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'} As hedge funds seek to draw investors
back to the space, and capitalise on
the performance gains of last year, the
question of asset raising strategies is
all important. HFMWeek spoke to two
prominent industry voices about the
rise of institutional influence and the
steps hedge funds should be taking
to secure capital
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is a well-known commentator
and advisor on hedge fund
investing. He is CEO of IGS
Group, one of the corporate
partners of MAG. John has been
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What are the opportunities in 2010 and where do you
see new hedge fund investment coming from?
Andrew Saunders (AS): Two trends are at work. In the
public/private pension arena, the underfunded pension
liability is leading to increased allocations to hedge funds.
Each day we hear of a new pension plan or sovereign fund
dipping their toe in the water. However, these massive
pools of capital are only relevant for the larger managers.
For the remaining 95% of the industry, the most fertile
ground for managers are with those groups that may have
felt left out in the hedge fund bubble of 2003-2007.

At EFX, our capital introduction is focused exclusively
on these groups, which include high-net-worth individu-

The institutional market is an increasing share of
the hedge fund investor universe. However, it is
complicated to access and in many respects the
ladder has been raised behind the top 100-200 funds
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als, family offices, small private banks and a selection of
endowments and foundations. Additionally there are a
number of ‘hybrid” investors, for example, managers al-
locating their own capital or successful traders looking to
diversify with new talent. These groups have a history of
investing in funds and have the flexibility to move quickly,
but must be treated as meaningful clients.

John Godden (JG): The new decade has spawned a period
that is becoming defined by its return to core values, core
competencies and traditional methods. Hedge funds that
provide a truly differential return and risk profile are be-
ing supported by money coming from the traditional asset
aggregators of the institutional type, but only those funds

involved in the design and
construction of several leading
managed account platforms.

that can conform to the protocols and controls used in the
long-only sector.

Is institutional money now more important than private
wealth to hedge funds? Are there different ways for ac-
cessing this cash?

AS: From a sheer ‘weight of money’ perspective, the in-
stitutional market is huge and an increasing share of the
overall hedge fund investor universe. However, it is com-
plicated to access and in many respects the ladder has been
raised behind the top 100-200 funds. The due diligence
process and client service requirements can only be sup-
ported by managers with significant, costly infrastructure.
For those managers that are not at the scale to compete for
institutional capital, private wealth is critically important
and where they should direct their attention.

JG: Institutional money is a larger pool of money and
therefore more important. Its demands are more stringent,
particularly in terms of governance, but its attraction is its
longer-term view which enables it to be less reactionary
toward short-term issues so long as it has sufficient quality
information to meet its own governance standards.

There is a visible move toward dis-intermediation of the
fund of hedge funds (FoHFs) sector by institutions, which
has resulted in managers re-focusing their marketing
towards institutions rather than towards FoHFs.

What kind of obstacles will emerging fund managers
have to negotiate in the coming months?

AS: There are a daunting set of challenges, however, among
them there are three key obstacles to overcome. On the in-
vestor side, one must manage and ameliorate the absence
of trust and inertia that has crept into the market. There
is no prize for being early or first with a new manager and
taking that initial business risk so the majority of investors
—who remember 2008 all too well - are content to sit back
and wait. Managers have a better chance of overcoming
the inertia by clearly articulating the value proposition and
how the strategy fits in a portfolio.

JG: One of the biggest challenges facing emerging fund
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managers is to attract the right quality service providers.
As a result of the downturn of 2008, capacity in many sec-
tors of service provision is significantly reduced, with the
remaining players ever more selective about the scale of
fund that they take on. This is very noticeable in the prime
brokerage sector but also the custody and administration
areas. At a time when the investors are super-sensitive to
the quality of the service providers, being small is a very
difficult place to be.

What techniques will help hedge funds best establish
capital-raising ventures?

AS: If ‘survival’ was the key to 2008-2009, ‘partnership’ is
the key to 2010. We advise all of our managers to explore
partnership opportunities wherever possible — be they with
service providers, investors, or other funds. Think creatively
about different pathways to building critical mass — exam-
ples might be to establish sub-advisory agreements and
sharing resources with a non-competing strategy. A smaller
fund can only compete in this market if they are leveraging
their service providers.

JG: 2010 could mark the re-birth of the third-party mar-
keting sector. What has become very apparent is that, in a
world where cosy relationships with the few large FoHFs is
no longer an effective method of capital raising, real sales/

Managed accounts, Ucits and even ETF issuers offer
a very effective method of mass-product distribution
similar to the closed-end listed fund regime that
raised a lot of capital a few years ago
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marketing activities have become more important.
Obtaining a Ucits III wrapper works for some strategies,
while getting on a managed account platform is increasingly
seen as a key asset-raising play, but these tools are near use-
less unless accompanied by proper distribution activities.

How should media and marketing strategies be incor-
porated into the initial process of raising assets? Large
distribution and sales networks seem increasingly im-
portant in the hedge fund world, how can new/smaller
funds hope to compete with the big players?

AS: As the industry has matured, marketing success is in-
creasingly defined by a disciplined, persistent approach,
over word-of-mouth and leveraging personal contacts.
In this new environment, brand matters; the sooner a
fund can establish some brand recognition, the sooner it
will enjoy greater success in all other efforts. There are a
number of opportunities to build a brand, however, one
overlooked example is thought leadership pieces or white
papers on a specific area of expertise. Thought leadership
pieces offer an opportunity for managers to demonstrate
their expertise and passion on a certain area of the market
and associate that area of expertise with the management
company. It is the most cost-effective approach.

JG: Market noise, driven by media and marketing activi-
ties, can be very powerful in establishing brand credibility
- linking a product with particularly strong service provid-
ing partners for instance — or for building an understand-

ing of a specific strategy. However, the direct relation-
ships required to bring on investors can only be achieved
through human interaction.

The large sales networks of the big asset managers func-
tion well due to a wide range of product to support con-
tinual investor discussion. A hedge fund manager with one
or maybe just a few products struggles to recreate this level
of investor connection — hence the increasing use of larg-
er third-party distribution networks that carry multiple
product lines into the investor community, thus mirroring
the effect of the large asset managers.

Managed account platforms, Ucits platforms and even
ETF issuers offer a very effective method of mass-product
distribution similar to the closed-end listed fund regime
that raised a lot of capital a few years ago.

How has increased government regulation caused man-
agers to change their strategies? How could something
like the AIFM Directive or Obama’s changes potentially
impact asset raising?

AS: There is so much that managers can do and are not
doing that I view the regulatory uncertainty as something
of a red herring. Increased regulation is coming and the
market will adjust. However, regardless how it plays out,
hedge fund managers will still need to invest in marketing/
business development and distribution resources to build
a successful business. Hedge funds generally run lean and,
while there is a tremendous amount of operational lever-
age in the model, it is time to relinquish some margin to
establish the client service and marketing infrastructure to
build a sustainable business.

JG: Once again, it’s a case of regulation following investor
sentiment (several paces behind as usual). Some commen-
tators predicted the original draft of the AIFM Directive
would drive a reduction of assets in the industry by almost
50% and to force more than a third of hedge funds to fold
— wasn't it the issues of 2008 that drove that?

Banks have long-since ceased to be the primary pro-
vider of seed capital — bank balance sheets were withdraw
from this activity in 2008. Structured products are a frac-
tion of the scale they were and are focused on large-scale
managers not emerging funds.

The new world of asset raising is driven by the new axis
of asset control going back to the asset owner/aggregators.

In terms of new areas of business, what do managers
need to be focusing on? What are the emerging opportu-
nities for new funds and new managers?

AS: EFX Prime focuses almost exclusively on new manag-
ers and small/mid-sized funds. We focus here because we
enjoy helping talented managers when they are most in
need and appreciative of the support, and because of our
investor network we can add the most value. It is a clear
value proposition. My recommendation to all new man-
agers is that you will be happier, and the overall industry
would be best served, if you focus on where your passion
and expertise lie, and not fashion a strategy or structure
based on what the market is looking for. It will be easier to
explain, easier to demonstrate the passion and competitive
edge and ultimately more satisfying when you succeed.
JG: Getting your governance structuring right is essential
- high-quality service providers in the correct domicile
with independent oversight. It’s easy to see why managed
account platforms are the fastest growing infrastructure
type; they are fully independent, with proper governance
standards and in-built distribution. Full house. l
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