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EXECUTIVE SUMMARY: 
The alternative asset management industry has undergone a profound 
structural transformation. A handful of mega-managers, Blackstone, 
KKR, Apollo, Carlyle, and Brookfield, now control trillions in assets and 
capture the majority of institutional capital flows. While this concen-
tration emerged from rational institutional behavior, it carries hidden 
risks that may undermine the diversification benefits allocators sought 
from alternatives in the first place. This paper examines the concen-
tration phenomenon and argues that sophisticated allocators must 
reconsider whether mega-manager dominance serves their long-term 
interests. We suggest that smaller, specialized managers operating in 
under-financialized segments may offer superior risk-adjusted returns 
with genuine portfolio diversification – provided allocators can access 
and evaluate them effectively. The core tension is simple: mega-man-
agers offer operational comfort and brand safety but may deliver 
commoditized returns at premium prices. Meanwhile, the neglected 
middle – smaller managers pursuing opportunities in less competitive 
market segments – remains systematically underexploited by institutional capital despite potentially superior economics.

THE SCALE OF CONCENTRATION:
The top ten alternative asset managers now control an estimated 60-70% of annual private equity capital raising. Individual 
flagship funds regularly exceed $20-30 billion in single strategies. 

Manager AUM Flagship Fund Size Market Share Insight

Blackstone ~$1T+ $21B PE, RE, credit, infrastructure 

KKR ~$700B $19B PE, credit, infrastructure

Apollo ~$900B $25B Credit

Carlyle ~$475B $15B PE, credit

Brookfield ~$1T+ $13B Infrastructure, real assets

For context, Blackstone’s latest buyout fund is larger than the entire private equity industry was just two decades ago. This 
concentration extends beyond capital raising to market influence. When the same five to ten firms compete for quality assets 
across geographies and sectors, they begin to set market pricing. Their collective behavior – whether extending hold periods, 
pursuing continuation funds, or pulling back on deployment – moves the entire private markets ecosystem. A mid-sized 
pension fund might have $500 million to $2 billion committed to a single mega-manager across multiple fund vintages and 
strategies. The operational simplicity is appealing, but the concentration is undeniable.

THE HIDDEN COSTS OF CONCENTRATION:
While the operational logic supporting mega-manager concentration is sound, the approach creates several underappreciated 
risks:

	� Diminishing Returns to Scale:  Economic theory and empirical evidence suggest fund performance deteriorates as fund 
size increases beyond certain thresholds. Once a fund exceeds $5-10 billion, it must pursue larger transactions, often 
in competitive auctions where valuations are elevated. The middle-market opportunities that historically generated 
exceptional returns become too small to meaningfully impact portfolio returns. Research from Cambridge Associates and 
others consistently shows that smaller funds in the $250 million to $2 billion range have historically outperformed mega-
funds by 200-400 basis points annually within top-quartile performers. The distribution of outcomes is wider (more risk), but 
the upside potential is substantially higher. Large funds must deploy capital consistently regardless of market conditions. A 
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$20 billion fund cannot afford to be patient and opportunistic – it faces pressure to put capital to work to justify management 
fees and meet investor expectations. This can force suboptimal deployment during market peaks.

	� The Diversification Illusion: Allocators believe they’re diversifying by investing across different mega-manager strategies 
and funds. The reality is more complex. When Blackstone, KKR, Apollo, and others pursue similar types of businesses 
at similar valuations using similar leverage levels, how much genuine diversification exists? These firms compete for the 
same assets, potentially driving up purchase price multiples industry-wide. They employ similar operational value creation 
approaches – buy-and-build, leverage, sector consolidation, EBITDA improvement through cost reduction. During economic 
downturns, these correlated strategies may underperform simultaneously. The problem extends to underlying exposure. In 
credit markets, multiple mega-managers might have exposure to the same borrower through different parts of the capital 
structure, CLO positions, or related entities. This creates hidden concentration risk that standard portfolio monitoring may 
miss.

	� Talent Dilution and Bureaucratization: Platforms scaling to thousands of employees and managing hundreds of billions 
inevitably develop corporate bureaucracy. Decision-making processes slow, approval layers multiply, and entrepreneurial 
culture can ossify into process-driven organizations. The most talented investment professionals at these firms eventually 
face a choice: remain as well-compensated employees in large organizations, or spin out to form their own platforms where 
they control economics and decision-making. This creates a continuous talent drain as the best performers launch emerging 
managers, which mega-fund LPs may not be able to access due to relationship concentration.

THE CASE FOR SMALLER AND EMERGING MANAGERS: 
The concentration in mega-managers has created a systematic opportunity in the neglected middle – smaller managers oper-
ating in under-financialized market segments that large institutions overlook.

	� Superior Return Potential: Historical performance data consistently shows that top-quartile smaller managers outperform 
top-quartile mega-managers significantly. The challenge is selection – identifying which smaller managers will achieve top-
quartile performance requires genuine skill and diligence. However, the opportunity set is compelling. Smaller managers 
can pursue investments in lower middle-market companies ($10-100 million enterprise value), niche sectors, or overlooked 
geographies where competition is less intense and valuation multiples remain reasonable. They generate alpha through 
proprietary sourcing and genuine operational improvements rather than financial engineering.

	� Market Inefficiency Access: Large funds cannot efficiently deploy capital in smaller transactions. A $20 billion fund cannot 
meaningfully invest in a $50 million opportunity – the administrative burden relative to impact on portfolio returns makes 
it uneconomical. This creates persistent market inefficiencies in the lower and middle markets where smaller managers 
operate. These segments often feature family-owned businesses, regional companies, or specialized niches where sellers 
value relationships and operational support over maximizing auction dynamics. Smaller managers with deep sector 
expertise and local networks can access opportunities that never reach the competitive auction processes dominated by 
mega-managers.

	� Alignment of Interests: In a $500 million fund, the GP’s carried interest represents potentially life-changing wealth creation, 
creating intense motivation to maximize returns. Partners typically have significant personal capital invested alongside LPs, 
ensuring genuine alignment. Contrast this with a $20 billion fund managed by a publicly traded platform where individual 
deal professionals are employees receiving bonuses and equity grants but lacking true ownership economics. The alignment 
is decidely different.

	� True Portfolio Diversification: Investing across twenty smaller managers with different vintage years, strategies, geographies, 
and operational approaches provides substantially more genuine diversification than concentrating with three to five mega-
managers all competing for similar assets and employing similar value creation approaches. This diversification extends to 
style and approach. Smaller managers often pioneer new strategies, sectors, or geographies before they become mainstream 
and institutional capital follows. By the time mega-managers build platforms in emerging areas, the alpha opportunity may 
have already dissipated.
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THE OPERATIONAL RISK COUNTERARGUMENT:
The primary defense of mega-manager concentration rests on operational risk mitigation, and these concerns are legitimate:

	� Infrastructure and Compliance: Mega-managers maintain robust legal, compliance, finance, and reporting infrastructure. 
They can navigate complex regulatory environments, handle multi-jurisdictional tax issues, and provide institutional-quality 
reporting. Smaller managers may lack this operational sophistication.

	� Key Person Risk: Smaller managers often depend on a small number of individuals. Death, disability, departure, or 
performance deterioration creates existential risk. Mega-platforms have deep benches, formalized succession planning, 
and organizational depth that survives individual transitions.

	� Financial Stability: Mega-managers have diversified revenue streams, permanent capital vehicles, and balance sheet 
strength to weather market disruptions. Smaller managers might face existential challenges if a single fund underperforms 
or fundraising markets tighten.

These risks are real, but they’re also manageable through proper due diligence, ongoing monitoring, and portfolio construction. 
The question is whether the operational comfort of mega-managers justifies potentially accepting lower net returns and hidden 
concentration risk.

NAVIGATING THE TRADE-OFF: 
Sophisticated allocators are pursuing several approaches to balance operational efficiency with return optimization:

	� The Core, Non-Core Strategy: Core allocations to three to five mega-managers provide operational stability and access to 
large-scale opportunities and co-investments. Simultaneously, opportunistic allocations to ten to fifteen smaller, specialized 
managers target alpha generation and genuine diversification. This approach acknowledges that mega-managers serve a 
legitimate portfolio role while creating room for higher-conviction, potentially higher-returning strategies in less financialized 
segments.

	� Platform Partnerships: Using specialized funds-of-funds or platform partners to access emerging manager talent without 
the operational burden of managing numerous direct relationships. While this adds a fee layer, it can provide diversified 
emerging manager exposure for institutions lacking internal resources for extensive manager due diligence.

	� Building Internal Capabilities: Larger institutions are increasingly building internal private equity teams that can manage 
direct relationships with smaller managers, conduct proprietary deals, and provide the analytical capacity to evaluate 
emerging talent. This approach requires significant investment in personnel but can generate substantial value over time.

IMPLICATIONS FOR OMNIGENCE’S INVESTMENT APPROACH:
At Omnigence, we’ve built our platform around the conviction that the neglected middle represents the most compelling 
risk-adjusted opportunity in alternatives. We deliberately operate in market segments that are under-financialized, fragmented, 
and require deep operational expertise to access and execute effectively. Our focus on farmland, operational private equity 
in the lower middle market, and secondaries of emerging managers positions us precisely where mega-managers cannot 
efficiently compete. These segments require specialized knowledge, willingness to accept smaller individual transaction sizes, 
and operational capabilities that large platforms find uneconomical to develop.

We believe the concentration of institutional capital with mega-managers creates persistent market inefficiencies that skilled, 
specialized managers can exploit. Our management team’s material capital commitment alongside our LPs ensures genuine 
alignment – we succeed only when our investors succeed. The strategies we pursue share common characteristics:

	� Niche focus in demonstrable structural growth trends
	� Under-financialized market segments with reduced competition
	� Asset classes offering genuine portfolio diversification benefits
	� Opportunities for operational value creation beyond financial engineering

We recognize that smaller managers may carry operational risks that mega-platforms don’t face. We address this through 
transparent governance, institutional-quality infrastructure relative to our scale, and clear communication with our LP base. 
Our goal is to provide the operational reliability allocators need while delivering the return potential and genuine diversification 
that concentration among mega-managers increasingly fails to provide.
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CONCLUSION: RETHINKING CONCENTRATION AS RISK RATHER THAN SAFETY
The concentration of institutional capital among mega-managers emerged from rational individual behavior but creates 
challenges that allocators must confront. While mega-managers offer operational comfort and brand safety, they increasingly 
deliver commoditized returns at premium prices. The alternative, building diversified portfolios that include smaller, special-
ized managers operating in under-financialized segments – requires more work, better analytical capabilities, and willingness 
to accept different operational risk profiles. But for allocators capable of executing this approach, the potential for superior 
risk-adjusted returns is substantial. The fundamental question is whether the alternative asset management industry has 
become oligopolistic in ways that compress returns and increase systemic fragility. We believe the answer is yes, and that 
sophisticated allocators who recognize this dynamic early can build more resilient, better-performing portfolios.

The neglected middle isn’t neglected because it lacks opportunity – it’s neglected because accessing it requires work that 
resource-constrained institutions find difficult to justify. For those willing to make the investment, the opportunities remain 
compelling.
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