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Lack of additional exposure
from the institutionals’ side

Diego Liechti, investment consultant at the Zurich-based
PPCmetrics, bets on the EU Directive to restore confidence

The company

PPCmetrics AG is a leading
investment consulting
company for institutional
investors since 1991 with
offices in Ziirich and Nyon.
The shares of the company
are mainly owned by
partners that also work

for the company. With a
headcount of about 60
experienced and well
educated investment
consultants and controllers,
the company provides
independent services and
advice for pension funds,
insurance companies,
banks, firms and high net
worth individuals.

This includes all kind

of services regarding
investment controlling,
investment organization,
investment strategy,
portfolio structure, selection
of asset manages and
custodian banks, legal
advice, quantitative
analysis, and training and
education. To guarantee
independence, the company
does not undertake
portfolio management.

by Valerio Magni

ension funds and institutions
Pare now the main investors in

Swiss registered funds of
hedge funds, as we underlined in the
survey published in the last issue of
this magazine (see MondoHedge
Swiss Nr. 34). But now, “there are not
much pension funds or other institu-
tional investors that are looking for
new or additional exposure in hedge
funds”. This is what Diego Liechti, in-
vestment consultant at the Zurich-
based PPCmetrics, is experiencing,
and he also adds that the most dis-
cussed EU Directive on Alternative
Investment Fund Managers “might
help to restore the confidence of in-
vestors”. Investors are now looking to
the new alternative Ucits Il funds, but
“some institutional investors even fear
that after repackaging hedge funds
under a UCITS, they lose their per-
formance potential because of restric-
tions”.

How is your clientele composed?
How many institutional investors
do you give advice to?

PPCmetrics is a Swiss investment
consulting firm for institutional in-
vestors. Among our clients are pen-
sion funds, public and private insur-
ance companies, banks, firms as well
as high net worth individuals and their
advisers. Currently, we give advice to
more than 100 institutional investors;
most of them are Swiss pension
funds. However, we do get more and
more other institutional clients as well
as international clients.

Many say that the hedge fund busi-
ness is going to be more and more
institutional. Do you agree with
that?

Institutional investors are always look-
ing for possibilities to reduce risks and

simultaneously increase expected re-
turn in their portfolios. The hedge fund
industry makes such claims and,
therefore, institutional investors are
interested in hedge funds. Although
hedge funds provided on average a
downside protection during the inter-
net bubble, holding hedge funds did
not help much during the recent finan-
cial crisis. As a consequence, it re-
mains unclear if hedge funds will be in-
stitutional or if it is mostly an asset
class for wealthy individuals who are
looking for additional return potential.

The offer of alternative UCITS Il
products is booming in the last
months. What do you think about
these products?

I am not sure if this trend will hold on.
Even if there are several advantages
for investors such as an increased
transparency, the increase is mainly
driven by better distribution possibili-
ties and the restrictions of some insti-
tutional investors. Some institutional
investors even fear that after repack-
aging those funds under a UCITS,
they lose their performance potential
because of restrictions. Moreover,
setting up UCITS is expensive and
there are other operational problems.

What are the requests coming from
institutional investors about hedge
funds and alternative UCITS il
funds?

At the moment, there are not much
pension funds or other institutional in-
vestors that are looking for new or ad-
ditional exposure in hedge funds.
Because of the relatively poor results
during 2008, the redemptions, the lig-
uidity issues such as side pockets, the
high management costs, and some
operations problems, most institution-
al investors are more cautious about
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alternative assets and hedge funds in
particular. Moreover, there might be
also more and more political reasons
for our clients not to invest in hedge
funds.

Today, what is the average weight
of hedge funds and alternative
UCITS Ill funds in your client’s port-
folios? And what is the aggregate
allocations from your customers in
hedge and alternative Ucits Ill
funds?

The weight ranges from 0% up to
about 10% of the clients’ portfolio val-
ue. Hedge funds potentially comple-
ment the traditional asset classes
through a potentially better diversifica-
tion. Before we recommend hedge
fund investments to a client, we care-
fully analyze his situation. Specifically,
for most of our clients, we derive the
strategic asset allocation from an as-
set-liability analysis with its’ return ob-
jective and the risk budget.
Furthermore, it is crucial that the
board of the pension fund is well in-
formed about the fact that hedge fund
investments belong to a special asset
class with asymmetric non-traditional
risks. In the end, the client has to de-
cide if he wants to invest in this asset
class.

What type of hedge funds and alter-
native Ucits lll funds do you advise
to your clients?

We only suggest funds of hedge funds
products to our clients. There are two
reasons for that. First, these products
are diversified and their unsystematic
risk is substantially lower. Second,
most of our clients neither have the
necessary portfolio size nor the moni-
toring capacity to invest in several sin-
gle hedge funds. In the range of funds
of hedge funds products, we usually
recommend three approaches. As an
initial investment, we typically recom-
mend widely diversified multi-strate-
gy/multi-manager funds of hedge
funds. For investors with the neces-
sary experience and size, a style fo-
cused FoHFs might complement an
investment in a traditional asset class.
For example, a Long/short equity fund
of fund could be a good supplement
for a passive equity mandate. For in-
vestors who are looking for door open-
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ers to new assets segments, we typi-
cally recommend alternative beta
hedge fund investments.

Investors also look at managed ac-
counts as an instrument to access
to hedge funds in a different way.
Do you advise them to your clients?
Managed accounts increase the
transparency and the liquidity.
Furthermore, they give the investor
the possibility to take part in the deci-
sion making process, which might be
also useful for the institutional investor
to gain market intelligence for the oth-
er asset classes he is invested in.
However, those hedge funds with an
extraordinary track record are a bit re-
luctant to run managed accounts be-
cause it increases their costs without
increasing their returns. This creates
a trade-off for investors, i.e. do they
want increased transparency and lig-
uidity or do they want to invest their
money in the, at least historically, best
funds?

In 2009, hedge funds posted very
good returns, and so did in the first
quarter. What are your preferred
strategies for the coming months?
Unfortunately, | do not have a crystal
ball to see the future. And with predic-
tions,  am in line with Nobel Laureate
in physics Nils Bohr who said that pre-
diction is very difficult, especially
about the future. Therefore, we would
suggest to diversify and to follow sev-
eral potentially good performing
strategies.

What do you think about the pro-
posed EU Directive on Alternative
Investment Fund Managers?
Because of the increased popularity of
the asset class and as a consequence
the potential systematic risk for finan-
cial markets, hedge funds are a hot
topic for politicians. Although the EU
Directive is imposing some rules for
alternative fund managers that do
make sense, we do not see a good ra-
tionale for the restrictions for hedge
fund managers outside the EU. Our
opinion is that this is only a protection-
ist move and hopefully the parliament
will change that restriction. The other
rules might help to restore the confi-
dence of investors. m



