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HOW STABLE WILL 
YOUR FUND BE?

O
ver the course of the past 12 months, the 
financial environment has been shaken to 
the core. The industry has had no choice 
but to sit and wait for the impending 
changes set to be imposed by the ever-
delayed Mifid II. Of course, there’s been 

no shortage of things to ponder while passing the time. 
Just take the less understood, but no less significant, 
impacts of the outcome of the EU referendum in June 
2016 as an example. Alone, each obstacle provides a 
headache for fund managers, 
but in conjunction, they directly 
challenge fund stability.

MIFID II
The aim of Mifid II, first declared 
in 2014, is to improve the func-
tioning of financial markets in 
light of the financial crisis by mak-
ing them more efficient, resilient 
and transparent. However, since 
2014, there has been a sense of 
uncertainty radiating from the 
European Commission in their 
search to implement the legisla-
tion. The EU’s approach to roll-
ing out Mifid II legislation has 
been jumbled at best and apa-
thetic at worst, yet as the clock 
continues to tick and January 
2018 approaches, many funds 
still continue to overlook the 
importance of preparation. In a recent study conducted 
by Bloomberg, a poll suggested that as little as 7% of 
firms surveyed are prepared to meet the record-keeping 
requirements of Mifid II. Ultimately, if the industry’s 
lethargic approach continues, Mifid II is not going to 
run as smoothly as first envisaged.

The requirements of the legislation should weigh 
heavily on the mind of managers that have not already 
met the terms of the Mifid II. It is a universal tenet that 
the longer a manager delays their preparation, the less 
likely they are to then apply adequate attention. The 
risk here is that when Mifid II goes live, some funds 
could be caught offside and end up rushing the final 
steps of the process with little or insufficient consid-
eration for the future. The result? Perhaps sharp and 

unplanned adjustments to headcount, lack of freedom 
to invest or even a lack of access to certain fund services 
in the near future. With their thought processes entirely 
dominated by January 2018, many fund managers will 
become undoubtedly unsettled and pigeonholed by the 
legislation as it deprives them of precious time required 
in other vital areas of fund management.

EU REFERENDUM AND FUND VOLATILITY
Volatility is almost unavoidable, particularly against 

the current political backdrop. 
Significant volatility events such 
as the EU referendum are as 
infrequent as they are valuable. 
Despite the imposing scale of 
amendments required should 
a so-called ‘Brexit’ transpire, a 
unique opportunity presents 
itself for the forward-thinking 
manager. Many momentum-driv-
en funds will relish the oppor-
tunity to take advantage of the 
price swings in various assets, in 
turn generating alpha and turn-
ing in strong performance. 

However, on the operational 
side, it’s important to assess the 
risks of periods of frenetic trad-
ing ahead of time, ensuring the 
products and services your firm 
are using to secure your returns 
are cost efficient. For example, 

are you hedging your FX exposure in the right way and, 
most importantly, protecting your bottom-line? 

STABILITY OFFERED BY FX PROVIDERS
The importance of utilising assistance is essential for 
any manager in times of such volatile events. Daniel 
Ross, head of World First - Institutions notes: “With 
options markets pricing in swings of over 4% in GBP 
in the wake of the EU referendum, volatility is highly 
likely and having the security of a tailored FX hedging 
strategy will be critical to locking in returns and mini-
mising your FX losses. With over a decade of experi-
ence in tailoring FX strategies, World First will assess 
your requirements and ensure your firm has the most 
optimal risk management solution in place.” 

Daniel Ross and Jeremy Cook of World First tell HFMWeek about the 
impact that Mifid II and the EU referendum will have on funds
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Meanwhile, as COOs assess their firm’s operations 
amid the overhaul process of Mifid II implementation, 
now is a great time to assess costs and ensure your firm 
has the most efficient solutions in place. World First 
can help you streamline your operating costs work-
flow, allowing managers to pay suppliers, salaries and 
administrative costs in one place and at a better rate 
than the banks. 

BREXIT AND MIFID II COMBINED
The EU referendum will take place on 23 June. This 
date, set to define the future of the UK, is also posi-
tioned to have a whole range of effects on funds. Most 
dauntingly, the effects that a potential Brexit could 
have on Mifid II are widely unknown. If the popula-
tion of the UK do vote in favour of leaving the EU, the 
exiting process is not as simple as first imagined – for 
example:

1.  Under Article 50 of the TEU, the UK must con-
firm its intention to leave the EU

2. EU member states will confer and negotiate a 
mandate for the European Commission of the 
departure of the UK 

3. The UK will then negotiate terms of its exit with 
the European Commission 

4. The Council can then approve the terms following 
an endorsement by parliament

5. The UK leaves the EU on a previously agreed date.
In all, the process would take no less than two 

years after notifying the Council and, due to the UK’s 
ingrained role within the EU, could take as long as 10 
years. Significantly, as the UK moves through the stages 
of departure, it remains a normal member of the EU, 
which entails the full participation of legislation discus-
sion and adhering to treaty obligations. As Mifid II is 
set to be implemented in January 2018, the UK would 
be obliged to follow the implementation before any exit 
could come into effect.

Jeremy Cook, chief economist at World First, con-
cludes: “The EU referendum poses a significant risk to 
the stability of UK asset prices as equities, FX, bond 
and commodities markets remain priced for neither 
a remain nor a leave vote. As such, the outcome of 
the referendum will leave many reeling; funds on the 
wrong side of the trade or those without appropriate 
risk measures will have stumbled into a situation that 
was wholly avoidable. 

“The majority of the fund industry has adopted a 
relatively relaxed approach to the implementation of 
Mifid II, as many have failed to grasp what material 
affect the regulatory overhauls will have on the day-to-
day activities of the firm.”

The ground leading to an EU exit is anything but 
well-trodden with the initial phases following a poten-
tial Brexit being largely unknown. But as funds demand 
a high level of concentration in their efforts to prepare 
for Mifid II, an almighty spanner could be thrown into 
the works causing untold instability. n


