











THE UK IN THE CONTEXT OF THE
EUROPEAN FUNDS MARKET

Whilst the UK is an international investment
management centre managing assets on behalf of
clients all over the world, in the UK retail market, funds
are predominantly domiciled in the UK and Europe

and overseas investors in UK domiciled funds are
principally European. Since the Brexit referendum,

we have analysed how the profile of investors in UK
domiciled funds is changing. We also assess the

share of UK Investor FUM in overseas domiciled funds
(which are mainly Ireland and Luxembourg domiciled)
and track net retail sales by different type of fund
structure including SICAVs and ICAVs to see if there is a
material shift in sales patterns ahead of the end of the

Temporary Permissions Regime in 2025.

OVERSEAS INVESTORS IN UK DOMICILED FUNDS

Total FUM in UK domiciled funds reached £1.4 trillion
at the end of 2021, an 11% increase on 2020. FUM held
by overseas investors was £53 billion, a 4% share of UK
domiciled FUM and this has remained constant since
the last quarter of 2018. The fall in the share of funds
held by overseas investors from 7% in Q1 2018 to 4% in
Q4 2018 represents operational decisions by member
firms to move overseas investors out of UK domiciled
funds into equivalent overseas domiciled funds in
preparation for Brexit. The fall is not a sign of shifting
overseas investor sentiment.

CHART 69: UK DOMICILED FUNDS BY INVESTOR PROFILE
(2016-2021)
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UK INVESTORS AND OVERSEAS
DOMICILED FUNDS

UK investor FUM in overseas domiciled funds is £259
billion and 16% of total UK investor FUM (£1.6 trillion).
As illustrated by Chart 70, this is up from 10% in Q1
2016. Overseas domiciled funds have maintained a
consistent proportion of 16% of FUM since 2020.

CHART 70: UK INVESTOR FUM BY FUND DOMICILE
(2016-2021)
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Chart 71 looks at the proportion of UK investor FUM by
fund domicile. In 2021, UK domiciled funds remain the
highest proportion at 85% of FUM but this is down from
91% in 2015. Growth in the proportion of Irish domiciled
funds has been stronger over that period than
Luxembourg domiciled funds, which have maintained a
consistent level of circa 4%. Irish domiciled funds now
account for 11% of total UK investor FUM up from 5%
in 2015. This FUM data excludes ETFs available to UK
investors, which are mainly domiciled in Ireland. We
look at trends in the ETF market in Chapter 3.

CHART 71: PROPORTION OF UK INVESTOR FUM BY FUND
DOMICILE (2015-2021)
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SALES TO UK AND OVERSEAS FUND TYPES

The Conservative party won a significant majority in
the late 2019 general election, which cemented the
timetable to complete Brexit and the UK formally left
the European Union on the 31 January 2020. However,
the transition period meant that little material change
was seen until the 1st of January 2021. For the funds
market, following the transition period the temporary
permissions regime came into force allowing EEA
based funds that were passporting into the UK to
continue to be marketed in the UK in the same way
for a limited period ending in 2025. Chart 72 looks

at the sales data over the last two years by different
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fund type. It allows us to compare the sales of fund
structures that originate from the UK with those

from overseas - principally the EU -including SICAVs
and ICAVs. In 2021, sales to UK fund types were £42
billion or 96% of UK investor net retail sales (this data
excludes net retail sales to exchange traded funds).
This is up from 76% of net retail sales in 2020.

Looking at the data in more detail illustrates the shifts
in sales patterns through 2021:

e SICAVs saw an outflow of £814 million following
sales of £1.6 billion in 2020.

o Net retail sales to overseas unit trusts and ICVCs
were £2.4 billion, down from £5.6 billion in 2020.

e Net retail sales to ICAVs were £197 million and
maintained similar levels to 2020 (E192 million).

CHART 72: UK INVESTOR NET RETAIL SALES BY FUND
TYPE (2020-2021)
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Itis still too early to determine if the fall in the share of EUROPEAN UCITS SALES
sales to EEA based funds is a persistent trend caused

by Brexit or simply a fluctuation in net flows. Chart 73 2021 proved a record year for sales to UCITS funds at
Indicates that although sales to overseas fund types €812 billion beating 2017's inflow of €746 billion. This
have ﬂgctuated, the propprtlon of flows in 2021 is the was powered by net retail sales to equity UCITS funds
lowest in the last 5 years in a strong year for sales of €405 billion following a strong year for stock market
overall.In 2017, a record year for sales, 47% of flows performance. Sales to bond UCITS rose year on year
were to overseas fund types. to €182 billion, up from €84 billion in 2020 but did not

match the record inflows seen in 2017 (€313 billion).
............................................................................... Bond funds faced a challenging final quarter of 2021 as

CHART 73: ANNUAL PERCENTAGE OF NET RETAIL SALES inflation started to rise.

BY FUND TYPE (2012-2021)
Total UCITS sales in 2020 of €467 billion were helped

by a strong rebound to sales in the second quarter and
further boosted by the announcement of successful
vaccine trials in Q4.
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FUM BY EUROPEAN DOMICILE CHART 75 ASSETS IN UCITS AND AIFS BY DOMICILE

Funds under management in UCITS and AlFs (2019-2021)

domiciled in Luxembourg, Ireland and the UK all
increased strongly year on year, buoyed by strong
asset appreciation. As shown in Chart 75 Luxembourg
remains the largest domicile but assets in UK and Irish 6,000
domiciled UCITS and AlFs grew at a faster pace in 2021:

€bn
7,000

5,000
e Assets in Luxembourg domiciled UCITS and AlFs are

the highest in absolute terms at €5.9 trillion, up by o0
15% from 2020 (€5.0 trillion). Asset have risen by 3,000
58% in the last 5 years.
2,000
® In 2021, Ireland saw the largest percentage increase 1,000
in FUM, which rose 22% year on year to €4.1 trillion.
UK

Assets in Irish domiciled funds have seen the most 0

. i . . Luxembourg Ireland
significant growth over the last 5 years increasing
by 95%. m2019 2020 2021

o After flat growth between 2017 and 2020 of just 8%,
Source: EFAMA

growth in assets domiciled in the UK accelerated
over 2021 reaching €2.1 trillion, which represents
20% year on year growth. Since 2016, asset growth is
still weaker than in Luxembourg and Ireland at 43%.
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6 OPERATIONAL AND
STRUCTURAL ISSUES

KEY FINDINGS

REVENUE AND COSTS

>> Total average net revenue after commission was
£25.8 billion in 2021, equivalent to 27 basis points
(bps) of total assets under management. This is up
from £22.9 billion reported in 2020.

>> In 2021, total operating costs were £18.3, equivalent
to 19bps of total AUM (up from £16.4 billion the
previous year).

>> Profitability stood at 28.9% at the end of the year,
which is one percentage point up from the previous
year.

INDUSTRY EMPLOYMENT

>> As of December 2021, the UK’s investment
management industry employs an estimated
122,000 people, of which 45,000 are directly
employed by investment management firms.

>> Distribution of staff by activity sees little change
year on year, but over the past five years we have
seen an increase in the number of jobs in back
office and operations (especially in IT systems).

>> There has been little change in the regional
distribution of those directly employed by the
UK investment management industry, with three
quarters of people (76%) working in London, 19% in
Scotland and the rest (5%) elsewhere in the UK.

INDUSTRY CONCENTRATION

>> The industry remains relatively unconcentrated. IA
membership continues to consist of a small number
of large firms and a long tail of medium and small-
sized organisations.

>> As of December 2021, the proportion of assets
managed by the top five and ten firms account for
44% and 60% of total AUM, respectively, which is a
slight (1%) increase on the previous year.

>> However, concentration has increased steadily
(albeit slowly) over the past ten years. In 2021, the
number of boutique investment management firms
in the IA membership has dropped down to 12
(down from 15 the previous year).

INVESTMENT MANAGER OWNERSHIP

>> The majority (48%) of IA member firms belong to
companies headquartered in the US. Over the past
ten years the share of UK-headquartered parent
companies has dropped to 40%. Meanwhile, the
share of companies headquartered in Europe, Asia
and elsewhere remains the same.

>> There has been little year on year change in the
type of parent companies to IA member firms.
Standout long-term trends recorded over the past
ten years include: a drop in retail banks, an increase
in investment fund managers and a decrease in
insurance companies.




This chapter looks at the operational and structural
dimension of the investment management industry by
taking a closer look at the firms that constitute the IAs
membership. As a complement to the analysis of trends
in asset allocation and client type, this chapter focuses
on the following three themes: industry profitability,
employment and concentration.

REVENUE AND COSTS

Each year, the IA reports the aggregate revenue and
cost figures for the industry, covering both in-house
and third-party business.?” Chart 76 looks at industry
net revenue over the last three years. We observe the
following:

® In 2021, total average industry revenue stood at
£25.8 billion after commission, equivalent to 27 basis
points (bps) of total assets under management. This
is up from £22.9 billion reported in 2020 (and 26 bps).

e Total operating costs were £18.3 billion, equivalent
to 19bps of total AUM, up from £16.4 billion the
previous year (and 18 bps).

e Operating margins increased very slightly between
2020 and 2021, from 28.2% to 28.9%.

Average profitability in 2021 slightly increased (by
less than 1%) on the previous year, reaching 28.9%.
Revenue growth outpaced growth in costs, increasing
13% year on year compared with a 12% rise in costs.
AlLIA member firms who participated in this year’s
Survey recorded profits, whereas some member firms
experienced losses in 2020.

THE INVESTMENT ASSOCIATION

CHART 76: INDUSTRY NET REVENUE AND PROFITABILITY
(2019-2021)
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Average profitability across the industry in any given
year can mask great underlying variation in individual
firm experience. Chart 77 illustrates the range of
profitability across IA member firms in 2021, which
ranged from just over 0% to 89%. Our data also show
that lower quartile was 15%, meaning that 25% of
respondents had operating margins less than 15%.
The upper quartile of firms had operating margins
above 41%.

CHART 77: DISTRIBUTION OF INVESTMENT MANAGER
PROFITABILITY IN 2021
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272021 figures are comparable to figures published for 2020 and 2019, but not to figures of previous years due to a change in methodology. 2019’s
change in methodology consisted of supporting returns from members with publicly available data obtained from submissions to Companies House

(where available).
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Revenue has increased year on year for the past ten
years, as have operating costs. Meanwhile, profitability
has fluctuated between 28% and 38%.

Strong market performance has been a driver of
revenue growth over the past ten years. At the same
time, however, the scale of regulatory activity and the

cost of compliance has been driving up operating costs.

As the economic environment becomes more stressed
due to market pressures associated with rising
inflation and geopolitical turbulence, AUM growth is
likely to weaken and early indications for 2022 is that
AUM has fallen. As most investment managers charge
fees on a percentage of assets basis, revenue growth
could slow and we may find a very different picture of
industry profitability in coming years.

EMPLOYMENT IN THE INVESTMENT
MANAGEMENT INDUSTRY

For the past fifteen years, the IA has been tracking direct
employment numbers in the investment management
industry. In 2006, an “indirect employment” category
was introduced to assess the value of the investment
management industry more accurately as a source of
employment in the UK. Indirect employment includes

an estimate of the level of employment in supporting
industries such as custodian banks, transfer agents and
wealth managers, as well as employment by IA affiliate
members — notably legal firms providing services to the
industry.

As of December 2021, the UK investment management
industry supports approximately 122,000 jobs, of
which 45,000 are directly employed by investment
management firms and the remainder (77,000)

are employed either by affiliate IA members or

wider administration services, or in securities and
commodities dealing activities.?®

London continues to be a major centre for the industry
in the UK. Followed by the South West and Scotland.

IA members have offices across the UK. Locations
include: Bristol, Birmingham, Bournemouth, Cardiff,

Chester, Chelmsford, Guildford, Harrogate, Henley,
Leeds, Manchester, Norwich, Oxford, Peterborough,
Southampton, Swindon and York.?® In addition, a
number of firms have offices in other parts of the
British Isles, notably the Channel Islands.

MAP OF DIRECTLY AND INDIRECTLY
EMPLOYED STAFF ACROSS THE UK IN 2021

T0TAL: 122,000

INDIRECT: 77,000

NORTHERN
IRELAND

INDIRECT: 1,000

NORTH WEST
INDIRECT: 5,500
WEST MIDLANDS
INDIRECT: 900

WALES
INDIRECT: 2,300

SOUTH WEST

INDIRECT: 8,400

SOUTH EAST

NDIRECT: 3,800
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SCOTLAND

INDIRECT: 7,250

NORTH EAST
INDIRECT: 200

YORKSHIRE AND
THE HUMBER

INDIRECT: 1,350

EAST MIDLANDS
INDIRECT: 300

EAST OF
ENGLAND

INDIRECT: 2,000

LONDON

INDIRECT: 45,000

Source: |A estimates from information provided by members and
publicly sourced information. All regional numbers have been
rounded to the nearest 50 and therefore may not add to exact total.

28 Qur figures do not include the estimated 26,000 financial advisers in the UK, who provide a distribution point for a wider variety of financial
services alongside funds and/or discretionary wealth management (e.g. insurance).

2|t is difficult to identify jobs associated with investment management among firms that have a remit that extends wider than their investment
management support, such as consultants, lawyers and accountants. In addition, a substantial number of roles in areas such as IT are
outsourced to third party organisations and cannot be discretely measured. The figures provided below should therefore be viewed as a
conservative estimate of those employed in investment management related roles.
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DIRECT EMPLOYMENT - Between 2014-15, AUM grew by just 1% and

over the next couple of years industry headcount
experienced little growth (increasing by 2%

IA estimates find that just under 45,000 people
between 2015-16 and by 1% between 2016-17).

are directly employed by investment management
firms in the UK. This is up on the previous year, when
we estimated 42,200 people were employed by

the industry. This is equivalent to a 7% increase, a
strong year for hiring in the industry. By comparison
Since 2014, year on year growth in employment has
fluctuated between 1% and 5%. The longer-term trend
in industry employment has been one of slow - albeit
steady — growth.

- When growth in AUM stalled between 2017-18,
this was followed by a slow down in growth in
employment numbers, with industry headcount
increasing by a modest 2% between 2018-19 and
by 4% between 2019-20.

As AUM looks set to fall in 2022, we expect to see some
impact on our employment data..

Chart 78 illustrates the growth of direct employment
a[ongside total AUM growth for the past fifteen YEAIS., et .

Overall, growth in AUM has outpaced the rise in CHART 78: INDUSTRY HEADCOUNT ESTIMATE VS. UK
headcount. Between 2008 and 2021, the average year ASSETS UNDER MANAGEMENT (2007-2021)
on year growth rate for AUM was 8%, whereas industry
headcount grew by 3% on average. £bn
50,000 12
There are a number of reasons why growth in industry 45,000
employment has been slow over the past fifteen years: 40,000 10
35,000 8
e The Global Financial Crisis (GFC) brought about a 32888 .
severe drop in industry employment, with industry zo:ooo
headcount falling by more than 10% between 2007 15,000 4
and 2009. This was followed by a long period of 10,000 ”
recovery, with near stagnant growth in industry 5,000
headcount between 2009 and 2013. ‘N @ g oc-c o oswon o g g 0
e Arisein industry assets does not necessarily lead ® Industry direct headcount — Total AUM in the UK (RH)

to arise in industry headcount. This is particularly

true in the indexing Stra‘tegy space. In order to keep ............................................................................. .
fees low for investors and to maintain a profitable

business, indexing firms focus on growing AUM to

increase scale but try to keep headcount lean.

® Though arise in AUM is not necessarily followed by a
rise in industry headcount, when AUM falls or stalls
it does affect employee growth. In Chart 78 we see
that in years where AUM growth is weaker, this often
followed by slowing growth in direct employment.
This is because profitability is put under strain when
AUM growth stalls and firms become increasingly
cautious around adding headcount. We see this in
the following instances:

- The 11% drop in AUM between 2007 and 2008
caused by the GFC was followed by a 3% fall in
industry headcount between 2007 and 2008, and a
further 7% drop between 2008 and 2009.
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Table 4 provides a breakdown of staff by activity. The
largest share (256%) of those directly employed by
investment management firms work in investment
management, for example as portfolio/fund managers
or on product teams. The other three quarters work
across the back office in support roles, mainly

in operations and fund administration, business
development and client services.

TABLE 4: DISTRIBUTION OF STAFF BY ACTIVITY IN 2021

Percentage

of total
Activity headcount
Investment management 26%
Operations and fund administration 16%
Business development and client services 18%
Compliance, legal and audit 7%

Other sector 8%

The distribution of staff by activity sees little change
year on year, but looking at Table 4 alongside

Chart 79, which illustrates the medium-term trends

in employment by activity, it is possible to identify some
of the long-term trends in industry staffing.

e Employment in investment management roles has
remained stable over the past five years, fluctuating
between 23% and 24%. Between 2020 and 2021,
staffing levels in investment management roles
remained stable at 23%.

e Employment in Operations and Fund Administration
has fluctuated between 16% and 21% since 2016. In
2021, 16% of directly employed staff in the industry
were working in administration, which is down one
percentage point on the previous year.

INVESTMENT MANAGEMENT SURVEY 2021-22 | OPERATIONAL AND STRUCTURAL ISSUES

® The share of staff working in Business Development
and Client Services has fluctuated between 17% and
19% over the past five years.In 2021, staffing levels in
Business Development and Client Services increased
by one percentage point on the previous year, reaching
19%.

e Employment in Compliance, Legal and Audit has
generally been decreasing over the past five years,
falling from 11% in 2016 to 7% in 2021. This drop is
in part due to a slight decrease of staff in these roles
in nominal terms, but mainly due to growth in other
sectors outpacing growth in compliance, legal and audit
roles.

® The share of staff working in Corporate Finance and
Administration has fluctuated between 10% and 14%
over the past five years. Between 2020 and 2021, there
was a step drop from 13% to 10%.

® One of the most notable trends in industry staffing
levels has been the rise in employment in IT systems.
The share of roles in IT systems has increased
from 13% in 2016 to 15% in 2021 as the industry
increasingly prioritises embracing technological
change (see discussion in chapter 2). We expect
headcount in IT systems to continue to rise as some
firms will look to develop their tech capacities in-
house to boost their competitive edge.

e Staff working in Other sectors have also been
on the rise over the past five years, increasing
from 4% in 2016 to 10% in 2021. According to our
members, a large proportion of these roles are in
risk management because of increased regulatory
scrutiny. Firms are also increasing headcount in
executive and administrative positions. Other sectors
also include staff working on stewardship, which
has long been an important function for investment
management, and sustainability-related activities.
Sustainable investing has gained significant traction
in recent years as investor appetite has increased
and the pace of regulatory change has accelerated.
We expect headcount in stewardship and S&RI
related roles to continue to rise.
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CHART 79: DIRECT EMPLOYMENT STAFF SEGMENT
(2016-2021)
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Employment in the industry varies by location as well
as by staff segment. Between 2020 and 2021, headline
employment by region has changed very little. Table 5
provides a breakdown of direct industry employment
by location, which also sees little change year on year. A
few things to note:

® London continues to be the UK’s centre for the
investment management industry, employing three
quarters of people working in the industry (76%) and
with the highest concentration of those working as
investment managers (27%). Over the past five years,
the most important change in the distribution of
staff in London has been a decrease in staff working
in back-office roles (including operation and fund
administration, business development and client
services, compliance, legal and audit) from 47% to
39%. By comparison, nearly half of people employed
by the industry in Scotland work in these back-office
roles (49%).
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e Scotland continues as the leading centre for
operations and fund administration in the UK, with
more than a quarter of people directly employed
by the industry in Scotland working in operations
and fund administration (24%). Many |A members
with offices across the UK will locate portfolio
management teams in London and support roles in
their Scotland offices.

e Regional employment (i.e. staff working in investment
management outside London and Scotland) varies
year on year. For the past five years, the largest
increase in regional jobs has fluctuated between
investment management and operations and
fund administration. We also see a relatively high
proportion of regional business development
and client services roles, which are likely to cater
to financial advisers and discretionary wealth
management firms that have a significant presence
outside London.

TABLE 5: DISTRIBUTION OF INVESTMENT MANAGEMENT
JOBS BY REGION IN 2021

Elsewhere
London Scotland inthe UK

Investment

management 27% 19% 29%
Operations and

fund administration 13% 24% 24%
Business development

and client services 19% 15% 14%
Compliance,

legal and audit 7% 7% 5%
Corporate finance and

corporate administration 10% 1% 1%
IT systems 15% 18% 1%
Other sector 9% 6% 7%




INDUSTRY CONCENTRATION

Each year, the IA analyses trends in industry
concentration, looking at the distribution of investment
management firms by AUM. The ranking of IA member
firms by total UK-managed assets under management
in Chart 80 shows us that, aside from a few large firms,
the industry is mainly made up of medium- and small-
sized organisations, confirming that the UK investment
management industry is still highly competitive.

CHART 80: IA MEMBER FIRMS RANKED BY UK ASSETS
UNDER MANAGEMENT (JUNE 2021)
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The median value of IA member firms' assets under
management stands at £10 billion but the mean value
is much higher at £59 billion, which confirms what we
see in Chart 80, that there is a relatively small number
of members managing large volumes of assets under
management. In 2020, the mean value stood at £55
billion and the median value at £11 billion. Between
2020 and 2021, the mean value rose more than the
median, which suggests that the largest firms grew
assets at a faster rate.

The distribution of firms by size sees little change year-
on-year. The general trend between 2020 and 2021

was an increase in the share of large firms and small
firms, and a narrowing in the share of medium-sized
firms. This is in large part due to M&A activity which
brought a number of firms up from medium to large-
sized. Furthermore, as the industry grows and the value
of assets under management continue to appreciate,

it is expected that more firms will move up the scale.

It is conceivable that in coming years, a firm managing
between £15 billion and £25 billion will be considered
small, for example.

Table 6 offers a breakdown of IA member firms by size.
In the analysis, we have grouped firms into small firms
managing less than £15 billion; medium-sized firms
managing between £15 - £50 billion and large firms
managing over £50 billion. Year on year changes have
been small. Over the past five years, we observe that:

e Smaller firms, managing £15 billion or less,
continue to constitute the highest share of the I1As
membership (at 57%). This is up from 56% in 2020,

TABLE 6: ASSETS MANAGED IN THE UK BY IA MEMBERS BY FIRM SIZE (2016-2021)

% of firms % of firms

% of firms

% of firms % of firms % of firms

AUM (June 2016) (June 2017)  (June 2018) (June 2019) (June 2020) (June 2021)
>£100bn 11% 12% 12% 1% 12% 13%
£5o100bn ......................... 9 % ................... 9% .................. 8%7% .................... 9%9%

£2550bn ......................... 11% ................. 10%14% .................. 11% .................... 9%9%

£1525bn ........................... 8 % ................. 10% .................. 8% .................. 12%14% ................. 12%

o 15bn .......................... 51 % ................. 47% ................ 49% .................. 45% .................. 48% ................. 5 % .

<£1bn .............................. 10% ................. 13%10% .................. 13% .................... 8% ................. 10%
Total 100% 100% 100% 100% 100% 100%
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which constitutes the first year on year increase in
the proportion of small firms, which had been slightly
decreasing year on year since 2016, in large part due
to M&A activity.

® Medium-sized firms continue to constitute close to a
quarter of firms in the industry, fluctuating between
19% and 23%. Generally, there has been an increase
in firms managing between £15 billion and £25
billion and a decrease in firms managing between
£25 billion and £59 billion.

® |n 2021, the proportion of large firms has grown to
account for 22% of firms which is up from 20% in
2016.

Between 2020 and 2021, the share of assets managed
by the top five firms remained unchanged on the
previous year at 44%. Meanwhile, the share of assets
managed by the top ten firms increased by one
percentage point, reaching 60%. The growth of the
share of assets under management of the top ten firms
outpaced the growth in assets under management

of the top five firms, which means that firms ranking
fifth through tenth experienced the most growth.

This further confirms the lack of concentration in the
industry.

AVERAGE ASSETS UNDER MANAGEMENT
IN JUNE 2021
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BOX 5: BOUTIQUES

The IA membership contains a number of
boutiqgue management firms. The definition of a
boutique firm is based on four broad criteria:

® Being independently owned
® Managing assets of less than £5.0 billion
® Providing a degree of investment specialisation

e Self-definition

While the IA definition of boutique asset
managers places a £5 billion cap on AUM, there
are many boutique firms both within and outside
of the IA's membership that are much smaller,
and so the size dispersion of boutique firms

can be quite broad. According to these criteria,
there are 13 |A members that qualify as boutique
investment management firms. This is down from
15 boutique firms recorded last year. This is in
part due to high levels of merger and acquisition
(M&A) activity in the sector over recent years
(see Appendix 3). As regulatory and compliance
requirements continue to rise, and investing in
technology becomes increasingly important to
staying competitive, firms with scale could be
better able to manage the cost burden and to
maintain investment in innovation.

Many members we spoke to expect to see
increased consolidation in the industry. However,
boutiques are also well placed to capitalise on
their investment specialisation as the ability

to deliver superior returns in more challenging
markets becomes a significant competitive
advantage. Specialisation in growth areas such
as private markets and impact investing could
also lead to business gains.

"Some firms are very good at just focusing on
alpha generation and this will be critical to
competing in more challenging markets.”




Chart 81 looks at the concentration level of the industry
using the Herfindahl-Hirschmann Index (HHI), which
isa commonly used measure of market concentration.
HHI increased to 596 in 2021, the highest level of
concentration recorded in the past ten years. However,
an HHI of between 1000 and 2000 indicates moderate
concentration, and anything below that indicates low
concentration. This puts the industry well below the
threshold of moderate concentration.

CHART 81: MARKET SHARE OF LARGEST FIRMS BY UK
ASSETS UNDER MANAGEMENT VS. HHI (JUNE 2011 -
JUNE 2021)
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Chart 82 presents the top ten firms in terms of UK
and Global assets under management. The top ten UK
firms are a diverse group ranging from independent
investment managers to bank and insurance owned
managers. Both active managers and managers
offering indexing strategies are represented in the top
ten firms.

Most firms in the top ten have a large global footprint,
most notably BlackRock, Vanguard and State Street
with the largest value of globally managed assets.
However, for most top ten firms, UK assets under
management account for the majority of their

global assets. Of the top three managers, Legal and
General Investment Management is the only firm
headquartered in the UK.

Over the past ten years, there has been movement
between the top firms, including new entrants to

the list. Some of the changes in the composition of
the top ten firms have been the result of merger and
acquisition activity. In the next section on investment
manager ownership, we further discuss the impact of
mergers, acquisitions and de-mergers on the industry
(see Appendix 3 for more on M&A activity).

7,397

3,055

3,000 4,000 5,000 6,000 7,000 8,000
£bn

m UK-managed assets under management

%0 Assets under management figures may reflect the value of wider economic exposure managed for clients in addition to securities within

segregated or pooled portfolios.
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INVESTMENT MANAGER OWNERSHIP

In this last section we take a closer look at IA members
ownership structures. Chart 83 illustrates total

assets under management in the UK broken down by
location of parent company headquarters. The share
of assets managed by firms with a parent company
headquartered in Europe, Asia-Pacific and elsewhere
has seen little to no change over the past ten years
(12% together). Meanwhile, there has been an increase
in the assets managed by IA member firms whose
parent company’s global headquarters are in the US. As
of December 2021, nearly half (48%) of total UK AUM

is managed by a firm with a US-headquartered parent
company, which is up from 42% in 2011. The proportion
of assets managed by domestically headquartered
companies is 40% in 2021, down from 47% ten

years ago.

CHART 83: BREAKDOWN OF UK AUM BY REGION OF
PARENT GROUP HQ (2011-2021)
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Chart 84, looks at a breakdown of member assets

by type of parent company. One of the most notable
trends of the past ten years has been an increase in the
share of standalone investment management firms,
which has increased from 37% to 45%. Over the same
period, the share of assets managed by companies
owned by insurers has decreased from 28% to 24%.
This is mainly due to de-mergers, where we have seen

a few large insurers demerge from their investment
management arms.

Retail banks made up between 5% to 6% of the asset
base between 2010 and 2013, but this has fallen to
2% since 2013. This coincides with the introduction

of the FCA's Retail Distribution Review (RDR), which
particularly impacted the parts of the market that
offer investment advice. While retail banks retain their
investment platform capabilities, serving a direct
investor base, there is significant competition for direct
investor share of wallet. Many retail banks exited the
advice market or reduced headcountin 2013 as a
result of increased regulatory and compliance costs.
The loss of bank investment advisers has constrained
the distribution of their investment products post-RDR
and this has contributed to slower growth in AUM.

The share of pension fund manager companies has
remained stable between 2% and 3% over the past ten
years. Over the same period, the share of investment
banks has fluctuated between 11% and 13%.

CHART 84: BREAKDOWN OF UK AUM BY PARENT TYPE
(2011-2021)
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APPENDIX 1
SUMMARY OF ASSETS UNDER MANAGEMENT
IN THE UK

TOTAL
Assets under management in the UK (Em) 9,991,691
Segregated or pooled (%)
s [y . segregated L e
Managed o pOO[ Ll e
Active or passive (%)
Act|ve[y manag L s
. |ve[yma nag L o
Asset allocation (%)
.I.E qu|t|esofWh/ch ..................................................................................................................... 41 : 7% ............
UK .......................................................................................................................................... 228% ............
EU ro pe (exu K) ......................................................................................................................... 20 6% ............
Nort h Amer |Ca ......................................................................................................................... 30 o% ............
Pacmc (ex Japa n) ....................................................................................................................... 8 1% ............
Japan ....................................................................................................................................... 5 6% ............
Latm Amenca ............................................................................................................................ o 8% ............
Afno .a. ....................................................................................................................................... o 3% ............
Emergmgmarket ..................................................................................................................... 106% ............
.(.) t he r ........................................................................................................................................ 1 . 2 % ............
.I.: | xed |ncomezof Wh /Ch .............................................................................................................. 30 2% ............
UK Govemmem ........................................................................................................................ ” : 8% ............
.S. te r[ | ng Corpo rate .................................................................................................................... 14 6% ............
UK . ndex_[mked ........................................................................................................................ 10 8% ............
.(.) the : U e ; 3% ............
.(.) Verse as gOVt .......................................................................................................................... 22 3% ............
Non ; ster[mg Cor porate .............................................................................................................. 18 6% ............
Non ] ster[mg Other .................................................................................................................... 145 % ............
Cash/Money market 5.1%
Property 22%
.(.) the r ...................................................................................................................................... 20 9% ............

"This includes all assets under management in this country, regardless of where clients or funds are domiciled.
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INSTITUTIONAL

Lo L ; ; i -y . Other ALL © RETAIL  PRIVATE

Pension : Public 0o 0 oto  Non-profit | Sub- :In-house :Thirdparty: ;i |NSTITUTIONAL : © CLIENT
funds : sector :  advisory ‘insurance : insurance : .o : :

n
®
2
©
c
)
a
a
<

4,029,972 548,180 716,277 : 100,395 493,574 533,857 : 503,631 651,337 7,667,223 2,214,099 = 110,369
403% - 55% & 7.2% - 1.0% & 49%  53% . 59% . 65% . 767%  222% = 1.1%
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APPENDIX 2
SUMMARY OF DATA FROM THE
UK INSTITUTIONAL MARKET*

TOTAL
Total Institutional Market (Em) 4,722,805
P d|rectly S segr egate L e
PR poo[ed T oy
Active or passive (%)
Actwely managed ....................................................................................................................... ey
. |\/e[yma nag L e
Multi-asset, LDI or Specialist (%)
Mt amaar dogen
T Sag
. ngle-asset/spec| Ly oo
Equities 35.8%
Fixed Income 37.9%
.(.: aSh/Money Market ................................................................................................................... 13 7% .............................
Property 72%
Other 54%

2 This includes UK institutional client mandates, regardless of where assets are managed.
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Local FUAE | D | [t | e peisy || i

Corporate government Other sector advisory | insurance insurance |institutional

2,578,780 301,612 | 124,350 32,677 | 248,915 30,611 162,842 | 460,441 587,599 | 194,976
TR P 546% ........... 64%26% ........ o 7%53% ........ 06% ........ 3 4% ......... 97% ....... 124%41%
R 73.2% | 47.6% | 21.1% | 535% | 447% | 458% | 86.7% | 83.6% | 848% | 4.2%
R 26.8% | 504% | 789% | 465% | 553% | 542% | 133% | 164% | 152% | 958%
N 66.3% | 627% | 42.6% | 86.1% | 942% | 687% | 62.0% | 914% | 80.3% | 86.2%
R 33.7% | 37.3% | 57.4% | 139% | 58% | 31.3% | 380% | 86% | 197% | 138%
| saw | 41% | 432% | 7.3% | 6.2% | 29.3% | 107% | 2.7% | 29.0% | 1.7%
SRR I gl o R A R TR T Se P s T oish
R 33.8% | 77.5% | 41.6% | 85.7% | 91.6% | 68.4% | 88.7% | 96.4% | 68.2% | 88.9%

30.7% 62.9% 53.2% 54.6% 18.3% 41.1% 60.9% 26.3% 47.6% 21.4%

45.3% 23.4% 33.3% 13.7% 27.9% 11.6% 33.3% 48.8% 39.4% 13.4%
UTTRTRRTUPRI IR 7 8% ........... 09% ......... 49% ...... 188%474% 185% ........ 01% ......... 90% ........ 76% ........ 5 17%
| 7.6% | 80% |  3.0% | 6.9% | 5.8% | 52% | 14% | 129% | 45% | 37%
| 85% |  49% |  56% | 6.1% | 06% | 23.6% | 43% | 29% | 09% | 9.8%

n
®
2
©
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APPENDIX 3

ACQUIRER PURCHASE

abrdn Interactive Investor

EXO Investing

Affiliated Managers Group Inc. Majority stake in Parnassus Investments
Ameriprise Financial BMO Financial Group’s EMEA business
(Columbia Threadneedle)

Amundi Lyxor Asset Management

AssetCo SVM Asset Management

Merger with River & Mercantile
majority stake (63%) in Rize ETF
30% stake in Parmenion Capital Partners

Aviva Succession Wealth

Bank of Ireland J&E Davy Stockbrokers

Close Brothers Asset Management PMN Financial Management

Federated Hermes Remaining 29.5% stake in Hermes Fund Managers
Goldman Sachs Asset Management NN Investment Partners

GTCR LLC and Reverence Capital Partners ~ Wells Fargo Asset Management

JP Morgan Asset Management Campbell Global, LLC

Liontrust Majedie Asset Management

M&G 90% stake in responsAbility Investments
Mattioli Woods Maven Capital Partners

Momentum Global Investment Management Seneca Investment Managers

Morgan Stanley Eaton Vance Corp

PineBridge Investments Benson Elliot Capital Management
Polar Capital Dalton Strategic Partnership
Raymond James Financial Charles Stanley Group

Schroders River & Mercantile’s Solutions Division

75% of Greencoat Capital

Stephens Financial Services 20% stake in CRUX Asset Management
Tatton Asset Management 50% stake in 8AM Global
Vontobel Remaining 40% stake in TwentyFour

Waverton Investment Management Group ~ Cornerstone Asset Management



ACQUIRER

Aberdeen Standard Investments
AllianceBernstein

Affiliated Managers Group Inc.
Amundi

Apex Group Ltd

BNP Paribas Asset Management
Brooks Macdonald Group

Brown Shipley

Close Brothers Asset Management

Ameriprise Financial
(Columbia Threadneedle)

Fidelity International Ltd

Franklin Resources, Inc.
J.P.Morgan Asset Management

Jupiter Asset Management
Liontrust Asset Management
M&G

Rathbone

Schroders

Stonehage Fleming

Sumitomo Mitsui Financial Group
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PURCHASE

Majority stake in Tritax Management
AnchorPath

Majority stake in Parnassus Investments
Sabadell Asset Management

FundRock Partners Ltd

Gambit Financial Solutions

Lloyds Bank International’s Channel Islands wealth management and
funds business

NW Brown & Co Limited
PMN Financial Management
BMO Financial Group’s EMEA business

Legal & General Investment Management’s UK Personal Investing business
Cavendish Online Investments Ltd

Legg Mason, Inc.

Campbell Global, LLC

Merian Global Investors

Minority stake in NZS Capiak

Architas UK

Ascentric

Personal Injury and Court of Protection business of Barclays Wealth
Sandaire

Majority stake in Pamfleet

Cavendish Asset Management

Maitland’s Private Client Services business

TT International
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AXA Increased equity holding in Capzanine
BlackRock eFront

Bluebay Spins out Arcmont Asset Management
BNP Paribas Purchase of 22.5% of Allfunds

Brewin Dolfin Epoch Wealth Management

Investec’s Wealth Management Business in Ireland

Mathiesen Consulting

Charles Stanley Myddleton Croft

F&C Thames River Capital

Franklin Templeton Material stake in Embark Group

Goldman Sachs S&Ps Model Portfolio business

Hargreaves Lansdown £765m stake of retail ISA assets from JPM Chase
Invesco RedBlack

Liontrust Neptune Investment Management

Merian Global Investors Kestrel Investment Partners multi-asset business

Mitsubishi UFG Trust and Banking First State Investments

Premier Asset Management Miton Group
Quilter Charles Derby
Lighthouse
Sanlam Astute Wealth Management

Thesis Asset Management
Schroders Thirdock

Majority stake in BlueOrchard Finance

SJP Havest Financial Services
Standard Life Aberdeen advice Grant Thornton advice code
firm — 1825

Sumitomo Mitsui Financial Group TT International

Waverton Investment Management  Timothy James & Partners
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ACQUIRER PURCHASE

AllianceBernstein Autonomous Research
Allianz Gl Sound Harbour Partners
Amundi Mirae Global Investments Taiwan
Anatech
BlackRock efFront
Brewin Dolphin Investecs Wealth Management Business in Ireland
Mathiesen Consulting
Candriam Tristan Capital Partners (strategic partnership)
F&C Thames River Capital
Federated Investors Hermes Investment Management (majority stake)
Franklin Templeton Benefit Street Partners

Edinburgh Partners
FundRock SEB Fund Services Luxembourg
Goldman Sachs Aptitude Investment Management
Rocaton Investment Advisors
S&Ps Model Portfolio business

Hargreaves Lansdown £765m stake of retail ISA assets from JPM Chase
Impax Asset Management Pax World Management LLC
Invesco Oppenheimer Funds
Intelliflo
Jupiter Merger of retail and wealth management sales teams
Lyxor ETF Commerzbank ETF Arm
Man GLG Bond Fund from Salnlam
Mellon Walter Scott & Partners
Mitsubishi UFG Trust and Banking First State Investments
Muzinich Springrowth SGR
Natixis MB Credit
Nomura Asset Management 8 Securities (majority stake)
Pimco Gurtin Municipal Bond Management
Quilter Charles Derby
Quilter Lighthouse
Rathbones Spears and Jeffery
Sanlam Thesis Asset Management
Schorders Thirdock

Seven Investment Management TCAM
SJP Harvest Financial Services
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ACQUIRER PURCHASE

Amundi Group Pioneer Investments

Blackrock Cachematrix Holdings
First Reserve Energy Infrastructure Funds
Scalable Capital (minority stake)

BNP Paribas Asset Management  Gambit Financial Solutions (majority stake)

Brewin Dolphin Duncan Lawrie Asset Management
Canada Life Group (UK) Retirement Advantage
Close Brothers Adrian Smith and Partners
Crux Asset Management Oriel global and European funds from City Financial
FundRock Fund Partners
LGIM Canvas
Link Group Capita Asset Services
Lovell Minnick Partners/ BNY Mellon Investment Management
Existing Management Team (CentreSquare Investment Management Real Asset Boutique)
Natixis Global Asset Management Investors Mutual Ltd
Nikko Asset Management ARK Investment Management (minority stake)
Principal Global Investors Internos Global Investors
RWC Pensato Capital
Sandaire Joint venture with Delancey
Schroders Adveq Holdings AG
Alonquin
SJP HJP Independent Financial Advisers
Standard Life Investments Aberdeen Asset Management (merger)
Stonehage Fleming OmniArte
Swiss Re LGIM with profits business
TA Associates Old Mutual Global Investors (single strategy funds)

Thesis Asset Management Cambridge Fund Managers



ACQUIRER PURCHASE

Aberdeen

Aegon

AJ Bell

Alliance Bernstein
Allianz

Amundi

Columbia Threadneedle
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Arden Asset Management, Parmenion Capital,

Cofunds

Indexx Markets Ltd, Allium Capital

Ramius Alternative Solutions
Rogge Global Partners
Kleinwort Benson Investors
Emerging Global Advisors

Courtiers JRH Asset Management
Franklin Templton AlphaParity
Henderson Global Investors Janus

Legal and General
Investment Management

Aegon annuity portfolio

Legg Mason EnTrust Capital, Clarion Partners, Financial Guard
Liontrust Alliance Trust Investment
Momentum London and Capital adviser business

Standard Life
State Street Global Advisors
Stonehage Fleming

AXA portfolio services
GE Asset Management
FF&P Wealth Planning

ACQUIRER PURCHASE

Aviva Friends Life
BNY Mellon Cutwater Asset Management
Henderson 90 West (increased holding to 100%)
Perennial Fixed Interest Partners/Perennial Growth Management
Broadstone Blythwood

Brooks Macdonald Levitas Investment Management Services Ltd

Legal and General Aerion

Investment Management

GAM Singleterry Mansley Asset Management
Maitland Phoenix Fund Services

Stonehage Fleming Family

Threadneedle
Vontobel

Columbia (merger)
TwentyFour
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ACQUIRER PURCHASE

Aberdeen Scottish Widows Investment Partnership

Bank of Montreal F&C

Broadstone Blythwood

Brooks Macdonald Levitas Investment Management Services Ltd

Family Investments Engage Mutual

GAM Singleterry Mansley Asset Management

Legg Mason Martin Currie

Octopus MedicX

Rathbones Jupiter Asset Management Limited’s private client and charity investment
management business

River and Mercantile P-Solve (merger)

Standard Life lgnis Asset Management

Thomas Miller Broadstone Wealth Management

ACQUIRER PURCHASE

Aberdeen Artio Global Investors
Scottish Widows Investment Partnership

Aviva Solar portfolio from Ecovision Renewable Energy
Barings SEI Asset Korea (SEIAK)
BlackRock Credit Suisse ETF Business
Bank of Montreal F&C
Henderson H3 Global Advisers
Northern Pines Capital (50%)
90 West (33%)
Liontrust North Investment Partners
Miton PSigma
PSigma Axa Framlington private client business
Royal London Co-Operative (Insurance and asset management businesses)
Schroders Cazenove Capital Management

STW Fixed Income
Standard Life Wealth Private client division of Newton
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