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Introduct Ion

Switzerland’s fund and asset management 
industry is on the brink of major change 
resulting from the ongoing review of the 
Collective Investment Schemes Act, which 
sets out regulatory requirements for both 
traditional and alternative funds. The review 
covers asset management and distribution, 
which are particularly important for 
Switzerland, as well as depositary issues.

The draft legislation is currently in 
the consultation phase, and is under 
consideration by two committees of the 
Swiss parliament. The new law will most 
likely be approved by parliament in October 
and come into effect as of January 2013. The 
Swiss Funds Association has been invited 
to hearings of the parliamentary bodies and 
remains in regular contact with members, 
since amendments suggested by the Swiss 
fund and asset management industry can 
still be incorporated into the legislation.

The legislative moves are taking place 
against the backdrop of major developments 
across the Swiss financial industry as 
a whole. The private banking sector is 
currently under pressure from countries in 
Europe as well as the US, and changes 
in its business model may follow. In this 
environment, the asset management has the 
opportunity to strengthen its role as a pillar 
of the country’s financial industry, building on 
the expertise and infrastructure established 
through Switzerland’s leading position as a 
centre for wealth management.

The timing of the new legislation reflects 
the significant changes in the financial 
sector worldwide since 2007, with increased 
global focus on issues such as transparency 
and good governance, but especially the 
Alternative Investment Fund Managers’ 
Directive, which is due to be implemented by 
European Union member states by July 2013.

The directive will impose new 
requirements on managers from outside the 

union seeking to market alternative products 
to so-called sophisticated and professional 
investors within the EU, as well as on other 
aspects of the alternative fund value chain 
involving non-EU providers. One of the 
most important changes that will result in 
Switzerland is that in future Swiss-based 
managers of funds domiciled outside the 
country will be subject to supervision by the 
financial regulator, Finma, which has not 
been required up to now.

Ensuring future access to the broader 
European market is an important issue not 
only for existing Swiss-based managers but 
others currently based elsewhere that might 
be considering moving to the country. While 
attention up to now has largely focused on 
benefits to managers including an attractive 
tax environment and quality of life aspects, 
it is less remarked-upon that for many 
managers a large proportion of their clientele 
is based in or around Switzerland.

Ease of access to the large investor base 
within Switzerland – in total the country has 
USD2.7trn in assets under management for 
private clients and USD1.4trn in institutional 
money – is complemented by proximity to 
clients in neighbouring countries such as 
France and Germany.

The economic climate may improve, but 
the characteristics that make Switzerland 
attractive, including political and economic 
stability, effective supervision and regulation, 
strong and efficient financial markets and 
flexibility on taxation, will remain compelling 
in the future.

Managers whose business does not 
target Europe, for example involving Cayman-
domiciled funds distributed in Asia or the 
Middle East, could welcome the opportunity 
not to be subject to the requirements of 
the AIFM Directive. That could be a key 
consideration if growth prospects are stronger 
outside Europe over the next few years. n

Reshaping the Swiss fund 
regulation approach

By Markus Fuchs

Markus Fuchs is senior 
counsel with the Swiss Funds 
Association
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director Martin Thommen, noted that 
the fund business – which is intertwined 
with Switzerland’s world-leading wealth 
management sector and other facets of the 
financial industry – generates gross added 
value of CHF7.5bn annually, and around 
21,000 people are employed directly or 
indirectly in fund and asset management 
activities.

“The business has significant growth 
potential, and can become a strong third 
mainstay for the Swiss financial sector in 
addition to private and investment banking,” 
Thommen told participants. “However, 
this will only be possible if the operating 
environment is successfully improved. This 
is why the partial revision of the CISA is 
so pivotal for the Swiss financial sector. 
International standards must be met, but 
the CISA should not be unnecessarily 

Proposed changes to the regulatory regime 
governing Switzerland’s fund industry have 
prompted a number of alarmist headlines in 
recent weeks. Is the country that up to now 
has not sought to supervise managers of 
funds domiciled outside the country, even 
if they actively desired it, now planning 
regulatory changes so drastic that they could 
drive managers into other jurisdictions, even 
inside the European Union, hardly a byword 
for supervisory laxity? The reality is rather 
more complex.

The proposals to revise Switzerland’s 
Collective Investment Schemes Act (CISA) 
and their potential impact on the industry 
were the prime focus on the recent Swiss 
Funds & Asset Management Forum 2012 
organised by the Swiss Funds Association 
in Bern. The organisation’s president, 
UBS Global Asset Management managing 

Switzerland’s alternative 
fund industry braces for 

regulatory change
By Simon Gray
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Keeping investors loyal to 
the FoHF model

Interview with Gilbert Hellegouarch

Could recommendations that Swiss pension 
funds should report underlying manager fees 
within the total expense ratio of funds of hedge 
funds negatively impact the Swiss market? 
It’s an issue that concerns the Edmond de 
Rothschild Group, which runs approximately 
USD10.4bn in alternative assets.

Banque Privée Edmond de Rothschild’s 
EDR Prifund Alpha range of 13 funds of 
hedge funds, seven of which are registered 
for sale in Switzerland, caters not only 
internally to private clients but increasingly 
to external institutions, which now make up 
about 30 per cent of its FoHF assets.

The bank’s flagship fund, EDR Prifund 
Alpha Uncorrelated, currently has USD2.65bn 
in assets under management, says Gilbert 
Hellegouarch, head of business development 
within the bank’s investment funds 
department.

“It’s a multistrategy fund that focuses on 
arbitrage, event-driven and multistrategy 
funds,” he says. “Fifty per cent of the 
portfolio is invested in these uncorrelated 
strategies.” Although the fund’s performance 
was slightly negative in 2011, its assets still 
grew year-on-year, suggesting that Swiss 
investors haven’t lost faith and interest.

The bank has an unrivalled heritage in 
the sector, having launched its first fund of 
hedge funds in 1969. Says Hellegouarch: 
“EDR Prifund Alpha Uncorrelated attracted 
the most assets in 2011 because of its 
10-year track record. Last June, we reached 
the milestone of generating a 100 per cent 
return since inception.”

Swiss pension funds invest, on average, 5 
per cent of their portfolios into hedge funds, 
a substantial proportion compared with other 
markets. Hellegouarch believes the fund’s 
size has helped attract inflows: “For funds of 
hedge funds, size does matter. Some of the 
inflow we saw last year was replacement flow 
from other FoHFs that had liquidity issues. It 

was a flight to quality and to liquidity.”
All the bank’s funds of hedge funds invest 

through pools of managers running the same 
strategy, a tool to manage allocations and 
to ensure diversification and liquidity at the 
FoHF level. “This pooling structure helped 
us get through the 2008 crisis,” Hellegouarch 
says. “Redemptions took place without 
putting the portfolios at risk – no gates or 
liquidations were applied.”

However, he is concerned that regulators 
have recommended that Swiss pension 
funds include in their annual report not 
only the total expense ratio of any funds 
of funds they invest in but also the fees of 
the underlying hedge funds. The better a 
FoHF’s performance, the higher the TER will 
be because of the impact of the underlying 
manager’s performance fees.

Says Hellegouarch: “It will have an impact 
on the industry. For our flagship fund, the 
institutional share class TER is only 0.93 per 
cent because of the fund’s size and because 
we don’t apply any performance fee. TERs that 
include fees of underlying funds should not be 
the primary concern when investing in FoHFs.”

The bank remains committed to the FoHF 
model and has developed an institutional-
grade organisational infrastructure. “Someone 
who started investing in FoHFs recently 
might have good reason not to be happy 
despite the provider chosen, but someone 
investing for 10 years has clearly benefited 
and remains faithful to us,” Hellegouarch 
says. “It’s difficult to manage the current 
market volatility and the wide dispersion 
between the best and worst performing 
managers we saw last year if you choose to 
invest with managers directly.

“Last year we launched the first real estate 
Sicav in Switzerland, and we just launched 
the second sub-fund. Rather than rotating 
from one strategy to another, Swiss investors 
are looking for new solutions like this.” n

Gilbert Hellegouarch is head of 
business development for the 
investment funds department 
at Banque Privée Edmond de 
Rothschild S.A.

Banque  pr Ivée  edMond de  rotHScH Ild
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transformed into an EU straightjacket for the 
entire world.”

The SFA is particularly concerned to 
ensure that the legislative changes do what 
is necessary to ensure that Swiss-based 
managers continue to enjoy access to 
sophisticated investors across the European 
Union once the EU’s Alternative Investment 
Fund Managers Directive comes into effect 
in July 2013, but that the AIFM Directive rules 
are not ‘gold-plated’ or otherwise put the 
country’s fund management industry at a 
disadvantage to their EU counterparts.

It doesn’t help that the debate over 
revision of the legislation is coloured by 
the emotive background of the losses 
sustained by a handful of Swiss-managed 
funds of funds that had investments with 
Bernard Madoff, as well as a more general 
concern that the country’s existing regulatory 
framework no longer meets global standards 
as they have evolved in the wake of the 
financial crisis. 

However, the association argues that the 
proposed regulations are more restrictive 
than those that will be applied in the EU, 
and cast aside measures that have served 
the Swiss financial industry well in the 
past. There is particular concern that the 
regulations governing distribution will present 
Swiss managers with new obstacles, and that 
overall the proposals will fail to strengthen 
the country’s competitiveness. The SFA is 
working closely with the Swiss Bankers 
Association to seek improvements in the text.

According to Daniel Roth, head of legal 
services and the general secretariat at the 
Federal Department of Finance, who also 
spoke at the Funds & Asset Management 
Forum, the revisions to the legislation 
seek to strike a balance between the in 
some respects divergent objectives of 
investor protection and market access and 
competitiveness. In the Federal Council’s 
view, the draft is a balanced one that will 
strengthen the reputation of the financial 
sector, but it does not meet all the 
preferences of regulators and stakeholders.

Officials of the SFA and industry members 
note that the draft legislation is still in a 
consultation stage and being examined 
by Swiss parliamentary committees, in the 
process of which they hope stakeholder 
input will allow changes to be made. A 

vote in Parliament is expected in October, 
although it could be later, and the new 
legislation is scheduled to take effect early 
next year. The ultimate deadline appears to 
be the AIFM Directive implementation date 
the following July, by which time regulatory 
arrangements for Swiss providers of services 
to EU alternative funds need to be in place.

One thing that is certain is that the 
changes will bring an increase in costs 
for managers and that some will be able 
to cope with this better than others. A 
Swiss hedge fund manager recently told 
the Financial Times that if all the regulatory 
changes in Europe and Switzerland took 
place in the way that they were currently 
planned, managers would need EUR500m 
in assets to be sure of being profitable, and 
other asset managers tell similar stories.

“One of the things people don’t always 
realise about regulatory developments is 
that it adds significantly to your cost base 
and required staff skills, which can be 
particularly difficult for small players,” says 
Andre Keijsers, a senior managing director at 
Gottex Asset Management.

His colleague Dominique Küttel, managing 
director and head of European marketing 
and sales, adds: “It’s part of the evolution 
of the whole industry. You see how banking 
has changed over the past 25 years, and 
the alternative industry will have to change 
as well.

“It’s not just because of the extensive 
market volatility over the past four years but 
changes in demand and regulation that will 
trigger changes in the industry. Some players 

Jur isd ict ion
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Revised regulation targets 
asset management quality

Interview with daniel Haefele
While Switzerland is not a member of the 
European Union, it obtains access to the 
internal market by adapting its policies 
and regulation to meet EU standards. As 
the Alternative Investment Fund Managers 
Directive is to be implemented in EU member 
states by July next year, a revision of the 
Swiss regulatory framework, the Collective 
Investment Schemes Act (CISA), is currently 
being debated and due to come into effect 
on January 1, 2013.

In addition, a new financial services law 
– mooted for years but never enacted – is 
also expected to be introduced in the next 
couple of years, and will affect all financial 
intermediaries.

According to Daniel Haefele, chief executive 
of Zurich-based independent fund distribution 
provider Acolin Fund Services, the new 
legislation is set to have a major impact on 
both traditional and alternative fund managers.

“Alternative asset managers seeking 
light-touch regulation will choose other 
domiciles in the future,” he says. “Switzerland 
will become one of the most stringently-
regulated financial centres in the world. The 
new regime is a clear commitment to the 
premium quality for which Swiss products 
are known globally. Under CISA there will be 
no difference between regulation here and 
that in European markets like the UK.”

He believes the impact on fund 
distribution could be substantial. Under the 
draft legislation, all foreign funds distributed 
in Switzerland, whether to the public or 
professional investors, will have to appoint a 
representative.

It’s still not clear how the new measures 
will be applied by the Swiss Financial 
Markets Authority, the industry regulator. 
“Parliament is expected to pass the act only 
in June, after which the government and 
FINMA will publish the Collective Investment 
Schemes Ordinance,” Haefele says.

“However, the proposed new financial 

services law to be introduced over the next 
two years will regulate everybody in the Swiss 
financial service industry. The majority of 
asset managers based here will be too small 
to keep up with the demanding regulation.”

Under the new law, FINMA will 
require firms to demonstrate “appropriate 
organisation and adequate capital”. Many 
independent Swiss asset managers have six 
employees or fewer, and may have problems 
meeting the new rules.

Haefele believes the changes will affect 
Acolin’s revenue streams, if only in the short 
term, but the impact will likely be mixed. “On 
one hand it will mean fewer fund managers 
distributing to Switzerland,” he says. “Those 
who distribute cross-border into Switzerland 
with no dedicated sales force may choose to 
retreat completely. Some fund providers are 
already doing that today.

“We may lose some smaller clients that 
can’t afford the cost of regulation, which 
will likely be between CHF100,000 and 
CHF150,000 a year. On the other hand, bigger 
fund management companies may use our 
services to reduce costs. Our average size of 
client is therefore likely to increase.”

Seven new asset management companies 
recently joined the Acolin platform. “We’re 
at 160 funds right now, and that number is 
constantly growing,” Haefele says. “We save 
the fund providers a lot of time, effort and 
money, which they can invest into their sales 
activities.”

On top of the regulatory issues, the major 
distributors are reducing their range of 
fund providers. “We’re now seeing a move 
toward guided architecture rather than open 
architecture,” Haefele says.

“Our distribution management services 
offer access to distributor platforms, and our 
sales support opens the doors to potential 
clients. For a portfolio manager who is 
serious about the Swiss market, we can still 
create tremendous business opportunities.” n

Daniel Haefele, chief executive 
of Acolin Fund Services

acol In  Fund Serv IceS
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are waiting to see what things will look like 
when the dust settles, while we and others 
are more proactive. But eventually everyone is 
effected by the changes in the law including 
registration with [Swiss financial regulator] 
Finma and changes in distribution rules.”

Gottex, a long-time bastion of the fund 
of funds sector that today offers a broader 
spectrum of multi-manager investment 
solutions, is just one of the Swiss asset 
managers that say they would have been 
regulated by Finma long before, given the 
chance. Another is Lugano-based alternative 
fund manager Insch Capital Management, 
whose chief executive, Christopher Cruden, 
says he is relaxed about compulsory 
registration and supervision.

Up to now the firm has been supervised 
by PolyReg, one of Switzerland’s largest self-
regulatory organisations based in Zurich. 
“PolyReg has been perfectly amenable, 
we’ve had no issues at all with them, but 
we are very pleased that Finma is now 
going to regulate companies like ourselves,” 
Cruden says.

“In fact about a year ago we made 
enquiries about whether we could become 
directly regulated by Finma, even if it meant 
becoming either a broker-dealer or a bank, 
which is matter of capital requirements and 
change of business plan. However, we were 
overtaken by events since under the new 
legislation all fund managers will have to be 
regulated by Finma anyway. From our point 
of view that can only be a good thing.”

Insch’s interest in regulation is not so 
much about obtaining an AIFM Directive 
passport to market funds into the EU since 
the firm does not currently manage any 
Swiss-domiciled funds. In fact the company 
is considering acquiring an entity regulated 
by the UK’s Financial Services Authority 
(or its successor) that would be subject to 
compliance with the EU directive.

Says Cruden: “I hope the Swiss will be 
successful in holding the line to what they 
want to do, rather than become subsumed 
into the big EU plan. Our interest in it is 
simply that Finma appears a professional 
and competent regulator. From our point of 
view, a higher level of regulation is always 
good from a marketing perspective, if you 
can demonstrate that you are subject to 
open and transparent supervision. Whether 

or not you actually use all the permissions, 
rights and privileges offered by the legislation 
is down to each company. For example, 
it’s unlikely that we would want to manage 
Swiss funds.”

Gottex is broadly happy with the thrust of 
the legislation, but with some reservations. 
“One positive benefit is that it will become 
compulsory for all asset managers to be 
regulated, which is what we wanted, and we 
know of a lot of other firms that also want 
to be regulated.” Keijsers says. “Secondly, 
it will put Switzerland on a level regulatory 
playing field with the EU following the 
implementation of the AIFM Directive, which 
will be crucial if the country is to remain a 
centre of excellence in asset management.”

He notes that, like the EU directive, for 
external funds to be marketed in Switzerland, 
the current legislative proposals would 
require the regulatory framework of the fund 
domicile and of the jurisdiction in which the 
fund manager is based to have the same 
effect as that overseen by Finma. “However, 
we and a lot of other people are worried that 
the Swiss legislative changes seems to be 
taking a substantial step further,” he says.

“In addition to inward equivalence, which 
also applies under the AIFMD, the new 
CISA legislation incorporates two further 
measures. First, foreign managers will need 
a distribution representative in Switzerland. 
This does not apply to Gottex and other 
Swiss-based groups, but a UK-based fund 
manager would have to appoint a Swiss 
representative, possibly with a certain 
responsibility at a regulatory level. If these 
responsibilities are onerous, that could 
become a costly affair.

“Possibly more worrying would be 
so-called outward equivalence. The way the 
latest draft has been written, this would mean 
that a Swiss-based manager would be able to 
distribute its products only in countries whose 
regulators have a co-operation agreement 
with Finma certifying that the regulatory 
framework is the same is in Switzerland. For 
certain countries outside the EU and North 
America, this might take some time.”

Keijsers fears the result could be that 
Swiss managers will start moving certain 
functions, in particular their marketing and 
distribution activities, outside Switzerland – 
quite possibly into the EU, given that many 
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Awareness of alternative investments among 
Swiss institutions is not recent. For many 
years pension funds have been allocating a 
significant part of their assets to alternatives, 
notes André Valente, head of UBS Fund 
Services Switzerland. Perhaps unsurprisingly, 
therefore, one of the firm’s biggest growth 
areas has been institutional funds.

“We have committed many billions 
supporting pension funds and other institutions 
that wrap their direct investments into 
investment pools across normal registered 
funds and managed accounts,” Valente says. 
“Where we continue to be successful in this 
arena is in integrated asset servicing.”

One of the benefits to being a global 
bank is its wide range of services. UBS Fund 
Services’ integrated solution leverages the 
bank’s existing tools and services to deliver 
consistent reporting to the client across 
cash, custody and fund administration.

However, this still places a heavy 
technology burden even on a firm of 
UBS’s size. “Large institutional mandates 
entail a few months of preparation due 
to the IT development needed for tailor-
made reporting,” Valente says. “However, 
due to our large institutional client base in 
Switzerland, we already have a sophisticated 
approach to reporting that can be leveraged.”

Another reason for UBS Fund Services 
to update its service model is that Swiss 
institutions want to invest in private equity 
and real estate vehicles as well as funds 
of hedge funds, “where we obviously are 
facing higher requirements in terms of asset 
servicing and reporting”.

The alternatives industry in Switzerland is 
steadily evolving, triggering renewed focus 
on the areas of product and technology 
development to meet clients’ needs. Valente 
believes administrators need to make 
dramatic changes in four main areas.

First is the need for integrated services. 
“Clients require a full-service offering that 

includes the development of legally-compliant 
products, advisory/consultancy support, 
asset custody and full reporting – in other 
words, a fully-fledged asset-servicing model,” 
he says. “Firms that don’t have that in 
the next couple of years will face a huge 
competitive disadvantage.”

Strong fund governance is the second 
area, particularly as more institutions start 
to write tickets. “We need to demonstrate 
strong capabilities from a legal perspective, 
compliance monitoring, risk management, 
fund formation, registering them with 
the authorities and acting as their 
representative,” Valente says

Third is strong reporting that goes far 
beyond the usual remit of performance and 
transaction/portfolio reporting. Regulatory 
reporting and more efficient risk reporting will 
grow in importance going forward.

“Finally, you need middle-office capability,” 
he says. “Promoters, irrespective of size, 
want us to take on roles that go beyond 
mere back-office support. This is about 
outsourcing anything that isn’t related to the 
investment management process.

“It’s about delivering not only NAV but 
valuation; not only risk reporting but ensuring 
the fund complies with investment restrictions; 
not only transaction reporting but a middle 
office that supports cash management, 
reconciliation and settlement. We see this not 
only in Switzerland but globally. We need to 
move away from being purely a back-office 
provider to a middle- and front-office provider.”

Although average investment in 
alternatives remains far below the legal 
ceiling for Swiss pension funds, Valente 
believes that if the market remains positive, 
hedge funds will continue to grow. “Swiss 
asset management industry assets are 
almost back to their peak, in parallel with 
increased interest in alternative investments,” 
he says. “I believe we’ll see even more 
inflows into alternatives throughout 2012.” n

André Valente, head of UBS 
Fund Services Switzerland

Administrators must offer 
asset servicing model

Interview with André Valente

UBS FUnd SerV IceS
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Investments and head of the SFA’s 
Alternative Investments Committee, says: 
“It’s vital that the regulatory system should 
differentiate in our regulation between 
private clients and institutional business,” 
he says. “Overall, people in the industry 
believe that the legislation goes too far 
on the institutional side, which could have 
consequences in terms of arbitration where 
the business is going.

“Nobody is complaining about the idea 
that providers should be regulated, but do 
we need to regulate even more tightly than 
what is happening in Europe? I think not. 
The European standards should be taken as 
a benchmark. That’s not being lax, because 
European regulation is already very strict. 
If you are more stringent, international 
business will go away. I hope the decision-
makers understand that and find the 
right balance.

“If an international fund manager wants 
to market its products or services to a large 
pension scheme in Switzerland, which has 
in-house alternative investment knowledge 
and expertise, why should it have to go 
through a Swiss-regulated introducer? That 
would simply result in all the discussion 
taking place outside Switzerland. It is 
illogical, and it doesn’t happen in other 
jurisdictions.”

Outward equivalence rules would have a 
similar impact, Baumann believes. “Under 
the proposed regulations, Dublin- or 
Luxembourg-domiciled products from a 
Swiss asset manager that were marketed in 
Abu Dhabi or Singapore would be subject 
to a quality check under Swiss rules. In that 
event, providers would do better to move to 
another European country to ensure that the 
offering process is outside Switzerland.”

Gerhard Schreiber, founding partner 
of Swiss Hedge Capital, argues that the 
legislators should consider an asset 
threshold above which managers would 
be subject to full regulation. “Entry barriers 
will become very high for new managers 
if you have full-scale regulation from day 
one,” he says. “I would welcome a minimum 
threshold, say CHF50m, which would keep 
the full weight of regulation off founders of 
small and start-up fund businesses. As it is 
currently proposed, the law does not include 
such a threshold.” n

of them already have funds and management 
vehicles in Luxembourg or Ireland, and that 
such a move could simplify compliance with 
the AIFM Directive rules. He adds: “Gottex is 
happy that everyone should be regulated and 
be on a level playing field with the AIFMD, 
but the additional measures, particularly 
outward equivalence, are a step too far.”

It’s understandable that the Swiss 
authorities might desire to strengthen the 
country’s reputation as a solid and well-
supervised financial centre, and would not 
like to see its good name endangered by 
lack of oversight in a third country that 
affected a Swiss-managed fund and hurt 
investors in other countries.

However, industry members fear that 
with some countries targeted by Swiss 
asset managers the establishment of 
co-operation arrangements may in practice 
prove a lengthy process, even though the 
local regulators do fulfil the equivalence 
requirements. This could conceivably restrict 
the distribution capabilities of locally-based 
managers, at least temporarily, and ultimately 
impair Switzerland’s ability to remain a global 
centre of excellence for asset management.

There appears to be some sympathy for 
this view in political circles in Switzerland, 
which may prove amenable to arguments 
that unless thought out carefully, the proposal 
could lead to highly skilled jobs leaving 
Switzerland for rival jurisdictions. Fund 
industry representatives are currently lobbying 
intensely to get their arguments across.

Hans-Jörg Baumann, chief executive and 
senior partner at Swiss Capital Alternative 
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A passion to invest.
A commitment to deliver.

At Unigestion, our single minded focus is to offer robust, tailor-made investment solutions to a limited number 
of sophisticated institutions and families. 

We  rmly believe downside protection and return asymmetry are the drivers of long-term performance for our 
clients. This philosophy is embedded into all our investment strategies: Minimum Variance, Fund of Hedge 
Funds, Fund of Private Equity Funds and asset allocation for the clients of our Family Investment Of ce.

With half of our assets managed through segregated mandates, we have a proven capability of understanding 
our clients’ objectives and designing strategies tailored to their needs. Our areas of investment expertise allow 
us to build customized solutions that  t within the usual buckets of institutional investors’ asset allocation.

Stability is key to providing our business with a long term perspective: on average, the members of our senior 
management team have been with the company for 15 years. Driven by a passion to invest, every member of our 
team is committed to delivering the  nest investment strategies.

www.unigestion.com

http://www.unigestion.com
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Segregated FoHF 
mandates gain traction

Interview with Jean-Francois Hirschel

Unigestion, a fund of hedge funds manager 
with USD12.6bn in assets under management 
and more than 230 institutional investors on 
its client book, first started investing in hedge 
funds back in 1986 and established its first 
institutional mandate in 1995.

Its long track record has helped 
Unigestion develop a series of fund of hedge 
funds products that investors can access 
through separate tailor-made mandates or 
commingled vehicles. All the firm’s hedge 
fund assets are managed on behalf of 
institutions, half in segregated portfolios.

According to managing director Jean-
Francois Hirschel, increased correlation 
between asset classes is impacting 
Unigestion’s dialogue with its investors. 
“Our clients are getting more interested in 
hedge funds because they’re faced with two 
challenges,” he says.

“First, traditional equities have been 
volatile and investors haven’t gotten the 
returns they need to meet their liabilities. 
Secondly, interest rates on traditional bonds 
have reached historic lows. Hedge funds are 
viewed as a diversifier and a way to reduce 
volatility. The one size fits all strategy doesn’t 
work anymore. Each strategy should be 
adapted to a specific situation.”

Whereas before the crisis the majority of 
hedge fund investors were private clients, 
institutions are now the dominant players. 
Hirschel says this has meant having to 
highlight to institutions the role hedge funds 
can play in their portfolio.

“It’s about assimilating and showing the 
impact of an investment in hedge funds, 
and the clear benefits this brings,” he says. 
“Institutions want to get information and 
share experience on how the market has 
evolved enormously over the past five years.”

One problem for Swiss institutional 
investors, says Unigestion’s director of 
institutional clients Daniel Ritz, is that last 

year’s returns for pension funds were 
negative. Their average loss was 0.5 per cent, 
while their liabilities grew by 2.5 per cent.

“Some pension funds have sought to 
reduce expenses such as management 
fees, and there’s generally a negative 
sentiment toward hedge funds among Swiss 
institutions,” Ritz says. “We do see demand, 
however, for tactical trading strategies with 
low correlation to bonds and equities such 
as managed futures.”

This was especially true last year as 
institutions sought to reduce volatility and 
protect capital against big market drawdowns. 
“We built solutions with a higher exposure to 
the tactical trading space,” Hirschel says.

Unigestion also creates bespoke solutions 
for particular clients to meet the requirements 
of the Swiss Solvency Test. As well as the 
firm’s flagship multistrategy fund, which invests 
in between 25 and 30 underlying managers, 
Unigestion also offers pooled fund of hedge 
funds strategies, divided into three segments: 
tactical trading, equity hedge and arbitrage.

“We divide hedge funds into these three 
families as we believe they offer the least 
amount of correlation with each other,” 
Hirschel says. “We also have more specific 
themed strategies such as commodities and 
credit. In 2011, the majority of net inflows 
went to segregated multistrategy mandates.”

Unigestion took on several new 
segregated fund of funds mandates from 
Swiss institutions in 2011, and Hirschel 
believes they will be increasingly popular in 
the future. These institutions seek a dialogue 
with managers that will provide market 
views and information they can use for their 
investment decisions, Ritz argues.

However, Swiss investors’ interest in 
emerging managers is muted. “I don’t see 
too much interest in emerging managers,” 
Ritz says. “Preserving capital is the clear 
focus for most Swiss institutions.” n

Jean-Francois Hirschel, 
managing director, Unigestion
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alternat Ive  InveStMent  counc Il

For many decades alternative investments 
have been gaining increasing attention in the 
financial world, with politicians, with the public, 
the press and, not least, regulators. They have 
been recognised as an important element of 
diversified portfolio management through the 
benefits of combining listed market activities 
with private markets activities.

Amid the broader debate on the merits 
of active versus passive management 
techniques, alternative investment managers, 
whether involving hedge funds and the use 
of long/short investment strategies, or in 
private debt and private equity transactions, 
where managers carry out unlisted financing 
activities on the long side, all require talent, 
processes and systems to serve client 
interests best.

Other alternative investment specialists 
such as commodity managers make use of 
listed and unlisted instruments in dedicated 
markets, as do real estate managers that 
invest directly or indirectly in hard assets. 
All managers claim to be talented and 
dedicated in active management styles in 
their respective markets and strategies, and 
to deliver superior performance to clients 
than passive investments techniques.

Switzerland has a long and significant 
history in the alternative investment industry; 
locally-focused and international Swiss asset 
managers account for between 14 and 16 
per cent of total alternative assets worldwide. 
Whether global players or asset management 
boutiques, they are renowned for building 
expertise and fostering innovation. The 
Swiss industry stands for implementation 
quality and business skills in a world where 
rapid adaptation has become essential to 
long-term success.

Best operational practice is now a must 
in the institutional world amid a fight for 
capacity, a scarcity of talent, and a reduction 
in managers’ freedom of action as a result of 

heightened corporate governance standards 
and tighter regulation. These developments 
are currently affecting not only the alternative 
investment sector but asset management 
in general and ultimately the entire financial 
services industry.

The breakdown of trust can only be 
corrected by evidence that the industry 
has changed. The unmet expectations 
engendered by the alternative investment 
industry are a result of disorderly market 
conditions in listed and private markets 
over the past few years, notably the 2008 
financial markets crisis. It’s no surprise that 
market shocks should result in changes in 
client demand, industry framework, business 
models, and relationships between market 
participants and supervisors.

Critical assessment of the achievements 
of the industry, its strategies and techniques, 
as well as of individual providers and 
their rules of engagement, is a logical 
consequence of this stressed market 
situation. However, changes throughout 
the business value chain and in client 
offerings need to be well thought out. The 
industry has embraced enhanced investment 
quality and performance promises in terms 
of economic return on capital as well as 
ultimate return of capital, fundamental value 
propositions that endure in a world of 
constant change.

In today’s environment, everyone claims 
to recognise the pitfalls of the past and 
remedies for the future. But one should also 
remember the lessons of the good times, 
the success factors and limitations, before 
undertaking a drastic change of direction.

Alternative investments have empirically 
delivered risk-adjusted returns over the 
longer-term investment cycle, but suffer from 
the tendency toward correlation in extreme 
market stress situations. Asset classes such 
equities, fixed income, foreign exchange, 

Alternative investments 
adapt to new climate

By Hans-Jörg Baumann

Hans-Jörg Baumann is 
chairman of the Swiss 
alternative investment Council 
and chairman and chief 
executive of Swiss Capital 
Alternative Investments
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Switzerland, including eight of the top 20, and 
it is also a leading centre for private equity.

Client segmentation approaches vary. 
Some groups follow a universal approach 
involving various distribution channels and 
internal client assets, including Credit Suisse, 
UBS, Pictet, Rothschild, Union de Banque 
Privée and Banque Syz, while specialist 
global players include Man Group, GAM, 
Gottex and Harcourt. Others focus entirely 
on institutional business, such as EIM, 
Unigestion, Swiss Re Private Equity and 
Swiss Capital Alternative Investments. 

Some providers like Man, Lombard Odier 
and GAM combine single manager and 
multi-manager activities. Others, such as 
Partners Group, LGT, Unigestion, Swiss Re 
and Swiss Capital Group, seek to capture 
liquidity premium-oriented strategies 
including infrastructure, private equity, private 
real estate and private debt. No single model 
fits all providers, but what the leaders have 
in common is their willingness to allocate 
dedicated resources in search of expertise, 
professionalism, performance, consistency 
and investment quality.

Changes to the boundaries of regulation 
can have an extensive impact on business 
practice. With a more standardised and 
more stringent European Union regulatory 
framework for alternative investments 
looming, Switzerland is also in the process 
of tightening its Collective Investment 
Scheme Act. Overall, business is set to 
become more costly, more oriented toward 
reporting and audit, and entry barriers for 
new start-ups will become more challenging. 
One can also expect more consolidation 
among existing providers.

Institutional business is currently growing 
at a faster pace than private banking, which 
is also undergoing structural changes in 
Switzerland. The challenge is not to over-
regulate the investment framework for 
institutions that in general are knowledgeable 
and experienced in integrating alternative 
investments into their portfolios.

Switzerland boasts many top-class 
alternative investment providers active not 
just in the local market but internationally. 
The ability to compete in the global 
marketplace therefore requires a liberal 
framework that focuses on facilitating cross-
border activity. n

commodities and real estate are the drivers 
for return; in stress situations pricing and 
liquidity are often significantly distorted. This 
creates challenges for market participants in 
managing expectations and ultimately leads 
to the readjustment of market exposure and 
management.

The credit-induced crisis of 2008 has 
led to changes in the availability and price 
of borrowing and an overall reduction of 
leverage. Quality and security have become 
paramount for institutional and private 
investors, a situation that will prevail for a 
long time. A risk-free return rate of zero for 
more than four years has become a major 
challenge for the financial industry.

This change in client demand and 
readjustment of risk premiums in all asset 
classes has forced the alternative investment 
industry to re-examine the overall value chain 
of its services and driven changes in asset 
classes, structures for packaging assets, and 
processes. Today institutional investors know 
precisely to which asset classes they want 
exposure and what kind of impact they seek 
in their portfolios.

One of the biggest changes for the industry 
has been the divergence in the structures used 
by institutional and private investors. The larger 
the investor, the more independence and 
role in governance they require. Tailor-made 
solutions have become a key demand among 
institutions, while Ucits have enjoyed success 
with retail and private banking clients.

Offerings now must be structured distinctly 
for separate types of client, favouring tailored 
solutions in the institutional world and more 
homogenous solutions for private clients. 
Today, most alternative providers in Switzerland 
have adapted their business models to 
establish distinct client segmentation.

Switzerland is well positioned 
geographically to access global assets, 
with USD22.9trn in European assets located 
within three hours’ flying time, and its 
appeal as a centre for asset management 
operations also includes its multilingual and 
internationally experienced human resources. 
But nothing happens by itself. Vision, hard 
work, innovation and quality needs to be 
applied and upheld constantly.

Almost 20 per cent of hedge fund multi-
managers with more than USD1bn in assets 
are based in or have significant operations in 

alternat Ive  InveStMent  counc Il



Pfaeffikon, New York, London, Dublin, Hong Kong, Tokyo
www.lgtcp.com, lgt.cp@lgt.com

Leading the way 
in alternative investing
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� Outstanding track record – 15 years experience in generating attractive risk-adjusted returns

� Significant asset base – USD 22 billion in private equity and hedge fund assets under management

� Strong alignment of interests – team and shareholder invest in own programs

� Worldwide reach – 6 offices in Pfaeffikon/Switzerland, New York, Dublin, London, Hong Kong and Tokyo

� Large, international team – 190 people representing 34 nationalities, speaking 28 different languages 

� Global client base – 300 sophisticated institutional investors in 32 countries

http://www.lgtcp.com
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Pfaeffikon-based LGT Capital Partners, which 
manages more than USD22bn in hedge 
fund and private equity assets, has been 
investing in hedge funds since 1996. The 
firm offers institutions various channels to 
gain exposure to investment strategies, most 
commonly through its Crown programmes 
or, depending on the size of institution, via 
bespoke mandates.

Pius Fritschi, head of hedge fund business 
development at LGT Capital Partners, says 
that while there were strong private equity 
inflows in 2011, with investors particularly 
favouring LGT Capital Partners’ expertise in 
secondaries, there was also a lot of interest 
in systematic (CTA) hedge fund strategies.

“Pension funds are evaluating their hedge 
fund investment strategies and realising that 
investing in broadly diversified multistrategy 
funds is not serving them in the best way,” 
he says. “For the first time, we see clients 
looking at hedge funds not as an asset class 
but as distinct investment strategies and as 
components of their overall asset allocation.”

Fritschi sees a move among investors 
toward what he calls “equity substitution 
and equity diversification”. Equity substitution 
means reducing equity risk through partial 
rotation into equity long/short strategies, 
something that is happening more and more 
in the Anglo-Saxon world and also makes 
sense to Swiss institutions.

Equity diversification means investing 
into hedge fund strategies such as CTA and 
macro that display low correlation to equity 
and bonds, and therefore help to improve the 
risk/return profile of the overall portfolio.

“Our core competency in hedge funds is 
trading expertise,” Fritschi says. “As clients 
start to break up their multistrategy allocations 
into separate pieces, we’ve been successful in 
winning CTA/macro mandates as a diversifier.”

Post-2008, investors favour liquid hedge 
fund strategies. “They still worry about 

liquidity, transparency and control,” he says. 
“That’s why they favour the managed account 
model. However, clients should pay attention 
to the quality and robustness of such 
platforms as many providers jumped on that 
trend and may lack the necessary experience.

“As a principal investor, LGT Capital 
Partners has invested in its proprietary 
managed account platform since 2000. Today, 
the platform holds 30 leading managers. The 
platform is an important instrument that allows 
in-depth risk management and active portfolio 
management. We select managers and then 
try to negotiate managed accounts – we’re not 
simply choosing those who offer managed 
accounts and adding them to the platform.”

Fritschi says that since 2008, Swiss 
investors have favoured illiquid alternative 
strategies such as private equity and real 
assets, while demand for more liquid strategies 
through hedge funds has been lower.

“Interest has only returned partially so far 
and is more or less confined to institutions,” 
he says. “Private banking money has largely 
disappeared. The game has changed. 
Managers have to be institutional in their 
set-up, and it takes longer to gain their trust, 
maybe 12 to 18 months.

“We’ve been successful in the institutional 
segment because of our ownership 
structure. We’re privately owned and have a 
significant part of the firm’s money invested 
in our funds. This alignment of interests 
plays a major role.”

Fritschi believes the impact of new 
regulation on Switzerland’s fund industry will 
largely depend upon its ultimate form. “There 
are issues about what you can do as an 
investment advisor or manager, what functions 
you can delegate,” he says. “I trust that the 
right decisions will be made, as has usually 
happened in the past. It will likely remain the 
most favourable investment hub in continental 
Europe, but there is some regulatory risk.” n

Institutions move to 
distinct style allocations

Interview with pius Fritschi

Pius Fritschi, head of hedge 
fund business development at 
LGT Capital Partners
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Overv i ew

Multi-manager offerings have long been 
central to Switzerland’s alternative investment 
industry, and that seems unlikely to change 
any time soon, but the five years since the 
onset of the global financial crisis in mid-
2007 have seen significant evolution. This 
is driven in part by still-emerging regulatory 
development, but to a larger extent by 
changes in attitudes and outlook on the 
part of investors, both institutions and, for 
different reasons, private clients.

The traditional fund of hedge funds 
model, which was to a considerable extent 
driven by demand from the Swiss wealth 
management industry, is now giving way to 
more diverse approaches, industry members 

say, embracing customised solutions and 
managed accounts, but also alternative Ucits 
funds and funds of funds.

Meanwhile, the planned amendment of 
Switzerland’s Collective Investment Schemes 
Act, which is expected to be in place by 
the first half of 2013 but has not yet been 
finalised by the country’s parliament, has 
created some uncertainty about the future 
regulatory landscape for managers but also 
for Swiss-domiciled funds, strengthening the 
tendency for funds aimed at sophisticated 
investors to be established offshore, and 
those with a retail clientele in European 
Union jurisdictions.

Hans-Jörg Baumann, chief executive 

Evolving institutional 
requirements drive changes 

in multi-manager model
By Simon Gray
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imagine
an investment
manager
Imagine an investment manager at the convergence of traditional and alternative investing.

Imagine an investment manager hunting for returns not benchmarks to beat.

Imagine an investment manager giving its people the space they need to do their jobs well.

Imagine an investment manager firmly focused on diversifying risk.

Imagine an investment manager defining the future of investment management. 

Welcome to Lombard Odier Investment Managers.

Lombard Odier Asset Management (Europe) Ltd
Queensberry House, 3 Old Burlington Street, London W1S 3AB, United Kingdom
Telephone +44 (0)20 3206 6000

This communication is intended only for “Professional” clients as described in 
COBS 3.5 of the FSA Handbook. Recipients of the communication are warned 
that the value of investments and any income they generate can go down 
as well as up and that an investor may not get back the full amount invested.  
Past performance should not be taken as a guide to future performance.
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Jean-Pascal Porcherot, global 
head of hedge fund sales, 
Lombard Odier Investment 
Managers

Transparency key to fund 
solutions for institutions 

Interview with Jean-Pascal Porcherot

Full transparency is not just important but 
central to the investment philosophy at 
Lombard Odier Investment Managers, which 
offers nearly a dozen internal single-strategy 
hedge funds with close to USD3bn in assets. 
The largest of the funds, which are marketed 
under Lombard Odier’s 1798 brand, is a 
global long/short equity-focused fund with 
USD1bn under management. 

In 2008, the industry lost money because 
of correlation between asset classes and 
illiquidity surprises. Says Jean-Pascal Porcherot, 
head of Lombard Odier Investment Managers’ 
alternative solutions group: “At that time we 
said that having our own risk management 
was important, and that’s why we place a lot 
of emphasis on internally managed hedge 
funds and the systems that they require. 
It’s important that clients know what they’re 
exposed to at any given moment.”

Since 2008, many Swiss institutions have 
remained cautious about allocating to hedge 
funds. “Swiss institutions find themselves in 
a difficult situation,” Porcherot says. “Most 
of them see value in hedge funds, but views 
differ on the best way to obtain exposure to 
these products. Should they go direct and 
invest in a big single-strategy or multistrategy 
fund, or should they allocate to external 
managers, either directly or via a fund of 
funds? They see merits in both.”

To underscore its expertise and reassure 
institutional investors, Lombard Odier 
Investment Managers therefore requires 
the same level of transparency, control and 
risk management for its externally-managed 
hedge funds as it does for its 1798 range. 
Furthermore, external managers need to 
migrate to the bank’s managed account 
platform, the Alternative Managers Platform.

“Our 1798 product range, which is now four 
years old, offers full transparency, full control 
of our assets and strict risk management 
procedures,” Porcherot says. “We seek 

nothing less from external managers, which in 
general provide little transparency and limited 
details on their risk management. It makes 
no difference whether the portfolio manager 
is external or internal – they all have to work 
under the same constraints.”

This solution offers clients the real benefits 
of direct hedge fund investments along 
with full control of the assets. “You want 
your hedge fund managers to take risk and 
generate returns within predefined parameters 
that you can monitor,” Porcherot says. “You 
don’t want to take the business risk generally 
associated with allocation to external hedge 
fund managers. The Alternative Managers 
Platform meets these key criteria and 
addresses clients’ concerns about the liquidity 
and accessibility of their assets.”

Although US institutions have generally 
pioneered the migration away from funds 
of funds toward direct investment in single-
manager funds, Porcherot believes Swiss 
institutions remain open to both options. 
Although early participants have already 
invested time and resources in internalising 
services previously offered by external 
advisors, many have not yet done so, and it 
is important to offer these investors exposure 
to hedge funds. “Among the solutions on 
offer is hedge fund replication,” he says. 
“Some pension funds prefer to buy products 
that replicate the returns of a hedge fund 
universe via quantitative profiling of the past 
returns of the largest hedge fund indices.” 

To meet such requirements, Lombard 
Odier Investment Managers offers a fund 
that provides ‘alternative beta’. “This product 
provides hedge fund-like returns to institutions 
seeking an open-ended, transparent and 
liquid fund that is Ucits-compliant,” Porcherot 
says. “It could also be a temporary solution 
for some while they decide how best to invest 
in hedge fund managers, either directly or 
through a fund of hedge funds.” n

Lombard od Ier  Investment  managers
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of Swiss Capital Alternative Investments 
and head of the Swiss Fund Association’s 
Alternative Investments Council, argues that 
the country’s alternative investment industry 
remains in impressively good health given 
the difficult financial environment in recent 
years and the (understandable) skittishness 
of investors amid volatile markets and low 
economic confidence.

“Switzerland’s expertise is absolutely 
first-rate and professional,” he says. “Across 
the industry as a whole, market participants 
understand alternative investment in depth 
as well as in the broad sense. That applies 
not just to hedge funds but other types 
of alternative investment including private 
debt, private equity, commodities and 
infrastructure. The expertise here is a given.

“The country has a competitive edge in its 
international perspective, its familiarity with 
multi-currency operations and its experience 
at the cutting edge of financial innovation. It 
may not be out in front of the competition, 
but it is in the vanguard of the world’s 
leading financial jurisdictions. There are 
many international companies in Switzerland 
on the insurance side and in banking as well 
as international pension funds. There are 
also global leaders in private markets and 
multi-manager hedge fund investment.”

Markus Fuchs, senior counsel at the Swiss 
Funds Association, points out that for all the 
talk of an industry in crisis, Switzerland’s 
wealth management industry accounts for 
USD2.7trn in assets under management for 
private clients and USD1.4trn for institutions. 
“These numbers indicate that the wealth 
management industry is in good shape, 
and that conditions for a strong asset 
management sector are sound,” he says.

“If you look at the value chain of the 
industry as a whole, most of the added 
value is on the distribution side, about 60 
per cent, while the asset management 
area accounts for around 30 per cent and 
administration in the wider sense generates 
10 per cent. Switzerland has lost some of the 
administration business to Ireland, Luxembourg 
and others, but it is very strong on the 
distribution side, and we are taking measures 
to strengthen the asset management side. We 
are keen to emphasise that asset managers 
are welcome in Switzerland and that asset 
management should become an even stronger 

pillar of the Swiss financial services industry 
than it is today.”

The Alternative Investments Council is 
a specialist committee of the SFA, which 
in turn is a member of the European Fund 
and Asset Management Association and the 
International Investment Funds Association. 
In the alternative investments sector, the AIC 
works together closely with the Alternative 
Investment Management Association, the 
European Private Equity and Venture Capital 
Association and the Swiss Private Equity & 
Corporate Finance Association.

The council, which was established in 
2006 by its founding members and came 
under the SFA umbrella the following year, 
brings together leading members of the 
country’s multi-manager hedge fund and 
private markets sectors. Its goals including 
expanding the interests of current and 
future alternative investment activities in 
Switzerland, and identifying issues that 
should be tackled by the industry members 
and/or regulators.

“Performance is the science of being 
better prepared,” Baumann says. “We believe 
the industry has adapted its business 
models and rules of engagements, and is 
ready to live up to clients’ expectations in a 
world of constant challenges and change, 
induced by markets that are undergoing 
radical changes in many areas.”

He notes that while prudence still prevails 
among investors, risk-free investments 
– basically government bonds from 
Switzerland, Germany and the US – are 
returning virtually nothing in nominal terms  25
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p Ictet  alternat Ive  InveStMentS

Focusing on superior 
risk-adjusted performance

Interview with nicolas campiche

Nicolas Campiche, chief 
executive, Pictet Alternative 
Investments

complement their portfolios to help them 
meet their risk/return objectives. PAI’s 
product range focuses on single-strategy 
products and customised solutions, offered 
either through traditional funds of hedge 
funds or customised portfolios.

“Some of our clients ask us to construct 
a portfolio of single managers, and that can 
be a fairly concentrated portfolio – five to 
10 managers in a single strategy with very 
specific objectives,” Campiche says. “Smaller 
clients with less resources may prefer to 
invest in our trading or commodity funds of 
hedge funds to get that decorrelation benefit.”

Given that 2011 was hardly a stellar year 
for hedge fund performance, Campiche 
says that the top-of-mind concern for Swiss 
clients is whether last year was an outlier or 
‘fat tail’ event, or whether there are actually 
structural changes in the marketplace that are 
preventing managers from generating alpha.

“That’s a question that pretty much all 
our clients would ask,” he says. “My answer 
is straightforward – I think that although 
performance was disappointing, it was a 
cyclical issue rather than a structural one.”

Over the past 12 months the majority of 
PAI’s inflows have gone into customised 
solutions and single-strategy products, which 
Campiche sees as an important trend. “The 
main focus for investors looking to add 
hedge fund strategies to their portfolios 
is how they get superior risk-adjusted 
performance,” he says “It remains the key 
question among our clients. Transparency 
and asset segregation are important 
considerations, but the most important 
remains risk-adjusted performance.

“The dominant theme we saw in 2011, and 
which continues to be a focus for clients in 
2012, is investing in liquid, low-correlation 
trading strategies. Looking further ahead, 
distressed and credit strategies may also 
become a dominant theme, particularly the 
distressed space.” n

As an independent division of Pictet Group, 
Pictet Alternative Investments benefits from the 
stability of the parent company, which last year 
collected USD15bn in net new assets. More 
than USD1bn went to PAI, which manages a 
total of around USD12.3bn in alternative assets 
including USD9.4bn in hedge funds.

According to PAI chief executive Nicolas 
Campiche, there is no obvious difference in 
approach between private and institutional 
clients; many of PAI’s private clients are large 
family offices that often apply institutional 
investment standards.

However, one major change over the last 
few years, according to Campiche, is that 
alternative investments in Switzerland are no 
longer considered a separate asset class. 
“Private equity falls into equity risk, while 
hedge funds, depending on the strategy, are 
included in different parts of an institution’s 
asset allocation,” he says.

“Clients tend to think more in terms of 
risk factors such as credit spreads, interest 
rates, liquidity and volatility, and build their 
portfolios either to benefit from those risk 
factors or to mitigate them.”

PAI is therefore concentrating today on 
helping clients blend hedge funds into their 
overall global asset allocation process. 
While Pictet Asset Management manages 
a number of internal single-manager hedge 
funds, PAI focuses purely on the selection of 
external managers.

Reflecting on the different approach that 
investors are employing, Campiche says: “One 
client might want risk-mitigating buckets that 
are uncorrelated with the rest of his asset 
allocation and therefore choose to concentrate 
on trading strategies. Another client could want 
an allocation to emerging debt and corporate 
bonds, and complement that with some 
distressed debt strategies in the portfolio.”

The point here is that institutions, not 
just in Switzerland but globally, are starting 
to think about how hedge funds can 



SWITZERLAND Hedgeweek Special Report May 2012 www.hedgeweek.com | 25

InduStry

today the investment cycle lasts much longer,” 
he says. “Then different types of institutional 
client have different approaches. In Switzerland 
the official guidelines allow pension funds to 
invest up to 15 per cent in alternative assets, 
but only a few actually reach that level. 
Insurance company investments are subject 
to different rules, while those with the greatest 
liberty are family offices.”

Gottex Asset Management is among the 
established multi-management specialists 
that are actively tackling the switch by many 
institutions away from traditional commingled 
fund of funds structures. “At the moment the 
number of new mandates across the fund of 
funds industry is relatively low,” says senior 
managing director Andre Keijsers.

“There is still a lot of safe haven 
behaviour, putting money in cash and bonds, 
but at some point people will want more 
than the low returns available there. When is 
a difficult question – it could take six months, 
it could take six years. But there is growing 
pressure for increased yields among pension 
funds, which we think will drive capital to 
our industry, even though the timing of that 
remains uncertain.”

Against this backdrop Gottex – whose 
clientele is 90 per cent institutional – is 
responding to the changing client requirements 
Baumann identifies. Says Keijsers: “Our core 
fund of funds business is moving away from 
the idea of product providers being solution 
providers in the direction of customised 
solutions. It helps that we have enjoyed very 
good performance compared with our peers, 
so we are in a good position to benefit if 

and zero or less after inflation. After four 
years of rock-bottom interest rates, some 
cautious investors need to allocate to riskier 
assets – but that means making sacrifices 
on liquidity – for example, rates of Libor plus 
7 per cent for private debt with a maturity of 
three or four years.

Most importantly for the industry, the 
Swiss industry’s client base is no longer as 
it was before. “Private clients are not back 
in the market for alternative investments,” 
Baumann says. “That is not the case for 
institutional investors, which are allocating 
to alternatives. That explains why the hedge 
fund industry is back at USD2bn in assets, 
and the same is true for private equity, 
private debt, and for commodities.

“However, the offerings sought by 
institutional investors have changed. They 
want improved governance, which means 
greater influence and transparency, and they 
don’t want to be commingled with other 
investors that may have conflicting interests. 
So there’s a question of how managers’ 
offerings should be structured.

“Large investors know what they want and 
are unwilling to compromise. They may want 
fat-tail optimisation, involving market-neutral 
and liquid macro managers, or more beta 
in their portfolio, which points to long-short 
equity, or private equity, a classic equity beta 
with different volatility characteristics, but they 
want focused, high conviction allocations.”

Another factor that providers must deal with, 
Baumann says, is that it takes much longer 
for clients to decide on allocations. “Previously 
decisions might be taken within a quarter, but 
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Opening up to the idea of 
outsourcing operations

Interview with Michael appenzeller
“The landscape for alternative investments 
is at an interesting and important inflection 
point,” says Michael Appenzeller. “Managers 
as well as investors need to cope with an 
unprecedented array of change.”

Appenzeller is co-founder of Etops, a 
service company with offices in Pfäffikon 
and Bratislava that specialises in operational 
solutions for both single managers and 
organisations running multi-manager 
portfolios including funds of funds, family 
offices and private banks.

Switzerland remains a key hub for funds 
of funds, family offices, private banks and 
other alternative asset investors, but while 
institutions value the role played by hedge 
funds in their portfolios, they struggle with 
the overall operational processes and often 
lack the necessary transparency to deal with 
these investments efficiently.

That’s even more so when investing 
directly into single hedge funds, which 
increases operational risk, Appenzeller says: 
“Do you have the right data, transparency 
and ‘live’ reporting, do you know your 
liquidity profile? We want to be at the 
forefront of helping investors to make the 
process institutional and cost-efficient.”

The issue of operational robustness 
applies to both single managers and large 
asset managers investing in hedge funds on 
behalf of clients. Appenzeller notes that even 
the largest financial institutions struggle with 
operations and infrastructure in alternative 
investments, suggesting that throwing huge 
budgets and IT resources at the problem is 
no guarantee of success. “In this industry it’s 
often the details that make all the difference,” 
he says.

Etops focuses on operational processes 
and infrastructure, providing an integrated 
outsourcing solution for all alternative asset 
classes. The firm handles middle-office 
operations and data management, and offers 
institutional systems and reporting solutions 

underpinning these processes.
Says Appenzeller: “People today have two 

issues: how to handle complexity, growing 
client and regulatory demands, and how to 
save costs at the same time? Outsourcing 
can solve this conflict.”

He believes that institutions are starting 
to think differently about their operations 
and opening their minds to the idea of 
outsourcing, allowing them to focus on their 
core business, the investment process.

“The most successful managers focus 
solely on investment and risk management,” 
Appenzeller says. “Portfolio managers 
shouldn’t spend time thinking about 
subscriptions and redemptions, reconciling 
positions, reporting or hassling with service 
providers. A cost-efficient way to improve 
operational processes and ultimately 
performance is to outsource to specialists.”

Changes in Swiss regulation are set to 
benefit firms such as Etops. “Regulation 
may entail appointing additional external 
board members, and FINMA will also 
want to see organisational delineation of 
portfolio management, risk management and 
compliance in a contingent fashion including 
the four-eyes principle,” Appenzeller says. 
“Operationally, this will mean adding at least 
two or three employees, which in Switzerland 
will cost up to EUR500,000. We can take care 
of the whole operations process for these 
clients for much less than the in-house cost. 
We provide administration support as well 
– keeping all the necessary documentation 
updated, or preparing material for the auditors.”

This industrialised way of thinking is 
increasingly shared by big multi-manager 
firms with EUR5bn-plus in assets. Says 
Appenzeller: “They are realising that to be 
successful in the future, they must focus on 
their core competences and invest resources 
in performance-oriented functions rather 
than handling all operations in-house at a 
premium.” n

Michael Appenzeller, 
co-founder of Etops

etopS
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of strategies and that solutions should be 
adapted to the needs of each investor.”

The firm’s clients are becoming more 
interested in hedge funds, Hirschel says, 
because they’re faced with two different 
challenges. “First, traditional equities have 
been volatile and investors haven’t gotten the 
returns they need to meet their liabilities,” he 
says. “Secondly, interest rates on traditional 
bonds have reached historic lows. Hedge 
funds are viewed both as a diversifier and a 
way to reduce volatility. The one-size-fits-all 
strategy doesn’t work anymore. Each strategy 
should be adapted to a specific situation.”

Pictet Alternative Investments chief 
executive Nicolas Campiche says: 
“Some clients ask us to construct a fairly 
concentrated portfolio of single managers 
– five to 10 managers in a single strategy 
with very specific objectives. If the client 
is smaller or less sophisticated, they will 
typically invest in our trading funds of hedge 
funds to get the decorrelation benefit, or in 
our commodity funds of funds.”

PAI is also seeing a shift toward 
customised solutions. “We’re seeing more 
demand for single strategy portfolios, which 
is clearly an important trend,” Campiche says. 

and when the markets pick up. We have 
the capability and skill set to offer these 
customised solutions, which could encompass 
more exotic strategies, managed accounts or 
other services.

“Our multi-asset business, a product that 
invests in all asset classes, traditional equity, 
traditional bonds, hedge funds, private equity, 
real estate and commodities, is enjoying 
a lot more interest. The area of dynamic 
asset allocation, global asset allocation and 
multi-asset products is experiencing secular 
growth both in the high-end retail market and 
among smaller institutions that have adopted 
an outsourced CIO model.

“Such investors have found it particularly 
difficult in recent years to manage their 
portfolio across all asset classes, and 
especially in North America there is growing 
interest in outsourcing either the alternatives 
element or the entire CIO function to an 
external investment manager.”

An additional focus of growth for Gottex 
is its managed account platform, GSS, which 
is attracting increased business from large 
institutional investors. Dominique Küttel, the 
group’s head of European marketing and 
sales, says: “On the fund of funds side, 
investors want more bespoke solutions. 
The biggest area for demand is bespoke 
products using managed accounts.”

Other providers are developing their 
own adaptation strategies. “A lot of 
players in the industry realise that the 
markets are changing – anyone who thinks 
straightforward commingled fund of funds 
products are the only thing clients want 
is living in the past,” Keijsers says. “Other 
players are looking at areas such as 
emerging managers or highly liquid products. 
Different players are evolving in different 
directions while keeping their core business 
performing well for their clients.”

Unigestion also has extensive experience 
in constructing customised solutions for 
its clients. “Our ability to make tailor-made 
portfolios has quite an impact on the kind of 
dialogue we’re having with our institutional 
clients,” says managing director Jean-
Francois Hirschel. “The time when clients 
invested in hedge funds thinking they were 
decorrelated with everything is well over. It’s 
now widely accepted in the industry that 
hedge funds actually offer a diverse range 
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Leading alternative fund managers in Switzerland
Hedge fund managers:
• Axa
• BlueCrest
• Banca de Ceresio
• Credit Suisse
• EIM
• GAM
• Gottex
• Harcourt
• HSBC
• LGT Capital Partners
• Man (RMF)

• Notz, Stucki
• Pictet & Cie
• Rothschild
• Signet
• SkyBridge
• Swiss Capital
• Syz Asset Management
• UPB
• UBS
• Unigestion

private equity managers
• Adveq
• Akina
• Alpha Associates
• Capital Dynamics
• Capvis
• HBM BioVentures
• Index Ventures
• Invision
• LGT Capital Partners

• Partners Group
• Pictet & Cie
• Unigestion
• SCM
• Swiss Re Private Equity 

Partners
• Ventizz Capital Partners
• Zurmont Madison

Souce: Alternative Investment Council
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Georg Wessling is chief 
investment officer of Harcourt 
Investment Consulting

The keys to successful 
hedge fund investing

By Georg wessling

Many investors have been disappointed with 
their hedge fund returns over the past couple 
of years. This is justified to the extent that 
many hedge funds and funds of hedge funds 
have not achieved the targets promised to 
their investors. However, it should be noted 
that many investors have also failed to define 
realistic investment targets.

Harcourt Advisory has identified three 
groups of hedge fund strategies with distinct 
return and risk characteristics. The added 
value of the first group comes from alpha 
generated through superior security selection 
(selection alpha).

However, these strategies do not deliver 
pure alpha, as the alpha comes together 
with some (traditional) beta exposure (mainly 
to equity and credit markets). This means 
that these hedge funds, while delivering 
alpha, are not uncorrelated to an investor’s 
traditional portfolio. The optimal use of this 
first group of hedge fund strategies is as a 
substitute for active long-only managers.

A second group of hedge fund strategies 
focuses on generating timely alpha. The 
success of these strategies depends on the 
correct timing of long and short exposure in 
equities, bonds, currencies and commodities.

Successful market timers tend to have 
a higher correlation to risky assets in up 
markets than in down markets. Therefore, 
hedge funds belonging to the second group 
are perfect diversifiers. Additionally, they 
can also be used as a tool for downside 
protection.

The special characteristic of the third 
group of hedge fund strategies is that they 
provide access to additional sources of 
return that we call risk premium or non-
traditional beta. The premium is earned from 
bearing risks such as volatility risk (attached 
to an option), liquidity risk (typically attached 
to assets with limited or no public trading 
activity), or event risk (where the event can 

be a corporate event but also a natural 
catastrophe). These risk premiums come 
with fat tails and tend to show a higher 
correlation to risky assets in down markets 
than in up markets.

Defining the appropriate allocation to 
these three distinctive groups of hedge 
fund strategies is the heart of each 
successful hedge fund investment. It can be 
implemented either by building customised 
hedge funds portfolios or by investing in 
strategy-focused funds of hedge funds.

Harcourt Advisory supports its clients 
throughout the whole investment process. 
In the conception phase, the role that 
hedge funds are expected to play in the 
broader portfolio context is specified, and 
the appropriate investment universe as well 
as strategic allocation of the hedge fund 
portfolio is defined.

The goal of our selection is continuously to 
identify the best-in-class single hedge funds 
and funds of hedge funds per strategy. As 
such this phase does not comprise solely 
screening and due diligence, but also ongoing 
monitoring. The key success factors we 
have identified include the manager’s focus 
and experience, processes and systems, fair 
treatment of investors, and portfolio fit.

Appropriate implementation enables 
added value through tactical decisions as 
well as the ability to control risk through 
proper allocations and avoidance of deficient 
orders. Finally, high quality reporting allows 
an investor to control the appropriateness of 
his hedge fund investment programme. n

Harcourt  adv ISory

“Defining the appropriate 
allocation to these distinctive 
groups of strategies is the 
heart of successful hedge 
fund investment.”
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“The main question for investors looking to 
add hedge fund strategies to their portfolios is 
how to get superior risk-adjusted performance. 
Transparency and segregation of assets are 
important considerations too, but the most 
important remains risk-adjusted performance.”

More fund of hedge funds managers are 
trying to position themselves as advisers, 
according to Jean-Pascal Porcherot, global 
head of hedge fund sales at Lombard Odier 
Investment Managers. “With our fund of hedge 
funds model we want to invest in managers 
who agree to be on our managed account 
platform,” he says. “We launched the 1798 
product range four years because we wanted 
full transparency and risk management.

“There would be a clear disconnect if 
at the same time we continued to invest 
in external managers providing us with no 
transparency and limited details on their risk 
management. With regard to funds of funds, 
it makes no difference when we invest in 
managed accounts whether the manager is 
external or internal. All managers have to 
work under the same constraints.”

Pius Fritschi, head of hedge fund 
business development at LGT Capital 
Partners, says: “We started investing in the 
managed account platform in 2000. It’s not 
about picking funds like the traditional fund 
of hedge funds model; it’s really a multi-
manager fund of managed accounts with an 
active portfolio management overlay.

“The big trend in the Anglo-Saxon world 
is towards equity substitution, with investors 
reducing equity risk and moving more into 
equity long/short strategies. Because a lot of 
clients here, including Swiss institutions are 
focused on the fixed income world, reducing 
equity risk and replacing it with long/
short equity makes partial sense. Adding 
diversifying strategies is key to these clients. 
They worry about liquidity, transparency, 
and control, which is why they favour the 
managed account model.”

Fritschi says LGT looks at managed 
accounts from an investor perspective. “If 
you invest with CTAs but you don’t have the 
transparency of managed account positions, 
it’s very hard to understand what they do,” 
he says. “Instead of investing into the black 
box, we make it very transparent – that’s why 
we started investing 10 years ago. Managers’ 
willingness to adopt managed account 

mandates has increased over the years. You 
only get the best managers to accept these 
mandates if you have a long, trustworthy 
relationship.”

Switzerland is not particularly known 
as a centre of single-manager hedge 
fund expertise. Says Andre Valente, chief 
executive of UBS Fund Management 
(Switzerland): “It is a strong location for 
distribution and asset management, but it’s 
less a place to create, manufacture and 
domicile these investment vehicles. It’s to do 
with the infrastructure of prime brokers more 
than a mentality. We provide our services – 
the real production and wrapping of assets, 
registration of assets, accounting – for some 
Swiss registered funds as well, but it’s not a 
huge domicile for investment vehicles.”

But there are exceptions. Last year 
Swiss Hedge Capital launched what has 
been billed the first Swiss-domiciled single-
manager hedge fund when it created the 
Swiss Hedge Trading Fund, following a 
strategy that the firm has been offering 
through a Cayman vehicle for six years and 
is also available through a Ucits structure.

Says founding partner Gerhard Schreiber: 
“We decided to set up an onshore fund in 
Switzerland because after 2008, global leaders 
put out the message that there would be 
no longer any unregulated financial centres, 
products or markets in the future, and we 
thought the future of the hedge fund industry 
would be more onshore that offshore.

“Logically, as we were based in 
Switzerland, we wanted to launch an 
alternative fund there. The response so far 
has been pretty good. The fund is constantly 
growing, and we are currently running 
CHF55m in assets, compared with CHF200m 
for the offshore fund and CHF70m in the 
Ucits fund.”

However, Schreiber is unsurprised that 
other firms have not yet followed the initiative. 
“Before the new legislation comes in there will 
not be a lot of movement in this industry. We 
are in the middle of the process, the details 
are still outstanding, and to establish such 
an investment vehicle you definitely want to 
have a very clear picture about the regulatory 
environment you are launching into. For now 
everything is on hold, and what happens in 
the future will depend very much on how the 
law turns out.” n
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