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A CHALLENGING LANDSCAPE: The asset
management industry agenda in 2017

By any measure, 2016 has been one of the most
tumultuous years in modern history, with the
repercussions of what has transpired over the last twelve
months likely to shape events for a long time to come. In
such a context, it is both difficult and yet extremely
important to understand those issues most likely to drive
events over the coming year. The media’s role in this is a
crucial one, with the press not only acting as a barometer
of current sentiment but a vital tool in defining opinions
and ultimately influencing broader agendas at political,
economic and societal levels.

It is this premise that forms the basis of JPES Partners’
third asset management industry report. We have
conducted comprehensive research across English-
speaking national titles, specialist trade publications and
newswires to identify those topics that have trended
upwards in the media in the last year and will likely
continue to drive agendas in 2017. 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. From a communications perspective, such
topics should be at the forefront of asset management
industry participants’ minds if they are to meet their
business aims.

KEY FINDINGS

e Geopolitical risk is the single most important issue
likely to drive news agendas

e The longstanding debate between active / passive
management styles has evolved, with a greater focus
on how active can justify itself in comparison to smart
beta

e Scrutiny of asset management practices is increasing,
with much greater attention being placed on
regulation and fees

e  Accountability remains a key issue for the industry,
with managers having to do more to explain their
place in the world

e ESG has now fully entered the investment mainstream
and is a key consideration for practitioners, investors
and even governments

e Technology continues to be an important area of focus
and a disrupter for the investment industry

A MORE COMPLEX GEOPOLITICAL WORLD
Given the events of the last year, it is no surprise that our
research shows geopolitical risk to be the issue most likely

1 Kevin Rawlinson, The Guardian: The world’s newspapers react to
Trump’s election victory (10 November 2016)

2 Michael Mackenzie and Nicole Bullock, Financial Times: US stocks hit
new highs after Trump win: a breakdown of the rally (22 November 2016)

to drive news agendas in 2017. The US presidential race
and ultimate election of Donald Trump, Brexit, continuing
migration problems, terrorism and conflict would all
individually have a profound impact. Combined, we have
seen a virtual tsunami that has radically changed the global
landscape.
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Media coverage of issues relating to geopolitical risk, Nov 2011 — Nov
2016 (Source: Factiva)

Quite what the implications of these different events,
individually and in total, will remain to be seen. While
Trump’s electoral success has created significant waves,
the level of initial shock® has not been maintained and
indeed paradoxically has given rise to a (US) market rally?,
though the extent to which the latter is sustainable is
questionable. It is reasonable though to expect significant
upheaval, with Trump’s plan to withdraw from the Trans-
Pacific Partnership trade deal? the latest indication of a
substantial shift in the geopolitical landscape. Meanwhile
in Europe, the repercussions of Brexit continue to be felt
with the UK seemingly lacking any clear plan or direction
for an EU exit* and further strife highly likely as a result of
what will be a contentious negotiation.

Worse though may be yet to come. In the immediate
future, a Far Right victory in the Austrian presidential
election and institutional chaos in Italy resulting from its
constitutional reform referendum seem likely. Further
chaos beckons in 2017 with elections in France (particularly
given the strength of the Far Right movement) and
Germany. Populist sentiment is overwhelming the political
landscape, while security challenges abound due to the
influence of Russia, future of NATO, conflict in Syria,
migration issues, terrorism and any number of other
potential flashpoints.

3 BBC News: Trump says US to quit TTP on first day in office (22 November
2016)

4 Christopher Booker, Daily Telegraph: We as a nation are completely
unprepared for the staggering complexity of Brexit (20 November 2016)



https://www.theguardian.com/us-news/2016/nov/10/the-worlds-newspapers-react-to-trumps-election-victory
https://www.theguardian.com/us-news/2016/nov/10/the-worlds-newspapers-react-to-trumps-election-victory
https://www.ft.com/content/92c65152-b09c-11e6-9c37-5787335499a0
https://www.ft.com/content/92c65152-b09c-11e6-9c37-5787335499a0
http://www.bbc.co.uk/news/world-us-canada-38059623
http://www.telegraph.co.uk/news/2016/11/20/we-as-a-nation-are-completely-unprepared-for-the-staggering-comp/
http://www.telegraph.co.uk/news/2016/11/20/we-as-a-nation-are-completely-unprepared-for-the-staggering-comp/
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We can also reasonably expect markets (via greater
volatility) and, more particularly, investor sentiment to be
influenced by these, with the post US election market rally
likely to be the exception rather than the rule. Needless to
say, there will be substantial communications challenges as
a result, with managers needing to provide guidance,
reassure investors, explain portfolio positioning and
perhaps most importantly guard against short term
thinking and action that could prove detrimental in the
long run.

SMART BETA: REDEFINING THE INVESTMENT LANDSCAPE
The influence smart beta has exerted on the asset
management world cannot be underestimated, with the
space growing rapidly in terms of both assets under
management and number of products. It is also a space
likely to see further growth in the immediate future — a
recent FTSE Russell global survey of more than 250
institutional asset owners found that 36% of investors have
a smart beta allocation while a further 41% are either
actively or anticipate evaluating smart beta in the next 18
months®. In such a context, it is perhaps unsurprising that
it is a topic gaining increasing amounts of media attention.
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Media coverage of issues relating to smart beta, Nov 2011 — Nov 2016
(Source: Factiva)

The popularity of smart beta as a topic is in part the result
of how it has sought to position itself — tweaking
straightforward passive approaches to generate above
market returns® —but it is also reasonable to say that smart

5 FTSE Russell survey: Smart beta: 2016 global survey findings from asset
owners (2016)

6 Robin Wigglesworth, Financial Times: Fund managers ready for ‘smart
beta’ wars (8 February 2016)

7 Elizabeth Pfeuti, Financial News: Complex ETFs taking ground from
active managers (5 October 2016)

beta has been the beneficiary of broader industry trends
and particularly the pressure placed on active
management. Indeed, in this regard industry debate has
moved on and it is now no longer as simplistic as active vs.
passive, but it is now active vs. smart beta. To date, this is
a debate in which smart beta has had considerable success
with recent research (by Brown Brothers Harriman)
suggesting investors increasingly view “low cost smart beta
ETFs as an alternative to more costly actively managed
funds.””

But smart beta has not had things all its own way, with
critiques and criticism of it as an investment style
increasing significantly over the last year. These have
ranged from whether products are too complex; whether
there are too many of them; whether they deliver as
advertised ®; the merits (and limitations) of different
approaches; right through to whether smart beta is
nothing more than a clever marketing term.

In many ways, the smart beta topic is perhaps the best
example from our list of themes in how important the
media is as an indicator of future trends and sentiment —
from an extremely positive initial reception, the substantial
growth of the space has given rise to greater scrutiny as the
press (on behalf of its audience, which ultimately
comprises end investors) seeks to test smart beta
methodologies to make sure they do truly live up to
expectations.

Regardless of increased criticism, the continuing growth of
smart beta means that it is highly unlikely to disappear
anytime soon. However, it will be incumbent on providers
to publically respond to this increased scrutiny and clearly
demonstrate the merits of their respective approaches and
the benefits of their incorporation within portfolios, in
addition to their low cost credentials.

THE COST OF INVESTING

The release of the Financial Conduct Authority’s (FCA)
interim report of its study of the asset management
market® has shone a stark spotlight into industry practices.
In many ways, the conclusions the FCA has reached are not
unexpected but add further pressure, particularly with
respect to active managers already being challenged by
lower cost passive offerings.°

The issue of fees is clearly an important one for the
industry and active managers to address, with initial
pressure to increase transparency and adopt “all-in” fee

8 John Authers, Financial Times: Smart beta not quite as clever as
advertised (25 March 2016)

° Financial Conduct Authority: Asset Management Market Study Interim
Report (18 November 2016)

0 Rob Langston, FE Trustnet: FCA rekindles active versus passive debate
in fund management review (23 November 2016)



http://oshares.com/inc/uploads/2016/05/SmartBeta2016GlobalSurveyFindingsfromAssetOwners.pdf
http://oshares.com/inc/uploads/2016/05/SmartBeta2016GlobalSurveyFindingsfromAssetOwners.pdf
https://www.ft.com/content/f1d345ae-c913-11e5-be0b-b7ece4e953a0
https://www.ft.com/content/f1d345ae-c913-11e5-be0b-b7ece4e953a0
http://www.efinancialnews.com/story/2016-10-05/complex-etfs-close-gap-on-active-managers
http://www.efinancialnews.com/story/2016-10-05/complex-etfs-close-gap-on-active-managers
https://www.ft.com/content/66c7c616-f234-11e5-aff5-19b4e253664a
https://www.ft.com/content/66c7c616-f234-11e5-aff5-19b4e253664a
https://www.fca.org.uk/publications/market-studies/asset-management-market-study
https://www.fca.org.uk/publications/market-studies/asset-management-market-study
https://www.trustnet.com/News/703087/fca-rekindles-active-versus-passive-debate-in-fund-management-review/
https://www.trustnet.com/News/703087/fca-rekindles-active-versus-passive-debate-in-fund-management-review/
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models clearly striking a chord with many audiences!!.
These pressures are exacerbated further by the existing
pressure coming (at least from a UK perspective) from
consolidation within the institutional (local authority)
space and the growing foothold of defined contribution
and associated charge cap.
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Media coverage of issues relating to regulation and fees, Nov 2011 — Nov
2016 (Source: Factiva)

Arguably an even more interesting element of the FCA
report is the questions being posed for the first time (at
least publically) to investment consultants about their
ability to act in the best interests of clients, be this through
the effective analysis of performance or the delivery of
new services (such as fiduciary management) that may be
open to accusations of conflicts of interest.

What happens next is less clear. Despite some frank
criticisms, it remains to be seen whether regulators will
ultimately have the appetite to follow through on their
proposals. Nevertheless, this is an area where it would be
advisable for the asset management industry to take
proactive measures, if for no other reason than to ward off
more punitive action further down the road.

DEMONSTRATING ASSET MANAGEMENT’S WORTH

The issue of accountability is an interesting one — in
previous years we have focused on this as a single, broad
topic however the growth in emphasis on regulation and
fees (due in no small part to the FCA report) has led us to
refocus our analysis for 2017. Nevertheless, accountability
remains a highly important topic in its own right and one
the asset management world needs to do more to address.

11 Marion Dakers, Daily Telegraph: FCA plans fee shake-up for asset
management industry (18 November 2016)

12 Mark Cobley, Financial News: Aviva Investors CEQ issues challenge to
fund management’s privileged elite (6 October 2016)
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Media coverage of issues relating to accountability, Nov 2011 — Nov 2016
(Source: Factiva)

Of chief importance here is the perception of the asset
management space among the wider world and, more
pertinently, how the asset management industry positions
itself within society. From a media perspective, investment
is no longer confined to the business and financial pages —
it is major (inter)national news, highly influential and
subject to more attention and scrutiny than ever before.

Actors within this sector therefore have a need (and
arguably an obligation) to embrace this and clearly define
what value they bring to the world or risk being perceived
as a “privileged elite” by a sceptical public*?. Financial
education on the benefits of investing, and new solutions
to the savings and retirement crisis are but two examples,
but it is fair to say it would be to the asset management
industry’s benefit to do more to proactively address some
of these major challenges.

ESG IN THE MAINSTREAM

The increased media attention on ESG related themes
reflects the greater emphasis being placed at all levels by
the asset management industry — be this managers,
investors or regulators. Issues relating to remuneration,
engagement ' and social practices are, among others,
playing an increasingly important role in asset owners’
decision making processes and the resulting means by
which managers are deploying assets.

ESG is one of the positive stories for the asset management
industry over the last year. It is no longer seen as a
specialist area of investment but is now in the mainstream
of investment thinking and practices.

13 John Authers, Financial Times: Ethical investing’s rebranding is actually

one of substance (26 October 2016)



http://www.telegraph.co.uk/business/2016/11/18/fca-plans-fees-shake-up-for-asset-management-industry/
http://www.telegraph.co.uk/business/2016/11/18/fca-plans-fees-shake-up-for-asset-management-industry/
http://www.efinancialnews.com/story/2016-10-06/aviva-investors-ceo-euan-munro-issues-challenge-to-fund-managers
http://www.efinancialnews.com/story/2016-10-06/aviva-investors-ceo-euan-munro-issues-challenge-to-fund-managers
https://www.ft.com/content/1ab932a2-9b42-11e6-b8c6-568a43813464
https://www.ft.com/content/1ab932a2-9b42-11e6-b8c6-568a43813464
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Media coverage of issues relating to ESG, Nov 2011 — Nov 2016 (Source:
Factiva)

In some ways, the challenge within the ESG space now
rests more with specialist providers demonstrating their
worth and ability to generate additional outperformance,
rather than with the bigger generalists having to
demonstrate their ethical credentials.

TECHNOLOGICAL ADVANCEMENTS

Technology continues to hold a prominent place within the
asset management industry agenda, even if those topics
being addressed are largely a continuation of 2015-6
themes.
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Media coverage of issues relating to technology, Nov 2011 — Nov 2016
(Source: Factiva)

Without question, issues relating to how the asset
management industry utilises technological advances
(such as blockchain, big data and even bitcoin) will
continue to be an area of attention. More pertinent here
though is how the industry prepares itself for the next

wave of developments and challenges, in particular the
disruption that will come from new technology-based
players such as Google should (dare we say when) they
decide to enter the lucrative asset management market.

MEDIA PERCEPTIONS

As noted earlier, the media plays a highly influential role in
defining the asset management industry’s agenda. It is
therefore only sensible to get their direct input and insights
to assess what lies ahead in 2017. With this in mind, we
have asked a panel of leading journalists to comment (on
an anonymous basis) as to whether they expect to write
less, more or the same on these key industry topics over
the next twelve months.

Geopolitical risk ||
Smart beta |
Regulation and fees I
Accountability |
ESG |
Technology |

0% 20% 40% 60% 80%  100%
Less M Remain the same More

Review of journalist sentiment and expectations, Nov 2016 (Source: JPES
Partners; SurveyMonkey)

Unsurprisingly given the events of the last year, there are
clear expectations among the media to write more on
geopolitical risk over 2017. Interestingly however and
unlike previous years’ surveys, there far less consensus
among journalists about what they will focus on in the
coming year, again reiterating the uncertain climate we
find ourselves in.

SUMMARY

Over the last two years, we have concluded that increased
scrutiny and accountability will dominate the asset
management news agenda. While these have retained a
strong level of prominence, the events of 2016 have
created huge long term uncertainty and almost inevitably
therefore pushed geopolitical risk to the forefront of the
media’s focus.

Given the unpredictable nature of the last twelve months,
it perhaps seems foolish to make predictions for 2017;
certainly there seems to be no immediate consensus
among the media about what, other than geopolitical risk,
will be the next “big thing”. But with challenges come
opportunities — perhaps more than ever before, there is an
opportunity for skilled asset management communicators
to take advantage of the lack of consensus to proactively
and positively drive news agendas.
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For more information on JPES Partners’ research please contact matt.rogers@jpespartners.com

RESEARCH METHODOLOGY

Quantitative research was conducted over a five year timeframe using Factiva™, a comprehensive media database run by Dow
Jones. Research focused on English language titles across national media outlets, newswires, institutional and retail fund
management trade publications.

Search terms used (all in relation to asset managers and investment):

e Geopolitical risk: Terrorism; Brexit; Passporting; Equivalency; US Election; Emerging Markets; BRICS; Extremism; Populism;
Social Equality; Migration; Article 50; Trump; Clinton; Elections

e Smart beta: Smart Beta

e Regulation and fees: Passporting; MIFID; UCITS; FCA Investigation; Fees; Fee Structures

e Accountability: Transparency; Accountability; Scrutiny; Systemic; Corporate Governance; Social Value

e ESG: ESG; Responsible Investing

e Technology: Disruptors; Robo-Advisers; Big Data; Blockchain; Bitcoin

Qualitative research was conducted anonymously via a SurveyMonkey online survey of journalists writing for national media
outlets, newswires, institutional and retail fund management trade publications, with participants asked to comment on
whether they expected to write more, less or the same amount on a shortlist twelve identified topics during 2017. 16 journalists
responded to JPES’ invitation to complete the survey.

ABOUT JPES PARTNERS
JPES Partners is a communications consultancy to the investment industry.

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 the law.

We work with clients of all sizes, from boutiques and start-ups to established global brands, including asset owners, fund
managers, intermediaries and service providers. Our services are diverse, ranging from marketing strategy to comprehensive

public relations programmes.

For more information on JPES Partners please contact alexandra.sayle@jpespartners.com
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