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A significant drag
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Martin Straub on retrocessions and undisclosed payments in Swiss asset management
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1AM takes an estimated 0.4 par cent per
ariraiem In metros, Mote that the drag & far
greatir tham the retrd rate itsalf, a retro
rars &l D& por cent per annam bas a
11.2 per cent negative affect on partfalia
perfarmance owar 20 years. Thie ratro fate
ar funds and structured products ranges
fram 1-5 per cent, shouild the dignt end
up with a G0-80 per cant alkscation,

with frequent rabalancing the Lk can
ﬂ-‘-'&-”ﬁ' miowe 10.an annual reTroces s
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held, types af tunds, typas of secuniiy,
the depot bank Folding tha assets, and
trading frequency’acoount turnover. Like
a 1ax, Telrol cansume J greater sharg ol
investment gurerth as the retro rate oo
invesimen hew'don ingeases 35 shiosn
InFigure 2 bebows, Linkike taxes, howsavar,
the client is genarally. not aware that
thrase pavments take place.

Figure 2: Impact of retrocassions
an partfolio return over 20 years
Mate Lhat a 1 per cant annual ‘retrocessian
rate’ costy thechent a quarier of his real
return ower 20 years, Ag Bnstein once said,
‘Campound interest is tha most powerfu
farce in tha uninsarsa’

Tk Filligstrates the aase with whech
8 1 per cant anneal retro rate can be
achigved on an ndividual account, Tha
amed chassas hawe been chasen intentionally
ta illustrata theaffect and poteniial incame
fr an LA Figuees do nof include the (AR
maragement feg, which comes on top

Figure 3: Negative impact of trade
frequent ¥ an returns

Ragulatory Issues and same
parspactive,

laks e self-regulated in Switzerland,
subgact 10 the Swess Financial Markens
authaority (FRRAL Thers are 11 mEodrivad
Self-Requiatony-Organiaions
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(SROs} and each AR isobliged 1o join
one: I October 2008, FANMA released

& gquidednes document, 'Eckwarte mur
Visrrpdgersyverawaltung', or ‘Corner valyes
of asset management’. This dacument
comlaingd conorete recommenced
rminimum standards for disdoswre,
transgaenty, reporting, fees, content

of the gsser management cantract, and
detailed requirerneants for the reatment and
diselosure of retrecsssions. Unfortunately
the standards are recormamendations anly
and in no way enfarceable, se cliepts must
stil Lake care.

Erarm an Adglo-Saxon poent af view, sef-
regulation appears o hade failed. Bowever,
Switzecland has never expenenced the
big blordeayps that plagus Ryper-regulated
Arepo-Sacon systami. There had neser
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b a Bermie Madod], Michael Mifesn, Wan
Bosaky, OF @ Dennis Levine. B financia
blowsups ke Lehiman, Bear Stams, AlG,
Erircati aredf fiLimendus othars whene imsastars
lome Thenn sburts oot tend to happen

hare, The Sewes consersus Way does seem
o proiect the ifedslar — af & 00sL, B The
L=t B wedrs, there had not been a single
majar bank taileen Switzerland — wheare
irvesiors hawd |08l Seraus money. Consider
thea comd 1o irmeestors i e wake of tha SEL

| orsis, the petrodollar crises, oF (e recent

sub-prime debacle Parbcpants sesm 1o
nderstand that there are lires ned 16 be
crassad and aci o resfrain thermdEyes m
collectiva salf-irteresl. Thete urraritian
rubas, tha spant of the lawy rather than
the letter, are Seoadly respected. Sinply

i abolishing ratros, attractee thoough the
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taught may be, s geatiabily not feasible
Incregsed discloswire, transparency and
bt irEsnr sducation seerm the bast
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Conclusion

The hask problem with relics (8 mEt 1hat
they exist, i1 15 That they are ndl dischased
and not frankpanent . Basing disclasure and
birther trarsparency will probatsly make
therm goaiway ol thair oeen Acooed over
time, FIRMA"S point of vy alee SE8ms 10
b that through reguiring full dischasne of
retras, clients will gither migrats ower Iime
o othar provediers o will demand betier
deals. hore Ak ane indeed aflerng and
5w.1.:hing ceear bo retro-frae’ modes -
adrmattedly at a glacial pace. Following the
dlobal trend, the Swiss markat is moing
showly toward increased transparancy, Quor
the hong ferm, redros shodd wanesh or be
transformed inta other forms of disclosed
compensation, without the raed for heady
handed regulation, which often creates
crazy moentives, distorts marked signals and
can ead o unexpectad rasulls contrary b
what wias origna®y inended, Thare is an
apportunity for some ks to distinguish
thermsetves throwgh bettar sarvice lavels

&8 clients are damonstratly willing to pay
{or betier servics, FINMA appears to ba
taking the agproach of requiring increased
disclosuse toanable poth client and WAk

1o act in their cvn seb-interest to firally
corsign retros 1o the dustban of history or
rivake them & lembmane, daclosed, sarvice-
jewel linked componant of compensatan, W
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