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An uninformed investor’s predominant method of 
selecting managers is based on past performance 
(i.e. managers that have appeared in the top quartile 
historically); without always understanding the drivers 
of alpha for the underlying manager. Our research 
shows that the flaw with this type of selection is 
that managers who appear in the top quartile in one 
period do not necessarily persist in this ranking in 
subsequent periods, meaning that managers who are 
the top performing managers in one period could go 
on to become the worst performing managers in the 
following period. 

The importance of understanding that past 
performance is no guarantee of future performance is 
the premise on which our manager research function 
is based. A managers alpha profile is determined by 
a combination of factors, including; the portfolio 
manager, the size of the investment team, the 
investment experience of the team, the organisation 
of the team and the quality of team discussions, views 
and debates, the investment philosophy, and finally, 
the investment process. 

While we cannot predict how a manager will perform 
in future given the uncertainty in the market, we can 
prepare ourselves with a good understanding of the 
above dimensions, which then allows us to make great 
investment decisions based on our expectations. 

Within manager research, we place very little weight 
solely on the actual historical performance of a 
manager; obviously it is not ignored in its entirety as it 
provides a litmus test for understanding what type of 
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All asset management companies and portfolio managers 
are different and it is important to understand each of 
these before deciding to invest with them as they all seek 
and achieve alpha differently.

alpha the manager can deliver given their philosophy 
and process; for example one would expect that a 
manager that purports to be style agnostic would 
deliver a smoother alpha profile over time than a 
manager that exploits a value style of investing (all 
else being equal (e.g. both managers are similarly 
benchmark cognisant or agnostic).

However, in many instances it is other qualitative 
factors that influence this alpha profile. Therefore it 
is increasingly important to understand the differing 
philosophies, styles and processes of managers when 
making a decision around the combination of these 
managers into one solution.

Over the coming months, we will provide some insight 
into a few of the aspects that make managers different, 
and provide some clarity as to why it is important to 
understand where managers fit within the continuum 
that make up our asset management industry.

What makes managers different?

All managers are different but they all have one 
thing in common in that their primary objective is 
generating positive alpha over time (i.e. outperforming 
its benchmark and hence adding value rather than 
detracting value). Despite this common objective there 
are a number of aspects that make asset managers 
different, all of which have implications on their ability 
to generate alpha over time. We have highlighted just 
a few of the differentiators that we find important in 
developing an understanding of these managers: 

• Organisation of the manager (i.e. is the manager 
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a large institutional type manager or a boutique 
owner-managed business). The organisation of 
the business has implications for how decisions 
within the investment team are made

• Size of assets under management, may have 
consequences for the managers’ ability to extract 
some premiums that are available

• Value, growth, momentum, valuation, quality 
– where do managers focus within the market 
continuum or are more emerging as style agnostic 
given the limitations of alpha opportunities

• Incentivisation and alignment of interests of the 
investment team. How invested are managers in 
their own funds and does this impact investment 
decisions taken?

• Fundamental bottom-up, top-down or a 
combination of both in stock analysis and how 
does this translate into portfolio positions 
(holdings and sizes, absolute and relative)

• Organisation of the investment team - sector 
specialists or generalist analysts. Are there 
implications to this?

• Multi-counsellor (each running distinct portfolios), 
multiple portfolio managers (all running the same 
fund), or single manager decision making

We will elaborate on the first three dimensions 
detailed above in this article.  

Organisational structure

The organisation of the manager (i.e. 
ownership structure) may have significant 
implications for the investment team 
in terms of the freedom the team 
can exercise when making investment 
decisions. Belonging to a larger holding 
company or life company may impede 
the ability of the investment team to 
express their best ideas for two reasons, 
firstly satisfying the expectations of 
external shareholders in terms of 
delivering shorter term performance 
while abiding by a long-term investment 
horison does provide some challenges; 
and secondly despite having the depth 
of understanding to express high 
conviction views, affiliation with a life 
company may result in the expectation 
that a manager stay closer to the 
benchmark as we have seen in a few 
instances.  

As a consequence of these ownership structures and 
external pressures; more recently we have seen a 
number of investment teams break away from their 
parent company to establish smaller, investment-
focused owner-managed businesses – this would 
naturally lead one to assume that belonging to a larger 
business impedes the ability to make investment 
decisions in the best interests of clients, but is this 
really the case? What we’ve seen in the analysis of 
managers is that teams want to focus on making the 
best investment decisions for clients without “business 
interference”. It is obvious then that there are pros 
and cons to both approaches, and this will need to 
be assessed in the broader context of the managers 
researched.

Size of assets under management

Size of assets under management may limit the ability 
of the manager to extract certain alpha premiums. 
Smaller more nimble managers have the ability to 
extract the small cap premium where larger managers 
cannot due to size constraints. Depending on what the 
market favours over a time period, this may lead to a lost 
opportunity as a consequence of size. Understanding 
how the size of a manager limits or expands the 
opportunity set is important in understanding the 
type of alpha outcome that the manager can deliver.  
If you look at the performance of a universe of equity 
managers over the period July 2012 to August 2015 
the managers that have generated the most alpha over 
the period have been the boutique asset managers.

Source: STANLIB Multi-Manager

Annualised active risk/return snail trail (3-yr rolling)
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Potfolio name
36ONE MET Equity B
ABSA Select Equity B
Afena Equity Prescient B1
Afena Unconstrained
Allan Gray Equity B
Ashburton SA Equity B1
Aylett Equity Prescient B3
Cadiz Mastermind A
ClucasGray Equity Prescient B
Coronation Equity B
Coronation Top 20 B

Element Earth Equity A
Fairtree Equity Prescient B3
First Avenue SCI Equity B2
Foord Equity B1
Imara MET Equity
Investec Equity B
Investec Value B
Kagiso Equity Alpha
Mazi Capital MET Equity B1
Melville Douglas STANLIB High Alpha
Mergence Equity Prescient B1

Nedgroup Inv Rainmaker B1
Old Mutual Investors R
Prescient Equity B2
Prudential Equity B
PSG Equity B
Rezco Value Trend Carveout
SIM General Equity B1
SATANLIB SA Equity B4
Truffle General Equity B
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Manager styles

One of the most important differentiators for 
managers is in their manager style. Some managers 
exploit value type opportunities, while others play 
more within the momentum side of the market, some 
purport to be style agnostic enabling the fluidity of 
moving where the opportunities present themselves. 

Understanding where managers fit within this 
continuum is paramount in manager allocation or 
portfolio construction to achieve a more stable alpha 
profile with the combination of these managers which 
is what the multi-manager offering aims to achieve as 
displayed by Figure 2. 

Understanding the philosophy of the manager will 
allow you to understand how closely the managers will 
play to the benchmark (i.e. benchmark cognisant or 
not) and also what type of opportunities the manager 
will exploit given the style of investing. Figure 3 below 
reflects the active return against tracking error of a 
select few managers over the period December 2010 
to November 2015 – this highlights how managers’ 
active return outcomes have evolved over time given 
the level of benchmark risk taken. We highlight some 
managers below, ABSA, Aylett, Coronation, Investec 

Value and Mergence Equity for their equity offering 
over this period.

Let’s look at Investec Value and Mergence Equity to 
explain the difference in manager style and how this 
plays itself out in the portfolio construction. Investec 
Value for example has a contrarian, deep value 
benchmark agnostic style as you can see with the 
tracking error ranging from 10% – 20%. Understanding 
that this manager is a more deep value, contrarian type 
manager and what this would mean for diversification 

Multi-manager vs single manager alpha profile 
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Disclaimer

As neither STANLIB Multi-Manager, a division of STANLIB Asset Management (Pty) Limited (“STANLIB”) nor its representatives did a 
full needs analysis in respect of a particular investor, the investor understands that there may be limitations on the appropriateness 
of any information in this document with regard to the investor’s unique objectives, financial situation and particular needs. The 
information and content of this document are intended to be for information purposes only and should not be construed as advice. 
STANLIB does not guarantee the suitability or potential value of any information contained herein. STANLIB does not expressly 
or by implication propose that the products or services offered in this document are appropriate to the particular investment 
objectives or needs of any existing or prospective client. Potential investors are advised to seek independent advice from an 
authorized financial adviser in this regard. STANLIB Asset Management (Pty) Limited is an authorised Financial Services Provider in 
terms of the Financial Advisory and Intermediary Services Act 37 of 2002 (Licence No. 26/10/719).    

purposes when combined with other managers is 
important. This manager’s style of investing currently 
has resulted in a portfolio that comprises of resources 
and cash.

Mergence Equity on the other hand is more 
benchmark cognisant and style agnostic with a tracking 
error of around 4% relative to the SWIX, exploiting 
opportunities within the quality large cap counters. 
This style agnostic behaviour would allow the manager 
to move wherever opportunities lie within the market 
and hence promote a smoother alpha profile going 
forward. The manager has historically been more 
skewed to value counters in the past but has now 
moved to incorporating a more pragmatic value style. 
One would not be able to understand this evolution 
of philosophy by focusing on their performance alone.

Understanding these nuances is important when 
managers are being combined as one would need to 
ensure that they play to the different dimensions of the 
market rather than being significantly skewed to just one. 
Blending these managers together could result in very 
different outcomes if one does not form an appreciation 
for how managers’ philosophies translate into portfolio 
positions. Of equal importance is understanding if 
managers remain true to their philosophy over time 
despite the style underperforming.

Conclusion

Managers fall within a broad market continuum. 
Understanding the underlying philosophy and 
process of managers and how this translates into 
decision making is only one aspect;  the differences 
in the manager style, organisation of the investment 
teams, AUM progression and size, risk management 
and incentivisation all play an important part 
in understanding how managers differ as these 
characteristics all have implications on the drivers of 
alpha and the performance the manager can deliver 
over time.


