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Hedge Fund Confidential.When
themost secretive traders gather, the
cocktail talk could beworth billions

who are these people? the art- and yacht-buyingescapadesofhedge fundoperators such
as KennethGriffin of Citadel and Eddie Lampert of ESL Investments grab the headlines.
Yet there aremore than9,500 fundsmanagingupwards of $1.74 trillion in assets, accord-
ing to Chicago-based Hedge Fund Research, Inc. Many of those funds individually run a
mere billion or three. This groupof hedgies tend to be secretive loners, not prone to trad-
ing recipes.
Arareexceptionis thesemiannualritualstagedbyDrobnyGlobalAdvisors,aboutique

researchfirmbased inManhattanBeach,Calif., runbytwoguysnamedDrobny—Andres
and Steven—who are related only by the business they are in. TheDrobnys’most recent
conference attracted more than 100 macro hedge fundmanagers—people who bet on
megatrends.TheydescendedontheWynnLasVegasre-
sort forthreedaysofhardtradingtalkand,ofcourse,abit
of hardplaying.
TheDrobny conference is a sort of hedgie brainfest.

Members are required to contribute articles andmake
presentations, thereby subjecting themselves to the
scrutinyof theirpeers. “Theconference isalwaysagreat
timetostrengthenyourthinking—beingupinfrontof thatcrowd,youhavenochoicebut
to have a bulletproof trade, or you’ll be eaten alive,” says Renee Haugerud, cio andman-
aging principal of Galtere Ltd., whichmanages a $1 billion, NewYork City–based global
macrohedge fund that focuses on the commoditymarkets.
I’mspeakingwithHaugerudatTryst, the sprawlingnightclubat theWynnLasVegas,

where champagne is flowing freely and folks are beginning to loosen up after a cerebral
day of presentations. Can this be the same personwhose talk on buying farmland inAr-
gentina, Brazil and theMidwestwas intimidating in its attention to detail? In onebreath
she’sdiscussinghowthepriceperacre for Iowafarmlandisnot far fromitsnominalhighs
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reachedin1973; inanothershe’s recountingher
earlyprofessional life inGenevaandhowmuch
fun shehad. She seems almost normal.
Wechatsomemoreabout theWynn,about

travel, about trivial things. Then somehow I
bring up cocoa and the impact of financializa-
tion on some of the soft-commodity markets,
andshestraightensupandsquintsdownatme,
launching into some quick attributes of cocoa
to test my knowledge. Cocoa production is
down because of drought inWest Africa, and
there is fear of renewedfighting in IvoryCoast,
the world’s largest producer. Meanwhile,
Haugerudsays, “demandcontinuestobestrong
across the board, along with new demand for
darkchocolatebecauseof thehealthbenefitsof
flavanols.Dark-chocolate sales inBritain alone
areup25%this year.”
Thiscommandofdetaildifferentiateshedge

fundtraders fromcivilians.Macrotradingisnot
only about prices on screens. To be sure, the
name of the game is money—but the hedge
fundmanagers are keenly aware of the imbal-
ances growing around the world, and they are
attuned to any factors that could potentially
destabilize themarkets.
In fact, it was over a cocktail discussion

about urban crime that ImetMarkoDimitrije-
vic, founder of Everest Capital, a Miami-based
hedge fund firmwithmore than $2 billion in-
vested through various strategies, although
emergingmarketsarehisspecialty.Dimitrijevic
was curious to hear about crime and its eco-
nomic effects, which is not unusual for a man
who invests inhot spots around theworld.
Dimitrijevic is multilingual and grew up

in Switzerland in what he terms a Yugoslav
family, a claim that offers some insight into
emerging-market investing: it’s always chang-
ing andevolving. Inhis presentation,Dimitri-
jevicproposes that emergingmarketsoffer the
best opportunities, even thoughmarkets such
as India,ChinaandMalaysiahavehadbubble-
like runs. “Don’t be fooled by sticker shock
given their huge outperformance in recent
years,” he says. “We are witnessing a trend
change in the fundamentals right now.” And
such fundamental changes are what macro
traders lovemost.
In fact, Dimitrijevic thinks emerging-

market equities may eventually trade at a pre-
miumtodeveloped-marketequities.Hisbiggest

trade, however, is to buy the Taiwan equity
index and pay Taiwan interest-rate swaps to fi-
nance it.Theaudiencepounces:Whywouldan
emerging-market specialist rateTaiwan, amar-
ket no longer “emerging”? Relative value is the
answer. “Against the broader world backdrop,
Taiwan is cheap,” Dimitrijevic contends, “and
financing inTaiwan is ridiculously cheap.”Tai-
wandoesn’t share thedeflationaryproblemsof
neighboring Japan, so long-term interest rates
of just over 2%seemcrazy, he explains.
The propensity to challenge convention is

one of the things that differentiates a hedgie,
and it’s something that humans are not neces-
sarilywired to do, says JimLeitner,manager of
the Falcon Family Fund. Leitner spoke of this
phenomenonat theconferenceandin Inside the
House of Money,StevenDrobny’scollectionof in-
terviewswithmacrohedgies. “Humans ingen-
eral are biased to look for confirmatory
evidence,” Leitner asserts in the book. “When
someone is bullishonoil, they tend topickout
the pro-oil arguments in whatever they read.
Veryfewpeopletrainthemselvestolookfordis-
confirming evidence.”
Leitnerwowedthecrowdbypresentinghis

overall portfolio approach, which although
systematic and rigorous rules out nothing.He
has been known to take positions in Turkish
glassmaking stocks, Serbian construction
stocks and inflation-index-linked housing
bonds in Iceland.Todayhesayshehasnodom-
inant positions and cites certain themes such
as insurance providers in emerging markets
and food. In the latter, he likes beneficiaries of
cheap agriculture and protein, noting oppor-
tunities in Argentina gdp warrants, Brazil
broadly and fertilizer companies inTaiwan. In
equities he likes Serbia, Macedonia, Malaysia
and the gcc (GulfCooperationCouncil) coun-
tries, and he is looking to other frontier mar-
kets, including Kazakhstan and Georgia.
Pushed tohome inonone idea, Leitner sayshis
favorite trade is buying a short-dated Swedish
kronacall optionagainst the euro. It’s awayof
playing the next Swedish central bank meet-
ing, he explains. Got it?
Howdoes amind like that operate?Where

many top money managers are content para-
chuting into a country andmeeting with gov-
ernmentofficialsandministers,Leitnerprefers
to trawl around places such as Kenya, Zambia

andMalawi,notingthat “youneverknowwhat
you will find off the beaten track.” He’s esti-
mated to have amassed gains just shy of 30%
annually for thepast decade.Quite afind.
One of the meeting’s real surprises was to

hear somuch talk about global equities, given
their strong run, and the last presentationwas
noexception.GeoffreySymondsofGLSCapital
spoke about the possibilities in the gcc coun-
tries. “Themacrostoryhere isexcellent, andthe
region looks a lot like Russia nine or 10 years
ago,” Symonds said.
Symonds cited the Western-educated,

highlyprofessionalmanagementatmost com-
panies he visited in the region and noted op-
portunities particularly in investment
management andconstruction.On the former,
Symonds believes that last year’s gulf states
market crash was overdone, and on the latter,
thatdespite talkofapropertybubble, realestate
is still extremely cheap by world standards. A
penthouse apartment sells for about $350 per
sq. ft. (about $3,750 per sq m). Comparable
properties inNewYorkCityandLondonsell for
aboutfive times that price.
As usual, pointed challenges arose. One

questioner noted that the construction boom
depended largely on cheap labor from the In-
dian subcontinent, labor that will growmore
expensive as these workers are integrated into
society down the road. Another questioner ex-
pressedskepticismaboutoccupancyrates.This
kind of push and pull is what makes markets,
ofcourse.Thedifference is that forhedgefunds,
trades gonewrong canbedisastrous.
This beingVegas, themeeting is concluded

with some gambling, in the form of Hedge
AgainstPoverty,acharitypokertournament. It’s
a benefit for the creation of a MillenniumVil-
lage inHaiti, an extension of the self-sufficient
economic units that economist Jeffrey Sachs
first devised for poorAfrican communities.
Millionaire hedgies playing high-stakes

poker in an over-the-top Las Vegas hotel to im-
proveaThirdWorldcountry.Thecontradictions
abound, but these are people who don’t mind
beingunconventional. By the same token, they
don’t consider themselves gamblers. That’s the
greater irony. Las Vegas was built on wild, ex-
posed,highlyleverageddirectionalbets. I’mnot
suremanyofthehedgieswouldhavebeencom-
fortablewith such risky trades. �
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