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delegate investment management functions 
back to their Swiss parent.

This means that such managers will be 
able to take advantage of the marketing 
passport to offer their services throughout 
the EU as soon as the directive takes effect, 
instead of having to wait the expected two 
years for passporting to be extended to non-
EU managers. It would also, in theory, spare 
Swiss-based managers from full compliance 
with the directive’s provisions in areas such 
as remuneration.

Matthäus Den Otter, chief executive of 
the Swiss Funds Association, says that 
most members of the organisation already 
have EU-based management companies, 
for instance managing retail Ucits funds in 
Luxembourg or Qualifying Investor Funds 
in Ireland. “They should easily be able to 
transform these entities in order to obtain an 

As much as any country, Switzerland has 
observed with trepidation the European 
Union’s painful progress toward regulation 
of alternative investment fund managers. 
However, now that the EU has finally agreed 
on the top-level outline of the Directive on 
Alternative Investment Fund Managers, the 
country’s fund industry is gearing up to 
fall into line with the new rules, which will 
become part of the 27-member union’s law 
around the middle of 2013.

Swiss alternative managers already have 
significant business ties across the EU that 
promise to help them adapt to the new 
environment. For example, many managers 
have established funds in Luxembourg or 
Ireland and have management companies 
there that can ease the transition to 
operating under the AIFM Directive rules, 
because these entities will be able to 

Swiss fund industry 
comes to terms with 
European rulebook

By Simon Gray
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Switzerland’s position at the heart of 
Europe means that the country’s alternative 
investment industry tends to be pressurised 
to follow European Union regulation, a 
situation that presents both challenges and 
opportunities. A new white paper issued by 
SwissAnalytics and Advent Software, entitled 
Trends in Alternative Investment Regulation 
– Key Issues for Swiss Managers, argues 
that single-strategy managers targeting EU 
investors may finds Ucits structures best 
suited to their requirements.

The EU’s series of directives on 
Undertakings for Collective Investment in 
Transferable Securities, which cover the 
cross-border marketing and distribution of 
funds open to retail investors, is one of two 
areas where EU regulation is a key issue for 
Swiss managers. The other is the Alternative 
Investment Fund Management Directive, 
which will take effect in 2013 and two years 
later is scheduled to allow non-EU managers 
to market funds to sophisticated investors 
throughout the union’s 27 member states.

For now, the Swiss single manager hedge 
fund market is relatively small (just 4 per 
cent of the global total), managers’ activities 
remain largely unregulated, and funds are 
typically domiciled offshore. Funds of funds 
are a different story, with Swiss managers 
accounting for about 30 per cent of the 
global market and funds overwhelmingly 
domiciled in Switzerland Itself, Luxembourg 
and Ireland. A 2009 survey suggested that 
around 72 per cent of funds of funds’ assets 
were sourced from EU-domiciled investors. 

Already, the paper notes, many Swiss 
managers domicile funds in Luxembourg and 
Ireland to access retail investors throughout 
the EU as well as at home. Some have 
exploited changes brought by the Ucits III 
legislation in 2001 that allow managers to take 
short positions and employ leverage by using 
derivatives, allowing hedge fund strategies to 

be offered through products that can be freely 
marketed throughout the EU. By contrast, 
traditional offshore hedge funds can only be 
marketed in the EU through private placement 
on a country-by-country basis.

Swiss managers can create Ucits-compliant 
fund of hedge funds-type products through 
synthetic index replication structures, the 
paper says, but also through direct investment 
in the growing number of Ucits funds that use 
derivatives to replicate alternative strategies; 
both specialist fund of fund managers and 
Swiss private banks have already done so. 
The latest version of the legislation, Ucits 
IV, should benefit managers notably by 
simplifying procedures for the marketing of 
funds across EU borders.

The AIFM Directive covers all non-Ucits 
funds domiciled or marketed in the EU with 
assets exceeding EUR100m in the case 
of open-ended hedge funds (many Swiss 
managers of single hedge funds would 
currently fall below this threshold). Otherwise, 
to gain a ‘passport’ under the directive, Swiss 
managers will have to comply with the same 
rules as their EU colleagues in areas such 
as transparency, manager compensation, 
organisation, risk management and anti-
money laundering procedures. Much hangs 
on subsidiary legislation and regulation that 
still has to be drawn up.

The white paper concludes that many 
Swiss-based managers will find it easier 
to use the Ucits route to access European 
investors, perhaps in tandem with an offshore 
fund marketed in other parts of the world. 
Managers not targeting the EU may gain an 
advantage over European rivals by escaping 
the AIFM Directive’s more onerous provisions, 
but those with EU-domiciled funds may 
faced increased difficulties unless the Swiss 
regulator, Finma, concludes co-operation 
agreements with its Luxembourg and Irish 
counterparts, as the directive requires. n

Key regulatory issues 
for Swiss managers

By Ger van nijkerken

Ger van Nijkerken is director 
of sales for central Europe and 
head of international business 
development at Advent 
Software

Advent  SoftwARe
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AIFM Directive passport, and then delegate 
investment management to the parent 
company in Switzerland,” he argues. “Already 
having a presence within the EU make things 
less complicated than they might otherwise 
be, although it’s more difficult for the 
country’s small unregulated boutiques.”

However, members of the Swiss fund 
management community remain cautious 
about the outlook for living with the AIFM 
Directive, not least because many details 
of how the legislation will be implemented 
remain unknown. They will hinge upon the 
advice that the new European Securities 
and Markets Authority (Esma) provides 
to the European Commission, which is 
responsible for drafting secondary legislation 
and regulations.

Den Otter notes that the perspective 
for Swiss managers is not identical to 
that facing managers based within the 
EU, especially for those that plan to take 
advantage of the rules governing delegation 
of investment management functions. “With 
delegation, which will be possible from 
2013, you do not have to be compliant with 
everything in the AIFM Directive,” he says.

“You do have to be regulated and there 
must be a co-operation agreement between 
the EU regulator and that of the country to 
which investment management is delegated. 
This is most urgent point to tackle for the 
Swiss fund industry, which is why we are 
already looking at our legislation. We are 
examining exactly what we will have to do 
to ensure that all Swiss managers that want 

to undertake investment management on 
a delegated basis for an EU management 
company can be regulated.”

The big unknowns, he says, are the 
Level 2 measures of subsidiary legislation 
and regulations, and especially how 
co-operation between EU and external 
regulators, a key element of the plans to 
allow non-EU managers and funds access 
to the union’s internal market, will actually 
function. “It is still a bit of a moving target,” 
Den Otter says. “We do not yet know what 
conditions will be attached to the signing 
of co-operation agreements and how 
co-operation will work between EU regulators 
of management companies and supervisors 
of entities to which they delegate investment 
management.”

Delegation should not require Switzerland 
to undertake wholesale changes to its fund 
legislation, but it may be a different story 
when Swiss managers can obtain direct 
access to the EU market. “The second 
question is about 2015 and those asset 
managers who want an EU passport and 
that will have to comply with the directive as 
a whole,” he says. “Our legislation may have 
to be adapted for that, but we don’t know yet 
whether there should be a different chapter 
of the law for those managers who want to 
opt into the AIFM directive.

“Because we are not within the European 
Union, we could think about making a 
distinction between on one hand managers 
that want to do business with professional 
investors within the EU, and on the other 
those managers that do not want to market 
at all into the EU. A lot of managers receive 
clients from abroad in Switzerland, but do 
not market their funds at all within the EU. 

oveRv i ew
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“A lot of managers receive 
clients from abroad in 
Switzerland, but do not 
market their funds at all 
within the EU. The question 
is to what extent, if any, they 
will have to abide by the 
AIFM Directive.”
Matthäus den Otter, Swiss Funds 
association
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Stability and efficiency 
for fund managers

By Michael Appenzeller
Over the past two years Switzerland has 
been a focus for hedge fund managers 
re-examining the location of their business 
and operations. The country is now among 
the most attractive jurisdictions in Europe 
to establish some if not all of the hedge 
fund value chain, because of not only tax 
advantages but an entrepreneurial culture 
rooted in its history as a global financial hub.

Switzerland differs from most offshore 
financial centres through its strong 
institutional asset management culture, 
centred on the Zürich area and clusters such 
as Zug and Pfäffikon, encompassing pension 
funds, asset managers and a diverse range 
of alternative investment expertise including 
funds of hedge funds and private equity.

One of the country’s key assets as an 
investment management centre, of course, is 
its large private client base, including family 
offices, which are playing an increasingly 
important role as seed investors in 
alternative funds. It is also home to platform 
providers that offer start-up managers access 
to established distribution channels.

Finally, Switzerland is shaking off its 
reputation, deserved or otherwise, for being 
a classic tax haven. The country is one 
of the most advantageous onshore tax 
locations globally and today its vast pool 
of fiscal expertise is focused on legal tax 
optimisation and structuring in accordance 
with the global trend toward international 
transparency and co-operation.

The country’s new breed of hedge fund 
managers, including both start-up and 
existing firms, must find the right balance 
between the stability demanded by investors, 
including sophisticated, professional, robust 
and scalable operations and processes, and 
the agility to seize opportunities quickly while 
keeping costs under control.

Against this backdrop Etops offers a 
broad range of operations services to clients 

including single hedge fund managers, fund 
of funds firms and long-only asset managers. 
The firm provides consultancy and outsourcing 
of institutional middle office operations to help 
investment managers obtain efficiencies that 
cannot be achieved in-house.

Etops draws on a very solid IT platform, 
longstanding hands-on experience in the 
hedge fund industry as well as experienced 
resources at a subsidiary in Bratislava, 
Slovakia, that handles most day-to-day 
operations for clients.

The firm can undertake all aspects of the 
value chain outside the trading and asset 
management functions including shadow 
accounting, reconciliation, relations with 
prime brokers, administrators and custodians, 
risk controls and management, and reporting. 
Clients benefit from economies of scale 
through lower fixed payroll charges and 
the inherent cost-efficiency of operations in 
Eastern Europe.

Etops clients range from new managers with 
USD10m in seed capital to well-established 
firms managing more than USD3bn. Recent 
new customers include a USD200m manager 
that has outsourced its middle office, and a 
fund of funds manager that wants to upgrade 
and outsource its complete operations. These 
typify hedge fund firms seeking a new level of 
stability while developing their ability to serve 
investors, boosting efficiency and maximising 
use of their resources.

In addition, Etops offers modular services, 
for instance carrying out fund of funds 
reporting for banks that lack in-house 
expertise, and undertakes project-based 
work such as the implementation and 
customisation of IT systems, or devising 
a set-up and distribution strategy for a 
manager operating out of Switzerland. The 
firm offers an integrated array of services to 
existing and new managers across the entire 
investment operations value chain. n

Michael Appenzeller is founder 
and chief executive of Etops

etopS
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The question is to what extent, if any, they 
will have to abide by the AIFM Directive.”

Den Otter was a vociferous critic of some 
early drafts of the directive that appeared 
poised to exclude outside managers and 
funds from the EU market altogether, and he 
gives a guarded welcome to the compromise 
that eventually emerged last November. “We 
see no reason to be overly pessimistic,” he 
says, but notes that EU officials have trouble 
giving an unambiguous response when 
asked whether adapting Swiss legislation to 
the new rules will guarantee the country’s 
managers access to the single market. “It’s 
not yet clear how powerful Esma will be and 
what its regulatory philosophy will be.”

One complication lies ahead for 
Switzerland’s private equity industry. “A lot of 
firms are concerned because most of them 
would fall within the exemptions under the 
AIFM Directive for assets under management 
below the thresholds of EUR100m for 
open-ended funds or EUR500m with a five-
year lock-up and without leverage,” Den 
Otter says.

“We will have to decide whether to 
introduce these exemptions into our 
domestic law as well. Currently, to establish 
a fund management company you have 
to put up minimum capital of CHF1m, 
irrespective of whether you are running a 
hedge fund, a government bond fund or a 
money market fund, a level that is higher 
than what the EU directive prescribes.”

However, he believes that those 

discrepancies that exist between the Swiss 
and EU regulatory approaches can be 
ironed out. “Generally speaking, our regime 
is quite similar, although we may have 
different approaches to certain details,” Den 
Otter says. “In the past we used to over-
regulate in some areas, but now regulation 
of Swiss managers is now less prescriptive 
and restrictive than the EU regulations. 
That is something that must be sorted out 
by comparing the two pieces of legislation 
section by section.”

A new white paper issued by 
SwissAnalytics and Advent Software, 
entitled Trends in Alternative Investment 
Regulation – Key Issues for Swiss Managers, 
notes that adherence to the directive’s 
prescriptions would increase the compliance 
and reporting burden for Swiss managers 
in areas including portfolio transparency, 
manager compensation, internal organisation, 
risk management, and prevention of money 
laundering and terrorist financing.

Many of the relatively small number of 
Swiss single hedge fund managers could 
currently expect to fall into the exempt 
categories, with the report estimating that 
61 per cent of managers currently manage 
less than CHF100m, mostly in offshore 
funds. However, Swiss fund of hedge funds 
managers – despite a decline in assets 
triggered by performance losses in 2008 and 
the knock-on effects of the Madoff scandal 
– remain large global players, accounting 
for some 30 per cent of the world’s fund of 

5 
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will be sufficient to meet the directive’s 
requirements.

The white paper says that in any case 
Swiss managers will remain able to access 
sophisticated European investors under 
national private placement regimes up 
to at least 2018 under conditions broadly 
comparable with those applicable today. It 
concludes: “For the majority of Swiss single 
hedge fund managers, it does not appear 
that the AIFMD will have a significant impact 
on their European operations both in the 
short and long run.

“This is due to the relatively low level 
of assets under management, which 
would prevent the majority from requiring 
registration in any case, as well as to the 
longer phase-in period for the remainder 
considering an AIFM Directive passport for 
their Swiss-based operations. However, given 
the difficulties or impossibility of these single 
manager funds to register with Finma, the 
opportunity set for Swiss-managed single 
manager funds may be increasingly limited.”

For managers of funds of funds 
domiciled within an EU member state, 
“the requirement to comply with various 
transparency measures, for instance, will 
apply even to funds of managers not seeking 
immediate application for a passport, 
who wish to continue operating under the 
private placement regime until 2018. For 
Swiss managers with non-EU domiciled 
funds of funds, there remain many of the 
same challenges. However, they may be 
confronted with increased difficulties due 
to lack of harmonisation and regulatory 
agreements between the fund regulator’s 
domicile and that of their EU member state 
of reference.”

Philippe Bens, managing director of 
fund administrator Caceis Fastnet (Suisse), 
does not expect the forthcoming regulatory 
changes to affect existing fund domicile 
trends among Swiss managers. He says: 
“Many Swiss managers have traditionally 
gone to Luxembourg to create fund 
structures. They continue to do so despite 
regulatory changes introduced into national 
law in 2007 that for the first time enabled 
Swiss asset manager to become regulated 
whether they were managing Swiss funds 
or Ucits.”

The government has already signalled 

funds market. A large proportion of funds 
are domiciled within the EU, mainly in 
Luxembourg and Ireland, and much of their 
capital comes from EU-domiciled investors.

“The key challenges with which Swiss-
based managers will be confronted 
are related to their ability to access the 
European institutional investment market 
on an equal footing with EU competitors 
going forward,” the white paper says. “Given 
the increased compliance and reporting 
burden that the AIFM Directive will entail, 
it is extremely important for Swiss-based 
managers to assess properly their particular 
position along with the costs and benefits of 
obtaining an passport.”

The report underlines that for the manager 
of an EU-domiciled fund to obtain a passport, 
co-operation agreements must exist between 
the manager’s designated regulator in its 
‘member state of reference’ within the EU, 
the fund domicile’s supervisory authority 
and the Swiss Financial Market Supervisory 
Authority (Finma).

Finma has not yet signed co-operation 
agreements with Ireland and Luxembourg, a 
cause of concern for managers with funds 
in these domiciles, which account for 38 
per cent of Swiss-managed funds of funds. 
However, it is anyway not yet clear whether 
existing regulatory co-operation agreements 
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index replication route remains one option 
to supply investors with quasi-fund of funds 
exposure through a Ucits fund. Given the 
increasing number of hedge fund strategies 
being operated within Ucits-compliant 
structures, there is an increasing growth 
opportunity for a nascent fund of Ucits 
funds market.”

Dominique Kuettel, head of marketing 
for Europe at Gottex Fund Management, 
describes the Ucits structure as “a very 
elegant solution” for firms in the face of 
the dilemma posed by the AIFM Directive. 
“This has led fund providers active in the 
European space that may not be part of the 
EU to go down the Ucits route,” he says.

“All the big banks in Switzerland are 
now largely selling Ucits funds actively 
to their European clients, which is a big 
change from three or four years ago, unless 
the client makes it very clear that the tax 
consequences of investing in offshore funds 
are of less importance. That said, the capital 
flows into Ucits hedge funds have not been 
particularly large so far, especially if you 
discount the volumes represented by the 
redeployment of assets by banks.”

Kuettel adds that in combination with the 
country’s tax advantages for fund managers, 
the Ucits option adds significantly to the 
attractiveness of Switzerland as a domicile 
for fund managers. “As long as you can go 
down the Ucits route and market actively 
into Europe, that is definitely a big plus,” he 
says. “The AIFM Directive is still the subject 
of discussion in Switzerland and it is unclear 
what the end result will be, so people prefer 
to choose the Ucits route and see if they 
need to adapt later on. You have at least 
a couple of years in which to gain some 
experience.” n

its readiness to make whatever changes 
are required to enable Swiss managers 
to compete in the new environment, Bens 
notes. “The Swiss Federal Council has said 
in a statement that it would amend Swiss 
law to meet the requirements of Ucits IV and 
the AIFM Directive,” he says. “We expect 
a lot of asset managers in Switzerland that 
today are unregulated to become regulated, 
but the domicile of the products they create 
will not change much.”

One result of the ongoing uncertainty over 
the eventual form of the AIFM Directive has 
been to encourage Swiss managers – and 
others – to offer hedge fund strategies within 
the EU’s Ucits retail fund structure, something 
made possible by more liberal rules on use 
of derivatives and on the use of recognised 
indices, including those measuring hedge 
fund performance, as the basis of Ucits 
investments. In addition, the rapid growth in 
the number of alternative Ucits on the market 
is now opening up opportunities to create 
‘Newcits’ funds of funds.

The SwissAnalytics-Advent Software white 
paper argues that despite some constraints 
on investment strategy and product design, 
the Ucits route is likely to remain attractive 
to Swiss managers even when the AIFM 
Directive comes into force. “The growth 
of the Ucits sector may be related to the 
pending requirements and uncertainties 
regarding the final impact of the directive on 
individual fund managers,” the report says.

“If fund strategies can be easily adopted 
to this format, and managers see little 
incentive to hold on to existing operations 
that will be constrained by the AIFM 
Directive, it may pay off to consider a 
move to the Ucits structure, or adopt a 
dual structure with a European onshore 
Ucits and an offshore fund that is marketed 
internationally to non-EU investors.”

Swiss fund of hedge funds managers that 
have launched Ucits funds of funds over 
the past three years include Harcourt, Man 
Investments/RMF and GAM, the white paper 
notes, as have private banks such as Credit 
Suisse, Pictet, Bank Syz through 3A, Clariden 
Leu and EFG.

It argues: “The framework does not 
provide for direct translation of portfolios of 
traditionally-structured hedge funds into a 
Ucits-compliant format, but the hedge fund 

“The AIFM Directive is still 
the subject of discussion in 
Switzerland and it is unclear 
what the end result will be, 
so people prefer to choose 
the Ucits route and see if 
they need to adapt later on.”
dominique Kuettel, Gottex Fund 
Management
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Local presence at a 
time of transition

By Georges Boivin

Switzerland is the world’s second-largest 
market for funds of hedge funds after the 
US, and approximately 5 per cent of all 
assets under management are invested in 
hedge funds, including USD200bn in funds of 
hedge funds, while the country accounts for 
around a third of total global assets invested 
in funds of funds. That means that for the 
hedge fund services sector, the market offers 
great growth potential – but maintaining a 
close relationship with fund manager clients 
is more important than ever before.

Despite the difficulties in the sector a few 
years ago, the appetite for funds of hedge 
funds in the Swiss market is as strong as 
ever, with investment managers of all sizes 
currently active in establishing new fund of 
funds vehicles. In Geneva independent asset 
managers, including former employees of 
major banks, are starting up their own firms, 
and family offices are highly active in the 
hedge fund industry. By contrast, the industry 
in Zürich is more dominated by institutional 
asset managers such as Harcourt 
Investment Consulting.

With the financial crisis now in the past, 
confidence is creeping back into the industry. 
There was a hiatus in the launch of new funds 
following the Lehman Brothers bankruptcy 
in September 2008, but investor interest in 
new vehicles has returned. In addition, the 
resolution of the debate within the European 
Union on regulation of alternative fund 
managers has created certainty for Swiss-
based hedge fund firms about their future 
access to EU-based investors.

Meanwhile, fiscal and legal changes in 
countries such as the UK are prompting a 
number of leading hedge fund managers to 
consider relating all or part of the operations 
elsewhere – and Swiss municipalities 
including Pfäffikon, Zug and Nyon have rolled 

out the welcome mat with attractive tax 
packages. With top-tier firms such as Brevan 
Howard and BlueCrest Capital establishing 
operations in Geneva and Moore Capital 
coming to Zürich, the appeal of Switzerland 
as a domicile for hedge fund managers 
is evident.

The rebound in activity is creating new 
business opportunities for administrators, not 
only from independent hedge fund and fund 
of funds managers but private banks and 
family offices. However, having a presence 
on the ground is critical to ensuring high 
quality of client service and in particular 
responsiveness to their individual needs.

It is a vital element in building up enduring 
partnerships with Swiss firms, many of which 
trace their history back centuries and place a 
high priority on long-term vision. In addition, 
the local authorities are keen to promote 
the establishment of fund service providers 
as well as managers in order to create a 
business infrastructure that can enable start-
up management firms to thrive.

The philosophy of Apex Fund Services 
has always been to establish a local 
presence in the markets where it is active, 
both to demonstrate its commitment and to 
develop a better understanding of the goals 
and requirements of its fund manager clients. 
In particular, it’s vital to be present on the 
ground and able to respond quickly at a time 
of major change in the industry.

Switzerland currently faces growing 
pains as new regulation and standards 
of tax transparency come into play, and 
the country’s private banks and family 
offices look for alternative structures to the 
foundations, trusts and Panama companies 
used in the past. A local presence will help 
Apex to guide clients through the transition 
toward regulated products. n

Georges Boivin is group 
legal counsel and managing 
director of Apex Fund Services 
(Switzerland)

Apex  fund SeRv iCeS
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Switzerland is better known as a source 
of capital for the hedge funds, with its 
world-class private banking and wealth 
management industry, than as a hotbed of 
alternative fund managers. However, this 
largely low-profile sector has found itself more 
in the spotlight over the past couple of years 
as the Alpine nation emerges as a possible 
domicile for fund management firms and their 
principals seeking an alternative to London.

Members of the Swiss fund industry 
hasten to point out that the influx of firms 
is far from a flood, and there are plenty of 
practical reasons relating to resources and 
infrastructure why it is unlikely to become 
one in the future. In addition, they are 
extremely keen to make clear that a move 
to Switzerland does not offer managers 
opportunities for regulatory arbitrage. 
However, there is no escaping the fact 
that the country’s pragmatic and flexible 
approach to personal taxation stands in stark 
contrast to the sharp rise in rates imposed 
on high earners in the UK.

It may be an exaggeration to suggest, 

as asset management consultants Kinetic 
Partners did last year, that up to a quarter of 
London’s hedge fund industry is considering a 
move to Switzerland. But the move to Geneva 
of Brevan Howard founder Alan Howard and 
some of his staff, along with the opening of 
an office in the same city by BlueCrest Capital 
Management, two of Europe’s largest hedge 
fund managers, certainly made people sit up 
and take notice, as did the switch of Moore 
Capital senior partner Jean-Philippe Blochet to 
a new office in Zürich.

In addition to its two main financial 
centres, Switzerland has also seen growth of 
hedge fund manager communities in other 
municipalities that have rolled out the red 
carpet to the industry, such as Pfäffikon, a 
district a few kilometres east of Zürich that 
has been home to RMF Investment Group, 
part of London-based Manager Man Group, 
for nearly two decades, as well as Zug, half 
an hour’s drive to the south.

“The biggest attraction for these firms 
is the tax agreements they can negotiate 
in Switzerland, especially in Geneva,” says 

New arrivals turn 
spotlight on Swiss 
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marketplace, two of the world’s largest 
wealth management firms in UBS and Credit 
Suisse, and an underlying customer base 
drawn not only from Europe but the Middle 
East, Latin America and Asia, Switzerland 
is central to any efforts to raise hedge fund 
investments from private clients.

As a licensed Swiss representative, Acolin 
Fund Services offers managers assistance 
in gaining approval for their funds in 
Switzerland and ongoing legal representation. 
It also brings an established distribution 
network encompassing 370 institutions of all 
kinds that account for some 85 per cent of 
the Swiss market measured by assets.

Acolin’s network, which includes not only 
global players but regional and cantonal 
banks, independent asset managers, 
insurance companies and platform 
providers, offers managers instant access 
to established distribution arrangements 
in Switzerland rather than having to create 
their own network from scratch, as well as 
contracts covering other major European 
markets such as Germany and Austria.

An important aspect of the administration 
of distribution is the handling of retrocession 
payments, ensuring that the manager does 
not get billed a second time for distribution 
by the institutions that clear payments to the 
fund from investors. Acolin also offers advice 
on distribution to enable managers to hone 
their marketing and sales strategy for the 
Swiss market.

Switzerland’s private banking industry is 
more important than ever as a source of 
new capital as hedge fund managers work to 
rebuild their asset base after the downturn of 
2008-09. Taking advantage of an established 
distribution network rather than shouldering 
the burden of costs, resources and time 
required to create their own relationships 
is central to taking full advantage of the 
opportunities in the market. n

The hedge fund industry has been marked 
by fundamental changes in the attitudes and 
preferences of investors over the past three 
years. High new worth clients whose hedge 
fund investments experienced drawdowns 
in 2008 have become more discerning and 
cautious. Managers now must be able to 
explain clearly why the losses will not be 
repeated and about the measures they 
have employed to manage counterparty and 
investment risk.

To a considerable extent investors have 
understood that managing a portfolio’s 
liquidity risk means more than investing 
in liquid assets. They have also a greater 
understanding of the meaning of transparency 
and of where investment returns come from, 
and pay greater attention to the impact of the 
manager’s costs on net performance.

This new approach comes at a time when, 
despite the reported shift toward domination 
of hedge fund investment by institutions, 
many managers are targeting private wealth 
and family offices. They are attracted not 
only by the sheer size of this market but 
such investors’ speedier decision-making 
processes, and the fact that this new market 
has no damaging history of disappointing 
performance or redemption restrictions.

Entering the private client marketplace 
poses problems, however, for hedge fund 
managers whose asset-gathering experience 
has in the past been limited to dealings 
with a relatively small number of institutional 
investors. In response, the past couple of 
years have seen the emergence of managed 
account platforms offering clients liquidity, 
transparency and risk management, and the 
offering of hedge fund strategies through 
Ucits structures that offer investors the 
comfort of a higher level of regulation.

With more than 9 per cent of worldwide 
assets under management, a 27 per cent 
share of the global offshore private banking 
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Laurent Reiss, managing director and global 
head of hedge fund advisory at Union 
Bancaire Privée. “The Swiss authorities are 
particularly flexible in coming up with tax 
solutions. For example, Geneva and other 
cantons offer the forfait fiscal, a lump-
sum tax regime for individuals that are not 
employed in Switzerland, calculated as a 
multiple of the individual’s rent. You can also 
negotiate with the authorities if you start a 
business that will create employment.”

Michael Appenzeller, managing director 
of asset management outsourcing specialist 
Etops, says that while there is definitely 
an upsurge of interest among managers 
in establishing a base in Switzerland, one 
should not expect hundreds of firms to quit 
London. “Switzerland is probably the most 
attractive place in Europe to position some 
if not all of a hedge fund manager’s value 
chain,” he says.

“Everyone knows about the favourable tax 
environment, but there are other factors in play. 
There is an institutional asset management 
culture, especially in the Zürich area where 
there are a lot of pension funds as well as 
managers. There is also a fund of hedge funds 
management cluster, especially in places such 
as Zug and Pfäffikon, that has helped to create 
awareness and knowledge of the industry 
among the investor base. People such as 
private bankers, independent financial advisers 
and investment consultants to pension funds 
are familiar with hedge fund products and 
what they can do for their portfolios.”

The existence of Switzerland’s large 
private client market is an important factor 
in making the environment attractive for 
managers, Appenzeller says. “It may be hard 
work to tap into, but at least it’s in front of 
your door, and there are literally thousands 
of contact points to go after,” he says. “You 
are not in the middle of nowhere but in 
a cluster with plenty of qualified people, 
service providers and a huge potential 
investor base. For example, family offices are 
acting more and more as seed investors.”

Hans-Jörg Baumann, chief executive and 
senior partner at Swiss Capital Alternative 
Investments as well as head of the Swiss 
Fund Association’s Alternative Investment 
Council, sounds a note of caution about the 
ease – or otherwise – of moving operations 
and people from a global metropolis and 

financial hub such as London or New York to 
even a cosmopolitan Swiss city like Geneva.

“To change from one location to another 
involves considering many different factors,” 
he says. “The most important is to make sure 
you don’t endanger your business. You have 
to make sure you are adequately equipped 
with resources, including human resources 
and systems, to run your business, and 
Switzerland does not have an advantage over 
London in this respect. Secondly, you must 
ensure the decision is understood by your 
investors, and that they do not perceive any 
risk to your performance as a result.

“The third factor is that some people have 
a personal preference to work in a city such 
as London or Paris. You have to make sure 
your key people do not feel their private 
lives are adversely affected, because you 
are moving families. Clearly Switzerland is 
attractive and offers various advantages such 
as taxation, but that should not be the sole 
trigger to move.”

It is not just managers who are looking 
at opportunities in Switzerland. Apex Fund 
Services became the newest member of the 
fund administration sector when it opened 
an office in Zürich in February. “A third 
of the world’s assets are managed from 
Switzerland, which makes it a huge market,” 
says managing director Peter Hughes. “We 
are committed to doing work locally, and we 
don’t believe you can market successfully 
into jurisdictions from afar. You need to meet 
people regularly, and it’s very hard to do that 
when you are coming and going.”

Apex’s philosophy is based on being 
close to fund managers and other clients in 
order to understand their needs better. That’s 
particularly important at a time when Swiss 
hedge fund professionals identify important 
structural changes underway in the industry 
that are set to increase the importance 
of transparency, reporting to investors 
and servicing of individualised structures 
and portfolios.

Baumann, who co-founded Swiss Capital 
Alternative Investments in 1988, says the 
industry is having to come to terms with 
a shift not so much in market preferences 
but in business model in the wake of the 
crisis of 2008 and 2009, as institutional 
investors in particular increasingly demand 
tailor-made investment solutions and have a 
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strong preference for individual rather than 
commingled structures.

“The requirements have changed for 
roughly 70 per cent of our clients, and Swiss 
investment managers have undertaken a 
great deal of effort to cope with this,” he 
says. “Large investors not only prefer single 
investor funds but have moved away from 
the multi-strategy, multi-manager concept.

“As a provider you need the efficiency 
to provide scalable structures and tailor-
made solutions tailored to the clients’ clearly 
defined objectives. On the private client side, 
recovery is gradual because investors are 
more reticent. Their confidence has not fully 
returned after the industry failed to live up 
to their expectations in terms of returns and 
underlying liquidity in 2008.”

According to Baumann, both these trends 
have slowed the recovery of the traditional 
fund of funds sector, he says, which – with 
some exceptions – is struggling to rebuild 
assets under management. “As large 
institutional investors create their own single-
investor fund structures, many of the original 
commingled funds of funds have seen their 
asset volumes shrink,” he says. “However, 
assets under management in specific provider 
platforms have grown due to a noticeable 
increase in institutional investor demand.”

Matthäus Den Otter, chief executive of 
the Swiss Funds Association, says some 
Swiss funds of funds are still dealing with the 
legacy of the downturn, including side-pocket 
structures with illiquid assets. “We don’t see 
much of a rebound yet, especially among funds 
sold to the public,” he says. “One or two new 
funds of funds have been launched recently, 
but it’s still too early to talk about recovery; it 
might take another six or 12 months.”

Philippe Bens, managing director of 
fund administrator Caceis Fastnet (Suisse), 
says that private investors were particularly 
affected not only by the performance losses 
of 2008, which averaged around 20 per cent 
across the hedge fund industry, but by the 
Bernard Madoff fraud, which caught up a 
number of Swiss asset managers.

“Some of these people, at least those who 
were not affected by Madoff or other Ponzi 
schemes, are starting to come back to funds 
of funds, but very slowly,” he says. “One big 
obstacle is that today Finma, which was one 
of the few regulators in Europe or worldwide 

to authorise public distribution of funds of 
hedge funds, has changed its stance. It’s 
now almost impossible to get this kind of 
product authorised for public distribution in 
Switzerland.”

Lorcan Murphy, managing partner of Swiss 
distribution specialist Acolin Fund Services, 
says that part of the problem in the run-up to 
the crisis was a lack of co-ordination within 
investment management businesses. “There 
were often completely different desks and 
specialists handling long-only and hedge fund 
investment,” he says. “No-one had the full 
picture, no-one had overall control.

“That’s why the Madoff scandal was so 
painful, because people would never admit 
they didn’t know how much their bank 
had invested with Madoff – it wasn’t in the 
system. Because of that big scare, everyone 
was very keen to crack down. A lot of banks 
that had invested their clients’ money in 50 
hedge funds or more decided they wanted 
to get that down to a more manageable 
number, like 10, in order to rebase the more 
extensive due diligence required post-crisis.”

While Reiss acknowledges that across the 
industry assets are now flowing primarily to 
single-manager funds, he believes that funds 
of funds could see a change of fortunes 
soon. “The statistics indicate that funds of 
funds are still facing redemptions, whereas 
75 per cent of single managers are seeing 
money coming in;” he says. “The fund of 
funds industry is still trying to recover from 
the massive correction of 2008 and 2009. We 
do see money moving from non-performing 
hedge funds to better performing ones, and 
maybe some new money at the margin, but 
not in massive quantities.

“There are two main factors. Some funds of 
funds still have illiquid investments and haven’t 
paid back all the redemptions requested in 
2008. Until they receive all their money back, 
private banking clients will not put more money 
into the sector, although that will probably 
happen over the next six to 12 months. The 
second driver will be performance – if it is 
strong relative to the market, the industry 
will attract new inflows. All in all we are very 
bullish, because eventually investors will 
realise that hedge funds ultimately do better 
than the market over a long period of time.”

Gottex Fund Management, one of 
Switzerland’s best-known managers of 
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10 hedge funds across equities, fixed income 
and macro strategies, in November 2007. Its 
motivation stemmed from factors that would 
come to the forefront as the crisis came to 
a head over the coming months: to have full 
transparency over the portfolios, and to be 
able to put in place its own risk management 
framework.

Says Porcherot: “Many hedge fund 
investors had a number of misconceptions. 
They thought they were buying uncorrelated 
sources of returns, whereas there were 
actually buying hidden beta, for which 
they were paying 2 and 20. They did not 
understand that they were taking liquidity 
risk, and they did not understand how to 
build hedge fund portfolios. They thought 
that putting together three good managers 
equalled a good hedge fund portfolio.

“We believe that the asset allocation 
model based on static weights across asset 
classes does not take into account the short-
term volatility that one sometimes sees in the 
market. What was crucial, we decided, was 
to understand true sources of return between 
alpha, exposure to idiosyncratic risk, beta, 
exposure to liquid market premiums, and the 
liquidity premium.

“Any kind of client solution should be 
based on that risk matrix, and therefore you 
need to understand where the returns are 
coming from. Our organisation is based on 
the principle that beta and alpha should 
be separated. Alpha managers require 
specific skills – they need to operate in an 
unconstrained environment, to go long or 
short, to be able to invest in equities or debt. 
It’s very different from the beta world.”

Events have borne out Lombard Odier’s 
convictions, and other banks are looking at 
its internal hedge fund management model, 
although Porcherot cautions that it is not 
something that can be replicated overnight. 
“Some competitors are thinking about it, but 
we have an edge having started more than 
three years ago,” he says. “What we have 
done is in line with what clients want. The 
crisis is not that far in the past.” n

funds of hedge funds, has responded to the 
challenging environment for the sector with 
a two-pronged strategy, according to head 
of marketing for Europe Dominique Kuettel. 
“At a fund of funds level we are using Ucits 
structures to sell into the broader European 
market,” he says. “Meanwhile we have a 
managed account platform, LUMA Solutions 
Services which is a joint venture between 
OFI Asset Management and Gottex Solutions 
Services, that enables us to unbundle 
services for the big pension funds that want 
the increased control and governance that 
commingled funds of funds do not offer.”

Kuettel says an important change in 
the marketplace is that the large Swiss 
institutions are turning away from the 
open architecture philosophy. “Big wealth 
managers in Switzerland are focusing more 
and more on internal products,” he says. 
“They may have some niche external funds 
on their platform but for the most part they 
are using products from their in-house asset 
management businesses.”

The smaller private banks are out of the 
market altogether for now, he says. “Either they 
do not fully understand the risks related to 
staying in hedge funds, or their clients are less 
interested in hedge fund investments. Family 
offices are different in that their main interest 
is single manager niche types of fund. Their 
approach has always been different in that 
they went straight into single-manager funds.”

Kuettel expects to see more private banking 
money coming back into the hedge fund 
market by the middle or end of next year, 
but he draws a distinction between banks’ 
discretionary and advisory mandates. “Banks 
do have a decent amount allocated to hedge 
funds through discretionary mandates, but 
where clients have the final decision they are 
likely to remain on the sidelines for a while. By 
contrast, institutions such as pension funds do 
need to allocate to hedge funds because they 
have future liabilities to meet, and bonds and 
cash deposits will not get them there. They are 
grappling with interest rates and inflation, so 
they are under much more pressure.”

Jean-Pascal Porcherot, head of hedge fund 
sales at Lombard Odier Investment Managers, 
part of the private bank and wealth manager 
Lombard Odier Darier Hentsch, says the firm 
launched its internal hedge fund business, 
which now has some USD2.9bn in assets in 
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