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of capital and persuaded investors, notably 
institutions, to reallocate to hedge funds. 
Credit Suisse estimates that total industry 
AUM currently stands at $1.5 trillion as of 
March 2010 and recent surveys indicate that 
managers and investors are optimistic about 
growth in 2010, putting AUM between $1.7 
and $2 trillion by the end of the year, which 
is above pre-credit crisis levels . About half 
of this growth is expected to be produced 
by capital inflows and the remainder from 
performance.

Nevertheless, while the bare stats present 
a picture of stability, there is a strong 
undercurrent of change and desire for 
reform. Investors had already woken up to 
risk and reporting issues before the crisis 
broke, but are now practically falling over 
themselves to be the first to demand that 
managers are equipped to deal with markets 

The drive to provide hedge fund managers 
with the latest tools to raise operational 
efficiency and improve performance has 
been lent impetus by the industry’s roller 
coaster ride over the past two years. 

Despite dire predictions for the industry’s 
health in late 2008, the current signs are 
positive: following the losses suffered by 
most funds in 2008, the industry bounced 
back in 2009 with its best calendar-year 
returns in a decade. Returns of 3.1% 
(according to the Credit Suisse/Tremont 
Hedge Fund Index) in the first quarter of 
2010 added to returns of 18.6% in 2009. The 
first quarter of this year moved the hedge 
fund industry a step closer to making up 
for the 19.5% drawdown between June 30 
and December 31, 2008 and funds have now 
recouped 91.9% of all 2008 losses. 

This rebound has helped turn the tide 

Risk monitoring and 
transparency are the 
key drivers for 2010

By Phil Davis
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better than they were in 2008, and that they 
possess state-of-the-art tools for valuing 
assets and monitoring risk. 

As Gerry Buggy, Global Head of Hedge 
Fund Solutions at Thomson Reuters, says: 
“The changes are profound. Performance 
may have come back, but the industry is not 
going back to its old ways.”

Although the sophisticated processes 
employed by banks did not prevent the 
meltdown in 2008, Buggy believes there 
is still a lot to learn from the sellside. “A 
lot of what we at Thomson Reuters do on 
the sellside has not been replicated on the 
buyside in the alternatives space. Sellside 
pricing, operations, valuation processes 
have a rigour which we have not yet fully 
witnessed in hedge funds.”

One possible reason for this is that little 
pressure for change existed because many 
institutions had – and still have – small hedge 
fund portfolios and insufficient resources 
to support them. Thus, the necessary due 
diligence was not always applied. “But it is all 
changing now,” says Buggy. “The pressure on 
fees and operating methods means buyside 
alternatives firms are growing up, particularly 
in terms of processing and reporting.”

He sees evidence of increasing “intelligent 
pressure” whereby demand for change 
goes beyond wanting to see evidence that 
regulators’ boxes are all ticked. “Hedge funds 
are not going to get caught up in a Lehman 
now; there is more analysis of capital 
pledged, rehypothication and prime risk, 
and smart collateral management is now 
the watchword. The relationships between 
various parties are scrutinised for conflicts 
and people are looking for valuations and 
data that are sourced independently.”

Counter-intuitively, the fact that markets 
have bounced back has actually increased 
the need for a coherent risk approach. 
As returns and confidence rise, the more 
complex trading strategies are returning and 
this requires careful management. Robert 
Boardman, head of algorithmic trading sales 
at ITG, says: “Risk was constraining many 
trading strategies, even profitable ones. Good 
managers were just not trading and one of 
the largest fund’s turnover was down to a 
quarter of where it was.” 

The return of volumes means more funds, 
more assets and greater demand for risk 

systems. One of the problems for investors 
looking to manage risk more holistically is that 
although many strategies appear similar, in fact 
they vary greatly when investors look under 
the bonnet and view the individual assets. But 
how can this be achieved in practice? “Lots 
of funds give us their whole portfolio to value 
so we are able to create our own valuation 
models and understand the data behind them,” 
says Buggy. “We can aggregate where most 
people are working in silos, and aggregation is 
vital for risk reporting.”

Indeed, risk systems are likely to dominate 
vendor suites in the coming year following 
the failure of many of them in 2008 and in 
view of the market risks that may still lie 
ahead. Jeremy Rowlands, chief executive of 
Caliburn Capital, a fund of hedge funds firm, 
says 2008 was the classic stress test. “We 
saw problems related to market risk, tail risk 
and operational risk. The industry still has 
to deal with this. It needs systems that are 
effective in addressing all these areas and 
that also link the risks. Risk is a factor of all 
three – you can’t look at them in isolation or 
you won’t solve the problem.”

He reserves particular ire for the way the 
industry has dealt with tail risk. “It has been 
too ready to take steady returns and ignore 
the potential tail risk,” Rowlands says. “It is 
admittedly hard to deal with risks you haven’t 
observed because most risk processes are 
quantitative and backward looking. Tail risks 
are forward-looking and qualitative.”

Some believe that managed accounts, 
which have grown in popularity hugely since 
late 2008, represent the best way to observe 
and measure all risks. Hans Hufschmid, 
chief executive of GlobeOp says: “It takes 
a lot of work to set up the infrastructure for 
a managed account, but at least you get 
exactly what you want. Managed accounts  7

“We saw problems related 
to market risk, tail risk and 
operational risk… Risk is a 
factor of all three – you can’t 
look at them in isolation or 
you won’t solve the problem.”
Jeremy Rowlands, chief executive of 
Caliburn Capital
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Paradigm shift sees 
middle-office growth

interview with tom Zdon

A year or two on from the onset of the 
financial crisis the ramifications for the hedge 
fund industry are still being felt. While the 
headlines talked of hedge fund failures and 
investors losing their capital, this actually 
applied to a relatively small portion of the 
universe of funds: the vast majority of 
managers and their clients entered a period 
of reflection and re-examination rather than 
entertaining thoughts of Armageddon. For 
managers, the key question was to maintain 
the viability of their businesses. “Hedge fund 
fees were largely based on an absolute 
return model, so the losses they incurred fed 
directly to the bottom line,” says Tom Zdon, 
vice president of global accounts at Advent.

For some funds, this marked the 
beginning of a shift towards the benchmark 
approach employed by traditional fund 
managers, and a consequent widening 
of the investor base to create greater fee 
stability. “Our experience is that separately 
managed accounts (SMA) and Ucits funds 
are certainly in vogue at the moment as they 
each reduce investor risk in different ways 
and are in demand as investors seek lower 
risk alternatives,” says Zdon. For hedge 
funds accustomed to dealing with a handful 
of clients or platforms, this shift towards the 
mass distribution markets meant some were 
poorly equipped to deal with the greater 
volumes of clients, transactions, transfers 
and communication. 

This shift is one of the reasons that 
demand for middle-office solutions is 
growing. “The costs of supporting trading 
and distribution have gone up just as fees 
have gone down,” says Zdon. “More firms 
are deciding to outsource the middle-office.” 
Workflow tools are particularly in demand, 
as they help to manage the proliferating 
relationships, not just with customers 
but also with trading partners and other 

counterparties. Zdon adds: “Frequency of 
reporting, valuation timing, trade accuracy, 
and estimated NAV production is occurring 
in quicker cycles, requiring systems that can 
work within a daily reporting model.”

Advent has responded to the increased 
demand by broadening the scope of its 
middle-office suite. Customers can perform 
post-trade reconciliations across the range of 
assets and strategies, and can slice and dice 
by performance, trade and strategy. “It is 
not enough to have a portfolio management 
system any more – you need workflow 
solutions that are connected to counter-
parties in real-time,” Zdon says.

Counterparty risk has changed since the 
dire days of late 2008 when it was far from 
clear which banks would survive and which 
would succumb amid panicky markets. Zdon 
says: “It is not about the fear of people 
going out of business now, but about 
investors saying ‘how is the business being 
managed?’ and the bank being able to show 
them and provide reassurances in real time. 
The same holds true for hedge funds with 
their new client bases.”

Nevertheless, there is a continuing shift to 
diversify the prime broker base and this has 
engendered greater complexity and more effort 
in the middle-office to tackle critical activities 
such as reconciliations and cash management. 
“Many funds now want full cash reconciliation 
with their prime brokers at the end of the day, 
rather than a model,” says Zdon.

Valuations are subject to similar levels of 
scrutiny and more work is now needed to 
prove and communicate prices to funds and 
their investors. The task is made harder by 
the rising number of multi-asset funds. Zdon 
says: “Single asset strategies have lost a lot 
of cashflow following the liquidity crisis so, 
from our point of view, the ability to service 
cross-asset classes is critical.” n

Tom Zdon, vice president of 
global accounts at Advent
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don’t mitigate tail risk but they do allow you 
to calculate it.”

It is less certain that the risks can be 
ascertained and mitigated in the wider industry. 
“Investment banks have shown you can link 
and aggregate all risk classes,” says Buggy. 
“But it is only possible to do this in alternatives 
if hedge fund disclosure improves.”

As well as risk, 2008 was clearly a catalyst 
for a better approach to transparency and 
liquidity, between which there is a strong 
connection. Liquidity mismatches in the 
hedge fund world were endemic prior to 
2008 – funds of funds offered monthly 
liquidity even though underlying funds had 
longer lock-ups, and single strategy funds 
could not meet redemptions because of the 
illiquidity of their assets. Says Rowlands: 
“Liquidity should be appropriate to the 
underlying strategies. Part of this is about 
analysing and understanding the client base 
better. High net worths were traumatised 
by 2008 and they have a great suspicion 
of locking up their money for longer. But 
institutional money, both before the crisis and 
now, will sacrifice liquidity for performance. 
We have taken money from investors in the 
last few months who have argued that we 
should extend the liquidity of a portfolio. In 
credit in particular, opportunities can take a 
year or two to play out.”

Transparency has increased through 
better and more frequent reporting and 
through the use of Ucits structures and 

managed accounts. But, as Rowlands 
acknowledges, transparency is only as 
useful if the sophistication of the customer 
allows it to be. “Intelligent transparency is 
the aim – you want to know the risks and be 
sure there are no nasty surprises around the 
corner. In this respect, granular transparency 
does not always help.”

For an underlying investor or a fund of 
fund, a big operational risk report that shows 
all the assets held and the counterparty 
exposures of each manager can offer 
reassurance about fund governance and 
operational risk, but does not enable the 
investor to manage market risk, Hufschmid 
says. “You have to trust the manager to 
manage the risk – after all, if you could do 
it all yourself you wouldn’t employ the fund 
manager at all.”

The desire for transparency goes beyond 
processes and technology to expectations. 
Many investors did not recognise before 
2008 that hedge funds do not necessarily 
guarantee their capital is safe over the short-
term. Caliburn says in the last 18 months it 
has been pushed to polarise its strategies as 
investors demand to know whether funds are 
predicated on absolute returns or intelligent 
beta. “If the latter, there is also the risk of 
negative returns,” says Rowlands. “If an 
investor expected managed beta, then returns 
in 2008 were pretty good; if absolute returns 
were desired then they were not so good.” 
Caliburn has seen good flows into alpha-only 
institutional portfolios and much interest in 
its greater China portfolio, which represents 
asymmetric returns against an index. “But 
interest has returned more slowly to our multi-
theme portfolio which is a blend of the two 
approaches. Post-2008 you have to be very 
clear about defining the level and nature of 
the risk that a hedge fund or fund of fund 
delivers and how the fees relate to that.”

This is central to the hedge fund thesis: 
those that communicate well, upgrade their 
systems and processes and – importantly – 
can demonstrate they have done so, will be 
able to set fees that reflect the value they add. 
As Rowlands says: “Headlines about fees 
coming under pressure have been around 
for years now. The reality is the level of fees 
will be tied to the value added to operations 
and to investment strategies. The more value 
added, the less pressure on fees.” n

4 

“Managed accounts don’t mitigate tail risk 
but they do allow you to calculate it.”
Hans Hufschmid, chief executive of GlobeOp
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Investors drive rapid 
information provision

interview with Regis veillet & eric Chartry

The demand from investors for better 
information, delivered more rapidly than 
before and in a form that can be easily 
understood by investors and third-parties is 
the considerable challenge that hedge fund 
administrators face today. 

“Asset managers, promoters, boards of 
directors, regulators and auditors all need 
comfort that the prices underlying a fund 
of hedge fund NAV are real and sourced 
directly,” says Regis Veillet, head of sales 
and client relationships for Societe Generale 
Securities Services (SGSS) in Luxemburg. 
“That means an emphasis on quality, timing 
and providing supporting evidence.”

Price-chasing of NAVs has become an 
increasingly important activity in this respect 
as fund of hedge funds demand frequent 
and fresh data to calculate their own NAVs. 
Notes Veillet: “This is not as simple an 
activity as it looks and often involves a great 
deal more than simply calling the transfer 
agent. Sometimes, the funds can’t be bought 
or sold so we seek to obtain performance 
numbers instead and apply them to the 
previous month’s NAV to create a fresh 
valuation.”

A crucial aspect of creating useful data is 
the methodology behind it – the capacity to 
demonstrate its inherent quality. This applies 
to the pricing of underlying assets too. “We 
have developed the capacity to price OTC 
derivatives such as CDSs and we also give 
clients the opportunity to speak directly to 
our financial engineer so they can see the 
methodology and view the source of the 
data if required,” says Veillet.

Funds of funds require transparency not 
just for valuations but also for administration 
issues such as orders and redemptions. 
“They want to know where their order stands 
in the pipeline,” says Eric Chartry, head of 
global fund trading at SGSS Luxemburg. 

“They expect to receive a certain NAV on 
a certain date, so we constantly check and 
have built in a series of alerts to make sure 
this happens.” Demand for order tracking 
has increased hugely since it was revealed 
that some Madoff clients had no or poor 
evidence of whether orders were actually 
sent and at what times or dates.

Equally, funds of funds want to be sure 
that redemption payments are received in a 
timely fashion. Again, this issue has become 
vexed because of the wave of redemptions 
that accompanied the 2008 drawdowns and 
the continued volatility in the markets. Says 
Chartry: “Redemption payments are now 
often complicated by gates, they are partly 
paid in tranches and sometimes balances 
can be put in side-pockets which are 
themselves sub-divided into different classes. 
We have the architecture to see how many 
tranches exist, what has been paid and what 
remains to be paid.”

The proliferation of illiquid assets and the 
difficulties in dealing with them in the wake 
of the credit crisis has led to complexity in 
administering gates, side-pockets and partly-
paid share classes. This complexity is not 
new but has been intensified by the sheer 
volume in recent times. “It is important to 
automate these processes to reduce the 
operational risk that comes with a manual 
interface with transfer agents,” says Veillet.

SGSS believes only a provider with 
financial muscle can deliver what the market 
requires after a time of great upheaval. 
Veillet notes: “In a few months, the industry 
has gone from managing exceptions to 
the wholesale industrialisation of complex 
processes. In some cases, complete new 
infrastructure has to be created and this can 
only be done by a service provider that is 
backed with the kind of resources we have, 
from one of Europe’s largest banks.” n

Regis Veillet (top) is head of 
sales and client relationships 
and Eric Chartry (below) is 
head of global fund trading at 
Societe Generale Securities 
Services (SGSS) in Luxemburg

SGSS
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The last year has seen frenetic activity 
among technology and solutions providers 
as the hedge fund industry adapts to the 
post-financial crisis/sovereign debt crisis 
environment. Tools for compliance, reporting 
and risk are most obviously in demand, 
but tools and the markets they address are 
becoming interchangeable and vendors have 
to respond to trends in a more targeted way 
than ever before. 

Take trading venues: the fragmentation 
of liquidity away from the largest exchanges 

has increased the demand for sophisticated 
trading systems that track liquidity as it 
moves from venue to venue and that analyse 
in real-time where to send orders.

However, the picture is changing much 
more rapidly than anyone could have 
imagined. The number of venues is still 
proliferating just as overall volumes have 
shrunk and this will inevitably lead to 
structural changes with which technology 
must keep pace. Rob Boardman, head of 
algorithmic trading sales at ITG, says: “In the 

Hedge funds drive 
development of 

customised solutions
By Phil Davis

inDuStRy
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As the hedge fund sector moves away from its 
cottage industry roots and closer to the levels 
of institutionalisation seen in other financial 
services activities, relationships are increasingly 
being managed in a more formal way.

Whereas there was once a single high-
net-worth client with a lawyer in tow, there 
is now typically a series of institutions, 
often channelled to the fund via a complex 
network of intermediaries, a suite of 
advisors, and a wealth of documentation to 
deal with too.

“There are simply so many more steps to 
closing business these days,” says Simon 
Koziel, president of ProTrak International. 
There are also so many more ways to 
access new business with the proliferation 
of advisers, agents, regulators, trustees, 
directors and so on. It is not so much a 
question of their job titles, but what influence 
they wield and which networks they inhabit. 
To keep abreast of all that requires more 
than shrewd judgement and a long memory.

Of course, in the case of a small fund 
with perhaps $100m in assets and/or 20-30 
investors, these relationships can probably be 
managed without recourse to a sophisticated 
customer relationship management system. 
But as soon as the client numbers and 
assets under management start to rise, 
the relationships need to be tracked more 
professionally if they are to bear fruit. As 
Koziel says: “You have to capture the essence 
of these relationships now -you can’t go back 
and do it later.”

In an operating environment in which 
record-keeping has become paramount, 
CRM has gone beyond its original remit 
of generating sales and can ensure that 
a fund meets many of its compliance 

targets. Documenting and tracking investor 
correspondence is now essential and 
funds need to be able to demonstrate what 
documents they have received and sent.  
“One of our clients called recently to say 
they were audited by the SEC and they 
needed to show all the correspondence 
with selected investors over the last year,” 
Koziel says. The investigators asked to see 
all the activities including the subscription 
documents for the investors. “They were 
able to provide all of that information from 
the CRM and the firm passed the audit with 
flying colours,” Koziel adds.

Official compliance is only the tip of 
the iceberg of course: it is effectively a 
subset of client service and transparency. 
In this sense, funds increasingly need 
all information about lock-ups, gates and 
sidepockets at hand to be able to respond 
to the current market conditions. Or a fund 
might need a quick report or valuation for 
internal or external purposes. Administrators 
typically provide month-end data on holdings 
and transactions. Funds will therefore need 
to be able to generate reports themselves 
– perhaps detailing subscriptions and 
redemptions over a certain period, or 
calculating the NAV at a certain point in the 
past, or showing how many of the fund’s 
investors are based in the US or perhaps 
how many have $1m or more invested in the 
fund. Koziel says:  “It should be like a big 
bowl where you can just reach in and grab 
what you need when you need it. 

“My philosophy is that there are 20-30 
critical pieces of information that funds and 
investors typically require. If you can make 
them immediately available, that will satisfy 
80-90 per cent of all requests.” n

CRM provides  
transparency and 

compliance solutions
interview with Simon Koziel

Simon Koziel, president of 
ProTrak International

PRotRAK inteRnAt ionAl



INNOVATION Hedgeweek Special Report May 2010 www.hedgeweek.com | 12

long-term, there are too many players and 
there will undoubtedly be more consolidation, 
particularly if volumes don’t pick up.” But he 
does not believe, however tough markets 
become, that liquidity will once again 
become concentrated in one venue per 
jurisdiction. “The genie is out of the bottle 
now,” he says. “There will be at least three 
or four venues in the longer-term if the US 
experience is anything to go by.”

So despite the upheaval, there is still likely 
to be more choice and better execution for 
funds. This choice could be augmented by 
the creation of more dark pools, a process 
which ITG believes will accelerate this year 
even as lit pools decline in number. “They 
have lower overheads so large banks and 
institutions will run them as standalone 
activities,” says Boardman. He believes 
hedge funds will exploit this opportunity 
creatively. “One of the largest hedge funds in 
London set up a system to send a large part 
of its business to a few dark pools before 
starting to trade.”

On the other hand, using smart order 
routers (SORs) to actually place orders 
risks alerting other investors to the strategy. 
“Some funds avoid using SORs and dark 
pools because the signals sent give the 
game away. Because of the size of their 
trades they may prefer to trade in the main 
market,” adds Boardman. 

So is the continuing development of dark 

pools still considered a game-changer? “If 
you are prepared to wait to trade they are 
useful,” says Boardman. “But for more urgent 
trades – and many hedge fund trades are 
considered urgent – funds may need to be 
prepared to pay a little extra on the main 
exchanges to get the deal done.”

There is also some suspicion that banks 
use SORs to attract orders to their internal 
crossing engines, or dark pool platforms 
that they use to drive down their own costs 
of trading. Boardman does not comment 
directly on this but points out: “It is easier for 
us to explain what we do to clients. There is 
no suggestion that we are keeping back the 
best version for ourselves.”

Particular demand has been witnessed 
for customised routers which essentially 
provide protection against gaming. “If you 
are paranoid about the way you trade, you 
can get maximum protection – but you 
have to give up some opportunities too,” 
Boardman says.

Latency has certainly become a game-
changer. One of the main issues affecting 
traders is the risk that market prices will 
move before the order is executed. This 
risk has been amplified over the last 
two years as market volatility has scaled 
unprecedented peaks, and as new trading 
venues and liquidity pools have fragmented 
the market. The huge industry-wide efforts to 
reduce latency have cut the time of a round-
trip from a broker-dealer on the London 
Stock Exchange from 100 milliseconds ten 
years ago, to 5 milliseconds today. 

Gerry Buggy, Global Head of Hedge Fund 
Solutions at Thomson Reuters, says: “It’s 
an arms race and prime brokers are racing 
into it just as Apple did in the mobile phone 
space. Funds want the least number of 
hops. Milliseconds mean a lot – they want 
the fastest box, the closest location to the 
exchange and updates in real-time.”

In fact, the rapidity of technology 
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“In the long-term, there are too many 
players and there will undoubtedly be 
more consolidation, particularly if volumes 
don’t pick up.” 
Rob Boardman, head of algorithmic trading sales at ITG
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RMS cuts costs and 
raises efficiency

interview with Mark Rice

How much time do investment professionals 
spend trying to find and pull together the 
data they need to make decisions? More to 
the point, what is that time costing? 

The answer is: plenty. For a 25-person 
investment team earning industry-average 
compensation, the cost of searching 
internally for, compiling and analysing 
research information adds up to $2.7m a 
year. Even for a 10-person team, the cost is 
close to $1.2m. 

The best research management solutions 
can cut those costs dramatically by making it 
easier to centralise, organise, share, search 
and find all the research data a firm receives 
and generates. Based on conservative time-
saving estimates, the 25-person team stands 
to save $1.1m a year, and the smaller firm 
around $500,000. And that is only in direct 
staff costs: it does not include potential 
savings or profitability gains firms could 
realise by leveraging research across teams 
or vetting more investment opportunities in 
less time. 

These conclusions are based on a 2009 
survey of 360 investment professionals by 
Advent Software, examining the challenges 
they face trying to find data in their firms’ 
systems. The key finding was: in the face 
of an overwhelming flood of research data, 
firms that do not leverage technology to 
manage it spend an inordinate amount of 
time searching for information that is already 
in their possession. Research management 
solutions can optimise the productivity of 
the highest-value workers, such as research 
directors, analysts and portfolio managers, 
by minimising futile search time. They can 
also increase the capacity of managers to 
identify opportunities, to perform due diligence 
and to make effective decisions, and all this 
reduces opportunity costs. They also foster 
collaboration and an “institutional memory” 

of the firm’s intellectual capital. They can 
improve investor confidence by providing 
thoughtful answers to inquiries and supporting 
a demonstrable due diligence process. 

Indeed, a central repository can help 
ensure and demonstrate that portfolio 
managers adhere to the company’s 
investment process, which is a key 
requirement for investors today. Mark Rice, 
general manager of Tamale, says: “In their 
pitches to investors, fund managers often 
talk about process, but it’s hard to stick to it 
unless there is detailed history of the original 
thesis and price targets and how these 
panned out.” If a manager says the firm will 
talk to each company in the portfolio every 
six months, this needs to actually happen 
or else it is likely to be exposed by the due 
diligence process. “Investors increasingly ask 
if managers are sticking to their strategies 
and ask for proof,” says Rice. “They are no 
longer waiting for regulators to defend their 
interests – they’re doing it themselves.”

A big part of an investment firm’s 
intellectual capital is its knowledge of 
economies, markets, sectors and companies 
– knowledge gleaned through proprietary and 
third-party research. Information often needs 
to be accessed in a different timezone from 
where it was created, perhaps in the middle 
of the night. Or the relevant analyst may be 
on vacation when data is required. Worst of 
all, precious intellectual property can be lost 
altogether if an analyst leaves the firm. 

Would funds take such risks with their 
compliance documents or their accounts? 
It is, then, surprising that firms are quite so 
relaxed about their main business activity. 
“An RMS provides a central “knowledge 
bank” with structure and workflow for 
tracking the progression of an idea from 
initiation to the ongoing monitoring of an 
invested position,” says Rice. n

Mark Rice, general manager 
of Tamale
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mid-office software platform and discovered 
there was nothing available, so we decided 
to build our own. There has been progress 
in the market in the last few years, but we 
are still convinced there is nothing better 
out there than what we have built – unless 
you are Goldman Sachs or Brevan Howard 
with enormous resource and running a 
prop desk.” 

The problem is that hedge funds need 
both the financial muscle to buy the complex 
suite of systems that investors demand, 
yet also be small enough to remain nimble. 
As Rowlands says: “There are relatively 
few people who are big enough and 
sophisticated enough to have systems that 
stand up to due diligence and – from an 
AUM perspective – are small enough to be 
a boutique operation and stand a realistic 
chance of outperforming in the long-term.”

Because this is essentially a cottage 
industry that has started to mature, only 
a minority of firms are able to cope 
with the demands placed on them by 
institutionalisation. “Many businesses grew 
large in terms of AUM and then threw bodies 
into solving problems, but woke up to find 
themselves in a mess,” adds Rowlands.

Some areas of hedge fund activity seem 
to have been more or less overlooked in 
terms of technology and process. Research, 
for instance, is key to any investment firm’s 
success and yet the approach to investment 
decision-making has barely advanced in 

development has allowed the biggest and 
best equipped funds to attempt arbitrage 
opportunities between trading venues. 
However, ITG says the strategy is not 
necessarily high-yielding. “Arbitrage takes 
place, but the cost of trading and clearing 
European equities is still high compared to 
the US so it is a fairly unattractive strategy,” 
says Boardman. “In any case, arbitrage 
opportunities often exist for minutes rather 
than milliseconds in Europe so speed is not 
necessarily the key.” 

If speed is not always critical, convenience 
always is. The largest vendors and data 
providers now aim to provide “plug and play 
systems” to service as many different needs 
as possible in one place. Thomson Reuters, 
for example, launched its Elektron service in 
April to access all trading venues, provide 
historical data on assets, and provide access 
to the big machines that are needed to cope 
with the complex algorithms that ensure 
the fastest trading. The fibre-optic network 
is an attempt to create a data network 
“community” to replace the more costly and 
cumbersome individual technology links 
between financial firms and multiple 
exchanges, trading platforms and vendors 
of trading services. It also provides access 
to markets such as China, for which trading 
infrastructure is difficult to built at an 
individual hedge firm. Says Buggy: “For the 
hedge fund it is cheaper, easier, faster and 
aids communication with counterparties and 
service providers.”

While technology solutions for most 
hedge requirements exist, accessibility is an 
issue, particularly for smaller funds. Jeremy 
Rowlands, chief executive of Caliburn Capital, 
a fund of hedge funds firm, says: “Five years 
ago, we set up and went shopping for a 
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“It’s an arms race and prime brokers are 
racing into it just as Apple did in the mobile 
phone space. Funds want the least number 

of hops. Milliseconds mean a lot – they want 
the fastest box, the closest location to the 

exchange and updates in real-time.”
Gerry Buggy, Global Head of Hedge Fund  

Solutions at Thomson Reuters
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Services in Luxemburg says: “The challenge 
for us was to adapt our system to managers 
that are used to working in a prime 
broker set-up. We had to develop different 
services such as tri-partite reconciliation 
and accelerate our capacity to interface 
with managers.”

Partly as a result of this move into the 
traditional fund space and partly as a 
means of sustaining profitability in a tough 
environment, some hedge funds have started 
to pay trailer fees and this too has resulted 
in a demand for upgraded processing. 
“This sounds pretty straightforward but 
it is actually complicated because there 
is no standardisation,” says Veillet. “The 
methods of calculating fees are more or 
less infinite and then there is the challenge 
of automating processes to chase fees and 
ensure the client is paid the right amount on 
the right date.”

In other words, while the industry is 
– perfectly understandably – fixated on all-
singing, all-dancing risk and trading systems, 
focus on processing and administration 
is making a comeback. Getting it right 
and keeping costs low are maxims that 
could dominate the industry for some time 
to come. n

recent years. Mark Rice, general manager 
of Tamale, a research specialist, says the 
ability to instantly review research and the 
sources thereof is vital in volatile markets. 
He points to funds run by some Tiger Cubs, 
who encourage analysts to be responsible 
for the quality of each other’s work. “Each 
week they go through each other’s ideas 
but they need to be fully informed to do this, 
including having access to systems that 
allow full transparency, including the sources 
for the analysts’ work,” says Rice.

Static data is also often overlooked 
despite the fact that errors can cost funds 
millions. Says Buggy: “Corporate actions 
such as stock splits were not thought 
interesting and not a big seller for Thomson 
before the crisis. But the institutionalisation 
of funds – which means less reliance on 
the prime broker – means they are taking 
on greater ownership responsibilities 
themselves and sourcing data directly from 
data providers.”

Other areas are so new that vendors are 
only starting to address them. The move 
by some hedge firms into Ucits funds, for 
instance, poses a variety of challenges. 
Regis Veillet, head of sales and client 
relationship for Societe Generale Securities 


