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FUNDAMENTAL ASSET ALLOCATION 
 

 

Á The new global economy and rapid advancements in technology are 

changing the fundamentals of investing at a rate the industry has never seen 

before, rendering many mainstream asset management strategies obsolete. 

 

Á Pensions and institutions need to change their traditional processes to 

ensure their portfolios remain relevant to their plan members and to identify 

the next asset managers and asset management methodologies that will 

thrive in this new era. 

 

Á Asset management strategies that are not relevant to plan members 

represent an avoidable liability for pensions and institutions, especially 

during volatile markets. The banking industry fell first. Are pensions next?  

 

Á Consumption-Based Fundamental Asset Allocation  introduces a new 

generation of asset management methodologies which utilize the 

fundamental attributes of the Investor, not the investment.  

 

Á These consumption and GDP-based asset allocation methodologies create 

the most relevant portfolios for institutions, pensions and plan members. 
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The Next Asset Managers 
Consumption-based Fundamental Asset Allocation 

 
 
The purpose of this white paper is to show institutional asset managers how to recognize and respond 
to rapid transformation so they can stay relevant to their plan members and thrive in the new global 
economy. We believe that institutional asset managers stand at a historic crossroad where they must 
embrace transformation to stay relevant to their plan members or risk being completely bypassed by 
the next generation of Investors and asset management methodologies. 
 
Pensions and institutions need to change their traditional processes to ensure their portfolios remain 
relevant to their plan members and to identify the next asset managers and asset management 
methodologies that will thrive in this new era. Institutions that ignore this transformation and stay with 
their traditional screening processes will continue to hire traditional asset managers, and their 
portfolios will rapidly lose relevance during this transformation.  
 
Asset management strategies that are not relevant to plan members represent an avoidable liability for 
pensions and institutions. The focus has been on the fall of the banking industry; however, many 
pensions and institutions have been hit as hard and will receive increased scrutiny in the years that 
follow. During periods of large negative returns, plan members will begin to ask how these portfolios 
were relevant to them. The institutional asset managers who can show their plan members how their 
investment processes are Investor-Driven will have the advantage, in our opinion. 
 
We believe that Emerging Managers will be the primary source of the next generation of asset 
managers to lead Investors out of the global financial crisis because their lean, efficient models are best 
positioned to adapt to transformation and create new value for Investors. Many established industry 
leaders are too entrenched in traditional (Industrial Age) processes to adequately recognize and 
respond to this transformation. 
 
Consumption-based Fundamental Asset Allocation introduces a new generation of asset management 
methodologies that utilize the fundamental attributes of the Investor, not the investment. We believe 
that these consumption and GDP-based asset allocation methodologies create the most relevant 
portfolios for institutions, pensions and plan members. 
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Overview 
The purpose of this white paper is to show institutional 
asset managers how to recognize and respond to rapid 
transformation so they can stay relevant to their plan 
members and thrive in the new global economy. 
 
Chapter One looks at the origin of Wall Street, why the Age 
of the Broker failed, and how its transformation places the 
entire industry at a critical crossroad where it must 
respond or be bypassed by its customersτInvestors. 
 
Chapter Two covers how the Age of the Investor and the 
new global economy have ushered in a new set of rules 
and values that has changed the fundamentals of investing 
and asset management. 
 
Chapter Three reviews the historic importance of asset 
allocation and how traditional asset management 
strategies do not provide Investors with financial 
confidence because they are no longer relevant to the 
primary reason they invest. 
 
Chapter Four introduces Consumption-based Fundamental 
Asset Allocation, a new generation of asset management 
methodologies that use fundamental attributes of the 

Investor, not the investment, as the primary determinant 
for all asset allocation decisions. This methodology is built 
for the Age of the Investor and offers asset managers and 
their Investors clear advantages over mainstream 
strategies. 
 
Chapter Five gives examples of new industry transformers 
who have determined to be the next industry leaders by 
creating new value for Investors and asset managers. 
 
The new global economy and rapid advancements in 
technology are changing the fundamentals of investing 
at a rate the industry has never seen before. This 
transformation presents Investors with a rare opportunity 
to reinvent Wall Street on their own terms while Wall 
Street has a once-in-a-lifetime opportunity to earn back the 
trust of Investors and lead them out of this crisis. Investors 
will be the cornerstone of the next Wall Street. The asset 
management companies that effectively respond first will 
be the next global leaders and will reap the benefits of the 
biggest asset-gathering opportunity in 100 years. 
 

 
 

 

CHAPTER I 
THE AGE OF THE BROKER 

άConsumption-based Fundamental Asset 
Allocation introduces a new generation of asset 

management methodologies that utilize 
fundamental attributes of the Investor, not the 
investment, as the primary determinant for all 

ŀǎǎŜǘ ŀƭƭƻŎŀǘƛƻƴ ŘŜŎƛǎƛƻƴǎΦέ 
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A. The Age of the Broker:  Origin of Wall Street 
There is a very good reason why Main Street doesƴΩǘ ǘǊǳǎǘ 
Wall Street. The root of this great divide goes all the way 
back to The Buttonwood Agreementτthe original 
founding document that established the New York Stock 
Exchange and Wall Street [Figure 1.0]. This historic 
document created an unlevel playing field from the 
beginning and made it crystal clear that Wall Street was 
ŎǊŜŀǘŜŘ άōȅ ǘƘŜ .ǊƻƪŜǊ ŀƴŘ ŦƻǊ ǘƘŜ .ǊƻƪŜǊέτnot the 
Investor.   
 
On May 17, 1792, twenty-four stockbrokers gathered 
under the buttonwood tree at 68 Wall Street to formalize 
into existence one of the most important financial 
establishments in world history. Though monumental in its 
financial scope, this document also contained the seeds 
that eventually would rip Wall Street apart.  
 

THE BUTTONWOOD AGREEMENT 1792 
 

ά²Ŝ ǘƘŜ {ǳōǎŎǊƛōŜǊǎΣ .ǊƻƪŜǊǎ ŦƻǊ ǘƘŜ tǳǊŎƘŀǎŜ ŀƴŘ {ŀƭŜ ƻŦ ǘƘŜ 

Public Stock, do hereby solemnly promise and pledge 

ourselves to each other, 

that we will not buy or sell 

from this day for any person 

whatsoever, any kind of 

Public Stock, at least than 

one quarter of one percent 

Commission on the Specie 

value and that we will give 

preference to each other in 

our Negotiations. In 

Testimony whereof we have 

set our hands this 17th day 

ƻŦ aŀȅ ŀǘ bŜǿ ¸ƻǊƪΣ мтфнΦέ 

 
Shown above in its entirety, the Buttonwood Agreement 
made three resolutions.  
ONE: ¢ƘŜ ŦƛǊǎǘ ǊŜǎƻƭǳǘƛƻƴ ŎǊŜŀǘŜŘ ŀ ά.ǊƻƪŜǊǎ /ƭǳōέ ǘƘŀt 
effectively was a cast system that put Brokers first (ahead 
ƻŦ άŀƴȅ ǇŜǊǎƻƴ ǿƘŀǘǎƻŜǾŜǊέ ǘƘŜȅ ǘǊŀŘŜŘ ŦƻǊτInvestors).  
TWO: The second resolution established price fixing on the 
commissions the Brokers would charge to Investors (a 
minimum fee no Broker was to go below).  
THREE: The final resolution declared that the Brokers 
ǿƻǳƭŘ ƎƛǾŜ ŜŀŎƘ ƻǘƘŜǊ άǇǊŜŦŜǊŜƴŎŜ ƛƴ ƴŜƎƻǘƛŀǘƛƻƴǎ,έ ƻǊ less 
eloquently put, they rigged their negotiations and created 
an unlevel playing field.   
 
This document started the Age of the Broker and created a 
Brokers Club culture that has permeated Wall Street for the 
past 200 years. Credit has to be given to these Brokers. 

Rarely has a 200-year-old contract agreement held true to 
its original founding intent as completely as this one has.  
 

 
 
Few experiences are less enjoyable than entering into a 
rigged negotiation, especially when your life savings are at 
stake. It is not surprising that Investors often come away 
from the Wall Street experience feeling plundered and left 
standing with the bill. When Investors place their future 
financial security in the hands of Wall Street, it is a huge act 
of trust. But at some point, given enough abuse, the public 
trust will go away and Investors will come for their money 
with pitchforks. It is not surprising to see the top Wall 
Street executives all lined up in front of Congress taking the 
grilling of a lifetime these past few months. The bigger 
question is how all of this lasted 200 years before it blew 
up. 
 
B. The Age of the Broker: The Brokers Club 
For the purposes of this paper, we define άLƴǾŜǎǘƻǊǎέ ŀǎ 

both the individual and the 
pooled consortium of Investors 
found in large pension funds, 
foundations and other 
institutional accounts. We also 
define ά.ǊƻƪŜǊǎέ ŀǎ ǘƘŜ 
Investment Banking Firms, 
Brokers, Market Makers and 
Specialistsτthe infrastructure of 
Wall Street. These professionals 
have always been considered 

essential to an efficiently-run financial industryτthe άoilέ 
that keeps everything working. Ideally, Investment 
Banking Firms and their Brokers create, manage and sell 
investments that help provide for Investor retirements.  
Market Makers provide the liquidity for everyone to trade 
at fair prices and Specialists protect Investors by accurately 
pricing securities and by buying when everyone is selling.  
 
This ideal was certainly challenged last year when the stock 
market started to freefall and IƴǾŜǎǘƻǊ плмƪΩǎ ǿŜǊŜ Ŏǳǘ ƛƴ 
half.  It was difficult to find any of these professionals 
άōǳȅƛƴg when everyone was selling.έ  In fact, instead of 
buying to protect their customers (Investors), it appears 
that they were the ones doing the selling when they were 
forced to unwind their leveraged positions as the markets 
fell. In fact, this collapse is unique because it appears to 
have been caused by Wall Street itself. 
 
 

άCredit has to be given to these Brokers. Rarely has a 
200-year-old-contract agreement held true to its 

original intent as completely as this one hasΦέ 
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C. The Age of the Broker:  Conflicts of Interest 
Historically, Investors have been given no reason to believe 
that their interests were ever placed first.  The exclusive 
nature of the Buttonwood Agreement naturally created a 
structure that layered conflicts of interest across every 
level of Wall Street. Investment Banking Firms received 
underwriting fees for investment products and then 
became the same companies to evaluate, rate and 
recommend these products to Investors. Brokers 
recommended higher-paying proprietary products first and 
were paid regardless of how the Investor fared in the 
recommended investment. 
 

 
 
As for liquidity, Market Makers have a huge conflict of 
interest not to give Investors the best fill. The worse the fill 
for the Investor, the more they get to take home. Every 
portfolio manager worth his salt knows to put on his full 
battle gear and prepare for bloody hell every time a 
decision has been made to purchase or liquidate a holding. 
LŦ ȅƻǳ ŘƻƴΩǘΣ ȅƻǳ ŀǊŜ Ƨǳǎǘ ƎƛǾƛƴƎ ŀǿŀȅ ƳƻƴŜȅΦ In our 
experience, iƴǎǘŜŀŘ ƻŦ ŀ άǎǳǊŜ ƎƭŀŘ ȅƻǳ ŎŀƳŜ ǘƻ ǘǊŀŘŜ ǿƛǘƘ 
ǳǎ ǘƻŘŀȅ ƭŜǘ ƳŜ ǎŜŜ Ƙƻǿ L Ŏŀƴ ƘŜƭǇ ȅƻǳέ ǎŜǊǾƛŎŜΣ Market 
Makers take as much as they possibly can from you just 
short of drawing attention from the regulators.  
 
Finally, what purpose was served by giving Specialists 
monopoly power to price a stock for the public while 
simultaneously having the ability to purchase or short 
shares of the same stock in their own personal trading 
accounts (in addition to their corporate accounts)? 
 
The fact that the largest investment banking firms on Wall 
Street have historically been placing their interests ahead 
ƻŦ άŀƴȅ ǇŜǊǎƻƴ ǿƘŀǘǎƻŜǾŜǊέ ǎƘƻǳƭŘ not surprise anyone. 
This is exactly what they agreed to do right from the 
beginning in the Buttonwood Agreement. 
 
The bottom line is that the Buttonwood Agreement was a 
ά.ǊƻƪŜǊǎ CƛǊǎǘτLƴǾŜǎǘƻǊǎ [ŀǎǘέ ŘƻŎǳƳŜƴǘ ǘƘŀǘ ǳƭǘƛƳŀǘŜƭȅ 
set in motion many of the events that are now unfolding 
across Wall Street. To be clear, Wall Street can be saved 
but it will require a return to the Buttonwood to rewrite 
Investors back into their rightful place (first) in the new 
founding document of the next Wall Street.  
 
D. The Age of the Broker:  Back to the Buttonwood   
Lǘ ǊŜŀƭƭȅ ǿƻǳƭŘƴΩǘ ǘŀƪŜ ǘƻƻ ƳǳŎƘ ǿƻǊƪ ǘƻ ŦƛȄ ǘƘŜ ƻǊƛƎƛƴŀƭ 
.ǳǘǘƻƴǿƻƻŘ !ƎǊŜŜƳŜƴǘΦ  5ŜƭŜǘŜ ά.ǊƻƪŜǊέ ŀƴŘ ǊŜǇƭŀŎŜ ƛǘ 

ǿƛǘƘ άLƴǾŜǎǘƻǊέ ŀƴŘ ȅƻǳ ŀǊŜ ŀƭǊŜŀŘȅ ƘŀƭŦǿŀȅ ǘƘŜǊŜΦ bŜȄǘΣ 
eliminate the price fixing on fees and give preference to 
Investors in all negotiations. Now you have a founding 
document that might begin to restore trust and bring 
Investors back to the table. Our rewrite of the Buttonwood 
would go quite a bit further, however. Two hundred years 
of infrastructure built around a Brokers Club system may 
require a complete dismantling to build something that will 
thrive during the Information Age.  
 

 
 
E. The Age of the Broker:  Infrastructure is Expendable 
For those who grew up seeing telephone poles their whole 
lives, it would be easy to conclude that telephone lines 
were the essential component to an efficiently run phone 
industry. How else are the voices going to communicate 
with each other? [Figure 1.2] It turns out that the 
infrastructure was disposable, and it was the 
communication that was the essential component. Many 
parts of Asia will never see a telephone line because cell 
phones and web phones have made the hard line 
infrastructure obsolete and unnecessary.   
 

 
 
This is not an isolated example. One by one industries are 
shedding infrastructure in order to thrive in the 
Information Age.  EBay did. Amazon did. Google did. And 
ǘƘŜ ŎƻƳǇŀƴƛŜǎ ǘƘŀǘ ŘƻƴΩǘ transform will quickly get passed 
by. For example, look at how the music industry is being 
bypassed by its next generation of customers who would 
much rather download one song via MP3 than purchase an 
entire album on a CD. And how many times in the past 

άLǘ ǊŜŀƭƭȅ ǿƻǳƭŘƴΩǘ ǘŀƪŜ ǘƻƻ ƳǳŎƘ ǿƻǊƪ ǘƻ ŦƛȄ ǘƘŜ 
ƻǊƛƎƛƴŀƭ .ǳǘǘƻƴǿƻƻŘ !ƎǊŜŜƳŜƴǘΦ  5ŜƭŜǘŜ ά.ǊƻƪŜǊέ 
ŀƴŘ ǊŜǇƭŀŎŜ ƛǘ ǿƛǘƘ άLƴǾŜǎǘƻǊέ ŀƴŘ ȅƻǳ ŀǊŜ ŀƭǊŜŀŘȅ 

halfway there. Our rewrite of the Buttonwood would 
go quite a bit further, however.έ 

άThe bottom line is that the Buttonwood Agreement 
ǿŀǎ ŀ ά.ǊƻƪŜǊǎ CƛǊǎǘτLƴǾŜǎǘƻǊǎ [ŀǎǘέ ŘƻŎǳƳŜƴǘ ǘƘŀǘ 
ultimately set in motion many of the events that are 

now unfolding across Wall StreetΦέ 
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week did you use Google over the Yellow Pages? Or the 
Internet over Encyclopedia Britannica? 
 
Wall Street should heed these warning signs or it will be 
completely bypassed by its next generation of customers. 
Rapidly changing technology has become the great 
equalizer as the Information Age is rendering large 
infrastructures obsolete all over the world. Investors now 
have immediate access to unlimited information and the 
technology needed to bypass Wall Street altogether. Not 
only is Wall Street not exempt from becoming obsolete, 
but recent events have made it ripe for becoming obsolete. 
 

 
 
F. The Age of the Broker:  The Perfect Storm 
Three powerful events have converged on Wall Street to 
form the perfect storm, powerful enough to send Wall 
Street right to the brink of extinction. 
 
1) Creative Destruction. Joseph Schumpeter states that 
creative destruction ƛǎ ǘƘŜ άŜǎǎŜƴǘƛŀƭ ŦŀŎǘέ ŀōƻǳǘ ŎŀǇƛǘŀƭƛǎƳ 
ōŜŎŀǳǎŜ ŎŀǇƛǘŀƭƛǎƳ άƛƴŎŜǎǎŀƴǘƭȅ ǊŜǾƻƭǳǘƛƻƴƛȊŜǎ ǘƘŜ 
economic structure from within, incessantly destroying the 
ƻƭŘ ƻƴŜΣ ƛƴŎŜǎǎŀƴǘƭȅ ŎǊŜŀǘƛƴƎ ŀ ƴŜǿ ƻƴŜΦέ

1 
We believe 

creative destruction accurately describes what is unfolding 
before us on Wall Street. The financial services industry 
finds itself in the Depleted Stage of the Industry Lifecycle.

  

[Figure 1.3] The most visible players are collapsing from the 
inside and are able to create little new value in the 
marketplace because their stock of intellectual capital is 
depleted or covered by layers of bureaucracy. Depleted 
Industries ignore transformation because they do not see it 
or they do not understand how to respond to it. As a result, 
άƛƴŘǳǎǘǊȅ ǘǊŀƴǎŦƻǊƳŜǊǎέ ŜƳŜǊƎŜ as leaders, clearly seeing 
the transformation and are able to create great value for 

their customers (The Emerging Industry). This value 
creation is recognized and rewarded by customers, 
spurring a Growth Industry. As the Growth Industry slows 
down, intellectual capital is protected more than it is 
created, and innovation is discouraged as disruptive.

2
 This 

creates a Status Industry where the main players are 
content to rest on past accomplishments. Eventually 
customers see the industry for what it has become and 
they leave, sending it into the Depleted Stage of the 
Industry Lifecycle. There are only two ways out of a 
Depleted Industryτtransform or be bypassed. 
 
2) The Age of the Broker is transforming to the Age of the 
Investor. Not only is capitalism woven into the fabric of this 
country, but so are core concepts from !ƳŜǊƛŎŀΩǎ ŦƻǳƴŘƛƴƎ 
documentτThe Declaration of IndependenceΦ  ά¢Ƙŀǘ 
whenever any form of government becomes destructive to 
these ends, it is the right of the people to alter or to abolish 
it, and to institute new government, laying its foundation 
on such principles and organizing its powers in such form, 
as to them shall seem most likely to effect their safety and 
ƘŀǇǇƛƴŜǎǎΧ.ǳǘ ǿƘŜƴ ŀ ƭƻƴƎ ǘǊŀƛƴ ƻŦ ŀōǳǎŜǎ ŀƴŘ 
usurpations, pursuing invariably the same object evinces a 
design to reduce them under absolute despotism, it is their 
right, it is their duty, to throw off such government, and to 
ǇǊƻǾƛŘŜ ƴŜǿ ƎǳŀǊŘǎ ŦƻǊ ǘƘŜƛǊ ŦǳǘǳǊŜ ǎŜŎǳǊƛǘȅΦέ

3
  

 
We think that Investors have reached the tipping point 
where now they no longer believe in Wall Street, at least 
not in its present form. Just as the Declaration of 
Independence shed hundreds of years of British 
infrastructure and tradition, we believe that Investors are 
finished with the Age of the Broker [Figure 1.4] and are 
moving into the Age of the Investor where they will wield 
much more of the control. 
 

 
 


