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Negative Subsector Outlook for 2019: Fitch Ratings’ 2019 subsector outlook for 
traditional investment managers (IMs) is negative, given passive management 
dynamics, higher regulatory compliance costs and greater fee sensitivity to market 
volatility and/or corrections. That said, ratings remain supported by generally strong 
financial metrics, improving scale and product diversity of the rated IMs. 
Slower AUM Growth May Pressure Margins: Assets under management (AUM) 
grew at most of the traditional IMs in recent years despite flow challenges for 
actively managed funds. However, growth was primarily driven by stock market 
appreciation globally, and the equity market correction in 4Q18 will likely yield 
muted AUM growth for 2018 overall. Slower AUM expansion may impact profitability 
margins, particularly as management fee rates are pressured. 
Passive Appetite Remains a Challenge: U.S. active equity funds remain 
challenged by clients’ appetite for passive products, largely driven by the poor 
relative performance of U.S. active equity strategies in recent years. Long-term U.S. 
equity funds experienced around $614 billion in net client outflows from January 
2016 to October 2018, compared to $598 billion of inflows into passive funds.  
Regulatory Costs Likely to Stay Elevated: The U.S. Department of Labor (DOL) 
Fiduciary Rule was vacated by the 5th Circuit Court of Appeals in June 2018, but 
Fitch believes that new regulatory initiatives will continue to drive up compliance 
costs. Such initiatives include the proposal of the SEC Regulation Best Interest, 
which may increase IMs’ sales or distribution costs to retail investors.  
Market Downturn Could Benefit Active IMs: Only about 14% of active equity 
strategies in the U.S. were able to outperform their commercial benchmarks from 
2003−2017, according to Dimensional Fund Advisors. However, a sustained market 
downturn could provide active IMs opportunities to outperform. 
Further Industry Consolidation Expected: Intense competition is forcing IMs to 
seek scale benefits through consolidation. While recent transactions, including 
Invesco’s pending acquisition of OppenheimerFunds, Inc., can help IMs to build 
scale, Fitch believes they also pose execution risks and are unlikely to benefit client 
flows unless accompanied by sustained relative investment performance. 
Ratings Incorporate Some Cushion: Average leverage metrics for the 10 largest 
publicly traded IMs remained stable for the TTM ended 3Q18 relative to 2017, despite 
a minor decrease in EBITDA margins. If fee pressures and AUM reductions translate 
into sustained deterioration in cash flow leverage/coverage metrics, ratings and/or 
Outlooks could be impacted. 
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AB – Alliance Bernstein, Inc., AMG – Affiliated Management Group, Inc., AMU – Amundi SA, AZI – Azimut Holdings 
S.p.A, BEN – Franklin Resources, Inc., BLK – Blackrock, Inc., EV – Eaton Vance, Inc., FII – Federated Investors, Inc., 
JHG – Janus Henderson Group plc, IVZ – Invesco, Ltd., LM – Legg Mason, Inc., Man – Man Group plc, 
SCH – Schroders plc, TROW – T.Rowe Price, Inc.
Source: Fitch Ratings, SEC filings, company presentations.
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