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> There is broad consensus that diverse voices enhance investment performance by
increasing diversity of thought, which improves decision-making and investment idea
generation while guarding against groupthink. But the industry has a long road ahead to
cultivate the diverse workforce that can bring all these benefits.
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INTRODUCTION

What this report is about

Financial services firms are under ever-increasing pressure from government,
regulators and clients to recognise the importance of a diverse workforce and
strive to improve the diversity of their staff, and quickly. Yet there are some
sectors of the industry — including asset management — that don't appear to be
responding to this pressure as urgently as they could.

This research aims to understand in tangible terms what it is about the asset
management industry — and portfolio management specifically — that makes
building a diverse workforce so challenging. It provides an overview of the
concrete steps some firms are already taking to improve diversity, and a practical
guide to what needs to happen in order to accelerate the pace of change. Our
analysis looks at:

A Setting the scene: how homogenous is the universe of portfolio managers?
Why does this matter, and why now?

A What does it take to be a portfolio manager?: what is the essential skill set,
and what has become the expected norm?

A Identifying the barriers to entry and progression for a potential portfolio
manager: are they unique to this industry? Do the barriers disproportionately
impact women and people of diverse backgrounds?

A The industry’s response: what are asset management firms doing to improve
diversity?

A The challenges ahead: our reflections and analysis of what the industry still
needs to do to prompt a sustainable change in portfolio management.

While we accept that government and society as a whole have an important role
to play, this report focuses on what the industry itself can do to drive
improvements in diversity. We have deliberately highlighted a wide range of
interesting practices and ideas shared by participants in this research to stimulate
firms to discuss, collaborate and take actions that will shift the industry’s thinking
from doing the bare minimum to setting high standards.

Methodology

New Financial conducted meta research to build a dataset on diversity amongst
portfolio managers across as many diversity strands as possible. We also
conducted interviews with more than |00 market participants from over 40 firms
across the asset management industry, including portfolio managers (both past and
present), aspiring portfolio managers, chief investment officers, asset owners,
investment consultants, heads of HR, and heads of diversity and inclusion. Al
interviews were conducted by Olivia Seddon-Daines, with contributions from
Elizabeth Pfeuti, Eivind Friis Hamre and Christian Benson, under the supervision of
Yasmine Chinwala.
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New Financial is a think tank and
forum that believes Europe needs
bigger and better capital markets
to help drive its recovery and
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broadest sense is not only an
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cultural change in capital markets.
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SUMMARY

Fig.| Comparison of the top barriers to entry / progression and the most common industry actions

Top five barriers and actions based on frequency of mentions in interviews and our analysis of gender pay gap action plans

Top five barriers

I. The ‘meritocracy myth’

Line manager’s attitude

Low turnover of portfolio managers

Narrow recruitment pattems
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Loss of performance continuity through leave
of absence

Highlights of the report

Moving up the agenda: diversity is moving up the agenda
of the asset management sector. In the context of
portfolio management, there is a broad consensus that
diverse voices enhance investment performance by
increasing diversity of thought. This in turn improves
decision-making and investment idea generation while
guarding against groupthink.

Under pressure: asset managers are under increasing
pressure to improve diversity (and quickly) from both
external and internal sources. Government, regulators
and clients all want to see increased representation from
women and minority groups, while employees are also
becoming frustrated by the glacial pace of change.

A low base: our research paints a stark picture of
portfolio management dominated by white, middle class,
straight men. Only 4% of UK fund assets are managed
exclusively by women, compared to 85% run by men.
During our research we came across only |2 black
portfolio managers based in London, and nearly two-
thirds of the industry's leaders went to private schools.

The perfect profile: the essential skill set for a portfolio
manager includes numeracy, intellectual curiosity,
analytical ability and an aptitude for learing. However,
this broad objective view of who could be a portfolio
manager does not reflect the reality of the narrow,
subjective criteria that determine who actually makes it.

Barriers to entry: we identified |8 barriers to entry and
progression for portfolio managers. The top ranked
barrier is the ‘meritocracy myth': the asset management
industry firmly believes that the best will rise to the top,
that “merit” is objective, and that companies promote
and reward based purely on performance — however,
this is not the case.

Top five industry actions
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Casting a wider net at entry level
Recognising and countering unconscious bias
Updating HR policies

Improving flexible working

Increasing support to potential female leaders

A generalist approach: asset management firms are not
yet tackling the lack of diversity in portfolio management
specifically, nor does it appear to be a priority. While
they recognise barriers to entry and progression exist,
there is a relative lack of understanding of how these
barriers are prioritised and their cumulative effect.

A push to collaborate: our research found a distinct lack
of collaborative spirit amongst asset managers. The
biggest barriers cannot be tackled by any one firm on
their own — peers will need to come together to discuss
and set industry standards, and work with the wider
investor community, including asset owners and
investment consultants to accelerate the pace of change.

A disconnect: there is a disconnect between our top
barriers and the most common actions taken by firms to
improve diversity. Only one of the top five actions points
we identified directly answers a top five barrier, and we
observed very little activity in response to the remaining
four barriers.

Signs of change: asset management firms have begun a
concerted effort to review, update and formalise their
HR policies. While they may not be breaking new
ground compared to other business sectors, this shift
signals an encouraging change in thinking for an industry
that has become stuck in its ways and sometimes been
reluctant to embrace change.

Widening the gene pool: the industry is also turning its
attention to improving diversity at entry level and raising
the profile of asset management as a career to feed the
future pipeline of portfolio managers. Firms are playing a
more active role in graduate recruitment by introducing
structured programmes and looking beyond STEM
graduates and the same handful of universities.



SETTING THE SCENE: WHY IT MATTERS AND WHY NOW

Why is diversity important in portfolio management!?

In this report we are not re-examining the general business case for diversity —
there is a large and varied cannon of research and resources looking at the impact
of different aspects of diversity on various measures. Instead, we are focusing on
why diversity matters in the context of portfolio management. We found a strong
consensus across the industry that more diverse groups contribute to more
diversity of thought that enhances investment performance in three main ways (in
order of priority):

I)  To optimise decision-making
2) To generate investment ideas
3) To guard against groupthink and herd mentality

Why does diversity matter right now!

The asset management industry is facing powerful headwinds: rapidly evolving
technology, regulatory changes, demands for greater transparency, and for higher
returns at lower cost are all putting pressure on the traditional business model. All
of these factors mean the sector, perhaps now more than ever, needs to be in a
position to attract, retain and harmess the talent and contributions from the
broadest possible range of staff to innovate and compete.

There is also increasing pressure to improve diversity from several directions:

> Government: The UK government wants to encourage greater diversity — and
particularly more women — in the financial services industry with initiatives such as
the HM Treasury Women in Finance Charter and compulsory gender pay gap
reporting (the asset management bonus gap of 65% is the biggest in financial
services). Within the past year, the Treasury Committee published its Women in
Finance report, and HM Treasury mentions the importance of diversity in its UK
Investment Management Strategy.

> Regulators: The Financial Conduct Authority is explicitly incorporating culture
and diversity into its discussions with regulated firms. This year, four contributors
to the FCA's discussion paper Transforming Culture in Financial Services raised
diversity as a means to tackle groupthink. Other bodies such as the European
Banking Authority and European Securities & Markets Authority are beginning to
incorporate diversity into their approach.

> Clients: Diversity is moving up the agenda for asset owners and investment
consultants. While it is early days, New Financial's own research on Diversity from
an Investor Perspective shows that diversity is beginning to influence how asset
owners appoint and interact with their financial intermediaries. Diversity questions
are coming up more frequently in RFPs, there are more of them and they are
more focused. Asset managers need to be prepared to answer more questions
about their approach to diversity when pitching for mandates.

> The evolving role of asset managers: As responsible stewards of capital, asset
managers themselves are increasing their engagement with investee companies
around diversity, particularly challenging boards to add more women. Asset
managers need to at least be seen to be tackling their own diversity challenges in
order to be credible critics.

“The most enduring principle of sound
investment management is
diversification, yet it is remarkably
absent from team construction across
all spectrums of the investment
profession”

CFA Institute research

“For the asset management industry,
diversity of perspectives is especially
important to effectively engage with
clients and to make the right investment
decisions. By tapping into the widest
talent pool, asset managers can
encourage innovative thinking, respond
to a wider range of clients, and develop
more resilient and global business
models”

HM Treasury,
UK investment management strategy

Defining portfolio management

For the purposes of this research, we
define portfolio managers as
individuals with responsibility and
ultimate accountability for investment
decision-making. We deliberately
chose to keep our definition narrow,
as our starting point is that investment
decisions are fundamental to what the
industry is and does.

However, we recognise every asset
management firm is different and has
its own definition of the cohort often
referred to as “investment
professionals” or the “investment
team” or “investment function”. The
difference between analysts and
named portfolio managers will be
very clear and rigid at some firms,
while for others it is more fluid. Roles
and job titles which sit within
“investment” also varies by firm —
some include support functions,
operational functions, product
approvals, RFP writers, sales,
distribution and marketing.
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