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Executive Summary 

Corporate investor relations officers (IROs) and corporate access professionals at investment 
banks often seek potential new investors based on the assumption that high current exposure to an 
industry predisposes an investor to make a subsequent investment in the same industry. However, 
our research shows nearly the opposite – the amount of exposure a fund has in an industry is 
negatively correlated with subsequent investment in that industry provided a fund has at least 
some exposure to the industry.  

We attribute our findings to the fact that most actively managed funds are both diversified across 
industry and selective (hold a relatively small number of securities). For a fund manager to 
purchase a stock in an industry already represented in the fund, he or she would need to sell the 
fund’s current exposure to maintain industry diversification and the count of fund holdings. 

A misunderstanding of how portfolio managers construct their funds can result in a 
substantial misallocation of time preparing for and participating in meetings that don’t result 
in the investor purchasing the security.  

Many professionals in the corporate access realm encourage engagement between C-suite 
executives and non-owning fund managers that have high exposure to a security’s industry. Their 
broadly shared assumption is that a fund manager with high exposure to an industry likes the 
industry, is familiar with it, and can be convinced to make another investment in it. Corporate 
executives, meanwhile, may believe their company compares favorably to a fund’s current holding 
in their industry and that a face-to-face meeting can convince the fund manager to switch horses. 
Regardless of the reason, adherents to this approach are likely to experience disappointing results. 
Their performance would likely improve significantly if they would simply change their focus to fund 
managers who have low but some exposure to a security’s industry. 

Appendix: Industry Exposure and Subsequent Industry Initiation 

The table below shows the frequency of initiation by funds in an industry based on funds’ prior year 
exposure to that industry. For comparison purposes, the values shown are relative to the rate of 
initiation for ‘All’ groups combined. For example, for the advertising/marketing services industry, 
funds with 1st quartile industry exposure initiated in the industry at 2.8x the rate for all funds, while 
funds with 4th quartile industry exposure initiated in the industry at 0.5x the rate for all funds. It 
follows that funds with 1st quartile exposure to the advertising/marketing services industry initiated 
at 5.6 times the rate of funds with 4th quartile exposure (2.8/.5). 
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Due the large number of industries included in our study (below), we used conditional formatting to 
highlight results – green for relatively high initiation frequency (greater than two times “All”), red for 
relatively low initiation frequency (less than .75 times “All”), and clear for neutral. 

Details by Industry 

 

* industry classifications provided by Factset. © 2024 Factset Research Systems, Inc. 
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Details by Industry (cont.) 

 

* industry classifications provided by Factset. © 2024 Factset Research Systems, Inc. 
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Details by Industry (cont.) 

 

* industry classifications provided by Factset. © 2024 Factset Research Systems, Inc. 


