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WHAT IS FUND MANAGEMENT 2.0?
Fund management 2.0 can be described as the next stage
in the development of the fund management industry
serving institutional investors. It is about the evolution of
asset management from offering a standard catalogue
of products to providing a much broader and deeper
range of services, including access to real assets and
private markets. The industry is witnessing more bespoke
solutions and a growth in partnerships and collaborations
between managers and investors.
A possible starting point is to compare and contrast fund
management 2.0 with the traditional model, or fund
management 1.0. Under the old model, especially in
markets like the UK, many institutional investor portfolios
were largely invested in listed equities and bonds, with
a smattering of real estate and alternative assets. These
investors relied on advice from investment consultants
due to their limited internal investment expertise.
Asset managers were appointed to run standardised
investment mandates, with little or no customisation.

Investment performance was reported to the investor
on a quarterly basis and the investor might be given a
results presentation by their portfolio manager every
six or twelve months. Investment reviews concentrated
on performance against benchmarks and the investor’s
peer group, with relatively little consideration of risk
management, liquidity or environmental, social and
governance issues.
The old model has evolved significantly due to a range of
factors, but not all managers or investors have made the
transition to fund management 2.0. For less sophisticated
investors, fund management 1.0 may still fit the bill,
but as investors become bigger and hire more experts
internally, they are demanding a more advanced model
of asset management. In some markets and regions,
where investors are larger and better resourced, fund
management 2.0 has been a reality for some time, while
elsewhere, investors and managers are still evolving
towards fund management 2.0, as institutional investing
develops.

FUND MANAGEMENT 1.0 VERSUS FUND MANAGEMENT 2.0
INVESTMENT RANGE

INVESTMENT FLEXIBILITY

ESG APPROACH USED

Listed bonds & equities, some use
of alternative assets

Funds & strategies based on main
market indices, only limited investment
customisation possible

Screening and ESG integration in main
listed asset classes

Listed assets, a wide range of alternatives,
private markets, real assets, and solutions
-based strategies (LDI, CDI)

Main market and alternative indices used,
full investment customisation possible

ESG screening, engagement, thematic
and impact investing. ESG integrated in all
asset classes used, UN SDGs used.

CLIENT COMMUNICATION

ADVICE AND CONSULTATION
SERVICES OFFERED

Regular written reports and presentations,
some use of online communication. Little
variation for clients

Investment services only

Main performance and risk metrics
given, fairly high level reporting,
proprietary information guarded closely

Regular reporting and presentations, full
use of online comms, social media.
Tailored to each client’s needs

As well as investment services, strategic,
tactical and operational advice, support
with private market deals etc

Detailed/granular reporting on performance, risk management, liquidity, ESG
and manager’s CSR position. Acceptance
of knowledge sharing with clients.

Fund Management 1.0

TRANSPARENCY OVER
INVESTMENT DATA

Fund Management 2.0

Source: CoreData Research
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WHAT LED US HERE?
There are a number of reasons why
the asset management industry has
changed dramatically in the last few
years, in terms of how institutional
investors operate and expect to
be treated. A key factor has been
the development of larger, betterresourced investors with more
in-house investment expertise. In
some parts of the world, such as
Canada, Australia, the Netherlands
and the Nordic countries, large
institutional investors have been
around for some time. These
investors have a powerful voice
in the industry and work closely
with their asset managers. In
other countries, such as the UK,
this process is now gathering
pace, as pools of assets come
together in the local government
pension fund sector, and as smaller
defined benefit (DB) funds start
to consolidate, and as defined
contribution (DC) provision moves
to the master trust model.
Another change is the broadening
of investment portfolios to
include alternative assets, private
markets and real assets such as

infrastructure. This acceptance
of non-traditional asset classes
has been driven by increasing
sophistication on behalf of the
investors. Investors have also been
forced to move into these asset
types as the low yield environment
continues to impinge on the return
generation potential of traditional
assets. To invest in these areas
effectively, investors need scale
and specialist expertise, therefore
they have had to either find ways
to consolidate, or to work more
closely with their peers and boost
their internal resources. The
success of the big Canadian or
Australian pension funds investing
directly in infrastructure and
private equity has shown the
way to investors in other regions,
encouraging them to raise their
game. In addition, investment
in areas such as private markets
means investors require more
information or indeed different
services from their managers.
The integration of ESG criteria
into investment portfolios has
also pushed investors to be more
active in the way they manage

their assets. Investors have had to
work more closely with managers,
to ensure their beliefs on ESG are
fully integrated into their portfolios.
As investors are increasingly
developing their own ESG policies,
this means that they need a closer
relationship with the external asset
managers they use, on how they
implement ESG investing and on its
impact on the underlying assets.
It's also the case that many
institutional investors overhauled
their approach to investment
following the 2008 global financial
crisis. For smaller investors, it has
led to a greater use of outsourcing,
while larger organisations
have been driven to sharpen
their focus on diversification
and risk management. And as
larger investors have boosted
their internal resources, they
are also demanding more from
asset managers in terms of the
information and services they
receive.

‘TO-DO’ LIST FOR FUND MANAGERS

TREAT
investors as
EQUAL

SHARE

investment expertise
and information

BUILD
STRONGER, DEEPER CLIENT
RELATIONSHIPS

OFFER
more than
investment
services

partners

Become

ALIGNED
with investors

BE READY
to customise your
products and services

SPEAK OUT

PARTICIPATE

on issues that matter to
investors

in collaborative ventures

Source: CoreData Research
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WHAT DO INVESTORS WANT & WHAT DO
MANAGERS HAVE TO DO?
1.

TREAT INVESTORS AS EQUAL PARTNERS

Under fund management 1.0, the relationship
between the asset manager and the investor was one
of a customer, with limited knowledge, purchasing a
complex product or service from the asset manager,
playing the role of the expert provider. It was
characterised by an asymmetry of information and the
customer’s dependence on the provider to identify and
meet their needs.
This has changed significantly as fund management
2.0 has come to be. Investors want to be treated as
equal partners and to develop relationships with asset
managers which are built on trust, openness and
understanding.
One reason for this is that investors now are less likely
to want to delegate all investment decision-making to
a manager. Institutional investors have had to become
more professional to deal with the challenges they
face, with greater internal expertise, and they now

AVERAGE INSTITUTIONAL PORTFOLIO
Outsourced CIOs/
Fiduciaries/
Consultants

Internal experts

25%

So, in order to have deeper conversations about
an investment portfolio, investors need more
transparency over their investments, together with
information on risk management and liquidity, as well
as on issues such as sustainability, investment fees and
other aspects of investment management.
In our bespoke research work, institutional investors
praised managers who treat them with respect and
provide multi-dimensional support which is not directly
linked to sales efforts. “They know enough to point
me in the right direction if it’s something they can’t
handle themselves,” said one investor about an asset
management firm.
“As institutional investors become more sophisticated, the asset
management industry needs to make sure it shifts the way it is
interacting [with investors]. I often need to remind asset managers
coming to visit me, that we are also investment professionals and
they should be talking to us as fellow investment professionals.
That shift in mindset is incredibly important if we are going to have
proper partnerships.”
Chief executive, large institutional investor

50%

“The [LGPS asset] pools want to influence the shape of the
portfolio and to have a dialogue into their RI [responsible
investing] policy. Where they are investing in private assets, they
may want to access the manager research or due diligence, but
they want to make their own decisions on which of the private
funds they are going to invest in.”

25%

Independent adviser to UK Local Government Pension Scheme
asset pools

Third party
asset managers

Globally, around half of an average institutional portfolio is managed
by an internal team of investment experts.
The other half of the average portfolio is managed externally, with
around a quarter being handed to third party mangers and the rest
managed by outsourced CIOs, fiduciary managers or consultants.
Source: CoreData Research

want to work with asset managers on a more equal
basis. As part of working with managers in this way,
investors need greater transparency and knowledge
sharing from asset managers, as they move away
from delegating investment to external managers and
towards using managers as a resource to help them
find solutions to their specific needs.

“There’s less of a tendency now to delegate to experts and more
of a tendency to want to know what’s happening. It probably
isn’t true for all clients – there are still investors who want to
hire someone who’s good at the job and let them get on with it,
because even though institutional investors are hiring their own
experts, they’re still resource constrained.”
Managing director, global asset manager
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2.

HAVE A CLEAR VALUE PROPOSITION FOR
INVESTORS

Despite the increased attraction of low-cost, passive
investing, many institutional investors still believe
active management can add value. However, they are
demanding more from their managers. As one investor
put it: “Managers have to show how they are adding
value by managing actively. Where they are managing
passively, they have to really make the most of the
economies of scale and be very clear about how they
are doing that. You can’t do pseudo-passive and get
away with it anymore.”
The value proposition of a manager under fund
management 2.0 is about more than just investment
returns. Investors are increasingly likely to expect their
manager to offer advice and consultative services on
a range of issues, such as managing their risk budget
and liability management, if the latter is a concern.
Managing liquidity is likely to be another area where
investors expect managers’ support. This issue was
thrown into sharp focus following the recent freeze
on redemptions at UK asset manager Woodford
Investment Management.
Institutional investors allocating to illiquid assets, such
as private markets, may also require the support of the
managers they appoint to invest in these asset classes,
to help them with operational and other issues.

HAVE A CLEAR VALUE PROPOSITION FOR
INVESTORS

66%

For example, an institutional investor planning to
issue an RFP [request for proposal, or tender for asset
management] for a new multi-asset mandate, said
they expected the winning manager to not only run
the mandate, but to help with the operational aspects
of creating a new regulated vehicle for it and also to
assist with asset allocation issues. This is an example
of the changing needs of investors; they are calling out
for a different type of relationship with managers.
With institutional investors now expecting more open,
equal relationships with managers, and clear value
propositions, it is becoming harder for managers to
rely on their closely guarded proprietary expertise, or
their ‘secret sauce’. One asset management executive
said: “You have to be open with your clients. They want
knowledge transfer and it’s hard to resist”. Addressing
this can vary from making it easier for prospective
investors and others to obtain a manager’s investment
reports and views, to helping investors find emerging
managers, along with offering tactical and strategic
advice.
If they have access to the investment expertise, it is
more cost efficient for large institutional investors to
run mandates internally. Therefore asset managers
need to have a particularly strong value proposition to
attract these large ticket clients.

“With liquidity, people had a perception of where a fund manager
sat, but now [after Woodford] I think they will demand to know a lot
more about how many days it will take to liquidate a portfolio under
certain stress scenarios.”
Institutional sales director, global asset manager

of investors want the asset
managers they partner with to
come up with solutions which
meet their long-term objectives.

“It is a wider relationship we are looking to build; it’s not just ‘here’s
some money and an IMA [investment manager agreement], go and
run it and we will check in with you periodically.”
Senior executive, large institutional investor

Three in 10

institutional investors globally
cite a lack of internal expertise
as the primary challenge of
investing in private markets,
indicating there is still a clear
need for partnering with
providers in this field.

“It’s a ten to one ratio. It costs us around one tenth to run assets
internally at CalSTRS than it does for us to pay an outside firm on
Wall Street.”
Christopher Ailmann, CIO, California State Teachers' Retirement
System

Source: CoreData Research
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3.

EXPECT TO HAVE FEWER,
DEEPER INVESTOR
RELATIONSHIPS

Investors are expecting more from
their asset managers in terms of
dialogue and information. As a
result, they are moving towards
working with the managers most
receptive to working this way and
best able to meet their needs. This
view was shared by several asset
manager representatives who
spoke to CoreData. One explained
that big change between fund
management 1.0 and 2.0 is that
investors now want to work with
fewer asset manager partners
and they want those selected to
provide more granular information.
The investors are also asking more
questions about solutions, rather
than straightforward products or
strategies.
In addition to the investors’ thirst
for transparency and knowledge,
the reality remains that most of
them face resource constraints,
while still wanting or needing to
use external managers. As one
asset management representative
said: “They [investors] haven’t
got the time, so they want to
have more conversations, on a
more diversified basis, with fewer
managers”.
The big corollary of this for
managers is that they need
to invest in their personnel
to ensure they have the right
skills, particularly in the client
relationship team, to successfully
handle these deeper relationships
with their investor partners. This
means asset managers will need
staff with investment knowledge
who can also engage with investors.
They need to have the ability to

communicate with investors across
various channels, from face-to-face,
to telephone and online, in a highly
personalised manner.
As well as possessing the necessary
technical skills, client relationship
managers will also need the
emotional intelligence and
interpersonal skills to understand
the individuals they’re engaging
with to ensure they provide the
right information, at the right time,
in a transparent manner. This is the
key to striking a balance and being
effectively communicative rather
than overly forceful.

“The nature of client service has evolved
quite significantly. It’s now very tailored
to the client and they want more access
to the portfolio manager (PM). We have a
second tier of people who can constantly
communicate with the client and articulate
it in the way that the client wants, without
having to disturb the PM. The days of
having two lunches a year and saying that
everything is jolly good are well and truly
gone, thank goodness.”
Institutional sales executive, global asset
manager, AUM 150 billion plus

“Asset managers need to invest in
their relationship people, because that
relationship is becoming increasingly
important. If I were a fund manager now, I’d
be thinking long and hard about the quality
of my team in terms of developing strong
client relationships.”
Independent investment adviser to UK
pension funds
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INVESTORS WANT BETTER RELATIONSHIPS WITH THEIR ASSET MANAGERS

78%

of institutional investors
believe managers who predict,
anticipate and react to clients’
needs and interests will be
more successful in the future

82%

say asset managers should be
highly sensitive to their clients’
investment preferences,
behaviours and views to build
a successful relationship

62%

rate a pro-active client
relationship manager as
important to their relationship
with an asset manager

Source: CoreData Research

4.

INVESTORS WANT THEIR
MANAGERS TO “WALK
THE WALK”

An important feature of fund
management 2.0 is that the
demands of investors are going
beyond the delivery of investment
performance and standard client
service. Investors want to see that
managers are aligned with the
investors’ interests and share their
beliefs. Or as the expression has it,
to walk the walk and not just talk
the talk.
Take, for example, a Northern
European pension fund with a
strong policy on climate change
that has switched to a low-carbon
investment portfolio and is using
impact investing to support
renewable energy. An organization
like this will want its asset
managers not just to accommodate
its views, but to invest in a similar
way, or at the very least, not be a
source of reputational risk for the
investor. Reputational risk has been
a significant and often underplayed
factor in pushing investors towards
more sustainable and responsible
investing and it applies to asset
managers too. If pension funds and
insurance companies are taking a

stronger line on climate change,
will they be happy if their asset
managers do not act to tackle
climate change as well?
Investors adopting sustainable and
responsible investment policies
are increasingly alert to ‘greenwashing’ and will expect asset
managers to do more than tick the
right boxes here. Following through
on responsible investment and ESG
investing is one aspect of this. As
per the quote below, investors may
want to see a manager’s corporate
social responsibility (CSR) report,
or their action on diversity and
gender issues. In the USA, some big
investors have policies to allocate
more to women and minorityowned asset managers. Again, this
is a move away from business as
it was done in the past in asset
management.
Investor expectations on how
managers act could also be
reinforced by a generational shift.
There are signs that younger
(under 35) members of defined
contribution (DC) pension plans,
who are generally unengaged, are
becoming more engaged over the
use of ESG investing. If and when
the Millennials and Generation Z
become engaged with how assets

are managed on their behalf, the
requirement for asset managers to
invest sustainably could intensify
further and become a nonnegotiable requirement.
Asset managers can also earn credit
here by showing leadership and
speaking out on environmental
and other public policy issues.
Institutional investors, particularly
at pension funds, tend to be
cautious about what they say in
public, but that doesn’t mean that
asset managers have to be. Indeed,
many institutional investors would
probably welcome asset managers
saying that they would like to,
but are prevented from by their
sponsoring organisation, or other
corporate stakeholders.
“Five years ago, I don’t think anyone did
their own corporate social responsibility
report. Now you find that most managers
do. We are starting to understand how
much carbon we are using in creating
alpha generation. The first measure is
what percent of the portfolio is in carbon. I
think this will evolve quite significantly and
quite quickly. People used to ask, ‘did you
vote?’ Investors however have moved on
significantly when it comes to governance
but also on social and responsible
investment. We are seeing more and more
demand for that.”
Institutional sales manager, asset
management firm
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“Employees under 35 remain fairly unengaged [in DC pensions], but
there is a school of thought, which I would subscribe to, that we
are seeing an increasing trend for the use of responsible investing
through ESG type investment. So far, from the market testing we’ve
done, the under 35 demographic is responding well to investing in a
socially responsible way. That may be a mechanism to engage them
in their pension fund, while their fund value remains relatively low.”
Lee Hollingworth, partner, Hymans Robertson

INVESTORS WANT THEIR MANAGERS TO “WALK
THE WALK”

60%

of investors globally incorporate ESG
into their decisions to align their investment
strategies with the values of their organization

use ESG to minimize
headline risk

30%

70%
of investors say
ESG improves
their image or
reputation

The primary things asset managers can do to prove
their interests are aligned with those of their clients are:
Deliver consistent performance

60%

Offer competitive fees

40%

Match their clients’ holding periods

40%

Understand clients’ research and risk management process

30%

Engage in responsible investing themselves

20%

Source: CoreData Research

5.

MANAGERS SHOULD BE COLLABORATORS

Investors are increasingly using collaborative initiatives
to share knowledge and pursue their investment
interests. For asset managers, working alongside
their manager peers and with investors in these
collaborations is likely to become important in the
future.
It should be said that these collaborations can
be investor-only, such as the three-way Capital
Constellation alliance created by the US public sector
investment fund, Alaska Permanent Fund Corporation
(APFC), RPMI Railpen, the investment manager for the
UK railway industry pension fund, and Wafra, which
manages assets on behalf of Kuwait’s Public Institution
for Social Security (PIFSS). The three partners, who
together manage over $200 billion in assets, have
made an initial commitment of $700 million to
Constellation. This will invest in emerging private
equity and alternatives managers. By collaborating,
the investors aim to access a much bigger opportunity
set.
Wafra managing director Daniel Adamson said: “When
we look back 15 years from now, at firms that are
doing the best work for their clients, it’s going to be
those that have found ways to collaborate as opposed
to those that have found ways to compete. The zerosum model of Wall Street doesn’t work anymore”.
In Sweden, the large state-owned AP funds are
integrating parts of their investment strategy to expand
on their investments. In the latest move, AP1, AP3 and
AP4 are working together to forge a new company
called Polhem Infra, with the aim of making broad
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investments in infrastructure. In a joint statement,
the three funds said Polhem Infra would “create the
best conditions for making long-term investments in
infrastructure professionally and cost-effectively to
meet society’s long-term investment needs”. They will
focus on cooperation and sustainability.
“With a long-term ownership and focused
sustainability work, Polhem Infra has the potential
to become an attractive and prioritised player and
business partner, which in the long term will benefit
both the pension system and society as a whole,” said
the chief executives of the funds.
Other examples of collaboration are open to asset
managers to participate, either to share knowledge,
or to support a collaborative initiative in other ways.
The Transition Pathway Initiative is one case in point.
It was founded by two UK institutional investors, the
Church of England’s National Investing Bodies and the
Environment Agency Pension Fund in January 2017.
It has now grown to be a global initiative supported
by around 50 investors from around the world with
over $14 trillion in assets under management or under
advice. It is supported by a number of asset managers,
including four research funding partners. The TPI aims
to provide online information on how well large public
companies in carbon-intensive sectors are managing
the transition to a low-carbon economy.
Pensions for Purpose is another collaborative initiative
which brings together asset managers using impact

investing, pension funds and social funds. The
collaboration is intended to share information and
research on impact investing. Started in October
2017, by the end of July 2019 Pensions for Purpose
had rapidly grown to 59 influencer members (asset
manager members who can post content on a
website in return for an annual fee) and around 80
affiliate, or investor, members.
US pension fund giant California State Teachers'
Retirement System is also getting in on the
collaboration game. A report to the $227.8
billion pension plan’s investment committee said
officials aim to hire a specialized consultant from
its investment consultant pool to assist with the
implementation and expansion of its collaborative
investment model.
Of course, in these ventures the usual rules on
thought leadership apply. Investors are looking
for useful information and help, not a marketing
pitch. There is huge scope to help provide more
standardised and transparent data in areas such as
impacting investing and ESG. Therefore, managers
who can do this well will be seen as the good guys in
the future.

“The idea of getting together to share thought leadership on a
relatively new topic was ground-breaking in a way, there had
been one or two initiatives like that but not much. I kept saying,
this is a market that is going to grow rapidly, so by working
collaboratively, everybody will benefit because you will all start
seeing funds flowing to you, as investors become educated and
understand more about the topic we are talking about here, and
that is undoubtedly happening."

“The Canadians are moving away from partnerships and into hybrid
strategies which use some of the in-house talent and partner in a
different vehicle with asset managers. We thought this was a good
transition for us to complement the portfolio of partnerships that we
have. The benefit is very direct. We hope to do this at a lower cost
which means a higher return. When you’re in a direct relationship,
you get a little bit more control; a little more involvement in what we
buy.”

Karen Shackleton, co-founder, Pensions for Purpose

Christopher Ailmann, CalSTRS CIO

Have you reached Fund Manager 2.0 status?

Take the test now
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APPENDIX: METHODOLOGY
The findings and conclusions in this report are drawn from various sources, including recent quantitative
research carried out by CoreData Research and a series of telephone interviews held in early August 2019 with
institutional investors, advisers and asset manager representatives on the subject of fund management 2.0. In
most cases the interviewees requested anonymity, although some have been identified where they are happy
to be named. We have also carried out desktop research and drawn on our regular contacts with the asset
management community and with investors, as part of our ongoing research and analysis of trends and market
behaviour for our clients.
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CoreData
About Us
CoreData Research is a global specialist financial services research and strategy consultancy. CoreData Research understands the boundaries of research are limitless and with a thirst for new research capabilities and driven by client demand;
the group has expanded over the past few years into the Americas, Africa, Asia, and Europe.
CoreData Group has operations in Australia, the United Kingdom, the United States of America, Colombia, Sweden, Malta,
Singapore, South Africa and the Philippines. The group’s expansion means CoreData Research has the capabilities and
expertise to conduct syndicated and bespoke research projects on six different continents, while still maintaining the high
level of technical insight and professionalism our repeat clients demand.
With a primary focus on financial services CoreData Research provides clients with both bespoke and syndicated research
services through a variety of data collection strategies and methodologies, along with consulting and research database
hosting and outsourcing services.
CoreData Research provides both business-to-business and business to- consumer research, while the group’s offering
includes market intelligence, guidance on strategic positioning, methods for developing new business, advice on operational marketing and other consulting services.
The team is a complimentary blend of experienced financial services, research, marketing and media professionals, who
together combine their years of industry experience with primary research to bring perspective to existing market conditions and evolving trends.
CoreData Research has developed a number of syndicated benchmark proprietary indexes across a broad range of business areas within the financial services industry.

•
•
•
•
•

Experts in financial services research
Deep understanding of industry issues and business trends
In-house proprietary industry benchmark data
Industry leading research methodologies
Rolling benchmarks

The team understands the demand and service aspects of the financial services market. It is continuously in the market
through a mixture of constant researching, polling and mystery shopping and provides in-depth research at low cost and
rapid execution. The group builds a picture of a client’s market from hard data which allows them to make efficient decisions which will have the biggest impact for the least spend.
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