
FUND FORUM IAM Daily News | 26 June 2012 www.institutionalassetmanager.co.uk | 1

Daily News

International 2012

Tuesday 26 June 2012

Europe “heading for 
cliff”, but OPEC’s 
future bright… p3

Are emerging 
markets the new 
safe haven?… p5

SGSS offers Ucits 
turnkey solution for 
asset managers… p7

CEOs see threats and 
opportunities in euro crisis
The problems of the Eurozone offer 
both threats and opportunities to the 
asset management industry, according 
to Schroders executive vice-chairman 
Massimo Tosato, a member of the 
first CEO plenary panel at Fund Forum 
International 2012.

Tosato said that although the 
euro crisis was “a threat to asset 
management in the short term”, 
precisely because of the difficulties 
faced by governments, the need to 
grow assets prompted by the crisis 
would also create opportunities.

According to Jamie Hammond, 
CEO for Europe at Franklin 
Templeton, the euro crisis should be 
viewed more as a political than a 
fiscal issue to be resolved. “From an 
asset-raising viewpoint, we’re seeing 
flows into global and emerging 
products from European institutional 
investors,” he said.

Jim McCaughan, chief executive of 
Principal Global Investors, believes 
that “problems like the eurozone will 
take years to resolve. I hear people 
saying things will be resolved in 
weeks – they won’t.” However, he 
added that disciplined rebalancing 
would enable investors to capitalise 
on the current market dislocation.

Polled by chairman Jervis Smith 
of Citi’s global transaction services, 

the panel’s consensus was that 
there was ‘no way” the sovereign 
debt crisis would be over within a 
year, and probably not even in three 
years, although most members 
believed it would be resolved within 
five years. However, they were 
unanimous that the European asset 
market was worth pursuing, and a 
floor vote was 80 per cent in favour.

The panellists doubted 
whether commission payments to 
intermediaries would disappear 
within the next three years. Tosato 
said the most likely outcome of the 
MiFID review would be the banning 
of commission for independent 
advice, “but not for restricted advice”.

Thomas Ruschen, global head of 
key account management at DWS, 

said: “A lot of uncertainty exists, 
depending on what the regulators 
do, so I think we’ll see different 
models being tested.” McCaughan 
suggested that funds might be 
allowed to pay commission in some 
countries but not in others.

“This transition toward potentially 
not paying commission is a very 
powerful development for us,” said 
Greg Ehret, CEO for EMEA at State 
Street Global Advisors. Added 
Tosato: “If we go for full transparency 
and ban commission, there must 
be a level playing field across all 
products that an investor can buy.”

The audience was split roughly 
equally on whether the abolition of 
commission on the sale of mutual 
funds would make fund management  3
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better value for money, with 37 per 
cent voting yes and 32 per cent no.

The panel were mixed on 
whether investors were getting value 
from fund managers. McCaughan 
said that with clients buying beta 
products, too many firms “have their 
heads in the sand”.

Hammond said that more of 
Franklin Templeton’s clients were 
asking for focused alpha-generating 
strategies. According to McCaughan, 
the choice is between giving clients 
solutions designed to produce the 
outcomes they desire, or to provide 
them with the ingredients to create 
those outcomes. He said his firm 
would focus going forward on 
yield-based assets and alternative 
strategies, and added: “We see a 
lot of growth in emerging markets, 
which I suspect is here to stay.”

Hendrik de Toit, CEO of Investec 
Asset Management, said firms needed 
to focus on their core competencies 
in asset classes, adding: “If you try to 

play everywhere no matter how good 
you are, you’ll be destroyed.”

Said Hammond: “In emerging 
markets there are lots of 
opportunities, helped by the rise of 
the middle classes in Asia and Latin 
America. Also, thanks to globalisation, 
people are waking up to opportunities 
around the world and the different 
asset classes available.”

Ruschen said income-related 
products remained successful, and 
DWS would continue to push in that 
area. However, de Toit argued that 
to avoid creating another credit risk 
event, “the lure of high-yield income 
products needs to be very carefully 
managed”.

Asked what would be the best-
performing asset class in 2012, 
the audience voted 28 per cent for 
emerging market equities, followed 
by emerging market bonds (18 per 
cent) and global equities (12 per 
cent). Funds of funds received only 1 
per cent.
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OPEC will be the “big winner” in 
the new global order as oil prices 
increase, even though the Middle 
East will remain unsettled and 
divisive, according to Marvin Zonis 
of the University of Chicago Booth 
School of Business.

But Zonis warned: “Europe is in 
a state of paralysis and marching 

toward the cliff. Emerging markets 
face a huge test that many will fail.” 

Zonis believes the discovery of 
shale gas in the US is a game-
changer for energy supply globally, 
eventually making the US a liquid 
natural gas exporter to the world. 
Already US oil imports have fallen to 
45 per cent of consumption this year 
from 60 per cent in the recent past.

“Gas prices have plummeted,” 
he said. “Power plants are being 
converted to LNG, which will lower 
electricity costs.” However, declining 
oil reserves, should lift prices after 
this year’s 25 per cent fall.

Meanwhile, Russia and China face 
their own problems. Russians are 
responding to political developments 
by voting with their money: capital 
flight was USD84bn in 2011 and 
USD42bn in the first four months of 

2012. Asked Zonis: “If Russians aren’t 
investing in Russia, who will?”

With exports to the EU depressed 
and energy bottlenecks looming, 
China faces difficult choices. A survey 
suggests that given the choice, 40 
per cent of China’s top achievers 
would move to the US – “not ideal for 
their domestic economy.”

Zonis is bearish on emerging 
markets, noting that despite the GDP 
growth of countries such as India 
and China, they score poorly on 
governance issues such as regulatory 
robustness and the rule of law.

“Can these countries build quality 
institutions to move to a higher 
income bracket?” he asked. “Only 
13 of 101 middle-income economies, 
mostly oil producers, had graduated 
to high income status by 2008. Few 
will follow any time soon.”

Shale gas “global game-changer”
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CIOs wrangle over emerging 
markets as “fear index hits 9.8”
The past 10 to 15 years have been 
a “rollercoaster experience for 
investors”, according to Giordano 
Lombardo, group chief investment 
officer at Pioneer Investments, 
and buy-and-hold strategies have 
been disappointing. “New players 
like hedge funds have come into 
play to deliver alpha by timing the 
markets better, but they have also 
disappointed. There’s nothing new 
under the sun.”

The second plenary session at 
FundForum International brought 
together a panel mostly consisting 
of CIOs to discuss where investment 
returns are going to come from 
in the future and what the long-
term implications are for how 
asset management businesses are 
managed – no straightforward topic 
in an environment where “if we ran 
a fear index today, it would be 9.8 
across the continent”, in the words 
of BlackRock’s Joseph Linhares.

Chairing the session, Citi’s 
Neeraj Sahai asked panel members 
what strategies had worked in the 
past and what lessons had been 
learned. “Thinking about investment 
objectives is critical, as there’s no 
way to make money without risk,” 
said José Antonio Blanco, CIO, UBS 
Global Asset Management, who 
admits he welcomes movements in 
global markets as he likes allocating 
to different asset classes. 

“We’re always more intelligent 
with hindsight,” said Mussie Kidane, 
head of fund selection at Pictet. “In 
the period prior to the financial crisis 
perhaps investors’ expectations 
were overly high. If we’ve learned 
anything, it’s that before investing 
we need to establish expectations 
clearly.”

Wellington Management uses 
functional asset allocation schemes 

to help investors overcome their 
usual tendency to buy and hold. “We 
need a better way to make asset 
allocation decisions,” said the firm’s 
co-head of asset allocation, Wendy 
Cromwell.

Linhares, who heads iShares for 
EMEA, said BlackRock was seeing 
a “big trend toward indexing among 
the major distributors, mixing alpha 
and beta. Some products are tactical, 
others are strategic. The focus on 
outcomes is part of this positive 
shift – which could be through asset 
allocation or product design.”

Kidane said that in every 
investment decision Pictet makes, 
“the key is to know our clients and 
understand exactly what they are 
trying to achieve. The problems 
we’re facing now won’t be solved 
overnight. The deleveraging process 
will take a long time. Now may be 
a good time to get into equities for 
certain investors – not all – who want 
to take on risk.”

However, Lombardo 
acknowledges that achieving desired 
outcomes is not easy, because 
there are fewer safe assets offering 
opportunities, and the opportunities 
in risky assets are also “pretty 

poor”. The continued risk on/risk 
off sentiment is also a challenge. 
“The way to add value is to find 
cheap assets, but they’re cheap for 
a reason, so you have to exercise 
judgment,” he said. “Asset allocation 
is key, but it’s getting harder.”

According to Blanco, clients need 
more outcome-oriented solutions 
but must understand that they’re not 
risk-free. “To generate income, you 
need to be more flexible and invest 
in more asset classes,” he said.

Emerging markets are a divisive 
issue. Pointing to the lack of liquidity 
and issuance in emerging market 
bonds, Cromwell said: “Developed 
market bonds are still more of a safe 
haven.” But Kidane disagreed, saying: 
“There’s no such thing as risk-free 
assets. If you think that, you’re in 
trouble. Any asset can be safer 
provided you buy it at the right price.”

Cromwell said bluntly: “I don’t 
think anyone should invest in an 
emerging market index fund. I don’t 
understand why you’d want to do 
that.” But Linhares retorted that with 
two US ETFs investing in emerging 
markets attracting a combined 
USD100bn in assets, they were a 
legitimate investment tool.

The CIO panel at Fund Forum International 2012
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Lipper: European investors less 
patient with underperformance
European investors are more 
ready to redeem their capital from 
underperforming funds than their US 
counterparts, according to Lipper’s 
latest analysis of the European 
fund industry, which examines 
the different pressures on fund 
management companies in balancing 
business and investor interests.

The report, whose findings 
were presented at FundForum 
International by Ed Moisson, Lipper’s 
head of UK and cross-border 
research, says redemptions have 
averaged 55 per cent a year over the 
past three years for European cross-

border funds, but only 30 per cent in 
the US mutual fund industry.

The Lipper research found that 
bond funds have been the asset 
class to enjoy the greatest inflows in 
recent years, but the concentration 
of sales is pronounced. In 2011, 
nearly 50 per cent of flows, or 
EUR83.4bn, went to just over 5 per 
cent of the bond funds that enjoyed 
inflows – 145 out of 2,546 funds.

Comparing gross and net returns 
– before and after costs – for actively-
managed equity funds domiciled in 
the UK, over 10 years the average 
fund returned 71.2 per cent. However, 

the average fund manager returned 
98.7 per cent (before the total 
expense ratio) – meaning that on 
average, costs have reduced returns 
by 27.9 per cent over 10 years.

“This analysis suggests that fund 
companies care about clients as far 
as it makes business sense to do 
so,” Moisson said. “To do otherwise 
would be to make business decisions 
from a moral perspective – or for 
fiduciary responsibility to be extended 
to fund fees. But fee levels cannot 
be viewed in isolation, and one must 
also consider the challenges that 
fund management businesses face.”

SGSS offers Ucits turnkey 
solution for asset managers
Société Générale Securities Services 
has announced at FundForum 
International the launch of a turnkey 
solution designed to enable asset 
management companies and third-
party managers to create, manage 
and promote Ucits funds.

SGSS says the solution is aimed 
at asset managers globally that do 
not want to create a Ucits-registered 
asset management firm or have 
difficulties in doing so, allowing 
them to benefit from the Ucits 
framework by offering a Luxembourg 
legal structure that fulfils European 
regulations.

This enables asset managers to 
distribute Ucits funds throughout 
the European Union, and offers 
distribution advantages in other 
continents. It also offers investors 
the transparency, risk control and 
liquidity guarantees of the Ucits 
regime.

“Many asset managers worldwide 
recognise the benefit of setting up 
a Ucits fund, but don’t necessarily 
have the time or resources do so 
themselves,” says Olivier Renault, 
deputy chief executive and 
Luxembourg country manager for 
Société Générale Securities Services.

“This one-stop, turnkey 
solution from SGSS provides our 
asset manager clients with the 
Luxembourg-based legal and 

regulatory framework they need to 
distribute their own Ucits fund in all 
the member states of the EU.”

To create the new structure fund, 
SGSS has drawn on the expertise 
within the group of Société Générale 
Private Wealth Management, a 
Luxembourg-based asset manager 
that is fully authorised to manage 
Ucits funds, providing clients with the 
European label that offers access to 
fund distribution throughout the EU.

SGSS says its asset management 
clients also benefit from its expertise 
in securities services in Europe as 
a provider of domiciliation, fund 
administration, custody and transfer 
agent services for their funds.

The firm says the new integrated 
and comprehensive solution offers 
clients the assurance of automated 
and proven operational processes 
as well as ongoing and effective risk 
monitoring.

Olivier Renault
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