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The rise of the boutique asset
manager

DECEMBER 2008 From hotels to haute couture, the concept of “boutique” implies the same

characteristics in a business whatever the sector in which it operates: Exclusivity,
IAN BARNES, focus, quality, and often a high price. These factors are said to apply, just as much
MANAGING DIRECTOR to boutique asset managers as any other business. The question is, ‘Is this a case
AND HEAD OF of style over substance, or is there really a benefit from “buying boutique”?’
OPENWORLD®

This article examines the boutique business model: Why has it grown so rapidly? Is
there a superior value proposition for investors in boutiques? And finally, what are
some of the challenges investors face in trying to access this superior value
proposition?

Defining “Boutique”

A good place to start would be to define “boutique” in the context of asset
management. Boutiques cannot be defined by a set of quantitative criteria, such as
a firm with less than $5bn assets under management, as boutiques appear in many
different shapes and sizes. Instead, it is much more important to consider factors
such as motivation, control over the product and alignment of interests. Being a
boutique is more about state of mind.

However, boutiques do generally have some or all of the characteristics listed
below:

Part or wholly owned by the investment team

Spin-off from larger investment house, often with private equity backing
Outsource non-core functions

Products on performance-based fees

Products are capacity constrained

Focused, highly specialist products

Fewer stocks, i.e. more concentrated portfolios.

The growth of the boutique

Both the boutique business model and the growth in the proportion of the asset
management market represented by boutiques are prevalent in all major markets
from the US to Europe to Australia (see Figure 1 for Australian experience). But
what is it that has caused so many boutiques to launch in recent years?

There is one particular market which is very useful to study when investigating
boutiques. The universe of active Australian equity managers is broad enough at
about 120 to form a statistically significant data set but is small and discrete enough
to enable full coverage of the manager universe. Furthermore, Australia has a
strong history of entrepreneurial business practices which has encouraged the
growth of the boutique manager in recent years. For this reason, much of the
analysis discussed in this article uses the Australian market as an illustration.
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We also use analysis derived from the universe of managers hired in Russell
Investments’ Dublin range of multi-manager funds. Of approximately 180 mandates
managed across global and regional equity and bond markets, around 80 of these
are from boutique managers. Considering both data sets allows an in-depth study
of one equity market, and a broader study of a multi-asset product set which adds
additional perspective.

Figure 1: The rise and rise of boutique Australian Equity managers
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Driving the boutique trend

Throughout the 1990s and on to the present day, the asset management industry
has become more specialized. Particularly as the hedge fund market grew, asset
managers started to think beyond the boundaries of the larger and often
bureaucratic financial institutions within which they sat. Why be subject to the
financial and political volatility experienced by many of the global banks when you
can have control over your own destiny? Why be forced always to grow, grow, grow
- even into areas outside of your core sphere of expertise - when you could be in
control of a more focused product range?

As global assets under management grew the market could support more
participants, and top performers began to consider the possibility of setting up their
own autonomous boutiques, independent of, and in competition with, their previous
employers.

Measuring the “boutique effect”

But what about the “boutique effect” - is there a value proposition in these
organizations over and above their larger, more institutional peers? We can see in
Figure 2 that the typical Australian boutique has delivered some attractive
performance for investors. The median rolling excess returns for boutique
managers have exceeded (or at least broadly matched) those of institutional
managers over most of the last 12 years. Over this period, the median yearly
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excess return for boutiques averages 3.1% per annum versus 1.2% per annum for
institutional managers.

Figure 2: Median rolling yearly excess returns of Australian equity managers
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This observation is supported by the data from the managers in Russell’s multi-
manager fund range in Dublin. Over the 3 years to 31 December 2007, the average

added value from the group of boutique managers exceeded the added value from
the group of institutional managers by 2.4% per annum.

Of course the amount of risk taken to generate these returns is important to
consider. From Figure 3 below you can see that whilst boutique managers have
generated higher returns in Australia, this has come with a higher average ex-post
tracking error. The same results are seen in Russell’s Dublin manager universe,

where the 2.4% of additional performance discussed above has been achieved by
taking 1.8% per annum additional risk.

Importantly though, the results demonstrate that this additional risk is being
rewarded — and in an environment where returns on equity markets are expected to
be relatively modest compared to the last 20 years, this is highly beneficial. If you
couple this with the fact that boutiques often chose to focus and become experts in
highly specialist areas of the market, it is easy to see why investors have become
extremely attracted to the boutique segment of the market.
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Figure 3: Median rolling yearly tracking error of Australian Equity managers
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Unlike asset management teams of institutional firms, bad boutiques tend to go out
of business fast. They therefore disappear from the data set much more quickly
than those managers which have the support of a large parent company. Thus any
analysis of performance numbers should be informed by their likely survival bias.

Equally, we know that past performance is often a highly unreliable indicator of
future return patterns.

This means that manager selection in the boutique area remains critical. Identifying
those boutique managers with real skill requires great expertise, especially since
you often have to dig really deep to get the answers you need, as boutiques are not
set up to answer standard research questionnaires, for example. Research into
boutiques favours those manager selection firms with significant on-the-ground
analyst resource which can visit these boutique firms where ever they are based in
the world. Given how much of the value proposition of the boutique manager hinges

on the founding investment team, there is no substitute for an in-depth knowledge
of the people involved.

Second, because of the focus that boutiques have on investing rather than asset
gathering, it is often quite onerous to do business with these firms. A boutique
manager with a great reputation will fill up available capacity quickly and investors
need to be there at the beginning if they are to secure some of this capacity.
Equally, the boutique model is often not one that individual investors can access as
many boutiques prefer to foster a small number of larger, institutional-type clients
rather than offer funds for the retail or high net worth markets.

-/
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We are entering an unprecedented time of flux in the asset management industry.
Dramatic declines in equity and bond markets, coupled with endemic
underperformance in areas like hedge funds and other absolute return products has
led investors to challenge their current investment choices. Money will be quite slow
to flow out of the hedge fund market initially due to gates and lock-ins, but when it
does, it will be significant (over $30bn of redemptions in Q3 2008 alone with much,
much more to come)'. At this point investors will be looking for increasingly
specialist, diversifying investment opportunities in which to invest — and this plays
right into the hands of the more focused boutique asset manager. For those making
strategic investments in this area now, the future is likely to be bright.

"Hedge Fund Research, Sep 2008
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For more information:

Call Russell Investments at +44 (0)20-7024-6000 or
visit www.openworldinvesting.com

Disclosures

This material does not constitute an offer or invitation to anyone in any jurisdiction to invest in any Russell product or use any
Russell services where such offer or invitation is not lawful, or in which the person making such offer or invitation is not qualified to
do so; or to anyone to whom it is unlawful to make such offer or invitation, and has not been prepared in connection with any such
offer or invitation.

This material is not intended for distribution to retail clients. Unless otherwise specified, Russell is the source of all data. Unless
otherwise specified, all information contained in this material is current at the time of issue and to the best of our knowledge all
information presented is accurate, however this cannot be guaranteed. Any opinions expressed are those of Russell Investments
Limited and not a statement of fact and they do not constitute investment advice and are subject to change.

The value of investments and the income from them can fall as well as rise and is not guaranteed. You may not get back the
amount originally invested.

There is no guarantee that any target or projected figures will be met and this information is for illustrative purposes only. Any
simulated figures and estimated figures are for illustrative purposes only. Any past performance figures are not necessarily a guide
to future performance. Any reference to returns linked to currencies may increase or decrease as a result of currency fluctuations.
Any references to tax treatments depend on the circumstances of the individual client and may be subject to change in the future.
All manager return figures are gross of fees.

Copyright © 2007 - 2008 Russell Investments Limited

Issued by Russell Investments Limited. Company No. 02086230. Registered in England and Wales with registered office at: Rex
House, 10 Regent Street, London SW1Y 4PE. Telephone 020 7024 6000. Authorised and regulated by the Financial Services
Authority, 25 The North Colonnade, Canary Wharf, London E14 5HS.

Russell OpenWorId® /I The rise of the boutique asset manager / p6




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


