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The Boutique Premium
by Gary Moglione

There have been a number of academic 
papers that have examined the 
performance of funds managed by 
smaller “boutique” investment houses 
versus the much larger “asset gatherers”. 
The outcome of these various studies is 
overwhelming; that boutiques tend to be 
the better performers with a consistent 
performance premium across various 
asset classes, ranging from 0.23%1 to 
0.62%2 per annum net of fees. As a fund 
selector who has worked for one of the 
world’s largest asset managers and one 
of the smallest, and having met with and 
analysed the portfolios of managers 
ranging from new fund launches to 
$50billion funds, I can provide some 
personal insight and views on the 
“boutique premium”.

Larger funds may underperform for a 
variety of reasons. Firstly, a manager of 
a large fund has a shrinking investment 
universe as his or her fund grows. 
The result is they are precluded from 
investing in stocks further down the 
market cap scale. If a fund has £5 billion 
in assets, a 1% position will equate to 
investing £50 million. If you then want 
your investment to be less than 5% 
ownership of that company, you can only 
invest in companies with a market cap 
over £1 billion; removing huge swathes of 
potential investments from your universe. 
Smaller cap stocks have outperformed 
larger caps over the long term3, so by 
excluding these stocks you are missing 
out on a strong potential alpha source. 
In addition to this, larger funds tend to 
have more holdings to increase liquidity 
further. Is a portfolio manager’s 70th best 
idea really as good as their 20th? Then 
comes the manager’s mindset. A large 
fund will be a cash cow generating tens 
of millions in fees and the asset gathering 
firm will have a huge marketing budget 
and well-resourced sales team selling it 
globally.

As long as it does not underperform too 
much, the brand and sales machine will 
keep it growing. 

The manager may be getting a huge 
annual salary and bonus to stay at the 
helm and the last thing they would want 
is to upset this perfect scenario, so the 
path of least resistance is to hold some 
of the larger index stocks to dampen 
down active risk. The result is likely to be 
a low conviction, low tracking error fund. 
Everybody wins, except for investors who 
are suffering poor performance. 

A manager in a boutique fund will often 
have equity in the business and therefore 
it will not be the salary and annual bonus 
that motivates, but the chance to build 
up the company. If the business is a long-
term success, they will have a much larger 
share of the upside. The manager within 
a boutique may have built the product 
from inception using their own process 
and philosophy formulated exactly how 
they think money should be managed. A 
manager within an asset gatherer may 
have inherited the fund and process and 
have to utilise a house “macro view”. 
A smaller fund will be free of liquidity 
constraints so, when appropriate, can 
have a size skew towards smaller cap 
stocks. Free of liquidity constraints, the 
portfolio will typically be higher conviction 
as only the best ideas will be added to 
the portfolio. 

I have no doubt there are lots of things 
in which bigger is better in asset 
management. Sales coverage, reporting, 
IT, marketing spend, brand etc all benefit 
from economies of scale. 

The one area in which bigger may not be 
better is performance. 
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
研富投資服務有限公司
9th Floor, Centre Mark II
305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest 
Investment Services Limited and/or 
Belvest related companies (collectively, 
and individually Belvest) solely to its 
clients, qualified prospective clients or 
institutional and professional investors. 
Unless stated otherwise, any opinions or 
views expressed in this communication do 
not represent those of Belvest. Opinions or 
views of any Belvest company expressed 
in this communication may differ from 
those of other departments or companies 
within Belvest, including any opinions or 
views expressed in any research issued by 
Belvest. Belvest may deal as Distributor or 
Agent, or have interests, in any financial 
product referred to in this email. Belvest 
has policies designed to negate conflicts of 
interest. Unless otherwise stated, this e-mail 
is solely for information purposes.

This message may contain confidential 
information. Any use, dissemination, 
distribution or reproduction of this 
information outside the original recipients 
of this message is strictly prohibited. If 
you receive this message by mistake, 
please notify the sender by reply email 
immediately.

Unless specifically stated, neither the 
information nor any opinion contained 
herein constitutes as an advertisement, an 
invitation, a solicitation, a recommendation 
or advise to buy or sell any products, 
services, securities, futures, options, other 
financial instruments or provide any 
investment advice or service by Belvest.

No representation or warranty is given as 
to the accuracy, likelihood of achievement 
or reasonableness of any figures, forecasts, 
prospects or return (if any) contained in the 
message. Such figures, forecasts, prospects 
or returns are by their nature subject to 
significant uncertainties and contingencies. 
The assumptions and parameters used 
by Belvest are not the only ones that 
might reasonably have been selected 
and therefor Belvest does not guarantee 
the sequence, accuracy, completeness 
or timeliness of the information provided 
herein. None of Belvest, its group members 
or any of their employees or directors shall 
be held liable, in any way, for any claims, 
mistakes, errors or otherwise arising out 
of or in connection with the content of this 
e-mail.

This e-mail and any accompanying 
attachments are not encrypted and cannot 
be guaranteed to be secure, complete or 
error-free as electronic communications 
may be intercepted, corrupted, lost, 
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore 
does not accept any liability for any 
interception, corruption, loss, destruction, 
incompleteness, viruses, errors, omissions 
or delays in relation to this electronic 
communication. If verification is required 
please request a hard-copy version. 
Electronic communication carried within 
the Belvest system may be monitored.
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