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Financial

Institutional, regulatory pressures pushing hedge 
fund sector toward consolidation
March 16, 2012  
By Matt Blumenfeld

Stabilizing markets and rising costs due to regulatory require-
ments could trigger an anticipated pickup in deal-making activity 
among hedge funds and other wealth management firms.

Small hedge funds could be consolidating in a big way in 2012, 
Man Group Plc’s Peter Clarke said, according to a March 12 Financial 
News report. Undersized firms are seeking shelter with bigger part-
ners to build scale, which is driving up activity levels, Clarke said. 
The Man Group chief said his firm could be looking at a few modest 
transactions, while Schroders Plc’s chief executive, Michael Dobson, 
also reportedly told the outlet that several hedge funds and funds 
of funds are up for sale.

Transaction discussions are picking up at the hedge fund and fund 
of fund levels, Colchester Partners managing director Gregory Dimit 
agreed. While the industry as a whole favors larger players, Dimit 
told SNL that he has seen outstanding performance from a number 
of smaller funds, even those with under $500 million in assets under 
management.

“But these firms are struggling to get institutional traction, which 
is where a lot of the new money is coming from,” he said, adding that 
such firms would make for logical takeout candidates.

The pipeline of wealth management and alternative investment 
firms geared toward institutional and high-net-worth investors is 
strong, but there have yet to be many independent transactions, 
Sam Yildirim, a partner in transaction services at PricewaterhouseC-
oopers, told SNL. The increasing global regulatory burden should 
push managers toward partners to deal with the costs of transpar-
ency, which are currently being borne by small and midsize firms 
that might not have the scale to cope with them, she explained. 

Larger firms that have that compliance infrastructure are also 
more appealing to institutional investors, Dimit pointed out. The 
pressure builds for smaller players to find partners every year those 
trends continue, he added.

But lingering worries over valuations could be one of the last re-
maining impediments to getting those kinds of transactions done.

“At the end of the day, if you’re an owner of a business, you’re 
not going to sell just because you have good arguments for a sale 
or a merger if you don’t get the valuation you think the business 
deserves,” Yildirim said.

Valuations in the asset management industry have historically 
been very clustered, but today they are widely scattered, according 
to Yildirim. Decent multiples could be realized in situations where 

a target is seen as having a particularly attractive competency or 
brings synergies to the table, but targets for bolt-on acquisitions do 
not carry anything close to the same premium. While the environ-
ment is certainly better now than it was at this time in 2011, when 
there was a lot of talk about a double-dip recession, a lot of uncer-
tainty remains, Yildirim pointed out. Managers are well aware that 
the values achieved at the peak just before the financial crisis are 
not coming back, but they are still hoping to get back to historical 
averages.

“We’re not there yet,” Yildirim said.

The hedge fund industry as a whole has been plagued by poor 
performance over the last couple of years and, according to a study 
by BarclayHedge and TrimTabs Investment Research released March 
5, experienced steady outflows for the last few months of 2011 and 
into January. Hedge funds redeemed about $15.2 billion in January 
and underperformed the S&P 500 by 110 basis points during that 
month, the report stated. It was even worse for funds of funds, which 
underperformed hedge funds by 140 basis points in January and 
posted returns of just 1.7%.

Extremely high volatility in the second half of 2011 was among 
the chief reasons hedge funds failed to beat the market indexes, 
BarclayHedge founder Sol Waksman told SNL. While the funds man-
aged to curb losses during months where stocks were down, they 
were outpaced during positive months, he explained. 

“That type of environment is an extraordinarily difficult [one] to 
have the conviction to hold on to positions,” Waksman added. “So it’s 
not surprising; it was a schizophrenic market. How could you expect 
anyone who is actively trading to do a great job in that kind of envi-
ronment unless they are already in the nuthouse?”

Though investors are overall a bit skittish, managers are positive 
on the case for U.S. equities, according to BarclayHedge’s survey. 
Many of the forces pushing equity prices higher, such as reduced 
volatility and lower interest rates, are also beneficial to hedge fund 
performance, Waksman explained.

Multistrategy funds are profiting from investors looking to parlay 
on strategies that play off geopolitical uncertainty, as such funds 
pulled in $2.6 billion in January, according to BarclayHedge. Though 
macro strategies are clearly popular, Waksman noted that they actu-
ally have not performed well of late.

“In this particular case, investors are looking forward,” said Waks-
man. “They are thinking strategically in an environment where there 
is a lot of uncertainty — perhaps a macro bet [makes sense]. I would 
tend to agree with that line of thinking.”      i


