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Can Europe’s asset managers 
pull off M&A?
Consolidation in the asset 
management sector, especially 
in Europe, is a constant theme in 
industry forums. There were 23 M&A 
deals in the sector in 2011, according 
to Jean-Baptiste de Franssu, 
chairman of advisory firm Incipit, 
who chaired the third FundForum 
International 2012 CEO panel on 
Wednesday morning.

“Most of the largest asset 
management firms have gone 
through acquisitions,” said de 
Franssu, a former president 
of Efama, who also noted that 
consolidation had helped lift the 
market share of US independent 
players from 28 to 55 per cent of 
assets under management.

Europe needs a similar process, 
according to Javier Marin Romano, 
head of global private banking at 
Banco Santander. “Europe lacks 
independent global players to compete 
with our US counterparts,” he said.

However, James Charrington, 
chairman of BlackRock’s EMEA, 
business, says M&A is not the 
whole answer. “Many firms are for 
sale, but few are being sold,” he 
said. “I believe regulation will drive 
consolidation – there are too many 
asset management firms, but not 
enough good ones.”

Martin Gilbert, chief executive 
of Aberdeen Asset Management, 
argues that banks should hold on to 
their asset management businesses 
if they can. “It seems crazy to sell 
your best business, although in this 
climate it’s probably the only one 
you can sell,” he said. If banks must 
sell up, Gilbert advises seeking a 
contribution deal, like Aberdeen’s 
with Credit Suisse. If you find the 
right partner, he says, the synergistic 
benefits can be huge.

Asset inflows are already dictating 
who the likely winners will be. “It’s 
winner takes all,” said de Franssu. 
“Fewer and fewer players are gaining 
more and more of the overall market 
share.” Added Carmignac Gestion 

managing director Eric Helderle: “At 
some point, if companies aren’t getting 
inflows they will be bought out, or the 
market will decide they won’t survive.”

Gilbert argued that it was much 
easier for independent firms to buy 
bank subsidiaries than boutique 
shops: “The deal with Credit Suisse 
worked out very well for us given 
that it has one of the world’s largest 
private banks.”

But he doubts whether private 
equity can play a big role in 
consolidation. “The amount of due 
diligence that private equity firms 
do tends to swamp deals,” he said. 
“The Guggenheim-Deutsche Bank 
deal involved two PE firms, so I’m 
not surprised it didn’t succeed.”
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“We’re just not good at creating 
scale in Europe,” commented Francis 
Jackson, EMEA regional executive 
for J.P. Morgan Worldwide Securities 
Services, in the fourth CEO panel 
discussion, on how to tackle the 
problem of long-term savings.

Moderator Thomas Seale, 
chief executive of European Fund 
Administration, noted that pay-as-you-
earn public pension systems have 
been described as little more than 
elaborate Ponzi schemes. “Asking 
the younger generation to pay taxes 
to support the older generation is 
nothing more than building debt,” he 
said. “Private pension plans are still a 
drop in the ocean.”

Some 73 per cent of the audience 
voted that the solvency of EU public 
pension schemes would spark the 
next sovereign debt crisis, and 
Guillaume Prache, managing director 
of Euroinvestors, believes it could be 
even worse.

“It’s a slow-release poison,” he 
said. “Governments have been 
sweeping the issue under the carpet 
for years and will continue to do so. 
What we need is clear and mandatory 
disclosure from all governments.”

A plurality of the audience (37 
per cent) said governments should 
try fiscal incentives to boost private 
pension take-up before imposing 
mandatory enrolment.

However, Todd Ruppert, president 
of T. Rowe Price International 
Investment Services, argued that 
the challenge lay in the difficulty of 
behavioural modification. “Delaying 
and not setting aside enough are the 
two big sins,” he said. “Individuals 
are procrastinators, which is why 
a mandatory solution is the way 
forward.”

Jackson noted that the 
Netherlands has a successful 
compulsory scheme supported by 
a state-reinforced model, and that 
the major problem with the UK was 
that participation in private saving 
schemes is not obligatory. “New 
Zealand’s super trusts have attracted 
huge volumes of savings since 
2007,” he said. “But it’s a flexible 
model, whereas in the UK you put 
your money away for 30 years and 
have no access to it.”

Increasing awareness is vital, 
according to James Dilworth, 
CEO for Europe at Allianz Global 
Investors: “The biggest problem is 
that people are starting work later 
and living longer.” 

According to Prache, simple, 
transparent long-term products are 
required to rebuild people’s trust. 
Allan Polack, CEO of Nordea Savings 
& Asset Management added: “We’ve 
not focused much on these long-
term schemes as asset managers. 

We need to ask what we can do to 
develop the right products.”

Can Ucits be part of the solution? 
Said Ruppert: “401K assets are 
mainly in US mutual funds, so I think 
UCITS funds can be useful.” Three-
quarters of US investors buy mutual 
funds for retirement purposes. “In 
the US, mutual funds really took 
off when the 401K framework was 
introduced,” said Dilworth. “That 
framework is missing in Europe.”

Polack said Ucits were not a 
complete solution because of their 
liquidity requirements. Something akin 
to a pension Ucits was needed, with 
two key differences: they would need 
to invest in long-term assets, and 
contain some insurance component.

Scale is vital, though. “Australia’s 
superannuation trust programme 
works because it is huge,” 
Jackson said. 
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Brown Brothers Harriman has 
launched Global Portfolio Strategy, 
a research product offering portfolio 
managers a consistent analytical 
framework for regional, country and 
sector-based global equity decisions.

“This is a major expansion of our 
portfolio strategy platform, extending 
the process-driven approach that is a 
key characteristic of the US Portfolio 

Strategy to global markets,” says 
Robert Hughes, who heads global 
equity strategy research at BBH.

The foundation for his team’s 
research is a framework focused 
on earnings estimates and estimate 
revisions, valuations, macroeconomic 
data, fundamental data, and a 
qualitative analysis of trends in 
geopolitics and policy variables.

“This product complements the 
existing BBH research suite, adding 
a new perspective on regional and 
global sector equity allocations,” says 
director of equity strategy research 
Andrew Burkly. “Combined with our 
international stock-level earnings 
analysis, it provides another layer of 
tools to help portfolio managers with 
global equity investment decisions.”

BBH launches global analytical 
tool for equity managers

Volker Rule and Fatca pose 
headaches for global business
It’s not only the European Union that 
is piling a plethora of new regulation 
and compliance requirements on 
asset management firms. Across 
the Atlantic, the Volcker Rule, which 
aims largely to ban proprietary 
trading by US institutions, is forcing 
a rethink of business models.

“The Volcker Rule is a huge, 500-
page document put together by five 
separate agencies,” commented 
Anne Doherty, market manager 
for EMEA-based complex global 
accounts at J.P. Morgan Worldwide 
Securities Services.

Speaking at a panel session 
dealing with US regulation, Doherty 
said: “Anything regulated outside the 
US will be deemed to be proprietary 
trading. There will be severe 
limitations for our asset management 
arm and custodian bank.”

The rule’s extraterritorial 
application will bar covered entities, 
including non-US banks with a 
US presence, from investing in or 
sponsoring many types of fund.

“The only exemption is mutual 
funds,” said Florence Fontan, head 
of public affairs at BNP Paribas 

Security Services. “Financial 
institutions will therefore be restricted 
from holding more than 3 per cent of 
their assets in Ucits.”

Fatca, the Foreign Account Tax 
Compliance Act, will be another 
major hurdle for foreign financial 
institutions that invest in the US, 
according to KPMG partner Rachel 
Hanger. Institutions must sign up 
to FATCA – which aims to stop US 
taxpayers avoiding tax by investing 
offshore – by June 2013, even though 
detailed rules have yet to be finalised.

“Firms need to map changes in 
the rules to the business distribution 
model,” Hanger said. “There’s also 
a cost issue because of their sheer 
complexity. Will that drive different 
distribution models?”

Federated Investors, which has 
USD370bn under management, 
is moving quickly to achieve 
compliance. “We’re working with 
service providers, legal partners 
and compliance to ensure we know 
our clients,” said corporate counsel 
Greg Dulski. 

Even if a fund and its manager 
are Fatca-compliant, the custodian 

needs to be too. “The entire chain 
has to be compliant,” Fontan said.

Non-compliant foreign institutions 
face a 30 per cent withholding on 
US-source income, for instance 
revenue from US equities and bonds. 
“We have to help our clients,” Doherty 
said. “This isn’t just about service 
providers being compliant, but fund 
managers and distributors as well.”

According to Martin Dobbins, a 
senior vice-president at State Street 
in Luxembourg, the various inter-
governmental agreements the US is 
negotiating will complicate matters 
further. “There are 28 different 
categories, and when you overlay 
those onto IGAs things become very 
challenging,” he said.

Even an Irish fund investing solely 
in Japanese assets with Japanese 
investors, with no exposure to the 
US, would still be considered an 
affiliated group and have to register 
for Fatca. “Nobody wants the job of 
responsible officer,” said Dobbins 
half-jokingly, when a typical bank 
might have 200 separate structures, 
“one-third of which might be 
compliant”.
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Advent: mandatory clearing 
should bring OTC benefits
The mandatory requirement to use 
clearing houses for various OTC 
derivatives including interest rate 
swaps, credit defaults swaps and 
certain FX products could offer real 
benefits, according to Ben Broadley, 
a senior application engineer at 
Advent Software.

“It will enable the industry to 
mitigate counterparty risk, by removing 
exposure to individual brokers and 
because the clearing members will 
guarantee every transaction to the 
clearing houses,” Broadley says.

“It will also improve pricing and 
reduce the amount of documentation 

needed.” In addition, positions with a 
central counterparty could be subject 
to a lower capitalisation requirement 
than other positions under the Basel 
III rules.

However, centralised clearing is 
also likely to entail higher collateral 
management requirements, because 
of stricter initial margin calculations 
by clearing houses and more limited 
access to the benefit of cross-netting.

“Restrictions will also apply to 
acceptable collateral types through 
each CCP’s eligibility criteria, 
impacting collateral liquidity,” Broadley 
adds. “Possible solutions to this are 

to enter into asset transformation 
swaps, single currency funding 
agreements, or pre-paying services 
with your clearing broker.”

Allocators need to understand 
investors’ pain threshold
Does the asset allocation process 
need fixing? That’s a question being 
considered by many investment 
managers, like Jan Straatman, chief 
investment officer of Lombard Odier 
Investment Managers.

Speaking at a panel session 
chaired by Clara Dunne, chief 
executive at Caceis Investor Services 
in Dublin and Amin Rajan, chief 
executive of Create Research, 
Straatman observed that the 
information that gets fed in to generate 
risk-neutral optimum portfolios often 
isn’t risk-neutral at all.

“We’ve all learned that asset 
allocation takes up to 90 per cent of 
your risk budget, but with distributions 
getting wider and correlation 
increasing, we’re looking to innovate 
in the asset allocation process.

“We want to make it more 
bespoke and attuned to our 
investors’ risk/return targets.” The 

objective, he says, is to create more 
stable distributions and manage 
drawdown risk better.

But the process is not an exact 
science, noted Aberdeen Asset 
Management CIO Anne Richards. 
“Fifteen years ago asset allocation 
was about seeking returns,” she 
said. “Now it’s all about risk, but we 
don’t understand exactly what risk 
is. We need to assess what risk is 
before creating portfolios.”

Eurizon Capital’s response to 
the dilemma is dynamic hedging. 
According to head of global 
strategies and total return Claudio 
Foschi, diversification is the best 
long-term hedge for asset allocators, 
but in the short term high-frequency 
trading is making things harder.

“The next challenge is how to 
hedge our portfolios effectively,” 
said Foschi: “First, expand the 
investable universe; secondly, focus 

on risk allocation rather than asset 
allocation; thirdly, hedge more 
dynamically using futures and 
options.”

Eurizon is implementing fixed-
maturity products to create “better 
affinity with clients’ investment 
horizons and their risk profiles”.

Brian Fleming, head of multi-asset 
risk and structuring at Standard 
Life Investments, said: “With fixed 
maturities, clients have to understand 
the journey involved. There can be 
huge drawdowns along the way. 
Allocators must clearly set out the 
objectives and engage closely with 
the client to provide reassurance 
when the portfolio is falling.”

Straatman agreed, saying: “This is 
about understanding the maximum 
pain threshold for each client, and 
making sure investors understand 
whether the strategy fits exactly what 
they want.”

Ben Broadley
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GLG’s Roman on Lehman, fees 
and riding the Bengal tiger
“I made a tremendous mistake 
trusting Lehman in 2008,” 
commented Manny Roman in a 
candid interview with Andrew Fisher 
of Towry Group. “We had some 
exposure to them; we should have 
had none. It was messy for a while. 
Now, every night before I go to bed 
I pray that my counterparties are in 
good shape.”

As chief executive of GLG 
Partners, Roman heads one of the 
world’s most successful hedge 
fund managers, the latest step in a 
remarkably successful career that 
included 18 years at Goldman Sachs, 
where he was co-head of worldwide 
global securities services before 
leaving for GLG in 2005. 

Roman says he runs a hedge 
fund firm, a task likened to herding 
not cats but Bengal tigers, “because 

I love investing. You have a 
scorecard every day, and you’re only 
as good as your last set of numbers. 
I do it because I love to do it.”

Regarding hedge fund costs, 
now a more acute topic than ever, 
Roman says it all boils down to 

performance. “You need to generate 
12 per cent net of fees – at GLG 
we’ve delivered 14.2 per cent,” he 
said. “Clients understand why we 
charge these costs and are happy 
with the returns – but the minute 
we stop delivering, they will start to 
question what we’re doing.”

Roman is relaxed about regulation 
in the UK, arguing that the FSA does 
a good job. That’s not necessarily 
true of the US: “Regulation is much 
looser, so something is more 
likely to go wrong in the US than 
anywhere else.”

Right now he admits it’s hard to 
be bullish on equities. “The solution 
is to get through the ups and downs 
and deliver 10 per cent,” he said. 
“That’s slightly lower than my earlier 
figure, but right now 10 per cent is 
doing great.” 

Apple or Facebook – your next 
asset management rival
Watch out for the new army of 
Silicon Valley asset managers, 
warned Jaspar Roos, the wonderfully-
titled chief inspiration officer for the 
Dialogues Incubator platform at 
ABN Amro.

The incubator, as its name 
suggests, is to develop emerging 
strategies. “We’ve developed a tool 
to help traders control stress, we’re 
selling compliance knowledge, we’ve 
even set up the Institute of Brilliant 
Failures,” Roos said.

What would firms like Apple, 
Google and Facebook do if they 
were asset managers? 

“The reason people like Apple 

is its design focus and simplicity,” 
Roos said. “They trust the brand. 
If it started a bank, it would likely 
use the same interface as iTunes, 
which already has 400 million active 
accounts.” Maybe it would be 
called iPay. “If Apple were an asset 
manager people would love the 
simplicity of its features.”

With products like Google Maps 
and Google Analytics, the search 
engine giant is creating a bubble for 
its users and knows exactly what 
they are doing. “As a bank, Google 
could create the best pension plan 
because it already knows you so 
well,” Roos said.

Facebook already has its own 
currency, used for social gaming, 
which generated 15 per cent of 
2011 revenues. “It would be easy 
to take the next step and become 
a bank,” Roos said. “In my view it 
will become a bank, not now, but at 
some point in the future.”

What asset managers need to 
start thinking about is trends like 
big data, social media research, the 
role of trust, psychology and impact 
investing. “I recommend you look 
at what’s happening in these non-
financial markets,” Roos said. “One 
thing I know is that data will rule 
the world.”

Manny Roman
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