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A paradigm shift in investing - are you ready?

From ESG to advancement in technology, these phenomena will affect our society and economy for years to come

FROM our first days in investment management,
we are rightly cautioned against proclaiming,
“this time is different”. While market history
doesn't repeat, it does rhyme: the current chal-
lenges we face may be new in magnitude but not
in kind. Inflation, supply chain woes, asset bub-
bles, prolonged bull markets, swings between
globalism and nationalism, political risk — all of
these represent the rough seas that we must nav-
igate as investors.

So, it is an exceptional moment when we rec-
ognise several remarkable sea changes that will
affectindividuals, society, our economy, and the
planet for years to come. As investors, we must
differentiate between the transient rough seas
that are the hallmark of equity investing and the
truly rare transformational developments that
will become permanent fixtures in our lives.

A paradigm shift

We have identified 3 such phenomena, 3 chang-
es that really are different this time. Collectively,
they represent a paradigm shift that will trans-
form the capital markets and how the asset man-
agement industry approaches alpha generation.
They are:

B Environmental, social, and governance (ESG)
influences and investing with a stakeholder
mindset

W Diversity, equity, and inclusion (DEI) as an al-
pha generator

B Advancements in data and technology

Why now? To be sure, the Covid-19 pandemic
was a tipping point. It exposed the fragility of the
global marketplace and our interconnected
world. The pandemic drove change and adapta-
tion on an unprecedented scale and proved that
the speed of evolution knows few limits when
necessity demands it.

But why are we certain that these 3 develop-
ments will weave themselves into the fabric of
our industry and that those who don't adapt to
them will be at a marked disadvantage?

Because there is another quiet, slow-moving
force propelling this paradigm shift.

Unprecedented demographic changes are
amplifying these new perspectives and beha-
viours. Millennials and Generation Xers rely
more on data and technology than their older
peers in the baby boom and silent generations,
and they have more progressive views on DEI,
ESG, and stakeholder capitalism. Their influence
will grow amid the largest redistribution of
wealth in human history.

Investors now recognise that companies have
responsibilities beyond their shareholders. They
must expand their focus to all their stakeholders:
employees, suppliers, customers, as well as the
environment and society at large. PHOTO: REUTERS

An estimated US$68 trillion is projected to
change hands in the United States in the next 2
decades in a “tsunami of wealth assets” that will
reshape financial services.

So, while the current generation of investors
has opened the door to these changes, the next
generation is swinging it wide open. How will
this shiftinfluence the asset management indus-
try and alpha generation? Let's look at each of
the 3 components individually.

ESG and the rise of stakeholder capitalism
Rewind the clock 10 years and few mainstream
investors were talking about ESG influences like
we are today. Once dominated by exclusions-
based strategies, ESG criteria are now more ro-
bustly applied with the use of company oper-
ational information to both reduce risk and seek
additional upside performance. The idea that
ESG information is economic and potentially ma-
terial is hardly controversial now. In itself, this
represents a profound philosophical leap for eq-
uity market investment practitioners.

Key to this paradigm shift is the growing ori-
entation towards stakeholder capitalism. Inves-
tors now recognise that companies have respon-
sibilities beyond their shareholders. They must
expand their focus to all their stakeholders: em-
ployees, suppliers, and customers, as well as the
environment and society at large.

A company does not operate in isolation. The
economic engine that sustains it must be treated
in an honest and ethical manner. If value is to be
built over the long term, it must be protected.
While the idea of shareholder primacy has his-
torically reigned supreme, asset owners have
started to recognise that a company that is not
aligned with broader stakeholder interests may
face economic headwinds. The definition of fi-
duciary duty is therefore very much in flux.

How we evolve the economic system to em-
brace all stakeholders and respect the finite and
vulnerable ecosystem in which we operate is
critical. The future winners in business and in-
vesting will be those who can bend the arc of
their companies from where it is to where it
needs to be.

Stakeholder capitalism dictates that ESG in-
vesting must evolve. True stakeholder capital-
ism requires that asset managers connect their
investment practices not only to company-level
characteristics but also to changes in the real
economy. This is a daunting prospect for inves-
tors. It requires an impact mindset. That means
moving past ESG ratings to focus more on how
companies interact with their ecosystem and
what the resulting implications might be.

Diversity, equity, and inclusion

While DEl is indeed a part of the larger world of
stakeholder capitalism, we call it out specifically
because of its importance to society and its posi-
tive impact on broader company performance.

The inequalities laid bare by Covid-19 and the
groundswell of support for social justice move-
ments have propelled issues of diversity and in-
clusion to the forefront. Sensitivity towards
equality and fairness has been growing over re-
cent years, and the demand for a more inclusive
society is reaching a crescendo. In parallel, there
is a significant and growing body of research
that links diversity to improved profitability,
better employee retention, and lower invest-
ment risk.

Yet, within financial services, for example,
change has been too slow. The lack of diversity
in decision-making roles persists despite the ac-
knowledgment that diversity leads to better per-
formance.

But the concepts of diversity and inclusion
are about so much more than pure business con-
siderations. They build resilience into the fabric
of our economy and lead to better outcomes for
people, society, and the planet.
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With this paradigm shift, asset management
firms need to think like technology disruptors
and innovators, not monolithic organisations
clinging to old and outdated beliefs and practic-
es. Tobetter anticipate the far-reaching effects of
swiftly changing views on DEI, companies must
empower diversity within their ranks. This is es-
pecially true in asset management.

Capital markets participants must drive pur-
poseful outcomes that serve society and devel-
op enduring businesses that thrive by balancing
the needs of all stakeholders. To do this, wel-
coming historically underrepresented groups is
not only a benefit but a necessity.

Technology and data

The staggering speed of technological innova-
tion has permeated the economy such that most
sectors are now de facto technology sectors. The
rise of social media and the emergence of the
“digital person” — our online identities — have
changed our lives. Access to technology and
tech fluency are important determinants of eco-
nomic success for individuals, companies, and
even countries.

Data, for its part, is changing too. We now
have access to more data — and more technol-
ogy — than ever before. But the speed at which
data circulates is what is truly transformative.
Pair this with the now-decentralised nature of
data creation, and data accuracy — or informa-
tion accuracy — becomes a critical considera-
tion.

Data and tech are changing investing. The as-
set management industry offers a case study:

New tools like natural language processing and
artificial intelligence (Al) more generally can
help organise the volumes of unstructured data
generated daily. With the velocity of news and
the rise of social media, companies have no-
where to hide. New data sources emerge with in-
creasing regularity thanks to lower barriers to
entry and the lure of lofty licensing fees.

While these tools are not without their own
potential pitfalls, investors who embrace cut-
ting-edge technology and alternative data will
have an advantage in investing’s inherently
competitive landscape. In a world in which basis
points matter, access to data and — most impor-
tantly — the ability to find actionable informa-
tion within that data are essential.

These 3 changes really are different this time.
They are new enough, swift-moving enough,
and unsettled enough that their potential devel-
opment paths are more uncertain than those of
the known challenges in equity market invest-
ing. Those who expect a return to some now-
dead version of the pre-ESG, pre-DEIl-, pre-Al sta-
tus quo will not be ready for what comes next.
Nor will those weighed down by bureaucracy:
they may possess the desire to embrace change
but not the practical ability.

The new stakeholder paradigm

What these 3 changes and the demographic
shifts that are propelling and amplifying their in-
fluence have in common is that we haven't seen
them before. But the silver lining is that big and
jarring changes, no matter how disruptive, force
us to innovate, to find new solutions and con-
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template new opportunities. The investment
firms that succeed amid this paradigm shift —
what we call the new stakeholder paradigm —
will be those that understand the expectations
and requirements of new constituents and are
nimble enough to pivot to become the architects
of their own destinies. Those that are backed in-
to a corner by changes they don't understand or
are unable to address will not survive.

We need to understand and embrace these
fundamental shifts. Playing catch-up is not
enough and will only resultin poor outcomes for
investors. We have to lead the way. To thrive in
the new era of the stakeholder paradigm re-
quires a different approach and a different type
of investment firm.

We need to commit to an investment practice
that acknowledges the rough seas of equity mar-
ket investing but welcomes the evolutionary,
even revolutionary, changes amid the shift to a
stakeholder orientation, a more inclusive econo-
my, and a faster-paced, decentralised data and
technology environment.

We believe the new stakeholder paradigm will
lead to better results on ESG issues and in DEI ef-
forts, and data and technology advances will ac-
celerate that progress and ensure accountabili-
ty. We are optimistic that investing has a bright
future, but only truly differentiated firms will
succeed.
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