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LONG/SHORT EQUITY
UNLOCK THE POTENTIAL VALUE OF HEDGE FUNDS 
Hedge funds trace their roots back to 1949, when Alfred Winslow Jones and four friends 
formed an investment partnership to make both long and short investments in public 
equities.  Jones sought to remove exposure to the broader market, focusing instead on 
the relative performance of one stock vs. another.  In this sense, Jones’ strategy can be 
thought of as an absolute return strategy, one designed with the goal of making a profit in 
any market environment.

Fast forward to today and there are many hedge fund strategies in existence, most of which 
do not pursue the same type of market neutral strategy as Jones did.  Contrary to what 
some might believe, hedge funds as a group are not an absolute return investment.  The 
majority of hedge funds have some degree of market exposure, and therefore, can show 
positive or negative performance depending upon the market environment.  However, the 
ability of hedge funds to be long or short a particular investment or market enables 
them to alter their exposure to the broader market, potentially minimizing the impact 
of down markets.  

We can see this in the drawdown chart below, Figure 1. The chart measures periods of 
negative performance and the amount of time taken to recover that performance.  As 
illustrated, there have been two major periods of negative equity market performance 
over the last 20 years, 2001-2002 and 2008-2009.  During those periods, the S&P 500 lost 
-44.73% and -50.95%, respectively.  Hedge funds, as measured by the HFRI Fund Weighted 
Composite fared better with returns of -5.72% and -21.42%, respectively.

Figure 1. Drawdowns: U.S. Equities vs. Hedge Funds

Hedge Funds Have Lost Less During Volatile Periods

Sources: Miles Capital, Bloomberg, HFRI. Hedge Funds are represented by the HFRI Fund Weighted Composite.
Past performance is not indicative of future results.   
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Past performance is not indicative of 
future results.  There can be no guarantee 
that any investment strategy discussed 
in this Presentation will achieve its 
investment objectives.  As with all 
strategies, there is a risk of loss of all or a 
portion of the amount invested.



Also contrary to what some may believe, hedge funds are not designed for full market 
participation. As hedge funds have historically had a less risky profile than public equities, they 
are not expected to produce the same long-term return.  The average annual return of the 
S&P500 over the last 20 years is 7.15%, compared to the slightly lower return of 6.60% for 
hedge funds.  However, per Figure 2, hedge funds have historically produced a better risk-
adjusted return (as measured by the Sharpe Ratio), due to the approximately 60 percent lower 
volatility during the past twenty years.

Figure 2. Key Statistics: U.S. Equities vs. Hedge Funds
Previous 20 Years (July 1997-June 2017)

Sources: Miles Capital, Bloomberg, HFRI. Hedge Funds are represented by the HFRI Fund Weighted Composite.
Past performance is not indicative of future results.   

HEDGE FUND STRATEGIES

As mentioned, hedge funds as a whole are not absolute return vehicles. In fact, there is a wide 
variety of strategies within the hedge fund universe. In order to better understand the risk/return 
profile of hedge funds, let’s look at some of the more common hedge fund strategies.

LONG/SHORT EQUITY
Long/Short Equity is one of the most common and most liquid strategies. Long/Short managers 
go long stocks they expect to rise in value and short stocks they expect to fall in value.  Even 
within the strategy, manager focus varies significantly. Managers may focus on a specific 
geographical region or market capitalization.  Many times they will have more concentrated 
exposures to individual stocks than do traditional long only managers.  Two key measures are 
used to indicate the broad exposure of a given fund: gross exposure and net exposure.

Gross exposure is a measure of how much of the fund’s capital is at risk across both the long and 
the short positions.  If the value of the fund’s long positions equals 80% of fund capital and the 
value of the fund’s short positions equals 40% of fund capital, then the fund has gross exposure 
of 120% (80% + 40%).  This indicates the fund is 20% levered.  

Net exposure is a measure of the degree to which the fund is long or short on an overall basis.  
In the above example, the fund would have net long exposure of 40% (80% - 40%).  Long/
short equity funds tend to be long-biased, with most maintaining net long exposure somewhere 
between 20% and 60%.  But the exposure is not static.  Managers tend to increase the exposure 
during periods when the environment promotes strong equity market returns and decrease 
exposure during difficult investing environments.  

Past performance is not indicative of 
future results.  There can be no guarantee 
that any investment strategy discussed 
in this Presentation will achieve its 
investment objectives.  As with all 
strategies, there is a risk of loss of all or a 
portion of the amount invested

LONG/SHORT 
MANAGERS GO 
LONG STOCKS 
THEY EXPECT TO 
RISE IN VALUE AND 
SHORT STOCKS 
THEY EXPECT TO 
FALL IN VALUE.
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S&P 500 HEDGE FUNDS
Annualized Return 7.15% 6.60%
Annualized Std. Deviation 15.10% 6.77%
Correlation to S&P 500 1.00 0.76
Sharpe Ratio 0.33 0.66
Worst Drawdown -50.95% -21.42%
Date of Worst Drawdown 11/07-2/09 11/07-2/09



These characteristics – having net long exposure of less than 100% and altering that exposure 
based on the investing environment – is what has historically enabled long/short equity funds to 
produce returns that are less volatile than the equity markets.

Figure 3. Long/Short Equity Performance and Risk Metrics (July 1997-June 2017)

Sources: Miles Capital, Bloomberg, Barclays, HFRI. Hedge Funds are represented by the HFRI Equity Hedge Index. 
Past performance is not indicative of future results.   

LONG/SHORT CREDIT
Long/Short Credit strategies are typically designed with the goal of profiting from specific 
credit related risks, such as default risk, credit spread risk and illiquidity risk.  Some of the most 
common trades within long/short credit are relative value trades between two issuers – going 
long the credit of one issuer (e.g. IBM) and short the credit of another (e.g. HP).  They usually 
occur within the same industry in order to avoid sector risk.  

Other typical trades target a profit from the securities of a single issuer and tend to focus in one 
of three areas, term structure, capital structure, or basis.  Term structure trades involve going 
long one maturity and short another maturity based on the expectation that the difference in 
yields between the two maturities is out of line. Capital structure trades seek to capture the 
mis-pricing between two debt instruments based on their seniority level, such as going long 
the subordinated debt and short the senior debt.  Finally, basis trades attempt to capture the 
difference between the cash market and the derivatives market, either for a single issuer or a 
basket of issuers. 

Figure 4. Long/Short Credit Performance and Risk Metrics (July 1997-June 2017)

Sources: Miles Capital, Bloomberg, HFRI. Hedge Funds are represented by the Barclays Hedge Fixed Income Arbitrage.
Past performance is not indicative of future results.   

EVENT DRIVEN
Event Driven strategy managers focus on a specific event that is occurring in regard to a 
company.  Although there are several strategies within event driven, one of the more prevalent 
is merger arbitrage.  In merger arbitrage, managers tend to take positions only in announced 
transactions, buying equity shares in the company that is being acquired.  If a transaction is a 
stock for stock transaction, the manager may hedge their position by selling short the equity of 
the acquiring company.

EVENT DRIVEN 
STRATEGY 
MANAGERS FOCUS 
ON A SPECIFIC 
EVENT THAT IS 
OCCURRING 
IN REGARD TO 
A COMPANY... 
SUCH AS MERGER 
ARBITRAGE.
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S&P 500 LONG/SHORT EQUITY
Annualized Return 7.15% 7.79%
Annualized Std. Deviation 15.10% 9.05%
Correlation to S&P 500 1.00 0.77
Sharpe Ratio 0.33 0.62
Worst Drawdown -50.95% -30.59%
Date of Worst Drawdown 11/07-2/09 11/07-2/09

S&P 500 LONG/SHORT CREDIT
Annualized Return 7.15% 5.64%
Annualized Std. Deviation 15.10% 4.92%
Correlation to S&P 500 1.00 0.39
Sharpe Ratio 0.33 0.71
Worst Drawdown -50.95% -29.12%
Date of Worst Drawdown 11/07-2/09 6/07-3/09

Past performance is not indicative of 
future results.  There can be no guarantee 
that any investment strategy discussed 
in this Presentation will achieve its 
investment objectives.  As with all 
strategies, there is a risk of loss of all or a 
portion of the amount invested



THE FOCUS IN 
GLOBAL MACRO, 
DIFFERENT THAN 
THE OTHER 
STRATEGIES, 
IS ON BROAD 
MARKETS AND 
NOT INDIVIDUAL 
COMPANIES.

The manager is able to buy the equity of the target company at a price below the agreed upon 
deal price, thus capturing the difference when the merger closes.  The difference in price, or 
spread, exists because of the market’s uncertainty regarding whether the deal will close and to 
account for the time until the deal closes.  

Each deal is subject to certain conditions, such as regulatory approval, shareholder approval, 
and lack of material adverse change in the acquired company’s financial position or business.  
The acquiring company usually pays a significant premium over the current share price of the 
target company, which results in a material increase in the target company’s share price when 
the deal is announced.  

If a deal breaks – i.e. does not close due to one of the conditions above – the equity price of the 
target company will fall, most likely back to a level similar to before the deal was announced. 
Merger arbitrage seeks to capitalize on this uncertainty.

Figure 5. Event Driven Performance and Risk Metrics (July 1997-June 2017)

Sources: Miles Capital, Bloomberg, Barclays, HFRI. Hedge Funds are represented by the HFRI Event Driven Index. 
Past performance is not indicative of future results.

GLOBAL MACRO
Global Macro is a strategy that is based upon top-down economic research across multiple 
geographical regions.  Managers analyze variables such as GDP growth, inflation expectations, 
employment, interest rates, fund flows, political changes, government policies, and other broad 
systemic factors, in order to assess the impact any changes might have on a region’s debt, 
equity, commodities or currency markets.  

Managers may take long or short positions usually through the use of derivative instruments like 
futures, forwards and options.  The focus here, different than the other strategies, is on broad 
markets and not individual companies.  There are two primary approaches to global macro 
investing: discretionary and systematic.

Discretionary global macro involves a fundamental assessment of broad economic variables, 
with positions taken based upon the outlook for the various markets.  Systematic macro is 
different in that the investment decisions are based upon signals from quantitative models.  

Managed Futures trend following is a common systemic approach, whereby managers use 
models to evaluate average prices for instruments compared across multiple time periods 
(anywhere from 1 month to 18 months), looking for short-term, medium-term or long-term 
trends.  Basing positions on trends gives managed futures the possibility of profiting in 
positively trending markets as well as negatively trending markets.  During the financial crisis 
public equities lost -50.95%, whereas systematic macro managers had positive performance of 
+13.52%. (cont. on page 5)
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S&P 500 EVENT DRIVEN
Annualized Return 7.15% 7.72%
Annualized Std. Deviation 15.10% 6.61%
Correlation to S&P 500 1.00 0.74
Sharpe Ratio 0.33 0.84
Worst Drawdown -50.95% -24.79%
Date of Worst Drawdown 11/07-2/09 11/07-2/09

Past performance is not indicative of 
future results.  There can be no guarantee 
that any investment strategy discussed 
in this Presentation will achieve its 
investment objectives.  As with all 
strategies, there is a risk of loss of all or a 
portion of the amount invested



Figure 6. Global Macro Performance and Risk Metrics (July 1997-June 2017)

Sources: Miles Capital, Bloomberg, Barclays, HFRI. Hedge Funds are represented by the HFRI Global Macro Index.
Past performance is not indicative of future results.

MULTI-STRATEGY
Multi-Strategy is a fairly common approach as well. These managers manage multiple hedge 
fund strategies within their portfolio. This helps to ensure strategy diversification, but not 
manager diversification.

For performance details, see Figure 2. 

CONCLUSION: HEDGE FUNDS A STRONG COMPLEMENT
While hedge funds can seem complex, the strategies are all based on the same basic concept that 
Alfred Winslow Jones pioneered nearly 70 years ago: making both long and short investments 
in public markets. 

Today, managers can go long and short companies or issuers, industries, governments, and 
more. But the goal remains the same, to minimize volatility. Hedge funds are a unique asset class 
and they have historically provided, as demonstrated in the tables above, strong, risk-adjusted 
returns. 

However, manager dispersion around the index returns is extremely wide. The keys for performing 
well in hedge funds are the same as in more traditional assets: selecting top-tier managers and 
constructing a diversified and risk-managed portfolio.

Based on the historical data (20 years included here), we believe a diversified portfolio of top-
tier hedge funds may serve as an excellent complement to public equities, with the potential to 
provide downside risk protection without significantly decreasing return potential.
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S&P 500 GLOBAL MACRO
Annualized Return 7.15% 5.75%
Annualized Std. Deviation 15.10% 5.63%
Correlation to S&P 500 1.00 0.26
Sharpe Ratio 0.33 0.64
Worst Drawdown -50.95% -8.02%
Date of Worst Drawdown 11/07-2/09 5/11-9/13

Disclosures on page 6
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RESULTS THAT MATTER. The information provided herein is furnished by Miles Capital, 
Inc. solely for informational purposes and is confidential. It may not be reproduced or 
distributed to anyone else without prior consent. 

The HFRI composites are being used under license from Hedge Fund Research, Inc., which 
does not approve of or endorse any of the products discussed in this communication or the 
contents of this report. 

This Presentation is not a solicitation of an offer to buy or sell any security or other 
financial instruments or to participate in any trading strategy. The strategies described in 
the presentation may not be suitable for all investors. Investors are advised to thoroughly 
and carefully review financial, legal, and tax consequences of all investments to determine 
suitability. There can be no guarantee that any investment strategy discussed in this 
Presentation will achieve its investment objectives. As with all strategies, there is a risk of loss 
of all or a portion of the amount invested.

 IMPORTANT INFORMATION Investors in alternative investments should bear in mind 
these can be highly speculative products and may not be suitable for all clients.

An investor should consider the Fund’s investment objectives, risks and charges 
and expenses carefully before investing or sending money. This and other important 
information about the investment company can be found in the Fund’s prospectus. To 
obtain a prospectus, please call 1-844-838-2120 or visit www.milescapitalfunds.com 
and download one here. Please read the prospectus carefully before investing. 

The fund is distributed by Unified Financial Securities, LLC (Member FINRA). Miles Capital, 
Inc. is the investment advisor. Investment in the Fund involves risk, including the possible 
loss of principal. An investment in the Fund is not insured or guaranteed by the FDIC or any 
other government agency. 

Circumstances could create a situation whereby utilizing a hedge fund strategy 
could have the adverse effect of increasing volatility.

 
A WORD ABOUT RISK All investments involve risk, and the Fund cannot guarantee that it 
will achieve its investment objective.  The Fund’s returns and share price will fluctuate, and 
you may lose money by investing in the Fund.
Diversification does not ensure a profit or guarantee against loss.
Investors in alternative investments should bear in mind that these products can be highly 
speculative and may not be suitable for all clients.  Alternative strategies pursued by the Fund 
may be subject to a number of risks either directly or indirectly through its investments in other 
Investment Companies or other securities and investment instruments.  These risks include:
Allocation risk – the Fund may at times favor an asset category or strategy that performs 
poorly relative to other asset categories and strategies.
Commodity risk – investments in commodities and commodity-linked ETNS may subject 
the Fund to additional volatility.  The value of commodities may be affected by overall 
market movements and factors affecting a particular commodity or industry, including 
adverse weather conditions, diseases, embargoes, taxes and other political and regulatory 
developments.  Any income received from commodities-related investments will be passed 
through to the Fund as ordinary income, which may be taxed at less favorable rates than 
capital gains.
Concentration risk – if an underlying fund is concentrated in a particular industry or 
economic sector, events that affect that industry or economic sector will have a greater effect 
on the underlying fund than they would on a fund that is more diversified among a number 
of unrelated industries or sectors.
Credit and counterparty risk – the counterparty to a transaction with the Fund or an 
underlying Fund may be unwilling or unable to meet its obligations.
Currency risk – currencies in which an underlying fund’s investments are traded, or currencies 

in which an underlying fund has taken an active position, may decline in value relative to the 
U.S. dollar.
Derivatives risk, including futures risk and option risk – the use of derivatives by an 
underlying fund could lead to substantial volatility and losses.  Derivatives may be illiquid 
and difficult to price, and the counterparty to a derivatives contract may be unable or unwilling 
to fulfill its obligations under the contract.  An underlying fund’s use of futures could expose 
the underlying fund to gains or losses that far exceed the level of the underlying fund’s initial 
investment.  An underlying fund may lose the entire value of the premium paid to purchase 
a put or call option.
Equities securities risk – equity securities are subject to changes in the company’s financial 
condition over overall market and economic condition.  Small-cap stock may pose greater 
market and liquidity risks than large-cap stock.
Exchange-traded note risk – and ETN reflects the risk of owning the assets that compose the 
market index the ETN is designed to track.  The Fund’s decision to sell an ETN may be limited 
by the availability of a secondary market.
Fixed-income securities risk – rising interest rates typically cause the value of bonds and 
other debt instruments to fall, while declining interest rates generally increase the value of 
existing bonds and other debt instruments.  The issuer of a fixed-income security may default 
on payment of interest or principal. 
Foreign securities risk – investing in foreign issuers may involve risks not associated with 
US investments, including settlement risks, currency fluctuation, local withholding and other 
taxes, different financial reporting practices and regulatory standards, high costs of trading, 
changes in political conditions, expropriation, investment and repatriation restrictions, and 
settlement and custody risks.
Hedging risk – although underlying funds may use certain hedging strategies intended to 
limit or reduce investment risk, these strategies may be unsuccessful.
Leverage risk – the use of leverage typically magnifies both gains and losses.
Liquidity risk – underlying funds may hold less liquid securities.  When there is no willing buyer 
and a security cannot be readily sold, an underlying fund may be unable to sell the security at an 
advantageous time or price; therefore your redemption value may be less favorable.
Management risk – the Fund’s performance is dependent upon the Adviser’s skill in selecting 
underlying funds and making appropriate investments.
Market risk – the price of securities held by the Fund or underlying funds may decline in 
response to world events and conditions affecting the general economy.
New fund risk – there can be no assurance that the Fund will grow to an economically viable 
size, in which case the Fund may cease operations, and your interest in the Fund may be 
liquidated at an inopportune time.
Other investment company securities risk – the Fund’s investment in underlying investment 
companies, including mutual fund and ETFs, exposes the Fund to the investment performance 
and risks of those investment companies.  The underlying funds in which the Fund invests will 
pay management fees, brokerage commissions, operating expenses and performance based 
fees to each manager it retains.  As a result, the cost of investing in the Fund may be higher than 
other mutual funds that invest directly in stocks and bonds.  There is no guarantee that any of the 
trading strategies used by the underlying managers will be profitable or avoid losses. 
Quantitative methods risk – the Adviser’s use of quantitative methods in managing the 
Fund’s portfolio may not be successful or work as expected.
Real estate investment risk – an underlying fund’s investment in companies in the real 
estate industry will expose the underlying fund to the risks of owning real estate directly, 
including economic downturns that have a negative effect on the real estate markets, possible 
lack of available financing, and changes in interest rates or property values.
Short sales risk – short sales have the possibility of unlimited losses. 


