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THE RISE AND FALL OF THE CONSOLIDATOR 

 
The July/August 2014 edition of financial analysts Journal includes an 
article entitled “The Rise and Fall of Performance Investing” by 
Charles D. Ellis, founder, Greenwich Associates and currently 
chairman of the Whitehead Institute, Cambridge, Massachusetts. In it 
Ellis explains how technology and increased competition has rendered 
active investment management less productive over the past several 
decades. He also provides a brief and interesting history of fees for 
investment management services. Fees charged in the 1930s saw 
investment counselling “a fine profession, but certainly not a great 
business”. Investment firms newly formed in the 1960s competed 
aggressively with banks and insurance companies on the basis of cost 
management. With the dawn of performance investing in the 1970s, 
fee pressures loosened considerably as investors willingly “chased the 
dream”. But alas Ellis argues, the dusk is approaching for the 
performance investing mantra. Indexing, fundamental investing 
(smart beta), and the use of ETF’s are all gaining in popularity as 
downward pressure on asset management fees continues unabated. 

Of course this is all very good news for the client, who must meet 
defined liabilities with the benefit of returns after fees. Less apparent 
though, is that this scenario creates new opportunities for smaller, 
independent asset management firms to compete with specifically 
targeted skill sets, low fees based on lower cost structures, and most 
importantly, with higher levels of client service than larger institutions 
have shown themselves willing to provide. Under the prevailing 
conditions, putting the client first has been a perennial challenge for 
the asset management industry, particularly so for larger institutions 
devoted to product proliferation. In Ellis’ words, “in what we do versus 
what we say, many of us put ‘great business’ far ahead of ‘admired 
profession’.” This should end and is likely to do so given the revolution 
in technology and competitive structures that is currently underway 
within the industry. 

No doubt my take on the revolution will be seen as heresy by the larger institutions that are wedded to the 
consolidator model. Younger players in the industry will wonder how the “independents” stand a chance 
against the large, established and resource-rich institutional market participants. But this is the second 
iteration; we’ve seen this all before through the 70’s and 80’s when upstart independents seized the reins of the 
investment business from the banks, trust companies, and insurance companies. Opportunity knocks twice in a 
long career. After all, we have learned from experience that active portfolio management as a profession, is 
better executed by small teams devoted to their profession and highly motivated by the rewards of control 
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equity positions. As profit margins diminish across the industry, 
larger institutions will be challenged to retain highly skilled and 
highly motivated teams with so many hands in a smaller pot. 

In an article in the 24 MARCH 2014 edition of Investment & Pensions 
Europe, Taha Lokhandwala quotes Aon Hewitt’s UK head of equity 
manager research, Phil True who said that “consolidation in the 
industry could be positive or negative, depending significantly on the 
foundations of any movement”. The trouble of course, is that the 
foundations of the consolidation movement are firmly planted in 
business (read “profit”) concerns, not professional concerns and 
technology and competition have tossed a monkey wrench in the 
works by increasing the efficiency of world markets and thus reducing 
the opportunity to serve up “alpha” to happy clients and to reap the 
resulting benefits. 

Phil True went on to say: “What we are always wary of is when 
consolidation is driven by asset gathering in a bid to boost the value of 
assets held under management (‘AUM’). . . This is trying to grow the 
company at the top level without thinking about the negative impact 
on clients, such as the turnover of investment staff.” And indeed, what 
we have witnessed through the consolidation era is a no-holds-barred 
war for AUM. 

 

OUR HOPE: 

• A JUST SOCIETY, 

• MORE EQUALITY AMONGST INDUSTRY PARTICIPANTS, 

• A BETTER FUTURE FOR ALL 

 
Active asset management is not going away. Ellis is right to conclude as he does, that the investment business 
must adapt to changed market conditions, adapt he says, in favor of “values discovery” (i.e., client-centricity) 
over “price discovery” (i.e., stock picking). But there will always be room for price discovery skills and the 
reward for price discovery will find an equilibrium when the rush to passive investing settles at a level that 
reflects the “new normal” for global asset allocation models. And though the investor’s dream of superior 
performance will be confined to a smaller actively managed portion of the total fund, the dream will not die. 
And neither will the numbers of market participants who are willing to engage in the pursuit of superior 
returns through active management diminish. Devotees to the science of behavioral finance assure us of this. 
We are after all, human. 

PricewaterhouseCoopers LLP (PwC) published a paper “Asset Management M&A Insights” in March 2015. In it 
they note that “divestiture of asset management businesses from large banks, insurance companies and other 
financial services players has been driving much of the deal values since the financial crisis. The big question 
is whether such divestitures are over.” So the undoing of the consolidation phase is already well underway. 
There is opportunity for independent investment management firms to rise again – good news for independent 
investment management firms and good news for their clients. Hasta La Victoria Siempre!  

 
"Until Victory, Always!" 
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