


THE ALTERNATIVES INDUSTRY IS NOT SO 
ALTERNATIVE ANYMORE—AND THAT IS 
CHANGING MANAGERS’ RESPONSIBILITIES
AND SERVICING EXPECTATIONS. 

As alternative investments become increasingly 
common in allocators’ portfolios, investors 
and regulators are calling for similar levels of 
support to those associated with more traditional 
markets. Ensuring operational resilience through 
robust systems and processes is a key factor. 
But operational strength must be combined with 
agility if managers are to take advantage of the 
opportunities that a dynamic and expanding 
alternatives industry brings.



SECTION 1



1 In June 2021, the Dow Jones Industrial Average’s P/E ratio was 29.5 (up from 23 a year before), the S&P 500’s ratio was 37 (27 the 
year before), and the NASDAQ 100 sat at 36 (29 the year before), P/Es & Yields on Major Indexes, Wall Street Journal, extracted 
June 9, 2021, https://www.wsj.com/market-data/stocks/peyields

2 2021 Capital Market Assumptions for Major Asset Classes, AQR, https://www.aqr.com/Insights/Research/Alternative-Thinking/2021-
Capital-Markets-Assumptions-for-Major-Asset-Classes  

TRADITIONAL ASSET ALLOCATION MODELS 
ARE BECOMING A RARITY, ESPECIALLY AMONG 
INVESTORS WITH LONGER TIME HORIZONS.

Source: Preqin

The high price/low yield environment means bonds are 
struggling to offer the income and protection investors 
need, while equities in many markets are trading at 
elevated valuations1. Investment management firm 
AQR estimates a traditional 60/40 portfolio of global 
equities and bonds will achieve a real return of 2.1% a 
year over the next five to 10 years2. The expected real 
return of a US 60/40 portfolio is 1.4%, compared to an 
average of nearly 5% since 1900.

Diversification—most notably into the alternative spheres 
of private markets, hedge funds and real assets—is 
instead the order of the day, as investors seek higher and 
more stable long-term risk-adjusted capital growth and/
or income generation. 

Alternatives AUM (US$ tn)

SECTION 1: 60/40 IS DEAD

20

18

16

14

12

10

8

6

4

2

0
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025



This diversification into alternative funds looks set to 
continue. Globally, 81% of investors polled by Preqin said 
they expect their alternatives allocations to increase by 
2025, helping spur average AUM growth of 9.8% per 
year3. Only 3% said allocations would decrease. 

Private equity—already the largest alternative asset 
class, and a core component of institutional investors’ 
portfolios thanks to strong long-term performance—is 
expected to see the biggest rise, with a compound 
annual growth rate (CAGR) of 15.6%. Private debt is also 
forecast to see double-digit CAGR. Meanwhile, hedge 
fund asset growth will likely exceed Preqin’s forecasts, 
having surged to an all-time industry high of $4.1 trillion 
by the end of Q1 2021.

Such growth brings major opportunities for asset 
managers in the space, along with the service providers 
that support them. Challenges too. As an expanding array 
of investors flock to alternative assets, they bring detailed, 
often onerous servicing and compliance requirements. 
Industry participants will need both operational strength 
and agility to cope.

3 The Future of Alternatives 2025, Preqin, https://www.preqin.com/future 
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SECTION 2



OLYMPIC GYMNASTS. CHAMPION TENNIS 
PLAYERS. INTERNATIONAL FOOTBALLERS.
As any world-class sportsperson demonstrates, 
success depends on a potent combination of strength 
and agility (with a healthy dose of expertise thrown in).

Success in the alternatives asset management world 
demands a similar mix. Investment and operational 
flexibility is essential to take advantage of emerging 
opportunities and meet clients’ disparate service 
demands. But the process and compliance guarantees 
that a robust infrastructure brings are no less important.

SECTION 2:  WINNING WAYS: WHY STRENGTH AND AGILITY MATTER



• SATISFY INVESTOR DUE DILIGENCE PROCESSES

 Allocators, especially institutional 
investors, have stringent servicing 
expectations. Investors want to 
know their money is safe and will be 
accounted for correctly. They want 
proof the investment manager has the 
capabilities to monitor, control and 
mitigate market and operational risks. 
They want to see controls in place to 
guarantee the accuracy, timeliness and 
integrity of the numbers produced. 
They want transparency, with clear, 
frequent, often bespoke position and 
performance reporting. Watertight 
compliance capabilities, technology and 

• BOOST RETURNS 

 The surging popularity of alternatives 
is predicated on the attractive risk-
adjusted returns and reliable income 
streams on offer. The danger is the 
industry will become a victim of its 
own success, with the wall of money 
seeking a home producing crowded 
trades, yield compression and a shift 
towards lower-quality transactions. 
Infrastructural strength and agility 
can mitigate those risks and enhance 
performance.

 Having the trading and support flexibility 

to move into new, less crowded markets, 

asset types and strategies expands firms’ 

alpha generating opportunities. Identifying 

those sources of alpha in turn depends 

on collating (often unstructured) data, 

and analysis and research management. 

Combining reams of internal and external 

research data in one place makes it easier 

to find and share information, enabling 

investment teams to devote more time to 

collaborating on ideas. 

 Automating portfolio modelling, 

construction, rebalancing and trade creation 

further frees portfolio managers from 

laborious, low-value activities—enabling 

them to make more informed and timely 

investment decisions at less cost, and to 

adjust investment strategies in response to 

market movements and developing trends. 

Optimizing the tax and legal structures 

when looking at new asset classes, and 

having the operational set up to support the 

right vehicles, can also have a big after-tax 

impact on returns.

cybersecurity resilience, as well as robust 
business continuity and disaster recovery 
procedures are non-negotiable.

Investor demands are translating into 

a progressive ramp up in due diligence 

examinations and ongoing contractual 

stipulations. One missed checkbox on the 

operational due diligence report is often 

enough for a fund to be vetoed before it can 

even explain why its investment strategy is 

better than the competition’s. A demonstrably 

robust operational infrastructure leaves firms 

with a better chance of passing the due 

diligence test and attracting inflows.

Firms that can blend such capabilities will reap the benefits in multiple areas.



• PIVOTING SPEED

 To meet asset owners’ performance 
goals, managers will have to be more 
ambitious and open-minded about 
where they invest. Yet asset, strategy 
and market diversification bring a host of 
technology, operational and regulatory 
demands. Pivoting successfully rests on 
having the strategic capabilities to cope, 
not short-term fixes.

 That can provoke tensions between 
the front office and operations teams. 
Once they’ve identified an investment 
opportunity, portfolio managers may be 
keen to implement whatever near-term 
solutions allow them to start executing 
on that strategy. Yet without proper risk 
management and an efficient operational 
support infrastructure, performance, 
profitability and investor confidence can 
quickly suffer.

 Digital assets, in particular 
cryptocurrencies, are a case in point. 
Regulators are slowly catching up to 
market developments, as seen with 
Germany’s enactment in July 2021 of new 
rules allowing ‘Spezialfonds’ aimed at 
institutional investors to allocate up to a 
fifth of their assets to cryptocurrencies. 
More regulatory easings—and with them 
increased asset allocations—are sure to 
follow. In the meantime, alternative funds 
around the world are already dipping 
their toes into the crypto market.

Volatility though remains a prime 
consideration. In the first three months 
of 2021, Bitcoin doubled in value, 
before halving again in the following 
quarter. Ethereum has been on a 
similar rollercoaster. Sophisticated risk 
management and research capabilities 
will be vital to help investors build a 
successful presence in this burgeoning 
marketplace.

Agile solution capabilities allow for greater 

speed and flexibility of maneuver. Firms 

can respond quickly to investor requests 

or market dynamics without compromising 

service or stability. Firms with the flexibility 

to take advantage of emerging opportunities 

or pivot away from less profitable areas can 

better future-proof their proposition as well.



• COST AND PROCESSING EFFICIENCIES FROM A 
SINGLE, AUTOMATED PLATFORM

 Asset management fees remain under 
sustained pressure from investors, 
regulators and competitors. Booming 
assets are helping compensate for 
fee compression—at least for those 
managers able to attract allocations. 
Nevertheless, cost control is a 
widespread priority.

•  DATA QUALITY 

 Data drives investment decisions, risk 
management, exposure monitoring, 
compliance, regulatory reporting and client 
servicing. Data accuracy, integrity, speed 
and breadth affect investment performance, 
internal costs and efficiencies, and client 
satisfaction. 

 Sourcing comprehensive market and 
counterparty data is one part of the 
story. Data quality is another. Alternative 
assets, swaps, options and other often 
illiquid investments demand more and 
different types of data. The proliferation in 
counterparty relationships means vital data 
comes from many more sources. And all 
that data needs to be clean, accurate and 
readily usable.

 Client communication and compliance 
expectations are growing too. Transparency 
is a key watchword, whether it is providing 
investors with detailed performance analysis 
or producing highly granular regulatory 
reports comprised of multiple data points.

Robust data governance—based on 

centralized, automated, workflow-based 

processes for data collection, normalization, 

reconciliation and distribution—delivers 

true data quality and consistency across 

the organization. Extensible downstream 

systems, with built-in flexibility to cope with 

evolving data attributes, further future proof 

the environment and help support firms’ 

diversification ambitions. 

Running multiple systems to support 

different asset classes magnifies firms’ 

costs and creates processing siloes. The 

alternative is an integrated solution stack 

with comprehensive instrument coverage 

and the ability to handle open-, closed-

end and hybrid funds, allowing managers 

to support all their investment strategies 

in a single environment. This optimizes 

internal efficiencies, fosters firm-wide data 

consistency, enhances risk oversight and 

reduces costs—all of which strengthen the 

firm’s competitive edge.



• ESG

The rise of environmental, social and 
governance-based (ESG) investing 
is perhaps the most notable trend in 
wealth and asset management today. 
Evaluating and implementing ESG-
focused investment decisions is primarily 
a data issue. Yet while a number of data 
providers are building out ESG offerings, 
the sector suffers from a lack of agreed 
data, taxonomy and standards. 

Unable to rely solely on third-party 
information, investment managers need 
to subscribe to multiple external ESG 
data providers to properly classify, 
evaluate and report on investments. 
They also need to create, manage and 
interrogate stacks of internal data and 
research to support investment decision-

•  FOCUS ON CORE COMPETENCIES

 Spreadsheets, non-integrated legacy 
systems and manual intervention remain 
common throughout alternative asset 
managers’ front, middle and back offices. 
The downsides are manifold: excess costs, 
inefficiencies, onerous staff workloads, 
poor and unresponsive client service, 
compliance lapses and sub-optimal 
investment decisions.

A robust system infrastructure delivering 

high levels of automation addresses these 

failures. Improvements in data consistency 

and transaction processing reduce latency, 

minimize investment and operational risks, 

and enable more responsive, real-time 

reporting and client servicing. 

making processes, monitor exposures 
and manage risk, and differentiate 
their ESG offering. 

Combining research data in a centralized 

research management repository makes 

it easier to capture, organize and share 

intelligence. Assets also need to be 

tagged with appropriate ESG ratings, and 

the data aggregated or sliced by those 

attributes to meet clients’ and regulators’ 

reporting demands. Systems offering 

in-built data extensibility allow users to 

add coding structures and classifications 

so the information can be rolled up by 

different attributes and reported on.

Rather than being bogged down in low-

value activities and administrative tasks, 

staff at every level of the organization can 

focus their time and expertise where they 

can make most difference, be it identifying 

investment opportunities, creating 

bespoke portfolios, managing exceptions 

or interacting with clients. The scalability 

that automation affords also allows firms 

to add more accounts and assets without 

increasing overhead or risk.



• RETAIN STAFF AND AVOID BURNOUT

 Long hours and high stress are endemic 
across the finance sector, and in many 
cases have been exacerbated by the 
Covid-19 pandemic. Process automation 
can play a powerful role in alleviating 
workloads, and bolstering staff 
recruitment and retention. 

 Automation minimizes mundane, manual 

and repetitive tasks that otherwise 

consume investment professionals’ days. 

Staff are freed to focus on more interesting, 

higher-value investment-related decisions, 

client interactions and strategic activities 

that produce better results and foster 

greater job satisfaction.

 Centralizing and automating each stage of 

the transaction and client lifecycle with a 

flexible solutions platform also reduces key 

person risk.

• M&A

 Across the alternatives space, M&A 
activity is on the rise as asset managers 
seek to bolster their scale and/or 
acquire new businesses or expand 
their capabilities in a bid to attract 
allocations.

 M&A may solve an investment expertise 
or market reach deficiency, but success 
depends on effectively integrating 
distinct organizations. Fragmented 
technology infrastructures, resulting in 
siloed processing environments, often 
prove a major stumbling block to that 
integration. 

 A flexible, scalable, multi-asset class 

technology platform eases the pain by 

enabling the merged business to combine 

on a single, integrated solution set. It 

reduces the cost, effort and redundancy 

involved in maintaining a hotchpotch of 

systems, maximizes process automation, 

promotes enterprise-wide data consistency, 

allows easier exposure monitoring and risk 

management, and provides a seamless, 

responsive investor experience.

 The post-merger business migration is 

made even easier where the infrastructure 

is cloud delivered.



SECTION 3



FLEXIBLE TECHNOLOGY TOOLS, BACKED BY 
THE RIGHT PROCESSING SUPPORT, 
allow firms to diversify horizontally into new asset 
classes, as well as vertically into different markets 
and fund types. Operational robustness helps satisfy 
investors’ and regulators’ intensifying requirements. 
But providing that combination of strength and 
agility requires a medley of specialized expertise and 
technology capabilities.

SECTION 3:  WINNING WAYS: WHY STRENGTH AND AGILITY MATTER
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TRUE MULTI-ASSET CLASS CAPABILITIES

Comprehensive instrument coverage—
spanning everything from global equities 
and fixed income to complex derivatives 
and illiquid alternatives—needs to be baked 
into a system’s architecture.

Traditional asset classes follow similar 
workflows, allowing processing steps to 
be standardized and efficient, bringing 
high rates of automation. Workflows for 
derivatives and alternative assets are 
different. It’s not just about holding a 
position and recording a price gain, but the 
ability to manage the cash and P&L that 
flows from the products and report on them.

FLEXIBLE FUND VEHICLE SUPPORT

To differentiate their offering and attract 
business, managers need the flexibility to 
manage complex, global strategies. That 
requires support for a variety of fund 
structures, including onshore and offshore 
funds, multi-tiered fund structures (e.g. 
master-feeders, SPVs, AIVs, blockers and 
mini-masters), structures with multicurrency 
legal entities, unlimited structures such 
as hybrid and closed-end funds, and 
separately managed accounts. 

The liquidity profile of private equity, private 
debt, real estate and the like means assets 
need to be held in the right vehicle—hence 
the surge in flows into closed-end and 
hybrid funds. Investor calls for customized 
fee arrangements, and demands for greater 
transparency and control over investments 
are likewise sparking interest in separately 
managed accounts.

Within private equity, for example, complex 
waterfall calculations and allocations, 
capital commitments, expense allocations, 
hurdles, tiered incentive and management 
fees, liquidity terms, potential conflicts of 
interest and valuation processes must all
be monitored and managed.

Private debt is often rolled up with equity-
type arrangements. In such cases, the equity 
and debt need to be tied together from 
an accounting and reporting perspective. 
Solutions able to accommodate loan 
administration and accounting, and track 
and report on the debt, are vital for firms
to manage their risks.

Ensuring the integrity and timeliness of 
accounting data in open and closed periods, 
and accurately allocating profits, losses, 
expenses and tax impacts among multiple 
investors (with the reporting to match) is 
vital. That requires systems able to: 

>  Process capital calls and distributions

>  Track investor notional balances, including 

committed, unfunded and contributed

>  Calculate management fees on multiple 

bases

>  Produce waterfall calculations 

>  Calculate and report on investor and fund 

XIRR

>  Track and account for investor opt-ins/opt-

outs

>  Process multiple subsequent closes.



TRANSPARENCY

Modern private equity and hybrid funds 
require complex investment accounting that 
feeds into the investor accounting records 
to give investors detailed look-throughs to 
the underlying assets. Combining portfolio 
and investor information provides enhanced 
transparency into the portfolio constituents 
and XIRR by investor and investment. 
Producing accurate fee calculations similarly 
depends on detailed look-throughs from 
investor to the investments.

By tracking the relationship between 
each investor’s capital flows and the 
final investments, an integrated portfolio 
investment and investor accounting solution 
also enables firms to provide investors with 
opt-in/opt-out capabilities on investments.

REPORTING

Reporting demands have become 
increasingly complex. Investors are 
pushing for more detailed, accurate, 
frequent (and often bespoke) reports on 
all aspects of their investments, the fees 
charged and returns achieved at every 
phase of the investment relationship. 

A system that can automatically track 
the multiple information components 
that go into the reports (including P&L, 
management fees, waterfall calculations, 
and capital calls and drawdowns in the 
case of closed-end funds), then generate 
and distribute quality communications 
will both ease the asset manager’s 
operating burdens and help strengthen 
their investor relationships.



RESEARCH SUPPORT

Generating outperformance is increasingly 
a function of data and research. Efficiently 
sourcing, collating, interrogating and acting 
on information is key.

A research management repository 
accelerates the process from idea to 
decision. It enables managers to improve 
investment decision-making quality and 
deliberate more opportunities in less time.

SCALABILITY

The alternatives universe is expanding, 
a trend that shows no signs of slowing. 
Systems with complete instrument 
coverage and proven scalability ensure 
firms have the on-tap capacity to profit 
from the market’s growth—enabling 
managers to expand and diversify 
without bulking up operating costs. 

EXPERT MANAGED SERVICES 

Outsourcing is a proven way for asset 
managers to fill gaps in their risk 
management, technology deployment or 
operational capabilities, especially when 
diversifying into complex multi-asset 
portfolios. Leveraging an expert third party’s 
knowledge, skills and economies of scale 
can help managers get to market quicker, 
pivot into new industry segments, minimize 
their risks, control costs and deliver high-
quality client servicing.

Managed services (often referred to as 
co-sourcing) gives firms the flexibility 

to choose which operational activities 
to delegate to their partner and which 
to maintain in-house. The managed 
service provider acts as an adjunct to the 
operations team, rather than a replacement 
to it. Freed from system maintenance and 
routine operational tasks, firms can focus 
on investment strategies, client service and 
business growth while retaining control 
over systems and data. Managed services 
also provide the flexibility to scale up or 
down as managers’ operational services 
needs change. 



SECTION 4



ASSET DIVERSIFICATION, AND ESPECIALLY THE 
PUSH INTO ALTERNATIVES, IS ON THE RISE. 

The question is who has the capabilities to take 
advantage.

Tapping into the allocation trends, and meeting 
investors’ servicing demands, requires both a breadth 
and depth of expertise and technology functionality. 
Robust infrastructures and processes that minimize 
investment and operational risks and give investors 
the assurance they seek are part of the solution. As is 
the flexibility to compete in new markets and adapt 
to clients’ evolving expectations.  

Agility enhances firms’ operating strength and 
strength fosters their agility. Both are essential and 
mutually reinforcing. Combining the two will give 
firms their best chance of future success.

SECTION 4:  MUTUALLY REINFORCING



GET IN TOUCH

For more information on how SS&C Advent help you stay
ahead with best of breed alternative investment solutions
visit www.advent.com or contact advent@sscinc.com


