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The investment management business is at a critical 
point in its development. The industry is currently 
over capacity and maturing. Many firms are 
providing low value-added service-particularly 
over the past six years, when 70 percent of the 
managers underperformed the S&P 500 Index. The 
profitability of the business is high and too 
conspicuous. Also, there recently have been several 
highly visible ethical problems. 

Because of these problems, the investment 
management business is due for a change. Some of 
the changes are already evident, such as the trends 
toward consolidation, indexing, and globalization. 
It is likely that one out of every three people currently 
working in this industry will not be here in three to 
four years as a result of these changes. So the 
question is: Who will survive and prosper? Four 
types of investment professionals will pull through: 
(1) the superior (as always); (2) the niche players and 
value-added players; (3) the firms which run a good 
business; and (4) those who have very good 
relationships with their clients. In this presentation, 
I will describe what it takes to have a good 
relationship with a client. 

WHAT IS A RELATIONSHIP? 

Serving the individual investor is a business of 
relationships. To be successful in this profession, 
therefore, it is necessary to understand the dynamics 
of relationships, how to develop them, and how to 
strengthen them. The dynamics of relationships are 
complex. The most important aspect of a business 
relationship is emotion-emotion based on 
perception, experience, and expectations. At the 
outset of a business relationship, clients have only 
their perception to rely on in assessing the manager's 
capabilities. Experience comes with time, after a 
client can assess the manager's performance and say, 
"This is good." Finally, clients begin to form 
expectations about how the manager is going to 
behave. 

Relationships are strengthened through 
confidence. Confidence is a form of comfort and 
predictability. If one knows what is going to 
happen-good, bad, or indifferent--one is more 

confident. In the business relationship, clients must 
know what is going on; they need to be able to predict 
what is going to happen. Predictability provides a 
sense of comfort; predictability and comfort reduce 
the level of fear because they reduce the level of 
uncertainty. 

Confidence is based on both experience and 
dependability. In the business relationship, 
experience is built over time; but it is also important 
to build a reputation for dependability. Are you 
there when the money comes in? Are you there 
when the phone rings? If you are dependable, the 
client's comfort level and confidence goes up. Do 
your clients understand what you are doing? Do 
they trust you? Are they proud to be with you? 
Pride is interesting and powerful. In some 
relationships, people are very secretive about their 
money managers; but most would rather boast about 
their money manager. 

Simply stated, the business of relationships 
centers on the concept that clients must believe that 
you believe you understand the process: Their belief 
gives them confidence, and thus a good relationship 
exists. In addition, the relationship must be built on 
honesty and fairness. This is a business of 
perception, not deception. Money managers who 
deceive their clients will eventually lose them. 

HOW TO ESTABLISH AND 
STRENGTHEN RELATIONSHIPS 

The process of establishing and strengthening 
relationships with individual investors involves 
many steps. First, there must be a "meeting of the 
minds." At the outset, the portfolio manager must 
work with the client to establish a series of objectives 
and how these objectives might change. These 
objectives will depend on where the client is in the 
life cycle. The investment manager and client must 
decide whether they are investing to sleep or to eat. 
It is very important that all involved understand the 
objectives and what their respective roles are in 
meeting those objectives. 

It is important to the success of a business 
relationship to have clients involved in the 
investment process; they should at least understand 
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