Financial business services
If you improve fund innovation
outcomes, can you enrich your customer
experiences and gain that vital edge?

industry challenges
The asset management industry is undergoing a profound restructuring, as institutions attempt to balance
regulatory challenges and drive fund innovation to meet clients’ needs. While the initial response to these
challenges has been visible through M&A, we are now seeing a transition in which technology is becoming the
driving force in this metamorphosis. New regulations in Europe and the US are demanding greater transparency
which will potentially lead to higher business costs to avoid painful financial penalties. Yet, many investment
organizations still rely on manual processes. These hold back collaboration and productivity, increase costs
and risks, and impair ability to improve governance. The best way forward is for all participants to embrace
digitization to improve operational efficiency and innovation outcomes.
Following the “Upping the Innovation Game in A Winner Takes All World” study that identified an urgent need to
drive innovation in asset management, Prof. Amin Rajan, CEO CREATE-Research and Kevin Pleiter, VP Financial
Services, Dassault Systèmes, led an inspiring panel to discuss the practical realities of product innovation in
asset businesses and whether they can learn from other highly regulated industries like Life Sciences. Audience
opinions also captured hands-on reflection of the challenges highlighted in the initial report.

1. WHO IS DRIVING YOUR PRODUCT INNOVATION?
As Prof. Amin Rajan, pointed out, “Innovation is not only about generating new ideas, but
efficiently converting ideas into marketable outcomes and services. It’s also about managing
product initiatives and product portfolios consistent with overall business strategy”. According
to the panelists and audience, product innovation and new product development have followed
traditional routes within their organizations.
Overall, the consensus was one of discomfort and disconnect. The audience agreed that the
asset managers employ highly intelligent individuals who regularly generate a fresh crop
of new ideas. While this is a critical component of driving product innovation, many in the
audience felt their organizations were rather poor at the execution of these ideas. Innovation
typically stems from two sources: sales teams, due to their close proximity to clients, and
portfolio managers, due to their proximity to markets.

“The industry is long on ideas, but short on execution.”
‘Upping the Innovation Game in a Winner Takes All World’, a recent market study conducted
by CREATE-Research, showed that best practices in product innovation should seek to strike a
balance between two opposing forces:
• Product push: where product success mainly rests on prevailing market
•  sentiment and deft marketing
• Product pull: where success mainly rests on knowing the client needs
• and the quality of skills and processes aimed at meeting them
Credible innovation has to blend both factors of client demand and the collective corporate skills
to meet it. Market environment can provide the necessary tail winds for this mix to flourish.
However, few asset houses have been able to strike the required balance. Product push has
been the primary route to date.
In order to achieve the balance, several institutions are experimenting with new methods:
David Hutchins, SVP, Head of Multi-Pension Strategy, Alliance Bernstein, indicated that his
organization has increased the focus on the needs of the end customer, having conducted
in-depth qualitative research; while Nicholas Lyster, CEO, Principal Global Investors, discussed
a more ‘skunk works’ type group that combines the ability to generate new ideas and take
them to the finishing line. Both Hutchins and Lyster emphasized that generating new product
ideas is easy. The real challenge is validating them internally and then holding them up
against client needs. The audience also agreed with this (Figure 1 – below). It is clear that
if innovation is not client centric, it doesn’t go anywhere. Client needs must be at the heart
of product innovation.
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Who is driving your product
innovation?

25%

Markets

Administrators

0%

Regulators

0%
75%

Clients

75%
of product innovation
is driven by clients.
Title of Paper Goes Here -- Change on Master Page and All Pages will Update

2

Kevin Pleiter reinforced this point by suggesting that the industry needs to better leverage
technology to begin the systematic and organizational change to satisfy client, shareholder
and regulatory demands and it can learn from some of the world’s most innovative
companies like Tesla, the electric car manufacturer. He commented that “by reducing
reliance on manual operations, coupling talented people and streamlined processes with
enterprise collaboration, asset managers can operate more efficiently and free up the time
to improve the innovation process”. Tesla, the high performance car manufacturer, leveraged
technology in the same way and succeeded in gaining a major competitive advantage over
other well-known car manufacturers.

2. what is the problem with product launches?
The problem can be stated simply: there are too many product launches that don’t incorporate
client needs.
Most products are copycats that have not been stress-tested by time or events or are subject
to reality checks that involve market testing or seed corn testing. Amin Rajan commented that
“the asset management industry has yet to adopt a robust process that not only promotes
the generation of new ideas but ensures robust evaluation before going to market. There is
also failure to identify when new ideas are premature, need further development or should
be simply rejected”.
René Schneider, Head of Global Product Management, Swiss & Global Asset Management,
agreed: “In the European fund markets in the last ten years, there have been on average
2,800 new fund launches each year. Coupled with only 2,200 fund mergers and liquidations,
that leaves a net increase each year of 600 funds. Despite a few years when this trend was
reversed, there are still 34,000 share classes in Europe. The median size is $40 million, and
most lack the critical mass to be commercially viable”.
In contrast, in the US, there are some 6,000 share classes in a market nearly twice the size of
Europe. Europe suffers from too many funds with an unclear value proposition and inadequate
assets to make them commercially viable. These products have emerged from competitor
leapfrogging, not client needs.

2,800
new funds launch each year.
A net increase each year
of 600 funds.

“It’s sloppy – the industry launches products
and hopes that maybe one in ten will stick.”
Asset managers aim for a hit rate of one in ten. History shows that such odds are highly
fanciful and far removed from reality. Not only do they work against client interests, but
they also promote waste and churn that does little service to the economics of the asset
industry or to its image as the custodian of people’s money.

1 in 10
The average hit rate asset
managers aim for.
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3. wHAT ARE THE CHECKS ON CLIENT-DRIVEN INNOVATION?
David Hutchins likened the ideal role of the fund manager to that of a doctor: diagnosing the
client’s actual need is often the hardest part of the job. Once you comprehend your clients’
needs, finding a solution becomes easier. They may have an underlying problem that could be
fixed differently, whether it’s a total return problem or a liability-driven problem.
When clients demand a product that is only slightly different from one that is already offered,
the true cost−benefit of creating an entirely new product or issuing a new share class should be
considered. As industry margins continue to be squeezed, the element of fund staying power
and success ratio will become an increasing challenge. Products will have to last longer in the
market to generate the same return on capital for shareholders. Fund managers need to be
more confident in their own abilities and be willing to sell their positions on products for the
optimum benefit of the client.

“The industry has got a great future,
but only if we do it right.”
4. client-driven innovation that works
David Hutchins outlined a single process that crucially had conviction across the company. Over
a two year period, they conducted and documented across the business an in-depth research
process right down to the needs of the end-client. Customer need, which was unsurprisingly
around income, was then matched up with market views and deliverability. In-depth research,
despite the time and resource cost, can often reward you further by aligning your offering more
directly with client needs. This has worked well at AllianceBernstein.
The process resulted in one very strong product.
Nicholas Lyster also stressed the importance of robust stress testing of new products such
that the conviction of the whole company lies behind them. As an example of best practice,
the consumer good industry is a good one to emulate: it tests a lot of ideas and kills many of
them in the process, with the result that it only launches strong, well-supported products.
Asset managers could learn a lot from applying the same disciplines.
This deep internal analysis highlights the importance of having a product innovation practitioner
group that can test ideas that stand up convincingly at launch. And stand the test of time.

€5.5 trillion

Figure 2
European mutual fund industry
growth over the last ten years.
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The growth drivers of the funds industry are new fund launches. René Schneider quoted
research from Lipper showing that over 10 years, the European mutual fund industry grew
from €3 trillion to €5.5 trillion – 90% of that growth was from new funds. Furthermore, post
2008, client needs have changed significantly. The successful funds in these launches hit the
market at the right time: they were fast and they were first.

€5.5tr
Value of European
fund industry.
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Believing you can build a better fund than a rival who has already launched in the market is not
always best: you are better off seeking to innovate for the future and anticipating the market
and client needs three years from now.
As an aside, the best innovation is often a minor evolution of a product set. Products should
also be credible within your business model to be successful; they need to be consistent
with your branding to avoid confusing clients. Nicholas Lyster added that, “As a small fund
investment firm, you can’t afford to launch too many funds at the expense of quality
and inadequate marketing”.

5. Innovation to market needs a strong execution discipline
So what works? René Schneider, stressed the importance of implementing a strong internal
discipline, creating fluid space for idea generation, followed by a rigorous and structured
internal process before commercializing new ideas...

“Developing and launching a new fund is not a task
you can do on the back of an envelope – you need a
system that pulls it all together: that collates all your
data and reporting.”
An effective innovation process would;

Validate the new idea

Create conceptual design

Get approval from key stakeholders, including sales/compliance/risk/portfolio

Create a term sheet with sign off from every relevant part of business

This systematic process allows the business to keep track of both the original idea
and creates an audit trail for any changes that may occur to the product as it moves
through the development stage.
Another key success factor is collaboration – internal collaboration with stakeholders and
external collaboration with clients or regulators. Kevin Pleiter states, “It is essential to record
it, digitize it, put it down in a system so the trail is reliable and you can go back, examine it
and trace the entire collaborative engine. When it works well, you can go back and re-follow
the steps and create efficiencies. When things get difficult, it allows you to take corrective
action very quickly”.
These are the benefits of a digitized system, as opposed to a forgotten filing system, or the
backwaters of physical signing meetings to support products. Without systematic digitization,
innovation lacks credibility and impairs execution. On the other hand, innovation can always
be improved when you have a system documenting the steps you took and the logic behind it.
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“Without systematic digitization, innovation lacks
x credibility and impairs execution.”
An effective partnership between distribution and manufacturing is also essential, according
to David Hutchins, including a mechanism that makes difficult decisions on which ideas are
not taken forward. There must be clear points in this process where you can stop and kill off
a new concept.
Nicholas Lyster, pointed out research that illustrated that the common linking factor
between blockbuster funds is not performance, which is relevant in only 25% of
cases, but the presence of a product champion.

Figure 3
How effective are your
innovation processes?
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The second audience poll (Figure 3) illustrated similarly that there is always room for
improvement, and further corroborate the results of Prof. Amin Rajan’s study, which concluded
that most industry players feel their innovation process is good to average.

0%
of innovation processes
are ‘very good’.

6. How can the innovation process be improved?
There are obvious opportunities to improve innovation capabilities through process systemization
and global collaboration, ensuring all your stakeholders are brought in early on in the process
– particularly Marketing which, as Nicholas Lyster points out, is often forgotten and should be
included in the testing process. In addition to these, it is essential to set realistic expectations,
so everyone involved is familiar with the key steps along the way. For example, whereas a
plain vanilla equity fund might implement a straightforward process, a UCITS fund, using
sophisticated investment tools, may take longer to test and implement.
While collaboration is the key to success, there is always the danger that widening the
stakeholder base may slow things down and weaken accountability. To combat this, strong
leadership is necessary, with key lines of accountability and strong governance over the
development process.
Together, these elements create a strong culture of innovation throughout the organization.
But perhaps of greater significance, is creating an environment where stakeholders are happy
to challenge ideas and for some ideas to fail. To achieve this, the audience and panelists lauded
the ‘ideas bank’ suggestion, put forward by Amin Rajan in his research. The belief that no idea
is wrong, just that its time has not yet come, can really fuel the innovation pipeline.
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“Implementing an ideas bank
“ can have a powerful impact.”
Equally important is that when an idea or fund fails – it is essential to conduct a post
mortem, so that people know the reasons and take them on board when moving forward.
By documenting it, it not only improves your process, but can give you an edge with the
regulators. This is central to the culture of continuous improvements.
René Schneider emphasized, most great products are variants of existing ones, just gradually
improved, “In Amin’s report, there’s a great quote: ‘the person who invented the first wheel
was clever, but the one who added the other three was a genius.”
David Hutchins, further emphasized how the iPhone is a great example of existing disparate
technology, combined to create a powerful new product and that you can’t underestimate the
power of marketing − something often forgotten in the funds industry.
Clients need communication to help them understand the product proposition and align it to
their needs. The client’s requirements are changing: traditionally, clients wanted to shop in
parts, to create their own products. Now increasingly, clients just want a pre-built product that
they can trust to deliver the returns they need.

“We are still thinking about components and
 “clients are thinking about buying an outcome.”
“Will I have enough money when I am old?” If you can address this client need with a product
then you have done your job. The benchmark here is preservation of wealth in real terms and
if this is achieved, the buyers will come.
The final aspect of the discussion was on cultural discipline, emulated at Swiss & Global
Asset Management. René Schneider explained that when a new fund is launched, another is
killed off: a benchmark of ‘up or out’ is set. This is an important discipline, as it streamlines
the product offering and aligns products with evolving market dynamics. The necessary
simplification of products needs digitization.

7. cONCLUSION

Figure 4
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As the final audience poll highlighted (Figure 4), time is lost at different points in the innovation
food chain.
Historically, the industry has launched too many products, costing time and money. Increased
regulation is forcing the necessary discipline and raising comfort levels about the new funds
that come to market.
It also means that the asset management industry can no longer afford to have a scattergun
approach to innovation. Really efficient providers will compete on price. Not every asset
manager can secure prime mover advantage. In addition, institutions are challenged to
streamline operations and improve efficiencies to meet regulatory and infrastructure changes.
To conclude, therefore, listening to your clients, collaborating with your stakeholders and
implementing efficient processes are the key to win-win product outcomes. Indeed, innovation
need not be confined to new products. It could also apply to the entire value chain of asset
management and drive out inefficiencies that have long conspired against client interests. A
new age requires new mindsets.
This is why the FinTech ‘revolution’ in the asset management sector has increased specifically
in the UK where the British government and regulators recognize an urgent need to drive
disruptive technological innovation to improve market outcomes, meet regulatory demands
and improve the customer experience.
Kevin Pleiter also commented that this is why Dassault Systèmes is leveraging its successes
and history of innovation associated with product lifecycle management tools used in other
regulated industries, and bringing them to financial services to help empower fund innovation.
As part of their is focus on driving innovation in the investment arena, it has helped empower
FinTech innovation through its 3D FinTech Challenge, an accelerator program focused on
the asset management industry. It also sees cloud computing as playing an important role in
enabling institutions to inject ideas more quickly without disrupting existing infrastructure.
New ways of thinking are more important than new ways of working. Old ways of doing
things have given the asset industry a bad name. Its time to move with the times or risk
being left behind.
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Panelists:
David Hutchins, Senior Vice President and Head of AllianceBernstein’s Multi-Asset Pension
Strategies business in the UK
David is responsible for the development and management of multi-asset portfolios for both
defined benefit and defined contribution clients. He joined the firm in 2008 after spending two
years at UBS Investment Bank, where he was responsible for devising and delivering innovative
capital markets risk-management solutions for pension schemes. Prior to that, he spent 13
years at Mercer, where he was a European principal and scheme actuary, providing trustee and
corporate advice to a range of UK pension funds and their sponsors.
David holds a BSc in mathematics and a PGCE from the University of Bristol. He chairs the
Investment Management Association’s Defined Contribution Committee and formerly chaired
the defined contribution industry working group for the UK government’s “defined ambition”
project. He is a Fellow of the Institute of Actuaries. Location: London
Nick Lyster, Chief Executive Officer, Principal Global Investors (Europe)
Based in London, Nick is responsible for managing the firm’s investment business in the United
Kingdom and continental Europe. Nick joined the firm in 1990 and prior to his current role he
worked at Bankers Trust Company and Cazenove & Co. He received an MBA from the Wharton
Business School and a bachelor’s degree from the University of Exeter, England.
Kevin Pleiter, Global Vice President, Financial Services at Dassault Systèmes
Kevin joined Dassault Systèmes three years ago to spearhead their penetration into the
financial services market.
Prior to joining Dassault Systèmes, Kevin spent 13 years at IBM in a number of executive
positions including Consulting Partner Financial Markets and Director, Strategic Business
Incubation for Financial Services, where he turned around a major business in Japan and
incubated four global FinTech businesses. In addition, he has held senior roles at a leading
financial services software firm and with financial institutions including Salomon Brothers Asset
Management and Deutsche Bank.
Amin Rajan, CEO, CREATE-Research, London
Amin leads CREATE-Research, a think tank that specializes in the future trends in global
fund management. He has developed special expertise in the emerging business models and
their successful implementation and has consulted for leading asset management including
BlackRock, BP, Citibank, Credit Suisse, Deutsche Bank, JPMorgan Asset management, Legal
& General plc, Morgan Stanley and UBS amongst others. He holds a fellowship from Oxford
University’s Said Business School. He is also a visiting professor at the Centre for Leadership
Studies, Exeter University.
René Schneider, Head of Product Development, Swiss & Global Asset Management, Zurich
René joined Swiss & Global Asset Management (formerly Julius Baer Asset Management) in
2003. Prior to his current position he was Head of Equity Investment Management. In that
function he successfully rebuilt the portfolio teams and track record until 2006.
He previously held various positions at Credit Suisse Asset Management as a Managing
Director. They included overseeing a team of 40 investment professionals as Head of Equity
Investment Management in Zurich; leading and implementing a firm-wide “best practice”
function for Product Control & Risk Management (7 years); running the product management
and business development unit of Credit Suisse’s mutual fund operations (2 years); marketing
institutional asset management products to Asian clients while based in London (3 years);
and managing portfolios for Japanese institutional clients and building up the firm’s asset
management business in Japan (7 years).
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About CREATE-Research
CREATE-Research is an independent think tank specializing in strategic change and the newly
emerging models in global asset management.
It undertakes major research assignments from prominent financial institutions and global
companies. It works closely with senior decision-makers in reputable organizations across
Europe and the US. Its work is disseminated through high profile reports and events that attract
wide attention in the media.
Further information can be found at create-research.co.uk
Contact details:
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About Dassault Systèmes
At Dassault Systèmes, we are committed to helping companies put their clients at the heart
of the innovation process to deliver powerful outcomes that transcend mere products and
services. Delivering customer focused outcomes is the cornerstone of our 3D EXPERIENCE
platform which is built on the solid foundation of nearly three decades of collaboration with
our global customers in 12 industries.
Our Financial Services Industry Solutions leverage the 3D EXPERIENCE platform to drive
outcomes specific to the financial services industry that are easy to deploy and use. With
proven reductions in implementation time, our solutions deliver real business value faster
and with much less complexity than traditional approaches.
To find out more, please visit 3ds.com/financial-services or contact us at
DS.Financial-Services@3DS.com
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