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CONSOLIDATION CYCLE

FEBRUARY 2021

Consolidation firmly takes hold as scale takes centre stage

Initially, 2020 saw a sharp contraction to net asset values (NAV) followed by a pronounced rebound as investors rotated
their holdings. Being able to offer clients a broader set of products meant that larger asset managers generally fared better
than smaller competitors and benefited from higher net inflows. Products with environmental, social and governance (ESG)
emphasis added momentum with the ‘S’ for Social gaining prominence, as investors factored COVID implications into their
investment decision-making.

Figure 1: AUM mix across seven European asset managers and respective operating profit percentage

Our analysis of seven peers suggests whilst Asset mix remains important, scale is the key driver to operating profitability
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M&A transactions in 2020 with varying multiples on AUM

A number of large transactions either launched or closed in 2020 across Europe and
North America. Q1 and Q4 experienced the most transaction activity, with Q2 and Q3 being
devoted to post-COVID planning.

Figure 2: AUM and EV / AUM multiple for a sample of M&A deals in 2020
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Our analysis of a sample of deals in FY20 (Figure 2) suggests EV multiple on AUM/AUM vary depending on nature

of activities performed by target. Firms with a primarily brokerage activity command the highest multiple.

Key drivers that will shape M&A activity in 2021 and beyond

We expect the consolidation cycle which commenced in 2020 to continue into 2021
and beyond. A number of structural drivers will continue to support this trend.

Figure 3: A&M'’s view on drivers for continued consolidation in the industry over the next few years
B As retail and institutional investors continue to flock to low-fee products, pressure
Fee on fees will continue to intensify for incumbents.

pressure B Scale is a key ingredient that sustains profitability and allows competition on fees.
Evolving the AUM mix at pace will also help determine success.

B |nvestors are demanding more ‘one-stop shop’ solutions from money managers,
Broader e.g., a well rounded ESG offering and access to discretionary portfolio management.

product demand B Achieving these objectives is likely to be easier for larger asset managers, who can access
the capital to invest in developing complementary products and synergies.

B | arge asset managers have been more successful than their smaller peers in reducing
High fixed the fixed proportion of total operating costs.

operating costs B Achieving a cost structure that leverages operational efficiencies to optimise profitability
will become still more important as the market continues to consolidate.

B Asset and wealth managers have generally been slow to adopt new technology.

Digital
transformation

| | arge firms with significant AUM are investing in Al to enrich their data in order to help
diversify client acquisition strategies and establish competitive differentiators.
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A&M adds value quickly

Asset and wealth managers have a number of paths to improve operations and manage liquidity in the short term.
These can lay the groundwork for more meaningful medium-term transformation plans.

Figure 4: Short-term and medium-term actions recommended by A&M for asset and wealth managers
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ABOUT ALVAREZ & MARSAL

Companies, investors and government entities around the world turn to Alvarez & Marsal (A&M)
when conventional approaches are not enough to make change and achieve results. Privately held
since its founding in 1983, A&M is a leading global professional services firm that provides advisory,
business performance improvement and turnaround management services.

With over 5,000 people across four continents, we deliver tangible results for corporates, boards,

private equity firms, law firms and government agencies facing complex challenges. Our senior leaders,
and their teams, help organisations transform operations, catapult growth and accelerate results

through decisive action. Comprised of experienced operators, world-class consultants, former regulators
and industry authorities, A&M leverages its restructuring heritage to turn change into a strategic business
asset, manage risk and unlock value at every stage of growth.

To learn more, visit: www.alvarezandmarsal.com
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