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It has been a very odd start to the year. We ended 2022 with something of a 
consensus across parts of the hedge fund landscape that the economic 
backdrop would turn out worse than expected in 2022,. But, lo and behold, 
markets refused to play along. With equities strongly higher, and the MSCI 
World touching levels not seen since pre-Jackson Hole in August, market 
strategists have been left scratching their heads. Fundamental data on growth 
and inflation has been broadly in line with expectations, as have corporate 
earnings (if not even a little weak), and central banks have hardly changed their 
tone.  

The immediate read on the market move in our view is one of fragility. The rally 
has been led by the least profitable stocks, particularly in the tech sector, with 
volumes of index and single stock calls traded giving echoes of the retail 
crowding effect seen in early 2021. This has somewhat hardened the 
consensus within the hedge fund community that this is a rally to be sold, at 
least until some fundamental data supports prices.  

For quantitative equity managers, this kind of market is a frustration. There are a 
range of factor-driven investment strategies which perform poorly in periods of 
narrow market leadership. However, January saw markedly negative returns to 
both cross-sectional momentum (the stocks that are leading the market are 
those that sold off the most in 2022) and to low volatility/low beta strategies (the 
stocks leading the market are generally high vol, high beta names). This latter 
point is a headache for ‘smart beta’ indices which seek more of a risk parity 
approach to building equity indices as opposed to market capitalisation. One 
must go back to the market snap-back in November 2020 around the first 
Covid vaccine announcement to find a month where high volatility stocks 
outperformed low volatility stocks by this much.  

These unusual markets can also become banana-skins for discretionary stock 
pickers, but many of them managed to avoid losses in January. The choppy 
market environment through the fourth quarter of 2022 helped to keep risk 
levels low, and exposure to the momentum factor (so often the Achilles’ heel of 
discretionary strategies) has been performing poorly for a while now, and so 
was less likely to have crept into traders’ portfolios.  

The rally in equity markets has led to similar moves elsewhere in markets. Credit 
spreads have tightened and volatility measures (both the VIX and the MOVE 
indices) have retreated significantly. These moves force active investors to take 
view on the playbook for 2023. If one is still committed to the idea of harder 
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landings, more hawkish central banks and weaker corporate earnings, then 
January may have provided attractive opportunities for portfolio hedging or 
reducing risk-asset exposure.  

However, there is a counterargument that is gaining traction, not least as the 
market continues to confound expectations, which puts the roll-over in inflation 
at the heart of macroeconomic positioning. Month-on-month inflation data 
suggests that we are well past the peak, as does the decline in price of key 
commodities and input costs to the real economy. If we continue to see a 
normalisation of inflation, and if central banks take this as a cue that they have 
‘done enough’, we believe then the investor community may look through one 
or two quarters of disappointing corporate earnings and continue to support 
asset prices at higher multiples, focused on the longer-term growth dynamics 
of 2024 and beyond.  

Against this narrative, the recovery in higher beta growth stocks seen in January 
starts to make a little more sense. However, most sensible market analysts 
would like to see a little more traction to the recovery and, crucially, positive 
surprises in the fundamental economic data before being too confident that the 
recessionary bullet has been dodged. Indeed, it would only take one bad data 
point for that fragility of the market rally to be exposed, in our view.  
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Hedge Funds 
 
Hedge funds generally did well in January, in our view, with positive returns 
from equity and credit specialists helped by the rally in risk assets. Quantitative 
strategies did less well, particularly quantitative equity market neutral, whereas 
arbitrage strategies were mixed on lower levels of market activity in new issues 
and other events.  

Like equity markets, equity long-short managers made a strong start to January 
with funds capturing approximately 50% of upside globally, with greater capture 
for US- and Asia-based funds. While a sizeable portion of gains were driven by 
beta (both market exposure and market sensitivity), alpha generation was also 
positive, especially across the most crowded names in equities. 

For credit managers, the US high yield and investment grade markets 
outperformed floating rate leveraged loans. Lower-rated US high yield credits, 
not surprisingly, meaningfully outperformed higher quality bonds in a strong 
risk-on month. Corporate credit managers generally performed positively in 
January. Robust demand, limited supply, lower Treasury bond yields and tighter 
credit spreads led to a positive month for financial preferreds, after a 
challenging 2022. Similarly, some beaten down, credit-sensitive, technology 
sector and crypto-related convertible bonds were up meaningfully during the 
month. Managers also saw gains from certain cap structure arbitrage and HY 
long-short positions which were partly offset by losses from portfolio level credit 
and rate hedges. Additionally, stressed and distressed corporate/sovereign 
credit longs were a source of gains. SPACs were positive contributors as the 
discount to trust continued to narrow on a portfolio which now has a relatively 
short average weighted life. Structured credit managers also enjoyed a month 
of positive returns driven by ongoing strong portfolio carry coupled with firmer 
spreads, particularly for higher beta sectors. 

 

Event-driven managers had a mixed month, with special situations 
outperforming strongly in line with the market rally and idiosyncratic catalysts, 
e.g. news reports suggesting an imminent sales process of Fujitsu General. 
Equity arbitrage trading in Asian markets had another positive month. Within the 
M&A space, however, many funds are down, despite slightly tighter spreads. 
Positive developments included the decision of the Canadian regulator not to 
appeal the Shaw/Rogers deal, and DCP and Phillips 66 agreed to a merger 
agreement after lengthy negotiations. But detractors included negative regulator 
news for the widely held Microsoft-Activision deal, as well as a significant deal 
break mid-month when Frontline announced they were discontinuing a 
combination with Euronav – fortunately some managers were well hedged 
against this possibility. Activity levels were mediocre – while several new deals 
were announced, in both North America and Europe, none were particularly 
large. Some smaller transactions in the health-care industry were announced 
ahead of the JP Morgan Healthcare Conference.  

Macro strategies have broadly started the year on a positive note. Discretionary 
managers enjoyed gains in themes based around China’s reopening, both 
directly in Chinese equities and in proxies such as the Australian dollar, 
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alongside tactical trades that benefitted from declining inflationary pressures in 
the US and Europe. The rally across bond markets produced mixed 
performance. Short positions detracted as markets repriced policy rate 
expectations lower in the developed markets, while other managers were left 
disappointed with the rather benign Bank of Japan meeting. Systematic macro 
strategies were positive, as better-than-expected data coming out of Europe 
was a tailwind for long equity positions in the region. Positive performance was 
also seen in Canadian bonds following the Bank of Canada’s dovish 
communications during the month, which helped offset losses from short 
Australian dollar and British pound positioning. It’s been more of a difficult 
month for trend-followers, as the price action seen across fixed income markets 
frustrated slower signals, particularly in Europe.  
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Important Information 

This information is communicated and/or distributed by the relevant Man entity identified below (collectively the ‘Company’) subject to the following 
conditions and restriction in their respective jurisdictions. 

Opinions expressed are those of the author and may not be shared by all personnel of Man Group plc (‘Man’). These opinions are subject to change 
without notice, are for information purposes only and do not constitute an offer or invitation to make an investment in any financial instrument or in 
any product to which the Company and/or its affiliates provides investment advisory or any other financial services. Any organisations, financial 
instrument or products described in this material are mentioned for reference purposes only which should not be considered a recommendation for 
their purchase or sale. Neither the Company nor the authors shall be liable to any person for any action taken on the basis of the information 
provided. Some statements contained in this material concerning goals, strategies, outlook or other non-historical matters may be forward-looking 
statements and are based on current indicators and expectations. These forward-looking statements speak only as of the date on which they are 
made, and the Company undertakes no obligation to update or revise any forward-looking statements. These forward-looking statements are subject 
to risks and uncertainties that may cause actual results to differ materially from those contained in the statements. The Company and/or its affil iates 
may or may not have a position in any financial instrument mentioned and may or may not be actively trading in any such securities. Past performance 
is not indicative of future results. 

Unless stated otherwise this information is communicated by the relevant entity listed below. 

Australia: To the extent this material is distributed in Australia it is communicated by Man Investments Australia Limited ABN 47 002 747 480 AFSL 
240581, which is regulated by the Australian Securities & Investments Commission (ASIC). This information has been prepared without taking into 
account anyone’s objectives, financial situation or needs. 

Austria/Germany/Liechtenstein: To the extent this material is distributed in Austria, Germany and/or Liechtenstein it is communicated by  
Man (Europe) AG, which is authorised and regulated by the Liechtenstein Financial Market Authority (FMA). Man (Europe) AG is registered in  
the Principality of Liechtenstein no. FL-0002.420.371-2. Man (Europe) AG is an associated participant in the investor compensation scheme, which is 
operated by the Deposit Guarantee and Investor Compensation Foundation PCC (FL-0002.039.614-1) and corresponds with EU law. Further 
information is available on the Foundation’s website under www.eas-liechtenstein.li. This material is of a promotional nature. 

European Economic Area: Unless indicated otherwise this material is communicated in the European Economic Area by Man Asset Management 
(Ireland) Limited (‘MAMIL’) which is registered in Ireland under company number 250493 and has its registered office at 70 Sir John Rogerson’s Quay, 
Grand Canal Dock, Dublin 2, Ireland. MAMIL is authorised and regulated by the Central Bank of Ireland under number C22513. 

Hong Kong SAR: To the extent this material is distributed in Hong Kong SAR, this material is communicated by Man Investments (Hong Kong) Limited 
and has not been reviewed by the Securities and Futures Commission in Hong Kong. This material can only be communicated to intermediaries, and 
professional clients who are within one of the professional investors exemptions contained in the Securities and Futures Ordinance and must not be 
relied upon by any other person(s). 

Japan: To the extent this material is distributed in Japan it is communicated by Man Group Japan Limited, Financial Instruments Business Operator, 
Director of Kanto Local Finance Bureau (Financial instruments firms) No. 624 for the purpose of providing information on investment strategies, 
investment services, etc. provided by Man Group, and is not a disclosure document based on laws and regulations. This material can only be 
communicated only to professional investors (i.e. specific investors or institutional investors as defined under Financial Instruments Exchange Law) 
who may have sufficient knowledge and experience of related risks. 

Switzerland: To the extent the material is distributed in Switzerland the communicating entity is: To the extent the material is made available in 
Switzerland the communicating entity is: 

– For Clients (as such term is defined in the Swiss Financial Services Act): Man Investments (CH) AG, Huobstrasse 3, 8808 Pfäffikon SZ, Switzerland. 
Man Investment (CH) AG is regulated by the Swiss Financial Market Supervisory Authority (‘FINMA’); and 

– For Financial Service Providers (as defined in Art. 3 d. of FINSA, which are not Clients): Man Investments AG, Huobstrasse 3, 8808 Pfäffikon SZ, 
Switzerland, which is regulated by FINMA. 

United Kingdom: Unless indicated otherwise this material is communicated in the United Kingdom by Man Solutions Limited (‘MSL’) which is an 
investment company as defined in section 833 of the Companies Act 2006. MSL is registered in England and Wales under number 3385362 and has 
its registered office at Riverbank House, 2 Swan Lane, London, EC4R 3AD, United Kingdom. MSL is authorised and regulated by the UK Financial 
Conduct Authority (the ‘FCA’) under number 185637. 

United States: To the extent this material is distributed in the United States, it is communicated and distributed by Man Investments, Inc.  
(‘Man Investments’). Man Investments is registered as a broker-dealer with the SEC and is a member of the Financial Industry Regulatory Authority 
(‘FINRA’). Man Investments is also a member of the Securities Investor Protection Corporation (‘SIPC’). Man Investments is a wholly owned subsidiary 
of Man Group plc. The registration and memberships described above in no way imply a certain level of skill or expertise or that the SEC, FINRA or 
the SIPC have endorsed Man Investments. Man Investments, 1345 Avenue of the Americas, 21st Floor, New York, NY 10105 

This material is proprietary information and may not be reproduced or otherwise disseminated in whole or in part without prior written consent.  
Any data services and information available from public sources used in the creation of this material are believed to be reliable. However accuracy is 
not warranted or guaranteed. ©  Man 2023. 
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