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What Are Hedge Funds?

The classic definition of a hedge fund is a pool of assets managed 
by a fund manager whose goal is to generate a positive return 
regardless of whether asset prices are falling or rising. Some 
investors look to incorporate hedge funds into their portfolios in an 
effort to achieve superior returns.

How Do They Differ from Traditional Funds

When added to a traditional portfolio of stocks and bonds, hedge 
funds can improve returns as well as reduce risk. Hedge fund 
investments have several unique aspects that make them different 
from traditional mutual fund investing. For example:

•	 They take advantage of pricing anomalies. With traditional 
investing, generally stock and bond prices fully reflect market 
information and therefore, only temporary mispricing occurs. 
The principal theory behind hedge fund investing is that market 
inefficiencies do occur. As a result, hedge fund managers can 
profit from pricing anomalies between related securities or 
otherwise use their market knowledge to take advantage of 
opportunities that may arise while at the same time reducing risk.

•	 They use techniques not available to traditional fund 
managers. Hedge fund managers can invest in a wider range 
of techniques than traditional fund managers. For example: 
arbitrage, derivatives, leverage and short selling (selling an asset 
that is borrowed in the expectation that it can be bought back 
at a lower price at a later date). These techniques can be used 
in an effort to generate returns and reduce risk, regardless of the 
general market’s performance.

•	 They aim for absolute returns. Hedge fund managers aim to 
achieve a positive return whether the market is rising or falling. 
This is known as generating an “absolute return.” This differs 
from traditional mutual fund managers whose objective is to 
outperform their benchmarks. Achieving an absolute return may 
be attractive to investors who want to make money, regardless 
of how the market is performing.

Investors new to alternative investments might want to consider 
funds of hedge funds, which are diversified portfolios that include 
a number of individual hedge funds and are managed by a portfolio 
manager. As is the case with any investment that involves risk, past 
performance is not an indication of future performance and potential 
loss on the investment is possible. Speak with your Private Banker 
to determine if these are appropriate investments for you, particularly 
if you want to further diversify your portfolio.

Hedge Funds 101

As investors have become more knowledgeable about alternative investments, the demand for them has grown at a rapid pace. The 
popularity of these investments has also increased as a segment of investors, disappointed with their returns in down markets, began to 
look for alternatives.

Important Information 

Standard Chartered Bank (SCB) is incorporated in England with limited liability by Royal Charter in 1853 Reference Number ZC 18 and its principal office is situated in England at 
1 Aldermanbury Square, London EC2V 7SB. In the United Kingdom, SCB is authorised and regulated by the Financial Services Authority (‘FSA’) and is entered into the FSA register 
under number 114276. The Standard Chartered Private Bank is the private banking division of Standard Chartered Bank. Banking services may be carried out internationally by 
different SCB legal entities according to local regulatory requirements. Not all products and services are provided by all SCB branches, subsidiaries and affiliates. 

The material and information contained in this document is provided from sources believed to be reliable and is for general information only. The products and strategies conveyed 
may not be suitable for everyone and should not be used as a basis for making business decisions. Opinions expressed in this document are subject to change without notice. This 
document does not constitute an offer, solicitation or invitation to transact business in any country where the marketing or sale of these products and services would not be permitted 
under local laws. In relation to any products and services detailed in this document additional Terms and Conditions may apply. You should obtain details of these Terms and Conditions 
before proceeding. The contents of this document have not been reviewed by any regulatory authority. If you are in doubt about any of the contents, you should seek independent 
professional advice. No part of this document may be reproduced in any manner without the written permission of SCB.
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