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Nowadays, modern investors are well informed by Hedge Funds managers who are not getting tired promoting
the merit of investing in hedge funds. These advisers draw elaborated graphs showing the benefits of hedge
funds to an active managed portfolio. Investors have to believe in the advantages of shifting a significant part
of their portfolio to hedge funds. In terms of the classical risk and return measures the advisers are right, high
returns, low volatility and above all low correlations to the other asset classes in the portfolio. But as we know
only the half is true. The misleading picture of volatility if measured with the classical portfolio instruments and
the correlation effects is not solved in this paper. The research interest in this short paper is the distorted picture
of returns given by the Hedge Funds Indices because of biases inherent to those indices.This paper gives an
overview of the Hedge Funds Industry and the Hedge Funds Indices that are currently used by investors and
highlights the differences between Hedge Funds and traditional Mutual Funds Indices. The problems of setting
up those indices because of Hedge Fund idiosyncrasies are discussed. It is also shown why the performance of
these indices is misleading due to construction problems. These systematic errors in the Indices are called
biases. The paper provides an overview of the biases that can occur, when an Index is set up and why. We will
introduce a classification...
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