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INTRODUCTION

EXECUTIVE SUMMARY APRIL 2016
Use of digital, rise of customer-centricity and shift in end
customer base combine to radically alter the fund management
industry. Address by thinking and working in ways more
consistent with digital products and services, employing lean
innovation and focusing on investment outcomes.
UPDATE MAY 2017
Digital products and firms continue to grow and innovate, the
tussle between incumbents and disruptors remain key, brand
recognition remains a challenge for disruptors. Automation
has received much coverage as a theme, moving firmly into
mainstream discourse. But is finance lagging behind other
industries?

R EC A P

Below I recap the details of the three megatrend intersections that I see driving the fund
management industry. On the following pages I update on key milestone events within each
theme.

THE THREE KEY INTERSECTIONS

DI GI TAL VS CU STOMER CE N T R IC IT Y

What does it mean?
The fact that billions of savers will hold a device in their hand through which they can
almost instantly learn, evaluate, consume and review investment products will facilitate
the inevitable move to customer-centricity in the pensions and asset management space.
Consumers are becoming increasingly used to the digital experience of
companies such as Amazon, Facebook and Google and are likely to soon expect
the same level of customer experience from their financial services provider.
So it is this intersection that creates the possibility of the “Amazon of Pensions”.
It is customer centricity that is key to what fintech firms are bringing to the industry according
to PwC’s report into the Fintech sector2.

DIGITAL

CUSTOMER
CENTRICITY

LEAN STARTUP METHODOLOGYVS INVESTMENT OUTCOMES

What does it mean?
LEAN
STARTUP

INVESTMENTS
OUTCOMES

The asset management industry has - in general - set itself up to provide products,
not outcomes.
These have traded heavily on brand name and recognition (a handful of
“blockbuster” funds attract a disproportionate amount of inflows) while
the outcomes have not been clearly communicated (or even defined).
That this model is changing, and must change, is not in dispute. However, what the
business model and value chain looks like in this new world, and the firms that will deliver
it is far from clear. At the same time, “lean startup” methodology from the tech world has
shown how speculative growth projects can be undertaken with significantly less capital
than was previously the case.

AUTOMATION VS INDUSTRIALISATION OF FINANCE

What does it mean?
Let’s face it, the finance industry has lagged the digitisation we’ve seen over the last
decade, or at least adoption has been extremely varied across firms and even functions
within firms. There have been some digital success stories in finance - think of adoption and
innovation within digital news outlets such as Bloomberg and Reuters - arguably the very
first Fintechs, and the speed of innovation in high frequency data transmission and trading.
However there has been stagnation in many areas of data storage, transfer and processing,
particularly those that relate to the “nuts and bolts” of core day-to-day business information in
many firms.

AUTOMATION

INDUSTRIALIZATION
OF FINANCE
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TWELVE MONTHS ON

A year flies by. It’s been twelve months since I first put together No Ordinary Collision: The Forces that will Shape
the Asset Management Industry, a thought piece bringing together many pieces of work and research on mega
trends, and which identified particular intersections between emerging trends that could be meaningful for the asset
management industry.
The aim wasn’t to try and make concrete predictions, or envisage a particular world. But rather to identify and observe
trends and themes that might be important - many of which have already been widely covered and researched - and
envisage how these might interact to influence the world of finance.
A year can fly by but at the same time it’s fascinating to see how much these trends have developed and thinking
has moved on.
At the end of last year’s piece I concluded with a checklist of 6 key takeaways for those of us in the industry to best
position for the changes on their way. A year later I asked myself the question whether these need updating, but I
remain happy that these are still broadly the most relevant themes to focus on.

1.RECOGNISE THE
IMPORTANCE OF PEOPLE
Making the most of the opportunities and competitive
advantages
described
above requires not just
technology and insight but
the right people to do it.
This is not just about technical knowledge
and having big, innovative ideas – it’s
about being able to apply those skills in a
way that brings value to your organisation,
and that brings your organisation with you
on the journey.
In order to do this firms will - as discussed
above need to focus
increasingly on how to motivate a skilled,
mobile and global workforce through
purpose and employee experience.

4. EMBRACE THE MATRIX
To deliver effectively in
the face of the converging
forces described above organisations will need to be
able to deploy resources
cross-functionally,
often
for short, focused projects with multiple
stakeholders at different organisational
levels. Being able to operate comfortably
in a matrix organisation with multiple
reporting lines along different diagonals
could be key to making things happen.
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2. BUILD A DIGITAL
CULTURE
Easy to say, trickier to do.
A good place to start is
tackling the compliance
and data issues associated
with adoption and use of
contemporary productivity enhancing apps
(such as Trello, Evernote or Goodreader).
Allowing and encouraging people to use
these products will encourage a more
digital mindset and give a flavour of the
gains from enhanced workflow, usability
and interface that are possible. Lessons
learnt addressing the adoption challenges
are likely to be valuable later on.

5. FAIL FAST(BUT LEARN)
With things changing so
rapidly, no-one is going to
be right the whole time,
or even most of the time.
Testing new ideas, letting
them fail quickly, and learning for the
next iteration is likely to be so much more
productive than endless deliberation and
refinement of an idea.

3. GET THE BASICS RIGHT
Groundbreaking digital innovation is going to grate if your
people spend their time
plugging numbers from pdfs
into excel spreadsheets. Automating and
digitising core business processes might
not be sexy or win new business overnight,
but it will spread the digital culture and
create the core stability required to
innovate around the edges.

6. ASK BETTER QUESTIONS
In such a rapidly changing
world very few people
will have all the answers
upfront. There’s unlikely
to be a single correct
way for every company.
A good place to start may be to fully
frame and contextualise the problem by
articulating the exact question that you are
trying to answer.

DIGITAL

D IGI TAL V S C US T O MER CENTRI CI TY
2 0 1 6 -2 0 1 7

DATE
April 2017

KEY DEVELOPMENTS

CUSTOMER
CENTRICITY

AUTHOR

CFA Thought piece: future of investment industry
https://cfainstitute.org/learning/future/Pages/future_investment_profession.aspx
The CFA wrote a substantial thought piece that takes a number of what they see as converging megatrends and
follows them through to illustrate a number of possible worlds. One of which (“fintech disruption”) maps closely
to my theme of digital/customer centricity. The institute’s conclusions are mainly around the traits and skills that
will be prized in the investment profession in this new world - tying in with my conclusions around the importance
of people, and particularly those with a digital mindset. By did the institute go far enough? Could the predictions
have been bolder and the conclusions stronger?

August 2016

McKinsey: How Wealth Managers can transform for the digital age
http://www.mckinsey.com/business-functions/digital-mckinsey/our-insights/how-wealth-managers-can-transformfor-the-digital-age
McKinsey noted that wealth managers “seem on the cusp of a digital transformation”, but noted that pure-digital
players’ market share has so far been limited. They noted that increasingly, wealth customers are “omnichannel”
- searching online for products an comparing firms, even if in-person contact via and advisor remains important
for around half of consumers. Mobile and remote interaction are on the increase, and not just among millenials
- older savers are becoming more comfortable with these interaction channels. The mobile channel accounts
for around 35% of online interactions, and is the fastest growing with the greatest potential for differntiation.
McKinsey noted that customer experiences in other areas are raising expectations for finance. In one of ten
takeaways McKinsey noted that digital is about a developing a culture, not just about technologies. This ties in
with my conclusion that developing a digital mindset is key.

February
2017 &
September
2016

Moneyfarm partners with uber, Allianz invests strategic stake
http://uk.businessinsider.com/uber-partners-with-moneyfarm-to-help-uk-drivers-save-their-money-2017-2
Moneyfarm, one of the main robo-advisor businesses in the UK announced a partnership with Uber, to make
savings products available to its drivers. At the same time a strong equity market saw their customers reap good
returns, and Allianz announced the purchase of a stake in moneyfarm, with the aim of selling active funds through
the platform. Example of digital disruptors evolving and looking for different busines models other than selling low
cost investing direct to consumers?
http://uk.businessinsider.com/allianz-takes-stake-in-robo-advisor-moneyfarm-as-part-of-fintech-strategy-2016-9
Moneyfarm reported 80,000 customers across the UK and Italy and a 16% monthly growth in customers, having
lanched in the UK at the start of 2016, having been founded in Italy by Paolo Galvani in 2011. 60% of the firm’s
accounts are opened on mobile.

February
2017

Hargreaves Landsdown launches new app, published “mobile investing report”.
The Report confirmed that 3 in 5 new accounts opened on mobile are by customers ages 19-35, compared to just
one in five on desktops. Mobiles predominatly used for trading shares rather than funds (75% shares) vs 55/45
on desktop. Particular events such as Brexit saw a 400% increase in mobile logins vs a normal week - people
increasingly using mobile to manage their savings and investments.
https://www.ftadviser.com/investments/2017/02/02/hargreaves-lansdown-finds-young-want-mobile-investing/
http://www.hl.co.uk/about-us/press/press-releases/hargreaves-lansdown-mobile-investing-report

November
2016

FCA Announces Sandbox firms
https://www.fca.org.uk/news/press-releases/financial-conduct-authority-unveils-successful-sandbox-firms-second-anniversary
The regulatory sandbox is part of project innovate, kicked off in 2014 to allow innovators to navigate the
regulatory system and provide support to competition. It provides a “safe space” to test innovative products
and business models. 69 aplications were received for the sandbox program, of which 24 were selected. These
included both startups and incumbent firms.
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LEAN
STARTUP

INVESTM E N T OUT C OM E S VS LEA N S TA RTUP
FO C U S 20 1 6 - 2 0 1 7

DATE
April
2017

INVESTMENTS
OUTCOMES

KEY DEVELOPMENTS
CFA Thought piece: future of investment industry
https://cfainstitute.org/learning/future/Pages/future_investment_profession.aspx
In the CFA piece they spent a while discussing the role of Trust in the future of the investment industry. Key to this
- in their view - is the delivery of investment outcomes vs expectations (quite a mindset shift from performance
vs benchmark). This could be particularly problematic in a lower for longer returns world where expectations may
simply not be achievable. But will the industry really be able to shift mindset away from benchmarks, and try to
manage expectations more realistically?

February
2017

McKinsey: The Case for Digital ReInvention
http://www.mckinsey.com/business-functions/digital-mckinsey/our-insights/the-case-for-digital-reinvention
McKinsey plotted the level of digitisation across a range of industries, concluding that finanace is among the
least digital with a penetration level of 39%, far behind entertainment and retail at 60%+. McKinsey noted that
increased digital penetration is associated with lower profits on average, but that it also increases the differentiation between firms, with exceptional innovative and disruptive firms reaping large profits at the expense of the
laggards. It also put forward an alternative strategy to disruptor - that of fast follower with great execution, that it
believes can be almost as profitable as disruptor, but with lower risk. The execution must be top class though.

March 2017

Interactive investor - 3 fund portfolios for £10,000 income.
http://www.iii.co.uk/articles/396120/three-fund-portfolios-provide-£10000-annual-income
Interactive investor adopted a refreshing outcome-focsued viewpoint with their 2017 update on fund portfolios
that could generate a 10k annual income. They concluded that the amount needed to generate that income had
stayed roughly constant over the previous year, at around £200k-£250k depending on the risk level. At the higher
risk end they saw a 5% income as being possible, from a portfolio 75% equity. At the lower risk end, they saw
a 4% income being generated by a portfolio diversifying across equity, strategic bond, multi asset and property
funds.

April 2017

IG markets to provide smart portfolios. Advised by Blackrock
http://www.iggroup.com/press/latest-news/ig-group-champions-fee-transparency-launch-ig-smart-portfolios
IG Markets , the CFD platform with 150k global users has launched the ability for clients to invest in portfolios
designed by Blackrock, in an effort to increase transparency. The move also illustrates the changing business
model dynamic between “B2C” and “B2B” firms. IG markets also make their app available on the apple watch enabling customers to trade CFDs and smart portfolios from their watch - customer centricity taken to the next
level?

March 2017

Investment Association changes definition of U.K. Income sector
https://www.theinvestmentassociation.org/media-centre/press-releases/2017/ia-lowers-yield-hurdle-for-uk-equityincome-sector.html
In an illustration of the difficulty in meeting income targets, the investment association (IA) changed the definition
of the UK Income equity sector (a popular sector among those seeking income) to reduce the income target, as a
percentage of the index yield. Many well-known income funds had fallen out of this sector.
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AUTHOR

AUTOMATION

AUTOMATION VS INDUSTRIALISATION
OF FINANCE

DATE
March 2017

KEY DEVELOPMENTS

INDUSTRIALIZATION
OF FINANCE

AUTHOR

PWC: Will Robots steal our jobs
https://www.pwc.co.uk/economic-services/ukeo/pwcukeo-section-4-automation-march-2017-v2.pdf
The PWC report concluded that around 10m jobs, or 30% of the workforce could be at risk to automation over the
next 20 years (lower than the US and Germany at 38% and 35% respectively, but higher than Japan at 21%). The
highest potential for automation was found in sectors like transport and storage, and manufacturing.
The report noted that some new jobs will also be created, so the net effect on the economy is unclear.
Productivity would be likely to increase but the gains could be quite unevenly spread among the population,
perhaps meriting government intervention to ensure the gains are shared widely.
PWC also discuss the commonly cited “luddite fallacy” - that in past advances, technology has overall created
more jobs than it destroys. The argument whether or not that will be true this time around continues.
Quartz chimed in with an interesting perspective that jobs done by men are more likely to be at risk than women,
due to a higher level of manual labour jobs compared to those requiring social skills.
https://qz.com/943978/in-the-great-robot-job-takeover-women-are-less-likely-to-suffer-than-men-a-pricewaterhousecoopers-study-suggests/

April
2017

The Economist: Will robots displace humans as automobiles displaced horses
http://www.economist.com/news/business-and-finance/21719761-probably-not-humans-have-lot-learn-equine-experience-will-robots?fsrc=scn/tw/te/bl/ed/
The Economist cited the commonly-discussed story of the demise of the horse in early 20th century America, it’s
abilities for physical work being trumped by the steam engine, resulting in an estimated horse population of c21m
declining to c3m. Could the same happen to humans?
The Economist cited a paper by the International Federation of Robotics that suggested that based on historical
data in several countries, there is not a link between the prevalence of robots in an economy and increased
employment, but that the job losses in the US to robotics have so far been modest - in the hundreds of thousands
rather than millions, and the Economist went on to make the point that from an economic perspective there
should not be much to fear from automation: it should yield savings to firms and individuals which can then be
spent on other things, and labour should be reallocated to other tasks at which they retain an advantage. The
question is, what will those be?
The Ecomist also weighed in with economic arguments against taxing robots
http://www.economist.com/news/finance-and-economics/21717374-bill-gatess-proposal-revealing-aboutchallenge-automation-poses-why-taxing
Noting that as robots are a capital good (like blast furnaces or computers) which allow an economy to produce
more, meaning that taxing them would slow adoption and be limiting to the output of the economy. However there
is the question of broader social costs (akin to pollution from a blast furnace) that balances the argument back
toward policies that can manage these “negative externalities”.

July 2016

Calum Chace: The Economic Singularity
https://www.amazon.co.uk/Economic-Singularity-Artificial-intelligence-capitalism/dp/099321164X
Calum Chace is a futurist, with predictions around automation among the more “bullish” end of the spectrum.
He sees a world in the next couple of decades were the concept of humans working will cease to exist except a
select few. He sees the need to plan for this now with a transition of economic and political models. A key point
is that capitalism and market economies may have been the best model for a world defined by constrained
resources, but is it the best model for a future that could be defined by abundance?
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April 2017

IPPR: Robots will take 1 in 3 UK jobs
https://www.theguardian.com/technology/2017/apr/15/uk-government-urged-help-low-skilled-workers-replaced-robots?CMP=share_btn_tw
The Guardian covered a new report by the left-leaning Institute for Public Policy Research (IPPR) which said that
those most at risk from automation were concentrated in low-skill sectors of the economy and were least able to
adapt to change.
According to Guardian/IPPR: “More than 10m jobs in the UK – a third of the total – are thought to be at risk from
automation within the next two decades and the IPPR said the scale of the challenge required urgent action.
There was also evidence to suggest that the impact of automation would be geographically concentrated and so
widen the north-south divide.
The IPPR research said that in four sectors alone – retail, hospitality, transport and manufacturing – 5m jobs
were at risk, adding that a particular concern to ministers should be industries ripe for automation with a high
proportion of workers least able to adapt.”

July 2016

McKinsey: Where machines could replace humans and where they can’t (yet)
http://www.mckinsey.com/business-functions/digital-mckinsey/our-insights/where-machines-could-replace-humans-and-where-they-cant-yet
McKinsey continue their task-focused analysis of automation potential, concluding that around half of tasks in
advanced economies could be automated, using currently available technology. This includes repetitive manual
labour jobs, but also data analysis which is the most interesting area of automation applicable to finance. They
highlight interpersonal influencing as a role unlikely to be automated. Could this mean a higher premium for
influencing skills in finance vs analysts?

January
2017

McKinsey: Harnessing Automation for a Future that Works
http://www.mckinsey.com/global-themes/digital-disruption/harnessing-automation-for-a-future-that-works
McKinsey are prolific authors on the topic of automation and the pieces tend to be full of the sort of granular detail
and thoughtful analysis you’d expect. This piece continues the theme of analysing work activities as opposed to
overall roles. It paints a positive picture of the possible increases in economic growth from AI and automation,
estimating these at between 0.8-1.4% GDP growth p.a. over the next 50 years. This compares to GDP increases
of 0.3% p.a. from the steam engine (1850-1910) and 0.6% p.a. from early computing (1995-2015). McKinsey
assume that humans will continue to find alternative productive roles alongside robots in order to drive the
GDP increases in decades to come. They continue to see half of today’s work activities being automated by
2055 (amounting to $15 trillion in wages), but this could vary by 20 years either way. Noting that there are still
many technical, regulatory and social factors to negotiate that will impact the pace of automation, as well as
implementation cost and the ongoing competition with manual labour which is likely to vary across countries
and sectors. The activities with most automation potential being physical activities in predictable environments
and (more relevant for finance) data processing and analysis. The analysis is detailed as always, but does this
analysis underestimate the power of exponential advancement and is the assumption on humans moving to other
occupations too heroic?

September
2016

iShares launches ETF tracking robotics and automation companies.
https://www.ishares.com/uk/institutional/en/products/284219/?siteEntryPassthrough=true&locale=en_GB&userType=institutional
Early days, but in the first 8 months to May 2017 the ETF returned over 25% compared to a c15% return for
the MSCI World index. The ETF has a large exposure to Japan, and the IT sector, when compared to the MSCI
World.
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APRIL 2016
In recent years, the pace of change around us and the amazing extent to which particular individuals and
companies have, quite literally, changed the world has fostered a huge body of written work speculating on
what the future holds.
The asset management industry is set to be
influenced by forces and trends coming from
(at least) two distinct areas. In this paper I summarise, and attempt to draw conclusions from, a body of
literature produced by PwC, EY, McKinsey and Harvard Business Review among others (see Bibliography for
full references) covering these two important areas:

•
•

The future of work and;
The future of pensions & asset management

IN SECTION ONE
I rank in my opinion the top ten trends in each of the above two areas, giving some
background on the top ones and indicating their importance to the asset management
industry
IN SECTION TWO
I focus on identifying the extent to which trends from each of these areas can intersect,
creating a particularly powerful convergent force for change and opportunity in the
industry. In particular I focus on the three most powerful trend intersections.
IN SECTION THREE section three
I outline a 6 point plan for asset managers to begin positioning themselves in a
changing world. At the end I list all the source documents that have contributed to
my thinking in these areas.

All of these trends can easily be ignored or dismissed day-to-day as perhaps too obvious or far fetched as we
focus on the daily whirlwind of current clients, volatile markets and investment performance. However when
taken together and viewed over even a medium-term timeframe (5 years) I believe they amount to a powerful
convergence of overlapping effects in our industry. They can either turn into a game-changing tailwind for
those able to adapt or a potentially fatal headwind for those who allow themselves to get left behind, or simply
continue doing only what makes them successful today. A survey by PwC2 suggests that as much as 20%
of financial services market share is open to fintechs over a time period as short as 4 years. PWC find that
asset management is the third most likely area to suffer disruption, following consumer banking and payment
processing. These trends should not be ignored in the short term.

Dan Mikulskis
Please note - all views expressed herein are the author’s personal views only.

9

THE FUTURE OF WORK
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1A. THE FUTURE OF WORK

T OP T HE M E S I N THE F U TU RE OF WORK
0

1. AUTOMATION

2. DIGITAL

3. LABORATORY / STARTUP

4. EMPLOYEE EXPERIENCE

5. PURPOSE

6. PERSONAL DATA

7. ASKING BETTER QUESTIONS

8. SOCIAL CONSCIENCE

9. DECENTRALIZED &
FREELANCER ECONOMY

Sources:
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Importance to Asset Management Industry
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1A. THE FUTURE OF WORK

1. A U T O M AT I ON
McKinsey estimates that 45% of the activities in the current US economy are automatable with
currently-available technology 1
PWC’s Future of Work report2 envisages three future worlds that will affect the way we work.
The “Blue World” is based around corporations for which flexibility, efficiency and speed
are paramount. Finance in many areas has really lagged other industries. Outdated but
deeply-embedded systems have stalled progress, while culture and regulation has held the industry
back from the bolder and more innovative moves seen in other industries. This is ripe for change.
There are typically two routes automation can take (1) making existing processes and systems more efficient
or (2) opening up whole new business areas and channels. One can lead to the other.
A good example of the difference is Uber - on the one hand you might argue that Uber simply automates
the process of ordering a minicab, however the end result is clearly quite a lot more powerful than that and
represents a new business model. The obvious analogue of that in the finance world might be the development
of digital platforms to automate selecting funds, which then leads to the possibility of robo-advisors that open
up wealth-management services to a wider market.

2. D IG ITA L
We live in a Digital Age, and the amount of data we produce, as individuals and
organizations grows exponentially. This can mean new ways of doing things, from
business strategy to social interaction. The new data-driven society has the potential
to become more fair, stable and efficient. But what does the asset management
industry look like in this new world? How does the industry use digital to create or
deliver products or outcomes -and most importantly for management, who in this
industry is at the heart of the value-chain?
The acceleration in the scope, scale and economic impact of technology is changing
everything.

“The difference today is the sheer ubiquity of technology in our lives and the speed of change.”
McKinsey Global Institute.
With 80% of the global population expected to have a smartphone in their hand by 2020, from effectively none
just a decade ago (source: The Economist3), the ability to develop, productionise, test, adapt and roll out to
millions of users is clearly changing the game for innovation and continues to disrupt value chains in many
industries.
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1A. THE FUTURE OF WORK

VISIBILITY

Clearly this trend is nothing new. The term
“fintech” has become so widespread it now feels
somewhat tired and overused, and while some of
the current crop of fintech firms will succeed and
bring genuine progress, many won’t. Anticipating
future direction in this area and influences may
push the boundaries of human intuition.

PEAKOF
INFLATED
EXPECTATIONS
PLATEAU OF

PRODUCTIVITY
The PwC report Blurred Lines - How Fintech is
SLOPE OF
Shaping Financial Services 2 provides some
ENLIGHTENMENT
useful context. Survey respondents on average
thought that fintechs could capture a 20% market
TROUGH OF
TECHNOLOGY
DISILLUSIONMENT
share of general financial services business by
TRIGGER
2020 (in the relatively near future), and that asset
MATURITY
management sat third in line of areas that could
face disruption - behind the obvious areas of
consumer banking and payment processing.
There is no longer such a thing as digital strategy, just strategy in a digital world.
This might sound a little glib but is actually quite a powerful statement. Digital isn’t an add-on or a latest pet
project. For successful firms, digitisation is an integral part of the fabric of a company’s business strategy
and the way the company interfaces with its customers, supply chain and the outside world.

It’s worth also sounding a cautionary note amid all the digital expectations.
The Gartner Hype Cycle4 © shows a stylized example of how technological expectations can become
excessively inflated, and followed by disillusionment before things stabilise and take off in a steady and
productive state (presumably loosely based on learnings from the Dotcom crash).
The biggest challenges might not even lie in trying to predict or anticipate future direction, but in adapting
systems, process and organizational structure rapidly and effectively enough to execute.
There are at least five ways in which asset management can harness the power of digital2 :

1. In generating data-driven insights or inputs to an investment process
2. Increased sophistication of analytics to better understand risk
3. Application of leading technology to enable investment in new markets
4.
5.
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(eg, crowdfunding investing into loans)
Design and distribution of more tailored products or solutions
In creating new ways to interact with customers, to create both direct
(eg, online investment platforms) and indirect (eg digital content portals
for education and knowledge-share) sales opportunities.

1A. THE FUTURE OF WORK

3. THE COMPANY AS A LABORATORY - LEAN STARTUP METHODOLOGY
The “Orange World” as identified by the PwC Future of Work report2,
shows how the tech startup culture has changed the way businesses
can approach expansion and testing of new lines, while deploying
significantly lower levels of capital than is traditionally the case.
The world of finance, and particularly asset management, has been a
reasonably furtile ground for entrepreneurs with very particular skills
- namely hedge funds and boutique managers, and some advisory
firms. However when firms become larger (whether organically or
through acquisition) they have typically lost the startup culture and
traded heavily on scale and brand name.
I believe that (re)discovering the ability to foster innovation through the
lean startup methodology will be a key attribute of the successful firms in the asset management industry over
the next decade. Fast innovation, and continuous reinvention are key to success in a digital world where the
overall pace is so much faster than it has been in the past.

4. E M PL OY EE E XP E RI E NCE & PURPOS E

The relationship between the employee and employer is changing fast.

“ The mentality of leaders must shift from creating a
place where they assume people need to turn up, to
creating a place where people want to show up. Entire
teams are being created to focus on ways to create
what the CHRO of Linkedin calls, beautiful employee
experiences”
Forbes
I’ve seen a real shift in the last year or so in the way firms in finance
are taking this to heart. Alan Murray, editor of fortune magazine made
a big contribution to this debate in Novemberw 2015 with a blog which
asked the question Is Purpose More Important Than Profit?11. Another
powerful example is the KPMG video How an accountancy firm
changed the world 4
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1A. THE FUTURE OF WORK

Mark Weinberger (CEO of EY) cites here 5 a three-part implementation for a purpose led business:
1. Make sure your people can see the connection between purpose and the business
2. Get people engaged at every level of the company
3. Measure your results (hiring & retention numbers)
I continue to believe that the three most important underlying considerations for employee experience (outside
purpose) are:
•

Empowerment

•

Accountability

•

Autonomy

Among conversations with friends, peers and colleagues this stands out to me as the most consistent feedback
around what really engages them in the day-to-day role.

5. PER S O N AL DATA

We all generate a huge trail of data these days,
from social media, to a wider online footprint and
our interaction with the Internet of Things (IoT).

The use of employees’ data from an HR
perspective to better understand the workforce’s
habits is likely to be pretty powerful as employees
become accustomed to having activities recorded
via mobile devices and relevant communications
pushed out to them using notifications.
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6. DECENTRALIZED & FREELANCER ECONOMY
Advances in tech and communications, as well
as the disruption of established industries via
platform-based apps that connect freelancers
directly with end customers have already
changed the way many people and industries
operate. It’s not clear to what extent this could be
a real game-changer for finance mainly due to the
fact that privacy, IP and regulatory considerations
probably limit the use of freelancers for core
elements of the work. However there will be
areas that it can be relevant - this report for
example was designed and produced essentially
in the freelancer economy and while established
firms experiment with digital communications and
avenues this may be a helpful route.

7. THE FUTURE OF PENSIONS & ASSET MANAGEMENT
TOP THEME S I N T HE FU T U R E O F P E N S I O N S & A S S E T MA N AG E ME N T

Importance to Industry
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REGULATION

INDUSTRIALISATION OF
FINNCE
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PRODUCTS
TO WELLBEING

CUSTOMER
CENTRICITY

SIMPLICITY

INVESTMENT
OUTCOMES

Sources:
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8. I N VESTM E NT OUT C OM E S
The EY report Building a Better Retirement World 6 outlines seven key findings for the future of pensions. One
is the need to deliver more predictable outcomes to restore confidence. But before the asset management
industry can deliver a retirement outcome we need to deliver an investment outcome (such as income, growth,
stability or inflation) and this will become vital. Forward - thinking asset management CEOs have already
re-organised their business around this principle and one area this is already becoming quite obvious is the
need for «to and through» retirement income and decumulation outcomes in the UK DC market.
This brings many challenges and opportunities, particularly the following:

• Communicating expectations around investment

outcomes to individual consumers when they cannot
be delivered with certainty
• Developing IP around the assembly of existing

(diverse) investment product components into more
specific investment outcomes

9. SIM P L IC I T Y
Finance is riddled with complexity, and in some ways of course that has created the opportunity and need
for trusted advisors such as investment consultants (or IFAs/private wealth managers in the retail space).
However, with the shift to individual customer centricity (see next box) this will need to change as customers
will demand increased simplicity and vote with their feet against providers and
platforms that do not foster simplicity.
Some firms will see greater benefits in trying to maintain the veil of complexity
but the more nimble and forward-thinking will be able to carve out an important
niche as the guys who can make things simple.
In one of many overlaps in the trends identified in this report it’s clear that
increased digital adoption and usage can help the asset management industry
in this important area. From the use of digital content platforms to communicate
key features and risks clearly to private wealth managers and individuals,
to easy to access consumer reviews and ratings of financial products and
standardised data illustrations.
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10. C U S T O M E R C E N T R I C I T Y
The provision of retirement saving is moving from the paternalistic (employer & state), to the individual
(The Age of Responsibility 8).
This will result in a transformation of the power of the consumer, the associated need to better understand the
consumer’s wants, needs and preferences and to offer an improved user experience. While it is far from certain
what exactly this new world will look like, it stands to reason that building trust and communicating knowledge
clearly will be essential to succeed in the new paradigm, as well as an ability to adapt and de-couple from
old business models. Firms with less embedded legacy
business will be better placed to capitalize on this, but it will
require an agility to shift focus as the opportunity becomes
clearer.
Further, as responsibility and power shift to the individual it
is likely that investors will be more prescriptive in specifying
the impact their investments have on the wider world, be
that in social, environmental or ethical dimensions. This
will incentivise or compel asset managers to deliver a clear
sense of social impact and the message that they are a
force for good2.

11. T H E R IS E O F E M E R GI N G MA RK ETS
Emerging markets will be the home of the fastest-growing part of the Mass Affluent market of individual savers
over the course of coming decades, with the SAAME (South America, Asia, Africa and Middle East) being of
particular importance.
PWC’s report Asset Management 2020: A Brave New World 2 lays out a clear prediction for the future significance
of emerging markets. This sees the faster predicted GDP growth in these regions powering growth in the savings
of mass affluent and high net worth (HNW) individuals, as well as assets managed by pension funds.
PWC forecasts:

•

AuM in South America to rise by 12.5%p.a. to $7 trillion in 2020
(7% of global total)

•

AuM in Asia to rise by 10% p.a. to $16 trillion globally
(against AuM growth rates of 4% and 5% in the US and Europe)
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•

The pension fund assets of both South America and Asian regions are
forecast to rise at 10%p.a. to 2020 which taken together would result in
a pension fund AuM of $11 trillion, close to that of Europe. Pension fund
assets in the US and Europe are forecast to rise at 6%p.a.

•

The size of HNW assets under management in Asia is set
to outstrip those in Europe by 2020 (see charts in appendix).

Gl ob a l A u M p r o j e c t i o n by r eg i on f or 2 0 2 0
AuM in USD trn

%

6.0%

= CAGR

120
1.4%

100

1.5

16.8%

101.7

16.2

80
0.4
1.6

60

40

20

6.7

0.1
0.6

37.3

59.4
6.4
21.0

3.9
12.9

0.6
2.6

63.9
7.7
19.7

11.9%
12.5%
9.8%
4.4%

30.1

33.2

2007

2012

27.9

49.4

5.1%

19.9
0
2004
North America

Europe

Asia Pacific

Latin America

2020
Middle East and Africa
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12 . R EG U LAT I O N
Regulation within the asset management industry has increased since the financial crisis, as regulators in the US
have sought to increase the amount of data collected on the holdings of mutual funds - for example in relation
to the use of derivatives. Similarly in Europe a raft of legislation including ESMA, UCITS and AIFMD have all
placed greater demands on asset managers in terms of disclosure, product features, reporting, compliance and
risk management areas among others. This looks set to increase over coming years as laid out in reports by
both PWC2 and BCG14. The cost of regulatory compliance must be estimated and controlled where possible.
This brings the need to find efficiencies and scale elsewhere in the business if profit margins are to be maintained.
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2. KEY INTERSECTIONS

D IG ITA L V S
C U STO ME R C E N T R I C I T Y

What does it mean?
The fact that billions of savers will hold a device in their
hand through which they can almost instantly learn,
evaluate, consume and review investment products
will facilitate the inevitable move to customer-centricity in the pensions and asset management space.
Consumers are becoming increasingly used to the
digital experience of companies such as Amazon,
Facebook and Google and are likely to soon expect
the same level of customer experience from their
financial services provider. So it is this intersection that
creates the possibility of the “Amazon of Pensions”.
It is customer centricity that is key to what fintech
firms are bringing to the industry according to PwC’s
report into the Fintech sector2.

DIGITAL

CUSTOMER
CENTRICITY

However for now the existing structures and (necessary) protections and regulations mean that wholesale change is
unlikely to happen overnight, innovation is likely to iterate toward a new way of working over a number of years and
the ability/agility to track and adapt to these successive newer “versions” of the asset management industry will allow
successful firms to win a long-term share of the value they create. Indeed this is already happening in China through
the retailer Alibaba and Alipay5.

IMPORTANCE FOR THE INDUSTRY
While it’s clear this is a game-changer over the long term, it’s much less clear how this will manifest itself over
time periods up to 5 years, as much capital and assets remains tied up in old ways of doing things, and the
balance will tip slowly. I believe the key will be to stay alert to these long-term shifts without becoming attached
or invested too early or deeply into rival approaches before they are fully established.
The key roles are far from clear but focusing on maintaining agility, trust and transparency will be important, as
will time spent by executive teams really understanding how the world is shifting around them. One important
point to note around agility is the need for core stability in order to be truly agile. Once a core business is stable
in terms of its processes and systems it makes it much easier for smaller focused teams to push boundaries
around the edges.
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One way that digitisation is playing out in other industries is a move away from product provision to service
provision through a digital channel (for example a home temperature management system rather than
a thermostat). The most obvious example in finance to date is the rise of robo-advisors who now manage over
$19 billion globally as detailed in a report by Deloitte15. Service-oriented firms in finance must not miss the
opportunity to contribute in these areas where that could be valuable.
The importance of the combination of these trends is likely to vary by customer-type in the asset management
world. My own analysis16 suggests that the assets of defined-benefit pension scheme investors, which up to this
point have made up a large part of the global invested asset base, will climb slowly at a rate of 2% per year for
about the next 15-20 years, at which point they will peak and begin to decline, reaching half of their current size
by 2050. Similar analysis by PWC4 appears to broadly agree. This group will still be significant for much of this
half-century, but the importance will decrease, especially as they become increasingly defeased and focused in
their investments on more narrow areas.
Crucially, the next 5 years is likely to see DC pensions become the dominant pensions model globally and will
account for the lion’s share of growth in global pensions AUM according to PWC2. Data from the Willis Towers
Watson Global Pensions Study 201613 suggests that the DB/DC split among developed countries was 52/48 at
the end of 2015 ( in the UK 68/32), and DC assets had a higher compound average growth rate over the previous
decade of 7%p.a. vs DB at 3%p.a. This shift toward DC naturally brings with it a greater focus on the individual
member in the design and communication of investment solutions.
Unlocking an increasing penetration into managing the assets of the Mass Affluent (defined by PWC as those
with assets of between USD 100,000 and 1 million) is a key driver of increasing assets under management
globally - PwC estimate that the assets of the High Net Worth and Mass Affluent segments of the global
market would be well over $100trn in 2020 (more than double the assets held be pension funds and insurance
companies. Particularly interesting is the so-called SAAME region (South America, Asia, Africa,Middle East).
So increasing the asset management industry’s penetration ratio in these geographies and investor segments
- through the adoption of digital channels among other things - above the current level of 30% is worth a huge
amount in terms of AuM.
But digital & data isn’t everything ...
Digitization can also play to the strengths of some firms as tasks that cannot easily be digitised may
command a greater slice of the value chain - particularly those based around complex or disordered social
interactions, such as making the case for a complicated idea to an investment committee in a compelling way,
appealing to the various personalities in the room, or “owning” a trusted relationship with a client or distributor.
There are limits to what can be captured and implemented through data and digitisation, and more disordered
social mechanisms such as negotiation or debate will surely command a place in this new world just as they do
today.
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LEAN STARTUP METHODOLOGY
VS INVESTMENT OUTCOMES

What does it mean ?
The asset management industry has - in general
- set itself up to provide products, not outcomes.

LEAN STARTUP

These have traded heavily on brand name and
recognition (a handful of “blockbuster” funds attract a
disproportionate amount of inflows) while the outcomes
have not been clearly communicated (or even defined).
That this model is changing, and must change, is not in
dispute. However, what the business model and value
chain looks like in this new world, and the firms that will
deliver it is far from clear.
At the same time, “lean startup” methodology from the
tech world has shown how speculative growth projects
can be undertaken with significantly less capital than
was previously the case.

INVESTMENTS
OUTCOMES

IMPORTANCE FOR THE INDUSTRY
The key here might not be trying to “skate where the puck will be” as the famous Wayne Gretsky saying goes,
but maintaining rules of thumb for continually adjusting course to make sure the target and a variety of possible
destinations remain in view. It could also be that adjusting organisational processes and systems could be a
bigger challenge than actually identifying the changes that need to be made.
One key to the ability to be agile (according to McKinsey1) is a dependence on stable core systems. This therefore
ties into the themes mentioned later on automation and industrialisation, as it is only when core systems and
business stability has been established that more innovative teams can be agile around the edges. A good
analogy is the platform created by the stability of the operating system on a modern smartphone. Innovation can
then be thought of as creating new apps to sit on top of the platform layer, rather than needing to create a whole
new device.
One learning from lean startup innovation in the tech area is that firms who have succeeded have tended to do
one thing or satisfy a single need or want very well, rather than attempt to create something overarching that
fulfills a myriad of different objectives.
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AUTOMATION VS INDUSTRIALISATION OF FINANCE

What does it mean ?
Let’s face it, the finance industry has lagged the digitisation
we’ve seen over the last decade, or at least adoption has
been extremely varied across firms and even functions
within firms. There have been some digital success stories
AUTOMATION
in finance - think of adoption and innovation within digital
news outlets such as Bloomberg and Reuters - arguably
the very first Fintechs, and the speed of innovation in
high frequency data transmission and trading. However
there has been stagnation in many areas of data storage,
transfer and processing, particularly those that relate
INDUSTRIALIZATION
to the “nuts and bolts” of core day-to-day business
OF FINANCE
information in many firms. I think anyone who has worked
in asset management or banking in recent years will
be well aware of the dependence on Microsoft excel
(a flexible and powerful but highly unstable and fragile
system that doesn’t lend itself well to many of the key organisational systemic uses to which it is put). This
has been cited by the Basel committee on Banking Supervision and mentioned in a 2013 blog by Forbes (Why
Microsoft Excel is the Most Dangerous Software on the Planet12). This piece in the Financial Times also highlights
the issue, citing studies that claim 5% of spreadsheet cells have errors in them, and puts the issue quite well.

“Spreadsheet software is ubiquitous in business and potentially disastrous
errors in its use are terrifyingly common. Yet the attitude that “it’s just a
spreadsheet” prevails, and little formal training is offered.”12
This is because outdated systems, inertia and regulation have hampered progress. Data transfer between
investment consultants and asset managers in some areas still takes place exactly the same way today as it did
more than a decade (I can say this with confidence as I’ve experienced both ends of it). Will this change in the next
5 years? Almost certainly.
With competing Fintech firms now offering the serious potential of disruption and innovation this will have
to change. Incumbent firms certainly have the means and skills to do things far better, those that can grasp
the nettle will place themselves on the front of the grid when it comes to winning market share in whatever
the future face of the industry becomes. However this requires investment and resources, but in particular
a sustained cross-functional focus and agility. Things that many established players have shied away from while
they prioritised reacting to regulation or focused on immediate opportunities.
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IMPORTANCE FOR THE INDUSTRY
Firms that are un-encumbered by legacy ways of doing things should have a flexible and nimble enough workforce
and business to be able to react to this, provided they have sufficient resource dedicated to development.
Larger firms may have more resources to throw at development but will be held back by the need to service
legacy systems (often held together by the digital equivalent of sticky tape) and the need for new systems and
processes to satisfy a wide range of stakeholders and, of course, the (necessary) regulatory compliance.
Automation & industrialisation is particularly crucial in the context of rising cost pressures in asset management
caused (according to PwC2) by at least three factors:

• Regulation and compliance
• A need for more global mandates and expertise
• Competitive pressures caused by disruption due to new entrants
and “land grab”associated with moves into new areas

With average revenue by AuM also on a declining trend as detailed by BCG14 (from 34bps a decade ago to
28 bps today) this further underlines the need to focus on scale and industrialization.
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3. A SIX-POINT PLAN FOR THE NEW WORLD

1. R EC O G N I S E T HE I M P O RTANCE OF PEOPLE

Making the most of the opportunities and competitive advantages
described above requires not just technology and insight but the right
people to do it.
This is not just about technical knowledge and having big, innovative
ideas – it’s about being able to apply those skills in a way that brings
value to your organisation, and that brings your organisation with you
on the journey.
In order to do this firms will - as discussed above need to focus
increasingly on how to motivate a skilled, mobile and global workforce
through purpose and employee experience.

2. B U IL D A DI G I TAL CULT U RE

Easy to say, trickier to do. A good place to start is tackling the compliance
and data issues associated with adoption and use of contemporary
productivity enhancing apps (such as Trello, Evernote or Goodreader).
Allowing and encouraging people to use these products will encourage
a more digital mindset and give a flavour of the gains from enhanced
workflow, usability and interface that are possible. Lessons learnt
addressing the adoption challenges are likely to be valuable later on.

3. G ET T H E B A S I C S R I G HT

Groundbreaking digital innovation is going to grate if your people
spend their time plugging numbers from pdfs into excel spreadsheets.
Automating and digitising core business processes might not be sexy
or win new business overnight, but it will spread the digital culture and
create the core stability required to innovate around the edges.
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4. EM B R AC E T H E M AT RI X

To deliver effectively in the face of the converging forces described above
organisations will need to be able to deploy resources cross-functionally,
often for short, focused projects with multiple stakeholders at different
organisational levels. Being able to operate comfortably in a matrix
organisation with multiple reporting lines along different diagonals could
be key to making things happen.

5. FA IL FA ST ( B UT L E A RN)

With things changing so rapidly, no-one is going to be right the whole
time, or even most of the time. Testing new ideas, letting them fail quickly,
and learning for the next iteration is likely to be so much more productive
than endless deliberation and refinement of an idea.

6. ASK B ET T E R Q UE S T I O NS

In such a rapidly changing world very few people will have all the answers
upfront. There’s unlikely to be a single correct way for every company.
A good place to start may be to fully frame and contextualise the problem
by articulating the exact question that you are trying to answer.
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PWC Forecasts for Global AUM
Char t 1: G l o b a l A u M p r o j ect i on by r eg i on f or 2 0 2 0
AuM in USD trn
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Char t 2: Global pension fund assets projection by region for 2020
Pension funds assets in USD trn
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Char t 3: G l o b a l HNW I a s s e t pr oj ect i on by r eg i on f or 2 0 2 0
HNWI assets in USD trn
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