
Diversification is the 
future - are you ready?

ASSET MANAGERS



The answer, increasingly, is through 
diversification: by expanding horizontally 
into multiple (potentially alternative) asset 
classes, as well as vertically into new 
markets and investment strategies.

WHERE WILL INSTITUTIONAL 
ASSET MANAGERS FIND THE 
RISK-ADJUSTED INVESTMENT 
RETURNS TO KEEP THEIR 
CLIENTS HAPPY AND HELP 
ASSET OWNERS MEET THEIR 
LIABILITY DEMANDS?



INVESTORS’ TRADITIONAL 
60/40 STOCK/BOND ASSET 
CLASS MIX, ESPECIALLY IN A 
CORONAVIRUS AND POST-
VIRUS WORLD, CAN NO 
LONGER BE RELIED ON TO 
DELIVER WHAT THEY NEED.

After reaching record highs in February 2020, 
capping the longest bull market on record, US 
equity markets plunged into bear market territory 
as the coronavirus pandemic outbreak spread. 
The Dow Jones Industrial Average plummeted 
23% and the UK’s FTSE 100 fell 25% during the 
first quarter of 2020, their biggest quarterly 
drops since 1987. The S&P 500 was down 20%, its 
worst quarter since 2008. The VIX volatility index 
hit its highest ever levels in March. 

Stock markets around the globe subsequently 
rallied amid unprecedented government and 
central bank action. The Dow Jones had almost 
reclaimed its highs by September, while the S&P 
500 hit a fresh record. But downside risks remain 
pervasive, especially given the second wave of 
Covid-19 infections striking many countries and 
the uncertain road to global deployment of an 
e¢ective vaccine. 

The IMF’s October 2020 World Economic 
Outlook predicted world output will shrink 
–4.4% in 2020 as the world faces up to its worst 
economic crisis since the Great Depression of 
the 1930s1. Unemployment rates will likely remain 
elevated through 2020 and 2021 across both 
advanced and emerging market economies.

1 World Economic Outlook, October 2020: A Long and Di¥cult Ascent, 
International Monetary Fund, October 2020 
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2020 World 
Economic Outlook 
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DWS believes 
government bonds 
of the most highly-
rated countries—
a mainstay of most 
asset managers’ 
portfolio mix—will 
continue to yield 
low to negative 
interest rates.

2 Learning from market turbulence, by Joern Wasmund, DWS, 
September 23, 2020

After a projected rebound in 2021, “global growth 
is expected to gradually slow to about 3.5 percent 
into the medium term. This implies only limited 
progress toward catching up to the path of 
economic activity for 2020–25 projected before 
the pandemic for both advanced and emerging 
market and developing economies,” with 
widespread economic scarring from the depth of 
the recession and need for structural change.

A prolonged U- or L-shaped economic recovery 
could result in further equity market fluctuations 
in the months ahead—presenting investment 
opportunities, but also high levels of volatility 
and risk of losses. 

At the same time, yields on cash and investment 
grade fixed income are paltry at best and 
negative at worst. As central banks around the 
world cut interest rates as part of their crisis 
response, US Treasury yields sunk to record 
lows, with 10 year bonds remaining below 1% 
since March. 

DWS believes government bonds of the most 
highly-rated countries—a mainstay of most asset 
managers’ portfolio mix—will continue to yield 
low to negative interest rates. “The result of 
the ultra-dovishness of central banks has been 
that more and more government bonds from 
industrialized countries trade like those in Japan. 
Even for long durations, nominal interest rates 
are mostly close to zero, pushing real yields into 
negative territory.”2 And the US Federal Reserve 
has indicated it will probably be years before it 
thinks about raising short-term interest rates. 



SECTION 1

DIVERSIFYING FOR
PERFORMANCE



GIVEN THE PRESSURE TO 
MEET ASSET OWNERS’ 
RETURN EXPECTATIONS, 
ASSET MANAGERS WILL 
HAVE TO BE MORE 
AMBITIOUS AND OPEN-
MINDED ABOUT WHERE 
THEY INVEST.

With the surge in passive investing adding to 
pressure on fee levels, active managers also 
have to demonstrate expertise in a wider range 
of asset classes to compete with passives and 
justify their fees. 

In this environment, DWS said it remains 
constructive for both sovereign and corporate 
Asian and emerging-market bonds. Certain 
specific niches, such as US municipal bonds, also 
o¢er strong upside potential, although “issuer-
specific risks need to be watched carefully.”

Alternatives o¢er further opportunities to 
construct more resilient portfolios, acting 
as both a diversifier and potential source of 
outperformance and/or steady income. 

Three-quarters of investors now allocate to at 
least one alternative asset class, according to 
Preqin, with over 70% in each asset class stating 
performance had met or exceeded expectations 
in 20193. And the diversification trend is set to 
continue. Preqin’s Future of Alternatives 2025 
survey found more than four-fifths of investors 
expect to increase allocations to alternatives4. 

Preqin’s Future of 
Alternatives 2025 
survey found more 
than four-fifths of 
investors expect to 
increase allocations 
to alternatives.

3 Investor Outlook: Alternative Assets, H1 2020, Preqin, March 5, 2020
4 The Future of Alternatives 2025, Preqin, November 4, 2020



Preqin expects 
private equity 
(15.6% CAGR)
and private debt 
(11.4%) assets to 
see the fastest 
growth.

That will drive a 60% surge in global alternatives 
AUM between the end of 2020 and the end 
of 2025, to more than $17 trillion. It will also 
drive demand for closer relationships with fund 
managers, product innovation, and improvements 
in reporting, transparency and ESG standards.

Preqin expects private equity (15.6% CAGR) 
and private debt (11.4%) assets to see the 
fastest growth. With 73% of investors wanting 
to increase the number of private equity 
fund manager relationships, that will create 
opportunities for new funds, strategies and 
markets. Meanwhile, long-term investors that 
need to match income with liabilities are likely 
to drive private debt demand in the global hunt 
for yield. More than half (58%) the private debt 
investors surveyed by Preqin intend to increase 
allocations to the asset class by 2025.

Asia-Pacific is forecast to see the bulk of the 
rise in private market AUM. “The twin factors of 
lower penetration rates and faster GDP growth 
than more established markets in the US and 
Europe will attract significant interest from both 
investors and fund managers,” said Preqin.

Hedge funds—which have demonstrated 
their ability to proactively manage risk and 
drawdowns through the pandemic—will remain 
the second-largest alternative asset class, albeit 
with one of the lowest CAGRs, noted Preqin. 
“That growth will be performance driven, 
o¢setting outflows from investors opting for 
liquid alternatives such as ETFs, UCITS, and 
alternative mutual funds.”



NATIXIS GLOBAL INSURANCE SURVEY

75% of insurers say investing in alternatives is 
essential to diversify portfolio risk. 

53% use alternatives to replace low-yielding 
fixed income investments. 

51% look to alternatives to help provide alpha.

57% are increasing investment in private assets, 
such as real estate and private equity. 

72% delegate some portfolio management to 
external managers to gain access to expertise.

Derivatives are another area of focus. Asset 
managers continue to increase their direct 
investments into a range of derivatives 
instruments—whether simple equity and FX 
futures and options, or by moving into more 
complex OTC products such as swaps and 
swaptions. 

Faced with an uncertain global economic 
outlook, and the prospect of future pandemics 
and climate change impacts, portfolios based 
on traditional 60/40 asset allocation splits could 
su¢er further extreme volatility. Diversification 
for both asset managers and owners will only 
become more important. 

NATIXIS GLOBAL 
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essential to diversify portfolio risk. 

53% use alternatives to replace low-yielding 
fixed income investments. 

51% look to alternatives to help provide alpha.
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such as real estate and private equity. 

72% delegate some portfolio management to 
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Diversification
for both asset 
managers and 
owners will only
become more 
important.



SECTION 2

TAKES MANY  
FORMS

DIVERSIFICATION



Managing and 
supporting
closed-end funds 
brings a range of 
complex operational 
challenges, requiring 
a specialized
mix of expertise 
and technology 
capabilities.

Diversification is not limited to horizontal shifts 
into di¢erent asset classes. Diversification 
can be vertical, as with a Europe-based fund 
entering the Indian market, or within the fund 
portfolio, such as the addition of an ESG focus 
(the first choice for EMEA-based allocators 
in Credit Suisse’s 2020 Mid-Year Hedge Fund 
Investor survey5). 

Diversification into illiquid securities—such as 
private equity, private debt and real assets—
also means they need to be held in the right 
vehicle, prompting growing flows into closed-
end and hybrid fund structures. Managing and 
supporting closed-end funds brings a range 
of complex operational challenges, requiring 
a specialized mix of expertise and technology 
capabilities.

The search for yield is similarly prompting 
crossover between private equity and hedge 
funds, not least in the distressed and structured 
credit/CLO markets6. Diversifying investment 
strategies in this way though brings operational, 
data and risk management challenges.

5 Credit Suisse survey: Hedge funds now top choice among investors, 
as appetite soars in 2020, by Hugh Leask, Hedgeweek, July 5, 2020

6 Hedge fund and private equity worlds collide to exploit credit 
opportunities, by James Williams, Hedgeweek, September 23, 2020
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Diversification extends to client and business 
models too. Convergence between the 
mainstream and alternative asset management 
worlds has been ongoing for some time, 
bringing di¢erent investment, compliance and 
client servicing requirements as firms target 
new sources of return, capital pools and client 
segments. Retail investors, for example, will 
transform the alternatives market, noted Preqin. 
While retail’s capital contribution will be small, 
“the increased scrutiny that will come with it will 
reverberate through the market.” 

Digitalization is gaining ground, inciting asset 
managers to diversify their client servicing 
models. Outsourcing of front, middle and back 
o¥ces is another theme. Taking a diversified 
business model approach—using outsourcing 
to fill gaps in investment expertise, risk 
management, technology deployment or 
operational capabilities—is an e¢ective way 
forward for many asset managers. Brexit, 
and the prospective reconfiguration of asset 
management delegation arrangements, may 
spur a further rethink in business models.

In short, diversification is multifaceted and 
omnipresent, bringing both opportunities and 
headaches. The challenge for asset managers is 
how best to take advantage of the former and 
minimize the latter. Flexibility and scalability—in 
asset classes, markets and operating models—
will be crucial.

Diversification is 
multifaceted and
omnipresent, 
bringing both 
opportunities 
and headaches.



SECTION 3

CAN YOU

COPE?



Having the investment expertise to 
manage these often highly specialized 
assets is one obvious issue. Another, 
often overlooked consideration, is the 
operational and technology intricacies 
involved in processing and reporting 
on the assets.

WHATEVER THE PREFERRED 
ASSET CLASS OR INVESTMENT 
STRATEGY, INVESTMENT 
FIRMS’ GOALS ARE THE SAME: 
TO PROTECT OR GROW THEIR 
BUSINESS BY ACCESSING 
NON-CORRELATED RETURNS 
AVAILABLE IN DIFFERENT 
PARTS OF THE MARKET.
BUT COMPLEXITIES AWAIT.



LOOK THROUGHS, 
EXPOSURE 
MONITORING 
AND REPORTING
Look-through to the underlying assets is 
essential for hybrid and private equity funds. 

Only by combining portfolio accounting with 
investor accounting records can funds provide 
investors with detailed look-throughs that give 
the requisite transparency into their portfolio 
constituents and the performance they are 
achieving. Many existing infrastructures struggle 
though to integrate the investment and investor 
accounting pieces to deliver that look-through 
capability. 

Private equity’s fee, payment and return 
calculations add to the reporting complexities. 
To generate reports, and deliver the 
transparency into a fund’s management and 
returns that investors increasingly want, 
managers need to track all the di¢erent P&L 
components, management fees, partnership 
expenses, capital calls and drawdowns, and 
waterfall calculations. 

Monitoring and managing the underliers within 
derivatives instruments pose a further challenge. 
To determine total exposure and risk to a 
specific region, country, industry, company or 
asset, managers need to incorporate and report 
on every position, including where those are 
embedded within the instruments. 



Traditional, non-derivatives systems are 
configured to report on a position, not what 
underlies that position. They don’t have the 
workflows to gather the data and the set up 
to manage the underliers, and so struggle to 
provide comprehensive reports on the true 
exposure and risk. 

Data, as ever, is critical. Any investment manager 
seeking to expand their asset class mix will need 
to access and integrate relevant data sources 
to support those assets. Data governance, 
and maintaining a single, golden source of 
data, is another challenge. Providing accurate, 
consolidated reporting for both investors and 
internal purposes becomes much more di¥cult 
when data is spread across multiple systems. 

TRACKING ESG

Celent estimates global investment in 
ESG-directed institutional and retail 
assets will reach $53 trillion in 2021, up 
from $30 trillion in 20187. ESG, it said, 
will become “a lens through which all 
investments are assessed rather than
a discrete strategy or asset class”.
More than four-fifths of the Europe-based 
institutional investors and intermediary 
distributors surveyed by BNP Paribas 
Asset Management and Greenwich 
Associates already employ ESG in all or 
part of their portfolios, and a further 16% 
plan to do so8. Almost a quarter (23%) 
said ESG has become ‘more of a focus/
more important’ due to the Covid-19 crisis. 

Incorporating relevant external data such 
as carbon ratings to properly classify 
investments as ESG or not is one part of 
the di¥culty for asset managers. Another 
is proper reporting. Assets need to be 
tagged with the appropriate ESG rating, 
then the data aggregated or sliced by 
those attributes to enable accurate reports.

That requires a system that o¢ers: 
•  Data extensibility, so users can add 

their own coding structure and 
classifications. 

•  Reporting capabilities to roll up 
information by diªerent attributes

 and report on those.

7 ESG in Portfolio Management: From Data to Deployment, Celent, September 9, 2020

8 BNP Paribas Asset Management survey shows Covid-19 prompts rise in social considerations within 
investment decision-making, BNP Paribas Asset Management, July 13, 2020 



RADICALLY DIFFERENT 
WORKFLOWS
Traditional asset classes follow similar 
workflows. Processing steps have become 
standardized and e¥cient, allowing high stp 
rates and with them reduced operational 
risk. Adding new instruments or asset types 
is relatively straightforward, as typically they 
can be handled by a manager’s existing 
technology platform.

Workflows for the various forms of derivatives 
and alternative assets such as private equity, 
real estate and private debt are completely 
di¢erent. 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. Di¢erent subtypes within each 
asset class bring multiple nuances that must 
also be managed.

Within private equity, the terms of the 
credit/debt fund structures—which vary 
from transaction to transaction—have to be 
supported. Complex waterfall calculations, 
expense allocations, hurdles, tiered incentive 
and management fees, liquidity terms, 
potential conflicts of interest and valuation 
processes all have to be monitored and 
managed. 

Complex waterfall 
calculations, expense 
allocations, hurdles, 
tiered incentive 
and management 
fees, liquidity terms, 
potential conflicts of 
interest and valuation 
processes all have to 
be monitored and 
managed.



Derivatives may contain multiple legs, and the 
components can also represent the terms. The 
resulting cashflows and accounting results 
must be tracked simultaneously, along with 
the exposure to any direct investment and all 
underlying components. Swaps, for instance, 
have financing calculations underneath that 
need to be incorporated. Resets will generate 
P&L and/or cashflows, and they can be 
di¢erent for each swap type. 

Traditional legacy systems often struggle to 
accommodate the processing particularities 
of derivatives instruments and the di¢erent 
private asset classes. Significant manual 
workarounds, ine¥cient processes, a failure
to fully understand the risks and lack of proper 
operational control result. 

Traditional legacy 
systems often 
struggle to
accommodate 
the processing 
particularities
of derivatives 
instruments and
the diªerent private 
asset classes.



SCALABILITY 
IMPERATIVE

As investment managers expand into new 
asset classes, operational scalability becomes 
another issue.

While firms may have some existing 
derivatives capabilities for instance, the 
instrument use might have been solely for 
hedging purposes or certain clients, and 
involve relatively low volumes. 

Lack of the right systems and skills means 
firms’ moves into alternative asset classes 
typically involve considerable manual 
processing—bringing ine¥ciencies and 
increased risk. Successfully expanding into 
other asset classes demands an ability 
to scale the investment and operational 
support infrastructure to cope with volume 
throughput, provide the transparency 
regulators want, and ensure the necessary 
controls to service clients correctly. 

As EY’s Global Alternative Funds survey report 
observed9: “Scaling the business for more 
complex product o¢erings is critical, as costs 
remain an important gating consideration 
for allocators’ investments. Technological 
advancements are providing opportunities 
to complement and enhance front-o¥ce 
decision-making, while streamlining 
operational and back-o¥ce functions.”

9 2019 Global Alternative Fund Survey, EY, November 13, 2019

“Technological 
advancements 
are providing 
opportunities to 
complement and 
enhance front-o¢ce 
decision-making, 
while streamlining
operational 
and back-o¢ce 
functions.”



SECTION 4

YOUR OPERATIONAL
CHECKLIST



HOW FIRMS MANAGE, 
ACCOUNT FOR AND 
REPORT ON EVERY 
INVESTMENT IS CRITICAL 
TO CLIENT SATISFACTION, 
REGULATORY COMPLIANCE 
AND THE ABILITY TO GROW. 

But the array of derivatives and alternative 
asset types feature di¢erent workflows and 
processing idiosyncrasies, while jurisdictions 
have country-specific regulations and 
investment rules.

Understanding and controlling your risks 
and exposures, and automating the di¢erent 
stages in the transaction lifecycle is beyond 
the capabilities of most firms’ existing systems. 
Instead, it requires a technology platform 
purposely designed to o¢er full asset class 
coverage, and support for complex global 
strategies and multiple account and fund 
types. Only then can managers reap the 
e¥ciencies needed to tame their bottom line 
and boost profitability.

Understanding and 
controlling your 
risks and exposures, 
and automating 
the diªerent stages 
in the transaction 
lifecycle is beyond
the capabilities of 
most firms’ existing 
systems.



KEY SYSTEM CAPABILITIES 
TO LOOK FOR INCLUDE: 

• Support for complex instruments, 
strategies and structures—
Providing partnership accounting and 
servicing for both onshore and offshore 
funds, with comprehensive instrument 
coverage to ensure high- quality 
support for the complete range of asset 
types. 

• Comprehensive, granular 
investor accounting—Delivering 
detailed look-through from an investor 
to the investments to track funds’ 
capital flows, and calculate distribution 
waterfalls and management fees. 

• Transparency—Tightly-integrated 
portfolio management and investor 
accounting to ensure seamless data 
flows and total transparency from the 
investment to investor level, enabling 
firms to track their investors across 
multiple investments to provide 
exposure reporting and opt-in/opt-out 
capabilities. 

• Reporting—Ability to automatically 
track the multiple information 
components that go into reports, and 
generate accurate, detailed reports 
for investors on all aspects of their 
investments in line with industry best 
practices. 

• Automated close rebalancing—
Automatic book rebalancing following 
the close of each investment round in 
closed-end funds reduces operational 
risk, provides cost and time efficiencies, 
and improves client servicing by 
minimizing mistakes. 

• Scalability—Systems with complete 
instrument coverage and proven 
scalability offer the on-tap capacity 
firms need to profit from growing 
demand for non-traditional assets, 
without bulking up operating costs.

• Data management extensibility—
Easily expandable data management 
facility enables asset managers to 
quickly add new data types, fields, 
calculations, etc. to accommodate 
new instruments and asset classes, 
and adapt to any market changes, 
while maintaining data accuracy and 
integrity. 



SECTION 5

THE FUTURE OF

ASSET
MANAGEMENT



INVESTOR INTEREST IN
A BROADER MIX OF
INSTRUMENTS AND
STRATEGIES TO STRENGTHEN
RETURNS AND COMBAT
RISK IS HERE TO STAY. 

Faced with growing margin pressures and the 
appetite for passives, the question for asset 
managers is whether they can take advantage of 
the opportunities that diversification o¢ers. 

As Tom Brown, Global Head of Asset Management 
with KPMG International, noted: “firms must 
remain focused on delivering strong returns with 
the capital they’ve amassed, especially in today’s 
challenging markets and volatile geo-political 
environment, otherwise they risk losing those 
investors.”10 

Expanding into new asset classes, markets 
and fund structures o¢ers big opportunities—
but diversification demands the right business 
support. Having the operational expertise and 
flexible infrastructure in place to deliver high-
quality investor servicing, meet regulators’ 
compliance demands, and do it profitably, will be 
key. Firms that can demonstrate they have the 
capabilities will be well-placed to take advantage 
of investors’ changing needs and appetites.

10 The need for agility and decisiveness, Insights from asset 
management CEOs, KPMG, June 2019

Expanding into 
new asset classes, 
markets and fund 
structures oªers big 
opportunities —
but diversification 
demands the right 
business support.



SECTION 6

HOW
SS&C ADVENT
CAN HELP



WE ARE MULTI-ASSET CLASS 
SPECIALISTS, OFFERING 
INVESTMENT MANAGERS 
MULTIPLE OPTIONS AND 
EASY WAYS TO IMPLEMENT 
AN EFFICIENT, FLEXIBLE 
OPERATING MODEL 
TO SUPPORT THEIR 
DIVERSIFICATION AMBITIONS.

Our real-time, multicurrency technology solution 
suite has been designed from the ground up to 
support the full suite of asset classes, including 
equities and bonds, listed and unlisted derivatives, 
hedge funds and private assets. Through a 
single, fully-automated platform, users gain total 
transparency into all their funds from investment 
to investor level, with simplified investor 
accounting and industry-leading reporting 
capabilities. Our systems can be deployed 
on-premise or in a secure cloud environment, 
depending on each investment manager’s 
preferred technology set up.

Through our flexible outsourcing services, 
we also provide multi-asset class operational 
expertise and experience to support firms’ 
processing requirements. By leveraging our 
knowledge and skills, we can help clients get to 
market quicker, minimize their risks and deliver 
high-quality client servicing.

Through a single, 
fully-automated 
platform, users gain 
total transparency 
into all their funds 
from investment to 
investor level.



SS&C ADVENT’S
ASSET CLASS 
CAPABILITIES 
INCLUDE:

• Equities – Developed and emerging 
market securities. 

• Derivatives – Equity, credit and interest 
rate derivatives, including futures, options, 
forwards, warrants, convertibles, floating 
rate agreements, structured products, 
swaps and swaptions. 

• Fixed income – All forms of global debt 
instruments. 

• Private assets – Private equity, private 
credit, real estate. 

• FX – Spot and forward currency contracts. 

• Hedge funds – Single and fund-of-funds.



GET IN TOUCH 

For more information on how SS&C Advent can 
support your diversification efforts and position 
your business for growth, visit www.advent.com, 
or contact advent@sscinc.com.  




