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Welcome to AlphaWeek’s and Sussex Partners’ inaugural Japanese Hedge Fund Industry Survey. 

The Japanese hedge fund industry is, compared to other developed nations, tiny; industry tracker 

Preqin monitors just 46 active investment managers in the land of the rising sun which are 

running hedge fund strategies; those managers account for 90 individual fund products in total. 

In comparison, Preqin tracks 539 managers in the U.K and 3,773 in the United States. Whilst those 

numbers are not exhaustive, they show clearly the disparity between the regions, especially 

considering the respective sizes of the countries’ economies, populations and stock markets.

The Tokyo Municipal Government is taking steps to make life easier for hedge funds to set up in 

Japan’s capital. The Emerging Manager program was launched in 2017 and provides start up 

hedge funds with subsidised access to middle and back o�ce providers to help them get a head 

start with setting up their management companies. It is against this backdrop that we, along with 

institutional hedge fund investment advisor Sussex Partners, are launching this annual report; we 

intend to track the development of the Japanese hedge fund industry, and the changes in 

management companies, funds, flows, and the opinions of the managers over time.

For this inaugural edition, we spoke to twelve managers and asked a handful of questions so that 

we could take the temperature of the respondents with regards to their thoughts about investor 

sentiment – both foreign and domestic - towards the domestic Japanese hedge fund industry. 

For the 2021 edition, which we’re already working on, we will be expanding the report 

significantly, so that we can publish more detailed data with regards to these trends.

We will watch with interest to see how the Japanese hedge fund industry develops. Despite the 

introduction of the Emerging Manager program, according to Preqin, the net number of funds in 

Japan has fallen by one in each of the past two years - from 92 to 91 in 2018 and from 91 to 90 - 

after growing from 72 in 2010 to 92 at the end of 2017.

This report could not have been put together without the help of Institutional hedge fund 

investment advisor Sussex Partners and Nomura’s Prime Brokerage division in Japan, and so, to 

them, thank you. If you would like more information about next year’s survey, or if you have any 

other questions, please contact me.

We hope you enjoy this inaugural Japanese Hedge Fund Industry report.

Greg Winterton

Managing Editor

AlphaWeek
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For over 15 years, we have been dedicating significant e�orts to researching Asian hedge funds, 

with a special focus on Japan. While Asia is attractive due to its less developed capital markets 

and resulting ine�ciencies, Japan has always held a special attraction for us but for di�erent 

reasons. Unlike many other Asian capital markets, Japan is highly regulated, has deep liquidity 

and is generally quite sophisticated, but investments made by hedge funds represent a very small 

percentage of the market.

It has historically been very challenging to generate returns in Japan, and many seasoned 

investors remember all too well the value destruction which started in January 1990. This resulted 

in a loss of over 80% of the value of the TOPIX, and as of end of November of this year it is still 

-41.1% below its 1989 peak. More recently, beginning in July 2007 the TOPIX index recorded a 

decline of almost 60% which took until May 2012 to bottom out. The recovery from this more 

recent drawdown was only completed in October 2017, more than 10 years from when the market 

had initially begun to drop.

The performance of the TOPIX is in stark contrast to markets like the U.S., where the S&P 500 has 

risen approximately 760% since July 2007, making new highs in the process.

Add to this the fact that government debt in Japan exceeds 200% of the country’s GDP - the 

highest in the world, and a figure seen as unsustainable by many analysts - and the narrative of a 

“fly looking for a windscreen” is what comes to many investors’ minds when they think of 

investing in Japan. It is of little surprise then, that to many investors, Japan hasn’t looked very 

attractive. Consequently, this has led to a broad and deep market, with limited analyst coverage 

of public companies (approximately 20% - 30% of stocks are covered) and a significantly

smaller ratio of hedge fund assets to market cap than in either the US or Europe: 0.36%

in Japan versus 5.72% in US and 8.55% in Europe1.

 1 Data as of 2017. Source: IMF/The World Bank.

Historical Cumula�ve Returns (June 2007 – November 2019)

Source: Sussex Partners.
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These reasons also explain why the local hedge fund industry, compared to other developed 

markets, remains significantly smaller. While European or U.S. managers have been able to take 

advantage of markets that on the whole have been going up for the past 20 years their Japanese 

peers have had to battle with a litany of ills including deflation, severe market crashes, 

earthquakes and geopolitical uncertainties, to name but a few. Paradoxically, it is for all these 

reasons though that we always found the Japanese hedge fund space of particular interest. In our 

view, all of these adverse events and market dynamics are creating significant alpha potential. 

The lack of competition and research, for example, means that unlike in more crowded markets, 

fundamental research still tends to work at creating value for investors. Crowded trades, and the 

resulting correlations among managers, are also less pronounced. It also means, that Japanese 

managers have had to learn the hard way how to become astute risk managers, as their very 

survival depends on it. We have found that, in contrast to their Global and U.S. counterparts, 

Japanese managers as a group are much better at protecting downside risk and generating alpha 

versus their long only benchmarks, and we feel that this is very much due to the headwinds they 

have had to face.

2 OECD (2019), General government debt (indicator). doi: 10.1787/a0528cc2-en (Accessed on 12 November 2019)

2

General Government Debt (Total, % of GDP, 2017)

Source: OECD Na�onal Accounts Sta�s�cs: Na�onal Accounts at a Glance.
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With the onset of Abenomics, many investors have revised their view of Japan, and have begun 

to reengage. For the most part though, they have decided to approach the market with a long 

only position, taking a global macro view of monetary easing based on the assumption that they 

can time entry and exit points perfectly. Unfortunately, many of these investors lack a deep 

fundamental understanding of the innerworkings of the Japanese markets and what drives 

returns outside of stimulus, which leaves them subject to the vagaries of global money flows. It 

has always been our contention that this approach is very risky and ultimately flawed, as it is 

subject to global sentiment. It has been, and continues to be, our view that the real reason to 

invest in Japan should be the local idiosyncrasies, and to take advantage of the non-correlated, 

and very attractive risk adjusted returns that can be generated by Japanese hedge funds 

capitalizing on these specific market dynamics and ine�ciencies. Many of our clients share this 

view and are less concerned with the overall market direction and more focused on alpha 

generation. 

The Japanese hedge fund market, though small with only about 80-120 managers, is not very 

transparent, however. This poses a real challenge for many investors that are not able to dedicate 

a significant, boots on the ground, manager research e�ort. Not all Japan-based hedge funds 

report their data to databases like Preqin and HFR, and there are, of course, di�erences in how 

the managers are classified by the various data providers. Furthermore, each data provider has 

di�erent data for the size of the universe, which all contributes to the aforementioned lack of 

transparency. Add to this the cultural di�erences, language barrier, and the fact that funds tend 

to be spread between Tokyo and Singapore, and the task to map the Japanese hedge fund 

industry can feel herculean at times. It also doesn’t help that many of the best-known

managers are  hard  closed.  New  fund  launches  on  the  other  hand  are  hard  to  identify 

unless an investor possesses a deep local network comprising of other trusted fund

managers, prime brokers, other service providers and even the local trade press,

and in some cases are oversubscribed already at launch. Conducting

research through readily available databases therefore only provides a

shallow representation of the space; long term relationships are

key and conducting due diligence without local expertise and

contacts likely means missing important facts. 

Data: North American equities = Eurekahedge North American Hedge Fund Index vs. MSCI North America Index (USD), European equities = Eurekahedge 
European Hedge Fund Index vs. MSCI Europe Index (EUR), Japanese equities = Eurekahedge Japan Hedge Fund Index vs. MSCI Japan Index (JPY).
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Increasing investor appetite has resulted in a slew of new launches in the past 24 months. These 

are mostly by managers that have impressive pedigrees, having previously either been part of 

very successful funds, mostly now closed to new investors, or having managed substantial Japan 

portfolios for some of the best-known multi-strategy platforms. Additionally, we have also seen a 

very welcome and very real e�ort being made by the Tokyo municipality, in conjunction with the 

Japanese regulator and select service providers, aimed at making it easier to set up a hedge fund 

in Tokyo. Given the size of its economy and capital markets, it certainly makes sense for Tokyo to 

try and bolster its position as a hedge fund hub. Recent commitments to improving governance, 

by emulating the UK’s Stewardship Code, are also creating new opportunities in varying flavours 

of shareholder activism, and we have seen new funds being launched to focus on this for the past 

few years. Strategies range from simply looking at companies that have announced “Chukei” 

(Japanese medium term plans), thereby signalling to the market that they are focused on better 

returns for their investors, to soft engagement (akin to a consultant-led transformation of a 

company), all the way to American style “hard” activism which may even include the threat of 

legal action. 

In the past it was di�cult to find managers outside of rather basic, diversified fundamental long 

short equity strategies, with little sector focus, and fairly similar net exposure ranges, and often 

roughly the same amount of positions. Though the market is still very much dominated by equity 

strategies, we are seeing more and more diverse sub strategies emerging. This now allows 

allocators a greater choice of investment opportunities, as well as the possibility of creating a 

basket of lowly or uncorrelated managers. By further sub dividing the universe, investors are now 

able to access specific market ine�ciencies, which to us shows a further maturing of the market. 

We expect to see more of these types of opportunities to become available going forward. We 

continue to be positive on the outlook for the Japanese hedge fund industry from an alpha 

generation standpoint and will follow future developments with great interest. 

Patrick Ghali

Managing Partner

Sussex Partners
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1. How many funds do you manage that are open to new investors?

Managers we interviewed for this survey o�er a total of 26 funds that are open to new investors. 

Most managers o�er one fund – two thirds of the total. 17% of managers o�er between 2 and 5 

funds and another 17% o�er between 5 and 10 funds.
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2. Do you o�er onshore or o�shore funds, or both?

Slightly more than two-fifths - 42% - of managers we interviewed for this survey o�er both 

onshore and o�shore products to their investors, and half o�er o�shore only. 8% of managers 

o�er an onshore-only product.
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These reasons also explain why the local hedge fund industry, compared to other developed 

markets, remains significantly smaller. While European or U.S. managers have been able to take 

advantage of markets that on the whole have been going up for the past 20 years their Japanese 

peers have had to battle with a litany of ills including deflation, severe market crashes, 

earthquakes and geopolitical uncertainties, to name but a few. Paradoxically, it is for all these 

reasons though that we always found the Japanese hedge fund space of particular interest. In our 

view, all of these adverse events and market dynamics are creating significant alpha potential. 

The lack of competition and research, for example, means that unlike in more crowded markets, 

fundamental research still tends to work at creating value for investors. Crowded trades, and the 

resulting correlations among managers, are also less pronounced. It also means, that Japanese 

managers have had to learn the hard way how to become astute risk managers, as their very 

survival depends on it. We have found that, in contrast to their Global and U.S. counterparts, 

Japanese managers as a group are much better at protecting downside risk and generating alpha 

versus their long only benchmarks, and we feel that this is very much due to the headwinds they 

have had to face.

2 OECD (2019), General government debt (indicator). doi: 10.1787/a0528cc2-en (Accessed on 12 November 2019)

3. What is the track record of each of your funds?

35% of the managers we interviewed manage funds with a track record of 1 year or less. 27% of 

the managers o�er funds with a track record of between 4 and 7 years, 23% of managers o�er 

funds with a track record of 7-10 years and 15% of the respondents o�er funds with more than a 

10 year track record.
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4. What is the AUM of each of your funds?

The vast majority of survey respondents – 73% - manage funds of less than $250mn in size. 15% 

manage funds between $250mn and $500mn, 8% manage funds between $500 - $750 mn and 

4% manage funds with more than $1bn in assets.

Percentages are rounded and therefore might not sum to 100
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5. What % of your assets come from outside Japan?

33% of the survey respondents said that between zero and 20% of their assets come from outside 

Japan. 8% of respondents said that between 20-40% of their assets come from outside Japan, 

another 8% said that between 40-60% of their assets come from outside Japan, 17% said that 

between 60-80% of their assets comes from outside Japan and 33% said that between 80-100% 

of their assets come from outside Japan.

Percentages are rounded and therefore might not sum to 100
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6. Do you think domestic Japanese investors pay enough attention to domestic             
6. Japanese hedge funds?

Perhaps surprisingly, survey responses to this question were more equally distributed. 42% of 

respondents said that they don’t think that domestic Japanese investors pay enough attention to 

domestic Japanese hedge fund managers; 33% of survey respondents disagreed, and said they 

do; and 25% weren’t sure.

Percentages are rounded and therefore might not sum to 100
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7. Do you think foreign investors pay enough attention to domestic Japanese
7. hedge funds managers or not?

The results here are starker. 75% of the survey respondents said that they don’t think foreign 

investors pay enough attention to domestic Japanese hedge funds, compared with only 25% who 

do.

Percentages are rounded and therefore might not sum to 100

0

10

20

30

40

50

60

70

80

No Yes

%

Do you think foreign investors pay enough 
a�en�on to domes�c Japanese hedge 

funds?



Page 15Survey Results

8. Have you seen increased or decreased interest in your fund(s) in the past  
8. 12 months?

Interestingly, 83% of survey respondents said that they have seen increased interest in their funds 

in the past 12 months compared with 17% who have seen decreased interest.

Percentages are rounded and therefore might not sum to 100
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Q: Kimihiro, the Japanese hedge fund industry is very small compared to other major markets, 

but the Tokyo municipal government is trying to stimulate growth of this industry via the 

emerging manager program. What’s your view on the initial launch of the program so far?

A: Government Authorities and surrounding service providers are trying to revitalize Tokyo as 
a major financial city, so I’m taking this whole concept positively. Approx. $15trn worth of 
financial assets have been struggling under Japan’s ongoing deflationary environment, where 
the rate of return is clearly deteriorating. Japanese financial institutions are taking more risks 
on the investments front, so Japan should welcome more sophisticated asset managers, who 
have proper risk management controls and fiduciary duties in place who want to establish a 
business here.

Q: 75% of the respondents in the survey don’t think that foreign – i.e. non-Japanese – investors 

pay enough attention to Japanese hedge fund managers when making their hedge fund 

portfolio allocation decisions. What’s your view?

A: I think the Japanese hedge fund society is still in a growth phase. There are talented 
managers in Japan, however they are scarce in terms of size, and we hope to see more 
managers enter the market. One issue, especially with Japanese equity long short managers, 
are the scalability of their funds.  Overseas asset owners, especially the larger institutions, 
seem to have more of an appetite to allocate their capital but there are some limitations to the 
traditional Japanese hedge fund strategies. 

Q: 42% of the respondents in the survey don’t think that domestic Japanese investors pay 

enough attention to domestic Japanese hedge fund managers. What do you think?

A: I think there is interest in the Japanese hedge fund community but requirements regarding 
the fund structure, reporting, NAV frequency, liquidity, etc. creates a larger burden for a 
domestic asset owner to allocate money into a Japanese hedge fund. There needs to be a 
more e�cient investment chain for domestic Japanese investors to allocate a larger 
proportion of their AUM to domestic Japanese managers.

Continues on next page ....
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Q: Which strategies do you see employed by new hedge fund launches by domestic Japanese 

managers, and why?

A: I think a broader range of strategies are starting to evolve. We’re seeing more equity market 
neutral strategies and recently we’ve seen some engagement strategies coming to market too. 

Q: The government is trying to stimulate the industry, but is there anything that the industry can 

do to help foster growth of the domestic Japanese hedge fund industry?

A: I think Japan needs to further enhance our business eco-system. The alternative investment 
industry, especially for listed securities, needs solutions to connect the dots with coexistent 
systems. Japan’s investment chain is unique compared to other major markets. 

Q: Finally, Kimihiro, what are your hopes for the next 12 months for the domestic Japanese 

hedge fund industry – what would represent success from a growth perspective?

A: Better corporate governance, the Stewardship Code, and other initiatives taken by the 
Government Authority should help the financial industry in Japan prosper, and I hope to see 
more hedge fund managers establish their business here in Japan. I hope to see the 
eco-system improve so that, in the next year, we see more talented hedge fund managers 
starting up in Japan. 

Kimihiro Takakura is a Director in Nomura’s Prime Brokerage division in Tokyo
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