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North America 5602 26%]| 5,863 17%| 5,837 10%
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Asia Pacific 4,952 23% | 14,798 42%|32,59% 59%
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Scurce: Mckinsey Insights China macroeconomic meded update (April 2012)
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without any in-house biases. Freedom to scour the market for
superior product and freedom to conduct original research should
encourage asset purchases fashioned by conviction untainted by
attachment and bias.

Fees throughout the fund industry have been subject to increasing
scrutiny. Investors rightly demand that asset management firms
design fee structures which are reasonable and which align their
interest with those of their investors. Independent specialists asset
managers, who tend to be focused on alternative or more complex
strategies, generally tick this box quite ably as a very significant part
of their fees come from performance fees or carry rather than
base management fees or other revenue lines. Similarly, partnership
structures and employee ownership have the potential to ensure
long-term focus and alignment of interest with investors.

An independent specialist manager which fits the profile we have
described above will benefit from the sponsorship of sophisticated
investors, institutional and private.As a result, good communication
between investor and asset manager will be considered a vital
competitive advantage and will be nurtured by the manager.
Investors are likely to benefit from regular and meaningful
conversations with informed senior market-savvy personnel as
much as the manager will value input from investors about their
market views, challenges or opportunities and general long-term
objectives.

The benefits of the independent specialist asset management
business model, some of which were noted above, have not
escaped the attention of industry heavyweights. Jack Inglis, CEO of
Alternative Investment Management Association (AIMA), suggests
that entrepreneur-led smaller asset managers are “often the cradle
of the industry’s innovations, being able to invest in niche markets
without capacity concerns”. Inglis ventures further to add that,
“Frequently, they are among the industry’s best-performers”.

Has Goliath killed David?

Readers may believe that, at least in the context of our musings,
this has indeed been the case.The number of new independent
asset management firms being opened has slowed with several
reasons being cited such as the recent increased burden of
regulatory compliance or the lure of achieving economies of scale

‘ ‘ jan2018.indd 18

and an increased bottom-line through M&A activity).

However, this view will ignore a non-trivial number of managers
who, by making a significant personal capital commitment,
leveraging new technologies and offering an attractive long-

term professional opportunity to like-minded professionals have
managed to create this new breed of independent, specialist firms.
These managers also see the regulatory overhaul implemented
since the global financial crisis as a potential positive development,
generating a barrier of entry to less capitalised competitors and
offering potential investors the benefits of a truly institutional
platform able to support their operational requirements.
Investors who want to have the opportunity to work with
independent specialists have reason for optimism. Many of the
teams who set up their stalls in pursuit of their desire to achieve
professional fulfilment and performance for their investors are
proving to have a strong case to remain.VWe should expect fewer
but stronger Davids.

David Spence has worked in financial services for over 20 years.
He spends his time undertaking Business Development duties

for Fair Oaks Capital. Fair Oaks Capital was launched in October
2013.In June 2014, Fair Oaks’s inaugural fund was listed on the
London Stock Exchange with a size of $1 14mm.Today, Fair Oaks
Capital manages approximately $2bn of investors’ capital and has
fifteen staff in its London and New York offices. The firm is wholly
owned by its principals. Fair Oaks has a single business line — asset
management — and there are no conflicting internal businesses.

(1) See for instance:“Why are Independent Asset Managers so Popular”,
Investment Week, September 22,2015, “Independent Asset Managers Thrive

in Crisis”, New York Times, April 28,2013 or “Boutique asset managers offer
competitive advantages”, Investment News, May 30,2010

) See, for instance, Pregin’s June 2017 Report “Emerging Hedge Funds: Can
They Outperform?” where they analyzed 867 Emerging Manager Funds and
14,494 Total Hedge Funds. Emerging Managers yield a 5-year annualized return
of 12.2% relative to 7.7% of All Hedge Funds.

) According to McKinsey's February 2015 report “The $64 trillion question:
Convergence in asset management”, Alternative assets hit a record high of
$7.2 trillion in 2013 and the category had doubled in size since 2005, with
global assets under management (AUM) growing at an annualized pace of 10.7
percent, twice the rate of traditional investments.

(4) See, for instance:“Emerging hedge fund managers - challenges and
solutions”, Hedgeweek, September 23,2016 or “The Critical Challenges For
Emerging Hedge Fund Managers”, Hedge Fund Insight,April 30,2017
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David Spence, Fair Oak Capital

The future of asset

management: David Shrugged?

Large multi-line asset management
firms have been getting bigger through
mergers, acquisitions and aggressive
asset-gathering marketing. A recent
study by Towers Watson concluded that
the twenty largest asset management
firms manage a monstrous 41.9% of the
industry’s total AUM. In a size-obsessed
asset management world, is big the
only beautiful?

www:shutterstock com - 705594280

Why focus on independent specialist asset managers?

A number of analysis and research pieces have historically tried
to assess the potential competitive advantages of independent
managers versus those which are publicly listed or owned by a
specific bank, insurance company, private equity firm or other
multi-business-line financial conglomerates (. Similarly, news
articles and academic research have tried to identify potential
competitive advantages of specialist managers, focused on specific
segments of the investment universe vs generalist investors @),

Indepen cialist

Ass et
Mana ager

Our interest in independent and specialist managers is the
result of recent changes in the market, particularly the growth of
multi-strategy alternative managers. Leading alternative investors,

H pian
n'l;nsn JNINPJ AN

particularly very successful private equity firms, have led, since
before the global financial crisis, a significant consolidation process,
acquiring teams or organically expanding into other alternative
investments such as real estate, corporate credit or direct lending.
Consolidation and organic growth supported by very strong
marketing teams have created multi-hundred billion managers
focused on non-traditional assets®.

The competitive advantages of independent specialist
managers

Specialist managers focus strong specialist teams on targeted
investment areas.This concentration limits AUM growth but
facilitates faster reaction times and speed of execution when
market opportunities present themselves. Independent specialists
may also benefit from a larger relative investment universe and
less competition, as multi-billion AUM funds compete for a limited
number of large or scalable opportunities while fewer specialist
managers can focus on niche areas or geographies, with limited
competition.

The ownership and staffing of independent, specialist firms

should also have positive consequences for their ability to be
innovative. Consider that most specialists are owned and staffed
by professional personnel who have considerable experience

in larger firms, and, quite often, a passion for investing in their
chosen market without the constraints that size and a commercial
focus on AUM brings. Correspondingly, they will implement their
own tried and tested investment processes across the whole

firm and are free to refine and further develop them focusing on
performance rather than AUM growth.

Freedom, brought about by independent ownership, can help an
asset manager unleash their skill. Independent asset managers are
free to source investments from multiple external counterparties;
they usually do not have in-house product created by internal
departments that they may feel obliged to support. Moreover,

the asset manager can conduct his/her investment research

08/01/2018 11:57:48




Suspense:Who Will Take Home An Oscar?

What to do then to find the ten award-winning managers
amongst the ten thousand funds which are out there?

Our advice is for you to find an advisor, but (...and that

this the key word), with a real track record in terms of
performance. In other words, a person or a fund or an
entity which can prove to you that they have real added
value and that it is repeatable. Unfortunately, these advisors
or managers are becoming scarce because Hedge Fund
manager selection is simply very hard! If, prior to 2008, most
advisors just provided access to Hedge Funds, this is no
longer enough given all the databases now available to pick
managers. Hedge Fund manager selection is hard because
these managers’ performances are not stable through time
and need to be dissected constantly. How much of the
return is coming from beta, how much from alpha? How
much is coming from the long side and from the short

side? You systematically need to convince yourself that the
advisor’s performance is the result of a process (i.e. skill) and
not of luck to ensure a repeatable process.And this is just
to name a few of the characteristics to carefully analyze. But
this should not be a surprise: after all what is a Hedge Fund

other than unconstrainted portfolio management?

‘ ‘ jan2018.indd 20

Happy Ending: Dare To Get Help!

To end up happy with your Hedge Fund allocation, you
need to clarify ex-ante your objectives. If most investors are
looking for decorrelation, one should note that this is not
easy to obtain, analyze and explain. Monitoring how alpha is
generated in a convertible arbitrage or volatility arbitrage
strategy, for example, is just not that easy for every investor.
So why not start with a strategy which is more accessible,
that performs and where return sources are clearly
identifiable?

The Equity Long / Short strategy meets all of these criteria.
Even better: today’s market conditions are ripe for great
returns in the strategy (high equity market valuations, risk
of market correction, good environment for stock picking).
At the end of August, the HFRI Equity Hedge index was up
+8.5%YTD (HFRX +5.15%) and the best Funds of Hedge
Funds dedicated to this strategy were up about [0% YTD.
But again, make no mistake.

There are about 5,000 Equity Long / Short managers in the
universe and the key is in finding the best ones (remember
the dispersion). So, to ensure a happy ending, just like when
going to the movie, dare to get some help: read the critics
and look for an advisor.

Simplicity, Liquidity, Transparency.

Fundana is a Geneva-based independent boutique
which has specialized in Alternative Investments,
and Hedge Funds in particular, for 25 years.
Fundana is an authorized Asset Manager of
Collective Investments regulated by FINMA.

Our objectives are to find managers early, to focus
on the best & to manage risks, not just returns.
We strive to deliver solutions to our clients

with a strong emphasis on simplicity, liquidity and
transparency.

whaon ninpyan Bl

08/01/2018 11:57:50



Cédric Kohler, Head of Advisory, Fundana

i1 Fundana

llllll ASSET MANAGER

On movies and Hedge Funds

Have you ever left the cinema utterly disappointed? Despite
the film starring your favorite actor, it left you completely
cold.You were never convinced, too conscious of the

acting to immerse yourself in the story. How many actors
have gone through tough patches with little creativity or
mojo? Yet despite a significant difference between their
best and worst performances, you continue to go to their
new movies, right? So the question is, why should it be any
different for your Hedge Fund allocation?

First Scene: Dispersion Of Returns, A Little-
Known Challenge

We often hear from investors that Hedge Funds do not
work.That the returns of this “asset class” are no longer
attractive and that the risks do not justify an investment.
Are these investors honest with themselves? Many of them
ignore a central feature of Hedge Funds: the dispersion

of returns. The difference between the best and worst
managers is huge and makes manager selection critical for a
successful investment.

As can be seen from the chart below, the
difference between the best and the worst Hedge
Fund managers is on average 47% per year! This is
more than twice that of traditional asset classes
such as US Large Cap funds at 15%, or US Small
Cap funds at 20%. In addition, this dispersion is not
stable through time and increases during and after
crisis periods. In other words, even if your index
finishes up in a given year, your portfolio could
generate a negative performance simply due to
poor manager selection.

Even amongst investment professionals, the size of
this challenge is poorly recognized. And so, when
someone tells you that Hedge Funds do not work,

m p1an
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| would bet you that implicitly he is talking about his poor
manager selection.

Many think they can avoid that problem by just selecting
the best performing funds over the last few years, just

like you select the next movie you will see because your
favorite actor is in it. But this ignores the fact that manager
performance is also not stable through time. This approach
typically generates more deception than added value!

Dispersion of Hedge Funds and US Long/Only Funds’ returns

71% 86% 33% 37% 36% 47% 35% 38% 39%

47%
15% 2%
—* + 0%

Large Caps  Small Caps.

US Equity Hedge Funds
1025;35”"’ 2008 2009 2010 2011 2012 2013 2014 2015 2016

Sources: Fyngang; Morgen Staniey Hedge Fund Trends
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