
Large or Small investment teams...who's right? 

 

Recently we attended the Morningstar Investment Strategy Day where leading industry experts 
discussed the latest developments in financial products and investment strategy.  

One session entitled “Critical Issues in Managed Accounts” comprised a panel of research and 
governance experts who mapped out the requirements of any manager bringing an investment 
product to platform in terms of industry experience, process, track record, compliance and 
governance etc.  The panel observed that if a firm sought to deliver what they would consider to be 
high-quality investment offering, they would need to be managing at least $700-800M on a single 
platform to be in a position to resource an investment team to adequately run portfolios internally. 
 Otherwise the panel’s suggestion was that firms managing less FUM would be far better off by 
partnering with an investment firm or asset consultant with the requisite expertise to manage this 
function for their clients. 

And when choosing a manager, it was recognised that among the pivotal points for consideration 
were: 

 Structure 
 Fees 
 Performance 

At Watershed we are advocates of a direct equity model of investment in terms of structure.  This 
has advantages not just in terms of transparency but also enables us to act upon thematic/stock-
specific views formed at the Investment Committee and implement them at the portfolio level. 
  Most other providers in the multi-asset class outsource much or all of this investment function to a 



third party fund manager.  We believe the forfeiting of this role to a third party is a crucial flaw in the 
“manager-the-manager” approach, principally because you are no longer in control of the 
investment process and are reliant on monthly/quarterly updates to glean what the end manager is 
doing and why.  And if also acting in a consulting capacity, you consequently cannot keep the adviser 
abreast of the rationale behind portfolio changes as you are not part of the decision-making team.  
Conversely, a direct equity manager is far better equipped to keep an adviser versed in the 
investment process and enable them to convey far greater knowledge and ownership of the 
investment process when they subsequently speak to their own clients. 

Direct equity models also enable us to offer far lower fees than the “manager-the-manager” 
approach.  By utilising our own underlying direct equity SMA’s we are able to avoid the often lavish 
MER fees that are paid to the third party fund managers.  As a by-product we are able to charge a 
flat 0.55% for our multi-asset models, which is far below most of our industry peers, and derives a 
far more cost-effective outcome for the end client. 

And this has in no way compromised our performance, with our highly-credentialed and 
experienced investment team continuing to deliver results that remain at the industry forefront.  We 
noted with interest that a key competitor of ours recently remarked that ”the more voices you have 
on your committee, the more robust your investment decisions are likely to be”.  Our experience has 
been markedly different, with our much larger Investment Committee structure of yesteryear 
proving cumbersome and far more cluttered in terms of management.  We have found having a 
more concentrated portfolio management team who, whilst having a niche sectoral expertise, are 
integrated across the entire decision making process, leads to far greater cohesion and effectiveness 
in the decision-making process. 

These results were recognised at this year’s annual IMAP Awards recognising excellence in managed 
accounts, with three of our sector based as well as our multi-asset SMAs nominated as IMAP 
finalists, with our International SMA taking out first place in the International Equities category. 

If you are seeking a stream-lined mechanism that enables the nimble and efficient implementation 
of changes at both an asset class and individual holding level as an investment solution for your 
clients, please do hesitate to contact us on the details provided below.  

 

 


