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KEY MESSAGES

Progress toward quantifiable and transparent business metrics can help firms achieve a higher
bottom line, financially and socially, based on our survey conducted in the summer of 2021.
Respondents that made a lot of progress quantifying the impact of DEI initiatives were more
likely to indicate that employee engagement and productivity have become much stronger since
the start of 2021, than those who did not make a lot of progress quantifying the impact of DEI.

The workplace talent model is likely to continue to shift in 2022 as employees and firms adapt to
the ever-changing requirements of operating in today's environment. Internal communication
plans are often baked into bold talent actions to maximize benefits. Implementing good
business decisions absent communication plans that are cognizant of cultural impact can lead to
suboptimal results. However, when firms pull additional levers with an eye on increasing overall
employee well-being and communicate those plans effectively, they can create opportunities for
a stronger culture over the long term.

An overwhelming majority (85%) of our respondents that use Al-based solutions in the
preinvestment phase either strongly agreed or agreed that Al helped them generate alpha.
Using natural language processing and generation (NLP/G), a type of Al technology, analysts can
save time spent on data collection and instead focus on analyzing data with a higher potential
for insights.

Since investment management is a highly relationship-oriented business, firms that can better
engage with clients and deliver on their expectations will likely be more successful. Our survey
shows that 38% of respondents from digitally advanced firms expect significantly better revenue
prospects in 2022 compared to just 13% for other, less digitally advanced firms, supporting the
notion that digital interaction is part of the relationship.

There appears to be a significant regional difference in the implementation of digital
transformation and modernization of governance mechanisms. European firms lead on the
responsible implementation front with 27% of the respondents indicating that their firms are
accelerating digital transformation as well as updating governance, followed by Asia Pacific (20%)
and North America (11%). Left unchecked, inadequate governance and reporting that trails
digital transformation could lead to significant financial, legal, and reputational repercussions.




The year ahead

- INDINGS OF THE 2022 global outlook survey
= point toward varied results and expectations

for investment management firms. This
outlook will explore the connections between
actions taken, the self-perceived cultural health of
investment management firms, and growth
expectations for 2022. The survey findings are
interesting, and there’s plenty to pay attention to—
for example, responses from investment
management industry leaders indicate a
correlation between strengthening firm culture and
revenue growth expectations. Talent matters and
culture matters. The crucible of the pandemic
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continues to test leadership to present a vision for
the future and credible tactical steps to achieve it.

To begin with, this outlook will focus on asset
growth and performance within the investment
management landscape. We will then look at other
success enablers such as talent models, technology
and change, and vision. The varied results we
expect in 2022 may be driven by the ability of some
firms to create a virtuous cycle of vision,
operational achievement, alignment with
stakeholder expectations, staff resilience, and
strengthening culture.

ABOUT THE DELOITTE CENTER FOR FINANCIAL SERVICES 2022 GLOBAL OUTLOOK SURVEY

The Deloitte Center for Financial Services conducted a global survey among 400 senior investment
management executives in finance, operations, talent, and technology.

Survey respondents were asked to share their opinions on how their organizations have adapted to

the varied impacts of the pandemic on their workforce, operations, technology, and culture. We also
asked about their investment priorities and anticipated structural changes in the year ahead, as they
pivot from recovery to the future.

Respondents were equally distributed among three regions—North America (the United States and
Canada), Europe (the United Kingdom, France, Germany, and Switzerland), and Asia Pacific (Australia,
China, and Japan).

The survey included investment management companies with revenues of at least US$500 million
and was fielded in July and August 2021.
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The investment
management landspace:
Opportunities abound

In 2021, the investment management industry
fared well despite the pandemic-driven market
volatility. In the United States, while most active
equity managers trailed the broader US equity
composite, more managers (43%) achieved one-
year alpha on an absolute returns basis in 2020
compared to the longer 10-year period over which
83% underperformed.! On average, the equally
weighted performance of US active equity funds
outperformed the broad benchmark by 0.6%,
outperforming for the first time since 2013.2 When
considering the all-funds comparison, US active
equity managers may be well-positioned to start a
trend for a second consecutive year, as these funds
outperformed by almost 5% for the one-year period
that ended on June 30, 2021.3 However, when
different style segments and risk-adjusted returns
are taken into consideration, the path to
resurgence for active managers becomes

more complicated.*

Active managers’ success varies significantly
between global regions. Equity active

managers in Euro area, the United Kingdom,

and Japan enjoyed outperformance relative

to their regional benchmarks over the one-

year period ended 2020 (4.2%, 8.0% and

2.9%, respectively).5 Portfolio managers in
Australia, however, have some catching up to

do as the average equity fund trailed the

broad Australian market index by 0.2%.° Perhaps
the volatility and uncertainty around the direction
of global financial markets is helping to turn the
performance tide in favor of active managers. Time
will tell.

In the global alternative investment management
space, private capital (private equity, private credit,
infrastructure, and real estate) continued its
relative outperformance to hedge funds, returning
15.5% in 2020 compared to 11.1% for hedge funds,

even as both saw AUM rise around 20% during the
year.” AUM growth in private capital and hedge
funds is likely to continue through 2022 as
investors indicated high levels of satisfaction in the
performance of private capital and hedge funds in
the first half of 2021.% For hedge funds, the
US$57.8 billion in new capital flows through the
first five months of 2021 speaks to the overall
positive sentiment from investors.? Private equity
funds may also see inflows increase as the number
of investors planning to increase their allocations
to private equity in the second half of 2021 rose to
43% from 34% in the first half of 2021.° Overall,
investor sentiment remains positive and
alternative investments may be well-positioned for
growth across asset types.

For traditional investment managers, there are
various regional opportunities for asset growth.
Pension funds in China are in the process of
outsourcing assets to external investment
managers. The outsourced portion of pension
assets may grow to as much as RMB 6 trillion
(~US$1 trillion) over the next several years." Given
this, we expect more investment management
firms to explore opportunities in China.

In 2021, the investment

management industry fared

well despite the pandemic-
driven market volatility.

Cryptocurrency is another potential area for
growth for investment management firms.
Cryptocurrencies number in the thousands, each
introduced with a different purpose and different
valuation drivers. Investment management firms
have the opportunity to create novel products by
bundling these currencies into funds with different
risk and return characteristics. Some investment
management firms have already launched products
related to these digital assets. Europe is leading the
space hosting eight of the top 10 best performing




exchange-traded products (ETP) that track
cryptocurrencies.’? More passive and managed
digital asset products could be launched globally in
2022 as both client demand increases and
regulatory clarity are expected.

For the firms that are not achieving alpha, digital
transformation is one path that can help create a
credible story about their brand promise to
generate alpha, which may be a prerequisite to
AUM growth. However, digital transformation can
be difficult to achieve. More and more firms are
choosing the mergers and acquisition (M&A) path
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to align their investment strategies with advanced
digital operations. As a result, continued increases
in M&A activity are expected within the investment
management space in 2022.

As firms are positioning differently to achieve alpha,
the outlook for 2022 is likely to be driven by the
quest to have the investment strategies supported
by highly advanced digital capabilities. Firms can
take many approaches to achieve these capabilities,
but typically first and foremost is developing and
maintaining a talent pool that can execute
strategies to achieve their vision.
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The need to bring agility
into talent management

ODAY, MUCH OF the discussion of what the
future of the workplace may look like is

centered around some sort of a “hybrid”
workforce model in which some employees are
on-site, some work remotely, while others may
work from anywhere depending on their needs and
schedule.’® While the return to the workplace
strategy remains under development, it is
accompanied by several other important talent-
centric success initiatives to meet strategic goals
while enhancing corporate culture. These include
redefining the communication strategy for talent,
quantifiably addressing the firm’s vision and
purpose, upskilling existing talent to meet
changing requirements, staff resilience, and the
utilization of mergers, acquisitions, and
outsourcing. Let’s explore each one of them

in detail.

Return to the workplace

Every investment management firm faces the
return to the workplace transition. Most firms
currently have hybrid approaches in place.
However, only a few firms have declared and
implemented long-term strategies at either end of
the spectrum of opportunities—majority back as
soon as possible and highly flexible on return to
the workplace. There are interesting cultural
dynamics at play in these approaches that firms
may consider as they formulate their long-term
strategy. Almost three-fourths of the survey
respondents indicated their firm is likely to adopt
either a majority back as soon as possible or a
highly flexible on return to the workplace strategy.

When asked to report on their firm’s culture since
the onset of the pandemic, 38% of these
respondents reported that their firm’s culture has
become much stronger compared to only 25% who
indicated that their firms are likely to adopt a more
complicated hybrid model for the long-term. The
declared long-term intentions of the firms at the
ends of the spectrum are likely contributing to
respondents indicating that their firms are
emerging much more culturally stronger. A group
of investment management firms, including
Goldman Sachs Asset Management, have well-
articulated positions that investment management
is best carried out over the long-term with an
apprenticeship model that requires employees to
be present in the office.*4

Almost three-fourths of the
survey respondents indicated
their firm is likely to adopt
either a majority back as
soon as possible or a highly
flexible on return to the
workplace strategy.

The firms in the middle may be suffering from a
specter of uncertainty haunting employees. Only
25% of respondents at these firms with wait-and-
see or hybrid workforce model approaches
indicated that their firm is emerging with a much
stronger culture since the start of the pandemic.
The communication level needed to help
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. FIGURE 1
employees understand a complex and still

changing end-state is likely much harder to achieve. There.i§ a gap in alignment of purpose
and vision between respondents from
Developing and communicating these vital talent and other functions

return-to-the-workplace plans optimally

Strongly agree
or agree

is tricky and impactful—especially for the
firms that choose a hybrid end-state.

My institution's
workforce is

Communication strategy aligned with our

Did not sense of purpose
From the uncertainty related to the return to the 2%Li$a?r (talent)
workplace to the increased demand for social 38%

justice, leaders at many investment management

firms have had ample reasons to reexamine their Much

improved
36%

firm’s vision and purpose. As they reconsider their

firm’s mission statements, there’s also an
opportunity to rethink how they will communicate Understanding of
your institution’s
vision (IT,operations,
and finance)

this renewed sense of purpose with their employees
to ensure they feel empowered and aligned with it.
However, many investment management firms
may find this challenging due to the existing gap in

Did not
alignment between functional organizations within improve much
the firm about purpose. According to our survey, 64%
62% of talent professionals strongly agree or agree
. R . . . . Source: The Deloitte Center for Financial Services Global
that their firm’s workforce is aligned with their Outlook Survey 2021.

institution’s sense of purpose. This number is not
improving dramatically. Only 36% of respondents

outside of talent (IT, operations, and finance) purpose.’s By giving their employees a voice, a
believe that their understanding of their collaborative relationship with workers that is
institution’s vision has improved since the start of sustainable and possibly even a differentiator may
2021, as shown in figure 1. take hold.* This approach should be considered

regardless of the long-term workplace strategy, as
This gap in employees’ alignment with their only 37% of all respondents indicated their
organizational purpose may exist due to understanding of their firm’s vision was much
uncertainty among employees outside of the talent stronger since the beginning of 2021. It’s important
function regarding their personal contribution to to note that successfully engaging with employees in
the firm’s vision. To remove this uncertainty, firms cocreating the firm’s purpose goes beyond taking
may rethink their vision and allow all their employees’ input; it includes giving them influence
employees to become cocreators of the firm’s into how best to achieve that purpose.?”
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Transparent quantifiable
metrics

Investment management firms today have the
opportunity to reimagine the role they play in
society taking into consideration a broader range of
stakeholders such as employees, customers,
regulators, and shareholders. Key focus areas in
this regard are trust and confidence. As a first step
to boost trust and confidence, the investment
management industry can look to confront
greenwashing. Greenwashing is one of the biggest
challenges in making sustainability decisions as
some sustainability initiatives are plagued with a
lack of transparency.*® A similar issue that many
investment management firms face as they work to
address a lack of diversity in senior levels is
diversity-washing. Disclosing progress using
quantifiable metrics may help prevent accusations
of both greenwashing and diversity-washing.”
Through these types of disclosures, investment
management firms may contribute to the
rebuilding of the public’s trust in institutions as the
future of financial services moves toward a higher
bottom line for the benefit of all of society’s
stakeholders.2°

When a firm delivers a message around social
issues, being genuine may be more crucial to gain
its workforce’s support as opposed to trying to
make the boldest statement.?* Being able to
demonstrate the firm’s progress toward achieving a
goal is a key component of avoiding potential
diversity-washing claims from stakeholders. For
example, our survey indicates that many
investment management firms have made some
strides in their diversity, equity, and inclusion
(DEI) efforts. The percentage of respondents who
strongly agree or agree that their firm is focusing
on increasing the level of diversity in hiring,
development, and leadership increased to 60%
from 43% in the prior year. One possible
explanation for such a meaningful increase may
be that these firms reported their progress on
DEI initiatives.

Avoiding potential negative implications of
diversity-washing is one part of the solution. To
make sure they make meaningful progress on
achieving their goals, firms should first quantify
the impact that their efforts are making. Our recent
survey results show that DEI reporting is related to
employee engagement and productivity.
Respondents who made a lot of progress
quantifying the impact of DEI initiatives in their
financial statements were more likely to indicate
that employee engagement and productivity have
become much stronger (39%) since the start of
2021, than those who did not (19%) make a lot of
progress quantifying the impact of DEL.
Productivity appears linked to achieving aspects of
the firm’s vision. Respondents also indicated that
collaboration and teamwork became much
stronger for firms that made a lot of progress
quantifying DEI initiatives than firms that didn’t
(38% vs. 28%). Progress toward quantifiable and
transparent business metrics can help firms
achieve a higher bottom line, financially

and socially.

In addition to increasing the focus on DEI, many
firms are implementing broader ESG initiatives.
However, few firms are reporting the impact of
these initiatives in a robust way. In most cases
firms are increasing their focus on ESG initiatives
but are failing to realize the full benefit of
differentiation. This gap between implementation
and communication demonstrates the importance
of reporting quantifiable metrics to all stakeholders.
Firms that do not adequately report the impact of
ESG initiatives may be perceived by customers and
regulators as performing greenwashing.2
Greenwashing has led to increased risk of losing
clients, regulatory scrutiny, and deteriorating
access to financing.?3

Intelligent employee upskilling

In 2022, investment management firms have an

opportunity to use training and development to




help their talent stay abreast of developments in
products, asset classes, processes, and technologies.
Investing in employees’ relevant training needs can
help reap benefits in multiple ways. Doing it well
by tailoring opportunities for upskilling to each
employee’s personal goals can improve
collaboration and employee well-being and create a
stronger culture. While 65% of respondents
working in senior talent roles strongly agree or
agree that their firm is educating and training
talent on relevant skill sets, only 35% of
respondents from other functions believe their
firm’s emphasis on learning has been much
stronger since the pandemic. A possible solution
for narrowing this gap is to use a personalized
upskilling approach aligned with each employee’s
goals. Rather than allocating the trainings available
to employees, firms can flip the script by setting up
an opportunity marketplace allowing employees to
take control of their career path.2* This change may
in turn improve employee retention.? As
employees begin to feel their firm’s training
opportunities align with their own, the firm may
experience positive impacts elsewhere. For
example, the respondents who reported a much

stronger emphasis on learning at their firms were:

Respondents indicated
that collaboration and
teamwork became much
stronger for firms that
made a lot of progress
quantifying DEI initiatives
than firms that didn't.

« 28% more likely to say collaboration has gotten
much stronger across teams

» 34% more likely to report much stronger
employee well-being
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« 52% more likely to indicate that their firm has
developed a much stronger culture at their
organization since the onset of the pandemic.

Training programs at investment management
firms will likely see increased emphasis in 2022,
and the most successful programs are likely to
enable employees to drive their training curricula.

Staff resilience

Employee productivity, well-being, improved risk
appetite, empowered decision-making, and team
collaboration are elements of culture that together
represent staff resilience. Staff resilience risk is
mitigated when firm cultures are strengthened.
Respondents who reported that their firms’ overall
culture became much stronger since the beginning
of 2021 were:

« 61% more likely to indicate that they have
gotten much stronger in terms of empowered

decision-making

» 58% more likely to say their risk appetite has
become much stronger

« 37% more likely to report much stronger
employee engagement and productivity

« 27% more likely to state collaboration has
gotten much stronger across teams

« 25% more likely to report much stronger
employee well-being

In fact, only 20% of respondents in firms that have
emerged much stronger culturally ranked staff
resilience risk among the top two operational risks,
compared to 40% at firms with lesser cultural
strength ranks.

Firms are taking specific strategic actions aimed at
building a strong company culture and mitigating
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staff resilience risk. The Carlyle Group has taken
such a step by linking its chief executive officer’s
compensation to developing an inclusive culture at
the firm.2® Moreover, the company has also set
aside US$2 million to recognize employees that
have gone above and beyond to meet DEI goals.?”
DEI initiatives can help to build better culture and
improve profitability and productivity.2® While
many firms have programs addressing DEI, Legal
& General Investment Management (LGIM)
represents one success story. LGIM attributes their
ability to achieve gender parity in senior leadership
to being flexible, adaptable, and constantly
receptive to employees’ views.?? These culture
strengthening actions can impact employee
resilience at an important time, when good talent
is hard to replace, and openings can

strain productivity.

The workplace talent model is likely to continue to
shift in 2022 as employees and firms adapt to the
ever-changing requirements of operating in today’s
environment. Internal communication plans are
often baked into bold talent actions to maximize
the benefits. Implementing good business
decisions absent communication plans that are
cognizant of cultural impact can lead to suboptimal
results. However, when firms pull additional levers
with an eye on increasing overall employee well-
being and communicate those plans effectively, it
can create opportunities for a stronger culture over
the long-term.

Mergers, acquisitions,
and outsourcing

As firms manage their cost, capability, and scale
equations, mergers, acquisitions, and outsourcing
continue to be in the solution set. Survey findings
indicate that global M&A activity is expected to

increase broadly with concentration in investment
management firms with between US$5 billion and
US$10 billion in annual revenue over the course of
2022. This finding aligns with expectations for
continued consolidation among smaller and mid-
sized investment management firms to gain more
capabilities to better serve clients.3°

Interestingly, our survey shows that adding new
technology capabilities is the top driver for
respondents’ M&A transactions, followed by
increasing scale and distribution channel
expansion. These firms are looking to fuel growth
through enhanced products and customer
experience delivered to an expanded client (and
prospect) base. M&As are expected to accelerate in
2022 as many firms can still potentially benefit
from them.

Rather than allocating

the trainings available to
employees, firms can flip
the script by setting up an
opportunity marketplace
allowing employees to take
control of their career path.

The number of deals in the investment
management space has increased from 516 in 2016
to 628 in 2020.3' Furthermore, the number of deals
announced through Q3 for 2021, 2020, and 2019
are 548, 457, and 484, respectively, showing a
spike in 2021.32 The deal value has increased to
US$31.6 billion for the first three quarters of 2021
compared to US$26.3 billion and US$22.2 billion
during the same period in 2020 and 2019,
respectively.33

10



Outsourcing has recently garnered attention from
FINRA for its impact on extended enterprise risk.3+
In addition to the regulatory and risk
considerations, investment management firms may
benefit from conducting a more holistic review of
the potential effects that outsourcing may have on
its workforce. When a strategic decision is made to
outsource a function, the firm may also want to
take steps to ensure that cross-functional processes
remain unaffected. Respondents in talent roles
who indicated that increased outsourcing could
most effectively improve their institution less
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frequently suggested hiring more risk and
compliance management talent. Investment
management firms that neglect to include the need
for enhanced governance and control as costs in
their outsourcing decision-making process may
overstate the benefits to the firm and its
stakeholders. To effectively minimize disruption to
the firm’s culture, employee engagement, and
employee well-being, firms can communicate the
strategic nature of the transaction and the benefits
to both the affected employees and to the firm.

When making a strategic decision to outsource a function,
firms should take steps to ensure that cross-functional
processes remain unaffected.

1"
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Reinvesting to change

the business

NVESTMENT MANAGERS ARE increasingly

investing in transforming their operations. Firms

are using cost savings driven by pandemic-
related pressures and a positive economic
environment to invest in cloud and outsourced
services more frequently than replacing proprietary
and on-premise technology. Though most firms are
digitally transforming their businesses, they have
made progress to varying degrees. One factor that
sets apart firms in their digitization journey is their
agility in execution. Only about half (49%) of our
survey respondents reported that their institution’s
agility in execution has emerged much stronger
since the beginning of 2021. Demonstrating the
importance of agility to digital transformation, a
vast majority (85%) of these “much stronger”
respondents ranked their organization 8 or higher
on a 10-point scale when asked to indicate how
close their firm is to the ideal digital organization,
compared to just over half (51%) of all other
respondents. That said, firms of all stripes are
expected to continue their digitization efforts in the
next year. Survey responses indicate that the most
important drivers for digitization include
improving operational efficiency (45%) and
creating opportunities that did not exist or were
not viable previously (42%). Let us dive deeper into
each of the drivers.

Improving operational
efficiency

Operational efficiency is increasingly important for
traditional investment managers as the rise of low-
cost passive investing increases competitive

pressures. For private equity firms, efficient deal

sourcing and improving portfolio company
operations is a focus area as deal valuations rise.3>
Firms are increasingly turning to digitalization for
operational improvements. As seen in figure 2,
respondents from all geographies are expecting a
bigger increase in net spending across emerging
technologies compared to last year. This trend is
likely supported by higher revenues and expanded
margins that firms have enjoyed through the first




FIGURE 2
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Firms surveyed across the globe plan to increase spending on emerging

technologies

Expected net spending increase on emerging technologies over the next 12-18 months

M Cloud computing and storage W Cybersecurity

M Robotic process automation (RPA)

84%

W Artificial intelligence (Al)

58%58%

6%56% 530, 56%

North America Europe Asia Pacific
OTHER TECHNOLOGIES

Blockchain and dlstrlbut.ed : 56% 50% 65%
ledger technologies :

Mobile technology 59% 35% 61%

Data privacy : 66% 44% 58%
Data acquisition and

processing (excluding : 63% 50% 55%
cloud) :

Data analytics 59% 56% 58%

Note: Net spending increase = Percentage of respondents indicating increase in spending - percentage of respondents

indicating decrease in spending.

Source: The Deloitte Center for Financial Services Global Outlook Survey 2021.

half of 2021. Cloud computing and storage is a top
priority, possibly aimed at supporting flexible work
and enhancing operational agility and efficiency.
Cybersecurity solutions that help firms securely
adopt new working models continues to be one of
the top priorities in 2022 as it was last year.

However, there are subtle differences at a
geographic level. Spending in Europe appears to be

evenly distributed across technologies for
respondents, with cloud, cybersecurity, robotic
process automation (RPA), and data analytics
expecting to see a net increase among firms (56%).
Respondents in North America indicated net
increases in spending on cloud (84%) and artificial
intelligence (AI) (72%), whereas those in Asia
Pacific were focused more on cybersecurity than on
cloud with net increases of 74% and 68%,
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respectively. Even though increases on cloud
spending is a priority across geographies, it may
have different drivers. Firms in Europe and North
America may be focusing on creating new
opportunities using data analytics and AI, while
those in Asia Pacific may be targeting operational
efficiency improvements.

Realizing the cost- and time-saving potential of
technologies such as AT and RPA, most survey
respondents said their firms are expecting a net
increase in spending on these two technologies.
This change represents a dramatic shift from
reported spending cuts last year on these
technologies. Firms may now be moving their focus
from operating remotely to operating efficiently. To
make the most of these technologies, firms may
need to get the right data infrastructure in place.
As data is the building block of AI models, firms
may need to implement a data warehouse system
that aggregates and stores clean data. Similarly,
effective RPA implementation may require robust
data exception handling to ensure the systems
work as expected. Intelligent automation—which
employs Al and RPA either in isolation or
combination—may enable firms to reduce costs,
grow revenues through better customer-targeting,
and operate processes two to three times faster
than humans can perform without these advanced
technologies.3® Invesco, using intelligent
automation, has saved 3 million minutes per year
across 35 business functions spanning the front-
and back-office.?” Implementation of these
technologies led to annual cost savings of around
US$2.1 million.3®

However, the path to adoption may not be easy.
Most respondents’ institutions faced challenges in
implementing AI (67%), cybersecurity (58%), and
cloud computing (54%). Complexity of technology
implementation is the top barrier for implementing
AT (29%) and cloud (31%), while cybersecurity
implementation is stifled by reliance on legacy

systems (16%). A clear institutional vision and
well-defined use cases may help firms overcome
some of these hurdles by enabling coordinated
actions to hire required talent and modernize
systems. Emerging technology adoption enables
more than just cost savings. It can help generate
alpha and serve clients better.

Creating new opportunities

ALPHA GENERATION

Firms can use natural language processing and
generation (NLP/G), a type of Al technology, to
summarize structured and unstructured data from
diverse sources. Using NLP, analysts can save time
spent on data collection and instead focus on
analyzing data with a higher potential for
insights.3* An overwhelming majority (85%) of
respondents that use Al-based solutions in the
preinvestment phase either strongly agreed or
agreed that AT helped them generate alpha.

Nearly three-fourths of our survey respondents
said that they would increase their budget for
alpha-generating technologies such as Al,
including NLP/G, (71%) and alternative data (74%)
over the next 12—18 months. However, just
increasing funding may not guarantee success. Our
survey found that alpha generators—respondents
who strongly agreed or agreed that AI helped their
firm generate alpha—stood out from their peers on
certain cultural aspects. There was a strong
correlation between the ability to generate alpha
and better employee engagement and productivity,
employee well-being, and agility in execution
(figure 3). A combination of these factors also likely
translated into better revenue prospects for alpha
generators in 2022. Nearly a third of alpha
generators (32%) were more likely to report that
they expect significantly better revenue prospects
as compared to about one-fifth of all others (21%).
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FIGURE 3

Firms that were able to achieve alpha using Al were also more likely to focus
on—and improve—cultural factors, such as employee engagement, suggesting a
strong correlation

The ability to generate alpha with Al is linked to cultural improvements

M Significant cultural improvement B No significant cultural improvement
24% 22% 80/
DIFFERENCE DIFFERENCE 0
DIFFERENCE
Employee engagement Employee well-being Agility in execution

and productivity

Source: The Deloitte Center for Financial Services Global Outlook Survey 2021.

Leadership vision is the most important factor to To more effectively implement Al, firms may
kickstart the AT adoption process.* Firm consider establishing T-shaped teams, wherein an
leadership will likely play an important role in innovation team acts as the conduit between the
bringing together the finance and operations teams investment and technology teams.# The innovation
and identify use cases where Al can bring in team’s responsibility is to effectively bridge the
efficiency or financial results. Once such promising communication gap so that the data scientists on
use cases are identified, leading practices call for the technology team can bring the best solutions to
firms to develop them in a sandbox followed by address the most critical investment problems.
scaling the most promising use cases.# UOB Asset Since AI models may require iterations and time
Management Ltd. (UOB) followed such a sandbox before they work as expected, firm leadership can
approach while implementing its Multi-Signal create an open culture using this structure that
Predictive Analytics Project.+* The sandbox allows allows for experimentation and discovery prior to
users to develop analytical prototypes and analyze success. Some firms including Vanguard Group
data stored in its data lake and enterprise data and Nuveen are coaching employees to overcome
warehouse systems.*3 Moreover, UOB’s Al fear of failure and promote innovation.* Since the
adoption workflow process is designed to identify, innovation team is not a part of any traditional
scale, and fine-tune the most productive use cases function, it may need leadership support to work
while decommissioning the ones that do not meet effectively. Moreover, firms may need external
business needs.4* expertise to set up the T-shaped teams.
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Alignment of capital allocation priorities between
finance and operations is important to enhance the
investment decision-making process. Survey
results indicate that the finance and operations
teams are aligned on some topics but not on others,
signaling that leadership has some work to do
(figure 4). At a global level, firms appear to be most
misaligned on the importance of conferences, ESG
research, and traditional financial databases.
Respondents in Asia Pacific were most misaligned

FIGURE 4

on the importance of traditional databases (a

33 percentage point difference), whereas those in
Europe and North America were most misaligned
on conferences (25 and 30 percentage point
differences, respectively). The leadership of firms
with misaligned functional priorities may have to
clearly communicate their strategy across functions
and ensure that adequate funding and resources
are available to address the organization’s
priorities.

Finance and operations teams surveyed are most misaligned on the importance of
conferences, ESG research, and traditional financial databases

Priorities in spending, operations vs. finance

Operations respondents who rank
the resource among top 5 priorities

Finance respondents increasing corresponding
resource budgets by more than 10%

Sell-side research

Al including NLP/G

ESG research and data sources
43%

Conferences

41%

Alternative data

38%

Traditional financial databases
36%

—
=
Q
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Travel

31%

Sell-side research

Al including NLP/G

ESG research and data sources
25%

Conferences
22%

Alternative data
28%

Traditional financial databases
19%

28%

Source: The Deloitte Center for Financial Services Global Outlook Survey 2021.




CLIENT SERVICE

Investment managers are engaging with clients in
some ways not possible earlier. Firms are utilizing
technology to interact with clients through digital
channels, handle client queries through intelligent
chatbots, leverage virtual meetings in their sales
and relationship building processes, and provide
customized reporting. Firms can also produce
personalized client interactions using data
analytics by identifying clients’ interests, preferred
content format, and frequency of interaction.+
Personalized communications help clients get the
insights they seek. This capability in turn may
enable advisers to close deals faster.4® Since
investment management is a highly relationship-
oriented business, firms that can better engage
with clients and deliver on their expectations could
be more successful. Our survey shows that 38% of
respondents from digitally advanced firms expect
significantly better revenue prospects in 2022,
compared to just 13% for other, less digitally
advanced firms.

As firms focus on “reinvesting” to change the
business, their core technology infrastructure will
likely determine the direction of their spending to

Positioning for a greater impact

generate the most benefit. A firm’s core technology
infrastructure generally has a significant bearing
on its digitization strategy. Firms with modernized
core infrastructures can increase their in-house
technology spending on advanced technologies to
enhance their investment decision-making process
and client service. Those with legacy infrastructure
may have to adopt a different approach to
efficiently leverage advanced technologies and data
analytics. Less digitized firms can turn to third-
party cloud-based asset servicing platforms to get a
unified view of client data across the extended
organization. Such an approach allows firms to
rapidly derive insights from data and develop
products faster while mitigating some of the risks
associated with substantial technology
development projects.

Reinvesting to change the business is a
monumental task. Alignment of all parts of the
organization to the strategy and vision are key
components to success. Managing talent through
training and communication is another key
component. When these are performed in
coordination, firms may be better positioned for
long-term differentiation.
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Modernizing operations

responsibly

Governance trailing
transformation

Under the pressure of necessary change, many
firms have still not been able to implement
adequate governance and reporting mechanisms.
According to our survey results, while 54% of the
respondents indicated that their firms are
accelerating digital transformation of business
services, only 19% said that they have also updated
governance and reporting mechanisms. There is

a significant regional difference in the
implementation of digital transformation and
modernization of governance mechanisms.
European firms lead on the responsible
implementation front with 27% of the respondents
indicating that their firms are accelerating digital
transformation as well as updating governance,
followed by Asia Pacific (20%) and North America
(11%). Left unchecked, inadequate governance and
reporting that trails digital transformation could
lead to significant financial, legal, and reputational
repercussions. Firms are expected to work toward
closing this gap throughout 2022.

Operations are transforming on multiple fronts. To
stay lean and improve efficiency, some firms are
partnering with external service providers to
advance their digital transformation journey.4 At
the same time, firms are also embracing the virtual
work environment. These new arrangements have
increased the risk associated with extended

enterprise and misconduct, respectively.>°

Our survey findings reveal that 95% of firms are
making some structural change across front-office,
middle-office, and back-office operations (figure 5).

Most of these structural changes increase the firms’
dependency on a greater number of external
entities. Organizations with more external entities
are more complex, which in turn can make these
firms more susceptible to third-party risk. However,
even in the face of these increased risks, 40%—50%
of the firms that are planning to implement
structural changes have not fully recalibrated risk
management practices. If not managed properly,
this gap between implementation and risk
mitigation can lead to various third-party incidents
related to cybersecurity, business continuity, data
privacy, and ultimately reputational risk.5

Remote work models open the possibilities for
conduct risk for investment management firms.
Firms are increasingly investing in programs to
promote ethical decision-making and reduce
conduct risk. The percentage of survey respondents
who agree or strongly agree that their firm is
investing in training for ethical decision-making to
reduce conduct risk has increased from 33% in
2020 to 57% in 2021, indicating progress on the
talent front. However, technology enhancements
trail training solutions with just 33% of
respondents surveyed implementing surveillance
and control solutions. The disconnect is even
higher among European and North American firms
with just 23% and 28% of respondents,
respectively, indicating their firms are
implementing surveillance and control solutions,
compared to 46% of respondents in Asia Pacific.
Firms will most likely be exposed to conduct risk
until improvements are made in surveillance and
control systems to match the complexities of the

hybrid work environment.




FIGURE 5
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Most firms are planning structural changes across their front-office,

middle-office, or back-office operations

Structural changes respondents expected to transform operations over the next 12-18 months

W Build W Buy Launch offshore  EOutsource  MPartner  EMNo structural change expected
34%
30%
28%
22% 22%
20%20% ! k
18%18%
14% 14% 14% 13%
1% 10%
Front-office Middle-office Back-office
processes and functions processes and functions processes and functions

Source: The Deloitte Center for Financial Services Global Outlook Survey 2021.

In addition to bringing new technologies into the
scope of existing controls, technological solutions
that can help mitigate the heightened level of
conduct risk include recalibration of insider deal
alert generation models, enhancement of personal
accounts monitoring, prioritization of higher risk
events, data analytics on alert metadata, and
restriction on use of high-risk communications
systems.5? Furthermore, establishing appropriate
intelligent third-party risk management and real-
time monitoring systems, and verification of third
party responsible operation claims can help
mitigate the third-party risk amplified by the
higher pace of digital transformation.s

Another consideration to mitigate the cybersecurity
and data privacy aspect of third party and conduct
risk is the Zero Trust framework, which assumes
that all network traffic may be malicious.>* This

methodology helps manage network access for all
users and devices. It continuously verifies
identities and hides applications not specifically
permissioned to each user. This control posture for
corporate applications and data can help deter
misconduct and third-party incidences.5

Furthermore, regulators such as the European
Securities and Markets Authority and US Securities
and Exchange Commission are seeking input from
market participants on the use of digital
engagement practices and increased reliance on
third parties to examine the potential risks and
concerns.® Firms that are putting governance and
controls mechanisms in place simultaneously
alongside their transformation journey, are likely
to have an upper hand when such measures
become mandatory compliance requirements.
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Looking ahead

LTHOUGH THE PAST two years have tested

the mettle of investment management firms,

their people and leadership have made a
difference. Many firms’ cultures have strengthened
over the course of the pandemic, and there is a
connection between strengthening cultures,
revenue outlook, and the ability to implement
important new technologies to meet evolving
investor preferences. Survey results indicate that
there is a virtuous cycle connecting corporate
vision, strategy execution, customer service, and
employee resilience. This cycle can lead to financial
improvements and operational achievements.
Determining where this virtuous cycle begins
or ends is likely an impossible task. However,
the elements that fuel the cycle are likely
leadership and employee drive to exceed
customer expectations.

Leadership establishes and communicates
the vision for the organization. When
executed well, there is alignment across
functional areas for strategic priorities
including capital allocations, staffing, development,
and implementation. In 2022, firms with strong
leadership are expected to achieve differentiated
results to a greater degree than in years past,
because of the magnitude and the pace of change
expected throughout 2022.

The biggest development in stakeholder
expectations for investment management firms is
related to ESG and data processing. Investment
management firms are processing new data sets
with AT to meet customer ESG priorities and
investment return expectations. It is likely that
these efforts and the accompanying sense of
achievement can also fuel the virtuous cycle. It
appears that customer demand is changing
investment operations and products offerings for
the better, and this change will likely continue or
perhaps accelerate throughout 2022.

Survey results indicate that
there is a virtuous cycle
connecting corporate vision,
strategy execution, customer
service, and employee resilience.

Investment management firms with high levels of
success are likely to be simultaneously
strengthening their cultures and achieving a higher
bottom line.

20



Positioning for a greater impact

Endnotes

1. Berlinda Liu and Gaurav Sinha, “SPIVA® US Scorecard 2020,” S&P Global Market Intelligence, March 2021, p. 9.
2. Liu and Sinha, “SPIVA® US Scorecard 2020,” p. 9.

3. Liu and Sinha, “SPIVA® US Scorecard Mid-Year 2021,” S&P Global Market Intelligence, September 2021, p. 12.
4. Liu and Sinha, “SPIVA® US Scorecard Mid-Year 2021, p. 12.

5. Andrew Cairns, Andrew Innes, and Alberto Allegrucci, “SPIVA® Europe Scorecard 2020,” S&P Global Market
Intelligence, March 2021, p. 10; Priscilla Luk, Tim Wang, and Arpit Gupta, “SPIVA® Japan Scorecard 2020," S&P
Global Market Intelligence, March 2021, p. 7.

6. Luk, Wang, and Gupta, “SPIVA® Australia Scorecard 2020,” S&P Global Market Intelligence, March 2021, p. 7.

7. Preqin, “Private Capital Quarterly Index,” accessed September 16, 2021; Preqin, “Assets Under Management
Breakdown,” accessed September 16, 2021; BarclayHedge, “Hedge Fund Index,” accessed September 16, 2021;
BarclayHedge, “Hedge Fund Industry,” accessed September 16, 2021.

8. HFM and AIMA, H2 2021 Investor intentions, July 2021, p. 15.
9. HFM and AIMA, H2 2021 Investor intentions, p. 17.
10. HFM and AIMA, H2 2021 Investor intentions, p. 6.

11. Fred Chan, “China’s public pension fees to external managers jump 64%, pass Rmb1B,” Ignites Asia, September
15, 2021.

12. Michael Wursthorn, “Funds overseas cash in on crypto boom,” Wall Street Journal, September 11, 2021.
13. John Brownridge, “Digital workplaces and the hybrid work model,” Deloitte, July 19, 2021.

14. Amie Keeley, “Goldman Sachs AM London staff told to return to office,” Ignites Europe, May 26, 2021.
15. Deloitte, 2021 Return to Workplaces survey, 2021.

16. Ibid.

17. lbid.

18. Anastasia Petraki, “Could transparency be the most important enabler of sustainable investment?,” Schroders,
July 6, 2021.

19. Fl Desk, “Fear that ‘diversity washing’ could limit progress,” October 11, 2019.
20. Monica O'Reilly et al., A higher bottom line: The future of financial services, Deloitte, 2021.
21. Deloitte, 2021 Return to Workplaces survey, 2021.

22. Jessica Ground, "“Q&A: An expert view on ESG,” Schroders, November 28, 2016; US Securities and Exchange
Commission, “SEC announces Enforcement Task Force focused on climate and ESG issues,” press release,
March 4, 2021.

23. Jennifer Thompson, “Greenwashing purge sees sustainable funds lose share in Europe,” Financial Times, April 1,
2019; Heather Hopkins, “FCA’s ESG letter confirms greenwashing fears,” Citywire, August 2, 2021; Tim Quinson,
“Regulators intensify ESG scrutiny as greenwashing explodes,” Bloomberg, September 1, 2021; Yiping Zhang,
“Beware of greenwashing in finance,” Impakter, December 31, 2020.

24. Deloitte, 2021 Return to Workplaces survey, 2021.




2022 investment management outlook

25.

26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44,

45.

46.

47.

48.

49.

50.

51.

Ibid.

Kathleen Laverty, “Carlyle staff hitting diversity goals to share $2M reward,” FundFire, August 3, 2021; Sonali
Basak, “Carlyle to award $2 million to staff for focusing on diversity,” Bloomberg, August 2, 2021.

Ibid.

Stacia S. Garr, Candace Atamanik, and David Mallon, “High-impact talent management: The new talent
management maturity model,” Bersin by Deloitte, 2015.

Chloe Leung, “Over 40% of leadership teams fail to improve gender diversity,” Ignites Europe, August 25, 2021.

Michael Mackenzie and James Fontanella-Khan, “M&A in 2021: asset management primed for consolidation,”
Financial Times, January 25, 2021.

Refinitiv, “Advanced search - Mergers & Acquisitions,” accessed October 6, 2021.

Ibid.

Ibid.

FINRA, “Regulatory notice: Vendor management and outsourcing,” August 13, 2021.

Tom Stabile, “KKR ramps up data science as managers aim to ‘squeeze out value,” FundFire, July 14, 2021.
Dennis Ortiz and Gina Schaefer, “Calculating real ROI on intelligent automation (IA),” Deloitte, 2020.

Blue Prism, “Invesco doubles return on investment and saves $2.1 million each year with Blue Prism,” 2021.
Ibid.

Doug Dannemiller, “Making the investment decision process more naturally intelligent,” Deloitte Insights,
March 2, 2021.

Larry Cao, T-shaped teams: Organizing to adopt Al and big data at investment firms, CFA Institute, August 30, 2021.

Simon Gray and Phillip Treleaven, “How a ‘regulatory sandbox’ can drive innovation in financial services,” World
Finance, August 26, 2019.

Cao, T-shaped teams.

Ibid.

Ibid.

Ibid.

Dervedia Thomas, “Managers ready more automation, Al and data science for 2020,” FundFire, January 2, 2020.

Kedar Pandit, “Driving client engagement in investment management through responsible digital
transformation,” Deloitte, June 23, 2021.

Pandit, “Driving client engagement in investment management through responsible digital transformation.”
Rick Baert, “Further digitization on the horizon for investing,” Pensions & Investments, July 12, 2021.
Stabile, “Managers face ‘more intense’ cyberthreats, larger losses,” FundFire, August 18, 2021.

Justin Mitchell, “SEC fines three advisory and brokerage firms for data leaks,” FundFire, August 31, 2021;
Kristian Park, “Third-party risk management (TPRM) global survey 2021,” Deloitte, 2021.

22



Positioning for a greater impact

52. Deloitte, “Enhanced market conduct risks during COVID 19,” 2020.

53. Park, “Third-party risk management (TPRM) global survey 2021,” pp. 17, 22, 25.

54. Deloitte, “Zero Trust: A revolutionary approach to Cyber or just another buzz word?,” 2021.

55. Andrew Rafla and Henry Li, “A CFO guide to ‘Zero Trust' cybersecurity,” Wall Street Journal, August 27, 2021.

56. European Securities and Markets Authority, “Call for evidence: Digital finance,” press release, May 25, 2021;
Brian Ponte, “SEC launches investigation into digital engagement practices,” FundFire, August 30, 2021.

Acknowledgments

Investment management research leader Doug Dannemiller wishes to thank the following Deloitte
client services professionals for their insights and contributions: Karl Ehrsam, Neil Brown, Jeff Levi,
Steven W Hatfield, Amanda Walters, Rene Rumpeit, Simon Ramos, Robert Pejhovsky, and Kevin
Quirk, as well as his coauthors and Deloitte Center for Financial Services colleagues Patricia
Danielecki, Mohak Bhuta, Kedar Pandit, Sean Collins, Harsh Jain, Kathleen Pomento, Paul Kaiser,
and Sophie Lees.

About the authors

Krissy Davis | kbdavis@deloitte.com

Krissy Davis is vice chair and the leader of Deloitte’s US Investment Management practice. As the
industry leader, she is responsible for driving the integrated industry strategy across Deloitte’s
businesses—Audit, Consulting, Risk & Financial Advisory, and Tax—and ensuring the solutions and
thought leadership meet the evolving market demands.

Cary Stier | cstier@deloitte.com

Cary Stier is vice chair and Global Investment Management sector leader. He is responsible for
professional services delivered to the private equity, hedge fund, mutual fund, and sovereign wealth
industries in matters involving audit, tax, consulting, and advisory services.

Tony Gaughan | tgaughan@deloitte.co.uk

Tony Gaughan is the UK Investment Management & Wealth sector leader and the Global Investment
Management sector leader. He leads some of Deloitte’s largest investment management relationships
in EMEA, and works with global investment management, asset servicing and wealth management
clients across strategy, distribution, operating model, investment operations, and outsourcing. He has
more than 20 years' industry experience at investment firms in Europe and Asia.



mailto:kbdavis@deloitte.com
mailto:cstier@deloitte.com
mailto:tgaughan@deloitte.co.uk

2022 investment management outlook

Contact us

Our insights can help you take advantage of change. If you're looking for fresh ideas to address your
challenges, we should talk.

Industry leadership

Krissy Davis
Vice chair | US Investment Management practice leader | Deloitte & Touche LLP
+1 617 437 2648 | kbdavis@deloitte.com

Krissy Davis is vice chair and the leader of Deloitte’s US Investment Management Industry practice.

Cary Stier
Vice chair | Global Investment Management sector leader | Deloitte & Touche LLP
+1 212 436 7371 | cstier@deloitte.com

Cary Stier is vice chair and Global Investment Management sector leader for Deloitte.

Tania Lynn Taylor
Investment Management Audit leader | Partner | Deloitte & Touche LLP
+1212 436 2910 | lynn@deloitte.com

Tania Lynn Taylor is the US Investment Management sector leader for the Audit & Assurance practice
of Deloitte & Touche LLP.

Jagat Patel

US Consulting Investment Management & Real Estate sector leader | Principal
Financial Services Consulting | Deloitte Consulting LLP

+1 203 708 4028 | jagpatel@deloitte.com

Jagat Patel is the US Investment Management and Real Estate sector leader for Deloitte Consulting.

Karl Ehrsam
Principal | Deloitte & Touche LLP
+1 917 880 7538 | kehrsam@deloitte.com

Karl Ehrsam is the US Wealth Management leader and the US Investment Management sector leader
for the Risk & Financial Advisory practice of Deloitte & Touche LLP.

Tony Gaughan
Investment Management & Wealth sector leader | Consulting | Partner| Deloitte MCS Limited
+44 (0)20 7303 2790 | tgaughan@deloitte.co.uk

Tony Gaughan is the UK Investment Management & Wealth sector leader and the Global Investment
Management sector leader.



mailto:kbdavis@deloitte.com
mailto:cstier@deloitte.com
mailto:jagpatel@deloitte.com
mailto:kehrsam@deloitte.com

Positioning for a greater impact

Dave Earley
Investment Management Tax leader | Partner| Deloitte Tax LLP
+1 203 708 4696 | dearley@deloitte.com

Dave Earley is the US Investment Management sector leader for Deloitte Tax LLP.
Deloitte Center for Financial Services

Jim Eckenrode
Managing director | The Deloitte Center for Financial Services | Deloitte Services LP
+1 617 585 4877 | jeckenrode@deloitte.com

Jim Eckenrode is managing director at the Deloitte Center for Financial Services, responsible for
developing and executing Deloitte’s research agenda, while providing insights to leading financial
institutions on business and technology strategy.

Doug Dannemiller
Research leader | The Deloitte Center for Financial Services | Deloitte Services LP
+1 617 437 2067 | ddannemiller@deloitte.com

Doug Dannemiller is the head of investment management research at the Deloitte Center for Financial
Services in Deloitte Services LP. He is responsible for driving the center’s investment management
research and delivering it to clients.



mailto:dearley@deloitte.com
mailto:jeckenrode@deloitte.com
mailto:ddannemiller@deloitte.com

Deloitte
INsights

Sign up for Deloitte Insights updates at www.deloitte.com/insights.

Follow @Deloittelnsight

Deloitte Insights contributors

Editorial: Abrar Khan, Hannah Bachman, and Dilip Poddar
Creative: Govindh Raj and Molly Woodworth

Audience development: Hannah Rapp and Nikita Garia
Cover artwork: Willy Sion

About Deloitte Insights

Deloitte Insights publishes original articles, reports and periodicals that provide insights for businesses, the public sector and
NGOs. Our goal is to draw upon research and experience from throughout our professional services organization, and that of
coauthors in academia and business, to advance the conversation on a broad spectrum of topics of interest to executives and
government leaders.

Deloitte Insights is an imprint of Deloitte Development LLC.

About this publication

This publication contains general information only, and none of Deloitte Touche Tohmatsu Limited, its member firms, or its
and their affiliates are, by means of this publication, rendering accounting, business, financial, investment, legal, tax, or other
professional advice or services. This publication is not a substitute for such professional advice or services, nor should it be
used as a basis for any decision or action that may affect your finances or your business. Before making any decision or taking
any action that may affect your finances or your business, you should consult a qualified professional adviser.

None of Deloitte Touche Tohmatsu Limited, its member firms, or its and their respective affiliates shall be responsible for any
loss whatsoever sustained by any person who relies on this publication.

About Deloitte

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (“DTTL"), its
network of member firms, and their related entities. DTTL and each of its member firms are legally separate and independent
entities. DTTL (also referred to as “Deloitte Global") does not provide services to clients. In the United States, Deloitte refers to
one or more of the US member firms of DTTL, their related entities that operate using the “Deloitte” name in the United States
and their respective affiliates. Certain services may not be available to attest clients under the rules and regulations of public
accounting. Please see to learn more about our global network of member firms.

Copyright © 2021 Deloitte Development LLC. All rights reserved.
Member of Deloitte Touche Tohmatsu Limited


http://www.deloitte.com/about

	Structure Bookmarks
	ABOUT THE DELOITTE CENTER FOR FINANCIAL SERVICES 2022 GLOBAL OUTLOOK SURVEY
	ABOUT THE DELOITTE CENTER FOR FINANCIAL SERVICES 2022 GLOBAL OUTLOOK SURVEY
	ABOUT THE DELOITTE CENTER FOR FINANCIAL SERVICES 2022 GLOBAL OUTLOOK SURVEY
	ABOUT THE DELOITTE CENTER FOR FINANCIAL SERVICES 2022 GLOBAL OUTLOOK SURVEY
	The Deloitte Center for Financial Services conducted a global survey among 400 senior investment management executives in finance, operations, talent, and technology. 
	Survey respondents were asked to share their opinions on how their organizations have adapted to the varied impacts of the pandemic on their workforce, operations, technology, and culture. We also asked about their investment priorities and anticipated structural changes in the year ahead, as they pivot from recovery to the future. 
	Respondents were equally distributed among three regions—North America (the United States and Canada), Europe (the United Kingdom, France, Germany, and Switzerland), and Asia Pacific (Australia, China, and Japan). 
	The survey included investment management companies with revenues of at least US$500 million and was fielded in July and August 2021.

	A report from the Deloitte Center for Financial Services
	A report from the Deloitte Center for Financial Services
	 


	2022 investment management outlook
	2022 investment management outlook
	Positioning for a greater impact

	About the Deloitte Center for Financial Services
	About the Deloitte Center for Financial Services

	The Deloitte Center for Financial Services, which supports the organization’s US Financial Services 
	The Deloitte Center for Financial Services, which supports the organization’s US Financial Services 
	The Deloitte Center for Financial Services, which supports the organization’s US Financial Services 
	practice, provides insight and research to assist senior-level decision makers within banks, capital 
	markets firms, investment managers, insurance carriers, and real estate organizations. The center is 
	staffed by a group of professionals with a wide array of in-depth industry experiences as well as 
	cutting-edge research and analytical skills. Through our research, roundtables, and other forms of 
	engagement, we seek to be a trusted source for relevant, timely, and reliable insights. Read recent 
	publications and learn more about the center on 
	Deloitte.com
	Deloitte.com

	.

	Connect
	To learn more about the vision of the DCFS, its solutions, thought leadership, and events, please visit
	To learn more about the vision of the DCFS, its solutions, thought leadership, and events, please visit
	 
	www.deloitte.com/us/cfs
	www.deloitte.com/us/cfs

	.

	Subscribe 
	To receive email communications, please register at
	To receive email communications, please register at
	 
	www.deloitte.com/us/cfs
	www.deloitte.com/us/cfs

	.

	Engage
	Follow us on Twitter at: 
	Follow us on Twitter at: 
	@DeloitteFinSvcs
	@DeloitteFinSvcs

	.


	INVESTMENT MANAGEMENT INDUSTRY SERVICES 
	INVESTMENT MANAGEMENT INDUSTRY SERVICES 
	As global leaders in providing services to the investment management industry, Deloitte’s investment management practice provides global resources and capabilities with a local presence, resulting in a clear understanding of each client’s specific market and way of doing business.
	Deloitte Investment Management services provide specialized knowledge and fresh insights into the wide range of operational, technological, and regulatory issues surrounding the industry today. Regardless of whether you are in private equity, hedge funds or mutual funds, Deloitte’s investment management services can help you take on challenges and capitalize on business opportunities. With the added strength of the Deloitte Touche Tohmatsu Limited (DTTL) member firm network, Deloitte has the ability to offe
	Deloitte.com


	Contents
	Contents

	The year ahead 3
	The year ahead 3
	The year ahead 3

	The need to bring agility into talent management
	The need to bring agility into talent management
	 6
	 6


	Reinvesting to change the business 1
	Reinvesting to change the business 1
	Reinvesting to change the business 1

	2

	Modernizing operations responsibly 1
	Modernizing operations responsibly 1
	Modernizing operations responsibly 1

	8

	Looking ahead 
	Looking ahead 
	Looking ahead 

	20

	1
	Endnotes 2


	KEY MESSAGES
	KEY MESSAGES
	KEY MESSAGES


	• 
	• 
	• 
	• 
	• 

	Progress toward quantifiable and transparent business metrics can help firms achieve a higher bottom line, financially and socially, based on our survey conducted in the summer of 2021. Respondents that made a lot of progress quantifying the impact of DEI initiatives were more likely to indicate that employee engagement and productivity have become much stronger since the start of 2021, than those who did not make a lot of progress quantifying the impact of DEI. 

	• 
	• 
	• 

	The workplace talent model is likely to continue to shift in 2022 as employees and firms adapt to the ever-changing requirements of operating in today’s environment. Internal communication plans are often baked into bold talent actions to maximize benefits. Implementing good business decisions absent communication plans that are cognizant of cultural impact can lead to suboptimal results. However, when firms pull additional levers with an eye on increasing overall employee well-being and communicate those p

	• 
	• 
	• 

	An overwhelming majority (85%) of our respondents that use AI-based solutions in the preinvestment phase either strongly agreed or agreed that AI helped them generate alpha. Using natural language processing and generation (NLP/G), a type of AI technology, analysts can save time spent on data collection and instead focus on analyzing data with a higher potential for insights. 

	• 
	• 
	• 

	Since investment management is a highly relationship-oriented business, firms that can better engage with clients and deliver on their expectations will likely be more successful. Our survey shows that 38% of respondents from digitally advanced firms expect significantly better revenue prospects in 2022 compared to just 13% for other, less digitally advanced firms, supporting the notion that digital interaction is part of the relationship.

	• 
	• 
	• 

	There appears to be a significant regional difference in the implementation of digital transformation and modernization of governance mechanisms. European firms lead on the responsible implementation front with 27% of the respondents indicating that their firms are accelerating digital transformation as well as updating governance, followed by Asia Pacific (20%) and North America (11%). Left unchecked, inadequate governance and reporting that trails digital transformation could lead to significant financial
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	INDINGS OF THE 2022 global outlook survey point toward varied results and expectations for investment management firms. This outlook will explore the connections between actions taken, the self-perceived cultural health of investment management firms, and growth expectations for 2022. The survey findings are interesting, and there’s plenty to pay attention to—for example, responses from investment management industry leaders indicate a correlation between strengthening firm culture and revenue growth expect
	INDINGS OF THE 2022 global outlook survey point toward varied results and expectations for investment management firms. This outlook will explore the connections between actions taken, the self-perceived cultural health of investment management firms, and growth expectations for 2022. The survey findings are interesting, and there’s plenty to pay attention to—for example, responses from investment management industry leaders indicate a correlation between strengthening firm culture and revenue growth expect
	F

	To begin with, this outlook will focus on asset growth and performance within the investment management landscape. We will then look at other success enablers such as talent models, technology and change, and vision. The varied results we expect in 2022 may be driven by the ability of some firms to create a virtuous cycle of vision, operational achievement, alignment with stakeholder expectations, staff resilience, and strengthening culture.

	The investment management landspace: Opportunities abound
	The investment management landspace: Opportunities abound
	In 2021, the investment management industry fared well despite the pandemic-driven market volatility. In the United States, while most active equity managers trailed the broader US equity composite, more managers (43%) achieved one-year alpha on an absolute returns basis in 2020 compared to the longer 10-year period over which 83% underperformed. On average, the equally weighted performance of US active equity funds outperformed the broad benchmark by 0.6%, outperforming for the first time since 2013. When 
	1
	2
	3
	 
	4

	Active managers’ success varies significantly between global regions. Equity active managers in Euro area, the United Kingdom, and Japan enjoyed outperformance relative to their regional benchmarks over the one-year period ended 2020 (4.2%, 8.0% and 2.9%, respectively). Portfolio managers in Australia, however, have some catching up to do as the average equity fund trailed the broad Australian market index by 0.2%. Perhaps the volatility and uncertainty around the direction of global financial markets is he
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	In the global alternative investment management space, private capital (private equity, private credit, infrastructure, and real estate) continued its relative outperformance to hedge funds, returning 15.5% in 2020 compared to 11.1% for hedge funds, even as both saw AUM rise around 20% during the year. AUM growth in private capital and hedge funds is likely to continue through 2022 as investors indicated high levels of satisfaction in the performance of private capital and hedge funds in the first half of 2
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	For traditional investment managers, there are various regional opportunities for asset growth. Pension funds in China are in the process of outsourcing assets to external investment managers. The outsourced portion of pension assets may grow to as much as RMB 6 trillion (~US$1 trillion) over the next several years. Given this, we expect more investment management firms to explore opportunities in China. 
	11

	Cryptocurrency is another potential area for growth for investment management firms. Cryptocurrencies number in the thousands, each introduced with a different purpose and different valuation drivers. Investment management firms have the opportunity to create novel products by bundling these currencies into funds with different risk and return characteristics. Some investment management firms have already launched products related to these digital assets. Europe is leading the space hosting eight of the top
	12

	For the firms that are not achieving alpha, digital transformation is one path that can help create a credible story about their brand promise to generate alpha, which may be a prerequisite to AUM growth. However, digital transformation can be difficult to achieve. More and more firms are choosing the mergers and acquisition (M&A) path to align their investment strategies with advanced digital operations. As a result, continued increases in M&A activity are expected within the investment management space in
	As firms are positioning differently to achieve alpha, the outlook for 2022 is likely to be driven by the quest to have the investment strategies supported by highly advanced digital capabilities. Firms can take many approaches to achieve these capabilities, but typically first and foremost is developing and maintaining a talent pool that can execute strategies to achieve their vision.
	employees understand a complex and still 
	employees understand a complex and still 
	changing end-state is likely much harder to achieve. 

	Developing and communicating these vital 
	Developing and communicating these vital 
	return-to-the-workplace plans optimally 
	is tricky and impactful—especially for the 
	firms that choose a hybrid end-state.

	Communication strategy
	From the uncertainty related to the return to the workplace to the increased demand for social justice, leaders at many investment management firms have had ample reasons to reexamine their firm’s vision and purpose. As they reconsider their firm’s mission statements, there’s also an opportunity to rethink how they will communicate this renewed sense of purpose with their employees to ensure they feel empowered and aligned with it. However, many investment management firms may find this challenging due to t
	This gap in employees’ alignment with their organizational purpose may exist due to uncertainty among employees outside of the talent function regarding their personal contribution to the firm’s vision. To remove this uncertainty, firms may rethink their vision and allow all their employees to become cocreators of the firm’s purpose. By giving their employees a voice, a collaborative relationship with workers that is sustainable and possibly even a differentiator may take hold. This approach should be consi
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	Transparent quantifiable metrics
	Investment management firms today have the opportunity to reimagine the role they play in society taking into consideration a broader range of stakeholders such as employees, customers, regulators, and shareholders. Key focus areas in this regard are trust and confidence. As a first step to boost trust and confidence, the investment management industry can look to confront greenwashing. Greenwashing is one of the biggest challenges in making sustainability decisions as some sustainability initiatives are pl
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	When a firm delivers a message around social issues, being genuine may be more crucial to gain its workforce’s support as opposed to trying to make the boldest statement. Being able to demonstrate the firm’s progress toward achieving a goal is a key component of avoiding potential diversity-washing claims from stakeholders. For example, our survey indicates that many investment management firms have made some strides in their diversity, equity, and inclusion (DEI) efforts. The percentage of respondents who 
	21
	 
	 

	Avoiding potential negative implications of diversity-washing is one part of the solution. To make sure they make meaningful progress on achieving their goals, firms should first quantify the impact that their efforts are making. Our recent survey results show that DEI reporting is related to employee engagement and productivity. Respondents who made a lot of progress quantifying the impact of DEI initiatives in their financial statements were more likely to indicate that employee engagement and productivit
	In addition to increasing the focus on DEI, many firms are implementing broader ESG initiatives. However, few firms are reporting the impact of these initiatives in a robust way. In most cases firms are increasing their focus on ESG initiatives but are failing to realize the full benefit of differentiation. This gap between implementation and communication demonstrates the importance of reporting quantifiable metrics to all stakeholders. Firms that do not adequately report the impact of ESG initiatives may 
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	Intelligent employee upskilling
	In 2022, investment management firms have an opportunity to use training and development to help their talent stay abreast of developments in products, asset classes, processes, and technologies. Investing in employees’ relevant training needs can help reap benefits in multiple ways. Doing it well by tailoring opportunities for upskilling to each employee’s personal goals can improve collaboration and employee well-being and create a stronger culture. While 65% of respondents working in senior talent roles 
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	• 
	• 
	• 
	• 

	28% more likely to say collaboration has gotten much stronger across teams

	• 
	• 
	• 

	34% more likely to report much stronger employee well-being

	• 
	• 
	• 

	52% more likely to indicate that their firm has developed a much stronger culture at their organization since the onset of the pandemic.


	Training programs at investment management firms will likely see increased emphasis in 2022, and the most successful programs are likely to enable employees to drive their training curricula.
	Staff resilience
	Employee productivity, well-being, improved risk appetite, empowered decision-making, and team collaboration are elements of culture that together represent staff resilience. Staff resilience risk is mitigated when firm cultures are strengthened. Respondents who reported that their firms’ overall culture became much stronger since the beginning of 2021 were:
	• 
	• 
	• 
	• 

	61% more likely to indicate that they have gotten much stronger in terms of empowered decision-making

	• 
	• 
	• 

	58% more likely to say their risk appetite has become much stronger 

	• 
	• 
	• 

	37% more likely to report much stronger employee engagement and productivity 

	• 
	• 
	• 

	27% more likely to state collaboration has gotten much stronger across teams

	• 
	• 
	• 

	25% more likely to report much stronger employee well-being


	In fact, only 20% of respondents in firms that have emerged much stronger culturally ranked staff resilience risk among the top two operational risks, compared to 40% at firms with lesser cultural strength ranks.
	Firms are taking specific strategic actions aimed at building a strong company culture and mitigating staff resilience risk. The Carlyle Group has taken such a step by linking its chief executive officer’s compensation to developing an inclusive culture at the firm. Moreover, the company has also set aside US$2 million to recognize employees that have gone above and beyond to meet DEI goals. DEI initiatives can help to build better culture and improve profitability and productivity. While many firms have pr
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	The workplace talent model is likely to continue to shift in 2022 as employees and firms adapt to the ever-changing requirements of operating in today’s environment. Internal communication plans are often baked into bold talent actions to maximize the benefits. Implementing good business decisions absent communication plans that are cognizant of cultural impact can lead to suboptimal results. However, when firms pull additional levers with an eye on increasing overall employee well-being and communicate tho
	Mergers, acquisitions, and outsourcing
	As firms manage their cost, capability, and scale equations, mergers, acquisitions, and outsourcing continue to be in the solution set. Survey findings indicate that global M&A activity is expected to increase broadly with concentration in investment management firms with between US$5 billion and US$10 billion in annual revenue over the course of 2022. This finding aligns with expectations for continued consolidation among smaller and mid-sized investment management firms to gain more capabilities to better
	30

	Interestingly, our survey shows that adding new technology capabilities is the top driver for respondents’ M&A transactions, followed by increasing scale and distribution channel expansion. These firms are looking to fuel growth through enhanced products and customer experience delivered to an expanded client (and prospect) base. M&As are expected to accelerate in 2022 as many firms can still potentially benefit from them.
	The number of deals in the investment management space has increased from 516 in 2016 to 628 in 2020. Furthermore, the number of deals announced through Q3 for 2021, 2020, and 2019 are 548, 457, and 484, respectively, showing a spike in 2021. The deal value has increased to US$31.6 billion for the first three quarters of 2021 compared to US$26.3 billion and US$22.2 billion during the same period in 2020 and 2019, respectively.
	31
	32
	33

	Outsourcing has recently garnered attention from FINRA for its impact on extended enterprise risk. In addition to the regulatory and risk considerations, investment management firms may benefit from conducting a more holistic review of the potential effects that outsourcing may have on its workforce. When a strategic decision is made to outsource a function, the firm may also want to take steps to ensure that cross-functional processes remain unaffected. Respondents in talent roles who indicated that increa
	34


	In 2021, the investment management industry fared well despite the pandemic-driven market volatility.
	In 2021, the investment management industry fared well despite the pandemic-driven market volatility.

	The need to bring agility into talent management
	The need to bring agility into talent management

	ODAY, MUCH OF the discussion of what the future of the workplace may look like is centered around some sort of a “hybrid” workforce model in which some employees are on-site, some work remotely, while others may work from anywhere depending on their needs and schedule. While the return to the workplace strategy remains under development, it is accompanied by several other important talent-centric success initiatives to meet strategic goals while enhancing corporate culture. These include redefining the comm
	ODAY, MUCH OF the discussion of what the future of the workplace may look like is centered around some sort of a “hybrid” workforce model in which some employees are on-site, some work remotely, while others may work from anywhere depending on their needs and schedule. While the return to the workplace strategy remains under development, it is accompanied by several other important talent-centric success initiatives to meet strategic goals while enhancing corporate culture. These include redefining the comm
	T
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	Return to the workplace
	Every investment management firm faces the return to the workplace transition. Most firms currently have hybrid approaches in place. However, only a few firms have declared and implemented long-term strategies at either end of the spectrum of opportunities—majority back as soon as possible and highly flexible on return to the workplace. There are interesting cultural dynamics at play in these approaches that firms may consider as they formulate their long-term strategy. Almost three-fourths of the survey re
	14

	The firms in the middle may be suffering from a specter of uncertainty haunting employees. Only 25% of respondents at these firms with wait-and-see or hybrid workforce model approaches indicated that their firm is emerging with a much stronger culture since the start of the pandemic. The communication level needed to help

	Almost three-fourths of the survey respondents indicated their firm is likely to adopt either a majority back as soon as possible or a highly flexible on return to the workplace strategy.
	Almost three-fourths of the survey respondents indicated their firm is likely to adopt either a majority back as soon as possible or a highly flexible on return to the workplace strategy.

	Source: The Deloitte Center for Financial Services Global Outlook Survey 2021.Deloitte Insights | deloitte.com/insightsFIGURE 1There is alignment of and vision between respondents from talent and other functionsUnderstanding of your institution’s vision (IT,operations, and ﬁnance)My institution's workforce is aligned with our sense of purpose (talent)Muchimproved36%Did not improve much64%Strongly agree or agree62%Did not agree or neutral38%
	Respondents indicated that collaboration and teamwork became much stronger for firms that made a lot of progress quantifying DEI initiatives than firms that didn’t.
	Respondents indicated that collaboration and teamwork became much stronger for firms that made a lot of progress quantifying DEI initiatives than firms that didn’t.

	Rather than allocating the trainings available to employees, firms can flip the script by setting up an opportunity marketplace allowing employees to take control of their career path.
	Rather than allocating the trainings available to employees, firms can flip the script by setting up an opportunity marketplace allowing employees to take control of their career path.

	When making a strategic decision to outsource a function, firms should take steps to ensure that cross-functional processes remain unaffected.
	When making a strategic decision to outsource a function, firms should take steps to ensure that cross-functional processes remain unaffected.

	Reinvesting to change the business
	Reinvesting to change the business

	NVESTMENT MANAGERS ARE increasingly investing in transforming their operations. Firms are using cost savings driven by pandemic-related pressures and a positive economic environment to invest in cloud and outsourced services more frequently than replacing proprietary and on-premise technology. Though most firms are digitally transforming their businesses, they have made progress to varying degrees. One factor that sets apart firms in their digitization journey is their agility in execution. Only about half 
	NVESTMENT MANAGERS ARE increasingly investing in transforming their operations. Firms are using cost savings driven by pandemic-related pressures and a positive economic environment to invest in cloud and outsourced services more frequently than replacing proprietary and on-premise technology. Though most firms are digitally transforming their businesses, they have made progress to varying degrees. One factor that sets apart firms in their digitization journey is their agility in execution. Only about half 
	I

	Improving operational efficiency
	Operational efficiency is increasingly important for traditional investment managers as the rise of low-cost passive investing increases competitive pressures. For private equity firms, efficient deal sourcing and improving portfolio company operations is a focus area as deal valuations rise. Firms are increasingly turning to digitalization for operational improvements. As seen in figure 2, respondents from all geographies are expecting a bigger increase in net spending across emerging technologies compared
	35

	However, there are subtle differences at a geographic level. Spending in Europe appears to be evenly distributed across technologies for respondents, with cloud, cybersecurity, robotic process automation (RPA), and data analytics expecting to see a net increase among firms (56%). Respondents in North America indicated net increases in spending on cloud (84%) and artificial intelligence (AI) (72%), whereas those in Asia Pacific were focused more on cybersecurity than on cloud with net increases of 74% and 68
	Realizing the cost- and time-saving potential of technologies such as AI and RPA, most survey respondents said their firms are expecting a net increase in spending on these two technologies. This change represents a dramatic shift from reported spending cuts last year on these technologies. Firms may now be moving their focus from operating remotely to operating efficiently. To make the most of these technologies, firms may need to get the right data infrastructure in place. As data is the building block of
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	However, the path to adoption may not be easy. Most respondents’ institutions faced challenges in implementing AI (67%), cybersecurity (58%), and cloud computing (54%). Complexity of technology implementation is the top barrier for implementing AI (29%) and cloud (31%), while cybersecurity implementation is stifled by reliance on legacy systems (16%). A clear institutional vision and well-defined use cases may help firms overcome some of these hurdles by enabling coordinated actions to hire required talent 
	Creating new opportunities
	ALPHA GENERATION
	Firms can use natural language processing and generation (NLP/G), a type of AI technology, to summarize structured and unstructured data from diverse sources. Using NLP, analysts can save time spent on data collection and instead focus on analyzing data with a higher potential for insights. An overwhelming majority (85%) of respondents that use AI-based solutions in the preinvestment phase either strongly agreed or agreed that AI helped them generate alpha. 
	39

	Nearly three-fourths of our survey respondents said that they would increase their budget for alpha-generating technologies such as AI, including NLP/G, (71%) and alternative data (74%) over the next 12–18 months. However, just increasing funding may not guarantee success. Our survey found that alpha generators—respondents who strongly agreed or agreed that AI helped their firm generate alpha—stood out from their peers on certain cultural aspects. There was a strong correlation between the ability to genera
	Leadership vision is the most important factor to kickstart the AI adoption process. Firm leadership will likely play an important role in bringing together the finance and operations teams and identify use cases where AI can bring in efficiency or financial results. Once such promising use cases are identified, leading practices call for firms to develop them in a sandbox followed by scaling the most promising use cases. UOB Asset Management Ltd. (UOB) followed such a sandbox approach while implementing it
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	To more effectively implement AI, firms may consider establishing T-shaped teams, wherein an innovation team acts as the conduit between the investment and technology teams. The innovation team’s responsibility is to effectively bridge the communication gap so that the data scientists on the technology team can bring the best solutions to address the most critical investment problems. Since AI models may require iterations and time before they work as expected, firm leadership can create an open culture usi
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	Alignment of capital allocation priorities between finance and operations is important to enhance the investment decision-making process. Survey results indicate that the finance and operations teams are aligned on some topics but not on others, signaling that leadership has some work to do (figure 4). At a global level, firms appear to be most misaligned on the importance of conferences, ESG research, and traditional financial databases. Respondents in Asia Pacific were most misaligned on the importance of
	 

	CLIENT SERVICE
	Investment managers are engaging with clients in some ways not possible earlier. Firms are utilizing technology to interact with clients through digital channels, handle client queries through intelligent chatbots, leverage virtual meetings in their sales and relationship building processes, and provide customized reporting. Firms can also produce personalized client interactions using data analytics by identifying clients’ interests, preferred content format, and frequency of interaction. Personalized comm
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	As firms focus on “reinvesting” to change the business, their core technology infrastructure will likely determine the direction of their spending to generate the most benefit. A firm’s core technology infrastructure generally has a significant bearing on its digitization strategy. Firms with modernized core infrastructures can increase their in-house technology spending on advanced technologies to enhance their investment decision-making process and client service. Those with legacy infrastructure may have
	Reinvesting to change the business is a monumental task. Alignment of all parts of the organization to the strategy and vision are key components to success. Managing talent through training and communication is another key component. When these are performed in coordination, firms may be better positioned for long-term differentiation.

	Source: The Deloitte Center for Financial Services Global Outlook Survey 2021.Deloitte Insights | deloitte.com/insightsFIGURE 3Firms that were able to achieve alpha using AI were also more likely to focus on—and improve—cultural factors, such as employee engagement, suggesting a strong correlationThe ability to generate alpha with AI is linked to cultural improvements Signiﬁcant cultural improvement             No signiﬁcant cultural improvement82%58%80%58%74%56%24%DIFFERENCE22%DIFFERENCE18%DIFFERENCEEmploy
	Source: The Deloitte Center for Financial Services Global Outlook Survey 2021.Deloitte Insights | deloitte.com/insightsFIGURE 4Finance and operations teams surveyed are most misaligned on the importance of conferences, ESG research, and traditional ﬁnancial databasesPriorities in spending, operations vs. ﬁnanceSell-side researchAI including NLP/GESG research and data sourcesConferencesAlternative dataTraditional ﬁnancial databasesTravel44%43%43%41%38%36%31%Sell-side researchAI including NLP/G28%28%ESG resea
	Modernizing operations responsibly
	Modernizing operations responsibly

	Governance trailing transformation
	Governance trailing transformation
	Under the pressure of necessary change, many firms have still not been able to implement adequate governance and reporting mechanisms. According to our survey results, while 54% of the respondents indicated that their firms are accelerating digital transformation of business services, only 19% said that they have also updated governance and reporting mechanisms. There is a significant regional difference in the implementation of digital transformation and modernization of governance mechanisms. European fir
	 

	Operations are transforming on multiple fronts. To stay lean and improve efficiency, some firms are partnering with external service providers to advance their digital transformation journey. At the same time, firms are also embracing the virtual work environment. These new arrangements have increased the risk associated with extended enterprise and misconduct, respectively.
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	Our survey findings reveal that 95% of firms are making some structural change across front-office, middle-office, and back-office operations (figure 5). Most of these structural changes increase the firms’ dependency on a greater number of external entities. Organizations with more external entities are more complex, which in turn can make these firms more susceptible to third-party risk. However, even in the face of these increased risks, 40%–50% of the firms that are planning to implement structural chan
	51

	Remote work models open the possibilities for conduct risk for investment management firms. Firms are increasingly investing in programs to promote ethical decision-making and reduce conduct risk. The percentage of survey respondents who agree or strongly agree that their firm is investing in training for ethical decision-making to reduce conduct risk has increased from 33% in 2020 to 57% in 2021, indicating progress on the talent front. However, technology enhancements trail training solutions with just 33
	In addition to bringing new technologies into the scope of existing controls, technological solutions that can help mitigate the heightened level of conduct risk include recalibration of insider deal alert generation models, enhancement of personal accounts monitoring, prioritization of higher risk events, data analytics on alert metadata, and restriction on use of high-risk communications systems. Furthermore, establishing appropriate intelligent third-party risk management and real-time monitoring systems
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	Another consideration to mitigate the cybersecurity and data privacy aspect of third party and conduct risk is the Zero Trust framework, which assumes that all network traffic may be malicious. This methodology helps manage network access for all users and devices. It continuously verifies identities and hides applications not specifically permissioned to each user. This control posture for corporate applications and data can help deter misconduct and third-party incidences.
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	Furthermore, regulators such as the European Securities and Markets Authority and US Securities and Exchange Commission are seeking input from market participants on the use of digital engagement practices and increased reliance on third parties to examine the potential risks and concerns. Firms that are putting governance and controls mechanisms in place simultaneously alongside their transformation journey, are likely to have an upper hand when such measures become mandatory compliance requirements.
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	Source: The Deloitte Center for Financial Services Global Outlook Survey 2021.Deloitte Insights | deloitte.com/insightsFIGURE 5Most ﬁrms are planning structural changes across their front-oﬃce, middle-oﬃce, or back-oﬃce operationsStructural changes respondents expected to transform operations over the next 12–18 monthsBuild            Buy           Launch oﬀshore          Outsource          Partner          No structural change expected14%14%20%20%28%4%14%13%22%11%34%5%10%18%22%18%30%3%Front-oﬃce processes 
	Looking ahead
	Looking ahead

	LTHOUGH THE PAST two years have tested the mettle of investment management firms, their people and leadership have made a difference. Many firms’ cultures have strengthened over the course of the pandemic, and there is a connection between strengthening cultures, revenue outlook, and the ability to implement important new technologies to meet evolving investor preferences. Survey results indicate that there is a virtuous cycle connecting corporate vision, strategy execution, customer service, and employee r
	LTHOUGH THE PAST two years have tested the mettle of investment management firms, their people and leadership have made a difference. Many firms’ cultures have strengthened over the course of the pandemic, and there is a connection between strengthening cultures, revenue outlook, and the ability to implement important new technologies to meet evolving investor preferences. Survey results indicate that there is a virtuous cycle connecting corporate vision, strategy execution, customer service, and employee r
	A

	Leadership establishes and communicates the vision for the organization. When executed well, there is alignment across functional areas for strategic priorities including capital allocations, staffing, development, and implementation. In 2022, firms with strong leadership are expected to achieve differentiated results to a greater degree than in years past, because of the magnitude and the pace of change expected throughout 2022.
	The biggest development in stakeholder expectations for investment management firms is related to ESG and data processing. Investment management firms are processing new data sets with AI to meet customer ESG priorities and investment return expectations. It is likely that these efforts and the accompanying sense of achievement can also fuel the virtuous cycle. It appears that customer demand is changing investment operations and products offerings for the better, and this change will likely continue or per
	Investment management firms with high levels of success are likely to be simultaneously strengthening their cultures and achieving a higher bottom line.

	Survey results indicate that there is a virtuous cycle connecting corporate vision, strategy execution, customer service, and employee resilience.
	Survey results indicate that there is a virtuous cycle connecting corporate vision, strategy execution, customer service, and employee resilience.

	Endnotes
	Endnotes

	1. 
	1. 
	1. 
	1. 
	1. 

	Berlinda Liu and Gaurav Sinha, “SPIVA® US Scorecard 2020,” S&P Global Market Intelligence, March 2021, p. 9.

	2. 
	2. 
	2. 

	Liu and Sinha, “SPIVA® US Scorecard 2020,” p. 9.

	3. 
	3. 
	3. 

	Liu and Sinha, “SPIVA® US Scorecard Mid-Year 2021,” S&P Global Market Intelligence, September 2021, p. 12.

	4. 
	4. 
	4. 

	Liu and Sinha, “SPIVA® US Scorecard Mid-Year 2021,” p. 12.

	5. 
	5. 
	5. 

	Andrew Cairns, Andrew Innes, and Alberto Allegrucci, “SPIVA® Europe Scorecard 2020,” S&P Global Market Intelligence, March 2021, p. 10; Priscilla Luk, Tim Wang, and Arpit Gupta, “SPIVA® Japan Scorecard 2020,” S&P Global Market Intelligence, March 2021, p. 7.

	6. 
	6. 
	6. 

	Luk, Wang, and Gupta, “SPIVA® Australia Scorecard 2020,” S&P Global Market Intelligence, March 2021, p. 7.

	7. 
	7. 
	7. 

	Preqin, “Private Capital Quarterly Index,” accessed September 16, 2021; Preqin, “Assets Under Management Breakdown,” accessed September 16, 2021; BarclayHedge, “Hedge Fund Index,” accessed September 16, 2021; BarclayHedge, “Hedge Fund Industry,” accessed September 16, 2021.

	8. 
	8. 
	8. 

	HFM and AIMA, H2 2021 Investor intentions, July 2021, p. 15.

	9. 
	9. 
	9. 

	HFM and AIMA, H2 2021 Investor intentions, p. 17.

	10. 
	10. 
	10. 

	HFM and AIMA, H2 2021 Investor intentions, p. 6.

	11. 
	11. 
	11. 

	Fred Chan, “China’s public pension fees to external managers jump 64%, pass Rmb1B,” Ignites Asia, September 15, 2021.

	12. 
	12. 
	12. 

	Michael Wursthorn, “Funds overseas cash in on crypto boom,” Wall Street Journal, September 11, 2021.

	13. 
	13. 
	13. 

	John Brownridge, “Digital workplaces and the hybrid work model,” Deloitte, July 19, 2021. 

	14. 
	14. 
	14. 

	Amie Keeley, “Goldman Sachs AM London staff told to return to office,” Ignites Europe, May 26, 2021.

	15. 
	15. 
	15. 

	Deloitte, 2021 Return to Workplaces survey, 2021.

	16. 
	16. 
	16. 

	Ibid.

	17. 
	17. 
	17. 

	Ibid. 

	18. 
	18. 
	18. 

	Anastasia Petraki, “Could transparency be the most important enabler of sustainable investment?,” Schroders, July 6, 2021.

	19. 
	19. 
	19. 

	FI Desk, “Fear that ‘diversity washing’ could limit progress,” October 11, 2019.

	20. 
	20. 
	20. 

	Monica O’Reilly et al., A higher bottom line: The future of financial services, Deloitte, 2021. 

	21. 
	21. 
	21. 

	Deloitte, 2021 Return to Workplaces survey, 2021.

	22. 
	22. 
	22. 

	Jessica Ground, “Q&A: An expert view on ESG,” Schroders, November 28, 2016; US Securities and Exchange Commission, “SEC announces Enforcement Task Force focused on climate and ESG issues,” press release, March 4, 2021.

	23. 
	23. 
	23. 

	Jennifer Thompson, “Greenwashing purge sees sustainable funds lose share in Europe,” Financial Times, April 1, 2019; Heather Hopkins, “FCA’s ESG letter confirms greenwashing fears,” Citywire, August 2, 2021; Tim Quinson, “Regulators intensify ESG scrutiny as greenwashing explodes,” Bloomberg, September 1, 2021; Yiping Zhang, “Beware of greenwashing in finance,” Impakter, December 31, 2020.

	24. 
	24. 
	24. 

	Deloitte, 2021 Return to Workplaces survey, 2021. 

	25. 
	25. 
	25. 

	Ibid. 

	26. 
	26. 
	26. 

	Kathleen Laverty, “Carlyle staff hitting diversity goals to share $2M reward,” FundFire, August 3, 2021; Sonali Basak, “Carlyle to award $2 million to staff for focusing on diversity,” Bloomberg, August 2, 2021.

	27. 
	27. 
	27. 

	Ibid.

	28. 
	28. 
	28. 

	Stacia S. Garr, Candace Atamanik, and David Mallon, “High-impact talent management: The new talent management maturity model,” Bersin by Deloitte, 2015. 

	29. 
	29. 
	29. 

	Chloe Leung, “Over 40% of leadership teams fail to improve gender diversity,” Ignites Europe, August 25, 2021. 

	30. 
	30. 
	30. 

	Michael Mackenzie and James Fontanella-Khan, “M&A in 2021: asset management primed for consolidation,” Financial Times, January 25, 2021.

	31. 
	31. 
	31. 

	Refinitiv, “Advanced search – Mergers & Acquisitions,” accessed October 6, 2021.

	32. 
	32. 
	32. 

	Ibid.

	33. 
	33. 
	33. 

	Ibid.

	34. 
	34. 
	34. 

	FINRA, “Regulatory notice: Vendor management and outsourcing,” August 13, 2021.

	35. 
	35. 
	35. 

	Tom Stabile, “KKR ramps up data science as managers aim to ‘squeeze out value,’” FundFire, July 14, 2021.

	36. 
	36. 
	36. 

	Dennis Ortiz and Gina Schaefer, “Calculating real ROI on intelligent automation (IA),” Deloitte, 2020.

	37. 
	37. 
	37. 

	Blue Prism, “Invesco doubles return on investment and saves $2.1 million each year with Blue Prism,” 2021.

	38. 
	38. 
	38. 

	Ibid.

	39. 
	39. 
	39. 

	Doug Dannemiller, “Making the investment decision process more naturally intelligent,” Deloitte Insights, March 2, 2021.

	40. 
	40. 
	40. 

	Larry Cao, T-shaped teams: Organizing to adopt AI and big data at investment firms, CFA Institute, August 30, 2021.

	41. 
	41. 
	41. 

	Simon Gray and Phillip Treleaven, “How a ‘regulatory sandbox’ can drive innovation in financial services,” World Finance, August 26, 2019.

	42. 
	42. 
	42. 

	Cao, T-shaped teams.

	43. 
	43. 
	43. 

	Ibid.

	44. 
	44. 
	44. 

	Ibid.

	45. 
	45. 
	45. 

	Ibid.

	46. 
	46. 
	46. 

	Dervedia Thomas, “Managers ready more automation, AI and data science for 2020,” FundFire, January 2, 2020.

	47. 
	47. 
	47. 

	Kedar Pandit, “Driving client engagement in investment management through responsible digital transformation,” Deloitte, June 23, 2021.

	48. 
	48. 
	48. 

	Pandit, “Driving client engagement in investment management through responsible digital transformation.” 

	49. 
	49. 
	49. 

	Rick Baert, “Further digitization on the horizon for investing,” Pensions & Investments, July 12, 2021.

	50. 
	50. 
	50. 

	Stabile, “Managers face ‘more intense’ cyberthreats, larger losses,” FundFire, August 18, 2021.

	51. 
	51. 
	51. 

	Justin Mitchell, “SEC fines three advisory and brokerage firms for data leaks,” FundFire, August 31, 2021; Kristian Park, “Third-party risk management (TPRM) global survey 2021,” Deloitte, 2021. 

	52. 
	52. 
	52. 

	Deloitte, “Enhanced market conduct risks during COVID 19,” 2020.

	53. 
	53. 
	53. 

	Park, “Third-party risk management (TPRM) global survey 2021,” pp. 17, 22, 25.

	54. 
	54. 
	54. 

	Deloitte, “Zero Trust: A revolutionary approach to Cyber or just another buzz word?,” 2021.

	55. 
	55. 
	55. 

	Andrew Rafla and Henry Li, “A CFO guide to ‘Zero Trust’ cybersecurity,” Wall Street Journal, August 27, 2021.

	56. 
	56. 
	56. 

	European Securities and Markets Authority, “Call for evidence: Digital finance,” press release, May 25, 2021; Brian Ponte, “SEC launches investigation into digital engagement practices,” FundFire, August 30, 2021.



	Acknowledgments
	Acknowledgments

	Investment management research leader Doug Dannemiller wishes to thank the following Deloitte client services professionals for their insights and contributions: Karl Ehrsam, Neil Brown, Jeff Levi, Steven W Hatfield, Amanda Walters, Rene Rumpeit, Simon Ramos, Robert Pejhovsky, and Kevin Quirk, as well as his coauthors and Deloitte Center for Financial Services colleagues Patricia Danielecki, Mohak Bhuta, Kedar Pandit, Sean Collins, Harsh Jain, Kathleen Pomento, Paul Kaiser, and Sophie Lees.
	Investment management research leader Doug Dannemiller wishes to thank the following Deloitte client services professionals for their insights and contributions: Karl Ehrsam, Neil Brown, Jeff Levi, Steven W Hatfield, Amanda Walters, Rene Rumpeit, Simon Ramos, Robert Pejhovsky, and Kevin Quirk, as well as his coauthors and Deloitte Center for Financial Services colleagues Patricia Danielecki, Mohak Bhuta, Kedar Pandit, Sean Collins, Harsh Jain, Kathleen Pomento, Paul Kaiser, and Sophie Lees.

	About the authors
	About the authors

	Krissy Davis   |   
	Krissy Davis   |   
	kbdavis@deloitte.com

	Krissy Davis is vice chair and the leader of Deloitte’s US Investment Management practice. As the industry leader, she is responsible for driving the integrated industry strategy across Deloitte’s businesses—Audit, Consulting, Risk & Financial Advisory, and Tax—and ensuring the solutions and thought leadership meet the evolving market demands.
	Cary Stier   |   
	cstier@deloitte.com

	Cary Stier is vice chair and Global Investment Management sector leader. He is responsible for professional services delivered to the private equity, hedge fund, mutual fund, and sovereign wealth industries in matters involving audit, tax, consulting, and advisory services.
	Tony Gaughan   |   
	tgaughan@deloitte.co.uk

	Tony Gaughan is the UK Investment Management & Wealth sector leader and the Global Investment Management sector leader. He leads some of Deloitte’s largest investment management relationships in EMEA, and works with global investment management, asset servicing and wealth management clients across strategy, distribution, operating model, investment operations, and outsourcing. He has more than 20 years’ industry experience at investment firms in Europe and Asia.

	Contact us
	Contact us
	Our insights can help you take advantage of change. If you’re looking for fresh ideas to address your challenges, we should talk.

	Industry leadership
	Industry leadership
	Krissy Davis
	Vice chair | US Investment Management practice leader | Deloitte & Touche LLP
	+1 617 437 2648 | 
	kbdavis@deloitte.com

	Krissy Davis is vice chair and the leader of Deloitte’s US Investment Management Industry practice.
	Cary Stier
	Vice chair | Global Investment Management sector leader | Deloitte & Touche LLP
	+1 212 436 7371 | 
	cstier@deloitte.com

	Cary Stier is vice chair and Global Investment Management sector leader for Deloitte.
	Tania Lynn Taylor
	Investment Management Audit leader | Partner | Deloitte & Touche LLP
	+1 212 436 2910 | lynn@deloitte.com
	Tania Lynn Taylor is the US Investment Management sector leader for the Audit & Assurance practice of Deloitte & Touche LLP.
	Jagat Patel
	US Consulting Investment Management & Real Estate sector leader | Principal Financial Services Consulting | Deloitte Consulting LLP
	 

	+1 203 708 4028 | 
	jagpatel@deloitte.com

	Jagat Patel is the US Investment Management and Real Estate sector leader for Deloitte Consulting.
	Karl Ehrsam
	Principal | Deloitte & Touche LLP
	+1 917 880 7538 | 
	kehrsam@deloitte.com

	Karl Ehrsam is the US Wealth Management leader and the US Investment Management sector leader for the Risk & Financial Advisory practice of Deloitte & Touche LLP. 
	Tony Gaughan
	Investment Management & Wealth sector leader | Consulting | Partner| Deloitte MCS Limited
	+44 (0)20 7303 2790 | tgaughan@deloitte.co.uk
	Tony Gaughan is the UK Investment Management & Wealth sector leader and the Global Investment Management sector leader.
	Dave Earley
	Investment Management Tax leader | Partner| Deloitte Tax LLP
	+1 203 708 4696 | 
	dearley@deloitte.com

	Dave Earley is the US Investment Management sector leader for Deloitte Tax LLP.
	Deloitte Center for Financial Services
	Jim Eckenrode
	Managing director | The Deloitte Center for Financial Services | Deloitte Services LP
	+1 617 585 4877 | 
	jeckenrode@deloitte.com

	Jim Eckenrode is managing director at the Deloitte Center for Financial Services, responsible for developing and executing Deloitte’s research agenda, while providing insights to leading financial institutions on business and technology strategy.
	Doug Dannemiller
	Research leader | The Deloitte Center for Financial Services | Deloitte Services LP
	+1 617 437 2067 | 
	ddannemiller@deloitte.com

	Doug Dannemiller is the head of investment management research at the Deloitte Center for Financial Services in Deloitte Services LP. He is responsible for driving the center’s investment management research and delivering it to clients.

	Sign up for Deloitte Insights updates at www.deloitte.com/insights. 
	Sign up for Deloitte Insights updates at www.deloitte.com/insights. 
	  Follow @DeloitteInsight

	Deloitte Insights contributors
	Deloitte Insights contributors
	Editorial: Abrar Khan, Hannah Bachman, and Dilip Poddar
	Creative: Govindh Raj and Molly Woodworth
	Audience development: Hannah Rapp and Nikita Garia
	Cover artwork: Willy Sion

	About Deloitte Insights
	About Deloitte Insights
	About Deloitte Insights

	Deloitte Insights publishes original articles, reports and periodicals that provide insights for businesses, the public sector and 
	Deloitte Insights publishes original articles, reports and periodicals that provide insights for businesses, the public sector and 
	NGOs. Our goal is to draw upon research and experience from throughout our professional services organization, and that of 
	coauthors in academia and business, to advance the conversation on a broad spectrum of topics of interest to executives and 
	government leaders.

	Deloitte Insights is an imprint of Deloitte Development LLC. 
	Deloitte Insights is an imprint of Deloitte Development LLC. 

	About this publication 
	About this publication 

	This publication contains general information only, and none of Deloitte Touche Tohmatsu Limited, its member firms, or its 
	This publication contains general information only, and none of Deloitte Touche Tohmatsu Limited, its member firms, or its 
	and their affiliates are, by means of this publication, rendering accounting, business, financial, investment, legal, tax, or other 
	professional advice or services. This publication is not a substitute for such professional advice or services, nor should it be 
	used as a basis for any decision or action that may affect your finances or your business. Before making any decision or taking 
	any action that may affect your finances or your business, you should consult a qualified professional adviser.

	None of Deloitte Touche Tohmatsu Limited, its member firms, or its and their respective affiliates shall be responsible for any 
	None of Deloitte Touche Tohmatsu Limited, its member firms, or its and their respective affiliates shall be responsible for any 
	loss whatsoever sustained by any person who relies on this publication.

	About Deloitte
	About Deloitte

	Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (“DTTL”), its 
	Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (“DTTL”), its 
	network of member firms, and their related entities. DTTL and each of its member firms are legally separate and independent 
	entities. DTTL (also referred to as “Deloitte Global”) does not provide services to clients. In the United States, Deloitte refers to 
	one or more of the US member firms of DTTL, their related entities that operate using the “Deloitte” name in the United States 
	and their respective affiliates. Certain services may not be available to attest clients under the rules and regulations of public 
	accounting. Please see 
	www.deloitte.com/about
	www.deloitte.com/about

	 to learn more about our global network of member firms.

	Copyright © 2021 Deloitte Development LLC. All rights reserved.
	Copyright © 2021 Deloitte Development LLC. All rights reserved.
	 
	Member of Deloitte Touche Tohmatsu Limited








