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Defying Gravity: The Future of Alternative 
Investments in Exceptional Times. This was 
the theme at the fourth Cayman Alternative 
Investment Summit, hosted by Dart 
Enterprises at the stunning, recently opened 
Kimpton Seafire Resort & Spa on Grand 
Cayman. 

Featuring a stellar cast of panellists from 
leading institutional investment groups, 
alternative fund management groups, 
economists, philanthropists and academics, 
the two-day event explored the many forces 
working against the alternatives industry – the 
challenges and opportunities that managers 

face and how they must defy gravity, to take 
the industry into a higher orbit. 

“With rapid technological changes and 
major geopolitical shifts around every corner, 
this next year will be unlike anything the 
alternative investment industry has ever 
faced,” said Chris Duggan, Director of CAIS 
and VP of community development for event 
sponsor, Dart Enterprises. CAIS 2017 was, he 
said, all about discussing “how to confront 
these challenges and how to chart a path 
forward for the industry, both by taking a 
leading role in shaping our world and by 
becoming a force for positive change.”

Cayman Alternative 
Investment Summit 2017: 

Defying Gravity

CA IS  2017

Anthony Cowell, Partner, KPMG 
and Editorial Chair, CAIS 2017
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This is a generational shift that will require 
fund managers to recalibrate their engines if 
they are to reach out and connect with.  

“Millennials are set to inherit USD40 
trillion in the next two decades, and that 
represents a huge opportunity for investment 
managers that can find a way to connect 
with them.  Trust is changing in today’s 
knowledge-based economy. I truly believe 
it is democratising investment management 
and changing the trust contract between 
investor and manager,” said Cowell, citing 
Airbnb as an example of how we, as a 
society, have overcome preconceived 
ideas of trust.  

Cowell suggested that regulation and 
technology, as well as investor trust, are 
key gravitational forces acting upon the 
alternatives industry. 

“We are starting to see the rise of factor 
investing emerging once again. Artificial 
intelligence, combined with that approach 
to investing, creates commoditised alpha, 
which I believe is something that is not 
being talking about enough in our industry,” 
commented Cowell. 

From an efficiency standpoint, Blockchain 
will revolutionise trust in the future, and from 
a money management standpoint, a recent 
KPMG survey* found that 58% of investors 
canvassed, believe that AI and machine 
learning will have a disruptive effect on 
investment management. 

“In discussions with my clients, most 
are still developing and refining their 
digital strategies and no firms have yet got 
significant competitive advantage. But lets be 
clear, the next generation of managers will 
need to be dreamers and explorers – they 
will be creating profound change, much 
like the music industry did over the last 10 
years,” concluded Cowell. n

*https://assets.kpmg.com/content/dam/
kpmg/xx/pdf/2016/10/transformative-
change-fs.pdf

“Robotics, augmented reality, artificial 
intelligence; we are becoming more and 
more immersed in digital technology as a 
civilisation,” said Anthony Cowell, Partner 
at KPMG and Editorial Chair at CAIS 2017, 
in his introductory presentation. “Investment 
managers should embrace technology so as 
to not get left behind. Be agile. And put the 
customer/investor at the heart of everything 
you do.” 

In a survey of attendees at CAIS 2017, 
nearly a third believed that AI is the emerging 
technology that will have the most impact on 
the world in 2017, a figure that is supported 
within the industry by the rising interest in 
quantitative investing strategies that utilise 
data science and machine learning.

“A lot of people are saying that the 
foundations of our industry are crumbling,” 
he continued. “But there’s never been a 
better time for the alternatives industry, which 
oversees USD8 trillion in AUM. Private equity, 
private credit and real estate all performed 
really well in 2016 and we think these assets 
will continue to do well in 2017.” 

That includes hedge funds, which 
have had a difficult time in recent years, 
some of which have either folded and 
disappeared down black holes because of 
poor performance or, in the case of high-
profile veterans like Richard Perry (Perry 
Capital), have called it a day after 28 years 
because the markets no longer support 
their strategy. 

“USD100 billion of redemptions on USD3 
trillion of assets isn’t really that big a deal. 
Hedge funds have found it difficult to trade 
with low volatility and high government and 
regulatory intervention. But we expect this 
to bounce in 2017, and my prediction is that 
credit, real estate and infrastructure will 
continue to be the leaders in our sector,” 
remarked Cowell. 

As the alternative investment industry 
continues to mature, one is likely to see 
customisation at the core of managers’ 
product offering. This is crucial in the 
pursuit of future investor dollars as investor 
demographics steadily move increasingly 
towards millennials. This is a generation 
that has been brought up with the internet, 
has less patience, expects results at the 
click of a button and spends more time 
communicating online that in person. 

CA IS  2017

Real estate horizon IRRs vs. private equity and 
private capital

Horizon Real estate Private equity Private capital
1 year to Jun-16 8.96% 6.9% 5.6%

3 years to Jun-16 14.9% 16.4% 14.4%
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If one were to draw a planetary parallel to 
the chaos that central bank intervention has 
caused in global markets over the last five 
years, then Jupiter, and specifically its Great 
Red Spot, would be appropriate. 

“Eight years after the financial crisis, the 
world suffers from a debt hangover. Globally 
we are approaching the limits of monetary 
policy and the battle of the balance sheet is 
now becoming the battle for the consumer – 
customisation is king,” says KPMG’s Anthony 
Cowell, when speaking to Hedgeweek at 
CAIS 2017. 

Quantitative easing and a central bank 
obsession with supporting the global 
economy at all costs, in a desperate bid 
to drive inflation, has stripped volatility and 
made it increasingly difficult for equity market 
traders to generate alpha. Since mid-2012, 
the S&P 500 Index has nearly doubled 
in size. 

Now, however, there are signs that global 
central bank monetary policy is diverging. 
“Janet Yellen has already said that she might 
increase the pace of monetary tightening. If 
that is the case, we know that central banks 
don’t operate in an unconnected world so 
anything the US Federal Reserve does then 
has implications on what responses come 
out of the BoJ, the ECB and so on,” remarks 
Tarun Ramadorai, Professor of Financial 
Economics at Imperial College London. 

In his view, global macro strategies, when 
combined with a sensible risk overlay that 
can absorb whipsawing markets, might be 
a good option for investors to consider. 
“Global macro, in my view, simultaneously 
represents the greatest opportunity and risk 
for investors in 2017,” he adds.

Hedge fund managers would welcome 
a period of central bank retrenchment 
as it would allow the markets to return 

to fundamentals and introduce more 
idiosyncratic risks into the global economy. 

Geraldine Buckingham is Global Head 
of Strategy at BlackRock. She says that 
strong fundamentals “are driving our bullish 
view on European Equities. We believe both 
the uncertainty and scepticism about the 
upcoming elections in France and Germany 
have already been priced into the market.

“In the US, the Trump administration’s 
proposed stimulus package supports 
our views of higher nominal growth and 
inflation. These themes support investments 
in cyclically oriented, value style equities 
such as financials and industrials. We are 
also encouraging investors to look at global 
inflation linked and short duration bonds for 
yield alongside downside protection.” 

In the US, the Fed is expected to raise 
rates three times in 2017, yet Buckingham 
believe rates will still remain low over the 
next few years. Because productivity and 
business investment is low, “We believe 
monetary policy will stay accommodative 
longer into this cycle than in previous 
recoveries. In this sort of low return 
environment, we see investors increasing 
their search for investments that provide 
higher, uncorrelated returns such as 
alternatives,” comments Buckingham.

Political uncertainty is likely to be a 
significant driver of volatility in the markets, 
given that the French and German elections 
are looming and Italy could also go to the 
polls later in the year. Ramadorai believes 
this will have implications, even on strategies 
that are implemented for mean returns 
“because they will need to hedge against 
potential shocks to guard against political 
uncertainty. 

“Consequently, risk management in hedge 
funds is going to be a big issue this year. 

Tarun Ramadorai, Professor 
of Financial Economics at 
Imperial College London

Geraldine Buckingham, Global 
Head of Strategy at BlackRock

Chapter 1

Sourcing a galaxy of 
investment opportunities 

and talent
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keeping pace when the opposite is true; 
these are uncorrelated return streams. I think 
there remains a lot of good opportunities, 
across many different risk premia, within 
the hedge fund space and with this run-up 
in equity valuations, I think now, more than 
ever, holding diversified portfolios is critical,” 
says Kelly. 

He adds: “The bulk of hedge fund assets, 
which represent about USD3 trillion of the 
USD8 trillion in total alternative assets – 
compared to USD100 trillion in global fund 
assets under management – have grown 
five or six times in size, compared to what 
they were 10 years ago so this is still quite a 
young industry.”

Just as a galactic nursery is full of young 
stars growing and coalescing, the hedge 
fund industry has many more years to 
expand and evolve. 

More broadly within alternatives, 
Buckingham says that BlackRock are 
especially bullish on Real Assets and Private 
Credit: “We view Emerging Markets as a 
long-term opportunity as fundamentals 
remain strong, and we see China as a 
growth leader among EM countries. We also 
believe unconstrained fixed income is more 
attractive in a rising rate environment for 
generating income. 

“Lastly, Smart Beta products offer a 
compelling opportunity for investors looking 
for alternatives to traditional active. These 
strategies experienced USD55 billion of 
inflows globally in 2016, an 83% increase 
over the prior year,” outlines Buckingham.

Artificial intelligence: A force for change
Aside from market forces, the threat to 
globalisation and geopolitical uncertainty, one 
aspect that is likely to play an increasingly 
role, as alternative fund managers seek to 

Some interesting opportunities might arise 
if volatility is mispriced; options market 
strategies will likely come to the forefront and 
Market neutral and risk arbitrage strategies 
might appeal to investors. However, I think 
trend-following strategies (CTAs) are going 
to face some headwinds because I suspect 
markets will remain range-bound for a time,” 
remarks Ramadorai. 

A galactic nursery 
William J. Kelly is CEO of CAIA. In his view, 
over the last few years the hedge fund 
industry has been a tale of two cities. The 
mainstream media are quick to report on the 
widespread disappointment of hedge fund 
returns, high-profile closures and so on, but 
there is a real clear disconnect, relative to 
what the actual industry reports. 

He cites a recent report by AIMA and 
Preqin* that looked at risk-adjusted returns 
and Sharpe ratios for hedge funds, and lo 
and behold they outperformed equities and 
fixed income, not only in 2016 but over three- 
and five-year periods, respectively. 

“Equity markets have been fuelled 
by central bank intervention. This has 
inflated P/E ratios and it has driven certain 
expectations that hedge funds should be 

Source: Preqin
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Fig 1: 2016 performance figures for CTAs 

William J. Kelly, CEO of CAIA

Preqin hedge fund benchmark: Risk/merger arbitrage

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD
2017 -0.42 0.94           0.52

2016 0.89 0.87 1.02 -0.93 1.23 0.18 0.37 0.9 1.1 -0.33 1.94 1.38 8.92

Preqin hedge fund benchmark: Equity market neutral
Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD
2017 0.45 0.12           0.56

2016 -0.99 -0.9 0.44 -0.51 1.02 -0.79 0.85 0.09 0.31 0.43 1.2 0.54 1.75
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gender equality, could be open to investing 
in female fund managers but the challenge 
is how to execute the plan. Often, Pullinger 
speaks to people within the industry who say 
that they can’t find enough women in finance 
to recruit: be they portfolio managers, senior 
managers and so on. 

“Whether millennials are more apt to take 
gender diversity more seriously (and they 
probably are) they’ve still got the challenge 
of finding good female hedge fund managers 
and that has to be addressed; both from 
the standpoint of female managers and how 
investors are sourcing those managers. 

“We’ve been putting on female investment 
manager conferences. We’ve now done three 
conferences in San Francisco, two in New 
York and one in London and what we’ve 
heard throughout all those conferences from 
investors is: ‘These managers are superb. 
Why haven’t we seen or heard of them 
before?’” remarks Pullinger.

Kelly says that it is vital the alternatives 
industry has a more diverse set of talented 
individuals in both junior and senior 
management positions: “We have to do 
a better job of this in our industry and if 
someone is looking to fill a board seat or 
a CEO role, it’s important that there is a 
highly diverse and qualified set of people to 
choose from.”

Visibility is an issue. Many female managers 
stay under the investor radar. Pullinger argues 
that, from an investor standpoint, they look 
for managers in the traditional way, using 
traditionally male networks where women don’t 
feature. They fall in between the cracks. 

To that end, it is also beholden on 
institutional investors, as well as investment 
managers, to defy gravity and re-think the 
way they source investment talent. n

*Source: http://m.pionline.com/
article/20170124/ONLINE/170129934/
hedge-funds-outperform-on-riskadjusted-
basis-in-2016-longer-periods-8212-study

defy gravity and produce outsized returns for 
their investors, is the large-scale emergence 
of artificial intelligence. This is not to suggest 
that the machines will take over asset 
management, but as millennial investors 
become more prominent, meeting their 
expectations is, in many ways, a journey into 
the next frontier, for alternative managers 
large and small.

“The alternative investment industry has 
been locked in a digital wilderness for too 
long – sales and distribution networks are 
outdated and the way to stay relevant is as 
much about interaction with clients as it is 
about performance and product,” asserts 
Cowell. “Defying gravity is recognising the 
exceptional times we live in and setting a 
course for success. We will begin to see 
managers adopt and explore new digital 
platforms that can reconfigure their traditional 
processes, robotic automation that optimises 
efficiency, cognitive technology and machine 
learning.  These will be differentiators.”

Gender diversity
Challenging traditional views on how and 
where to allocate within the alternative 
funds industry will be crucial to elevating 
it to a new sphere of influence. For too 
long, there has been a lack of gender 
diversity, particularly within hedge funds 
where the vast majority are owned and 
led by males. 

“I believe the benefits of gender diversity 
from a business perspective will be realised 
over time,” comments Amanda Pullinger, 
CEO of 100 Women in Finance, which seeks 
to empower female finance professionals, 
advance their careers through education and 
inspire the next generation. “Various studies 
have shown that diverse teams do make more 
profitable companies, they do produce better 
returns and I have to believe that investors will 
become more focused on women-led hedge 
funds because it makes economic sense to do 
so. I think we are at the beginning stages of 
the conversation about this.”

Demand is only half the story, however. It 
also comes down to supply. Who will be the 
next stars of the industry? Are there enough 
women-run hedge funds in the marketplace 
to inspire female graduates? 

Pullinger concedes that millennial 
investors, who are far more attuned to 

Amanda Pullinger, CEO of 100 
Women in Finance

“I have to believe that 
investors will become more 
focused on women-led hedge 
funds because it makes 
economic sense to do so.”
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There was no shortage of idea generation 
when it came to discussing the various 
ways alternative fund managers are trying to 
overcome the gravitational effects of market 
forces in a bid to boost returns.

As markets begin to normalise, 
fundamental-focused active fund managers 
are seeing more opportunities to trade 
both long and short, while credit markets 
are offering opportunities, especially for 
those pursuing relative value strategies 
to profit from tightening spread ratios 
between investment grade and high yield 
corporate bonds. 

But this is no time for managers to rest 
on their laurels. The alternatives industry, 
as a whole, remains vibrant but it faces 
tremendous challenges to keep pace 
with technological change and shifting 
investor habits. 

Hedge fund managers, for example, 
face higher competition from passive low-
cost funds. Private equity and real estate 
managers face competition from sovereign 
wealth funds that are opting to invest 
directly into PERE projects (which in turn is 
increasing asset valuations and making it 
harder for managers to put dry powder to 
work). Infrastructure managers, meanwhile, 
face regulatory and economic uncertainty, 
when weighing up where and when to invest 
in new developments. 

Orbit 1: Hedge funds versus passive 
funds
Systematic funds are flavour of the month 
in hedge fund world. Previously, this was 
an industry dominated by star traders 
and intergalactic egos. There are still 
many ‘masters of the universe’, but one 
cannot escape the inevitable fact that 
tomorrow’s superstars will be less human, 
more machine. 

Raoul Pal, Economist, CEO and Founder, 
The Global Macro Investor, and CEO and 
Co-founder, Real Vision Group, noted that there 
are more hedge funds than Taco Bells. Such 
overcrowding means the ability to generate 
alpha has diminished; there are simply too 
many funds chasing the same trades. 

“Some of the best hedge funds can be 
replaced with machines. High frequency 
trading has replaced market making and 
similarly, I think most hedge fund trading 
will be replaced by machines. The hedge 

Chapter 2

Seeking supernovae 
returns 

Raoul Pal, Economist, CEO and 
Founder, The Global Macro 

Investor

Source: Preqin

Fig 2: Hedge fund launches 2010-2017
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retail space from brokerage to advisory, and 
advisory frequently turning to passive. The 
ETF has become a far more mainstream 
investment product,” said Buckingham. 

She added that BlackRock expects 
ETFs to grow at a rate of 13%, citing low 
penetration in markets like Australia and 
Latin America, whose USD2 trillion in AUM is 
forecast to experience 5% organic growth in 
the near term. 

She also believes that Smart Beta 
products offer a compelling opportunity for 
investors looking for alternatives to traditional 
active. These strategies experienced USD55 
billion of inflows globally in 2016, an 83% 
increase over the prior year.

If one assumes hedge funds are active 
and private equity funds are passive, said 
Kevin Butler, Partner, Head of Cayman 
Islands Office, Conyers Dill & Pearman, 
“We are seeing more inflows going into PE. 
There are a few reasons for this: primarily 
performance and investor demand. We see 
multiple closings north of USD1 billion. This 
is part of a trend towards passive strategies.”

fund manager of old will be replaced by a 
programmer,” suggested Pal.

This is already in evidence at BlackRock, 
which has announced it will place greater 
emphasis on systematic investing and plans 
to remove seven fundamental portfolio 
managers as it re-engineers the way it runs 
its USD275 billion active fund business.

Speaking at CAIS 2017, BlackRock’s 
Geraldine Buckingham said that “active 
managers simply haven’t performed”. Global 
mutual funds, for example, experienced 
outflows of USD233 billion in 2016. Only 5% 
of domestic US Equity Funds outperformed 
the benchmark last year, improving slightly to 
8% for Emerging Market Equity Funds. 

Crucially, at a time when more people 
are becoming their own CIO because they 
have no direct contribution pension plan in 
place and are turning to alternatives to juice 
returns, education on the merits of active 
versus passive funds is critical. 

Buckingham gave a revealing statistic that 
showed that for several years now, revenue 
growth in the global asset management 
industry has been slower than asset growth. 
This, said Buckingham, was a dynamic that 
is likely to be maintained.

“As people look for yield, returns and 
value for money we are going to see more 
interest in alternatives, particularly from the 
retail segment. The challenge is going to be 
fees and providing the right access to these 
investments, particularly illiquid assets such 
as real estate and infrastructure.

“The shift to passive investments is not 
just borne out of frustration with active 
managers, it is also being accelerated by 
things like regulation and the shift in the 

Geraldine Buckingham, Global 
Head of Strategy at BlackRock 
delivers keynote speech

Source: Preqin

Fig 4: Private equity dry powder
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Fig 3: Global quarterly private equity fundraising
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“The directionality was massive after 
Brexit. For us, and the CTA/managed futures 
industry at large, the month following Brexit 
was the best of the year,” remarked Karsten 
Schroeder, Chairman and CEO of Amplitude 
Capital, a Swiss-based futures fund. 

As more systematic funds come to 
market, utilising the smartest algorithms 
and machine learning techniques to 
manage money, this could, as Pal alluded 
to above, represent the next stage in 
active management, stripping away human 
emotion. A Brave New World perhaps?

One of the benefits of machine-based 
strategies, albeit with a human discretionary 
overlay, is their ability to react at light speed 
to changing market dynamics. This is the 
difference between active and passive 
strategies, and is likely to become a key 
battleground for investor dollars. 

Active funds that trade systematically 
might further lead to a reduction in fees and 
make them appealing to an increasing retail 
audience, but as one institutional allocator 
said at CAIS 2017: 

“Skill set, opportunity, conviction: that’s 
what comprises active management and it 
hasn’t changed. Hedge funds will continue 
to outperform. We don’t get caught up in the 
passive versus active debate.”

Orbit 2: Credit – The next frontier
Some of the biggest moves in years were 
seen across the credit spectrum last year, 
not just in high yield bonds, but leveraged 
loans, asset-backed securities and 
collateralised loan obligations. In 2016, CLO 
sales totalled EUR16.81 billion, with analysts 
at JP Morgan Chase & Co and Morgan 
Stanley predicting roughly EUR20 billion in 
sales for 2017 as spreads continue to tighten.

Spreads have been tightening in other 
areas of credit but the inherent risk to 
corporate bonds is what will happen 
when central banks finally start tapering. 
As Bloomberg reported, when the Fed 

For equity-focused hedge funds, Emerging 
Markets, which are far more inefficient 
and therefore ‘alpha rich’ for the skilled 
stock picker, there are numerous trading 
opportunities. One only has to look at what 
is happening in India. Prime Minister Modi 
has introduced foreign direct investment 
as one of his pillars of policy while the 
proposed Goods and Service Tax, which 
will unify India’s tax systems into a single 
system, will have enormous implications 
for logistics. 

“This has yet to be translated into an 
upturn in Indian equities. Hopefully this will 
pay dividends in the future,” remarked Joe 
Bryant, Investment Director, UCLA Investment 
Company. She added: “Some consumer-
facing stocks in India are attractive but too 
highly valued. We like domestic players 
deeply entrenched in the supply chain, such 
as Imperial Tobacco Company Limited.” 

Others are more bullish on China. Faisal 
Nawaz, CEO of Asiya Investments, an 
Emerging Asia specialist investment firm, 
said the Chinese tech sector was especially 
appealing given the number of Chinese 
unicorns. “That area will be our focus for 
the next two or three years,” he confirmed. 
For San Francisco-based active manager, 
Quantum Capital Management, Chinese 
firms such as Ctrip, one of the country’s 
largest travel agencies, present compelling 
opportunities as China’s growing middle 
class looks to travel overseas.

Geopolitical shocks such as Brexit proved 
to be highly profitable for systematic hedge 
funds last year as induced volatility levels 
leading up to the event, and directly after the 
event, presented strong signals. 

“The directionality was massive after Brexit. 
For us, and the CTA/managed futures 
industry at large, the month following Brexit 
was the best of the year.” 
Karsten Schroeder, Amplitude Capital
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rich,” commented Denise Crowley, Head 
of Securitised Product, ZAIS Group, which 
focuses on specialist credit strategies. “We 
remain cautious but that is not to say there 
is no upside potential. Almost universally 
across the board we are at post-crisis tights 
but can we get to pre-crisis tights?”

“We are short on both interest rate 
duration and credit spread duration and 
trying to play things a bit more defensive. 
There are some great opportunities in CLO 
equity tranches if you do your homework 
and know how the deals were structured.” 

Direct lending funds: The next death 
star?
Opinions differed at CAIS over the prospects 
of credit in 2017. Some worry that within 
private credit markets, hedge fund structures 
used to run direct lending strategies could 
be an accident waiting to happen. 

Asset liability is critical, said Clark Cheng, 
CIO of Merrimac Corp, a single family office 
investor. 

“When you start lending with tier terms 
and offer quarterly liquidity terms, that is 
going to create problems. If enough people 
redeem at the same time, it could end 
badly for a lot of private debt funds. That’s 
a big problem for me in the credit space,” 
remarked Cheng.

This bearish sentiment on private credit 
was shared by Andrew Ross, Associate 
Director, PAAMCO, a USD10 billion FoHF 
manager. Private credit carries a lot of 
illiquidity such that if a market shock 
occurred, and the bottom fell out of the 
market, a lot of questions would need to be 
given to investment committees and boards.

“That said, we think it is a good shorting 
environment in credit markets because a lot 
of spreads are very tight,” confirmed Ross. 
He added that the rise of passive money 
into high yield ETFs, should work very much 
to the advantage of active credit managers; 
the inference being that retail money is less 
informed, less sophisticated. 

“Within credit there is so much money 
flowing into passive ETFs that provide daily 
liquidity, such that if there’s ever a run on 
this stuff there will be a huge collapse. In 
five years’ time, we might be talking about 
the time when we started to see the warning 
signs of that collapse,” warned Cheng. 

finished QE2 in June 2011, the spread (to US 
Treasuries) more than doubled to 3.59% by 
the end of September that year. 

Of course, volatility is precisely what 
active portfolio managers welcome.

“Our view is credit looks to be 
overshooting a bit, things are looking fairly 
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investors access to such assets, particularly 
retail investors. 

As more PERE and infrastructure funds 
launch, such is their growing appeal that one 
of the challenges for General Partners is to 
guard against these funds getting too large, 
from an AUM perspective. 

To overcome this over-subscription 
problem, co-investment opportunities are 
being increasingly offered: both to new 
investors looking to gain exposure to 
a particular manager, and to the fund’s 
Limited Partners who wish to increase their 
allocations.

“We see co-investing as a great way to 
lower our overall costs,” said Tim Runnalls, 
Senior Director, Real Assets, Ascension 
Investment Management, which manages 
assets in accordance with Catholic-based 
SRI guidelines. “Typically, we will look to do 
one-off co-investments. It is a tool for GPs to 
use and something that we look for. We’re 
not fully staffed to be able to make our own 
PERE or infrastructure investments.” 

On the bullish end of the credit spectrum, 
managers like Dallas-based Highland Capital 
Management, who oversee USD14.8 billion 
in assets, see opportunities long and short 
and therefore do not fixate on concerns over 
whether spreads are too wide or too tight. 
As an active manager, they just look for the 
right opportunities to buy. 

“We’ve had eight years of banks 
deleveraging and being overregulated; we 
may, with Trump, have change for the good,” 
said Highland’s Co-Founder and CIO, Mark 
Okada. “If things start trading more, it will 
become easier to express your views as a 
portfolio manager, which will be a positive 
for managers in the credit space. We’re 
positioning ourselves to be nimble with our 
credit picks. 2016 was a great year for credit 
and it’s continued into 2017.”

In Okada’s view, there is too much sand 
in the gears with respect to the US banking 
system because of all the regulation. “I 
could see regulations changing, taking 
some of that sand out of the gears to make 
capital more efficient. And that’s an exciting 
opportunity,” said Okada.

As global monetary policy diverges, it 
should create an environment of more 
winners and losers and present more 
opportunities for active managers, especially 
if inflation rises. 

Orbit 3: Building a bigger industry: real 
assets & infrastructure
Real estate is expected to become the 
largest alternative asset class in the 
next few years and offers significant 
growth potential. Technology will play an 
increasingly important role in terms of giving 

Source: Preqin

Fig 6: Real estate assets under management
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Fig 7: Global quarterly unlisted infrastructure fundraising
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Fig 5: Private debt assets under management
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dry powder chasing a finite number of 
infrastructure deals. 

This is great news for institutions. Private 
markets like PERE and infrastructure are 
illiquid and less efficient, and less efficiency 
means a greater chance of capturing alpha 
in private markets. 

“I see a lot of opportunities within real 
assets. For investors, giving up some 
liquidity over the short- or mid-term is no bad 
thing if these assets offer a greater source of 
alpha,” said William J. Kelly, CEO of CAIA. 

However, while the volume of dry powder 
clearly demonstrates the extent of investor 
demand, it also presents a challenge 
for managers to put that capital to work. 
Runnalls confirmed that energy infrastructure 
was one specific area that looked appealing, 
particularly on the distressed side, where 
there is less capital flowing in.

“I would worry about the valuations for 
some infrastructure assets based on the 
amount of dry power. It is a competitive 
space,” he remarked. 

Whereas previously it typically took five 
years to raise capital for an infrastructure 
fund, now it takes, on average, 18 months, 
according to Melanie Cohen, Global Head 
Private Equity Fund Services, Deutsche 
Bank. “This is just the start of the trend, 
I think it will continue. We have seen a 
pick up in the number of funds being 
offered by infrastructure managers as they 
broaden their investment capabilities,” 
commented Cohen. n

With respect to infrastructure, this asset 
class has become flavour of the month for 
a lot of institutional investors because it 
provides inflation protection and a link to GDP. 

Pure infrastructure assets such as 
essential public services are a base 
portfolio play. As one moves up through 
the infrastructure stack, it is possible to 
build exposure to enterprise companies; i.e. 
companies that service the assets such as 
airports but are more enterprise-driven than 
asset-driven. 

“On the very far end of the infrastructure 
spectrum is ‘core plus plus’. My favourite 
example of this asset was Ontario Teachers’ 
Pension Fund, who bought a chain of 
funeral homes. 

“Overall, we see a huge amount of money 
chasing these assets,” confirmed Laurie 
Mahon, Managing Director & Co-Head, 
Global Infrastructure & Power, CIBC 
Capital Markets. 

Indeed, it is estimated that there is 
currently USD820 billion in unlevered 

Laurie Mahon, Managing 
Director & Co-Head, Global 
Infrastructure & Power, CIBC 
Capital Markets

Fig 8: Infrastructure investors’ allocation plans for 
co-investments in 2017 compared to 2016
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One of the most significant forces of 
change in the global alternatives industry 
over the last five to ten years has been the 
plethora of technological advances. Never 
has Moore’s Law, which argues that the 
processing power of computers doubles 
every two years, been more evident. This 
has come at a time when the gravitational 
pull of market regulation has stretched 
fund managers to breaking point, not just 
operationally but from a cost of compliance 
perspective.

Technology has been a saviour, allowing 
fund managers to effectively outsource all 
non-core investment functions as software 
providers have developed comprehensive 

cloud platform solutions; indeed, non-
financial institutions such as Microsoft 
and Amazon have been integral to this 
development with their Azure and Amazon 
Web Service platforms, respectively, 
fundamentally changing the way that 
managers set-up funds today. 

The power of transformation that 
technology offers was a key theme at CAIS 
2017. It served to underscore the need for 
fund managers to embrace digital models, 
new ways of communicating and re-writing 
trust contracts with investors, becoming 
altogether more transparent and responsive 
to reflect the way we all live our lives today. 

Whether one could argue that technology 
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management start-ups offering robo advisory 
solutions at a lower cost to investors. These 
might not yet be much of a direct threat to 
hedge funds but that’s because they have, 
to date, only been going after retail investor 
capital. This is classic disruptive innovation 
in action.” 

It will be interesting to see how 
quantitative, machine-learning hedge fund 
strategies shake up the natural order of the 
industry in the coming years. Ramadorai, 
and many others, think that artificial 
intelligence will be increasingly levered 
by more innovative, forward-thinking fund 
management groups. 

“There is increasing competition 
from Silicon Valley with respect to asset 
management. The big firms there are getting 
involved in the provision of direct credit and 
thinking about technology pretty seriously. 

“Those managers who are building good 
models are going to find it increasingly easy 
to make money in the short run. However, I 
think over the long run it will become harder 
to generate alpha using machine learning 
strategies,” opined Ramadorai. 

Ramadorai chaired a panel at CAIS 2017 
entitled “Alternative Investments: Advancing 
in the Digital Age”. One of the panellists, 
Raoul Pal of The Global Macro Investor was 

has the capacity to generate alpha is 
very much open to debate. As Darsh 
Singh, Co-Portfolio Manager, Satori Alpha 
Capital, observed: “Alpha is not immutable. 
The way we define alpha is innovative: 
perhaps relationship or technology-driven 
strategies that have yet to be defined by the 
marketplace.”

The progress of digital technology is 
dazzling. From the customer’s perspective, 
said KPMG’s Cowell, “We’ve had the first 
wave of change as the human touch 
has gone digital and robo advisers are 
reaching and delivering to a growing 
population of savers. Factor investing, 
artificial Intelligence and machine learning 
are evolving and moving further into our 
industry.”

The robo adviser phenomenon is an 
interesting one. According to Business 
Intelligence*, robo advisers will manage 
around 10% of total global assets under 
management (AUM) by 2020; approximately 
USD8 trillion. That is a significant number 
and not one that alternative fund managers 
can turn a blind eye to. 

“If hedge funds are to continue delivering 
value they might have to start thinking about 
upping their game,” said Tarun Ramadorai 
of Imperial College London. “Look at wealth 

CA IS  2017

Alternative Investments: 
Advancing in the Digital Age 
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“Machines should do what they do well, 
humans should do what they do well, 
combining those forces to create a new 
human/machine symbiosis. Those that can 
adapt to that will be successful.” 
Bettina Warburg, Animal Ventures

global fabric, including financial services. As 
such, it is incumbent upon fund managers of 
all shapes and sizes to embrace technology, 
as Warburg alludes to above, and optimise 
the way they deploy it. 

Suryanshu Mishra is Director, Head of 
Hedge Fund Administration, Deutsche Bank 
Fund Services. In his view, there is an 
increasing focus on the interoperability of 
technologies. How does one make software 
built for one platform, work across a variety 
of different platforms for tools that are doing 
different tasks?

“Large quantitative funds are building 
teams to address this interoperability 
challenge for their front to back systems. 
That interoperability between a manager’s 
platform and its service providers – prime 
brokers, fund administrators – using the 
same underlying coding language, is an 
interesting trend,” said Mishra.

Blockchain
Blockchain is generating considerable 
interest from firms and regulators alike. If the 

in no doubt that some of the best hedge 
funds could be replaced by machines. 
“I do think the huge bulk of the alternatives 
industry will become systems-based,” 
he said.

Which begs the question: Where does the 
human role come into play?

“Humans are really good at time horizon, 
generating longer-term plays and determining 
a strategic vision of the world. Computers 
are terrible at looking into the future,” added 
Pal, no doubt reassuring many of the fund 
managers in the audience. 

Recently, Elon Musk spoke of his 
concerns over the machines taking over in a 
film by Werner Herzog called Lo and Behold, 
Reveries of the Connected World (2016). He 
gives an example of what could happen 
were a hedge fund to leave it up to AI to 
maximise the returns of a portfolio. The AI 
system might determine that the best way to 
do that would be to short consumer stocks, 
go long defensive stocks and start a war. 

This is just one example of where AI 
could create inadvertent crises, whether 
planned or otherwise, if unplugged entirely 
from man.

However, there is no reason to fear that 
the machines will take over in the guise 
of HAL 9000, the malign machine in 2001: 
A Space Odyssey. The man/machine 
relationship will likely flourish than flounder. 

Bettina Warburg is a Blockchain 
expert and co-founder of San Francisco-
based Animal Ventures, a venture studio 
focused on helping clients best adapt to 
the changing technological landscape. 
She explained to the CAIS audience that 
technology is facilitating ‘intelligence 
augmentation’. “Machine-learning algorithms 
are producing great advances that are 
combining to augment different human 
experiences. Machines should do what 
they do well, humans should do what they 
do well, combining those forces to create 
a new human/machine symbiosis. Those 
that can adapt to that will be successful,” 
commented Warburg. 

Warburg pays a lot of attention to the 
intersection of Blockchain, AI and the 
Internet of Things, helping companies 
come up with strategies that can combine 
synergies of different technologies. 

Algorithms are going to be part of the 
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Speaking on Ramadorai’s panel, Richard 
Scott-Hopkins, Director at KPMG (Cayman), 
said that there is already a blockchain 
solution available for OTC contracts that 
cuts out the intermediary that some fund 
managers are using. He noted that smart 
contracts allow for settlement on a real-
time basis, which can improve margin 
management. 

“Compliance professionals are having to 
become technologists i.e. apply rules and 
put them into code such that systems can 
monitor trade flow, allocations and so on,” 
said Scott-Hopkins. 

By 2020, it is expected that there will be 
USD5 billion spent on blockchain. “I think 
it will be used fundamentally in a lot of 
applications on people’s computers and 
mobile phones without us really knowing 
about it,” added Scott-Hopkins.

Warburg explained that one can think 
about the breadth of blockchain technology 
in three main areas. The first, she said, is 
that we are moving away from an internet 
of information to an internet of value: “With 
blockchain, we are able to use technology to 
do transfers of trades across large distances 
without the need for any intermediary. 

“Secondly, we’re not just going to see 
one or two blockchains. There are many 
kinds being developed for privacy law, 
governance structures and so. We will see 
a world of thousands blockchains that will 
be interoperable,” said Warburg, echoing the 
point made earlier by Mishra.

Thirdly, blockchain is a gateway drug to 
new assets. Through smart contracts and 
blockchain technology, it is facilitating the 
invention, not just of new products, but new 
markets: i.e. driverless vehicles that pay out 
every time they are used in an Uber-like model. 

The possibilities are endless. This is why, 
as Cowell said earlier, fund managers will 
need to become dreamers and explorers of 
new worlds of opportunity, as blockchain 
and the rising sophistication of AI re-writes 
the rules of what it means to do business in 
a hyper-connected world. n

Sources: http://uk.businessinsider.com/
the-robo-advising-report-market-forecasts-
key-growth-drivers-and-how-automated-
asset-management-will-change-the-advisory-
industry-2016-6?r=US&IR=T 

internet was the exchange of information, 
then blockchain is the exchange of value 
and will, according to KPMG’s Cowell, 
“revolutionise trust”. 

There is still much debate, however, about 
its potential to fundamentally change dealing, 
settlement, custody and transfer agency 
operations and take out significant costs.

Outside of Blockchain, one of the most 
significant technological changes is taking 
place in India, which has, seemingly 
overnight, moved almost entirely to a digital 
currency system, with the Reserve Bank 
of India confident that blockchain has 
“matured enough” to be the core technology 
to support the digitisation of India’s fiat 
currency, the rupee. Last November, Prime 
Minister Narendra Modi banned 500-rupee 
and 1,000-rupee notes, wiping out 86% of 
total currency in circulation. 

This is a fundamental decision and could 
lead to other nations doing away with 
physical currencies. Dr Pippa Malmgren is 
Founder of DPRM and a leading UK-based 
economist. She predicts that inflation will 
return to the economic landscape in 2017. 
In Europe, this could create a source of 
profound social conflict. “In Germany, there 
is a commitment to never again using 
inflation to solve a debt problem whereas 
in the rest of Europe, inflation is the only 
means of dealing with the debt problem,” 
said Malmgren. 

Imagination, she said, is a crucial part 
of the fund industry’s toolkit. To that end, 
she believes that rather than try and inflate 
their way out of the debt burden, western 
governments might just well take a leap of 
imagination and take India’s lead. 

“It is possible that governments will 
abandon the current systems of accounting 
and introduce an entirely new one. It has 
happened before in the early 1800s, when 
the British abandoned a system that had 
been used for centuries and all the tally 
sticks were destroyed. 

“I can tell you the name of such a new 
accounting system: blockchain. It is able to 
assess every single transaction without an 
intermediary and triangulates everything, 
making it a highly efficient system. This 
could profoundly change the asset 
management world,” remarked Malmgren in 
her keynote presentation. 
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The alternatives industry has a duty to not 
only defy gravity and deliver strong returns, 
but to do so in a way that can genuinely 
change the world for the better, inspiring 
the next generation of star managers and 
investors. 

Cognisant of its importance, CAIS 2017 
focused on philanthropy and impact investing 
and emerged as key themes among 
panellists. It demonstrated a collective vision 
of responsible investing in new technologies 
and energy initiatives, to make the world 
a better place. And a commitment to 
philanthropic endeavours to bring people out 
of poverty, not just in the developing world, 
but first world countries including the US. 

One fascinating panel session, entitled The 
Birth of Stars, was chaired by Lord Michael 
Hastings CBE, Global Head of Corporate 
Citizenship, KPMG. On the panel, Andrea 
Jung, President & CEO, Grameen America, 
Inc and former Chairperson and CEO of Avon 

Products Inc, spoke about the Grameen social 
finance model and the impact this was having 
on women across the US. 

“Womens’ entrepreneurial businesses 
are growing at 1.5 times the US national 
average, while women of colour are 
starting businesses three times faster. I 
fundamentally believe that one of the biggest 
ways to deal with our income inequality 
gap is to invest in people. Give them the 
opportunity to become the economic engines 
of change in our own backyard because the 
impact to society will result in the resumption 
of growth in America,” said Jung. 

An estimated 43 million Americans live 
in poverty. To address this, giving people 
a hand up, as opposed to a hand out, by 
way of an investment – in this case $1,500 
microfinance loans – is, in Jung’s view, one 
of the most pragmatic ways to address 
poverty. Grameen does more than merely 
provide loans to women. It offers training 
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give is ‘Thank you for changing the world’. 
We call each WE Day the Superbowl for 
making the world a better place. In order to 
engage with kids, and inspire them to be the 
next generation of philanthropists to tackle 
critical social issues, we have to incentivise 
behaviour from a young age. 

“Last year, the WE Movement raised 
USD62 million and children did 20 million 
hours of community service. Rather than 
taking corporate dividends, we are taking 
stock options in making a better world.” 

Impact investing: A positive force for 
change
Another important manifestation of corporate 
governance, aside from philanthropy, is the 
way in which institutions invest their capital. 
Increasingly, impact investing is moving up 
the agenda of family offices, endowments 
and other large institutional investors. The 
aim is simple: to generate investment returns 
in different assets and investment strategies 
that simultaneously bring social and 
environmental benefits. 

“Impact investing is investing in innovation 
that will help drive success for both 
society and the economy over the long-
term” said Tania Carnegie, Leader of the 
Impact Ventures practice at KPMG. “Many 
institutional investors are already investing 
in impactful opportunities in emerging 
markets, real estate, and infrastructure so it’s 
complementary to their current approach to 
asset selection.”

Abigail Noble is the CEO of the ImPact, 
a non-profit organisation whose mission 
is to help families to make more impact 
investments, more effectively. Speaking on 
the Future Impact – Driving Change and 
Returns Through Investment panel, Noble 
said that family offices are engaging in 
impact investing because the next generation 
are interested in social impact and 
sustainability.

“It is a way for the next generation to 
take a leadership role within the family,” said 
Noble. Also, it’s a way to engage in new 
markets; private equity funds that focus on 
affordable housing, green energy companies, 
agricultural technologies that have a positive 
impact on the environment, etc. She said 
that while we were still at the early stages of 
measuring impact investing, “It will continue 

and education to help individuals understand 
the impact of building credit and saving, with 
groups of up to 30 female entrepreneurs 
meeting every week to support and share 
ideas with one another. 

“Peer mentorship is probably one of the 
biggest pieces of alchemy in all of this. Our 
loan repayment rate is high and we help 
people to improve their credit score,” added 
Jung, confirming that as a social business, 
all the profits go back into expanding the 
programme. “Grameen has community 
benefit at the heart of its social business 
model,” she said. 

Philanthropic programmes have the power 
to transform societies and make meaningful 
differences to people’s lives. ELMA 
Philanthropies Services is the services arm 
of The ELMA Group of Foundations, which 
provides philanthropic assistance to high-
impact initiatives within each foundation’s 
area of focus including healthcare, education 
and a vaccines and immunisation foundation. 

Tom McPartland, Chief Executive Officer, 
ELMA Philanthropies Services, said that 
developing partnerships with the likes of 
the Vodafone Foundation had provided an 
avenue into numerous interesting areas and 
led to a joint initiative programme. 

“We each put up USD25 million and each 
went out to get an additional USD50 million 
to bring USD100 million to bear on three or 
four key thematics, such as HIV prevention 
programmes in places such as Lesotho. This 
partnership has really moved the needle in 
a way we didn’t think possible,” commented 
McPartland. 

Critical to the success of changing the 
world is inspiring the next generation of 
philanthropists. One of the most successful 
world movements has been developed by 
Craig and Marc Kielburger, brothers and 
co-founders of the WE Movement, which 
includes WE Charity, ME to WE Social 
Enterprise and WE Day. They have literally 
inspired an entire generation of youngsters 
to become outstanding global custodians.

“We host 16 WE days throughout the 
world with 20,000 children at each event,” 
Marc Kielburger told Lord Hastings. “You 
can’t buy a ticket to one of these events, you 
have to earn it through good service. Prince 
Harry, Bono and others come and spend 
time with these kids and the message they 

Andrea Jung, President & CEO, 
Grameen America, Inc

Tom McPartland, Chief 
Executive Officer, ELMA 
Philanthropies Services
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promote social and economic development 
on the Cayman Islands. For example, Minds 
Inspired is a Dart-funded series of educational 
initiatives that provide scholarship and 
learning opportunities to on-island high school 
and university students. 

Alpha: The fuel for philanthropy
Impact investing and putting capital to 
work to encourage positive social and 
environmental change is a noble mission for 
any institution, undeniably, but institutions 
have a duty, first and foremost, to meet their 
long-time liabilities and safeguard the futures 
of Mom and Pop investors. 

To that end, accessing the very best talent 
within the alternatives industry is the first 
step towards ensuring that corporations, 
endowments and family offices have the 
chance to harvest alpha in the market. This 
in turn can lead to long-term capital growth 
and a commitment to philanthropic causes. 

What became apparent at CAIS 2017 
was that pension plans, especially, face 
a universal challenge of fully funding their 
pension allocations. 

Valerie Sill is President, CEO and CIO of 
Dupont Capital Management. According to 
Sill, Dupont’s funding status currently stands 
at 84% and would require an additional USD8 
billion to be fully funded today. To help try to 
meet return expectations, she said that private 
equity investments, specifically those focused 
on the small and mid-market, had proven 
effective in 2016, as had private credit. 

“Alternatives are important for 
diversification, they can enhance the risk-
adjusted returns and sometimes the level 
of returns, but you have to avoid the risk 
of over-diversification. We hold about 70% 
in return-seeking assets and 30% in liability 
hedging assets. We pursue a balanced 
asset allocation that has led us to have a 
20% allocation in alternatives: 12% to private 
equity, 4% to hedge funds and 4% to real 
estate,” confirmed Sill, when discussing 
innovations in asset allocation.

Achieving escape velocity 
Corporate pensions need to continuously 
look for ways to innovate to generate the 
necessary returns but achieving that escape 
velocity – which one could argue is a 7 to 
8% annual return stream – is no easy task. 

to evolve as the horsepower of analytics and 
greater collaboration improve.” 

Bringing an investor perspective to 
the debate, Dipender Saluja, Partner and 
Managing Director at Capricorn Investment 
Group, which manages USD5 billion in 
assets for the Jeff Skoll Foundation, sees 
energy, agriculture, healthcare and space 
as key sustainable investment opportunities, 
with technology the common theme in each. 

“In the next 50 years, we are going to 
grow more food than we have in the last 
10,000 years. As the world’s population grows 
from seven billion to 10 billion people, and 
markets like China, India and Africa catch 
up with the rest of the world, we see huge 
opportunities in investing in those themes, 
with a positive impact. In India and China, 
the energy consumption, per capita, is 1/20th 
that of the West. Some two billion people 
have no access to reliable energy, food or 
transport and we think the opportunity to 
bring technology to these themes will create 
huge returns,” outlined Saluja. 

The positive impact of the clean energy 
revolution currently underway he said, can 
be easily measured in terms of the amount 
of employment it creates, the number of 
people who get access to new energy, the 
improvements in air quality (in electronic 
cars) and so on. 

Aside from social and environmental 
benefits, there is also a jurisdictional benefit 
to impact investing. Chris Duggan is Director 
of CAIS and Vice President of Community 
Development at Dart Enterprises, a luxury 
real estate business focused on the Cayman 
Islands, founded by hedge fund billionaire 
Kenneth Dart.

“Kenneth Dart made a commitment when 
he moved his headquarters to Cayman and 
to create small business opportunities for 
Cayman locals to participate in development 
projects. The Kimpton Seafire is a good 
example of this. Profit motivation is key to 
all our businesses but so is the positive 
social impact on Cayman,” said Duggan. In 
his view, impact investing needs to become 
more measurable: “This will enable us to 
get a clearer handle on what impact Dart 
Enterprises is having on the community, and 
learn about ways to improve how and where 
we invest our resources,” suggested Duggan.

CAIS and Dart Enterprises both actively 

Abigail Noble, CEO of the 
ImPact
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innovative approaches are starting to engage 
more in conversation with female-led hedge 
fund managers, as well as firms with gender 
diverse investment teams. This is not rocket 
science; it’s using one’s imagination. 

Moreover, allocators need to worry less 
about fees and more about close alignment 
with the manager. Their orbits need to be in 
close proximity. 

“On the fee issue, you don’t want to get 
caught in the notion of cheaper is better,” 
said Mark Warner, Interim CEO and CIO, The 
University of Texas Investment Management 
Company (UTIMCO). “We focus on the talent 
first. I view fees as ‘what is the sharing of 
performance going to be?’”

How much skin in the game does the 
manager have? Do they take less risk if they 
have a lot of their own money invested? 

“Fees themselves are less of an issue; 
we’re not looking for the 2/20 Taco Bell 
hedge funds,” asserted Jeffrey Klein, Deputy 
CIO, Federal Way Asset Management. 
“Institutional investors get too hung up on 
the quantum of the fees rather than the 
alignment of interests with the manager. 

I’d like to see some of the Taco Bells shut 
down. I think the hedge fund industry needs 
a bit of a shake up.”

Ultimately, institutions have the capacity 
and influence to shape future investing in 
such a way as to promote positive social 
and environmental change. The tectonic 
plates of the alternatives industry are shifting 
under foot. Nevertheless, it is in a unique 
position to leverage the capital markets to 
solve some of the world’s greatest problems. 
The industry has a collective duty to step up 
and help. n

Ron Barin is the Chief Investment 
Officer for Alcoa, having previously led the 
investment programme at Pfizer, and is 
highly regarded for his work in corporate risk 
factor investing. 

Alcoa has a total of eight pension plans 
that cover more than 102,000 workers and 
retirees. According to its most recent 10-K 
filing, Alcoa’s pension funds had USD8.1 
billion in assets and USD11 billion in 
liabilities, at the end of 2016, for a 73.6% 
funding ratio.

Speaking alongside Sill on the Innovations 
in Asset Allocation panel, which was 
moderated by William Kelly, CEO of the CAIA 
Association, Barin said what he looked for 
from the hedge fund strategies that Alcoa 
allocates to is convexity. 

“I’m looking to improve my funding status 
but I am also looking to mitigate downside 
risk, which could potentially wipe out my 
plan sponsor,” said Barin. “By accessing 
diversified risk premia, I’m hoping to meet 
those objectives.”

He said that currently, approximately 
half of the allocation is held in alternative 
strategies. The equity risk premium is 
extremely risky at this point in time, when all 
major asset classes are in a bubble because 
of central bank intervention, according to 
Barin. He said that in the current low rate 
environment, “No matter what I do, from an 
investment perspective, I can’t generate the 
returns in excess of my liability return. 

“There are a number of different levers that 
we are using, one of which is to consider 
liability management options. However, it 
can be costly to transfer liability to a third 
party, which might have negative impacts 
on our plan participants (i.e. reduced ERISA 
protections to plan holders). Ultimately, we 
tell our plan sponsors that they have to be 
patient while we innovate,” said Barin.

Given the pressures that corporate 
pensions are under, seeking out the best 
alpha generators is an ongoing process. 
As Amanda Pullinger, CEO of 100 Women 
in Finance, pointed out at CAIS 2017, there 
needs to be a shift in mindset among 
institutional investors in terms of how they 
source talent. 

Rather than going the tried and tested 
route, using existing networks to access 
male-led hedge funds, those with more 

“As the world’s population 
grows from seven billion 
to 10  billion people, and 
markets like China, India and 
Africa catch up with the rest 
of the world, we see huge 
opportunities in investing in 
those themes.”
Dipender Saluja, Capricorn Investment 
Group
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One of the clearest messages that came out 
of CAIS 2017 was that the world is changing 
in innumerable ways that have the capacity 
to shock and destabilise. One only has to 
refer recently, to Brexit and the outcome of 
the US presidential election, to appreciate 
that uncertainty is the only known certainty 
to contend with in an ever more complex, 
interconnected world. 

As KPMG’s Cowell said, headline risk 
seems to dominate decision making: “It’s 
unlikely that markets will be able to deliver 
on expectations. Turbulence in China and 
uncertainty in US markets is causing an 
institutional shift in investing. The outcome 
of quantitative easing is also in doubt and 
we are on a journey into the unknown. In 
this type of environment, the unexpected 
always happens.”

Dr. Pippa Malmgren urged the audience at 
this year’s event “to stop looking at numbers 
and look at what is happening right before 
our eyes”, referring to the rise in global 
populism and the fact that the warning signs 
were there to see in the US elections, with 

crowds of rustbelt Americans flocking to 
Trump’s campaign events. 

The same sense of disillusionment with 
globalisation was evident in the run up 
to Brexit. 

Some, like Jeffrey Christian, Managing 
Partner, CPM Group LLC, a commodities 
market research and asset management 
group, think that the UK will probably lose 
10% of GDP growth per annum over the 
next decade as Brexit erodes the UK’s 
earning potential. 

“The UK will continue to be a part of 
a globalised economy, technology will 
allow that as will political devolution,” said 
Christian. “The ultimate agreement that 
the UK reaches with the EU might be very 
similar to the one it is walking away from. 
The big risk is political. In the UK and US, 
there has been a failure by mainstream 
centrist parties to understand the degree 
to which people have been excluded from 
global economic growth.” 

Leading economists such as David 
McWilliams believe that the future will be 
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‘wannabees’, but the rhetoric has changed 
to trying to find the digital superstar – the 
organisation that has the most integrated 
digital business model.

Increased transparency and technology 
was also discussed in the context of impact 
investing and philanthropy, which was a key 
theme at CAIS 2017.

Philanthropy is most effective when it’s 
an all-in effort, with contributions coming 
from all over rather than just one source. 
However, it is important to remember that 
defying gravity through performance in the 
alternatives industry isn’t the end game; it is 
just the beginning.  It’s time the industry as a 
whole embraces its potential as a champion 
of social causes, and helps lead the fight to 
build a socially responsible world. 

“One of the key takeaways from this 
year’s event is that leaders in this industry 
are committed to not just doing well for their 
investors, but also to doing good for their 
local communities and the greater world 
around them,” said Duggan. “Philanthropy, 
impact investing and ESG investing all play 
a role, and together we have the potential — 
and the capital — to drastically improve the 
world we live in.

“The rise of factor investing, combined 
with high levels of machine learning and 
other digital innovations including Blockchain 
are bringing the industry out of its digital 
wilderness. Technological change is driving 
consolidation, driving investor needs and 
wants, and driving alignment of interests. 
The future dynamism of the industry now 
requires alternative investment managers to 
truly embrace the role of a trusted adviser in 
this digital age,” concluded Cowell. n

deeply uncertain. In his view, the general 
sense is that the western world is at an 
“extraordinary tipping point”. Echoing Pippa 
Malmgren’s views, McWilliams told the 
audience at CAIS 2017:

“The problem I see is that conventional 
people don’t see tipping points, they don’t 
think unconventionally. Central bankers have 
a ‘group think’ approach and don’t have the 
latitude to see things differently.”

Marine Le Pen will, he predicts, win the 
French election. Many CAIS attendees agree. 
In a survey, just over half of them picked Le 
Pen winning the French presidential election 
as the next ‘Trump’ or ‘Brexit’ moment most 
likely to upset global markets.

McWilliams added that whenever US 
presidents have gone up against the Federal 
Reserve, they have lost. In ’92, Clinton was 
elected on a big tax cut for the middle 
classes; Greenspan refused. 

“Will Trump back down? In the eighth year 
of fiscal expansion, will he try to change the 
way America – and the Fed – behaves to hit 
a growth rate of 4%, compared to the Fed’s 
2% target?” questioned McWilliams.

The group think comment McWilliams 
made is something that applies equally to 
alternative fund managers. Going forward, it’ll 
be those who are prepared to challenge the 
consensus and to think imaginatively that will 
likely come out on top. They will be the ones 
embracing technology and willing to evolve. 
To defy the gravitational forces and elevate 
their value propositions to a new level with 
original products, strategies, and ways of 
engaging with their investors.

Cowell referred to this as the rise of the 
‘digital-institutional’ manager.

Their controls and processes will be 
institutional grade, he said, yet they will 
retain their creativity and focus on alpha…all 
through digital platforms. 

“Investors are increasingly demanding 
more transparency, liquidity and instant 
access to information. Since the global 
financial crisis, they have become more 
questioning and technology is helping 
them to demystify the art of investing. 
It will provide more and more portfolio 
transparency and empower clients in the 
years to come,” said Cowell.

A number of years ago, people would 
talk about ‘star managers’, ‘has beens’ and 

Anthony Cowell, Partner, 
KPMG and Editorial Chair, 
CAIS 2017


