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Investment Warning 
The information provided in this publication should 
not form the sole basis of any investment decision. No 
investment decision should be made in relation to any 
of the information provided other than on the advice of 
a professional financial advisor. Past performance is no 
guarantee of future results. The value and income derived 
from investments can go down as well as up.

Welcome to the second edition of Global Fund Media’s AlphaQ, 

the digital magazine focused on skill-based, risk adjusted 

returns. 

We have a plethora of subjects in this issue. Our cover story focuses 

on shipping, which provides institutional investment managers with true 

diversification. We look at the shipping industry and the fund route to 

investment.

From here, our attention turns to crowdfunding which is rapidly 

maturing from its homespun origins to holding its own alongside its more 

traditional Private Equity and Venture Capital peers. Our piece explains 

how it can work for institutional investors.

Stamp collecting has come a long way from its image of earnest 

youngsters, albums and pots of glue. Stamps are now valued as a tangible 

asset in an uncertain world. We talk to Stanley Gibbons Group on the 

launch of its new fund.

Next we focus on the Tiger Cubs, the investment managers who stepped 

out from Julian Robertson’s Tiger Management, who are taking opposing 

bets in the high-risk, high-growth tech and broader venture capital private 

markets. James Williams talks with CB Insights and analyses what the 

younger generation of Tigers is up to.

Enjoy all this and more in this issue of AlphaQ. We are bi-monthly so 

our next issue will be in August. 

Do, please, be in touch if you have views or stories to tell.

Beverly Chandler

Managing editor, AlphaQ

Email: beverly.chandler@globalfundmedia.com
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SHIPP ING

One of the oldest sources of much of the 

City of London’s historical strength and 

wealth comes from shipping. London’s 

navigable river and large natural port combined 

with a geographically central position in the 

commercial world, allowed the city to become a 

thriving financial centre many centuries ago.

Today, shipping is enjoying something of a 

revival as a sector that can offer institutional 

investors attractive returns and diversification 

from all major asset classes. Supporters says 

that shipping strategies are flexible, can be 

tailored to income or capital appreciation, and 

offer high liquidity for a real asset in that ships 

can be bought and sold in a day.

German restructuring consultant and 

investment manager, Notos, recently 

announced that the German shipping market 

might be on the threshold of a rebound, as 

domestic institutional investors in search of 

diversification could be about to pour multi-

billions of dollars into the sector.

Gihan Ismail, business development director 

of Marine Capital, a firm founded in 2003 that 

offers institutional investors access to shipping, 

explains that their firm started off with the idea of 

bringing shipping to the institutional investment 

market. “But it was ahead of its time,” she says. 

“It has taken a while to educate the institutional 

investment market but interest is growing.”

Marine Capital is one of the few shipping 

funds which is both the fund and asset 

manager. Ismail says: “We do the whole of 

the asset management and fund management 

in-house which is important otherwise you are 

outsourcing all the key management decisions 

to an external party which invariably leads to 

higher fees and potential conflict of interests.”

The company focuses on the generic 

shipping sectors of tankers, dry bulk and 

container ships, because here the assets are 

effectively commoditised. 

“As the majority of activity in the sectors 

is broker driven, there is a greater degree of 

liquidity and hence transparency of valuations,” 

Ismail explains. “We believe investments in 

these sectors offer institutional investors a 

better risk reward profile. Our ethos is to offer 

institutional investors the most transparent, 

cost effective and direct access to shipping.”

The minimum investment varies depending 

on the strategy and sector. “Because the 

shipping market is large, you can structure 

investments to meet different investment 

profiles such as income pay-out requirements 

or higher return targets with a greater focus 

on capital growth,” she says. “The dry cargo 

market is a proxy for emerging market 

growth as it is a direct beneficiary of the 

industrialisation and urbanisation development 

of emerging economies.”

Back in 2006, a firm that has now become 

Global Maritime Investments Group (GMI), 

launched a fund based on shipping. GMI’s 

Steve Rodley explains: “We kicked off in 2006 

as a hedge fund, primarily trading arbitrage in 

between physical bulk shipping and derivatives 

in the form of forward freight agreements.” 

The fund went to USD600 million under 

High seas investing 
Beverly	Chandler	looks	at	routes	into	investing	in	shipping	for	the	
institutional	investment	manager.

“It has taken a while to educate the 
institutional investment market but interest 
is growing.”
Gihan Ismail, Marine Capital

http://www.AlphaQ.world
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management and one of the biggest 

investors, a large American institution 

effectively bought out the equity and all 

the other investors. What emerged in 

2011 was a private shipping company 

which owns and charters ships.

“We set up originally because it 

serviced the interests and needs of 

the shipping and freight markets and 

it was also linked with the commodity 

exposures of institutions that had 

commodity interests,” Rodley explains. 

“Shipping is very uncorrelated with 

other asset classes and we were 

providing true alpha, genuinely finding 

mispricing and discrepancies between 

the physical and derivative markets.”

The shipping sector has seen 

something of a boom to bust scenario 

through the last ten years. For the 

hedge fund, boom years from 2006 to 

2008 mirrored the boom performance 

of the Baltic Dry Index with 20 per 

cent annual returns, driven by supply 

and demand dynamics.

Marine Capital’s Ismail explains: 

“From 2005 and 2006 to 2008, you 

had demand increasing significantly in 

the dry cargo sector, and beyond what 

people expected it to be, so the market 

shot up in both earnings and prices and 

as a result there was lots of new ordering 

of ships which led to a fall in charter 

rates and ship prices. As there is a time 

lag between the ordering and delivery of 

a new ship, over the past five years, the 

market has been dealing with the growth 

in capacity that arose from the large 

scale ordering in those prior years.”

The result is that at the moment 

returns on shipping are not enjoying 

their best days. The Baltic Dry Index 

is down 22.51 per cent year to date 

and 38.66 per cent over one year, as 

the market still recovers from the over-

supply of ships hitting the water.

But it is an entirely cyclical 

business. GMI’s Rodley says: “When 

you buy a ship it’s like buying an 

apartment block in central London – 

it’s a long term investment.”

Ismail says that each sector of the 

shipping market has its own dynamics, 

not necessarily one market moving in 

unison and demand is increasing. 

The drop off was partly caused by 

over-supply but also in broad terms 

by the slowdown in China, which has 

also started to use less coal in a bid 

to clean up its air quality. Rodley also 

explains that commodity prices have 

fallen and iron ore, which goes into the 

production of steel, has seen a price 

drop. “The biggest question mark is 

over the coal market,” Rodley says. “In 

the long term will coal come back or is 

coal a thing of the past? It’s a critical 

question.”

GMI is no longer in the fund 

business. “We have no firm plans to 

re-open as a fund, but we are actively 

looking at joint ventures with other 

institutions to buy ships at a USD100 

million plus ticket price,” Rodley says.

A new tool that helps investors such 

as hedge funds or private equity funds 

value their shipping portfolio has just 

been launched by VesselsValue.com, an 

online search, valuation and mapping 

service for the shipping industry. The 

firm is launching Discounted Cash 

Flow (DCF) valuations to its existing 

portfolio of daily, automated valuations 

for the shipping industry.

Adrian Economakis, Strategy Director, 

explains that DCF valuations are the 

amount a vessel would be expected to 

earn as a working vehicle, where value is 

expressed as the sum of the discounted 

projected annual earnings over the 

remaining life of the ship plus the 

discounted residual (scrap) value. 

“This kind of model depends on 

a large number of inputs, including 

anticipated charter rates, operating 

expenses, utilisation rate, commissions, 

inflation rates and discount rate. The 

market value of a ship, on the other 

hand, is essentially what someone 

would be prepared to pay for a 

specific vessel. It is represented as a 

mathematical function of the type, 

age, size and features of the ship along 

with the state of the freight market, 

and the firm explains that a technique 

called regression is used to calibrate 

this function in line with recent sale 

prices,” Economakis says.

He explains that the differences 

between these signals provide perhaps 

the most useful information to market 

watchers. “Times of great divergence 

between the two signals could indicate 

buying or selling opportunities for 

shrewd owners, whereas periods of 

convergence may be indicative of 

markets in equilibrium in which asset 

plays are harder to pull off” he says.

In principle, if the income value is 

greater than the market value, then the 

vessel is worth buying; if less, then she 

should be sold. “To put this in context, 

the DCF values for the dry bulk market 

are almost double the market value, 

providing buy signals if you can cope 

with the historically low short term 

charter rates. With tankers, the DCF 

values are slightly below the market 

value which may be providing a slight 

sell signal,” says Economakis.

He explains that when viewed 

as information flows, the different 

approaches to valuing vessels open up 

new possibilities for deeper analysis 

and understanding of the interactions 

between the four shipping markets. n
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STRUCTURED CRED IT

May was the tenth consecutive month 

in Europe for issuance of collateralised 

loan obligations (CLOs) – and as 

IFRAsia reported on 13th May, that is the 

longest period of CLO issuance since the global 

financial crisis.

CLOs are structured credit vehicles that 

pool together mainly leveraged loans and slice 

them into different tranches of risk, producing 

a range of bonds that are typically investment 

grade and take the form of floating rate notes. 

According to Credit Suisse, CLO volumes 

could reach between EUR17 billion and EUR20 

billion in 2015. 

This is on the back of approximately EUR8.9 

billion of CLO paper issued in 2013, whilst in 

2014 some 35 issues originated in Europe for a 

combined total of EUR14.5 billion. That is still 

some way off the EUR80.5 billion in European 

CDO and CLO issuance pre-crisis but the key 

point is that the primary market is swinging 

back up.  

This augurs well for structured credit 

specialists who invest and trade in CDO and 

CLO securities, one of which is London-

based Serone Capital, whose Serone Key 

Opportunities Fund launched on 24th 

February, 2012. 

The Fund focuses on structured credit 

opportunities primarily in Europe with roughly 

75 per cent of the portfolio and the US, with 

the remaining 25 per cent. The fund has an 

Mousetraps and the 
art of generating alpha
James	Williams	interviews	structured	credit	specialists	Serone	Capital.

http://www.AlphaQ.world
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annualised target return of 12 per cent.  

“Everything we buy is a CUSIP/ISIN 

bond secured on a portfolio of assets. 

We invest in corporate, consumer, 

and real estate risk but always via a 

structured credit securities. 

“In terms of the opportunity set, 

we like to trade across the capital 

structure. We look at senior, mezzanine 

and equity tranches. We believe in 

trying to diversify as much as we 

possibly can. We do this by looking 

at different types of deals, managers, 

vintages, screening for overlap and 

aiming to minimise idiosyncratic 

default risk. We are big believers in 

trying to diversify away as much risk as 

we can,” explains CEO Neil Servis.

In structured credit transactions, 

the senior tranche typically comprises 

triple-A rated bonds offering the lowest 

risk to default and consequently the 

lowest yield. Mezzanine paper is also 

investment grade rated but has a 

higher risk and yield profile, while the 

equity (first loss) tranche typically has 

no credit rating but offers the highest 

risk/return profile; yields are often 

north of 10 per cent.  

“We believe that structured credit is 

an investment strategy that can stand 

the test of time. For example, if you 

look at triple-A paper in the CLO new 

issue market the securities trade at 135 

to 140 basis points over Euribor. Add 

to that the fact that it is floating rate 

paper and very default-remote and one 

begins to understand the attraction of 

this market,” says Servis.

To illustrate the point, Penta Capital, 

a CLO manager, issued the Penta 

CLO 2 backed by EUR414.1 million of 

leveraged loans on 6th May. The CLO 

is triple-A rated and priced at 135 basis 

points over Euribor.

Parts of the structured credit 

market gained a poor reputation post-

crisis primarily on the back of paper 

secured on portfolios of US sub-prime 

mortgages. Away from the sub-prime 

sector other parts of the market held 

up well. Between 1994 and 2013, US 

CLOs rated AAA had a zero per cent 

default rate. A-rated CLOs only had a 

0.45 per cent default rate, according 

to Standard & Poor’s, and if one were 

to look across all CLO tranches – AAA 

to B – the average default rate was just 

0.41 per cent.

This is a point not wasted at Serone, 

who blend both 1.0 CLOs dating as far 

back as 2005 and post-crisis issues. 

These instruments often gain stability 

to as they approach maturity. 

“Relative to many parts of the 

financial markets, European CLOs 

actually performed well throughout the 

crisis. One could argue that they did 

exactly what they said on the tin and 

furthermore legal infrastructure of the 

transactions, when tested, held up well. 

Broadly, all paper that was rated BBB 

or above paid back the principal plus 

par,” says Servis, who continues: 

“There are still some constraints 

for investors. Structured credit 

securities arguably carry a high cost to 

regulatory capital within Basel III and 

Solvency II but for us we see that as 

an opportunity. Furthermore difficulty 

in accessing bonds and the need for 

advanced analytical capabilities have 

created further barriers to entry.” 

It’s fair to say that the investment 

opportunity in Europe’s CLO/

CDO market still lags behind the 

US by several years. One point of 

differentiation, which is helping 

managers like Serone Capital to source 

alpha, is that unlike the US, Europe 

still has a lot of legacy CLO 1.0s 

outstanding. 

“These are pre-crisis CLOs that 

are still trading at a discount, and so 

are pulling to par. Further complexity, 

non-uniformity provide significant 

event-driven returns and we find these 

securities a very good place to generate 

alpha,” says Hassan Jeraj, who heads 

up investor relations at Serone Capital. 

Serone Capital’s strategy is not one 

of ‘buy and hold’. Although it might 

sound obvious to say that the team will 

trade out of a position today if they 

think it will be worth less tomorrow, 

there are plenty of structured credit 

managers who will sit tight and hold for 

the longer term.

“We don’t do that; we’re constantly 

looking to extract value by trading and 

thinking about the exit so if that means 

dropping a losing trade we’ll do so,” 

says Servis. 

As a result, the trading strategy is 

such that Servis and his team have to 

be confident that the bonds they buy 

can be traded in and out of efficiently, 

which obviously means that liquidity 

management is a key tool in the overall 

risk management exercise. 

Here again, Europe is showing 

signs of improvement. The market 

is a lot more liquid than it was a few 

years ago in part thanks to the ECB’s 

commitment to quantitative easing. 

But as Servis rightly points out, the 

issue with liquidity is that it can always 

disappear.

“That’s what we are always very 

conscious of, from a risk management 

perspective. The assets we buy, we 

are comfortable holding for the long 

term but that’s not necessarily our 

best outcome. We actively manage the 

portfolio. Typically we hold positions 

“We believe that 
structured credit is an 
investment strategy 

that can stand the test 
of time.”

Neil Servis, Serone Capital
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“We’ve got thousands of credit positions in 

the portfolio and the market broadly prices 

on an expected two per cent default rate as a 

base case,” explains Jeraj. “We model all sorts 

of different scenarios and stress tests under 

different default profiles such as a uniform 

increase (in defaults) over a long period of time 

or sharp spikes, with various recovery rates. 

As one can imagine, monitoring the credit 

situation in thousands of companies is a tall 

order but a fundamentally important one. Servis 

says that if the team sees collateral price falls 

(in the loans and bonds contained in the CLO 

market) it is possible to model the impact into 

the CLO, as well as other likely and extreme 

outcomes. 

“While we are running thousands of names 

we can easily identify hot spots of potential 

trouble within our systems and see how that 

might impact the portfolio.” 

“At the end of the day we are a credit 

manager and we are constantly thinking about 

how to protect the downside and generate 

consistent, stable returns for our investors. 

Since the fund’s inception over three years 

ago it has only incurred a marginal drawdown 

on two occasions; one month it was down 

0.03 per cent, another month it was down 

0.06 per cent,” confirms Servis. The 40 

month track record has recorded annualised 

returns in excess of 30 per cent, with the LTM 

performance of 14 per cent (to April 15). 

Part of the fund’s alpha generation comes 

from exploiting convexity in tranches that are 

trading at an attractive discount i.e. 80 or 90 

cents on the dollar. Serone’s credit analysts 

then work from the bottom up to decide 

whether it is a good investment. If yes and the 

bond has potential to pull back to par over time 

it gets added to the portfolio.

As mentioned above, the CLO market is 

inefficient, which has allowed Serone to build 

a portfolio that includes multiple return drivers 

that are alpha driven. “Optionality is poorly 

priced by the market, giving rise to interesting 

trades with respect to control rights, pricing of 

non-cash flowing pieces and refinancing of the 

entire CLO structure. Execution of trades also 

presents opportunities for generating excess 

returns. If, as expected, the primary market 

for CLO issuance in Europe continues to build 

momentum, there should be good long-term 

opportunities for institutions looking to hedge 

their fixed income portfolios.” n

on average for approximately a year. However, 

we may exit out much sooner if the risk profile 

changes,” confirms Servis.

Investors are rightly concerned about the 

impact that a raising interest rate environment 

will have on their global fixed income portfolios. 

They are actively looking for alternative 

strategies to hedge against this scenario. 

The fact that CLOs not only offer attractive 

yields but are also floating rate notes secured 

primarily on floating rate assets makes them 

particularly appealing to institutional investors. 

Not that rates are expected to rise anytime 

soon in Europe. 

Indeed, Jeraj notes that in terms of European 

loan issuance, more US corporate issuers are 

coming to Europe precisely because of the low 

rate environment. This is helping structured 

credit managers like Serone Capital from a 

diversification perspective as it allows them 

to build exposure to different corporates and 

spread risk in the portfolio.

Servis says that transparency is key when 

Serone makes an investment. “We need to be 

able to clearly analyse the underlying CDO 

or CLO portfolio from the bottom up to price 

this risk. In terms of European geographies, 

we are looking more at core Europe than the 

periphery. We want to try and find high quality 

corporate credit opportunities.

“We aren’t particularly sector focused. 

When you look at CLOs, you have got to, by 

default, be heavily diversified. One interesting 

sector to refer to, though, is the US energy 

market. There’s been a big sell-off and follow on 

volatility in energy and as a result that has fed 

into energy-focused CLOs, which has created a 

number of interesting opportunities. 

“We are always thinking about the downside 

in any investments we make. We have some 

exposure to US energy but it’s limited and well 

defined,” confirms Servis. 

Defaults are the major risk to any structured 

credit portfolio. Jeraj says that the metaphor 

they share with investors is to imagine stepping 

in to a room full of mousetraps. The art of 

successfully investing in structured credit is to 

ensure that if you do step on one mousetrap it 

doesn’t set all the others off in the room.

“We want to isolate the potential for defaults 

as much as possible in the companies we select, 

and try to ensure they are uncorrelated to each 

other. The strategy is built in such a way as to 

expect defaults. 
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under management (AUM) to infrastructure, 

when compared with other alternative asset 

classes. On average, investors are below their 

target allocations to infrastructure, which is 

encouraging for the long-term growth of the 

asset class, as investors will look to put more 

capital to work in the coming years as they 

move towards their long-term strategic targets. 

The average current allocation of investors 

to infrastructure has increased from 3.5 per 

cent in 2011 to 4.3 per cent in 2014, with the 

average target allocation increasing from 4.9 per 

cent to 5.7 per cent over this time period.

Preqin conducted interviews with over 100 

institutional investors that invest in both real 

estate and infrastructure and what does look 

Investment in real assets plays an increasingly 

important role in an institutional investor’s 

portfolio delivering many benefits, including 

delivering strong returns, inflation protection 

and portfolio diversification. Due to these 

benefits, real asset investment has increased 

in prominence; the average current allocation 

of investors to real assets has increased from 

10.2 per cent in 2011 to 13.0 per cent at the 

end of 2014 (Fig. 1). Similarly, average target 

allocations have increased in conjunction from 

14 per cent of total assets in 2011 to 15.4 per 

cent at year-end 2014. 

Split out by asset class, investors’ average 

current allocation to real estate has increased 

from 6.7 per cent in 2011 to 8.7 per cent in 

2014. Over the same time period, investors’ 

average target allocation has increased from 

9.1 per cent to 9.7 per cent respectively, as 

institutions have elected to up their target 

weightings to real estate.

Due to the relative youth of the asset class, 

institutional investors will typically allocate 

a relatively small proportion of their assets 

The importance of 
real assets

Real	assets	offer	investors	diversified	risk	adjusted	returns,	says	
Andrew	Moylan,	head	of	real	assets	products	at	Preqin.

Figure 2: Investors’ expected capital commitments to
infrastructure and private real estate funds
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Figure 1: Average current and target allocations to 
real assets over time (% of AUM) 2011-2014
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“Two thirds of surveyed 
investors intend to increase 
their infrastructure allocations 
over the long-term.”
Andrew Moylan, Preqin
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set to change in 2015 is the amount 

of capital that active investors put to 

work. Fig. 2 shows that 79 per cent of 

institutions that will be active in the 

coming year are planning to deploy 

more capital in 2015 than they did 

in 2014, with no respondents stating 

they will commit less capital. For 

infrastructure, while the majority of 

respondents expect to commit more 

capital in 2015 than they did in 2014, 

or will be maintaining the level of 

outlay to infrastructure, a sizeable 

proportion expect to put less capital 

to work. This may be a reflection of 

high valuations for infrastructure assets 

and the impact on the availability of 

attractive investment opportunities, 

with investors electing to delay making 

fresh commitments in 2015 as a result.

In the longer term, the outlook 

remains very positive for the 

continued growth of both asset 

classes. The average current allocation 

to infrastructure across the entire 

infrastructure investor universe is 

4.4 per cent of total assets under 

management. However, as these 

investors become more experienced 

in infrastructure, build up investment 

teams and become more comfortable 

with the risks associated with investing 

in the space, it is likely that allocations 

will increase. Two thirds of surveyed 

investors intend to increase their 

infrastructure allocations over the 

long term. An additional 33 per cent 

plan to maintain their current level of 

Figure 4: PrEQin Index: Infrastructure vs all private
equity (rebased to 100 as of Dec-07)
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Figure 3: Investor intentions for their infrastructure 
and private real estate allocations in the longer term
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exposure, while none of the investors surveyed suggested 

plans to reduce their allocation to infrastructure. Further 

growth in real estate is expected, with 35 per cent planning 

to increase their target exposure to the asset class, while just 

5 per cent will be shrinking their allocations.

Performance

While there are diverse reasons for choosing to invest in real 

estate and infrastructure, the ability to deliver strong returns 

ranks high for any institutional investor. For infrastructure, 

most assets hold a monopolistic position in the market 

they serve, creating relatively stable demand. Additionally, 

governments have to allow private owners to earn fair 

returns in order to incentivise them to maintain the asset, 

and invest for future growth. Therefore, infrastructure can 

offer investors the potential for long-term, stable returns, as 

well as providing low correlation to other major asset classes. 

However, as infrastructure has emerged as a distinct asset 

class only relatively recently, there is limited performance 

data for the industry, particularly as very few funds have 

completed a full cycle of investments and exits. Preqin’s 

Infrastructure Online features net-to-LP performance data 

for more than 180 named unlisted infrastructure funds. 

While the majority of these were launched post-2004, 

analysis of funds of older vintages provides a useful insight 

into prospective returns of the asset class when more recent 

funds mature.

Preqin has developed an additional method for measuring 

infrastructure performance across all vintage years, the 

PrEQIn Infrastructure Index, which captures in an index the 

average returns earned by investors in their infrastructure 

portfolios, based on the actual amount of money invested 

in infrastructure partnerships. This is compared in Fig. 4 

to the PrEQIn All Private Equity Index, revealing that the 

PrEQIn Infrastructure Index has consistently outperformed 

when compared with private equity in the period shown. 

The PrEQIn Infrastructure Index increased from 2007 

to 2008, while the PrEQIn All Private Equity Index was 
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falling. As of September 2014, the 

PrEQIn Infrastructure Index stands 

at 162.7, representing a 13 per cent 

increase compared to September 2013. 

In comparison, the PrEQIn All Private 

Equity Index stands at 144.7 as of 

September 2014.

Meanwhile, private real estate 

performance has seen a healthy recovery 

following the severe declines seen in the 

value of many funds in 2008 and 2009. 

Real estate funds generated annualised 

returns of close to 17 per cent in the three 

years to June 2014, and the median IRRs 

for funds of recent vintages are standing in 

the mid-teens. Real estate is also the best 

performing strategy in the three years to 

June 2014, generating annualised returns 

of 16.7 per cent, above those generated by 

buyout funds. 

The Real Estate Index illustrates the 

strong performance of real estate funds 

prior to 2008 and then the significant 

declines seen in 2008 and 2009. Since 

the beginning of 2010, the Real Estate 

and Private Equity Indices have remained 

very similar, with both indices generally 

showing a quarter-on-quarter rise; the 

PrEQIn Real Estate Index stands at 284.7 

and the PrEQIn Private Equity Index at 

289.5 as of the end of Q3 2014. Fig. 5 

also demonstrates the outperformance of 

private asset classes compared with public 

markets, with both indices significantly 

above the returns of the S&P 500 index, 

which stood at 195.5 as of the end of 

September 2014.

Figure 6: Investors’ expectations of infrastructure and 
private real estate fund investments 
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Figure 5: PrEQin Index: Real estate vs all private
equity & S&P 500 (rebased to 100 as of Dec-00)
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Outlook

There is growing satisfaction among 

institutional investors with the returns 

they are seeing from their real estate 

portfolios. Fig. 6 shows that one-third of 

investors interviewed in December 2014 

felt that the performance of their private 

real estate fund investments had exceeded 

expectations in the past 12 months, more 

than double the proportion that stated 

this in December 2013, and significantly 

higher than the 3 per cent that stated this 

in 2012. Echoing that sentiment, the vast 

majority of institutional investors surveyed 

appear satisfied with the performance of 

their infrastructure investments over the 

last 12 months, with 86 per cent feeling 

that their infrastructure investments have 

either met or exceeded expectations in the 

past year.

Additionally investment in real 

assets provides investors with attractive 

diversification opportunities and the 

possibility to improve a portfolio’s risk-

adjusted return. As investors become 

more sophisticated, allocations will 

grow as a proportion of total assets, and 

with a gap between average current and 

target allocations to both real estate and 

infrastructure, it is expected that there 

will be a flow of capital into real assets 

in the medium term. Demand for real 

assets has increased as they represent a 

good match for investors that hold long-

term liabilities such as pension plans, 

endowments, foundations, and insurance 

companies. n
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There has been a noticeable 

increase in interest for European 

real estate amongst international 

investors, particularly Asian insurers. 

So what is it that’s causing this trend? 

Three of the main drivers are that 

the main European markets continue 

to be regarded as a safe haven by many 

international investors; property yields 

are still substantially higher than in 

most real estate markets around the 

world; and interest rates are lower in 

the Eurozone allowing high cash-on-

cash returns. 

This said, within European core 

real estate, there are no bargains to 

be had – and yet investors continue to 

acquire it? Essentially this is because 

to investors, such as Asian insurers, 4 

per cent returns are attractive. 

While it remains very difficult to find 

value within this segment of the market, 

many of these Asian investors are 

buying core real estate to gain balance 

sheet stability and as an alternative to 

fixed income type products. Therefore, 

buying the best assets, which require 

little management, can be suitable. 

However, should these investors wish to 

move up the risk spectrum, it requires 

a completely different investment 

mentality. 

By buying in London, Asian insurers 

gain stability and performance. For 

example, the yield of an equivalent 

asset in Taiwan is 2 per cent – in 

London, it’s literally double that. And 

Europe versus say, Hong Kong and 

Singapore, is far cheaper per square 

foot, so it’s understandably attractive to 

these investors. 

But it’s also the fact that many of 

these Asian insurers have spent years 

building up their domestic investments, 

and now, because of deregulation, they 

have the rest of the world available 

to them. Solely from a diversification 

perspective, it makes sense to look 

elsewhere. Therefore, by investing in 

core, as long as they’re aware of the 

value – or lack thereof – weaker yields 

are not an issue.

Moreover, the opportunistic end of 

the market remains under-capitalised 

by a significant margin, meaning those 

investors prepared to provide capital 

where capital is scarce will enjoy 

above average risk-adjusted returns. 

For example, EUR26 billion was 

raised in 2014 by European focused 

closed-ended private real estate funds; 

and nearly 60 per cent of which is 

targeting the debt space with just 

under 40 per cent of capital taking 

a macro position on Europe. Only 

around 5 per cent is targeting the asset 

re-positioning segment of the market. 

While traditional asset classes 

continue to yield low to negative 

returns, and the demand/supply 

dynamics of opportunistic European 

real estate remain promising, there 

is certainly an opportunity to enjoy 

significant returns on European 

real estate through an opportunistic 

investment strategy.

As always, it’s essential to know 

the risks in your portfolio and to be 

comfortable with those risks – are 

you taking too little or too much risk 

in your portfolio? Have you stress 

tested your portfolio? This is very 

important in today’s low interest 

rate environment, when insurers 

are reaching beyond their core fixed 

income competencies in search of 

more attractive yield opportunities. 

The trend going forward is for more 

international investment in European 

real estate. This should support capital 

values, both at the prime end of the 

market as well further up the risk 

curve. n

Chinese insurers 
eye up European 
real estate
Joe	Valente,	head	of	research	and	strategy	for	the	European	real	estate	
group	at	JP	Morgan	Asset	Management	writes	on	Asia’s	newly	acquired	
appetite	for	European	property…
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A recent study by CB Insights reveals 

that competition is alive and kicking 

among Julian Robertson’s ‘Tiger Cubs’; 

a stable of over 30 high profile managers who, 

at one time, all worked at Tiger Management 

before leaving the den with seed capital from 

Robertson. 

What CB Insights shows, using a CB Insights 

Business Social Graph (see fig 1), is that while 

the Tiger Cubs invest in similar companies 

in the public markets, in the high-risk, high-

growth tech and broader venture capital private 

markets, they are taking opposing bets. 

Two Titans, Tiger Global Management 

LLC run by Charles Coleman and Philippe 

Laffont’s Coatue Management LLC, stand out 

in particular, due to the frequency of deals in 

which these two funds are engaging. 

“There is a lot of overlap in the public 

investments among Tiger Cubs so we wanted 

to explore that in more detail, and see how 

that was playing out in the private markets,” 

explains Michael Dempsey, an analyst at CB 

Insights. “The hedge fund world is very much 

a zero-sum game, but the Tiger Cubs have long 

been rumoured to share trading ideas. Because 

of this, I would have expected to see a little 

more syndication among Tiger Cubs when 

investing in the VC space, but then again, a lot 

of the Tiger Cub strategies are not as full-bore 

as Tiger Global or Coatue when it comes to 

private investing.”

There are two private market sectors in 

particular where Tiger Capital and Coatue 

hold opposing positions: private lending, and 

e-hailing applications. Whereas Tiger Global 

holds a position in Uber, the online cab and 

private driver service, Coatue has added Lyft to 

its portfolio. 

Uber is also a good example of where Tiger 

Cubs are co-investing. As CB Insights notes, 

Lone Pine Capital, and Glade Brook Capital 

were part of a consortium of Tiger Cubs that 

contributed the bulk of the money to Uber’s 

USD1.2 billion Series E financing. In addition, 

Coatue and Tiger share NextDoor, Uxin Pai, and 

Kuaidi Dache, an Asian equivalent of Uber, in 

their portfolio.

With respect to private lending, Tiger Global 

previously invested in Avant, OnDeck Capital 

(now public), and DianRong, with Coatue taking 

an opposing bet in Lending Club. This position 

was added to the portfolio in November 2013 

when Lending Club had a valuation of USD2.3 

billion. Last year, it went public with an IPO 

that saw it raise USD9 billion. 

Other direct competitors include Box, which 

Coatue invested in pre-IPO in its Series G 

versus Dropbox which landed an investment 

from Valiant Capital Partners in 2011.

So what does this tell us about the mindset 

of Tiger Cubs? 

Tiger cubs sharpen 
their claws
James	Williams	reviews	a	study	of	ex-Tiger	Management	managers	and	
their	conflicting	approach	to	companies	in	the	private	technology	sector.
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platform, compared to OnDeck Capital, in 

which Tiger invested, which is more focused on 

small business lending. 

Extend that to e-hailing, and Coatue favours 

Lyft, also more of a consumer-focused company, 

whereas Tiger has opted to stick with Uber, 

which offers a black car service (more business-

oriented) to its customers. These are very 

general observations, but give some degree of 

insight into the investment philosophy of both 

managers. 

Asked if there were any major surprises 

in the Social Graph, Dempsey says that he 

was intrigued to see that Valiant was backing 

Dropbox and Evernote. 

“While they are both billion dollar 

companies, they are certainly not as safe a bet 

from a returns perspective like Uber is.

“The main takeaway is that Tiger Cubs aren’t 

syndicating deals as much as we thought they 

would be in the private markets. The bigger 

funds – Coatue and Tiger Global – have their 

own conviction and don’t need to involve 

other hedge funds. They are happy to invest 

directly in funding rounds, and are also happy 

to compete by putting on opposing bets,” 

concludes Dempsey. n

“Tiger and Coatue are the two main funds 

competing, whereas Maverick Capital and Viking 

Global tend to do their own thing. Lone Pine 

Capital’s only private tech investment is in Uber, 

while Valiant Capital has been active and has a 

few competing bets (Uber, Dropbox, Evernote).

“I don’t know if there is now as much 

collaboration among Tiger Cubs as perhaps there 

used to be. In the private markets, Tiger is the 

most active manager. For example, Kuaidi Dache 

(an Asian e-hailing company) was one of the first 

international investments that Coatue made, 

whereas Tiger Global has been doing this for a 

while. Maybe it just doesn’t make sense for Tiger 

Global to invite other Tiger Cubs to co-invest 

because a lot of these hedge funds aren’t 

interested in just putting in, say USD5 million. 

Their fund economics require meaningful 

ownership in rounds,” says Dempsey. 

Lone Pine and Glade Brook Capital aren’t 

as experienced or active in the VC-driven tech 

space. Because of this, they are more inclined 

to do syndicate deals in companies like Uber, 

which already has massive scale and a good 

valuation. By comparison, Coatue is more 

willing to take a go-it-alone bet on Lyft. 

This not only shows a high level of 

conviction at work at Coatue, it also suggests 

that the firm has a higher risk tolerance when 

making these private market investments. At 

Tiger Global, it has a reputation for being fast 

with the term sheet when its analysts identify a 

solid prospect to invest in. 

“I’m obviously not privy to how these 

managers invest in private markets but in 

general, Tiger Global will meet with a company 

they’ve identified and create a term sheet in a 

number of days; they are very fast and that’s 

why they are doing so many deals. They did 

nine deals in April,” says Dempsey.

One interesting, albeit purely qualitative 

insight, into the way that Coatue and Tiger 

Global are searching for alpha-generating 

opportunities in tech, is the type of companies 

that they favour. 

Lending Club, for example, is more of a 

retail, consumer-focused Peer-to-Peer lending 

“Tiger Cubs aren’t syndicating 
deals as much as we 

thought they would be.”
Michael Dempsey, CB Insights

Fig 1: CB Insights Business Social Graph
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such as more collaborative environments within 

incubation hubs, the issues are the same but 

the risks increase because you have more 

people in one place with a greater likelihood of 

there being no structural formal arrangements 

in place,” comments Tom Lingard, Head of 

Intellectual Property at law firm Stevens & 

Bolton LLP. 

The general rule is that the IP rights are 

owned by the person who came up with the 

original idea, unless they are subject to an 

employment contract, in which case their 

employer owns them. 

In a collaborative environment, the last 

thing people tend to think about is agreeing 

who owns what part of the IP. Did one person 

contribute the bulk of the concept? Was it an 

equal contribution among a team of software 

coders? What PE managers need to establish, 

early on, is whether a formal agreement exists, 

or whether it was done on the back of an 

envelope. 

When push comes to shove, it’s often 

sometime later that the question of who owns 

the IP arises and that can lead to two issues.

“Firstly, you may or may not still be in 

touch with the people concerned. Secondly, 

the IP might be a lot more valuable than it 

was originally, and people may become less 

cooperative in handing over their idea as it 

pertains to the IP,” notes Lingard.

Any new investment has to be based on the 

General Partner (GP) taking ownership of all 

the shares. If somebody has left the company 

and they haven’t got around to assigning the 

shares back to the company, suddenly that 

The technology sector continues to boom. 

Just last year, the financial technology 

or ‘Fintech’ space saw global investment 

triple from USD4 billion to USD12.2 billion 

according to Accenture. 

As many tech start-ups originate and 

operate on research campuses at universities, 

or incubation hubs such as Level 39 in Canary 

Wharf, London, where ideas are shared and 

collaborations explored, private equity (PE) 

managers and venture capitalists (VC) need to 

tread carefully. 

At the heart of the issue are intellectual 

property (IP) rights; and more specifically, who 

owns them. 

The last thing a PE manager wants when 

investing in a new tech venture is to discover 

that the company does not fully own the IP, or 

has an ineffective patent in place that leaves it 

vulnerable to competition, thus diminishing the 

potential value of that company. 

As one might imagine, tech start-ups that 

still have links to the founder’s university can 

create very real conflicts over who contributed 

what to the concept, making it challenging to 

secure the end product IP rights. 

When talking about spin-outs that have 

links to universities, generally speaking 

universities are aware of the issue and they put 

agreements in place that specify exactly who 

owns the intellectual property and who doesn’t. 

Sometimes a university will have the right of 

first refusal over a student project and then run 

it by their technology strategy board, sometimes 

they won’t. 

“When you get to more informal situations, 

Beware the perils 
of intellectual 
property rights

James	Williams	writes	on	the	importance	of	nailing	the	IP	when	
funding	a	start-up.
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investor, more than the business plan in many 

ways,” adds Lingard.

In other words, PE and VC managers who are 

scouring research campuses and incubators for 

the next Facebook to make outsized returns, 

should assess the IP rights just as rigorously as 

the company fundamentals. 

Lingard says that getting advice – both legal 

and technical – on the strength of the IP is 

money well spent “because it will highlight 

issues that could render it completely worthless. 

The last thing a manager wants is to damage 

their reputation by buying something that is not 

as valuable as they thought it was.” n

agreement to sell the shares back for GBP1 

when there’s a GBP100,000 investment on 

the table becomes a different proposition 

because they will feel that the shares are 

worth more. 

“There is a spider’s web of considerations 

when dealing with IP. What it comes down to 

is the fact that most people don’t address IP 

rights up front and only face the issue later 

down the line when the stakes are a lot higher,” 

says Lingard. 

Another issue that PE investors need to 

be mindful of is ensuring that there are no 

confidentiality leaks. Again, working in a 

collaborative environment, somebody might 

discuss an idea with a fellow start-up peer who 

might then decide to use it him or herself. A 

PE manager should ensure that a strategy is in 

place to protect against confidentiality leaks so 

that the company they’ve invested in can fully 

monetise the idea. 

Lingard refers to one case where a client had 

carried out a research project at a university 

with funding from a company. The client 

continued to work on the research in their own 

time, after completing the research project, and 

set up a company with backing from a couple of 

investors to commercialise the idea.

“There was a real issue ascertaining 

which bits of their work, which involved lots 

of complex algorithms, were part of their 

university degree, and which bits they had 

developed independently. Could the PE manager 

who was investing be sure that the client 

owned the IP rights and wouldn’t face a counter 

claim from academics at the university?” 

states Lingard.

The investment went ahead but the 

manager’s legal team had to spend considerable 

time doing a detailed technical review of the 

company. This added a lot of time and expense, 

thereby affecting the overall valuation. 

To avoid these issues, PE managers should 

look for a clear audit trail within the target 

company that shows who came up with the 

idea. If one comes across a start-up with a 

brilliant idea but has clearly been the result of a 

collaborative effort, without a clear idea of who 

has contributed what, that should set off an 

alarm bell. 

“Do careful due diligence on the IP and make 

sure it is what it says it is before you agree to 

make an offer. The IP really is the asset. That 

is what has value and worth in the mind of an 

“There is a spider’s web of considerations 
when dealing with IP. What it comes down 
to is the fact that most people don’t address 
IP rights up front and only face the issue 
later down the line when the stakes are a 
lot higher.”
Tom Lingard, Stevens & Bolton LLP
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The global wealthy love investments of passion, 

according to the Knight Frank survey published 

earlier this year, (see Wealth Adviser www.

wealthadviser.co/2015/03/05/219496/investments-passion-

beat-fixed-income-super-rich-aspirations) and stamps are up 

at the top of the list, particularly in China. 

The resurgence of interest in rare stamps for passion and 

investment is keeping Michael Hall, chief executive of The 

Stanley Gibbons Group, busy.

His firm is launching the first ever stamp fund, The 

Stanley Gibbons GB Rare Stamp Fund, a limited partnership 

investment which gives people who love stamps, but have 

slightly more limited means than the global wealthy, access 

to a whole new world.

“It’s more for people who are comfortable with a 

structured investment vehicle,” Hall explains. “You may have 

only GBP100,000 to invest but it gives you access to GBP50 

million worth of the rarest stamps in the world.”

The target fund size is USD75 million at 30 per cent 

discount to the current market value of the proposed 

investments and Stanley Gibbons gets a 20 per cent 

performance fee based on the profit made for investors from 

realised sales .

Hall explains that the main reason driving individuals to 

invest in stamps is that they are seeking diversification into 

a non-correlated asset class away from volatile traditional 

investment markets, and they are also looking for a hedge 

against the potential risk of high inflation in the future. 

The historical price growth in the rare stamp market 

shows that in times of high inflation, there are spikes in the 

growth of prices of rare stamps. Between 1975 and 1980, for 

instance, GB rare stamps went up 600 per cent based on the 

GB indices. 

The Stanley Gibbons GB30 Rarities index and the 

Stanley Gibbons GB250 index are Bloomberg listed stamp 

indices – the GB250, based on a larger basket of stamps, is 

outperforming the GB30 currently.

Investors also look to get a better return on savings in a 

low interest rate environment, and they are attracted by the 

long term return on stamps. Hall claims that over the past 50 

years, stamps have shown a compound growth of 10 per cent 

per annum.

Hall says that it tends to be people who have collected 

stamps in the past who are drawn to the sector, as they 

understand the market and have a strong desire to own 

tangible assets. Another driver is that stamps are not 

correlated with any other, what one might call ‘normal’, 

investment.

“There is a perceived correlation because you have to 

assume that wealth and the economy dictates what people 

spend on their hobbies,” Hall says, but rare stamps trade 

through a wide base of global collectors who are passionate 

about their hobby.. 

“Extremely wealthy people drive the rare stamp 

MONET IS ING STAMPS

Put a stamp on it
Michael	Hall,	chief	executive	of	The	Stanley	Gibbons	Group,	debuts	the	first	
ever	stamp	fund	and	explains	to	Beverly	Chandler	why	collecting	stamps	is	
an	emerging	hobby	in	the	emerging	parts	of	the	world.
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business,” he explains. Recent years have seen a massive 

polarisation of wealth as the rich have got richer. “Rich 

millionaires in the Far East and emerging Far East have a lot 

of collectibles and they like tangible assets as their wealth is 

new and they are attuned more closely than the West to how 

a government can take it from you.”

Stanley Gibbons opened an office in Hong Kong in 

2011 and offers free safe storage and insurance in climate 

controlled vaults for clients as part of their service.

China has become very important as a source of investors 

in stamps. Chairman Mao banned stamp collecting in the 

country as it was considered capitalistic to hoard, and so 

until 1976 all Chinese stamp collecting was done overseas. 

This means that whereas stamp collecting in western 

society is often considered something of an old fashioned 

hobby, these days, in China it’s an emerging hobby with a 

younger following.

Recently returned from a business trip to the Far East, 

Hall cites the statistics for stamp collecting shows: in China, 

they would see 700,000 visitors mostly aged under 35 over 

three days whereas in the UK visitor numbers would be more 

like 20,000 and mostly aged over 65.

“The Chinese want to repatriate their stamps that were 

sent overseas,” Hall explains. “The Chinese collectors 

predominantly buy Chinese stamps and British Penny Blacks 

because they are iconic.”

The figures tell the tale. The total stamp market is worth 

USD12 billion a year in terms of traded stamps and there are 

ten million stamp collectors in China out of an estimated 30 

million around the world.

One of the most popular stamps in China is the 1980 Year 

of the Monkey Stamp, which commemorated the Chinese 

New Year that year; it was the first of its kind, it is red in 

colour and has the number eight on it and coincidentally 

eight million were printed – all marks of good fortune. 

The stamp sells for over GBP 1000 so the market cap for 

that stamp issue alone is over GBP8 billion. It has proved 

to be a good investment, not for lack of supply, but for the 

constant high levels of demand.

“The supply of stamps, inherently, must diminish because 

they are fragile bits of paper which can get wet, crumpled 

or exposed to sunlight, which reduces the supply of historic 

issues,” Hall says, “so you know that supply must diminish 

over time and if you know that diminishing supply is in 

the bag, meaning your only variable in terms of pricing is 

demand.”

Hall believes that a prudent investor should not put more 

than 10 per cent of his or her net worth in stamps. Key 

holders of stamps include ex-PIMCO investment manager Bill 

Gross, who is estimated to have a stamp collection worth in 

excess of USD100 million. 

Stanley Gibbons was founded in 1856 by Edward 

Stanley Gibbons and given the Royal Warrant to provide 

philatelic services in 1914 by George V, who was an avid 

stamp collector. The Royal collection is believed to be 

the most valuable collection in the world and the Queen’s 

most valuable personal asset, worth hundreds of millions of 

pounds.

Edward Stanley Gibbons was born in 1840, the year 

that the Penny Black was first issued. The firm moved to 

its current premises in the Strand, London in 1891 and 

has the largest retail stamp store in the world to this day 

with GBP150 million in stamps in its vaults. They started 

producing catalogues in 1865 – this year sees their 150 year 

anniversary – which means you can track stamp prices back 

to 1865 through their records.

“If you had an entire sheet of Penny Blacks, it would be 

worth millions,” Hall explains. He was a serial collector as 

a child but has always loved the Penny Black, which has 

consistently risen in value since it was issued in 1840. “I feel 

comfortable recommending it as an investment to friends 

and family,” Hall says. 

His favourite stamp is the Postal Union Congress Pound 

Empire, which for him is what stamp collecting is all about. 

“Stamps were a communication revolution,” he says. “It 

was the Internet of the time, with stamps being used to send 

information around the British Empire.”

Stamps may be its heritage, but Stanley Gibbons’ annual 

revenue of GBP55 million is overshadowed by the relative 

upstart eBay which trades USD6 billion in stamps a year and 

other firms have crept up in the market.

Diversification is on the cards for the firm, not only with 

the GB Rare Stamp fund but also its acquisition of antiques 

and auction houses over recent years in its bid to become 

the name in collectibles across the board. n

“It was the Internet of the time, 
with stamps being used to send 
information around the British Empire.”
Michael Hall, The Stanley Gibbons Group
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In October 2010 Pearson became an early 

investor in Ve Interactive, an e-commerce 

SAAS provider now valued at GBP1.2 billion, 

generating a 125 times return on investment.

Of crowdfunding, Pearson says: “At the early 

stage it was a new concept and people were 

interested but sceptical.” 

At that time, other venture capital firms 

actively didn’t like crowdfunding or even 

companies that went down that route, largely 

because of the complexity of having lots of 

individual investors.

“Some people looked at it as an amateur way 

to raise money – a bit desperate” Pearson says. 

“It tended to be consumer product services, 

but as it’s evolved, it’s certainly broadened its 

horizons in to viable businesses.”

James Codling is Co-Founder and Managing 

Director of VentureFounders, a UK-based equity 

crowdfunding platform. He explains that in the 

recent past, US regulatory restrictions helped 

the speed with which crowdfunding has grown 

in the UK.

“Until recently US regulations were very 

strict and prohibited businesses raising 

money directly from individual investors, 

so they haven’t been able to do investment 

crowdfunding in the same manner as has been 

happening here in the UK,” he explains. 

“The UK has been pioneering and at the 

forefront of the investment side of crowdfunding 

because of the US legal constraints.”

Crowdfunding certainly started out as a 

niche business. Codling says: “This market 

started a few years ago with the pioneers of 

reward based crowdfunding who were using 

technology to connect supporters with social or 

creative projects such as aspiring music artists 

looking to raise money for their first album.”

At that stage it was all about allowing the 

crowd to get behind a campaign to support 

March brought news that JustPark, 

the UK company that matches spare 

parking spaces with people who 

need to park, had raised GBP3.7 million in 

crowd funding in the UK’s largest ever equity 

crowdfunding round.

More interesting still was that the JustPark 

crowdfunding money would sit next to existing 

traditional venture capital funding from BMW I 

Ventures and Index Ventures. 

The fund raising, done through the 

Crowdcube crowdfunding platform, saw close 

to 3,000 investors, a third of whom were 

existing JustPark users, put in sums from as 

small as GBP10 up to GBP500,000. The raising 

was over three times the company’s target of 

GBP1 million.

The JustPark fund raiser was a significant 

step forward for the nascent crowdfunding 

sector. 

Nesta, the self-described ‘innovation charity’, 

reported that 2014 would see the crowdfunding 

and P2P lending market in the UK grow by 161 

per cent to GBP1.74 billion, having already 

enjoyed growth of 150 per cent from 2012 to 

2013. These are compelling figures.

“Crowd funding has evolved in the last 

couple of years and over the last 18 months 

it has matured,” says Mark Pearson, founder 

of Fuel.Ventures, a technology venture capital 

fund manager, who has become one of the best 

known e-commerce investors over recent years 

and is well entitled to have an opinion.

In 2006 Pearson founded Markco Media, 

which sold in 2014 for GBP55 million. Since 

then, he has invested in ten e-commerce 

businesses, achieving an average 70 times 

return on initial investment, outperforming 

venture capital in Europe, which has delivered 

returns of 2.1 per cent per year since 1990, 

according to Thomson Reuters. 

Crowdfunding 
comes of age

Beverly	Chandler	finds	that	crowdfunding	is	beginning	to	take	its	place	
next	to	more	traditional	sources	of	capital.
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And the new route to capital raising brings 

in a different spread of investors. “Traditional 

venture capital firms raised money from high 

net worth and institutional investors but crowd 

funding means it can be anyone at any level 

with investment in some cases starting at just 

GBP20 and the average at probably GBP2000 to 

GBP5000,” Pearson says.

“What it does is five years ago, before crowd 

funding, all these deals were exclusive to 

venture capital syndicates and high net worth 

investors. Now crowd funding opens up the 

opportunity to members of Joe Public which is 

good – it’s great for individuals who want to be 

involved in companies.”

Codling and his partners came from a 

venture capital background to launch their 

crowdfunding platform, attracted by the new 

opportunities the sector offered to potential 

entrepreneurs. “We liked what we saw in the 

crowd space, the democratisation of finance 

was an incredibly powerful tool to allow young 

British businesses to get access to capital,” 

he says. 

“We genuinely wanted to help early stage 

businesses in the UK flourish. In my previous 

career I saw lots of people with good ideas and 

in lots of cases saw fantastic IP go off elsewhere, 

overseas, which was a huge shame. We are 

trying to create an entrepreneurial culture in 

the UK, the tax breaks here are very generous, 

but lots of high net worths and sophisticated 

investors don’t know they exist.”

Both Pearson and Codling feel that people 

want to feel a more personal connection with 

their investments.

“What I wish is that when I was 18, there 

had been crowd funding because there are 

so many people out there with a business 

idea but it’s hard to sell a dream and vision 

and get people to back you,” Pearson says, 

while Codling agrees: “People want to feel 

more connected with the investments they 

are making and crowd funding allows them to 

remain close to their investments.”

Typically, crowdfunding has come in four 

different types of investment crowdfunding: 

peer-to-peer lending, equity, property and 

invoice financing. 

Codling explains that equity crowd funding 

is a relatively small part of the crowdfunding 

market worth GBP84 million last year and that 

this needs to be put in the context of the wider 

market of GBP2 billion invested in early stage 

it and they were given a reward in return. 

“If you committed GBP10 you might get a 

badge; GBP1,000, you might be named on the 

album cover.”

It’s taken just a few years for the business 

to grow from that cosy level. Of the JustPark 

crowdfunding GBP3.7 million raise, Pearson 

says: “That level of money is an A round so 

the right company with the right traction and 

right potential can start to replace venture 

capital – it’s the exception not the norm but it’s 

interesting to see.”

Pearson increasingly finds that venture 

capital funds are now investing in crowd 

funding platforms and are confident in this 

sector. “It’s a credible alternative which, from 

both sides of the fence, we will always consider 

whether it is an angel loan, venture capital or 

crowd funding,” he says.

“What I wish is that when I was 18, there had 
been crowd funding.”
Mark Pearson, Fuel.Ventures
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“One of the most important differences with 

our platform is investor protection,” Codling 

says. “We actively monitor and manage the 

investment after the deal has closed. Others 

just walk away after funding. All investors 

fund through a nominee vehicle and we have 

an ongoing relationship with the business and 

management team.”

Investor education is another route 

to stabilising the growth of the sector. 

Crowdfunding platform SyndicateRoom, in 

association with law firm Taylor Wessing, has 

launched the Investors’ Academy, designed to 

help would-be investors in equity crowdfunding 

projects to be better informed and more 

discerning in order to help improve the ultimate 

success of their investing.

The free online programme takes investors 

through the entire process of investing in small 

or even start-up companies. Adrian Rainey, 

Corporate Technology Partner at Taylor Wessing 

says: “Equity crowdfunding is gaining huge 

traction amongst investors and entrepreneurs, 

and its continued success is being supported 

by an increasingly sophisticated user base 

demanding not only quality deal flow, but 

also robust legal process and a balanced deal 

between investors and entrepreneurs.” n

business in the UK by angel networks or early 

VCs every year. 

Codling says: “Private equity and venture 

capital used to do early stage investing but 

now their fund models prevent them from 

spending time and dedicating resource to 

small financings; their corporate structures are 

prohibitive to them making a sensible return.”

Hence the rise of crowdfunding, but 

problems still lurk. Nesco warns that 2015 

will see a high-profile blow-up in the world of 

crowdfunding and peer-to-peer lending and 

earlier this year, craft beer brewers Brewdog 

fell foul of regulators in its bid to launch its 

Equity for Punks 2 crowdfunding pitch to 

raise GBP25m.

Pearson says: “The culture is that everything 

will turn to gold in crowdfunding, but people 

are going to have a taste of reality in the next 

couple of years when some of the businesses get 

into difficulty.”

As an equity crowdfunding platform, 

Venturefounders vets potential companies that 

want to list with them. Codling says: “We work 

closely with management and partner with 

them rather than just providing a platform. We 

focus on businesses past their proof of concept 

phase with a solid business plan. They are not 

necessarily revenue generating and don’t have 

to be profitable but have to demonstrate a clear 

route to profitability.”

It’s a numbers game for some platforms. 

With a small percentage of maybe 10 or 20 per 

cent strike rate, some firms use the ‘spaghetti’ 

test – throwing companies at the wall and 

seeing if they stick. Pearson says: “In my 

opinion if crowdfunding is done professionally, 

it’s constantly proven to have a good support 

network. Some platforms throw businesses at 

the wall and don’t care down the line, but it is 

up to an individual investor to find the right 

businesses.” The tax benefits available through 

the Enterprise Investment Scheme are also 

crucial for aiding investors in achieving a profit.

Codling says: “Other platforms take a 

different approach to us, acting like a broker 

with a raft of opportunities, more like the 

Dragon’s Den approach. We focus on quality 

rather than quantity.” 

The VentureFounders platform currently 

has four companies on it, soon to be joined 

by a fifth, and plans are afoot to create a 

crowdfunding product aimed at the institutional 

market later in the year.

“The democratisation of finance was an 
incredibly powerful tool to allow young 
British businesses to get access to capital.”
James Codling, VentureFounders
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Why Financials? 

We believe that subordinated bonds issued by 

financial sector companies, predominantly 

banks, are likely to grow into a stand-alone, 

high-yield bond asset class, so investors who 

create a new bucket for this nascent asset class 

may be rewarded for their efforts. 

In our view, the growth of the high-yield 

financial sector makes a compelling case for a 

stand-alone allocation by institutional investors. 

The table below illustrates the growth in 

the high-yield financial bonds market over the 

last decade. This asset class has seen rapid 

growth, partly due to market appetite for these 

securities, but also due to the number of “fallen 

angels” (European bank bonds downgraded 

below investment grade). 

High yield financial bonds included in 

the Merrill Lynch Euro Financial High Yield 

Constrained Index (HEBC) have grown from 

just under EUR68 billion in 2008 to EUR801 

billion in 2015. Yet these numbers present only 

part of the picture, as they exclude the growth 

in recent years of Contingent Convertible 

(CoCo) bonds. 

To reflect the growing universe, Merrill 

Lynch launched a CoCo index in January 2014, 

which currently comprises bonds with a face 

value of USD135 billion (EUR119 billion).

As of May 2015, the CoCo index comprises 

securities with a face value of EUR120 billion, 

taking the total high yield financials outstanding 

to EUR200 billion. 

Banks issuance to drive sustained growth

Financial reforms stemming from the 2008 

financial crisis have led to more robust banking 

regulations. European regulations now require 

banks to issue Additional Tier 1 (AT1) bonds 

amounting to 1.5 per cent of risk-weighted 

assets (RWAs) by 2019. These AT1 bonds are 

typically rated high-yield, as they contain 

features such as coupon cancellation and equity 

conversion/write-off if certain triggers are 

breached. Considering a sample of the largest 

30 banks in Europe, analysts estimate issuance 

needs of EUR100 billion-EUR150 billion to 

meet this regulatory requirement over the 

next three to five years. These numbers could 

rise if regulators decide to further increase risk 

weightings applied to loan and bond portfolios.

In addition, several national regulators 

require banks to maintain their leverage ratios 

Euro financial high yield constrained index (EURbn)

 High yield High yield   

 ex. financials inc. financials High yield  

Date HNEO HNEO financials CoCo

Jan-05	 50.2	 50.2	 –	

Jan-06	 67.3	 68.3	 1.0	

Jan-07	 69.8	 72.4	 2.6

Jan-08	 69.5	 75.4	 5.9

Jan-09	 60.6	 70.2	 9.4

Jan-10	 81.1	 111.8	 30.7

Jan-11	 103.2	 136.2	 33.1

Jan-12	 124.7	 164.3	 39.6

Jan-13	 149.5	 206.6	 57.2

Jan-14	 188.8	 245.9	 57.1	 41

Jan-15	 209.8	 289.5	 79.7	 103

Source: Bank of America Merrill Lynch, Bloomberg

Global high yield 
financials – a  
growing asset class
Satish	Pulle,	head	of	financials	&	ABS,	lead	portfolio	manager,	ECM	
investment	team,	Wells	Capital	Management,	surveys	global	high-yield	
financials.

http://www.AlphaQ.world


www.AlphaQ.world | 25AlphaQ June 2015

HIGH-Y IELD F INANCIAL  BONDS

that it may reconsider its country of domicile, 

partly in the light of the recent UK budget 

decision to substantially increase the bank 

levy, possibly forcing the new government 

to reconsider the proposed rise, as foreign 

wholesale banks also seem to be looking to 

move as much of their balance sheets out of the 

UK as they can, to avoid the levy. n

ECM Asset Management Limited (“ECM”) is 
authorised and regulated by the Financial Conduct 
Authority. ECM is a company registered in England 
(Reg no 3710963) and its registered office is at 34 
Grosvenor Street, London W1K 4QU. The views 
expressed are those of the author at the time of 
writing and are subject to change. This material is 
for your own personal information, and we are not 
soliciting any action based upon it. The material is 
based upon information we consider reliable, but 
we do not represent that it is accurate or complete 
and it should not be relied upon as such. Past 
performance is not indicative of future results. As 
with any investment vehicle, there is always the 
potential for gain, as well as the possibility of loss. 
For additional information on ECM and its advisory 
services, please view our web site at www.ecm.com 
or refer to our Form ADV Part II, which is available 
upon request by calling 0207 529 7400. 

at or above 3-4 per cent of Total Assets. This 

requirement can lead to increased AT1 bond 

issuance, over and above the minimum level 

set at 1.5 per cent of Risk Weighted Assets. 

Banks which face higher AT1 issuance to meet 

leverage ratio requirements include Deutsche 

Bank, BNP, and Barclays. 

Furthermore, weak banks, especially those 

in peripheral countries such as Portugal and 

Spain, are likely to need to issue high-yield Tier 

2 bonds. 

European bank Lower Tier 2 bonds (LT2) 

no longer benefit from any ratings uplift from 

sovereign support given numerous recent 

examples where subordinated bondholders have 

been “bailed in”, whilst senior bondholders 

have been left untouched (SNS, Hypo-Alpe 

Adria, and Banco Espirito Santo).

We also think it likely that there will be 

significant high-yield financials issuance from 

emerging market banks in Europe and Asia, as 

they capitalise on opportunities to grow balance 

sheet assets. Emerging market banks from 

Russia, Turkey, and India, to name just a few, 

can add meaningful amounts to the high-yield 

financials issuance pipeline. 

As an example, the Bank of America Merrill 

Lynch EEMEA Subordinated Financials Index 

(EBEF), and the Asia Subordinated Financials 

Index (EBAF ) taken together, as at January 

May 2015, are comprised of bonds with a face 

value of USD49 billion. 

Based on the above broad brush analysis, 

we believe high-yield financial bond issuance 

volumes are likely to be large enough to make 

up a stand-alone sector of EUR250 billion-

EUR300 billion over the next five years. AT1 

issuance should help to keep spreads attractive

Recently finalised rating agency 

methodologies lead us to believe that a large 

proportion of AT1 bonds are likely to be rated 

below investment grade, and will remain so over 

the next five years. Moreover, current ratings 

strongly suggest that subordinated debt ratings 

are already notched down, in other words, the 

current ratings assume that there will be no 

support from governments. 

The UK General election result brought some 

political certainty that should be good news for 

UK banks, who were facing further potential 

and regulatory burdens should Labour have got 

into government. 

However, it is unlikely that the Conservatives 

will be a “soft touch”, and HSBC have warned 

“We believe high-yield financial bond 
issuance volumes are likely to be large 
enough to make up a stand-alone sector of 
EUR250 billion-EUR300 billion over the next 
five years.”
Satish Pulle, Wells Capital Management
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Heckyl Technologies is a real-time 

news and data analysis platform that 

is helping to transform the way that 

traders and broker analysts formulate market 

insights. In an age of Big Data, Heckyl is arming 

the financial industry with an information 

arbitrage tool, using a comprehensive system 

of proprietary algorithms that scour millions of 

global news stories. 

It provides price analysis on over 35,000 

companies and over 3,500 non-listed entities 

and just to throw another big number at you, 

the Mumbai-headquartered company has 

800,000 users, many of whom are retail traders 

on the sub-continent. 

But now with an office in Level 39, a 

financial technology hub in London’s Canary 

Wharf, and plans to expand into the US, 

Heckyl is steadily expanding its institutional 

trading client list in the West, counting various 

proprietary trading firms, hedge funds, and 

a number of sell-side institutions among its 

growing list of users.

One of the major challenges that people 

face today with Big Data is how to make sense 

of structured and unstructured data; how to 

find patterns in chaos as it were. The Heckyl 

platform can best be thought of as a tool to 

help end-users connect the dots. It does this 

by using myriad news websites, social media 

including Twitter, market data, blogs, and 

public government databases; anything that is a 

potential store of useful information. 

“We established Heckyl in 2011,” says COO, 

Som Sagar. “All four of us (the others include 

CEO Mukund Mudras, Abhijit Vedak, and Jaison 

Matthews) were former technologists at a top 

US Investment Bank, where our primary role 

was to write proprietary algorithms for the 

bank’s proprietary traders to find alpha.”

DATA ANALYS IS

Crunch time
James	Williams	profiles	Heckyl	Technologies,		

providers	of	information	arbitrage.
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To give an insight into how Heckyl 

was established, Sagar recounts the 

following story when recalling the type 

of research they were doing: “From 

2005, CEOs of a public company had 

to start declaring how many jet miles 

they had travelled that year. In 2006, 

we noticed that Steve Jobs travelled 

15 times more than he did in 2005. 

Why was that? Was he trying to sell 

the company? We figured out that 

the top five places he travelled to be 

also home to the telecommunication 

headquarters. We predicted that 

something big was going to happen in 

the telecom space. In June 2007, the 

Apple iPhone was launched. 

“So we looked for anomalies in 

data when building our algorithms. 

There were so many different data sets 

evolving very quickly at that time that 

we decided we could mine those data 

sets and create a framework. In 2011, 

that framework formed the basis of the 

Heckyl platform.”

There’s an internal saying, maybe one 

could call it a mantra, at Heckyl: Within 

the next ten years, each and every 

person on Earth will be a data point.

That’s perhaps a somewhat 

scary proposition, but the reality 

is technology has revolutionised 

the way we live our lives; for every 

Tweet or Facebook post, update on 

LinkedIn or comment on Instagram, 

we are leaving a digital fingerprint. 

Extrapolate the point further, and by 

using sophisticated algorithms to scan 

the countless billions of data points in 

the ether today, one can build detailed 

patterns and insights.

Heckyl delivers that information in a 

highly visual format, using dashboards, 

filters, search windows and sentiment 

heat maps to give users a way of 

deciphering Big Data.

“If we can harness those data points 

and mine myriad data sets we can 

generate a huge amount of signals and 

that’s when we decided to create the 

Heckyl platform. 

“We are trying to connect the dots 

between data points. First we collect 

all the data, then we analyse it and 

present it. Because we mine huge 

volumes of data, our institutional 

clients have very specific requirements; 

for example, they might say, ‘There are 

500 million tweets each day on Twitter, 

can you tell us what the top ten or 20 

tweets are that might move the market 

and be useful for our strategy?’” 

explains Sagar.

And that’s precisely what its 

algorithms do, across all news feeds. 

Let’s stick to Twitter to illustrate how 

it works. Firstly, the system will look 

at how a stock or a currency has 

performed over the last five years: 

which stocks have moved 2, 4, 6 per 

cent up or down and who are the 

Twitter IDs that have commented 

on those stocks? Then it runs those 

Twitter IDs over the same period of 

data to look for a pattern and see 

how effective that person has been at 

tweeting: how many times were they 

right or wrong, how many times were 

they breaking information and so on. 

For example, somebody might be 

good at putting up M&A information 

in Southeast Asia. Someone else might 

be good at putting up information on a 

Samsung legal case in the US. 

“Then we go back to Twitter and 

we see whether there have been any 

important tweets in the last hour that 

may have caused a stock to move. Our 

system is a machine learner so it learns 

to understand what are the important 

tweets. By profiling Twitter IDs, 

suddenly in a sea of 500 million tweets 

we can zoom straight in and identify 

the most important two or three tweets 

on M&A activity. It gives everyone 

using Heckyl the opportunity to benefit 

from information arbitrage and react 

ahead of the rest of the market.” 

There are three main components to 

Heckyl: News Analytics; Price Analytics 

and Deep Search.

News analytics

In total, Heckyl covers 1.5 million 

different news sources using robots 

and spiders: these are programmes that 

scan different websites and sources, 

much the same way that Google 

indexes the world for its search engine. 

What makes the system powerful 

is that it combines global news with 

local news to ensure that the whole 

news ecosystem is being covered. After 

all, a news story could break from any 

number of different sources. While 

Heckyl’s algorithms have been designed 

“The scope for mining data is endless. We just 
want to crunch as much data as possible.”
Som Sagar, Heckyl Technologies

Heckyl’s co-founders: Mukund Mudras, Som Sagar, Jaison Mathews, Abhijit Vedak
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to figure out how to work through all of that noise, what 

is vital is that the sources are valid. As such, the system’s 

algorithms rank each news source. 

“You might recall a story broke on a subscription 

newsletter on Bloomberg a few years ago and went viral 

saying that American Airlines had filed for bankruptcy. By 

the evening the system ranked the Bloomberg source from 

ten to zero and ignored it. Why? What happened was that 

shortly after the Bloomberg story, someone at SeekingAlpha 

published an article saying that five-year-old story had been 

picked up but in those early 30 minutes American Airlines 

lost 75 per cent in stock value.

“The main challenge for us, therefore, is making sure all 

the news stories are validated and accurate. For example, the 

system will monitor a new blog for 20 days to see how many 

people are visiting it, what is the content of the blogs – is the 

blogger writing on a host of different subjects? If that is the 

case, even if the blogger has 20,000 readers our algorithms 

will overlook it. If the content is consistent, say on financial 

markets, are followers then tweeting about it? Are they 

analysts? This is how the system works to determine 

whether to add it to the news feed or not,” explains Sagar.

Users are able to manage those newsfeeds, however they 

like using dashboards. Most people use Heckyl alongside 

their Bloomberg terminal. “We’re not competing with 

Bloomberg, we are massive fans. If you know what you want, 

Bloomberg is great. If you’re looking to spot emerging trends, 

though, you can use Heckyl to connect the dots within 

multiple data sets,” adds Sagar.

Many of the large institutions using Heckyl have a black 

box, which is connected to its cloud environment for privacy 

and security reasons. It’s a one-way data feed. 

To illustrate the strength of Heckyl, and the way it is 

mining data, consider this. Say you are an equity long/short 

trader and you want to look at opportunities in the aviation 

sector, a quick search on Google Trends will spit out the 

top three destinations people are planning to fly to over the 

next few months. Using Heckyl, one can then determine the 

top three airlines that fly to each of those destinations, and 

drill down further still to ascertain which of those airlines is 

attracting the most passengers. All of a sudden, the trader 

– or indeed analyst – has a wealth of information on which 

to formulate a view. The trader might build a long position 

in the top three airlines, and perhaps a short position in a 

lower ranked airline, using the same methodology. 

All this is doing is arming the end-user with access to 

layers of data to spot patterns that previously might have 

taken days, if not weeks, to cobble together; by which point 

the market might have moved.

Price analytics 

Heckyl’s platform can also be connected to any global 

exchange price data, but what sets it apart is that it mines 

the price data with news data. 

“That allows you to do a lot of things. For example, you 

can use Heckyl to show you the companies whose price has 

risen more than 20 per cent over a defined period; then you 

can find out the hedge funds investing in that company, 

see which institutions have increased their stakes, is the 

company planning a new product launch and future event 

calendar, etc. Previously, you couldn’t ask and get details on 

such specific questions on data platforms. This is how we are 

able to combine price and news data to give a more enriched 

view to the end user. People can mine pricing data on Heckyl 

in many different ways,” explains Sagar. 

Users can also create different types of heat maps on 

different types of price data. 

“If you look at the futures and options market in the US, 

the main driver of that market is open interest. If you are 

trying to create a new position in the market, long or short, 

our system reviews historical data on when people have gone 

long or short so that we are able to predict, in real time, 

whether people are opening long or short positions. This is 

our Complex Options Strategies builder,” adds Sagar.

Visualisation of the data is a key aspect of the user 

experience.

Deep search 

With Deep Search, the user can ask the system simple 

questions and connect the dots: for example, somebody 

might want to know how many patents are expiring in 2016 

from cardiovascular disease. 

Based on the list of patents that emerge, what will the 

impact be on respective companies? 

“I can use Heckyl’s price analytics tool to look at 

the stock prices of CVD companies and determine that, 

historically, when a CVD patent expires the cost of the 

drug falls by one third. Then I can find who are the top 

five companies filed for generics for these CVD drugs and 

demographics, based on these findings one can build position 

in the portfolio,” says Sagar – in this case, maybe a pair 

trading in anticipation of the event. 

This is just a hypothetical example but it shows how 

different data sets can be mined to answer a series of 

questions that enable the user to arrive at a detailed 

conclusion. Not only does this make it a great enabler for 

portfolio managers, it also gives equity analysts the ability to 

carve out granular information when writing research reports 

on companies. 

So what are the plans for Heckyl over the next 12 months? 

“We plan to expand with more sales staff in London. 

We also plan to open offices in New York this year. From 

a product perspective, currently we’re covering equities, 

currencies and commodities. Next year, we intend to 

broaden that out to include fixed income. We also plan to 

extend our data sets.

“The scope for mining data is endless. We just want to 

crunch as much data as possible,” concludes Sagar. n
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An abscess is defined as ‘an abnormal 

body cavity filled with pus’. A patient 

with a large abscess under tension 

is usually in exquisite pain. Operating on an 

abscess is one of the first procedures (‘incision 

and drainage’) a young surgeon learns.

The first step in the procedure – sticking 

a knife (actually a surgical scalpel) into the 

abscess cavity and letting the pus out – is 

uniquely satisfying. As the pus pours out the 

tense abscess collapses; if the patient is awake 

(i.e. not under general anaesthetic) they usually 

immediately express a gasp of relief. 

If there are any particularly irksome medical 

students around, it has been known for the 

surgeon to invite them to lean over his shoulder 

to have a look as the deed is done. Many a 

medical student has been anointed to the dark 

arts of surgery by a blob of pus landing on his 

forehead. Pus has a unique smell and frankly 

rather a lot of shampoo and soap is required to 

remove the odour.

One Sunday evening I was the surgical 

registrar on call in a district hospital in the 

Midlands. Around 11pm, as it was quiet, I 

thought about retiring to bed. However, as was 

my habit, before doing so I rang around and 

checked that all my junior team were okay and 

that there were no pending issues.

My senior house officer (SHO) was in 

casualty (i.e. the hospital accident and 

emergency department) seeing a 23-year-old 

lady (let’s call her ‘Rosie’ for convenience) 

with an abscess in the axillary tail of Spence 

(on her chest wall). Given this was a fairly 

straightforward problem to deal with I could 

have gone to bed. However instead I elected to 

wander down to casualty and have a look.

Today, I would rationalise my interest on the 

following basis – young women do not usually 

Sticking the knife in
Randeep	Grewal	draws	diagnostic	parallels.
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technically not merely competent but actually 

experts in operating.

So let us now turn to investing. I regularly 

meet fund managers and analysts who are 

technically competent; indeed they spew out 

accounting ratios and other data with great gusto. 

I have met analysts who can build entire company 

models over the course of a coffee…. and others 

that can confidently extrapolate the entire global 

economy for a decade whilst eating a bagel.

I once met an analyst team which had 

modelled the global telecoms market (90+ 

countries with each operator individually 

modelled) for the next 30 years. It appeared 

that their pursuit of global coverage had 

completely overtaken their objective – the 

valuation of Vodafone. The popping of the 

dotcom bubble revealed the shortcomings of 

their Excel spreadsheets.

I sometimes scratch my head and wonder 

whether the technical expertise and precision 

of financial modelling is benefiting investors 

or blurring and distracting us from focusing on 

the real issues of relevance to investing. Often 

analysts ‘fall in love’ with the sophistication of 

their models – but vast spreadsheets did not 

save Nokia investors from the rise of Apple.

Like medicine, in investing, clarity of 

thought, starting from basics and having a 

degree of curiosity often trump complexity and 

sophistication. The skill is often in thinking 

of the right question to ask and then doggedly 

pursuing the answer… n

Randeep Grewal is a portfolio manager for 

the Trium Multi-Strategy Fund. This article is 

written in a personal capacity; the views and 

opinions are those of the author and do not 

necessarily reflect those of Trium.

turn up in casualty on a Sunday night – it is 

much more common on a Monday morning 

(why give up your own time when you can be 

ill on your employer’s time?) unless the issue is 

very severe. But if an abscess is causing severe 

pain or is particularly large, would not the 

patient have come earlier? However, to be frank 

that is post-event rationalisation.

When I arrived my SHO was well into the 

process of preparing to operate to drain the 

abscess. I made one observation that was to 

make a dramatic change to Rosie’s life. By the 

time of my arrival the hospital clerical staff had 

pulled out the young lady’s medical notes – I 

merely observed that they were rather thick 

and asked ‘why?’

It turned out that Rosie had had 28 previous 

abscesses drained at the hospital; and countless 

others at her family doctor or another nearby 

hospital. The abscesses had occurred all over her 

body. No one, however, had asked why they were 

occurring. Incidentally it was Rosie’s experience 

that had brought her to the hospital on Sunday 

night – she knew that it would be quiet and so 

she would be seen in casualty sooner. 

My SHO drained the abscess but I arranged 

for Rosie to come back a couple of days later. 

We went through her medical notes but could 

not find a satisfactory explanation as to why she 

was having repeated abscesses. 

As an aside, certain professions are known 

for certain patterns of abscesses – for instance, 

hairdressers commonly get abscesses between 

their fingers. Rosie’s work in no way fitted into 

any known cause of abscesses that I was aware of.

After doing all the obvious tests and drawing 

a blank, we arranged for Rosie to be seen by an 

immunologist. After some more investigations, 

it was found that Rosie had a genetic defect 

which led to her being short of a specific 

antibody and hence subject to certain kinds of 

abscesses. Though the genetic defect was not 

curable it was possible to improve her quality 

of life significantly by putting her on a lifelong 

protocol of a specific antibiotic. And I developed 

my rule of abscesses: ‘No woman should have 

had more abscesses than her age’.

I am sure that as readers peruse this article 

there will be sniggering and bold statements of 

how they would not miss the obvious. But let 

me assure you that medics are bright – indeed 

some of the most intelligent people I have 

ever met are doctors. And I am sure that the 

previous surgeons that had treated Rosie were 

“I sometimes scratch my 
head and wonder whether 
the technical expertise 
and precision of financial 
modelling is benefiting 
investors or blurring and 
distracting us from focusing 
on the real issues of 
relevance to investing.”
Randeep Grewal

http://www.AlphaQ.world


www.AlphaQ.world | 31AlphaQ June 2015

DIVERS IF IED  GROWTH FUNDS

Diversified growth funds (DGFs) 

are proving increasingly 

popular with UK pension 

plans as trustees look to protect their 

investment portfolios against market 

uncertainty by diversifying away risk. 

Since 2010, assets have grown almost 

fivefold from GBP25 billion to GBP117 

billion today. 

Based on data provided by 

CAMRADATA, which provides asset 

class analysis on over 5,000 investment 

products and over 700 investment 

managers to pension plans, insurance 

companies and consultants, Punter 

Southall Investment Consulting has 

published the first of what will become 

a quarterly series of reports on the 

DGF space. 

The report shows that six new 

funds launched in Q1 2015, bringing 

the total of DGFs with a track record 

of less than three years to 14. There 

are currently 26 funds with a three 

year track record. “We were certainly 

surprised to see six new products 

launch earlier this year, but that said, I 

think it will continue for another year 

or two,” says Steve Butler, Managing 

Director at Punter Southall Investment 

Consulting. 

A total of GBP6.5 billion in new 

assets flowed into DGFs in Q1 with 

Standard Life Investments Limited 

attracting the biggest slice of those 

assets: its Global Absolute Return 

Strategies (GARS) Fund received 

GBP0.7 billion, followed by Nordea 

Investment Management (GBP0.57 

billion) and Charles Stanley (GBP0.3 

billion). Indeed, Charles Stanley’s DGF 

recorded the biggest percentage change 

in AUM over the quarter, rising 126 

per cent. 

In the early Noughties, pension 

funds held balanced funds in their 

portfolios, which blended equities 

and bonds. They were static in terms 

of allocation. Then, around 2004, a 

new approach emerged that saw fund 

managers dynamically allocating to a 

wider range of assets and move away 

from the constraints of following 

a reference benchmark; the idea 

being that managers would adjust 

the portfolio according to the market 

dynamics and produce a smoother 

return profile.

The most common definition of a 

DGF is “a multi-asset product that aims 

to produce equity-like returns with 

two-thirds to half of the volatility”. 

“There are funds out there, which 

we have not included in our research, 

with performance targets of cash plus 

8 per cent but for us that’s too far out 

of range and falls nearer to the pure 

hedge fund category,” says Butler. 

These funds invest in the full 

spectrum of assets: equities, FX, bonds, 

commodities. The fact that they are 

not all holding a high proportion of 

equities has meant that over the short-

term they have lagged the MSCI World 

Index. According to the research, over 

a three year period, DGFs achieved 

monthly returns of between -3 per cent 

and 4 per cent, compared to the MSCI 

World Index, which achieved monthly 

returns of between -4 per cent and 8 

per cent. 

However, if one goes back to 2007, 

DGFs have equaled the MSCI World 

index according to Butler. To further 

illustrate the smoother return profile of 

these funds, the FTSE All Share Index 

achieved monthly returns of between 

-7 per cent and 7 per cent. 

Pumping capital 
into DGFs

James	Williams	examines	a	new	report	on	diversified	growth	funds.

“We were certainly 
surprised to see six 
new products launch 
earlier this year, but 

that said, I think it will 
continue for another 

year or two.”
Steve Butler, Punter Southall 

Investment Consulting
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The ability to reduce the extent of drawdowns is what 

makes DGFs particularly attractive to institutions at a time 

when equity markets are getting “toppish”.

Nobody knows how the markets are going to behave in 

Europe, the extent of the China slowdown, or the durability 

of the US economic recovery. 

“Trustees meet quarterly, so making decisions to be in or 

out of equities that frequently is pretty much impossible. A 

number of pension funds have gone the fiduciary manager 

route, where the asset allocation decisions are made by a 

third party. The benefit of DGFs is that they give investors 

the ability to outsource the asset allocation decisions on a 

chunk of the portfolio on a pooled basis so they aren’t giving 

up as much control,” says Butler. 

After the credit crunch, the majority of investment 

consultants invited pension plans to start to use DGFs as 

the cornerstone for the growth element of their portfolio. 

The most prominent names over the last seven years, and 

which have picked up the lion’s share of new assets include: 

Standard Life; Ruffer; Baillie Gifford; Barings, and Newton.

Such is the size of the Standard Life GARS strategies – 

approximately GBP41 billion – that it represents 35 per cent 

of the entire DGF market. Add Ruffer and Newton to the mix 

and they alone account for some 60 per cent of total assets 

currently. 

One fund that has seen significant outflows is the 

Barings Dynamic Asset Allocation Fund, which until last 

September was managed by Percival Stanion. Stanion has 

since moved to Pictet. This has led to the GBP9 billion DAA 

Fund recording some GBP6.5 billion of outflows; a clear 

example of how important a manager’s reputation is in this 

competitive industry. 

What Punther Southall shows in its survey is that while 

there is clearly an uptick in fund launches and AUM growth, 

overall, the DGF space is one of huge dispersion when it 

comes to performance and risk/return profiles. Consequently, 

the fact that each fund, free from the shackles of a reference 

Figure 1: The AuM growth of DGFs
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benchmark, does something different 

and means that choosing the right 

product is essential. 

“Everyone is working to achieve 

their own absolute return targets so 

there is a variety of fund structures 

to choose from. For example, the 

Barings fund would be quite dramatic 

in the way he changed his exposure to 

equities. It could go from 0 per cent 

to 65 per cent, based on his view of 

the market. He would therefore use 

a swing portfolio to be in and out of 

equities whereas the Standard Life 

GARS fund invests in 20 different asset 

strategies offering clear diversification 

benefits. 

“A consultant would typically blend 

these two products together to get the 

right overall level of diversification and 

returns,” explains Butler. 

As expected, the fact that each 

fund has its own particular approach 

to multi-asset investing means that 

there is no discernible correlation 

between risk and return. If one was 

to plot the results for global equity 

funds, for example, one would expect 

to see a clustering of performance 

around the benchmark, and a clearer 

positive correlation with respect to risk 

versus return. 

Although the chart shows that there 

are some DGFs that can outperform 

their peers by generating three year 

relative returns (annualised) of 8 to 

10 per cent within a volatility range of 

4.7 to 6.4 per cent, it also shows that 

in the bottom right hand corner there 

are a few funds returning less than 6.8 

per cent yet doing so with a three year 

relative risk of more than 6.4 per cent. 

These are clearly funds that no 

investor would want to allocate to. 

“Even over a five year period, 

our data shows that the more risk a 

manager takes doesn’t necessarily 

equate to them generating a higher 

level of return. That reflects two things: 

diversity in the market – they are 

all doing something different – and a 

product selection challenge. Investors 

don’t want to be allocating to a fund 

that is taking more risk yet still 
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delivering low returns. There is one 

fund with a 6.7 per cent return yet it 

has done so with an annualised five 

year relative risk profile of more than 9 

per cent,” says Butler.

To help work through the noise 

of performance dispersion and try to 

select those funds that offer attractive 

risk/return profiles, CAMRADATA uses 

a five factor quantitative screen that 

applies to a series of different fund 

categories. The five factors include:

• Excess Returns

• Information Ratio

• Wins: Losses Percentage

• Hit Rate

• Drawdown Strength

The fund categories include:

• Cash plus <3 per cent – 3-year 

period

• Cash plus 3 to 5 per cent – 3-year 

period

• Cash plus 5 to 7 per cent – 3-year 

period

Applying the CAMRADATA quantitative 

screen to generate an IQ score, the 

survey reveals that the number one 

ranked fund over a one year period 

is the Aberdeen Diversified Growth 

Fund, followed by Charles Stanley’s 

PFS Pan Balanced Fund and the AB 

(formerly Alliance Bernstein) Dynamic 

Diversified Beta Fund.

“What we are looking for are funds 

that have the right profile and a good 

risk/return relationship. We take all 

the scores and rank funds accordingly. 

That gives us a flavour, mathematically 

speaking, of what the best funds are 

in the marketplace. That is our typical 

starting point and then we’ll go and do 

more detailed fundamental research 

off the top ten or 15 funds. When we 

look at cash plus <3 per cent over a 3 

year period, the top three funds are: 

UBS Global Asset Management’s Global 

Allocation Fund; M&G Episode Income 

Fund and the Baillie Gifford Diversified 

Growth Pension Fund.

“Both UBS and M&G have generated 

more than 10 per cent excess returns,” 

says Butler. 

For the cash plus 3 to 5 per cent 

category the top two funds are: LGT 

Figure 2: The three-year risk return of all DGFs
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Capital Partners’ Crown Multi-Alternatives Segregated 

Portfolio Series 1 and Fulcrum Asset Management LLP’s TM 

Fulcrum Diversified Growth Fund.

“The quant screen highlights the Nordea Diversified 

Growth – Stable Return Fund, which has a cash plus 5 to 

7 per cent target,” adds Butler. “When you look back at 

inflows, the marketplace would appear to agree as Nordea 

picked up GBP500 million in net new assets in the first 

quarter of this year.”

Over a three year period, the Nordea fund has generated 

10.47 per cent in excess returns. 

If one were to focus purely on performance – the excess 

return factor – then the top fund in each of the categories is 

as follows: 

• Cash plus <3 per cent: UBS Global Allocation Fund: 11.65 

per cent versus the median excess return of 6.97 per cent

• Cash plus 3 to 5 per cent: AB Dynamic Diversified Beta 

Fund: 11.74 per cent versus the median excess return of 

7.86 per cent

• Cash plus 5 to 7 per cent: Nordea Diversified Growth – 

Stable Return Fund: 10.96 per cent versus the median 

excess return of 7.15 per cent

Pension funds who have yet to allocate to DGFs, pension 

funds increasing their allocations to DGFs, and the fact that 

DGFs are now extending into the retail market to be used in 

Defined Contribution plans, will all serve as growth drivers 

over the coming period.

“We are very positive on DGFs and the outcome based 

innovation that can bring so many benefits to investors. 

However, without a benchmark to ‘herd’ around we need to 

be aware of the risks that can come with this asset class.

“Indeed, 35 per cent of the universe has produced a lower 

than ideal return and 20 per cent taken more risk than we 

would have liked to see. It is vital to understand the markets’ 

offering, make sound investment decisions and avoid the 

pitfalls,” concludes Butler. n
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“The wine market has become a real 

global market. Despite increasing 

competition, very few brands have 

succeeded in really imposing themselves at 

international level, and growth prospects in the 

‘premium’ segment are very good,” says Benoit 

Léchenault, Head of Agrifrance, adding: “While 

the vineyard real estate market is still the 

province of an experienced clientele, it remains 

a highly attractive refuge value both for French 

and foreign investors.”

The Agrifrance report found that the top five 

key trends in today’s global wine market start 

with the fact that exports have doubled over 

the past 20 years, with Europe maintaining its 

position as the global leader, exporting 58 per 

cent of its annual production.

The newer wine-producing countries such as 

New Zealand, Chile, Australia and South Africa 

have seen enormous growth, increasing their 

export volume by 370 per cent, while the US 

has overtaken France as the world’s foremost 

wine consumer, with an average annual 

consumption of 12 litres per person. 

Europe is still the biggest consumer of wine, 

accounting for 50 per cent of wine consumption 

worldwide and 84 of the 100 most famous wine 

brands in the world are French.

The Agrifrance report finds that the 12 

leading wine-growing countries account for 84 

F INE  WINES

French wine 
remains buoyant

For	over	15	years,	Agrifrance,	a	specialist	division	of	BNP	Paribas	Wealth	
Management,	has	published	an	annual	report	on	France’s	rural	economic	
situation,	providing	insights	into	rural	property	investment.	This	year	they	

chose	to	focus	on	wine.
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leader, exporting 58 per cent of its total wine 

production.

Meanwhile the new wine producing countries 

– New Zealand, Chile, Australia and South 

Africa – have oriented their sales strategy 

strongly towards world markets and currently 

export over 50 per cent of their total production 

volumes.

The upmarket segment continues to have 

the most promising export prospects for French 

producers. American consumers are becoming 

the leading customers for French wines in value 

terms, now accounting for some 20 per cent of 

France’s market for wines and spirits.

While the average world price for exported 

wines was EUR2.62 per litre in 2011, French 

wines command an average price of EUR7 per 

litre, with Bordeaux wines selling at EUR9.7, 

Burgundy wines at EUR10.6 and wines from the 

Champagne region at around EUR15 per litre. n

per cent of worldwide production, estimated 

at 247 million hectolitres (equivalent to 37.2 

billion bottles), a rise of just 2.2 per cent over 

20 years.

While wine production in Europe (in the 

lead with 59 per cent of worldwide production) 

has stabilised at 146.6 million hectolitres, the 

newer wine-growing countries have increased 

their total volume by 48 per cent over the 

same period. Chile, Australia and New Zealand 

have even seen their wine production rise by 

between 100 per cent and 300 per cent.

The report found that despite the tough 

competition that American, Argentinian, South 

African, Chilean, Australian and, Chinese 

wine growers have been creating for Europe, 

the traditional wine producing countries still 

remain the largest suppliers.

France, Italy and Spain have been alternating 

in first place, together accounting for some 47 

per cent of world wine production. In 2014, 

France regained the world’s top spot in terms of 

production volume and maintained its position 

as world leader for value.

According to the British Liv-ex Fine Wine 

Index, 84 of the world’s 100 most famous wine 

brands are French. The BNP Paribas report 

says: “Given the rich diversity of its soil-types, 

climate and grapes, France is able to produce 

truly unique wines.”

Although it may not seem like it on a Friday 

night, world wine consumption has fallen 

by 13.8 per cent since 1980, to stabilise at 

239 million hectolitres in 2013. Europeans 

still account for over 50 per cent of world 

consumption but new consumers have 

appeared on the scene to ensure the continuing 

popularity of wine-drinking. Per capita, the 

United States has now overtaken France as the 

world’s leading wine market: where the average 

consumption is 12 litres per person per year.

The economic crisis and the rising price 

of wine have had a strong impact on wine 

consumption in Europe, prompting European 

wine growers to adopt a more global strategy 

of targeting other continents, mainly Asia and 

North America.

Wine exports, which account for 35 per 

cent of all production worldwide, have almost 

doubled during the last 20 years, with the rise 

in export value over this period up 87 per cent 

which has outpaced the increase in volume, a 

gain of 63 per cent.

Europe still maintains its position as global 

Fine wine as an asset class gains traction

A 30 page report from Cult Wines reveals the increasing popularity of 

fine wine as an asset class. The research reveals fine wine experienced 

234 per cent growth over the last decade and that there is a predicted 

shortfall in production as demand increases from wealthy buyers.

The report is published by Intelligent Partnership (IP), a provider of 

research and education on alternative investments and sponsored by 

Cult Wines, a specialist in the acquisition, management and valuation 

of rare wines.

Guy Tolhurst, Managing Director of Intelligent Partnership 

comments: “Wine collecting has been a hobby for hundreds, if not 

thousands of years, but more recently fine wine has been recognised 

as a genuine alternative asset class, providing significant diversification 

benefits from mainstream financial markets.”

The report reveals that strict limitations on supply and rising 

demand from wealthy buyers in China and India has increased 

the popularity of fine wine as a wealth store – providing a hedge 

against inflation, protection against low interest rates and currency 

fluctuations. The report highlights research from Morgan Stanley on 

the mass international wine market which concludes that a worldwide 

shortage of wine is imminent, with current global demand at around 3 

billion cases and total production estimated at 2.8 billion.

The report also highlights the impact of the crash in 2008, which 

showed investors that investments which had been considered good 

diversifiers were actually highly correlated – with sharp negative price 

movements mirrored across developed and emerging equities, bonds and 

property. Wine, with its inverse supply and demand curve and only a 15 

per cent correlation with the mainstream financial markets, performed 

better during 2008/09, the report says. It cites Knight Frank’s Luxury 

Investment Index which shows that fine wine experienced 234 per cent 

growth in the ten years from Q4 2004 to Q4 2014.
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Independent depositary Indos Financial has expanded its 

regulatory permissions to include certain types of real 

asset funds. Until now, the firm has focused on hedge funds 

and currently has 33 among its client base representing 

USD3.2 billion in assets. It is currently on-boarding several 

more funds, including its first two private equity funds, to 

bring assets up to over USD4 billion going forward.

Bill Prew, chief executive officer of Indos Financial 

explains that the firm launched on 1 June 2014, coinciding 

with the 22 July end of the transitional period of grace for 

swathes of managers of alternative funds who were moving 

from the Mifid status to AIFMD.

Indos offers an independent depositary service, acting 

effectively as a trustee for a fund, and does not offer fund 

administration or other services. In this they are unusual in 

that most depositories are affiliated to a fund administrator.

“We were the first firm to be authorised in January 2014 

as an AIFMD depositary by the FCA,” Prew says. “We occupy 

a unique spot in the market.”

Depositary services between hedge funds and real asset 

or private equity firms differ. The fundamental difference 

between hedge funds and private equity funds is that you 

only need a depositary for hedge funds if you have more 

than EUR100 million in gross assets, while the threshold for 

private equity funds is EUR500 million of assets. 

Historically, where there was a depositary requirement, 

big banks acted as depositaries within the private equity 

space, but the arrival of AIFMD has caused its own 

challenges and the big banks have proved less flexible.

In response, some independent fund administration 

firms have set up depositaries and won business through 

price competitiveness but private equity depositaries and 

hedge fund depositaries have, until now, remained separate 

animals.

“We are unique because we are independent and strategy 

agnostic,” Prew says. With their new business model, he is 

keen to emphasise that the firm recognises its limitations. 

“It’s one thing to act for a private equity fund in unlisted 

companies in developed markets, but other funds investing 

in real assets, such as mining assets or shipping, require 

more specialist expertise.”

Prew says: “We are going to be cautious about the 

business that we take on and if we don’t understand the 

asset class because it is so esoteric, we wouldn’t take it on.”

Indos is focusing on the private equity fund administrators 

who don’t offer a depositary function at the moment for new 

business. “Those who don’t do depositary are feeling a threat 

from those who do,” Prew says, optimistic that they will pick 

up a steady flow of private equity funds going forward.

“It will be interesting to see how this side of the business 

develops” he says. 

“Depositary independence does not seem to have as much 

appeal with managers in the private equity space relative 

to the hedge fund world where managers and investors 

are increasingly recognising the benefit of a model that is 

independent from the fund administrator.” n

Expanding into 
real assets

Indos	Financial’s	Bill	Prew	explains	to	Beverly	Chandler	his	firm’s		
move	into	private	equity	and	real	assets.

“We are unique because we are 
independent and strategy agnostic.”
Bill Prew, Indos Financial
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Cubico Sustainable Investments emerged this month, 

owned equally by Santander and two of Canada’s 

largest pension funds, Teachers and PSP Investments. 

Following the transfer of 19 wind, solar and water infrastructure 

assets previously owned by Santander, the firm launches with 

more than USD2 billion in capital and is committed to a long 

term growth strategy designed to make it one of the largest 

renewable energy and water investors in the world.

Located across seven countries: Brazil; Mexico; Uruguay; 

Italy; Portugal; Spain and the UK, the firm is led by 

Santander’s former Asset & Capital Structuring (A&CS) team 

of 30 professionals, who specialise in managing and investing 

in infrastructure investments globally. 

A&CS team leader Marcos Sebares becomes Chief 

Executive Officer of Cubico, which will manage the current 

portfolio and lead investments in the new global renewable 

energy and water infrastructure platform. 

Sebares confirmed that they expect to more than double 

the size of the company in the next five years, with targeted 

returns north of 10 per cent depending on the risk profile, 

opportunities and the stage of development. There are 

currently no plans to open to external investors and no 

external capital is needed for the next five years.

Sebares, Chief Executive Officer, Cubico Sustainable 

Investments, commenting on the launch, said: “We have 

already built a strong pipeline of attractive assets to add to 

the platform and look forward to working with our partners 

over the coming years to consolidate Cubico’s position 

as one of the world’s leading renewable energy and water 

infrastructure investors.”

Andrew Claerhout, Senior Vice-President, Infrastructure 

at Teachers’, commented: “We look forward to supporting the 

strong management team and its efforts to build a platform 

for global growth in the renewable energy and water sector.”

Bruno Guilmette, Senior Vice-President, Infrastructure 

Investments at PSP Investments, commented: “This new 

joint venture will allow us to continue to grow and develop 

our portfolio of private energy assets while contributing to 

environmentally sustainable energy production.”

Juan Andres Yanes, Senior Executive Vice President, 

Banco Santander S.A, commented: “This is the culmination 

of almost two years of focused work that started in 2013 

with the identification of the sale opportunity and the best 

parties to join us in this innovative endeavour. We are 

pleased to start this new joint venture with Teachers’ and 

PSP Investments, two of the best known pension funds in 

infrastructure investment. We are confident that this venture 

represents a significant milestone for Santander to increase 

its footprint in the renewable and water infrastructure 

industry.” n

Infrastructure giant
Beverly	Chandler	reports	on	the	USD2	billion	launch	of		

Cubico	Sustainable	Investments.
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How can managers make reasoned 

trading decisions, enhance performance 

or manage risks effectively without 

comprehensive and timely data? Just as 

important, especially in the current climate, 

is accurate data, which is the lifeblood of 

regulatory compliance.

The volume, pace and complexity of 

regulatory change is proving a major headache. 

Investment managers are being confronted 

with a potent cocktail of national, regional and 

international initiatives. And to complicate 

matters, regulations are often ambiguous and 

mutable. New rules or amendments can only be 

expected as regulators and governments shift 

focus.

It’s not just quantity of data that matters. 

The focus must be on an automated, well-

structured process that allows managers 

to aggregate and store the right data, and 

manipulate, enrich and ultimately, report on it.

Why has data management risen to the top 

of financial institutions’ agendas? 

Conversation surrounding data and data 

management is taking centre stage due to 

the premium placed on accurate and timely 

reporting, the importance of high quality 

trading decisions, and effective resource 

management. Firms are looking for data 

solutions, with the built-in capability to scale 

for future market demands, while enabling them 

to become more operationally efficient and 

compliant at minimal cost.

Data is now considered as both a strategic 

priority and a business enabler.

Emerging data trends and initiatives in the 

financial industry 

There is definitely a trend around firms wanting 

to leverage centralised services for both data 

collection and distribution. It’s becoming more 

and more evident that investment firms across 

the industry are engaging in the same labour 

intensive activities for data management and 

each are doing so at an increasingly high cost. 

And it’s clear the overall industry is beginning 

to frame data trends in this way – that is, 

speaking about the opportunities for new levels 

of collaboration, efficiency, and client service 

through shared services. 

How will these trends manifest 

themselves?

As firms are recognising the imperative to 

have a comprehensive data strategy as well 

Data strategy 
challenges abound
For	investment	managers,	the	single	most	important	factor	in	their	long-
term	health	and	success	may	well	be	high	quality	data	management,	says	
Hakan	Valberg,	President,	Advent	Software,	EMEA.
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error. Firms can spend less time sifting through 

and searching for data, and spend more time 

putting it to use in delivering a high quality 

client experience and driving better trading 

opportunities.

Firms are beginning to see data as an 

opportunity, rather than an issue or problem 

to solve; to make better investment decisions, 

improve client satisfaction, and ultimately 

increase the profitability and long-term health 

of the company.

What’s the ROI?

There are so many clear benefits to having 

formal data strategy and leveraging centralised 

services. By automating data, clients will see 

cost efficiencies, scalability without increasing 

resources, and more time to focus on client-

facing activities. Data automation helps firms 

stay compliant by cleansing datasets and 

providing error-free data for reporting and 

auditing purposes.

A great example of this is one of our clients 

whose firm was experiencing data lags due 

to unconsolidated, unorganised spreadsheets 

and lack of automation. The firm found 

inconsistencies in its data pulled from multiple 

sources, such as external data sets and other 

silo-ed systems. 

By using a centralised data service, which 

provided a single source for their data needs, 

including both market and portfolio data, 

they realised cost and time-saving benefits. 

This client also found implementation and 

maintenance of a single data source to be far 

simpler, allowing for faster and easier access 

to more accurate data. The firm has executed 

more informed trading decisions, and realised 

effective risk management, streamlined 

workflows, and stronger client relationships. n

About Advent
Over the last 30 years of industry change, our core 
mission to help our clients focus on their unique 
strategies and deliver exceptional investor service 
has never wavered. With unparalleled precision 
and ahead-of-the-curve solutions, we’ve helped over 
4,300 firms in nearly 50 countries – from established 
global institutions to small start-up practices – to 
grow their business and thrive. Advent technology 
helps firms minimise risk, work together seamlessly, 
and discover new opportunities in a constantly 
evolving world. Together with our clients, we are 
shaping the future of investment management. For 
more information on Advent products visit  
www.advent.com. 

as the costs and risks associated with their 

current processes, there is an opportunity to 

pull resources together in for example, the 

formation of collective data utilities, which 

will help to manage costs and risks associated 

with data management. Firms will choose to 

adopt certain utilities based on the legitimacy, 

capabilities, and security of third party 

providers. As firms develop and strengthen their 

data strategies, it is inevitable that some sort 

of vetting process will also emerge for choosing 

which utilities to leverage.

There are definitely key trends surrounding 

data’s role in regulatory compliance. Data is 

the backbone of proper compliance and helps 

ensure that firms meet their requirements. With 

each new regulation comes new data challenges 

and costs which is another reason firms are 

looking to leverage centralised data services – 

why should a firm incur the costs and risk of 

custom or in-house solutions when everybody is 

trying to solve the same problem?

Another is changes to the trading and 

settlement lifecycle. In an effort to be more 

efficient and ultimately drive profitability, firms 

will look for platforms and systems that can 

scale and evolve based on market requirements.

Why now?

Many firms have either costly and high-

risk custom solutions or no formal strategy 

whatsoever. This stems from firms either 

underestimating the effort involved in 

implementing cohesive data strategy or simply 

not knowing how to even begin developing a 

strategy, given all the complexities. That said, 

many firms are now really starting to feel 

and recognise the challenges of both these 

scenarios, given increasing investor demands, 

the intense regulatory environment, and the 

need for firms to differentiate themselves based 

on services. These factors are driving firm 

executives to sponsor a formal data strategy 

as a critical component to their firms overall 

business plans for long-term growth and 

sustainability.

Also, compliance is a major driving force 

behind the increase in data investments. 

Complying with regulations requires firms to 

have access to a variety of reliable datasets: 

inaccurate or incomplete data can lead to 

compliance failures and heavy fines.

It’s also worth mentioning that data 

automation eliminates manual work and human 
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