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Agenda

 What are they and why are we talking about alternatives? 

 Adding value and de-risking in a portfolio context

 Implementation considerations for trustees
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New Yorker Magazine, October 12, 1998 
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Source: Cliffwater (2011), PIAC (2011)
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*Full disclosures are available on slide 27
** Annualized standard deviation of monthly returns, Jan 2003 – Dec 2012.
1,2,3,4 Full disclosures are available on slide 27

Risk/Return Profile Complements Traditional Allocations
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Source: Preqin 2011, KPMG 2012

Institutional Investors Now Dominate The Market

2001

Private Client 
64%

Institutional 
Investors 

36%
Institutional 
Investors 

63%
Private Client 

37%

2012

Institutions includes Endowments, 
Pension  Funds and Foundations 

(excluding fund of funds)

Institutional demand driving:

 Greater Transparency

 Lower Fees 

 Institutional Infrastructure

Global Hedge Fund Investor Base
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Traditional Investments Differ From Hedge Funds  

Traditional Investing vs. Hedge Funds

 Relative return objectives  Absolute or risk adjusted return objectives

 Benchmark driven  No benchmark constraints

 Asset based fee  Incentive based fee

 Long only investments  Long or short and/or derivatives positions

 No leverage  May use leverage

 Highly transparent  Varying degrees of transparency

 Highly liquid  Liquidity restrictions and lock-up periods
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Source: HFRI – 1990-2012,  PH&N IM, Bloomberg
This example is for illustrative purposes only and is not intended to be representative of the performance of any actual or future investment.  Past 

performance is not an indicator of future results 
* HFRI Fund of Funds Composite Index,  ** Assumes Risk Free Rate of 2% and fully currency hedged returns
Domestic Equities = S&P/TSX Composite Index, Universe Bonds = DEX Universe Bond Index

Attractive Historical Correlations And Volatility

Correlation to 
Diversified Hedge 

Funds*

Annualized 
Return

Annualized 
Volatility Sharpe Ratio**

Diversified Hedge 
Funds (Net of Fees)* 1.00 7.7% 5.8% 0.97

Domestic Equities 0.67 7.9% 15.0% 0.40

Universe Bonds 0.14 8.5% 4.8% 1.37

Comparative Statistics 1990-2012
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Correlation to 
Diversified Hedge 

Funds*

Annualized 
Return

Annualized 
Volatility Sharpe Ratio**

Diversified Hedge 
Funds (Net of Fees)* 1.00 -1.7% 6.4% -.58

Domestic Equities 0.84 0.8% 17.0% -.07

Universe Bonds -0.08 6.3% 3.4% 1.2

But The Last 5 Years Have Been Challenging

Comparative Statistics 2007-2012

Source: HFRI – 2007-2012,  PH&N IM, Bloomberg
This example is for illustrative purposes only and is not intended to be representative of the performance of any actual or future investment.  Past 

performance is not an indicator of future results 
* HFRI Fund of Funds Composite Index,  ** Assumes Risk Free Rate of 2% and fully currency hedged returns
Domestic Equities = S&P/TSX Composite Index, Universe Bonds = DEX Universe Bond Index
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Though There Were Winners And Losers

This example is for illustrative purposes only and is not intended to be representative of the performance of any actual or future investment.  Past performance is not an indicator of future results 
Source: HFRI Q4 2012 Industry Report, Bloomberg.  See slide 29 for full disclosures.

3 and 5 Year Annualized Returns by Strategy

Hedge Fund Strategies
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Diversifying Portfolios To Reduce Risk

Lower expected volatility of return seeking portfolio

Lower expected volatility relative to liabilities in de-risking process



Diversified 
Fund of 
Funds
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Source: Hedge Fund  Research Inc – 1990-2012,  PH&N IM, Bloomberg, *Assumes Risk Free Rate of 2% and fully currency hedged returns 
Universe Bonds = DEX Universe Bond Index, Domestic Equity = S&P/TSX Composite Index, Global Equity = MSCI World Index, Diversified Hedge Funds = HFRI Fund of Funds  
Composite Index
This example is for illustrative purposes only and is not intended to be representative of the performance of any actual or future investment. Hedge fund returns net of fees.

Would Hedge Funds Have Made A Difference?

Universe
Bonds

Domestic
Equity

Global
Equity

Diversified
Hedge 
Funds

Portfolio A -
Balanced

40% 30% 30% 0%

Portfolio B -
Alternatives

(Reduce Equity)
40% 20% 20% 20%

Historical return of a Balanced Portfolio (1990-2012)

Historical
Return

Standard 
Deviation

Sharpe 
Ratio*

7.6% 9.2% 0.60

7.7% 7.2% 0.79
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Hedge Funds
10.0%

Diversified Portfolio
With Alternatives

Fixed Income
55.0%

Equities
35.0%

Diversifying Sources Of Risk And Return

This example is for illustrative purposes only.



15Trustee Education Seminar, February 2013

50bps reduction in tracking 
error = 20% of overall 
enhancement attributable to 
10%  hedge fund allocation

0.8%

Same Expected Return with Less Risk

0.0% 2.0% 4.0% 6.0% 8.0%
Tracking Error vs. Liabilities

Interest Rate

Credit

Equity

Hedge Funds

Total
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5.2%

7.8%

Significant Contribution As A Complement To Equity Risk

Source: PH&N IM
Sample 14-year duration liability profile
For illustrative purposes only.
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Single Strategies In A Stand Alone Setting







Direct/ 
Single 

Strategies

Can be effective in times of stress

Can reduce exposure to tail risks

Have potential to enhance yields and returns
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TSX Composite Equity Hedge Fund of Funds Equity Market
Neutral

Macro Managed Futures
(CTA)

Average Monthly Return
Average monthly return when VIX exceeds 25

Single Strategies Can Be Effective In Times Of Stress

Source: HFRI, Bloomberg, PH&N IM, Jan. 1990 – Dec. 2012.  VIX is represented by the CBOE Volatility  Index
This example is for illustrative purposes only and is not intended to be representative of the performance of any actual or future investment. See slide 29 for full disclosures.

Average of monthly returns during periods of high volatility

Hedge Fund Strategies
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Equity Market Neutral Return Distribution

Monthly Average Return
Source:  HFRI, Bloomberg, PHN IM
Base on historical data from 2002 – 2012
This example is for illustrative purposes only and is not intended to be representative of the performance of any actual or future investment
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Source:  Bloomberg, PHN IM, HFRI; data from January 1990 to December 2012.  See slide 29 for full disclosure.

While Providing Potential For Enhanced Returns

Rolling 36 Month Returns 1990 – 2012

Hedge Fund Strategies

Best 36 month period

Worst 36 month period
Median
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Single Strategies In Objectives Based Solutions

Achieving 
target returns 

while 
managing risk 
in a low return, 

low yield 
environment

Portable Alpha Strategies

Enhanced Return

Tactical Allocation Strategies

Volatility

Enhanced Credit Strategies

Yield



21Trustee Education Seminar, February 2013

Key Implementation Considerations

Governance & Education

Administration

Manager Selection



22Trustee Education Seminar, February 2013

5% 4%

14%

32%

44%

30% 32%

19%
15%

5%

‐12%

‐24%

‐3%

‐12%

‐29%
‐28%

‐35%

‐25%

‐15%

‐5%

5%

15%

25%

35%

45%

Canadian
Equity

Canadian
Fixed Income

Equity Market
Neutral

Event Driven Fixed Income
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Managed
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Manager Selection Requires Resources And Expertise 

Hedge Fund Return Dispersion by Strategy in 2012

Hedge Fund Strategies

This example is for illustrative purposes only and is not intended to be representative of the performance of any actual or future investment
Source: Credit Suisse 2012 Hedge Fund Market Review
Mercer Investment Performance Survey of Canadian Institutional Pooled Funds, Q4 2012.
Canadian Equity = S&P/TSX Composite, Canadian Fixed Income = DEX Universe Bond Index, Hedge Fund Strategies sourced from Credit Suisse.
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Global Institutional Hedge Fund Allocation Strategy

Fund Of Funds Still Most Common Solution

Source: Preqin 2011 hedge fund Industry report  
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What Does This Mean For Institutional Investors?

A growing and important part of Institutional Investor asset mix

Manageable governance and administrative learning curve
Effective tool to improve risk adjusted returns and reduce volatility in 

both an absolute and liability driven setting

Hedge funds are worthy of institutional consideration
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Questions?
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* Fixed income expected returns are based on current yields less long term assumptions 
of net default costs. Equity expected returns are based current dividend yields+ 
nominal earnings growth expectations as estimated by PH&N IM and have assumed 
no change to current valuation levels. 

** Volatilities are based on historical monthly standard deviation measures from Jan 2003 
– Dec 2012. Both returns and volatilities are annualized.

1. EM Debt C$ represents benchmark composed of 40% JP Morgan Corporate Emerging 
Markets Bond Index Diversified C$ (CEMBI, hard currency corporate), 40% JP Morgan 
Government Bond Index-Emerging Markets Broad Diversified C$ (GBI-EM, local 
currency sovereign), 20% JP Morgan Emerging Markets Bond Index Global Diversified 
C$(EMBI, hard currency sovereign)  

2. BoA/Merrill Lynch Global High Yield Index Unconstrained C$ 
3. S&P European Leveraged Loan Index C$
4. 50% S&P/TSX Composite Index C$ + 50% MSCI Global Equity Index C$

Disclosures To Slide 6
Risk/Return Profile Complements Traditional Allocations
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Data for the period from Jan 1990 to Dec 2012 
Sources: Hedge Fund Research Inc., Bloomberg

Canadian Equities = S&P/TSX Composite Index (TR)
Canadian Fixed Income = DEX Universe Bond Index
Fund of Funds = HFRI Fund of Funds Composite Index
Equity Market Neutral = HFRI EH: Equity Market Neutral Index
Fixed Income (Asset-backed Securities) = HFRI RV: Fixed Income – Asset Backed
Fixed Income Arbitrage = HFRI RV: Fixed Income – Convertible Arbitrage Index
Fixed Income Corporate = HFRI RV: Fixed Income – Corporate Index 
Equity Hedge = HFRI Equity Hedge (Total) Index
Event Driven = HFRI Event-Driven (Total) Index
Global Macro = HFRI Macro (Total) Index
Managed Futures (CTA) = HFRI Macro: Systematic Diversified Index

Disclosures To Slides 11, 18, 20
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Disclaimer

This presentation is intended for institutional investors only.

This document has been provided by Phillips, Hager & North Investment Management (PH&N IM) for information purposes only and may not be reproduced, distributed or published without the written
consent of PH&N IM. It is not intended to provide professional advice and should not be relied upon in that regard.

Information provided by PH&N IM or obtained from third parties is believed to be reliable, but has not been independently verified. We do not guarantee its accuracy or completeness and we assume
no responsibility or liability for any errors or omissions. The views and opinions expressed herein are those of PH&N IM as of the publication date and are subject to change without notice. This
information is not intended to be an offer or solicitation to buy or sell securities or to participate in or subscribe for any service. No securities are being offered, except pursuant and subject to the
respective offering documents and subscription materials, which shall be provided to qualified investors. This document is for general information only and is not, nor does it purport to be, a complete
description of an investment in any RBC, PH&N or BlueBay funds. If there is an inconsistency between this document and the respective offering documents, the provisions of the respective offering
documents shall prevail.

Commissions, trailing commissions, management fees and expenses all may be associated with the funds mentioned in this presentation. Please read the offering materials for a particular fund before
investing. The performance data provided are historical returns, they are not intended to reflect future values of any of the funds or returns on investment in these funds mentioned in this presentation.
Further, the performance data provided assumes reinvestment of distributions only and does not take into account sales, redemption, distribution or optional charges or income taxes payable by any
unitholder that would have reduced returns. The unit values of non-money market funds change frequently. For money market funds, there can be no assurances that a fund will be able to maintain its
net asset value per security at a constant amount or that the full amount of your investment in the fund will be returned to you. Mutual fund securities are not guaranteed by the Canada Deposit
Insurance Corporation or by any other government deposit insurer. Past performance may not be repeated.

Hedge funds are speculative and involve significant risk of loss of all or a substantial amount of your investment. Hedge funds: (i) often engage in leverage and other speculative investment practices
that may increase the risk of investment loss; (ii) can be highly illiquid; (iii) are not required to provide periodic pricing or valuation information to investors; and (iv) are not subject to the same regulatory
requirements as mutual funds. Past performance is not necessarily indicative of future results and future returns are not guaranteed. Performance may be volatile and transferability is limited. Fees and
expenses may offset profits. Performance for customized advisory services may not be duplicative of the performance presented above for the fund due to client restrictions, fees, and other mandates
that may vary.

The amount of risk associated with any particular investment depends largely on the investor’s own circumstances. Investors should consult their professional advisors/consultants regarding the
suitability of the investment solutions mentioned in this presentation.

This document may contain forward-looking statements about general economic factors which are not guarantees of future performance. Forward-looking statements involve inherent risk and
uncertainties, so it is possible that predictions, forecasts, projections and other forward-looking statements will not be achieved. We caution you not to place undue reliance on these statements as a
number of important factors could cause actual events or results to differ materially from those expressed or implied in any forward-looking statement. All opinions in forward-looking statements are
subject to change without notice and are provided in good faith but without legal responsibility.

PH&N IM is a division of RBC Global Asset Management Inc. (RBC GAM Inc.). RBC GAM Inc. is the manager and principal portfolio adviser of the Phillips, Hager & North (PH&N) investment funds.
RBC GAM Inc. is registered with the various securities commissions of Canada as a portfolio manager, which permits it to provide discretionary investment management services to its clients, and as an
exempt market dealer which permits it to act as a dealer for prospectus exempt trades in certain circumstances. RBC GAM Inc. is also approved in the Investment Fund Manager category in Ontario
and is registered as a Commodity Trading Manager in Ontario. Sky Investment Counsel Inc. (Sky), in which RBC GAM Inc. holds a substantial non-controlling interest, is the sub-adviser with respect to
non-North American equity assets managed by PH&N IM, including those held in all PH&N investment funds.

Each of RBC GAM and Blue Bay Asset Management LLP (BlueBay), the manager of the BlueBay funds, is a wholly-owned subsidiary of Royal Bank of Canada, and an affiliated company and may be
considered as related issuers and/or connected issuers under applicable securities legislation. Certain directors or officers of RBC GAM Inc. may also be provide services to a fund or RBC GAM Inc. in
relation to a fund.

® \™ Trademark(s) of Royal Bank of Canada. Used under license. © RBC Global Asset Management Inc., 2013.
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