Approach

CONSEQUENCES

Lack of regulation
The fund of funds manager invests directly into the (“off-shore“) funds of the single 
managers. These are mostly structured as Limited Partnership with very few regulatory 
restrictions only. 

Investors have very limited control
The investor has no direct control over the investment activities of the managers. He 
normally receives a monthly or quarterly summary report. His investment is subject to 
extended redemption periods.

Only very limited risk management from the fund of funds managers possible!

Fund of 
Funds

Fund of 
Funds

Hedge Fund
A

Hedge Fund
A

Hedge Fund
C

Hedge Fund
C

Hedge Fund
B

Hedge Fund
B

Hedge Fund
D

Hedge Fund
D

Hedge Fund
Z

Hedge Fund
Z...

Risk Management in Practice
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Fund of Managed Account 
Approach

CONSEQUENCES

Daily Net Asset Values (NAV)

Daily Liquidity

Daily Transparency

Daily Accouning

Daily independent Risk Management

Fund of Managed
Accounts

Fund of Managed
Accounts

Administrator

Manager A Manager B Manager C Manager D Manager E Manager F Manager G Manager H Manager n

Account 
1

Account 
1

Account 
2

Account 
2

Account 
3

Account 
3

Account 
4

Account 
4

Account 
5

Account 
5

Account 
6

Account 
6

Account 
7

Account 
7

Account  
8

Account  
8

Account  
n

Account  
n

AllocatorAllocator

Risk Management in Practice
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“Risk Eye” at Partners Group

“Risk Eye” is a proprietary risk management process implemented at Partners Group 
based on Managed Accounts approach to analyze, monitor and actively manage
the specific risks and performance in hedge fund portfolios. It downloads the relevant 
position and transaction data from the various prime broker and processes it into the 
relevant format for risk and exposure reports.  

Account Opening 
Process

Daily Exposure 
Analysis

Daily Risk 
Management

Daily Fund
Management

Daily 
Compliance

1. Account opening with 
Fund Administrator

2. Verify Agreements 
3. Establish online-access 

to brokers

1. Download of position 
and transaction data 
from broker

2. Cash management 
3. Subscriptions & 

redemptions
4. Allocation changes
5. Currency hedging

1. Independent compliance 
check 

2. Check and enforce limits 
and restrictions

3. Re-allocation, if 
necessary

1. VaR tracking & 
drilldown

2. Leverage check
3. Stress tests with a 

variety of scenarios
4. Check draw-down 

limits
5. Limits on VaR, 

leverage, stress tests
6. Daily risk report

1. Check pre-defined limits 
in terms of exposure, 
position sizes, hedge 
ratios, credit quality, 
etc.

2. P&L analysis / 
contribution

3. Daily exposure report
4. Check style consistency

Risk Management in Practice
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Step 1: Data gathering / 
Consolidating

Download position data

Download of unconsolidated 
position data from approx 10 
prime brokers for 20 Trading 
Advisors

No standardized format 
available

Consolidation of data

Consolidating approx. 2500 
position entries

Standardized format

Proprietary Partners Group 
tool based on Visual Basic, 
thus flexible, scalable

Risk Management in Practice
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Step 2: Calculation of Exposures, 
Leverage, MTE, position size etc.

Calculation of risk figures

Fully automated process to calculate
Exposures (Gross, Net)
Leverage
Margin to Equity (MTE)
Credit Exposure
Position sizes

“Warn flags” in place in case of 
breaches

Aggregation

Aggregation of calculated figures 
on Trading Advisor, Strategy and 
Sector Level

Akt i en US A kt i en EU Akt i en

A si en
WA US WA E ur opa WA As i en

15.09.03

16.09.03

17.09.03

18.09.03

19.09.03

0.00%

2.00%

4. 00%

6. 00%

8. 00%

10.00%

12.00%

14.00%

16.00%

Agr i c u l tu r e
Indus t r y

Live s t oc k
E ne r gy

P r e c .  Me t a ls

15. 09 . 03

16 . 09. 03

17. 09 . 03

18. 09 . 03

19. 09 . 03

-1 . 00%

-0 . 50%

0. 00%

0. 50%

1. 00%

1. 50%

2. 00%

2. 50%

3. 00%

3. 50%

4. 00%

Risk Management in Practice
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Step 3: Check of limits / 
restrictions

Definition of Limits / Restrictions

Trading Advisory Agreement (TAA) 
detailing

Investment Instruments / 
Prohibited Instruments

Trading Restrictions and Limits
Definitions

Limits and Restrictions negotiated with 
TA and Monitoring Agents

Limits on TA, Strategy and Sector 
level

Daily check

Fully automated process

“Warn flags”

4 eye principal

Risk Management in Practice
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Limits / Restrictions Example: Long 
Short Equity / Equity Market Neutral

Limits / Restrictions (Manager / Aggregated strategy level)

Fully automated process

Gross Exposure

Net Exposure

Concentration

Liquidity constraints

Stress Tests based on Exposure

Risk Management in Practice
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Limits / Restrictions Example: Relative 
Value - Convertible Arbitrage

Limits / Restrictions (Manager / Aggregated strategy level)

Leverage

(Adjusted) Credit Exposure

Hedge Ratio

Concentration

Liquidity constraints

Issue Size

Stress Tests on IR Shifts, Equity shifts, Volatility shifts

Risk Management in Practice
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Step 4: Comprehensive Risk 
Measurement and Analysis

Where VaR attempts to measure the risk of low probability events in normal markets, 
stress testing looks at the risk of plausible events in abnormal markets.

- 1 . 0 0 %

- 0 . 8 0 %

- 0 . 6 0 %

- 0 . 4 0 %

- 0 . 2 0 %

0 . 0 0 %

0 . 2 0 %

0 . 4 0 %

0 . 6 0 %

0 . 8 0 %

1 . 0 0 %

Value at Risk (VaR) Approach

“Normal” market environment

Max. portfolio loss within a certain 
confidence level over a specified 
trading horizon (PG: 99% / 1 day 
/ Monte Carlo simulation)

Stress Test / Scenario Analysis

“Extreme” market environment

Behavior of the portfolio under 
extreme market scenarios

Risk Management in Practice
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Step 5: Daily risk reporting to 
Investors

Risk report to investors

Detailed analysis on
VaR / Backtesting
VaR Drilldown to Asset Classes / Managers
Stress Testing
Current portfolio allocation to sectors
Allocation characteristics by strategy sector
Bond / Convertible Bond Exposure
Currency Exposure
Commodity Exposure

Daily updated

Made available to investors through Internet /
eMail

Recognize major changes over the last days

Daily analysis by 5 risk professionals

Risk Management in detail
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Internal Risk Analysis

Weekly Risk Report to the Investment 
Committee

Approx 20 pages

Headlines / Major Developments

Comprehensive Analysis of Exposures, 
Leverage, 
VaR, Marginal VaR

Stress Testing Analysis

Comprehensive Analysis on Manager 
level

Risk Management in detail
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Active Risk Management

Limiting exposure to particular sectors and “risk budgets“ (maximally allowed VaR for 
different risk factors, e.g. specific currencies, equity markets, commodity market 
sectors, or geographical regions); maximal risk limit (VaR) for global portfolio 
according to investor‘s profile

Tactical allocation shifts based on risk management

Reallocation in case VaR limit for particular risk factor or the entire portfolio is 
permanently exceeded

De-allocation in case style changes or undesired major “bets“ of a manager is 
recognized

Different specific stress test limits depending on current market environment and 
investor‘s profile

Monitoring and limiting exposure by limiting leverage factor (margin requirements) 
for each individual manager

Risk Management in detail
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Contacts

Partners Group
Zugerstrasse 57
6341 Baar-Zug
Switzerland
T: +41 41 768 85 85
F: +41 41 768 85 58
www.partnersgroup.net
partnersgroup@partnersgroup.net

This document is not intended to be an investment advertisement; it constitutes neither an offer nor an attempt to solicit offers for 
regulated investments. The company does not accept liability for the results of any action taken on the basis of the information
provided or any errors or omissions contained therein. 

Lars Jaeger lars.jaeger@partnersgroup.net 

+41 41 768 85 35

André Frei andre.frei@partnersgroup.net

+41 41 768 85 79

Steffen Meister steffen.meister@partnersgroup.net

+41 41 768 85 35
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