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In an environment where traditional investment methodologies 
have struggled to generate strong returns, the advantages that 
hedge funds offer should not be ignored in a well-balanced portfolio. 
Recent events, and persistently challenging global economic 
conditions have meant that even portfolios with exposure to various 
markets and industries have struggled to generate real returns.

Allocating a portion of one’s wealth to hedge fund investments 
can complement a well-diversified portfolio by lowering the overall 
volatility, whilst improving the return profile.

INTRODUCTION
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THE HEDGE FUND

A hedge fund is  similar to a unit trust fund  but has  broader discretion 
in terms of the types of investments the fund manager can pursue, 
and a wider set of tools that can be employed to generate returns 
and manage risk. If the available toolkit is used appropriately by an 
astute fund manager, an effective hedge fund strategy can enhance 
investor returns, while also managing downside risks.

Selection of an effective hedge fund product requires interrogation 
of the underlying investment philosophy and process employed by 
each individual fund manager. As is the case with unit trusts, one will 
find	the	road	littered	with	both	successes	and	failures.	Sustainable	
investment processes ultimately build sustainable track records, 
irrespective of tools that are available to the investment manager.
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Regulatory Changes Open the Door
In 2015, the Financial Services Conduct Authority (FSCA) included 
hedge funds in the Collective Investment Schemes Control Act 
(CISCA), the same act that governs unit trust investments. This 
important change in legislation ensured that hedge fund products 
fall under the same regulatory and oversight parameters as unit 
trusts,	 and	 has	 significantly	 broadened	 access	 to	 hedge	 fund	
products by allowing for lower investment minimums, daily dealing 
funds and ease of access via LISP platforms.

In the past Now

Regulated unit trust T R

Low investment Minimums T R

Daily Dealings Funds T R

Open to Retail Investors T R

Easy Access via LISPS T R
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UNIT TRUSTS 
vs HEDGE FUNDS
SIMILARITIES & DIFFERENCES

To stress the point, hedge fund products are now a category of 
unit trusts, given that we fall under the same regulatory umbrella. 
Hedge fund managers are able to invest in the same asset classes 
that are available to unit trust managers. Most unit trust products 
are benchmark cognisant and are dependent on a rising market. 
Hedge fund managers have more investment opportunities and 
tools at their disposal to generate returns and manage risk. This 
additional	 flexibility	 is	 typically	 associated	with	 higher	 risk	within	
the	financial	community,	but	this	is	often	not	the	case,	as	we	will	try	
to demonstrate.
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Short Selling 
If a long only unit trust manager does not like a share that is in his investable 
universe, the best that the fund manager can do is not to own that company. 
More often than not, benchmark cognisant long only managers will declare 
victory for being “underweight” an underperforming company, despite 
still losing money for investors when the share price declines. Hedge fund 
managers can take advantage of falling share prices through the practice 
of	short	selling,	 if	used	judiciously.	By	implication,	hedge	funds	can	benefit	
when markets are falling, while long only unit trusts cannot.

Flexible Mandates 
Hedge funds mandates are typically constructed in a manner that gives the 
fund manager greater discretion to pursue investments across asset classes, 
in many different geographies, and using a wide variety of tools. This allows 
the fund manager to pursue tactical asset allocation to maximise returns 
and manage risk. Flexible mandates also allow hedge fund managers to take 
advantage of special situations that arise in the bond and equity markets, 
where unit trust managers may be constrained where such situations arise

Benchmark Cognisance
Unlike long only unit trusts, most hedge funds do not subscribe to the 
concept of benchmarking and relative return. This means that hedge 
fund managers typically focus on absolute risk and return metrics, rather 
than	 outperformance	 or	 underperformance	 of	 a	 specific	 benchmark.	 The	
performance	of	the	JSE	All	Share	Index	over	the	past	five	years	highlights	just	
how dangerous the concept of benchmarking can be for investors. Marginally 
outperforming the index has not generated strong absolute returns for 
investors.

Pair trades
The use of pair trades is a tool that is available to hedge fund managers, but 
not long only unit trust managers. Essentially, managers take advantage of 
valuation discrepancies that emerge within sectors or industries. The hedge 
fund manager purchases the share where the expected return is relatively 
more attractive, and simultaneously short sells a share where the expected 
return is less attractive. Initiating a pair trade in this manner eliminates overall 
market risk because the fund will have no net market exposure. Where 
valuation metrics converge, the manager “sells the long” and “buys back the 
short”,	generating	a	profit	from	the	convergence	in	prices.	These	trades	often	
emerge	within	a	specific	sector,	where	correlations	are	high.	
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Investors often talk about hedge funds as if they are homogenous, 
but they are not. As is the case in the long only unit trust world, 
hedge	fund	strategies	can	focus	on	equities,	fixed	income	or	other	
financial	 instruments.	 They	may	 focus	 on	 opportunities	 in	 South	
Africa, globally or a combination of the two. They may be high or 
low risk by virtue of their underlying investment philosophies and 
processes. 

HEDGE FUND STRATEGIES
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Equity Long /Short
as the name suggests, equity  
long/short hedge funds are  
focused on the equity market and 
seek to generate returns by using 
both long and short strategies  
within that market.

Multi-Strategy
multi strategy hedge funds typically 
invest across listed asset classes, 
being	equities,	fixed	income,	
property, commodities and 
currencies. Mandates are typically 
flexible,	and	risk	varies	depending	
on the strategies employed by the 
hedge fund manager.

Quantitative 
Funds
A quant fund is an  
investment fund that 
selects securities by 
utilising the capabilities 
of advanced  
quantitative analysis. In 
quant funds, managers 
build customized 
models using software 
programs to determine 
investments for the  
fund.

Market Neutral
market neutral hedge 
funds are typically 
focused on the equity 
market, but maintain 
very low levels of  
market exposure. As 
such, the correlation of 
these funds with equity 
markets is typically  
quite low.



While the descriptors can be confusing, it is important to critically 
evaluate the investment philosophy and investment process of the 
hedge fund manager to understand the products that they manage. 
The name of the hedge fund strategy has very little bearing on the risk 
or return potential of that fund. As is the case with long only unit trust 
products, investors are encouraged to consider the track record of the 
fund manager and historic measures of risk like standard deviation, 
maximum drawdowns and correlation, to better understand the risk 
characteristics of each hedge fund product.

7



PEREGRINE CAPITAL

Our Track Record
Peregrine Capital is the oldest hedge fund manager in South Africa, 
with two successful decades in the industry. We have been there 
from the beginning, helping to protect and grow the wealth of our 
clients.

We have built an exceptional team of investment professionals who 
are	solely	focused	on	refining	our	investment	process	each	day,	to	
deliver superior risk-adjusted returns for our clients. Our process 
is built on the foundations of honesty, integrity and an unerring 
pursuit of the truth, so that investment decisions are based on facts 
rather than feelings. 

Both our Flagship funds have outperformed all long-only unit trusts 
in South Africa since our inception in 1998. The Pure Hedge Fund, our 
longest running fund, has never experienced a negative year. The High 
Growth	Fund,	our	other	flagship	fund,	is	the	first	fund	in	South	Africa	to	
deliver 100x return on an investor’s initial investment. The consistency 
with which we have delivered these results for our investors is a 
powerful validation of our tried and tested investment process. 

A Distinct Alignment of Interests
We are uniquely aligned with our investors and all staff have a 
material portion of their liquid wealth invested in our funds. We 
benefit	alongside	our	investors	in	good	times,	and	share	their	pain	
when	 times	 are	 difficult.	 Alignment	 of	 interests	 in	 this	 manner	
focuses	the	mind	and	ensures	that	we	keep	our	minds	firmly	focused	
on generating consistent and repeatable investment returns.
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We believe that consistent 
outperformance can only be achieved 
through superior insights about 
companies and their securities, not 
through attempts at predicting what 
 is in store for the economy, currencies, 
interest rates or the overall level of 
markets.

Honesty and  
integrity are the  
core of how we  
interact as a team.

We constantly strive   
to improve our investment 
process by embracing 
inevitable change and 
acknowledging that the 
learning process never ends.

AN EXPERIENCED TEAM

We embrace 
situations that are 
complicated,	difficult	
to analyse or that 
require considerable 
effort, as this often 
gives us an edge 
against competitors.

As valuation focused investors, 
we analyse businesses and 
determine what we think they 
are worth. We buy shares that 
we believe are undervalued, 
and sell those that we believe 
are overvalued.

We	maintain	a	flat	structure,	and	actively	
encourage robust debate, diverse opinions 
and contrarian views, in order to seek out 
investment opportunities.

A UNIQUE
INVESTMENT
PHILOSOPHY 
We believe that 
disciplined and 
consistent application  
of our investment 
process will result in  
the generation of 
superior returns for our 
investors over the 
medium term

Our people form the foundation upon which we build our business. We hire competent, honest, 
passionate people who are driven to succeed. We structure incentives in a manner that aligns our 
interests with those of our clients. We are fortunate to have attracted a talented team of 
professionals who are skilled problem solvers and who see challenges as opportunities. We invest 
heavily in our research team, and our three portfolio managers are supported by an exceptional 
team	of	five	investment	analysts.

DAVID 
FRASER
 

Executive Chairman  
and Portfolio Manager 
BCom, BAcc, CA (SA)

JACQUES 
CONRADIE
 

Chief	Executive	Officer		 
and Portfolio Manager
BCom cum laude, BCom (Hons) 
(Actuarial) cum laude, FASSA, CFA

JUSTIN 
COUSINS
 

Executive Director   
and Portfolio Manager
BAcc Sci cum laude,   
H Dip Acc, CA (SA)



The Peregrine Capital suite of hedge funds offers investors a variety 
of	investment	strategies,	based	on	their	risk	profile.	Our	investment	
ideas are uniformly expressed in our funds, in varying proportions, 
depending	on	the	risk	profile	of	the	fund.	Because	we	invest	large	
sums of our personal savings into these funds, our interests are 
fully aligned with those of our clients. All our hedge funds are FSCA 
regulated unit trusts.

Benefits for Investors
The use of Peregrine Capital hedge fund products in one’s 
investment	portfolio	can	complement	a	well-diversified	portfolio	as	
follows:
 -  Lowering the overall volatility, yet maintaining or increasing 

the potential returns.
 -  Protecting investor capital by not participating fully in 

market drawdowns
 -  Growing investor capital by avoiding losses in those periods 

of market drawdowns

FUNDS

Our most conservative fund, the Pure Hedge Fund, and the more 
aggressive	 fund,	 the	High	Growth	Fund	are	available	 in	Qualified	
Investor Hedge Funds, as well as daily trading Retail Funds.
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Lower risk 
Potentially lower rewards

Higher risk 
Potentially higher rewards



For additional information, please feel free to contact us: info@peregrinecapital.co.za
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The Peregrine Capital High Growth Fund is a multi-asset hedge fund in which the net 
equity exposure averages around 60-75%. This is our Multi Asset - High Equity solution 
with similar risk characteristics to the average balanced fund.

The goal of the Pure Hedge Fund is to offer investment stability and downside protec-
tion	while	growing	investors’	purchasing	power.	We	aim	to	deliver	returns	above	inflation	
over the medium term. The Pure Hedge Fund has never had a negative year since its 
inception in July 1998. 

The goal of the High Growth Fund is to create long-term wealth for investors by invest-
ing in our best investment ideas. The fund aims to deliver industry leading long-term 
investment growth for our investors, while assuming moderate levels of risk. The historic 
risk indicators of the High Growth Fund are similar to those of traditional South African 
high equity balanced funds.

The Pure Hedge Fund is suitable for you if:   
-	You	want	to	achieve	stable	returns	that	exceed	inflation	and	protect	your	capital
- You are comfortable to assume a low level of market risk
- You are ideally investing for at least two years

The High Growth Fund is suitable for you if:   
- You are looking for exceptional long-term capital growth
- You are comfortable to assume a moderate to high level of market risk
- You are ideally investing for at least three years

The Peregrine Capital Pure Hedge Fund is our multi-asset, market neutral hedge fund 
in which the net equity exposure averages 15-20%. This is our Multi Asset - Low Equity 
solution with similar risk characteristics to the average stable fund.



Long: The buying of a security with the expectation that the asset will rise in value.

Short: The sale of a borrowed security with the expectation that the asset will fall in 
value, thereby making money due to the difference in sale price and lower purchase 
price (to return the borrowed security).

Derivative: A derivative is a security where the price is dependent upon or derived 
from	one	or	more	underlying	assets;	the	value	is	determined	by	fluctuations	in	the	
underlying asset.

Gross Exposure: Gross exposure is the absolute level of a fund’s investments. It 
indicates	the	total	exposure	to	financial	markets,	thereby	providing	insight	into	the	
amount of risk the investment is

subject	to	due	to	possible	market	fluctuations.	

Net Exposure: Net exposure is the percentage difference between a hedge fund’s 
long and short exposure.

Pair trade: The practice of going long in one stock, whilst going short in another to 
mitigate risk, in most instances reducing market risk and sector/industry exposure. 

An example of a pair trade could be holding (being long) banking share A, which 
we expect to outperform, whilst being short banking share B, which we expect to 
underperform over the period. If we were to take equal long and short positions, 
our net exposure to the market, and the banking sector would be zero, as the long 
and short positions would offset one another, and our return would depend on the 
performance of share A relative to share B. If our thesis proves correct, we will later be 
able to sell share A at a higher price, and buy back share B at a lower price, thereby 
making money on both the long and the short position whilst minimizing our 
exposure to the market movements, i.e. our short position in stock B would protect 
us from negative pricing movements in the market and the banking sector. 

Hedge Fund Categories: The FSCA have created two separate hedge fund categories, 
being	 qualified	 investor	 hedge	 funds	 and	 retail	 hedge	 funds.	 Retail	 hedge	 funds	
typically have more investor protections, by virtue of the maximum exposure limits 
imposed by the FSCA. Retail hedge funds also have far lower investment minimums 
and can be traded daily by investors. The retail hedge funds are typically the funds 
that	 are	 listed	on	LISP	platforms,	 to	 facilitate	 availability.	Qualified	 investor	hedge	
funds have fewer regulatory mandate restrictions and have far higher permissible 
minimum investment amounts. 

For all intents and purposes, the Peregrine Capital retail hedge funds aim to mirror 
the	 exposure	 of	 the	 respective	 long	 running	 Peregrine	 Capital	 qualified	 investor	
hedge funds.

GLOSSARY
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Disclosures
All information and opinions provided are of a general nature and are not intended to address the circumstances 
of any particular individual or entity. As a result thereof, there may be limitations as to the appropriateness of any 
information	given.	It	is	therefore	recommended	that	the	reader	first	obtain	the	appropriate	legal,	tax	and	financial	
advice,	 in	order	to	make	a	decision	that	would	suit	the	risk	profile	of	the	reader	prior	to	acting	upon	any	informa-
tion. H4 Collective Investments (RF) (Pty) Ltd (“H4”) is a registered and approved manager of collective investment 
schemes in hedge funds. Peregrine Capital (Pty) Ltd (“Peregrine Capital”), is an authorised Financial Services Provider 
(FSP 607) under the Financial Advisory and Intermediary Services Act, No. 37 of 2002 and has been appointed by H4 
as the investment manager of the portfolios (or “funds”). Collective investment schemes are medium to long-term 
investments. The value of participatory interests or the investment may go down as well as up. Past performance 
is not necessarily a guide to future performance. Collective investment schemes are traded at ruling prices and can 
engage in borrowing and scrip lending. A schedule of fees and charges and maximum commissions is available on 
request from Peregrine Capital. Performance fees are payable on positive performance. A high watermark is applied, 
which ensures that performance fees will only be charged on new performance. There is no cap on the Rand amount 
of performance fees. Neither H4 nor Peregrine Capital provides any guarantee with respect to the capital or return of 
a portfolio. H4 retains full legal responsibility for the portfolios. H4 has the right to close the portfolios to new investors 
to	manage	them	more	efficiently	in	accordance	with	their	mandates.	The	information	in	this	publication	is	provided	
in good faith and has been derived from sources believed to be reliable and accurate. No representation or warranty 
is made in relation to the accuracy or completeness of the information and opinions. No responsibility or liability is 
accepted by H4, Peregrine Capital, the portfolios and/or the directors, employees or agents of Peregrine Capital, H4 or 
the portfolios, for any loss arising from the use of this publication or its contents. This publication contains information 
that	is	confidential	and	proprietary	to	Peregrine	Capital	and	neither	the	publication,	the	information	nor	any	opinion	
in it may be reproduced or distributed. Additional information, such as fund fact sheets and application forms, is avail-
able on the Peregrine Capital website at www.peregrinecapital.co.za.



Peregrine Capital (Pty) Ltd
1 Park Lane, 39 Wierda Road West, Wierda Valley, Sandton 2196, South Africa

P.O. Box 650361, Benmore, 2010, South Africa
E info@peregrinecapital.co.za   W www.peregrinecapital.co.za

Peregrine Capital is an Authorised Financial Services Provider
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