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THE CASE FOR REPLICATION OF  
EQUITY LONG/SHORT HEDGE FUNDS 

How can investors gain exposure to equity long/short strategies 
while limiting single manager risk  

or paying excessive fees? 

THREE IMPORTANT FEATURES OF REPLICATION 

Seeks to match or 
outperform actual, 
illiquid hedge funds, 
whereas mutual fund or 
ETF versions tend to 
underperform over time.

Provides 
diversification of a 
multi-manager 
portfolio, which 
solves high dispersion 
of single manager 
funds.

Can be offered in 
regulated structures 
like mutual funds 
and ETFs with 
reasonable fees.
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What is Factor-Based Replication? 

COMPARATIVE PERFORMANCE OF EQUITY LONG FUNDS VS MAJOR EQUITY INDICES OVER 3YR PERIODS 

Case Study 

-20%

-10%

0%

10%

20%

30%

40%

2000 - 2002 2003 - 2005 2006 - 2008 2009 - 2011 2012 - 2014 2015 - 2017 2018 -

C
A

G
R

 d
u

ri
n

g 
p

er
io

d

S&P 500 Russell 2000 MSCI EAFE MSCI Emerging Markets HFRI Equity Hedge



P a g e  3 | 5 

Fee Disintermediation 
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Potential Benefits and Limitations 

ALTERNATIVE APPROACHES TO REPLICATION FOR EQUITY LONG/SHORT 

SINGLE MANAGER 

Discretionary stock 
selection 

REPLICATION 

Dynamically-adjust to 
changes in manager 

views/positions. 

SMART BETA/RISK 

PREMIA 

Targeted exposure to 
specific strategy, like 

value. 

13F/13D POSITIONS 

Clones positions of 
largest managers 

 Reasonable fees

✓ Single stock exposure

 Sector like exposure

 Consistency of returns 
within group

✓ Dynamic exposure shifts
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Conclusion 




