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Do you enjoy following the financial markets, whether reading the Financial Times, watching
Bloomberg or checking stock prices on the internet? Do you want to earn good money? If so, you
may find a career in investment management appealing.
Investment management, also known as asset management, is pretty much what it sounds like: a client
gives money to an asset manager, who then invests it to meet the client’s objectives. In other words,
investment management seeks to grow capital and generate income for individuals and institutional
investors alike. The potential clients of an asset manager can vary widely. Asset managers who work
for mutual funds, for example, manage money for retail clients, while asset managers at investment
banks often invest money for institutional investors like companies or municipalities (often for pools of
money like pension funds.) Asset managers can also work for hedge funds, which combine outside
capital with capital contributed by the partners of the fund, and invest the money using complex and
sometimes risky techniques, attempting to receive extraordinary gains.
Asset managers buy their stocks, bonds and other financial products from salespeople at investment
banks, who are on what is called the “sell-side.” (Asset managers are on the “buy-side.”) Because
they make commissions on every trade they facilitate, salespeople provide information (research,
ideas) to asset managers, in an effort to get the asset managers to trade through them. For this
reason, salespeople often shower asset managers with perks like sports tickets and expensive dinners
at fancy restaurants. Asset management basically boils down to this: researching and analyzing
potential investments, and deciding where exactly to allocate funds.

Investment Management vs. Asset Management
The terms investment management and asset management are interchangeable. They
refer to the same practice, the professional management of assets through investment.
Investment management is used more when referring to the activity or career (i.e.,
“I’m an investment manager” or “That firm is gaining a lot of business in investment
management”), whereas asset management is used more with reference to the industry
itself (i.e., “The asset management industry”).

In recent years global financial services companies and investment banks made efforts to grow
their asset management businesses. That’s because investment managers’ fees are based on the
amount of money they’re given to invest—so as long as they have clients, they’ll make money for the
bank. This fee-based arrangement stands in contrast to businesses like mergers and acquisitions
advisory, which can be highly variable depending on market conditions. But even the relatively stable
asset management industry felt the impact of the 2008 and 2009 global recession: jittery investors,
frozen credit markets, the collapse of several major banks and proposed regulatory overhauls meant
uncertainty for everyone in finance. Some firms that were battered by the recession—including the
investment bank Credit Suisse and insurance giant AIG—put their asset management divisions up for
sale, spinning them off to raise capital to cover losses in other divisions. To be sure, the effects of the
worldwide financial crisis are far from over. Many of the world’s largest investment banks, including
Goldman Sachs, Morgan Stanley, Credit Suisse, Barclays Capital and UBS, have had to significantly
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scale back their operations and staff due to financial regulation, higher capital requirements, and
weakening equity and debt markets in the crisis’s wake. In fact, in mid-2011, most of the world’s
largest banks announced job cuts, with some, such as HSBC, Credit Suisse and Barclays, announcing
thousands upon thousands of cuts.
These job losses only underlined the recent volatility of the world’s markets, which had also been
rocked by a some major debt crises, particularly those occurring in Greece and the US. In 2010,
Greece, on the verge of defaulting on its national debt, received a multibillion-dollar bailout package
from the International Monetary Fund. Meanwhile, the country proposed rather severe austerity
measures (spending cuts and tax increases) that were protested by thousands of Greeks. To date,
as a result of the crisis, many of the world’s largest financial institutions, which held Greek bonds
(now rated CC or “junk” status by Standard & Poor’s), were adversely affected, having had to write off
billions of dollars in loans to the country.
And in 2011, across the Atlantic, the US, which had served as the epicenter of the worldwide financial
crisis of 2008, faced a debt crisis of its own. The country, deep in debt, was in danger of default, as
well as in danger of its credit rating being lowered. Ultimately, after a month-long and very heated
debate that divided the country, the US House of Representatives and US Senate voted to raise
the nation’s debt ceiling and enact a plan to reduce spending over the next decade. Although the
vote meant that the US avoided defaulting, it underscored the fact that the US economy was still in
disarray, and Standard & Poor’s agreed, downgrading US debt from AAA to AA+ in August 2011.
What all this means is that there is a lot of uncertainty in the world’s financial markets and among its
top financial services firms. However, it also means that it is sure to be an exciting and interesting
time to work in finance—and, in particular, in the investment management industry.
The Vault Career Guide to Investment Management will serve as an insider’s guide for careers in
the industry. It will provide you with the knowledge to appropriately target your career search and a
framework to handle the most challenging interviews. It will also break down the many different career
positions that are available to both undergraduate and graduate students.

HISTORY
The beginnings of a separate industry
The process of managing money has been around for approximately 140 years. At its outset, investment
management was relationship-based. Assignments to manage assets grew out of relationships that
banks and insurance companies already had with institutions—primarily companies or municipal
organisations with employee pension funds—that had funds to invest.
These asset managers were chosen in an unstructured way, with assignments growing out of preexisting relationships rather than through a formal request for proposal and bidding process. The
actual practice of investment management was also unstructured. Asset managers might simply
pick 50 stocks they thought were good investments as there was nowhere near as much analysis on
managing risk or organising a fund around a specific category or style. Historically, managed assets
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were primarily pension funds. Traditional and alternative asset classes such as retail funds, hedge
funds and private equity had yet to mature.

The rise of the retail fund
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Historians cite the closed-end investment companies launched in the Netherlands by King William
I during 1822 as the first retail funds, while others point to a Dutch merchant named Adriaan van
Ketwich whose investment trust, created in 1774, may have inspired the idea. The Boston Personal
Property Trust, formed in 1893, was the first closed-end fund in the US.
The first modern mutual fund was created in 1924, when three Boston securities executives pooled
their money for investment. Retail funds were normally used by financially sophisticated investors
who paid a lot of attention to their investments. They really came to prominence in the early- to mid1980s, when mutual fund investment hit new highs and investors reaped impressive returns. During
this time, investor sophistication increased with the advent of modern portfolio theory and asset
management firms began heavily marketing retail funds as a safe and smart investment tool, pitching
to individual investors the virtues of diversification and other benefits of investing in retail funds.

Modern Portfolio Theory
Modern Portfolio Theory (MPT) was born in 1952, when University of Chicago economics
student Harry Markowitz published his doctoral thesis, “Portfolio Selection,” in the Journal
of Finance. Markowitz, who won the Nobel Prize for economics in 1990 for his research
and its far-reaching effects, provided the framework for what is now known as Modern
Portfolio Theory. MPT quantifies the benefits of diversification, looking at how investors
create portfolios in order to optimise market risk against expected returns. Assuming all
investors are risk averse, Markowitz proposed that when choosing a security to add to their
portfolio, investors should not base their decision on the amount of risk an individual security
has, but rather on how that security contributes to the overall risk of the portfolio. To do
this, Markowitz considered how securities move in relation to one another under similar
circumstances. This is called “correlation,” which measures how much two securities
fluctuate in price relative to each other. Taking this into account investors can create
“efficient portfolios,” ones with the highest expected returns for a given level of risk.

Traditional vs. alternative asset managers
By the early 1970s, the investment management industry had begun to mature as retail funds and
other asset classes gained prominence. The dominant theme over the past decade has been the
proliferation of alternative asset managers. It is necessary to make the distinction between traditional
asset managers and alternative asset managers. Traditional asset managers, such as retail funds,

Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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are highly regulated entities that are governed by strict laws. In the UK, the Financial Services
Authority (FSA) is the principal governing body, and its rules are designed to protect investors and
limit unnecessary risk-taking. Traditional asset managers have defined investment mandates that
determine what types of securities and strategies they can pursue in a given portfolio. These strategies
are discussed in detail in further chapters.
Alternative asset managers include assets classes such as hedge funds, private equity and venture
capital. For much of their existence, the hallmark of these investment vehicles was light (or
nonexistent) regulatory constraints and their freedom to operate without defined investment strategies
or transparent risk tolerances. As a result, these asset classes evolved almost without correlation to
the broad stock and bond markets, and sought to provide “alpha” returns in a variety of economic
situations. Hedge funds, for example, are high-risk money managers that borrow money to invest in
a multitude of stocks, bonds and derivatives. They use a large equity base to borrow more capital
and therefore multiply returns through leveraging. Alternative investments can be extremely lucrative,
but they are also extremely risky, so individual investors who wish to join this high-flying world must
be “accredited”—in other words, they need to have sufficient net worth, typically six figures and up,
to invest. Recently pension funds have become major investors in hedge funds, hoping to reap the
same outsized returns as other high-net-worth investors.

Europe holds its own
The United States is the world’s leading country when it comes to assets under management. But
the UK has recently grown to join the US as a major market for fund management. At the close of
2007, before the worst of the credit crisis struck, UK fund managers were responsible for a record
£4.1 trillion. For all of Europe, assets under management totalled €13.6 trillion at the end of 2007.
This figure dropped to around €10.7 trillion by the end of 2008, but rose to €13.8 trillion by the end
of 2010.

Unsettled times
How did the credit crunch hurt the asset management industry? First and foremost, the lack of credit
meant a lack of leverage for fund managers, which reduced the size of the bets they could make
and thereby lowered returns. Spinoffs, sales and downsizing at major investment banks made an
additional impact on those banks’ asset management divisions. Ironically, the fact that some asset
management divisions performed well despite the crisis made them more likely to be sold, because
banks knew they’d be attractive on the market.
As an example, Citigroup sold its own asset management division in 2005. But as one of the
hardest-hit banks in the credit crisis, Citi was forced to continue divesting units that weren’t part of its
traditional banking businesses, so in 2009 it sold its entire stake in Japanese asset manager Nikko
Asset Management. The trend continued in Europe: Barclays put its successful asset management
division, Barclays Global Investors, up for sale in order to streamline itself and boost capital ratios, and
the beleaguered Commerzbank sold its Swiss asset management unit to Liechtenstein-based asset
manager LGT Group. “Focussing on core banking activity” was the name of the game for battered
banks around the world.
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Pure-play asset managers that suffered heavy fund outflows experienced troubles on their own.
Schroders, a major UK fund manager, slashed 225 of its 3,000 jobs in the second half of 2008 after
a 21 per cent decline in its funds under management.
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Different kinds of deals
Consolidation in the asset management industry is hardly a recent development. In the last two
decades, over 150 firms have merged or combined forces; American investment management giant
BlackRock owes much of its clout to acquisitions, including its purchases of State Street Research
Management, Merrill Lynch Investment Managers, Quellos Capital and R3 Capital Management, all
deals that closed between 2005 and early 2009. And in June 2009, BlackRock announced that
it would pay $13.5 billion for Barclays Global Investors, a transaction that made BlackRock the
biggest money manager in the world (as of March 2011, BlackRock had $3.7 trillion in assets under
management). One month later Crédit Agricole and Société Générale unveiled a deal to combine their
asset management operations into a single entity, which controled €591 billion of assets at closing
and became Europe’s fourth-largest asset manager.
Mergers and acquisitions in the asset management industry were hot during 2007, with plenty of
takeovers by private equity firms and lucrative sales of hedge fund assets. In fact, over a dozen
transactions in 2007 were valued at $1 billion or more. However, in 2008 just three deals fetched
such high prices, and disclosed deal value was just $16.1 billion, compared to $52.1 billion in 2007.
And no wonder: almost two-thirds of the transactions in the second half of 2008 were related to
divestitures, evidence of sellers’ distress and the need to offer units at fire sale prices. In another
shift, investment banks and insurance companies—major buyers of asset management firms in the
late 1990s and early 2000s—became sellers, unloading their purchases to private equity buyers or
entering into strategic partnerships to form pure-play asset managers.
In 2009, the deals kept coming and, overall, for the year, $4 billion in assets under management
changed hands, either as part of acquisitions or divestitures.

Bigger, not necessarily better
Big firms in the index tracking business have limited costs. However, being too big and
trying to beat the market can be a disadvantage. The bigger a portfolio is, the more likely
it is to resemble the market. That is why there has been a rise in the number of “boutique
managers”, smaller firms that concentrate on niche markets and try not to get too big in
order to keep returns high.

The world is watching
The second half of 2008 saw unprecedented government intervention in the financial sector. The US
Federal Reserve bailed out investment bank Bear Stearns and engineered a hasty sale to JPMorgan
Chase; amidst controversy that has yet to settle, American authorities later allowed Lehman Brothers
to collapse, and the remains of Lehman’s businesses were snapped up by several international
Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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buyers. In the UK, more than €47 billion was poured into a bank bailout plan. Among the largest
recipients of funds were Lloyds TSB, HBOS plc and the Royal Bank of Scotland; Lloyds and HBOS
were subsequently combined to form the Lloyds Banking Group. Similar stories played out in France,
Germany and Italy. These capital infusions came with strings attached, like increased lending
requirements, new leverage rules and limits on executive compensation and bonuses.
Indeed, the lasting legacy of the world financial crisis may be tougher regulations and heightened
scrutiny of executive compensation. Hedge fund owners, alternative asset managers and investment
bankers have been criticised for taking home millions, if not billions, while others scrape by on
unemployment benefits and food stamps. (Those financiers who made their windfalls by shorting
the subprime junk that created the crisis have drawn extra ire.) In March 2009, the UK’s Financial
Services Authority drafted new codes designed to minimise what it calls “excessive” risk-taking by tying
compensation to risk management. The codes touch on everything from makeup of remuneration
committees to mandatory annual reports on pay and performance measurement.

Pension reform, controversy and opportunities
Throughout Europe, pension reform has become a politically explosive topic—one that’s being watched
closely by banks in London, Frankfurt and New York, not to mention millions of workers across the
continent. The problem, quite simply, is that Europe’s population is getting older. Projections suggest
that in 2030 there will be 24 million more people aged 55 to 64 than there was in 2005. Meanwhile,
the number of people aged 15 to 64, the so-called working age population, is expected to decrease
by 20.8 million over the same period of time. Finland’s ratio of pensioners to workers is the highest
in Europe: it will reach 41 per cent by 2025.
Pension schemes in Europe follow a “pay-as-you-go” arrangement, which means that money paid
into the retirement system by today’s workers is immediately transferred to today’s retirees. As the
ratio of pensioners to workers increases, there will be greater burden on workers to pay for their
retirements. Governments in Western and Eastern Europe are taking two key steps to address this
problem: first, they’re gradually raising the minimum retirement age. Second—and more importantly,
from an investment manager’s point of view—they are shifting responsibility to private investment
plans, instead of state-run pension schemes. At the same time, many nations are increasing the
requirements for defined benefit contributions. While these changes have prompted union strikes
and street protests in some countries, they present opportunities for investment managers in Europe,
who are now marketing a variety of investment options to younger workers.

There’s always tomorrow
As long as there are assets and investors who desire yields, whether from risky short-term ventures
or more secure long-term investments, there will be an asset management industry. And though the
global economy may be edging its way toward a recovery, the effects of the economic crisis will be
felt for some time. Credit is neither as cheap nor as plentiful as it was before the crunch, and many
investors have sharply reduced tolerance for risk and exposure to volatile equities.
In a way, however, the grim headlines of 2008 and early 2009 helped prove the value of reputable,
skilled investment management professionals. As European pension funds reported record deficits,
more and more workers turned to private investment plans to secure their futures. Disgraced
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American financier Bernie Madoff brought the phrase “Ponzi scheme” to breakfast tables around
the world, as details of his $50 billion swindle were uncovered by US authorities. Tragically, many
of Madoff’s victims lost their life savings—and pulling hedge funds under regulatory control is now a
priority for the United States and Europe. Given the amount of suspicion in the media and in public
opinion, investment management firms that can establish themselves as trustworthy financial guides
will be able to distinguish themselves.
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As part of Europe’s financial services industry, asset management has become increasingly important.
London is now one of the world’s top centres for international fund management, and Europe holds
approximately one-third of the world’s investment fund assets.

Convergence
The European asset management sector is currently experiencing massive convergence between
traditional and alternative investment styles. Hedge funds, private equity funds and traditional asset
managers are competing increasingly closely as the lines between the asset classes become blurred.
Investors increasingly understand how to invest and which investments could generate higher returns
in a regulated environment. Regulators have realised this and are now offering traditional asset
managers new flexibility as long as investors remain protected.
The search for the alpha has aided the process. Traditional asset managers have been buying hedge
fund boutiques for some time. But now the difference between these businesses and their core
investment strategies are disappearing. Long-only managers are also using regulatory devices such
as UCITS III (and soon, UCITS IV) to offer hedge fund products for retail investors and other products
to widen the choice for their institutional investors.

UCITS
UCITS, Undertakings for Collective Investment In Transferable Securities, is a European
Directive first enacted in 1985 by the European Commission. The main point of UCITS
is to enable funds to be “passported” to other EU countries and sold with minimum
interventions by national governments and regulators. Indeed, international regulatory
barriers have been eroded by UCITS, accelerating the development of the cross-border
funds market. UCITS III, enabled in 2002, provides increased investment flexibility by
expanding the investments in which a fund can take positions.
Next up: UCITS IV, which has been approved by the European Parliament and took effect
in 2011. UCITS IV will simplify administrative requirements for cross-border distributed
funds, and will give management companies a passport to manage funds across borders
without having to go through a service provider in the fund’s domicile. Because of these
and other enhancements, the new directive is expected to increase the number of small
funds that merge into mega-funds capable of cross-border distribution. At the same time,
UCITS IV aims to strengthen existing regulations with provisions for greater transparency
to investors and required disclosures by funds.

Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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Meanwhile, alternative asset managers are reaching a wider audience among investors through
regulated fund vehicles and eschewing offshore domiciles of the Caribbean and the British Isles
for EU member states, such as Luxembourg. Even the staid European pension fund industry holds
approximately 20 per cent of its assets in alternatives, including hedge funds, private equity and real
estate funds, according to the Alternative Investment Management Association (AIMA), the global
hedge fund association.
There is convergence among alternative assets, too. Private equity houses and hedge funds are frequently
adopting similar investment strategies. Cheap credit, low volatility and rising equity markets encouraged
hedge funds to enter the private equity market until the credit crisis blew up. More strategically, hedge
funds are increasingly ring-fencing capital for illiquid investments, similar to those made by private equity.
Recently they have deployed these investments up and down the capital structure, including second lien
and mezzanine debt products. Private equity houses have acquired undervalued assets and businesses
through public market deals. Many experts suggest this could lead to further growth in “hybrid” alternative
investment firms. We will expand upon this in more detail in Chapter 2.

Back and forth between bonds and equities
Bonds are safe and equities are risky, or so the theory goes. Experienced fund managers know
the real trick is to maintain diversified portfolios, spreading risk between stocks and bonds. If the
recent economic crisis taught us anything, it’s that even safe bets aren’t necessarily safe. Still, in
times of uncertainty investment assets tend to flow into bonds. That’s precisely what happened in
the UK during the 1970s, when stagflation ran rampant and equities were performing poorly. These
conditions sent investors flocking to secure bonds like government debt.
The advent of high-performing tech stocks in the early- and mid-1990s made equities more attractive,
but then the dot-com bubble burst and ruined the party. According to some estimates, pension funds
moved £40 billion out of equities and into bonds in 2004 alone. A brief shift back to equities was
spurred by weakening bond yields and economic growth until the credit crisis set investors running
back to high-quality debt, like investment grade corporate and government bonds.

Eye on exchange traded funds
As the name implies, exchange traded funds are bought and sold on stock exchanges, and some say
they are undermining the traditional business model of asset management. One thing’s for certain,
ETFs have grown exponentially in recent years: from September 2008 to May 2009, almost 49 billion
ETF shares changed hands each month. For the same period in 2007 to 2008, ETF volume averaged
just 20.5 billion shares per month. According to industry estimates, ETF assets will reach $2 trillion
by 2012. At at the end of 2010, global assets under management in ETFs totalled $1.48 trillion, up
from $1.16 trillion at the close of 2009.
Remarkably, the burgeoning ETF market is less than two decades old. These instruments were
invented as open-end index funds that are like mutual funds in many ways; underlying the ETF is a
bundle of assets and securities in which investors hold an interest. The difference is that stakes in
an ETF are easy to buy and sell through a retail broker—buy now, sell tomorrow, repeat. Lately more
complex ETFs have made their way to the market. These include hedge fund ETFs and leveraged
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ETFs, which seek higher-than-standard returns by relying on futures options, swaps and other exotic
derivatives. In spring and summer 2009, leveraged ETFs were the subject of regulatory scrutiny, as
the US Financial Industry Regulatory Authority issued warnings that leveraged ETFs might be too risky
for retail customers.
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More than just investment
More than ever asset management companies are focusing on more than just investing. Business
decisions such as marketing and distribution, global growth and technology integration are becoming
increasingly important factors in the success of investment management firms. While this guide will
focus mainly on developing a career on the investment side of the investment management industry,
we will also spend some time discussing the growing alternative career opportunities relating to these
“non-investment” business issues.

INVESTMENT MANAGEMENT VS. INVESTMENT BANKING
Investment management provides a relatively stable career when compared to some other financial
services jobs, relying on not just the infusion of new cash into funds but the task of managing money
already in the system. Institutions such as Spain’s BBVA Asset Management or Scotland’s Aberdeen
Asset Management are paid a set fee from their clients as a percentage of assets under management,
so they will continue to profit simply by managing money. There’s no doubt that downward cycles
in the global economy can disrupt fees that involve performance incentives, especially when the
downswing is as severe and systemic as the recent crisis. Plus, when investors get spooked there
may be fewer new assets to manage. But generally speaking the asset management business is less
cyclical than its financial cousins like investment banking.
Consider the hallmarks of investment banking: IPOs and mergers and acquisitions. When times are
good, there’s a lot of money to be made in these activities. But when the deal pipeline slows down
because of economic conditions, transaction fees simply don’t materialise. That means bankers
get laid off, or I-banks freeze hiring, or both. These swings in fortune can happen very quickly, as
we saw in 2007. During the first half of the year deals were booming and I-bankers were flush with
cash, perks and bonuses. Then the credit crunch hit, and pink slips flew: over 225,000 financial
services professionals lost their jobs in 2008, many of them investment bankers. The I-bankers who
remained were initially faced with significantly smaller paycheques. According to London’s Centre
for Economics and Business Research (CEBR), bankers in the City received a total of approximately
£4.6 billion in bonuses at the close of 2008. But that figure rose to £6 billion for 2009. And for the
12-month period ending April 2010, bonuses rose to £7.3 billion. However, for the year ending April
2011, bonuses slipped to £6.7 billion. This didn’t mean that bankers made less money; due to the
media and regulatory focus on bonuses, banks increased salaries (by about 7 per cent) while cutting
back on bonuses.
By contrast, analysts and associates at investment management firms benefit from the fact that assets
are always being invested, even in bad times. Investment management firms also tend to have a
diverse client base that includes pension funds, insurance companies, banks, mutual funds and highnet-worth individuals, and portfolio managers can make money for their clients in a number of ways.

Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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Obviously, they want to play the market and make returns, by investing in a lucrative IPO, for example.
But even if there are fewer IPOs taking place, managers can still make gains with smart plays in other
asset classes, or by investing existing capital in various portfolios. A bear market may force portfolio
managers to be extra-cautious in their investments, but they will always have choices. Meanwhile,
their I-banker friends will either have capital-raising and advisory assignments ... or they won’t.
As one staffer in the operational department of a major asset management firm says, “Investment
bankers normally only have a single-stream of customers and are doing the same thing day in day
out. Also, the sell-side is driven by the requirements of the buy-side.” The link between investment
bankers to investment managers might be symbiotic, to some extent, but those managing money have
more options to guarantee their survival.

Hours
The investment management industry tends to have a work load that varies. Working at a mutual or
hedge fund typically means hours dictated by when the market opens and closes, and in many cases
balances out to a fairly normal schedule. Land a job at a private equity firm and the story may differ;
the salary is bigger, but the work hours are longer. Smaller private equity players still require their staff
to work 60 to 70 hours a week. Still, they don’t compare to the hours put in by investment bankers.
Investment bankers are known for working extremely long hours—around 90 to 100 per week on
average (or about 16 hours per day during a six-day workweek and 14 hours per day during a sevenday workweek). Some industry participants admit to working in the office all weekend and sleeping
under their desks two or three nights a week. Graduates often look to work in the investment banking
industry for as short a time as possible, so they can retire early or move on to something they enjoy
more. Many see investment banking as a stepping stone to working in private equity or a hedge fund.
Because of the long hours and stressful nature of the job, attrition rates are high and burnout is not
uncommon.
Insiders argue about whether investment banking is more social than investment management,
despite the latter’s shorter workweeks. As an investment banker you usually have a group of other
analysts or associates working alongside you. You’re also enduring those gruelling hours together,
which can lead to a certain sense of camaraderie. When there is downtime, I-bankers often use it
to build relationships that lead to social interaction outside of work. In investment management, you
might be the only associate. Private equity and hedge funds, in particular, tend to be smaller than
investment banks and don’t require as many analysts and associates to do the work. Particularly
at a very small firm, this means the average day can seem isolated and lonely, though investment
management analysts at the bigger banks claim this isn’t the case in larger workplaces.
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Working at a hedge fund or private equity firm is traditionally more lucrative than investment banking,
although such firms very rarely employ university leavers. At a private equity firm you will make
roughly as much a year as post-MBA associates at banks make—significantly more than you’d make
as an analyst.
Hedge fund pay varies widely between funds, and many investment management companies have
trimmed pay in response to recent economic conditions. But, as a rule of thumb, the norm—which
can mean different things at different firms, these days—is around £70,000 for those coming in
directly from banking, plus a bonus that will take you to around £100,000 to £150,000, very similar
to private equity associates. This is much more than what you could get as a third-year investment
banking analyst, and is about on par with what post-MBA associates at investment banks make.
The gap between salaries becomes increasingly obvious in the upper echelons. Some hedge fund
partners, albeit not representative of the industry as a whole, earn £1 billion or £2 billion a year, more
than the CEOs of even the biggest investment banks.
Graduates who join asset managers straight out of university may initially take home less than their
investment banking counterparts. The average starting salary of graduates in the asset management
industry is around £35,000, according to one HR manager at an investment management firm, whereas
graduates in investment banking start on a median of £40,000 to £45,000. However, you move up the
pay hierarchy with bigger leaps at asset management firms, and often in less stressful environments.
And it’s important to keep in mind that compensation and pay structure may differ from company to
company; one investment management insider said that the pay and bonus offered at her firm was
exactly the same as what was offered at an investment bank where she’d previously worked.

Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.

11

© Copyright 2011 Vault.com, Inc. Photocopying is illegal and expressly forbidden

© Copyright 2011 Vault.com, Inc. Photocopying is illegal and expressly forbidden

The

Scoop

Vault Career Guide to Invesment Management, European Edition

Chapter
Chapter
Chapter
Chapter

1:
2:
3:
4:

Buy-Side vs. Sell-Side
Investment Styles
Financial Research Breakdown
The Clients of Asset Managers

14

© 2011 Vault.com, Inc.

© Copyright 2011 Vault.com, Inc. Photocopying is illegal and expressly forbidden

Buy-Side vs. Sell-Side
Chapter 1
If you’ve ever spoken with investment professionals, you’ve probably heard them talk about the “buyside” and the “sell-side”. What do these terms mean, what are the differences in the job functions and
how do the two sides interact with one another?
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What’s the difference?
The buy-side refers to the asset managers who represent individual and institutional investors. The
buy-side purchases investment products (such as stocks, bonds and derivatives) on behalf of their
clients with the goal of increasing its assets. This chapter will take a brief look at the types of jobs
on each “side”. The rest of the book will look at the buy-side in detail. There are several different
career options on both the sell-side and buy-side; the guide will go through these in the following
paragraphs.
In contrast, the sell-side refers to the functions of an investment bank. Specifically, this includes
investment bankers, traders and research analysts. Sell-side professionals issue, recommend, trade
and “sell” securities to the investors on the buy-side. The sell-side can be thought of primarily as a
facilitator of buy-side investments; the sell-side makes money not through a growth in value of the
investment, but through fees and commissions for these facilitating services.

Jobs on the Sell-side
Sell-side firms, such as JPMorgan and Morgan Stanley, offer graduates the opportunity to join structured
training programmes culminating in placements with various divisions such as investment banking,
sales and trading or equity research. Because of a relatively larger number of job assignments, the sellside employs more recent university graduates than the buy-side. For instance, many large investment
banks hire annually upwards of 100 graduated MBAs and university graduates to begin as bankers and
research analysts. Training programmes differ across most institutions.
There are two primary career paths for recent undergraduates in a sell-side firm: sales and trading, and
investment banking. Both equity and fixed income research typically fall under the sales and trading
umbrella, although some banks break out the research entirely on their own.

Positions in sell-side research
The primary position for those interested in investment management on the sell-side will be in either
equity or fixed income research. Research professionals analyse company and industry statistics,
predict earnings and cash flows, determine appropriate valuations and recommend investments to
buy-side clients. Typically, graduates work as junior analysts for senior industry research analysts.
Individuals hired from business schools, however, generally start as research analysts working directly
with the senior analyst.
Sell-side research associates spend the majority of their day gathering industry data, populating
investment models and preparing the foundations of company and industry reports. Over time, they
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typically garner more responsibilities, such as attending industry events and investor presentations,
and running various financial analyses.
Sell-side research associate-analysts build investment models, assist in generating investment
recommendations, write company and industry reports, and help to communicate recommendations
to buy-side clients. Over time, the associate-analyst may often pick up coverage of additional stocks
(often small or mid cap), using the analyst as a mentor.
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Positions in investment banking
Investment banking professionals assist companies in raising capital and exploring various financial
alternatives. (Professionals in I-banking are called analysts if they are university graduates and
associates if they are MBA graduates.) Some of the most common transactions that investment bankers
work on are initial public offerings (IPOs) and company mergers and acquisitions (M&A). Typically,
analysts and associates work between 80 and 100 hours per week preparing presentations and financial
models for banking clients. Undergraduate students have the opportunity to enter into “analyst”
training programmes whereas MBA graduates have the opportunity to enter into “associate” training
programmes. After training they are placed into either industry groups, such as media, financial services,
or industrials, or into product groups, such as M&A, equity capital markets or debt capital markets.

Investment banking vs. investment management
As discussed earlier, there are several differences between the two careers. The primary difference is
that investment bankers work in the primary markets, structuring and issuing various securities, whereas
investment managers work in the secondary markets, making decisions on which securities to invest
in. For more information on investment banking, please see the Vault Career Guide to Investment
Banking.

Jobs on the Buy-side
Buy-side firms are structured in a far less formal manner than sell-side firms. Consequently, career
paths are more flexible and job descriptions vary more from one firm to another. This presents the
opportunity for very intelligent and successful individuals to be promoted at a very young age. In
general, buy-side firms have a three-segment professional staff consisting of:
• Portfolio managers who invest money on behalf of their clients
• Research analysts who provide portfolio managers with potential investment recommendations
and, in some cases, invest money in their respective sectors
• Account and product managers who manage client relationships and distribute the investment
products to individual and institutional investors
• Operation staff who carry out back-office roles, ranging from systems developers to risk analysts
When beginning your career on the buy-side, you typically will start as an analyst, or in one of these
aforementioned four areas.
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Professional Positions in Asset Management
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Structure: Buy-side vs. sell-side
In general, investment management companies are less structured than most other types of finance
firms, including investment banks, commercial banks and accounting firms. As Andrew McKinlay,
an analyst at BlackRock, says, “The firm is very horizontal, there’s no real strict hierarchy”. As a
result, investment management positions have less defined job descriptions than positions at other
types of finance firms. For example, investment banking typically has a three-year analyst program for
university graduates, moving on to a three-year associate programme (or perhaps a direct role for MBA
recruits), and then promotions to vice president and managing director. Investment management
careers have a less rigid hierarchy and there is usually no formal training programme, besides
qualifications such as the investment management certificate (IMC) and chartered financial analyst
(CFA) award. Job descriptions for similar roles in the investment management industry differ from
firm to firm, and only the largest firms in asset management have all of the positions described in this
book. That said, when interviewing, you should ask your interviewer to clarify exact job responsibilities.
By doing so, you’ll not only gain insight into the position, you’ll also sound informed about the (lack
of) structure in the industry.

Positions for university graduates
When starting out, most graduates find themselves at the lowest rung of the ladder—associate. That
means you’re typically specializing in one specific area, and providing information on very specific
areas of the financial world. After three or four years, associates can work their way up to an analyst
title. Once that is achieved, your work is a bit broader and requires managing money (or providing
research) for a wide spectrum of asset class.
At some firms, undergraduates with nonbusiness educational backgrounds can start as research
assistants and work their way to an associate promotion. Both positions offer great opportunities to
learn the nuances and fundamentals of the business by working directly with senior analysts and
portfolio managers. And, at some firms, research assistants and associates are given their own
equities to cover (so if you’re interested in more responsibility at the outset of your career, make sure
to find out which firms offer this).
Research/investment analysts can cover a broad range of activities and disciplines, which can vary
according to the nature of the employer. Typically, research analysts will be sorted by the type of
security: equity or fixed income. Sometimes they can focus on a region, such as South Africa. Others
focus on an industry, such as real estate. Normally, analysts maintain investment models, gather industry
and company information, assess risks and help devise recommendations. Investment research analysts
support senior research analysts (often called associates) who focus on particular areas of investment
(for example, a number of companies in an industry), rather than specific investment funds. An analyst
often has a set of companies to research and develop in-depth knowledge of, to make informed
recommendations to fund managers. These are usually in a specific industrial sector such as retail or
utilities, or a specific geographical area, such as Europe or the Mideast Gulf.
Portfolio manager assistants screen for potential investments, monitor portfolio characteristics and
assist in client relations. Portfolio manager assistants offer support to portfolio managers, who typically
oversee specific investment funds (for example, a specific mutual fund or pension fund).
Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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Research assistants perform both administrative functions as well as those duties of a research
associate. Tasks include answering the phone, scheduling meetings, listening to earnings conference
calls if the associate or analyst is too busy and data analysis. Over time, if the assistant shows aptitude
and ambition for research, more responsibility can be thrown his/her way. This can often lead to a
promotion to research analyst.
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Another less travelled route for graduates is to join a marketing and sales department as either an
account manager or a product manager.
Account managers assist in creating portfolio review presentations, developing promotional
presentations for potential new clients and answering requests for proposals (RFPs) issued by
institutions seeking to hire new investment managers. They are also in charge of managing and
servicing existing clients, who might threaten to pull their money out. The role is traditionally more
sales and marketing than investing, and involves a lot of wining and dining the potential clients on the
company card. As the saying goes, it’s a hard life! They also meet investment consultants and play
a role in developing new products.
Product managers serve as liaison between the portfolio manager, account manager and client. They
typically have greater in-depth knowledge of the particular product’s (i.e., stock mutual fund) strategy
and investment focus. Product associates often seek new assets to put into their fund and have a strong
understanding of both the fund’s investment performance and external markets.
Account and product management has become increasingly critical in the investment management
industry. This path is an outstanding alternative for those interested in the industry, but not driven
by investing money.
Another increasingly common route for graduates to get into the industry is operations. Operational
staff do everything from working in IT to settling and reporting trades, project management and
customer service. Front-office operational staff are often business-minded and knowledgeable
about financial markets. Back-office staff can be more technically gifted but less business savvy. As
regulations have recently tightened, graduates are hired more often in risk and compliance divisions as
members of the operations teams. Jobs in operational departments, such as risk, can be quite similar to
an investment analyst position in terms of research and report writing. In a risk team, however, there
will probably be more number crunching.
Risk analysts are responsible for ensuring fund managers know what their exposure and risk is in various
areas. They monitor the trade managers that are making and any news/events that could affect these
trades. A significant part of the job is crunching numbers and feeding them back to fund managers.
Systems developers carry out a wide range of tasks depending on the department in which they work.
Those in back-office positions can be responsible for the performance and maintenance of one or more
computer systems. In bigger firms, each developer will usually be assigned one system. Developers
in innovation and architecture groups will normally be responsible for isolating and investigating new
technologies that may aid business. They will pitch these technologies to their clients, normally within
the company, who will decide whether or not they will be adopted.
Business analysts facilitate interaction between the front-office business staff and back-office technical
staff. Often from an IT background, they will be responsible for finding new systems and monitoring
and maintaining existing system performance. They will also make process changes as required. The
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role requires a great deal of liaising with other departments to keep up-to-date. In the words of one
business analyst, the role “is to build a bridge between the business and technology side of a firm.
You can relate to the techies and their jargon and at the same time, translate it into understandable
language for the business side.”
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Positions for MBA graduates
Recent MBA graduates or working professionals with considerable investment experience typically
enter the industry as investment research analysts. They are usually assigned a small industry to cover,
giving them an opportunity to get their feet wet.
Research/portfolio analysts provide insight and investment recommendations to portfolio managers.
The typical day includes listening to company management conference calls, attending industry
conferences, building investment models, developing industry trends and benchmarking a company’s
progress to its peers.
Success as a research analyst will lead to advancement to larger industries and ultimately to the role
of portfolio manager (a large percentage of portfolio managers traverse through the ranks as research
analysts).

What are the differences between buy-side and sell-side jobs?
On the surface, the roles of buy-side and sell-side analysts sound remarkably similar. However, the dayto-day jobs are quite different. Sell-side analysts not only generate investment recommendations, they
also need to market their ideas. This involves publishing elaborate and lengthy investment reports and
meeting with their buy-side clients. In contrast, the buy-side analyst focuses entirely on investment
analysis. Also, the buy-side analyst works directly with portfolio managers at the same firm, making
it easier to focus on the relevant components of the analysis. The sell-side analyst is writing not for a
specific team of professionals, but for the buy-side industry as a whole.
Despite these differences in responsibilities, professionals in both positions develop similar skill sets.
In fact, sell-side research and investment banking positions are the most popular training grounds for
finance professionals who eventually switch to the buy-side.

How do the buy-side and sell-side interact?
Sell-side firms earn a trading fee every time securities (bonds or stocks) are bought or sold in a buy-side
firm’s portfolio. Because portfolio trades can generate sizeable commissions, sell-side firms (investment
banks) have an incentive to develop relationships with asset managers. Through institutional
salespeople, investment banks provide asset managers with services such as analyst recommendations
and access to firm-sponsored IPOs and debt offerings.

Compensation

Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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In general, compensation in asset management is a combination of base salary and bonus. As you move
up in the organisation to senior portfolio manager or senior account and product management official,
your pay becomes more heavily weighted toward bonuses. Senior portfolio manager pay is somewhat
contingent upon relative investment fund performance, size of the fund managed, new assets invested
in the fund and overall firm performance. Senior account and product management compensation is
weighted toward new account generation and the attrition level of existing accounts.
The typical starting salary for entry-level graduates in research positions is around £38,000 in London
and Edinburgh with bonuses of 20 per cent, depending on economic factors. Base salaries are
slightly less in the rest of Europe and the UK. After five to eight years salaries can rise to as high as
£100,000 with bonuses of 40 per cent, again depending on circumstances—bonuses of 40 to 100
per cent are possible, but they may be lower if the firm has not fared well. Typical salaries at senior
levels can be approximately £100,000 to £130,000 with bonuses of 50 to 100 per cent. Product and
account managers usually earn slightly less than their research counterparts. However, marketers in
some funds can receive a bonus of 20 per cent on the fees earned for the money they bring in. This
means massive bonuses, on the verge of £1 million, are distinctly possible at top-performing funds.
Even those who start in back-office operational positions can earn around £38,000 a year if based
in London.
Aside from job title, there are two other factors that have a major impact on the amount and type of
compensation received. First factor is the type of asset management firm—traditional or alternative?
Retail funds offer steady compensation and job security, whereas hedge funds offer the potential for
high compensation with minimal job security (and, these days, the risk of pay restrictions imposed by
financial authorities). Second factor is the structure of the asset management firm—public or private?
Public retail funds and hedge funds can offer employees stock options or restricted stock. Many asset
management firms are private, so they can offer their senior personnel direct equity interests in their
companies. This can be highly lucrative, as many firms pay out a significant portion of their annual
earnings to their equity partners.
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Chapter 2
“Investment style” is often a loosely used term in the industry and is a reference to how a portfolio is
managed. These styles are typically classified in one of three ways:
• The type of security (i.e., stocks vs. bonds)
• The risk characteristics of the investments (i.e., growth vs. value stock or Treasury vs. “junk” bonds)

© Copyright 2011 Vault.com, Inc. Photocopying is illegal and expressly forbidden

• The manner in which the portfolio is constructed (i.e., active vs. passive funds)
It is important to note that all of these styles are relevant to the different client types covered in the
previous chapter (mutual fund, institutional and high-net-worth investing).

The drive for diversification
Over the last 20 years the industry has been forced to mature by the desires of its client base. As
investors have become increasingly sophisticated they have tapped multiple investment styles to
diversify their wealth.
Typically, investors (whether individual or institutional) allocate various portions of their assets to
different investment styles. Rather than focus all their assets on one asset class, or one investment
style, investors spread their investments over a variety of products and classes. The style of a portfolio,
such as a mutual fund, is clearly indicated through its name and marketing materials so investors know
what to expect from it. Adherence to the styles marketed is more heavily scrutinised by institutional
and pension fund customers than by mutual fund customers. Institutional investors monitor their
funds every day to make sure that the asset manager is investing as they said they would. Imagine
the overall wealth of an individual or institution as a pie. Think of each slice as investing in a different
portfolio of securities; this is what’s called diversification. In the following pages, we will describe each
investment style classification.

Types of security
Type of security is the most straightforward category of investment style. For the most part, portfolios
invest in either equity or debt. Some funds enable portfolio managers to invest in both, whereas other
funds focus on other types of securities, such as convertible bonds. For the purpose of this analysis, we
will focus on straightforward stocks and bonds.

Stocks
Equity portfolios invest in the stock of public companies. This means the portfolios are purchasing a
share of the company—they are actually becoming owners of the company and, as a result, directly
benefit if it performs well. Equity investors may reap these benefits in the form of dividends (the
distribution of profits to shareholders), or simply through an increase in share price.
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Bonds
Fixed income portfolios invest in bonds, a different type of security than stocks. Bonds can be thought
of as loans issued by such organisations as companies or municipalities: they are often referred to as
debt. Like loans, bonds have a fixed term of existence and pay a fixed rate of return. For example, a
company may issue a five-year bond that pays a 7 per cent annual return. This company is then under a
contractual obligation to pay this interest amount to bondholders, as well as return the original amount
at the end of the term. Although bondholders aren’t “owners” of the bond issuer in the same way that
equity shareholders are, they maintain a claim on its assets as creditors. If a company cannot pay its
bond obligations, bondholders may take control of its assets (in the same way that a bank can repossess
your car if you don’t make your payments). Lenders further up the capital structure normally find it
easier to redeem assets of the company. Institutions such as banks will normally be reimbursed before
individual bond holders.
Although bonds have fixed rates of return, their actual prices fluctuate in the securities market just as
stock prices do. (Just as there is a stock market where investors buy and sell stocks, there is a bond
market where investors buy and sell bonds.) In the case of bonds, investors are willing to pay more
or less for debt depending on how likely they think it is that the bond issuer will be able to pay its
obligations.

Derivatives
In recent years derivatives have become a major part of the European asset management industry.
Major asset management firms have implemented systems to enable the widespread use of derivatives
as an investment and risk management tool. Simply put, a derivative is any financial instrument whose
payoffs are derived from the value of an underlying variable at a time in the future—hence the name.
Types of derivatives include options, warrants and futures. Stock and index options are widely used
by professional investors to hedge their share portfolios. Index options allow investors to gain wider
exposure to the market rather than just single securities. Derivatives are also a risk management tool:
depending on how they are used and how leveraged they are, they can either increase or reduce the
risk of an investment. The derivatives market received a lot of attention in 2008, most of it negative.
The US government was forced to spend $85 billion bailing out global insurance giant American
International Group (AIG), which was crippled by losses on credit default swaps (CDSs), a type of
derivative.

Risk Characteristics of Investments
Types of stocks and their risk profiles
Most equity portfolios are classified in two ways:
• By size, or market capitalisation, of the companies whose stocks are invested in by the portfolios
• By risk profile or valuation of the stocks
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The market capitalisation (also known as “market cap”) of a company refers to the company’s total
value according to the stock market. It is the product of the company’s current stock price and the
number of shares outstanding. For example, a company with a stock price of £10 and 10 million
outstanding shares has a market cap of £100 million.
Companies (and their stocks) are usually categorised as small-, mid- or large capitalisation. Most equity
portfolios focus on one type, but some invest across market capitalisation. Examples of large cap
companies can be found on the FTSE 100 index, whereas indices such as the FTSE Small Cap Index or
the Hoare Govett Smaller Companies Index list the small caps.
Whereas there is no real answer and definitions vary, small capitalisation typically means any company
worth less than £1 billion. Mid-caps usually have a market value in the £250 million to £2 billion range,
whereas large-caps can be valued anywhere from £2 billion upwards. As would be expected, large
capitalisation stocks primarily constitute well-established companies with long standing track records.
Although this is generally true, the tremendous growth of new technology companies over the past
decade has propelled many fledgling companies into the ranks of large-capitalisation. For instance,
Google has a market-capitalisation of around $149 billion and is one of the largest companies in
the world. In the same way, small and medium capitalisation stocks not only include new or underrecognised companies, but also sometimes include established firms that have struggled recently and
have seen their market caps fall. Recently, fund investing in new capitalisation categories has emerged:
for example, the “micro-cap” (under £150 million) and “mega-cap” (over £35 billion) funds, each with
the stated objective of investing in very small or very large companies.

Risk profiles: “value” vs. “growth” investing
Equity portfolios invest in either “value” or “growth” stocks. These terms are also tied in with expected
risk: a “growth” stock can provide higher returns and more risk. There are many ways that investors
define these styles, but most explanations focus on valuation. Value stocks can be characterised as
relatively well-established, high-dividend paying companies with low price-to-earnings and price-tobook ratios. Essentially, they are “diamonds in the rough” that typically have undervalued assets and
earnings potential.
Growth stocks (or “glamour” stocks) have the potential to expand at rates that exceed their respective
industries or market. These companies have above average revenue and earnings growth and their
stocks trade at high price-to-earnings and price-to-book ratios. Technology companies such as Google
and Apple are good examples of traditional growth stocks.
Many variations of growth and value portfolios exist in the marketplace today. For instance, “aggressive
growth” portfolios invest in companies that are growing rapidly through innovation or new industry
developments. These investments are relatively speculative and offer higher returns with higher risk.
Many biotechnology companies and new internet stocks in the late-1990s would have been classified
as aggressive growth. Another classification is a “core stock” portfolio, which is a middle ground that
blends investment in both growth and value stocks.
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Putting it together

Investors often refer to the nine boxes of investment styles to categorise different portfolios. Mutual
fund rating agencies usually categorise funds by this diagram. For example, a large cap value fund
would primarily invest in companies with capitalisations around £35 billion and P/E ratios that are
below the market average. Examples of each type of strategy (along with the ticker symbol) are listed
in the boxes.

Types of Investment Strategies

Value

Large

Capitalization
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There are many combinations of size and style variations and equally as many portfolios and investment
products. For example, you have your choice of investing in small-cap growth stock portfolios, midcap value stock portfolios or large-cap core stock portfolios. (Or you can invest in small-cap value
stock portfolios, mid-cap growth stock portfolios, and so on.)

Mid

Small

Dodge and
Cox Stock
(DODGX)

Blend

Growth

Longleaf
Partners
(LLPFX)

Growth Fund
of America
(AGTHX)

Janus Mid
Cap Value
(JMCVX)

Fidelity Low
Priced Stock
(FLPSX)

T. Rowe Price
Mid Cap
Growth SHS
(RPMGX)

Goldman
Sachs Small
Cap Value
(GSSMX)

JP Morgan
Small Cap
Core Select
(VSSCX)

AIM Small
Cap Growth
(GTSAX)

We should note that the nine boxes are only a very generic way of categorising funds. Retail funds
have created many different strategies over the years, which means categorising them is very difficult.
We just briefly discussed the “aggressive growth” style, but another example would be the GARP style
(growth at a reasonable price).
In general, the smaller the company (small-cap stocks), the riskier its stock is considered. This is because
large companies are usually older and better established, so it’s easier to make predictions as they have
more historical financial data from which analysts can base predictions. However, with higher risk
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comes the potential for higher returns, so many investors don’t mind putting their money in small-caps.
Sometimes this strategy pays off: in 2007 small-caps in the UK outperformed large-caps for the fifth
consecutive year, according to the Hoare Govett Smaller Companies (HGSC) Index. But small-caps were
especially vulnerable to the economic woes of 2008, and fell to historic lows. For full-year 2008 the HGSC
gave returns of -39.6 per cent, 9.6 percentage points below the FTSE All-Share.
Growth stocks are also considered riskier, as investments in those stocks are bets on continued rapid
growth (reflected in the high price-to-earnings ratio of these stocks). The biggest risk in investing in
these stocks is the potential decline in the rate of revenue or earnings growth. If investors become
worried that growth in one of these stocks will slow, it is not uncommon to see the stock drop by 20
per cent or more in one day.

Types of bonds and their risk profiles
Just like stock portfolios, fixed income (bond) portfolios vary in their focus. There are various types of
bonds. The most common way to classify them is as follows:
• Government and supranational bonds
• Investment-grade corporate bonds
• High-yield corporate bonds
• Yearlings
Government bond portfolios invest in the debt issues from national treasuries or other government
agencies. These investments tend to have low risk and low returns because of the financial stability
of national governments. In the UK, bonds are also known as gilts: this comes from the bonds being
very low risk, or “gilt-edged”. Supranational bonds are issued by institutions such as the European
Investment Bank (EIB) and the World Bank. As with government bonds, they have very low risk.
Investment-grade corporate bond portfolios invest in the debt issued by companies with high credit
standings. These credit ratings are issued by rating companies like Standard & Poor’s. They rate debt
based on the likelihood that a company will meet the interest obligations of the debt. The returns and
risks of these investments vary along this rating spectrum. Many corporate bond portfolios invest in
company debt that ranges the entire continuum of high-grade debt.
In contrast to investment grade debt, high-yield corporate debt, also called “junk bonds”, is the debt
issued by smaller, unproven, or high-risk companies. Consequently, the risk and expected rates of return
are higher. (Junk, or high-yield, is defined as a bond with a Standard & Poor’s ratings below BBB.
Yearlings invest in the debt issued by local authorities and agencies, such as public school systems. The
favourable tax treatment on these types of investments makes them a favourite of tax-sensitive investors.
Yields also tend to be higher than for central government bonds as the risk is considered greater.
Other types of bonds include index-linked bonds. The capital redemption of this type of bond is linked
to the rate of inflation. As a result, index-linked bonds are more popular in times of high inflation.
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Convertible bonds are also quite popular with investors. These bonds can be exchanged for shares
or other securities, usually with the company that issued the bond.
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Investment managers also manage bond portfolios that mix together the different types of bonds.
Indeed, hybrids of all kinds exist. Typically, though, if you have a lot of money, a better way to diversify
is to invest in a fund made up of one type of bond. If, for example, you’ve got £100 million to invest,
you’re likely to give £10 million to the best yearling fund manager, £10 million to the best corporate
bond fund manager, etc., rather than invest all $100 million in a hybrid.

Investment decisions
Just as with equity portfolios, there are a myriad of fixed income portfolio types. Although the ratings
issued by agencies like Moody’s and Standard & Poor’s provide investment managers with a guideline
and starting point for determining the risk of a bond, managers also form independent opinions on
risk, and make investment decisions based on whether they feel they have a good chance of receiving
the promised payments.
The easiest way to see this is to consider a junk bond. When a high-risk company (as measured by
its credit rating) issues bonds, it must promise a high rate of return to compensate investors for their
increased risk. An individual asset manager, however, through analysis of the company and its industry,
may believe that the company has a good chance of performing well. The manager would likely then
decide that the company’s debt is a good investment.

Additional categories
Asset management firms also organise and market funds in categories that we have not discussed.
Firms also market funds based on industries (health care stock funds) and even politics, such as firms
with strong corporate responsibility records or environmentally friendly funds.

Recent developments
Because of the proliferation of alternative investment products (such as hedge funds and private
equity), traditional asset managers have started to compete with these new styles. Most retail funds
are governed by their specific mandates, which often preclude the manager from shorting stocks (or
betting they will decline in value). However, several traditional asset managers have created traditional
mutual fund products that enable the portfolio manager to short stocks. The one thing to note about
these funds is that although the mandate provides the ability to short-sell, the fund is under no
obligation to do so. One analyst working for a long/short product stated, “we haven’t been short a
stock in over a year.”
Perhaps the most recent development is the advent of the 130/30 funds. This type of mandate stipulates
that the portfolio must be 30 per cent short and use those “borrowed” funds to purchase an additional
30 per cent of stocks, making the long position 130 per cent.
Some fund managers have launched active “high alpha” funds that aim to outperform the market
without resorting to hedge funds’ “risky tactics”. When it works, it works: for example, Schroders’
UK Alpha Plus fund, launched in July 2002, grew over 40 per cent by March 2005 and beat index
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returns in 2005, 2006 and 2007. Like many funds, however, UK Alpha Plus took a beating in 2008,
posting -36.5 per cent returns.
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Alpha vs. beta and exotic beta
Asset managers used to claim all returns were down to them. But indexes have changed that. Fund
managers should always be outperforming indexes. Beta is, simply, the amount of return that can be
explained by factors such as rising indexes or strong economic growth. The alpha, which all managers
search for, is the bit of return that cannot be attributed to outside factors. In essence, fund managers
see the alpha as their brilliance. Managers in traditionally “higher risk” funds, such as hedge funds,
claim to always obtain the alpha. The search for the alpha returns has led to the “exotic beta”, of which
there are two types. One “exotic beta” refers to investment in “exotic” assets such as shipping freight,
wine and even footballers using normal strategies. Another is applying “exotic” strategies to “normal”
securities with new trading styles to find new arbitrages in traditional markets.

Defined contribution vs. defined benefit
There’s also the debate over how Europeans plan for retirement. Beyond just playing the markets to
make some money, investors planning for the long term are confronted with some tough choices—
relying on pensions versus a more hands-on approach. There’s been a sharp rise in retirement costs as
life expectancy continues to rise. Costs and benefits for retirees were once calculated by us not living
much past the average retirement age of 65. Advances in medicine, and health awareness, means those
in the Eurozone are living much past their life expectancy. And that’s left investment management
firms with a new niche, and companies in a quandary about how to dole out pensions.
Investment management firms are now catering to workers about how to take care of their retirement.
Employers once relied on defined benefits to determine how much workers were paid in retirement,
and that was determined by years of service calculated by salary. That has proven insufficient.
Now, employers are encouraging workers to take on more responsibility for managing their own
retirement.
For instance, an employer that used to contribute 15 per cent of a worker’s salary into a traditional
defined-benefit (DB) plan might instead put 10 per cent into a defined-contribution (DC) plan. At the
same time, they might throw in a salary increase that could be put into the DC plan. The net effect:
the worker’s pension contribution increases from 15 per cent of salary to 20 per cent. As a result,
employees began shopping for investment management firms with strong retirement plans. The end?
Not quite.
The global recession proved devastating to pension plans as markets swooned and portfolios lost
value. What’s more, workers facing layoffs or reduced work hours cut back on pension savings and
plan contributions: according to a survey by the Pension, a major UK private pension provider, one in 10
workers cut back on contributions or halted them completely between 2004 and 2009. All told, pension
savings in the UK fell 11 per cent in 2008 and lump sum pension investments dropped by 28 per cent.
“Many [workers] are simply concentrating on surviving the downturn rather than making long-term
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commitments,” Lowland Financial adviser Graeme Mitchell told Scottish newspaper The Herald. “And
any spare cash they have got is being used to reduce debts on credit cards, and mortgages, etc. On top
of that there is a general disenchantment with pensions which is not always justified but completely
understandable.”
In order to restore savings, the UK government has unveiled a plan, set to take effect in 2012, that
would automatically enrol employees in so-called “Personal Accounts”. Under this scheme, 4 per cent
of employee salaries will be deducted from their paycheques and contributed to the account, and
employers will have to contribute another 3 per cent. Tax breaks will result in another 1 per cent of
salary that can be invested in the accounts, which will in turn be invested in various investment funds.
(The government has not yet revealed which funds will be offered to these accounts.)

Risk Analytics
Risk in the economy
Financial risk can never be eliminated completely, so much of an investment manager’s job focusses
on measuring, monitoring and minimising it. Broadly speaking, there are two types of economic
risk that can impact an investment manager’s work: systemic risks and specific risks. The former
are threats to the entire financial system or large chunks of it; the latter are market risks that affect
individual portfolios or individual assets in portfolios. Specific risks include capital risk, which is the
loss of the initial investment, and currency risk, which is a loss precipitated by exchange rate swings.
British investors who held lots of dollar-denominated assets, for instance, lost portfolio value when
the dollar declined in 2008. Legal risk and compliance risk may not seem like financial concerns at
first, but they’re still risks that can damage asset value—picture a company whose stock plummets
because the CEO is arrested for breaking the law.
No matter how conscientious investment managers are, however, they cannot protect portfolios from
systemic risk. For the most part, it’s up to central banks and governments to guard the financial system
against collapse, a task that has become increasingly complicated. Systemic problems can cause
widespread damage through a domino effect, as one financial institution’s woes trigger a catastrophe
for other others halfway around the globe, touching off waves of investor panic. Systemic risks rise as
financial institutions become more interconnected and as they become more highly leveraged.
The subprime mortgage crisis offers a recent example of systemic risks. When the US housing bubble
burst and people began defaulting on their home loans, mortgages and mortgage-backed securities
(especially those built on subprime mortgages) shed value, leaving many overleveraged institutions
without the capacity to cover their losses. Complex instruments like credit default swaps that were
intended to protect banks from the risk of creditors’ defaulting actually compounded the problem, as
institutions that were supposed to pay this insurance lacked resources to do so. This phenomenon,
known as counterparty risk, meant that everyone holding such contracts feared that the party on the
other side of the contract might be on the verge of default. The result? Global panic, frozen credit
markets, loss of liquidity and, ultimately, pricey bailout plans.
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How investment managers handle risk
A basic principle of investing states that the higher the potential return, the greater the potential risk
involved, hence the safety and relatively low rates of return that characterise government bonds. For
investment managers, the first step is to identify clients’ goals (“growth” or “value,” for example) and
their risk tolerance. An elderly pensioner looking for consistent income will have one type of risk profile,
a hotshot media mogul who enjoys a gamble will have another. It’s important to note that investors,
on the whole, became dramatically more risk averse in 2008 and 2009. The markets’ poor performance
chipped away at portfolio values, and a steady stream of bad economic news fuelled investor pessimism.
Of course, down markets mean opportunities for those willing to take them.
Once investment managers understand their clients’ goals and risk preferences, they must analyse
the risks in their portfolios. One of the most commonly used risk metrics is Value at Risk (VaR), which
uses statistics and probability data to quantify the likelihood of losses over a specified time period.
Asset managers, bankers and risk managers have come to appreciate VaR because it can be applied
to many different types of assets, and because its results can be aggregated to provide a snapshot of
risk throughout an entire firm. Risk control doesn’t end with the manager-client relationship, however.
Investment management professionals must also understand the regulatory frameworks that govern
their business and comply with regulators’ requirements.

The FSA and European risk regulation
Investment management firms in the UK are regulated by the Financial Services Authority (FSA), which
oversees more than 29,000 financial services companies and provides guidance for risk management.
The FSA’s responsibilities have grown since its creation in 2000; in 2004 it was granted authority to
regulate mortgage companies, and in 2005 it was given oversight of the insurance industry. One of
the FSA’s goals is to manage and moderate risk in the system. To do so, it watches firms for regulatory
compliance and measures risk in two ways: impact (how bad would it be if Firm A collapsed?) and
probability (what are the odds of Firm A collapsing?). Firms that present higher risks to the system
receive greater scrutiny. In order to determine how much risk any one firm might involve, the FSA
applies a framework known as ARROW: the Advanced Risk-Responsive Operating frameWork (‘ARROF’
wouldn’t be as memorable). The ARROW framework was overhauled in 2006, so now the FSA uses an
improved version dubbed ARROW II.
The FSA employs relationship managers and supervisory teams who are responsible for the actual
work of risk assessment: checking to make sure firms file required notifications, poring over financial
disclosures and investigating any irregularities. For medium- to high-risk firms, the FSA will issue
customized risk mitigation guidelines. In the case of high-risk firms, investigators go even further,
making regular site visits and scheduling meetings with senior management. Small firms and those
deemed ‘low-risk’ typically do not require a risk mitigation plan from the FSA. They simply submit
necessary disclosures and financial data, all of which is analysed by FSA experts. If warning flags arise
in a specific firm, group of firms or industry, the FSA will organise a more thorough investigation.
Until recently, Europe’s risk regulation was left in the hands of individual nations, and different countries
took different approaches to identifying, monitoring and addressing risks in their financial systems. The rise
of the European Union brought calls for a unified, pan-European risk management system, something the
UK—in an effort to protect the FSA’s authority—contested. But the global financial crisis added a sense of
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urgency to these discussions, so in summer 2009 the European Commission announced it would overhaul
the EU’s financial sector by establishing a London-based European Banking Authority, as well as a European
Securities Authority in Paris and a European Insurance Authority in Frankfurt. These plans were finalised in
late 2009, but the UK won one compromise: the new regulators will not be able to interfere with member
nations’ fiscal sovereignty.
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Portfolio Construction
All portfolios, whether stocks or bonds, are compared to benchmarks to gauge their performance;
indices or peer group statistics are used to monitor each fund’s success. Standard indices for equity
portfolios include the FTSE 100 and All-Share Index. For bonds, popular benchmarks include the UK
Gilts 2 Year. These indices are composed of representative stocks or bonds. They function as a general
barometer for the performance of a particular portion of the market they are designed to measure.
As composites, the indices can be thought of as similar to polls: a polling firm that seeks to understand
what a certain population thinks about an issue will ask representatives of that cross-section of the
population. Similarly, a stock or bond benchmark that seeks to measure a certain portion of the market
will simply compile the values of representative stocks or bonds.
Portfolio construction refers to the manner in which securities are selected and then weighted in
the overall mix of the portfolio with respect to these indices. Portfolio construction is a fairly recent
phenomenon, and has been driven by the advent of modern portfolio theory (MPT).

Passive investors or index trackers
Passive funds, also called index trackers, have been around for about 30 years. They select a portfolio of
assets whose value will track that of a financial index. Investors in index trackers are classified as passive
investors, and investment managers who manage index funds are often called “indexers”. These funds
are continually tinkered with to ensure that they match the performance of the index. For equities, the
FTSE 100 is the benchmark that is most commonly indexed.

Active investors
Active funds buy and sell financial products in an attempt to outperform the rest of the market. They
rely on research, forecasts and judgment to decide what securities to buy, hold and sell.
Active portfolios adhere to their own investment discipline and investment managers invest in what
they think are the best stocks or bonds. They are then compared, for performance purposes only, to
the preselected index that best represents their style. For instance, many large-capitalisation active
value portfolios are compared to the FTSE. (It is important to note that although active portfolios
are still compared to indices, they are not designed specifically to mimic these indices. This is just to
assess their performance.)
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Alternative methods
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Variations of active and passive portfolios are present throughout the marketplace. There are enhanced
index funds that closely examine the benchmark before making an investment. These portfolios mimic
the overall characteristics of the benchmark and make small bets that differentiate the portfolio from its
index. Another type of popular portfolio construction method is sector investing. This is essentially a
portfolio that is comprised of companies that operate in the same industry. Common sector portfolios
include technology, health care, biotechnology and financial services.
Variations of Active and Passive Portfolios

Risk

International
U.S. Active
Equity
U.S. Passive
Equity
Balanced – Equity
& Fixed Income
U.S. Fixed Income
High Yield
Convertibles
Core
Index Neutral
Intermediate
Stable Value
Enhanced Cash

Global Balanced
U.S. All Asset
Classes

Small-Cap Core
Mid-Cap Core
Large-Cap Value
Large-Cap Core
Large-Cap Growth
Market Neutral
Enhanced Index

Small-Cap Value
Small-Cap Core
Small-Cap Growth
Mid-Cap Value
Mid-Cap Core
Mid-Cap Growth
Large-Cap Value
Large-Cap Core
Large-Cap Growth

Equity:
All Global
Emerging Markets
Pacific Basin
Europe
Small-Cap
Large-Cap
Fixed Income:
All Global
Emerging Markets
High Yield

Return Potential

How Is This Relevant to My Job Search?
If you are beginning your job search in the investment management industry, you need to begin
thinking about what investment styles strike you as most interesting. Although many of the styles
overlap, and being overly specific might limit you, understanding the differences can help in targeting
companies you want to work for.
Don’t be concerned that your choice of employer will pigeonhole you. Whereas you should try to find
a position with a firm whose investment style most interests you, you can always switch gears into a
different investment style after you have some experience. Initially, it is best to be in an environment
where you can learn about investing in general.
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However, when you target your career search, you should be informed of the firm’s particular investment
style. Although large asset managers invest across a multitude of styles, other firms may only specialise
in one style. It is always important to have knowledge of these nuances. This will definitely benefit
you during interviews, because passion and knowledge about the industry always wins valuable points
with recruiters.

32

© 2011 Vault.com, Inc.

Financial Research Breakdown
Chapter 3

© Copyright 2011 Vault.com, Inc. Photocopying is illegal and expressly forbidden

Up until now this Guide has discussed research as one of the primary entry points into the asset
management industry. What exactly is research and what are the different types? How does it differ
if you are working for a traditional or alternative asset manager? This chapter will provide several
distinctions between types of research, breaking it down by style, capital structure and firm. Whereas
the focus of the guide will be on fundamental equity and fixed income (debt) research, it will also
discuss other types of research as well as the functional roles analysts play at different types of firms.

Research Styles
Thus far we have mostly referred to fundamental research—the analysis of a company, financial
statements and company and industry trends to predict stock movement. However, there are several
other types of research that asset managers conduct across many different types of products. These
include quantitative research and technical research.

Fundamental research
Fundamental research takes a dive into a company’s financial statement as well as industry trends to
extrapolate investment decisions. There is no clear-cut way to conduct fundamental research but it
normally includes building detailed financial models that project items such as revenue, earnings, cash
flow and debt balance. Some asset managers may focus solely on earnings growth, whereas others may
focus on returns on invested capital (ROIC). It is important for the candidate to understand the firm’s
investment philosophy. This can usually be achieved by doing research on the company’s website. It is
important to note that although some firms have clear-cut investment philosophies, others may not.
Aside from building a financial model, the fundamental research analyst will read through company
FSA filings, talk to company management and sell-side analysts and visit company facilities to get a
complete perspective of the potential investment. How analysts go about this often differ. Some
researchers feel comfortable with only the resources at their desk—their computer, internet and
phone—whereas others refuse to make investment decisions without face-to-face management
meetings and visiting the manufacturing facilities.
Fundamental analysts will also conduct industry research and determine how each company will gain
or lose from their findings. For example, a fundamental analyst covering the defence industry will
want to make projections on how fast the UK defence budget may grow. Questions the analyst may
ask himself or herself are: at what rate should I expect the UK defence budget to grow? Is the absolute
level of spending sustainable? Which companies should benefit from the growth? Will it be companies
that make fighter planes or companies that make aircraft carriers that benefit?

Quantitative research
Quantitative research is built on algorithms and statistical models that seek to extrapolate value
from various market discrepancies or inefficiencies. The key difference between fundamental and
quantitative research is where the analyst puts in the work. The majority of work for a quantitative
analyst rests within choosing the parameters, inputs and screens for the computer generated model.
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These models can take on a multitude of forms. For example, a simple model that seeks to take
advantage of price discrepancies in the FTSE 100 may split the 100 stocks between those that are
“undervalued”, as determined by a low price-to-book multiple, from those that are “overvalued”, as
determined by a high price-to-book multiple. The quantitative analyst would build a model that would
screen for these parameters and would buy (or go long) the undervalued stocks and simultaneously sell
(or short) the overvalued stocks. In reality, quantitative models are more complex than this and often
screen for thousands of securities across a multitude of exchanges. Therefore, it is no surprise that those
who work in this field often have PhDs in subjects such as maths and physics.

Technical research
Technical research is the practice of using charts and technical indicators to predict future prices.
Technical indicators include price, volume and moving averages. Technical analysts are sometimes
known as “chartists” because they study the patterns in technical indicator charts to detect future price
movements. Over time technical analysts try to identify patterns and discrepancies in these charts and
use this knowledge to place trades. Whereas fundamental analysts believe the underlying fundamentals
(revenue, earnings or cash flow) of a company can predict future stock prices, technical analysts believe
technical indicators can predict future stock prices. The skill set for technical research is very different
from that of fundamental research. Some technical analysts rely solely on their eyes to spot trading
opportunities, whereas others use complex mathematical indicators to identify market imbalances.

Capital Structure: Equity vs. Fixed Income
Across the buy-side and sell-side, fundamental analysts often focus on either equities or fixed income
(debt). What are the differences between a fundamental equity and fixed income investor? The
differences primarily lie within the fundamental financial analysis and breadth of coverage.
Fundamentals affect equity prices and bond prices in similar fashions. If a company is generating strong
revenue and earnings growth, improving its balance sheet and gaining market share in its industry,
both its stock and bond prices will likely increase over time. Most equity analysts and stock investors
are focussed on net income per share or earnings per share (EPS), as this represents the amount a
company earns and has available per share of common stock. Another factor that concerns equity
investors is how management deploys its excess cash. Analysts are constantly looking for earnings
accretion, or the ability to increase earnings per share. If company management uses excess cash
to make smart acquisitions or repurchase its own stock, equity investors are generally pleased as the
transaction increases EPS.
For fixed income analysts and bond investors, the emphasis is not necessarily on earnings but more so
on “earnings before interest and taxes” or EBIT. Bond holders are primarily focused on receiving interest
payments and the return of principal. Therefore, they often follow the income statement up until the point
where interest is paid. Another key focus for fixed income investors is the amount of debt (or leverage)
a company has on its balance sheet. Because debt holders have claim to a firm’s assets, the more debt
there is, the less of a claim each debt holder may have on a given amount of assets. Fixed income analysts
and investors are often focussed on two metrics—the leverage ratio (debt/EBITDA) and interest coverage
ratio (EBITDA/interest expense). EBITDA stands for earnings before interest and taxes depreciation and
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amortisation; it is generally used as a proxy for cash flow. Fixed income analysts like a decreasing leverage
ratio as it signifies less debt on the balance sheet and a greater ability to repay it, and they also like an
increasing interest coverage ratio as it signifies the greater ability to service the outstanding debt.
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Breadth of coverage refers to the amount of companies and securities an analyst covers. Most
companies usually issue only one type of equity security but could have several pieces of debt
outstanding. The fixed income analyst usually would cover all of these debt instruments, each of which
may have separate and distinct provisions that could alter their individual performances. Additionally,
a company may have convertible bonds that can be exchanged for equity, which the fixed income
analyst would typically cover.
Sell-side equity analysts typically cover between 15 to 20 stocks and are expected to know even the
most minutiae of details about each company. Buy-side equity analysts typically follow 40 to 70
companies. If a buy-side analyst makes a sizable investment in a certain stock, they are expected to
know just as much, if not more, detail than their sell-side counterpart.
Although coverage for equity analysts is typically broken down into industry subsectors (for example,
airlines would be a subsector of the transportation industry), fixed income analysts often cover the
entire industry (which could be over 100 companies). So, whereas there can be several equity analysts
covering the transportation industry, there may only be one fixed income analyst. Debt markets are
often less liquid than equity markets and do not trade on small pieces of information. Therefore, the
fixed income analyst does not need to know as much detail about each particular company. However,
should a buy-side fixed income analyst make a sizable investment in a company, it would not be
surprising for them to know as much detail as an equity analyst.

Research Roles: Traditional vs. Alternative Asset
Managers
Although fundamental analysts generally perform the same function regardless of the type of firm, the
role can be slightly different and mainly driven by the investment time horizon.
Traditional asset managers often hire analysts and put them in charge of becoming “experts” in certain
industries. Achieving this status takes years of diligent research and the traditional asset managers are
often patient with their analysts as they build up their industry knowledge. The research process for a
particular company could take months before an investment is made. However, as both analysts and
clients are typically long-term investors, they are very patient and often will wait years to capitalise on
certain themes.
Alternative asset managers typically have a shorter time horizon as their clients depend on positive
returns every year. They often do not have the luxury of waiting several years for investments to “pay
off” as do traditional asset managers. Therefore, analysts at hedge funds often have to act quickly
and decisively. They are not always categorised by industry but may cover several industries (and are
then referred to as “generalists”). Sometimes a portfolio manager at a hedge fund may tell his analyst
to research a particular industry in the morning and get back to him with the best investments by the
afternoon. The day is often intense. One hedge fund analyst remarked, “I spent the early morning
looking at airline stocks, the afternoon looking at retail stocks and finished the day looking at credit
card processors.”
Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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The Clients of Asset Managers
Chapter 4
As you can see from our initial discussion, the structure of the asset management industry can seem
a bit complicated. Don’t worry—the next two chapters will explain how buy-side firms operate so you
can easily understand how they fit together.
Specifically, we’ll discuss:
1. The clients that investment management firms serve
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2. The investment styles used by these firms
Armed with this knowledge, you’ll be ready to organise your career search in a targeted and effective
manner.

Different types of clients
Typically, asset management firms are categorised according to the kind of clients they serve. Clients
generally fall into one of three categories: 1) mutual funds (or retail), 2) institutional investors, or
3) high-net-worth individuals. Some firms specialise in one of the three components, but most
participate in all three. Asset management firms usually assemble these three areas as distinct and
separate divisions within the company.
It is critical to understand these differences as job descriptions vary depending on the client type.
For instance, a portfolio manager for high-net-worth individuals has an inherently different focus
than one representing institutional clients. A marketing professional working for a mutual fund has
a vastly different job than one handling pensions for an investment management firm. Later in this
guide we will discuss how positions differ across the main organising features of the industry (client
types and investment styles). For now, we’ll begin our discussion of the industry by examining
different client types.

Retail Funds
Retail funds are investment vehicles for individual investors who are typically below the status of
high net worth. Retail funds are also sometimes known as the retail division of asset management
firms. They account for around a fifth of the assets managed in Europe. There are some interesting
differences between the European and American mutual fund markets: according to The Economist,
there are over 26,000 mutual funds in Europe, and just 8,000 in the United States. However,
American mutual funds tend to be much larger than their European counterparts—the US mutual
fund industry has about $10 trillion in assets under management, while European mutual funds
manage around $6 trillion.
Retail funds are structured so that each investor owns a share of the fund; investors do not maintain
separate portfolios, but rather pool their money together. Their appeal can generally be attributed
to the ease of investing through them and the relatively small contribution needed to diversify
investments. In the past 10 years retail funds have become an increasingly integral part of the asset
management industry. They generally constitute a large portion of a firm’s assets under management
(AUM) and ultimate profitability.

37

Vault Career Guide to Investment Management, European Edition
The Clients of Asset Managers

There are two ways that retail funds are sold to the individuals that invest in them: through thirdparty brokers or “fund supermarkets” and direct to customer. The size and breadth of the asset
management company typically dictates whether one or two methods are used.

© Copyright 2011 Vault.com, Inc. Photocopying is illegal and expressly forbidden

Third-party brokers and “fund supermarkets”
The concept of a fund supermarket was established in the United States over ten years ago and arrived
in Europe by 2000. The concept is quite simple: brokerage firms or so-called fund supermarkets are
pitching investment products managed by a diverse set of investment management firms. For instance,
old line investment management firms such as Britain’s Schroders used to only offer investment
products invented and maintained within their own brand name. Then, in 1999, emerged UK fund
supermarket FundsDirect. The company, once owned by insurance giant Prudential PLC and internet
bank Egg PLC, began to offer a menu of investment products managed by other investment firms.
Today, FundsDirect says it offers 1,900 funds from over 100 individual fund managers. Schroders,
which maintains a securities services relationship with America’s JPMorgan Chase & Co., also offers
a variety of investments managed by rival firms to its customers.
But the rise of the fund supermarkets has forced conventional brokerage firms to open up their
offerings to include more than a few select partners. It has also influenced the way retail funds
market themselves. Previously, funds marketed to brokers expected brokers to push their products
to individual investors. Now mutual fund companies must appeal directly to the investors themselves
(which is why you see so much advertising for companies like Fidelity and Vanguard).
The biggest difference between the European model for a fund supermarket and in the US is age.
Third-party brokers and fund supermarkets in Europe tend to market themselves to younger investors,
many trying to mimic plans such as America’s 401(k). In the US, these plans tend to be tailored to
older investors who are trying to manage money before retirement.

Direct to customer
Through an internal sales force, each asset management company offers clients access to the firm’s
entire suite of retail funds. This type of sales force is very expensive to maintain, but some companies
have been extremely successful with this method. Prior to the rise of brokers and fund supermarkets,
direct to customer was the primary vehicle for investment in many retail funds.

Institutional Investors
Institutional investors are very different from their mutual fund brethren. These clients represent large
pools of assets for government pension funds, corporate pension funds, endowments and foundations.
Institutional investors are also referred to in the industry as “sophisticated investors” and are usually
represented by corporate treasurers, CFOs and pension boards. Estimates suggest they represent
almost three-quarters of the assets under management (AUM) in Europe. In the UK, about 79 per
cent of assets are managed on behalf of institutional investors, primarily corporate pension funds and
insurance companies.
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More conservative
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Given their fiduciary responsibility to the people whose retirement assets they manage, institutional
clients tend to be more conservative and diversified than retail funds. Unlike investors in retail funds,
institutional clients have separately managed portfolios that, at a minimum, exceed £8 million. Also
unlike retail funds, they are all exempt from capital gains and investment income.
Institutional clients hold enormous sums of capital they must allocate to meet the needs of the
beneficiaries of retirement assets. Consequently, the representatives hire multiple institutional asset
managers across the full range of investment styles (these styles, such as growth stocks and value
stocks, will be detailed in the next chapter).

Method of selection
Given the high level of responsibility associated with managing portfolios of these sizes, pension funds
use a rigorous process for asset manager selection. In turn, asset management companies have built
considerable marketing and sales departments to cater to institutional clients. The selection process
typically works as follows:
• An institution, say a pension fund, issues a request-for-proposal (an RFP), announcing that it is
searching for new investment managers in a particular style or asset class.
• Asset management companies respond to the RFP, elaborating on their history, products, services
and credentials.
• Investment consultants are hired by the pension fund to help sort through the RFPs and narrow
the list of firms to three to five finalists.
• The finalists meet in person with the pension fund’s representatives and further due diligence is
performed before the winner is selected.
Because of the sophistication of this process, there are many interesting professional jobs in the
institutional sales, marketing and relationship management functions. If you are interested in the
investment business, but don’t necessarily want to participate in analysing and selecting portfolio
investments, these are career paths that you may wish to pursue.
In the mutual fund world individuals tend to select funds based on recent performance records and
brand recognition. Institutions tend to select asset managers under a much more stringent and
analytical process. Specifically, they use the following criterion: 1) superior performance record
compared to competition, 2) length of investment track record, 3) continuity of the existing core
investment team and 4) consistency in adhering to a specific investment style and discipline.

Visit Vault at www.vault.com for insider company profiles, expert advice,
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High Net Worth
High-net-worth individuals represent a small but powerful client type. Individual wealth creation and
financial sophistication over the past decade has driven asset managers to focus heavily on this area.
Of course, even some ultra-wealthy investors were impacted by the turmoil of 2008. According to
the 2008 Merrill Lynch/Capgemini World Wealth Report, the number of people who qualify as HNW
individuals fell nearly 15 per cent from 2007, and HNW wealth fell 19.5 per cent to $32.8 trillion.
Geographically speaking, high-net-worth individuals in the United States, Japan and Germany made
up 54 per cent of the global HNW population in 2008, and for the first time, China’s HNW population
became the world’s fourth-largest, beating the UK.
More recently, according to the 2011 Merrill Lynch/Capgemini World Wealth Report, the number of
people who qualify as HNW individuals increased 8 per cent during 2010 to 10.9 million, and HNW
wealth rose nearly 10 per cent to $42.7 trillion. By the end of 2010, the US made up 28 per cent of
the world’s HNW people, while Asia-Pacific had leaped over Europe to become the second-leading
region for HNW population; 3.3 million people qualified as HNW individuals in Asia-Pacific, while 3.1
million qualified in Europe.

What is high net worth?
What is a high-net-worth investor? Definitions differ, but a good rule of thumb is an individual with
minimum investable assets of £10 million. These investors are typically taxable (like retail funds but
unlike institutional investors), but their portfolio accounts are managed separately (unlike retail funds,
but like institutional investors).
High-net-worth individuals also require high levels of client service as they may not necessarily be
the savviest investors. Those considering entering this side of the market should be prepared to be
as interested in client relationship management as in portfolio management, although the full force of
client relations is borne not by a portfolio manager but a sell-side salesperson in a firm’s private client
services (PCS) or private wealth management (PWM) division.
In reality there are two classes of high-net-worth clients: those in the £1 million and above range
and those in the £250,000 to £1 million range. Those with £1 million and above to invest receive
customised and separately managed portfolios, whereas those in the lower bracket do not. This
second class does receive much more personal attention from their PCS salesperson than they would
from a traditional retail broker. But, unlike the £1 million and above range, this second group’s
portfolio management is derived from cookie cutter products and strategies. Still, this service is
performed by a portfolio manager devoted to high-net-worth clients, and assets aren’t actually lumped
into a large fund as they would be in a mutual fund.
High-net-worth investors also often use the institutions that manage their assets for other financial
services, such as estate planning or tax work.
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Clients and consultants
An investment management firm’s sales force typically sells high-net-worth services in one of two
ways: either directly to wealthy individuals or to third parties called investment consultants who
work for wealthy individuals. The first method is fairly straightforward. An investment manager’s
sales force, the PCS unit, pitches services directly to the individuals with the money. In the second
method, a firm’s internal sales force does not directly pitch to those with the money, but rather pitches
to the representatives, often called investment consultants, of high-net-worth clients. In general
investments, consultants play a much smaller role in the high-net-worth area than in the institutional
side; only extremely wealthy individuals will enlist investment consultant firms to help them decide
which investment manager to hire.

The Investment Consultant
Not to be confused with retail brokers, investment consultants are third-party firms enlisted by
institutional investors, and, to a lesser extent, by high-net-worth individuals, to aid in the following:
devising appropriate asset allocations, selecting investment managers to fulfil these allocations and
monitoring the chosen investment managers’ services. An investment consultant might be hired by
a client to assist on one or all of these functions depending on certain variables, such as the client’s
size and internal resources.
As an example of the part that investment consultants play in the investment management game,
let’s say BA’s pension fund is looking to invest £20 million in a certain investment style (say, large cap
value equities). BA hires an investment consulting firm to help it find a large cap value manager. This
investment consultant will go out and search for the best managers in the sector and, one month later,
will come back to BA with three recommendations. BA will review the three firms and then pick one.
After BA makes its decision and the £20 million is handed over to the chosen investment manager,
the investment consultant might also monitor that manager’s investment decisions.
True intermediaries, investment consultants have become increasingly important in the past 10 years
as a result of a rise in the number of different investment products.
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Targeting Your Job Search
Chapter 5

Getting the Interview
Once you understand the different types of firms, components of the business and the types of
positions available, you can begin to target your search. In this chapter, we’ll focus on the different
types of firms, what they look for, and their hiring processes.
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Investment management is open to any degree discipline, although a 2:1 is required. However, some
of the major firms may prefer a degree in the following disciplines:
• Mathematics
• Statistics
• Economics
• Accounting
That said, many graduates with humanities degrees enter the industry but many complete a
master’s in a more related discipline to bolster their chances. A lot of the new hires in the industry
have postgraduate qualifications. Perhaps this alludes to a more competitive job market, or maybe
postgraduate qualifications are increasingly required. According to one graduate at a large investment
management firm, a postgraduate degree is an “implicit requirement”. Pre-entry experience isn’t
necessary, but it can be beneficial. Desire to work in the industry is a massive plus for recruiters, and
any work experience within the financial services industry helps display this.
Similarly, reading financial press or running a shadow portfolio of securities will demonstrate your
interest. According to one insider, reading financial press widely and thoroughly is absolutely essential
in building acumen and conveying interest, and is the one area in which most graduates are found to
be lacking. Graduates and recruiters in the industry concur that, whereas talent is required, an interest
in the industry is one of the most important things.
Potential candidates will need to show evidence of the following:
• The ability to work under pressure and to meet deadlines (e.g., to produce reports)
• Numeracy and analytical skills
• Excellent communication skills
• Self-confidence and ambition
• An interest in current affairs and an appreciation of their impact on financial markets
• Language skills can also be useful, and many new recruits have degrees in a foreign language.
• Although computer literacy is essential, it can be acquired during training.
Most major investment banks use summer internships to pre-select graduate recruits. Competition for
these is often more intense than for graduate vacancies as there are fewer placements. Closing dates
for entry to investment banks, stockbrokers and specialist fund management companies (also known
as investment management and asset management) can be as early as the October of your final year,
and, rarely, later than the following January. Some companies, particularly the big investment banks,
run structured graduate training programmes and annually recruit for them. Others may offer trainee
positions as and when they are required.
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After the initial telephone interview candidates will have to complete online verbal and numerical
psychometric testing. Those who are selected will attend an interview, normally with an HR manager
and manager or senior analyst.
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The interview
Aside from understanding the industry and firms, cracking the interview is the most important step in
landing the job. Here this guide will explore the most common questions asked of candidates during
job interviews. The questions are segmented into three types: background, analytical/quantitative and
personality/fit.

Precursor to the interview
The first basic tenet for anyone seeking to enter the investment management industry is a fluid
understanding of the financial markets. You should be conversant on the market’s performance and
current drivers. On a very simplistic level, you should be able to answer the following questions:
• At what level is the FTSE 100?
• What has performed better over the last five years, value or growth stocks?
• Where is the price of gold and oil?
• What factors drove the market to increase or decrease in any particular day?
For specialty firms, your focus should be aligned with their strategy. For example, if you were
interviewing at a firm focused on international equities, general knowledge of current exchange rates
would be a requirement. The answers to these questions can be found by reading The Wall Street
Journal and Financial Times on a regular basis or visiting financial websites.

Preparing for the interview
It is common for candidates to underestimate the importance of preparation for an interview.
Interviewers are smart, well prepared and likely to be interviewing many candidates for very few
positions. If you do not have any knowledge of the financial markets, they will find out. Investment
managers are very picky about the people they hire. It is not uncommon to have very senior portfolio
managers or analysts conduct the first-round interviews. Second interviews can be conducted by
company CEOs. Therefore, the time spent getting ready for the interview may separate the candidates
that get the job from those who don’t.
Interview preparation should start with an investigation of the company. Do your research on the
firm’s history, business strategy, operating structure and financial performance. You do not need to
have contacts at the company to gather this information. Some great resources include the news and
company websites, annual reports, sell-side analyst reports, business newspapers and magazines,
and industry publications such as Institutional Investor, Pensions & Investments, Bloomberg magazine
and The Journal of Portfolio Management, as well as your careers service. Articulating to and showing
the interviewer that you know about the company help exhibit your passion about the position and the
diligence in your preparation.
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Next you need to plan how to position yourself during the interview. Think of an interview as a sales
presentation in which the product you are marketing is yourself. You need to establish the points of
your background and character that will make you the ideal candidate for the job. To accomplish this,
we suggest the following:
• Know every detail on your resume
• Prepare answers to the common questions detailed below
• Expect the unexpected
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• Practise repeatedly

Background Questions
1. What was your most significant accomplishment to date?
It is important when answering this question to focus on an accomplishment that highlights the skills
needed to be successful in the specific position for which you are applying. For instance, when
interviewing for an investment research associate or analyst position, mention an accomplishment that
required keen quantitative skills, problem solving ability and success as a team member. Be sure when
answering this question that you provide tangible and measurable results to your accomplishment.
For example, “… as a result, the company increased revenue by 10 per cent,” or “… as a result, the
portfolio’s performance exceeded its benchmark.”
2. Tell me about a recent professional experience when you had to convince someone to accept
your idea?
The interviewer wants to know how effective you are at articulating your recommendations and in
defending your opinions. This is an important part of being an investment professional. A great way
to answer this question is to state whom you were trying to convince and why they opposed your point
of view. Then highlight how you overcame this. For example: “… I supported my analysis by outlining
and measuring the potential risks associated with the project. By clearly comparing the strengths and
the weaknesses of the project, my boss saw the merit of investing in the business.” Finish your example
with measurable and tangible results.
3. What was the most important thing you learned in your last job and why did you leave?
For those just graduating school this question is less likely, but for others it is quite common. When
answering this question be positive, even if the story did not end happily. Think about how you can
link the skills learned in your last job, to the relevant talents needed for the new desired position.
4. Why are you interested in the “buy-side” instead of the “sell-side?”
This question is often asked to gauge your knowledge of the differences between the two sides of the
business. Most interviewers are not looking for a specific answer, but rather a reasonable rationale.
Acceptable answers might include references to closer interaction with portfolio managers, more
input into the investment decisions and dedicated focus on performing investment analysis (instead
of marketing and writing investment reports).
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Analytical and Quantitative Questions
The level of difficulty of analytical interview questions depends on the level of position you are
interviewing for. Analytical questions will generally be about stock recommendations and valuation,
the economy or financial accounting. New graduates might not be expected to know such questions
as most firms will have a month or so of intensive financial training. This helps to bring graduates from
humanities backgrounds up to the required standard.
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Stock and bond recommendations and valuation questions
1. How do you go about valuing a company?
There are two generally acceptable answers to this question. The first is using a discounted cash flow
(DCF) approach, and the second is to use a comparable financial multiple analysis. Be sure you know
the differences between each and why most analysts don’t use a DCF approach in valuing companies.
Mainly, they argue it is very difficult to predict accurate discount rates and terminal values for the
company. (In the next section we will outline these two ways of valuing companies.)
Analysts compare their own valuation of a company to the current stock market valuation. If analysts’
valuation of the company is greater than the stock market value, then they would typically recommend
its purchase. Industry analysts typically use a relative valuation approach. This approach compares
multiples, such as P/E and EV/EBITDA, among companies in the same industry. Industry analysts use
relative valuation to determine stocks in an industry that appear cheap or expensive relative to each
other.
2. Tell me about a stock that you think would be a good investment today?
This question is known as the “stock pitch”. You should be prepared to discuss at least one stock
during this interview. For those of you interviewing with traditional asset managers, it will likely be
a stock pick that you expect to perform well over the long run. However, if you are interviewing at a
hedge fund, you may be asked to pitch a stock that will perform well over the next quarter or two; you
may also even be asked to pitch a short-idea (a stock you expect to decline).
The interviewer is not interested in your investment opinion, but rather your ability to present a well
organised approach. The interviewer, most likely, will want you to keep your stock pitch brief (five
minutes). Hit the highlights quickly and focus on being persuasive. In many cases the interviewer will
let you present for several minutes then interject with questions along the way. The steps listed below
will assist in preparing a well-articulated thesis for any company:
1. Overview of the company and its competitive position
• Identify major products and highlight their current market share and growth rates (this also
includes market cap and revenue to provide the interviewer some background information).
• Competitive advantages (i.e., brand equity, first to market, strong management team, substantial
free cash flow, innovative product development and strong customer service)
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2. Industry analysis
• Number of competitors
• Growth of the market, i.e., impact of external factors such as the economy, news and customer
demand
3. Analysis of the company’s future prospects (new products, etc.)
• Analyse management’s growth strategy

© Copyright 2011 Vault.com, Inc. Photocopying is illegal and expressly forbidden

• Identify business drivers
• Does the company have the correct product mix to match future customer demand?
• Will earnings grow through cost controls, price increases, or unit sales increase?
4. Investment risks: it is important to quantify the things that can go wrong when determining a
proper value for the company.
• Sensitivity to macroeconomic conditions
• Management succession
• Regulatory changes
• Changing operating input prices
5. Recent financial performance: stocks go up and down based on their performance versus
expectations. For instance, if investors expect 25 per cent earnings growth and the company only
produces 23 per cent, the stock price will most likely fall.
• Highlight company earnings and sales growth vs. the industry and expectations.
• Measure the progress of operating margins.
• Indicate market share gains.
• Identify any aspects that differentiate your opinion from the market’s (i.e., if sell-side analysts
expect EPS growth of 10 per cent and you expect 20 per cent, say why).
6. Financial valuation of the company (relative to industry comparables)
• Please see the “valuing a company” section of this book.
• Steps 1 to 5 are incorporated into the financial predictions used for valuing the company.
7. Summarise your investment recommendation.
Some companies may ask for a full, written investment report, so preparing this type of analysis in a
written form may be a good idea. The key factor to note is that this is not a consulting project or a
company bibliography. The stock pitch should be concise and to the point, hitting only the key drivers
that will dictate future stock performance. Quantify any points you are making whenever possible.
For example, instead of stating that a company’s competitive advantage is the patent protection of
its product mix, you should state that 75 per cent of all products sold carry a patent that prevents
competition.
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3. A client in the 28 per cent tax-bracket has a choice between a tax-free yearling yielding 7 per cent
and a corporate bond yielding 8.5 per cent. Which should he choose? What would the yield have to be
on the corporate bond in order to be equivalent to the tax-free bond?

© Copyright 2011 Vault.com, Inc. Photocopying is illegal and expressly forbidden

You have to compare the instruments on the same basis to decide. Because the yearling bond is
tax-free, you have to find the after-tax yield of the corporate bond and compare it.
Take the corporate bond first and consider a one-year period for simplicity. Suppose the client invested
£1,000 and earned 8.5 per cent. Of this 28 per cent will be taxed, so the client’s gain is (1-t)y£1000 =
(1-0.28)0.085*£1,000 = 61.2. This is equivalent to a tax-free yield of 6.12 per cent. So, as the yield of
the tax-free bond is greater than the after-tax yield of the corporate bond, the client should choose
the yearling.
To determine the yield that will give parity between the corporate bond and the yearling, use the
formula “after tax yield on corporate = tax free rate” or, (1-t)ycorp = ytax-free, then ycorp =ytax-free/(1t). For this example the yield on the corporate bond would have to be 0.07/(1-0.28) = 9.722 per cent to
be equivalent to the tax-free bond. If corporate bond yields are lower than 9.722 per cent, choose the
yearling; otherwise, choose the corporate bond as the higher yield will offset the cost of the tax.
4. What would be a good instrument to use to hedge a portfolio of preferred stock?
As preferred stock is similar to bonds that never mature (perpetual bonds), the best hedging instrument
would be a long-maturity, risk-free instrument such as a T-bond option based on long-term treasuries.
5. If you are buying corporate bonds, which is more speculative: A, Aa, Baa or B?
B is the most speculative of these ratings.
6. If a client purchases a 6 per cent, £1,000 bond selling at a yield to maturity of 7 per cent, what is
the amount of the semiannual interest payment?
Yield is unimportant here. It is the coupon payment, 6 per cent of £1,000 each year is £60 or £30
every six months. Don’t get confused if the interviewer adds extra information to the question.
7. How can you reduce the risk of a portfolio?
You add instruments for diversification. Hopefully these instruments are not well correlated with each
other, so overall they reduce risk. For equities, theoretically, you need about 30 different stocks for
efficient diversification. There are many forms of risk: credit risk, liquidity risk, country risk, market
risk, firm-specific risk and so on. You can also include hedging instruments: for example, if you own
a particular equity, you could put options on it.
8. What is a warrant? Do warrants affect a firm’s financial ratios such as ROE?
A warrant is a security similar to an option on a stock, except a warrant usually has a longer life
(time until it expires) than a call. Warrants may often be attached to issues of preferred stock or
bonds to make the issue more attractive to investors, because warrants offer the opportunity for some
participation in stock appreciation. When the warrant is exercised, the owner pays the stated strike
price in exchange for new shares of common stock. All other things equal, whenever a company’s
number of common shares outstanding increases, measures such as ROE and EPS should decrease,
because the shareholders’ ownership is diluted.
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Economic questions
1. What economic indicators do you think have the greatest impact on the stock/bond markets?
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There are many good answers to this question, but the best approach is to discuss economic factors
that are currently having an impact on the market. The interviewer wants to know that you are well
informed on current market dynamics.
You should read several leading financial periodicals prior to any interview, such as The Wall Street
Journal, the Financial Times and The Economist. Articles in these magazines will provide you with
the current economic influences on the market.
In general you should know that investment analysts pay close attention to weekly, monthly and
quarterly economic reports. Announcements of these economic indicators have major impact on
equity and bond market performance. The most heavily watched economic reports include:
• Consumer price index: measures inflation
• Unemployment: company labour costs and profitability are driven by the level of employment
in the market.
• Gross Domestic Product (GDP): measures the growth of the entire domestic economy. Analysts use
GDP to forecast the sales levels and profitability growth rates of companies.
• Unit labour costs: measures the productivity level of workers
Well-prepared interviewees will know the current level, past trends and future expectations of each of
these indicators.
2. Discuss trends in the industry that you previously worked in.
This question is designed to gauge your ability to think strategically. In essence, the interviewer is
asking, can you identify the:
• Strengths and weaknesses of the industry
• Level of competition
• Regulatory changes
• Impact of economic changes
• New innovations
• Industry threats
The key points of this exercise are usually summed up in a SWOT analysis, which breaks down a
company’s strengths, weaknesses, opportunities and threats.
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Financial accounting questions
1. What is free cash flow?
It measures the cash available after adjusting for capital expenditures. Popular uses of free cash flow
are dividends, stock buybacks, acquisitions and investing in new business developments.
Free cash flow is computed from the following financial statement line items:
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Net Income
+ Depreciation and amortization
+ Year-over-year changes in deferred taxes
- Year-over-year change in net working capital (current assets – current liabilities)
= Cash Flow from Operations
- Capital Expenditures
= Free Cash Flow
2. How do you calculate weighted average cost of capital (WACC)?
Essentially, it is the average cost of obtaining capital from all sources of financing (debt and equity
stakeholders). Before determining the weighted average, you must first determine the borrowing rate of
each form of financing. Equity cost of capital is found by using CAPM, which is computed as follows:
Cost of Equity = Rf + [B*(Rm – Rf)]
Where:
Rf = Risk Free Rate of the market (t-bills)
B = Beta of the stock
Rm = Historical stock market return
Debt cost of capital (current yield) is often estimated as the company’s after-tax interest expense
divided by its book value for long-term debt.
Once the cost of equity and debt are computed, a weighted average is used to determine the company’s
WACC. The company’s market capitalization is used for the equity portion, whereas the market value of
the company’s bonds is used for the debt allocation.
For example, assume that the company’s cost of equity was computed as 14 per cent (using CAPM),
the cost of debt was computed as 9 per cent, and the tax rate is 35 per cent. And assume that the
stock market valuation of the company was £10 billion and the market value of the debt was £5 billion.
Therefore, the percentage of equity financing would be equal to [£10 billion / (£10 billion + £5 billion)],
or 66.7 per cent. Debt financing would account for 33.3 per cent of the overall financing, [£5 billion /
(£10 billion + £5 billion)]. Therefore the WACC is:
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WACC = [Weight of Equity * Cost of Equity] + [Weight of Debt * After-Tax Cost of Debt]
or
WACC = [66.7 per cent * 14 per cent] + [33.3 per cent * 9 per cent*(1-.35)] = 11.28 per cent

Personality/Fit Questions
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1. Where do you see yourself in five years?
This question is designed to test the career focus of candidates. When answering this question be
certain to have reasonable goals that are well aligned with the firm you are interviewing with. For
example, if you were interviewing with a firm that emphasizes a team portfolio management process,
you would not want to describe your aspirations for being a star at the firm. You should also note
that employees of many traditional asset managers end up staying at the firm for the duration of their
career. While you can take comfort in the high level of career satisfaction this statistic suggests, also
realise that if you are a career switcher or your resume shows multiple jobs, you should be prepared to
show commitment to your future career.
2. What is your greatest reservation about working in asset management?
This is one of those negative questions that you have to be very careful in answering. In essence,
the interviewer is asking for your weaknesses. Be certain that your answer does not highlight a
fundamental flaw that would be detrimental to your success in the position you are interviewing
for. For example, “… I am not really good with numbers” or “I don’t ever want to work on the
weekends.”
3. What are you most proud of?
This is a great place to talk about extracurricular activities or personal interests. This helps the
interviewer get to know you better. Be prepared to share interesting anecdotes that show a passion
for the activities you have pursued. This is also a great place to highlight your abilities as a leader.
Although the initial interview is very tough, it’s not the end of the road at most firms (although some
will only perform two interviews as the whole recruitment process). Investment management is highly
competitive, and as a result, the hiring process is extensive. After the interview candidates will be asked
to attend an assessment centre where they will complete various exercises including more tests and a
group fund management exercise. In the group fund management exercise a group of candidates will
be asked to act like fund managers, to respond to economic developments by adapting their portfolio.
Before the assessment centre you may be given a week to prepare on a company and will have to write
about this company under test conditions on the day. The final round will normally include another
interview with senior personnel as well as a presentation on a topic related to fund management. At
some firms, such as Henderson, there will also be an interview with the CEO.
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What they want
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Because it’s difficult for some undergraduates to enter asset management through the front door, several
slide into the industry through the side. Although there’s no common professional background that
defines asset management success (and, in fact, diverse backgrounds are great benefits to investment
management companies), lateral hires typically come from jobs in I-banking or management consulting,
or from respected FTSE 250 corporations.
In investment banking and accounting you’ll gain quantitative knowledge such as company valuation
and financial statement analyses similar to that used in asset management. Investment managers
also like candidates with management consulting, especially strategic consulting, backgrounds,
because consultants have usually obtained the skill to quickly immerse themselves in and learn about
an industry. Marketing research professionals from large corporations are also highly regarded in
asset management, because they have expertise in learning about different companies and how they
compete in the marketplace.

Where do you fit?
Before embarking on your job search, you must ask yourself the following questions: Do I want to go
into equity or fixed income? Am I interested in growth investing or value investing? What investment
style suits me? What kind of research do I want to do? What size of firm do I want? Where do I want to
live? Answering all these questions will not only allow you to narrow down what could be an extremely
exhaustive search, but will also help you at interview time, because firms will definitely ask you, “Why
us?”
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Large generalist firms
As we discussed earlier the industry has gone through dramatic changes over the last 20 years.
Consolidation and globalisation have transformed the industry from its fragmented “specialist”
structure. Today, asset management is part of nearly every financial services firm, both in Europe and
abroad. For the sake of simplicity, we have assigned asset managers to five general categories, and
listed a few examples in each platform.

Category
Pure investment management company
Divisions of investment bank/former investment
bank
Division of global commercial bank
Division of insurance company

Examples
Fidelity, Baillie Gifford
Morgan Stanley Asset Management, JPMorgan
Asset Management
Deutsche Bank Asset Management
Legal & General

As you can see, most of the large investment management firms are actually divisions of broader
financial services companies. However, in many cases, the asset management divisions are run as
entirely separate autonomous entities. In other cases, the parent predicates the culture and focus
of the business. As you explore career options in the industry, do your homework about the firm’s
structure and understand how the division operates.

Specialist firms
Although the industry has shifted somewhat away from specialist firms, their role continues to be in
demand because of the specific expertise they can provide. These firms are located throughout Europe
and have relatively smaller staffs and vastly different cultures. As we have already said, sometimes
smaller firms have the benefit of higher returns whereas companies with bigger portfolios can end up
mimicking indices.
Generally, the smaller firms do not actively recruit. This means it’s up to you to target each firm,
research its specialty, and contact them directly.
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A Closer Look: Hiring Process Pros and Cons
The investment industry is a vast one encompassing thousands of firms and tens of thousands of
investment groups within corporations, unions, foundations, schools and government institutions.
How can you determine whether a particular firm is the right one for you to join? First, you must
understand the kinds of firms within the business and how they tend to hire.
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Tier 1 complexes
Tier 1 complexes are mutual fund families that offer a complete or nearly complete range of products.
They serve significant numbers of retail, institutional and high-net-worth customers, and will have
at least £70 billion under management. These firms, such as Fidelity, are well known throughout the
industry.

Hiring
These firms hire primarily through recruiting at top MBA programmes or raiding other firms. Some
will hire BA candidates, but typically only from a top university. Inexperienced hires will be brought
on as junior research analysts.

Pros
• Great exit opportunities
• High pay
• Superior access to companies and sell-side analysts
• Firms’ diverse product lines insulate against downturn in your industry
• Extensive travel required

Cons
• Bureaucracy
• Internal politics
• Extensive travel required

Top-tier boutiques
Top-tier boutiques are firms that specialise in a particular flavour of instrument, industry sector or style.
They are nationally or internationally recognised for their expertise in that specialty. A top-tier boutique
will have between £3 billion to £70 billion under management.

Hiring
Top-tier boutiques hire in a similar fashion to gold-plated megaplexes. However, if their specialty is
currently out of favour, an especially persistent but atypical candidate can sometimes obtain a position
at a top-tier boutique.
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Pros
• Exit opportunities, both at graduate schools and within the industry
• Superior access to companies and sell-side analysts
• High pay

Cons
• Occasional lack of support staff
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• Extensive travel required.

Tier 2 complexes
Tier 2 complexes are large fund complexes that have a complete or nearly complete product line.
However, they are not regarded as highly as tier 1 complexes or top-tier boutiques. They will often
be attached to a bank (whether commercial or investment), insurance company or other financial
conglomerate. Tier 2 megaplexes will serve mainly retail and high-net-worth clients.

Hiring
Tier 2 complexes are often scattered in their hiring—hiring internally, recruiting at the undergraduate
level at local universities and at the graduate level at both local and top-20 universities.

Pros
• Superior access to companies and sell-side analysts
• Firms’ diverse product lines insulate against downturn in your industry
• Good pay

Cons
• Bureaucracy
• Internal politics
• Extensive travel required.

Old-line firms
Old-line firms are firms that often were started in the 1930s (or even before). They are generally value/
fixed-income shops and focus on capital preservation. They will have a mix of old-money, very highnet-worth clients and local institutions.

Hiring
OLFs hire at top-10 and -15 MBA programs. Occasionally, they may also hire laterals from other
(value-oriented) firms.

Pros
• Exit opportunities, both at graduate schools and within the industry
• Superior access to companies and sell-side analysts
• Good pay
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• Stable firms, positive (though conservative) cultures

Cons
• Bureaucracy
• Firm’s stodgy philosophy may not appeal to you.
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• Firm expects you to stay with them for many years and structures pay and advancement
accordingly.

Universities, foundations and pension plans
These are (generally) tax-exempt pools of money. In most cases, the great majority of assets are
outsourced to various outside top firms. The investment staff at these institutions select and monitor
these outside managers. Small portions of the assets can be managed internally.

Hiring
The top-tier institutions prefer to hire MBA graduates who have spent a number of years (post-MBA)
at a premier buy-side or sell-side firm, but who would like to reduce their working hours.

Pros
• Exit opportunities, both at graduate schools and within the industry
• High job security
• Great benefits
• Less stressful environment and culture

Cons
• Bureaucracy
• Focus is on asset allocation and monitoring, not in-house management.
• Relatively low pay
• Difficult to get active management jobs because of lack of experience

Insurance companies
Insurance companies often manage extraordinarily large sums of money and are the largest asset
managers in the UK. This money is derived from policy payments and set aside against potential claims.
Insurance companies have historically invested mainly in high-grade, fixed-income instruments.

Hiring
Insurance companies generally hire investment staff from local universities. Historically, insurance
companies have been unable to attract many candidates from top university MBA programmes.
Insurance firms will hire at both the MBA and BA levels.

Pros
• High job security
• Great benefits
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• Less stressful environment and culture
• Willing to hire non-Ivy candidates
• Good learning environment

Cons
• Bureaucracy
• Focus is on high-grade, fixed-income.
• Low pay
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• Low prestige
• Extremely conservative investment styles

Hedge funds
Five years ago, obtaining a job at a hedge fund would have required navigating through a labyrinth
of networks and connections to meet the right people. However, as hedge funds have become
much larger, recruiting has become more formal and closely tracks a similar process to retail funds
and investment advisory firms. Hedge fund jobs are not necessarily more prestigious than other
opportunities available. More importantly, the industry generally does not truly distinguish between
a hedge fund specialising in, say, energy and a mutual fund that does so. Each fund will be judged
according to performance, size, reputation and quality of personnel.

Is This Firm Right For Me?
Unlike most other industries, the investment management industry encompasses literally thousands of
firms, most of which either do not advertise themselves or are even legally barred from doing so (hedge
funds, for example). Much of the time you are dealing with a job search in which your potential future
employers are unknown entities to you. So what sources and criteria should you use when evaluating
a potential employer?

1. Firm website: Staff bios
One of the most helpful portions of an investment management firm’s website is the staff profiles. This
is the premier consideration in evaluating a firm. If the staff are good, you will likely have, at minimum,
a reasonable experience there. If the staff are weak or poor, you will likely have a subpar experience
there.
How to evaluate staff profiles: Two things to look at are the staff’s experience and education. At
minimum, all principals should have significant experience at top, recognisable buy-side or sell-side
operations. Also, most or all of the principals should have degrees (both undergraduate and graduate)
from top universities. If some of the principals have non-buy-side experience, it should be at a
recognised company or institution. Most of the firm’s analysts should have similar backgrounds as
well (though, obviously, less experience in terms of years and positions held).
Big warning signs include: 1) None (or few) of the principals has significant experience at a top firm.
2) None (or few) of the principals has a graduate degree from a top university. 3) Analysts have weak
academic and/or work backgrounds. No full analyst should have less than three years’ experience. 4)
Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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Any signs of nepotism. 5) Lists of degrees from unrecognisable universities and/or work experience at
unrecognisable firms. 6) Missing periods in bios.

2. Assets under management
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If the firm’s website does not tell you how much money the firm manages, this information should be
obtainable from the internet. For a hedge fund, £150 million under management is a good general
mark of a fund with a healthy amount of money under management. For regular buy-side firms, firms
with significantly less than £300 million should be viewed cautiously.
The investment management business is one where you derive your profits from the amount of money
you manage. Hedge funds also gain a portion of the profits they achieve. Any good manager with
significant experience at a top firm can walk out the door with commitments of, at a minimum, £70
million. Some have walked out with commitments of £350 million to £1 billion. Therefore, a firm that
cannot break the £150 million mark just does not have the needed staff to be able to compete.

3. Whose money do they manage?
You want to join the smartest firm you can. How can you tell whether a firm is smart and able to grow?
Evaluate the firm’s clientele. The smartest clients in the business are the university endowments, large
foundations, certain smart corporate pension plans and some funds of funds (a mutual or hedge fund
that invests in other mutual or hedge funds). Not only do these institutions have fine internal staffs
with large budgets to investigate potential managers, but they are advised by numerous consulting
firms that also research money managers. Not only will these institutions generally select top-rate
managers but, if these managers perform, the institutions have much larger amounts to give them. It
is a serious negative if the firm has not been able to attract any of these investors. It means either the
staff do not have the level of experience and education to gain these institutions’ trust, or their product
and/or investment strategies are unappealing, ill-formed or incomprehensible.
The remaining potential client bases are retail and high-net-worth investors. Those with retail
investment clientele run retail funds; those that cater to high-net-worth individuals run individual
accounts.
How do you find out about the firm’s clientele? Ask them! You can also check manager announcements
on the internet (when a public pension plan puts money with a new manager, this information is
published).
You should target firms that best fit your ideal working environment. The best resources for learning
this information are company websites and through networking with employees from the respective
firms. (For more information, check out Vault’s insider company profiles and message boards.
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Portfolio Management
Chapter 7
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The Three Segments
As we discussed in Chapter 1, asset management firms are organised into three segments: portfolio
management, investment research and marketing/sales and operations. Following is a diagram
that explains this structure. As you can see from the diagram, both portfolio management as well as
account/product management serve the client (whether they are individuals, institutions or high-networth investors). Alternatively, investment research falls under portfolio management, indicating its
support of the investment process. Whereas this represents a traditional hierarchy, asset managers
can have varying structures. In many cases, the research analyst can also report directly to the client if
he/she has money management responsibilities. An example of this would be Fidelity’s “Select” funds
in which the industry analysts manage money directly in their industries of expertise. In the following
sections, we will describe the three segments and the jobs associated with each.

The Three Segments

Client

Porolio Manager

Porolio
Analyst/Associate

Account/Product
Manager

Account
Management
Associate
Research
Analyst

Product
Management
Associate

Research
Associate
Research
Assistant
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Portfolio Management
This is the science of making decisions about investment, matching investments to objectives, asset
allocation for individuals and institutions, and balancing risk against performance. It is, in essence, the
business end of the industry, the department that pulls the trigger. There are four jobs that typically fall
under this component of the firm: portfolio managers, portfolio analysts (or associate portfolio managers),
portfolio manager assistants and, at some firms, portfolio implementers. University graduates often
fill portfolio assistant positions, whereas individuals with many years of investment experience hold
associate and senior portfolio manager assignments. Portfolio implementers can be hired straight from
undergraduate degrees. MBAs are not hired as portfolio managers right out of business school, unless
they have a lot of experience. Typically, MBAs who wish to pursue a career in portfolio management join
investment management firms in their investment research divisions. After several years in research,
MBAs will then have a choice: either stay in research or leverage their research experience to move into an
associate portfolio manager position or broaden their experience by covering additional sectors.

Senior Portfolio Manager
Portfolio managers are responsible for establishing an investment strategy, selecting appropriate
investments and allocating each investment properly. Every day, portfolio managers are presented
with investment ideas from internal buy-side analysts and sell-side analysts from investment banks. It
is their job to sift through the relevant information and use their judgment to buy and sell securities.
Throughout each day, they read reports, talk to company managers and monitor industry and economic
trends looking for the right company and time to invest the portfolio’s capital.
The selection of investments must adhere to the style of the portfolio. For instance, a large-capitalisation
growth manager might be screening for only companies that have a market-capitalization in excess of
£10 billion and earnings growth characteristics that exceed its industry average. Therefore, the portfolio
manager would not even consider a £500 million utility stock, with a 6 per cent dividend yield.
Once investment opportunities are recognised, portfolio managers must decide what percentage of
their portfolio to allocate to the respective security. This decision is based on the mandate of the
portfolio—active or passive—and the risk expectation of the overall portfolio. For example, riskier
portfolios invest in a small number of securities and take large “bets”. These are often referred to as
“concentrated” funds. Alternatively, diversified portfolios may invest in over 100 securities to spread
the risk of any one holding.
Portfolio managers also spend time meeting with their clients to review investment strategy and
performance results. Whereas account and product management professionals lead this process,
portfolio managers are often an integral part of client discussions. In the mutual fund world, portfolio
managers do not spend time talking to individual customers, but they are often called on to present
at sales conferences and at product road shows. However, institutional and high-net-worth portfolio
managers have fewer clients, and they only meet with them one to two times a year.
Portfolio managers are the most seasoned investment professionals in the firm. Typically, people with
at least seven to 10 years of investment experience occupy these positions, and most have either an
MBA and/or a CFA qualification.
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The associate portfolio manager position requires a CFA, MBA or considerable investment experience.
Typically, the job is filled by successful research analysts who have at least three to five years of analyst
experience. Larger firms may also recruit MBAs to fit this role straight out of business school. The job
is very similar to that of the senior portfolio manager with one main exception: associates interact less
with clients than senior managers do. Associate portfolio managers usually are assigned smaller, less
sophisticated portfolios to manage or serve as lieutenants on large, complicated portfolios.
The role of the associate portfolio manager differs depending on which segment of the market is being
served—mutual fund, institutional or high net worth. For instance, associate portfolio managers at
many mutual fund firms will either act as the lead investor on a sector fund or as second-in-command
on a large diversified fund. Depending on the firm, an associate could also act as a lead on a sector fund
and as second-in-command on a diversified fund at the same time. Alternatively, on the institutional
side, associate portfolio managers typically apprentice with seasoned portfolio managers on the largest
and most complicated portfolios. After they have succeeded in that role, the firm will assign them
smaller institutional accounts to manage on their own.
Although there is no defined career track, successful associate portfolio managers could be promoted
to senior portfolio managers within three to five years depending on the associate’s track record.

Associate portfolio manager pros and cons
Pros

Cons

Great position in which to showcase your
investment talenty

Always being graded on investment decisions

Clearest path to running the big-time
portfolios

Competitive, high level of scrutiny

Autonomy and creative independence

Limited client interaction
High degree of focus, smaller accounts or
sector funds

Portfolio Manager Analyst
In general, portfolio manager analysts screen for potential investments, monitor portfolio characteristics
and assist in client relations. Analysts typically spend two to four years in this role before returning to
business school or migrating to a role in the investment research department.
This position varies among the firms in the industry and also differs depending on which segment
of the firm you work in—mutual fund, institutional or high net worth. For instance, high-net-worth
portfolio analysts spend more time working with clients, whereas institutional analysts spend more
time monitoring and analysing portfolios. Regardless, the general assignment focuses on supporting
the portfolio manager.
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Portfolio manager analysts are often instrumental in the process of screening for potential investments.
Using the general strategy of the investment products such as market-capitalisation, earnings growth,
valuation multiples or industry, the analyst screens all available stocks in the market to identify the
smaller list that meets the portfolio’s criteria. The screened list for an active portfolio varies but typically
ranges between 100 and 300 securities. Portfolio manager assistants then gather additional research
for the portfolio manager to begin the process of fundamentally analysing the potential investment.
Once investments are made, portfolio manager analysts are responsible for monitoring the reconciliation
of the trades. In this role, they work with the operations staff to assure that the portfolio is properly
updated and performance records are accurate. Most firms have separate operations departments that
reconcile trades and produce monthly client reports. However, many of the smaller firms require their
portfolio analysts to perform the operations function as well. You should be aware of this and clarify
the exact job responsibilities when applying and interviewing for the job.
Portfolio analysts also participate in the process of client service, although the proportion of time spent
in this area depends on the client type being served. For instance, an analyst to a mutual fund portfolio
manager would spend very little time on client service. Institutional and high-net-worth portfolio
managers have fewer clients and they meet with them one to two times a year. Intermittently, their
clients require vast and detailed investment reports and market commentaries. Whereas marketing
helps prepare these formal presentations, the portfolio manager analyst plays a crucial role in collecting
economic and market data for investment commentary and portfolio analysis sections of the report.
The position requires a person who understands capital markets, is capable of meeting deadlines and
enjoys working on multiple projects simultaneously. The downside is that the reporting and operational
components of the job have a quick learning curve and then become repetitive. Furthermore, it is not
the best place to learn how to really value companies. Rather you are being exposed to the years
of experience that the portfolio manager possesses. Most importantly, portfolio manager analysts
receive the benefit of seeing a broad picture of investing money across several industries, whereas
research analysts typically get exposure to one component or sector. All in all, in the right setting,
the position is a great introduction to asset management and a worthwhile apprenticeship to pursue.

Portfolio manager analyst pros and cons
Pros

Cons

Broad exposure to various industries

No expertise in a single industry

Reasonable working hours

Less formal training process

Direct exposure to the portfolio managers

Some operations work
Repetitive assignments
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This position varies depending on which firm you work at. Portfolio implementers assist fund managers
in their day-to-day trading. They keep an eye on capital markets to see how funds are affected and
check the cash levels of a fund. If cash levels are too low or too high they will liaise with the fund
manager to see what he or she would like to do. They also advise managers on corporate actions,
such as companies paying dividends, and liaise with the trading desk if the manger wants to reinvest.
Portfolio implementers also ensure the positions of funds are in strategic alignment.
The role requires an understanding of capital markets, and many new hires in this type of role have
economics-related degrees. Most also have to pass the IMC. It also requires excellent communication
skills: fund managers are extremely busy so portfolio implementers need to be able to articulate
themselves concisely, and extract any information they need effectively.

Portfolio implementer pros and cons
Pros

Cons

Frequent and direct exposure to fund
managers and how a fund is run

No expertise in a single industry

Good working hours

Operational side

Varied assignments

Less formal training
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Chapter 8
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The investment research segment is responsible for generating recommendations to portfolio managers
on companies and industries they follow. Similar to the portfolio management segment there are
several positions in the research hierarchy including analyst and, depending on the firm, associate.
On the sell-side, senior analysts typically have three to five years of post-MBA research experience or six
to 10 years of post-university experience (if an MBA was not pursued). On the buy-side MBA graduates
typically occupy the analyst position. The research associate-analyst is typically a sell-side position.
These positions are usually occupied for several years or until the candidate is deemed capable of
covering his own sector. Both buy-side and sell-side firms employ university graduates as research
analysts. It is typically a two- to three-year program that can lead to a more senior position or result in
the associate returning to business school.

Senior Research Analyst
Senior research analysts are investment experts in their given industry focus. An equity analyst covers
stocks; a fixed income analyst covers bonds (often simplified to debt).
Their role is to predict the investment potential of the companies in their sector. Take an equity analyst
covering technology companies, including Apple, for example. The analyst would be responsible
for predicting Apple’s future earnings and cash flow, and comparing the fair value of Apple to the
expectations of the stock market. To do this, the analyst would build a financial model that included all
of the potential variables to derive Apple’s earnings and appropriate value (e.g., sales growth, business
costs, as well as research and development).
A fixed income analyst focusing on telecom, for example, might be looking at a new high-yield corporate
bond issued by an incumbent. The main thing the analyst will be looking for is the company’s ability to
pay off that loan—the amount of the bond. The analyst will look at historical cash flows, project future
cash flows and look at other debt obligations that might be more senior to the new bond. This will tell
the analyst the likelihood that the bond will be paid.
Analysts spend a considerable amount of time attending industry conferences, meeting with company
management and analysing industry supply and demand trends to derive business forecasts. Sell-side
analysts follow around 15 to 25 companies and must be an expert on each, whereas buy-side analysts
typically follow even more companies.
An important part of a senior research analyst’s job is to convey his or her recommendations to the
portfolio management teams. Therefore, a senior analyst spends considerable time presenting to
portfolio managers and issuing investment reports. Because of this, a senior research analyst must be
articulate and persuasive in his or her convictions to earn respect within the firm.
Senior research analysts typically have served as investment research associates for three to five years,
post MBA or CFA, before assuming their positions. If successful in their role, many senior analysts move
into portfolio management roles later in their careers.
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Investment Research Associate-Analyst
This is the role for most MBAs or those with equivalent experience. It is typically a sell-side position
but some larger buy-side firms employ the position as well. Essentially, associate-analysts have the
same responsibilities as senior research analysts with one exception: associate-analysts are given
smaller industries to follow. Typically for the buy-side, the industry assigned to an associate-analyst
is a component of a broader sector that is already being analysed by a senior analyst. For instance,
an associate-analyst might be assigned HMOs and work closely with the senior analyst in charge of
insurance companies. As stated above, the more likely scenario is for the MBA to enter the buy-side as
the senior analyst. On the sell-side the associate-analyst will typically work under the senior analyst for
several years before branching off on his own to cover a subsector.
The associate-analysts create investment recommendations in the same manner as senior analysts.
In general they spend several weeks familiarising themselves with their industry by reading industry
papers, journals and textbooks, and attending industry conferences. A large percentage of their time is
spent monitoring industry and company trends to predict financial results for the company. Therefore,
associate-analysts are constantly speaking with management, customers and suppliers to gauge the
current status of the company they are analysing. Armed with financial models and fundamental
company analysis, they develop investment recommendations that they distribute to the senior analyst
or firm’s portfolio managers (on the buy-side).
One of the greatest challenges for new associate-analysts is the steepness of the learning curve.
Senior analysts and portfolio managers do not have the patience or the luxury to allow analysts to be
uninformed or consistently incorrect. New associate-analysts work extremely hard building trust with
their superiors.
Obviously, financial acumen and quantitative skills are a must for associate-analysts, but communication
skills are also critical. Associate-analysts need to be able to clearly and persuasively communicate their
investment recommendations. They must also be able to respond to detailed inquiries from portfolio
managers that challenge their ideas, something that requires strong tact and a great deal of patience.
Furthermore, associate-analysts need to be energetic, diligent and intellectually curious.

Investment research associate-analyst pros and cons
Pros
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Cons

Autonomy and creative independence

Steep learning curve

High level of responsibility

Always being graded (on your recommendations)

Pays well

Difficult to earn respect from portfolio managers
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Investment research associates work with senior research analysts (or in some cases, associate-analysts)
to help in developing investment recommendations for portfolio managers. University graduates will
typically spend two to three years as analysts before graduating to this role.
The investment research associates are responsible for helping to monitor the industry and changes
within companies covered in the industry, and to update financial models accordingly. Associates
collect data for industry data services, company conference calls and surveys. For instance, in the
previous Apple Computer example, the associate would be collecting data about consumer demand
and input prices for semiconductors. Additionally, the associate provides support to the senior analyst
in the construction of recommendation reports sent out to the portfolio managers. Specifically, the
associate updates charts and modifies numerical sections of the report.
Although some of the work is routine and the hours are long, associates are sitting next to, and learning
from, the intellectual capital of the firm. If you work for a good senior analyst he will teach you the ropes,
including the intangibles behind analysing companies, financial valuation and industry knowledge.
The role of investment research associate requires a high level of quantitative knowledge. Primarily,
a basic working knowledge of accounting, financial markets, financial analysis and statistics is needed
for this position. Aside from a strong quantitative background, research associates need to be detailoriented, analytical problem solvers, diligent and superior communicators. Generally, firms are looking
for finance or accounting degrees, but engineers and science majors are also coveted.

Investment research associate pros and cons
Pros

Cons

Great quantitative experience

Long hours (60+ hours per week)

Most portfolio managers were once in
research.

Could be a lonely work environment with lots
of time in front of the computer, especially at a
smaller firm

Gain industry expertise
Pays well

Repetitive assignments
Significant data work

Typically a collegial environment
Top performers are promoted without going
to business school.

Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.

71

Vault Career Guide to Investment Management, European Edition
Investment Research

Alternative Entry Points
Don’t give up if one of the positions discussed above isn’t available for you—these are difficult jobs
to get. If you are having no luck getting positions with portfolio management or investment research
teams, there are many other alternatives to pursue that will better position you to reapply with only a
year or two of additional experience. Below are descriptions of some of the best options to consider.
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1. Account and product management assistants:
Because sales and marketing professionals are typically required to be fluent in all of the investment
products, these positions create a great opportunity to learn about the various investment styles that
clients demand. This area is also a great career opportunity for those interested in asset management
but don’t want to be the investment decision maker (more about this later). If your goal is to use
sales and marketing as a stepping stone to the investment side, make a point to network early on
with investment professionals, prove yourself at your current job before you make it known that you
want to make the switch and work toward developing the quantitative skills needed for the investment
positions.

2. Sell-side investment research:
Many buy-side investment professionals come from the sell-side. It is a great place to learn to
do analysis, generate financial models and construct investment reports. The quantitative skills
and knowledge of the overall investment business makes former sell-side people desirable to asset
management firms.

3. Investment consulting:
These are the firms that advise institutions and high-net-worth investors on appropriate diversification
strategies and which asset managers to hire. At the entry level you will assist on manager searches
and data collection for multiple investment styles. It is a good introduction to the different firms and
the dynamics of the industry as a whole.

4. Take the chartered financial analyst (CFA) exam:
This is a three-part exam that tests your knowledge in financial accounting, statistics, investment
analysis, economics and ethics, among other subjects. The exam is offered in December and June
for Level I and in June for Levels II and III. The CFA is becoming a standard for the industry and
many people begin the process prior to even entering the industry. It is not a prerequisite to getting an
investment job, but working toward achieving it can certainly give you a leg up on your peers, especially
pre-MBA candidates, as it shows commitment and dedication to a career in the investment industry.
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Increasingly, as the industry grows and matures, investment management companies are focussing
more on professional marketing and sales as a point of differentiation—especially on the institutional
side of the business. Traditionally, marketing and sales were more or less an afterthought, and a lot
of the marketing and sales work was performed by investment professionals. As the industry has
grown, a new breed of investment professional has been borne to actively pursue these roles: they are
known as account managers and product managers and they serve the sales and marketing functions
in investment management firms. Below is a broad description of the positions that exist in the
institutional marketing and sales segment.

Account and Product Managers
Account and product managers are responsible for identifying new clients, presenting the firm’s
investment capabilities to new and existing clients, solidifying new relationships, servicing existing
clients and acting as liaisons between the product and the client. As was previously discussed,
institutional clients are demanding. Portfolio managers used to serve many of these roles. However,
clients became more sophisticated and demanding, and often turn to investment consultants to
conduct significant due diligence. To keep portfolio managers focussed on picking stocks and bonds,
the advent for roles to meet these client needs has risen.
The search process for being selected to manage an institution’s assets is rigorous and lengthy; it
could take up to several years. Asset managers make several presentations, and institutions conduct
extensive due diligence. Once an investment management firm is hired, the account and product
managers serve in a client relationship capacity. In this role, they arrange semiannual portfolio reviews,
prepare presentations and assure that the proper reporting procedures are followed. Furthermore,
managers work to broaden client relationships by introducing institutions to additional investment
products offered by the firm. To do this, account managers must be constantly aware of their clients’
needs. They do this by reading current news about their clients and meeting with them on a regular
basis. Additionally, product managers educate themselves on the various products that clients might
be interested in. This is where the product managers come in: After account managers identify a
client’s product need, product managers will determine how best to present the product to the client.
They typically have a greater in-depth knowledge of the product’s strategy, performance and holdings
than account managers and can articulate this to the client.
Account and product managers are MBA graduates or those with equivalent experience. Increasingly,
many of these managers are acquiring CFA degrees as client sophistication has increased.
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Product Management Associates
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Product management associates assist in creating portfolio review presentations and in developing
promotional presentations for potential new clients. They analyse the current market, focusing on
investor demand and trends. They often analyse competing products and develop marketing tools to
promote and differentiate their particular product. Product management associates are traditionally
segmented by investment product type such as equity or fixed income. Some product managers
focus on only one specific product type such as a large-cap equity portfolio or short-duration bond
portfolio.
Product management associates are typically MBA graduates. They often work with college graduates
who serve as analysts on the product management team.

Account Management Associates
Account management associates assist in answering request for proposals (RFPs) issued by institutions
seeking to hire new investment managers. Additionally, associates assist senior client servicing officials
in maintaining and expanding client relationships. Account management associates are traditionally
segmented by client type—public pension funds, corporate pension funds, endowments and
foundations.
Account management associates are typically MBA graduates. They often work with college graduates
who serve as analysts on the account management team.

Marketing Specialists
Marketing specialists are typically postgraduates, not necessarily with finance-related degrees. They are
responsible for marketing different products to potential clients, as well as being a point of contact for
current clients. A large part of the job involves formulating presentations to give to potential clients,
as well as maintaining the accuracy of presented data.
According to a marketing specialist at Schroders, “To succeed in this role you have to be commercially
aware, understanding what is happening in the markets and how this relates to the products we offer
and how they are sold. Attention to detail is also crucial. After all, the clients see our work, as their
business often depends on it, and we are monitored by the Financial Services Authority.”
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Account, product management associates and marketing specialist
pros and cons
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Pros

Cons

Broad knowledge of all of the investment
products in the marketplace

Difficult to jump to the investment side

Great professional atmosphere for people
that like the industry, but don’t want to be
the investment decision maker

Limited focus on building quantitative skills

Less hierarchical career path than the
investment side

Repetitive assignments

More entry-level jobs than the investment
side

Too many presentations

Lots of client interaction

Business Analyst
A business analyst is the meeting point for the front-of-house and back-office staff. A large part of
the role involves understanding the needs of the front-of-house staff and implementing this on the
technical side. They may process changes, maintain existing trading systems and investigate other
systems that could be of benefit to the organisation. As a result due diligence is also a major part of
the job. If the business side wants something implemented, the business analyst will investigate the
risks and pitfalls involved.

Risk Analyst
The risk analyst position is perhaps closest to the stereotypical role of asset management employees as
number crunchers. A risk analyst will look at the organisation’s trades, what is happening in the market
and ascertain the associated risk and exposure. This involves crunching a lot of numbers to see whether
or not investments might work. Deal risk analysts will evaluate risk levels and price them into a deal
structure; in essence, ensuring the fund doesn’t pay over the odds for a deal that may encounter some
problems. Risk analysts, normally employed in portfolio analysis, will normally focus on one industry
or sector, such as real estate.

Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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Systems Developer
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The role of systems developer varies greatly depending on the department they are employed
in. Systems developers in one department may be responsible for the maintenance of one system
specifically assigned to them. They ensure the system is running smoothly, fix any errors and look for
any updates or developments. In another department, such as architecture and innovations groups
that most big firms have, they may analyse a variety of new systems and technologies to find anything
they think could aid the business. They will then carry out a “proof of concept” project, comparing the
new systems and technologies with existing ones.

Business analyst, risk analyst and systems developer pros and cons
Pros

Cons

Really get to understand the components of
the business and how they interact

Not as well paid as some front-office and research
positions

Opportunity to move around within back-office
and operational positions

Steep learning curve getting to know how all
different departments interact

More relaxed than front-of-house positions,
with shorter hours

Prioritising a variety of simultaneous tasks can be
tough

Client interaction

Can prove difficult (but not impossible) to move to
front-of-office business positions

Constantly dealing with new issues
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Chapter 10
In this chapter, we take a look at some “typical” days in the life of the investment management
professionals with whom we spoke.

INVESTMENT ANALYST AT BAILLIE GIFFORD
Name of Employee: Lauran Halpin
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Name of Employer: Baillie Gifford
Location (city): Edinburgh
Title: Global Healthcare Analyst
Department/Division: Global Research Team
Number of years at firm: Four years
Number of years in current role: Fourteen months
Degree (s): Bachelor’s of Science in Biology, Master’s of Science in Ecological Economics

Q&A
What is your role?
I am currently working as the global healthcare analyst on our Global Research team. I am tasked
with carrying out research on healthcare companies on a global basis, drawing conclusions from this
research, and presenting my recommendations to the firm’s other analysts and investment managers.
This research can either be about existing healthcare holdings or new potential buy ideas. I am also
tasked with keeping up to date on important healthcare-related news flow (such as the passing of
Obama Care) and medical and scientific advances and changes.

What is the best thing about your job?
I love learning about how things work, so getting to investigate a wide variety of companies in a
number of different sectors has been very interesting and fulfilling. Picking apart company reports or
delving into competitive dynamics suits my details-oriented brain and having the recommendations
I make based on my research taken seriously by other investors (even the most senior) is incredibly
rewarding.

What is the most challenging thing about your job?
Given that I do not have a background in finance, for the first several months I struggled up a rather
steep learning curve in dealing with things like financial statement analysis as well as investment
industry jargon and lingo. This gets easier with time and, although I learn new things almost every
day, I am now feeling much more comfortable and capable.

What are the typical education requirements?
Baillie Gifford requires that you have a degree in order to join the graduate investment program
but is not prescriptive as to the discipline. Our investors come from a wide variety of backgrounds,
which I think is definitely a positive as it allows for well rounded, well informed debates and decision
making.
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How relevant is your education for the role?
My scientific background has helped me hone my analytical and research skills, both of which are
really important for investment analysis. The biology knowledge has also come in very handy since
becoming the global healthcare analyst as I already understand concepts involved with biotechnology,
disease therapy, drug discovery, etc.
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Any advice for graduates looking at a career in investment management?
Don’t worry if you don’t have a degree in finance or economics or any of that. If you are intelligent,
inquisitive, analytical, and enthusiastic then the buy-side can provide a wonderful career—no matter
what your degree was in. Understanding company financial statements can be taught to someone—
curiosity about the world we’re in and a good work ethic cannot.

What is your favourite perk?
My favourite perk has to be the importance Baillie Gifford places on work/life balance. I love feeling
genuinely able to leave work at a reasonable hour to enjoy my evenings and weekends and pursue my
hobbies. Being able to walk to work and not waste lots of time commuting is a very close second!

A day in my life at Baillie Gifford
6:30 a.m.: Wake up.
7:00 a.m.: Get ready and leave for the office about 8 a.m. I don’t have to worry about
subways or trains as I walk to work – usually arriving at about 8:20 a.m.
8:30 a.m.: Get a smoothie or some porridge from our little canteen, check my emails, and
then get settled in for a day’s work. My first task of the day is to check up on major news flow
in the healthcare world. I tend to get my company specific news from Reuters Knowledge and
Bloomberg and my industry news from the blogsphere or industry publications.
9:30 a.m.: News checked, I then generally get stuck into the current research I am
working on. My research tends to be split into two main types: major trends impacting the
healthcare industry and company-specific research reports. This research could involve
background reading on a company, working through the financial reports, speaking to the
company management or investor relations, or speaking to individuals directly involved
in the industry about the company and its competitors. Another important source of
information are my colleagues at BG who have a myriad of experience and knowledge on
a wide variety of subjects and companies.
12:30 p.m.: I tend to eat my lunch about now. I usually eat at my desk and get on
with some reading or I may pop out to take care of any errands that need to be done.
Sometimes on a Friday a bunch of us will go out for lunch, which is fun.
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2:00 p.m.: Most of my afternoon is spent working on company-specific research reports
and formulating recommendations which I will then present to relevant members of the
firm for debate. Sometimes I will have a meeting or call with company management or with
an industry expert. These typically last around an hour or so.
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6:00 p.m.: Most nights I manage to finish up about 5:30pm and then I’ll generally hit the
gym before heading home for some supper and relaxing with my husband and dogs

Project manager at Fidelity International
Name of Employee: Sunil Kamath
Name of Employer: Fidelity International
Location (city): London
Title: Project Manager
Department/Division: Investment Management Projects
Number of years at firm: 4
Number of years in current role: 21 months
Degree (s): BBA (Hons) Business Administration with a Year in Industry; University of Kent

Q&A
What is your role?
After 2 years on the Business Operations graduate programme, I had to think about where I would
like to be permanently placed. I decided that the Investment side of the business was where I really
wanted to be, and just under 2 years ago, I started in the Initiatives Team supporting the Investment
Management Group.
When rolling off of the graduate programme, I joined my current team as an assistant manager, and
have recently been promoted to manager. My current role is quite broad and essentially involves
working on any kind of investment related projects ranging from product launches or restructures to
process improvements.

What is the best thing about your job?
The best thing about my role is definitely the variety. Each project is completely different to the
previous one and it provides a great opportunity to learn a huge amount on a daily basis. The nature
of the role also means that I interact with a diverse group of individuals on a regular basis ranging from
operational team members to senior management and portfolio managers.

Visit Vault at www.vault.com for insider company profiles, expert advice,
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What is the most challenging thing about your job?
Having to try and get your head around some complex investment related topics can initially be
daunting. However, as the nature of my role allows me to develop relationships across a broad range
of teams, I always have the opportunity to engage with subject matter experts from these teams who
are always willing to lend a hand. The friendly nature of the work environment is invaluable.
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What are the typical education requirements?
The prerequisite generally is a 2.1 degree or above. Fidelity also encourages you to complete some
foundation level qualifications soon after you join. I’ve completed the IAQ and IMC, both of which have
provided me with a solid grounding to the industry.

How relevant is your education for the role?
The broad nature of my degree certainly provided me with a solid foundation to the world of business
and allowed me to develop my analytical, time management and communication skills. On the other
hand, the finance modules I undertook gave me the opportunity to learn about investment concepts
which I apply in practice on a regular basis as part of my role.

Any advice for graduates looking at a career in investment operations?
Obviously an interest in financial topics is crucial. Additionally, I’d say you need to be able to
demonstrate a number of skills. You need to have an eagerness to learn, the ability to forge strong
relationships, as well the capability to prioritise work in order to achieve some tight deadlines. Above
all however, you need to be a self starter and highly enthusiastic.

What is your favourite perk?
The subsidised canteen at two of our offices is certainly a good perk. The quality of food for the prices
certainly represents excellent value for money!

Analyst, BlackRock
Name of Employee: Charlotte Solomon
Name of Employer: BlackRock
Location (city): London
Title: Analyst
Department/Division: Portfolio Management
Number of years at firm: 1.5 years
Number of years in current role: 1 month
Degree (s): Politics with Economics Bsc (hons)

Q&A
What is your role?
I am in the multi-asset portfolio management group. Within the department we manage a range of
cross-asset products and solutions for clients ranging from retail investors to large pension funds. I
have recently rotated teams but my first role involved working as an analyst on a team which manages
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large pension funds and insurance companies’ assets. My role varied from analysing individual asset
classes and performance of the clients’ portfolios to helping prepare for pitches to new clients.

What is the best thing about your job?
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The best part of my job is the variety. I get exposure to many aspects of the business and this ensures
that I am always able to learn something new. Additionally, as I work in the multi-asset department, I
can build up knowledge of all the different types of investments and strategies. This has also meant
that I have the opportunity to meet, and work with, a number of senior colleagues and experienced
investors.

What is the most challenging thing about your job?
The business can be complex and given the sheer variety of instruments that we invest in, there are
a number of technical issues that need to be understood. It can take a while to piece together the
different parts of a portfolio and their interaction with each other. However, the portfolio managers are
keen to explain the mechanics, which makes the role very interesting.

What are the typical education requirements?
In the portfolio management group, the analysts have graduated in a number of subjects. However,
the minimum requirement is a 2:1 level degree. Completion of the IMC was mandatory and many
analysts are strongly encouraged to take the CFA course.

How relevant is your education for the role?
Although not highly technical, my degree developed my analytical skills which are extremely relevant
in my role. An understanding of economics is also useful but your knowledge is developed hugely on
the job so analytical and communication skills are of the most important.

Any advice for graduates looking at a career in investment management?
Gain as much relevant experience as possible! Experience in the financial industry and, if possible,
investment management is invaluable in helping to establish which area of the industry you are most
interested in.
Keep up with industry trends by reading the financial press and publications. An excellent knowledge
of the industry is essential. Also, try to make contacts within Investment Management as they will
provide the best insight and may know of any job opportunities.

What is your favourite perk?
BlackRock is extremely friendly and there is a high level of interaction between different departments
and areas of the company. I have been to a number of social events which are fun and also help
in developing a strong network of contacts. The New York training at the beginning of the Analyst
program is great for interaction with senior members of the company and building up contacts globally
within the analyst class.

Visit Vault at www.vault.com for insider company profiles, expert advice,
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A day in my life at BlackRock - International Retail (Sales)
8.15: Arrive at the office.
Every morning I review the market open and any relevant news. In sales it is important
to keep track of market movements and the impact that developments may have on
strategies recommended to clients.
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I also review the agenda for the day; client meetings, conference calls, internal
meetings and key clients that I want to contact throughout the day (to follow up on prior
conversations, discuss business and explore any potential new opportunities).
Once all the prep work is done, it’s time to get started!
9.30: Every Monday morning we meet as a team to discuss last week’s activity and set a
plan and strategy for the upcoming week. Typically we share agendas, success stories,
any issues outstanding, progress on strategic initiatives and draft a list of action points to
complete throughout the week.
10.30: By this time we are good to go. I tend to prefer client meetings in the morning as it
allows me to have the afternoon to follow up and catch up on incoming queries. I typically
meet with clients for 1-2hrs and cover a range on topics; from updates on their current
positions with us to discussions around markets and specific opportunities.
12.30: Time to head back to the office, quick lunch and catch up on email traffic.
13.30: Work through incoming queries, prioritizing and moving these towards
resolution / completion. I will also review trades and analyze trends for the day.
14.30: Time to call clients! The next two hours will be spent calling clients, following up
on discussions, catching up on business and discussing new opportunities. It is important
to remain vocal and close to clients, nurturing and building relationships. An integral part
of building relationships is through regular contact & personal communication.
16.30: Catch up on inbound queries throughout the afternoon and work through emails
to follow up on conversations / opportunities.
18.45: Prepare for the next day.
19.00: Leave the office in time to catch up with friends, grab a bite or play some sport.
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associate, M&G Investment Management Ltd
Name of Employee: Oriane Auzanneau
Name of Employer: M&G Investment Management Ltd
Location (city): London
Title: Deal team, Associate
Department/Division: Alternative Credit
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Number of years at firm: Three years
Number of years in current role: 18 months
Degree (s): Master’s in Management and Master of Science in Finance

Q&A
What is your role?
I am currently working as part of the transaction team for M&G’s UK Companies Financing Fund,
which lends money on a bilateral basis to UK mid-sized companies. I am involved in all aspects of
debt execution from origination to credit analysis and to deal structuring.

What is the best thing about your job?
As a naturally curious person I love having the opportunity to investigate a great variety of
businesses and understand how companies which ultimately have an impact on our day-today lives work. Meeting a company’s senior management offers a unique opportunity to get a
special insight into the challenges an industry might be facing, which allows for an improved
understanding of individual companies and broader sectors.
What is the most challenging thing about your job?
Part of my job involves reading through, and negotiating the content of, quite voluminous legal
documents. As I do not have a law background, it is relatively challenging to work out the legal
jargon and make sure we achieve the desired structure for the deal. However as we always
work with lawyers on these matters, and with the benefit of the experience of my colleagues, the
learning curve has been steep.
What are the typical education requirements?
We have people all over the business from diverse background. However what ever your
academic back ground you will need a genuine passion for the industry and a
• Minimum 2:1 degree or equivalent
• Minimum of 340 UCAS points or equivalent
• Grade A in GCSE Maths and English
How relevant is your education for the role?
My education background in finance has clearly helped, however this is not a requirement, and
learning on the job is very important. The theory and basics for many aspects of the analytical
work, for example financial statement analysis can be taught, but the benefit of working with
experienced professionals to learn the ropes is invaluable.
Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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Any advice for graduates looking at a career in investment operations?
Even if you think you already know what job you want to do in the industry, be prepared to
discover many more interesting and challenging roles which may broaden your job opportunities
horizon. We are very lucky to work in an environment where very diverse functions and typical
workdays co-exist, which also means virtually any background is seen as a positive contribution
to the team.
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What is your favourite perk?
I like that the work-life balance allows for personal time even during the week, so I often enjoy
going out for dinner with friends after work. Equally, working in the City and still being able to
enjoy a nice walk home along the Thames after work is another favourite!

A day in my life at M&G Investment Management Ltd
7.00: Wake up
7.30: Get ready and leave for the office about 8.30
9.00: After a 20min tube journey, I arrive at work around 9.00am and start with a review
of the news – in particular those concerning companies/sectors where we have invested
in.
10.00: Most of my day is then dedicated to working on current deals, which depending on
the deal flow and the stage of potential transactions may involve very different tasks such
as undertaking credit analysis, meeting a company’s senior management or reviewing a
proposed legal structure and negotiating documentation.
12.30: I usually stop around this time to get some lunch, either from outside or from the
canteen. I tend to eat at my desk whilst going through the daily news or carrying on the
tasks started in the morning.
13.30: Most of my afternoon is spent working on the current deal flow, which might
involve starting to look at a new name for a potential new deal, or continuing with the
workflow relative to ongoing deals.
18.30: Most evenings I manage to finish around 6.30 which leaves plenty of time to enjoy
out of the office. I often go for an early dinner with friends before going home to relax.
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Information systems graduate, M&G investment
Management Ltd
Name of Employee: Andrei Mihu
Name of Employer: M&G Investment Management Ltd
Location (city): London
Title: Information Systems Graduate

© Copyright 2011 Vault.com, Inc. Photocopying is illegal and expressly forbidden

Department/Division: Information Systems
Number of years at firm: 10 months
Number of years in current role: 10 months
Degree (s): BSc Computer Science

Q&A
What is your role?
My current role as part of the Graduate Scheme is with the Application Support team. This means I
am one of the analysts responsible for maintaining software and systems in good working order and
up to the standards required by the business users.

How did you first decide to enter your industry?
My first experience with the industry was through a summer internship before my final year of
university. It was invaluable in showing me how my skills at the time measured up to the requirements
and what it means to live with this type of role day to day.

What are the typical education requirements?
A strong technical background is recommended. A good Computer Science or Engineering degree is
most useful due to typical curriculum, but with enough dedication and effort many backgrounds can
be suitable. There are also many training opportunities.

How relevant is your education for the role?
My education background in finance has clearly helped, however this is not a requirement, and
learning on the job is very important. The theory and basics for many aspects of the analytical work,
for example financial statement analysis can be taught, but the benefit of working with experienced
professionals to learn the ropes is invaluable.

What skills and/or experience are important for success?
Good knowledge of programming in general and specific languages based on role, systems analysis
and design patterns, software lifecycle models and testing approaches. In more general terms, strong
problem solving and time management are essential.

What is the typical career path in your industry?
After starting in a graduate position and gaining a few years of experience in one or more roles,
the typical next step is a more senior role of an experienced analyst or developer, followed perhaps
by management, senior technical architect or analyst roles, depending on preference, skills and
opportunity. That said, there is no set formula for success.
Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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What is your favourite part of your job?
The wide variety of issues I have the opportunity to deal with and the number of technologies I am
gaining experience with.

What is your least favourite part of your job?
Sometimes the influx of tasks and issues leaves little time to reflect and learn lessons from completed
projects. There is always more to do and fast approaching deadlines.
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How relevant is your education to what you are doing today?
My background gave me a firm grounding in technical disciplines like programming and systems
design, both of which are very useful. Current technologies I work with include Java, SQL and Oracle
DB, all of which I have had the opportunity to use at university.

Can you offer any advice to graduates seeking a career in your profession?
I would recommend an internship to anyone that has the opportunity. It’s a great way to experience
the role while under somewhat less pressure than in a permanent position.

What is your favourite perk?
Corporate discounts!

A day in my life at M&G Investment Management Ltd
8.00: A typical day starts with arriving at the office at 8:00 a.m. and checking emails, the
status of various systems, making sure overnight processing has completed smoothly and
browsing exception queues looking for outstanding issues.
9.00: Depending on the day and issues found, this time tends to be occupied with
resolving urgent system issues.
10.00: The next few hours are dedicated to project work or meetings as required. Based
on my role in various projects this means anything from pure development work to testing
to deploying new software to servers. Given the nature of the Application Support role, any
incoming issues with live systems or urgent business user requests usually take priority.
Time management is critical here, as is the ability to quickly and efficiently switch focus
between various work streams.
13.00: Around this time I take a lunch hour, either with my team or my fellow grads. We
eat at the on site canteen or to one of the many City venues within walking distance.
14.00: Early afternoon hours are spent in more meetings, if any, or with further project
work.
16.00: and later: If the day starts at 8:00 a.m. then 4 o’clock is officially the end of work
hours. If my workload requires it I will stay on to complete various tasks. I may also stay
on to complete out-of-hours systems maintenance or software deployments.
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Glossary
Glossary of Terms
Active investor: Uses available information and forecasting techniques to seek a better performance
than a portfolio that is simply diversified broadly.
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Asset: Economic resources owned by a firm that are likely to produce future economic benefits and
are measurable with a reasonable degree of certainty. Examples include cash, accounts receivable
and inventory.
Balance sheet: States the firm’s assets and how they are financed. Includes sections on assets,
liabilities and shareholder’s equity.
Buy-side: The asset management firms that represent individuals and institutional investors.
Capital expenditures: Expenditures to acquire long-term assets.
CFA exam: A three-part exam that tests your knowledge in financial accounting, statistics, investment
analysis, economic, ethics, etc. The exam is offered in June (and December for Level I) and is taken
over the course of three years.
Close-end investment funds: A closed-end fund is an investment company that is publicly traded. It
raises a fixed amount of capital through an initial public offering. The fund is then structured, listed
and traded like a stock on a stock exchange.
Cost of capital: Opportunity cost of funds invested in a business; the rate of return that rational
owners require an asset to earn before they will devote that asset to a particular purpose. Analysts
often measure the cost of capital by taking a weighted average of a firm’s debt and various equity
securities.
Depreciation: The reduction in the book or market value of an asset. It is also the portion of an
investment that can be deducted from taxable income. For example, a piece of equipment’s value
is depreciated each year as its useful life declines.
Ding: Not getting the job. The call you get after the interview that says, “Thank you, but …”
Dividend: Payment by a company to its stockholders.
Exchange traded fund: A portfolio that can be bought on the stock exchange and costs much less than
a traditional investment management firm.
Fixed income: The opposite of equity. Fixed income investors invest in the bonds (or debt) of a
government or corporation.
Growth stock: Characterised as industry leaders that investors believe will continue to prosper and
exceed expectations. These companies have above average revenue and earnings growth and their
stocks trade at high price-to-earnings and price-to-book ratios. Technology and telecommunications
companies such as Microsoft and Cisco are good examples of traditional growth stocks.
Hedge fund: These funds are managed by aggressive investment managers, using strategies such as
leverage, long, short and derivative positions in both domestic and international markets. The goal is
to generate high returns, regardless of how long they hold on to a stock.
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Income statement: Describes the company’s operating performance over a period of time.
Initial public offering (IPO): A company’s first public issue of common stock.
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Liability: Economic obligations of a firm arising from benefits received in the past that are required
to be met with a reasonable degree of certainty and within a reasonably well-defined period of time.
Examples include accounts payable and salaries payable.
Market capitalisation: A company’s value assigned by the stock market. It is the product of the current
stock price and the shares outstanding in the market. Investment products are often classified by the
level of market capitalisation that they invest in (ie large-capitalisation funds typically only buy stocks
with greater than $1.5 billion in market capitalisation).
Mutual/retail fund: A retail fund comprised of stocks is sold to investors through banks and brokerages,
and is registered with regulators.
Mutual fund “supermarkets”: Made popular by Charles Schwab. It is a common distribution source
that offers hundreds of different mutual fund products to individual investors.
Passive investor: Relies on diversification to match the performance of some stock market index.
Because a passive portfolio strategy involves matching some stock market index, this strategy is
commonly referred to as indexing.
Present value: Discounted value of future cash flows.
Private Equity: Investment companies that conduct buyouts of public companies to take them
private. The plan is to delist them, reorganise, and bring them public again after they have been
reorganised.
Request for proposal (RFP): Statement issued by institutions (i.e., pension funds or corporate retirement
plans) when they are looking to hire a new investment manager. Typically details the style of money
management required and the types of credentials needed.
Sell-side: The functions of an investment bank, which includes investment bankers, traders and
research analysts. These sell-side professionals issue, recommend, trade and “sell” securities to the
investors on the “buy-side”.
Shareholder’s equity: The difference between a firm’s net assets and its liabilities.
Specialty firms: Firms that focus on one type of investment management style, product or client
type.
Statement of cash flows: Summarises the cash movement of a company over a period of time.
Value stock: Characterised as relatively well-established, high-dividend-paying companies with low
price-to-earnings and price-to-book ratios. Essentially, they are “diamonds in the rough” that typically
have undervalued assets and earnings potential.
Venture capital: Private firms that throw money behind startup firms and small businesses that promise
strong growth potential. These firms also provide technical expertise and managerial experience.
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Valuing a Company
In this section, the book will take a look at the most common ways of assigning a market value to a
company, also called valuation techniques.
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Ratio Analysis
Equity analysts commonly use financial ratios as a way to value the stock of a company. Specifically,
they use ratios to analyse a company’s past and present performance and predict future financial
results. Generally, ratios are evaluated as a time series over the last few years, as a comparison against
other industry competitors or as a comparison against benchmarks. Ratios are derived from line items
on a company’s financial statements (balance sheet, income statement and statement of cash flows).
Below are some common valuation measures used in evaluating companies in multiple industries.

Price Multiples:
Price-to-Earnings

Current stock price / Earnings per share

Price-to-Book

Current stock price / [Assets – liabilities]

Price-to-Sales

Current stock price / Sales revenue

Price-to-Cash flow

Current stock price / Operating cash flow

Profitability Ratios:
Return on sales

Net Income / Sales

Gross margins

[Sales - Cost of Goods Sold] / Sales

Return on assets (ROA)

Net Income / Average of the last two years’ assets

Return on equity (ROE)

Net income / Average of the last two years’ total
shareholders’ equity
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Balance Sheet Ratios:
Asset turnover

Sales / Average of the last two years’ assets

Accounts receivable (AR) turnover

Sales / Average of the last two years’ AR

Inventory turnover

Cost of goods sold/Average of the last two years’
inventory

Accounts payable turnover

This year’s inventory purchases / Average of the
last two years’ accounts payable

Solvency Ratios:
Debt to capital

Total debt / Total capital (total debt + preferred
stock + equity)

Debt to equity

Total debt / Total shareholders’ equity

Discounted Cash Flow (DCF) Analysis
The DCF analysis has many variations, but it is simply a valuation exercise of projecting the cash flows
of the company into the future (typically five to seven years) and then discounting them to the present
value using the company’s WACC. This type of analysis is commonly taught in business schools and
academic texts, but is not broadly used in industry. Many proponents argue that predicting terminal
cash flow value and an appropriate discount rate are highly subjective and exposed to vast error.
However, the concepts of a DCF analysis are often used in some form to evaluate investments. The
following is a simplified approach to doing a discounted free cash flow analysis. Keep in mind this is a
general outline and does not include many of the more detailed nuances of the analysis.

Step 1:
Calculate free cash flow for five to seven years in the future. Analysis is based on the financial projections
made on the pro forma (predicted) balance sheet and income statement.
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Calculating free cash flow
Net income
+ Depreciation and amortisation expenses
+ Year-over-year changes in deferred taxes
- Year-over year change in net working capital (current assets – current liabilities)
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= Cash flow from operations

- Capital expenditures
= Free cash flow

Step 2:
Determine the terminal value of free cash flows of the company when projections become too distant
in the future to predict. In essence, you are assigning a constant growth rate for the company beyond
the years that you can reasonable predict (typically five to seven years).
Terminal Value = last year of projected free cash flows * (1+growth rate)
[The growth rate is usually based on the rate of inflation].

Step 3:
Discount each year’s projected cash flow and the terminal value to the present time using the company’s
WACC (the weighted average of the company’s cost of debt and the cost of equity).
Example of discounting five years of free cash flows
Year 1 Projected free cash flow / (1 + WACC)
+ Year 2 Projected free cash flow / (1 + WACC)^2
+ Year 3 Projected free cash flow / (1 + WACC)^3
+ Year 4 Projected free cash flow / (1 + WACC)^4
+ Year 5 Projected free cash flow / (1 + WACC)^5
+ Terminal value / (1+WACC)^5
= Total present discounted cash flow value

Visit Vault at www.vault.com for insider company profiles, expert advice,
career message boards, expert resume reviews, the Vault Job Board and more.
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Step 4:
The discounted cash flow value is often referred to as the intrinsic value of the company. Analysts
compare this intrinsic value to the stock market value of the company to determine whether the stock
is over- or undervalued.
If, Intrinsic Value > Stock Market Value, then the stock is undervalued (buy)
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If, Intrinsic Value < Stock Market Value, then the stock is overvalued (sell)
(For greater detail on valuation including more formulas, sample questions and examples of the DCF
analysis, see the Vault Guide to the Finance Interviews, the Vault Guide to Advanced and Quantitative
Finance Interviews and the Vault Finance Interview Workbook.)
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Baillie Gifford
Who we are: Baillie Gifford is one of the leading
privately owned investment management firms
in the UK and currently has over £74 billion
under management or advice.

Key Facts

Why Baillie Gifford?: The firm has a unique
partnership structure, being wholly owned and
managed by its 36 working partners, three
quarters of whom joined as trainees. This
gives us several important advantages over our
competitors, both culturally and commercially.

Number of vacancies: Investment – 8,
Operations – 3, Information Technology - 5

We are active managers: Our basic aim is
to achieve high returns for our clients and
to beat their benchmarks. We have a highly
analytical, research driven approach and build
our portfolios from the bottom up.

Degree sought: Any for Investment
Management and Operations programmes. A
related IT degree for the Information Technology
programme

Opportunities: Training programmes in
Investment Management, Operations and
Information Technology.
What we are looking for: High achieving
candidates who are looking for an opportunity to
start their career in the investment management
industry.

Salary: Highly competitive
Benefits/Perks: Bonus, pension and
employment related insurance.

Number of Employees: 670
Locations: Edinburgh
Internship: Yes, when July and August

Apply: CV and covering letter
Application Deadlines: Investment – 30
November 2011, Operations and Information
Technology – 31 December 2011, Investment
Summer Internship – 29 February 2012

Contact Details
Address (HQ): Calton Square, 1 Greenside
Row, Edinburgh EH1 3AN
Phone: 0131 275 2000
Website: www.bailliegifford.com
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Job No 156906

BALDERDASH,

gobbledygook.
We’re not one of those investment management firms that will bombard
you with financial jargon. Quite the opposite in fact, we’ll keep it simple
because we want to attract the best graduates from any degree background.
What we’d really like to talk about is development. We were one of the
first investment management firms awarded the national 'Investors in
People' standard. This speaks volumes about the quality of our graduate
training programme. Do you understand what we’re saying?

To ﬁnd out more and to apply
please visit bailliegifford.com

Media Vault

Insertion Date 00/09/10

0131 561 2900
workcomms.com

Blackrock
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European Edition
Technology and BRS Portfolio Analytics Group.
Who we are: is a premier provider of global
Sponsored by:
12-month Placement in Systems Technology
investment management, risk management,
and advisory services. As of 30 June 2009,
What we are looking for: We value your
the firm manages US$1.37 trillion (£831
individuality and know how important it is for you
billion) across equity, fixed income, real
to find a career that reflects your interests and
estate, liquidity, and alternative strategies.
goals. If you are a passionate team player with
Clients include corporate, public, and union
strong analytical and communication skills, this
pension plans, insurance companies, mutual
could be the opportunity for you.
funds, endowments, foundations, charities,
corporations, official institutions, and
individuals worldwide.
Through BlackRock Solutions®, the firm
offers risk management and advisory
services that combine capital markets
expertise with proprietarily-developed
systems and technology. BlackRock
Solutions provides risk management and
enterprise investment services for US$7
trillion (£4.24 trillion) in assets.
Why BlackRock: At BlackRock we aim to
attract and retain a talented workforce that
reflects the diverse communities that we
operate. Our success is built on employing
the sharpest minds and BlackRock
emphasises entry-level hiring and is
committed to building from within. Everything
that we do supports our passion to be better
prepared to deliver consistent performance
and unbiased advice. You’ll work with a
state-of-the-art, single, integrated platform
that allows us to share up-to-the-minute
information, leverage resources and work
collaboratively on behalf of our clients.
Opportunities: Full Time Analyst and
Summer Internships within the Account
Management Group, Portfolio Management
Group, Private Equity, BlackRock Solutions

KEY FACTS
Salary: Highly Competitive
Benefits: In addition to your Core Benefits
which include Pension, Medical Cover, 25 Days
Holiday Entitlement, you will also have access
to a flexible benefits package.
Number of vacancies: Dependant on location
Number of Employees: Over 5000 worldwide
Locations: 19 countries, maintaining a major
presence in North America, Europe, AsiaPacific, and the Middle East.
Internship: Yes. 10 weeks starting in June
Degree sought: Minimum 2:1 or equivalent in
any degree discipline
Apply: blackrock.com and click on “Careers”
Application Deadlines: Full Time – 26
November 2009, Summer – 29 January 2010

CONTACT DETAILS
Address: 33 King William Street, 10th Floor,
London EC4R 9AS
Phone: 020 7743 3000
Website: blackrock.com
Email: ukcampuscareers@blackrock.com
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Fidelity
Who we are: Fidelity International is a leading

learning, we can offer you a wide-ranging, stimulating

global Investment Management company,

and challenging career. We can also give you exposure

managing assets and resources worth over

and visibility across the business – and, in some cases,

*US$255.9 billion on behalf of clients including

across Europe and other parts of the world.
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corporations, governments, charities, advisors,
financial institutions and individuals around the

What we are looking for: You will need a genuine

globe. We have a reputation as one of the world’s

interest in investment, a forward thinking attitude and

most successful long-term investment managers.

an ability to look at things from a different angle. With a

Our thorough research of potential investments and

commitment to acting with integrity, you’ll always keep

our attention to detail set us apart, as we look at

our customers’ best interests in mind.

companies’ balance sheets and future plans, talk
to the management and assess their competitors,

We look for ambitious graduates with a strong

market-place and customers. This thorough

academic record, including a 2:1 honours degree or

approach means we make considered judgements

above/equivalent.

about which organisations to invest in to grow our
clients’ money
Why Fidelity International: Join us and you’ll
discover that our business reflects the qualities
of our people –entrepreneurial, forward-thinking,
intellectually curious and self-reliant. You’ll enjoy

KEY FACTS
Salary: Highly competitive in line with major investment
companies.
Benefits/Perks: Sign-on and annual performancerelated bonuses, non-contributory pension scheme,

early responsibility and the freedom to develop

private health, life and medical insurance and

your skills through a combination of hands-on

discounted investment products.

work and structured training. This will give you a

Number of vacancies: Graduate: 20

thorough understanding of your chosen business
area, as well as plenty of opportunities to develop a
rewarding and successful career.

Summer internships: 10
Internship: Graduate: 20
Locations: We have graduate vacancies in the UK,
Europe and Asia. Our UK vacancies are in London,

Opportunities: We offer a range of rewarding

Kent and Surrey.

career opportunities that will recognise and develop

Apply: www.fidelityrecruitment.com/vault

your abilities and set you on your way to become
one of our future leaders.

Language skills required: European language
skills are desirable for all our business areas. For
roles in Asia, relevant local language skills will be an

We have a variety of graduate programmes

advantage.

opportunities in the UK, Europe and Asia, covering
Investment, European Sales & Marketing, Business
Management and Human Resources. Whichever

CONTACT DETAILS

area you decide on, you’ll be given excellent

Website: www.fidelityrecruitment.com/vault

on-the-job training and all the responsibility and
guidance you need to make your career a success.
There’s a real feeling of excitement here and
we’ve taken care to create a warm, collaborative
environment. If you have talent and a hunger for

Address: 25 Cannon Street, London, United Kingdom
EC4M 5TA
Phone: +44 (0)20 7283 9911
*This figure reflects the assets of FIL Limited. Source:
FIL Limited, as of 30/06/11. Data is unaudited.
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M&G INVESTMENTS
Who we are: With approximately £203bn*
under management and a record of
investment excellence stretching back over
more than 80 years, M&G, the UK and
European investment arm of the Prudential
group, is one of the UK’s leading and most
respected fund management groups.
Why M&G Investments: M&G offers a broad
range of funds and invests in a wide range of
assets. These include UK and international
equities and bonds, property, and other
nontraditional assets. We have one of the
largest Fixed Income teams in the City and
probably in Europe, with successful initiatives
in project finance and securitised vehicles.
We are also the largest active investor in the
UK stock market.
M&G is constantly expanding its international
distribution capacity and we have a growing
presence across Europe including Germany,
Holland, Italy, Austria, Spain, Luxembourg,
France and Switzerland. There are also
strong links with Prudential’s other asset
managers across the globe, including those
in Asia and the US.
Opportunities: From September 2011,
we will be accepting applications for
opportunities on our Investment, Commercial
Management, Audit, Compliance and IT
schemes.
What we are looking for: These are
rotational schemes, which will require you
to demonstrate energy, originality and
conviction. A cool head under pressure is
essential, as is the confidence to make or
stand by a decision and influence others

effectively. We are looking for a strong
team ethic and self-starters with a desire to
make a positive impact on our business.
*as at 30 June 2011.
M&G is an equal opportunities employer and
welcomes applications from all candidates
regardless of sex, race, age, disability, religion
or belief.

KEY FACTS
Salary: Competitive
Benefits/Perks: Bonus (discretionary), joining
bonus, life assurance, pension scheme (with
company contribution), private healthcare,
season ticket loan, 25 days holiday, staff
discounts on M&G and Prudential plc products
Number of vacancies (UK): 20
Number of Employees: over 1,000
Locations: Graduates will be based in our City
of London office
Internships: Yes
Degree sought: all degree disciplines
Apply: www.mandg.co.uk
Application deadline: Scheme dependent,
please refer to website

CONTACT DETAILS
Address: M&G Limited, Laurence Pountney
Hill, London, EC4R 0HH
Website: www.mandg.co.uk
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