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Hedge Fund Growth

Growth of Hedge Funds: Assets Under Management
(1990-2005)
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Source: CISDM

Source: “The Benefits o Hedger=indsiiz006 Upaaics oyaiierCenier for Iniernationall Securities and
Derivatives; Marketsi(IViayr2006)>




Strategies and Size

(December 2004; % of total capital under management)

Convertible Equity Market
Arbitrage 6% Neutral 5%

Fixed Income

Event Driven Arbitrage 7%

19%

Dedicated
' Short Bias 0%

Long/Short
Equity 32%

Source: TASS Research.
Note: Excluding FOHFs.

Source: “Hedge Fundsiand heilmplicaionionssimeanecral
Stability.” Europeant Ceniralisanke ANSSi=20055
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SIZE DISTRIBUTION

Large
(> $250 mm)

Small
(< $25 million)

Medium
($25 mm -
$250 mm)

Source: Van Hedge Fund Advisors as of December 31, 2002; grouped by Crestmont Haoldings.

SeURcER PErspectives on Hedae Fundl Investing.” Copyright
2002-03 Crasplon)e ReseE]fen)
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— Credit Susse/Tremont Hedge Fund Index (USO)
— S&P 500 {UsD)

— Dow Jones Wonrd Index (USD)
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Hedge Funds in Bad Times

4 distributionroisiE {ehurns When S&P iIndex

declinea
1
Frequency Distribution Of Monthly Returns
(January 1990-June 2004)
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Source: “Perspectives onfiHedge Flund InVestineyr Copyrighit 2002-05 Crestmont Research




Why Hedge Funds Fail

Distribution of Fund Breakdown of Fund Failures
Failures by Operational Issue

Misappropriation
of Funds Misrepresentation
7% of Investments
18%

Investment -
Risk Only _- Unauthorized
38% Trading

Operational Inadequate

Risk Onl
50% ! Combination of Rese{g}gces

Operational
Issues

49%

Multiple Risks

6% Business Risk Only

6%

Source “lUnderstandimgand Vitisanmpa@peratonal RiskmME cdo e Eund Investments ™ by Stuart Eetfer and
Christopher KundrorEapeos e Eapiiz VIarkeisNEomp iy oid:s 2dp3.




Hedge Fund Leverage Decreasin

Estimated leverage measures’

—— All hedge funds?

Directional

—— Market neutral
—— Equity-focused
Fund-of-funds

1997 1998 1999 2000 2001

directional style families.

Sources: HFR; BIS calculations.

2002

' Based on a 24-month rolling regression window. * Includes equity-focused, market neutral and

2003
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Source: “Internationaleankinerand fi elopmeniss BISi@uariery: Review, March 2005.
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Map of cross-border financial holdings, 2004* Ll iy
Ay $500 bn - $1,500 bn

Figures in bubbles show size of total domestic financial assets $1.500 b - $ 5,000 bn
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* Includes cross-border equity, debt, lending and foreign direct investment.
Source: McKinsey Global Institute Capital Flows Database




International Capital Flows
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Total cross-border capital flows
% billion, 2005 constant $ and constant foreign exchange

CAGR 1980-1990: 4.3%
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global 4.6 3.4 3.6 55 4.4 5.0 3.7 3.8 6.5 6.0 14.2 7.2 12.1 13.9
GDP

Source: McKinsey Global Institute Capital Flows Database




Global Financial Assets

: i [ Equity securities
GIObaI flnaHCIaI assets 0 Private debt securities

S trillion Bl Government debt securities
Bl Bank deposits

CAGR

Yo

95-04 04-05
8.1 5.5

94 14.0

1980 1995 2001 2002 2004* 2005 2010**

Nominal GDP 10.1 294 317 316 328 414 445 63.3
$ trillion

Depth 109 218 292 289 290 316 338
(FS/GDP}), %

* Our 2004 figure dropped from $136 trillion to $133 trillion due to restatement of data by individual countries.
** Extrapolation off of 2005 base, with components grown at 2000-05 CAGRs.
Source: McKinsey Global Institute Global Financial Stock Database




