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CISA – nothing to fear
To canvass the views of alternative fund 
managers and investors, Montfort Funds 
AG, a specialist provider of Swiss fund 
representation services, conducted a survey 
and broadly speaking the consensus opinion 
is that CISA has been a success. 

“We are 12 months in and according 
to the Association of Foreign Banks in 
Switzerland 4,000 alternative funds have 
already appointed a Swiss representative 
and paying agent. Only 10 per cent of 
managers said they rely on reverse 
solicitation. However, it’s not all good news. 
When we asked managers about the impact 
of regulation on investors and product 
transparency, only six per cent thought it 
would be positive for investors. The majority, 
77 per cent, think it will be neutral,” says 
Roman Pelka, Montfort CEO.

Luis Pedro, CEO of Oligo Swiss Fund 
Services, which provides representative 
services to both traditional and alternative 

There was a degree of trepidation among 
foreign hedge funds when Switzerland 
formerly introduced a revised version of the 
Collective Investment Scheme Act (CISA) on 
1st March 2015, bringing hedge funds under 
the watch of FINMA, Switzerland’s financial 
regulator, for the first time. 

Previously, only funds that were registered 
for public offerings – now referred to as 
distribution to non-qualified investors (i.e. 
retail investors) – had to appoint a Swiss 
legal representative and paying agent. As of 
last year, it also became a requirement for 
foreign hedge funds looking to raise assets 
from Swiss qualified investors, defined under 
CISA as including pension funds, corporates 
and individuals with at least CHF5mn in 
financial assets. 

So one year in, have those fears been 
proven right? Have foreign hedge funds run 
for the hills and turned their back on one of 
the world’s largest private wealth markets? 
Apparently not. 

Regulations improve 
Swiss investor confidence 

in hedge funds
By James Williams
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The following discussion took place recently between a hedge fund manager (“the Manager) and SwissRepCo’s Co-Founder 
Lancelot Frick (“LF”), before the Manager decided to hire SwissRepCo as the legal Swiss Representation company, which also 
has a Distribution license, for his hedge fund. 

The Manager: I understand there are a lot of opportunities for funds to distribute in Switzerland. How does one go about it? 

LF: You are absolutely right.  We are advised that over 50% of the fund investments in Europe today by non-institutional 
investors are channelled through Switzerland, arguably the leading private banking centre of the world, so any fund manager 
should not close the door to Switzerland. 

The Manager:  What do we have to do to market and distribute funds in Switzerland, visit prospective and existing investors in 
Switzerland, and still comply with Swiss law and regulation? 

LF:  That is very simple; you (the fund) need to get a Swiss Paying Agent (“PA”) and a Swiss Representative (“Rep”).  SwissRepCo 
is a FINMA licenced Swiss Representation Company with a distribution license.  Once you have done that, your Swiss 
Representative can appoint yourself (Investment Manager) as the distributor of your fund.  This means that you or anybody 
from your marketing team can email, call and visit both potential and existing qualified investors in Switzerland.  Regarding the 
PA, we can gladly introduce you to several banks that we are working with who offer this service.  And this whole process is easy 
and straight forward, so don’t worry. 

The Manager: So you are telling me that once I have done this, I can just come and present my fund in Switzerland, as I have 
been able to do so in the past? 

LF:  Yes that is absolutely correct; it is as easy as that.  The only difference with the past is that the CISO and CISA laws of 2006 
have changed and you need to register your fund with a Rep and a PA.  The laws were reinforced in 2013, and it is really not 
worth taking the risk of non-compliance.  Why risk your business and your reputation for such a minimal cost and effort? – 
remember non-compliance is a criminal offense.  By the way, reverse solicitation, which is when a manager asks the prospect to 
send an email requesting the documentation, no longer works. 

The Manager: So a platform like SwissRepCo is a must? Why would I choose SwissRepCo over another company? 
 
LF: There is no way to avoid having a Representative.  We believe that SwissRepCo differentiates itself in many ways.  The 
founding partners have, between them, met with over 1000 managers in their career, they have read over 500 fund prospecti, 
invested in more than 100 funds and are on the board of some of the world’s most successful funds.  We also get a lot of 
recognition for having completed a full due diligence on Madoff back in early 2000 and concluded it was a fraud.  This is 
documented with our legal counsel.  The process is relatively quick and simple if the fund’s documentation is all in order and 
available.  Furthermore it is inexpensive, even though the subscription form, the PPM and the monthly fact sheets have to 
mention the Swiss Rep’s and the PA’s names on them, which will involve a small one-off cost. 

The Manager:  So in terms of business development, can SwissRepCo be of assistance after we hired you as our legal Rep? 

LF: Most of our clients have an internal marketing team and don’t want to retain any third party marketers, however, we at 
SwissRepCo do have a network of marketing professionals who we like and work with; both internally and through partner firms, 
whom we are happy to make introductions to our clients; if that is of interest to them. 

SwissRepCo 
20 Rue du Marche, 3rd Floor, 1204 Geneva, Switzerland 

Telephone +41 223185600 | info@SwissRepCo.com 
 

mailto:info@SwissRepCo.com
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SWISSREPCO

Offering direct access to 
Swiss qualified investors

Interview with Dermot Butler

Dermot Butler, Founder, 
SwissRepCo

Geneva-based SwissRepCo was established 
in January 2014 by industry veterans Dermot 
Butler, former chairman of Custom House 
Group, a leading fund administrator, and 
Lancelot Frick, a fifth generation Swiss 
private banker and CEO and President of 
Frick Capital S.A. (“Frick”).

SwissRepCo arose in response to 
FINMA’s decision to beef up existing fund 
regulations that had been brought in in 2006. 
In 2013, those regulations were enforced 
under the Collective Investment Schemes 
Act (‘CISA’) but it wasn’t until 1st March 2015 
that foreign hedge funds were mandated 
to appoint a Swiss legal representative and 
paying agent to continue distributing their 
funds to qualified unregulated investors. 
As Butler notes, the Swiss Representative 
“is the collar that FINMA can grab should 
something go wrong with the fund”.

As such, the Swiss Representative is 
licensed and authorised by FINMA. As part 
of that arrangement it is also authorised as a 
distributor for the fund. 

“This doesn’t mean that a manager who 
already has distribution partners in place 
is suddenly going to have to rely on the 
Swiss Representative as their appointed 
distributor. But the Swiss Representative can 
provide distribution support if it feels it has 
suitable investors for the fund to tap in to,” 
comments Butler.

Once SwissRepCo agrees to represent 
the fund it automatically becomes the 
distributor. If a fund manager wishes to sell 
the fund using his own distribution network, 
SwissRepCo will appoint the manager as 
the sub-distributor and then provide the 
necessary overview. 

“We just check that the fund 
documentation being sent to Swiss investors 
is accurate and in compliance with CISA. 
The investment manager can continue 
selling their fund the way they always 

have. However, they have to be regulated 
in a jurisdiction with an equivalent level of 
regulation,” explains Butler.

Newer fund managers will not necessarily 
have distribution capabilities in place to 
target Switzerland. 

Given Lancelot’s heritage in private 
banking and the fact that he operates Frick, 
SwissRepCo can go further than many other 
Swiss Representatives by offering distribution 
support to managers whose investor network 
in Switzerland is inchoate. 

Where appropriate, it will present funds to 
its list of UHNW Individuals, private bankers, 
family offices and institutional investors and 
organise introductions and meetings, thus 
offering a clear route to market hedge funds 
into Switzerland in full compliance with CISA.

“If Lancelot thinks that some of his investors 
(in Frick) might be interested in a particular 
fund then he will ask the manager concerned 
if Frick can act as a distribution partner. In 
such an arrangement Frick would collect a 
pre-agreed commission. Otherwise, we do not 
charge any fees for acting as a distributor. 

“Indeed, we have relationships with 
independent third party marketers who 
sell hedge funds to the Swiss market. We 
can therefore introduce them to the fund 
managers we represent. But the vast majority 
of distribution will typically be done by the 
manager,” says Butler. 

By some estimates, over 50 per cent of 
Europe’s qualified, unregulated investor base 
resides in Switzerland. Strategically, it is a 
highly important market and Butler concludes 
by saying: “My advice to managers is that 
if they plan to sell their offshore hedge fund 
in Europe they are going to want to sell it in 
Switzerland as well.”

In other words, don’t risk avoiding Swiss 
Representation. The potential upside on offer 
is significant but the downside risk from non-
compliance is infinite. n

http://www.hedgeweek.com
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funds, agrees with Montfort’s survey findings 
and that CISA has gone some way to 
assuaging initial concerns; in other words, it 
really isn’t onerous, nor expensive, to comply 
with the regulation. 

“The reason FINMA introduced CISA 
regulation was to move in line with European 
regulations and to enhance investor protection 
(by extending the Swiss legal representative 
to institutional investors). Pension funds are in 
scope of the regulation as part of this broader 
wave of investor protection. The initial 
reaction among fund managers, when they 
heard that FINMA was going to introduce 
regulation, was that it would be much more 
complicated and costly to do business in 
Switzerland. Thankfully, many have realised 
that this is nothing to worry about. There are 
compelling reasons to come here and there 
really isn’t much to do to become compliant 
under the new rules,” comments Pedro. 

“Switzerland is a small country and has 
its own specific set of rules and we make 
sure that the fund managers are kept abreast 
of them. They don’t need legal counsel to 
perform this task (thereby avoiding duplication 
of costs). We make sure that all the fund’s 
documentation is compliant with Swiss law 
and we answer all the questions on behalf of 
the manager that FINMA may ask.” 

Although hardly the most complex piece 
of legislation ever introduced, various 
questions have arisen in implementing the 
legal representative provision. 

One aspect in particular that has led to 
demarcation difficulties is the fact that the 
provisions relating to representatives were 
drawn up for foreign collective investment 
schemes requiring approval for non-qualified 
investors, “and their application to collective 
investment schemes for qualified investors 
was often not clear. However, in the meantime 
a steady practice has developed. I am happy 
that SFAMA was able to help clarify various 
legal uncertainties, amongst others with a 
FAQ issued on that topic in August 2015,” 
says Markus Fuchs, Managing Director, Swiss 
Funds & Asset Management Association.

Fund raising intelligence
One point that foreign fund managers need to 
be aware of is that distribution in Switzerland 
is broadly defined; it includes taking meetings, 
phone calls, sending emails to investors. If a 

US hedge fund turns up to Zurich, meets a 
Swiss pension fund and they talk about the 
weather…well that is hardly a criminal offence. 

Trying to offer that same pension fund 
your hedge fund, without a Swiss legal 
representative, most definitely is. 

“If you sell your fund to FINMA-regulated 
entities (i.e. Swiss private banks) then you 
are not engaged in distribution,” explains 
Pelka. “The reality is that increasingly, banks 
will ask fund managers to appoint a Swiss 
representative before they distribute it to their 
private banking clients; it’s not necessarily 
required but that is what they prefer.

“What we try to bring to the table is fund 
raising intelligence and insights on the local 
investor scene. Montfort has both buy- and 
sell-side experience in-house and that really 
helps our clients when it comes to identifying 
the right target investors in Switzerland. We 
aim to be a Swiss partner to our clients and 
add value, for example, by identifying the 
top Swiss investors a fund manager should 
focus on given his strategy and set up.”

Some US managers tend to overlook 
European regulations and feel that complying 
with US regulations is sufficient enough. 

According to Dermot Butler, who 
co-founded SwissRepCo in January 2014 with 
Lancelot Frick, that is not a sensible mindset 
to adopt now in Europe, especially as the cost 
of having a Swiss representative is minimal. 
“Depending on how complex the fund is, 
it costs between CHF5,000 and CHF7,000 
to onboard a fund for representation, with 
ongoing costs of approximately CHF7,000 per 
annum,” confirms Butler. 

A heightened sense of alertness
Expanding on Pelka’s point regarding the 
need to not have Swiss representation if 
distributing to FINMA-regulated entities, 

OVERV I EW

“We are 12 months in and 
according to the Association 
of Foreign Banks in 
Switzerland 4,000 alternative 
funds have already appointed 
a Swiss representative and 
paying agent.”
Roman Pelka, Montfort Funds
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SYZ  ASSET  MANAGEMENT

The meeting of two worlds
By Michaël Malquarti

Michaël Malquarti, PhD, Head 
of Manager Research and 
Alternative Investments – SYZ 
Asset Management  

Although the phenomenal growth in index 
management since the 1990s had already 
begun to shake up the fund management 
industry, the 2008 crisis triggered a more 
profound reform process. This change 
is particularly visible in the alternative 
investments arena. As well as reinforced 
standards governing hedge funds, the most 
spectacular transformation has probably 
been the emergence and astonishing growth 
of alternative UCITS in Europe.

Several factors underpin this situation. 
Current macro-economic uncertainty and 
the associated asset volatility are certainly 
behind stronger demand for different types 
of funds, generally perceived as being less 
risky. To a lesser extent, we can also see it 
as the result of a paradigm shift in portfolio 
construction, as investors gradually move 
from an allocation by asset class to an 
allocation by factors, combining index-based 
funds with a diversified pool of alphas and/
or solutions designed according to a precise 
return profile. 

Supply has adapted to meet this demand. 
On the one hand, hedge fund managers 
were ready to revise their models to satisfy 
demand from European investors for better 
regulated, more transparent, more liquid 
alternative vehicles. On the other hand, 
so-called traditional managers, partly driven by 
competition from index-based funds, wanted 
to grasp the opportunity to free themselves 
from certain constraints in order to offer 
solutions less tied to benchmark indices.

While plenty of column inches have been 
devoted to debating the merits of this new 
format, much less has been said regarding 
the impact which the coming together of two 
previously separate worlds is beginning to 
have on the fund management industry. 

Until recently, fund management was 
characterised by a dichotomy between 
traditional funds on the one hand and hedge 
funds on the other. Each had its own distinct 
community of asset managers, salespeople 
and selectors each with their own specific 

culture. In the first place, setting aside 
strategy aspects, the criteria for selecting 
and monitoring funds were significantly 
different. 

The most important tools for a hedge fund 
analyst were the use of a network to identify 
new candidates, the manager’s reputation 
within the community, analysis of operational 
structures and regular on-site visits to 
identify potential risks. 

For a traditional fund analyst, it was more 
a question of using sophisticated filters on 
large databases, the legal structure and 
regulatory aspects linked to the distribution 
of the fund, as well as frequent and detailed 
analysis of the portfolio and performance. 
Furthermore, while the investor’s 
macroeconomic perspective is less important 
in the case of hedge funds, it plays a 
crucial role in the investment decisions of a 
traditional fund, given the strong influence of 
the market on returns obtained. 

Finally, there are also notable differences 
in the size of the two worlds, the typical 
fees structure and the investor’s average 
investment horizon.

Yet, as mentioned above, for several years 
now the two worlds have begun to overlap, 
meaning that managers today face very 
different expectations and behaviour on the 
part of investors. Analysts are also coming 
together and attempting to find a common 
language. It is evident that we are seeing a 
merging of two cultures, which will eventually 
lead to the formation of a continuum spanning 
the entire fund management industry. 

This development is beneficial to the 
investor since it expands the range of 
products and increases competition between 
managers. In terms of research, if each 
pool of experience is combined, they will 
mutually enhance one another, strengthening 
selection quality as a result. At SYZ, with 
a single team dedicated to searching out 
talented asset managers, wherever they are 
to be found and whatever they do, that is 
exactly what we are striving for. n

http://www.hedgeweek.com
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Butler explains: “A private bank that is 
investing in your fund for its own book 
does not need a legal representative. If, 
however, you are selling to a private bank 
that is acting as a custodian for clients of 
an independent investment adviser, or they 
have their own clients where they are acting 
as the investment adviser, then those clients 
are qualified under Swiss law as unregulated 
and you must therefore have a Swiss legal 
representative; these investors would be 
HNW individuals, family offices, etc.

“What FINMA is trying to do is make 
Switzerland more attractive to the EU market 
so that Swiss managers can more easily 
passport their funds into Europe. That’s the 
impression I get on the street.”

Whilst increased regulation might well 
encourage Swiss investors to increase their 
allocations to hedge funds, Fuchs believes 
there is still some need for education in 
Switzerland with respect to the asset class. 
“Raising of awareness of the particular 
features, risks and chances of hedge funds 
is not only necessary on the investor’s side 
but also amongst regulators,” opines Fuchs.

Service providers, too, need to adapt to 
Switzerland’s new regulatory environment.

Garrick Smith heads up BNP Paribas 
Securities Services (Switzerland). He 
confirms that there is a heightened regulatory 
alertness not just to strengthen the way that 
administrators and depositary banks support 
Swiss funds but also foreign funds that are 
being distributed into the country.

“It is important to have a robust and 
exhaustive Fund Representative capability 
and at BNP Paribas Securities Services 
we have the largest franchise for providing 
representation services for third party 
traditional funds which now also covers 
alternative funds,” says Smith.

One could argue that the greater 
regulatory transparency and oversight of 
hedge fund distribution activities is helping 
to give Swiss institutional investors a 
heightened sense of security; after all, many 
turned their backs on hedge funds in 2009 
following the Madoff scandal.

“The ones that are coming back to 
alternative investments are those that have 
been around a long time. It is a trend we are 
seeing. And it will continue to grow. Here in 
Switzerland, we think that the convergence 

taking place between traditional and 
alternative fund managers will make this a 
more complex business for an administrator 
to be in, and will put us in a strong position.

“We can help clients successfully 
converge their strategies on both sides 
of the industry, which is why technology, 
specifically as it relates to data management, 
will become so important. We are excited 
about the future. Not just in Switzerland but 
in the funds industry at large, across the 
group,” comments Smith.

Improved due diligence
To further improve confidence among Swiss 
investors, Oligo Fund Services hosts regular 
events in Switzerland during which a handful 
of managers are invited to present their fund 
proposition. The fact that Oligo is the legal 
representative to the funds helps reassure 
investors who attend because ultimately, they 
know that Pedro and his team have done 
extensive due diligence. 

“We do on site due diligence of every fund 
that we represent. We go to their offices, we 
ask detailed operational questions to seek 
reassurances that each fund is properly run. 
We concentrate much less on the strategy, 
as we are not allocators. To us, the most 
important thing in terms of strategy is that 
it is properly implemented, operationally 
speaking,” says Pedro.

In the last few months, Oligo Fund Services 
has received a number of phone calls from 
Swiss allocators; for example, a Zurich-based 
FoHF manager told Pedro that they wanted to 
invest in a New York-based hedge fund doing 
a lot of distribution in Switzerland but they 
didn’t want to go to New York. 

“They asked us to provide details on the 
sort of due diligence we did on the manager 
to get a better understanding. We were 
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 12

“The initial reaction among 
fund managers, when they 
heard that FINMA was going 
to introduce regulation, was 
that it would be much more 
complicated and costly to do 
business in Switzerland.”
Luis Pedro, Oligo Swiss Fund Services

http://www.hedgeweek.com
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Unigestion sees value in 
M&A and energy specialist 

stock pickers 
Interview with Nicolas Rousselet

Mergers and acquisitions and energy-
focused equity long/short are two of the 
most attractive fund strategies for 2016 
at Unigestion, according to the group’s 
Managing Director and Head of Hedge 
Funds, Nicolas Rousselet. 

Identifying the best strategies for 
investors has been no easy task in recent 
times, thanks in large part to the excessive 
interference of central banks. In a bid to 
boost inflation by weakening their currencies, 
the European Central Bank and the Bank of 
Japan have both resorted to negative interest 
rates. The ECB now has a -0.4 per cent 
deposit rate for banks wishing to park their 
cash, in a bid to get them lending. 

So far it hasn’t worked and the extent 
of meddling has proven to be problematic 
for many hedge fund strategies particularly 
fundamental stock pickers. 

“We still see value in fundamental stock 
picking but the timing for when this will be 
able to unlock its full potential is difficult to 
ascertain. Flows into defensive stocks are 
pushing valuations spreads to extremes, but 
there certainly is room for more tightening,” 
says Rousselet.

“Last year, everything hinged on what the 
US Federal Reserve would do; were they 
going to raise rates? When? And by how 
much? It had huge consequences for the 
hedge fund landscape. We were glad to see 
the Fed finally introduce a 0.25 per cent rate 
hike last December but overall, the rate hike 
was not as high as many were expecting 
at the start of the year. Now the situation is 
more mixed.” 

This is because the global economy is 
stuttering. Some argue that the Fed should 

have introduced the rate hike 18 months 
ago, at the very least to give it some room 
to manouevre should the US economy find 
itself in trouble again. 

“As a result, fundamental stock picking 
strategies are struggling and whilst they 
could be attractive were rates to start rising 
and change the current paradigm, it is 
currently difficult to see what that catalyst 
would be,” says Rousselet. 

He confirms that global macro is still a 
favoured strategy as traders seek to profit 
from the ‘currency war’, although it is worth 
noting that long USD was a profitable trade 
in the second half of 2014 through to March 
2015. Since then there has been a bit of a 
slow down. 

“If you talk to macro managers they’ll 
tell you that the worst environment was 
in 2012 and 2013 when everything was 
correlated and volatility was low. Markets 
are still correlated but the situation is more 
complicated. Market direction is changing 
rapidly and traders have to be faster and 
more willing to stick to their long-term 
views,” says Rousselet. 

Given the challenging conditions that 
hedge funds face, allocators such as 
Unigestion need to apply an even greater 
focus and diligence to identify the best 
managers capable of generating non-
correlated returns. The opportunity set has 
necessarily become much more specific, 
more considered. 

With respect to where it sees value in the 
market, Unigestion is favouring M&A and the 
energy sector in 2016. 

With respect to M&A, (by this we mean 
managers running merger-arbitrage strategies 

Nicolas Rousselet, Managing 
Director and Head of Hedge 
Funds, Unigestion

UN IGEST ION

http://www.hedgeweek.com


SWITZERLAND Hedgeweek Special Report Mar 2016 www.hedgeweek.com | 11

long bonds, long equities…they were long 
everything! And that worried us. Performance 
could have gone either way, it was like 
flipping a coin. That wasn’t a position we 
were willing to take. 

“They rebalanced in 2015 and became 
less risky so we added to CTAs. Now they 
are short equities, long bonds, which is a 
more attractive hedge. They are a very useful 
component of portfolios nowadays,” states 
Rousselet. 

It is precisely when managers such as 
energy specialists are able to make positive 
returns in a month like January, when the 
rest of the markets incurred losses, that 
Unigestion can demonstrate the value of its 
top-down work to investors as well as its 
skill in selecting the right manager talent.

This is the true test of a hedge fund 
allocator’s worth. The worst situation for 
any allocator is selecting managers in a 
benign market. Just because the markets are 
up doesn’t guarantee that the manager is 
anything special. 

“The best time to pick managers is in 
times of stress,” says Rousselet. “Maybe not 
necessarily allocate to them, but certainly 
select them and then allocate when the time 
is right. 

“Our investors want to find investment 
opportunities/strategies that are uncorrelated 
to the market; an alternative return stream 
to what they are getting from traditional 
markets. M&A is a very attractive proposition 
in that regard today.” 

Within energy, the value on the short side 
is huge, making it difficult for managers to 
find the right longs. That is the challenge 
manager’s face: balancing the portfolio 
with suitable long positions. In a year’s 
time, Rousselet thinks there will be more 
opportunities: “It’s a great environment 
right now for energy stock pickers,” he 
says, confirming that currently the focus 
is on identifying new areas and upgrading 
the book. 

“You always have to think to yourself, ‘Can 
I do better?’ 

“It’s during periods of volatility and market 
dislocation that the cream rises to the top. 
We actually think it is a very exciting time 
for investors right now to gain exposure to 
M&A and energy markets,” says Rousselet in 
conclusion. n

rather than event-driven strategies) Rousselet 
confirms that Unigestion has been allocating 
capital in this area of the market since Q4 
2015, and continues to do so. 

“Normally we wouldn’t be so favourable 
on M&A, but spreads are wide and the 
quality of the pipeline is good. Two years 
ago, the volume of deals was there, but 
spreads were quite unattractive. Spreads 
have now widened and things are pointing 
in the right direction so we like M&A a lot at 
the moment. 

“Another strategy that we feel could be 
beneficial in the mid-term, although it is a 
complicated strategy and needs managers 
with the right skill set because it is very 
volatile, is energy sector equities. Twelve 
months ago, there was a huge craze for high 
yield corporate bonds of energy companies. 
In the last week of February 2015, the 
feeling was ‘there won’t be enough for 
everyone’, such was the level of demand,” 
explains Rousselet.

Of greater attraction, from a valuation, 
and specifically short selling perspective is 
energy-focused equity long/short strategies. 
The idea being that the energy sector is 
highly dislocated; as a result there will be 
winners and losers as the sector looks to 
recalibrate. 

“Among the community of specialists, 
we basically feel that energy is the perfect 
hunting ground for top stock pickers. We 
are selecting managers who are able to 
adjust their overall exposure dynamically 
and right now they are carrying more of a 
short bias in their strategies. While it didn’t 
work amazingly last year, it still contributed 
positively in 2015 and has started 2016 very 
strongly,” confirms Rousselet. 

He adds that whereas in the M&A 
space Unigestion are willing to make 
a tactical allocation, as spreads could 
become unattractive by the end of the year, 
Unigestion has more of a dedicated longer-
term allocation to the energy sector.

One strategy that has become a more 
attractive hedge is CTAs. Unigestion were 
underweight CTAs for a number of years 
and focused more on macro strategies when 
they staged a rebound in performance in the 
last six months of 2014. 

“Before that rebound, we really didn’t like 
the way CTAs were positioned. Most were 
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happy to do this. It avoided them having 
to travel to meet the manager in person, 
and they decided to invest in the fund. So 
the Swiss legal representative definitely 
gives Swiss investors more confidence. I 
think for now it helps all concerned. We are 
getting more calls from allocators to double 
check on the details of the funds they are 
considering,” comments Pedro.

Democratising hedge fund investing 
One company in particular that is using 
regulation to leverage off of its technology 
capabilities is Etops. Over the last couple 
of years, it has steadily built out a unique 
offering called Fundbase, one of very few 
regulated fund platforms for investors to 
access hedge funds. 

“We are the only democratised hedge 
fund marketplace. Around 60 per cent of the 
investors who use Fundbase are located 
in Switzerland, the UK and the US. I would 
estimate that 25 per cent to 30 per cent of 
the investor capital on the platform is Swiss 
capital. In addition, we are starting to take 
over the complete hedge fund sourcing 
activities for some investors; an illustration of 
the way in which technology is changing the 
investment marketplace,” outlines Michael 
Appenzeller, founder of Etops. 

There are 11,000 or so funds on the 
platform, with Etops providing legal 
representation to around 80 funds. At the 
end of the day, Fundbase is designed more 
to support investors by allowing them to 
effectively source funds based on their own 
criteria, and contact managers to see if they 
are willing to take in new capital. 

“For those funds on the platform who also 
select us for legal representation, they are 
more likely to be in pole position to get in 
front of new investors given how we bundle 
this with the premium exposure package; 
that’s not something that anyone else can 
offer,” says Appenzeller, confirming that 
Fundbase is currently adding around 50 to 
100 new investors each month. 

“We work with prime brokers whose funds 
are on Fundbase and who use our tools to 
distribute. We have tools that allow us to 
see exactly who looked at particular funds; 
did they just look at the performance charts 
or did they go further and look at the PPM 
etc. There are various tools that investors 

can use to search for managers, build long 
and short lists, etc. Some independent Swiss 
wealth managers are starting to build hedge 
fund portfolios this way, with our support.”

If a particular fund is not on Fundbase, the 
Etops team will make efforts to approach the 
manager in question. Indeed, this is how its 
US fund numbers, in particular, have grown. 
Fundbase has grown in direct correlation to 
investor demand with Appenzeller explaining: 
“It’s not as though we are pulling together a 
number of different fund databasesor curate 
a small number of hedge funds to distribute. 
Our funds are directly linked to Fundbase and 
to a large degree are brought on board by 
investor demand. Some of our competitors 
do take these approaches. In the short term it 
might be easier for them but we don’t think it 
is scalable and disruptive enough. 

“As we can offer advisory support on 
how investors might want to think about 
constructing portfolios, it opens up the 
market to a wider range of smaller and 
mid-sized managers and not just the big 
established managers doing a soft close. 

“Going with the largest managers cannot 
be the only wise strategy as there’s no 
guarantee that large funds are going to 
perform as well as smaller funds (where 
perhaps managers are more hungry and keen 
to build a strong track record). Numbers from 
various research reports clearly support this.”

For smaller hedge funds who still perhaps 
haven’t developed an extensive distribution 
network in Switzerland, Oligo’s Pedro 
concludes by confirming that as part of the 
legal representation service it provides it will 
also perform due diligence on third party 
distributors operating in the country; a direct 
benefit to managers keen to safely explore 
their marketing options.

“Part of our role as the Swiss legal 
representative is to supervise the distributors 
that a specific hedge fund uses. When there 
is a distribution agreement in place between 
the hedge fund and a third party distribution 
company, we also sign that agreement and 
do due diligence on that distributor as well 
as making sure they understand Swiss 
regulation, and stick to it,” concludes Pedro. 

So one year in to CISA, with no sign of 
foreign hedge funds turning their backs on 
Switzerland, all that remains to be said is: 
“Happy First Birthday!” n
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China needs a significant 
currency devaluation

Interview with Philippe Jabre

Jabre Capital Partners is one of the industry’s 
best-known hedge funds. Established by 
Philippe Jabre in 2006, the Geneva-based 
hedge fund runs a variety of strategies that 
include: Multi-strategy, Equity Long/Short, 
Convertible Bonds, Emerging Markets and 
Event Driven. 

With respect to its Emerging Markets 
strategy, Jabre Capital combines a top 
down global macro view with bottom 
up fundamental stock selection to build 
positions in a diversified portfolio. 

Such has been the level of volatility 
coming out of emerging market economies, 
principally China, that finding the right 
investment opportunities and trying to time 
the right entry and exit points has been a 
mighty challenge. In Jabre’s view, the world 
economy is in a period of decelerating 
growth; Japan has resorted to a negative 
interest rate policy, non-farm payroll figures 
in the US rose less than expected in January 
(151,000 jobs compared with expectations of 
190,000), and the Eurozone is showing no 
signs of hitting its inflation targets, recording 
a 0.2 per cent contraction in February. 

Such an environment of declining growth 
creates lower multiples on earnings. “If you 
have 2.5 per cent GDP growth in the US, as 
we had on 31st December 2015, it deserves a 
15.7x P/E multiple. However, if growth drops 
to 1 per cent in 2016, then it will deserve only 
a 14x P/E multiple. If growth is 0 per cent, it 
will be a 12x P/E multiple,” says Jabre. 

Some economists, such as Nouriel 
Roubini, Chairman, Roubini Global 
Economics, argue that the risk of a global 
bear market is rising daily. Asked whether 
the world is on the brink of another global 
recession, Jabre is reluctant to go that far. 

“Recession, no recession? Nobody knows. 
It’s a function of probability. A recent Morgan 
Stanley report highlighted that US clients 
were convinced that there would be a hard 

landing in China, and a sudden, rather than 
gradual devaluation of the currency. If China 
has a hard landing then it will result in global 
recession but the definition of a recession is 
two consecutive quarters of negative growth. 

“We are still very far away from that. In 
the US, we are still seeing growth of 1 per 
cent to 1.2 per cent growth. It would take 
a countrywide collapse to produce two 
quarters of negative growth. There is a 
possibility of that happening, but in my view 
it remains an extreme one,” says Jabre.

The situation in China has become more 
serious over the last 12 months and there is 
much fear mongering in the West, terrified 
at the prospect of the China economic 
juggernaut running out of steam. 

The mood in China among fund managers 
is far different, however. Jabre relates that an 
analyst recently visited China and came back 
in a bullish mood, recommending a number 
of stocks. 

“I had to calm him down because I simply 
didn’t share his optimism. He said that the 
mood among Chinese fund managers was 
very bullish and my response was, ‘There 
is a time to invest in China, but it’s not right 
now’,” says Jabre, who continues:

“Let’s talk facts. China experienced slower 
growth in 2015 and cut interest rates three 
or four times. The people who moved their 
RMB into international currency were the 
local Chinese, not foreign investors. When 
these reached large amounts, the global 
investor community took notice and decided 
there was a problem. Those who were 
bearish on China before were largely ignored 
because China’s growth was fine, the 
economic numbers still looked strong.”

Logic would suggest that at some point 
China’s currency will need to depreciate 
to better reflect the reality of the situation: 
namely, that RMB outflows have decelerated 
in tandem with declining growth. 

Philippe Jabre, Founder, Jabre 
Capital Partners

JABRE  CAP ITAL  PARTNERS
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where EM corporates are holding a lot 
of USD debt whilst at the same time 
experiencing lower growth and lower cash 
flows,” says Jabre.

One obvious investment trade in such 
an environment is to short the RMB. 
Unfortunately, this is very limited. There 
is only approximately USD150bn in Hong 
Kong’s offshore RMB market that foreign 
investors can short. 

“That said, it is possible to take a bearish 
short position on China by shorting global 
companies that do business on the mainland 
e.g. German or Japanese car manufacturers. 
There are many derivatives to shorting 
China that are both liquid and, in our view, 
too expensive. We do hold some outright 
short positions on Hong Kong-listed China H 
shares but the market has now dropped to a 
significant discount rate. One trade that has 
been working well in our portfolio is relative 
value, holding China A-shares and H-shares,” 
confirms Jabre. 

Looking ahead for the rest of 2016, China 
cannot realistically cut interest rates again 
as this will lead to more currency outflows. 
Something has to give. 

“I don’t think at this rate they will be 
capable of facing the macro headwinds, 
especially if Japan cuts rates further, and the 
ECB also moves to a negative interest rate 
policy. That will put even more pressure on 
them. The solution is to let their currency 
better reflect the value of the markets. The 
problem if they do that is that they will curb 
China’s economic growth, but that cannot be 
a surprise to people now,” adds Jabre.

Some hedge fund managers such as Mark 
L. Hart III, Chairman and CIO of Corriente 
Advisors LLC, a Texas-based hedge fund 
manager, have forecast that the RMB could 
devalue by 50 per cent when foreign investors 
divest their positions in China. 

“It’s hard to evaluate what is necessary, but 
rather than have everyone looking to short the 
RMB, the Chinese authorities should perhaps 
engage in one major devaluation exercise. 
That will at least appease the markets and 
curb people’s expectations that its currency 
will fall even more. 

“This is hard to call though. Some think a 
50 per cent depreciation, others think a 10 to 
20 per cent depreciation. But what will be the 
trigger?” asks Jabre in conclusion. n

“If you look at the recent data on 
monthly money outflows in China, it was 
approximately USD30-40bn per month when 
people started getting worried last summer. 
In December and January that figure had 
risen to USD100bn a month, against reserves 
of USD3.2tn (down from USD4tn as at 
December 31, 2014). 

“Moreover, of that USD3.2tn, at least 
half is not readily available because it is 
invested in illiquid assets. The perception of 
the world is that China cannot continue like 
this, wasting its precious reserves in dollars. 
Eventually, my view is that we will have a 
similar phenomenon to that which occurred 
in Russia 18 months ago; Russia stopped 
supporting the ruble at around the 35 level. 
Now it is trading at close to 80 on the dollar,” 
comments Jabre. 

Much of this currency weakness is 
structural, having been driven down by the 
collapse in the price of crude oil.

One possible explanation for why China 
doesn’t want to head down a similar path 
to Russia might be the fact that significant 
Chinese corporate debt is held in US dollars. 
As such, any weakening of the RMB will 
exacerbate the debt issue and inflate it when 
it comes to repayment schedules. 

When the US first introduced quantitative 
easing the USD fell, it prompted emerging 
market corporates, including Chinese 
corporates, to borrow dollars, with banks 
happy to extend their credit lines. Now the 
fear is that with a rising greenback, the credit 
situation in China could become serious. 
Indeed, some commentators think that non-
performing loan default rates could rise from 
1 per cent to 1.5 per cent in 2016. 

“They have started to experience declining 
cash flows over the last 12 months yet they 
still have to repay their USD debts and it’s 
not going to improve it the RMB weakens. 
There is apparently USD300-400bn of 
Chinese corporate debt held in US dollars. 
Petrobras in Brazil alone holds USD120bn 
of USD-denominated debt and the Brazilian 
government recently announced that it 
would not bail out the flailing state-owned 
oil company because it doesn’t have the 
reserves to do so. 

“As long as emerging markets have 
growth and healthy cash flows, everything 
is fine. Now, suddenly, we have a situation 

JABRE  CAP ITAL  PARTNERS
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Two years ago, in recognition of the 
regulatory burden facing Swiss fund 
managers, Pfaeffikon-headquartered Etops, 
an independent operational service provider 
for hedge funds and investors like family 
offices and wealth managers, combined 
forces with Deloitte to develop a unique 
solution called Assetbox. 

Assetbox contains a series of modules 
to support managers both in the setting up 
of operations and funds, registration with 
FINMA, as well as in the FINMA required 
ongoing processes and substance.

“Assetbox was a pioneering effort to 
make regulation digestible for hedge fund 
managers. We went directly to FINMA and 
established a quasi standard, which the 
market is now embracing. Assetbox delivers 
operations, risk management and compliance 
functions on an outsourced basis to fulfill 
FINMA requirements as efficiently and 
practically as possible,” explains Michael 
Appenzeller, founder of Etops. 

In many respects, being regulated has 
become a marketing consideration, certainly 
for start-ups who don’t necessarily need to be 
licensed from day one. With Assetbox, Etops 
is able to take care of everything by acting as 
a trusted outsourced compliance partner.

“Assetbox helps new managers become 
regulated by providing the most efficient 
path. During the application phase, they can 
outsource the risk management function, 
compliance function etc. This avoids managers 
having to hire middle- and back-office staff, 
saving them money as a result,” says 
Appenzeller. “We support a range of managers 
from start-ups through to established 
managers where we are helping translate their 
operating models into the regulated world.”

One particular group that could represent 
a big opportunity for Etops is the Swiss 
wealth management community. A new wave 
of regulation is coming down the pipeline to 
regulate these entities and as Niloo Verma 

Bruppacher, General Counsel of Etops, 
explains: “The new Swiss Financial Services 
Act (FinSA) and the Financial Institution Act 
(FinIA) will reshape the regulatory framework 
governing the Swiss financial market, in 
particular independent wealth managers. The 
new regulation envisages introducing new 
licensing requirements for wealth managers 
and conduct rules for providing financial 
services in Switzerland, as known in Europe 
under the MiFID II regime.”

With large wealth managers already 
beginning to think about how to change the 
way they do business, Appenzeller thinks it 
will be a big opportunity for Assetbox. One 
only has to consider that Switzerland has 
an estimated CHF1tn of non-bank managed 
assets to appreciate just how large an 
opportunity this could be.

“Regulators in various jurisdictions are 
implementing new regulations in parallel. 
While MiFID II and the Swiss FinSA/FinIG 
may both aim to cover investor protection, the 
specific requirements differ. To be compliant 
with different regulations, dependent on 
where the investor is domiciled, poses a 
big challenge for financial institutions with a 
global client base,” notes Bruppacher.

As such, Etops demonstrates how 
technology solutions can bring real value 
to industry practitioners as they look for 
ways to cope with regulation. Appenzeller 
says that besides monitoring regulatory 
developments applicable to its clients, 
evolving Etops into a financial technology 
company will be the focus as the compliance 
burden on portfolios increases.

“With global regulations in place today, 
Swiss wealth managers face the prospect of 
complying with multiple versions of regulation. 
That makes it more complicated so technology 
will become an integral part of the solution 
to help stay abreast of regulation and remain 
compliant. That’s where we are focusing our 
R&D right now,” concludes Appenzeller. n

Assetbox solution for 
Swiss wealth managers

Interview with Michael Appenzeller & Niloo Verma Bruppacher

Michael Appenzeller, founder 
of Etops
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The actions of central banks over the past 
few years have been particularly hard 
for hedge funds, especially fundamental 
stock pickers, and whilst global macro and 
CTAs have been able to make some solid 
returns (the latter more in 2H14), there’s 
been precious little to celebrate in hedge 
fund land.

According to Preqin’s latest global hedge 
fund survey, 33 per cent of investors felt that 
hedge funds had fallen short of expectations 
in 2015. Fund managers shared this 
sentiment, with 40 per cent saying that they 
too felt performance had lagged; the average 
hedge fund returned just +2.02 per cent. 

Central banks have continued to engage 
in economic alchemy in 2016, obsessed 
with the Philosopher’s Stone equivalent of 

creating inflation whilst at the same time 
driving up equity valuations that simply 
bear no resemblance to their underlying 
economies; the US being the case in point. 

Following Haruhiko-san’s decision to cut 
Japan’s main interest rate to -0.1 per cent – a 
failed negative interest rate policy that far 
from weaken the yen has had the opposite 
effect – Mario Draghi agreed to re-double the 
ECB’s bond buying programme by increasing 
it to EUR80bn a month, along with further 
decreases to interest rates. Yet this too was 
rejected by the markets, with the euro soon 
recovering to post a five-month high against 
the USD. 

The currency war that many speak of 
could benefit global macro players and 
CTAs, but there is so much uncertainty in the 

2016 augurs well for 
non‑directional relative 

value strategies
By James Williams
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Emerging Market corporates have feasted on 
cheap US dollar debt over the last few years. 
According to a PwC report (Global Economy 
Watch – May 2015, “Will dollar denominated 
debt become an emerging economy 
epidemic?”) since the US Federal Reserve 
introduced the first round of quantitative 
easing in 2008, dollar denominated debt rose 
from USD6tn to USD9tn in 2014. 

In October that year, the Fed’s decision to 
stop QE helped the greenback to strengthen, 
which it has been doing ever since. Some 
fear that with global instability, as investors 
rush to the USD as a safe haven asset in 
2016, Emerging Market economies will be 
struck down but as the PwC report found, 
many EM governments have comfortable 
external public debt: GDP levels that should 
insulate them from the risks associated with 
a stronger dollar.

Salman Ahmed, Chief Global Strategist 
at Lombard Odier Investment Managers 
(‘LOIM’), believes that in addition to 
improving fundamentals, given the current 
climate of negative interest rates in major 
economic regions and sustained low interest 
rates off the back of global disinflation, “there 
is a strong yield differential being offered by 
emerging markets; now in excess of 7 per 
cent versus Germany and Japan and around 
5.5 per cent versus the US. 

“Given these yield differentials, prolonged 
low global inflation, continued central bank 
easing and increased valuation support, we 
believe that the EM asset class deserves a 
rethink. That said, we strongly believe that 
harnessing underlying fundamentals is key to 
building a quality-based, diversified portfolio 
in order to access this attractive but still 
quite risky risk premia,” explains Ahmed.

There’s no doubt that over recent years, 
the fear of a Fed rate hike has put emerging 
markets under increased pressure. If the Fed 
were to adopt a more hawkish stance going 

forward EM countries with more vulnerable 
fundamentals such as Turkey, South Africa 
and Brazil would be most exposed. 

“However, this is not our base case 
scenario and we believe that Fed policy from 
here on in, will remain cautious and benign,” 
says Ahmed, who continues: “Despite the 
sharp pressure and terms of trade shocks 
we have seen, a number of emerging market 
economies have improved their current 
account balances and are now running them 
at more sustainable levels. In a number 
of these countries there are strong signs 
that valuations are diverging from where 
the nominal exchange rates are, leading to 
increased indications of undervaluation.”

Against this backdrop, Ahmed actually 
believes that the “emerging market” label is 
fast becoming irrelevant. He notes that there 
is now a great deal of differentiation between 
the constituents. With each country exposed 
to different growth cycles, their dynamics are 
moving in different directions like galaxies in 
an expanding universe. 

This can be perfectly understood when 
one considers that commodity importers 
such as India are benefiting far more from 
the current world of low commodity prices 
than commodity producers such as Brazil. 

“Furthermore, India is a major beneficiary 
of the current global shift. It has gone 
through a reduction in inflation and improved 
fiscal balance, with recent data even better 
than expected. Their current account has 
improved and their public debt levels have 
reduced. With this in mind, we strongly 
believe that if we are to consider accessing 
this risk premia, we need to take each 
country’s fundamentals into account when 
building portfolios,” says Ahmed.

Looking at today’s global markets, one 
could make a strong case for being bearish 
or bullish depending on one’s global macro 
interpretation. On balance, Lombard Odier 

The “Japanisation” 
of Europe

Interview with Salman Ahmed

Salman Ahmed, Chief Global 
Strategist at Lombard Odier 
Investment Managers
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either promises to, or actually overwhelms 
the system with additional free liquidity; 
enough to numb the focus on underlying 
realities and work its way towards “order” 
by pushing investors towards buying risky 
assets as risk-free asset returns go deeper 
into negative territory.

“It appears that this bull case is clearest in 
the European equity space, where the ongoing 
gradual economic recovery, easing credit 
conditions, deflation forcing the central bank 
to deploy more easing and less demanding 
valuations create a solid case for asset price 
recovery from here,” confirms Ahmed.

Aside from its base case scenario, LOIM 
has an alternative scenario (15 per cent 
probability) that envisages a world where 
QE polices are successful in generating 
economic growth and inflation and a more 
normal recovery in risky asset prices is 
coupled with rising bond yields. 

“This scenario also sees a more 
synchronised tightening in monetary policy in 
major economic centres,” says Ahmed. 

“Our tail risk scenario (also estimated 
at 15 per cent likelihood) is based on the 
potential likelihood of policy errors by key 
central banks and has significant negative 
implications for portfolio valuations (both 
fixed income and equities). 

“In this scenario, it is important to 
acknowledge the political economy of 
central banks such as the ECB, where it 
is well known that not all key members 
of the governing council (specifically, the 
Bundesbank) are on board when it comes 
to the QE program. Indeed, any sign of a 
public disagreement within the ECB has the 
potential to create a massive “credibility gap” 
in the eyes of the market, generating shock 
waves in risk-free rate markets.  Even in the 
US, a tail risk could emanate from a potential 
“QE overdose”, whereby the macro liquidity 
created by the Fed becomes indigestible and 
undermines financial market stability.”

All one can do in this environment is work 
with probabilities and position portfolios 
accordingly. 

In the event of a drawdown, “We are 
focused on stringent drawdown management 
and prioritise a deep focus on fundamentals 
to create sturdy portfolios which can withstand 
what we perceive to be the potential 
upcoming shocks,” concludes Ahmed. n

Investment Managers’ base economic 
scenario (estimated with 70 per cent 
likelihood) is the “Japanisation” of Europe 
and widespread disinflation in the global 
economy. “This situation implies very low 
rates for much longer as monetary policy 
remains the main source of economic 
stimulus,” says Ahmed. 

In Europe, the policy stance will thus be 
forced to remain highly accommodative. 

“In the US, we expect economic growth 
and the rate of decoupling from other markets 
to slow as the labour market reaches full 
employment territory and the economy feels 
the drag from a stronger US dollar. The 
negative external environment will force 
the Fed to remain committed to a cautious 
stance. Moreover, we see lower rates in other 
major economic centres acting like a gravity 
pull on US interest rate markets, given global 
competition for capital,” adds Ahmed. 

Central banks have faced stern criticism 
from some market commentators who their 
meddling in the markets as nothing more than 
an exercise in Ivory Tower academia. Granted, 
they may feel they’ve had no choice but to 
artificially inflate the markets and keep rates 
low, but they’ve created a rod for their back. 
They will have few tools left when the next 
global recession hits. Their interventions have 
structurally altered fixed income markets. 

“The sustained use of quantitative easing 
(QE) followed by deeper negative interest 
rates has created a low rate environment 
which arguably forces investors to look 
further afield for yield. Furthermore, investors 
are facing unrewarded risks arising from 
increased herding and tighter regulation, 
which is spelling the end of friction-less 
access to cash,” says Ahmed. 

In 2016, LOIM expects sustained volatility, 
which will force central banks to intervene 
in order to mitigate the impact on financial 
conditions. Whilst equities might remain a 
necessary option for investors, US equities 
in particular have moved totally out of synch 
with the global economic reality; they have 
become a Platonic simulacrum. Global 
equities could undergo a sharp beta shock, 
supporting those in the bear camp. 

However, as Ahmed wrote in a January 
white paper (“Frightened Bulls versus 
Terrified Bears”) what terrifies the bears is a 
repeat of a Draghi type policy “trick”, which 
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It is now one year in to the Swiss Collective 
Investment Scheme Act (CISA) and overall 
impressions appear to be that it has been 
a success. One particular aspect of CISA, 
namely the requirement for alternative 
fund managers marketing their funds 
in Switzerland to “unregulated qualified 
investors” (e.g. pension funds, family offices) 
to appoint a Swiss Fund Representative and 
Paying Agent, has proven to be no more 
than a mild shower in a teacup. 

A year ago, fund managers were aghast 
at the idea of having to incur yet more 
regulatory costs, but those fears have proven 
to be largely unfounded. Indeed, as Roman 
Pelka, CEO of Montfort Funds, a specialist 
provider of Swiss fund representation 
services, says, almost incredulously: “I think 
this has actually been a regulatory success. 
We are 12 months in and 2,000 to 3,000 
alternative funds have signed up, including 
most of the major names. There has been 
a broad acceptance of the regulation. I think 
the Swiss regulator FINMA has succeeded 
in introducing a piece of regulation that is 
simple and works.” 

If one assumes that half that number are 
hedge funds that is a significant number 
for a single country. Given that some 6,000 
traditional funds are authorised for retail 
distribution in Switzerland, the fact that 
approximately 45 per cent of that number 
has been achieved for alternative funds 
under CISA in just 12 months is a testament 
to just how well the rules have been 
embraced. 

In the survey, only 10 per cent of 
managers said they rely on reverse 
solicitation, and only 10 per cent decided 
not to market in Switzerland. Adoption of the 
rules is now widespread, with 68 per cent 
of respondents confirming they now have a 
Swiss legal representative in place. 

Pelka attributes this to the relative 
simplicity and cost effectiveness of the 
Swiss rules. 

“It only takes two to three weeks to 
appoint the Swiss legal representative 
and costs USD10-15K per annum. If you 
raise USD1mn, you’re talking a 1.5 per 
cent cost. Increasingly major law firms 
advise against marketing on a pure reverse 
solicitation basis.

We are now one of the leading Swiss 
representative providers, representing 6 
of the top 10 global alternative investment 
managers,” confirms Pelka, a former 
Managing Director at the Carlyle Group, one 
of the world’s largest PE groups. 

The role of the Swiss representative is 
two-fold. One is to act as a point of contact 
towards FINMA, the other is to supervise the 
fund’s distributor. “That doesn’t mean we go 
along to every meeting a fund manager has 
in Switzerland. Our role is to ensure that the 
fund and its agent complies with the local 
rules; it is not intrusive to the manager,” 
adds Pelka. 

“The clarity of rules and relatively low 
cost of compliance is not putting managers 
off; for most non European managers, in 
fact, the European market has effectively 
been reduced to the UK under the private 
placement regime and Switzerland 
under CISA.

Switzerland remains a highly attractive 
market from an asset raising perspective and 
far outweighs any frustrations that managers 
feel at having to appoint the Swiss legal 
representative. 

Three quarters of respondents said that 
they have Swiss investors. Moreover, 84 per 
cent of managers rank Switzerland in the 
top 10 countries for capital raising, while 
23 per cent even place it in the top three,” 
concludes Pelka. n

CISA proves successful 
within 12 months

Interview with Roman Pelka

Roman Pelka, CEO of Montfort 
Funds
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system that building high conviction positions 
in any asset is hard to justify.

A double dose of China volatility
Reflecting on 2015, Philippe Jabre, founder of 
Geneva-based Jabre Capital Partners says 
that the first six months were extraordinary 
but the second six months were challenging. 

“We kept on thinking that things would 
improve, that China would stimulate, that 
Europe would grow, that the oil price would 
recover, and every time we were proved 
wrong. We thought Europe would show 
good earnings growth and here we are, a 
year later with the EURO STOXX 50 Index 
down nearly 800 points. The Hang Seng 
Index is down 8,000 points compared to 10 
months ago. 

“Everything basically moved the wrong 
way. It was a year of transition towards the 
negative but that should create exceptional 
opportunities in the medium term,” 
comments Jabre.

Last year, China generated a double wave 
of volatility; first there was the collapse of 
the local market, as China’s stock markets 
went into free fall, followed by a decision 
by the PBOC to let the RMB depreciate to 
boost exports. As if that weren’t enough, on 
the 4th January, China experienced another 
market sell-off. This time, though, Jabre was 
prepared: “Since this was a similar script 
to August 2015, we quickly cut our net long 
exposure, we built up our short book and 
basically took measures to protect capital 
across all of our funds. We’ve been focused 
on China as well as the crude oil price. 
Earnings in Europe in recent weeks have 
not been good enough to satisfy market 
expectations. And now we are starting to 
see bank credit widening, which is another 
new impetus to declining markets.”

The challenge of sideways markets
Miranda Ademaj is CEO and co-founder 
of Zurich-based Skënderbeg Alternative 
Investments. She notes that 2015 was 
particularly difficult because the stock 
markets essentially moved sideways for nine 
months. “We saw an 11 per cent decline in 
the markets and then a recovery of all those 
losses between August and October. It’s very 
easy to get chopped to pieces in a market 
like this. The Skënderbeg Fund finished 2015 

with a return (net of fees) of +2.5 per cent 
versus a return of -2.3 per cent for the HFRX 
Equity Hedge Index,” comments Ademaj. 

The Skënderbeg Fund focuses on 
identifying equity long/short managers in 
the USD50-500mn range. Part of the reason 
it was able to generate a positive return 
last year is because the portfolio had a low 
correlation to global markets. There are 
numerous aspects to the strategy that are 
independent of market direction, which limits 
beta exposure. 

“Hence, 2015 was a solid year, especially 
when taking into account the low beta of 
the fund versus the market and versus our 
peers. Looking back on the year, there 
are two things in particular that are worth 
highlighting:
• Positive performance in each quarter.
• Strong result in the weak month of August 

when the MSCI ACWI plunged 7.0 per cent 
and Skënderbeg Fund rose by 0.8 per cent.

“In years like 2015, avoiding losses is at 
least as important as capturing market 
gains during positive years. This fact often 
gets lost in this performance-chasing 
environment. However, we feel that investors 
finally recognize the value of a strategy 
focused solely on the generation of alpha. 
We believe volatility will be considerably 
higher in 2016, which should be beneficial for 
the Skënderbeg Fund,” explains Ademaj.

The case for market bulls
Over at Lombard Odier Investment Managers 
(‘LOIM’), one of its 1798 Fundamental 
Strategies funds, LO Funds – Fundamental 
Equity Long / Short (‘FELS’), had a very 
strong year, gaining 6 per cent. 

The fund is a US-focused vehicle that 
invests in five portfolio managers targeting  25
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“We saw an 11 per cent 
decline in the markets and 
then a recovery of all those 
losses between August and 
October. It’s very easy to 
get chopped to pieces in a 
market like this.”
Miranda Ademaj, Skënderbeg 
Alternative Investments
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Harnessing the strength 
of European depositaries

Interview with Garrick Smith
Switzerland is a key part of the global 
business model at BNP Paribas Securities 
Services, whose successful acquisition last 
June of Credit Suisse Prime Fund Services 
has helped it to become an industry leader 
in alternative fund administration. 

With a depositary bank network spanning 
15 European jurisdictions, EUR1.2tn of assets 
under depositary and 1.8tn of assets under 
administration, BNP Paribas Securities 
Services is leveraging its scalability and 
breadth of expertise to bring support to 
Switzerland’s fund management community; 
both traditional and alternative. 

Commenting on the PFS acquisition, 
Garrick Smith, Head of BNP Paribas 
Securities Services Switzerland, emphasises 
that it demonstrates “our commitment to the 
alternative investment management space as 
an administrator and fits with where we see 
the market going”. 

“We see further consolidation taking 
place among fund administrators. One of the 
main drivers of this is the convergence of 
alternative and traditional fund management. 
We have acquired some high profile Swiss 
hedge fund managers, and servicing them will 
help us to support our traditional clients as 
they increasingly move into the alternatives 
space. We firmly believe that we are in line 
with where the industry is headed.”

Regulation is certainly proving to 
be another important catalyst behind 
consolidation among fund administrators, 
which Smith is quite sure will continue 
to play out as a theme over the next few 
years; potentially reducing the number of 
administrators in Switzerland to a smaller 
number of global operators. 

“The impact of regulation is restricting 
the competitiveness of administrators 
whose operations are more fragmented. 
At BNP Paribas Securities Services, we 
focus on staying ahead of regulation and 
understanding what needs to be reported; 

be that in relation to EMIR, AIFMD, UCITS 
or FATCA. Across the entire regulatory 
landscape, managers are looking for service 
providers that have broad investment 
capabilities. This puts us in a strong position 
to be seen as a truly viable solution to our 
clients, not just in Switzerland but across our 
entire network,” says Smith. 

Back in 2013, BNP Paribas Securities 
Services extended its depositary banking 
services into Switzerland. Leveraging its 
wider pan-European and global network 
quickly enabled the firm to support both 
traditional and alternative fund managers as 
their strategies converged in response to 
investor demand. 

“As we roll out our administration 
capabilities into Switzerland we are looking 
to leverage off the back of a substantial 
team with scalability, experience and global 
reach. That appeals to a lot of managers 
and since 2013 we’ve experienced rapid 
growth. We started with FoHF managers 
but now we are servicing single hedge fund 
managers, and traditional long-only funds. 
This further underscores the convergence 
trend underway,” explains Smith, who is in 
no doubt that further consolidation will occur.

“The cost of doing business in the fund 
administration space is rising, which is 
putting pressure on administrators who don’t 
have the same scale, breadth of offering or 
balance sheet as BNP Paribas Securities 
Services,” adds Smith. 

The firm recently unveiled its hedge fund 
data management solution – DNA Hedge 
Fund Explorer. This is a data visualisation 
tool, designed in conjunction with clients, 
which allows them to interface with their 
data in a dynamic and meaningful way. 

“DNA – Hedge Fund Explorer is a fully 
interactive tool that enables managers to 
design and create fully customisable data 
interfaces. This is helping us build more 
dynamic relationships,” concludes Smith. n

Garrick Smith, Head of BNP 
Paribas Securities Services 
Switzerland
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than USD3tn in largely liquid reserves is 
important. In addition, the country has 
already seen outflows of around USD1tn 
over the last three years (according to IIF 
data), which implies that global exposure to 
China risks has reduced sharply.

“In addition to the China-based challenges, 
the bull case is further strengthened by 
a global disinflation environment (even in 
the US), which means other key central 
banks will have to deploy more monetary 
easing, as we’ve just seen with the ECB, 
thus re-activating the portfolio rebalancing 
channel, whereby investors will be forced 
to harvest the extra risk-premium on offer to 
meet their return objectives,” argues Ahmed. 

In his view, the bull case is clearest in the 
European equity space, where the ongoing 
gradual economic recovery, easing credit 
conditions and deflationary environment 
is forcing the central bank to deploy more 
quantitative easing. 

Ademaj expects the differing sensitivity 
of specific equity sectors to interest rate 
movements to result in higher intra-stock 
and intra-sector dispersion. This should 
provide equity fund managers with more 
opportunities to outperform through stock 
selection. “While long-only and long-biased 
investments could experience difficulties if 
volatility picks up again, managers running 
with variable biases or market neutral 
approaches should be able to navigate the 
transition period better,” suggests Ademaj. 

The situation looks a lot less rosy in 
Jabre’s opinion, however, especially in the US. 

Consider industrial high yield spreads. 
In June 2014, they reached a low of 350 
basis points above Libor. Today, they have 
risen to 873 basis points above Libor. The 
previous time this level was seen was in 

Consumer, Healthcare, Industrials, Energy 
and TMT (Technology, Media, Telecom). 
Since inception in 2007, FELS has generated 
returns in line with the S&P 500 but with 
half the volatility and less than half the 
drawdown. 

“I allocate capital dynamically to a team of 
sector specialists who construct a balanced 
long/short portfolio within a defined set of 
risk limits. Our teams’ research is based 
on fundamental equity analysis with a view 
toward industry dynamics and our strategy 
is highly diversified. We try to limit market 
correlations by conducting extensive factor 
analysis with our risk management group 
to ensure the portfolio is not sensitive to 
generic drivers like growth, price momentum 
or interest rates, to name just a few,” 
comments Steven Bulko, CIO of 1798 
Fundamental Strategies.

He says that while FELS is currently 
invested in all market sectors with 
the exception of financials, consumer 
discretionary and energy seem to have the 
most compelling outlook. 

“We view the consumer cycle as late 
stage with significant opportunity on both 
the long and short side, while energy is still 
dealing with a two-year decline in commodity 
prices that has broad-based implications 
across the entire sector. Additionally, mid-cap 
biotech companies have traded down to very 
attractive levels and should offer exceptional 
opportunities towards the back end of the 
year,” adds Bulko. 

One of the consequences – intended or 
otherwise – of quantitative easing is that it 
forces investors to take more risk. According 
to Salman Ahmed, Chief Global Strategist at 
Lombard Odier Investment Managers, in a 
world of widespread disinflation and loose 
monetary policy, the bull case for buying risk 
assets is predicated on relative risk-premium 
(versus government bonds) and faith in central 
bank policy’s continued positive impact on 
asset prices, if not on economic outcomes, 
both in advanced economies and China. 

“In China’s case, the sharp rise in 
leverage in a number of domestic sectors 
(especially, local government, real estate 
and infrastructure) is evidently a huge 
issue. However, to offset this grim reality, 
appreciating that China has a command 
political and economic structure, with more 
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“We try to limit market 
correlations by conducting 
extensive factor analysis with 
our risk management group 
to ensure the portfolio is not 
sensitive to generic drivers.”
Steven Bulko, 1798 Fundamental 
Strategies
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Luis Pedro, CEO of Oligo Swiss 
Fund Services

Rebuilding Swiss investor 
confidence in hedge funds

Interview with Luis Pedro

Oligo Swiss Fund Services received its 
license from the Swiss authorities 13 months 
ago to provide Swiss legal representative 
services and has already onboarded more 
than 200 funds registered for distribution 
to Swiss qualified investors. These include 
offshore hedge funds, UCITS-compliant 
hedge funds and private equity funds. 

“Our team has experience in hedge funds, 
UCITS funds and private equity funds,” 
explains Luis Pedro, CEO of Oligo Swiss 
Fund Services. “The size of fund assets 
on the platform ranges from EUR20m at 
the lower end to EUR20bn at the upper 
end, spanning all types of strategies and 
structures targeting a broad range of 
qualified investors.”

There are two types of investors in 
Switzerland: qualified investors and non-
qualified investors. Non-qualified investors 
are retail investors. Any fund manager 
distributing UCITS funds into Switzerland have 
always been required to have a Swiss legal 
representative and paying agent. Moreover, 
the funds authorised for retail distribution 
have to be registered with FINMA.

Qualified investors, on the other hand, 
include pension funds, family offices, HNW 
individuals, etc. Up until 1st March 2015, 
a New York or London-based hedge fund 
manager could come to Switzerland and 
freely approach qualified investors under the 
private placement regime. 

That has now changed. Since 1st March 
2015, CISA regulation means that managers 
targeting qualified investors must now 
appoint a Swiss legal representative and 
paying agent, bringing hedge funds under 
a regulated environment that focuses on 
investor protection. 

“Most of the funds that we have onboarded 
have been for qualified investors. However, 
Oligo has a full license so we can also 
onboard retail UCITS funds,” notes Pedro. 

Oligo does an operational on-site visit to 
each one of the funds it represents. Although 
this is not mandatory from a regulatory 
standpoint, Oligo feels that it is important 
for a Swiss investor to know that its legal 
representative has performed serious due-
diligence.

“We are seeing more demand now among 
Swiss investors for hedge funds. There were 
many US managers marketing their funds 
here pre-2008, but following the Madoff 
incident there was a big pullback among 
Swiss private banks and wealth managers. 
This led some US managers to stop doing 
business here. Investor demand just wasn’t 
there. That’s now changing,” observes Pedro. 

To help connect investors with the hedge 
funds that it represents, Oligo organises a 
breakfast event every quarter. February was 
the fifth such event it has done, and with 
each event the interest seems to be growing. 

“In the beginning we thought, when doing 
the first couple of events, that we would 
have a good number of investors and that it 
would then get harder to keep attracting new 
investors. In fact, it is getting easier. We are 
seeing strong demand and this shows that 
investor interest in hedge funds is building 
again; we are seeing more multi-family 
offices, hedge fund consultants and so on. 

That Swiss investors are starting to accept 
hedge funds again is encouraging news for 
the hedge fund community. Putting in place 
a Swiss legal representative is a sign of 
acknowledgment that managers now operate 
in a more transparent way in today’s post-
Madoff era.

“When investors come to our events, 
our goal is to make them feel comfortable 
that these are serious funds that have 
the right operational procedures in place. 
The Swiss legal representative definitely 
gives Swiss investors more confidence,” 
concludes Pedro. n
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September 2011 when the US received a 
ratings downgrade, just before Bernanke 
introduced QE2. 

The inference here is that the Fed should 
have introduced the rate hike in June 2014, 
when spreads were half their current level, 
as opposed to waiting to December 2015, by 
which time the credit markets had tightened. 

“The only trades that are doing well in this 
current environment are volatility trades. We 
have some good volatility positions in the 
portfolio, and some good equity long/short 
positions – cyclical stocks are more affected 
by lower growth – and eventually yields will 
become interesting. Today, you can buy BBB-
rated convertible bonds at 5 per cent in USD 
terms in an environment where inflation is 
close to 0.5 per cent. 

“But to be clear, we think there is still 
a lot of contamination in the market. First 
it was the falling oil price, now banks’ 
credit spreads are widening. If you look 
at European banks a couple of years 
ago compared to now, their stock prices 
are down 65 per cent. There are fewer 
opportunities this year. China is too early 
to build any meaningful positions, there 
isn’t much value right now in South Africa 
or Brazil. It’s slim pickings at the moment,” 
cautions Jabre, “but opportunities will emerge 
for sure as we are likely to see valuations 
exaggerate on the downside.”

What would appear to not be in doubt is 
that among institutional investors, there is a 
growing acceptance that alternatives need 
to form an important part of their portfolio 
allocation. Market volatility is set to become far 
more the norm when central banks finally admit 
defeat and let the markets function without 
artificial support. Equities and bonds will mean 
revert, some even predict that US equities are 
due a 20 per cent correction in 2016. 

“There has been a growing interest in 
alternative solutions including many different 
strategies. In a couple of months’ time, when 
markets have perhaps settled down, then we 
will have a clearer understanding of which 
hedge funds are adding value and which 
are not,” says Michaël Malquarti, co-head 
of alternative investments at Syz Asset 
Management. 

One of the ways that SYZ Asset 
Management is supporting its investors 
is to provide solutions that tap straight in 

to the convergence taking place as both 
traditional long-only managers and hedge 
fund managers seek to adapt their product 
offerings. This resulted last year in SYZ Asset 
Management merging its alternative and long-
only UCITS teams into a unified team. 

“Generally speaking, our allocation is 50 
per cent to hedge funds, 25 per cent to long-
only funds, and 25 per cent to alternative 
UCITS. The team only selects external 
managers to avoid conflicts of interest. 

“With respect to our FoHF core offering, 
we build the portfolio in such a way as to 
anticipate and deal with market volatility. Our 
two open-ended FoHF mandates were in 
positive territory in January for example. If you 
do things properly, you can construct portfolios 
that are robust and more or less correlated 
to durations or risky assets. We don’t build 
portfolios in response to the current market 
conditions, we build portfolios to handle future 
periods of volatility,” says Malquarti. 

From a sub-strategy perspective, he says 
that relative value strategies such as fixed 
income arbitrage and volatility arbitrage have 
the best opportunities to outperform in the 
current environment. 

“Now that there are more uncertainties 
on global economic growth, it is creating 
significant volatility and this is playing to the 
strengths of these strategies in particular. We 
have a large block invested in relative value 
strategies in some of our clients’ portfolios, 
including equity market neutral strategies.

“Our focus over the next few months will 
be to find more global macro UCITS funds. 
It’s difficult to find the right manager in this 
space. We will also look for relative value 
strategies, rather than the more plain vanilla 
strategies one finds in the alternative UCITS 
space,” concludes Malquarti. n

INDUSTRY

25 “Now that there are more 
uncertainties on global 
economic growth, it is 
creating significant volatility 
and this is playing to the 
strengths of these strategies 
in particular.”
Michaël Malquarti, SYZ Asset 
Management  
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