By Anton Smit, Investment Analyst at Peregrine Capital

In today's world, uncertainty is a constant presence, especially for South African
investors. A multitude of pressing questions lacks clear and concise answers,
ranging from infrastructure concerns to economic growth, inflation, high-
interest rates and geopolitical power struggles. In this volatile environment,
investors often make emotional short-term decisions that can have negative
long-term consequences. However, there is a way to manage and embrace
uncertainty while protecting investor capital and harnessing the power of
compounding.

Hedge funds, as flexible investment vehicles, possess a diverse range of tools to
navigate these uncertain times effectively. The primary appeal is that they have
the ability to generate superior, risk-adjusted returns that are not correlated
with traditional asset classes, such as equities and bonds. By investing in a
wider range of asset classes and utilising a wider toolkit, hedge funds can offer
investors increased diversification and reduced portfolio risk.

Unlike traditional investment vehicles, hedge funds have access to strategies
and tools that can enhance returns. Unique asset classes (both local and
offshore) include special situations, distressed corporate bonds, options,
derivatives, private equity, commodities and emerging asset classes.

Overreliance on a single asset class often leads to substantial drawdowns and
volatility in investors' portfolios. Hedge funds help mitigate such risks by
leveraging a diversified and uncorrelated approach.

Hedge funds are not obligated to remain fully invested at all times. They can
adjust market exposure levels based on prevailing market conditions, asset
valuations and the outlook for growth. This flexibility allows hedge funds to
capitalise on short-term market inefficiencies and dislocations, which may arise
for brief periods.

Hedge funds can also maintain sector-neutral positioning by exploiting pair
trades, focusing on generating returns above and beyond an index (alpha). This
freedom to allocate capital effectively avoids being tied to unfavourable sectors
or asset classes.
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Given their smaller size, hedge funds can react swiftly to changing market
landscapes. Should new risks emerge, or facts change, hedge funds have the
ability to de-risk a significant portion of their portfolio using tools like put
options. This nimbleness allows them to adapt to evolving circumstances and
protect investor capital better than traditional unit trusts.

While uncertainty may seem daunting, it also creates opportunities. Volatility,
often accompanying uncertainty, can be harnessed to identify and capture
favourable investment prospects. Hedge funds serve as an effective vehicle to
achieve these goals, offering a refined investment process with a proven track
record.

At Peregrine Capital, we follow a valuation-oriented investment process.
Resilience and an ability to identify opportunities where others see threats are
characteristics deeply embedded in our mindset. Despite the turmoil and
uncertainty, we continue to see attractive opportunities, found in special
situations and sectors currently out of favour, particularly within the South
African market.

In a world characterised by uncertainty, investors must choose their
investments wisely to achieve their financial goals. Hedge funds provide a
valuable solution by offering diversification, flexibility, and the ability to
capitalise on opportunities in a rapidly changing landscape. Peregrine Capital's
investment approach has a proven track record of performance as well as
navigating challenging times. By remaining resilient, South African investors
can harness uncertainty to uncover promising opportunities and achieve long-
term success.
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