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AUTHOR KEY POINTS
Katrina Sherrerd, PhD, CFA * At Research Affiliates, our winning formula focuses on mission,

culture, and team.

* We believe a corporate culture that supports the development of its
employees will in turn contribute to the long-term success of clients,
partners, and the firm itself.

* We believe a firm'’s culture is essential to fostering high-functioning
teams and raising firm and team levels of collective intelligence.

* We build our culture around the aspirational values of responsibility,
curiosity, authenticity, and collaboration rather than the potentially
destructive anti-values of blaming, committing to being right, with-
holding information, and lacking trust in others.

www.researchaffiliates.com/esg

6 Additional readings and contact info are at the end of this article.
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ABSTRACT

Our recent CEO transition has provided an opportunity for us to reflect
on what makes Research Affiliates successful. The winning formula for
Research Affiliates is a team of skilled and competent people, each of
whom embodies the values of our culture, working together in a curious
and collaborative approach to achieve our firm mission. We believe that
when our team is aligned by an inspirational mission and thrives in an
inclusive culture, which deliberately strives to improve the firm's level

of collective intelligence, we are well positioned to achieve win-win-win
outcomes—that is, a win for our end investors, a win for our distribution
partners, and a win for ourselves.
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e recently announced a governance change—I| was

named CEO when Rob Arnott chose to embrace

the role of non-executive chair. In anticipation of
the inevitability of such a leadership transition, Rob, |, and the
other partners in the firm set out more than 10 years ago to be
more intentional about building a culture at Research Affiliates
that would support great outcomes for decades to come for
our clients, partners, and employees, regardless of the specific
individual holding the title of CEO. Naturally, we've received
questions in the wake of the announcement: What is different at
Research Affiliates? What is the same? Does Research Affiliates
still have a winning formula? These questions piqued my curiosi-
ty too, but because | knew what we had achieved after a lot of
hard work, | felt pretty comfortable | knew the answer.

On the surface, Rob Arnott, our chair and past CEO, and | are very
different. If you've met us or quickly glanced at the About Us page on
our website, this is quite obvious. | have red hair; he doesn't. He has a
beard; | don't. | have a PhD; he doesn't (but he is a much more prolific
and respected author than most PhDs). He's a well-known quantitative
investment manager, | am not. My expertise

is in management and leadership, which

Rob will readily tell you he enjoys less than Our Mission

research and managing portfolios. And the

list goes on.... Clearly, we differ on many Research Affiliates is committed to
dimensions. being the preeminent source of insights
We also have many similarities, which may and products that transform the global
not be evident in the way we describe our- investment community fOI’ the beneﬁt
selves in the About Us section. We share, for Of investors.

example, a deep love of learning and the role

of evidence in evaluating alternatives, and

we thrive in an entrepreneurial environment,

where we have the opportunity to build a business in our own mod-

el. We respect the process of collaboration and the value of diverse
opinions—yes, even when the opinions are contrary to our preconcep-
tions (and biases)—in large part because we appreciate the benefits of
cognitive diversity.
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Most important, we are both committed to what we view as the
winning formula of firm management, and that is a commitment to

our mission, our culture, and our people. Each element of our winning
formula is essential to achieving what we call win-win-win outcomes: a
win for our end investors, a win for our distribution partners, and a win
for ourselves. We believe that attaining a triple-win requires a team of
skilled and competent people, each of whom embodies the values of
our culture, working together in a curious and collaborative approach to
achieve our firm mission.

The Elements Of a The first element of Research Affili-

Wi . F 1 ates’ winning formula is mission. A
Inning rormula firm’s mission defines its purpose for

being, which we believe should be

both meaningful and authentic—one

that provides a clear, credible defini-
tion of what the firm does. Just as importantly, a firm’'s mission should
be inspirational—a purpose that unites its employees in pursuing a
shared forward-looking vision, corporate strategy, and portfolio of tac-
tical decisions. In fact, we believe the mission should be so inspiration-
al and all-embracing that it resonates across all workforce generations.

The second element of our winning formula is culture. We are devoted
to creating a sustainable culture that lives and breathes our core values
and focuses on helping our employees grow and develop, which we
believe in turn creates a virtuous cycle that benefits our clients, partners,
and firm.

This brings us to the third and last component of our winning formula:
team. Hiring people who sign on to the mission and developing all of
our employees are crucial activities in building a

team of people with strong skills and cognitive di- “Feedback is 3 gift and it

versity. But, skills and cognitive diversity alone are d "t h be right t
not enough to reap the potential benefits of team oesn ave to be rg 0

decision making. For a team to improve its odds of be valuable.”
making optimal decisions, the firm culture must
allow dissent and candor to thrive within the team
(Sherrerd, Treussard, and Wu, 2018).

—John West, Head of Client Strategies

Bringing these three elements together, we believe that when our team
is aligned by an inspirational mission and thrives in an inclusive cul-
ture, which deliberately strives to improve the firm’s level of collective
intelligence, we are well positioned to achieve win-win-win outcomes.
Accordingly, we are intentional in creating an inclusive environment
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where people are comfortable offering dissenting opinions, because
our colleagues understand they are contributing even if they may prove
to be wrong! As Nemeth (1986, p.23) has shown, minority dissenting
views—even if wrong—add value because they “stimulate divergent
attention and thought....They contribute to the detection of novel solu-
tions and decisions that, on balance, are qualitatively better.” Essential-
ly, any approach that offsets unconscious biases, so they are less of a
barrier to optimal group thinking, can improve outcomes. Therefore, we
deliberately seek to adopt collaborative decision-making processes to
help uncover our blind spots and biases and to ensure we make timely
decisions that reinforce our mission and our commitment to clients
and partners.

The influence of firm culture is far
Our Culture and
Values deeper and impactful than most

realize. Culture enables people to

succeed and to grow both profes-

sionally and personally. We can

take this idea a step further. Beyond
supporting the development of individuals, a firm's culture is essential
to fostering high-functioning teams and raising firm and team levels of
collective intelligence.

The essence of a culture can often be found in a firm’s core values. Our
culture focuses on a set of employee-centric values that fosters inclu-
sion, trust, and respect. These values include responsibility, curiosity,
authenticity, and collaboration. To illustrate how our values strengthen
the firm and influence the decisions we make, let's explore both the as-
pirational objective of each value and its opposite, or anti-value, before
| explain how our values in combination guide us in accomplishing our
strategic goals and objectives.

When we take responsibility, we own the outcomes of our actions—

both good and bad. We believe each of us is 100% responsible, no

more and no less, for our contribution to an

outcome. Take, for example, a typo in this article.

While it might be tempting to deflect blame from “Listen to lea rn, not listen
me, the CEO, to the copyeditor for not picking up only to respond_"

my mistake, that behavior is not consistent with
our values. Rather, | need to take responsibility
for my role in the error as does the copyeditor
AND everyone else who read the drafts and did
not catch the error. Note, it is just as bad for me to “hero” the team
and take more than 100% responsibility (i.e., taking both my and their
responsibility). Rising above blame and finger-pointing allows us to

—Chris Brightman, CIO
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devote our attention and energy to the lessons learned and new per-
spectives gained.

When we are genuinely curious, we embrace independent views and
are eager to understand our colleagues’ viewpoints. We welcome feed-
back—both positive and negative—as insight into how we can improve,
and we deliberately seek to “listen to learn, not listen only to respond.”

Authenticity means we speak candidly, reveal our intentions, and share
our ideas with others. When we avoid withholds and freely contribute
our thoughts and experiences, everyone benefits, and ideally we avoid
falling into the trap of “groupthink.” In fact, providing candid feedback
to others is an essential part of our leadership development process,
which is made easier by the belief that “feedback is a gift, and it doesn't
have to be right to be valuable.”

Finally, when we offer the very best of ourselves in being responsi-
ble, in being curious, and in being authentic, the results arising from
collaboration and teamwork are magnified, often leading to new
learning experiences. These experiences foster individual growth as
well as benefit the firm by way of better decisions, more innovative
ideas, and improved performance.

" SOURCE
Value Positive Forces on Culture .
Research Affiliates, LLC.

Responsibility ~ Owning our actions allows us to focus our energies on learning and growing.
Curiosity Welcoming diverse views allows us to learn through candid feedback and dissent.

Revealing our intentions and speaking candidly contributes to better decisions, trusting

Authentici . .
uthenticity relationships, and mutual respect.

Collaboration Partnering with others yields learning experiences and different perspectives.

Conjuring the mirror image of each value (i.e., the anti-value), and
importantly taking steps to minimize or avoid their influencing our
interactions, also helps preserve a winning culture by clarifying both
desirable and undesirable behaviors. For example, the anti-value of
responsibility encompasses blaming ourselves and others, making
excuses, justifying shortcomings, and declining to take initiative; each
behavior runs counter to taking responsibility. The primary anti-value of
curiosity is a commitment to being right. When we seek approval and
ignore constructive feedback, we are reinforcing our confirmation bias
and inadvertently strengthening our blind spots.

The anti-value of authenticity encompasses the behaviors of withhold-
ing thoughts and feelings, seeking to manipulate, and avoiding vulner-
ability. Each can pull us away from the positive value of authenticity.
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Withholding often turns into toxic gossip when we avoid direct conver-
sation and bypass by venting to others. Lastly, the anti-value of collab-
oration expresses itself when people are mired in a compete-to-win
zero-sum world, do not trust their team members, seek full credit for
successes, or believe their contributions are not needed or appreciated

by others.
Putting Our Our set of core values naturally
Aspirations lends itself to creating an inclusive

environment. Each of our values—
into Practice curiosity, responsibility, authenticity,

and collaboration—primes us to

welcome dissenting ideas and
inspires each of us to contribute to the team, believing that our collec-
tive intelligence is higher than the intelligence of any single individual.
Yet, achieving the desired benefits of embracing our values is not
automatic. Our culture and values are aspirational, and they require
regular practice by all and vigorous commitment from the leadership
team. Like the old adage “actions speak louder than words,” our actions
must drive and emphasize our values and culture.

SOURCE
Anti-Value Destructive Forces on Culture Research Affiliates. LLC. Shane
Responsibility Blaming Living with blame prevents us from taking Shepherd, Head of Research,
responsibility or initiative, including: was instrumental in identifying
. Blaming others (and ourselves) for what is wrong and defining our anti-values.

e Making excuses for shortcomings

e  Not allowing others to hold us accountable

e  Seeing issues outside our direct responsibility as
"other people’s problems”

Curiosity Committing to being right Committing to being right leaves little room for
creativity and healthy interpersonal relationships, as
evidenced by:

e Meeting contrary opinions with judgment and
defensiveness

e Associating with those who hold similar views
and/or confirm our prior beliefs

e Avoiding those with diverse experiences and
alternative opinions

Authenticity Withholding Not sharing information is a means of manipulation to
achieve personal agendas, as evidenced by:
e  Withholding our true thoughts (usually due to
fear or a desire to control an outcome)
e Avoiding difficult conversations and/or saying
what we believe others want to hear

Collaboration Lacking trust Not cooperating leads to a compete-to-win zero-sum

world environment, in which we don't trust others to

make valuable contributions or to play their part in a

team effort by:

e  Seeing others as uninformed or less qualified

e Seeing our contributions as more valuable than
others’

e Seeking to take full credit for successes and
failing to show appreciation to others for their
contributions
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For starters, our collaborative, team-oriented approach is not always easy
to manage and at times can be perceived as awkward for the group. It
takes time to solicit and process dissenting feedback, and it can be very
uncomfortable letting go of prior opinions in the midst of group decision
making—particularly when the conversation is diverging from our comfort
zone or our preferred outcome (which happens, by definition, when cogni-
tive diversity is present and respected). When opposing views are encour-
aged, it is very important to guard against “analysis paralysis.” The key is in
trusting the team and the process, which is easier to do when you have the
“right” people, culture, and a strong foundation built on evidence that this
way is a better way to make decisions.

Our commitment to the value of collaboration goes beyond a desire to cre-
ate a pleasant environment; we genuinely believe collaboration is critical to
making better decisions. Achieving a highly collaborative decision-making
process involves taking proactive steps to involve the entire team in the
discussion rather than allowing a few powerful and/or verbose participants
to dominate. Enforcing team “equality of contribution”—just like managing
dissent within team decision making—is not always comfortable or easy.
Once a decision is made, we all commit to support the decision, believing
in the power of the process.

In fact, the very process of true collaboration often leads to a solution that
is adverse to the initial preferences of the decision makers. Consequently,
the decision may “feel” like a bad or sub-optimal result. Precisely because
of these doubt-triggering moments, we emphasize the value of collabora-
tion and of trust in our team and the process. Merely following the leader
can be much easier, less stressful, and less time consuming. But for critical
decisions with far-reaching consequences, we are willing to accept the
short-term discomfort and relinquish the pursuit of speed for the long-
term prospect of the superior outcomes which accompany high collective-
intelligence approaches.

Second, we recognize that people are different, and not everyone is
willing to commit to living our values. For example, some people are so
committed to being right that they have no curiosity about other points of
view and/or believe they will make the best decisions on their own with-
out consideration of others’ views. Other people are addicted to blam-
ing someone else for whatever goes wrong, rather than owning his/her

1 We recognize that the word “right” is ambiguous and can have a negative interpretation; in this case, we
mean people who enthusiastically embrace the Research Affiliates mission and culture.
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actions and their consequences.? And yet another group of people prefers
to “win at all costs.” We feel it is not helpful to view our colleagues as ad-
versaries over whom we must prevail. An individual who does not seek to
help his/her colleagues achieve their own goals and aspirations is a poor
fit in a win-win-win culture. Our goal is to “win” by growing the pie, both
internally and externally for our end investors,

rather than seeking to take away another’s slice

of pie for our singular “gain.”

As a result, part of our commitment to culture fit . .
: . . A commitment to being
involves a rigorous process of screening for cul-

ture “fits,” in addition to highly skilled and com- I’Ight leaves little room for
petent professionals, during the hiring process. creat|V|ty and healthy
We believe it is much easier to maintain a healthy  interpersonal relationships.”

culture (and keep our best employees) when we

hire people who are comfortable with our values. ~ —Shane Shepherd, Head of Research

One way we assess culture fit is our practice of

requiring all candidates to interview with our Cul-

ture Committee—a diverse group of employees

from all levels of the company who are trained in

behavioral descriptive interview technique. Culture Committee interviews
are designed to solicit information on how well candidates align with Re-
search Affiliates’ four values, as well as to learn whether they exhibit strong
tendencies toward any of the anti-value behaviors. Whereas the display
of anti-values in the interview process does not disqualify a candidate, it
certainly raises a red flag that the hiring manager is expected to assess in
advance of an offer.

Finally, our values are aspirational. That means none of us has mastered
the ideal behaviors, nor do we think we ever will. Human nature is powerful,
and often our first reaction to candid constructive feedback or disagree-
ment is more representative of our anti-values than of our values. Regard-
less of our best intentions, drama happens. People disagree or withhold
information or make incorrect assumptions about their colleague’s intent.
In the moment, it may not be easy to resolve the issue at hand.

2 While all the anti-values detract from a healthy culture, blame has attracted attention as a negative force
in our industry. Using a cross-sectional approach coupled with qualitative analysis, Hsu et al. (2015) found
that a culture of blame in investment organizations is strongly correlated with various undesirable firm
attributes that predict poor stakeholder outcomes, including subpar long-term operating performance, low
employee engagement, and poor client experience.
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To deal with this eventuality, we have created a tool to guide us in construc-
tively moving forward: We ask ourselves the following questions, which are
designed to help us reflect on our motivations and shift our mindset back
toward our aspirational values. (I must admit, it is not always easy to shift
back to the desired mindset, but time and respect for my colleagues helps
a lot in these situations.)

Value Questions We Ask Ourselves

Responsibility What did I do to help cause this outcome? What could I have done differently? SOURCE

Curiosity How can the opposite of my story be true? How is my colleague's view better than mine? Research Affiliates, LLC.

Authenticity Is anything (for example, fear) blocking me from being fully candid or revealing?

Collaboration How can I help create a winning outcome for my colleague? Do I appreciate others enough?

Our goal is to practice a culture in which our people are willing to express
their views and dissenting opinions, knowing that the firm values all
opinions (whether embraced or not by the group) and is tolerant of mis-
takes as long as learning occurs. In short, we value learning over being
right—and appreciate that learning is a never-ending process!

The Evidence Given our professional preference for
research and analytics, some may ask

whether our organizational emphasis on

mission, culture, and people is indeed a

winning formula. After all, a prevalent

mindset in the investment industry is
characterized as a zero-sum, or win-lose, perspective. Those who sub-
scribe to this type of thinking assert that having any mission or purpose
aside from boosting profits does not make rational sense for a business.
Accordingly, focusing on any other entity, such as employees, clients, or
society at large, comes at the expense of the firm's bottom line and profits.
This sentiment is well captured by a recent headline in the Los Angeles
Times—"Let's Stop Pretending that Corporations Have Any ‘Values' Beyond
Making Money” (Lazarus, 2018)—and flows from the work of economists,
such as Nobel Laureate Milton Friedman, who said the only purpose of a
business is to make a profit.>

As a business entity, we both agree and disagree with this approach to
managing a firm. We do care about profits, but we believe success is more
nuanced than profit and growth rates—particularly in the short run. Just as
most people do not rank income as their top personal goal, the same can
be said for a business. We derive satisfaction from “making a difference,”

3 “Milton Friedman, A Giant Among Economists.” The Economist. November 23, 2006. Archived from the
original on February 17, 2008. Retrieved February 20, 2008.
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from helping others achieve their goals, and from “doing well by doing
good." If we are innovative, if we are thought leaders in the asset manage-
ment arena, if we develop strategies that add value, and if we maintain a
culture that supports our employees, the firm wins in the long run, and so
do our clients, partners, and employees.

Does our view seem overly idealistic? Perhaps, but it is increasingly sup-
ported by research showing a positive relationship between an organiza-
tion's culture and long-run firm value. Measuring job satisfaction using
Fortune magazine's “100 Best Companies to Work For in America” and con-
trolling for other effects, Edmans (2011) found that firms whose employees
have high levels of job satisfaction also tend to deliver high long-term stock
returns. The companies listed in the “100 Best Companies” list beat their
peers by 2.4% to 3.7% a year over the 26-year span ending 2009.

Annualized Excess Return of Sample Companies in “100 Best Companies to
Work For in America,” 1984—2009
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Guiso, Sapienza, and Zingales (2015) also found a link between quality of
corporate culture—as measured by employees’ perception of manage-
ment's integrity—and firms' financial performance outcomes, including
higher productivity, profitability, and better industrial relations. Their sam-
ple comprised over 650 for-profit companies drawn from the Great Place
to Work Institute in the period 2007-2011.

More recently, Graham, et al. (2018) found that cultural values and norms
are positively correlated with firm value, innovation, and ethical outcomes.
Based on a survey- and interview-based analysis of approximately 1,350
US firms, their findings not only support the theory that culture is set by
leadership,* but also confirm that a majority, or 69%, of executives in the

4 Graham et al. (2016) find that among potential leaders, the current CEO (55%), owners (32%), founder
(30%), and past CEOs (18%) are identified as responsible for shaping the current culture.

www.researchaffiliates.com/esg n Research Affiliates



The Winning Formula: Mission + Culture + Team

January 2019

sample agree or strongly agree to the survey's statement: “Leadership
needs to invest more time in the culture.” The authors conclude that corpo-
rate culture does matter—a lot. We couldn’t agree more.

CONCLUSION

So, to answer the question posed at the beginning of this article—Will

Research Affiliates continue to have a winning formula?—the answer

is “Yes!" The next 15 years are likely to be very different from the past

15 years for Research Affiliates as well as for our partners and clients.

We would be hard pressed to envision an environment, particularly one

characterized by possibly significant industry change, which would not

allow us to benefit from our commitment to mission, culture, and team.

The team we have assembled, and the culture we have cultivated,

position us well to continue to be thought leaders and innovators in the

pursuit of our mission, while at the same time creating the win-win-win

outcomes we desire for our clients, our partners, and our employees.

A Note of Appreciation

Our winning formula has benefitted tremendously from the contributions and hard
work of many people—both within the firm and outside the firm. In particular, | ap-
preciate Jim Dethmer and Kaley Klemp for their leadership and guidance—often in
the form of constructive criticism—in the cultivation of our firm culture and values.
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The material contained in this docu-
ment is for general information purpos-
es only. It is not intended as an offer or
a solicitation for the purchase and/or sale of any security, derivative, com-
modity, or financial instrument, nor is it advice or a recommendation to
enter into any transaction. Research results relate only to a hypothetical
model of past performance (i.e., a simulation) and not to actual results or
historical data of any asset management product. Hypothetical investor ac-
counts depicted are not representative of actual client accounts. No allow-
ance has been made for trading costs or management fees, which would
reduce investment performance. Actual results may differ. Simulated data
may have under-or-over compensated for the impact, if any, of certain mar-
ket factors. Simulated returns may not reflect the impact that material eco-
nomic and market factors might have had on the advisor's decision-making
if the adviser were actually managing clients' money. Simulated data is
subject to the fact that it is designed with the benefit of hindsight. Sim-
ulated returns carry the risk that the performance depicted is not due to
successful predictive modeling. Simulated returns cannot predict how an
investment strategy will perform in the future. Simulated returns should
not be considered indicative of the skill of the advisor. Investors may ex-
perience loss. Index returns represent back-tested performance based on
rules used in the creation of the index, are not a guarantee of future perfor-
mance, and are not indicative of any specific investment. Indexes are not
managed investment products and cannot be invested in directly. This ma-
terial is based on information that is considered to be reliable, but Research
Affiliates™ and its related entities (collectively “Research Affiliates”) make
this information available on an “as is” basis without a duty to update, make
warranties, express or implied, regarding the accuracy of the information
contained herein. Research Affiliates is not responsible for any errors or
omissions or for results obtained from the use of this information. Nothing
contained in this material is intended to constitute legal, tax, securities, fi-
nancial or investment advice, nor an opinion regarding the appropriateness
of any investment. The information contained in this material should not be
acted upon without obtaining advice from a licensed professional. Research
Affiliates, LLC, is an investment adviser registered under the Investment
Advisors Act of 1940 with the U.S. Securities and Exchange Commission

Disclosure

(SEC). Our registration as an investment adviser does not imply a certain
level of skill or training.

Investors should be aware of the risks associated with data sources and
quantitative processes used to create the content contained herein or the
investment management process. Errors may exist in data acquired from
third party vendors, the construction or coding of indices or model portfo-
lios, and the construction of the spreadsheets, results or information pro-
vided. Research Affiliates takes reasonable steps to eliminate or mitigate
errors, and to identify data and process errors so as to minimize the poten-
tial impact of such errors, however Research Affiliates cannot guarantee
that such errors will not occur. Use of this material is conditioned upon, and
evidence of, the user's full release of Research Affiliates from any liability
or responsibility for any damages that may result from any errors herein.

The trademarks Fundamental Index™, RAFI™, Research Affiliates Equity™,
RAE™, and the Research Affiliates™ trademark and corporate name and
all related logos are the exclusive intellectual property of Research Affili-
ates, LLC and in some cases are registered trademarks in the U.S. and oth-
er countries. Various features of the Fundamental Index™ methodology,
including an accounting data-based non-capitalization data processing
system and method for creating and weighting an index of securities, are
protected by various patents, and patent-pending intellectual property of
Research Affiliates, LLC. (See all applicable US Patents, Patent Publications,
Patent Pending intellectual property and protected trademarks located at
http://www. researchaffiliates.com/Pages/legal.aspx, which are fully in-
corporated herein.) Any use of these trademarks, logos, patented or patent
pending methodologies without the prior written permission of Research
Affiliates, LLC, is expressly prohibited. Research Affiliates, LLC, reserves the
right to take any and all necessary action to preserve all of its rights, title,
and interest in and to these marks, patents or pending patents.

The views and opinions expressed are those of the author and not neces-
sarily those of Research Affiliates, LLC. The opinions are subject to change

without notice.
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