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EXECUTIVE SUMMARY 

Invest in Your Human Capital: 

Generally speaking, the most important resource of a hedge fund is its people.  Those hedge fund managers who 
succeed do so because they are talented and insightful investors.  The most successful managers are the ones who are 
great investors, leaders and motivators of people.  They are the creators and cultivators of a firm‘s culture.  Hedge 
fund managers are leaving alpha* on the table by not maximizing their human capital.  With the 
proper mix of outsourcing and co-sourcing (as shown in the diagram below), this alpha can be fully realized and the 
firm, its employees, and its investors all benefit. The explanation of the diagram below depicts the findings of this 
paper: 

 Consider outsourcing non-core competencies (left half of diagram); 

 After assessing strengths and weaknesses of management’s core responsibilities, consider 
selective co-sourcing with outside subject matter experts (SMEs) to coach management on how 
to eliminate the negative gaps.  Ideally, management will acquire new or improved 
skills/behaviors so outside SMEs will not be needed in the future and the new behaviors will 
enhance the culture (right half of diagram); 

 Consider outsourcing or co-sourcing perks that are win-wins (i.e., small investment by the firm 
and big win for the firm’s employees) and enhance employee engagement with the firm. 

 

*Alpha is a risk-adjusted measure of the so-called active return on an investment, in excess of the compensation for the risk 
borne, and, commonly, the return of a benchmark is subtracted. [--www.Wikipedia.org] 

http://en.wikipedia.org/wiki/Risk
http://en.wikipedia.org/wiki/Investment
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EXECUTIVE SUMMARY  

Action Steps:  Start-ups or firms reorganizing after significant change 

 Have a skilled ‗people-advisor‘ as part of the company‘s team (e.g., law firm, accounting firm, prime broker, 
administrator, etc.) to ensure informed decisions and appropriate policy setting happen from the beginning. 

 

 Define the culture to establish by choosing components from firms that reflect them (e.g., teamwork, employee 
benefits of a Top 5 investment bank, compensation packages in the top 10% of hedge funds, development of a 
matrix of ‗up, over or out every two years,‘ and investing in all employees with particular emphasis on the key 
people of the firm). 

 

 Determine the optimal mix of outsourcing and co-sourcing to achieve the desired culture. 
 

 At firm‘s life-cycle milestones and at least annually, benchmark progress to determine capability gaps.  Assess 
how to close the negative gaps by adjusting the outsourcing/co-sourcing mix. 

Action Steps:  Maturing Firms 

 Annually and at life cycle milestones, verify that the firm‘s culture is alive and well within the organization. 
 

 Use a diagnostic to benchmark progress and determine gaps between present state and ideal state.  Assess how 

to close the negative gaps by adjusting the outsourcing/co-sourcing mix.  

The outsourcing/co-sourcing partner can serve a hedge fund’s needs in a variety of structures.  The partner 
may be: 

 a boutique benefits consulting firm,  
 

 a human resources consulting firm,  
 

 a consulting firm based on the PEO* (Professional Employer Organization) model, or 

 
 an organization that specializes in comprehensive human resources management programs. 

 

 

* Professional employer organizations (PEOs) provide integrated services to effectively manage critical human resource 

responsibilities and employer risks for clients by enabling them to outsource the management of human resources, employee 

benefits, payroll and workers' compensation. A PEO delivers these services by establishing and maintaining an employer 

relationship with the employees at the client's worksite and by contractually assuming certain employer rights, responsibilities, 

and risk. [--www.NAPEO.org] 
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  The Setting 

Hedge funds have long enjoyed a unique reputation in investment management, both to their advantage and, at times, to their 

detriment.  ―Black-boxers,‖ ―Quants,‖ ―Stockpickers,‖ ―Single-sector specialists‖ – there has been no shortage of labels applied 

to hedge funds to convey their specialized approach to investing.  Common to all, however, is the perception that successful 

hedge funds require the best industry talent to succeed and grow.  A hedge fund’s reputation resides with its key 

employees and the loss of even one such talent can signal the end of a hedge fund’s ability to raise or even to 

retain capital. 

A report issued during the 2008-09 industry turmoil highlighted some of these issues for hedge funds.  Conclusions drawn 

from this study included: 

 Most funds seem to be unaware that they are required to satisfy various employment laws and implement 

procedures for dealing with employees, even when there is just one employee.  

 

 Most funds thought they did not need human resources professionals, particularly at start up. However, the 

report revealed that many are often surprised to discover they should have employee policies, including an 

employee handbook, in place from day one. 

 

 The report also made recommendations for hiring. One key finding was that 46% of funds surveyed used 

professional references as one of the two main criteria for hiring while 92% thought this was a key criterion. 

While hiring friends and former colleagues may lead to lower turnover, it could cause selection bias that hampers 

objectivity in measuring the skills and abilities of a candidate.   

[Hedge funds need better policies to retain top managers, author: M Lindsay, source: Hedge Funds Review                  

| 28 Jul 2008] 

If the role of human resources is to provide the best return on its human resources investment, selective outsourcing/co-

sourcing can augment company practices to meet this goal.  This paper explores:  

 the advantages of partnering with a specialist for determining the right mix of outsourcing/co-

sourcing,  

 

 the support functions and skills ideally served through leveraging outsourcing specialists, and  

 

 the functions that form the core competencies of the business and should be safeguarded as proprietary 

practices. 

 

  

http://www.hedgefundsreview.com/
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 One:  Brave New World 

Consolidation, contraction, carnage – call it what you will, but the past three years have been traumatic for the hedge fund 

industry.  There has been tremendous fallout, in both capital and people, as the number of funds, level of full-time employees, 

and assets under management have all decreased dramatically. 

In a white paper issued by Heidrick & Struggles, ―Hedge Fund Industry Trends, 2009 (through third quarter),‖ by mid-year 2009, 

several of the largest in-house human resource recruiting teams were downsized by 40+%.  The demographic shift also played 

out in hedge fund company size with a growing striation of large versus small players.  The same Heidrick & Struggles report 

went on to note that the approximate breakdown of hedge funds by asset size included a decrease in the number of funds with 

over $1B in assets from 165 to 115.  However, those funds with $1B or more still represented approximately 75% of the 

assets in hedge funds. 

So what does this mean for the ‗new normal‘ in hedge fund human resources management?  Continued pressure to keep 

operating expenses in check while meeting higher expectations for regulatory compliance will weigh on 

the individuals charged with doing more with less.  Add to this pressure the ever-present need to find and keep the 

best talent possible, oftentimes attracting these top-level professionals from the investment banks that previously employed 

them.   

To mirror comprehensive compensation and benefits packages offered by investment banks there is a growing need for 

outsourcing strategic partnerships to address issues ranging from administrative processing functions to strategic people 

management.  Hedge funds‘ need for top talent requires the ability to compete in the areas of talent acquisition and training, 

leadership development, employee engagement, and performance management. For today‘s hiring practices, equity share is 

atypical for executives coming into an existing company.  Generally the equity card won‘t be on the table for negotiation until 

talent has been with the company for 1-2 years. [Heidrick & Struggles, ―Hedge Fund Industry Trends, 2009 (through third quarter)”]   

So what are the new expectations of managers and employees today—is it not always all about the money?  There will be a 

growing reliance on offering a full suite of services and benefits to the hedge fund industry’s top-level 

talent.   

This includes:  

 comprehensive and flexible health coverage, 

 life insurance,  

 disability insurance, with monthly coverage to $30,000  

 retirement and wealth accumulating options, including deferred compensation, structured life 

insurance, and other strategies, 

 employee assistance programs, 

 on-line guidelines for employee policies and services, and  

 benefit claim trouble-shooting support.   
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"One of today's challenges for human resource managers is to shift the perception that it is a single-function field. 

 Human resources management involves much more than recruiting.  It's compensation analysis, benefits, employee 

relations, training and administration of policies and protecting the employer’s assets with sound regulatory 

compliance." - Steve Brennan, President of ConCredo LLC 

 

 

 Two:  Feel The Burn 

What time is the right time to outsource?  Much like the proverbial cobbler who wears no shoes, hedge fund managers 

sometimes don‘t realize they have a problem until it rears its head in the form of a crisis.  It might be the unexpected departure 

of a key employee leading to greater investor redemptions, or a breakdown in the ability to provide required reporting or 

record-keeping for an information audit, or a failure to anticipate a top-heavy compensation plan for benefits administration.  

A regulatory violation, a fine or other crisis clarifies the need for outside expertise, and suddenly the search 

for an outsourcing partner takes on priority.  

 

 

“Oftentimes, I am approached by a client when there is a level of urgency, a “point of pain,” and they need help 

solving a problem that is getting in the way of achieving specific business results.” –Helen Materazzi, President of 

Corporate Leadership Resources, Inc.  

 

 

There is a downside to selecting a partner when you are focused on putting out the fire.  When the human resources function 

is operating in crisis mode or from a position of weakness rather than strength, it becomes difficult to form an objective 

analysis of what constitutes the best mix of in-house capabilities and outside resource support. 

Another serious management concern comes in the form of poor or inadequate human resources management being raised in 

the context of an overall operational due diligence assessment by a potential investor.  The people associated with 

running a hedge fund are regarded as central to the ongoing success of the company as a business entity.  It 

follows that establishing a well-managed human resources process would be viewed favorably in the overall operational 

assessment. 
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“It’s all part of the process necessary for hedge funds to become institutionalized.  While hedge funds provide positive 

asymmetrical risk in overall portfolio management, the management of human resources in a hedge fund, or lack 

thereof, can be viewed as a real liability in the context of a hedge fund’s overall risk assessment and analysis by a 

third party.” – George Lucaci, Senior Managing Director and Head of Capital Raising, Direct Access Partners 

 

 

Ideally, a hedge fund manager should evaluate the capabilities of the company‘s human resources process before the house is on 

fire.  Often, the executive in charge of the human resources management of the company does not have all the experience and 

analytical tools required to make this assessment.  A skilled outsourcing partner can fill this critical experience 

gap.  Together, they can formulate a plan that identifies the skills and services that fall outside the firm‘s abilities but are 

critical to optimizing the company‘s human resources practice. 

 Three:  Commodity, Culture and Caution 

Once a hedge fund manager has completed an assessment of the company‘s needs with the assistance of a skilled practitioner in 

outsourcing partnering, the elements of the human resources function that might best be served from an outsourcing provider 

can be identified.  A partner with greater skills, infrastructure and support to handle them, typically the administration of 

benefits, payroll, tax withholding, and record-keeping reporting functions generally form the beginning of this outsourcing 

fulfillment.  The strategic abilities of the outsourcing partner can clarify for the hedge fund manager if and 

how best to leverage this outsourcing relationship, be it administrative and processing support, 

consultative services, or a combination of both.  

During the growth of a hedge fund from emerging manager to established firm, previously outsourced functions may be 

brought in-house. Typically, by the time a hedge fund grows to 200-300 employees, a significant internal human resources 

infrastructure has been created to support a portion of the human resources needs, while other areas, such as training and 

expanded benefits services, may be added to the outsourced offerings.  

Outsourcing partners can enable a smaller hedge fund or start-up to have a ready-made human resources infrastructure with 

simplified reporting and services that are compliant with current regulatory requirements.  A hedge fund manager should aim 

to leverage the technology of outsourcing to gain the services that lend themselves to economies of scale— background 

checks, recruitment screens, compliance and training, employee website, policy handbook and guidelines, administrative 

record-keeping, and reports, to name several.  The selective use of outsourcing for services such as these can 

optimize the operating expenses and efficiencies.   

The simplified administration process can be supplemented by the consultative role that a skilled outsourcing partner provides 

to a hedge fund.  The comprehensive human resources experience, knowledge of employment law, and reporting obligations 

often fall outside the knowledge base of the firm.  Partnering with a professional outsourcing provider can create a 

combination of skills that bring a wide range of benefits to a firm.   
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The outsourcing/co-sourcing partner can serve a hedge fund‘s needs in a variety of structures.  The partner may be: 

 a boutique benefits consulting firm,  
 

 a human resources consulting firm,  
 

 a consulting firm based on the PEO (Professional Employer Organization) model, or 
 

 an organization that specializes in comprehensive human resources management programs. 

When evaluating an outsource provider‘s ability to deliver valuable service,  a hedge fund manager needs to consider a range of 

issues, such as:  the financial strength of the outsourcing provider and prior record of paying payroll taxes; examining the 

references – service, professional, banking, financial – of the outsourcing partner; exploring the provider‘s benefits offerings; 

and reviewing the service agreement carefully and understanding its provisions.   

Some of the advantages to a hedge fund of outsourcing human resources include: 

 more productive use of  resources for the investment and research side of the business, 
 

 less time spent on required paperwork and compliance issues in human resources, 
 

 expert guidance from across the business spectrum, and 

 
 access to state-of-the-art technology, training, development, and high-quality benefits. 

Buyers beware, however: there are limits to outsourcing the human resources function.  Hedge fund managers need to protect 

the human resources practices that are not appropriate to offload.  These include the need to carefully manage selection of new 

hires that fit the firm culture and the proprietary methods employees use to perform functions and are trained within the 

investment and research side of the business.  While recruiting services can identify and screen qualified candidates, the hiring 

of the staff will always reside within and need to be managed by the firm. 

Once employees are on board, it is imperative to proactively manage key employees.  Providing skilled training, 

professional development programs, performance evaluations and counseling can all serve to improve the 

employee engagement and retention of key individuals.  An outsourcing provider with the services and skill set that 

supports these efforts can be very effective in meeting this objective. Hedge fund managers seek to avoid losing key employees 

to competitors or have them reap the benefits of learning, and leaving with, proprietary models to set up a competing 

company in part because the working relationship didn‘t provide for growth. 

 

 

“Transferring to a third party keys to the enterprise’s “crown jewels” (intellectual capital) is analogous to ripping 

the heart out of the enterprise.” [– Bierce & Kenerson, P.C., What and When You Should Not Outsource, 

www.outsourcing-law.com, August 24, 2009] 

 

http://www.napeo.org/
http://www.outsourcing-law.com/
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 Four:  On The Outside, Looking In 

Perhaps one of the most important advantages of outsourcing human resources is in establishing a level of 

privacy for employees. Particularly for small companies, the objectivity and confidentiality of an outsource employee 

advocate can be a real asset in providing benefit claim troubleshooting, counseling, and help with other confidential issues.   

With an outsourcing provider, a company receives someone experienced in the legal and regulatory issues of employee 

relations to handle grievance issues, counseling, performance management, and related practices.  In addition, 

outsourcing providers can offer a company the skilled services of a labor attorney either as part of the 

comprehensive service package or as an add-on option when a firm requires it.  Through the assignment of a key 

contact, the ―Outside Insider‖ – one who understands the business, management‘s objectives and the operating culture yet 

brings a level of dispassion and lack of bias to problem solving for human resource management – the company gains an 

objective solution provider. 

The advocate can also promote, through a variety of communication options such as seminars, on-site presentations, and 

employee websites, a range of positive benefits to the firm‘s employees.  The provider can help educate employees about the 

services available through the outsourcing provider without the accompanying time and manpower commitment on the part of 

the company‘s staff.  From educational seminars on topics ranging from retirement planning to changing regulation and 

reporting requirements, the outsourcing relationship can be a prime source of training and information exchange.   

Some of the benefits of such an advocate relationship include: 

 More choices of services for employees through outsourcing partners. 

 

 Employee policy guidelines and communication/privacy issues protection. 

 

 Trained experts to assist in trouble-shooting issues/grievance practices. 

 

 Leveraging state-of-the-art technology platforms (e.g. employee websites for benefits administration, 

on-line policies and procedures, retirement plan information, etc.). 

 Five:  Casting A Wide Net 

Where do most hedge fund managers turn to find the right partners with whom to outsource?  Networking is easily the most 

popular choice.  Hedge fund managers find that their industry colleagues, former employers, prime brokers, association 

members, and service providers are the most fertile ground to mine for contacts.  The belief, widely held in the 

industry, is that it takes one to know one.  Most hedge fund managers want to get referrals of providers with particular 

expertise in serving organizations that are generally composed of highly compensated and skilled employees such as found in 

their industry.   
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Regardless of how they were referred, it is essential to the ongoing success of the outsourcing relationship that the provider 

arrives at a common understanding with their hedge fund client of the firm‘s unique culture.  Referred to as culture-

matching, it boils down to convincing the potential hedge fund client that the outsourcing partnership will 

provide a level of support and service equal to or greater than that which the firm would want to hire if it 

was to build the support in-house.   

The successful partnership should be able to satisfy the client‘s desires regarding the following issues: 

 My outsourcing partnership ‘gets’ us and what makes us unique.   

 

 We feel comfortable allowing this resource into our inner operations.  

 

 We trust them to represent us in our best interests and advocate for our employees.   

 

 We trust them to safeguard our individual attributes that contribute to our business success.  

Trust, understanding, and a high quality of service are essential components of the successful partnership.   A ‗no‘ to any of the 

items above will be an indication of potential problems in the outsourcing relationship. 

 

 Six:  Out Of Sight, Out Of Mind 

Outsource providers and users alike agree on the primary goal of a good outsourcing relationship:  saving 

the company time.  Hedge funds typically have a high percentage of their employees devoted to the business of investment 

management, research and the related support functions of the core business operations.  Often, the management of human 

resources typically handled in other business lines by a department of management professionals falls on a senior executive in a 

hedge fund, as one of several key responsibilities that individual handles.  Hedge funds that can devote the level of 

commitment and attention to the human resources process similar to that which is focused on the firm‘s investment and 

research activities would reap enormous benefits from the commitment.  Offloading the problem solving and 

administrative issues of human resources to an outsourcing partner frees management to focus on the core 

business—growing and running the investment and research side of the company. 

 

  

"Although I am ultimately responsible for the company’s human resources management, if I have to be involved with 

the mechanics of our human resources administration, then the outsource relationship is not working." - George 

Roeck, Chief Operating Officer and Chief Financial Officer, Charter Bridge Capital Management, L.P. 
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One of the priorities cited by hedge fund managers in working with an outsourcing partner is the ability to 

have a single point of contact.  Hedge fund managers can generally be categorized as knowledge-based workers: they 

gather, assess and act on information in both the investment side of their business and the ways in which they manage their 

internal operations.  They want to partner with like-minded providers that can relate to their preferred style in the service 

relationship. 

Limiting the complexity of how to get information about the plan services, accessing management reports, 

and troubleshooting issues that arise in the administration and operations of the relationship all save time 

and effort that can best be served in other core business management activities.  In a report issued by Accenture 

last year, the benefits of bundling these services included fewer duplicate processes and costs as well as reduced operating risk 

by limiting points of failure as well as points of contact [Accenture: “G&A Cost Reduction: Get Better Results by Bundling,” 2009]. 

 Seven:  You Can Outsource Accounting, 

 But Never Accountability 

Although the benefits of outsourcing in time, costs, and human capital are many, hedge fund managers ultimately must retain 

the responsibility for the relationship.  Impartiality in the outsourcing administration creates the need for 

oversight management of the provider relationship that cannot and should not be delegated.  This is one of 

the reasons why trust is of paramount importance to hedge fund managers when evaluating an outsourcing partner.  A hedge 

fund manager wants to be reassured that both parties will treat the business of serving the needs of the hedge fund‘s employees 

as well as management as a top priority when measuring the success of the relationship.    

Today‘s hedge fund manager needs to be able to effectively manage competing demands, including: 

 Keeping costs down while offering competitive and attractive compensation and benefits packages. 

 

 Managing the human capital of the hedge fund in a manner more consistent with the attention devoted 

to the investment side of the business. 

 

 Creating a work environment that fosters the attraction, engagement and retention of the best industry 

employees. 

On a regular basis, hedge fund managers should evaluate how well the outsourcing provider meets these expectations. The 

benefits of proactively managing the relationship can lead to:  

 Establishing control of the relationship.  

 

 Better monitoring of the effectiveness of the partnership. 

 

 Staying abreast on the costs of benefits and services.  

 

 Better understanding of the administration processes.  
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 Ability to track the employee satisfaction level with the help and guidance they need and for which the 

firm is paying. 

 

 Ability to monitor whether or not renewal rates are in line with the competitive landscape.  

  Final Thoughts 

Despite multiple industry and regulatory pressures weighing on the hedge fund industry today, the business of hedge fund 

management is alive and well.  The tested mantra of hedge fund investing as a key component in portfolio management to 

optimize returns while minimizing overall risk has finally been absorbed by an investment community battered and shaken by 

the repeated whipsawing of traditional asset classes over the past several years.   

But the era of opening up shop and watching the money flow in the doors has passed by all but the most notable hedge funds.  

Today’s hedge fund manager needs to formulate the best strategy possible to organize, manage, run, and 

grow the business.  A hedge fund manager relies on the quality of their third party relationships for prime brokering, fund 

administration, accounting, and legal advice to attract and grow the company‘s investment assets.  Likewise, the hedge fund 

manager needs to consider the importance of outsourced human resources management as another key component of their 

third party relationships.  Protecting and servicing the intellectual capital of a hedge fund is tantamount to growing the assets 

of the fund‘s viability and success going forward. 
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