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Executive Summary 

Since the invention of the first hedge fund by Alfred W. Jones in 1949, hedge funds and other 

alternative investments have become a popular investment instrument for wealthy individuals 

and institutional investors. Over the last decade, the growth of hedge funds has accelerated 

enormously in terms of assets under management and number of funds.  

 
In this work, I will examine whether a portfolio of funds selected through a quantitative process 

(the Genesis model) can outperform a given benchmark on a risk adjusted basis. The data fed 

to the model will be historical NAV prices of off-shore hedge funds with track records spanning 

more than 13 years. The paper intends to outline a possible approach on how a fund of hedge 

fund strategy can create alpha in a dynamic process, by comparing and analysing different 

hedge fund strategies with the Genesis model based on a Cayman fund database. The data is 

provided by Bloomberg, and will be time-series of NAV of hedge funds with a monthly 

frequency. 

 
The composition of a fund of hedge fund portfolio requires two actions: fund picking and 

strategy allocation. Literature suggests that fund picking is the key driver. Therefore, the 

portfolio here will be created based on two parts. First of all, a portfolio construction model 

will be introduced. However, the focus of this work will be on a quantitative scoring model 

(Genesis model). The strategy aims to achieve absolute return in a given year with low 

volatility.  

 

Over the 13-year time period, all six hedge fund strategies in which investments were made 

outperformed their respective benchmarks on an absolute and risk adjusted basis. That is 

indicative of the added value that our methodology can bring to a portfolio of hedge funds. 

More importantly, together with our portfolio construction process, that purposely put more 

weight into strategies that are statistically expected to deliver better risk adjusted results, our 

resulting portfolio was able to overperform major benchmarks even on a net-of-fees basis. 

Additionally, the portfolio displayed limited correlation to major asset classes as they were 

expressed through their selected benchmarks and significant alpha on a monthly-return basis.  

 
  


