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Dow Jones Credit Suisse Hedge Fund Index Convertible Arbitrage
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Long/Short Equity
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Source: Credit Suisse Hedge Index, LLC. *Average annualized Index data begins January 1994.



Dow Jones Credit Suisse Hedge Fund Index Performance Statistics 3 Months
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Dow Jones Credit Suisse Hedge Fund Index Correlation Statistics



Correlation from January, 1994
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Source: Credit Suisse Hedge Index, LLC, Bloomberg, Datastream. *vs. US Dollar. All data was obtained from publicly available information, internally developed data and other third party sources believed to be reliable. Credit Suisse Hedge Index, LLC.has not sought to independently verify information obtained from public and third party sources and makes no representations or warranties as to accuracy, completeness or reliability of such information.
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Hedge Fund Market Overview 



Hedge funds, as measured by the Dow Jones Credit Suisse Hedge Fund Index (the “Broad Index”), posted positive performance of 1.80% in April.







Nine out of ten sectors posted positive performance for the month. Among the best performing strategies in April were Managed Futures (5.40%), Equity Market Neutral (3.37%) and Global Macro (2.46%).







Managed Futures was the best performing sector in April. The strategy gained 5.40% as managers capitalized on positive momentum in both equity and energy prices.







Equity Market Neutral managers finished the month of April in positive territory. The strategy gained 3.37% as managers benefited from low stock correlations and a largely fundamental orientation throughout the month.







Global Macro hedge funds posted positive performance of 2.46% in April. Currency trades positively contributed to many portfolios as managers held short USD positions against a variety of emerging market and commodity-related currencies.







As illustrated in Figure 1, the bulk of returns, shown as the dark blue boxes (one



standard deviation from the mean in either direction), were positive across most strategies in April with the notable exception of Dedicated Short Bias.



Figure 1: Dow Jones Credit Suisse Hedge Fund Index April Performance Dispersion by Strategy 20% 15%
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Source: Credit Suisse Hedge Index, LLC.. All data was obtained from publicly available information, internally developed data and other third party sources believed to be reliable. Credit Suisse Hedge Index, LLC. has not sought to independently verify information obtained from public and third party sources and makes no representations or warranties as to accuracy, completeness or reliability of such information.



2



Monthly Hedge Fund Commentary



Hedge Fund Sector Overview Convertible Arbitrage Convertible Arbitrage funds posted relatively flat performance in April compared with the global convertible bond market, which was up 2.7% for the month according to the Bank of America Merrill Lynch G300 Global Convertible Index, led predominantly by a rally in the European convertibles space. Throughout the month, managers positioned themselves cautiously given the continued governmental and macroeconomic uncertainty, choosing to tilt their portfolios toward idiosyncratic and special situation trades which benefited from company-specific catalysts and positive earnings news. Issuance was anaemic in April with only six deals brought to the market, totalling $1.5 billion in proceeds. A number of funds are seeing opportunities in US and European financials in response to the prospective impact of changing capital requirements on bank capital structures.



Dow Jones Credit Suisse Convertible Arbitrage Index (USD) Performance



0.06%



Avg Month



0.66%



Best Month Worst Month



5.81% -12.59%



Monthly Standard Deviation



2.04%



Annualized Standard Deviation



7.05%



Sharpe Ratio



0.66



Managers generally benefited from long positioning in energy, financials, and technology, while those who chose to underweight utilities after its lackluster performance in March subsequently missed out on its performance in April. On a historical basis, managers continued to keep low leverage and net exposures while keeping diversified and flexible portfolios as a number of large macroeconomic events are expected to continue driving market activity in the medium term. With an eye towards current macroeconomic events, Convertible Arbitrage managers remain cautiously optimistic on opportunities in the space as demand for convertibles is expected to remain relative to issuance.



Equity Market Neutral Equity Market Neutral managers posted positive performance in April with the month’s lagging managers picking up some additional gains in the last week of the month. Although many models came under stress last month following the market’s reaction to the events in Japan, performance in April appeared to stabilize. Managers benefited from a benevolent market backdrop that featured low stock correlations and a largely fundamental orientation throughout the month. This environment has proven favorable for the sector, which came under stress last month following the market’s reaction to the events in Japan, and has enabled it to post relatively consistent performance throughout the month.



Dow Jones Credit Suisse Equity Market Neutral Index (USD) Performance



3.37%



Avg Month



0.50%



Best Month Worst Month Monthly Standard Deviation Annualized Standard Deviation Sharpe Ratio



3.66% -40.45% 3.05% 10.57% 0.20



Event Driven Event Driven managers posted positive performance for the month of April. Managers with net long equity exposure experienced some volatility due to market movements in April but ultimately benefited from a month-end equity rally. Certain catalyst-driven post re-organization securities, including positions in the auto industry and specific credit situations held widely in the distressed community, yielded positive performance as special events transpired.



Dow Jones Credit Suisse Event Driven Index (USD) Performance
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Fixed Income Arbitrage Fixed Income Arbitrage managers on average posted slightly positive returns in April as the initial sell-off in U.S. Treasury bonds during the first week, which was triggered by concerns of a government shutdown, was followed by a rally. The 10y Treasury rate finished the month approximately 15bps lower. In Europe, the European Central Bank fulfilled expectations with a 25bps rate hike, despite deteriorating credit spreads in the periphery. Despite a potential rescue package, Portuguese bonds continued to fall in value since Portugal requested help from the EU and IMF, a move which appears to be driven by some uncertainty with regard to a Finnish approval of the bailout as well as an increased market concern of a Greek default. Despite the relatively sharp moves, implied interest rate volatility continued to decline and as such, it was a small detractor as many fixed income funds with a long volatility profile. With the end of QE2 approaching, many managers anticipate higher levels in the second half of the year.



Dow Jones Credit Suisse Fixed Income Arbitrage Index (USD) Performance
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Monthly Standard Deviation
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0.35



Fixed income relative value strategies posted mixed results for the month, with some benefiting from futures versus cash bond trades and the anticipated end of QE II, which cheapened up some relatively expensive off-the-run bonds. Conversely, credit relative value managers posted on average slightly positive returns. In the mortgage sector, managers continued to generate positive returns, although on a lower scale than in previous months. In general, agency strategies outperformed non-agency. Despite declining interest rates, interest-only securities had another positive month as spreads tightened across the board.



Global Macro In April, Global Macro hedge funds generated positive performance as the month was characterized by broad macroeconomic trends across most asset classes. As the month progressed, however, dispersion between managers did widen as funds that held their positions for too long saw a retracement of their early gains, while other managers were able to tactically move out of their trades and generate additional alpha as they implemented new ideas.



Dow Jones Credit Suisse Global



Positive contributions were seen across asset classes with managers generating positive returns in currencies via short USD positions against a variety of emerging market and commodity-related currencies. Attribution from rate trading was more modest and tended to come from multi-legged differential trades rather than outright directional positions. Bullish positions in precious metals and energy were important contributors and accounted for the bulk of commodity-linked returns. Although equity exposure remained light through April, a number of managers generated modest profits through well-timed positions in equity indices.



Macro Index (USD) Performance
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Long/Short Equity Long/Short Equity finished up in April. While the macro headline risk associated with March began to subside early in the month, conviction had yet to return to equity markets as they suffered from declining volumes, lower volatility and falling correlations. Despite this environment, Long/Short Equity funds increased gross exposure, bringing it to its highest point since December 2007. In Japan, the rebuilding effort began to gain steam as components of the transportation infrastructure came back online and many factories that had temporarily ceased operation began to reopen. As the end of the month approached, managers benefited from an upward trend in market action spurred in large part by first quarter earnings results, with sectors like technology and consumer discretionary leading the way. Earnings season provided a supportive backdrop for the sector as the market focused on the specifics of individual earnings reports, and companies generally reported positive numbers. Companies with international revenue exposure generally outperformed their domestically-oriented brethren due to international growth aided in part by



Dow Jones Credit Suisse Long Short Equity Index (USD) Performance
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Monthly Hedge Fund Commentary USD weakness. As correlation continued to fall across equities, net positioning appeared to become less of a driver of performance than it has been in the recent past, reflecting the importance of security selection in a low stock correlation environment. Asian-focused managers held on to positive gains for the month in spite of setbacks in the last week of April – a result of the negative market reaction in China and India to further monetary tightening. Large cap stocks were particularly weak and choppy as the impact of inflation concerns kept the attention of market participants. Likewise, Asian currencies strengthened in response to resilient growth, with Taiwan and Korea leading the way. The MSCI Asia Ex-Japan index ended the month up 3.6%. Japanese managers posted mixed April performance. Despite the release of weak economic data, including a -15% month-over-month March industrial production print, markets remained flat, presumably indicating that participants had, in fact, correctly assessed the economic impact of Tohoku. Stock selection in April was challenging, however, as companies struggled to quantify and cope with the direct and indirect implications of the March catastrophe and sought to adjust earnings guidance lower. Managed Futures Managed Futures managers ended the month of April with positive performance, posting the highest returns of all the hedge fund sectors. Trend followers led the pack in April as they captured positive momentum in both equity and energy prices as these markets recovered from mid-month reversals. Although some managers incurred small losses from fixed income positions, many were able to capitalize on the EUR rally, which occurred following an announcement that the European Central Bank was raising interest rates 0.25% in order to combat creeping inflation. While trend followers were the best performing managers for the month, positive performance was also seen in statistical arbitrage and discretionary macro trading, all of which contributed positively to the performance of the sector.



Dow Jones Credit Suisse Managed Futures Index (USD) Performance
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Important Legal Information This material has been prepared by Credit Suisse Hedge Index, LLC (“Credit Suisse”) on the basis of publicly available information, internally developed data and other third party sources believed to be reliable. Credit Suisse AG (“Credit Suisse”) has not sought to independently verify information obtained from public and third party sources and makes no representations or warranties as to accuracy, completeness or reliability of such information. All opinions and views constitute judgments as of the date of writing without regard to the date on which the reader may receive or access the information, and are subject to change at any time without notice and with no obligation to update. This material is for informational and illustrative purposes only and is intended solely for the information of those to whom it is distributed by Credit Suisse. No part of this material may be reproduced or retransmitted in any manner without the prior written permission of Credit Suisse. Credit Suisse does not represent, warrant or guarantee that this information is suitable for any investment purpose and it should not be used as a basis for investment decisions. Past performance does not guarantee or indicate future results. This material should not be viewed as a current or past recommendation or a solicitation of an offer to buy or sell any securities or investment products or to adopt any investment strategy. The reader should not assume that any investments in companies, securities, sectors, strategies and/or markets identified or described herein were or will be profitable and no representation is made that any investor will or is likely to achieve results comparable to those shown or will make any profit or will be able to avoid incurring substantial losses. This informational report does not constitute research and may not be used or relied upon in connection with any offer or sale of a security or hedge fund or fund of hedge funds. Performance differences for certain investors may occur due to various factors, including timing of investment and eligibility to participate in new issues. Investment return will fluctuate and may be volatile, especially over short time horizons. A complete list of investments for the preceding year is available upon request. Investing entails risks, including possible loss of some or all of the investor’s principal. The investment views and market opinions/analyses expressed herein may not reflect those of Credit Suisse Group as a whole and different views may be expressed based on different investment styles, objectives, views or philosophies. To the extent that these materials contain statements about the future, such statements are forward looking and subject to a number of risks and uncertainties. Investments in hedge funds are speculative and involve a high degree of risk. Hedge funds may exhibit volatility and investors may lose all or substantially all of their investment. A hedge fund manager typically controls trading of the fund and the use of a single advisor’s trading program may result in a lack of diversification. Hedge funds also may use leverage and trade on foreign markets, which may carry additional risks. Investments in illiquid securities or other illiquid assets and the use of short sales, options, leverage, futures, swaps, and other derivative instruments may create special risks and substantially increase the impact of adverse price movements. Hedge funds typically charge higher fees than many other types of investments, which can offset trading profits, if any. Interests in hedge funds may be subject to limitations on transferability. Hedge funds are illiquid and no secondary market for interests typically exists or is likely to develop. The incentive fee may create an incentive for the hedge fund manager to make investments that are riskier than it would otherwise make. The charts, tables and graphs contained in this document are not intended to be used to assist the reader in determining which securities to buy or sell or when to buy or sell securities. Benchmarks are used solely for purposes of comparison and the comparison does not mean that there will necessarily be a correlation between the returns described herein and the benchmarks. There are limitations in using financial indices for comparison purposes because, among other reasons, such indices may have different volatility, diversification, credit and other material characteristics (such as number or type of instrument or security). “Dow Jones®”, “Dow Jones Indexes”, “Dow Jones Credit Suisse AllHedge Index” and all other index names listed above are service marks of Dow Jones Trademark Holdings LLC (“Dow Jones”), and have been licensed for use by CME Indexes. Investment products based on Dow Jones Credit Suisse Hedge Fund Index are not sponsored, endorsed, sold or promoted by Dow Jones, CME Indexes or their respective affiliates and none of Dow Jones, CME Indexes and their respective affiliates make any representation regarding the advisability of investing in such products. Inclusion of a hedge fund in any of the indexes in this piece does not in any way reflect an opinion of Dow Jones, CME Indexes or any of their respective affiliates on the investment merits of such fund. None of Dow Jones, CME Indexes or any of their respective affiliates is providing investment advice in connection with these indexes. All information in these materials is provided “as is”. CME Indexes, Dow Jones and their respective affiliates do not make any representation regarding the accuracy or completeness of these materials, the content of which may change without notice, and each of CME Indexes, Dow Jones and their respective affiliates disclaims liability related to these materials. Copyright 2011. Credit Suisse Group AG and/or its affiliates. All rights reserved.



Contact Information Suzanne Fleming Corporate Communications, Credit Suisse telephone +1 212 325 7396 [email protected] Credit Suisse Hedge Index, LLC Eleven Madison Avenue New York, NY 10010 United States [email protected] www.hedgeindex.com
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