
RiskRisk AppetiteAppetite
ofof InstitutionalInstitutional InvestorsInvestors

ReconcilingReconciling thethe PrincipalPrincipal‘‘ss RiskRisk AversionAversion
&& thethe NeedNeed of Longof Long--Term GrowthTerm Growth



TheThe NeedNeed ofof

LongLong--Term GrowthTerm Growth

 OurOur savingssavings typicallytypically areare longlong--termterm::
homehome,, educationeducation,, retirementretirement etc.etc.

 AsAs futurefuture buyersbuyers wewe allall profitprofit fromfrom
productiveproductive growth.growth.

 WeWe shouldshould financefinance itit,, thenthen,,
andand provideprovide riskrisk--bearingbearing capitalcapital..



TheThe PrincipalPrincipal‘‘ss

RiskRisk AversionAversion
 SaversSavers feelfeel uneducateduneducated..

 SchoolsSchools stillstill dondon‘‘tt offeroffer financefinance classesclasses..

 TheThe worldworld isis complexcomplex ––andand thethe banksbanks lovelove itit
thatthat way.way.  HeHe whowho cancan‘‘tt convinceconvince byby clarityclarity,,
mustmust confuseconfuse byby complexitycomplexity..

 BankersBankers areare notnot immuneimmune fromfrom greedgreed oror fraudfraud..

 MediaMedia lovelove toto highlighthighlight scandalsscandals..



BrainBrain--stormingstorming::

HowHow toto ReconcileReconcile BothBoth??
1.1. PortfolioPortfolio managermanager:: incentivesincentives,, ethicsethics,, tracktrack--recordrecord

2.2. AssetAsset managementmanagement househouse:: processesprocesses,, codecode ofof
conductconduct, brand, brand

3.3. RatingRating agencyagency:: reconcilereconcile swiftnessswiftness && reliabilityreliability

4.4. Regulators:Regulators: minimiseminimise thethe opportunityopportunity costcost ofof bothboth
overover-- andand underunder--protectionprotection

5.5. Media:Media: constructiveconstructive dialoguedialogue ––withwith whomwhom deservesdeserves itit

6.6. TheThe principalprincipal:: couragecourage,, educationeducation



1.1. IndividualIndividual Portfolio ManagerPortfolio Manager

1.1. IncentivesIncentives:: bonusbonus,, remunerationremuneration,, careercareer
advancementadvancement  biasbias toto shortshort--termismtermism??

2.2. EthicsEthics  thethe scarcestscarcest ressourceressource inin thethe worldworld??

3.3. TrackTrack--recordrecord  TheThe smartestsmartest investorsinvestors pickpick
thethe toptop--deciledecile managersmanagers ––and stick to them.and stick to them.
TheThe generalgeneral publicpublic followsfollows thethe brand.brand.

BiggestBiggest riskrisk:: tootoo easilyeasily happyhappy withwith mediocritymediocrity..



2.2. Asset Management HouseAsset Management House

1.1. ProcessesProcesses::  separateseparate ideaidea generationgeneration fromfrom
executionexecution. Controlling.. Controlling. AuditAudit.. LongLong--termterm
incentivesincentives..

2.2. Code ofCode of conductconduct:: thethe modernmodern figfig--leafleaf??  WeWe
warnedwarned; so; so wewe areare finefine ––legallylegally..

3.3. Brand:Brand:  TheThe consumerconsumer isis confusedconfused byby
complexitycomplexity. So he. So he stickssticks to a brand.to a brand.

BiggestBiggest riskrisk: (still): (still) fatfat marginsmargins letlet youyou sleepsleep withwith
inefficientinefficient ((costcost && riskrisk!)!) structuresstructures..



3.3. RatingRating AgenciesAgencies

(S&P,(S&P, MoodyMoody havehave otherother responsabilitiesresponsabilities thanthan
MorningstarMorningstar oror LipperLipper,, butbut therethere areare similaritiessimilarities.).)

 SwiftnessSwiftness:: RatingRating changeschanges normallynormally laglag marketmarket
performanceperformance..  NoNo leadingleading (=(=helpfulhelpful)) indicatorindicator..

 ReliabilityReliability:: DowngradesDowngrades inin thethe troughtrough werewere oftenoften
followedfollowed byby upgradesupgrades whenwhen thethe sunsun shinesshines..

Also,Also, thethe worstworst casecase oftenoften materialisesmaterialises whenwhen
ratingsratings areare stillstill quitequite strongstrong..

BiggestBiggest riskrisk:: neitherneither swiftswift nornor reliablereliable..



4.4. RegulatorsRegulators

1.1. OverOver--protectionprotection::
KillsKills innovationinnovation
DestroysDestroys selfself--esteemesteem ofof thethe consumerconsumer
ReducesReduces growthgrowth

2.2. UnderUnder--protectionprotection
EncouragesEncourages thethe sharkssharks
FurtherFurther fostersfosters riskrisk aversionaversion
GeneratesGenerates frictionalfrictional costcost

BiggestBiggest riskrisk:: RelyRely onon thethe smallsmall printprint ––whilewhile
onlyonly thethe sharkssharks cancan affordafford thethe lawyerslawyers..



5.5. MediaMedia

1.1. ExitExit versusversus voicevoice: media: media oftenoften areare thethe lastlast resortresort forfor
whistlewhistle--blowersblowers..  ttoooo badbad thatthat whistlewhistle--blowersblowers tootoo
oftenoften areare notnot heardheard withinwithin thethe organisationorganisation

2.2. OverOver--strechedstreched resourcesresources:: rarelyrarely aa journalistjournalist hashas thethe
time and/time and/oror knowledgeknowledge toto digdig deeplydeeply intointo a mattera matter
 ((overover--)dependency)dependency onon moremore oror lessless reliablereliable
externalexternal sourcessources ((withwith theirtheir ownown agendaagenda).).

BiggestBiggest riskrisk:: seekingseeking toto makemake thethe headlineheadline,, oror toto bebe thethe
firstfirst,, journalistsjournalists maymay ruinruin thethe reputationreputation ofof thethe hardhard--
workingworking performerperformer,, oror makemake aa herohero out ofout of thethe clownclown..



6.6. TheThe PrincipalPrincipal

1.1. CourageCourage
TakeTake somesome ((controlledcontrolled)) riskrisk
TrustTrust youryour ownown judgementjudgement
UnderstandUnderstand thethe opportunityopportunity--costcost ofof riskrisk aversionaversion

2.2. EducationEducation
ParentsParents,, schoolsschools & permanent& permanent educationeducation
KnowKnow thethe costscosts ––andand youryour willingnesswillingness toto paypay
RefuseRefuse toto speakspeak Latin.Latin. DonDon‘‘tt acceptaccept smallprintsmallprint..

BiggestBiggest riskrisk: relative to: relative to thethe 55 groupsgroups ofof agentsagents,, thethe
PRINCIPALPRINCIPAL isis lessless knownknown,, lessless visiblevisible,, lessless powerfulpowerful,,
lessless heardheard.. ButBut hehe payspays forfor allall agentsagents..



TheThe HugeHuge OpportunityOpportunity CostCost ofof

Lost GrowthLost Growth
1.1. CaveatCaveat emptoremptor:: youryour bestbest agentagent isis youryour ownown judgementjudgement

andand knowledgeknowledge..

2.2. BewareBeware thethe agentsagents:: theirtheir agendaagenda tendstends toto bebe shortershorter--termterm
thanthan thethe veryvery longlong--termterm interestsinterests ofof thethe principalprincipal..

3.3. ExitExit strategiesstrategies unavailableunavailable:: ourour biggestbiggest savingssavings areare ourour
homehome,, employeremployer‘‘ss andand statestate pensionpension.. CanCan youyou sellsell thatthat??

4.4. VoiceVoice strategiesstrategies difficultdifficult:: journalistsjournalists preferprefer toto speakspeak toto thethe
„„professionalsprofessionals““;; i.ei.e.. otherother agentsagents..

BiggestBiggest riskrisk:: InnocentInnocent principalsprincipals andand interestedinterested agentsagents face aface a
loselose--loselose situationsituation:: longlong--termterm growthgrowth isis lost onlost on thethe altaraltar ofof
thethe agentsagents‘‘shortshort--termterm gaingain..
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