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STATE OF THE INDUSTRY

Growing, but facing disruption
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Presentation Notes
Trends point  to a society that is increasingly finding less relevance for investment professionals in their lives.�
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Middle class to grow 180% by 2040

Global investable assets to increase
to more than $100 trillion by 2020

Source: PwC Asset Management 2020: A Brave New World
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ASSET MANAGERS, 2004-2014
(REBASED TO 100 IN 2014)
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GLOBAL AUM EXPECTED TO RISE

2004 2012 2020 (est)
Global AUM 37.3 63.9 101.7
In Mutual Funds 16.1 41.2
Active
Investments 15.1 30.8
Passive
Investments 3.4 10.5
30.4 47.5
26.6 35.3
3.9 12.2
In Alternatives 6.4 13.0

Source: PwC — in USD Trillion
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Global AUM is expected to rise to around USD101.7 trillion by 2020, a compound growth rate of nearly 6%.�
 


INSTITUTIONAL OWNERSHIP CONCENTRATION

TOP 1,000 U.S. CORPORATIONS ‘

By company size bracket
1990 2000 2009
50.1% 54.2% 63.7%
59.2% 61.6% 70.3%
24.7% 64.7% 70.9%
51.1% 64.2% 76.3%
47.5% 62.8% 76.2%
44.6% 56.9% 70.2%

Source: The 2010 Institutional Investment Report, The Conference Board
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WHERE ARE THE HIGH-NET-WORTH INDIVIDUALS?
NEARLY A THIRD IN ASIA PACIFIC

(Million)
CAGR 2008-2013: 9.9% Annual Growth 2012-2013: 14.7%
8.6 10.0 10.9 1.0 12.0 13.7
% Change 2012-2013

© Aftica 3.7%

@ Latin America 3.5%

Number (' Middle East 16.0%

of HNWIs () Europe 12.5%
@ Asia-Pacific 17.3%

@ North America 15.9%

2008 2009 2010 2011 2012 2013

Source: 2014 World Wealth Report
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(HNWIs defined as having at least USD1 million)

The global middle class is growing: Between 2010 and 2020, more than one billion more middle class consumers will emerge globally, representing the largest single decade increase in customers in history. (PwC)

Asia-Pacific is home to nearly a third (31%) of the world’s HNWI.  

Asia-Pacific recorded the largest increase in HNWI population (17.3%) and narrowed the gap on North America – the region with the largest HNWI population at 4.33 million – to just 10,000 individuals.  Japan, with its unprecedented HNWI population surge in 2013 and China with a strong annualized population growth of 15.8% between 2008 and 2013 helped fuel Asia Pacific's increase.
 
Future growth is expected to be driven by robust expansion in most regions.  Asian-Pacific will lead the way with 9.8% CAGR. Asia-Pacific is still expected to have the largest HNWI population by 2014 and the most wealth by 2015.



THE RISE OF PASSIVE INVESTING

Index Equity Mutual Funds’ Share Continued to Rise
Percentage of equity mutual funds’ total net assets, 2000-2013

18.4
= gy 13
11.8 S -
109 114 117 115 116 1L

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Source: 2014 Investment Company Fact Book
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So, as a result, passive investing and indexing has more than doubled since 2000. 

HNW investors’ allocation to passive strategies increased from 12% to 18% from 2006 to 2012 (CaseyQuirk 2014). That’s a 50% increase.  

That is driving down fees, but there are other forces at work.  Overall, fees have dropped from 46 bps to 39 bps fees over that time. Assuming a 50bps fee differential between active and passive, the six percentage point increase in passive management implies less than half of the 7bp compression is driven by trends toward passive management. In any case, the mass affluent are shifting to fee-only platforms with a focus on lowering fees. Investors with more than US$2m, however, are less fee sensitive.

Passive are cheep but they are not without risks.  Understanding those risks and how they interact with a client’s unique needs and financial position remain an edge for relationship wealth management. 


GROWTH OF LOW-COST INVESTMENT
ADVICE STARTUPS

ROBO ADVISING IS GROWING!

+65.2%

Wealthfront (US)
Betterment (US)
FutureAdvisor (US)
Nutmeg (UK)

Quirion (Germany)

Apr-14 Jul-14 Dec-14
E Discretionary Control @ Paid Investment Advice [@ Total

Source: Grant Easterbook/Corporate Insight 2014 USD in billions
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Notes from Steve Horan:

This is a step beyond established execution-only, informational and transactional online finance providers.  At the end of 2014 the 11 largest US robo advisors managed a modest $19bn dollars, but have increased nearly 65% since April.  Many firms busy raising capital to implement the concept which will of course increase assets under management.
“Wealthfront surpassed $1 billion in assets under management in June, about 2½ years after launching its website, and manages $1.25 billion now. Its chief investment officer is Burton Malkiel, whose book "A Random Walk Down Wall Street" is widely regarded as a classic by advocates of index investing.”  Now manages $1.7 billion a/o end of 2014. 
“Betterment, which is based in New York and manages $740 million…”; Raised $60 million in new capital in Feb 2015; Total of $105 million since 2009.  
“FutureAdvisor, which launched last year and manages about $200 million in assets…”
Nutmeg – UK; raised $5million in 2012
Quirion – Germany
Commonwealth – Compliment to (and not a competitor of) its human advisors.  This "B2B" application, whereby advisors or platforms use online advice technology to enhance or streamline their offering.  

What has spurred the rise of the robo-advisor?
For consumers, aside from cheap fees, the benefits include convenience and easy online accessibility alongside simplicity and transparency. Robo-advisors can also provide access to some things institutional investors take for granted such as automatic portfolio rebalancing, price limited trading, and more sophisticated performance reporting taking into account measures of rolling portfolio risk as well as returns.  
Investors have increasingly become disenchanted with the performance prospects of active portfolio management.  In a recent Financial Analysts Journal article, for example, Charley Ellis argues that although active management promised rewards to the diligent professional investor fifty years ago, that is no longer the case as informed institutions increasingly dominate the market place and squeeze out profitable investing opportunities.  
investors are increasingly realizing that opaque investment management fees and charges can consume most or all of a fund’s incremental return over a benchmark index.
For producers, automation and standardization using online distribution channels to generate lower running and customer acquisition costs, which are obvious benefits to providers. Smart branding and white label distribution strategies abound, targeting a loyalty-neutral generation of increasingly wealthy millenials. It’s the financial equivalent of booking an Uber on your phone versus standing in the cab line at the hotel. And it’s gone beyond the idea stage to real money. Wealthfront launched in December of 2011 and in those 30 months, they have since grown to $1 Billion in AUM, which is roughly an average growth of 33.3m a month. Betterment is doing well too, with $502 mm in assets under management. As for FutureAdvisor, they now have over $118mm AUM, with only 18 employees.  And the Venture Capital folks are falling all over each other to get in on the game wondering if this is the next Twitter or Facebook or whatever, pumping over a quarter of a billion into the space, and $95 million in just a few weeks earlier this year.



REGULATORY SCRUTINY

New rules would make advisers put investors first
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UK watchdog cracks down on asset

managers
Carcéne Binham, Fmancial Reguiation Cormespondent

The UK's £5i0 assel management indastry is
nod doing encugh to gaard againast patential
insider trading and market abuse, the UK's
fAnancial watchdog has found i the labest
salvo on an industry that is gamering
increazing regulatory scrutiny.

The Financial Condact Anthoricy has foand
that enly a small number of companies it surveyed as part of & review had
“comprehensive” controds in place against market abuse, according fo findings
published by the regulator on Wednesday,

Norway takes action against closet-
tracking

Madron Marrage

The Norwegian regulator has become the first in Enrope fo accuse a bank of

mis-selling a “closet tracking” fapd — products that charge high fees for active
managerment bul mimie an index.

The regulator has ondered DNE |, Natway's largest bank by market capitalisation, to
lower the pricing of one of its best-selling squity funds or “bring it in line with the
characteristics of active management”. DNE must akso inform its ieestors of the
regulator’s decision.

Sweden pledges to investigate closet
trackers

The Swedish government is fo become the

. first in Europe to formally investigane closet-
== tracking fiunds that charge high fees for
Il'_l'fl"::fh’. aniue wn:h:dﬁlhﬂe mare than
LY  mimac an index

L]

Fer Bolund, Sweden's deputy finance
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Increased regulatory scrutiny – after recent scandals, regulators are beginning to look more closely on asset management companies, especially SIFIs. Enforcement of fiduciary duty to clients.



WOMEN AS PERCENT OF
CFA PROGRAM CANDIDATES
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WOMEN AS PERCENT OF CFAINSTITUTE MEMBERS

30%
25% 25%
25% 24% 24%
20% 19% 19%
18% 18%
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WHAT'S WRONG WITH
THE INVESTMENT INDUSTRY?

Bad
Behavior

Poor
value
propositi
on
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High-entry standards: Make sure your colleagues know about and pursue the best finance education available. Those of us here know that this is the CFA charter. Don’t stop with the decision makers. Just as doctors depend on nurses, make sure those colleagues who support your work meet a high standard of education. Programs, such as the Claritas Investment Certificate, are now available to fill this gap. Insist that your firm raise qualification standards throughout the organization.

Change business models: Advocate for CFA Institute standards, such as AMC, GIPS; charge fair fees, put investors’ interests above all else. Today’s business models are inherently conflicted, thus no amount of indoctrination and regulation will lead to a cleaner investment management industry.  For change to happen, we need to start changing the incentives that people face.�
We have been sidetracked into slavish short-term devotion to quarter-over-quarter shareholder value with no eye on the value we should be adding to the communities we serve. Short termism is a curse we need to combat. The investment industry is dominated by large asset owners – pension funds, sovereign wealth funds. We need to work with them to promote the value of long-term investing and demand that from the companies they invest in and from their asset managers. 
�Institutional investors should not vote solely with their feet, but exercise rights as shareholders and demand higher standards from the companies they invest in so they protect the interests of their clients – people who work hard to save and invest. Firms have to rethink the use of financial metrics as primary determinants of remuneration. Commissions, sales targets, etc. create conflicts of interest and only reward product pushing, to the detriment of clients. Australia is moving ahead with this direction. �
CFAI promotes our codes and standards so that firms have a framework in which to guide their employees on how to behave ethically and put investors’ interests first. The Asset Manager Code has been adopted by several large firms, such as Blackrock and State Street. �
Ensure our profession’s future: Does society value our work? I don’t think so. Have we done enough to demonstrate our value? Honestly, I don’t think we have. We have to deliver the clear message to investors and policymakers that we are a force for good, one that places the interest of investors above all else. When we prove our value to society, we maintain our social contract with the public and, in turn, they will place their trust in us and thus preserve our professional autonomy.

Note: Mention long-termism. Need for regulatory intervention – change of tax and accounting rules – and collapse of long-term liabilities (DB to DC).


WHAT DOES CFA INSTITUTE DQO?

CFA Institute
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L CFA Institute

Leads the investment profession globally by
promoting the highest standards of ethics,
education, and professional excellence

for the ultimate benefit of society.
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GLOBAL MEMBERSHIP AND
CANDIDATE REGISTRATIONS

63.2% 19.8%

AMERICAS EUROPE, MIDDLE
Members: 78,096 EAST, AFRICA

CFA Program Members: 24,533
Registrations: 73,595 CFA Program
Societies: 86 Registrations: 45,382

Societies: 40

CFA Institute

More than
128,000
members

In 150
countries;
145 member
societies

16.8%

ASIA PACIFIC
Members: 20,839
CFA Program
Registrations: 91,401
Societies: 17

+ CFA China
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History
The origins of CFA Institute began in 1947 when several North American associations of security analysts joined forces to formalize the investment analysis and management profession and create a higher standard of education and ethics. While CFA Institute is best known for our namesake CFA Program, first offered in 1963, our predecessor organizations actually predate the CFA Program. It all began with local analysts – professionals that got together to really turn what was then a trade into a profession by providing opportunities to network, learn from each other, and set professional standards. This led to local societies which in turn led to the National Federation of Analyst Societies, later known as the Institute for Chartered Financial Analysts. These two organizations later merged to form the Association of Investment Management and Research, which was then renamed CFA Institute.
Luminaries, such as Benjamin Graham, have been part of our history. 


THREE STRATEGIC FUNCTIONS

CREDENTIALING
Developing Future Professionals
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These pillars draw the links between our mission and how CFA Institute is organized to execute on that mission.
- Pillar 1 is at the very core of CFA Institute. Foundational education enables professional competence – a quality that requires the application of technical knowledge AND an appropriate ethical framework to guide decision making. This activity put us on the map and we continue to invest in the CFA Program, CIPM, and Claritas. The CFA Program curriculum is highly respected and candidate response to the program is overwhelmingly positive. Registrations for FY15 are at an all-time high. And registrations for the CIPM Program are at near historic highs (up 13%). Initial growth for Claritas is reminiscent of the early days of the CFA Program. It’s a slow start but we believe it will grow over time. 



WHAT MAKES A PROFESSION

« A common body of knowledge that is widely accepted

 Certification that individuals possess such knowledge before practicing

» A code of ethics, with compliance monitoring and enforcement

« A commitment to use knowledge for the public good, not profit maximization
» Continuing professional development

» Seal of approval from society

CFA Institute 20



Presenter
Presentation Notes
Education credentials are only one component of what makes a profession. It takes more than that to build a profession. 
To make a profession you need a common body of knowledge and a certification that demonstrates a person possesses that knowledge before you allow them to practice. We have the certification, but it isn’t a prerequisite to practice. This is at the heart of one of the issues we need to address as a profession. There are too many investment professionals working in the industry who do not have globally relevant, practice-based education. This needs to change.
You need a code of ethics and a way to enforce compliance. We have that embedded in our education programs and our professional conduct program, but again, not all investment professionals are trained in ethics. The global financial crisis brought this to the forefront.
More recently, CFA Institute updated its mission to reflect our commitment to use knowledge for the public good, not just profits. This is taking root but has a long way to go as we work to rebuild trust in the financial services sector.
The Institute makes a major investment in providing continuing professional development, and although we don’t require it XX% of our members self report their continuing professional development. This is encouraging. But there are professions in the world, much less connected to the well being of society, that require CPD. We haven’t been able to solve this issue after many attempts.
The investment industry today desperately needs an investment management profession that can better demonstrate what it means to be a profession. We are leading the way by promoting the highest standards of education, competence, and professional conduct. 
At the same time, there is much more that we can contribute. As the investment management business evolves, and it is doing so quickly, we must get out ahead and truly lead the way when it comes to these critical components of a profession. For example, we need to be more involved in the issues of the day. Emerging practices, such as SRI, ESG, and Islamic finance, should continue to make their way into our curriculum. 


THREE STRATEGIC FUNCTIONS

CREDENTIALING
Developing Future Professionals

MEMBER VALUE
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Pillar 2 is about delivering member value. The purpose of this activity is to equip and support members so they can better serve their clients and further develop their professional careers. This means listening to member needs and asking for feedback on how we’re doing. We enable this activity through an active local professional community, professional recognition from employers and regulators, and high quality professional content and services delivered through an “any time, any place, any device” customer experience.
 
Most of our members are also members of their local society, but many aren’t. And many are not genuinely engaged with us. We need to increase and improve our dialogue with them and partner with societies to drive our work more globally and with more local impact.
 
This will require better internal discipline and assessment of activities, finding ways to value an outcome and not just increase volume. I would like to see us direct more resources to societies; drive all members into local societies; and align society and Institute funding models.
 




GLOBAL INFLUENCE
145 SOCIETIES WORLDWIDE

CFA Institute


Presenter
Presentation Notes
We need to do this because we are in a unique position to influence the future of our profession. Between CFA Institute’s presence in seven offices, including the most recent addition of offices in Beijing and Mumbai, and the 144 societies we partner with around the world, we are poised to have an even greater impact on the investment management profession.



FY2016 PRIORITIES

* Increasing society funding by 50%

* Doubling the spending on brand

* Investing in technology improvements
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THREE STRATEGIC FUNCTIONS

CREDENTIALING

Developing Future Professionals

MEMBER VALUE

STANDARDS AND ADVOCACY
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The third function is: Build Market Integrity. Our focus here is on members and investors. Building market integrity ultimately benefits society by improving both investor protections and investor outcomes. These efforts also benefit members through the development of an industry that demands professionals and enables these professionals to pursue rewarding careers.
 
This activity is achieved through the creation, adoption and application of high quality codes & standards, and thought leadership designed to demonstrate the value of the profession. Here we promote professional attributes, seek professional recognition from investors, and challenge industry participants to shape fair and trustworthy financial markets.
 
As a global community, we are the people on the ground who see what is happening in the industry on a day-to-day basis. Our perspective is invaluable to policymakers and regulators, as well as the general public. For example, our simple message about Putting Investors First can go a long way if we can actively deliver the message in our communities. Our efforts with Putting Investors First Month this May exemplify our work to carry this message into our communities and markets.
 
We have to make change happen by advocating for policy, research, and thought leadership that benefits investors and society at large. This will foster the health and future success of the investment management profession.
 
In this area, we need to demonstrate stronger, bolder thought leadership. I’d like to think that we can have a greater impact on the way the investment management profession is evolving. For example, we know that regulators are turning their attention to the asset management business now that the banking sector is more under control. 
 
We may need to turn up the heat and this may upset a few people. But if we don’t speak loudly and boldly then we are guilty of inaction on issues that are deeply connected to society at large. The future of finance initiative has a role to play here. 



HOW MEMBER DUES AND REGISTRATION
FEES ARE USED

FY2014 REVENUES FY2014 OPERATING EXPENSES
BY STRATEGIC AREA BY STRATEGIC AREA

m Credentialing* m Credentialing*
®m Member Dues ®m Member Value

m Standards & Advocacy

* Includes curriculum * Includes curriculum
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WHAT ARE EMPLOYERS
LOOKING FOR?

CFA Institute
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SKILLS AND ATTRIBUTES FUTURE
PROFESSIONALS NEED TO HAVE

Analytical ability

Broad knowledge
Ability to communicate
Ability to reason
Out-of-the-box thinking
Humility

Source: Investment Management: A Science to Teach or an Art to Learn
CFA Institute Research Foundation, 2014
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Analytical ability – ability to think the big picture whatever one’s specialty is, including an understanding of global macroeconomics and geopolitics
Broad knowledge - Broad knowledge opens door to critical thinking. Are we over-reliant on models in decision making? Knowledge in history, philosophy, science and even the arts are also tools for critically analyzing theories and events – to think creatively
Ability to communicate – internally and externally. Internally – important to communicate with peers, to question their assumptions. Steer away from group think
Ability to reason – how  you thought about a problem is as important as the what of the problem
Out of the box thinking – expose students to different ideas and points of view and understand the rationale behind each view instead of following the herd
Humility – the ability to acknowledge a mistake, learn from it. Ability to listen to others and change one’s opinion when presented with stronger arguments


LET'S GROW OUR IMPACT WITH
INDUSTRY EMPLOYERS

Investment firms worldwide want to adopt the highest
standard of professionalism, competence, and client
service for their own success.

We are in a unique position to help them meet these
standards and improve their performance.

CFA Institute

28


Presenter
Presentation Notes
We can grow our industry impact by engaging with industry leaders in our communities and worldwide to better understand their business needs and partner with them to develop professionalism at every level. In the coming years, you will see a greater focus on our Business to Business activities, because we are in a unique position to help firms meet standards, improve their performance, and by extension, their standing in society.
 
Our member’s reputations as investment professionals are tied to the reputation of the firms that employ them. We need to effect change from the inside out and this means building deeper relationships with senior levels of firm leadership.





PROMOTE ETHICS, EDUCATION, AND

PROFESSIONAL EXCEL

_LENCE

PROGRAMS:

« CFA® Program
e Claritas® Investment Certificate

e CIPM®Program

THOUGHT LEADERSHIP &
STANDARDS:

e Code of Ethics and Standards of Practice
» Pension Trustee Code of Conduct

 Asset Manager Code of Professional
Conduct (AMC)

« Capital Markets and Financial Reporting
Policy

 Global investment Performance Standards
(GIPS)

« Continuing professional education

CFA Institute
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Robust accreditation programs
Member value – thought leadership 
Build Market integrity – standards


PROVING OUR VALUE TO SOCIETY

CFA Institute
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WHAT'S WRONG WITH
THE INVESTMENT INDUSTRY?

Bad
Behavior

Poor
value
propositi
on
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High-entry standards: Make sure your colleagues know about and pursue the best finance education available. Those of us here know that this is the CFA charter. Don’t stop with the decision makers. Just as doctors depend on nurses, make sure those colleagues who support your work meet a high standard of education. Programs, such as the Claritas Investment Certificate, are now available to fill this gap. Insist that your firm raise qualification standards throughout the organization.

Change business models: Advocate for CFA Institute standards, such as AMC, GIPS; charge fair fees, put investors’ interests above all else. Today’s business models are inherently conflicted, thus no amount of indoctrination and regulation will lead to a cleaner investment management industry.  For change to happen, we need to start changing the incentives that people face.�
We have been sidetracked into slavish short-term devotion to quarter-over-quarter shareholder value with no eye on the value we should be adding to the communities we serve. Short termism is a curse we need to combat. The investment industry is dominated by large asset owners – pension funds, sovereign wealth funds. We need to work with them to promote the value of long-term investing and demand that from the companies they invest in and from their asset managers. 
�Institutional investors should not vote solely with their feet, but exercise rights as shareholders and demand higher standards from the companies they invest in so they protect the interests of their clients – people who work hard to save and invest. Firms have to rethink the use of financial metrics as primary determinants of remuneration. Commissions, sales targets, etc. create conflicts of interest and only reward product pushing, to the detriment of clients. Australia is moving ahead with this direction. �
CFAI promotes our codes and standards so that firms have a framework in which to guide their employees on how to behave ethically and put investors’ interests first. The Asset Manager Code has been adopted by several large firms, such as Blackrock and State Street. �
Ensure our profession’s future: Does society value our work? I don’t think so. Have we done enough to demonstrate our value? Honestly, I don’t think we have. We have to deliver the clear message to investors and policymakers that we are a force for good, one that places the interest of investors above all else. When we prove our value to society, we maintain our social contract with the public and, in turn, they will place their trust in us and thus preserve our professional autonomy.

Note: Mention long-termism. Need for regulatory intervention – change of tax and accounting rules – and collapse of long-term liabilities (DB to DC).


WHAT CAN WE DO?

Demand

hiah Credentials Be best
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Change short termism
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CFA Institute

- CPE
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impact

Ensure
future

of the
profession

Engage

i Volunteer!

society

- Prove value
to society

- Engage with
employers &
regulators
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High-entry standards: Make sure your colleagues know about and pursue the best finance education available. Those of us here know that this is the CFA charter. Don’t stop with the decision makers. Just as doctors depend on nurses, make sure those colleagues who support your work meet a high standard of education. Programs, such as the Claritas Investment Certificate, are now available to fill this gap. Insist that your firm raise qualification standards throughout the organization.

Change business models: Advocate for CFA Institute standards, such as AMC, GIPS; charge fair fees, put investors’ interests above all else. Today’s business models are inherently conflicted, thus no amount of indoctrination and regulation will lead to a cleaner investment management industry.  For change to happen, we need to start changing the incentives that people face.�
We have been sidetracked into slavish short-term devotion to quarter-over-quarter shareholder value with no eye on the value we should be adding to the communities we serve. Short termism is a curse we need to combat. The investment industry is dominated by large asset owners – pension funds, sovereign wealth funds. We need to work with them to promote the value of long-term investing and demand that from the companies they invest in and from their asset managers. 
�Institutional investors should not vote solely with their feet, but exercise rights as shareholders and demand higher standards from the companies they invest in so they protect the interests of their clients – people who work hard to save and invest. Firms have to rethink the use of financial metrics as primary determinants of remuneration. Commissions, sales targets, etc. create conflicts of interest and only reward product pushing, to the detriment of clients. Australia is moving ahead with this direction. �
CFAI promotes our codes and standards so that firms have a framework in which to guide their employees on how to behave ethically and put investors’ interests first. The Asset Manager Code has been adopted by several large firms, such as Blackrock and State Street. �
Ensure our profession’s future: Does society value our work? I don’t think so. Have we done enough to demonstrate our value? Honestly, I don’t think we have. We have to deliver the clear message to investors and policymakers that we are a force for good, one that places the interest of investors above all else. When we prove our value to society, we maintain our social contract with the public and, in turn, they will place their trust in us and thus preserve our professional autonomy.

Note: Mention long-termism. Need for regulatory intervention – change of tax and accounting rules – and collapse of long-term liabilities (DB to DC).


“We are In the twilight zone of a
great transition.”

- Unni Krishnan, CEO, Long Brand
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