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Reshaping the Swiss 
fund and asset 

management industry
By Markus Fuchs

Switzerland’s fund and asset management 
industry is on the brink of major changes 
not only resulting from the revised Collective 
Investment Schemes Act, which sets out 
regulatory requirements for both traditional 
and alternative funds, but also from changes 
partly outside the regulatory framework. 

Banking services in Switzerland are 
primarily associated with private banking 
and wealth management. In contrast, asset 
management, which for many banks and 
financial services companies is a core 
activity, has tended to stay more on the 
side lines. And yet the importance of asset 
management for the Swiss financial centre 
cannot be overestimated. It is more than 
justified to put forward some ideas and 
strengths that can help Switzerland to 
develop into a globally recognised centre for 
asset management as well.

Asset management in Switzerland 
is an important mainstay of the Swiss 
financial sector. Internationally, Swiss asset 
management represents the highest level 
of reliability, independence and quality 
and is known and recognised for these 
characteristics throughout the world.

Switzerland, namely its fund and asset 
management trade bodies and industry 
associations are currently working on 
implementation measures for a strategy 
in order to boost asset management in 
Switzerland. The goal is to formulate a joint 
basis to continue looking into the issues 
affecting asset management. The Swiss 
Funds Association SFA together with the 
Swiss Bankers Association (SBA) has 
placed the various measures into an overall 
strategic context as they relate to a range of 
strategies across the entire Swiss financial 

centre. In addition, the measures we have 
proposed often require a broad consensus 
among political and supervisory authorities 
for their implementation.

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, 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.

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 
are based in or around Switzerland. n

Markus Fuchs is senior 
counsel with the Swiss Funds 
Association SFA

“Swiss asset management 
represents the highest level 
of reliability, independence 
and quality and is known 
and recognised for these 
characteristics throughout 
the world.”
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reasonable,” comments Christopher Cruden, 
CEO of Insch Capital SA, and a long-term 
advocate of fund manager regulation in 
Switzerland.

This is a radical shift for a country where 
secrecy and discretion have long dominated. 
But the world has changed immeasurably 
in recent years. Since the financial crisis in 
2008, global regulators have been quick to 
implement change, to shore up the financial 
framework and avoid another catastrophe. 
Switzerland is no longer a stand-alone 
country free to operate as it pleases. 

As a result, the Federal Council (the 
seven-member executive council which 
constitutes the Swiss federal government) 
has been jolted into action. In July this year, 
the European Union will usher in the long-
awaited Directive for Alternative Investment 

“Hell, there are no rules here – we’re trying to 
accomplish something.” Thomas A Edison.

On 1 March 2013, Swiss fund managers 
awoke to a new dawn. Overnight, they had 
gone from operating in a market free of 
the shackles of regulation to one where 
the Swiss government gave its imprimatur 
to the revised CISA (Collective Investment 
Schemes Act). This, along with the Collective 
Investment Schemes Ordinance (CISO), 
means that all Swiss-based asset managers 
overseeing fund investments now fall under 
the watchful gaze of FINMA, the Swiss 
regulator. 

“Where we are in Ticino (southern-most 
canton), I got the sense that when the 
original rules came out, managers here were 
terrified. It was like the sky was falling in. But 
the revision was much better and far more 

Swiss regulation will not 
adversely impact fund 
managers’ activities 

By James Williams

Jur Isd Ict Ion
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Fund Managers (AIFMD). This will require all 
Alternative Investment Fund (AIF) managers 
to register with an EU member state – e.g. 
UK, Ireland, Luxembourg – following which 
they will then be able to passport their 
fund(s) across all other EU member states. 
Think UCITS regulation for alternative fund 
managers. 

Unsurprisingly, Switzerland, with its 
revised CISA, is aiming to achieve an 
equivalent regulatory framework to that of the 
Directive. “In summary the final result reflects 
common parameters similar to the European 
regulation. The approved new regulation can 
be considered as a reasonable compromise 
for the industry,” comments Hans-Jorg 
Baumann, Senior Partner and CEO of Swiss 
Capital Group, a Zurich-based firm that offers 
services spanning alternative investments, 
corporate finance and wealth management. 

Baumann notes that given that Level 2 
implementation of AIFMD is yet to be fully 
crystallised it’s difficult to predict whether all 
elements of the Directive will be compatible 
with current Swiss regulation. “However we 
feel comfortable that Switzerland matches 
the main relevant criteria to be outlined 
within the European framework of AIFMD. It 
has to be said that Switzerland is not part of 
the European decision making process. It will 
look at the final European guidelines and try 
to be flexible to make sure that cross-border 
business reciprocates European standards.”

To clarify, the revised CISA only applies 
to managers who manage their clients’ 
money through a fund. If that money is being 
managed through mandates (e.g. managed 
accounts), they don’t need to be regulated. 
Although, as Dr Matthaeus Den Otter, CEO 
of the Swiss Funds Association (SFA), 
points out: “Under CISA, it’s a Directive 
just like the AIFMD where the collective 
investment scheme is the point of reference, 
nothing else. It’s focused on the product, 
not the activity of the manager – hence why 
managed accounts are not regulated under 
the Directive.

“Currently, we cannot use CISA to 
introduce a general licensing requirement 
for anyone managing money for clients. 
But discussions to do so have started (a 
Financial Services Bill is currently under 
discussion). Our position, to be clear, is that 
eventually we want everybody managing 

money to come under the supervision 
of FINMA.”

Like the Directive, a “de-minimis” 
rule applies to fund managers. Only 
those managers with total AuM of up to 
CHF100million (including assets acquired 
through use of leverage) and CHF500million 
(where no leverage is applied) need obtain 
a FINMA license, confirms Daniel Roth, 
Head of FDF Legal Services and General 
Secretariat at the Federal Department 
of Finance. 

As mentioned, fund managers like Cruden 
welcome this new era of regulation because 
“it’s a basic block of credibility. It’s a must-
do thing. We’ve always held this position. It 
is right and proper that you get the highest 
level of transparency in your business, and 
being regulated is a part of that.”

Cruden says that Insch Capital was one 
of the first managers to approach FINMA to 
sign up for the license, only to be told by 
the regulator that it was unnecessary right 
now. That’s because only the very largest 
managers are being initially targeted. 

While Cruden clearly sees revised CISA 
as a positive development, he nevertheless 
regards it as a catch-up exercise. “Now 
Switzerland has to try and earn its living, 
both internally and externally, and to do 
that they’re going to need a similar form 
of regulation to Europe that the rest of the 
world recognises and wants to see. That’s 
why we are where we are.”

One interesting point that Cruden makes 
is that because of the country’s cantonal 
system, there are substantial differences 
between cantons: one cannot simply say 
that the new rules and regulations will be 
applied equally across the country. Ticino, 

Jur Isd Ict Ion
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“Where we are in Ticino, 
I got the sense that when 
the original rules came 
out, managers here were 
terrified. It was like the 
sky was falling in. But the 
revision was much better 
and far more reasonable.” 
Christopher Cruden, Insch Capital
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Onshore hedge fund 
servicing in Switzerland

Interview with André Valente

The opportunity to leverage onshore 
administration services for hedge fund 
managers is gathering momentum in 
Switzerland. And UBS Fund Services in 
Switzerland plans to be at the forefront, 
according to André Valente who heads up 
the business.

This view is based on the premise that, 
despite regulatory changes, increasing interest 
for alternative investments will continue. And 
not just in hedge funds, but other “alternatives” 
as well. For example, as Switzerland moves 
its energy policy away from nuclear energy 
towards clean energy, this will likely create 
a number of private equity and infrastructure 
deals in the coming years. 

“Swiss institutions have between two and 
10 per cent of their assets invested in non-
traditional asset classes, either wrapped in 
a FoHF structure or, if the institution is large 
enough, tailor-made managed accounts. 
At UBS, in recent months we’ve launched 
a few products for institutional investors 
with both Cayman as the domicile for FoHF 
structures, and Switzerland as the domicile 
for infrastructure or PE limited partnerships 
and FoHFs,” says Valente. 

It’s this expectation that Swiss institutions 
will continue to favour alternatives that UBS 
believes will make Switzerland a compelling 
market to expand its onshore administration 
offering. Many of the 300 to 400 hedge 
fund managers based in Switzerland 
probably have a relationship in some form 
or other with UBS (e.g. Prime Services), 
and as Valente explains:“We are proactively 
approaching them and saying, ‘You can 
use our global capability in Ireland, Cayman 
etc, but we have onshore administration 
capabilities here so regardless of the 
operative hub domicile, why not have a 
single close relationship with us here’.

There are three prerequisites, says 
Valente, that administrators will need to take 

advantage of this opportunity. The first is 
to have a global offering. “If you are a well-
established name in the hedge fund industry, 
as UBS is, your starting point is good. We 
have a strong footprint in many offshore 
markets such as Cayman, Singapore, 
Jersey, and although not exactly offshore, 
Dublin. We also have a strong footprint 
in Luxembourg and Switzerland. We can 
leverage a wide range of services in each 
market. It is vital to provide managers with 
everything they need.”

Second is to provide a strong governance 
framework. UBS is able to support managers 
in establishing the management company for 
a Swiss-domiciled product, risk management 
and legal support. It has a long history 
in providing effective governance, and 
with regulation and investor demands for 
transparency, having the right systems and 
controls in place is necessary.

The third prerequisite, unsurprisingly, is to 
provide first-class asset servicing capabilities. 
“We use Geneva® for single hedge funds 
and FoHFs. We have a database for 
sourcing prices for FoHFs worldwide. We 
are also implementing Investran® for private 
equity, infrastructure and real estate funds 
here in Switzerland. And we have already a 
multi-billion alternative funds administration 
in Switzerland.That ensures that we have 
a comprehensive system that can interface 
seamlessly with the client and deliver 
accurate, transparent reporting.”

It appears that managers are already 
showing signs of interest in developing this 
onshore relationship. 

“Some local managers with a German or 
Swiss background say that if you are able to 
provide German-based reporting, fantastic. It 
seems that proximity, in terms of language 
and culture, could play an important role. 
It’s still early days but the initial signs are 
positive.”n

André Valente, Head of UBS 
Fund Services

uBs Fund serV Ices
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How to profit from the 
interest rate environment

Interview with Paul nicholson

Paul Nicholson, CFA, Portfolio 
Manager, Harcourt Investment 
Consulting AG

Vontobel Fund – Absolute Return Bond 
is designed to help clients overcome 
the challenges of uncertainty in today’s 
historically low interest environment. The 
fund’s flexible strategy is composed of four 
sub-strategies: one in cash management, to 
produce yield, and three “alpha” producing 
strategies covering currencies, rates 
and credit. The objective is to produce 
a straddle pay-off that allows the fund 
to generate consistent returns in stable 
market conditions, but to then generate 
outperformance in rising and falling markets. 

“In terms of diversification we look to 
introduce convexity characteristics. The 
straddle pay-off profile is designed to benefit 
through large market moves; i.e. if interest 
rates rise or fall sharply or credit spreads 
widen or tighten significantly. We can only 
do that by executing a strategy that is 
both liquid and dynamic,” comments Paul 
Nicholson, Portfolio Manager, cash bond 
strategies for the fund.

The fund’s performance target is Libor plus 
200 basis points. Year-to-date, it is up 0.80 per 
cent, having returned 3.3 per cent in 2012.

With respect to cash management, the 
fund mainly focuses on the bonds of G4 
governments in addition to looking for yield 
pick-up in instruments such as Australian 
semi-government, for example Queensland 
Treasury Corporation. 

The straddle pay-off is only used in the 
three alpha-generating strategies, where the 
investment team, led by Massimilano Gnesi, 
analyses the markets for asymmetric themes 
to trade on. The fund’s alpha strategies 
across interest rates, credit markets and 
currencies, utilise only liquid derivative 
instruments for implementation. 

“If you look at other traditional fixed 
income funds and some absolute return 
funds, they take advantage in their return 
profile of illiquidity premia that are inherent 

within the corporate bond. This is an 
attractive carry proposition in stable markets 
but when markets get stressed the liquidity 
of these instruments is quite poor and the 
cost to unwind these positions can be 
significant. That is why we view ourselves 
as having an edge over other participants by 
being more liquid,” explains Nicholson.

The Vontobel fund takes no long-term 
directional view on the markets, instead 
reacting to whatever scenario develops and 
positioning the portfolio accordingly. This is 
the core concept that allows the fund to be 
dynamic, and will be long or short duration, 
dependent on market trends. It has the ability 
to take advantage of rising interest rates 
on the one hand, or a potential deflationary 
episode on the other. 

“Should there be an economic downturn, 
we could see credit spreads widening. The 
key to our strategy is that it’s flexible. We 
can be short credit in that environment to 
add value to investors.”

With 30-year treasury yields at historically 
low yields, should interest rates climb to 5 
per cent within one year, the fund would 
construct an asymmetric theme so as to 
provide the straddle strategy for investors to 
take advantage of. 

“The fund implements a technical trading 
approach, through a trend-following strategy 
where we wait for entry signals to emerge. 
Once we get them, the position is entered 
by the fund. This approach allows us to 
take advantage, if that trend continues to 
strengthen and rates continue rising, and 
hence deliver outperformance in the straddle 
pay-off profile,” says Nicholson.

“The key message for us is that we can 
generate absolute returns both in rising and 
falling interest rate environments. This allows 
us to offer diversification for traditional fixed 
income investors that are susceptible to 
interest rate and credit exposures.” n
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for example, has two levels of regulation: 
the first level is a basic Self-Regulating 
Organisation (SRO), which all asset 
managers belong to. The second is canton-
level regulation. 

“The reason they have this dual level of 
regulation in Ticino is because a) they think 
it’s required, and b) it gives extra comfort to 
investors, which in my view is a good thing. 
In Ticino, the regulators are approachable 
and not adversarial which is vitally important. 
I hope this dual regulation doesn’t disappear 
under FINMA. The transition that FINMA has 
in mind is going to be complex and far more 
time-consuming than anyone first envisaged. 
But I think they’ll get it done right.”

Two key benefits under the revised CISA 
are that foreign-based asset managers will 
now have the opportunity to set up a local 
branch in Switzerland, should they wish to. 

Additionally, with respect to fund 
distribution into the country, Den Otter 
says that the rules under CISA are “less 
prescriptive” than those in the EU and that 
private placements will continue to exist 
until 2018 at the latest, especially when 
doing business with regulated financial 
intermediaries such as banks and broker-
dealers. “Our distribution market will 
therefore remain very attractive,” says Den 
Otter. “We also expect Switzerland to remain 
attractive as a hub for institutional business 
in non-EU-countries all over the world.”

Before coming to the issues of fund 
distribution and “outward equivalence” – both 
of which could potentially put Switzerland at 
a distinct disadvantage – it is worth touching 
upon the issue of “inward equivalence”. 

In a nutshell, this is the same rule that 
applies to the AIFM Directive in that any 
non-EU manager wishing to market their 
products will need to have a bilateral 
cooperation agreement in place between 
the jurisdiction they operate out of, and the 
Swiss government. This puts Switzerland on 
an equal footing with the rest of Europe. 

Roth explains: “External managers are 
henceforth subject to the revised CISA 
instead of simply being offered the possibility 
to apply for an authorisation. They are 
furthermore allowed to establish a branch 
on certain strict conditions and, if they do 
so, must comply with all legal requirements 
applicable to Swiss fund managers.”

Two areas where revised CISA goes 
further than AIFMD
While the intentions of revised CISA are to 
replicate the AIFMD in Switzerland, thereby 
creating a level playing field, in some 
respects it is a more onerous regulatory 
framework. The fear is that this will have 
serious long-term implications for the 
competitiveness of the Swiss fund market; 
an industry which generates gross added 
value of CHF7.5billion annually and employs 
around 21,000 people, according to the Swiss 
Funds Association.

Two elements of revised CISA in particular 
are causing concern among managers. The 
first relates to how funds can be distributed 
under “inward equivalence” in Switzerland, 
while the second relates to how Swiss-based 
managers perform their own marketing 
activities across the rest of Europe under 
“outward equivalence”. 

Representative agents = higher costs
The way that external managers distribute 
into Switzerland has irreversibly changed 
under revised CISA. Previously, a US 
manager of a Cayman hedge fund could 
fly into Zurich, do a road show for 20 
different pension funds and conduct private 
placement in an entirely unregulated fashion. 

That is no longer possible.
What revised CISA has done is delineate 

between qualified and non-qualified investors 
meaning that there are three channels 
of distribution available. The first is retail 
distribution of UCITS funds to non-qualified 
investors (no change to regulation). The 
second is traditional private placement 
distribution where asset managers use 
regulated financial intermediaries (banks, 
broker-dealers). The third and final route is 
distribution to qualified investors; what was 
previously referred to as private placement. 

5 “Our position, to be clear, 
is that eventually we 
want everybody managing 
money to come under the 
supervision of FINMA.”
Dr Matthaeus Den Otter, Swiss Funds 
Association
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with a professional asset management 
department;

• High net worth individuals who “opted in”, 
i.e. opted to be qualified;

• Investors who entered into a written 
discretionary asset management 
agreement with a regulated financial 
intermediary, including external asset 
managers (and did not “opt out”).

Daniel Häfele, Chairman and CEO, Acolin 
Fund Services AG, which specialises in fund 
distribution across Europe and Switzerland, 
thinks that the need for representative 
agents will potentially limit the number of 
external funds and providers distributing 
in Switzerland. “We have 600 management 
companies distributing into Switzerland at the 
moment, maybe 100 or so will stop doing so 
because of the cost implications.” 

Häfele notes that most regulated financial 
intermediaries are actually driving managers 
to register their products with representative 
agents before they’ll consider introducing 
them to their qualified investors. Why? 
Because under the new regulations, were a 
bank employee to accidentally distribute a 
fund factsheet to a non-qualified investor, it 
could be hugely problematic. 

“The requirements set out in article 3, 
paragraph 4 of CISO demand that any 
information distributed to regulated financial 
intermediaries (RFIs) must not be seen by 
any other qualified or non-qualified investors. 
So we expect that the majority of RFIs will 
ask to be treated as qualified investors,” 
says Häfele. 

Managers have two years to appoint 
a representative yet Häfele observes that 
there is a rush among Acolin’s clients to 
get the ball rolling straight away. “There’s 
no reason for any manager today to appoint 
a representative. We don’t have a sample 
distribution agreement from the SFA yet. We 

To do this, a non-Swiss manager may 
continue to privately place his offshore 
hedge fund(s) to qualified investors 
(institutions) but they will now be required 
to appoint a representative and a paying 
agent in Switzerland. That’s the sea change 
that external managers now face. The result 
being that they will, as a consequence, face 
additional costs. 

“It will become more burdensome,” 
says Den Otter. “But if you want to actively 
target pension funds, then you need this 
representative agent. 

“Let’s see whether this really will 
improve investor protection. FINMA was 
hit with complaints from investors post-
08 because of FoHFs using side pockets 
and freezing assets. Even though they 
had representatives in Switzerland, all of 
a sudden those foreign funds cancelled 
contracts with their local Agents and were 
nowhere to be seen anymore. That’s why 
CISA has also introduced a requirement that 
the cancellation of the contract between the 
foreign fund company and the Representative 
Agent needs prior approval from FINMA.

 “I’m fully aware that this makes things a 
bit more bureaucratic and costly but we’re 
working hard to prepare the necessary 
documents for dealing with these rules.”

Hannes Glaus is a partner at law firm 
Bratschi Wiederkehr & Buob in Zug. He 
notes that the appointment of a Swiss 
representative requires an agreement in 
writing between the representative and the 
investment fund (manager) meeting certain 
requirements. 

“The representative itself is a regulated 
person and must ensure on the one hand 
the smooth flow of information between the 
investment fund and the Swiss investors 
as well as FINMA. Most importantly, the 
representative is, on the other hand, 
responsible for the compliance of the 
distribution agents with Swiss law.” 

As a rough summary the following 
persons are deemed to be qualified investors 
requiring lesser protection in particular 
with regard to the distribution of non-Swiss 
investment funds:
• Regulated financial institutions (banks, 

insurance companies, securities dealers, 
fund management companies); 

• Pension funds and business enterprises  15

“We have 600 management 
companies distributing into 
Switzerland at the moment, 
maybe 100 or so will stop 
doing so because of the cost 
implications.”
Daniel Häfele, Acolin Fund Services
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   Outstanding track record – 15 years experience in generating attractive risk-adjusted returns

   Signifi cant asset base – USD 25 billion in alternative assets under management

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

   Worldwide reach – 7 offi ces in Pfaeffi kon, New York, Dublin, London, Hong Kong, Beijing and Tokyo

   Large, international team – 190 people representing 36 nationalities, speaking 29 different languages 

   Global client base – 300 sophisticated institutional investors in 32 countries
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Insurance-linked  
strategies can be a 
compelling diversifier

Interview with Pius Fritschi
Last year, LGT Capital Partners saw its 
hedge funds business grow 20 per cent. 
This, says Pius Fritschi, Head of Hedge 
Fund Business Development at LGT Capital 
Partners, shows that demand for hedge fund 
strategies remains strong. But increasingly, 
institutional investors are searching for new 
sources of risk-adjusted returns when it 
comes to investing in hedge funds.

Diversifying strategies such as insurance-
linked strategies (ILS) are one of these 
sources gaining traction. Fritschi says that 
this is helped by the fact that LGT Capital 
Partners is spending an increased amount of 
time working with clients on exploring “What 
if…” scenarios to arrive at optimal hedge fund 
strategy allocations.

“Institutions are not looking at products, 
they spend time looking at top-down 
allocations and using scenario analysis. We 
are one of few providers who have 10 years 
or more of data across all asset classes, 
which we can use to engage in meaningful 
discussion with clients, and help them 
understand how to use hedge funds to make 
their portfolios more robust. 

“There are still interesting opportunities in 
credit but ILS is the most decorrelated of all 
diversifying strategies. When an earthquake 
happens there’s no major net impact on 
equity markets because some companies 
lose but the likes of construction companies 
benefit,” says Fritschi. 

Insurance-linked strategies tend to fall 
into two main categories: firstly, catastrophe 
bonds, which, as their name suggests, are 
linked to the reinsurance of low probability 
high impact events such as hurricanes, 
earthquakes, tsunamis. Secondly, so-called 
‘collateralised reinsurance contracts’, which 
Fritschi comments is a more specialised, 
wider market but with fewer participants and 

therefore more attractive yield opportunities. 
“Within ILS, more recently there’s been 

pressure on returns in cat bonds. More 
investors are favouring cat bonds, and this 
is reducing return opportunities even though 
potential losses remain the same so the 
opportunity for outperformance has reduced 
slightly and prices have tightened.

“What we see is that more sophisticated 
investors are moving into the re-insurance 
contract space. This is where we see more 
opportunities.”

One of the key advantages to ILS as an 
asset class, aside from the decorrelation 
factor, is that investors can easily steer the 
risk/return profile. In that sense, they are 
a highly flexible fit for clients’ portfolios. 
Indeed, LGT’s own USD 9billion multi-
strategy fund has been investing in ILS since 
2003. One of the managers that it invested 
with was ClaridenLeu, a Zurich-based bank/
asset manager running USD2billion in ILS. 
Last summer, LGT took the decision to 
acquire the 10-strong team when it was 
looking for a new home. 

This is an important point. As an ILS 
investor itself, LGT practices what it 
preaches. “This helps build trust and makes 
a big difference,” says Fritschi, who confirms 
that LGT currently invests in 5 or 6 ILS 
managers within the portfolio. This equates 
to a 4 per cent allocation.

Libor plus “3 to 8 per cent” is the typical 
rate of return says Fritschi, depending on the 
level of risk investors want to take. 

Reinforcing the potential benefits of 
ILS to investors, Fritschi concludes by 
saying: “People see ILS as something that 
works. The structure works: it’s liquid, it’s 
decorrelated, it offers different risk returns. 
It’s a proven concept and sophisticated 
investors are looking closely at ILS now.” n

Pius Fritschi, Head of Hedge 
Fund Business Development at 
LGT Capital Partners

lgt  cAP ItAl  PArtners
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Acol In  Fund serV Ices

New Swiss regulations on 
marketing of alternatives

Interview with daniel Häfele
Whereas previously regulation was targeted 
at public marketing of financial products 
to retail clients, the laws now cover the 
distribution of all collective investments (CIS) 
in Switzerland, including AIFs such as hedge 
funds, private equity funds, as well as UCITS 
and other retail products.

In this note we are not judging the legal 
situation but rather the commercial effects on 
distribution and marketing activities.

Distribution to qualified investors now 
covered by regulation
Non-Swiss domiciled fund providers need 
to check first whether their activities in 
Switzerland can be classified as “distribution” 
as defined in CISA article 3.  
regulated financial intermediaries
The law does not cover offering and 
marketing of funds exclusively to Regulated 
Financial Institutions (RFI) as listed in CISA 
article 10 paragraph 3a+b (banks, securities 
dealers, fund management companies, 
insurance companies). Additionally, self-
directed investments, or those based on a 
discretionary management mandate, are out 
of the scope of the law.

However, the requirements set out in 
article 3, paragraph 4 of CISO demand that 
any information distributed to RFIs must 
not be seen by any other qualified or non-
qualified investors. So we expect that the 
majority of RFIs will ask to be treated as 
qualified investors as specified below. 
Qualified investors
According to the new law, qualified investors 
will be defined as follows:
• Regulated financial intermediaries;
• Public corporations, pension funds and 

private companies with a professional 
treasury;

• Wealthy individuals who opt in; 
• Investors who have signed a discretionary 

investment management agreement with 
a regulated financial intermediary or an 

independent asset manager provided 
that they have not requested in writing 
to be treated as non-qualified investors 
(opting-out).

NEW: Obligation to appoint a 
representative and a paying agent
What was termed “Private Placement” before 
is now mostly considered “distribution to 
qualified investors”. The revised CISA now 
demands that all CIS offered to qualified and 
non-qualified investors in Switzerland have to 
meet the following preconditions:
• Appoint a representative and a paying 

agent;
• Sign a distribution agreement with the 

representative, which precisely defines the 
nature of your distribution activities, and to 
whom Swiss law is applicable;

• Proof that you have authorisation to 
distribute CIS in your country of origin;

• Adding the representative and the paying 
agent to all Swiss fund documents 
(including KIIDs) available in a Swiss 
official language;

• Country of origin has signed a 
cooperation agreement with Switzerland.

A transition period of two years has been 
set to implement the new distribution 
requirements (1st March 2015). 

More stringent requirements
The requirements concerning the legal 
representative’s organisation have increased 
and will possibly be tightened by FINMA’s 
guidelines, which are yet to be published. 

If managers are currently distributing CIS 
to non-qualified investors in Switzerland 
and their representative is a bank, we 
recommend that they contact them soon to 
find out whether they will remain in this line 
of business (transition period 1 year). If a 
new representative is needed, we at Acolin 
Fund Services AG are happy to open up 
discussions. n

Daniel Häfele, Chief Executive 
of Acolin Fund Services
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will get this during Q2, and only then will we 
be able to tell fund providers what is needed 
and not needed.”

Baumann believes that for small- and mid-
sized institutional clients “this representative 
function limits information freedom, but as 
we all know there is no freedom without 
limits – however, the limits of freedom always 
have to be weighed carefully. This balancing 
act in respect of regulation gives a lot of 
ground for criticism amongst various parties.”

Outward equivalence – the “third 
country” issue
The cost implications of distributing funds 
into Switzerland could potentially stifle the 
country’s competitive edge under revised 
CISA. On top of this, Swiss-based managers 

face having to deal with outward equivalence 
when marketing their products into the EU 
as Switzerland is considered a “third country” 
under the AIFMD. 

Through amendments to CISA, and 
thanks to a cooperation agreement signed 
by FINMA and ESMA on 3 December 2012 
– Switzerland is the only country to have 
signed such an agreement, along with Brazil 
– Swiss asset managers can continue to 
manage AIFs in the EU through delegation 
and continue with private placement to 
institutional investors. 

“Acknowledgment of outward equivalence 
under revised CISA is expected to secure 
access to the European market for Swiss 
fund managers as well as fulfill international 
standards,” says Roth. “This issue is even 
more important for smaller fund managers 
who have no representation in a EU-member 
state and would, when lacking outward 
equivalence, no longer be authorised to 
manage EU-based funds in Switzerland.”

This will continue up until 2015 at which 
point, potentially, ESMA will allow third 
country managers to passport their AIFs 
across all 27 EU Member States, provided 
they have a single physical presence in 
the EU. Up until then, any Swiss managers 
wishing to distribute across the EU will 
have no choice other than to establish a 
representative office and become AIFMD-
compliant: a costly exercise. 

Of course, this is not a problem for large 
asset managers as most of them already 
have offices in the EU. “Some smaller 
asset managers, however, now will have 
to decide where to set up shop within the 
EEA to comply with the new AIFMD,” says 
Den Otter. 

For those that can’t afford this option, 
the cause for concern under outward 
equivalence is that between now and 2015, 
some EU Member States – Germany, for 
example – might turn around and simply end 
their private placement regimes. 

Häfele, though, remains upbeat: “It’ll be 
a little more difficult for Swiss AIFs to be 
distributed over the next two years, but 
they will not be closed out of the market. 
Managers shouldn’t have any problems 
continuing to manage their funds thanks 
to the cooperation agreement signed with 
ESMA.” n

Jur Isd Ict Ion

11 
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etoPs

Three common myths in 
operational outsourcing

Interview with Michael Appenzeller
While some managers are moving quickly 
to adapt their operating business model by 
outsourcing middle- and back-office functions 
to become more cost-efficient, common 
misconceptions remain. Michael Appenzeller, 
Co-founder of Etops, a Pfaffikon, Geneva 
and Bratislava-based company specialising 
in operational solutions for single managers 
and those managing multi-manager 
portfolios, is keen to dispel a few myths. 

Myth #1 – Managers should have a 
core competency in operations
Managers have got a lot on their plate 
today. Aside from regulatory pressures, 
and investors becoming more discerning in 
terms of whom they invest with, operating 
margins are also tightening and the whole 
exercise of “alpha generation” is harder 
than ever. Ultimately, says Appenzeller, the 
core focus for any manager today has to be 
on generating performance. Nothing more. 
Nothing less. They have no recourse to get 
sidetracked developing myriad operational 
processes to ensure that regulatory 
compliance is being upheld. 

“Operations is something that has to 
be done right, and by specialists. With 
added complexity throughout the industry 
process chain, all the rules governing 
managers under regulations like the AIFM 
Directive; that’s what operations takes 
care of. Not to mention staying nimble 
enough to adapt to rapidly evolving client 
needs and customisation requests. It yields 
significant results to outsource operations to 
specialists and concentrate on being your 
own specialist. It saves costs and radical 
specialisation, ultimately, will have an effect 
on performance.” 

Myth #2 – Operational outsourcing is 
too much of a disconnect 
“We work closely with traders and 
portfolio managers and actually become 

an embedded part of our clients’ teams,” 
stresses Appenzeller. “We are part of the 
way they work, but at the same time we are 
able to serve them as absolute specialists 
in our field.” The need for a close working 
relationship is essential and cannot be 
compared to the relationships a manager 
traditionally has with other third parties such 
as administrators and prime brokers. 

“We work to understand the operational 
needs of each client, rather than applying 
our own solutions. We have to understand 
every detail of a client’s operations, 
otherwise we can’t be effective; we really are 
client-centric in our approach.” 

Myth #3 – Outsourcing creates 
regulatory questions 
The opposite is by-and-large true in 
Appenzeller’s opinion: “The main concern 
of regulators is with portfolio and risk 
management. Regulators watch the formal 
compliance of a manager and its activities, 
being concerned about investor security 
and the stability of a management company. 
Operational outsourcing helps strengthen 
those areas so regulators actually welcome it.”

With respect to regulation, independent 
outsourcing providers such as Etops focus on 
ascertaining the long-term strategic objectives 
of the manager, as opposed to operational 
ones. Larger management firms will typically 
have multiple offices, so for them, it’s more 
a case of deciding where they wish to be 
regulated. For smaller managers, it becomes 
more of a hand-holding exercise says 
Appenzeller, who adds: “It’s much easier to 
get the regulatory side of things in place at 
the start, even for those who don’t yet need 
to be regulated, as opposed to doing it further 
down the line, which creates legacy issues. 
Regulation is just one factor speaking for a 
close look at your operational set up. We 
are specialists in this, so if we like it or not, 
regulation keeps us busy too.” n

Michael Appenzeller, 
Co-founder of Etops
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Overv i ew

“We had our best inflows as a company last 
year and I think we’ll continue to see inflows 
into alternative investments in 2013,” confirms 
Pius Fritschi, Head of Hedge Fund Business 
Development at LGT Capital Partners. 

Last year, the firm’s hedge fund business 
grew an impressive 20 per cent. One of 
the main drivers, generally speaking, of 
increasing allocations among institutions, is 
the perniciously low interest rate environment 
the financial community now finds itself in. 
This is what happens when Mr Bernanke 
and other central bankers pump the 
economies with new money and create 
artificial growth, driving down yields as 
a result.

“This is forcing investors to diversify and 
search for new sources of returns so I think 
there will be continued growth. I’m 100 per 
cent convinced of that. The only part that 
is not helping, a counter-trend if you will, 
is increasing regulation and increasing 
focus on cost ratios in Switzerland. This 
is a Switzerland-specific issue where we 
see things such as cost benchmarking 
happening, which isn’t helping active 
managers,” adds Fritschi.

Some managers like Swiss Hedge Capital 
AG have gone out of their way to become 
regulated. Its Swiss Hedge Trading Fund 
became Switzerland’s first ever FINMA-
approved single manager hedge fund in 

Swiss investors favour 
diversification and new 

sources of returns
By James Williams

Industry
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March 2011, which the firm launched in 
conjunction with Swiss & Global Asset 
Management. 

Whether the introduction of revised CISA 
will prompt other managers to follow suit 
and move existing offshore fund strategies 
onshore remains to be seen, but Gerhard 
Schreiber, founder and managing partner at 
Swiss Hedge Capital, certainly believes it will 
become the norm:

“Some smaller managers will suffer in the 
long-term from the cost impact and will look 
to be embraced by an umbrella organisation. 
It will also help institutional investors, 
who were restricted in their allocation of 
alternative investments previously, to expand 
their investments into hedge funds. This is a 
further benefit of being regulated.” 

Following the financial crisis, Swiss 
Hedge Capital approached FINMA to 
understand what their requirements were 
to launch a FINMA regulated fund. It was, 
says Schreiber, the company’s goal “to stay 
ahead of the curve and to adapt to the new 
requirements as quickly as possible”. 

The end result is that the firm now 
manages four funds “pari passu” with 
the same investment strategy, domiciled 
in the Cayman Islands, Luxembourg and 
Switzerland respectively. 

“We are regulated by the CSSF for our 
UCITS IV funds, Swiss Hedge Luxtrade and 
Swiss Hedge Twintrade, and regulated by 
FINMA for our Swiss Hedge Trading Fund,” 
confirms Schreiber. 

Under Switzerland’s new regulatory regime 
will investors be satisfied that the manager 
is regulated, yet the fund remains offshore? 
Or will they pressure managers to launch 
onshore-domiciled products? 

UBS Fund Services in Switzerland plans 
to be at the forefront of increased onshore 
domiciliation, according to André Valente 
who heads up the business. 

“I’m confident the asset management 
industry and fund administration industry will 
grow significantly in the next two to three 
years here and become a reference point 
for asset management and asset servicing 
for onshore and offshore products in 
Switzerland,” says Valente. 

It’s not just administrators who are hoping 
to benefit from Switzerland’s regulated 
market.

Alexandre Col, Head of Asset 
Management at Banque Privée Edmond de 
Rothschild SA (BPER), notes that one area 
where FoHF managers could potentially 
profit from regulation relates to the issue of 
external fund managers needing to appoint 
a representative agent if they wish to 
continue privately placing their products in 
Switzerland. The obvious downside to this is 
the cost implication. But as Col explains:

“Under the revised CISA, single manager 
hedge funds without a local representative 
will no longer be able to directly approach 
certain clients. Of course, taking a 
representative agent will cost time and 
money and some may renounce. But there 
is a simple alternative for investors to get 
access to these managers: by investing 
through FoHF managers. The Swiss law 
imposes the use of an intermediary on some 
clients for fund selection, which I think is a 
wise way to organise the industry.” 

Today’s institutional investors are under 
huge pressure to hit their investment targets 
and meet their liabilities. Traditional asset 
classes can no longer be relied upon too 
heavily, meaning alternative investments have 
the chance to shine.

“We’ve seen increased interest in 
private equity, real estate, infrastructure. In 
particular real estate because it’s one area 
that still offers interesting yields. The Swiss 
real estate market is still in the forefront 
of institutions’ minds. I expect interest in 
alternatives to build in the coming months. 
We launched a FINMA-regulated limited 
partnership in Switzerland recently, which  23

Industry

“I’m confident the asset 
management industry and 
fund administration industry 
will grow significantly in the 
next two to three years here 
and become a reference 
point for asset management 
and asset servicing for 
onshore and offshore 
products in Switzerland.” 
André Valente, UBS Fund Services
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BrAtscH I  W IederkeHr &  BuoB

The Swiss Collective 
Investment Schemes Act

By Hannes glaus

Hannes Glaus, Partner at 
Bratschi Wiederkehr & Buob 
(“Bratschi-Law”)

scheme regardless of the actual legal form.
In conclusion, a Cayman hedge fund 

hosting a “private” presentation to a small 
circle of family offices in a prestigious Zurich 
hotel requires the prior appointment of a 
representative and paying agent.

Distribution to non-qualified investors
Distribution to non-qualified investors 
requires, in addition to the appointment of 
a representative and a paying agent, the 
approval of the investment fund and the fund 
documentation by FINMA. 

Licensing requirements for asset 
mangers
In line with the AIFMD, the revised CISA 
provides that all asset managers of (Swiss 
and foreign) collective investment schemes 
above certain thresholds must obtain a license 
from FINMA. Managers of investment funds, 
whose investors are only “qualified investors”, 
are exempt from obtaining a license if one of 
the following conditions is fulfilled:
• The investment fund’s AuM, including the 

use of leverage, does not exceed CHF100 
million; or

• The investment fund’s AuM is closed-
ended (for at least 5 years), unleveraged, 
and does not exceed CHF500 million

The licensing criteria are largely the same 
as under the old law comprising the 
requirements for adequate organisation 
(functional separation of investment decision, 
execution and administration), independent 
risk and compliance function, predominately 
independent, non-operative board members, 
FINMA-approved auditors and adequate 
capitalisation. 

It is important to note that FINMA is 
unlikely to tolerate the hitherto popular 
structure where the Swiss asset manager 
is officially only acting as an investment 
advisor to an offshore or other foreign asset 
manager with insufficient or no substance. n

On 1 March 2013 the revision of the 
Swiss Collective Investment Schemes Act 
(“CISA”) as well as the amended Collective 
Investment Schemes Ordinance (“CISO”) 
came into effect. Two areas of the legislation 
are particularly noteworthy: the distribution 
of non-Swiss investment funds and the 
regulation of Swiss asset managers of 
(foreign) alternative investment funds. 

The introduction of the licensing 
requirement was the main motive for 
the legislation in order to enable Swiss 
managers to act as delegated asset 
managers for EU alternative investment 
funds under article 20 of the EU Directive on 
Alternative Investment Fund Managers of 8 
June 2011 (AIFMD).

Distribution to qualified investors: 
abolishment of the private placement 
regime
Prior to the revision only the “public offering” 
of non-Swiss investments funds was subject 
to regulation. The revised CISA abolishes the 
concept of public distribution and thereby also 
the private placement regime. Subject to a 
few noteworthy exceptions, any distribution, 
public or private, is now regulated. 

The degree of regulation depends on 
whether the investment fund is marketed to 
qualified investors only or also to non-qualified 
investors, i.e. the public at large. Whereas 
marketing to the general public is subject 
to a rigid admission procedure with FINMA, 
marketing to qualified investors requires only 
the appointment of a (FINMA licensed) Swiss 
representative and a Swiss paying agent. 
This rule applies above all to distribution to 
pension funds and wealthy individuals. 

If regulated, not just the placement but 
already the mere marketing of investment 
funds requires the prior appointment of a 
representative and a paying agent. Non-
Swiss investment funds are broadly defined 
to comprise any collective investment 
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BAnQue  Pr IVée  edMond de  rotHscH Ild

Year of solid performance 
needed to alter sentiment 

Interview with Alexandre col

Even though total AuM in the hedge fund 
industry has reached USD2.25trillion, the 
source of new assets being allocated 
is particularly concentrated. Most new 
inflows stem from the US and Asia, where 
institutional investors are slowly ramping up 
their exposure to alternatives. 

But as Alexandre Col, Head of Asset 
Management at Banque Privée Edmond 
de Rothschild SA (BPER) notes, the same 
cannot be said of Europe, where sentiment 
remains cautious:

“I don’t see any new significant interest at 
the moment. The amount of money allocated 
by European clients is not going to increase 
substantially this year in my view.” 

The Edmond de Rothschild Group has 
been in the hedge fund business since 1969 
and has an enviable track record. The fact 
that it has funds in different strategies with 
10-, 20-year track records provides its clients 
with substantial comfort. As far as Col is 
concerned, institutional investors across 
Europe recognise the diversification benefits 
of investing in funds of hedge funds, and will 
eventually start to re-allocate “but one thing 
that the industry needs, above all else, is 
performance”.

“By year-end, on the one hand if European 
institutions see that they are not making 
money with their bond allocations they will 
start to look more closely at low volatility, 
multi-strategy options as a way to diversify. 
On the other hand, we could see some long/
short equity managers with concentrated 
and aggressive portfolios achieving strong 
performances within a market recovery 
continuation and then making front-
page headlines again. This might reignite 
investors’ interest and help increase 
European inflows,” says Col. 

Since 2008, returns have, overall, been 
inconsistent. 

“We need a year of solid performance. 
2008 was a bad year, understandably. 
2009 and 2010 were, for us, very good 
years (returning 16 per cent and 10 per 
cent respectively), but not so much for 
the industry. After the collapse of Lehman 
and the Madoff incident, nobody cared 
about performance. Investors were mostly 
obsessed with transparency, gates, liquidity, 
fraud, managed accounts and UCITS. 
2011 and 2012 delivered roughly zero per 
cent returns (down 6 per cent in 2011 
then up 6 per cent last year). That’s in 
the mind of investors. We need a year of 
solid performance to give them renewed 
hope and I think it could happen in 2013,” 
suggests Col. 

Certain stocks are posting very strong 
gains (Nasdaq-listed Micron Technology is 
up 57 per cent for Q1) and that could result 
in investors starting to allocate more money 
to diversified equity strategies. Certainly, Col 
favours managers in the equities space, in 
particular those running concentrated event-
driven portfolios. 

“Managers who really understand the 
details of what’s going on in specific 
companies and understand why they are a 
success, these are the types of managers I 
like right now. They have the ability to build 
positions in stocks and identify potential 
turning points i.e. when the market changes 
its mind, and play hard their convictions.”

Although no new event-driven managers 
have been added recently to BPER’s Prifund 
Alpha umbrella (which currently consists 
of 8 alternative sub-funds), Col says he still 
prefers to focus purely on those with a well-
established name and track record. 

“That was a decision we took in 2009. In 
retrospect it was exactly the right thing to 
do and that remains the case for the time 
being.” n

Alexandre Col, Head of Asset 
Management at Banque Privée 
Edmond de Rothschild SA 
(BPER)
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syZ  Asset  MAnAgeMent

Event-driven strategies to 
produce higher returns 

Interview with Alexandre rampa

Alexandre Rampa, Co-Head of 
hedge fund investments at Syz 
Asset Management

February 14th 2013 ushered in the 
USD23billion purchase of H.J Heinz by Warren 
Buffett and 3G Capital. Perhaps unsurprisingly, 
Syz Asset Management has a positive stance 
on event-driven managers this year as signs 
point to improved corporate activity. 

In its latest commentary report, the firm 
points out that amid continuing political and 
economic uncertainty, it favours managers 
that rely on idiosyncratic situations and 
“specific” triggers to generate returns. Hedge 
funds that employ event-driven strategies 
have returned 7.27 per cent over the last 12 
months according to Hedge Fund Research.

In a recent KPMG survey, 35 per cent of 
respondents said they are more optimistic 
about the M&A market than they were a 
year ago.

Indeed, as Syz Asset Management points 
out, the last quarter of 2012 was the best 
quarter for global activity since Q3 2008, with 
USD694billion of deal announcements. “We 
believe that merger activity will continue to 
increase into the year, fueled by a better 
board room confidence and by healthy 
balance sheets,” says Alexandre Rampa, 
co-head of hedge fund investments, Syz 
Asset Management. He notes that the 
volume of corporate actions – including 
stock repurchases, payments of substantial 
dividends as well as mergers and 
acquisitions – will “increase sharply”. 

As a result, Syz has been steadily 
increasing its allocation to “risk seeking” 
strategies, including event-driven, since last 
summer. “This trend will continue throughout 
2013, unless the macroeconomic landscape 
changes. In a typical Multi-Strategy fund, 
event-driven allocations range between 15 
and 25 per cent, usually across seven to 10 
managers.”

Corporate balance sheets are in 
rude health right now. Rampa estimates 

that global liquidity is in the region of 
USD3.5trillion as company executives have 
remained risk averse in deploying capital in 
recent years because of so much market 
dislocation. But that conservative sentiment 
might be beginning to change. 

Expanding on the house view for why 
the event-driven sector is more compelling, 
Rampa continues: “In Europe, the ratio of 
cash on assets in 2012 reached a record 
high at 12.3 per cent. With lower systemic 
risk in Europe, they can now act with much 
more determination. This is especially true 
as economic growth prospects remain 
modest and the exercise of costs cutting in 
order to increase margins is accomplished. 
In Europe, we have seen a near 70 per cent 
increase in volumes versus the previous 
quarter. Finally, the number of managers and 
the amount of capital able to take advantage 
of these opportunities declined sharply since 
the 2008 crisis, resulting in a bigger cake for 
a fewer number of players.”

Rampa says that as a result Syz is 
advising its clients to increase their 
allocations as “above average returns” are 
expected in the coming months. But it’s 
not only recommending merger arbitrage. 
“We also include Credit Value and Special 
Situations in this strategy. We anticipate 
higher dispersion in the credit market due to 
the lack of market-making and anticipate a 
more selective market going forward.”

Not that event-driven strategies are 
without risk. They are prone to suffer from 
large drawdowns and don’t perform well 
when liquidity dries up. To counteract this, 
Rampa confirms that since early 2012 Syz 
has implemented a tail hedging program into 
the vast majority of its funds. “This protection 
remains in place in 2013 and aims to protect 
our portfolios against a major tail event. It is, 
in effect, a barbell strategy.” n
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multi-strategy fund, which has more than 
USD1billion in AuM, has over 500 individual 
positions. The question for any investors 
contemplating a managed account is: “What 
do you intend to do with this transparency?”

“Many investors still do not have systems 
and resources to analyse data available 
when you have full transparency.” As an 
alternative, LOIM provides its investors with a 
detailed weekly risk report enabling them to 
understand the main risks in the fund.

The flagship fund ended 2012 up 13.10 per 
cent. It is specifically an equity-focused multi-
manager fund with capital allocated to eight 
teams, five of which are running long/short 
equity strategies, three of which are running 
opportunistic strategies.

To further appeal to investors, LOIM made 
the decision last year to simplify its offering. 

“As of today we have the flagship multi-
manager fund, plus three strategies which 
we’ve carved out from the fund as a series 
of single funds. In addition we have the 1798 
AOG Energy fund, and the third component 
of the 1798 range will be global macro,” says 
Porcherot. Indeed, in February 2013, LOIM 
hired Tim Yetman to build the global macro 
team out of London. 

Customisation continues along with 
greater collaboration
Viebig notes that whereas in the past, 
many investors demanded diversified multi-
strategy products, today institutional clients 
are asking for more specialised solutions: 
“There is a clear trend to specialisation and 
customisation.”

Fritschi agrees, adding: “Today you have 
to be a partner to your clients. You have to 
provide customised solutions. How you blend 

centres on clean energy. I think you’ll see 
more of these projects going forward,” 
comments Valente.

In terms of investor preference for 
accessing hedge funds, Jan Viebig, CEO of 
Harcourt Investment Consulting AG, states 
that clients are asking for more transparent, 
more liquid and more cost-efficient hedge 
fund solutions. 

“We offer single manager and multi-
manager solutions. Both businesses have 
their own logic. Some clients are interested 
that we select the best external hedge funds 
for them. Others believe that systematic 
risk premia exist in the market which can 
be captured more cost efficiently, more 
transparently and with more liquidity through 
in-house systematic strategies. Clients 
usually opt for one solution or the other.” 

“There are more routes into alternatives 
now,” adds Craig Wallis, Global Head of 
Institutional and Fund distribution at GAM. 
“In Switzerland we have some institutional 
clients who buy our FoHF portfolios and we 
have some who ask for bespoke portfolios. 
There’s no great change. What we have 
seen is investors increasingly thinking 
about single manager investments around 
a core FoHF allocation. Also, investors are 
using FoHFs like advisers to give them 
advice on which macro managers might 
best fit their portfolio, for example. In some 
respects, FoHFs are almost becoming quasi-
consultants.” 

According to Jean-Pascal Porcherot, Head 
of Alternative Solutions Group for Lombard 
Odier Investment Managers (LOIM), a lot 
of institutions still look at hedge funds as a 
separate asset class. 

“If you have 30 per cent in equities and 
20 per cent in hedge funds, your actual 
risk exposure to equities could be much 
higher than 30 per cent. At Lombard Odier 
Investment Managers, we allocate risk 
budgets and not capital. This lies at the 
heart of our investment philosophy,” says 
Porcherot, and explains why LOIM does 
not look at hedge funds as an asset class 
but rather conducts a thorough analysis 
of the main risk exposures of hedge fund 
investments.

Managed accounts are not necessarily a 
panacea for large institutions. Under its 1798 
fund range, for example, LOIM’s flagship 

18 “Investors are using FoHFs 
like advisers to give them 
advice on which macro 
managers might best fit 
their portfolio, for example. 
In some respects, FoHFs 
are almost becoming quasi-
consultants.” 
Craig Wallis, GAM
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the expected returns. Over the last six years, 
Unigestion has built a framework which its 
analysts use to predict the behaviour of a 
fund from a risk perspective. “We consider 
a range of risk parameters and this provides 
a robust base on which to construct the 
portfolio.” 

Specialised solutions & return 
enhancement
With the threat of rising interest rates, 
investors are looking for ways to diversify 
their duration risk. 

“One area we’ve seen demand grow 
over the last 12 months has been in 
insurance-linked strategies. We have a 
catastrophe bond strategy where demand is 
outstripping supply quite handsomely. The 
risks associated with ILS are not associated 
with the stock market so ILS provides a 
useful de-correlation benefit. It’s really an 
extension of the fixed income bucket,” says 
Wallis. GAM currently manages around 
USD800million in both a UCITS and offshore 
catastrophe bond fund. 

Viebig confirms that interest in liquid 
dynamic absolute return strategies in fixed 
income is clearly building and that the 
amount of information requests and RFPs 
received have “reached new highs in the first 
quarter of 2013”. 

One such fund that has been attracting 
the attentions of Swiss institutions is the 
Vontobel Absolute Return Bond fund. 

“In the last six months, investor 
susceptibility to rising interest rates has led 
to strong interest in the fund,” confirms Paul 
Nicholson, Portfolio Manager, cash bond 
strategies for the fund. “Investors are starting 
to recognise that they are vulnerable to rising 
interest rates and credit spreads widening if 
a deflationary event happens, and they need 
to diversify those risks. Our fund is designed 
exactly to do that.” 

The fund uses cash management 
combined with three alpha strategies, which 
aim to produce a straddle-like pay-off. For 
example, if interest rates start to rise, the 
fund uses a momentum and trend-following 
systematic model to take advantage as 
the trend strengthens. Conversely, if a 
deflationary event occurs and credit spreads 
widen, the fund can also profit by building 
short positions. 

different classes and structure products in 
today’s regulatory environment is essential 
for a fund provider to be considered as a 
serious and trusted partner.” 

Ten years ago, everyone wanted funds of 
funds. Now, says Nicolas Rousselet, Head 
of Hedge Funds at Unigestion, investors are 
asking for mandates that encompass more 
than just a return stream: 

“They want more involvement in the 
management of the portfolio. Sometimes 
they even want to do it entirely on their own. 
It depends on the investor, but the trend 
towards collaboration has accelerated in the 
last two years. That’s important for us at 
Unigestion where we provide our clients with 
tailor made mandates and bespoke services. 
We are not a manager to our institutional 
clients, but more like a partner.”

Tied closely to this collaborative approach 
at Unigestion is its research capabilities. 
When it comes to portfolio construction the 
firm has traditionally been more concentrated 
than the rest of the industry, which stems 
from a belief that returns can increase the 
more concentrated a portfolio is. To do 
this effectively requires first-class research 
capabilities and a deep knowledge of the 
underlying managers. 

Rousselet continues: “In the average 
portfolio we have reduced the number of 
managers by one third. Within the same 
mandate, an over-diversified portfolio will 
underperform a more concentrated allocation 
based on our research. Clients that have 
the most appetite for concentration also 
outperform those with less appetite. The 
most concentrated portfolio we have is 
invested in just four managers. If you 
compare its performance relative to its peers, 
it’s one of the best performing long/short 
equity fund of hedge funds.”

Central to Unigestion’s approach is 
analysing the risk profile of a portfolio, not 
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“We consider a range of 
risk parameters and this 

provides a robust base 
on which to construct the 

portfolio.”
Nicolas Rousselet, Unigestion
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Over 20 years’ experience 
in absolute return investing

One of the broadest alternative UCITS fund ranges

GAM has been selecting and combining absolute return investing 
in portfolios for clients since 1989, long before they became 
the mainstream. You can now gain access to this expertise and 
experience through our extensive range of UCITS strategies, 
many of which are not available via any other channels. 

Our UCITS funds are subject to our rigorous award-winning 
due diligence, manager selection and sophisticated risk 
management process. All funds are managed by individuals 
with proven absolute return track records. If you’re looking for 
active management with a strong focus on risk and return, take 
a look at GAM whose absolute return reputation is rock solid.

To  nd out more, contact suisse@gam.com
or visit www.gam.com/alternative-ucits

An absolute return 
pedigree that’s 
rock solid
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Gianmarco Mondani, 
Investment Director, Non-
Directional Equities at GAM

Running the winners and 
cutting the losers

Interview with gianmarco Mondani

The current market environment makes it 
difficult for many investors to reach their 
objectives. Many assets are too volatile, while 
others do not yield enough. Low growth and 
interference by politicians and central banks 
make it likely that the world’s economic 
problems are here to stay for quite some time. 

This means that strategies that harness 
beta are likely to struggle over the medium 
term and are too unpredictable for many 
investors. Instead, a non-directional 
approach, minimising beta exposure, while 
focusing on consistent alpha generation 
may prove more effective. GAM’s Gianmarco 
Mondani, who has followed and developed 
this philosophy since 2002 certainly thinks 
so. Back then he had realised “that most 
hedge funds incorporated a lot of beta. We 
sought to identify a methodology that was 
conducive to alpha generation”. 

Over a decade later, Mondani heads up 
an investment team at GAM, which manages 
over USD 1.2 billion of client assets, primarily 
in long/short equity strategies, from its office 
in Lugano. The highly experienced, nine-
strong investment team developed its track 
record at boutique investment manager Arkos 
Capital, which was recently acquired by GAM.

When developing his approach, Mondani 
ultimately concluded that the one strategy 
that consistently performed was to anticipate 
companies’ earnings surprises. He explains: 
“As a strategy, buying companies with 
positive earnings revisions performed far 
better than other approaches, whereas 
buying companies with negative earnings 
revisions made considerably less money.” 
These two opposing forces form the basis of 
the team’s long and short books.

The team combines a range of proprietary 
screening tools incorporating earnings, 
valuation and momentum models to help 
identify those companies most likely to 
experience earnings revisions. “Historical 

evidence”, Mondani insists, “shows that an 
earnings revisions approach works best when 
supported by valuation and price momentum. 
If price momentum is supportive, the team 
will have higher conviction in a stock’s 
positioning, reinforcing our strong discipline 
of buying on pricing strength and selling on 
weakness – or putting it another way, running 
the winners and cutting the losers.”

The final portfolio is a balance of long 
positions in those stocks that are likely 
to beat analysts’ expectations and short 
positions in those stocks that are likely to 
miss analysts’ expectations. The sizing of 
positions depends on valuations and price 
momentum. If these are favourable, the 
managers will reflect this in the sizing of the 
position. Liquidity is also a consideration. 

Risk management is inherent in each 
part of the process. Portfolios are well 
diversified with generally no pre-determined 
limits in terms of sector and/or geography. 
Importantly, the team seeks to mitigate 
correlation to all factors that are not alpha 
sources, but does not attempt to time the 
market. Portfolios aim to provide consistent 
returns with low volatility and low-beta or 
beta-neutral targets. 

Mondani’s team currently manages 
developed Europe and emerging market 
long/short equity portfolios, as well as 
dedicated financials and convertible bond 
strategies. 

Alpha is hard to come by and over 
the past 10 years, Mondani and his team 
have shown that earnings revisions are a 
consistent and reliable means to deliver it. In 
range-bound markets, their non-directional, 
low-beta approach has produced strong risk-
adjusted returns with limited exposure to 
underlying markets. The strategy has served 
the team and its investors well through a 
range of market conditions thanks to its 
focus on single stock differentiation. n

gAM



A passion to invest.
A commitment to deliver.

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

We  rmly believe downside protection and return asymmetry are the drivers of long-term performance for our 
clients. This philosophy is embedded in all our investment strategies: Equities, Hedge Funds, Private Equity and 
Cross Asset Solutions.

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. Driven by a passion to invest, every 
member of our team is committed to delivering the  nest investment management service.       

www.unigestion.com
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Unigestion embraces spirit 
of collaboration

Interview with nicolas rousselet

Hence the move towards collaboration. 
Interestingly, Rousselet observes that when 
the collaborative process started building 
momentum a couple of years ago the 
expectation was that clients would start to 
allocate to more specific strategies. In fact, 
the multi-strategy route remained preferential. 
But whereas previously investors didn’t 
like to influence the mandate, that began 
to change. 

“Their involvement has grown, not 
necessarily by becoming more strategy-
specific but by becoming more involved in 
the overall global positioning of the mandate. 
It’s less strategy-orientated and more 
outcome-orientated. 

“Some clients want to either see the 
opportunities themselves as they arise in 
the market and ask us to leverage on them, 
some are happy for us to tell them. Either 
way, they want to see the mandate evolve 
over time and use tactical decisions to 
adapt to changing market conditions. Five 
years ago, people were more multi-strategy 
passive. Today, they are more multi-strategy 
dynamic. That’s the difference.”

Another investment trend that has 
emerged over the past 12 months, says 
Rousselet, is for clients to invest across 
both hedge funds and private equity funds 
via an integrated solution. Here, Unigestion 
is able to bring the expertise of the entire 
firm to bear, with liquidity matching being a 
particularly important element. 

Rousselet adds: “We make sure clients 
can get money when they need it. We’ve 
worked a lot in the area of capital calls in 
relation to private equity and have developed 
a strong ability to estimate what kind 
of capital call clients can have, at what 
time, depending on the structure they’re 
invested in. This has been hugely beneficial 
to clients.” n

An asset manager’s role has shifted from 
manager to partner in the last two years. 
Close collaboration is now the order of 
the day and Nicolas Rousselet, Head of 
Hedge Funds at Unigestion, is quick to 
emphasise the leading role that the firm 
plays in catering to the diverse needs 
of today’s increasingly sophisticated 
institutional investor.

This is evident in the fact that more than 
half of Unigestion’s clients use dedicated 
mandates. These are not managed accounts, 
but rather structures similar in effect to a 
‘fund-of-one’ where Unigestion works in 
partnership with each individual client. 

“Over the last two years, institutions 
have become a lot more sophisticated 
and thoughtful about how they want to 
invest. Ten years ago, everyone wanted 
fund of funds. Now, they are asking for 
mandates that encompass much more 
than just a return stream – they want closer 
collaboration and more involvement in the 
management of the portfolio,” explains 
Rousselet. 

Such an enhanced client service offering 
lies at the heart of Unigestion. As Rousselet 
explains: “The early part of the discussion is 
vital in understanding a client’s needs. After 
that, we explain what we can do to meet 
those needs, and how we intend to do it. 
Transparency is key: we do what we say and 
we say what we do. We’re not looking to 
push products or services onto the client.”

Rousselet says that institutions today 
want three things: ownership, engagement 
in the investment process, and a high level 
of transparency. “All three are achieved by 
having a dedicated mandate. We propose 
certain solutions to the client and work 
towards finding the right fit. The rules 
of engagement are clearly defined in 
that regard.”

Nicolas Rousselet, Head of 
Hedge Funds at Unigestion

un Igest Ion
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“In currencies, you’re seeing competitive 
devaluations going on. Japan is the main 
headline at the moment with respect to 
its inflationary target and represents an 
interesting opportunity for the fund because 
it’s not just the Yen, its other currencies that 
will be affected by Japanese policy, such as 
the Korean Won. That’s a theme we think is 
very exciting right now,” adds Nicholson.

GAM runs more than USD15billion in 
fixed income strategies which include the 
GAM Star Dynamic Global Bond strategy – 
co-managed by Tim Haywood and Daniel 
Sheard. Referred to as a “go-anywhere” fund, 
this absolute return fund is also becoming 
more popular with investors eager to rotate 
out of purely directional fixed income 
strategies.

“Investors still like fixed income, but 
they want it run in a more active manner. 
This fund has the ability to invest in high 
yield bonds, government bonds (developed 
and Emerging Markets), corporate credit, 
currencies and use derivatives to change 
interest rate and credit exposures. The 
fund aims to make Libor plus 3 to 5 per 
cent, which I think directional fixed income 
products will struggle to produce this year,” 
explains Wallis. 

Fritschi believes that the biggest return 
enhancement opportunities are in the more 
illiquid part of the investment universe such 

as private equity. Last year, LGT raised a 
USD2billion secondary market private equity 
fund, which underscores the interest in this 
alternative asset class. “Clients understand 
that beyond this volatility and liquidity-driven 
investment market, buying into solid small 
and mid-sized businesses that are well run 
in Europe makes sense.”

A second private equity fund is focused 
on the Asian growth story with Fritschi 
noting that compelling opportunities exist 
in countries like China where companies 
are able to tap into the rising middle class. 
“It’s clear that companies that cater for the 
burgeoning middle class will continue to 
grow over the next 20 years,” says Fritschi. 

Another interesting area is private debt, 
or direct lending. Banks are cutting back on 
loan origination because of Basel 3 creating 
plenty of good loan book portfolios in the 
secondary market for the likes of LGT to 
explore. 

“We launched our first credit/distressed 
debt opportunity fund in 2008. It raised 
CHF250million and did fantastically well 
between 2008 and 2011. We focused on 
buying sub-prime loans and generated 
annualised returns of 19 per cent. 

“This year, we launched a second fund. 
We are still in the capital raising phase but 
interest is strong. If you look deeper into 
the credit markets, providing equity or debt 
to companies who no longer have funding 
channels open to them is a highly interesting 
space. Not all Spanish companies, for 
example, are bad.”

One solution that doesn’t seem to be 
currying favour among fund providers is that 
of hedge fund UCITS.

Says Rousselet: “I think funds of UCITS 
hedge funds have been underperforming 
quite a lot and we don’t think the market is 
deep enough to add value.” An opinion that 
is echoed by BPER’s Alexandre Col:

“What we don’t do, at least for the time 
being, is offer funds of UCITS hedge funds 
as it’s still not yet the right time to do it. 
I don’t believe it is a good idea. Maybe I 
will change my mind in a year’s time when 
there are more managers, more strategies 
available that offer compelling solutions for 
investors, but for the time being it is a route 
I don’t want to take. There are too many 
constraints with UCITS hedge funds.” n
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