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NeZV

TIME FOR FINANCIAL ADVISERS TO EMBRACE STRUCTURED PRODUCTS?

NeiWheU fiQaQciaO adYiVeUV QRU

iQYeVWRUV haYe beeQ SaUWicXOaUO\

iQWeUeVWed iQ VWUXcWXUed SURdXcWV RYeU

Whe SaVW feZ \eaUV aQd Whe VecWRU haV

VigQificaQWO\ VhUXQN ViQce Whe gORbaO

fiQaQciaO cUiViV. HRZeYeU, Whe caSiWaO

SURWecWiRQ feaWXUe VeePV WR haYe

TXiWe a ORW Rf aSSeaO, ZUiWeV JaQiQe

Mace.

Times are changing. With the share

market rollercoaster continuing to deliver

clients a wild ride, financial advisers are

increasingly facing up to the idea they

may need to find a fresh path through the

volatile new investment environment if

they are to deliver the growth and capital

protection clients want.

Many are realising they are stuck on the

horns of a dilemma – choose to play it

safe until markets settle down, or accept

things have changed and new strategies and tools are needed.

To do that, financial advisers may need to get over their longstanding hesitancy over embracing the

complexity of structured products.

As Geoff Watkins, managing director of specialist consulting firm Path Independent, explains: “A typical

adviser view of structured products is they are too complicated and they feel frustrated at the costs and

lack of transparency.”

He believes they need to overcome this view if they want to access the product solutions available to

protect client investments.

“Many advisers are critical and disinterested due to transparency concerns, but on the flipside, they are

very interested in capital protection for clients. They want the protection, but this is hard to achieve without

complexity,” Watkins argues.

Standard & Poor¶s director fund services Rodney Lay agrees complexity is an issue with structured

products, but he believes it can be overcome.

“Structured products are generally not that complicated, but you need to understand them. Knowing your

product is essential in this area,” he says.

Watkins believes the share market declines in the second half of the year may have been the final straw.

“In the past two months, people have been very interested to talk to us – much more than in the previous

six months,” he says.

“Before that many financial planners seemed to be hoping there will be a return to business as usual, but

the turmoil of August and September has seen some advisers decide they may need to start doing things

differently. There is a shift in thinking by advisers to consider alternative investment tools, as they realise

the old model may not be coming back.”

SORZ PaUNeW gURZWh

Despite this new willingness to at least consider structured investments, the market still has some way to

go. 

The March 2011 Investment Trends Capital Protected Products Report found in December 2010 there were

only 50,000 investors in structured products, which represented a modest rise from the 43,500 in November

2008.
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The figures highlight the slow growth in the structured product market at the moment, according to Lay. “It

is not a particularly vibrant market in Australia since the global financial crisis (GFC). We have seen less

resources being thrown at the sector since then.”

This explains media reports that major investment banks such as Bank of America, Merrill Lynch, RBS and

UBS have experienced recent staff departures due to the reduced retail sales volumes in structured product

since the GFC.

Watkins agrees interest is limited at the moment. “Actually there has been very little money going into

structured products – or most investment products except term deposits – in the past six to 12 months,”

he says. 

“As far as flows go, there has been very little and in terms of size, the structured product market is

irrelevant compared to the rest of the investment market.”

Lay believes the outlook will remain unchanged for some time. “Most people expect to see the market stay

flat, as there is a very high degree of risk aversion at the moment. Financial advisers are reluctant to put

money into structured products in such a risk-averse environment.”

Who is interested?

Although there is limited information about Australian investors in structured products, what is available

indicates investors have several main areas of interest.

A recent paper by the Australian Securities and Investments Commission¶s chief economist, Alex Erskine,

for the 2011 Australian Centre for Financial Studies¶ Money and Finance Conference, gathered together

some of the available data from the Investment Trends survey to create a portrait of structured product

investors.

Erskine noted their median age was 56, they had a median income of $110,000 and a portfolio size of $1.2

million. Most (60 per cent) were investing in their own name, with 32 per cent investing through self-

managed super funds (SMSFs).

The key factors triggering their initial investment were diversification (43 per cent) and capital guarantee (43

per cent). Internal gearing was being used by 15 per cent of investors, while 17 per cent had gearing by the

product provider.

This data matches the experience of those working in the area, with capital protection products

representing the major growth area in structured products.

As HSBC head of sales in global markets, Ian Collins, explains: “Products which maintain 100 per cent

capital protection have seen a good pickup in interest from real investors, rather than investors interested in

short-term products and trends.”

These real investors increasingly include SMSFs. “We are seeing more interest by SMSF investors as the

five-year timeframe suits their investment horizon,” he says.

Capital protection is the major attraction for the smaller balance investor. “The main focus on the 100 per

cent capital protection is in the retail market, but less so at the wholesale level,” Watkins notes.

“We have been promoting bespoke products for wholesale investors and we have seen further interest in

this area. The move in that space is away from full capital protection to shorter duration products.”

Capital protection was an important component in the SMSF structured products launched earlier this year

by Deutsche Bank and Wilson HTM. These products were designed to provide upside to the S&P/ASX200

and offered the choice of two strategies – 100 per cent principal protected or 85 per cent protected.

According to Wilson HTM, the product was designed for SMSF investors who were keen to have a leverage

exposure to the share market without the risk of margin calls.

Collins believes there are two areas of interest when it comes to structured products. “The interest is in

short-dated structured products with no capital protection, or in long-dated products with full protection.”

The Erskine research paper also highlights the importance of diversification when it comes to structured

products. According to Collins, this attribute is now more important to many investors than the gearing

element that largely drove structured product use pre-GFC.

He believes structured products can be used to provide diversification and assist with easy access into

unfamiliar or inaccessible asset classes.

“Where we see structured products as fitting into the portfolio is for investors with a long time horizon and

who are seeking capital protection as a safe way to access an asset class that they may not be that

familiar with, such as emerging markets or global equities,” Collins explains.

There is also interest in other areas. “We are seeing a pickup in demand in the dual currency investment

space and also in reverse convertibles due to current market conditions,” he says.
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