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Topical Study:  TrimTabs/BarclayHedge Survey of Hedge Fund Managers

Hedge fund managers remain downbeat on equities.  About 39% of the 102 managers we surveyed are •	
bearish on the S&P 500, while 36% are bullish.  Nevertheless, the bullish reading is up significantly from 
17% in August.

Other indicators confirm that hedge funds and speculative traders are downbeat on stocks.  NYSE short •	
interest decreased 2.1% between August 31 and October 15, while the S&P 500 soared 12.1% in the same 
period.  Triple long leveraged U.S. equity ETFs have redeemed $1.5 billion since the start of September, 
while triple leveraged short U.S. equity ETFs hauled in $1.2 billion.

Hedge fund managers are bearish on Treasuries.  About 28% are bearish on the 10-year Treasury note, •	
the largest share since the inception of our survey in May, while only 22% are bullish, the smallest share 
since June.  In contrast, managers have turned much more upbeat on the U.S. dollar index.  About 32% 
are bullish, the largest share since June, while 30% are bearish.

Downbeat stocks sentiment notwithstanding, managers remain inclined to lever up.  About 19% aim •	
to increase leverage in the coming weeks, while only 9% plan to reduce it - the smallest share since we 
started our survey.

We attribute this desire to add leverage to short-term interest rates that round to zero - borrowing is •	
virtually costless - and relatively poor performance.  A third of the funds in the BarclayHedge database 
are underwater for the year, and about half posted a return smaller than 2% through September.  Many 
managers need a blockbuster Q4 in order to collect performance fees.

About 32% of managers cite currency wars as the biggest threat to global financial stability.  About •	
25% name sovereign defaults in developed economies (which probably would have been the most 
popular answer in the previous two quarters), while only 7% identify excessive speculation in emerging 
markets.

About 36% of managers feel too-big-to-fail institutions should be the top priority at the November 11-12 •	
G-20 Seoul Summit, while 20% cite better transparency in the OTC derivatives market.  About 51% of 
managers think a large victory by the Republican party in November’s U.S. midterm elections will be 
positive for the stock market.

Note on Methodology:

We conducted our October 2010 survey between October 18 and October 22.  We surveyed hedge fund managers and 
commodity trading advisors, and we offered a complimentary issue of the Topical Study featured in the November issue of  
the TrimTabs/BarclayHedge Hedge Fund Flow Report for participating.  One hundred and two managers responded.  Their 
assets under management average $30 million and top out at $375 million.
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Hedge fund managers remain bearish on equities.  Bullish contrary indicator - leveraged long 
equity ETFs redeem hefty $1.5 billion since start of September, while leveraged short ETFs haul 
in $1.2 billion.

Hedge fund managers remain downbeat on equities.  About 39% of the 102 managers we surveyed in the 
past week are bearish on the S&P 500, while 36% are bullish.  Nevertheless, the bullish reading is not only up 
significantly from 17% in August, but also the largest since the inception of our survey in May.

Generally bearish sentiment is a bit surprising given the recent rally (the S&P 500 has soared 13.0% since the start 
of September), but it squares with other indicators.  NYSE short interest decreased 2.1% between August 31 and 
October 15, while the S&P 500 surged 12.1% in the same period.  Short interest is heaviest in Consumer Discre-
tionary (5.9% of market cap) and Telecommunication Services (4.8%), the most cyclical sectors, while it is lightest 
in Consumer Staples (2.9%) and Utilities (3.3%), the most defensive sectors.

TrimTabs/BarclayHedge Survey of Hedge Fund managers
S&P 500 Sentiment

Consumer Discretionary	 5.87%	 5.93%	 6.01%	 5.84%	 5.52%	 5.31%	
Consumer Staples	 2.90%	 2.92%	 2.91%	 2.89%	 2.90%	 2.87%
Energy	 4.03%	 3.90%	 3.79%	 3.73%	 3.74%	 3.69%	
Financials	 4.07%	 4.07%	 4.13%	 4.04%	 3.95%	 3.94%
Health Care	 3.37%	 3.41%	 3.37%	 3.31%	 3.21%	 3.15%	
Industrials	 3.34%	 3.36%	 3.43%	 3.27%	 3.21%	 3.21%
Information Technology	 4.39%	 4.52%	 4.54%	 4.30%	 4.31%	 4.25%	
Materials	 4.53%	 4.52%	 4.62%	 4.49%	 4.32%	 4.23%
Telecommunication Services	 4.80%	 5.06%	 4.78%	 5.74%	 5.56%	 5.37%	
Utilities	 3.25%	 3.50%	 3.46%	 3.66%	 3.39%	 3.52%
All	 4.12%	 4.17%	 4.19%	 4.11%	 4.00%	 3.95%

	Sector Focus:  Short Interest as % of Market Cap for S&P 500 Stocks
11-Oct-10 30-Sep-10 15-Sep-10 31-Aug-10 13-Aug-10 30-Jul-10
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Net Position of Speculative Traders on Treasury Futures

Additionally, leveraged ETF flows, which best reflect the mood of the most speculative investors, have been 
extremely bearish.  Triple long leveraged U.S. equity ETFs have redeemed $1.5 billion since the start of Septem-
ber, while triple short leveraged U.S. equity ETFs have hauled in $1.2 billion.  This is akin to investors dumping 
$10.0 billion in domestic stocks.  Our research shows that leveraged ETF flows are an excellent contrary indicator, 
so we view a large increase in leveraged short bets and a hefty decrease in leveraged long bets as especially 
bullish for equities.

Getting Burned

Hedge fund managers bearish on Treasuries.  Managers turn bullish on U.S. Dollar Index but 
remain bearish on greenback pairs.

Hedge fund managers are also bearish on Treasuries.  About 28% of the managers we surveyed are bearish on 
the 10-year Treasury note, the largest share since the inception of our survey in May, while only 22% are bullish, 
the smallest share since June.  In contrast, managers have turned much more upbeat on the U.S. dollar index. 
About 32% are bullish, the largest share since June, while 30% are bearish.



T h e  H e d g e  F u n d  F l o w  R e p o rt

|    5    |

	

Sentiment on U.S. Dollar Index

Sentiment on 10-Year Treasury Note

Commitments of Traders (COT) reports (http://www.cftc.gov/marketreports/commitmentsoftraders/index.
htm) also reveal upbeat greenback sentiment.  Speculative traders (including hedge funds and commodity 
trading advisors) are long U.S. dollar index futures to the tune of 22,789 contracts, while they are short 19,608 
contracts.

http://www.cftc.gov/marketreports/commitmentsoftraders/index.htm
http://www.cftc.gov/marketreports/commitmentsoftraders/index.htm
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	  Interestingly, spec traders are simultaneously bearish on greenback pairs.  In fact, we do not see a single currency 
spec traders are selling against the U.S. dollar.  Spec traders have net long positions of 5.7 to 1 on the Australian 
dollar, 3.7 to 1 on the yen, 2.8 to 1 on the Canadian dollar, and 2.6 to 1 on the euro.

We believe the greenback’s safe-haven status explains the discrepancy.  The dollar typically rallies when stock 
prices decrease, and most managers expect the S&P 500 to decline.  Managers are bullish on the U.S. dollar index 
in that they expect the greenback to appreciate in generic terms.

At the same time, our surveys show that managers are extremely concerned about the impact of quantitative 
easing and runaway deficit spending.  The U.S. might well be the country that has thrown the most money at its 
economy, so hedge fund managers are hard-pressed to come up with a specific currency against which they like 
the greenback to rally.

Spec Traders Long/Short Ratio on Currency Futures vs the U.S. Dollar

Hedge fund managers aim to increase leverage.  A third of hedge funds are underwater for the 
year.

While hedge fund managers are predominantly bearish on equities, they remain inclined to lever up.  About 
19% aim to increase leverage in the coming weeks, while only 9% plan to reduce it - the smallest share since the 
inception of our survey in May.

Why are downbeat managers interested in increasing leverage?  First, short-term interest rates that round to 
zero are a huge incentive to lever up.  Yields and spreads are so low that managers need much more leverage to 
reach target returns.  When it costs virtually nothing to borrow, even very small spreads are profitable if enough 
leverage is applied.
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Second, many managers need a blockbuster Q4 in order to collect performance fees.  About 34% of the funds 
in the BarclayHedge database are underwater for the year, and 49% posted a return smaller than 2% through 
September (the S&P 500 is up 2.3% in the same period).  The pressure to deliver returns is even more intense 
because most hedge fund indices stand only slightly north of their May 2008 high water marks.  Hedge funds 
rebounded dramatically last year, but most managers did not collect performance fees because they had to 
recoup losses suffered in Q4 2008.  Most managers can ill afford a third year of forced frugality.

What are your leverage plans for the next month?

returns of Hedge Funds (Year-to-Date September 2010)
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In your opinion, what are currently the biggest sources of systemic risk?

Hedge fund managers view currency wars as the biggest source of systemic risk.  Managers want 
G-20 to focus on too-big-to-fail institutions.

Our other survey questions focus on macro financial stability.  When we asked managers to identify the biggest 
source of systemic risk, 32% cited currency wars and 25% named sovereign defaults in developed economies 
(which probably would have been the most popular answer in the previous two quarters).  Only 7% of managers 
cited excessive speculation in emerging markets.  About 11% named other factors such as government interven-
tion and QE2 (6%) and the U.S. mortgage market (2%). 

We also asked managers what should be the most important item on the agenda at the November 11-12 G-20 
Seoul Summit.  About 36% of managers feel too-big-to-fail institutions are the top priority, while 20% cite better 
transparency in the OTC derivatives market.  Not surprisingly, only 1% of hedge fund managers name tighter 
regulation of compensation at banks and hedge funds.

In order to prevent another financial crisis, the upcoming G-20 meeting in Seoul should focus on:
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	  Finally, we asked hedge fund managers if they think a large Republican victory in next month’s midterm 
elections will be a positive for the stock market. We guessed that most managers would answer in the affirmative 
because Republicans are generally viewed as more pro-business than Democrats and history shows that equities 
perform better when one party does not control the executive and legislative branches of government.  Most 
managers do feel a Republican win is a plus for equities, but the figure is relatively small (51%).  Additionally, 
25% of managers feel a GOP victory will have no impact on stocks, while 12% view it as a negative.  We attribute 
these figures to two factors.  First, the gambling line on Republicans taking control of the House is prohibitively 
expensive.  Odds makers put the chance of a GOP win at 83%, so markets have already priced it in.  Second, 
many managers probably believe there is little government can do to support asset prices.  Our previous surveys 
suggest that managers view monetary policy (especially quantitative easing) as the most dominant driver of 
short-term market moves.

What effect would a large victory by the Republican party in the U.S. midterm elections 
have on the U.S. stock market?
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This article was included in the November 2010 issue of the TrimTabs Hedge Fund Flow Report. 

FREE SAMPLE of the November 2008 TrimTabs Hedge Flow Report features:

Hedge Fund Flows for September 2008

Headline:  Hedge Funds Post Record $30 Billion Outflow in September

Topical Study:  How Did Best-Performing Funds Weather Burst of Commodities Bubble?

Methodology and Survey Response Rate

Graphs:  Flows & Returns by Strategy

Legal Disclaimer

The data and analysis contained herein are provided “as is” and without warranty of any kind, either expressed 
or implied. TrimTabs Investment Research (TTIR) any affiliates or employees, or any third party data provider, shall 
not have any liability for any loss sustained by anyone who has relied on the information contained in any TTIR 
publication. All opinions expressed herein are subject to change without notice, and you should always obtain 
current information and perform due diligence before trading. TTIR accounts that TTIR or its affiliated companies 
manage, or their respective shareholders, directors, officers and/or employees, may have long or short positions 
in the securities discussed herein and may purchase or sell such securities without notice. TTIR uses various 
methods to evaluate investments, which may, at times, produce contradictory recommendations with respect to 
the same securities. When evaluating the results of prior TTIR recommendations or TTIR performance rankings, 
one should also consider that TTIR may modify the methods it uses to evaluate investment opportunities from 
time to time. For this and for many other reasons, the performance of TTIR’s past recommendations is not a 
guarantee of future results. The securities mentioned in this document may not be eligible for sale in some states 
or countries, nor be suitable for all types of investors; their value and income they produce may fluctuate and/
or be adversely affected by exchange rates, interest rates or other factors. TTIR has an investment management 
affiliate, TrimTabs Asset Management (TTAM) which actively invests in highly liquid ETF securities which are 
sometimes similar or identical to those tracked in the TTIR model portfolio and sometimes different. The portfolio 
trades held by TTAM will not always be the same as those recommended by TTIR, primarily because the TTIR 
trade recommendations are updated weekly while TTAM portfolios are managed on a daily basis as conditions 
change. Due to the highly liquid nature of ETF securities tracked by TTIR, TrimTabs does not believe there is the 
potential for conflicts of interest. Further distribution prohibited without prior permission. 
Copyright 2010 © TrimTabs Investment Research.  All rights reserved.

An annual subscription to the TrimTabs report, including 12-monthly issues and a 15-day money back 
guarantee, is priced at USD $2,200.  CLICK HERE to order online at BarclayHedge.com or contact Richard 
Rubin at +1 (641) 472 3456, rrubin@barclayhedge.com.

CLICK HERE to subscribe
to the TrimTabs Hedge Fund

Flow Report

To DOWNLOAD A FREE SAMPLE of the entire TrimTabs Hedge Fund Flow Report (November 2008 Issue) simply 
fill out this short request form.
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