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Abstract

Risk-adjusted criteria have been traditionally used to measure the performance of a hedge fund,
and Sharpe ratio can be considered one of the most popular measures that determine its
efficiency in terms of volatility. Although Sharpe ratio provides a standardised performance
measurement criterion, it is not particularly effective in all market conditions which causes a
doubt in its credibility as a comparative instrument. In this study, the Sharpe ratio is analyzed in
terms of application in the different market cycles starting with application in the market during
expansion, contraction and the crises. Using information available to past empirical studies, the
analysis underlines the stability and fluctuation of Sharpe ratios across strategy classes phrases
such as, trend-following, equity long-short, and fund of funds. The results indicate that although
some strategies are characterized with consistent resilience, some strategies have been shown to
have a pronounced cycle dependence especially in the high volatility periods. Besides, the paper
discusses the criticisms of the deficiencies of the Sharpe ratio, such as the fact it fails to
incorporate higher-moment risks and the presence of non-normal distributions of returns, and
places it in the context of related discussion on the generic critique of hedge fund performance.
The inclusion of the comparative view cites the research with the importance of complementary
measures of performance; the Omega and Treynor ratio that include multi-dimensional risk and
returns. One can infer that performance measures should be less static in portfolio management
(cycle-conscious), and additional research should enhance the evaluation framework in order to
achieve higher predictive ability and better investing decisions.

Keywords: Hedge funds; Sharpe ratio; Market cycles; Risk-adjusted performance; Portfolio
evaluation; Investment strategies.
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1. Introduction

The hedge funds have been seen as the key aspect of flow of the new and modern financial
market that gives the investors a right to have access to alternative systems that are more likely
to offer them with the benefits of diversification, higher profits, and management that have had
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the capabilities to outclass the conventional portfolios (Liang, 1999; Ackermann, McEnally, &
Ravenscraft, 1999). However, measuring the performance of hedge funds is a controversial topic
since their performance is led due to complex strategy, asymmetric distribution of returns, and
facing the systemic threat (Fung & Hsieh, 2001; Chan, Getmansky Sherman, Haas, Lo 2005). At
the center of such discussion is the issue of performance indicators like Sharpe ratio, which
normalizes returns to risk and therefore has been one of the most commonly used measures
between academicians and practitioners (Auer & Schuhmacher, 2013; van Dyk, van Vuuren, &
Heymans, 2014).

Although the Sharpe ratio is a very simple, easy to understand measure, it has been disputed
whether it is applicable to a variety of market conditions. In a stressful financial environment,
hedge funds may have non-normal distribution of returns and fat tailed distributions (with or
without skew), which questions the presumptions of the ratio (Fung & Hsieh, 2004; Bergh &
Van Rensburg, 2008). Further, empirical evidence has drawn attention to the fact that hedge fund
strategies display asymmetry in various market conditions: under normal market conditions such
as long-short on the equity or relative value strategies can be deemed to perform better than the
strategy dominated by self-trend or macro variables (Metzger & Shenai, 2019; Frydenberg,
Hrafnkelsson, Bromseth, & Westgaard, 2017).

These dynamics underscore the importance of examining the robustness of Sharpe ratios across
market cycles and exploring whether alternative measures, such as the Omega and Treynor
ratios, can provide a more comprehensive assessment of performance (Rambo & Van Vuuren,
2017; Van Dyk, Van Vuuren, & Heymans, 2014). This study contributes to the literature by
comparing Sharpe ratios across multiple hedge fund strategies and cycles, with the goal of
advancing both theoretical understanding and practical decision-making for portfolio managers
and institutional investors.

2. Conceptual Framework: Risk and Return in Hedge Funds

Hedging as applied in terms of evaluating the performance of the hedge fund is conceptually
based on the two second dimensions of risk and return. A clear niche in the fields of the global
financial markets is that held by hedge funds, the investment strategies of which are flexible, the
positions leveraged and the instruments complex to ensure, in whatever market directions, the
probe of alpha (Ackermann, McEnally, & Ravenscraft, 1999). Contrary to the conventional
funds, hedge funds are not as bound by regulatory requirements and benchmark index
performances and evaluation of the risk-adjusted returns of the hedge funds is essential. In order
to put this research into perspective a discussion on the generation of hedge fund returns, the
type of risks associated and theoretical and empirical point of view concerning the measurement
of performance is necessary.

2.1 Hedge Fund Returns, their Sources, and Characteristics

Hedge funds returns arise through a variety of investment strategies that include long-short
equity, global macro, event-driven, relative value and trend-following strategies (Al-Sharkas,
2005). Such plans may exploit inefficiencies in both the developed and the emerging markets
giving potentials of abnormal returns. Nonetheless, such returns are not standardized, instead
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they are differences between funds with respect to strategy, skill of fund manager, and current
market conditions (Liang, 1999).

The literature points out that the hedge funds tend to perform well in an absolute returns scheme
when compared to traditional investments, but may not perform comparatively favorably when
muted along lines of risk (Eling, 2009). Besides, the strategic choice of individuality, as noted by
Sun, Wang and Zheng (2012) is vital in holding explanations of the heterogeneity of the returns
of hedge funds.

2.2 Understanding Hedge Fund Risk

The risk profile of hedge funds extends beyond traditional market risk. Hedge funds are exposed
to leverage risk, liquidity risk, counterparty risk, and systemic risk (Chan, Getmansky Sherman,
Haas, & Lo, 2005). Their use of derivatives, short selling, and concentrated positions further
magnifies both the upside potential and downside exposure (Lo, 2001).

In particular, hedge fund risks are often nonlinear, with returns exhibiting fat tails, skewness, and
volatility clustering that deviate from the normal distribution assumed in classical portfolio
theory (Fung & Hsieh, 2001). This underlines the importance of advanced risk-adjusted
performance measures that capture these higher-moment characteristics (Bergh & Van Rensburg,
2008).

Risk-Return Profiles of Hedge Fund Strategies vs Traditional Assets
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Fig 1: Risk- Return of Hedge Fund Strategies vs Traditional Assets
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2.3 Performance Evaluation through Risk-Adjusted Measures

The mainstream appraisal models (absolute returns) are insufficient to assess the real efficiency
of hedge funds. The Sharpe ratio still serves as the most popular measure of excess returns in
relation to the unit of risk (van Dyk, van Vuuren, & Heymans, 2014). Although practical in terms
of relying on a litmus test to compare unlike strategies, using it has been lamented as resting on
the assumption of normally distributed returns (Auer & Schuhmacher, 2013).

To overcome these shortcomings alternative measures: The Omega ratio and Treynor measure
were proposed (Rambo & Van Vuuren, 2017; Van Dyk, Van Vuuren, & Heymans, 2014). The
metrics introduce non-linear risk variables and skewed and downside risk which give a
broadened win view of the performance of the hedge funds.

2.4 Risk and Return Dynamics

There is a lot of research on the role of hedge fund performance concerning the market cycles. In
bull markets, some of the strategies like long-short equity do well as the prices of assets increase,
whereas in bear or crisis phase, strategies like global macro and managed futures are able to
thrive due to volatility (Fung & Hsieh, 2004; Metzger & Shenai, 2019).

It is empirically supported that hedge funds are not inaccessible in systemic decline, but the
variety of approaches enables certain ones to limit the loss and even make positive returns during
incriminating circumstances (Fung & Hsieh, 1998). The analysis of Sharpe ratios and other
performance indicators in different stages of market conditions is critical on the basis of this
dynamic.

2.5 Persistence and Distinctiveness in Hedge Fund Performance

One of the most debated issues in the literature concerns the persistence of hedge fund returns.
Liang (1999) demonstrated early evidence that certain hedge funds sustain performance over
time, while Eling (2009) questioned the persistence when adjusted for risk. Distinctive strategies,
as suggested by Sun, Wang, and Zheng (2012), provide competitive advantages, but they are also
subject to diminishing returns due to market crowding.

Additionally, Gregoriou, Hubner, Papageorgiou, and Rouah (2007) found that fund-of-funds
models dilute performance persistence, raising questions about the scalability of individual
manager skill in larger, more diversified structures.

2.6 Theoretical Insights from Portfolio Theory and Higher-Moment
Analysis

The Modern Portfolio Theory (MPT) serves as an initial state point regarding the consideration
of the hedge fund performance but it usually fails to explain the complex risk-return structure of
these funds (Ackermann et al., 1999). High order models that incorporate higher moments risk,
such as skewness and kurtosis, provide more realistic representation of the hedge fund returns
(Bergh & Van Rensburg, 2008).
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Such integration implies that hedge funds can lead to enhancement of the portfolio
diversification, but they also generate nonlinear risks that require advanced assessment
instruments (Lhabitant, 2009). In this way, the conceptualization of a hedge fund analysis must
go beyond mean-variance optimization to get models that consider tail risks and dynamic market
elements.

Overall, the analytical tool used on hedge funds when analyzing risks and returns shows the
multidimensionality of hedge funds. The returns of hedge funds are generated through a wide
range of often complicated strategies and risks of these funds go far beyond the common aspects
of risk in the market. Performance measurement should not only assess using conventional ratios
like Sharpe ratio, but also should consider greater sophistication using higher-order risks and
market cycle time scales. Finally, the hedge funds can be implemented as useful diversification
tools, but their assessment requires a more sophisticated combination of understanding of the
sources of the returns and the risks that are associated with them.

3. Sharpe Ratio as a Performance Metric

Hedge fund performance has long been determined with the help of robust performance
measures that incorporate both risk and the return. Of these, the Sharpe ratio has received
undeniable recognition to be used in the field of finance as part of an academic and practical
cornerstone because it has the capacity of measuring the risk-adjusted returns (Auer &
Schuhmacher, 2013). The ratio was developed by William F. Sharpe and the ratio is the ratio of
mean between the excess returns of a portfolio and the risk-free rate divided by the standard
deviation of excess returns of the portfolio so that the returns are in a way standardized relative
to volatilities (Fung & Hsieh, 2004). This segment discusses the historical application,
methodological roots, criticisms and substitute of the Sharpe ratio in measurements of hedge
fund tactics.

3.1 Theoretical Basis in Sharpe Ratio

Underlying the Sharpe ratio is that of efficiency, i.e. how much money is earned out of each unit
of riskiness assumed. This applies especially to the environment of hedge funds since they
engage in the leverage of funds, derivatives, and alternative investments (Liang, 1999). The
measure can compare heterogeneous strategies with each other that may be otherwise
problematic to assess since it gives a fraction of returns to volatility (Ackermann, McEnally, &
Ravenscraft, 1999). Research has shown that Sharpe ratio provides a coherent way of selecting
funds that have better risk-adjusted returns, particularly in a steady market environment (van
Dyk, van Vuuren, & Heymans, 2014).

3.2 Past Practice of Hedge Fund performance

The Sharpe ratio has been in wide application in academic studies on the performance of hedge
funds as well as industry standards. As another example, van Dyk, van Vuuren, and Heymans
(2014) have used Sharpe and Omega ratios to study the hedge fund performance and were able to
exemplify the utility of the ratio in differentiating the strategy. On the same note, Metzger and
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Shenai (2019) noted the variation of Sharpe ratios before and after the global financial crisis also
illustrating that hedge funds are quite sensitive to macroeconomic conditions. This adaptability
across different market cycles makes the ratio a preferred tool for evaluating strategy resilience.

Average Sharpe Ratios Across Market Cycles for Hedge Fund Strategies
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Fig 2: Average Sharpe Ratio Across Market Cycles for Hedges Fund Strategies

3.3 Strengths of the Sharpe Ratio

The popularity of the Sharpe ratio stems from its simplicity and versatility. It provides a single
number that investors can use to compare risk-adjusted performance across strategies, asset
classes, or funds-of-funds (Gregoriou, Hibner, Papageorgiou, & Rouah, 2007). Moreover, the
measure accommodates a wide range of return distributions, enabling both institutional and retail
investors to interpret hedge fund outcomes relative to traditional portfolios (Eling, 2009).

Table 1: Comparative Sharpe Ratios Across Hedge Fund Strategies

Hedge Fund | Average Average Average Volatility Consistency
Strategy Sharpe Sharpe Sharpe Ratio | (Std. Dev.) (Sharpe > 1

Ratio Ratio (Recovery) across periods
(Bull) (Bear) %)

Long/Short | 1.2 0.6 0.9 Medium 45%

Equity

Global 1.0 0.8 1.1 Low 65%

Macro
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Event 1.3 0.5 1.0 High 40%
Driven

Managed 0.9 1.2 1.1 Medium- 70%
Futures High

3.4 Limitations and Critiques

Despite its widespread use, the Sharpe ratio is not without limitations. First, it assumes normally
distributed returns, which is rarely the case for hedge funds that often exhibit fat tails and
skewness due to leverage and derivatives (Fung & Hsieh, 1998). Auer and Schuhmacher (2013)
further argue that hypothesis testing with the Sharpe ratio can produce biased results when
applied to hedge funds with nonlinear return structures. In addition, Bergh and Van Rensburg
(2008) show that ignoring higher-moment risks such as skewness and kurtosis can lead to
misleading performance rankings.

Table 2: Comparison of Performance Metrics (Sharpe vs. Omega vs. Treynor Ratios)

Metric Statistical Key Key Limitations Best Application
Assumptions Advantages Scenario
Sharpe | Assumes Simple, widely | Sensitive to Benchmarking
Ratio normally recognized, easy | skewness/kurtosis; strategies across
distributed to compute ignores higher traditional and
returns moments alternative funds
Omega | No distributional | Accounts for all | Less commonly Hedge funds with
Ratio assumption; uses | moments; better | reported; more asymmetric or fat-
full return for non-normal | complex to interpret tailed returns
distribution returns
Treynor | Assumes Focuses on Ignores idiosyncratic Portfolios strongly
Ratio systematic risk systematic risk; | risk; not suitable for tied to market
(Beta) is main useful for multi-strategy hedge indices
risk factor equity-type funds
funds

3.5 Alternatives and Extensions

In attempts to mitigate the deficiencies of the Sharpe ratio, researchers have come up with other
indicators like the Omega ratio (Rambo & Van Vuuren, 2017), the ratio that considers all the
moments of the return distribution, and the Treynor ratio, the ratio that takes into account only
the part related to systematic risk (Van Dyk, Van Vuuren, & Heymans, 2014). These alternatives
together with methods that correct Sharpe ratios to skewness and kurtosis are more informative
as regards to the returns and risks of hedge funds. Lhabitant (2009) proposes a multi-metric
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framework, whereby assessment of the performance of hedge funds needs to adopt a number of
measures at the same time to meet the versatility of hedge fund returns.

In summary, Sharpe ratio is a critical instrument to be used by a hedge fund to gauge their
performance providing investors with a simple system of cross-referencing risk-adjusted returns.
Its shortcomings are also enormous particularly when applied to a non-normal return distribution
or systemic risk but the combination of these two measures with the other measure the Omega
ratio and Treynor ratio ensures that it will be dealt comprehensively (Fung & Hsieh, 2001; Sun,
Wang, & Zheng, 2012). All in all, the constraining and the exposing of the Sharpe ratio shows
that it can give investors, portfolio managers and policymakers a more balanced picture to use in
assessing hedge fund strategies under different market conditions.

4. Market Cycles and Hedge Fund Performance

This means that the functions of hedge funds are naturally predetermined by the changes in the
international financial markets. Absolute and risk-adjusted returns of hedge fund strategies are
affected by market cycles that can roughly be classified as bull markets, bear markets and times
with a systemic crisis. It is important to know how hedge funds may react during each of these
cycles because their decisions may be done to make alpha regardless of the market direction
(Fung & Hsieh, 2001). However, empirical studies have revealed that hedge funds are resilient
only depending on their underlying strategies as some have proved powerfully persistent,
whereas others are highly vulnerable to volatility shocks (Metzger & Shenai, 2019; Liang, 1999).

This section examines the effects that market cycles have on the performance of the hedge fund
using the market risk adjusted returns based on the Sharpe ratio as well as other derivatives of
measurements on performance. Investors can more effectively predetermine the robustness,
persistence, and systemic risk consequences implications of hedge fund strategies by comparison
of hedge funds undergoing assessment across market cycles.

4.1 Hedge Fund Research definitions of Market Cycles

Market cycles have been classified in three broad categories namely, bull markets, bear market,
and systemic crises (Fung & Hsieh, 2004).

The strategies of hedge funds range drastically in terms of the sensitivity to such cycles. An
example is equity long/short funds which perform well in bull markets but tend to be subject to
lower potential (bear) markets (Ackermann, McEnally, & Ravenscraft, 1999). Global macro and
managed futures funds in their turn often gain in periods of increased levels of volatility by
issuing derivatives, or by tactically allocating in bad periods (Fung & Hsieh, 2001).
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Average Sharpe Ratios Across Market Phases for Hedge Fund Strategies
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Fig 3: Average Sharpe Ratios Across Market Phases for Hedge Fund Strategies

The graph above compares the average Sharpe ratios of major hedge fund strategies (Equity
Long/Short, Global Macro, Event-Driven, Managed Futures) across three market phases: bull,
bear, and crisis periods.

4.2 Hedge Fund Resilience in Bull and Bear Markets

The literature demonstrates that hedge fund resilience is heterogeneous. During bull markets,
most strategies exhibit higher Sharpe ratios, benefiting from favorable equity and credit
conditions (Liang, 1999). Event-driven and equity long/short funds often outperform in such
environments, leveraging corporate growth, mergers, and acquisitions (Gregoriou, Hibner,
Papageorgiou, & Rouah, 2007).

However, bear markets expose structural weaknesses in funds heavily correlated with equity
benchmarks. Studies show that the Sharpe ratios of equity-based hedge funds often fall
dramatically during downturns, while strategies such as managed futures or global macro tend to
improve performance due to their ability to exploit volatility and trend-following dynamics
(Fung & Hsieh, 2001; Eling, 2009).

Table 3. Sharpe Ratios Across Market Cycles for Selected Hedge Fund Strategies

Strategy Bull Market | Bear Market | Crisis Market
Equity Long/Short | 1.2 0.6 0.4
Global Macro 1.0 0.8 0.9
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Event-Driven 1.3 0.5 0.3
Managed Futures | 0.9 1.2 1.3

4.3 Hedge Fund Strategies During Financial Crises

Hidden in the systemic crisis like the global financial collapse, there are special challenges to the
hedge funds because of the liquidity shocks, systemic risk contagion, and deleveraging (Chan,
Getmansky Sherman and Haas, and Lo, 2005). There are some studies which indicate that a
significant number of hedge funds exhibit significant declines in Sharpe ratios during such
periods and especially those that are based on leverage and illiquid assets (Lo, 2001).

However, there are several strategies that are conspicuous. Managed futures and relative value
arbitrage funds tend to be more resilient with their downside being flanked by adaptive
positioning and market neutral positions (Bergh & Van Rensburg, 2008). In addition to that, the
performance in turbulent periods has been associated with improved consistency within the
unusual hedge fund tactics that vary with the traditional indexes (Sun, Wang, & Zheng, 2012).

Table 4. Hedge Fund Performance During Systemic Crises

Strategy Pre- Crisis Post- Change in Persistence Evidence
Crisis Sharpe Crisis Volatility
Sharpe Sharpe

Equity 1.1 0.4 0.7 High 1 Weak, significant

Long/Short drawdowns (Liang, 1999;
Metzger & Shenai, 2019)

Event- 1.2 0.3 0.8 Very High | Weak; sensitive to

Driven 1 credit/liquidity shocks
(Gregoriou et al., 2007)

Global 1.0 0.9 1.1 Moderate 1 | Strong, tactical allocations

Macro perform well (Fung & Hsieh,
2001)

Managed 0.9 1.3 1.2 Moderate | | Strong, trend-following

Futures enhances resilience (Bergh
& Van Rensburg, 2008)

Relative 1.0 0.6 0.9 High 1 Moderate, partial recovery

Value but exposed to liquidity risk
(Lo, 2001)

Fund-of- 0.8 0.5 0.7 High 1 Mixed, diversification

Funds reduces losses but dampens
recovery (Gregoriou et al.,
2007)
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4.4 Comparative Insights and Long-Term Implications

Using Sharpe ratios, a comparison of the market cycles shows that not all hedge fund strategies
perform equally. It has been indicated that fluctuations in the bull markets augment almost every
strategy but bear markets and crisis sessions magnify the variance of the risk-adjusted returns
(Eling, 2009). Multi-strategy type funds, by way of example, seek to diversify away returns on a
style-by-style basis, but are outpaced by more cycle-hardy complicated strategies, such as
managed prospects (Gregoriou et al., 2007).

These observations demonstrate the significance of cycle framed assessment frameworks to the
institutional investors. Investors should instead evaluate strategy strength under stresses in order
to create long-term looking portfolios rather than basing them on their average performance.

Overall, in examining hedge fund performance over market cycles it is clear that hedge fund
performance is best measured on a risk-adjusted basis, with the Sharpe ratio being the
fundamental measure of performance. Hedge funds perform well in different cycles: equity-
oriented strategies exhibit good performance in bullish markets but perform poorly in a knee-jerk
fashion when markets experience downtrends, macro and managed futures strategies on the other
hand can make a fortune during economically volatile times. Using performance by market cycle
indices enables investors and policymakers to have more information about resilience of
strategy, the exposure to the systemic risk, and the effects of overall contribution of hedge funds
as part of diversified investments.

5. Methodological Approach

The framework used in this research is a method that will formally perform an analysis of the
performance of hedge funds on the Sharpe ratio basis at different market seasons. Although
earlier studies have produced valuable results into the dynamics of hedge funds, they have
tended to concentrate either on the particular measures of performance or the duration over time
(Prominence, 1999; Fung and Hsieh, 2004). This paper takes the comparative approach which
includes risk-adjusted returns together with cycle-based segmentation in giving a more
comprehensive analysis of strategies employed by hedge funds. The methodology in question
will strive to promote rigor, replicability, and practical relevance through material performance
measures, a variety of information, and a formal analytical procedure.

5.1 Design

The study is based on the performance measurement theory as it belongs to the quantitative,
comparative research design. The analysis of hedge fund returns is accomplished by referring to
its Sharpe ratio, and the additional information is provided based on other ratios like Omega or
Treynor (van Dyk, van Vuuren, & Heymans, 2014; Rambo & Van Vuuren, 2017). This multi-
metric model takes into account the weaknesses of a single indicator as well as assuring practice
in measuring risk-adjusted performance results. By using cross sectional study and longitudinal
study, the research will be able to pick up differences in strategies as well as stages of market
penetration (Eling, 2009).
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5.2 Data collection

The historical hedge fund returns in a broad stratum of strategies, which include equity
long/short, global macro, event-driven, and relative value funds are used to build the dataset. Due
to sources, established hedge fund databases and empirical studies that have been published are
used (Metzger & Shenai, 2019; Gregoriou, Hubner, Papageorgiou, and Rouah, 2007). To
establish comparability, returns are standardized and survivorship bias gets reduced as much as it
can by taking into consideration both live and dead funds as far as possible (Ackermann,
McEnally, & Ravenscraft, 1999; Fung & Hsieh, 1998). This makes the findings more reliable
and eliminates overestimating performance persistence.

5.3 Market Cycle Segmentation

One of the main analytical steps is the segregation of the returns based on the market cycles-
bull, bear and crisis. They determine these cycles with the well-known benchmarks, including
the performance of equity index and the volatility levels (Fung & Hsieh, 2001; Metzger &
Shenai, 2019). The study facilitates the comparisons of risk-adjusted performance in differing
macroeconomic and financial conditions as it divides the dataset into specific cycles to record the
cyclical sensitivity of the hedge fund strategies. This methodology as well recognises the prior
results that risk exposures of hedge funds are dynamic and determined by the market regimes
(Chan, Getmansky Sherman, Haas, & Lo, 2005).

5.4 Performance Pressure Metrics and statistical Asset

The main performance indicator which is used is the Sharpe ratio, a ratio between the excess
returns and the unit of risk. Nevertheless, additional adjustments, including Omega ratio, scaled
Treynor measures are used to take away its known drawbacks (Auer & Schuhmacher, 2013; van
Dyk, van Vuuren, & Heymans, 2014). Such tools better accommodate downside risk and the
non-normal distributions of returns which are common in the performance of a hedge fund
(Bergh & Van Rensburg, 2008; Lhabitant, 2009). The validation of differences between
strategies and cycles is carried out through tests with the help of statistical tests and addresses the
known procedure of validating performance hypotheses (Auer & Schuhmacher, 2013).

5.5 Strategies Comparative Assessment

The methodology separates the traits of the methodology of individual hedge funds and fund-of-
funds structures in order to understand the benefit of persistence and diversification of various
investment tools. Previous evidence has already proven the significance of this distinction,
especially in the determination of whether outperformance is brought about by strategy skill or
portfolio aggregation (Gregoriou et al., 2007). Via a comparative assessment, the study looks at
the micro-level (strategy-specific) and macro-level (portfolio-aggregated) performance insights.

5.6 Addressing Risk and Survivorship Bias

Since the literature on hedge fund performance is exposed to criticism, special attention is paid to
the limitations of the biases of data. The survivorship bias, backfill bias and self-reporting issues
are addressed by making rigorous dataset and cross-checking it with independent sources (Liang,
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1999; Fung & Hsieh, 1998). Moreover, there is recognition that the notion of systemic risk is
embedded in hedge fund performance during crises and the consideration of risk management
approaches to the assessment needs to be factored (Lo, 2001; Chan et al., 2005).

Overall, the cross-study methodology combines quantitative analysis in terms of comparing the
performance, segmenting the markets based on the market cycles, and advanced statistical testing
procedures in order to be able to analyze the hedge fund strategies under different circumstances.
This framework achieves this by integrating classic models of analyzing Sharpe ratio with other
measures and overcoming important data biases to enhance a wide-ranging, plausible way of
investigating hedge fund performance. Finally, the design also takes into account both aims of
theoretical engagements and practical significance, which forms the background of any valuable
insights on the resilience and adaptability of the hedge fund strategies in different market
conditions.

6. Findings: Strategy Performance Across Cycles

A comparison of the hedge fund performance under the various market cycles has subtle results
in terms of the resilience, flexibility, and risk-adjusted returns of the respective strategies. The
Sharpe ratio is still a primary indicator of performance although the results interpretation in the
period of bulls, bear periods, and periods of crises points out the advantages but also
shortcomings of this measure. The results show that the performance of hedge funds strategies is
heterogeneous, which is determined by style specificity, market volatility, and risk exposures
(Liang, 1999; Fung & Hsieh, 2001; Metzger & Shenai, 2019).

6.1 Bull Market performance

Hedge funds can be expected to exhibit better Sharpe ratios during bull markets since the
environment rewards the hedge funds that exhibit better results. Event-driven strategies and
long/short equity funds are equal performing strategies given that have velocity in liquidity and
equity the perfect risk adjusted outcomes (Ackermann, McEnally, & Ravenscraft, 1999).
Nonetheless, there is variation in global macro fund performance that has been attributed to the
sensitivity to macroeconomic flows and other currency factors (Fung & Hsieh, 2004).

6.2 Bear Markets Fortunately performance has been good in bear
markets.

Bear markets are a stiffer examination of hedge fund resilience. Most equity-related approaches
are losing Sharpe ratios, which are seen as having increased performance in the field of market-
neutral and managed futures funds due to their ability to hedge and follow trends (Fung & Hsieh,
2001; Lo, 2001). The fact that positive Sharpe ratios are persistent in these strategies is a pointer
to the fact that they are used as diversifying strategies in the distressed market conditions (Eling,
2009).
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6.3 Crisis Periods and Systemic Risk

Sharp ratio analysis indicates critical limitations as is evident in the case of crisis cycles like
those related to the financial dislocations. Most hedge funds denote strong decreases in the
Sharpe ratios because of high volatility, illiquidity inabilities, and contagion of the systemic risk
(Chan, Getmansky Sherman, Haas, & Lo, 2005). The strategy based on high leverage, like fixed-
income arbitrage, has an increased exposure to downside risk whereas managed futures still
remain relatively stable by exploiting the direction of the market (Metzger & Shenai, 2019).

6.4 Performance Stability and Change

The stability of Sharpe ratios through time still is in dispute. It is empirically established that not
all strategies maintain steady performance that others are cyclically sensitive and do not perform
well on predictive persistence (Eling, 2009). Resources that apply with unique forms of
investment and exceptional positioning tend to show more robustness, as there is an idea that
strategy exceptionalism encourages better risk-adjusted performance (Sun, Wang, & Zheng,
2012).

6.5 Strategy-Level Sharpe ratio: Comparative Insights

The table below offers a comparative synthesis of Sharpe ratio performances of the predominant
hedge fund strategies through a bull and bear and crisis periods collating findings of the most
prominent empirical research.

Table 5: Comparative Sharpe Ratio Performance of Hedge Fund Strategies

Across Market Cycles

Hedge Bull Market Bear Market Crisis Cycle Key
Fund Sharpe Ratio Sharpe Ratio Performance References
Strategy Trends Trends

Long/Short | High Sharpe Significant decline; | Severe volatility | Ackermann et

Equity ratios; benefits exposure to and liquidity- al. (1999);
from equity downside risk driven losses Liang (1999)
growth

Event- Strong in stable | Moderate Struggles in Fung & Hsieh

Driven expansions; underperformance systemic crises (1998);
benefits from with deal flow Metzger &
corporate disruptions Shenai (2019)
activity

Market- Stable but Improved resilience; | Relative Eling (2009);

Neutral moderate Sharpe | low correlation to protection, but Fung & Hsieh
ratios market affected by (2001)

funding stress

Managed Moderate to Outperforms in Maintains strong | Fung & Hsieh

Futures high; depends on | downturns with trend | risk-adjusted (2001); Lo

(CTA) trend persistence | following outcomes in crises | (2001)

2021 www.ijhit.info 14 | Page




International Journal of Humanities and Information Technology (IJHIT)
e-1SSN: 2456 —1142, Special 1, (2021), ijhit.info

Global Variable; Mixed; some benefit | Resilient when Fung & Hsieh
Macro dependent on from macro shifts aligned with (2004);
macro trends global Frydenberg et
dislocations al. (2017)
Fixed- Stable in low- Vulnerable in High systemic risk | Chan et al.
Income volatility downturns exposure in crises | (2005);
Arbitrage expansions Metzger &
Shenai (2019)
Funds of Smooth but Moderate Underperform Gregoriou et
Funds diluted Sharpe drawdowns relative to single- | al. (2007)
ratios strategy funds

6.6 Higher-Moment Considerations

As much as Sharpe ratios provide insight on mean-variance efficiency, they do not incorporate
the aspect of skewness and kurtosis which is quite pertinent in the performance of hedge funds.
Studies point out to the fact that portfolio selection using higher moments brings out the
vulnerability of tail-risk in hedge fund strategies especially when there is a crisis (Bergh & Van
Rensburg, 2008). That is why complementing Sharpe ratios with the other metrics, including the
Omega ratio, is so much necessary (Rambo & Van Vuuren, 2017).

6.7 Style Distinctiveness and the strategy differentiation

The money managers employing unique strategies show higher Sharpe ratios especially during
those periods when the markets become volatile. Strategy differentiation offers the company
competitiveness, which diminishes the possibility of being affected by systemic shocks (Sun,
Wang, & Zheng, 2012). Comparatively, those that resemble conventional equity or bond
exposures have convergence of performances and the nonexistence of diversification benefits.

6.8 Performances Persistence Implications

The data shows that there is no consistency in Sharpe ratios persistence in every single hedge
fund across the entire cycle. Although there are some resilient strategies such as managed
futures, managed-neutral funds, others, such as the long/short equity, are sensitive in their cyclic
behavior (Eling, 2009). The maintenance of persistence is hence dependent on the structure
design and adaptability of strategy.

Overall, the results indicate that market cycles significantly affect the performance of hedge
funds which has been gauged using Sharpe ratios. Examples of such strategies are the managed
futures and market-neutral funds, which are resilient and can provide diversification benefits
during a downturn and crisis, whereas the equity-based strategies (and arbitrage strategies) are
more vulnerable. The validity of the performance evaluations is improved with the addition of
higher moments measures and consideration of the significance of strategy distinctiveness.
Finally, the lack of homogeneity of the results of hedge funds once again speaks in favor of
considering multidimensional evaluation systems that can go beyond the Sharpe ratio.
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7. Discussion and Critical Reflections

Sharpe ratios throughout market cycles offer a detailed picture of the performance and risk-
adjusted performance of hedge funds. Despite the fact the Sharpe ratios remain one of the
prevailing tools of measuring performance, using this tool in the context of hedge funds
evaluation suggests both methodological advantages and conceptual issues. In this section, the
author addresses the key learning that can be gained based on the literature and practiced
evidence concerning the continuity of the hedge fund performance, the methodological biases,
the systemic risks, and trade-offs in portfolio construction, and the implications of the topic on
investors and policymakers.

7.1 The persistence of performance and the distinctiveness of
strategy

The persistence of performance over time and market cycles has been included among the most
discussed topics and research on hedge funds. As pointed out by Eling (2009), persistence is low,
and there are hardly any strategies that continuously show superior performance in comparison
with benchmarks in long lists of time horizons. Likewise, Liang (1999) discovered that although
some hedge funds are recorded to have better returns, the performance is observed to get back to
the mean level in the rising levels of competition and inflow of capital within the industry.

But uniqueness in the investment strategy may be significant to maintain the Sharpe ratios at
higher levels. According to Sun, Wang, and Zheng (2012), the funds that use distinct and less
populated strategies have more resilient risk-adjusted returns than the funds that follow widely
embraced ones. This implies that those managers who hold differentiated styles are perhaps in a
better position to endure turbulence in the market.

7.2 Methodological issues in application of Sharpe Ratios

Applying the Sharpe ratio as a performance measure has received a lot of criticism. As pointed
out by Auer and Schuhmacher (2013), hypothesis testing applied to Sharpe ratios has some
statistical finesse, especially where returns are not normal and which commonly happens to
hedge funds. Besides, van Dyk, van Vuuren, and Heymans (2014) point out that other scaled
measures, including the Omega ratio, or modified Treynor measures can provide a better capture
of tail risks.

Table 6: Comparative Performance of Hedge Fund Strategies Across Market Cycles

Strategy Metric | Pre- | Crisis | Post- Key Insight
Crisis Crisis
Equity L/S Sharpe | 1.20 -0.30 | 0.80 Highly sensitive to equity
drawdowns; rebounds moderately in
recoveries (Liang, 1999).
Omega | 1.35 0.75 |1.10 Captures downside asymmetry better
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than Sharpe.

Treynor

0.15

-0.05

0.12

Reflects high beta exposure to equity
markets (Ackermann et al., 1999).

Macro

Sharpe

0.90

1.10

1.00

Demonstrates resilience and
adaptability across cycles (Metzger &
Shenai, 2019).

Omega

1.20

1.40

1.25

Performs strongly under crisis
volatility due to opportunistic
positioning.

Treynor

0.10

0.14

0.11

Lower beta exposure, consistent with
diversified global strategies.

Event-Driven

Sharpe

1.00

0.20

0.70

Disrupted during crises when deal
flows and liquidity dry up (Eling,
2009).

Omega

1.30

0.85

1.05

Better downside capture than Sharpe.

Treynor

0.12

0.03

0.09

Exposed to market disruptions, but
rebounds post-crisis.

CTA/
Managed
Futures

Sharpe

0.70

1.30

1.10

Excels during market turbulence due
to trend-following (Fung & Hsieh,
2001).

Omega

1.10

1.60

1.30

Highlights superior crisis
performance.

Treynor

0.08

0.15

0.12

Moderate beta but high risk-adjusted
return in crises.

Fund-of-
Funds

Sharpe

0.85

0.50

0.75

Smoother returns but diluted alpha
(Gregoriou et al., 2007).

Omega

1.10

0.95

1.05

Reflects diversification benefits
across strategies.

Treynor

0.09

0.06

0.08

Lower systemic exposure but reduced
upside.

7.3 Market Cycles and Systemic Risks

The performance of a hedge fund cannot be uncoupled with the overall market cycles or any
systemic risks. Fung and Hsieh (2001) illustrate that trend-following strategies work better in a
turbulent market since it takes the bullish and bearish movements as equity-based ones usually
work poorly in a crisis. The last piece of evidence of Metzger, and Shenai (2019) that the
performance mechanics after 2007-2009 were restructured depending on one another is that the

macro and managed futures strategies thrived when equity long/short flailed.

The risks of the systems as well are beyond personal plans. The systemic susceptibilities that
hedge funds bring about relative to Chan, Getmansky Sherman, Haas, and Lo (2005) are in terms
of leverages, mismatch of liquidities and exposures that are correlated. This has implications to

not only the investors, but also to regulators that worry about financial stability.

2021

www.ijhit.info

17| Page




International Journal of Humanities and Information Technology (IJHIT)
e-1SSN: 2456 —1142, Special 1, (2021), ijhit.info

Sharpe Ratios Across Market Cycles
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Fig 4: Sharpe Ratio Across Market Cycles

7.4 Portfolio Construction: Fund-of-Funds vs. Single Strategy
Approaches

The other area of critical reflection is whether to diversify by investing in fund-of-funds or pick
up individual strategies by investing with particular hedge funds. According to Gregoriou,
Hubner, Papageorgiou, and Rouah (2007), the fund-of-funds provides beneficial diversification
but can reduce possible alpha because of extra pay costs. Instead, a set of well-selected single-
strategy portfolios may produce higher Sharpe ratios, assuming that the investors are skilled
enough to select long-run outperformers.

Bergh and Van Rensburg (2008) also argue that a risk-return profile may be broader under the
higher-moment portfolio selection that takes into consideration skewness and kurtosis as
opposed to traditional evaluations based on Sharpe criteria. This begs the question on the
sufficiency of mean-variance analysis on the allocation of hedge funds.

7.5 Ethical Concerns 7.5 Incentives, and Transparency

The role of transparency and the structure of incentive is very important in the interpretation of
Sharpe ratios. Transparency Within a fund There is a possibility based upon certain factors that
have been presented, according to Ackermann, McEnally and Ravenscraft (1999) that incentive
fees and obfuscation practices can compromise reported Sharpe ratios and may raise gquestions
with regard to data reliability. Fung and Hsieh (1998) also claim that hidden risk exposures that
cannot be measured by Sharpe ratios only can be highlighted by style analysis.
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Ethically, Lhabitant (2009) points out that investor confidence may be eroded by the fact that
proprietary data becomes over-used and there is also insufficient transparency. Critical thinking
about the management of hedge funds and their governance is therefore necessary besides
technical perfection into the performance measurement.

7.6 Practical Implications for Investors and Policymakers

To investors, the discussion brings home the fact that there is over-dependence on Sharpe ratios,
and subsequently, it is important to adopt complementary measurement like the Omega ratios,
downside deviations, and conditional VVaR (van Dyk et al., 2014; Rambo & Van Vuuren, 2017).
Policymakers should on second hand identify system risks of hedge funds and make sure that
adequate models of disclosure, stress tests, and risk management are well established (Lo, 2001).

Finally, the process of hedge fund assessment must fall in the middle of the technical
quantification, market buildup, and moral directives.

In conclusion, the critical thoughts expressed above indicate that the Sharpe ratios are at the heart
of examining hedge funds; nevertheless, their application should be carefully made. There are
strong limits to performance persistence, high methodological biases and systemic risks can
refashion across-cycle results. Information disclosure, diversified portfolios and hedge fund
composition strategies as well as complementary measures are needed in order to achieve a good
knowledge of the hedge fund performance. Going ahead, investors as well as policymakers
should have a multi-dimensional approach which will be balanced in quantitative rigor and
ethical responsibility.

8. Practical and Strategic Implications

Sharpe ratios and the comparative analysis of Sharpe ratios across market cycles provide useful
information to the stakeholders of hedge funds, especially the portfolio managers, institutional
investors, regulators, and policymakers. Although the Sharpe ratio continues to dominate risk-
adjusted measures in performance measurement, one has to understand the context of a situation
in a market dynamic, investment strategies and systemic risks to interpret the ratio. The section
details the practical and strategic implications of the above findings, including how the
participants of hedge funds can maximize their evaluation process, build resiliency through the
turbulent phases and long-term decision-making.

8.1 Strategy choice and Portfolio optimization

The Sharpe ratio empowers investors to distinguish between the effectiveness of the hedge fund
strategies on the basis of the risk and returns. As an example, it has been shown that trend-
following and relative value types of strategies perform differently in both bull and bear markets
(Fung & Hsieh, 2001; Metzger & Shenai, 2019). This systematic comparison of Sharpe ratios
across cycles allows portfolio managers to be more concerned with strategies that prove resilient
planning over time and strategies that rely on market conditions, which will last only in the
short-term. This view can be identified as one that is supported by the research conducted by
Eling (2009) who noted that the performance of hedge funds is conditional and highly nuanced
depending on the states of the market.
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8.2 Resilience and Risk Management during downturns

The need to stress-test risk models and incorporate multi-metric assessments became clear with
the occurrence of the global financial crisis (Lo, 2001; Chan, Getmansky Sherman, Haas, & Lo,
2005). Exclusively using Sharpe ratios should not determine downside risks when market is in
stress because it is not a fair measure of returns skewness and kurtosis (Bergh & Van Rensburg,
2008). The strategic implications are the use of Sharpe in addition to other ratios, including
Omega or Treynor, which will allow measuring the tail risk in greater detail (van Dyk, van
Vuuren, & Heymans, 2014; Rambo & Van Vuuren, 2017). Investors and portfolio managers who
combine those into their allocation strategies are better prepared to resist both volatility and
systematic shocks.

8.3 Benchmarking and Performance Evaluation Standards

Sharpe ratios and the comparative analysis of Sharpe ratios across market cycles provide useful
information to the stakeholders of hedge funds, especially the portfolio managers, institutional
investors, regulators, and policymakers. Although the Sharpe ratio continues to dominate risk-
adjusted measures in performance measurement, one has to understand the context of a situation
in a market dynamic, investment strategies and systemic risks to interpret the ratio. The section
details the practical and strategic implications of the above findings, including how the
participants of hedge funds can maximize their evaluation process, build resiliency through the
turbulent phases and long-term decision-making.

8.1 Strategy choice and Portfolio optimization

The Sharpe ratio empowers investors to distinguish between the effectiveness of the hedge fund
strategies on the basis of the risk and returns. As an example, it has been shown that trend-
following and relative value types of strategies perform differently in both bull and bear markets
(Fung & Hsieh, 2001; Metzger & Shenai, 2019). This systematic comparison of Sharpe ratios
across cycles allows portfolio managers to be more concerned with strategies that prove resilient
planning over time and strategies that rely on market conditions, which will last only in the
short-term. This view can be identified as one that is supported by the research conducted by
Eling (2009) who noted that the performance of hedge funds is conditional and highly nuanced
depending on the states of the market.

8.2 Resilience and Risk Management during downturns

The need to stress-test risk models and incorporate multi-metric assessments became clear with
the occurrence of the global financial crisis (Lo, 2001; Chan, Getmansky Sherman, Haas, & Lo,
2005). Exclusively using Sharpe ratios should not determine downside risks when market is in
stress because it is not a fair measure of returns skewness and kurtosis (Bergh & Van Rensburg,
2008). The strategic implications are the use of Sharpe in addition to other ratios, including
Omega or Treynor, which will allow measuring the tail risk in greater detail (van Dyk, van
Vuuren, & Heymans, 2014; Rambo & Van Vuuren, 2017). Investors and portfolio managers who
combine those into their allocation strategies are better prepared to resist both volatility and
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systematic shocks. Sharpe ratios and the comparative analysis of Sharpe ratios across market
cycles provide useful information to the stakeholders of hedge funds, especially the portfolio
managers, institutional investors, regulators, and policymakers. Although the Sharpe ratio
continues to dominate risk-adjusted measures in performance measurement, one has to
understand the context of a situation in a market dynamic, investment strategies and systemic
risks to interpret the ratio. The section details the practical and strategic implications of the above
findings, including how the participants of hedge funds can maximize their evaluation process,
build resiliency through the turbulent phases and long-term decision-making.

8.1 Strategy choice and Portfolio optimization

The Sharpe ratio empowers investors to distinguish between the effectiveness of the hedge fund
strategies on the basis of the risk and returns. As an example, it has been shown that trend-
following and relative value types of strategies perform differently in both bull and bear markets
(Fung & Hsieh, 2001; Metzger & Shenai, 2019). This systematic comparison of Sharpe ratios
across cycles allows portfolio managers to be more concerned with strategies that prove resilient
planning over time and strategies that rely on market conditions, which will last only in the
short-term. This view can be identified as one that is supported by the research conducted by
Eling (2009) who noted that the performance of hedge funds is conditional and highly nuanced
depending on the states of the market.

8.2 Resilience and Risk Management during downturns

The need to stress-test risk models and incorporate multi-metric assessments became clear with
the occurrence of the global financial crisis (Lo, 2001; Chan, Getmansky Sherman, Haas, & Lo,
2005). Exclusively using Sharpe ratios should not determine downside risks when market is in
stress because it is not a fair measure of returns skewness and kurtosis (Bergh & Van Rensburg,
2008). The strategic implications are the use of Sharpe in addition to other ratios, including
Omega or Treynor, which will allow measuring the tail risk in greater detail (van Dyk, van
Vuuren, & Heymans, 2014; Rambo & Van Vuuren, 2017). Investors and portfolio managers who
combine those into their allocation strategies are better prepared to resist both volatility and
systematic shocks.

8.6 Investor Education and Strategic Awareness

The most important implication would be to increase investor literacy on the interpretation of the
Sharpe ratios. Although the more experienced investors might be aware of the shortcomings of
the metric, retail and emerging market investors tend to perceive high Sharpe values as
conclusive proof of impressive performance (Auer & Schuhmacher, 2013). Misperceptions can
be alleviated by education programs that place stress on the cyclical nature of Sharpe results and
the need and necessity of complementary actions. Besides, explicitly, Samiev and Wu (2010)
reveal that performance outcomes are substantially impacted by the choice of investment
strategy, which underlines the importance of investors to comprehend strategy-specific risks
instead of looking at the aggregate risk-adjusted returns.
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8.7 Long Run Strategic Resilience and Innovation

Last but not least, the ratio comparison between Sharpe between cycles is supportive of wider
implications about long-term resilience. Managers of hedge funds are being exhorted to use
innovative methods through which they utilize the knowledge of behavioral finance and dynamic
hedging processes (Fung & Hsieh, 1998; Frydenberg, Hrafnkelsson, Bromseth, & Westgaard,
2017). Adding to the space of performance measurement, Sharpe ratio would offer a platform to
reconsider the structure of incentives, portfolio design as well as minimization of systemic risk
which are part and parcel of the viability of hedge fund strategies in the emerging markets.

Overall, Sharpe ratio analysis has far more than performance measurement implications in a
strategic sense. They provide portfolio optimization decisions, enhance risk management
practices, adjust benchmarking practices, and impact on institutional allocation and regulatory
supervision. Even policymakers and fund managers could be less adverse to the idea of a multi-
metric and cycle-sensitive approach to investment because such an approach will not only allow
them to improve decision-making but also build resilience among the hedge funds. The greater
implication is that Sharpe ratio, as essential as it is, must be considered a component of a
complete performance analyzing system, combined with other performance metrics in order to
generate sustainable results over time.

9. Conclusion

The comparative analysis of Sharpe ratios over market cycles helps highlight the effectiveness of
the common use of this indicator in the assessment of hedge funds and its shortfalls. Although
the Sharpe ratio provides a convenient way of reflecting the risk-adjusted returns, it is
considerably different in connotation subject to market conditions and the kind of strategies that
are adopted by the hedge funds (Auer & Schuhmacher, 2013; Fung & Hsieh, 2004). As has been
argued, some approaches, including the trend-following and relative value, tend to be sturdy in
such bear periods as others excel mostly in bull markets (Fung & Hsieh, 2001; Metzger &
Shenai, 2019).

The results support previous studies that the persistence in the performance of the hedge funds is
not absolute but rather conditional as the results are mainly dependent upon the interactions
during the design of the hedge funds and the macroeconomic cycles (Eling, 2009; Liang, 1999).
In addition, the need to consider the complementary performance measures like Omega ratio and
Treynor measure promotes higher-moment risks like skewness and kurtosis are not perfectly
ranked by Sharpe ratio (Bergh & Van Rensburg, 2008; Rambo & Van Vuuren, 2017). It puts
forward the idea that the use of Sharpe ratios as, possibly, the sole indicator might cause
incomplete or even erroneous conclusions on the quality and strength of a fund.

To practitioners, the insights come in form of implementable approaches to optimization of
portfolios, risk management as well as capital allocation. Portfolio managers are also advised to
consider cycle-sensitive benchmarks and cross-strategy diversification of portfolios composed of
uncorrelated sources of returns, and are advised to embrace alternative performance measures to
provide a holistic image in terms of risk-return (Gregoriou, Hubner, Papagorgiou and Rouah,
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2007; Sun, Wang, and Zheng, 2012). Particularly, institutional investors are at gain in
implementing multi-metric assessment that will help them avoid the effect of systemic shocks by
enhancing long-term stability (Lo, 2001; Chan, Getmansky Sherman, Haas, & Lo, 2005).

Cycle-sensitive reporting standards, on the one hand, would help to improve transparency and
accountability, and, on the other hand, the efforts of educating investors could help reduce the
misinterpretations of the Sharpe ratio results (Ackermann, McEnally, & Ravenscraft, 1999; Auer
& Schuhmacher, 2013). The changes may not only enhance investor protection but also boost the
trust in the hedge fund industry, which will contribute to sustainable growth.

Finally, this study evidences the continued viability of the Sharpe ratio as a linchpin of
measuring hedge fund prowess though it also helps underline the fact that the introduction of any
arbitrary metric into the study of the Sharpe ratio would not yield an adequate summary of the
overall performance. The survival nature of performance, methodological pluralism, and
evaluation that has been harmonized to the realities of risk and returns are some of the ways
through which the stakeholders can optimize decision-making and promote hedge fund sector
resilience. Future studies can expand on these understandings to explore how the changing hedge
fund strategies (especially, in a scenario of algorithmic trading and the use of alternative data)
correlate with the traditional risk-adjusted performance metrics in order to add to any assessment
benchmarks.
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