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CHALLENGES, OPPORTUNITIES AND EVOLUTION: THE
ASSET MANAGEMENT INDUSTRY AGENDA - 2018

A year ago we reflected on what had transpired in 2016, noting that the
coming year was likely to be one of significant challenges for the asset
management sector. Fast forward twelve months and it is safe to say that
2017 has not disappointed, as both existing and new pressures created
a testing landscape for investment industry participants.

In preparation for 2017, asset managers needed to react not only to what
was already happening, but what was on the horizon. The media is
crucial in this context; it plays a vital role in not just shaping sentiment
towards current events, but also in identifying those issues likely to be at
the forefront of underlying clients’ minds and which therefore need to be
a priority for asset management businesses from a marketing
communications perspective.

It is this premise that forms the basis of JPES Partners’ fourth Asset
Management Report, where we have conducted comprehensive research
across global English-speaking media titles (including national and
international press, specialist trade publications and newswires) to
identify those themes trending upwards in the media and therefore likely
to drive agendas in 2018. In parallel, we have also sought the views of
leading journalists to gain a clear sense of what topics they expect to be
most prominent in the year ahead.

KEY FINDINGS

e Active management will face severe scrutiny, including questions
over fees and the implication of new regulations that will
substantially impact industry practices

e Demand for investment solutions incorporating Environmental,
Social and Governance (ESG) criteria will continue to increase
absolutely and in terms of their complexity

e The rising popularity of fiduciary management is likely to be
matched by questions as to the role providers play and the potential
for conflicts of interest, particularly among the investment consultant
community

e Disruption of longstanding asset management industry practices is
likely owing to the development of new technologies and the
potential for the entry of new players into this market

e New dynamics resulting from generational changes will necessitate
evolution within the wealth management space
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JPES Partners is the only investment management marketing and
communications consultancy in the UK.

We help our clients achieve their business objectives through a
combination of strategic marketing and communications
disciplines. Our team of consultants draws on a range of
professional backgrounds including investment management,
journalism, marketing, public relations and law.

For more information, please visit: www.jpespartners.com
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Active management is under pressure, perhaps more so than it
has ever been. While the findings of the Financial Conduct
Authority’'s (FCA) Asset Management Market Study! may have
been more about recommendations than definitive directives,
its focus nevertheless illustrates the challenges facing the active
space.

High fees, poor performance, the growth of passive products
and criticisms of closet tracking have long dogged the active
world; arguably though, the game has changed with the space
now firmly in the crosshairs of regulators with incoming rules
set to have a profound impact on both how the industry
practices and conducts itself.
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Media coverage of issues relating to active management, Nov 2012 — Nov 2017
(Source: Factiva)

A theme that our analysis identified last year, ESG continues to
be an increasingly important influence on the asset
management industry agenda.

The days of ESG being a “nice to have” element of investment
portfolios are gone, as is adherence to UN PRI requirement
simply as a box-ticking and marketing exercise. Investors now
expect this to not only be incorporated within portfolios, but
want to see how ESG (and similar criteria) can and are being
used to generate new sources of return.

Interestingly, ESG remains more of a European phenomenon
and is one of the few areas in the investment world where the
US is behind, with research showing that European institutional
investors are more likely to increase their ESG exposure (either
to generate greater returns or on the basis of risk mitigation)
than their US counterparts®.

Moreover, the concept of ESG has evolved. Having long been
dominated by “environmental” and (arguably to a slightly lesser
extent) “governance” considerations, we are now seeing the
“social” element of ESG come to the fore. Diversity, social
responsibility, impact investing — these are all terms we
increasingly hear more of in the media and are aspects of
investment that underlying clients are keenly focused on.

Another key reason for the popularity and subsequent
importance of ESG has been the evolution of the asset and
wealth management industry's client base. Demographic
changes and the generational shift in savers has inevitably led

Indeed, such is the pressure on active management that a
recent PWC report? suggested that while the investment
industry in totality would double in size over the next ten years,
the proportion of assets managed within active strategies would
shrink substantially.

While the situation now is far from rosy, it would be inaccurate
to say things are hopeless and indeed there may even be
opportunities for active managers. Incoming MiFID I
regulations are a good example: while the general consensus is
that the new rules will create substantial upheaval and
subsequent difficulties, some quarters have not only accepted
the need for such regulations but have suggested that these may
be a positive for active fund managers. Analysts at Casey Quirk
have gone so far as to say that MiFID Il may lead to improved
performance by forcing managers to more carefully consider
how they use and incorporate proprietary researchs.

Hope may also come from markets themselves, with the
potential for corrections (particularly in the US), interest rate
rises, central bank policy normalisation and increased volatility
creating more favourable conditions for active managers relative
to passive competitors.

Ultimately however, the last twelve months in particular have
shown that active management needs to do far more to prove
its worth. Scrutiny will inevitably continue, and indeed increase;
the task for active managers now is to proactively demonstrate
their merits and the value they can bring to underlying clients.
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Media coverage of issues relating to ESG, Nov 2012 — Nov 2017
(Source: Factiva)

to substantial upheaval in investor requirements, with a younger
client base far more exacting in the incorporation of wider
societal and environmental themes into their investments. This
is a profound driver of ESG as a topic, to the extent that Credit
Suisse estimates more than $4 trillion will be passed down in
a generation within the UK and North America alone® to
millennials who put ESG values at the top of their decision-
making criteria when selecting wealth management providers.
As such, it is a crucial area that the investment industry will
need to cater for.
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The greater focus on fiduciary management can be attributed to
a number of different factors.

Firstly, the space itself has matured, growing from a natural
extension of providers’ existing services into a business model
in its own right. Add to this the increasing complexity of
institutional asset management (be this investment, fund
selection, reporting and compliance among others) and the
resource required to do this successfully, and it is perhaps little
surprise that fiduciary management's popularity has
strengthened. The results of Aon Hewitt's 2017 fiduciary
management survey® would support this thesis, with almost half
of UK defined benefit pension schemes surveyed having either
full or partial fiduciary management in place. Interestingly,
growth appears particularly strong amongst large schemes,
which Aon attributes to a “growing trend towards delegation”.
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Media coverage of issues relating to fiduciary management, Nov 2012 — Nov 2017
(Source: Factiva)

Arguably the most pronounced upwardly trending topic in this
year's research, the effect of technology on the asset
management industry continues to be a major focus for media.

The issues driving the momentum of technology as a theme vary
between well-established issues (the impact of blockchain, the
merits or otherwise of bitcoin and other crypto-currencies, cyber
security, the growth in popularity of robo-advisers) but also new
angles as industry participants assess how best to make use of
new technologies at their disposal.

The prevalent conclusion is that asset managers must be “in
line with the times” or risk being overtaken. The suggestion that
the human element of the investment industry is replaceable in
this new technological age is maybe too far a stretch!®, but
investment firms will need to incorporate these new
technologies into their activities to be competitive. Incoming
MiFID 1l regulations are a case in point — fund managers will
almost certainly need to make better use of “big data” to
manage costs more effectively and avoid over-reliance on
expensive third-party research.

Put simply, technology is an important theme that cannot be

It would be naive to think that fiduciary management’s popularity
in the media is simply down to the growth of the sector alone;
indeed, at this point we should note that more than any other
topic identified in this year's research, fiduciary management is
subject much more to a domestic UK, rather than international
agenda. The UK pensions market is sizeable, accounting for
almost 220,000 schemes’, but also highly fragmented with
pension schemes of varying sizes, including smaller entities that
require greater external support and governance. As a result, the
UK is the most intermediated market in the institutional world
and so what happens here will impact the attention paid towards,
and perceptions of, the fiduciary management sector.

With that in mind, once again regulation is the elephant in the
room, in the form of the FCA's decision to refer the investment
consultancy industry to the UK Competition and Markets
Authority (CMA).

Given the size of the UK investment consultant market (which
advises on more than £1.6 ftrillion of pension and insurance
assets®), it should not be surprising that the sector is receiving
greater attention within an environment where the entire asset
management industry is under increased scrutiny, and that is
even before questions are asked as to the extent to which there
is true competition in a space which is 80% controlled by the
big-name global investment consultants®.

While its evolution has inevitably garnered attention, the
popularity of fiduciary management as a theme in the media is
ultimately driven by the wider issue of transparency and
accountability. It is reasonable to expect this to continue as a
major focus, not least given that the CMA will not report its
findings until 2019, thereby (regardless of outcome) creating an
extended period of attention on investment consultancy and
fiduciary management practices.
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Medlia coverage of issues relating to technology, Nov 2012 — Nov 2017
(Source: Factiva)

ignored. The UK Government has recognised this with its latest
Budget incorporating a commitment to support the asset
management sector, with direct reference made to “harnessing
financial technological solutions”!!.
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The alternative is that incumbents are simply passed by new
entrants into the market as specialist technology businesses
seek to expand their footprint into and profit from new areas.
Apple and Google already provide payment capabilities, an area
Facebook is reportedly moving into, and a further extension into

Wealth management is continuing to go through significant
change owing to a number of underlying issues that are driving
the evolution of this sector.

Changes in audiences, be this due to a generational shift or the
increasing prominence of “entrepreneurial” wealth, have clearly
had a significant influence; at the same time, regulatory
pressures as well as the ongoing savings and retirement crisis
have forced wealth management providers to re-evaluate both
the services they offer and the ways in which these are
delivered. Inevitably, such change has led to questions as to
whether existing providers are up to the task, with the media
assessing the extent to which wealth managers, private banks,
family offices and others are capable of meeting new and
potentially more sophisticated demands*?. As a result, there is
a clear trend towards wealth management becoming more
institutionalised to meet these new client requirements.

Ultimately, like many of the other themes our research
identifies, wealth management trends are being driven by a
single over-arching issue — that of changing demographics.
People are living longer and therefore require more from their
investments to ensure a comfortable retirement. At the same
time, here in the UK there is now more freedom than ever for

the investment world is therefore conceivable.

On this particular topic, there really is no time for asset
management firms to waste.
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Medlia coverage of issues relating to wealth management, Nov 2012 — Nov 2017
(Source: Factiva)
individuals to do what they want with their savings as a result of
“pensions freedoms” legislation introduced back in 2015.
Regardless as to whether or not the latter has proved successful
(recent research from the Pensions Institute and Cass Business
School would suggest not!?), the implication inevitably means
there is much more need for advice and therefore a greater role
for wealth managers than ever before, suggesting this theme will
continue to play a major role in the media for some time to come.

While it is an exaggeration to talk of “revolution” within the asset management world, there can be little doubt the sector is changing
significantly. While the five themes our research has identified appear likely to dominate news agendas for the coming year, what
is perhaps more interesting is that all of these are underpinned by the same driving forces — increased regulation, a push for greater
transparency and, perhaps most importantly, generation change within underlying client bases. As a result, investor requirements
are evolving substantially and service providers will have to adapt their offerings to meet these new demands. This inevitably creates
challenges but also significant opportunities for those providers able to adapt to the times, clearly articulate their capabilities and
unique selling points, and actively appeal to an increasingly discerning audience through sophisticated marketing and

communications initiatives.
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