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Hedge fund-like investment trusts were fi rst offered to individual investors in the second half 
of the 1990s, and assets under management have grown steadily ever since. Retail investors 
now have access to a widening array of hedge fund strategies, and the market is deepening.

Until recently, only institutional investors such as pension 

funds and fi nancial institutions had access to hedge funds 

in Japan. Institutional investors have steadily expanded 

their investments in these funds, driven by an extended 

period of historically low interest rates and a growing need 

for diversification. Meanwhile, a dearth of information, 

limited access, and large required investments have made 

it diffi cult for retail investors to purchase hedge funds.

But investment trusts utilizing techniques similar to those 

applied by hedge funds were introduced in the second 

half of the 1990s, and the assets they manage have 

gradually grown. According to an FSA survey published in 

December 2005,1) sales of hedge funds to retail investors 

have increased more than tenfold over the past fi ve years. 

This contrasts with five- or six-fold growth in sales to 

fi nancial institutions and corporate clients over the same 

period.

This report surveys hedge fund investments by retail 

investors, who have a smaller profi le than institutions but 

have greatly expanded their market presence over the past 

few years.

Based on data on public open-end investment trusts 

based in Japan and overseas and sold in Japan, we 

estimate that hedge fund-like investment trusts open to 

retail investors managed about 430 billion yen at the end 

of March 2006.2) In other words, assets have grown more 

than six-fold in the fi ve years since end-March 2000, when 

they stood at 70 billion yen. At the end of March 2006, 

there were 64 such funds with outstanding assets of at 

least 1 billion yen, a number up eight-fold in the past fi ve 

years. Hedge fund-like investment trusts for retail investors 

have clearly exhibited robust growth compared with all 

open-end investment trusts, at which assets outstanding 

grew just 70% during this period.
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Exhibit 1. Hedge fund-like investment trusts for retail investors, FY00–05
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In the past few years a wider range of strategies have 

become available to retail investors. At the end of FY00, 

when outstanding assets in all hedge fund-like investment 

trusts open to individual investors were still less than 100 

billion yen, about 40% of the funds employed long/short 

strategies (Exhibit 2). However, the percentage of funds 

pursuing market-neutral strategies, which are designed 

to be unaffected by market fl uctuations, increased as the 

stock market fell in FY01 and FY02. More recently, as 

stocks began to recover in FY03, market-neutral strategies 

gave way to global macro strategies and commodity 

index-linked funds. At the end of FY05, 24% of these 

trusts followed market-neutral strategies, 23% global 

macro strategies, and 19% long/short strategies, resulting 

in a much more balanced market (Exhibit 2). In short, the 

market has broadened not only in terms of outstanding 

assets and the number of funds available, but also in the 

variety of investment strategies.

As noted above, the widening selection of hedge funds 

open to retail investors is a welcome development. But at 

the same time it has made it more diffi cult for individuals—

who do not have the resources of institutions—to select an 

investment strategy, and in particular to select a specifi c 

fund.

The problem is compounded by the fact that hedge fund-

like investment trusts, which typically seek absolute 

returns independent of market movements, tend to 

rely more on manager skill for their performance than 

ordinary investment trusts. Although the wide variety of 

funds available today means generalizations should be 

avoided, the performance of ordinary funds depends far 

more on overall market performance. When we estimated 

the fluctuations in excess returns as a percentage of 

fl uctuations in total returns at investment trusts, we found 

it to be about 20% at ordinary domestic equity investment 

trusts compared with more than 90% at hedge funds. 

This result underlines the extreme reliance of hedge fund 

performance on manager ability.3)

Given the heavy impact of fund selection on performance 

and the growing difficulty of selecting funds, one useful 

option for individual investors may be to purchase funds of 

funds or funds linked to hedge fund indices.

Funds of funds typically offer smaller minimum investments 

than individual hedge funds, facilitate the diversifi cation of 

investments across a number of funds, and entrust fund 

selection to professionals. At present, such funds are 

frequently used by institutional investors. But we think their 

product characteristics will lead to greater acceptance 

among retail investors going forward.
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Exhibit 2. Market share of hedge fund-like investment trusts, by strategy
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1) Summary of Hedge Fund Survey and Related Issues, published by 

the FSA in December 2005.

2) Our estimates used qualitative judgments based on NRI (Fundmark) 

categories and prospectuses available on fund web sites. The 

estimates include funds linked to commodity indices and hedge fund 

indices.

3) Because Japan has relatively few hedge fund-like investment trusts, 

we used the Lipper TASS database to calculate the excess return of 

market-neutral funds relative to LIBOR over the past three years and 

used this figure in our calculations. For domestic equity investment 

trusts, we used the NRI database to calculate the excess return 

earned by domestic equity/general/flexible funds relative to TOPIX 

over the past three years.

Tomoyuki Tatara

Researcher
Financial Technology and Market Research Department

E-mail : kyara@nri.co.jp

Note

Author's Profi le

©2007 Nomura Research Institute, Ltd. All Rights Reserved.

The entire content of this report is subject to copyright with all rights reserved.
The report is provided solely for informational purposes for our UK and USA 
readers and is not to be construed as providing advice, recommendations, 
endorsements, representations or warranties of any kind whatsoever.
Whilst every effort has been taken to ensure the accuracy of the information, 
NRI shall have no liability for any loss or damage arising directly or indirectly 
from the use of the information contained in this report.
Reproduction in whole or in part use for any public purpose is permitted only 
with the prior written approval of Nomura Research Institute, Ltd.

http://www.nri.co.jp/english/opinion/lakyara

Inquiries to : Financial Technology and Market Research Department                      
 Nomura Research Institute, Ltd. 
 Marunouchi Kitaguchi Bldg.  
 1-6-5 Marunouchi, Chiyoda-ku, Tokyo 100-0005, Japan 
 E-mail : kyara@nri.co.jp

Hedge fund offerings for retail investors
vol.09 (20.July.2006)

4 04



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CalCMYKProfile (Japan Color 2001 Coated)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<

  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 0
      /MarksWeight 0.283460
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PageMarksFile /JapaneseWithCircle
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


