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THE FAILED EXPERIMENT OF 
INVESTING PUBLIC PENSIONS 
IN HEDGE FUNDS 
In 2007, the state of New Jersey began an experiment in which 
it invested billions of public pension dollars in hedge funds. 
However, since Governor Christie took office in 2010, the state’s 
public investment in hedge funds has doubled, resulting in his 
hedge fund friends and donors collecting an estimated $1 billion 
in fees from New Jersey public pension funds. During Governor 
Christie’s administration, underperformance of hedge fund 
investments have cost the state nearly $1.1 billion—and New 
Jersey taxpayers and public employees have picked up the tab.

Despite promises of better and more consistent returns and 
protection from market downturns, our analysis suggests that 
hedge funds have failed to deliver on these promises. Instead, 
hedge funds have collected billions in management fees, perfor-
mance fees and hidden fees, enriching themselves at the expense 
of the New Jersey Pension Fund and taxpayers. Furthermore, 
the state’s failure to report fees and failure to compare hedge 
fund performance to cheaper alternatives may represent a 
violation of principles of good stewardship and fiduciary respon-
sibility.

This report provides an analysis of New Jersey’s eight-year  
experiment[1] investing pensioners’ savings in hedge funds. 
Using published investment council and pension fund reports, 
we conducted a simple year-by-year comparison of hedge 
fund returns and total fund returns for fiscal years 2007-2014. 
Because the New Jersey State Investment Council fails to 
disclose fees paid to managers over the period considered in this 
report, this analysis uses a conservative methodology to estimate 
hedge fund fees that calculates management and performance 
fees each year, and accounts for high water marks following 
negative performance and the additional layer of fees paid 
through hedge funds of funds, investment vehicles consisting of 
a portfolio of shares in other hedge funds.[2]



KEY FINDINGS: HEDGE FUNDS 
RESPONSIBLE FOR MORE 
THAN $1 BILLION IN LOST 
RETURNS 
Our findings suggest that the state’s hedge fund 
investment has failed to deliver any significant benefits 
for the citizens of New Jersey. 

Specifically, according to our methodology:

 • The state’s hedge fund investments have lagged behind the 
total fund for seven of the eight years we reviewed—and, 
critically, failed to deliver any downside protection for the 
fund during the 2009 economic crisis

 • Hedge funds cost the pension system an estimated $1.27 
billion in lost returns over just eight years

 • Despite poor performance, hedge fund managers have 
collected an estimated $1.33 billion in fees from New 
Jersey taxpayers and public employees during the same 
period 

This report also examines how the New Jersey State Investment 
Council, under the direction of Governor Christie, has been less 
than transparent with the public regarding costs and returns 
associated with hedge funds, including the administration’s 
apparent under-reporting of fees paid to Wall Street from public 
pension funds. Additionally, we review the numerous potential 
conflicts of interest and questionable investments associated with 
Governor Christie’s oversight of the pension fund—which, like 
the exorbitant fees the hedge funds collect, should be of concern 
to fiduciaries, public employees and taxpayers.  



THE FINANCIAL IMPACT 
OF HEDGE FUNDS ON NEW 
JERSEY’S PENSION SYSTEM 
For the last decade, hedge funds have aggressively pursued U.S. 
public pension dollars, claiming to offer pension funds volatility 
reduction and absolute return in exchange for the high perfor-
mance and management fees that they charge. However, our 
analysis suggests that, in the case of New Jersey, hedge funds 
failed to deliver on these promises, providing no protection for 
the fund during economic downturns, serving as a drag on total 
fund performance, and costing public employees and taxpayers 
billions through disproportionately high fees that do not appear 
to be justified by performance.

 



HEDGE FUNDS FAILED 
TO DELIVER PROMISED 
DIVERSIFICATION DURING 
THE GREAT RECESSION—
AND CONTINUE TO 
UNDERPERFORM TO THIS 
DAY. 
Proponents of hedge funds claim that hedge fund exposure 
decreases pension fund volatility. However, our analysis of hedge 
fund and total fund net returns during the Great Recession 
suggests that hedge funds offered no downside protection to the 
fund during this period.

During 2009--the height of the Great Recession, when 
hedge funds were supposed to deliver protection from market 
downturns—the state’s hedge fund investments lost 19.75 
percent, while the total fund lost only 15.48 percent. As a result, 
pension assets allocated to hedge funds eroded at a much greater 
extent than did the total fund in 2009. In each subsequent 
year, hedge fund returns continued to underperform, trailing 
general fund returns by a significant margin while the economy 
recovered and U.S. stock markets rebounded. 

Overall, our analysis suggests that New Jersey’s hedge fund 
program failed to deliver on promises of diversification 
and downside risk protection while dragging down total 
fund investment returns by $1.27 billion during fiscal years 
2007-2014. In other words, had the New Jersey pension system 
never invested in hedge funds, it would have $1.27 billion more 
in its general fund today, providing more security for public 
employees and demonstrating better stewardship to taxpayers. 
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HEDGE FUND MANAGERS 
MAKE BILLIONS DESPITE 
UNDERPERFORMANCE: 
A Closer Look at Hedge Fund Fees Compared to New 
Jersey’s Total Fund Costs

A recent analysis by the Financial Times found that, from 2008 
to mid-2014, U.S. public pension plans invested about $450 
billion in hedge funds, and received about $95 billion in returns. 
However, over the same period, the hedge funds collected $68 
billion in fees, meaning that public pension funds paid 72 cents 
in fees for every dollar they received in returns.[3]

The experience of New Jersey with hedge fund fees is strik-
ingly similar. From fiscal year 2007 through fiscal year 2014, 
our analysis suggests that New Jersey paid significantly more 
proportionately to manage its hedge fund investments than it 
paid to manage the total fund—and that these fees are in no 
way justified by hedge fund returns. Comparing a total fund 
portfolio (same size assets under management as hedge funds, 
year by year), our analysis of this period suggests the following:

 • The pension fund paid over $1.33 billion in fees to 
hedge fund managers, whereas it spent a little over $150 
million in all other external and internal investment costs 
combined using the same-sized total fund portfolio

 • The pension fund paid nearly eight times as much in fees 
for its hedge fund investments as it spent for all other 
investments

 • Net returns over this period were $2.3 billion for hedge 
funds compared to $3.6 billion for the total fund; taking 
fees into account, hedge fund managers captured nearly 59 
percent of total returns in fees, compared to the total fund, 
for which costs represented just over 4 percent of total 
returns (see Fig. 2)



In other words, if the assets dedicated to hedge funds had been 
allocated evenly to other general fund investments, net returns 
would have been $3.6 billion, rather than $2.3 billion. These 
data suggest that hedge fund managers are producing huge 
returns for themselves while producing poor returns for New 
Jersey.
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TOO COZY WITH CHRISTIE? 
TRANSPARENCY AND PAY-TO-
PLAY CONCERNS
The state’s hedge fund investments have come under additional 
scrutiny in recent months, as allegations of misrepresentation of 
fees paid to hedge fund managers, serious conflicts of interest, 
and possible pay-to-play involving hedge fund managers and 
contributions to Governor Christie have surfaced. 

Since Governor Chris Christie took office in January 2010, 
the New Jersey State Investment Council has doubled its 
allocation to hedge funds. Total hedge fund fees from January 
1, 2010 through June 30, 2014 were likely more than $1 billion; 
meanwhile, hedge fund returns lagged total pension returns by 
$1.1 billion over the same period.  

In June 2015, the International Business Times reported that, 
while claiming that the state did not pay enough money to fully 
fund its obligations to public employees, the Christie admin-
istration did not fully disclose how much the fund paid in fees 
to hedge fund managers. According to the report, the adminis-
tration allegedly misclassified $335 million in performance fees 
paid to Wall Street investment managers, claiming that the state 
paid less than average for its investment—when in fact it paid far 
higher than the national median.[4] 

There also appear to be many troubling connections between 
pension system hedge fund allocations and donations to the 
governor. As the Philadelphia Inquirer reports, many of the 
hedge fund firms selected by the New Jersey State Investment 
Council were donors to the Republican Governors Association 
(RGA), of which Christie became vice-chair in 2011 and chair 
in 2013,[5] and which spent $1.7 million supporting Christie in 
2013.[6] Due to a jurisdictional technicality, this indirect support 
of Christie does not violate New Jersey’s ethics law—and a bill 
to correct this, which gained support in both sides of the New 
Jersey legislature, was vetoed by the governor in May 2014.[7] 

Hedge fund investments by the New Jersey pension system that 



are connected to donors are worthy of further review. Some of 
these include: 

 • KSL Capital – On March 25 of this year, the New Jersey 
State Investment Council approved a $100 million 
allocation to this firm,[8] whose chairman donated $2.5 
million to the RGA between 2013 and 2014.[9]

 • Lazard Rathmore – A senior advisor with this firm, 
Herbert Gullquist, donated $75,000 to the RGA from 
2012-2014.[10]

 • Canyon Capital – In 2011, the New Jersey State 
Investment Council made a $100 million allocation to a 
Canyon Capital fund five months after Canyon invested in 
Atlantic City’s Revel hotel and casino—the same month 
that New Jersey handed the casino $260 million in tax 
incentives.[11] 

 • Chatham Asset Management – In 2012, the firm’s 
principal. Anthony Melchiorre, along with a woman 
sharing his surname residing at the same address, made 
donations totaling $60,000 to the Republican National 
Committee,[12] an organization that helped fund voter 
turnout for Christie’s reelection campaign in 2013.[13] 
In 2014, potential conflicts also surfaced surrounding 
Chatham’s reported interest in a major hotel in Atlantic 
City.[14]  

 • Third Point Management – The CEO of this company, 
Daniel Loeb, donated $1.25 million to the RGA between 
2012 and 2014;[15] in 2011, Third Point was awarded a 
$100 million contract by the State Investment Council.[16]

 • Elliot Associates – This company – whose CEO, Paul 
Singer, donated $3.85 million to the RGA between 2012 
and 2014[17] – also manages $200 million of New Jersey 
pension fund assets.[18]



RECOMMENDATIONS FOR 
REFORM 
According to our analysis, the estimated $1.27 billion drag 
on total fund performance, $1.33 billion in fees, and worse 
than zero protection from market downturns should prompt 
fiduciaries and legislators to question whether the New Jersey 
pension system would be better off having never invested in 
hedge funds. As the state struggles with meeting its pension 
funding obligations, the elimination of hedge funds as a viable 
investment strategy for the state’s pension funds should be seen 
as a necessary course of action.

Considering the failure of New Jersey’s eight-year hedge fund 
experiment, and ethical concerns regarding Governor Chris-
tie’s relationships with hedge fund donors, we recommend the 
following:

 • The New Jersey State Investment Council should end 
its experiment with hedge funds by divesting as soon as 
possible, to ensure that New Jersey taxpayers and public 
employees receive the best returns and lowest costs on 
their pension investment.

 • The New Jersey State Investment Council should provide 
and make accessible to the public a full accounting of all 
fees—management, incentive and otherwise —paid by 
the pension system, along with annual hedge fund net 
return data over the fund’s entire history of hedge fund 
investment.

 • The New Jersey State Investment Council should demand 
political contribution disclosure and immediately divest 
from all investment and advisory firms that contributed 
directly or indirectly to Governor Christie and other 
elected officials. Furthermore, New Jersey’s ethics law 
should be strengthened to prevent such conflicts of interest 
in the future.

 



NOTES AND METHODOLOGY
The New Jersey Investment Council has failed to disclose fees 
captured by managers over the eight-year period considered in 
this report; therefore, this analysis uses the following method-
ology to estimate those costs: 

1. Gross hedge fund returns are calculated using the 
following assumptions: 

 • Hedge fund management fees are calculated conser-
vatively at 1.8 percent of assets under management 
(AUM).

 • Hedge fund incentive fees are calculated conservatively 
at 18 percent of gross return less management fees.

 • Hedge funds of funds were estimated to average 25 
percent of hedge fund AUM for all years based on 
public reports.  

2. A modest increase in management (.2 percent), and 
incentive (2 percent) fees were included to account for 
New Jersey’s 25 percent investment in hedge fund of funds 
where added fees above and beyond underlying hedge 
fund fees are paid. 
Total fund cost is estimated conservatively at 40 basis 
points (bp) of AUM.  The average total fund cost for U.S. 
pension funds including hedge fund fees is 46.8bp. 40bp 
is used assuming no hedge fund fees. See: http://www.
top1000funds.com/news/2015/01/14/do-pension-funds-
add-value/

3. 2008 hedge fund net return rate was missing from the 
publicly available sources. A proxy rate of 1.39 percent 
was used, representing the average hedge fund net return 
of the Illinois Teachers Pension Fund, MassPRIM, and 
Alaska PERS — all pension funds invested in hedge funds 
and hedge fund of funds, and reporting net hedge fund 
returns for FY 2008.



4. Performance fees for 2010 and 2013 were adjusted to 
account for high water marks needing to be met in 2009 
and 2012. High water marks were accounted for based on 
the entire hedge fund portfolio because individual fund 
high water marks are not public.
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WHO ARE THE  
HEDGE CLIPPERS?

The Hedge Clippers are working to expose the mechanisms hedge 
funds and billionaires use to influence government and politics in 
order to expand their wealth, influence and power. We’re exposing 
the collateral damage billionaire-driven politics inflicts on our 
communities, our climate, our economy and our democracy. We’re 
calling out the politicians that do the dirty work billionaires demand, 
and we’re calling on all Americans to stand up for a government and 
an economy that works for all of us, not just the wealthy and well-
connected.
The project is supported by the Strong Economy for All Coalition, 
a coalition of labor unions and community groups working to fight 
income inequality and build shared prosperity and economic & social 
justice in New York and around the country.
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