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Equity market neutral (EMN) strategies try to make money through mispricing between stocks, regardless of market direction. (UBS)

Can hedge funds help navigate
choppier markets?
10 May 2024, 2:45 pm CEST, written by UBS Editorial Team

Markets have become more volatile over the past month amid concerns over the pace of US rate cuts and
elevated geopolitical uncertainty. But we see opportunities to use hedge funds—especially equity market
neutral strategies—to generate positive returns through stock selection while carefully managing market risks.

Hedge funds come with their own unique opportunities and risks.

Markets have experienced bigger swings in recent months due to higher economic and geopolitical
uncertainty.

• Investor sentiment has continued to shift over the timing and pace of rate cuts.
• The geopolitical outlook has also remained fluid. While an exchange of attacks between Israel and Iran did not escalate,

the conflict in the region shows few signs of being resolved.
• The S&P 500 fell 4.2% in April, ending a five-month string of gains. Sentiment has recovered in May, and the index

again stands close to a record high.

But certain hedge funds—like equity market neutral strategies—can help when markets are bumpy.
• Equity market neutral (EMN) strategies try to make money through mispricing between stocks, regardless of market

direction.
• Typically EMN managers buy undervalued stocks and sell overvalued ones, "hedging" away exposure to the overall

market (making them "beta neutral").
• EMN managers delivered an estimated 4.1% in annualized returns in the first quarter of this year, above the long-run

trend given favorable market dynamics (based on HFRI Equity Market Neutral Index data).
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So, we think now is a good time to put money to work in this strategy.
• EMN funds tend to have great flexibility to switch positions when economic growth and rate expectations change—

finding opportunities while limiting volatility.
• Adding EMN strategies to a balanced 60/40 portfolio historically has improved the return per unit of risk for an investor.

Did you know?
• Equity long/short strategies have historically delivered excess returns over the S&P 500 (alpha) of 5.2% a year in

periods where correlation between stocks is low and dispersion of stock returns is high, as it is today.
• Based on data between 1990 and 2024, EMN funds have demonstrated limited losses—performing positively on

average during equity sell-offs—but captured 14% of the broad market gains.

Investment view
Alongside equity market neutral funds, we also like specialist credit hedge fund strategies and discretionary macro funds
to navigate market shifts in growth, inflation, and monetary policy. Investors should understand the inherent risks with
hedge funds, including illiquidity, a lack of transparency, and the use of leverage.
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Important information
As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and Exchange Commission (SEC) as an investment adviser and a broker-
dealer, offering both investment advisory and brokerage services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different laws and
separate contracts. It is important that you carefully read the agreements and disclosures UBS provides to you about the products or services offered. For more information, please visit our website at
www.ubs.com/workingwithus.
© UBS 2023. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for individual investors and are produced by UBS Global Wealth Management
(which includes UBS Financial Services Inc. and UBS International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors. The two sources operate
independently and may therefore have different recommendations. The various research content provided does not take into account the unique investment objectives, financial situation or particular
needs of any specific individual investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of UBS AG and an affiliate of UBS International Inc.
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