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SECURE AND

THE
INVESTMENT
ASSOCIATION

SUSTAINABLE GROWTH

The Investment Association's Modern Industry Investment Programme

ACHIEVING THE UK GOVERNMENT'S ECONOMIC VISION
AND GROWING THE UK'S MOST PROMISING INDUSTRIES
WILL REQUIRE THE SUPPLY OF LONG-TERM INVESTMENT.

The Industrial Strategy sets out an approach which
prioritises partnership with business and dialogue with
investors to achieve its ambition. It outlines how this
approach can identify policy solutions to overcome the
barriers and challenges to investing in the UK.

To foster open dialogue across the public and private
sectors, the Investment Association recently launched
a programme to help stimulate long-term investment in
the UK’s most promising industries by shaping a policy
environment that supports innovation and economic
resilience.

Investment management sits at the heart of the

UK economy. It helps people to secure their financial
future by growing their savings over the long term and
can contribute to growth by funding the projects and
companies that power the UK economy.

This cycle can benefit everyone. When companies create
jobs and grow the economy, investment managers
generate a return on their investments. This in turn
boosts the savings and pensions of millions of people
across the country, as well as increasing the tax revenues
that the Government uses to provide public services.

Itis not only necessary to ensure we have supply of long-
term investment, but also that there is regular demand
for it. Growth opportunities must produce a pipeline of
viable projects and companies that meet the standard
for investment. Barriers to growth might be a product of
market conditions, regulation, or other factors.

Investment managers have a stake in ensuring the
success of the UK’s high-growth because:
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1.The UK’s economic success benefits
households across the UK

We have a fiduciary responsibility to produce good
returns for our clients, including pension schemes,
insurers and retail investors. More opportunities to
invest in UK companies with high growth potential
will help us to deliver on this responsibility while

supporting the financial futures of UK households.

2. A multiplier effect helps to attract further
investment

Investors want to allocate capital to countries
with strong, growing economies and stable policy
environments. If the UK can demonstrate these
characteristics, it will increase its attractiveness
as an investment destination and offer more
opportunities for investment managers to
generate a return.

3. A thriving domestic economy can bring
international clients to the UK investment
management industry

Being at the centre of a vibrant and innovative
economy will make the UK investment management
industry attractive to international clients who want
to benefit from expertise and opportunities in high-
growth sectors. This in turn will contribute to the
creation of skilled, well-paid jobs in our investment
management sector.

4. Economic growth is essential to renew public
services and infrastructure
Strong economic growth will mean that more jobs are
created across the country, and more taxes are paid to

the Treasury. This will allow the Government to invest
more in public services.
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THE INVESTMENT ASSOCIATION

THE INVESTMENT ASSOCIATION'S
MODERN INDUSTRY INVESTMENT

PROGRAMME

The IAs core purpose is to help the UK investment
management industry succeed for the benefit of our
member firms, the households that use the services of
an investment manager, and wider society. A key part of
this work is ensuring that the UK is an investor-friendly
destination where capital can be efficiently channelled
into companies and projects that demonstrate strong
growth prospects.

The UK Government’s industrial strategy has identified
eight growth-driving sectors: advanced manufacturing,
clean energy industries, creative industries, defence,
digital and technologies, financial services, life sciences,
and professional and business services.

To foster the growth of high-potential sectors identified
in the UK Government’s Industrial Strategy, we are
running an engagement programme to establish
meaningful collaboration between high-growth potential
industries seeking capital and the UK investment
community. Through structured dialogue, we will bridge
the gap between policymakers, investors, and industry
leaders, ensuring that barriers to investment are
understood and tailored policy solutions are formulated
on a sector-by-sector basis.

A core feature of this programme is its industry-
specific approach, beginning with the UK advanced
manufacturing and life sciences sectors.

FRONTIER INDUSTRIES

Advanced Manufacturing

The Government’s Modern Industrial Strategy considers
advanced manufacturing to broadly include sectors
responsible for manufacturing chemicals, computers
and electronics, other electrical equipment, machinery,
and cars and other modes of transport.

It identifies “frontier industries” where the UK has high-
growth opportunity in advanced materials, aerospace
manufacturing, agri-tech, automotive manufacturing,
batteries, and the space sector.

Clean Energy Industries

The Modern Industrial Strategy identifies clean energy
industries as those that directly contribute to the clean
power transition.

They span the supply chain, manufacturing, construction,
and maintenance across frontier industries providing
carbon capture and undersea storage and greenhouse
gas removal, heat pumps, hydrogen, nuclear fission,
nuclear fusion, and offshore and onshore wind.

Creative Industries

The frontier industries for the creative sector include
advertising and marketing, film and TV, video games, and
music, performing and visual arts.

The industrial strategy covers the production,
development and distribution of film, TV, music and video
games, as well as live performing arts.

Defence

The industrial strategy identifies core capabilities and
enabler sectors which support the growth of the defence
industry in the UK. The core frontier industries span
combat air, complex weapons, directed energy weapons
(such as lasers and sound beams), drones, and military
shipbuilding.



The Government has found overlaps between defence
and other industrial strategy sectors. These include the
space sector within advanced manufacturing and the
technology sectors of quantum technologies, artificial
intelligence, cybersecurity, engineering biology, advanced
connectivity technologies, and semiconductors.

Digital and Technologies

The digital and technologies sector’s frontier industries
include advanced connectivity technologies (enabling
the transmission of data), artificial intelligence,
cybersecurity, engineering biology (the design and
commercialisation of biology-derived products and
services with applications in sectors including medicine,
manufacturing and food), guantum technologies, and
semiconductor design and manufacturing.

Life Sciences

The life sciences sector’s frontier industries are
BioPharma and MedTech. These sectors are concerned
with the manufacture of biopharmaceutical products
and equipment, core medical technology, and supporting
services and supply chains. Products range from single-
use consumables to complex hospital equipment.

Financial Services and Professional and

Business Services

Frontier industries in the professional and business
services and financial services sectors include
accounting, audit and tax consultancy, legal services,
management consultancy, investment management,
the capital markets, fintech, insurance and sustainable
finance.

These sectors are well represented in the Investment
Association's membership and affiliate membership, and
we regularly engage on policy issues which we regard as
important to their growth. As a result, this programme
will not include detailed consideration of professional
and financial services.
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OTHER OPPORTUNITIES

Alongside the Industrial Strategy, the Government has
published an Infrastructure Strategy and supplied the
National Wealth Fund with a renewed Statement of
Strategic Priorities. Collectively, these initiatives aim

to provide the certainty and stability needed to attract
private investment. The Infrastructure Strategy states an
aim to support the Industrial Strategy and the potential
of the above high-growth opportunity sectors. The
National Wealth Fund has been instructed to prioritise
the clean energy, digital and technologies, and advanced
manufacturing sectors.

These documents also surface other sectors and
thematic areas which the Government considers

to be important to its mission to deliver secure and
sustainable economic growth, but which might not fall
under the category of “frontier industries”

These include:

- the natural environment and investment in nature-
based solutions and green infrastructure, including
ensuring the regulatory landscape is fit for purpose in
driving economic growth and nature recovery.

- Water and flood risk management, with major
investment in water infrastructure required to ensure
resilience and deliver sufficient supply for new
industries and the clean energy sector.

« Taking steps to decarbonise transport and improve
connectivity across the UK.

When considering how investors can support the
Government’s growth mission, we also aim to support
the delivery of the 10-year Infrastructure Strategy

and the establishment of the National Wealth Fund.
Where appropriate, we will engage with stakeholders
representing these sectors and investors with specialist
knowledge of them to consider how policymakers can

better achieve growth in these priority areas. '
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THE CAPITAL CYCLE

The financial ecosystem is complex and varied.
Companies seeking investment for growth, whether
start-ups, scale-ups or established companies, will
each access market-based finance in different ways.
Investment managers, private equity and venture
capital firms, and banks will all lend to and invest in
businesses that offer the prospect of good returns. Each
will have different specialisms, operate over different
time horizons, and may favour companies at different
stages in their development. To understand how the
UK-based investment management industry can support
the UK’s high-growth opportunity sectors, it is helpful

to understand how capital is currently allocated by
investors in the UK economy.

In 2023, UK-based investment managers invested over
£1.4trn in UK-listed companies, sterling denominated
bonds, infrastructure, and UK commercial property.

This includes £778bn invested in publicly listed UK
companies, £396bn in corporate bonds, and £45bn in UK
infrastructure projects.

Nearly all UK-based investment managers invest in
publicly traded companies (98% of firms) and a large
majority of firms invest in fixed income (85%), which
most commonly means corporate and government
bonds. Two-thirds of investment managers invest in
commercial property. Other asset classes, such as cash
and a group traditionally known as “alternatives”, are
more specialised.

Anincreasingly important section of alternatives is taken
up by “private markets”, which include private equity,
private credit, infrastructure, real estate, natural capital,
and other forms of long-term capital. Alongside public
markets, private markets provide patient capital that

is essential for innovation, scale-up financing, and the
creation of long-term value across the economy.

Each of the Government’s frontier industries will engage
with investors in different ways, depending on which of
the above asset classes they predominantly fall into.
While there will be significant listed companies and
large infrastructure and commercial property in all of
these high-growth opportunity sectors, there will also
be innovative companies and nascent infrastructure
projects which are seeking capital to grow and become
established.

PROPORTION OF IA MEMBERS
INVESTING BY ASSET CLASS IN 2023

Share of firms in a
given asset class

Equities 98%
Fixed income 85%
Property 68%
Cash 15%
Alternatives 27%

(incl. private markets and cryptoassets)

Source: The Investment Association

Just as different types of financial institution will have
preferences for the nature of investment they make,
companies seeking capital will also have a set of
requirements that inform the type of investment they
seek. Some investments might carry a higher cost of
capital, they may require a company to give a greater
degree of control to investors, or to be open to new forms
of transparency and oversight.

A company’s appetite for such a relationship and

an investor’s assessment of the potential risk and
opportunity they present are just two factors that
contribute to their access to capital. For investment
managers, a range of wider factors might inhibit or
support the growth of companies so that they are ready
to investin. This programme aims to identify those
barriers to growth.
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OVERARCHING THEMES

Our modern industry investment programme is
approaching engagement with priority sectors with an
open mind. We aim to uncover issues that are not widely
discussed and identify policy solutions that industry
and investors agree can support UK growth, including
learning from examples in other countries. Nevertheless,
we also anticipate that there will be common themes
that emerge across several sectors, some of which are
already identified in the Government Industrial Strategy.

These include:

Access to finance. Some businesses find it difficult to
access the finance they need to grow. With strategic
reform, the UK’s capital markets, banking sector and
venture capital ecosystem, alongside public finance to
‘crowd-in’ investment, could support more home-grown
companies.

Skills and immigration. The workforce must keep pace
with the changing demands of the most innovative
businesses, with vocational training and an education
system which understands the skills and knowledge
needs of the growth opportunity sectors. Companies will
also benefit from being able to be open to the world’s
leading talent.

Case study:

In 2023, the UK Government and representatives of
the defence industry approached the Investment
Association with concerns that ‘ESG’ (environmental,
social and governance) rules and approaches were
preventing defence manufacturers from accessing
investment. Together, we arranged a structured dialogue
between the investment management and defence
industries to consider whether the concerns were well
founded. While agreeing that it was reasonable for
clients to have ethical requirements around how their
money is invested, the dialogue established there was
no blanket ‘ESG’ approach or set of rules that inhibited
investment managers from investing in defence.
Indeed, our research found that UK-based investment
managers had £42.5bn invested in the sector’s leading
companies. The UK’s financial regulator, the FCA, issued
a statement to clarify that it had no rules to prevent
investment in defence. The exercise led to defence
companies having a better understanding of how the
investment process worked, with investors making
suggestions on how understanding and information
could be better shared between defence companies
and their investors. The exercise uncovered that other
factors were preventing some smaller firms in the
defence industry supply chain from accessing finance
including bank and insurance facilities. Recognising
this issue was the first step in working to resolve it.

Planning. The Government considers existing planning
processes to be burdensome and argues that they
hold back growth and investment. Legislation has
been introduced to streamline the system. Innovative
industries, including clean energy, creative industries,
and tech must build new property fit for their needs.

Long-term certainty. Businesses and their backers value
stability and certainty to enable them to make long-
term investment decisions. Lack of political consensus,
unpredictable tax and regulatory policy, and an absence
of strategic thinking from policymakers can contribute

to a sense of uncertainty and undermine confidence in
allocating capital.

Energy prices. Energy is a significant cost for any
business and particularly for those involved in
manufacturing processes. The UK has some of the
highest and most unpredictable energy prices in the
world. Managing, and ideally lowering, energy costs
will be a crucial step for supporting innovative growth
industries.

Research and development. Growth opportunity sectors
concerned with advanced technologies and scientific
innovation depend on the discovery and development

of new ideas. While the UK continues to be a pioneer in
academic and commercial research, its approach to R&D
is not optimised to deliver tangible returns.

Case study:

As part of its focus on sustainable finance, the
Investment Association has a long-standing working
group focused on issues relating to climate change,
decarbonisation and the natural environment in the
sectors in which we invest.

The group has guided the Investment Association’s
engagement with government on this topic, with a
view to ensuring that the actions of policymakers take
account of the investment risks and opportunities that

can arise from climate change and the energy transition.
This included sponsoring work by the thinktank

IPPR looking at the City’s role in industrial strategy.
Recommendations in its subsequent report, ‘Making
Markets, have informed the UK’s industrial strategy.

Recently, the focus has been on the UK’s
decarbonisation strategy and its plans for its
forthcoming Carbon Budget & Growth Delivery Plan. In
partnership with other industry groups, thinktanks and
charities we have offered advice on how to make the
plan relevant and informative for the private sector.




