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The pace of technological change is 
unrelenting. The Internet of Things and the 
rise of the gig economy are changing the 
way that businesses and consumers interact 
with each other. It is therefore incumbent 
upon the asset management industry to 
embrace technological change and reimagine 
what is a tried and tested business model. 
More than ever, fund managers are having 
to innovate to operate more efficiently, more 
transparently, and in closer harmony with 
their end investors. 

As this report will show, there are five 
disruptive technological trends (as defined 

by five key companies) today that have, over 
recent years, prompted global businesses 
to take a step back, pause, and determine 
new ways of doing business. They 
include: Amazon, Google, Twitter, Uber and 
Watson (IBM). 

These trends are helping companies of 
all shapes and sizes embrace technology to 
deliver a more inclusive platform experience, 
become data smart to understand customers 
more completely than ever before, and 
communicate in ways that are more tailored 
and targeted, thereby revolutionising the 
customer experience. 
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Conference, he said: “I don’t know a lot of 
people who love the idea of living under 
a despot,” the inference being that self-
awareness super-computers could become a 
malign force; think creepy-voiced HAL9000 in 
the seminal movie, 2001: A Space Odyssey. 

Such are the advances in computing 
power under Moore’s Law that businesses 
of all shapes and persuasions – not just the 
asset management industry – are leveraging 
cognitive computing systems that are 
becoming smarter and using human speech 
to carry out instructions; SIRI in the iPhone 
for example. 

Machine algorithms are imbuing cognitive 
computing systems and represent the 
next stage of artificial intelligence; one that 
harnesses predictive analytic capabilities to 
not just improve tactical activities such as 
client service, but overall enhance the way 
that we live our lives. These are systems that 
can simulate human thought, while learning 
as they continuously consume and process 
vast amounts of data. n

To read the SEI white paper entitled “The 
upside of disruption – why the future of asset 
management depends on innovation” in full, 
please click on the following link:  
www.seic.com/DisruptToday

Each of the following five chapters 
illustrates how these trends are shaping 
our world, and, critically, provides 
considerations as to how asset managers 
can incorporate them into their daily 
businesses to enact change. One of the 
central themes throughout the report is just 
how far reaching these trends have become 
in today’s knowledge-based economy. 
Even small changes, such as applying 
predictive analytics to a fund manager’s 
reporting process, can reap huge dividends. 
Learning how investors respond to certain 
information can give fund managers 
tremendous insights, giving them a platform 
with which to develop tailored reporting 
and communications, as well as product 
innovation. 

The investment industry has a long and 
impressive record of success. But this 
is no time to be complacent — not when 
the engines of the industry’s growth are 
slowing, the field of competitors is rapidly 
widening, and technology is transforming the 
landscape for every business. 

To stay competitive and take advantage of 
new opportunities, investment firms will need 
to think bigger and look beyond incremental 
improvements. That will take fresh thinking, 
a conscious shift in mindset and effective 
leadership at both the corporate and 
industry level.

Hopefully the following five chapters 
will spark debate and encourage fund 
management teams to think differently as 
to how to grow their businesses in the 
gig economy. 

At a time when investor demographics are 
switching from baby boomers to millennials, 
the extent to which asset management 
groups embrace new technology will likely 
dictate the winners and losers of the future. 
Those who fail to overcome inertia will be 
left far behind as the relentless pace of 
technological innovation marches on. 

We hope you read this thought-leadership 
document and feel inspired as we head 
into 2017.

Cognitive computing
Cognitive computing and machine learning 
capabilities are becoming so great that even 
Elon Musk has raised concerns. 

Speaking recently at Recode’s Code 

“Such are the advances in computing power 
under Moore’s Law that businesses of all 
shapes and persuasions – not just the asset 
management industry – are leveraging 
cognitive computing systems that are 
becoming smarter and using human speech 
to carry out instructions.”



HEDGEWEEK Special Report Jan 2017 www.hedgeweek.com | 4

SE I  REPORT

The following section will focus on the first 
of these trends, ‘Watsonisation’.

This term comes from the IBM Watson 
supercomputer developed by the company’s 
founder, Thomas J. Watson. As has been 
well documented, Watson shocked the 
world in 2011 when it won the game show 
Jeopardy!. It provided a snapshot of the 
future; a world where cognitive computers 
become more adept at mimicking human 
thought processes.

“At the turn of the millennium, the 
business of asset management was far 
less complex that it is today. Tailwinds were 
everywhere and the financial crisis wasn’t 
even a glint in anyone’s eyes. Yet today, with 
headwinds more omnipresent, in order for 
fund managers to continue to be successful, 
they also need to be operationally adept 
and take advantage of new fintech 
advances,” says Ross Ellis, Vice President 
and Managing Director of the Knowledge 
Partnership in the Investment Manager 
Services division at SEI. 

“But it’s not just about seeing what our 

peers are doing and new technology within 
the asset management industry, however. 
We need to look at what’s happening in 
other industries and what seemingly non-
competitive firms are doing there, such as 
IBM with Watson, Uber, AirBnB and Twitter. It 
behooves us as industry participants to look 
at every possibility in the global marketplace 
to see where we can take advantage of 
technology and deliver better solutions to our 
constituents,” he adds.

Open architecture
What Watson has done has opened up a 
portal into a new technological dimension. 
According to Fast Company, in 2014 more 
than 5,000 applications developers were 
working in the Watson ecosystem alone. 

“IBM has invited entrepreneurs, clients 
and prospective customers to see how 
the Watson platform can transform their 
businesses. They have created an open 
architecture environment in such a way that 
encourages participation by a large number 
of developers. By building a foundation 

Nº1 Watsonisation
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advisor, it’s a tool that provides self-direction 
that previously couldn’t have been done as 
inexpensively, efficiently, or accurately. It also 
allows people who have previously never 
participated in investments to do so.”

Robo-advisor tools have been used in 
the funds industry for quite some time; they 
just weren’t referred to as such. Rather they 
were used to produce model portfolios for 
HNW investors at private banks. Where the 
disruption element is coming to play is that 
today’s robo-advisors are forcing change in 
the industry because they are now allowing 
retail investors – and those who have never 
participated in the investment process before 
– to do something that was previously the 
preserve of the wealthy. 

Google DeepMind
Warren says that one of the ways that SEI 
is trying to grow its business is to use 
technology for lower value, albeit important, 
tasks in places where humans used to do 
it; i.e. taking the robot out of the human, 
and using cognitive computing to perform 
mundane tasks. “This is being done in areas 
such as managing exceptions, for example. 
We can use predictive analytics to manage 
(future) exceptions by spotting them before 
they even happen.”

Machine learning reached another 
milestone recently when Google DeepMind, 
the tech giant’s artificial intelligence division 
that builds self-learning algorithms, achieved 
a 4-1 series win with AlphaGo over Go world 
champion, Lee Se-dol. Using neural networks 
for deep learning, AlphaGo studied 30 million 
positions and played simultaneously with 50 
different computers to learn the game. 

that allows people to come in and develop 
unique applications, it changes how people 
interact with and consume data. Indeed, 
dozens of APIs now exist in the platform, 
many of which would never have occurred 
had it not been for the open environment. 
That is the beauty of what IBM is doing with 
Watson,” says Jim Warren, Head of Solutions 
Strategy & Development at SEI. 

The whole premise of Watson and the 
potential of cognitive computing is pushing 
people to develop solutions in all kinds 
of unique areas; wearable devices for the 
medical industry, GPS technologies (Uber), 
facial recognition systems to identify card 
counters, and even analysing the tone in 
people’s writing. 

“Because it is an open architecture, there 
are no limits to how it can be used. It opens 
up so many opportunities,” says Ellis. 

One could argue that the silicon chip 
has heralded in the second Industrial 
Revolution; the Technology Revolution. Asset 
managers such as Bridgewater Associates 
have been quick to recognise the power of 
cognitive computing. It now has a dedicated 
artificial intelligence unit headed up by 
former IBM executive, David Ferrucci. The 
unit is responsible for developing trading 
algorithms that make predictions based on 
historical data and learn how to respond to 
changing markets. 

A self-direction tool
This is, in effect, incorporating a robo-advisor 
component to the firm; but rather than advise 
investors, the algorithm suite uses predictive 
capabilities to improve Bridgewater’s trading 
expertise. Indeed, in a recent talk on 
innovation and competitiveness at Harvard 
Law School, SEC Commissioner Kara M. 
Stein cited four developments that are 
challenging the financial services industry’s 
existing business models and practices: 
robo-advisors, online peer-to peer lending, 
equity crowdfunding, and blockchain 
technology.

“We would cite robo-advisors as being one 
example of the Watsonisation trend,” says 
Ellis. “By using algorithms and technology 
to do asset allocation quickly, it allows 
participants to partake in the investment realm 
in a more straightforward way. Whether or 
not someone uses this alongside a personal 

“It behooves us as industry 
participants to look at every 
possibility in the global 
marketplace to see where 
we can take advantage 
of technology and deliver 
better solutions to our 
constituents.”
Ross Ellis, SEI
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or technology, can now do that makes the 
jobs that we do of higher value and higher 
quality – it also frees people up to more 
engaging work, and improves the customer 
experience,” he concludes.

This is how AI is able to turn out 
information on data that already exists to 
better predict what will happen next. Take 
cybersecurity. There are now algorithms that 
will predict where a hacker is likely going to 
be before they have a chance to do anything 
and put firewalls in place to counteract the 
threat before it happens.

“The technology now is such that it 
can be customised to every single person, 
not large groups; with robo-advisors, for 
example, you can customise your exact 
requirements to create a portfolio that meets 
your specific needs,” says Warren. 

Whilst AI might be useful in overcoming 
cognitive biases in stock picking, when it 
comes to active management there is still an 
argument that a human overlay is needed 
to add an additional level of trust, provide 
someone to discuss ideas, or even override 
an AI system when necessary. To date, 
robo-advisors appear to be more suited for 
passive management but as technology 
improves, it could well give active portfolio 
managers a run for their money. 

“Technology is additive. You can use 
Watsonisation to streamline things and add 
efficiencies, but in our business, having a 
connection to people, and looking them in 
the eye, is important. It’s about marrying 
technologies to benefit your clients, and 
improving the solutions provided, while at 
the same time retaining a human connection 
with those clients,” concludes Warren. n

In another example, using machine 
learning, Google DeepMind is being used to 
cut energy costs in Google’s data centres by 
up to 40%. 

To further demonstrate the power of 
cognitive computing, in the real estate 
industry it is allowing asset owners to 
monitor the performance of buildings in real 
time and use predictive analytics to detect 
when boilers or metering systems might be 
about to break down and need replacing. 

Such is the breadth of capabilities with 
Watsonisation that the biggest challenge for 
fund managers is knowing how and where 
to best embrace new technologies to drive 
efficiency and spot new insights. 

How far can AI really go?
“One way to look at this technology is 
how it can reduce the amount of input that 
operational teams need to do. At SEI, we 
are consuming, aggregating and presenting 
more information, more quickly and more 
comprehensively, on behalf of our clients. 
Many of our clients leverage us from a 
platform perspective; and by doing so they 
are able to make smarter, more insightful 
decisions based on the quality and quantity 
of data we have accumulated. 

“Clients are starting to embrace this 
concept of, ‘How do I cut down on time 
wasted on analysis that isn’t necessary?’ 
And, ‘How can I spend more of my time of 
higher value activities?’

“The fascinating thing is that two years 
from now, the conversation will likely be 
vastly different because so much more 
would have happened. Our perspective 
is that we need to stay on top of all 
the technologies and maintain an open 
environment because I don’t think any of 
us know how far AI capabilities can go,” 
says Warren. 

Ellis expands on this point, saying that 
SEI is looking to figure out what its clients 
are seeking and provide it to them the next 
time proactively “so that they don’t have to 
go through multiple steps to get what they 
ultimately want.” In essence, SEI can react 
in a way that pre-empts what their clients 
want to do in the same way that Google’s 
search engine pre-empts what we want to 
search for. 

“There are some things that machines, 

Jim Warren, Head of Solutions 
Strategy & Development at SEI

“Our perspective is that we 
need to stay on top of all the 
technologies and maintain an 
open environment because 
I don’t think any of us know 
how far AI capabilities 
can go.”
Jim Warren, SEI
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Asset management has always been 
an information-based business and as 
such, managers are not immune to facing 
innovative and disruptive forces making 
inroads in other industries. 

Such is the pace of technological 
innovation, and data volume, that fund 
managers now have the chance to leverage 
the same predictive capabilities as used by 
Google (and other search engines) into their 
organisations to better understand investor 
behaviour and derive insights across all 
facets of their business. But it’s no easy 
task. To do so requires having a clear data 
strategy in place to build value and ultimately 
improve the client experience. 

“We live in an age of data abundance,” 
says Paul Schaeffer, President of Alphahut 
and former senior adviser at SEI’s 
Investment Manager Services division. “To 
some extent, all businesses are becoming 
‘Googlised’. The challenge for asset 

managers today is not how to gather the 
data but rather how to extract value from all 
the data they now have at their disposal.”

What do we mean by Googlisation?
As SEI points out in its white paper: The 
upside of disruption – why the future of 
asset  management depends on innovation1, 
the power of search algorithms, coupled 
with the plunging costs of bandwidth, data 
storage, has us all a limitless window on 
the world. 

As fund managers attempt to respond 
to the pace of technology, the key question 
they need to ask themselves is: How do we 
extract value from all this data?

“Fund managers need to have a data 
strategy to figure out what to do with all 
this data,” says Ross Ellis, Vice President 
and Managing Director of the Knowledge 
Partnership in the Investment Manager 
Services division at SEI. 

SE I  REPORT

Nº2 Googlisation
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discussion with a client, potentially evoking 
further questions. “Dialogue, not diatribe,” 
he comments. In other words, managers 
with a data strategy in place will be better 
able to drive insights and improve both the 
way they run their businesses and provide 
better solutions and communications with 
their investors. 

Moneyball 
“Additionally, when your company is based 
on data, some of the things that you thought 
may have been true before can now be 
disproved (or not) given the facts. That 
can end up changing or enhancing a fund 
manager’s marketing story, creating a more 
targeted sales pitch. Think about the Billy 
Beane story in the major league baseball 
arena. If you are a huge team with an 
enormous budget you just go out and buy 
the best players, and even keep some on 
the bench that could be starters elsewhere. 

“If you’re small, and you have limited 
budget, you have to look at other ways to 
compete. That’s what Beane did with the 
Oakland A’s. They used analytics to crunch 
numbers and look at things that the naked 
eye couldn’t see. It put them on an equal 
footing with the much bigger payroll teams,” 
relates Ellis.

This is the classic ‘moneyball3’ approach 
and is now being utilised by teams with the 
biggest budgets as well as those with the 
smallest as they seek to take advantage 
of data to pick players and build winning 
teams. 

Likewise, large asset managers like 
Schroders and Fidelity had the foresight to 

It’s all well and good collecting data but if 
you don’t organise it in such a fashion that 
you can derive insights from it, then what’s 
the point? It’d be almost like not even getting 
it in the first place.

“You don’t know what you don’t know, 
and therefore you might not realise that 
there are links between one data set and 
another until you actually dig in to it. That’s 
why some fund managers are hiring data 
scientists. Managers today are able to collect 
lots of seemingly unrelated data – some of 
it unstructured – yet they do not necessarily 
know what to do with it all. 

“That ends up being part of the data 
strategy problem. Someone has to define 
what you are going to do with it. The 
operations or IT team will not necessarily 
be the best people to leave it to, however, 
because they will tell you what they can do 
with it given today’s technology, not provide 
the insights that front office teams are 
looking for, or necessarily have ‘blue sky’ 
thinking,” says Ellis.

The volume of data that Google processes 
on a daily basis is staggering. Google now 
processes over 40,000 search queries every 
second on average. This translates to over 
3.5 billion searches per day and 1.2 trillion 
searches per year, worldwide. Additionally, 
IBM estimated that about 80% of the data 
available is unstructured. In early 20162, Scott 
Gnau, CTO of Hortonworks, said that one 
of the data and analytics trends to look for 
this year is that businesses would look at 
deriving value from all data. “It’s not just 
the Internet of Things but rather Internet of 
Anything that can provide insights,” he said.

To Googlise their businesses, therefore, 
fund managers need a strategy that enables 
them to leverage what Stan Davis and Jim 
Botkin wrote in a seminal paper for the 
Harvard Business Review in 1994 entitled 
“The Coming of Knowledge-Based Business”. 
In short, they argue that there is a hierarchy 
of data to information to knowledge. 
Information is data that has been arranged 
into meaningful patterns, said Davis and 
Botkin, with knowledge deriving from not 
only the composition of information but 
the skill that one is able to apply to that 
information. 

Ellis says that using data should not 
be a one-way street but a way to drive 

“You don’t know what you 
don’t know, and therefore 
you might not realise that 
there are links between 
one data set and another 
until you actually dig in to 
it. That’s why some fund 
managers are hiring data 
scientists.”
Ross Ellis, SEI
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data strategy, it has the potential to transform 
fund managers of old into more nimble 
client-centric organisations,” says Ellis, but it 
takes time and commitment to achieve this.

Finding talent
To become Google-esque in their approach, 
fund managers will need the right talent in 
place. And that means hiring data scientists 
and analytics experts from diverse fields, 
including math and statistics-focused 
universities and Silicon Valley, just as sports 
teams have done to great effect. 

Various industries such as telecoms are 
hiring data scientists and analysts to make 
the transition into becoming a knowledge-
based business and embrace the “machine 
learning” paradigm that is fast underway but 
fund management still has a way to go.

Depending on a firm’s cultural orientation 
will ultimately determine the extent to which 
they build internal capabilities – be it through 
hiring data scientists, a Chief Information 
Security Officer, etc – and/or partner with 
external service providers. 

Asset managers should look at all the 
entities they work with – fund administrators, 
custodians, risk providers, brokers – and ask, 
‘Do they have the same orientation around 
data and knowledge and, therefore, can they 
support my knowledge platform?’ Are they 
going to deliver the data I need, do they 
have individual skill-sets that I can leverage, 
will they make my organisation, and thus the 
value I can offer my clients, better? 

“If you can get the right talent in place 
you can unlock opportunities that you didn’t 
know ever existed before. You don’t need 
to have all the talent in place right away; 
the main thing is that you have a strategy 
to help you become better tomorrow than 
you are today, and a commitment from 
the top to support this going forward,” 
concludes Ellis. n

Footnotes
1. www.seic.com/futureofassetmanagement/

disruption-today.html?cmpid=im-udarhw-16.
2. www.cio.com/article/3023838/analytics/21-

data-and-analytics-trends-that-will-
dominate-2016.html.

3. The phrase ‘moneyball’ was coined by 
Michael Lewis in his book, “Moneyball: 
The Art of Winning an Unfair Game”.

be ‘data smart’ and having algorithms to 
analyse data is now used part and parcel 
with their human workforce. The more 
they use data tools to make the customer 
experience better, the more they are able to 
build deeper insights into the characteristics 
of investors; just as Google learns about us 
the more we search for things. 

No more guesswork
Google’s algorithms make links and create 
predictions every time we type in a search. 
These things are only possible because of 
the extraordinarily vast amounts of data that 
Google has at its disposal. The same applies 
to other platforms, such as Facebook.

“I read something recently that Facebook 
has close to 100 bits of information on the 
average person. And that is data that we 
willingly give them in set-up and as we 
post messages on the platform. Facebook’s 
algorithms put together a rules puzzle; for 
example, Ross went to school in the south 
of England, lives in a 2000 ft house and likes 
The Beatles, therefore he’s more likely to 
like Crunchie Bars rather than Yorkies (both 
British chocolate bars). Step-by-step, and 
adding up all the data from all the users 
in their database, these algorithms build 
personas and learn about us by making 
suggestions, often to a very accurate level,” 
says Ellis.

This is a simple example, but what 
the advertising exchanges do when they 
autosuggest a pair of Oakleys, for example, 
after you’ve just looked at sunglasses 
on Amazon. 

“The idea is that these custom ads and 
“recommendations” improve our customer 
experience and make it easier. In the 
asset management industry, a data-driven 
infrastructure could allow managers to 
cut out a number of steps and arrive at a 
quicker decision, enabling a faster go-to-
market strategy and a much more bespoke 
approach to communicating with the 
end user. 

“It’s not just guesswork anymore. An 
effective data strategy can tell you, with 
a higher level of probability, what types 
of managers investors are going to be 
interested in based on the performance 
attributes and managers they have allocated 
to in the past. By following a clearly defined 
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One of the clear benefits to the increased 
proliferation of platforms, which offer 
infrastructure-as-a-solution, is that it 
is helping start-up and emerging fund 
managers compete on a level playing field 
with larger entities. 

In some ways this gives them a 
competitive advantage given that established 
institutions find it hard to pivot away from 
their existing infrastructure and embrace the 
multitude of disruptive technologies. Known 
as the Innovator’s Dilemma, the fear is that 
if they change tack they might end up failing 
or not realise the benefits for years hence 
but if they don’t embrace change, they might 
get left behind, leapfrogged by more nimble 
competitors. 

The success story that one has witnessed 
with Amazon over the last 22 years, as it 
has morphed from the world’s largest online 

bookstore to one that allows retail customers 
to buy anything from electric goods to 
board shorts, is incredible. Amazonisation 
demonstrates the power of the platform. 

In what is known as the ‘network effect’, 
the more people use them, the more 
platforms like Amazon and eBay learn about 
their customers. Netflix is another good 
example, offering suggestions as its algorithm 
learns about people’s viewing habits.

Taking a client-centric approach and 
building backwards has revolutionised the 
customer experience and with Amazon now 
offering cloud infrastructure – Amazon Web 
Services, cloud-as-a-service, as it were – it 
is putting power in the hands of the next 
generation of entrepreneurs (including fund 
managers) to build similar business models 
that meet the expectations of their clients. 

“When you order something on Amazon 

SE I  REPORT

Nº3 Amazonisation
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partner and deliver results much faster. 
Investors don’t want to wait. If they want 
the marketing presentation they expect to 
receive it right away. 

One route to achieving a more inclusive 
platform experience is for asset managers to 
build a knowledge platform.

Several years ago, SEI started thinking 
more seriously beyond the concept of big 
data about the components of a knowledge 
platform that an asset manager would need, 
going forward. They identified four main 
components, which include:
1. Sophistication – A knowledge platform 

needs to be highly sophisticated in order 
to handle and analyse all types of data, 
while ensuring data integrity. 

2. Support key business functions – The 
platform must meet the data, information, 
and knowledge requirements for all 
the organisation’s key functions. For 
example, what are the outcomes that 
your compliance function, risk function, or 
portfolio management team need? 

3. Flexibility – A logical progression of point 
2, is how the platform must be flexible, 
adaptable and efficient. The information 
must be delivered in an clear and intuitive 
manner, but one size doesn’t fit all. The 
online dashboard shouldn’t look the same 
for the client relations’ team, compared to 
the compliance team or operations team. 

4. Expertise – This is probably where the 
asset management industry is farthest 
behind the curve. Does the platform have 
that deep, specialised expertise and 
analytical capability? 

“At SEI we run a flexible, vehicle-agnostic 
platform. We will provide suggestions based 

and you look closely, you realise not 
everything is coming from Amazon’s own 
inventory at all but from another company 
whose inventory is linked to it. Amazon has 
built a networked platform that can get you 
the item you desire, and send it off to you 
carefully packaged in a day or two. They’ve 
built trust with the retail marketplace.

“We often shop online using e-commerce 
platforms because we have gotten used 
to the convenience, trustworthiness and 
customer-focussed experience. E-commerce 
has permanently altered the expectations 
for customer experience. This begs the 
question; why should that not also apply 
to the asset management industry? Why 
should it be any different?” asks Ross Ellis, 
Vice President and Managing Director of the 
Knowledge Partnership in the Investment 
Manager Services division at SEI. 

This is something that asset managers 
are faced with thinking about. What ways 
can they innovate and build a more platform-
like experience for their investors, and deliver 
an elevated retail-like level of customer 
experience?

The reality is, large e-commerce platforms 
are going to become natural competitors to 
the asset management community. China’s 
e-commerce platform, Alibaba, has managed 
to build the world’s 3rd largest money market 
fund (Alibaba Yue Bao) extraordinarily quickly. 
It took just 9 months to reach USD100 billion 
– by comparison, it took Vanguard more than 
10 years to hit that same figure. 

Alibaba’s financial services unit is 
expanding aggressively into banking, 
investment, insurance, and credit card 
services, as it steadily moves toward 
becoming one of China’s full-service banks.

With respect to transaction payments, 
Apple now has Apple Pay, Google has 
Android Pay, and recently PayPal stepped 
up their game with the acquisition of Venmo. 
These three technology giants, in tandem 
with Amazon and Intuit, have created a 
financial services lobbying group called 
Financial Innovation Now. 

In short, the ‘Amazonisation’ effect 
means that consumers now expect retail-
style transparency and complete technical 
information to support purchase decisions of 
all kinds.

Fund managers have to be a trustworthy 

“We often shop online using e-commerce 
platforms because we have gotten used 
to the convenience, trustworthiness and 
customer-focussed experience. E-commerce 
has permanently altered the expectations 
for customer experience. This begs the 
question; why should that not also apply 
to the asset management industry? Why 
should it be any different?”
Ross Ellis, SEI
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The ripple effect of Amazon is being 
felt elsewhere in finance. Platforms are 
popping up across the financial landscape 
like mushrooms offering investors wider 
opportunities as they look to invest in new 
areas for alternative yields. 

“An example of a successful lending 
platform is SoFi (Social Finance),” says 
Ellis. “The original idea behind this peer-to-
peer platform was for Stanford graduates 
to provide student loan financing to current 
Stanford students. The students could get it 
at a lower rate than what the banks offered, 
and those issuing the loans would receive a 
higher rate than they would get elsewhere. 
The non-traditional underwriting approach 
here has since morphed to mortgage and 
personal lending. ” 

He points out that the platform is 
like being part of a club, where the 
borrowers are “members”, and proof that 
the intersection of people and finance is 
changing forever. SoFi has even started 
running wine tasting events, posting job 
placements and so on. 

“For those running a platform such 
as SoFi’s, by melding sophisticated data 
analytics with a highly personalised 
approach to customer interaction, they are 
able to focus on attracting the right type of 
person, and the more they make them feel 
like they belong, the more they will learn 
about them and the more likely they will 
be able to offer them additional services,” 
concludes Ellis.

As SEI’s paper states: “Asset managers 
must accept that they, too, are part of the 
e-commerce competitive cauldron.” Only 
by addressing head on the threat and 
opportunities of non-traditional players can 
fund managers adequately and successfully 
reshape their businesses to accommodate 
the empowered online-savvy consumer. n

on our experience and expertise, but we’re 
not going to tell a manager what vehicle 
they must use. We look at it as, you manage 
a certain strategy and we will make sure 
our platform can handle however and to 
whomever you want to distribute it. To 
become operationally excellent is not easy; 
again, look how long it has taken Amazon to 
become profitable. Investment managers face 
continuing fee pressures, and the operational 
requirements are such that the barriers to 
entry are getting higher. 

“If you have a platform that is agnostic, 
then it allows you to create bespoke content. 
It’s not Ford’s line of ‘Pick any colour you 
want as long as it’s black’, it’s ‘pick any 
colour you want, period’. This can allow 
managers to be much more flexible and 
present data as and when clients want it,” 
says Ellis.

Understandably, the pace of change is 
not going to be light speed in the asset 
management industry. Alternative fund 
managers are not going to allow the investor 
to tell them what to invest in, but given they 
get instantaneous results in other areas 
of their lives, maybe their dashboards will 
become more real-time and customised than 
they were before.

“Instead of just giving them the standard 
monthly or quarterly analyses, managers are 
starting to give their investors analysis that 
is more customised to their specific portfolio. 
The more that the manager knows about 
their investors, the more their feedback 
and communications can be customised,” 
adds Ellis.

One of the clear benefits of 
‘Amazonisation’ is that platforms are providing 
new injections of liquidity into what were once 
highly illiquid areas of the marketplace. Private 
equity secondaries is just one example where 
this is seeing increased investment and 
investor activity, helping institutions invest in 
and out of private equity funds without having 
to lock up their capital for multiple years. 

Ten years ago, the PE secondary market 
was around USD10 billion in deal volume. It 
has now quadrupled. 

Platforms that are fueling the growth of 
markets for traditionally illiquid assets include

Melting Point, SecondMarket, a platform 
and Equity Zen, a marketplace for pre-IPO 
investments.

“Investment managers face 
continuing fee pressures, 
and the operational 
requirements are such that 
the barriers to entry are 
getting higher.”
Ross Ellis, SEI
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Sat here writing this article in one of 
London’s many coffee shops there are at 
least half a dozen others tapping away on 
their MacBooks. By 2020, it is estimated that 
40 to 50% of the global workforce will work 
for themselves, in a freelance or independent 
consultant capacity, collaborating with people 
on platforms to deliver a particular service 
or solution. 

Welcome to the gig economy, or sharing 
economy, that has seemingly been defined 
overnight by the incredible success of Airbnb 
and Uber, the e-hailing company. 

These two companies, in particular, 
have completely changed the natural 
order of things, building platform models 
where they neither own hotels nor taxis, 
preferring instead to put power in the hands 
of the individual to monetise the cars and 
properties that they own. 

It has been an extraordinary shift in the 

way that people interact and make use of 
services. In a recent article in the Harvard 
Business Review, the authors coined the 
term ‘network orchestrator’ for companies 
that “create a network of peers in which 
the participants interact and share in the 
value creation.” Using S&P 500 index data 
going back to 1972, the authors found 
that compared to asset builders, service 
providers and technology creators, network 
orchestrators have enjoyed better growth 
rates and profit margins, among other 
performance metrics. 

What does this mean, then for asset 
managers? How can they become network 
orchestrators and re-engineer their 
businesses? One way is to move away from 
the old model of vertical integration and start 
to think more horizontally.

“Using Uber as an example, asset 
managers might want to look at their 

SE I  REPORT
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Services, using their industrial-grade 
IT cloud architecture to enable hedge 
funds and any other business venture, to 
build entrepreneurial businesses without 
the hassle. Just as Uber gives you a 
personalised taxi service, Amazon gives you 
a cloud environment to run your hedge fund 
with the cyber security protection one would 
struggle to find in a billion dollar hedge fund.

Uber has thrown down the gauntlet. Inertia 
will be the enemy to the perceived biggest 
and best asset managers struggling with 
the Innovator’s Dilemma on whether to strip 
back the value chain (or not).

“Look at pharmaceuticals. They are now 
outsourcing research,” says Ellis. “That 
used to be their core IP, but there is now a 
mindset developing along the lines of, ‘This 
might involve 15 years of extensive research, 
I’m going to buy the research from someone 
that is already five years down the line’. They 
are paying for others’ research and using 
the power of their distribution and marketing. 
In a similar way this is how mutual funds 
platforms like Schwab OneSource work.”

Whether it is outsourcing research, 
outsourcing fund distribution or taxi drivers, 

business model and reinvent their value 
chain. This might not be easy for the 
biggest, most successful fund managers. 
They will likely have the best infrastructure 
and be able to add the next best technology 
solution to improve it, but even so, it’s 
necessary every now and then to sit down, 
and think, ‘Did that solution actually add 
value, and did it add value to something that 
the client cared about?’ 

“Uber didn’t create the demand for 
taxi hailing, they flipped the focus of the 
business model on its head and looked 
at it from the user’s perspective. If I’m a 
user, a consumer, how could I improve 
this? They totally rethought the value chain 
and made it better. In today’s gig economy, 
being vertically integrated is no longer 
necessarily an advantage,” says Ross Ellis, 
Vice President and Managing Director of the 
Knowledge Partnership in the Investment 
Manager Services division at SEI. 

The network orchestrator is one who 
has full confidence in their business model 
and who is not scared to outsource key 
functions that might once have been viewed 
as central to their value proposition. This 
is what the gig economy is fostering. Take 
SEI’s operational platform. It uses a network 
of talent, infrastructure and technology to 
bring value to its clients. More often than 
not, these clients don’t care if the fund 
administration engine is SEI’s or not; they 
just want it done, and done right. 

Specialised turnkey asset management 
platforms have gained popularity with 
investment managers. Take the mutual 
fund series trust solution that SEI, UMB 
Fund Services and others, provide. Bringing 
a mutual fund to market could not be 
easier. By outsourcing everything to SEI, 
for example, the fund manager does not 
have to worry about any part of the value 
chain other than portfolio management, and 
raising assets. The turnkey operator sits 
in the centre, bringing together the fund 
administrator, custodian, transfer agent and 
other key functions, acting as the network 
orchestrator. 

That is how you move from vertical to 
horizontal integration – and let others do core 
tasks on your behalf. 

Amazon have now increasingly started 
to do the same with Amazon Web 

“Using Uber as an example, asset managers 
might want to look at their business model 
and reinvent their value chain. This might 
not be easy for the biggest, most successful 
fund managers.”
Ross Ellis, SEI



HEDGEWEEK Special Report Jan 2017 www.hedgeweek.com | 15

SE I  REPORT

As mentioned earlier, more people want 
to work for themselves. More than 53 
million Americans work as freelancers and 
independent contractors; that’s one third 
of its total workforce. This is a trend that 
will continue in the gig economy and will 
therefore require asset managers to re-think 
the way they access and harness talent. 

As SEI points out in their white paper, 
“There’s no doubt that a ‘distributed’ 
workforce can significantly cut labour costs, 
which often equate to as much as 40% to 
50% of total asset management revenues.”

Passive funds are becoming a direct threat 
to active managers and if one considers the 
rise of robo-advisers, the implication is clear: 
investors can simply allocate to algorithms 
based on pre-defined investment preferences 
and have a direct link to managing their 
portfolio with no intermediary needed. 

But that doesn’t mean the end of active 
management. There are innovative platforms 
like Instavest, a social media platform on 
which users can share stock analyses and 
create custom feeds of investment ideas, 
which have the potential of subverting the 
classic hedge fund model. 

There are huge opportunities for asset 
managers to become network orchestrators 
and extend their lateral capabilities through 
greater outsourcing, from distribution to 
research to sourcing talent.

“Start with the fundamental questions: 
What are we really good at? What is it that 
investors really want? Make that your core 
business, then leverage the networks for 
everything else,” concludes Ellis. n

the network model approach is becoming a 
key feature of the gig economy. 

In some respects, European fund 
managers are ahead of their US counterparts 
in that they have, for decades, happily 
outsourced their fund administration and 
accounting to third party administrators. What 
Uberisation does is present a challenge (or 
opportunity depending on your viewpoint) 
for how asset managers can take that idea 
and run with it; to become their own network 
orchestrator.

As for how asset managers might shift 
more of their value chain to others, one way 
could be to better harness a global pool of 
talent and move away from thinking they 
have to hire local (or national) talent to work 
across their offices. 

“At some point in the future, it might be 
conceivable that asset management groups 
don’t even do the asset management. Maybe 
they hire external talent to run the money; 
they could act as the head of the orchestra 
and simply hire the portfolio managers. At 
the end of the day, under this scenario, 
it is about using technology and talent to 
deliver an investment outcome that the 
investor wants without the ‘asset manager’ 
having to actually do anything themselves,” 
posits Ellis. 

A good example of this is New York-
based Quantopian, a platform that over the 
last five years has built a global network of 
more than 85,000 members in the pursuit 
of creating institutional-quality investment 
algorithms. Recently, Steve Cohen’s venture 
capital arm, Point72 Ventures, LLC entered 
into an agreement with Quantopian to 
manage up to USD250 million of investment 
capital. The plan is for the best algorithms 
on Quantopian to manage a portion 
of Point72’s assets, with each author 
receiving a royalty based on their strategy’s 
performance.

“Quantopian has become a magnet for 
talented people who are really passionate 
about quantitative finance. As we’ve gotten 
to critical mass, people in the funds industry 
have started to take notice and those 
ripples made their way to Steve Cohen. 
He is very articulate about the challenges 
that the fund industry faces in relation to 
finding talent,” says Quantopian’s CEO, John 
“Fawce” Fawcett. 

“At some point in the future, 
it might be conceivable that 
asset management groups 
don’t even do the asset 
management. Maybe they 
hire external talent to run 
the money; they could act 
as the head of the orchestra 
and simply hire the portfolio 
managers.”
Ross Ellis, SEI



HEDGEWEEK Special Report Jan 2017 www.hedgeweek.com | 16

Meaningful conversations create value. With 
the proliferation of information sharing and 
communications platforms, ranging from Vine 
and Instagram to Snapchat, Dropbox, Pinterest 
and, of course, Twitter, individuals and 
businesses (think fashion houses, advertising 
agencies, media organisations) have many 
ways to connect and interact across the globe. 

As the Internet of Things continues to 
evolve, more and more people are using 
mobile devices. There are nine billion 
connected devices today. That number is 
expected to rise to 30 billion by 2022. When 
Twitter burst on to the scene 10 years ago, it 
ushered in a unique way to communicate in 
short clipped messages to the world at large. 
One only has to see the way Mr Trump used 
Twitter to devastating effect to win the US 

Presidential Election, doing away completely 
with old media: TV adverts and the like. 

The concept of Twitterisation, in this sense, 
is for asset management groups to think about 
how to communicate more effectively with 
their investors. How they can forge stronger 
alliances and encourage collaboration. And 
in doing so, refine the way that they manage, 
and develop, their fund products. 

“As opposed to building a product in a 
think-tank silo and saying, ‘Here consumer, 
take it’, asset managers might want to think, 
‘We’re going to talk to you, consumer, and 
we’re going to create a product based on 
our conversations that we think makes 
sense to all our consumers’. It’s no longer 
a diatribe, it’s a dialogue; one that helps 
to build a community. That’s why you see 
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another PwC report (www.pwc.com/sg/en/
publications/assets/wealth-20-sink-or-swim-
gx.pdf), even though some 69 per cent of 
HNW individuals use online banking, only 25 
per cent of wealth managers offer alternative 
digital channels to email. 

This shows that in some sections of the 
asset management industry, there is still a 
big disconnect and a degree of inertia. 

“The people who are consuming wealth 
management products are giving their 
feedback yet the wealth managers – or 
whoever the business entity is – are not 
responding in kind. I think a lot of the reason 
for why it may not be happening is because 
firms want to control the message so tightly 
that they don’t necessarily want customers 
to criticise them or discuss things off-topic. 
Not surprisingly, they prefer to be in a 
position where their communications have 
been blessed by legal and compliance, and 
they aren’t going to fall foul of the SEC or 
the FCA,” suggests Ellis. 

Portfolio managers who use Twitter are 
discovering that it can be an effective tool 
to share market views and insights that 
relate indirectly to their fund strategy, without 
talking directly about fund performance, 
which could leave them open to regulatory 
risk. Used smartly, communication channels 
are a way to underscore the value of the 
fund strategy and for portfolio managers to 
better understand their clients. 

To do this, however, asset managers must 
be willing to put their neck on the line and 
embrace criticism, process it, and respond 
accordingly. This is important given the 
concerns today that too many people are 
living their lives in filter bubbles; the Facebook 
generation that only see and read things that 
they agree with and fits their world view. 

Asset managers are in some sense a 
victim of this. Those that break the shackles 
and invite investors to criticise and question 
will be kept on their toes. That has to be a 
welcome development. Especially as the SEC 
and FINRA are becoming more open towards 
social media and appreciative that social 
media channels can help to educate investors. 

“Simply pushing out numbers does 
nothing for you (or your investors),” says 
Ellis. “Unless you can turn it into a story, 
to use the data and illustrate why it makes 
sense and is relevant to the investor, then 

things like crowdsourcing and gamification 
becoming more popular today,” says 
Ross Ellis, Vice President and Managing 
Director of the Knowledge partnership in the 
Investment Manager Services division at SEI.

To some extent it looks like asset managers 
are moving with the times, particularly in 
Europe. According to a new survey by PwC 
(www.pwc.lu/en/asset-management/docs/
pwc-asset-management-in-the-social-era-
june16.pdf) the share of asset managers on 
social media today is 89% (73% excluding 
LinkedIn). Moreover, 10 of the top 25 users of 
social media are European players. 

Those that embrace new media 
to become more interactive have the 
opportunity to connect on a more 
personal level with their investors. This 
can be especially important for large, 
often anonymous, institutions for whom 
humanising themselves is inherently more 
difficult, as it shows they are listening to their 
clients and incorporating their feedback. 

By taking customers’ feedback and 
suggestions on board, businesses can 
incorporate the input and share the changes 
they make to products and services, etc, 
and in doing so strengthen the customer 
relationship. It becomes a virtuous circle. 

When it comes to responding to digital 
technology and improving the client 
communication process, it would appear that 
wealth management groups, in particular, 
still have a long way to go. As highlighted in 
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Instead of getting a quarterly factsheet 
from the manager, imagine getting a custom 
conversation that is written personal to you, 
and not to all investors in the fund. It builds 
trust at the end of the day, and that is a 
precious commodity in the funds industry.

What next?
Of course, it would not be difficult for 
successful, growing asset managers to 
dismiss all this talk of disruption and 
innovation as overblown. It’s certainly 
true that throughout the history of our 
industry, it has been continually reshaped 
by a variety of economic, social, and 
technological forces. 

But even though the phrase “this time it’s 
different” has been labelled “the four most 
dangerous words in investing” by no less 
an industry figure than Sir John Templeton, 
we contend that in many ways, things 
are different now. Our business is being 
buffeted by powerful external forces that are 
transforming the global economy—indeed, our 
very way of life. 

At the same time, the forces that have 
long fueled our success are ebbing or 
shifting, putting our framework of business 
assumptions into disarray. And all of 
this upheaval is happening at such an 
accelerated pace that management teams 
can scarcely keep abreast of the changes, 
let alone adapt to them. 

Each investment firm must assess for 
itself how emerging disruptions might affect 
its business, and where its most compelling 
challenges and opportunities may lie. 
The investment industry has a long and 
impressive record of success. But this is 
no time to be complacent — not when the 
engines of the industry’s growth are slowing, 
the field of competitors is rapidly widening, 
and technology is transforming the landscape 
for every business. To stay competitive 
and take advantage of new opportunities, 
investment firms will need to think bigger and 
look beyond incremental improvements. That 
will take fresh thinking, a conscious shift in 
mindset and effective leadership at both the 
corporate and industry level.

This is why we believe the future of 
the investment industry will depend on 
asset managers’ intention and capacity to 
innovate. n

they may interpret it in a way that you didn’t 
want them to interpret it. You have to have 
the right mindset to opening up a more 
meaningful two-way dialogue with investors. 

“This can extend to blogs as well. If a 
fund manager runs a blog, they have to 
be willing to accept that people will make 
negative remarks, but either way they must 
also respond to any comments posted as 
quickly as possible; within hours. Now, 
does a portfolio manager or an analyst 
have time to constantly look at the blog for 
comments and think about what they are 
going to say, and in such a way that doesn’t 
involve getting into trouble with the SEC? 
That requires infrastructure. And if you’re not 
going to do it well, don’t do it at all.”

One of the other major benefits of closer, 
tailored communication is more effective 
reporting. As SEI’s Upside of Disruption 
report has repeatedly shown, technology 
gives asset managers vast amounts of 
information on their investors. Going 
forward, asset managers could potentially 
develop a persona for every client, and craft 
communications specifically for them; for 
example, if a major macro event causes the 
oil price to climb 20%, how will that affect 
your particular portfolio. 

This would vastly improve the customer 
experience. Investors would be left thinking 
the fund manager really does have their 
best interests at heart because they are 
communicating information that is personal 
to them and not generic. 

“Fund managers could make the whole 
experience more sociable, more open, and 
develop a platform where ideas and opinions 
are openly shared and communicated,” says 
Ellis. “In the end, it is all about customer 
experience and making investors feel like 
they belong. Data scientists can interrogate 
data and build insights to understand what 
makes investors tick, but social media 
scientists are able to talk about those 
insights from an emotional standpoint. 
It’s about communicating in a way that 
demonstrates you know what the investor 
is thinking and feeling, as opposed to just 
telling a generic story about the data.”

In other words, it’s a softer, more 
empathetic approach. It’s also a shift in 
mindset, thinking more externally about how 
people want to share and interact.


