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Prime Broking in Today�s Market 
 
The developments in the financial markets over the past several days have been unprecedented in recent years 
and has raised questions in the fund of hedge fund community about the business of prime broking and its 
implications on the broader financial market. In light of the near collapse of one of Wall Street�s largest prime 
brokers, we offer a brief summary to explain how the prime broking industry has evolved, clarify the services 
offered by prime brokers to hedge funds, and explore why hedge funds would choose a single or multiple prime 
broker strategy.  
 
When prime broking first became a business service in the early 1980s, the core strengths were seen to be 
delivering high quality centralized clearance, custody and reporting for predominantly equity-based hedge funds.  
However, the advancements in technology over the last two decades have eliminated any real differentiation in 
the ability of one prime broker to settle trades and custody and report positions any better than their competitors. 
Today, a large percentage of hedge funds use more than one prime broker. The origin of the term �prime broker� 
(meaning primary broker) no longer holds true when funds are working with multiple providers. 
  
As hedge funds have broadened their investment strategies, technical platforms are now less of a factor in prime 
brokerage success.  Managers want access to trading, lending, capital introduction, financing and advisory 
services � all on a global scale.   
 
As institutional investors have replaced high net worth investors as the dominant flow into hedge funds, these 
investors have unique requirements such as enhanced transparency, well-developed reporting and sophisticated 
risk management. Those prime brokers that have been able to differentiate themselves in these areas have been 
able to gain a share of the more than $8 billion a year business (source: Sanford Bernstein).  Including trading 
commissions, the investment banks that are involved in prime broking are earning upwards of $26 billion annually 
from hedge funds (source: ABN Amro analyst Kinner Lakhani).   
 
Deciding on a single vs. multiple prime broker strategy 
 
In addition to the aforementioned services, prime brokers are also involved in Securities Lending, formerly known 
as �Stock Loan�. The evolution of Stock Loan has gone beyond the initial focus of facilitating settlement of failing 
equity trades and short sales to providing market liquidity across all asset classes and in various forms, such as 
synthetic supply via swaps. Whether it be in the form of Stock Loan, Swaps or Repo, the primary objectives of 
facilitating delivery and the ability to hedge a portfolio for both bull and bear markets still form the core principles 
of hedge fund financing. Using multiple prime brokers enables a hedge fund to have access to additional sources 
of supply and liquidity since no one firm can adequately facilitate every short and every settlement. Diversifying 
across multiple prime brokers provides additional freedom from balance sheet constraints and exposure limits 
with one counterparty and acts as a natural Business Continuity Plan (BCP), offering a mark to market across 
providers on pricing and rates and access to multiple firm resources. 
 
In today�s market environment where credit is increasingly squeezed, the largest hedge funds have up to 5 or 
even 10 prime brokers to ensure they not only have access to liquidity but also a wealth of choice in pricing, 
reporting and specialized services. Given the latest near collapse of one of Wall Street�s top firms and prime 
broking powerhouses, those hedge funds who have multiple prime brokers will find security in their ability to move 
assets quickly and will be ready to take on the opportunities which come in a volatile market.   
 
Sources: Credit Suisse Prime Services, Whitney Group 
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Important Information   
 

This material has been prepared by Credit Suisse Index Co., Inc. (�Credit Suisse�) on the basis of publicly available information, internally 
developed data and other third party sources believed to be reliable. Credit Suisse has not sought to independently verify information taken 
from public and third party sources makes no representations or warranties as to accuracy, completeness or reliability of the information 
contained herein. All opinions and views constitute judgments as of the date of writing, and are subject to change at any time without notice 
and with no obligation to update. This material is for informational and illustrative purposes only and is intended solely for the information of 
those to whom it is distributed by Credit Suisse. No part of this material may be reproduced or retransmitted in any manner without the prior 
written permission of Credit Suisse. Credit Suisse does not represent, warrant or guarantee that this information is accurate, complete or 
suitable for any investment purpose and it should not be used as a basis for investment decisions. This material is not to be relied upon as 
such or used in substitution for the exercise of independent judgment. Past results are not an indicator or guarantee of future returns. 

 
This material should not be viewed as a current or past recommendation or a solicitation of an offer to buy or sell any securities or investment 
products or to adopt any investment strategy.  The reader should not assume that any investments in companies, securities, sectors and/or 
markets identified or described were or will be profitable. Current and future portfolio compositions may be significantly different. Investing 
entails risks, including possible loss of principal.  The investment views and market opinions/analyses expressed may not reflect those of 
Credit Suisse as a whole and different views may be expressed based on different investment styles, objectives, views or philosophies.  This 
information report does not constitute research.  
 
The charts, tables and graphs contained in this document are not intended to be used to assist the reader in determining which securities to 
buy or sell or when to buy or sell securities. 
 
The sector information presented herein was computed using performance data provided to Credit Suisse by the underlying hedge funds. 
Credit Suisse has made no independent verification and makes no representation as to its accuracy or completeness. Credit Suisse may or 
may not invest in those hedge funds whose performances were analyzed for the purposes of this report. The performances shown herein may 
not be the experience of other hedge funds within the same sector and may significantly differ in material respects. Certain of the performance 
data provided herein are estimated and are subject to change.  
 
Benchmarks are used solely for purposes of comparison and the comparison does not mean that there will necessarily be a correlation 
between the returns described herein and the benchmarks.  
 
The returns provided herein are based upon the allocation and the past performance of the underlying managers contained in the described 
indices. We rely on the actual performance returns provided by the underlying funds to a database which we believe to be reliable, but make 
no representations or warranties as to its accuracy or completeness. The underlying funds� performance returns may be unaudited. The 
underlying hedge fund performance data is net of the underlying hedge fund managers� fees and expenses. The Credit Suisse/Tremont Hedge 
Fund Index is based upon index calculation rules which are subject to change. The most recent version is available on www.hedgeindex.com. 
Index members may be removed or added upon the Index�s criteria for inclusion and removal. Such criteria may include subjective measures 
and may be changed or modified without notice. Therefore, the actual performance of the index may vary substantially from the performances 
presented herein. Some of the underlying hedge funds� returns may be denominated in a foreign currency and these returns may deviate from 
what they would be if denominated in US dollars. Hedge funds are classified by their primary strategy as determined by the Index Calculation 
Agent (Credit Suisse) in its sole discretion based on each underlying hedge funds� private placement memorandum and other offering 
materials.  
 
 
Copyright 2008, Credit Suisse Group and/or its affiliates. All rights reserved. 
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