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Letter to Members
To MMI Members and Friends,
As MMI kicks off its 25th anniversary celebration, we’re pleased to present the newest edition
of the MMI Journal of Investment Advisory Solutions. Now in its fifth year, the Journal
showcases forward-thinking research reports and articles on the key trends that are shaping
the future of investment advice and solutions.
A look at the topics we chose for this issue demonstrates just how far the managed account
business has evolved since MMI was formed in 1997. From a narrow focus on Separately
Managed Accounts, our industry’s remit now includes crypto assets, direct indexing, and ESG
investing—not to mention the digitalization and democratization of investment advice.
What hasn’t changed over the years in the advisory industry are the steady pace of innovation
and the commitment to delivering better outcomes for investors and financial advisors.
This new edition of the Journal is a testament to the progressive thinking and customer-focus
that define our business. We hope you enjoy the information and perspective shared by some
of the thought leaders and subject matter experts who are shaping today the next 25 years of
investment advice delivery.

Troy Thornton

Craig Pfeiffer

Chair, MMI Board of Governors

President & CEO

Goldman Sachs Asset Management

Money Management Institute

MMI Journal of Investment Advisory Solutions Volume 5 | Number 1 | First Quarter 2022

5

The Future of Work: How It Will
Impact the Advisory Industry
What impact will emerging ways of work have on innovation,
relationships, and required skillsets in the advisory business?
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THE NEW DYNAMICS OF
LEADING IN THE WFH ERA

AIM & SCOPE

OVERVIEW
COVID-19 has upended virtually every area of employee engagement:
compensation, recruitment, retention, Next Gen development, succession
planning, and corporate culture. At the same time, the asset management
industry’s multi-faceted efforts to improve diversity, equity, and inclusion
(DEI) are progressing, but much still needs to be done. Our 2021
Talent Trends Report analyzes the results of our proprietary survey
of top asset management distribution leaders and offers insights and
recommendations to capitalize on the opportunities ahead.

PROFILE OF OUR
DISTRIBUTION PARTICIPANTS

20+
YEARS

92% HAVE WORKED IN THE INVESTMENT
INDUSTRY FOR MORE THAN 20 YEARS.

10+
YEAR S

81% HAVE HELD A LEADERSHIP ROLE IN ASSET
MANAGEMENT DISTRIBUTION FOR 10+ YEARS

$100+
BILLION

73% REPRESENT ASSET MANAGEMENT FIRMS
WITH OVER $100 BILLION IN ASSETS.

For more than a decade, Kathy
Freeman Company has authored
the Talent Trends Report for
the investment industry. Our
objective is to provide unique
insight about corporate talent
acquisition, talent retention,
and human capital strategies.
Our reports are designed to
offer valuable context for CEOs,
leaders, and human resources
executives. These reports are
also leveraged by individuals who
may be contemplating their own
career decisions. During this time
of volatility and uncertainty, our
larger goal is to provide a deeper
understanding of the changing
dynamics impacting the landscape
for talent.
This report is possible based on
the gracious contribution of time
by our industry’s leadership. It is
a privilege to be able to frame
out these talent trends with a
voice specifically from asset
management distribution.

REPRESENTATIVE TITLES OF PARTICIPANTS
HEAD OF DISTRIBUTION, AMERICAS

HEAD OF US WEALTH

EXECUTIVE VICE PRESIDENT

PRESIDENT, DISTRIBUTION

HEAD OF US RETAIL SALES

HEAD OF GLOBAL STRATEGIC RELATIONSHIPS

HEAD OF FINANCIAL INSTITUTIONS

DIVISIONAL SALES MANAGER

MANAGING DIRECTOR, NATIONAL
SALES MANAGER

HEAD OF INSTITUTIONAL & INTERMEDIARY
DISTRIBUTION
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THE FALLOUT FROM THE GREAT RESIGNATION
Quite unexpectedly, the pandemic has redefined
workplace dynamics. The lockdown changed priorities,
and employees are now choosing quality of life over
an all-encompassing career. With a taste of work from
home (WFH), many are not eager to return to the office
and the old ways of doing business. According to a
LinkedIn survey, flexibility is now the fastest-rising job
priority in the United States.

to changing jobs than we’ve seen in years. Some
workers, such as Baby Boomers, are leaving the
workforce permanently. Others are taking advantage
of the labor shortage to pop in and out of the work
world. These labor market gyrations have been
labeled the Great Resignation, a new megatrend
that will require fresh thinking about employee
engagement.

For industry leaders, this shift has created a new set
of challenges. Many employees are less interested in
skills development, collaboration, and the long-term
business objectives of their employers. Motivated
by rising industry compensation, talent is more open

Our survey confirmed this major attitudinal shift. Along
with countless conversations with asset management
distribution leaders with whom we are conducting
executive searches, we found the following:

It’s an employee’s market for
talent, and they know it.

Talent is in flux and in short supply.

Boomers are retiring earlier,
which puts even greater urgency
on succession planning.

WFH is here to stay, and it is impacting
Next Gen leadership development.

Leadership is concerned about
WFH’s impact on corporate culture.

Leaders are working hard to
bridge a new generation gap
with their employees.

The Wall Street Journal captured the magnitude of
these changes in an October 2021 story, “America’s
Workers Are Leaving Jobs in Record Numbers” U.S.
workers left their jobs nearly 20 million times between
April and August in 2021, 60% higher than the same
period last year. Danny Nelms, President of the
Work Institute, summed up the trend this way: “This
[pandemic] has been going on for so long, it’s affecting
people mentally, physically. All those things are
continuing to make people reflective of their life and
career and their jobs.”

2021 Talent Trends Report—Kathy Freeman Company
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Compensation is rising, a complete
reversal from last year.

DEI remains a top management
priority, but progress is slow.

The big picture is that the talent pool at both ends of
the age spectrum is thinning. Today, their agenda is
not necessarily aligned with the objectives of their
employers. The good news is that industry leaders
recognize the profound change and are responding
with new creativity, empathy, and commitment to
teambuilding.

10

WHAT THE PANDEMIC HAS WROUGHT
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LEADERS ARE GRAPPLING WITH EMPLOYEE
RELUCTANCE TO RETURN TO THE OFFICE.
Like employees in other industries, asset management distribution talent doesn’t want to come back to the
office. More than 42% of leaders surveyed said there is “meaningful resistance” to returning to the office.

Are we seeing a resistance
of employees coming back
to the office?
More than 42% of leaders surveyed
said there is “meaningful resistance”
to returning to the office.
One anecdote we recently heard summed this up well. Thinking it was properly reading the temperature of
its employees, an industry leading firm committed to Tuesdays through Thursdays in the office, with WFH on
Mondays and Fridays. When employees were surveyed about the change, surprisingly, 90% disapproved. The
key takeaway: Firms may need to offer even more flexibility than they originally planned.

LEADERS RECOGNIZE THAT EMPLOYEES ARE
MIGRATING TO WFH-FRIENDLY COMPANIES.
Thirty-two percent of respondents indicated they are losing key people to competitors and a full 40%
acknowledged that they are having difficulty making key hires. The crippling loss of talent has prompted
companies to respond in a variety of ways. Fifteen percent said their firms have made it more financially
attractive to stay, while 25% have changed their WFH-policies to enhance employee retention. An
unprecedented 96% of leaders surveyed this year believe that a hybrid model is here to stay.

BELIEVE THAT A HYBRID
MODEL IS HERE TO STAY

HAVING DIFFICULTY
MAKING KEY HIRES

LOSING KEY PEOPLE
TO COMPETITORS

2021 Talent Trends Report—Kathy Freeman Company
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BOOMER RETIREMENTS ARE CREATING
ADDITIONAL CHALLENGES.
During the pandemic, retirements soared across all industries. In Asset Management, 20% of our respondents
said key personnel at their firms had accelerated their retirement plans during the pandemic, and 10% of
respondents said their company has experienced a wave of retirements.

“Key personnel at our firms
had accelerated their retirement
plans during the pandemic”
OF RESPONDENTS

Meaningful 2021 retirements include Kathleen Murphy, (President, Personal Investing at Fidelity, 12 years) Bill
Stromberg (CEO at T. Rowe Price, 34 years) and Barbara Novick (Co-Founder and Vice Chairman at Blackrock,
33 years). These executives didn’t necessarily age out or lack passion for the industry. They could have simply
re-prioritized and chosen life outside of their careers. The silver lining here is that more Next Gen career
opportunities are opening up.

SUCCESSION PLANNING HAS BECOME
EVEN MORE IMPORTANT.
The recent departure of key leaders and ongoing uncertainty about retirement has made succession planning
even more unpredictable. The pandemic indicated that, and our survey confirmed it. Our data showed that 13%
of leaders were actually revising their succession plans due to an increase in retirements. Another 38% admitted
their own succession plans were not yet fully developed and needed action.

13% OF LEADERS WERE
ACTUALLY REVISING THEIR
SUCCESSION PLANS

38% ADMITTED THEIR OWN
SUCCESSION PLANS WERE
NOT YET FULLY DEVELOPED

To provide additional context, Discussion Partners Collaborative, a national leadership consulting firm,
conducted an 800-person, industry-agnostic, C-suite survey in 2020. Their findings showed that 38% of leaders
were planning to retire or accelerate their retirement because of the pandemic. They also learned that Fortune
200 firms, which typically plan on succession for 5% of their officers each year, increased their expectations to
12% in 2021. Given the increased likelihood of losing highly experienced people, succession planning needs to
be a top priority as we emerge from the pandemic.

2021 Talent Trends Report—Kathy Freeman Company
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LEADERS ARE ADDRESSING A
DOUBLE-BARRELED CHALLENGE WITH
NEXT GEN AND BOOMERS.
Next Gen talent has not been developing quickly enough to fill leadership
positions due to remote work dynamics, according to our survey. Sixty
percent of leaders responded that WFH has been hampering the growth
of their company’s Next Gen talent.

60% OF
LEADERS
SAID THAT WFH HAS BEEN HAMPERING
THE GROWTH AND DEVELOPMENT OF
THEIR COMPANY’S NEXT GEN TALENT.

THE PANDEMIC HAS
SURFACED A SKILLS
GAP WITHIN THE
LEADERSHIP RANKS.
Thirty-five percent of respondents
said a leadership skills gap now
exists at their company.

35%
The research identified
a leadership gap in the
following areas:
DEVELOPMENT OF TALENT*

51%
FOSTERING INNOVATION*

In addition to accelerated retirements, this has become a double-barreled
challenge. In considering the best approach, the popularity of customizing
investment options came to mind as a parallel. Just as the industry is
addressing Environmental, Social, and Governance (ESG) investing and
enabling the creation of customized portfolios, tailored to match a client’s
ESG goals, now may be the right time to begin customizing an employee’s
career path in order to get their explicit buy-in. Perhaps younger
workers are reluctant to step into leadership without knowing what that
development path looks like.
Whether building a deliberate plan for Next Gen or readdressing the
retirement glide path of the boomers, the pandemic has necessitated that
companies think differently by customizing career paths for employees.
PwC recently conducted a study that delves into this customization
concept, which takes a broader look at the employee experience.

2021 Talent Trends Report—Kathy Freeman Company
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45%
STRATEGIC THINKING*

42%
CRAFTING A LONG-TERM VISION*

39%
*Those who answered yes to having a
leadership skills gap at their company.
Participants were allowed to select multiple
responses, so percentages do not add up
to 100%.
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LEADERS LAMENT THE WEAKENING
OF CORPORATE CULTURE.
One of the biggest negatives from the pandemic is the erosion of
corporate culture. Fifty-seven percent of senior leaders said WFH has
diluted their corporate culture, while only 12% said it improved it.

How was corporate culture
affected by the pandemic?
57% of senior leaders said WFH
diluted corporate culture, while
only 12% said it improved it.

57%
12%

Interestingly, many Next Gen employees don’t seem to share the same
concerns about corporate culture as leaders do. They like the new
normal of limited or no time in the office. The leadership challenge is
keeping teams connected to a firm’s mission and goals. To redirect the
conversation, leaders may want to think about the following questions:
Is remote work conducive to empowering employees to find and pursue
their purpose? How does the company’s mission and vision intersect an
employee’s purpose? How much have employee values changed during
the pandemic? What kind of dialogue needs to happen to rebuild culture
and engagement? How are you, as leaders, trying to better understand or
connect with, and become relevant to, the Next Generation?

TALENT:
THE
PANDEMIC
SHOULD
HAS
CAUSED A SKILLS
EXCELLENCE
TAKE
GAPRENEWED
ON
WITHIN THE
LEADERSHIP RANKS.
IMPORTANCE?
Eighty-three
Thirty-five
percent%
percentof
ofrespondents
survey
said a leadership
leaders
indicated skills
it hasgap
become
now
exists at
either
“very
theirimportant”
company.or
Almost
half of thoseimportant”
“somewhat
said the challenge
to upgrade
is the inability to develop
under-performing
team members
other
leaders,
with
highan
achievers.
issue cited
This
in points
our
research
to
a largerinissue
years–past.
re-establishing
The next
most frequently
standards
of excellence
cited shortcomings
and
in our 2021 research
performance.
During were:
the pandemic,
A lack
of strategicmay
standards
thinking,
have slipped
the inability
in an
to crafttoashow
effort
long-term
compassion.
vision, and
It is
a deficit
time
to reaffirm
in termsa of
commitment
fostering to
innovation. In 2022, investing in
excellence.
the development of future leaders
should be another top priority.

83%
83% OF LEADERS FIND IT
IMPORTANT TO UPGRADE
UNDER-PERFORMING
TEAM MEMBERS.

LEADERS WANT TO ENCOURAGE
MORE IN-OFFICE COLLABORATION.
Over half of our leaders said collaboration remains challenging due
to WFH. They worry that the dearth of interaction is impeding the
development of Next Gen talent. Anecdotal evidence suggests that Next
Gen talent is suspicious of leadership’s motives about return to office.
Some believe leaders want people back because that is how it used to
be – not for more mentorship and strengthening corporate culture. There
is an opportunity to create a middle ground that facilitates in-person
interaction focused on enhancing the skillsets of Next Gen employees.

2021 Talent Trends Report—Kathy Freeman Company
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COMPENSATION HAS DONE A 180°.
Compensation has done a complete reversal from last year’s research. In 2020, 82% of distribution leaders
indicated the pandemic would be a long-term game-changer for compensation. Of those respondents last year,
77% expected a decrease in annual cash compensation. However, in 2021, only 63% of leaders expect that the
pandemic will have a long-term impact on asset management compensation. And of those, just 33% expect cash
compensation to fall. The key takeaway: Pay is going up. Forty-two percent expect cash compensation to rise,
and 42% expect to see an increase in equity allotments and profit-sharing. Another 31% expect to see richer
employee benefits.

What a Difference a Year Makes!
EXPECT AN INCREASE IN
CASH COMPENSATION

2021

EXPECT A DECREASE IN
CASH COMPENSATION

2020

2021

2020

INDUSTRY LEADERS HAVE BEEN INTENTIONAL ABOUT
ENHANCING THEIR SKILLS.
One of the most heartening
outcomes of the pandemic is that
executives are working harder at
the art of leadership. We asked
an open-ended question for
respondents to state how their
response to the pandemic has
made them a better leader. What
stood out was that most have
risen to the challenge and became
more empathic, communicative,
and adaptable. We’ve seen it
in our data and have heard it in

ongoing conversations with our
clients. Executives realize they
must overcome the in-person
deficit by making greater effort
to get to know their employees,
understand their family dynamics,
their personal challenges, as
well as their passions. The
lesson learned from WFH is the
importance of building the allimportant personal bond in work
relationships.

2021 Talent Trends Report—Kathy Freeman Company
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“Finding more of a
balance between
driving business results
and being sensitive to
personal needs and
challenges.”
– SURVEY PARTICIPANT
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DIVERSITY, EQUITY & INCLUSION –
ASPIRATIONS STILL EXCEED RESULTS

2021 Talent Trends Report—Kathy Freeman Company

17

A SUBSTANTIAL GAP EXISTS
BETWEEN DIVERSITY GOALS
AND IMPACT MEASURED.
Asset Management has not done well historically in terms of attracting,
hiring, and promoting diverse talent. Yet, the industry remains focused on
DEI while recognizing that the results aren’t yet where they should be.
Sixty-nine percent of respondents concurred that their leadership teams
did not yet reflect the diversity their firms are seeking. Another 57% think
they do not have a sufficient diversity of talent in their current leadership
pipelines.

69%

THINK THEIR LEADERSHIP
TEAMS AREN’T DIVERSE
ENOUGH YET.

57%

BELIEVE THERE IS INSUFFICIENT
DIVERSITY IN THEIR LEADERSHIP
PIPELINES.

33%

SAY THERE ISN’T MEASURABLE
IMPACT FROM THEIR
DIVERSITY STRATEGIES.

The pandemic and WFH certainly disrupted the industry’s efforts to
develop existing talent. Simultaneously, the robust outreach to universities
to build diversity pipelines and establish internships for underrepresented
minorities stalled as well. Perhaps most importantly, one-third of
respondents acknowledged a lack of measurable impact from their
diversity strategies. The answer, we believe, is to double-down on the
development of diversity talent. The creation of measurable programs
to train, educate, mentor, and communicate regularly with diverse
employees is critical.

2021 Talent Trends Report—Kathy Freeman Company
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INCLUSION MEANS DIFFERENT THINGS TO DIFFERENT
PARTS OF YOUR WORKFORCE.
Diverse populations have been impacted in different ways during the pandemic. A recent survey by Future
Forum found that Black employees reported less stress when they work remotely. This topic may merit a
separate study analyzing whether there are any potential cultural biases within asset management firms that
should be addressed. Ninety-seven percent of respondents from Future Forum’s survey also said they want to
go to WFH entirely or at least partially. While the desire for WFH from People of Color isn’t a different voice than
we hear today overall, the reasons behind their preferences should be understood if we are to enhance our
cultures where all feel included.
Women are another population that have been tested in different ways during the pandemic, especially working
moms. Juggling work with the demands of family while operating from home illustrates the need to refocus
conversations and policies on work-life integration rather than an outdated 8 – 5 mentality. Adaptability is the
very essence of inclusiveness. On the other hand, inflexibility will lead to a loss of diverse talent at individual
firms, as well as the industry as a whole.

“Diversity in and of itself excludes certain groups from participating in
opportunities and conversations. Inclusion programs engage everyone
with an eye on the bigger prize – helping the organization succeed over
the long term.”
– SURVEY PARTICIPANT

2021 Talent Trends Report—Kathy Freeman Company
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THANK YOU
Reflecting on over a decade of research,
we couldn’t be more grateful to have had
the privilege of collaborating with industry
leaders each year. The unique insight from
these executives has been of great value
to firms developing their talent acquisition
and retention strategies, as well as to those
contemplating their own career choices.
Moreover, this perspective provides us with an
extra dimension to understand the drivers of
change. We’ve been able to apply this lens to
our search work across the country in order to
deliver exceptional results for our clients.
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ABOUT KATHY
FREEMAN COMPANY
Founded in 1992, Kathy Freeman Company is a
woman-owned, national, retained executive search
firm. A strategic advisor to the investment industry, we
have become the go-to partner for firms seeking to
hire top-tier executive talent to power their growth. Our
unparalleled understanding of the investment industry,
consultative approach, experience, judgement, and
network of relationships has earned us a reputation for
excellence.

Dedicated To
The Perfect Fit
Kathy Freeman Company takes inspiration from its
clients who, like our team, are focused on process,
discipline, and a commitment to excellence. Our
search work is based on a customized methodology
developed and refined for over 25 years to create
the optimal fit for each client. Over 99% of our
engagements have resulted in a successful fit! This
is a unique and unparalleled track record across the
executive search industry. Our methodology produces
well-executed searches and a successful return on
investment for our clients.

Looking for critical
talent to help fuel
your firm’s growth?
Let’s work together!
805.542.0800
www.kathyfreemanco.com

For review of previous
white papers, blogs, and
case studies visit:
www.kathyfreemanco.com
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Untangling the Web:
AUntangling
Practical Approach
to
Modernizing
the Web:
Asset
Management
A Practical
ApproachDistribution
to Modernizing
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For more information, visit
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For more information, visit
ssctech.com/distribution
Untangling the Web—SS&C Technologies

23

Introduction
Asset managers are operating in an environment of significant and fast-moving change. The COVID-19 pandemic
accelerated the adoption of remote and virtual engagement across the industry, driving major structural changes —
not only in how firms work with their clients, but also in the workplace itself. These changes are going to continue to
evolve, becoming a prominent aspect of any future environment. Beyond that, industry consolidation and increased
competition have forced many leading asset managers to overhaul their organizational structures, product lines,
investment capabilities and strategic partnerships. Advances in data and technology only fuel this trend further, as
sophisticated advisor segmentation and engagement strategies become the norm for industry leaders.
Firms that fail to keep pace with these industrywide developments risk leaving opportunity on the table and falling
behind. The bottom line: Asset managers need to develop a game plan for how to engage most effectively with
their clients in this new environment, from what products best suit their clients’ needs to how they interact with
them day in and day out.
In this whitepaper, we:
1.

Outline the key building blocks for success in today’s asset management environment

2.

Describe the “ideal state” for an optimally modernized distribution organization

3.

Pinpoint the key challenges that make it difficult for firms to achieve this goal

4.

Identify the questions firms need to ask to set themselves up for success in their distribution
modernization efforts

5.

Share key takeaways from our consulting engagements that can help firms maximize the impact of their
modernization initiatives.

Building blocks for success
In order to succeed in this challenging and rapidly evolving
environment, asset managers need a clear understanding of
their strategic value and what differentiates them from their
competitors. Firms then need to ensure they are executing on
this value proposition by focusing on three key building blocks:
Products | Without quality products that effectively address
client needs, even the most advanced distribution organization
will struggle to generate sales. Firms with poorly performing
products will struggle to build good relationships with
distributors and strive to achieve good sales numbers. The
reality is that while excellent distribution can turbocharge
profitability for firms that already have a robust product lineup,
no investment in distribution can compensate for lackluster
products. For more detail on the latest product trends and
initiatives, please refer to our Product Strategy Compass research.
Partnerships | Strong distributor relationships are fundamental
to a firm’s success. When it comes to building these relationships,
quality investment solutions that meet the needs of the

distributor are a requirement. However, as we have discussed in
our previous research papers, Prioritizing Distributor Relationships1
and Maximizing Distributor Relationships2, it is also critical to ensure
your firm is focusing on the right distributors — investing energy
and resources in the relationships that are profitable, present
strong opportunities for growth and are aligned with your firm’s
strategic goals.
Engagement | Finally, asset managers need a robust strategy
to articulate their value proposition and engage clients
efficiently and effectively across the entire customer journey, as
we wrote about in our Growing Sales & Loyalty with the Advisor
Customer Journey3 and Designing the Modern Sales Organization⁴
reports. By structuring their organizations to deliver the type
of engagement that makes sense for each client interaction
— be it a purely digital approach like an automated marketing
email, a high-touch approach like an in-person sales meeting,
or anything in between — distribution leaders can build deep
client relationships while also getting the most from their
valuable sales resources.
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Building blocks for asset manager success
While all three of these building blocks are important,
asset managers need to be realistic about the resources
available and prioritize their initiatives accordingly. For
instance, a firm with poorly performing, undifferentiated
product offerings should not waste money on modernizing
its engagement approach until this issue is addressed, since
an excellent distribution strategy cannot compensate for
uncompetitive products. However, a firm that already has solid,
differentiated investment solutions and robust distributor
relationships can reap significant benefits by investing in
engagement modernization.

The ideal modern distribution organization
Today, asset management distribution leaders are investing significant time in figuring out how to optimize their engagement
strategies and move their organizations closer to an ideal state. If possible, all asset management distribution organizations should:

• Optimize their relationships with buyers
• Right-size their organizations and optimize how their people are deployed
• Optimize the tools and frameworks needed to support the strategy.

Optimize relationships with buyers

• Focus efforts and resources on buyers who
present the best opportunities

• Fully integrate sales and marketing efforts
to engage buyers effectively across all
interactions with the firm

• Understand the preferred engagement
approach of each buyer, and tailor their
strategies to balance the preferences of the
buyer with what makes sense for the firm

• Understand the life cycle stage of each buyer
(e.g., prosper, nurture, grow, retain), and adjust
the engagement strategy accordingly

• Understand where buyers are in their
customer journeys at any point in time, and
provide the right message at the right time to
move them smoothly and seamlessly toward
a buying decision

Right-size organizations
and optimize how people
are deployed
• Have the right number of
salespeople in the right
sales roles, with the right
sales skillsets to execute on
the engagement strategy

• Have the right number of
marketing professionals in
the right marketing roles,
with the right marketing
skillsets to execute on the
engagement strategy

• Have a territory and team

Optimize tools and
frameworks needed to
support the strategy
• Have the right data and
technology, including
marketing and sales
enablement technology,
needed to enable the team
to implement the strategy

• Have a compensation
structure that’s aligned
with the overall distribution
strategy, and pay on
business that can be linked
directly to engagement

structure that supports the
engagement strategy

The reality, however, is that many asset managers today are several steps removed from this ideal state. And even as industry leaders
are continuously refining and re-evaluating their engagement strategies, advances in technology, data availability and broader
industry trends are constantly moving the goalposts.
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A web of interdependencies
Given the complexity of modern distribution and the rapid
pace of change, many distribution leaders are finding
themselves in a position where they need to upgrade their
engagement strategies. However, a complete strategic
overhaul is not only disruptive, but also unrealistic for the
vast majority of firms. For many firms, resource and budget
limitations are real inhibitors to modernization efforts, on top of
the required willingness and appetite to implement significant
organizational changes. Identifying where to start is critical —
but choosing the right approach can be a major challenge.
In SS&C’s distribution consulting engagements, it is a common
occurrence for a firm to come to us believing they need to
change one aspect of their strategy, but in the course of the

project it becomes apparent that the area most in need of
attention is something quite different. For example, an asset
manager may think it needs to redesign its territory structure,
but in order to achieve its overall strategic goals, it first needs to
identify and prioritize which advisors its sales team is going to
cover. The reason for this is that, while there are certain musthave foundational capabilities, particularly with regard to data
(knowing your numbers/knowing your clients), the elements
of a modern distribution organization are interdependent.
Some areas of distribution cannot be modernized or altered
without corresponding upgrades to other areas of the business.
Changes made to one area have a flow-through effect on many
other areas, and it is not always clear to firms which lever they
should pull first.

Asset management distribution: a web of interdependencies
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Untangling the web
As convenient as it would be, there is no one-size-fits-all approach to modernizing asset management distribution. To untangle the
distribution web, firms first need to answer questions in three key areas:
Priorities/end state
What are your firm’s most important strategic priorities? What are you aiming to achieve by investing in modernizing
your firm’s distribution organization? What does your ideal end state look like?
Current state
What does your current state look like? What are the strengths and weaknesses of your distribution organization?
What are your biggest challenges when it comes to customer engagement?
Constraints
What constraints do you need to factor in? What is your firm’s culture, and how will this culture impact what is
possible for your distribution organization and your engagement strategy? What resources are available for the
modernization initiative, financial and otherwise?
A complete organizational overhaul isn’t always necessary or even desirable. Sometimes small, targeted changes can be highly
impactful, cost less and cause less disruption to your clients and your firm.
Obtaining clarity on these questions before embarking on an overhaul, or even a tweak, of your distribution strategy keeps your
organization focused on the outcomes you want. Being clear can also save your firm time and money, avoiding multiple timeintensive, costly revisions of a territory design or advisor segmentation model, for instance. It’s also important to remember that your
destination will likely be different from what you thought it would be at the outset. When undertaking any modernization effort,
agility is essential. But the main thing is staying focused on your priorities and goals.

A practical approach to the modernization journey
Before commencing a project, senior management should have a broad sense of what they are looking to accomplish, including
parameters for any recommended investments in staffing, data and other resources that may be made as a result of the
modernization exercise. This should also include the desired outcome for metrics such as sales, revenue and profitability. It is
important to have a thoughtful and thorough discussion early on in the process about the relationships and interdependencies
between various elements of the sales modernization process, such as territory design, advisor segmentation, staffing, sales skills,
data, and sales enablement systems, to name just a few. For example, something as seemingly simple as the inability to reliably
track sales activity can easily derail a project that depends on an accurate picture of the firm’s sales.

Identify goal/
objectives

Identify key
dependencies
& challenges
for success

It is therefore recommended that any effort toward modernization
begins with vigorous and open discussions on your end-state
goal(s) and objectives(s), including a thorough assessment of any
and all limitations that may stand in the way of executing the
effort. Should challenges or barriers to success be identified, they
must first be addressed before the larger modernization effort
can commence. In some instances, the goals and objectives
should be adjusted until such challenges can be addressed. After
all, it’s a whole lot more desirable to make incremental successful
steps toward modernization than undergoing a massive project

Improve upon
dependencies
and/or address
challenges

Continue on the
modernization
journey

that’s destined to fail, resulting in a heavy cost not only to the
firm’s finances but also to its culture and reputation. Additionally,
when you have these discussions on goals/objectives, constraints
and dependencies, it’s important to be honest, bold and willing
to be uncomfortable. No modernization effort will be made
without change, and change is usually challenging. We encourage
our clients to be ambitious in their efforts. However, we also
encourage our clients to be upfront and honest with why they
shouldn’t, can’t or won’t invest in certain efforts. Being upfront will
save a lot of time and effort in the long run.
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Assuming your organization is moving toward a Digital First
approach to guiding the allocation of constrained capital
and human resources, we believe most efforts should
commence with a thorough analysis of existing data and
data management processes. This will be a key element in
identifying key dependencies and challenges for success.
This analysis will ensure an understanding of the quality and
limitations of your data, because in many cases firms have not
had the time or resources to conduct a deep dive into exactly
what data they possess and exactly how it is being used by
different parts of the organization.
An accurate inventory of data sources and usage will likely take
longer than anticipated, but is essential because it will inform
every decision and aspect of the sales optimization process
that follows. This is especially true in organizations where data,
and the professionals who turn it into a value-added input to
the sales and marketing process, may not have been historical
priorities. Asset managers need to take care when devoting
resources and capital to major data and sales optimization
projects to ensure they set appropriate goals and targets.
Otherwise, they run the risk of falling short, creating confusion
and negatively impacting the sales process, which may lead
to distrust in the exercise as a whole and potentially sabotage
additional efforts. Bottom line: there are different levels of datacentricity. Not all firms are going to be able to use data to the
fullest extent possible, but the exercise of figuring out what you
can and cannot do is extremely important.
Additionally, proponents of change should also be very
conscious of company culture. A sales modernization exercise
will be successful only if you are able to achieve buy-in from
all parties involved — from those in corner offices to the
people on the front lines. This can take time and require a
significant amount of back and forth, especially if resistance is
discovered later in the process. For example, sales leadership
may be determined to spearhead a sales optimization and
reorganization, but the dynamics of the underlying teams can
make real change difficult to execute. A common theme across
almost all sales organizations is the reality that external sales
professionals are very protective of their territories, oftentimes
seeing themselves, not the firm, as the owners of the client
relationships. As a result, they don’t share information, and they
don’t trust information from marketing or data teams. In the end,
there is often a high degree of sensitivity when suggesting sales
professionals should change anything about how they cover
advisors. Communication and involvement with key individuals
in the field is essential to a success modernization effort.

Next, while data management and culture are the foundation
upon which a successful sales modernization exercise is
conducted, it is essential for firms to also examine their
approach to distributor and channel coverage. Occassionally,
the sales optimization exercise raises questions about which
distributors are priorities, what resources are required to be
successful at these distributors, and the return on investment
from supporting them. Unfortunately, asset managers have a
way of becoming stuck and unwilling to challenge the status
quo until a catalyst, such as a sales optimization exercise, raises
important questions about legacy decisions and priorities.
These questions need to be resolved before proceeding
further, perhaps utilizing a framework such as SS&C’s RADR
(Radar to Analyze Distributor Relationships), which evaluates
distributor relationships across the four key pillars of Alignment,
Relationship, Profitability and Demand.⁵
Similarly, there can be many questions around sales coverage
and wholesaler alignment, including critical elements such as
team structure, sales roles, alignment to market, channelization/
cross channelization, focus lists and advisor segmentation.
Addressing these elements often leads to vigorous debates
about the advantages and disadvantages of various options
and the ability to maximize the sales effort and execute on
sales goals associated with each option. Advisor segmentation
should be at the core of any sales optimization framework, and
all teams should have a voice in the process to ensure a clear
understanding of the segments. Without a solid segmentation
approach to anchor those efforts and evaluate potential
options, any attempts to alter/modernize an asset manager’s
sales team structure, coverage model or territories can easily be
derailed. It is extremely challenging to make decisions about
client coverage and organizational structure without a strong
understanding of who the firm’s current clients are, where
potential clients are most likely to be found and where the
firm’s best opportunities lie.
Additionally, keep in mind that relatively simple questions,
such as how many advisors a sales professional is capable of
covering, can turn into extensive debates when determining
who to cover and how to cover them. Nevertheless, these
are important subjects to address prior to making coverage,
staffing and territory decisions. Ultimately, all the different
teams — sales, marketing, business intelligence, product, etc.
— should follow the same segmentation (in other words, every
advisor should fall under the same segment within each team).
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Finally, territory design/mapping should always be one of the
last efforts in the modernization proceess. We have noted
a tendency to try to jump to this stage right away, almost
always to the detriment of the modernization exercise. Get
the design you want out of your brain and let the other
dependencies guide your design and mapping, as there
are other more critical elements of the modernization effort
that must be addressed first. In the end, the most effective
number and location of territories depends on almost every
other aspect of the sales optimization process, particularly
advisor segmentation, coverage models, and sales professional
alignment and responsibilities. The appropriate number of
salespeople will also be a function of resource constraints and

the number of people needed to meet the objective set out at
the onset of the exercise.
Territories should be designed according to underlying
opportunity and coverage considerations. It is important
to remember that territory sizes — whether measured
on geography or total opportunity — do not need to be
uniform. Different territories may also utilize different coverage
approaches (for example, a single salesperson versus a team). In
all instances, sales skills should be matched to the sales team’s
objective to ensure advisors are covered according to their
agreed-upon segmentation and priority ranking.

Sales Modernization Checklist
Strategic alignment
• Identify goals/objectives

Organizational alignment
• Obtain senior management buy-in

Data & technology evaluation
• Conduct data audit

• Identify key dependencies

• Obtain organizational buy-in
• Obtain budget approvals

• Conduct technology audit

Customer prioritization
• Identify key firms and
prioritize them

Sales coverage
• Identify key roles and how they will
engage with customers

Territory alignment
• Rightsize territories and align to
sales coverage model

• Identify and prioritize key

• Identify and elevate the best people
• Align compensation to incentivize

• Determine optimal

and challenges

customers and segments

management structure

desired outcomes

In the course of our consulting engagements, we have
sometimes noted that all necessary teams are not always
working together. Sales, marketing and business intelligence
should have clear and frequent lines of communication and
should be structured and incentivized to act as partners, not
silos. Roles and responsibilities should be clearly defined and
communicated so everyone is clear on their, and everyone
else’s, scope of responsibility during the modernization effort.
Clear communication is central to avoid conflicts and mistakes.
A sales modernization project is a complicated and timeconsuming endeavor. There is no single correct outcome for

this exercise. Indeed, that is precisely the point. Each firm must
identify and address the issues and objectives most salient to
their own success. And when it is complete, a thoughtful sales
modernization effort will support the firm’s ability to execute
on its goals and, in turn, reflect positively on the firm’s brand.
An exercise that results in advisors getting the best possible
coverage and access to the firm’s best products, in the most
effective way — whether that it is in person, hybrid or digitally —
will result in a happy client. Satisfied advisors buy more products,
are loyal, and refer other advisors; all of which are elements that
will grow a firm’s assets under management and profitability.
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Crypto as an Asset Allocation?
Amid growing interest from investors and advisors and continued
regulatory uncertainly, how are firms thinking about crypto assets
and where they fit in a traditional portfolio?
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Safety First, Safety Now
Alexander Hamilton founded what is today BNY Mellon 237 years ago with a bold vision:
financing the economic success of a new world. At that time, the U.S. had limited access
to capital to fuel growth. While most other Founding Fathers struggled to imagine a U.S.
economy with a single nationwide currency,1 the eventual ability of farmers, entrepreneurs
and industrialists to build a strong economy demonstrated the strength of Hamilton’s vision.
Today, our vision is equally bold: rethinking how the world does business in a financial
ecosystem at a moment of fundamental transformation. But in the current moment,
the new frontier is digital. Pioneers and digitally native institutions have made significant
inroads in creating new ways for financial markets to operate. As we help to usher in this
next digital chapter, BNY Mellon is eager to collaborate with clients and others across the
industry on digital assets’ potential and challenges.
In this overview of digital assets’ evolution, we cover:
• The emergence of digital assets;
• Critical events in digital assets’ progress toward mainstream interest;
• The ability to apply new technology across asset classes (e.g., tokenization); and
• Imperatives for future digital asset service providers.

“Digital assets are transforming the world and
becoming increasingly mainstream in our financial
ecosystem. At BNY Mellon, we are committed to
leveraging two centuries of trust and innovation
in order to build a bridge to the future.”
Roman Regelman
Chief Executive Officer of
Asset Servicing and Head of Digital

1

1

Schweitzer, Mary M., “State-Issued Currency and the Ratification of the U.S. Constitution,”
The Journal of Economic History, June 1989.

Digital Assets: From Fringe to Future—BNY Mellon

33

The Emergence of Digital Assets
In 1998, computer scientist Nicholas Szabo developed a novel, decentralized digital
currency called “bit gold” based on a system mathematicians hypothesized nearly a
decade prior. The development of this system was a precursor of what we know now
as blockchain.2
Digital assets moved from theory to concept within a little over a decade. In 2008,
under the pseudonym Satoshi Nakamoto, unknown developer(s) released a white paper
establishing the model for a blockchain. The following year, Nakamoto implemented the
first blockchain as a public ledger for transactions made using Bitcoin. This was a
watershed innovation as it allowed anyone, anywhere in the world, to transfer value
to anyone else without the need for an intermediary.

2

2

See Fiorillo, Steve, “Bitcoin History: Timeline, Origins and Founder,” The Street, August 17, 2018
for an overview of the pioneering work of Stuart Haber and W. Scott Stornetta.
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BLOCKCHAIN EXPLAINED
In general terms, a blockchain is a database that maintains a continuously growing list of
ordered records, called “blocks.” It is the most familiar application of a broader category
called “distributed ledger technology” (DLT). Each block is stored in a ledger, and multiple
copies of that ledger exist within a network. The strength of this model is that it makes
it more difficult to falsify database changes. In addition, each change to the distributed
ledger is time-stamped and cryptographically secured. Predefined and consensus-based
rules set the parameters for making changes. Furthermore, past activity is immutable
(i.e., it cannot be deleted or modified once it enters the ledger), thus reinforcing data
integrity. These features provide a level of reliability that supports financial use cases such
as cryptocurrencies and digital assets more broadly because they have the potential to
streamline reconciliation of transactions and help prevent fraud, cheating and hacks.

Since Bitcoin’s debut just 12 years ago, thousands of digital coins (depending on how
the term is defined) have been created, with still more in development.3 At the same
time, the industry has found innovative new uses for blockchain technology. Ethereum now
acts as a peer-to-peer blockchain infrastructure supporting a broader range of financial
activity in addition to transferring value. For example, that infrastructure makes it possible
to write code representing financial instruments such as bonds into the blockchain as
smart contracts.
Additionally, the evolution of digital assets has continued with the introduction of
stablecoins. They combine the main advantages of digital coins — peer-to-peer transfer,
digital wallets and frictionless transactions across borders — with the additional benefit
of being pegged to the value of a more traditional asset such as a currency or commodity.
As a result, stablecoins have historically demonstrated much less volatility than “pure”
cryptocurrencies. Already, stablecoin market capitalization exceeds $100 billion.4
This space is continuing to evolve with the anticipated launch of central bank digital
currencies, tokenized securities and more.
In summary, digital assets have crossed a significant line from a mathematical concept
to a full and robust asset class in less than a quarter-century. That phenomenal growth is
generating significant changes in the type of demand for services around digital assets.

3

3

Statista, “Number of Cryptocurrencies Worldwide from 2013 to August 2021.”

4

CoinGecko, “Stablecoins by Market Capitalization,” June 17, 2021

Digital Assets: From Fringe to Future—BNY Mellon

35

The Evolution of Institutional Interest in Digital Assets
Many financial institutions across the globe have either been working to integrate and expand
their offerings and investments related to digital assets, or else they have realized they can no
longer take a “wait and see” approach. As they formulate their strategies, they still are seeking
the benefits of disintermediation that digital assets offer. But they are also looking for the risk
management and secure infrastructure that they have come to expect from mature institutions.
Essentially, investors are demanding an infrastructure for digital assets that is comparable to
that which exists for traditional assets. Three key considerations are driving this demand:

1. Increasing interest
in digital assets

Cryptocurrency Market
Capitalization ($B, 2016-2021)

2,092

In the first two months of 2021, the global
market capitalization of cryptocurrencies
more than doubled in value, skyrocketing
to over US$2 trillion by April 2021.5
Cryptocurrencies saw significant volatility
over the course of the year, with global market

713

570

cap dropping to just above US$1 trillion in
July, but they crossed the US$2 trillion line
again in August 2021.6 By comparison, gold
has served as the reserve asset champion
for the world’s currencies throughout most
of modern history. Yet the global market
capitalization of cryptocurrencies was able
to reach approximately 20% of gold’s US$10
trillion (in August 2021) after just over a
decade in existence.
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Source: Coinmarketcap.com, Statista, BNY Mellon Analysis

Growing investor demand for cryptocurrencies has also fueled a host of new so-called “unicorn”
companies (i.e., privately held companies valued at over US$1 billion) to provide the market with
relevant services, protocols and use cases. The increasing need for providers and partners to
bring digital assets into the mainstream leaves the industry with significant room to grow. 7

5

4

CKharpal, Arjun, “Cryptocurrency market value tops $2 trillion for the first time as ethereum hits record high,” CNBC, April 6, 2021

6

Ossinger, Joanna, “Crypto Market Retakes $2 Trillion Market Cap Amid Bitcoin Gains,” Bloomberg News, August 15, 2021

7

KPMG, “Pulse of Fintech,” H1’21
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When top blockchain companies became unicorns
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IN THE NEWS
• One of the best-known fintechs in the industry,
the cryptocurrency exchange and wallet provider
Coinbase, went public in a historic Nasdaq-direct
listing in April 2021 – the first blockchain-based
unicorn to list on a public exchange.
• Goldman Sachs announced in March 2021 that it
would reopen its crypto trading desk.8 In addition,
a growing consortium of global investment banks
is experimenting with increased exposure to the
new asset class.

• In December 2020, OSL, a digital asset platform,
received the first-ever license from Hong Kong’s
Securities and Futures Commission to operate
regulated brokerage and automated trading
services for cryptocurrencies.10
• Grayscale’s Bitcoin Trust, launched in 2013,
reached a peak of more than $41 billion as of April
2021. BNY Mellon will provide fund accounting and
other services effective October 1, 2021.

8

Irrera, Anna, Withers, Iain and White, Lawrence, “Exclusive: Goldman Sachs restarts cryptocurrency desk amid bitcoin boom,” Reuters, March 1, 2021

9

Kharif, Olga, “169-Year-Old MassMutual Invests $100 Million in Bitcoin,” Bloomberg, Dec. 1, 2020

10

5

• MassMutual, one of the nation’s oldest insurance
companies, made a splash in December 2020 with
a Bitcoin order of $100 million.9

OSL Receives License From Hong Kong Regulator, Becomes World’s First SFC-Licensed, Listed, Insured & Big-4 Audited Digital Asset Trading
Platform,” PR Newswire, December 15, 2020
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2. Emerging potential of tokenization
Institutional interest in digital assets continues to climb: 72% of institutional asset managers
said they plan to develop solutions for asset tokenization in an August 2021 BNY Mellon study,
“Asset Management: Transformation Is Already Here.”11 In the same study, 84% of institutional
asset managers surveyed said they plan to develop blockchain and distributed ledger technology
to synchronize data and processes.12 Individual players are building institutional-grade
infrastructure within specific areas of the digital asset value chain.
Tokenization is the process whereby an underlying asset, tangible or intangible, is converted
into a digital “token” that acts as its proxy. It is possible to tokenize a wide range of assets,
from cash, equity securities and debt securities to real assets such as real estate, commodities,
artifacts, and works of art. Such developments unlock potential innovations in areas including
custody, collateral management, cash and liquidity, fund administration, accounting and
payments. Faster, cheaper transactions, increased liquidity, transparency, accessibility and
scale help explain this shift — the innovation of asset tokenization has the potential to
profoundly enhance experiences from all vantage points:

6

ISSUER

INVESTOR

PROVIDER

For issuers such as asset
managers, tokenization
can expand accessibility
to investors by reducing
investment thresholds and
periods, lowering dependency
on third-party custodians
and increasing the value
capture of the asset.

For investors, tokenization may
be an attractive option due to
increased mobility, liquidity
and utility around assets.

For service providers, benefits
could include more efficient
transactions through realtime sharing, smart contracts
and significantly shorter
settlement periods.

11

BNY Mellon, “Asset Management: Transformation is Already Here,” August 2021

12

BNY Mellon, “Asset Management: Transformation is Already Here,” August 2021
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IN THE NEWS
• USD Coin (USDC) launched on the Ethereum
blockchain in September 2018. As its name
suggests, the coin is tied to the value of the
U.S. dollar and is redeemable on a 1:1 basis.13
• The European Investment Bank (EIB) piloted a
$121 million bond offering as a security token
on the Ethereum network, demonstrating the
possibilities and demand in the space.14
• In June 2019, a consortium of banks including
BNY Mellon formalized its experimentation with
using tokenized fiat currency as a settlement
asset. The consortium formed an entity called
Fnality International to create a new payments
system that uses a regulated tokenized cash
settlement asset backed on a one-to-one basis
by cash deposits at respective central banks.
This aims to help transform clearing and
settlement while reducing risks.15

7

• HQLAx is using digital ledger technology to
streamline securities lending and collateral
management, save capital costs, reduce credit
risk, lower intraday liquidity requirements and
reduce operational risk. It is doing so from the
very core of the global financial system, backed
by Deutsche Börse and several international
banks that also play a key role in their network.
BNY Mellon is both a triparty agent and agent
lender on this DLT platform. 16
• In May 2021, DBS issued an SGD$15 million
digital bond via DDEx, a security token platform
that enables corporates to raise capital by
issuing digitized securities. 17

13

“About USD Coin,” CoinDesk, June 17, 2021

14

“EIB issues its first ever digital bond on a public blockchain,” EIB Newsroom, April 28, 2021

15

Fnality International, “Utility Settlement Coin (USC) continues to evolve,” June 3, 2019

16

Nicol, Drew, “Building Pipes,” Securities Finance Times, January 19, 2021

17

“DBS First Bank in the Region to Issue Security Token at S$15 Million,” Fintechnews Singapore, May 31, 2021

Digital Assets: From Fringe to Future—BNY Mellon

39

3. An evolving regulatory environment
The regulatory environment for digital assets is rapidly evolving, with regulators working to
address gaps and promote consistency. As part of that process, they have been actively engaging
external stakeholders.
For example, there currently is no EU-wide framework for the regulation of digital assets.
Instead, applicable rules are characterized by a patchwork of different national and EU laws.
In 2020, the EU Commission published drafted legislation to create an EU-wide framework for
digital assets—the Markets in Cryptoassets Regulation (MiCA). MiCA is nearing the final stages
of the EU legislative process (expected to be finalized in Q4 2021 or Q1 2022) and is estimated to
become applicable in 2024.
Moreover, in the U.S., the Federal Reserve, Office of Comptroller of Currency and the Federal
Deposit Insurance Corporation (FDIC) are engaged in an interagency crypto “sprint” in order to
develop a joint framework for crypto supervision.18 The President’s Working Group on Financial
Markets (an inter-agency group of heads of U.S. banking and market regulators), intends to
issue recommendations on stablecoin regulation in the coming months.19

IN THE NEWS

8

• In December 2020, the Securities and Exchange
Commission (SEC) issued a Statement and
Request for Comment Regarding the Custody
of Digital Asset Securities by Special Purpose
Broker-Dealers,20 seeking input on evolving
standards and best practices for custody of
digital asset securities.

• In June 2021, the Basel Committee on
Banking Supervision issued a public consultation
on preliminary proposals for the prudential
treatment of banks’ digital asset exposures,22
seeking feedback from external stakeholders.
The Committee is likely to issue a subsequent
consultation before adopting final standards.

• In May 2021, the FDIC issued a request for
information on digital assets, seeking to gather
information and solicit comments about insured
depository institutions’ current and potential
digital asset activity.21

• In early August 2021, the Monetary Authority
of Singapore (MAS) announced its readiness to
grant regulatory consent to “several” providers
of digital payment token (DPT) under existing
payment services license provisions.23
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The Developing Infrastructure for Digital Assets
With the increasing relevance of digital assets clearly established, institutional demand for a
global infrastructure to provide stability and safety is evident. Investors have evolving needs
around fund administration, accounting and custody to accommodate the representation and
storage of value on the blockchain.
For example, smart contracts can define the rules for how asset owners and counterparties
can store and exchange that value. They can handle a range of scenarios, from the agreement
between a buyer and seller on settlement terms to error checking and compliance. As the
word “smart” implies, they run automatically, reducing the need for intermediaries and manual
intervention. As a result, institutions are looking for robust controls and risk management.
As illustrated above, asset managers are already including digital assets in their holding and
investor-facing products as well. They have the same expectations that they do for traditional
assets: the ability to trade, safely transact, hold true, prevent theft, fraud and loss, and report
on digital assets in ways that comply with investor expectations, regulatory requirements
and sound risk management practices. Therefore, safeguarding digital assets follows the
same principles, while requiring specialized skills that are a logical extension of financial
custody functions in a digital assets environment.

9
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These fundamental capabilities provide the building blocks for digitizing complex
institutional-scale assets:
CRYPTOCURRENCIES: As we describe above, cryptocurrency holdings and transactions exist
on the blockchain, which removes much of the friction that exists with traditional assets.
However, while cryptocurrency transactions are both immutable and secure, risks remain.
One of the most notable risks is that the holder of an asset can lose access if their private key
(a type of cryptographic signature needed to initiate transactions) is stolen or lost. They may,
in fact, never be able to retrieve what they own.
Custody and administrative solutions help mitigate these risks by providing independent storage
and recordkeeping of crypto holdings. Such solutions can maintain private keys in more secure
digital formats and even in stored and safeguarded physical formats. They address regulatory
expectations, such as the SEC requirements to store holdings with a qualified custodian.24
They can also provide regular reporting on digital asset value.
STABLECOINS: Stablecoins, which are pegged to fiat currencies or other traditional financial assets,
continue to grow in prominence. They can offer a hedge for institutions and investors looking to
explore digital assets with less volatility than cryptocurrencies have displayed historically.
Providing the ability to transact and pay, stablecoins can potentially expedite settlement and
streamlinie cross-border activity. As such, some institutions are using them as a gateway into
and out of the digital world.
CENTRAL BANK DIGITAL CURRENCIES: A central bank digital currency (CBDC) tokenizes a
particular nation’s or region’s fiat currency.25 The main difference from a stablecoin is that
a CBDC is a liability of a central bank, whereas a stablecoin is not.
While efforts remain nascent, more than 80% of central banks are taking an interest,26 including
a digital currency pilot program by the Bank of England and an announcement of China’s plans to
develop its own digital yuan.
However, CBDCs are unlikely to arrive quickly. For example, in a June 2021 speech to the “Future
of Fintech” conference, Tom Mutton, Director of Fintech at the Bank of England, said that “work
on CBDC will be a multi-year effort,” and indicated that the Bank of England has “not yet made
a decision on whether or not one is needed.”27 Within central banks around the world, there are
also significant questions and concerns about the material design of CBDCs and their impact on
the overall financial ecosystem.
TOKENIZED SECURITIES: Tokenization, in which an underlying asset is converted into a digital
“token” that acts as its proxy, may become an important mechanism for investors to hold and
trade securities. For example, a security token could represent a share in a securitized asset on
a traditional exchange.
However, tokenizing securities only makes sense if it delivers benefits over their traditional
analogue, such as enabling real-time trades, expanded trading hours, greater ease in moving
assets and opening up secondary markets. Regulatory clarity will also be critical for larger-scale
adoption of tokenized securities in the U.S. and across the globe.
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The Integration of Digital Assets with
the Traditional Finance Ecosystem
Buying, holding and selling digital assets require an underlying support infrastructure to
administer them, provide custody and reduce potential risks. While some of the same
principles of traditional fund administration and custody apply, new needs and challenges
emerge due to the encrypted and digital nature of the assets.
As more and more investors delve into this world, they expect the same institutional level
of service as in the traditional space. In addition, institutional stakeholders of all stripes
require stable, reliable servicing of the entire asset lifecycle from issuance to custody,
trading and settlement to core fund servicing, accounting and payments. Such requirements
fall into three categories:

Trust and Financial Soundness

Institutional Readiness

Seamlessness

Given the potential of the
digital space, institutions are
looking for the same level of
risk management, focus on
regulatory compliance and
rigorous safety and security
standards that are available
for traditional assets.

Clients are looking for
scalability, transparency and
full-spectrum support levels to
help them navigate the risks of
the digital assets ecosystem.
Multi-jurisdictional regulatory
reporting, resilience and
experience handling complex
institutional scale scenarios
will set some providers apart
from others.

Institutions want a one-stop
shop to support the expanding
use cases of digital assets as
well as delivering value across
the full financial lifecycle
of digital assets (such as
trading, safekeeping, collateral
management and lending).

Because digital assets and markets are inherently tightly connected, delivering on these
requirements takes close collaboration within the industry and with fintech providers. In the
world of traditional assets and markets, asset owners, asset managers, institutional investors
and service providers already work closely together. Similarly, collaboration will be essential
for bringing digital assets to full maturity. If technology developers, financial infrastructure
and service providers, and stakeholders along the whole value chain come together to create
and deploy integrated solutions, rather than a collection of one-off innovations, the end result
will be much more robust.

11
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Questions to Ask on Your Digital Assets Journey
• What are the current and potential risks in the broader digital
assets ecosystem?
• What is the risk to your business of not exploring digital assets?
• What are the impacts of cryptocurrencies and tokenization on
your business model?
• What opportunities do digital assets provide for adding value
to clients and addressing new client needs?
• Where can you start?
• What kinds of operational resources (systems, talent and
processes) do you need?
• Who are the players in the market and who among them are
best positioned to serve your unique needs?

12
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An Evolving Ecosystem
For many institutions, there is an unease with digital assets that sits alongside
the sense of opportunity. Digital assets have emerged over a very short period of
time compared to traditional assets and market capabilities. While the Mint Act
established the dollar as the standard currency of the United States in 1792, it took
69 years for the federal government to begin issuing paper currency, and a single
national paper currency did not emerge until 1914.2 By contrast, the speed of
innovation and decentralized nature of digital assets raise concerns about their f
itness for purpose for the trillions of dollars held and managed within the world
of institutional investments.
In other words, digital assets create a paradox: global institutions want to evolve
quickly in a way that is both future-proof as well as safe and secure.
The market forces described in this overview show an ecosystem of digital assets
evolving toward maturity. Yet, many institutions have only just begun their digital
assets journey. In some cases, experimentation happens around the edges, but has
not yet been formalized into mainstream product and service offerings.
It is also not a guarantee that all of these innovations will coalesce into maturity
without conscious efforts to make them stable and reliable enough for the realworld mainstream functioning of financial markets. The risks that must be managed
stem from the stability and security of digital assets technology as well as potential
responses from market participants, including investors, regulators and central banks.
Just as traditional markets have evolved by means of collaboration among
stakeholders, we believe the same must be true for digital assets, albeit more
quickly. Decentralization is a built-in feature of the distributed technologies
that underly digital assets. As we stand at the cusp of digital assets becoming
institutionally ready, we expect the emerging world to be “multi-centered,” with
global institutions and their collaborative partners all playing their part. This new
ecosystem, which must be grounded in both trust and innovation, will provide
significant opportunities for growth.
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Introduction
Advisors and investors face the effects of inflation
in both their daily lives and their portfolios. When
the year-over-year inflation rate rises rapidly or
moves beyond the Federal Reserve’s target 2%,
those effects become more noticeable—and even
painful. In a balanced portfolio, the market value of
bond investments could decline, income can dry up,
and rising costs might cut into company profits and
equity performance.
To fight rising inflation, many have considered
an unlikely solution: Bitcoin. Treasury inflationprotected securities (TIPS) and commodities have
long been go-to options for hedging against inflation,
and there’s no shortage of ETFs targeting these
assets. But Bitcoin’s finite supply—and high-flying
performance—have made it an interesting addition
to the conversation.
A portfolio hedge is used to mitigate risk and prevent
loss of capital in the face of a market-wide or
isolated risk factor. Mechanically, portfolio hedges
use one investment or security to minimize the
negative impact of adverse price swings in another

Can You Hedge Against Inflation with Bitcoin and ETFs?—YCharts

investment within a portfolio. But a barrier to entry
exists for a large number of advisors and investors:
hedging often requires knowledge of, and access
to, complex trading and portfolio construction
techniques such as short selling, leverage, and
financial derivatives. Additionally, these strategies
can be expensive to implement and cause drag when
the underlying asset performs. While advisors who
do hedge portfolios with short positions, derivatives,
or other products are not likely to change their
strategies based on this research, the impactfulness
of a low cost and straightforward hedge may still be
of interest and worth consideration.
But just how suitable is Bitcoin as an inflation hedge?
Does the world’s largest cryptocurrency combat
inflation more effectively than ETFs that employ
more traditional hedging strategies? And what
allocation is an inflation hedge most effective for risk
management and performance benefits?
To help advisors and planners answer these
questions, and better understand the efficacy of such
portfolio hedges, this analysis seeks to answer these
questions. Our findings shed light on the potential
benefits and drawbacks of portfolio hedges using
ETFs and may inform your own best practices for
portfolio management.
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About the ETFs Used
About the ETFs Used
Invesco DB Commodity Tracking (DBC)
Invesco
Tracking
(DBC)
• AUMDB
(asCommodity
of Oct 31, 2021):
$2.91
billion
•• AUM
(as
of
Oct
31,
2021):
$2.91
billion
Expense Ratio: 0.82%
• Expense Ratio: 0.82%
See similar ETFs in YCharts
See similar ETFs in YCharts

iShares 1-3 Year Treasury Bond ETF (SHY)
Treasury
Bond
ETF billion
(SHY)
•iShares
AUM1-3
(asYear
of Oct
31, 2021):
$20.03
AUM (as of
Oct 0.15%
31, 2021): $20.03 billion
•• Expense
Ratio:
• Expense Ratio: 0.15%
See similar ETFs in YCharts
See similar ETFs in YCharts

iShares TIPS Bond ETF (TIP)
ETF2021):
(TIP) $35.77 billion
•iShares
AUMTIPS
(as ofBond
Oct 31,
AUM (as of
Oct 0.19%
31, 2021): $35.77 billion
•• Expense
Ratio:
• Expense Ratio: 0.19%
See similar ETFs in YCharts
See similar ETFs in YCharts

Bitcoin (BTC)
(BTC)
•Bitcoin
To maximize
available history, the actual
• Bitcoin
To maximize
the actual
Price available
was usedhistory,
as a proxy.
Bitcoin Price was used as a proxy.
See Crypto & Blockchain ETFs in YCharts
See Crypto & Blockchain ETFs in YCharts
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Periods Tested for Hedging Inflation with ETFs

Periods Tested
•
•
•

October 2006 - July 2008*
April 2015 - July 2018
May 2020 - October 2021
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US Inflation Rates

* Bitcoin (BTC) hedge not
shown because period
predates its trading
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Period 1:
Period
October1:2006 - July 2008
October 2006 - July 2008
In the 18 months from October 2006 to July
2008,
rose
to 5.6%
from2006
a decade
In the inflation
18 months
from
October
to Julylow
of
1.3%.
Examining
hedge’s
onlow
the
2008,
inflation
rose each
to 5.6%
from aimpact
decade
portfolio’s
max drawdown
and standard
of 1.3%. Examining
each hedge’s
impact deviation
on the
from
late
2006
through
mid
2008,
the
Invesco
DB
portfolio’s max drawdown and standard deviation
Commodity
Tracking
(DBC),
iShares
BondDB
from late 2006
through
mid 2008,
theTIPS
Invesco
ETF
(TIP) and
iShares(DBC),
1-3 Year
Treasury
Commodity
Tracking
iShares
TIPSBond
BondETF

(SHY) each offered a couple percentage points of
downside
protection
reduced
risk relative
(SHY) each
offered aand
couple
percentage
pointstoof
the
benchmark.
Though
reflected
standard
downside
protection
andnot
reduced
riskin
relative
to
deviation,
DBC’s
benefits—and
commodities’
by
the benchmark. Though not reflected in standard
extension—as
anbenefits—and
inflation hedge
were strongest
deviation, DBC’s
commodities’
by
in
limiting portfolio
drawdown.
extension—as
an inflation
hedge were strongest
in limiting portfolio drawdown.

ETF (TIP) and iShares 1-3 Year Treasury Bond ETF
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October 2006 - July 2008
October 2006 - July 2008

In a period where commodities offered superior
downside
(see risk table),
a 15%
allocation
In a periodprotection
where commodities
offered
superior
to
Invescoprotection
DB Commodity
Tracking
downside
(see risk
table),(DBC)
a 15%also
allocation
delivered
a
9.2%
annualized
total
return
versus
to Invesco DB Commodity Tracking (DBC) also the
Sample Portfolio’s
4.4%.
delivered
a 9.2% annualized
total return versus the

Each DBC, TIP, and SHY hedge improved portfolio
performance
all allocation
percentages,
but
Each DBC, TIP,across
and SHY
hedge improved
portfolio
TIP
and SHY offered
only
marginally
better returns.
performance
across all
allocation
percentages,
but
TIP and SHY offered only marginally better returns.

Sample Portfolio’s 4.4%.

Hedging Inflation With DBC, TIP, SHY & Bitcoin
Hedging Inflation With DBC, TIP, SHY & Bitcoin
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Period
Period 2:
2:
April
April 2015
2015 -- July
July 2018
2018
In April 2015, the inflation rate actually stood at a
In
April 2015,-0.20%
the inflation
rate
actually
deflationary
but rose
steadily
tostood
2.95%atbya
deflationary
-0.20%
but rose
steadily
to any
2.95%
by
July 2018. When
hedging
inflation
with
allocation
July
2018. drawdowns
When hedging
with
any allocation
to Bitcoin,
andinflation
portfolio
standard
to Bitcoin,worsened.
drawdowns
and aportfolio
standard
deviation
Using
10% hedge
or greater,
deviation
worsened.
Using
a
10%
hedge
or greater,
holding Bitcoin more than doubled the severity
of the
holding
Bitcoin
more
than
doubled
the
severity
Sample Portfolio’s max drawdown from April of the
Sample
Portfolio’s
max drawdown from April
2015 through
July 2018.
2015 through July 2018.
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While
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DB Commodity
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allocations
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iShares
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ETF ETF
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Treasury Bond
ETF and
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standard
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standard
lessened
drawdowns
anywheredeviation
from 0.51and
to 1.78
percentage
pointsby
anywhere
from 0.51 to 1.78 percentage points
in the period.
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April 2015 - July 2018
April 2015 - July 2018

2
2

With the inflation rate moving upwards out of
negative
territory, rate
hedging
rising
prices out
withofBitcoin
With the inflation
moving
upwards
was
moreterritory,
of a timely
traderising
than hedger
of risk.
While
negative
hedging
prices with
Bitcoin
the
Sample
60/40
Portfolio
grew
at
a
healthy
5.76%
was more of a timely trade than hedger of risk. While
annual
rate, 60/40
even just
a 5% allocation
Bitcoin
easily
the Sample
Portfolio
grew at a to
healthy
5.76%
quadrupled
annual rate, that
evenperformance.
just a 5% allocation to Bitcoin easily
quadrupled that performance.

While hedging with Bitcoin also more than doubled
the
portfolio’s
table),
While
hedging drawdowns
with Bitcoin(see
alsorisk
more
than hedging
doubled
with
commodities
(DBC), TIPS
and short-term
the portfolio’s
drawdowns
(see(TIP),
risk table),
hedging
bonds
(SHY)
added
no
additional
return
in
the period.
with commodities (DBC), TIPS (TIP), and short-term
bonds (SHY) added no additional return in the period.

Hedging Inflation With DBC, TIP, SHY & Bitcoin
Hedging Inflation With DBC, TIP, SHY & Bitcoin
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Period 3:
Period 3:
May 2020 - October 2021
May 2020 - October 2021
Inflation rose most dramatically in the wake of the
COVID-19rose
pandemic,
starting at 0.1%
May 2020
Inflation
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in October
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Bitcoin
COVID-19
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Maya2020
and
portfolio
hedge
again
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the
Sample
60/40
cresting 6.2% in October 2021. In that time, a Bitcoin
Portfolio’s
standard
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and
max
drawdown.
portfolio hedge
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Bond ETFand
(TIP)
and
iShares
Portfolio’s
standard
max
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1-3 YeariShares
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ETFETF
(SHY)
to and
the portfolio
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TIPS
Bond
(TIP)
iShares

had a positive but minor effect, and the Invesco DB
Commodity
Tracking
(DBC)
hedge
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but minor
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thetoInvesco
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of riskhedge
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1-3 Year Treasury Bond ETF (SHY) to the portfolio
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May 2020 - October 2021
May 2020 - October 2021

During a record-breaking rise in the inflation rate, a
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a record-breaking
in the inflation
rate,
a
5%
hedge
to Invesco’s DBrise
Commodity
Tracking
ETF
5% hedge
to Invesco’s
DBannual
Commodity
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ETF
(DBC)
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3 points of
total return.
A 15%
(DBC) added
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ofand
annual
return.toADBC
15%
hedge
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anytotal
allocation
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to
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Bitcoin, however, once again stole the show. Albeit
Bitcoin,
however,volatility,
once again
thecryptocurrency
show. Albeit
with
noteworthy
thestole
leading
with noteworthy
the leading
cryptocurrency
added
significantvolatility,
outperformance
to the
portfolio
addedinflation
significant
the portfolio
while
roseoutperformance
to multi-decadetohigh.
while inflation rose to multi-decade high.
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Conclusion
In conclusion, exchange traded funds (ETFs)
and Bitcoin can be effective for hedging against
inflation—but timing, security selection, and
relative allocation will heavily impact the outcome.
Additionally, there was a noteworthy difference
across the several securities that were studied.
While the main goal of a portfolio hedge is
to manage risk and protect value, examining
performance effects in conjunction revealed an
interesting trend. Particularly true when hedging
with Bitcoin and ETFs that invest in derivatives,
portfolio risk metrics might worsen dramatically
while significant performance improvements can
be realized. Considering this fact, it may be more
appropriate to view some “hedges” not as hedges
at all, but rather as “plays” that might perform well
under certain conditions, such as rising inflation.

Can You Hedge Against Inflation with Bitcoin and ETFs?—YCharts

Before altering or implementing your portfolio
hedging strategy, a few caveats from this analysis
should be considered. Notably, timeframe bias likely
exists and the exit and/or entry of any hedge will
significantly impact results. Additionally, this study
considered only a few portfolio-level metrics to
ascertain a given hedge’s effects. Risk management
and performance can be more or less important
from client to client. Similarly, the costs or difficulty
of implementing an ETF hedge differs from advisor
to advisor. Ultimately, advisors should choose a
hedging strategy that best serves their clients’ needs
without putting undue strain on their own operations.
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Direct Indexing:
The Future of Customized
Portfolio Management?
While direct indexing has been available to HNW clients and
institutional investors for decades, does it now hold the potential
to bring customized portfolio management to the masses?
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Direct Indexing is Not Just For Indexing
Andy Rosenberger, CFA, Head of Tax Managed Solutions at Orion
Frank Nickel, CFA, Head of Quantitative Strategies and Investment Risk at Orion

After being caught flat-footed during the shift toward ETFs, many investment firms now have an acute sense
of “FOMO” (fear of missing out) for what may be the next big trend within asset management. Coupled with an
attraction to the Silicon Valley-like business model of exponential growth, scale and mass customization, this may
explain why asset managers have gone on a buying spree for anything Direct Indexing related.
But while this shift represents a broader theme of leveraging technology and scale in order to reduce costs, create
more personalization, and deliver better results to clients—when viewed through a more technology-centric lens—
the term “Direct Indexing” fails to capture the full capabilities of the technology and the greater potential for the
industry and investors.
By deconstructing how Directing Indexing works and separating the methodology into digestible pieces, it becomes
clear that there are far more use cases than simply “Indexing.” Whether the focus of an investor is tax management,
tax transitioning, tilting toward ESG, or any number of other individual preferences, Direct Indexing technology can
be used to create a more customized investment portfolio and a more personalized client experience.

A Direct Indexing Primer
As a solution to financial advisors and their end clients, Direct Indexing is not a recent innovation. It has actually
been a product offering in the marketplace for more than 30 years, in one form or another. Perhaps surprisingly,
Direct Indexing still remains a fairly elusive concept to many financial practitioners. In fact, our research showed
that this was a new or unfamiliar term for 38% of financial advisors.1 We believe, however, that this is changing.
● 2021 will be looked at as a breakout year for Direct Indexing.
● We are still in the very early innings of a seismic shift toward greater client adoption.
What makes us so confident? Simply put, the economic and market forces—both from a top-down and bottom-up
perspective—are far too pronounced to ignore.
From a top-down perspective, 2021 saw a flood of M&A activity among Direct Index providers. Why? We believe
that many firms have entered the Direct Indexing space as an effort to get ahead of what they see to be the future
growth in the industry after being left behind in the ongoing shift away from mutual funds and active management.

1
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Of course, while the ETF industry has become concentrated among a few select providers who were early entrants,
the field for Direct Indexing still remains a competitive landscape. At a more fundamental level though, asset
managers are viewing Direct Indexing as the marriage between the best of Silicon Valley and asset management
business models. Consider that Direct Indexing offers the Silicon Valley ability to deliver personalized solutions at a
tremendous level of scalability, while the ongoing asset management fee provides a stable stream of revenue with
lower costs and higher margins.
It's worth noting, however, that the market forces are well beyond just top-down. In fact, there are
tremendous advantages to end investors that can be categorized into two major categories: (1) Lower
Costs and (2) Customization.

1 Lower Costs
Cost benefits are certainly one major advantage, as Direct Index offerings are typically priced at levels
well below most active managers. When compared with ETFs, fees can be marginally higher, but are
comparable or even more attractive when considering the customization benefits.

Source: Morningstar, etf.com, Brinker Capital Investments
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2 Customization
Unlike ETFs, which are packaged products, Direct Index solutions are built through a separately managed
account (SMA) structure. Using the SMA architecture, advisors can offer a nearly unlimited number of
customized portfolios to end investors. With that ability to truly personalize portfolios, advisors can now
provide additional value-add services that are more consistent with the holistic planning and advice that
today’s clients demand. Thematically, we see customization coming in a number of different forms:
Figure 1: Customization options for Direct Indexing

Proactive Tax
Loss Harvesting

Legacy Position
Adoption

Concentrated
Positions

Capital
Gain Budgets

ESG Tilts & Negative
Social Screening

Investment
Factor Tilts

● Proactive Tax Loss Harvesting: Perhaps the most widely known benefit of Direct Indexing is its ability to
add value through proactive tax loss harvesting. Unlike stock selection, where outperformance is far from
certain, tax loss harvesting offers a more predictable way to potentially improve investor results.
● Legacy Position Adoption: A lesser-known ability of Direct Indexing is its ability to absorb legacy investor
holdings into custom portfolios, which, when coupled with large unrealized gains provides an impressive
prospecting tool and transition management solution for winning new business.
● Concentrated Positions: Many Direct Indexing offerings can incorporate concentrated positions into
the portfolios. From an advisory perspective, this allows for better planning and oversight. From an
investor perspective, this allows for better portfolio construction by avoiding securities with similar risk
characteristics and by potentially harvesting losses to gradually reduce the position’s concentration.
● Capital Gain Budgets: A common concern among taxable investors is large, unpredictable realized gains.
Many Direct Index providers offer the ability to set personalized gain ceilings to create more predictability
around realized capital gains each year—which leads to better planning and client management.
● ESG Tilts and Social Screening: A growing percentage of investors are more closely trying to align
their investments with their ideals. Whether through an environmental, religious, or social view, the
SMA structure enables providers to at least avoid controversial names, and at best tilt more toward the
exposures that align with the investor’s principles.
● Investment Factor Tilts: Similar to how investors can tilt portfolios toward companies that align with their
personal values, so too can they tilt portfolios toward market exposures which express their market outlook.
From higher yielding companies to those with better balance sheets or better price momentum, the growing
list of available factor tilts gives advisors the freedom to create portfolio mandates more precisely aligned
with client objectives.
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After 30 Years, Why Now?
Knowing that Direct Indexing has been a solution in the marketplace for nearly 30 years, why is the approach
suddenly catching the attention of advisors now? Rather than trying to isolate the answer to one single cause, we
believe it’s best to think of Direct Indexing as finally reaching a tipping point for a number of compelling reasons:
● Ongoing fee pressure: ETFs have continued to put downward pressure on investment management fees
and helped usher in greater awareness about the impact of costs to end investors. While ETFs continue to
pull fees down across the industry, Direct Indexing’s ability to be fee-competitive with them, while offering
additional value-added services, provides advisors with additional choice for selecting what’s in the best
interest of their clients.
● Active management underperformance: With financial and economic data being freely accessible to all,
gone are the informational edges that once helped active managers outperform the market. With active
managers underperforming over the past two decades, advisors today are less willing to jeopardize their
client relationships due to manager selection and possible underperformance.
● Reduced trading costs: In the past, fees for trading, separate accounts, tax loss harvesting, factor tilts, and other
forms of customization were very costly for the end investor. However, with electronic trading and competitive
pressures forcing trade execution to de minimis levels, that’s no longer the case.
● Computing power: At the heart of most Direct Indexing offerings is an optimization process—computer
algorithms designed to identify the ideal outcome from a range of possible portfolios. With ongoing computing
enhancements, the time and cost of optimizing portfolios has significantly improved.
● More data: With respect to constructing factor, ESG, and socially titled portfolios, new sources of data have
made the optimization process much more robust than it had been in the past.
● Better systems integration: The interconnectivity of different technologies, platforms, and providers has led to
a better flow of data from investors to advisors and from advisors to their investment platforms and solutions.
When customization is a cornerstone, as it is in Direct Indexing, the efficient flow of information is critical to
ensuring proper implementation and successful scalability.
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Optimizations, Risk Models, and UI – Oh my.
Now let’s delve a bit deeper into how the Direct Index machine works. In full transparency, there is no single,
absolute definition of a Direct Indexing methodology. For the purposes of our discussion, however, we will
focus on one fairly representative process.
Often, the components of Direct Index methodology can be separated into three categories: (1) a User
Interface (UI) technology, (2) a Risk Model, and (3) an Optimization Engine. Visually, we represent these
components as the inside rings of the circle in Figure 2. In addition to the three components, the target index
(or portfolio) and the firm’s policies and procedures can influence the outcome of an optimization (we will
discuss more later).
Figure 2: A Common Direct Indexing Methodology
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● User Interface (UI): Traditionally, the UI of any piece of software is what the user sees and experiences
as they use the technology. For our purposes, however, the definition will also include the back-end
infrastructure and data management that’s required to reliably operate the technology. In this regard, UI
stretches not only to the experience of the portfolio managers, but also the proposal system; the allocation,
execution, and settlement of trades; the processing of corporate actions; reconciliation; performance
reporting, and many other areas often out of the sight and minds of investors.
● Risk Model: The second core component of the optimization process is the risk model. In the more
traditional sense of an actively managed stock portfolio, a portfolio manager and analysts would analyze
fundamentals, select securities, weight positions, and manage the portfolio through an ongoing repeatable
process. With Direct Indexing, however, there is a risk model that leverages different forms of price and
fundamental data to quantify the risks of every security in the investable universe.
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Risk models will vary by provider, but ultimately look to create a predefined set of desired risk exposures, then
quantify the sensitives to those risk exposures, security by security. More traditional risk factors would include
exposures to risks such as sectors, industries, geographies, and currencies, and factors like price momentum,
quality metrics and interest rate sensitives. In fact, risk models can range in sophistication from measuring only
a handful of risk factors to measuring hundreds of them across millions of securities. Additionally, risk scores
aren’t subjective, but are based on objective data that evolves over time.
Of course, risk models may take more time to adjust to quickly changing fundamentals of one security, but in
the cases of most indexes, the risk that any one security drives the overall index shrinks to near zero.
● Optimization Engine: In its most basic form, the optimization engine is an algorithm that analyzes all of the data
from the risk model and computes the optimal portfolio outcome from among many potential outcomes. Where
optimizers can far surpass human counterparts is that in addition to computing across a much more expansive
universe of securities, they can also apply many more investor-specific parameters. For example, in addition to
accounting for things like ESG considerations, strategy turnover, and security restrictions, optimizers can also
incorporate things like capital gain budgets, tax rates, and each portfolio having its own distinct cost basis.
Different optimizers have different methodologies, however, the mathematical set of equations that runs
through this process is often referred to as the “objective function.” As tracking error reigns supreme in the world
of Direct Indexing, in most cases, objective functions are solving for the minimization of tracking error relative to
a target index (or portfolio.)

Leveraging Direct Index Technology for More Than Indexing
Now that we have a better understanding of the background, mechanics, and processes behind Direct Indexing,
let’s discuss our belief that the term “Direct Indexing” underrepresents the full scope of the technology’s abilities.
Although the industry has historically applied this technology on top of index-based portfolios, the same technology
could be applied to non-index portfolios as well. Referring back to Figure 2, we can consider this as the inner-most
circle of the diagram.
Recall that the risk model allows the Direct Indexing technology to quantify the exposures of an index across
many different types of factors. Of course, just as an index has a specific set of risk characteristics, so too do nonindex portfolios. Theoretically, the Direct Indexing methodology could therefore be applied to active managers,
multi-asset class portfolios, fixed income strategies, ETF portfolios, diversified multi-strategy portfolios, long/short
portfolios, and many other potential strategies by simply swapping the target portfolio for what would otherwise
be an index portfolio. In doing so, investors could receive their target portfolio of choice, but with the scalable
customization Direct Indexing is known for.
For example, in addition to the personalization benefits, firms could also leverage the solution as a transition
solution to migrate portfolios over time, as a tax overlay solution to proactively harvest losses, or to enforce clientimposed capital gain budgets. Given that many firms see portfolio customization as extremely labor and time
intensive process today, we believe that firms embracing this approach will not only use it to lower costs but also to
differentiate themselves from competitors.
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Overcoming the obstacles
You may be wondering why, if swapping out a portfolio for an index is so straightforward, we don’t see
this being offered more broadly in the marketplace today? We’re starting to, but the industry has certainly
evolved toward more passive options for a number of reasons:
● A potential lack of investor understanding
● The extremely low costs of ETFs
● The value Advisors place on their own intellectual property (IP)
● Transparency challenges with more opaque underlying funds
● Challenges with accurate performance attribution reporting
● Concentration in idiosyncratic portfolios may challenge optimization
● High turnover portfolios impacting tax efficiency
Of course, many of these hurdles, like understanding and reporting, are being solved with technology,
while others, like costs and intellectual property, may be solved simply due to the direction the industry
is heading. Consider that investors continue to demand lower costs and more personalization—this is
where Direct Indexing excels.

Blending The Mind & The Machine: The Significance of Policies & Processes
Given the quantitative processes behind Direct Indexing, one might infer that the features and abilities of different
Direct Index offerings would be fairly comparable. However, the vast flexibility of the optimization process puts
greater importance on each Direct Index provider’s policies and processes for controlling the optimization’s range,
as you can see in Figure 2 above.
A Direct Index provider’s policy to constrain optimizations often results from the firm’s unique investment
philosophy, ability to manage the ongoing process, data availability, and perhaps the objective of creating
guardrails to help protect clients. Because these inputs differ by provider, Direct Indexing features may differ
firm by firm as well. The categories below should be considered by advisors when selecting, or comparing,
Direct Indexing providers:
● Available mandates: The robustness of mandates and underlying index options will depend upon
each provider.
● Tracking error tolerances: A firm’s willingness to allow clients to deviate from that target can have a
significant impact on their overall experience.
● Tax loss harvesting parameters: Tax loss harvesting policies will differ in two ways: (1) frequency (ranging
anywhere from daily to yearly) and (2) loss tolerance (often measured in either loss percentages or in dollar
amounts).
● Number of holdings: In order to maximize tax loss harvesting or investor experience, each provider will
typically have their target number of securities and/or a defined floor for the minimum number of names a
client can own.
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● Rebalancing policies: The frequency of rebalancing portfolios as well as how far the portfolio is allowed to stray
from the target allocations will influence the investor outcome.
● Capital gain budgets: Different Direct Index providers will place different priorities on balancing the tradeoff
between minimizing capital gains and minimizing tracking error. Likewise, technology solutions will also vary in
their ability to allow advisors to set capital gain budgets beyond the current calendar year.
● Legacy securities process: While some Direct Index providers may have a significant flexibility for legacy
positions, others may not.
● Concentrated positions: Differing by provider, these policies govern what percentage of a portfolio a
concentrated position is allowed to make up.
● ESG & other customizations: Most Direct Index providers partner with other specialized firms to offer ESG, SRI,
and faith-based restrictions, so the available customizations will vary by firm.
● Factor tilts: Because there is no one absolute definition for each factor, advisors interested in specific factor tilts
may want to take a deeper dive into how each firm defines them.
● Technology integration: Direct Index portfolios often represent only a piece of a client’s holistic portfolio,
therefore the ability for data to flow back and forth between planning, the advisor interface, the client portal, and
investor reporting can strongly affect the overall advisor/client experience.

8
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Direct Indexing 2.0: What’s Next For Asset Management?
As the asset management industry evolves to leverage Direct Indexing technology for more than just personalized
indexing, applying the solution to non-index portfolios is just one potential advancement for the industry. Below, we
theorize additional ideas that may become more commonplace in the years to come.
● Asset allocation portfolios: One of the main struggles that financial advisors face today is that Direct Index
portfolios are almost always single-mandate strategies (for example, Large Cap or Global). However, advisors
are typically building diversified portfolios across different asset classes based on the client’s unique risk profile.
Having only a certain percentage of the portfolio customized, using a capital gain budget, or screening out certain
ESG companies may be unfulfilling for investors. Applying the Direct Indexing overlay process to the entire
portfolio would solve many client-experience challenges.
● Artificial intelligence (AI): Now that artificial intelligence technologies are becoming more common, firms may
find that AI algorithms may be better able to solve for complex optimization problems better than the Mean
Variance methodology used by many firms.
● Long/short portfolios: One of the known drawbacks with active tax loss harvesting is that harvesting
opportunities eventually dry-up as markets rise over time. Long/short strategies, however, have the ability to
provide market-like returns with more potential for tax loss harvesting. A 130/30 portfolio, for example, is 130%
long and 30% short, resulting in a net exposure of 100%. With a Direct Indexing overlay, the 30% short would
have a much higher likelihood of creating ongoing losses for the client, while still creating similar overall returns
to a traditional portfolio.
● Option overlay strategies: Similar to how a long/short portfolio could be constructed to create more loss
harvesting abilities, so too could a Direct Indexing portfolio be created that incorporates both traditional long
positions and options in order to hedge market risks, generate more income, or to create collared strategies
with a narrower range of return outcomes.
● Household asset location optimization: Not only do advisors need solutions to help them manage
customization needs, tax planning, ESG restrictions and more, but they also need to manage this process across
different types of registrations with different investment products, all while staying on course to the client’s longterm financial goals. Optimizer technology could be adapted to incorporate additional complexities like which
registrations to use for asset ownership.

Conclusion

/ info@orion.com / 402-496-3513 / orion.com
Brinker Capital Investments, LLC, a registered investment advisor. Sources: 1Orion’s Research initiative maintained a +/- 2.9% margin of error among
consumer investors across generations and a +/- 3.8% error rate among financial advisors. A mixed methodology was applied that included a base of more
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Direct Indexing has a lot of potential applications and benefits for investors and advisors alike. Whether the focus
of an investor is tax transitioning, aligning investments with ideals, reducing risks, or any number of other individual
preferences, Direct Indexing technology can be used to create a more customized investment portfolio and a more
personalized client experience.

ESG Investing:
What’s on the Horizon?
As ESG investing goes mainstream and investors
increasingly expect to understand the impact of their
investments, what notable trends will emerge in 2022?
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What is sustainable investing, and how will it impact the advisor’s workflow? As sustainable
investing momentum builds in global markets, finding answers to these questions is imperative.
Increasingly, investors are interested in environmental, social, and governance (ESG) factors in
their investments, whether that’s climate, fair pay, or social impact. There are many drivers for this
interest in sustainable investing, but top of mind is the shifting societal landscape—including
the growing acceptance of extreme climate-related risks as well as the way that the pandemic has
sharpened our societal conscience—which has led to an evolution of investor preferences for
sustainable investing strategies. Another factor is the generational wealth shift to millennials, who
are more concerned about the impact of regulatory changes on investment risk. While there is
an investor activism component to sustainable investing, the demand for sustainable investing is
about personal expression as well as avoiding investment risk and adjusting to changing policy
and regulatory requirements.
Given these trends, the advisor faces a series of challenges:
1. They need to understand the sustainable investing landscape—no easy task amidst the influx of
ESG information and products flooding the market.
2.

They need access to trustworthy ESG data and research, as well as efficient tools to draw out
insight and analysis and integrate solutions into portfolios.

3.

They need to be able to articulate how sustainability impacts their clients’ investments and have
meaningful conversations that align to their clients’ interests.

Morningstar’s position on ESG
Morningstar has helped create clarity from complexity in emerging investment topics for decades.
Several decades ago, the concept of measuring risk was nascent for investors. Then advisors
began to deploy risk-tolerance questionnaires systematically with clients, Institutional investors
focused on historical risk analysis and many, including Morningstar, made risk a core element
of its ratings. Now, the industry takes risk analysis for granted as a key aspect of investing.
Morningstar has a similar attitude towards sustainable investing—our position is that integrating
sustainability factors as an investment lens is no different than applying any other relevant
factor. Morningstar believes that investors must consider other relevant factors in addition to ESG
in order to align with their goals; especially when considering ESG data to maximize returns and
minimize risk. ESG data is simply one of several critical datasets and is essential to consider, giving
investors the information they need to maximize returns, minimize risk, and leave an impact in a
way that aligns to their investing objectives.
A dial, not a switch
Morningstar views the consideration of sustainability factors on a dial, not a switch, and suggests
that those who think about sustainability opportunities as binary and therefore resist implementation
are ignoring the complexity of the situation.
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Tesla is an excellent example. The company has an incredible environmental record by putting
millions of electric vehicles on the road. However, its ongoing issues with its workforce expose it
to ESG risk. If removing carbon from the environment is a primary objective of an investor’s
sustainable investing strategy, Tesla might be a good buy. But if workers’ rights or safety drives
the portfolio’s approach, this company presents increased risk.
Increasingly, clients’ objectives are being defined in more encompassing terms than ever before, creating a need for
identification & prioritization

Risk

Taxes

Retirement

Sustainability

Therefore, for advisors, understanding how to balance sustainability along with other motivations is
essential to personalization and best meeting investor needs. And within sustainable investing,
advisors also need to break down their clients’ motivation for wanting investments that consider E, S,
and G factors. Whether they want to improve investment performance or the world, an advisor
should manage both.
An issue of personalization
Many investments have impacts on the environment and society, and investors increasingly
want to know about these impacts and what they mean for their investments. They also want their
investments to represent them—their goals, their risk preferences, their values, and their
diverse stories.
Study after study has found investor interest in ESG:
• Client demand is the primary reason money managers are incorporating ESG factors into
investment decisions. (Deloitte, 2020).
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•

81% of investors agree that they want their investors to match their personal values
(Natixis Investment Managers, 2019)

•

77% of people would not invest against their personal beliefs (Schroders, 2020)

•

65% of people have asked their advisor for information on sustainable investing
(Schroders, 2020)
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In addition, as Morningstar CEO Kunal Kapoor has noted, the number of ESG ETFs has exploded
more than sixfold even as active ESG fund assets keep growing, and there have been recordbreaking asset flows into sustainable funds. This suggests that investors are adopting ESG as part
of the transition to a net-zero world.
Quarterly Global Sustainable Fund Flows (USD Billion)
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Source: Morningstar Direct, Manager Research. Data as of December 2021

As sustainability factors introduce a new layer of personalization alongside favorable risk/reward
profiles, the personalization that an advisor provides matters more than ever—their job is to
serve the person, not the average. For advisors and managers that facilitate capital flows, newly
embraced sustainable investing considerations represent opportunities to engage investors
more deeply.
These two requirements, both the up-front assessment of client preferences and the deep client
engagement ongoing, require new tools and techniques for advisors to use with their clients.
For example, a custodian client wanted to provide the ability for their advisor clients to understand
the ESG makeup of current and proposed investment in their client portfolios. They deployed a
comprehensive set of data, research, and reporting to demonstrate key sustainability, carbon,
product involvement and ESG risk attributes.
Advisors also need to engage clients by assessing their motivations to manage ESG risk and reflect
the values and impact they would like imparted on their portfolio. They need tools that facilitate
meaningful conversations around ESG where advisor and investor can speak the same language,
and financial professionals can provide actionable investment selection recommendations for
inclusion in client portfolios.
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An independent voice
However, like investors, advisors also need an independent voice to help them separate signal
from noise.
In Michael Jantzi’s article, “5 Sustainability Themes to Expect in 2022,” he writes, “[A] need for
consistent, shared disclosure and reporting standards has arisen. Imagine a world without generally
accepted accounting principles or without international financial reporting standards. It would be
chaos. That’s essentially where we are now.”
Definitions and infrastructure for sustainable investing are falling into place. The IFRS Foundation
has announced the formation of the International Sustainability Standards Board, or ISSB,
which merges two important standards-setting entities. Global regulatory movements, such as the
EU Action Plan, have been and will continue to clarify the landscape of sustainable investing.
Regulations are taking shape in the US as well. According to article, “ESG Investing is about to get
a lot easier,” a DOL measure has been introduced that says ESG factors can be material when
retirement plan fiduciaries select investments and make proxy voting decisions. The measure also
clarified that default investment options in 401(k) plans, such as target date funds, can utilize
ESG factors.
In addition, the SEC’s regulatory agenda includes a proposal for a rule on mandatory climate-risk
disclosure for public companies. According to the same article, in other ESG areas, the agency also
is expected to propose disclosure rules on human capital management and board diversity.
As the sustainable investing landscape continues to take shape, Morningstar and others have
also been hard at work to support investors and financial professionals who want to incorporate
sustainability factors into their investment choices in a meaningful way. But understanding
and connecting investor objectives with investment decisions requires more than just a one-sizefits-all approach.
First and foremost, investor motivations are complex, and there is a range of investment types and
objectives when it comes to sustainable investing. Investors need to know which products to choose,
the approaches different products target, the meaningfulness of ESG claims, and the nuance behind
the wide berth of products available. With the flood of ESG-labeled products on the market and
evolving standard around approach, disclosure, and reporting, investors (and those who serve them)
will need a common language they can rely on to compare investments and decide which choices
will help them meet their goals.
The Sustainable Investing Framework boils down the complex sustainability landscape into six
approaches so that investors, advisors, and other financial professionals can start their sustainability
conversation from the same definitional baseline. (To read more about the Sustainable Investing
Framework, see Appendix A).
Trends for tomorrow’s advisors
In the face of growing infrastructure costs, regulatory pressures, competitive threats, and clients
seeking personalized service with equally fulfilling outcomes, advisors will need partners who can
help them transition to a sustainable investing world.
5
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Investors will increasingly need more exposure to investment plans and investments that address
diverse portfolio options and new types of access. Advisors will need comprehensive ESG data
and the tools to efficiently analyze information to meet more holistic, and highly distinct investing
goals. Without a wide breadth of sustainability information integrated into their workflows,
advisors will be left looking at only one piece of the investment equation.
Advisors will also need to transform extensive amounts of ESG information into scalable insights. In
the case of business intelligence, advisors will need to leverage emerging technology to create
sophisticated calculations and compare themselves to their peers from a sustainability lens. They will
need consistent classification and rating systems that they can trust--a common lens to compare,
analyze, and adjust their competitive standing and more efficiently differentiate their business.
Finally, as the industry demands closer attention to capital requirements and solvency to manage
compliance considerations, the proliferation of artificial intelligence and other emerging technologies
require the highest quality data. This quality requirement also holds true for the advisor who wishes
to run a deep analysis on holdings data to create risk statistics that effectively manage their
investors’ portfolios. As investors hand-off more calculations to an increasingly teachable computer,
they must have confidence that the sustainability data they’re feeding the machine must be
precise to achieve the highest value.
Looking into the future
As we predict the trends of the upcoming years, Morningstar anticipates three key drivers that
advisors must respond to thrive in the landscape of sustainable investing.
Increasing need to respond to global regulations
EU Sustainable Finance Action Plan

The European Commission’s 10-point action
plan aims to leverage financial markets to
address sustainability challenges, especially
those related to climate change. Read
our latest research on what the EU Action
Plan means for investors, advisers, and
asset managers.

While EMEA has been the forefront of sustainable investing regulations, the Americas are also
catching up on the regulatory front. In addition to the EU Sustainable Finance Action Plan, which
has standardized definitions and disclosure for companies’ sustainable activities and financial
products, the DOL has worked to roll back a Trump-era rule that would make it extremely difficult
and risky for employers managing covered retirement plans (such as 401(k) plans) to consider ESG
factors when selecting default investments for their workers. Undoing the rule is important to
mainstreaming ESG investing in retirement plans, eventually nudging employers to take ESG into
consideration in making investment selections.
On the SEC side, our policy experts anticipate swift action on a new package of issuer disclosures,
particularly around climate change transition and physical risks. This is an important regulatory
development that will meet the needs of investors.
These regulatory trends will drive demand for ESG data, and advisors will need tools for analysis and
reporting, in order to respond to these global requirements. For example, financial professionals
who recommend rollovers from 401(k) and other defined-contribution plans into IRAs may start to see
more clients with ESG investments coming from employer-sponsored plans and more client interest
in applying ESG analysis to their IRA investment strategies.
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Personalization and new money entering the market
Different types of investors across ages and markets want to invest in a way that resonates with
them personally. For example, growing numbers of Emerging Markets investors may skew more
conservative in their beliefs, while younger investors may have idealistic, impact-focused goals
While survey data from countless industry leaders and Morningstar’s own behavioral research
teams have affirmed the overwhelming “interest” in sustainable investing from individual investors,
the industry lacks definitions regarding what “sustainable investing” means to investors.
To thrive in this new market, advisors will need to better understand individual investor audiences,
and what motivates them to invest sustainably. They’ll need to understand the approaches and
data that are most compelling for different types of investors—and have clarifying and meaningful
conversations with their clients about what sustainable investing means to them. To do so,
they’ll need tools like Morningstar’s Impact Metrics, which educates investors by using the five
broad impact themes (climate action, healthy ecosystems, resource security, basic needs,
and human development) which provide a categorization to simplify the multifaceted and complex
activities associated with positive impact for the retail market.
Investor Demand for Transparency
As investors increasingly care about what they’re investing in, they also demand greater
transparency from their financial professionals. To this end, advisors will need to identify what
content is most appropriate and relevant to their clients, given their specific objectives and
strategy. They’ll need enhanced ESG reporting capabilities, and a common language to organize
and guide their clients through the influx of sustainability information available in the market.
From a data development standpoint, advisors will need increasingly broad and deep ESG coverage
across asset classes to be able to demonstrate the appropriateness of their recommendations.
Looking into the future, advisors will need to consider all of these trends as they incorporate ESG
into their workflow and continue to do what they do best—helping investors make decisions that
will help them meet their goals, whether they’re financial, personal, or (as is increasingly likely), both.
Appendix A
The Sustainable Investing Framework
Since 1984, one of the aims of Morningstar’s mission has been to simplify the complex world
of investing and lend transparency to the process and practice of investing to empower investors
to chart their own success. As sustainable investing gains prominence across the investment
ecosystem, to many investors, the world of sustainable investing can be a confusing mix of terms
and approaches. That’s because of a lack of consensus over terminology and, perhaps more
significantly, because sustainable investing does not represent a single, distinct investment
approach. Rather, it consists of a range of approaches that have been evolving over the past decade,
as asset managers and wealth managers adapted these approaches in unique ways to their
existing investment processes.
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Sustainable Investing Framework Approaches
1. Applying Exclusions--Refers to excluding issuers based on certain products/services, an industry,
or certain corporate behaviors, like major controversies.
2.

Limiting ESG Risk--Refers to ESG information, usually in the form of ESG ratings of companies, to
assess material ESG risks as part of the overall assessment of risk.

3.

Seeking ESG Opportunities--Refers to using ESG information to identify companies that are
sustainability leaders, often using by industry or sector, or to identify improving companies, or
those that are using sustainability to establish or enhance a competitive advantage. This
approach includes what is sometimes called “ESG Best-in-Class” or “Positive Screening” based
on ESG ratings.

4.

Practicing Active Ownership--Refers to seeking positive ESG outcomes via active ownership
activities, primarily made possible because asset managers are shareholders in public
companies. These activities may include:
a. Engaging directly with companies on ESG issues;
b.

Proposing ESG-related shareholder resolutions;

c.

Supporting ESG issues through proxy voting;

d.

Participating in ESG-related investor coalitions; or

e.

Advocating for public policy measures that address sustainability concerns.

5.

Targeting Sustainability Themes--Refers to identifying investments that stand to benefit from the
long-term trend toward greater sustainability in the way we live and work. Such themes
may include environmental-related themes like renewable energy, clean tech, and clean water,
or those related to social themes, such as gender equity, managing population growth, or
health and well-being.

6.

Assessing Impact--Refers to integrating impact assessments into security selection and
portfolio construction. Fixed-income managers, for example, may consider a bond’s use of
proceeds, focusing on bonds that finance projects to benefit people and planet. Equity
managers may consider whether a company’s products/services/behaviors support or detract
from the UN’s Sustainable Development Goals, which many investors and companies are
using as an impact framework. At the portfolio level, investors may assess the overall impact
of their portfolio holdings in relation to a goal or benchmark.

In any given portfolio, fund, or investment strategy, these six sustainable investment approaches may
play no role, a supporting role, or a leading role. While the approaches play no role for many funds, they
contribute in a supporting role to a growing number of funds. Funds for which sustainability plays a
supporting or leading role often combine several, or even all, of these approaches. For instance, many
ESG integration portfolios still exclude controversial weapons or tobacco. Another example is active
ownership—clients can engage with a company on material ESG issues (limit ESG risk), or on impact
based themes (such as water usage).
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Our Framework For Sustainable Investing
Apply
exclusions

Limit ESG risk

Seek ESG
opportunities

Avoid Negative Outcomes

Practice active
ownership

Target themes

Assess impact

Advance Positive Outcomes
By using the SI Framework, advisors can demonstrate value by simplifying communication about
sustainable investing without sacrificing nuance. By utilizing the framework, they can initiate
conversations with investors that efficiently align their recommendations with investor goals and
motivations, achieving meaningful personalization. (Read more about the Sustainable
Investing Framework.)
The table below illustrates how the Sustainable Investing Framework can assist an advisor at each
step of their workflow:
Workflow

How the Sustainable Investing Framework Helps

Financial Planning

Better understand your client’s goals and how to take action

Investment Selection

Make sure you’re choosing the funds that take the specific sustainability
factors and approaches your clients care about into consideration

Portfolio Construction

Construct your portfolios around the specific sustainability factors and
approaches your clients care about

Portfolio Creation

Invest in models and portfolios based on exposure to the sustainability
factors your client cares about

Reporting & Client Engagement

Better communicate your client’s portfolio’s sustainability exposures and
impact of allocation decisions

Compliance

Meet compliance requirements and ensure that you’re adhering to the
sustainability factors and approaches your clients care about most

Learn more

As ESG factors increasingly become part of investing conversations, there’s an influx of new
information, and that’s where Morningstar can help. To learn more, explore our ESG Solutions.
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Executive Summary
What will 2022 and the next decade bring? In recent years, climate change has come
to surpass corporate governance as the most pressing ESG issue commanding
investors’ attention, and ESG investing truly has gone mainstream (and is attracting
the regulatory attention to prove it). Yet there are new risks emerging for companies,
investors and the planet in the coming decade that will test how well we have
learned the lessons of the past.

CLIMATE AS FIRST AMONG EQUALS
1. The New ‘Amazon Effect’: Corporates Pushing
Corporates for Net-Zero Supply Chains
Everyone buys from Amazon, but whom does Amazon buy from? In corporate board
rooms the world over, the push to set a net-zero target is eliciting a common refrain:
What do we do about our suppliers? As the world’s biggest companies work to go
net-zero, downward pressure on greenhouse-gas (GHG) emissions may become as
familiar to suppliers as downward pressure on pricing.

2. Private-Company Emissions Under Public Scrutiny
Critics argue that privately held companies are becoming an opaque refuge for
carbon-intensive fossil-fuel assets. But are those charges true? The jury is out,
because the private-equity funds that own these companies aren’t saying much.

3. The Coal Conundrum: Rethinking Divestment
If the goal is a net-zero portfolio, divesting might seem the path of least resistance,
especially when it comes to coal. But it may hardly move the needle on achieving a
net-zero economy. To do that, investors will likely look to expand their toolbox:
engage where they can exert leverage, divest where they can’t, plus insert
themselves collectively into policy discussions to change the context.

4. No Planet B: Financing Climate Adaptation
Extreme natural disasters loom even if we succeed in limiting global warming to
1.5°C to 2°C above pre-industrial levels. There will be no escaping the need for
projects that help us adapt to a changing climate. As governments and
supranationals issue bonds to pay for them, they could drive a large-scale expansion
of the market for green bonds.
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THE MAINSTREAMING OF ESG
5. Greenwashing Recedes as Common ESG Language
Emerges
Inflows to ESG funds in 2021 have been heady, but as ESG’s star has risen, so too
have questions about its credibility. Skeptics and idealists alike tout examples of
greenwashing or social-responsibility spin. The good news is that we see an
emerging common vocabulary that should aid transparency and, more importantly,
clarify choice.

6. Regulation at a Crossroads: Convergence or
Fragmentation?
With at least 34 regulatory bodies and standard setters in 12 markets undertaking
official consultations on ESG in 2021 alone, it’s no wonder that companies’ and
investors’ heads are spinning. We see convergence in some core areas, yet there are
signs of further fragmentation, driven by differing regional priorities.

7. Putting ESG Ratings in Their Rightful Place
A decade ago, only a handful of investors understood and used ESG ratings. Today,
investors, companies, news media and the public all expect them to help answer a
multitude of questions. Soon, both regulations and market forces could encourage
codes of conduct for constructing ESG ratings, making clear what they capture and
what they don’t.

EMERGING RISKS AND OPPORTUNITIES
8. Coffee vs. Burgers: Biodiversity and the Future of Food
The COP26 Sustainable Agriculture Agenda and the targets of the Kunming
Conference scheduled for spring 2022 reflect a dire reality: If we don’t drastically
change food production and eating habits, climate change and biodiversity loss will
change them both for us. Either way, the food and agriculture industries are in for a
radical reshaping.
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9. Bacteria Rising: Another Health Crisis Looms
Even as we continue to battle COVID-19, the next global health crisis already
threatens: By 2050, 10 million people a year could die from previously treatable
bacterial infections. To meet this challenge, we need major investment in new
antibiotics and a drastic reduction in their quotidian use over the next few years,
especially in agriculture.

10. Just Transition: Finding the Nexus of Need and
Investability
As the captains of private finance begin to steer global capital toward achieving netzero, many are realizing that efforts to stem climate risk are unlikely to succeed on
the systemic level if we leave behind the most vulnerable populations, communities
and countries.
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INTRODUCTION
What can the past tell us about the future?
A decade ago, when we first published our annual ESG Trends to Watch, climate
change and the value of human and natural capital all made the list. These themes
have been enduring, appearing in one form or another in each of the annual trendsto-watch installments that followed. Other trends have come and gone: among them,
tax fairness and data privacy as emerging concerns that might have seemed niche
then, but are now firmly recognized as material issues being addressed by
companies the whole world over.
What will the next decade bring? Climate change has come to surpass corporate
governance as the most pressing ESG issue commanding investors’ attention, and
ESG investing truly has gone mainstream (and is attracting the regulatory attention
to prove it). Yet there are new risks emerging for companies, investors and the planet
in the coming decade that will test how well we have learned the lessons of the past.

CLIMATE AS FIRST AMONG EQUALS
Climate is eclipsing governance and social issues at the top of the ESG agenda,
reflecting both the existential threat of global temperature rise and the race against
time to rein it in.

1

The New ‘Amazon Effect’: Corporates Pushing
Corporates Toward Net-Zero Supply Chains
Everyone buys from Amazon, but whom does Amazon buy from? In corporate board
rooms the world over, the push to set a net-zero target is eliciting a common refrain:
What do we do about our suppliers? Value-chain interdependency means
decarbonization interdependency, too. As the world’s biggest companies work to go
net-zero, downward emissions pressure may become as familiar to suppliers as
downward price pressure.
Almost every company has energy companies and utilities in their upstream supply
chain. So, if electricity producers convert from fossil fuels to renewable energy, the
emissions savings would cascade downstream and help shrink emissions for the
rest of the world. But those are not the only companies able to send ripple effects
through corporate supply chains.
Take, for example, the top cloud-services providers: Amazon.com Inc., Microsoft
Corp., Alphabet Inc. and Alibaba Group Holding Ltd. Together, these four companies
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own two-thirds of the cloud market.1 Almost everyone uses at least one of them, and
cloud adoption is still growing fast.2 If these companies were to go net-zero in their
direct and energy-use emissions (Scope 1+2), they would reduce the upstream value
chain’s emissions (i.e., Scope 3 categories 1 and 2, also known as purchased goods
and services and capital goods) for other companies across the economy, and about
0.5% of total global emissions.3
But who are the suppliers of the goods purchased by Amazon, Microsoft, Alphabet
and Alibaba? Amazon differs from the other three because of the impact of its retail
business. But for all four, we calculated that most of their upstream emissions come
from the facilities they build and the high-tech equipment they buy — servers,
networking equipment, cooling equipment for data centers and so on. According to
their 2020 annual reports, Alphabet’s fixed-asset register included USD 46 billion of
information-technology equipment, while Amazon had up to USD 97 billion. If we
look at the largest purveyors in technology hardware and semiconductors, we see
companies like Lenovo Ltd., The Hewlett Packard Co., Intel Corp. and Taiwan
Semiconductor Manufacturing Co., most of which have yet to commit to a net-zero
target, as of November 2021. But they might soon have to.

“Gartner Says Worldwide IaaS Public Cloud Services Market Grew 40.7% in 2020.” Gartner, June 28, 2021.
“IDG Cloud Computing Survey.” IDG Communications, June 8, 2020.
3 Calculated based on reported and estimated Scope 1, 2 and 3 emissions for the four companies as a portion
of global emissions estimated by the UN Environment Programme and Carbon Monitor.
1
2
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Exhibit 1: Net-Zero Initiatives of Top Upstream Providers to the Big Four CloudServices Companies

SBTI status: The Science Based Targets Initiative (SBTi) is an organization supported by CDP, the UN Global
Compact, WRI and WWF. “Approved” status refers to companies that have had their decarbonization targets
reviewed and validated by the SBTi.
MSCI’s Implied Temperature Rise (ITR) model estimates what 2100 temperature rise would occur if the whole
economy had the same over/undershoot level of greenhouse-gas (GHG) emissions versus budget as the
company analyzed, based on the most recent Scope 1-3 projected emissions.
Self-declared Net-Zero: The company has published a Net-Zero GHG emissions commitment.
Companies in the table are selected as the largest industry constituents of the MSCI ACWI Index by revenues.
Source: MSCI ESG Research LLC, as of Nov. 18, 2021.

With regulators and standard setters proposing tougher rules for carbon reporting,
many companies are now taking their first steps to understand their value-chain
emissions. Amazon, Microsoft, Alphabet and Alibaba have all set net-zero
commitments. Some are more comprehensive than others in how they define netzero. But none of them can make a dent in their upstream supply-chain emissions
without getting their server and chip purveyors to follow suit. As they discover how
much their suppliers emit, “B2B engagement” could become the next frontier of
climate influence.
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2

Private-Company Emissions Under Public Scrutiny
Critics argue that privately held companies are becoming an opaque refuge for
carbon-intensive fossil-fuel assets.4 But are those charges true? The jury is out,
because the private-equity funds that own these companies aren’t saying much.
The case for the “prosecution” goes something like this: Private-equity funds have
raised capital totaling almost USD 557 billion in the energy and utilities sectors from
2010 to Nov. 11, 2021.5 Almost 80% of that was reportedly in non-renewables,
according to an advocacy group’s report.6 In a sample of roughly 120,000
transactions between 2010 and November 2021, we found that deals for energyrelated assets comprised 12.1% of total transaction value, with only 12.4% of those
transactions designated as renewable-energy-related.7
Separately, we compared a sample of 18,562 private companies held in almost 4,000
private-equity funds against the 9,225 public companies in the MSCI ACWI Investable
Market Index (IMI) and found that emissions were more concentrated among private
companies than public ones.8 These glimpses into the enigmatic world of
companies held in private-equity funds suggest that investments in fossil-fuelrelated assets remained robust, even as they have declined in the public universe.
Meanwhile, the “defense” argues that growth in private-equity funds hasn’t been in
the most carbon-intensive sectors. Energy, utilities and materials accounted for only
12.3% of our private-company set of 18,562 firms by revenue,9 compared to 20.5%
for the public-company set of 9,225 firms in the MSCI ACWI IMI. And if we compare
the five years through 2015 against 2016 to November 2021, the portion of energyrelated transactions for private equity as a percentage of total transaction value fell
by more than half, from 19.5% to 8.5%.10

Tabuchi, Hiroko. “Private Equity Funds, Sensing Profit in Tumult, Are Propping Up Oil.” New York Times, Oct.
13, 2021.
5 MSCI ESG Research used a dataset from S&P Capital IQ of 121,797 transactions from Jan. 1, 2010, through
Nov. 11, 2021, where private equity was a buyer. Transaction values were available for about 70% of
transactions.
6 Giachino, Alyssa, and Mehta-Neugebauer, Riddhi. “Private Equity Propels the Climate Crisis: The Risks of a
Shadowy Industry's Massive Exposure to Oil, Gas and Coal.” Private Equity Stakeholder Project, Oct. 12, 2021.
7 The following industries were summed as “energy-related”: coal and consumable fuels, electric utilities, gas
utilities, independent power producers and energy traders, integrated oil and gas, oil and gas drilling, oil and gas
equipment and services, oil and gas exploration and production, oil and gas refining and marketing, oil and gas
storage and transportation and renewable electricity.
8 Shakdwipee, Manish. “Understanding Carbon Exposure in Private Assets.” MSCI Blog, Oct. 14, 2021.
9 Ibid.
10 From 2010 to 2015, USD 331.7 billion out of USD 1.6 trillion of total reported transaction value by privateequity buyers was in energy, compared to USD 245 billion out of USD 2.9 trillion from 2016 through Nov. 11,
2021, according to a dataset MSCI ESG Research compiled from S&P Capital IQ.
4
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So What’s the Verdict?
The truth is, the jury is still out, and with good reason. Today, even the largest privateequity funds, including those that are publicly listed, have revealed little about the
emissions footprint of their portfolio companies. Among the 10 largest private-equity
funds as of April 2021,11 most have reported something on their own operational
footprint (Scope 1 and Scope 2 emissions), with a bit of business travel thrown in.
But only one, EQT Partners, had a meaningful representation of emissions from its
portfolio companies, although the Carlyle Group and TPG Capital have indicated that
they have started to monitor their portfolio-company emissions.12

Exhibit 2: Top 10 Private-Equity Firms’ Carbon-Emissions Reporting

Data as of Nov. 18, 2021. [1]Company stated they have no material scope 1 emissions. [2] Categories included
are “numerous” but unspecified. See page 17 of “KKR Climate Action Report,” November 2021. For Carlyle, see
page 53 of "Impact Review," June 2021. For TPG, see "ESG Performance Report," September 2021. Source:
MSCI ESG Research LLC

Ranking by amount of private-equity direct-investment capital raised by firms between Jan. 1, 2016, and April
1, 2021, via Private Equity International. "PEI 300," June 2021.
12 “TCFD Report 2020.” The Carlyle Group, November 2020.
“2020-2021 ESG Performance Report.” TPG Capital, 2021.
11
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Anecdotal Evidence May Be Inadmissible
Many of the largest private-equity funds tout their investment in renewables and
relate stories about achievements at select portfolio companies. This reliance on
anecdotes, rather than quantitative and systematic accounting, is a tactic that
publicly listed companies have also employed in the past when faced with calls for
greater transparency. But publicly listed companies have learned over the past
decade that skirting the question no longer satisfies investors, regulators and other
stakeholders. They are now firmly in the world of mandatory reporting of increasingly
standardized metrics covering their full range of climate risks and alignment with a
sub-2°C world.
Managers of private-equity funds, too, may soon face similar requirements. More
transparency and less conjecture are what investors, and the world, will need to
complete the puzzle on where emissions come from and how to bring them down;
case closed.
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The Coal Conundrum: Rethinking Divestment
If the goal is a net-zero portfolio, divesting might seem the path of least resistance,
especially when it comes to coal. In earlier days, it likely served to put companies on
notice about the energy transition, and to relieve pressure from stakeholders. But it
may hardly move the needle on achieving a net-zero economy. To do that, investors
will likely look to expand their tool box: engage where they can exert leverage, divest
where they can’t, plus insert themselves collectively into policy discussions to
change the context.
Coal has got to go, according to the consensus from the United Nations and others
aiming to limit warming to 1.5°C to 2°C.13 But five key markets — the U.S., Australia,
China, Russia and India,14 together accounting for 75% of global coal consumption —
were notably absent15 from new phase-out pledges made at COP26 in Glasgow. If
their coal usage continues apace, a 1.5°C world is almost certainly out of reach.16
Three of these big markets are heavily dependent on coal for electricity production,
according to the International Energy Agency — China (60% coal-based), India (70%)
and Australia (54%) — and two may have more political, or other motivations, to keep
the coal fires burning — the U.S. (19% coal-based) and Russia (15%).17 Their
dependence is apparent in this group of five’s utilities’ fuel mix: 47% coal-based for
the MSCI ACWI Index utilities constituents in these countries, versus 14% for
constituents located elsewhere. This, in turn, means much higher average Scope 1+2
carbon intensity, at 3,362.37 tons of CO2 equivalent per USD million in sales for
these utilities in coal-dependent countries, versus 1,826.69 for utilities constituents
throughout the rest of the world.

“Global Warming of 1.5°C. An IPCC Special Report.” IPCC, 2018.
“Global Coal to Clean Power Transition Statement.” UN Climate Change Conference UK 2021 website, Nov. 4,
2011.
15
“Statistical Review of World Energy 2021: 70th edition.” BP, 2021.
16 FT reporters. “IEA warns Paris climate target at risk as US and China shun coal pact.” Financial Times, Nov. 4,
2021.
17 “Coal.” International Energy Agency website, Oct. 12, 2021.
13
14
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Exhibit 3: Global Electric Utilities’ Fuel Mix

The five coal-dependent countries: Australia, China, India, Russia and the U.S. MSCI ACWI Index constituents and
data selected on an annual basis. Figures represent a simple average of values for the companies included.
Source: MSCI ESG Research LLC

So, IS Divestment the Answer?
One solution to decarbonize a portfolio is simply to drop these countries’ utilities
stocks (69 in total). That would remove 19.5% of emissions from a hypothetical
MSCI ACWI Index-based portfolio, while giving up only 1.65% of the portfolio’s
weight, too little to radically change overall risk and return. But there are two reasons
this might be short-sighted.
First, divesting would do little to directly reduce real-world emissions or curb global
warming, which could mean greater climate risk in the long run.
Second, there are stark differences in the directions in which these companies are
currently headed. For example, according to our Implied Temperature Rise metric,
AGL Energy Ltd., which currently has 85% coal-fired power generation, has
committed to emissions-reduction plans that would imply alignment with a
temperature rise of 1.4°C by 2050. An investor might want to hold the company in
that transition, in part to ensure that it delivers on that promise through continued
monitoring and engagement. At the other end of the scale, China Resources Power
Holdings Company Ltd., also at 85% use of coal, is headed for 5.7°C rise and NTPC
Ltd. in India for more than 8°C.
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Exhibit 4: Key Coal-Power Generators and Implied Temperature Rise

AEPC: American Electric Power Co.; CRP: China Resources Power. Companies selected have over
50% generation from coal and make the highest contribution to the carbon emissions of a
hypothetical portfolio based on the MSCI ACWI Index, as of November 2021. Source: MSCI ESG
Research LLC

Rather than hold all or divest all, some investors might take a mixed approach based
on individual companies’ climate trajectories and where they see the greatest
potential for influence. Several of the companies in Exhibit 4 are state-controlled,
which could make them less responsive to engagement by minority shareholders.
Here, change is more likely through exercising policy influence. While investors have
increasingly banded in coalitions to influence companies on ESG issues as active
owners, collective activism has not yet been asserted to nearly the same extent on
policy discussions.
Will Cooler Heads Prevail?
Over the past decade, institutional investors have debated the merits of divestment
or engagement as tools to effect decarbonization. Now, as companies and
governments set themselves on different paths and timelines in the energy
transition, it is becoming clearer to investors that they will need to deftly wield both
levers in the coming decade – plus, assert a greater voice in climate policy
discussions.
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4

No Planet B: Financing Climate Adaptation
Extreme natural disasters loom even if we succeed in limiting global warming to
1.5°C to 2°C above pre-industrial levels. Already, Californians are choking on smoke,
North Africans are running out of water, Southeast Asians are fleeing from floods18
and major cities around the world risk inundation as sea levels rise. There will be no
escaping the need for projects that help us adapt to a changing climate. As
governments and supranationals issue bonds to pay for them, they could drive a
large-scale expansion of the market for green bonds.
Green bonds raise proceeds explicitly designated for environmental projects. The
market has grown dramatically since 2015, but total issuance is still small compared
to the overall bond market.19 If we look at bonds eligible for the Bloomberg Barclays
MSCI Green Bond Index, we see that, historically, most of the bonds for climate
projects focused on curbing emissions, not adapting to extreme weather. But that’s
beginning to change.
First, sovereigns and supranationals have begun to outpace corporate issuers with
larger green-bond issuance values. And second, in 2020 and 2021, all but one of the
new sovereign green bonds eligible for the index also included climate-changeadaptation projects — ranging from flood mitigation to improvements in climatemodeling capabilities.

18
19

Lustgarten, Abrahm. “The Great Climate Migration.” New York Times, July 23, 2020.
Mehta, Meghna. “Green Bonds — Trends and Beyond.” MSCI Research Insight, June 4, 2020.
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Exhibit 5: Percentage of Sovereign Green-Bond Issuance Allocated to Climate
Adaptation

Aggregate data as of Nov. 1, 2021. Note that numbers for bonds that have not released their green-bond annual
reports as of Nov. 1, 2021, are based on approximations. Source: Bloomberg MSCI Green Bond Index, MSCI ESG
Research LLC

The UN estimates that the annual amount spent globally on adapting to climate
change needs to be five to 10 times higher than that currently spent.20 Yet there has
been little progress to date on the concrete policy levers, definitions and standards
that could help catalyze and direct investments.21 That, too, could change, given the
mutual interest of issuers and investors in the growth of this market. As capital flows
toward necessary projects, investors will demand not only an accounting of the
financial risk and returns, but measures of their impact — and ways to qualify these
investments as “green.” That could drive a virtuous circle of green assurance and
capital flow toward shoring up the resilience of our communities.

“The Gathering Storm: Adapting to climate change in a post-pandemic world.” United Nations Environment
Programme, Nov. 1, 2021.
21 For example, the EU Taxonomy lists climate adaptation as one of six priority environmental objectives, but
the classification system lacks definitions of qualifying projects. Similarly, the Green Bond Principles is missing
details, though a working-group report from late 2020 provides some guidance.
20

© 2021 MSCI Inc. All rights reserved. Please refer to the disclaimer at the end of this document.

2022 ESG Trends to Watch—MSCI ESG Research LLC

MSCI.COM | Page 16 of 37
104

Research Insights
MSCI ESG Research LLC

THE MAINSTREAMING OF ESG
5

Greenwashing Recedes as Common ESG Language
Emerges
Inflows to ESG funds in 2021 have been heady,22 but as ESG’s star has risen, so too
have questions about its credibility. Skeptics and idealists alike tout examples of
greenwashing23 or social-responsibility spin. The good news is we see an emerging
common vocabulary that should aid transparency and, importantly, clarify choice.
Painting a green sheen on funds will get harder, and verifying environmental claims
easier, providing more diverse and credible routes to achieve ESG objectives.
Today’s investors wrestle with confusing ESG terminology, definitions and labels.
Ask 10 portfolio managers to define “green investment” and you are likely to get 10
different answers. A “climate” fund could be one trying to engage big emitters to
decarbonize, avoid fossil-fuel producers, actively finance clean energy or some
combination of all three. Even something as seemingly straightforward as a “fossilfuel-free” fund may mean excluding companies with some activities, such as
ownership of oil and gas reserves, but including companies with others, such as oil
refining. That likely meets some investors’ objectives — and a priori assumptions —
while not meeting others’, providing fodder for click-bait journalism that is screaming
of greenwashing.
Label Makers to the Rescue?
Institutional investors can already draw on a number of tools to assess a fund, be it
the PRI’s transparency reports, CFA Institute’s disclosure standards24 or MSCI ESG
Fund Ratings.
For individual investors with fewer tools, regulations and labels are emerging in
select markets to provide transparency and verifications of ESG claims. And
standards are solidifying rapidly. Our research suggests the EU’s mandated
Sustainable Finance Disclosure Regulation (SFDR) classifications (Articles 6, 8 and
9) are strengthening the quality of disclosures in Europe’s ESG funds.25 In the U.S.,
the Securities and Exchange Commission has put the investment industry on notice

Murugaboopathy, Patturaja, and Maan, Anurag. “Global sustainable fund assets hit record $3.9 trillion in Q3,
says Morningstar.” Reuters, Oct. 29, 2021.
23 Mooney, Attracta, and Flood, Chris. “DWS probes spark fears of greenwashing claims across investment
industry.” Financial Times, Aug. 31, 2021.
24 “Global ESG Disclosure Standards for Investment Products.” CFA Institute, Nov. 1, 2021.
25 Disabato, Michael, and Ng, Katherine Nell. “The SFDR’s Articles 8 and 9: The Funds Behind the Labels.” MSCI
Research Insight, July 6, 2021.
22
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with pronouncements and bulletins highlighting deficiencies in disclosure and
practices in its examinations of funds’ ESG claims.26
Using the MSCI Implied Temperature Rise, we found that self-described “Climate”
equity funds categorized under SFDR articles 8 and 9 were closer to aligning with a
1.5oC to 2oC trajectory versus peer uncategorized funds. These funds were also
more distributed toward the lower end of the carbon-intensity spectrum (“very low”
and “low”) and less toward the higher end relative to the entire fund universe. (See
Exhibit 6.)

Exhibit 6: Implied Temperature Rise and Carbon Intensity of Self-Described
‘Climate’ Equity Funds

Climate funds defined as mutual funds and ETFs that have “climate” in the product name and include climatespecific considerations in the investment strategy. Uncategorized Climate Funds = 106, Article 8 Climate Funds =
45, Article 9 Climate Funds = 72. Data as of Nov. 11, 2021. MSCI ESG Research LLC

ESG funds are diverse because investors are diverse. They have different ESG goals
and want a choice of routes toward their destination. Avoiding greenwashing and
making more-informed choices could soon become a lot easier, as disclosures about
a fund’s ESG objectives, approach(es) and quantitative financial and nonfinancial
characteristics all become part of the default information set for all investors.

Gensler, Gary. “Remarks before the European Parliament Committee on Economic and Monetary Affairs.” U.S.
Securities and Exchange Commission, Sept. 1, 2021.
“The Division of Examinations’ Review of ESG Investing.” U.S. Securities and Exchange Commission, Division of
Examinations Risk Alert, April 9, 2021.

26
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6

Regulation at a Crossroads: Convergence or
Fragmentation?
As if the alphabet soup of sustainable-investing standards weren’t confusing enough
already, in come additional acronyms like TCFD, SFDR and NGFS. With at least 34
regulatory bodies and standard setters in 12 markets undertaking official
consultations on ESG in 2021 alone,27 it’s no wonder that companies’ and investors’
heads are spinning.
How to make sense of the flood of new mandates and proposals? Are we finally
reaching consensus on definitions and standards? Well, yes and no. While we see
convergence on some core areas, there are signs of further fragmentation, driven by
differing regional priorities.
Our preliminary analysis compared the current pipeline of rules and proposals from
select agencies in key jurisdictions along five dimensions: reporting target;
objectives; materiality; stringency; and uniformity of reporting. (See Exhibit 7).
On the matter of objectives, virtually all the proposed rules we analyzed seek to
enable transparency, while only a relative handful take aim at potential mis-selling
and even fewer look to explicitly direct capital to “sustainable” or “green”
investments. Proposed stringency of compliance requirements varies but currently
appears weakest in the U.S. and Canada. For uniformity of reporting, the EU favors
data templates, while other regions showed a mix of potential approaches. And while
there are proposed rules in all regions that target issuers and financial entities, the
U.S. stands out for an absence of proposals targeting financial products, or at least it
does so far.
Definitions of materiality, however, form one of the clearest fault lines. Agencies in
the U.S., Singapore and Japan28 have focused on disclosures specifically relevant to
financial materiality, while the EU, U.K. and Hong Kong explicitly include disclosures
on broader societal impact (sometimes referred to as “double materiality”). Such
differences could prove to be a persistent obstacle to global convergence on ESGrelated regulations.

The 12 markets are: Canada, Chile, China, the EU, Hong Kong, India, Malaysia, New Zealand, Singapore,
Thailand, the U.K. and the U.S. Global standard setters include the Bank for International Settlements (BIS), IFRS
Foundation, the International Organization of Securities Commissions (IOSCO), the Sustainability Accounting
Standards Board (SASB) and the Task Force on Climate-related Financial Disclosures (TCFD).
28 Agencies include the Securities and Exchange Commission (SEC) and the Federal Insurance Office (FIO) in
the U.S., the Monetary Authority of Singapore (MAS) and the Financial Services Agency in Japan. See Exhibit 7
for the proposed codes and regulations.
27
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Exhibit 7: Selected Global Sustainability Regulatory Initiatives Expected by 2025

The table shows a representative selection of regulatory initiatives from around the world that meet three criteria:
(1) directly affect financing activities and/or investors’ reporting; (2) are aimed at improving investors’ decisionmaking processes; (3) come into effect in the next five years. We included only initiatives with sufficient details
disclosed to allow assessment against the parameters laid out in the table.29 Other ESG regulatory initiatives not
assessed, include taxonomies30 and prudential regulation.31 Abbreviations used: APRA - Australian Prudential
Regulation Authority; BCB - Central Bank Of Brazil; CMF - Financial Market Commission Of Chile; CSA - Canadian
Securities Administrator; CSRC - China Securities Regulatory Commission; EC - European Commission; FCA - UK
Financial Conduct Authority; FIO - U.S. Federal Insurance Office; FSA - Japan Financial Services Agency; FSC Financial Services Commission South Korea; HKMA - Hong Kong Monetary Authority; MAS - Monetary Authority
Of Singapore; SEC - U.S. Securities Exchange Commission; SFC - HONG KONG Securities And Future Commission;
TCFD - Taskforce For Climate-related Financial Disclosure; XRB - External Reporting Board New Zealand.

29 Initiatives that have been announced with limited detail as of the time of writing include: the U.S. SEC
disclosure on human-capital management and board diversity; the Swiss Federal Council planning mandatory
climate reporting for large Swiss companies and for financial-market players; the EU Sustainable Corporate
Governance Directive (expected for Q4 2021); and the UK FCA Sustainability Disclosure Requirements for
Companies.
30 As of the time of this writing, taxonomies existed or were in the proposal stage in many parts of the world:
EU, China, Hong Kong, Malaysia, Singapore, UK, and the ASEAN region, plus the Common Ground developed
between the EU and China.
31 Inclusion of climate-related stress tests into prudential regulation is being promoted by the Network for
Greening the Financial System (NGFS) with over 100 central banks. Climate stress tests for banks are currently
being undertaken or planned in many jurisdictions — e.g., Canada, the EU, Hong Kong, Malaysia, U.K. and U.S.
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Will Climate Lead the Way?
We see the most hopeful signs of convergence in climate-related disclosures,
especially those focused on core company-level metrics, like greenhouse-gas
emissions, and on advancing common parameters for climate-risk analysis.
Guidance from the Task Force on Climate-related Financial Disclosures (TCFD) has
become a common reference point across global financial policymakers and
regulators, with the U.K. Financial Conduct Authority, European Commission and
Hong Kong Monetary Authority all referencing it as a blueprint for their proposed
disclosure frameworks. In particular, the TCFD’s balance between universal reporting
requirements and additional industry-specific disclosures appeals to regulators
mindful of the costs of disclosure, especially for smaller entities. We also see
growing consensus for the usefulness of common reference scenarios for stress
testing, notably those being advanced by the Central Banks and Supervisors Network
for Greening the Financial System (NGFS).
The main differences in climate-disclosure requirements are in uniformity of
reporting and timing. As of this writing, the EU has been the most progressive
jurisdiction in instituting mandatory sustainability reporting by 2023. The reporting
compelled by the EU is highly uniform, while other jurisdictions such as the U.S. and
much of the Asia-Pacific region may be more likely to issue guidance on reporting
metrics, at least in their initial iteration.
Beyond climate risk, however, convergence looks more elusive. For example, while
multiple markets have explored disclosure requirements related to human capital
and workforce diversity, both the proposed and actual reporting requirements are
highly fragmented, depending on each market’s key focus (Exhibit 8).
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Exhibit 8: Sample of Global Standards for Reporting on Diversity and Human
Capital

Data as of November 2021. Source: MSCI ESG Research LLC

Three Guiding Principles
As regulators and standard setters stand at the crossroads of convergence and
fragmentation, we believe that adopting a few key principles could help forge a
shared path toward better-informed investment decisions.
1. Require quantitative metrics to be disclosed, not qualitative “explanations” that
may devolve into boilerplate language — e.g., Scope 1, 2 and 3 emissions across
all categories.
2. Specify disclosures of raw data, such as number of employees, tons of
emissions and location of facilities, not outputs in the form of percentages that
are likely to be inconsistently calculated and hence not comparable.
3. Impose minimum mandatory core disclosures across a broad range of
participants beyond public companies — to avoid inconsistent sets of rules.
These principles would enable comparability and accountability and a level playing
field across all markets. And whatever an investor’s ESG priority — climate risk,
human capital or overall business resilience — a foundation of consistent
disclosures would underpin more-informed investment decisions.
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7

Putting ESG Ratings in Their Rightful Place
What are ESG ratings for? A decade ago, only a handful of investors understood and
used them. Today, investors, companies, news media and the public all expect ESG
ratings to help answer a multitude of questions, from whether a company is climatefriendly or has a diverse workforce to how its risk profile fits within an investment
strategy. But an ESG rating remains what it always was: a lens for looking at one
specific dimension of the many ESG characteristics that stakeholders care about.
Both regulation and market forces could encourage codes of conduct for
constructing ESG ratings, making clear what they capture and what they don’t. In the
coming years, we will likely see ESG ratings move back to their intended purpose of
improving the investment process and as one part of the larger ESG ecosystem.
Do They Make ‘Poly-Focals’?
The staggering range of ESG questions from stakeholders with varied preferences
will continue to grow. But no single score or rating can answer them all, at least not
well.32 An ESG rating provides only one lens — a financial-relevance lens that zooms
in on questions of business resilience, by selecting and weighing only a subset of
ESG factors. That means answering other questions requires using other lenses.
To track a company’s progress toward net-zero, reach for a climate lens. If you’re
wondering about corporate diversity and equality, you want a workforce lens. And if
you’re gauging a company’s impact on ecosystems, a green-tinged biodiversity lens
would be your go-to.
Exhibit 9 shows what these lenses can offer by looking at metrics for two
hypothetical companies — an electric utility and a bank. Let’s start with Scope 1 and
2 GHG emissions. Through a materiality lens, these emissions matter for the electric
utility but not so much for the bank, where oversight of risks in the lending process
sends a more meaningful signal. With a climate-change lens, what matters for the
utility is how much coal it’s burning. For the bank, it’s all about how much coal it’s
financing through its loan book. Looking at biodiversity, you might want to know if
the utility operates in fragile ecosystems, while for the bank, credit policies regarding
biodiversity would be the more relevant metric.

Lee, Linda-Eling. “What Does ESG Investing Really Mean? Implications for Investors of Separating Financial
Materiality and Social Objectives.” Wharton Pension Research Council Working Paper No. 2021-18, September
2021. Available at SSRN: https://ssrn.com/abstract=3936023 or http://dx.doi.org/10.2139/ssrn.3936023
32
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Exhibit 9: Different Lenses for Two Different Hypothetical Companies

Source: MSCI ESG Research LLC

For many institutional investors, this is nothing new. Using different ESG data and
scores to meet varying objectives has long been a part of their process. If these
investors want to construct a portfolio that focuses only on climate risk, they use
climate metrics designed to capture the targeted characteristics — and that’s it. The
remaining smorgasbord of ESG-related data, such as board diversity, product-safety
records or questions around waste management, are simply superfluous to that
target objective.
If All You Have Is a Hammer, Everything Looks Like a Nail
For the rest of the market, emerging labeling standards and transparency initiatives
for funds are tightening the connection between different ESG questions and the
information needed to answer them. Data that answers questions about implications
of “social harms” is different from data that answer questions about alignment with
a 1.5°C emissions pathway. ESG ratings, whether for individual holdings or overall
funds, can answer only some of these questions.
As regulators and standard-setting bodies turn their gaze on ESG ratings, one
possible outcome could be the adoption of best practices that spell out the purpose
of an ESG rating and its data sources and methodological choices. Such
transparency could free ratings from unrealistic expectations of what they represent
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— neither a measure of corporate “goodness” nor a barometer on any single issue —
to concentrate on what they do best.
As ESG ratings evolve with ever-sharper focus, investors may come to find them
indispensable for understanding financial resilience. For other questions, it’s time to
reach for a different lens.
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WHAT’S NEXT?
EMERGING RISKS AND OPPORTUNITIES
8

Coffee vs. Burgers: Biodiversity and the Future of Food
Meat or your morning brew? Which would you give up if you had to choose? It’s not
just a theoretical question. The COP26 Sustainable Agriculture Agenda and the
targets of the Kunming Conference scheduled for spring 2022 reflect a dire reality:
The global food system accounts for about a third of global greenhouse-gas
emissions33 and destroys more nature every year than any other industry.34 If we
don’t drastically change food production and eating habits, climate change and
biodiversity loss will change them for us. Either way, the food and agriculture
industries are in for a radical reshaping.
Take coffee as an example. The largest producer and exporter of coffee is Brazil,35 a
fact that has to do, at least in part, with the Amazon rainforest. But the Amazon
continues to be burned or cut down to produce beef and soy.36 That means the
“lungs of the planet” are taking in less carbon dioxide every day, accelerating climate
change. But those lungs don’t just pump oxygen and CO2 — they also pump water
vapor from the oceans inland, bringing essential moisture for crops like coffee. Or at
least they used to.
Just How Much Would You Pay for That Latte?
In 2021, Brazil saw its worst droughts in a century,37 making for a poor coffee
harvest and raising the price on your daily dose of caffeine.38 Coffee beans need
special conditions to grow — warm and humid, not too cool, not too hot — and by

"Climate Change and Land: an IPCC special report on climate change, desertification, land
degradation, sustainable land management, food security, and greenhouse gas fluxes in terrestrial
ecosystems." IPCC, 2020.
34 "The global assessment report on Biodiversity and Ecosystem Services." IPBES, 2019.
35 "Top Coffee Producing Countries." World Atlas, 2020.
36 López-Alcalá, Mario. 2020. "Investment Risks from Deforestation in the Brazilian Amazon and
Cerrado Regions." MSCI Research Insight
37 Branford, Sue, and Borges, Thais. "Amazon and Cerrado deforestation, warming spark record
drought in urban Brazil." Mongabay, July 22, 2021.
38 Kurmelovs, Royce. "Coffee bean price spike just a taste of what’s to come with climate change."
Guardian, Sept. 30, 2021.
33
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2050, the amount of suitable land globally could be cut in half.39 Time to switch to
tea? Alas, the outlook is just as grim.40 Ditto for chocolate.41
And our favorite sources of caffeine are hardly alone: fruits, vegetables, grains and
beans are all threatened in one way or another.

Exhibit 10: Climate Change and Biodiversity Loss Threaten Staples and
Luxuries Alike

Source: Pollinator extinction; Ritchie, Hannah. “How much of the world’s food production is dependent on
pollinators?” Our World in Data, Aug. 2, 2021; "The global assessment report on Biodiversity and Ecosystem
Services." IPBES, 2016. Water Scarcity: World Resources Institute Aqueduct Food tool, wri.org. Soil Erosion: “Let’s
#StopSoilErosion to ensure a food secure future.” Food and Agriculture Organization of the United Nations, May
15, 2019; Cat, Linh Anh, “Soil Erosion Washes Away $8 Billion Annually.” Forbes.com, May 21, 2019.

The upshot? We need to produce food differently. From vertical farming42 to
regenerative agriculture to the application of AI and robotics to agricultural
operations that enhance water and energy-efficiency techniques,43 there are publicly
"Coping with 32°." World Coffee Research, June 21, 2018.
Nowogrodzki, Anna. "How climate change might affect tea." nature.com, Feb. 6, 2019.
Kramer, Katherine, and Ware, Joe. “Reading the tea leaves: Climate change and the British cuppa."
christian aid, May 2021.
41 Scott, Michon. "Climate & Chocolate" NOAA Climate.gov, Sept. 10, 2021.
42 Avgoustaki, Dafni, and Xydis, George. 2020. "How energy innovation in indoor vertical farming
can improve food security, sustainability, and food safety?" ScienceDirect 5: 1-51.
43 Kang, Liz. "Is the biggest greenhouse in the US the future of farming?" CNN.com, Oct. 6, 2021.
39
40
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traded firms developing methods to dramatically increase yield per unit of land and
decrease water use and carbon emissions.
And then there is the nascent boom in “alternative proteins,” made from plants, fungi
or lab-grown meat. None of these require cutting down rainforest for grazing land,
and while carbon-intensity varies, they’re all lower-carbon than meat.44 As a percent
of revenues at most companies, the figures are still small, but they are projected to
account for 11% of the protein market by 2035.45

Exhibit 11: Food and Agriculture Involvement in Plant-Based and Alternative
Proteins

Percentage of companies from among the MSCI ACWI IMI constituents belonging to the following Global Industry
Classification Standard (GICS®) sub-industries: agricultural products, packaged foods and meats, food retail,
food distributors, hypermarkets and super centers and restaurants, which generate revenues or invested in
traditional plant-based and alternative proteins, across the food value chain, as of July 15, 2021. Source: MSCI
ESG Research LLC

Which means, if you want to wake up to a hot cup of coffee (or tea) tomorrow
morning, your best move might be to find a non-meat substitute for dinner tonight —
and it also may pay to have a closer look at what the food and agriculture companies
in your portfolio are up to.

"Environmental impacts of animal and plant-based food." Blue Horizon, October 2020.
Morach, Ben, Witte, Björn, Walker, Decker, von Koeller, Elfrun, Grosse-Holz, Friederike, Rogg,
Jürgen, Brigl, Michael, Dehnert, Nico, Obloj, Przemek, Koktenturk, Sedef, and Schulze, Ulrik. "Food
for Thought: The Protein Transformation." Boston Consulting Group, March 24, 2021.
44
45
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9

Bacteria Rising: Another Health Crisis Looms
Despite years of warnings from epidemiologists,46 the COVID-19 outbreak caught the
world off guard. Even as we continue to battle this pandemic, the next global health
crisis is already looming: By 2050, 10 million people a year could die from previously
treatable bacterial infections.47 That’s more than triple the number who died of
COVID-19 in 2020 alone.48 To meet this challenge, we need major investment in new
antibiotics and a drastic reduction in their quotidian use over the next few years,
especially in agriculture.
On the positive side, the pandemic has shown how fast we can invent a solution
given global collaboration and the right financial incentives. Once a backwater
market with generally unappealing investment returns compared to more profitable
drugs, vaccine development has found its footing.49 Under the right circumstances,
novel antibiotic development could potentially follow suit. The breakthrough mRNA
vaccine technology was in part developed at small, private companies, and that’s
where much of the early, and possibly innovative, antibiotic work is happening too.50
Building that pipeline and getting novel compounds into clinical trials is the next big
hurdle. Investors may bear in mind how these efforts align with a focus on social
impact and the U.N. Sustainable Development Goals.

Lederberg, Joshua. 1988. “Medical science, infectious disease, and the unity of humankind.” JAMA 260: 684685.
Sanger, David, Lipton, Eric, Sullivan, Eileen, and Crowley, Michael. “Before Virus Outbreak, a Cascade of
Warnings Went Unheeded.” New York Times, March 19, 2020.
47 Giguere-Morello, Julia, and Ratte, Aurélie. “Resistance to antibiotics: Checkmate.” MSCI ESG Research, Dec.
15, 2019. (Client access only)
48 “The true death toll of COVID-19: Estimating global excess mortality.” World Health Organization, May 2021.
49 “A brief history of vaccination.” Immunisation Advisory Centre, January 2020.
50 Of the 245 antimicrobial compounds in preclinical development globally, as of December 2020, 73% were by
private companies. “2020 antibacterial agents in clinical and preclinical development: an overview and
analysis.” World Health Organization, 2021.
46
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Exhibit 12: Global Antibiotics Development Pipeline by Clinical Trial Phase

Source: Pew Charitable Trusts, Antibiotics Currently in Global Clinical Development, data as of March 2021. World
Health Organization, 2020 Antibacterial agents in clinical and preclinical development: an overview and analysis,
data as of December 2020. MSCI ESG Research, as of October 2021.

All this innovation could be for naught if we can’t rein in the practices that got us into
this mess in the first place. The biggest culprit is excessive use of prophylactic
antibiotics and as growth promoters in livestock production.51
Developed-market regulators, especially in Europe, have begun to restrict agricultural
antibiotic use. In emerging markets, such as China and Brazil, it has remained
relatively unfettered — until recently, giving some cause for hope.52

Van Boeckel, Thomas P., Brower, Charles, Gilbert, Marius, Grenfell, Brian T., Levin, Simon, A., Robinson,
Timothy P., Teillant, Aude, and Laxminarayan, Ramanan. 2015. “Global trends in antimicrobial use in food
animals.” Proceedings of the National Academy of Sciences of the United States of America, 112: 5649–5654.
52 Schoenmakers, Kevin. “How China is getting its farmers to kick their antibiotics habit.” Nature, Oct. 21, 2021.
51
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Exhibit 13: Agricultural-Product Companies Face the Brunt of Antibiotic
Regulations

Source: MSCI ESG Research; global regulation on antibiotics, Farm Animal Investment Risk and Return (FAIRR);
ArcGIS Online (as of Nov. 2021)

Microbes don’t respect geopolitical borders. As antibiotic-resistant strains evolve,
they won’t stay where they started, and that makes antimicrobial resistance a global
problem. As we have seen with the COVID-19 pandemic, as long as some parts of
the world remain vulnerable, we all remain vulnerable — all the more reason for
companies and investors to take heed and start asking hard questions about
whether their agricultural supply chains are seeding the next systemic risk.
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10

Financing a Just Transition:
Finding the Nexus of Need and Investability
As the captains of private finance begin to steer global capital toward achieving netzero, many are realizing that efforts to stem climate risk are unlikely to succeed on
the systemic level if we leave behind the most vulnerable populations, communities
and countries. For investors and companies in the private sector, protecting those
most vulnerable to climate risks and the energy transition would seem the domain of
policymakers and development banks. But the lines that mark this division of labor
may be blurring.
The core concern is that the populations that could suffer the most are also least
able to bear the cost, finding their job skills no longer relevant, livelihoods gone and
homes wiped out by extreme weather and sea-level rise. This concern goes beyond
these populations. Suffering on such a large scale could trigger mass unemployment
and migration, civil unrest and political instability. And policies to support the climate
transition could be next to impossible to implement against such a backdrop.
What’s an Investor to Do?
We recognize these challenges seem overwhelming and difficult to address through
the typical institutional investment portfolio. But, given the criticality of the systemic
social and climate risk, it is imperative to consider what levers investors might be
able to pull.
Today, the typical institutional portfolio is largely invested in both public securities
and private assets, with a focus on parts of the economy where capital-market
infrastructure is highly developed. What results is a sizable disconnect between
where private capital goes and where the public needs it. Take, for example, the
publicly listed equity investment universe, where 88% of global public markets by
capitalization, and over 60% of companies, are based in developed markets, as
shown in Exhibit 14. But over 85% of the global population lives and operates in
emerging and frontier markets.53
Total debt issuance in developed economies is four times that of emerging
economies,54 despite the developed world’s having just one-fifth of the population.
And in private equity and debt, our analysis found most funds were predominantly

53
54

World Bank, 2021.
Global Issuance Data, Bank of International Settlements, 2021.
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exposed to North America and Europe, and had a less than 5% allocation to
emerging economies.55

Exhibit 14: Relative Size of Global Public-Equity Markets vs. Population

Data as of Nov. 11, 2021. Source: MSCI ESG Research LLC, World Bank

In public-equity allocations, investors may be best placed to focus on fair treatment
of displaced workers, retraining initiatives, full consideration of companies’ impact
on communities and decarbonization as fast as possible throughout the value chain.
But debt markets might offer more impact, especially in markets with greater need.
Green, sustainability and social bonds issued by sovereign and sub-sovereign
entities, particularly in emerging- or even frontier-market countries, could all be
vectors for job creation and training, speeding the energy transition or implementing
adaptation and resiliency measures. Infrastructure bonds, too, could have potential
for funding needed adaptation projects.

Mahmood, Rumi, and Zaid, Abdullah. “New Frontiers in Carbon Footprinting: Private-Equity and -Debt Funds.”
MSCI Blog, Nov. 30, 2021.

55
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Exhibit 15: Global Green, Social and Sustainability Bond Issuance

Source: Climate Bonds Initiative, 2020

That’s a Great Start, but …
These efforts, unfortunately, won’t be enough. To facilitate a just transition,
developing and frontier markets — and those not even sufficiently developed to
qualify as frontier markets — need more and creative conduits if they hope for wider
investor financing. The Net Zero Asset Owners’ Alliance, for example, has called for
“scaling blended finance” to tackle such barriers as market accessibility
and a data gap to reflect the actual versus perceived risks in investing
in these markets.56 And multilateral development banks, foundations and publicprivate partnerships are actively exploring ways to create a pipeline of projects
whose risk profiles may be better matched to investors’ needs.
The Seychelles Blue Bond, for example, raised USD 15 million of investment from
Calvert Impact Capital, Nuveen and Prudential Financial Inc. at a lower-thanprevailing coupon rate (2% to 3%, rather than 8% based on interest rates in the
country) with a World Bank guarantee and Global Environment Facility low-interest

56

“Scaling Blending Finance.” Net Zero Asset Owner Alliance. Nov. 2021.
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(0.25%) loan.57 And Climate Fund Managers, a joint venture between Dutch
development bank FMO and South African insurance conglomerate Sanlam aims to
raise USD 750 million from private and institutional investors in its Climate Fund
Two. Creative experiments and pilots such as these could be useful examples for
future endeavors.
It is becoming all too apparent that it will be extremely challenging for private finance
to achieve net-zero emissions across all investments and financing. After all, the netzero aspiration is not merely a massive accounting exercise of summing up the
carbon emitted, avoided or removed on the portfolio balance sheet. It is nothing less
than shorthand for retooling global capital markets to work toward an economy and
society that can be sustainable. Over the next decade, as investors and companies
(hopefully) deliver on their net-zero pledges, the world will increasingly look to how
they execute a “climate-plus” strategy — one that does not abandon people for the
sake of saving the planet and preserving profit.

“Seychelles Finance Plan for Biodiversity Conservation 2019-2023.” The Biodiversity Finance Initiative,
February 2019.

57
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Real assets provide a source
of uncorrelated returns and
low or even negative carbon
intensity but how much real
assets exposure is reasonable
for institutional investors?

plans and over 50% for U.S. foundations.9
Institutions are increasing their exposure to
alternatives in an effort to increase current
income and risk-adjusted returns, dampen
volatility and meet specific needs, such as
portfolio decarbonization.

Transitioning to a
low-carbon economy

The carbon portfolio model can determine two
things. First, it indicates whether it is feasible
to achieve a net zero institutional portfolio
Observation 3:
through an allocation to real assets when real
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Results
• With a 20% allocation to real assets, it is
possible to achieve a net zero or even net
negative institutional portfolio.
• The net zero portfolio with the highest
Sharpe ratio has a 9% allocation to
timberland, 8% to farmland and 4% to
infrastructure (Figure 7).
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portfolio. to align portfolios with the Paris Agreement,
several mechanisms

• Overall, the most efficient net zero portfolio
generated much higher risk-adjusted returns
than the most efficient combination of
traditional stocks and bonds (see the 100%
traditional portfolio in Figure 3) and drove
portfolio carbon intensity down from 63.6
tCO2e/MM USD to zero.

Real assets
are expected
to continue
which
include
divesting
fromtheir
carbon-intensive sectors, increasing
recent steady growth. Estimates of alternative
allocations
to carbon-efficient or low-carbon investments, and
exposure for institutional investors vary from a
investing
in climate
remove CO2 from the atmosphere.
“typical” allocation
of 16%,solutions
to 26% forthat
pension

• The net zero portfolio with the highest
Gwen Busby
Sharpe ratio outperformed other net
Head
of Natural
Capital
Research
zero portfolios
by nearly
70%
more
and
Strategy,
Nuveen
risk-adjusted return.

The goal of the international treaty on climate change is to limit global
warming to well below 2 degrees Celsius (ideally no more than 1.5°C)
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and countries to establish net
traditionalasset
portfolios
(1991 –corporations
2020)
zero greenhouse gas emissions targets.

FIGURE 7: Net zero portfolio with
highest Sharpe ratio

Carbon portfolio model

Timberland

1%
Derek
Jun
 Farmland
Head
of Natural Capital
 Infrastructure

U.S. stocks Risk, Nuveen
Investment
 U.S. fixed income
 Global stocks
 Global fixed income

Average annual return (%)

OfCARBON
the many options
available
to investors,
we explore
the
role real
 -10
 0.0 (Net zero)  10
 25
 50
 100
INTENSITY  -50
assets
0.11can play in portfolios with net zero carbon targets. This work
builds on our ongoing research into the benefits that real assets —
farmland,
timberland and infrastructure — can bring to a portfolio:
0.10
namely diversification, inflation hedging, yield and liability matching.
0.09

In addition to these traditional portfolio benefits, we show that
real0.08
assets can also be a cost-effective solution to decarbonizing
an investment portfolio. They offer institutional investors scalable,
low-carbon
investment opportunities and natural climate solutions
0.07
strategies that increase carbon storage or avoid greenhouse
gas0.06
emissions.
0.03

0.04

0.05

0.06
0.07
Standard
deviation
(%)
understanding of traditional

0.08

0.09

This research expands on our
portfolio
1
adapts
the
model
toDec 2020. See notes to
construction
Data are based on rolling tools.
one-year totalItreturns,
calculated
on astandard
quarterly basis foroptimization
periods ended 31 Dec 1991
through 31
Figure
1
for
representative
indexes
and
carbon
intensity
information.
include the carbon intensity characteristics of real assets. This
Mean-variance optimization based on historical returns is intended for illustration purposes only and should not be considered investment
recommendations.
allows
investors to optimize portfolios across the three dimensions
Sources: NCREIF, FactSet, Nuveen, LLC.
of
risk, return and carbon, and to understand what trade-offs, if any,
Past performance is no guarantee of future results.
are required.

11% 9%

11%
56%

Average annual
total return (%)

7.59

Standard deviation (%)

4.60

Sharpe ratio

1.07

Carbon intensity
(tCO2e/MM USD)

0.0

Data are based on rolling one-year total returns, calculated on a
quarterly basis for periods ended 31 Dec 1991 through 31 Dec
2020. See notes to Figure 1 for representative indexes and carbon
intensity information.
Mean-variance optimization based on historical returns is intended
for illustration purposes only and should not be considered investment
recommendations.
Sources: NCREIF, FactSet, Nuveen, LLC.
Past performance is no guarantee of future results.

OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.

Think Carbon Optimization—Nuveen

OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.

8%
4%

127

Trade-offs between risk, return and net zero carbon | 3

plans and over 50% for U.S. foundations.9
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• Overall, the most efficient net zero portfolio
generated much higher risk-adjusted returns
than the most efficient combination of
traditional stocks and bonds (see the 100%
traditional portfolio in Figure 3) and drove
portfolio carbon intensity down from 63.6
tCO2e/MM USD to zero.
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zero portfolios by nearly 70% more
risk-adjusted return.
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The benefits of real assets for institutional portfolios
The portfolio benefits of real assets are well known among many institutional investors. Adding them
to a portfolio of traditional stocks and bonds can provide investors with diversification, cash flows that
can improve yields and match liabilities, and inflation-hedging properties.

With climate risk increasingly coming into focus,
real assets can provide further benefits. The
low carbon intensity of farmland and timberland
can help investors seeking to decarbonize
their portfolios, and, in some cases, offer the
potential to net out positive emissions from
other parts of the portfolio.
Our recently published paper made the case
for the traditional benefits of real assets and
how they can be included in institutional
portfolios.5 The analysis supported the longterm investment thesis that real assets can
improve the efficiency of traditional portfolios in
multiple ways:
• Diversification: Real assets have shown to
be powerful diversifiers, with low or negative
correlations to traditional stocks and bonds
— and to each other. Private investments
rarely move in lockstep with traditional assets
or commodities in part because they are
relatively illiquid; they are not traded in public
markets.6
• Cash flow and liability-matching
characteristics: Real assets have potential
to provide bond-like current income from
contractual lease obligations, from revenue
from selling commodities and from user
revenues. Long-term capital appreciation
from rising land values or from infrastructure
development projects may also help meet
future liabilities.

• Inflation hedging: Real assets have provided
a strong hedge against inflation for several
reasons. Often, long-term contracts include
adjustments for inflation. Many commodities,
such as foodstuffs and raw materials, are
components of inflation measures, such
as the Consumer Price Index. Driven by
global demand trends, rising commodity
prices increase the profitability of timberland
and farmland, causing land values to rise
and providing a long-term hedge against
inflation. Our research showed that, since
1992, timberland and farmland returns have
averaged 9.3% and 11.1%, respectively —
more than double the inflation rate of 2%
to 4% during the same time period. Their
positive correlations with inflation, 0.40
and 0.23, respectively, were higher than for
government bonds or stocks.7

The carbon benefits
Real assets such as farmland and timberland
provide two additional benefits for investors
with net zero carbon targets. Investments in
renewable infrastructure may also provide
similar benefits.
• Low-carbon intensity: Land-based real assets
have lower carbon intensities (measured as
net CO2 emissions per million U.S. dollars
invested) than the traditional asset classes of
stocks and bonds in most cases. Exceptions
can be found in markets that are dominated
by low emission sectors, for example the

U.S. equity market and its large technology
sector. Land-based real assets also have
significantly lower carbon intensities than
private real assets such as conventional
(non-renewable) infrastructure. In some
cases, notably timberland, carbon intensities
can be negative. Timberland investments, for
example, can have a negative carbon footprint
when the rate of carbon sequestration
exceeds that of carbon stock lost through
harvesting for timber sales, thereby increasing
the overall forest carbon stock.
• Potential for verified carbon credits: In
some cases, carbon credits can be generated
from timberland or farmland investments. A
carbon credit is a certificate representing one
metric ton of carbon dioxide equivalent that is
either prevented from being emitted into the
atmosphere (emissions avoidance/reduction)
or removed from the atmosphere as the result
of a carbon-removal project. Projects must
meet either a voluntary or compliance market
standard with mechanisms for monitoring,
reporting and verification to help ensure
credits are real, additional and permanent.
Carbon credits generated from timberland
or farmland investments can be monetized
to enhance financial returns or retained
by the investor to balance emissions from
another part of the portfolio. If credits are
used to offset emissions, carbon intensity
metrics must be adjusted accordingly to avoid
double counting.

Sourcing standardized carbon data:
Standardized accounting methods for emissions
and removals are critical for asset owners and
managers to calculate a portfolio’s carbon intensity
and advance toward their net zero targets.
However, global accounting standards for carbon
removals do not yet exist. Until this occurs, the
choice of carbon metrics is a source of uncertainty
and risk. At the time of writing, several industry
organizations are addressing the issue.

• The Financial Stability Board’s Task force on
Climate-related Financial Disclosures (TCFD) is
developing consistent climate-related financial
risk disclosures for use by companies, financial
institutions and banks.
• The Partnership for Carbon Accounting
Financials (PCAF) developed the Global GHG
Accounting and Reporting Standard for the
Financial Industry. The current edition of PCAF’s
Global GHG Accounting and Reporting Standard

for the Financial Industry does not address land
sector removals.
• The GHG Protocol is drafting carbon accounting
guidance for land sector and removals guidance,
which is expected to be aligned with the Science
Based Targets Initiative (SBTi) and incorporated
into PCAF’s standard. Nuveen’s timberland and
farmland managers are pilot testing the GHG
Protocol Land Sector and Removals Guidance.

OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.
Think Carbon Optimization—Nuveen

129

Trade-offs between risk, return and net zero carbon | 5

plans and over 50% for U.S. foundations.9
Results
Real assets provide a source
Institutions are increasing their exposure to
of
uncorrelated
returnsand
and carbon profiles of traditional
• With a 20% allocation to real assets, it is
Risk,
return
alternatives in an effort to increase current
possible to achieve a net zero or even net
low or even negative carbon
income and risk-adjusted returns, dampen
and real assets
negative institutional portfolio.
volatility and meet specific needs, such as
intensity but how much real
portfolio
decarbonization.
• The net zero portfolio with the highest
Not allexposure
asset classes
are created equal when
it comes
to carbon intensity. They exist
assets
is reasonable
Sharpe ratio has a 9% allocation to
The carbon portfolio model can determine two
along
a spectrum.
for
institutional
investors?
timberland, 8% to farmland and 4% to

Observation 3:
Figure 1 plots risk and return along the axes
Including real assets, even when
for a range of asset classes with the size and
constrained within practical limits,
color of the circles representing the asset class’s
improved performance and achieved
carbon intensity. For this analysis carbon
net
zero isoutcomes
intensity
defined asacross
Scope the
1 and 2 net CO2
institutional
portfolio.
emissions divided by million USD invested.
Real risk-return
assets are profile
expected
to continue
their
The
of traditional
asset
recent steady
growth.
Estimates
of alternative
classes
span the
spectrum
of lower
risk and
exposure
institutional
vary
return
for for
fixed
income toinvestors
the higher
riskfrom
and a
“typical”
of 16%,
to offer
26%attractive
for pension
return
of allocation
equities. Real
assets
risk-return characteristics within this range,

things. First, it indicates whether it is feasible
to achieve a net zero institutional portfolio
through an allocation to real assets when real
providing
higher is
returns
fixed income
assets exposure
limitedthan
to 20%.
Second,and
lower
risk when
comparedacross
with stocks.
It is
it identifies
the allocation
timberland,
important
to note
that real assets’
risk maynet
be
farmland and
infrastructure
that achieves
understated
given they
are private
market
asset
zero most efficiently,
without
sacrificing
any
classes with
fewer data points
element
of risk-adjusted
return.than publicly
listed assets.
In terms of real assets’ carbon intensity,
infrastructure is the largest net emitter.
Farmland has a considerably lower carbon
footprint, while timberland is net negative
with the ability to remove carbon from the

FIGURE 6: Carbon efficient frontiers limiting real assets exposure to 20% of
traditional
(1991
2020)intensity
FIGURE
1: portfolios
Risk, return
and –carbon

 -50

Expected
(annual)
Average
annualreturn
return
(%)

0.11

 -10
 0.0 (Net zero)  10
Infrastructure
221 tCO2e/Million USD

 50

 100

U.S. stocks
34 tCO2e/Million USD

Farmland
41 tCO2e/Million USD

12%
0.10
0.09
9%
0.08
6%

 25

U.S. fixed income
71 tCO2e/Million USD

Global stocks
51 tCO2e/Million USD
Timberland
-731 tCO2e/Million USD

Global fixed income
79 tCO2e/Million USD

0.07
3%
0.00
0.06
0.03

0.05

0.10

0.15

0.04

• Overall, the most efficient net zero portfolio
atmosphere.
Stockshigher
and fixed
income are
also
generated much
risk-adjusted
returns
relatively
It is
worth noting
that stock
than thelow.
most
efficient
combination
of
and
bond indices
all sectors
the
traditional
stockscomprise
and bonds
(see theof100%
economy,
which
haveina Figure
large variation
in
traditional
portfolio
3) and drove
carbon
intensities.
For example,
utilities
portfolio
carbon intensity
downthe
from
63.6
sector
will likely
have
carbon intensities similar
tCO2e/MM
USD
to zero.
to that of private infrastructure, whereas
• The net zero portfolio with the highest
the technology sector will likely have lower
Sharpe ratio outperformed other net
carbon intensities.
zero portfolios by nearly 70% more
risk-adjusted return.

FIGURE 7: Net zero portfolio with
highest Sharpe ratio

Carbon portfolio
model  Removals
 Emissions
CARBON
15%
INTENSITY

infrastructure (Figure 7).

0.20

0.05 Risk (standard
0.06 deviation) 0.07
0.08
0.09
Standard deviation (%)
Sources: MSCI; FactSet; Nuveen Real Assets. Asset class risk and return represented by the following indices: U.S. fixed income: Bloomberg
US Aggregate Index; Global fixed income: Bloomberg Global Aggregate ex-USD Total Return Index, value unhedged USD; U.S. equities: Russell
Data are based on rolling one-year total returns, calculated on a quarterly basis for periods ended 31 Dec 1991 through 31 Dec 2020. See notes to
300 Index; Global equities: MSCI ACWI ex-US Index; Infrastructure: MSCI Private Global Infrastructure Index; Farmland: NCREIF Farmland Index;
Figure 1 for representative indexes and carbon intensity information.
Timberland: NCREIF Timberland Index. All returns in USD. Carbon intensity estimates are sourced from MSCI for the following indices: U.S. fixed
Mean-variance
optimization
basedIndex;
on historical
returns
is intended
forGlobal
illustration
purposes
onlyTotal
andReturn
shouldIndex,
not be
considered
income:
Bloomberg
US Aggregate
Global fixed
income:
Bloomberg
Aggregate
ex-USD
value
unhedgedinvestment
USD; U.S.
recommendations.
equities:
Russell 300 Index; Global equities: MSCI ACWI ex-US Index; Infrastructure: S&P Global Infrastructure NR USD; Nuveen internal estimates
Sources:
NCREIF,
FactSet, Nuveen, LLC.
for
Farmland
and Timberland.
Past performance is no guarantee of future results.

 Timberland
1% 11% 9%
 Farmland
8%
Note:
All carbon intensities include scope 1 4%
and 2
 Infrastructure
emissions
and exclude scope 3. Timberland and farmland

U.S. stocks
11%
 U.S. fixed
income
emissions
exclude
farm and forest management activities

Global
stocks
which are considered scope 3. Timberland removals are

Global fixed
representative
of income
average annual change56%
in forest carbon

stock for a portfolio that includes a mix of sustainable
Average
annual
forestry and
improved forest management
7.59 strategies.
total
return
(%)management strategies exhibit significant
Improved
forest
net
removals
whereas
Standard
deviation
(%)sustainable forestry
4.60 strategies
feature stable carbon stocks and do not have any net
Sharpe ratio
1.07management
removals.
Removals for improved forest
strategies
are calculated by converting verified carbon
Carbon intensity
0.0
USD)
(tCO2e/MM
credits
of Nuveen-managed/administered
properties into
an annual rate of change in forest carbon stock. These rates
Dataremovals
are basedareonnot
rolling
one-yearand
totalmay
returns,
calculated
on a
of
perpetual
change
over time
quarterly basis for periods ended 31 Dec 1991 through 31 Dec
as
volume growth cannot exceed rate of harvest (and/or
2020. See notes to Figure 1 for representative indexes and carbon
decomposition)
perpetually.
intensity information.
The
risk-returnoptimization
characteristics
the timberland
Mean-variance
based onofhistorical
returns is portfolio
intended
for illustration
and should are
not beestimated
considered investment
from
whichpurposes
carbononly
intensities
may not
recommendations.
exhibit
that of NCREIF Timberland Index which includes
Sources: NCREIF,
FactSet, Nuveen,
primarily
sustainable
forestryLLC.strategies. The risk-return
Past performanceofisthe
no guarantee
future results.
characteristics
farmland ofportfolio
from which carbon
intensities are estimated may not exhibit that of NCREIF
Farmland Index. The risk-return characteristics of the S&P
Global Infrastructure Index from which carbon intensities
are calculated may not exhibit that of the MSCI Private
Global Infrastructure Index.

OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.
OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.
Think Carbon Optimization—Nuveen

130

6 | Think carbon optimization

plans and over 50% for U.S. foundations.9
Results
Real assets provide a source
Institutions are increasing their exposure to
of
uncorrelated returns
and
• With a 20% allocation to real assets, it is
Adapting
standard
portfolio
optimization
alternatives in an
effort to increase current model to
possible to achieve a net zero or even net
low or even negative carbon
income and risk-adjusted returns, dampen
incorporate carbon objectives
negative institutional portfolio.
volatility and meet specific needs, such as
intensity but how much real
decarbonization.
• The
net zero risk,
portfolio
with the
highest
A portfolio
optimization
framework canportfolio
help investors
understand the trade-offs
between
return
and
assets
exposure
is reasonable
Sharpe ratio has a 9% allocation to
The carbon
portfolio
model
carbon
intensityinvestors?
across different investment
types,
and it
cancan
be determine
applied two
to a multi-asset
class portfolio.
for
institutional
timberland, 8% to farmland and 4% to

Observation 3:
The portfolio optimization model starts with
Including real assets, even when
defining the investable universe — the set
constrained within practical limits,
of all possible investment opportunities an
improved performance and achieved
investor could allocate to across the capital
net zero outcomes
across
theby geography,
spectrum.
Each one is
defined
institutional
portfolio.
management strategy, business model or
product.
Forare
natural
resources,
this can
also be
Real assets
expected
to continue
their
by
crop
type
or
tree
species.
recent steady growth. Estimates of alternative
exposure
institutional
from a
Inputs
intoforthe
traditional investors
portfolio vary
optimization
“typical”
of 16%,
to 26%
for pension
model
areallocation
the unique
investment
profile
for

things. First, it indicates whether it is feasible
infrastructure (Figure 7).
to achieve a net zero institutional portfolio
through an allocation to real assets when real
• Overall, the most efficient net zero portfolio
assets
exposure
is limited
to 20%. and
Second,
FIGURE
2: The
similarities
differences generated
between much
a standard
portfolio model
higher risk-adjusted
returns
it identifies
the allocation
across
timberland,
than the most efficient combination of
and a carbon
portfolio
model
farmland and infrastructure that achieves net
traditional stocks and bonds (see the 100%
zero most efficiently, without
sacrificing
any
traditional portfolio
Figure 3) and
drove
Standard portfolio model
Carboninportfolio
model
element of risk-adjusted return.
portfolio carbon intensity down from 63.6
USD to zero.
framework for
Analytical framework for tCO2e/MMAnalytical

Framework

each opportunity. This includes expected
return, return variance and covariance with
other opportunities in the universe.

evaluating
evaluating investment • The net zero
portfolioinvestment
with the highest
opportunities
and
maximizing
opportunities and maximizing
Sharpe ratio outperformed
other
net
climate
benefits
risk-adjusted returns through
zero portfolios by nearly 70% and
moreriskadjusted
optimal portfolio design. risk-adjusted
return.returns through
optimal portfolio design.
Expected return, return

Quantified carbon metrics,

FIGURE 6: Carbon efficient frontiers limiting real assets exposurevariance,
to 20% and
of covariance across
FIGURE 7:expected
Net zeroreturn,
portfolio
with
return
The solution to the optimization problem is an
traditional
portfolios
(1991
–
2020)
highest
Sharpe
ratio
variance,
and
covariance
across
investment
opportunities.
Inputs
efficient frontier, which describes the trade-offs

 25

 50

Average annual
total return (%)

Outputs

0.08

We define the investable universe as the set of
traditional asset classes as well as private real
0.07
assets.
Every asset class in the universe has a
unique profile described in terms of financial
return,
return variance and covariance with other
0.06
opportunities,
to carbon intensity.
0.03 in addition
0.04
0.05

 Timberland
1% 11% 9%
 Farmland
8%
4%
 Infrastructure
Carbon-risk-return efficient
Risk-return efficient portfolios

U.S.
stocks
portfolios of investments at 11%
of investments at every
 U.S. fixed income
every level of net CO2 emissions,
level of expected return or Global stocks
 Global fixed
income return or risk
expected
risk tolerance.
56%tolerance.

 100

0.06
0.07
Standard deviation
(%)
Source: Nuveen
Similar to the standard portfolio model, the

7.59

Standard deviation (%)
Sharpe ratio
Carbon intensity
(tCO2e/MM USD)
Risk
0.08

0.09

Return

Average annual return (%)

The carbon portfolio optimization model begins
with 0.10
a framework similar to the standard
mean variance model, but it allows investors
to consider trade-offs between risk, return
0.09
and carbon intensity for each asset class or
investment opportunity.

investment opportunities.

Return

between risk and return that are possible given
Carbon portfolio model
a set of opportunities. Every point along the
CARBON
 portfolio
-10
of
0.0investments,
(Net zero)  10
frontier
is 
an-50
optimal
INTENSITY
maximizing
return
for
a
given
level
of risk.
0.11

4.60
O2 s 1.07
t Csion
e
N is
0.0
em

Data are based on rolling one-year total returns, calculated on a
quarterly basis for periods ended 31 Risk
Dec 1991 through 31 Dec
2020. See notes to Figure 1 for representative indexes and carbon
intensity information.
Mean-variance optimization based on historical returns is intended
for illustration purposes only and should not be considered investment
recommendations.
Sources: NCREIF, FactSet, Nuveen, LLC.
Past performance is no guarantee of future results.

solution to the optimization problem is an
Data are based on rolling one-year total returns, calculated on a quarterly basis for periods ended 31 Dec 1991 through 31 Dec 2020. See notes to
efficient
frontier, but
it is and
optimized
overinformation.
Figure 1 for representative
indexes
carbon intensity
three
variables
instead
of
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As
such,
Mean-variance optimization based on historical returnsthe
is intended for illustration
only and
and should
not The
be considered
investment
Notespurposes
on model
results:
results from
this modeling exercise should be considered broadly illustrative and
recommendations.
not specific investment recommendations. Data limitations, such as the relatively short time series, self-reporting and
efficient
frontier becomes a three-dimensional
Sources: NCREIF, FactSet, Nuveen, LLC.
a smoothing effect from periodic appraisals, are likely to understate actual volatility of private real assets returns.
surface. Every point along the carbon efficient
Past performance is no guarantee of future results.
Additionally, carbon accounting standards continue to improve and evolve, which will inform carbon intensity metrics for
frontier is an optimal portfolio investment that
both modeling and performance toward climate commitments. Traditional mean-variance optimization has well-known
maximizes return for a given level of risk and
drawbacks that are not tied to a specific asset class, including the assumption that returns are normally distributed and
carbon intensity.
reliance on historical returns that cannot predict future results.
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• The net zero portfolio with the highest
Sharpe ratio outperformed other net
zero portfolios by nearly 70% more
risk-adjusted return.
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FIGURE 7: Net zero portfolio with
highest Sharpe ratio
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Figure 1 for representative indexes and carbon intensity information. Allocations may not sum to 100% due to rounding.
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Mean-variance optimization based on historical returns is intended for illustration purposes only and should not be considered investment
recommendations.
Sources: NCREIF, FactSet, Nuveen, LLC.
Past performance is no guarantee of future results.
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Observation 2:

FIGURE 4: Structuring a portfolio of timberland, farmland and infrastructure

In a portfolio consisting only of private
real assets, infrastructure and farmland
dominated from a risk-return perspective
(Figure 4). However, achieving a net zero
portfolio required a greater allocation
to timberland than indicated by the
traditional optimization model (Figure 5).

Standard portfolio model

• The most risk-efficient portfolio was
dominated by infrastructure at 67%,
but also included 28% farmland and
5% timberland, benefitting from low
correlations among the categories.
• The lowest-risk portfolio reduced
infrastructure exposure to 62%, held
farmland constant at 28% and increased
timberland to 10%.

Average annual return (%)

Standard portfolio model results

 Minimum risk portfolio

 Highest Sharpe ratio portfolio

12.0
11.8
11.6
11.4
11.2
4.3

4.8

Carbon portfolio model results
Solving the carbon portfolio model
demonstrates that achieving a net zero
portfolio requires a greater allocation to
timberland, with its net negative carbon
profile. Solving the carbon portfolio
optimization model for net zero gives a
Sharpe ratio maximizing portfolio that
includes 18% allocation to timberland and
a 57% allocation to infrastructure. This is
the optimal net zero portfolio, achieving the
target carbon intensity most efficiently.

5.3

5.8

Standard deviation (%)

Portfolios on the efficient frontier
5%

 Timberland
 Farmland
 Infrastructure

10%
28%

67%

• The highest-return portfolio consisted of
100% infrastructure, reflecting higher
returns and lower volatility compared to
timberland and farmland.
• Overall, the most efficient real asset
portfolio generated much higher riskadjusted returns than the most efficient
combination of traditional stocks and
bonds. However, the highest Sharpe
ratio real assets portfolio also had twice
the carbon intensity of the stock and
bond portfolio.

 Maximum return portfolio

28%

62%

100%
Highest Sharpe
ratio portfolio

Minimum risk
portfolio

Maximum return
portfolio

Average annual total return (%)

11.54

11.41

11.96

Standard deviation (%)

4.58

4.54

5.48

Sharpe ratio

1.93

1.92

1.69

Carbon intensity
(tCO2e/MM USD)

119.0

75.5

220.7

Data are based on rolling one-year total returns, calculated on a quarterly basis for periods ended 31 Dec 1991 through 31 Dec 2020. See notes to
Figure 1 for representative indexes and carbon intensity information. Allocations may not sum to 100% due to rounding.
Mean-variance optimization based on historical returns is intended for illustration purposes only and should not be considered investment
recommendations.
Sources: NCREIF, FactSet, Nuveen, LLC.
Past performance is no guarantee of future results.

FIGURE 5: Net zero portfolio with highest Sharpe ratio
Carbon portfolio model

 Timberland
 Farmland
 Infrastructure

18%
57%

25%

Average annual total
return (%)

11.21

Standard deviation (%)

4.63

Sharpe ratio

1.84

Carbon intensity
(tCO2e/MM USD)

0.00

Data are based on rolling one-year total returns, calculated on a
quarterly basis for periods ended 31 Dec 1991 through 31 Dec
2020. See notes to Figure 1 for representative indexes and carbon
intensity information.
Mean-variance optimization based on historical returns is intended
for illustration purposes only and should not be considered investment
recommendations.
Sources: NCREIF, FactSet, Nuveen, LLC.
Past performance is no guarantee of future results.
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zero most efficiently, without sacrificing any
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Investment implications and conclusions
The crux of this analysis is to understand what trade-offs may be required in terms of financial
performance and climate objectives. It provides a framework for incorporating carbon metrics
and climate targets into portfolio allocation decisions, and for optimizing across risk, return and
carbon intensity.

Understanding what the trade-offs are and
knowing that we can quantify and measure
risk, return and carbon in a unified framework
makes it possible to use this information
to inform portfolio design for net zero. The
analysis shows that a net negative institutional
portfolio can be achieved by increasing
allocations to low-carbon intensity private real
assets, such as timberland and farmland.
This research shows that unconstrained by
asset allocation limits and carbon intensity,
infrastructure tended to dominate timberland

and farmland, based on historical returns. The
resulting large allocations suggested by the
portfolio optimization model require practical
constraints to address availability, prudent
diversification and liquidity needs.

paper’s analysis may include a discrete look at
low and zero carbon infrastructure sub-sectors
that may support a higher relative allocation to
infrastructure even when carbon emissions are
taken into consideration.

That said, even adjusting for these features,
the modeling exercise showed that
infrastructure still had a role to play in a net
zero portfolio despite its relatively high carbon
intensity. This was at a lower level than when
unconstrained and required an increased
allocation to timberland. An extension of this

Overall, results support the case for diversifying
traditional stock and bond portfolios with
multiple categories of real assets within
realistic limits. A combined allocation of 20%
significantly improved portfolio risk-adjusted
returns and was sufficient to achieve a net zero
carbon intensity.

APPENDIX:

Nuveen’s work with the
Impact Management Project

In 2020, Nuveen applied insights from the Impact
Frontiers approach to a broader set of real asset classes,
such as farmland, timberland and infrastructure, to focus
on climate impact in the context of optimizing for net zero
carbon emissions.
Impact Frontiers, an initiative of the Impact Management
Project, is a learning and innovation collaboration of
investors dedicated to advancing the integration of impact
into financial frameworks, processes and decisionmaking. The Impact Management Project provides a
forum for building global consensus on how to measure,
manage and report impacts on sustainability. It is relevant

for enterprises and investors who want to manage
environmental, social and governance (ESG) risks, as
well as those who also want to contribute positively to
global goals.
In 2018, Impact Frontiers invited Nuveen and other
impact investing organizations to participate in a two-year
collaborative project to pioneer new ways to integrate
impact management with financial management. Nuveen
developed an impact rating aligned with the United
Nations’ Sustainable Development Goals for its private
equity and affordable housing impact investing strategies,
which it uses as a management tool to maximize positive
impact while meeting risk-return objectives.
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Investing
with
Nuveen

Nuveen offers solutions for a range of institutional investors. We provide investors
access to liquid and illiquid alternative strategies, such as real estate, real assets
(farmland, timber, infrastructure), private equity and debt, in addition to both traditional
and fixed income assets. Access to these strategies includes pooled funds, separate
accounts and co-investment opportunities. Our heritage as a pension fund means we
understand the challenges other like-minded investors face. We have successfully been
investing through market cycles for more than 100 years, for both ourselves and our
investment partners. We work closely with our clients to understand their requirements
and develop forward-thinking investment opportunities. Short-lived market cycles,
evolving investor needs and sustainability pressures bring significant opportunities and
challenges. We focus on three investor objectives across all of our client solutions:
• Generating income and capital growth
• Managing risk in a world of ongoing uncertainty
• Managing assets cost-effectively via optimal scale and access

For more information, please visit nuveen.com.
Endnotes
1 The authors acknowledge the work of Nuveen colleagues and Impact Management Project, which informed this analysis. See Appendix for details.
2 Griscom et al., 2017; Bastin et al., 2019; Busch et al., 2019; Fargione et al., 2018. The Nature-Based Solutions for Climate Manifesto, developed for the UN Climate
Action Summit, 2019.
3 Griscom et al., 2017; Bastin et al., 2019; Busch et al., 2019; Fargione et al., 2018. The Nature-Based Solutions for Climate Manifesto, developed for the UN Climate
Action Summit, 2019.
4 Vivid Economics and Energy Transition Advisers, Climate change: Preparing for an Inevitable Policy Response, May 2020.
5 Busby et al. Resiliency and diversification from uncorrelated market exposure, Nuveen, May 2021. The real assets analyzed were farmland, timberland and real estate.
6 Pricing data for private investments is reported less frequently than for publicly listed investments and often after the time of transaction.
7 Busby et al. Resiliency and diversification from uncorrelated market exposure, Nuveen, May 2021.
8 Busby et al. Resiliency and diversification from uncorrelated market exposure, Nuveen, May 2021.
9 Sources: Natixis 2021 Institutional Outlook Survey for typical institutional investor allocation; Blackrock Alternative investments in modern portfolios for pension plan data,
Financial Times ‘Game over’: Investors hunt for new model after years of broad gains, 02 June 2021, citing the National Association of College and University Business Officers,
for U.S. foundation data.
Sources
The statements contained herein are based upon the opinions of Nuveen and its affiliates, and the data available at the time of publication of this report, and there is no assurance
that any predicted results will actually occur. Information and opinions discussed in this commentary may be superseded and we do not undertake to update such information. This
material is provided for informational or educational purposes only and does not constitute a solicitation in any jurisdiction. Moreover, it neither constitutes an offer to enter into an
investment agreement with the recipient of this document nor an invitation to respond to it by making an offer to enter into an investment agreement. This material may contain
“forward-looking” information that is not purely historical in nature. Such information may include, among other things, projections, forecasts, estimates of yields or returns, and
proposed or expected portfolio composition. Moreover, certain historical performance information of other investment vehicles or composite accounts managed by Nuveen has
been included in this material and such performance information is presented by way of example only. No representation is made that the performance presented will be achieved
by any Nuveen funds, or that every assumption made in achieving, calculating or presenting either the forward-looking information or the historical performance information
herein has been considered or stated in preparing this material. Any changes to assumptions that may have been made in preparing this material could have a material impact
on the investment returns that are presented herein by way of example. This material is not intended to be relied upon as a forecast, research or investment advice, and is not
a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The information and opinions contained in this material are derived from
proprietary and non-proprietary sources deemed by Nuveen to be reliable, and not necessarily all-inclusive and are not guaranteed as to accuracy. There is no guarantee that any
forecasts made will come to pass. Company name is only for explanatory purposes and does not constitute as investment advice and is subject to change. Any investments named
within this material may not necessarily be held in any funds/accounts managed by Nuveen. Reliance upon information in this material is at the sole discretion of the reader. They
do not necessarily reflect the views of any company in the Nuveen Group or any part thereof and no assurances are made as to their accuracy. Past performance is not a guide to
future performance. Investment involves risk, including loss of principal. The value of investments and the income from them can fall as well as rise and is not guaranteed. Changes
in the rates of exchange between currencies may cause the value of investments to fluctuate.
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A word on risk
This material is presented for informational purposes only and may change in response to changing economic and market conditions. This material is not intended to be a
recommendation or investment advice, does not constitute a solicitation to buy or sell securities, and is not provided in a fiduciary capacity. The information provided does not take
into account the specific objectives or circumstances of any particular investor, or suggest any specific course of action. Financial professionals should independently evaluate
the risks associated with products or services and exercise independent judgment with respect to their clients. Certain products and services may not be available to all entities
or persons. Past performance is not indicative of future results.
Economic and market forecasts are subject to uncertainty and may change based on varying market conditions, political and economic developments. As an asset class, real
assets are less developed, more illiquid, and less transparent compared to traditional asset classes. Investments will be subject to risks generally associated with the ownership
of real estate-related assets and foreign investing, including changes in economic conditions, currency values, environmental risks, the cost of and ability to obtain insurance, and
risks related to leasing of properties.
Responsible investing incorporates Environmental, Social and Governance (ESG) factors that may affect exposure to issuers, sectors, industries, limiting the type and number of
investment opportunities available, which could result in excluding investments that perform well.
Real Asset investments may be subject to environmental and political risks and currency volatility.
Nuveen provides investment advisory solutions through its investment affiliates.

Special Interest
Thought-provoking topics that advance knowledge and
discussion within the investment advisory community.
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Executive Summary
Wealth management is undergoing drastic changes, driven by technology advancements, regulatory
complexities and increasing client expectations. Clients do not want more data; they want plain and
clear insights.
Recent research into behavioral finance and risk management reveals powerful new ways advisors can
use to un-commoditize service, satisfy Reg BI and deliver truly personalized services. This new approach,
enabled by integrated technology, holds great promise to simplify the complex and differentiate
advisors in a sea of sameness, while ensuring that regulatory demands are easily met.
This whitepaper dives into these industry trends and discusses how new advisor technology available
today can move clients seamlessly from risk tolerance to the Investment Policy Statement, deliver
unprecedented transparency, and enable advisors to run better businesses.
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1 Introduction
It is no secret that wealth management is undergoing change, driven by technology advancements,
regulatory complexities and increasing consumer expectations. As an industry, we are no longer in the
“salad days” when there was an unending supply of clients, little competition and advisors only provided
one service – investment management.
Now, things are different. With the entrance of new digital competitors, low-cost providers, more firms
offering full wealth services, along with much more volatile markets, clients are expecting more from
their financial professional. As a result, we are now in a new environment that requires a new approach.
Most notably, advisors need to harness the latest technologies and operating models to ensure they are
building businesses that can scale, are dynamic and provide the key services clients value most; else risk
being marginalized in a much more competitive and challenging industry.
Recent research into behavioral finance and risk management reveals powerful new ways advisors can
better articulate the value they are providing to clients, while providing significantly better
communication tools so that they are building trust with their clients, ensuring client loyalty and
enjoying all that comes from happy, satisfied clients, such as increasing referrals.
One powerful way to do this is to combine behavioral finance with risk management in a process that is
repeatable, documentable and intuitive for clients. This new approach, enabled by integrated
technology, holds great promise to simplify the complex and differentiate advisors in a sea of sameness,
while ensuring that regulatory demands are easily met.
Accordingly, this whitepaper will highlight these industry trends and discuss how enhancements in
advisor technology can provide solutions to these key challenges, while transforming the client
experience and enabling advisors to run better businesses.

2 Industry Challenges
Satisfying Regulatory Demands
With new regulations such as Reg BI, the industry needs a renewed focus on the traditional risk
tolerance exercise. In this new environment, advisors need a “Defensible Risk Tolerance” that can
withstand legal scrutiny. Recent commentary by industry experts1 points out the many inconsistencies
and misalignment of traditional risk tolerance questionnaires, such as their psychological nature or the
lack of transparency in popular “risk scores”. Additionally, it has been reported that many advisors still
don’t include a risk tolerance factor at all when developing portfolios and making financial and
investment recommendations – a sure fire recipe for disaster when inevitable compliance audits are
conducted or unhappy clients pursue litigious claims for unsuitable investments.
Particularly with the new regulatory environment in the form of Reg BI, it is imperative for advisors to
have a much more rigorous process in place – one that is measurable, defensible and easily
Wealth Management Hyperloop: Digitizing the Path from Client Profile to Portfolio Management, William Trout,
Feb 15, 2021, Javelin Strategy.
1
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implementable. All of which puts the focus on technology and its role to make this an efficient and costeffective process as operational efficiencies are critical for firms to be able to increase capacity, gain
scale and continue to grow.
Generating the Investment Policy Statement (IPS) is an important step in this process to document the
agreement between advisors and their clients when it comes to recommendations. Surprisingly, many
advisors still do not use an IPS, mostly due to the lack of good IPS generators available or just a
discounting of the importance of this critical document. Again, a recipe for disaster when failed audits
and unsatisfied client claims land on an advisor’s “to do” list.
Additionally, according to industry experts, most advisors don’t know what needs to go into an IPS, and
how to make it interesting and educational. This can be attributable to operational challenges and a lack
of good, easy to use technology. Most notably, existing IPS document generators tend to be static, and it
is difficult to generate dynamic content supported by robust analytics in a static environment.
Seeking Differentiation
Recent research2 and industry experience show that the best way to differentiate as an advisor is
through getting to know clients deeply and delivering real insights into behavior and investments. As any
veteran advisor knows, managing client expectations and emotions is half of the battle in an advisory
relationship. As an example, classic financial theory assumes that market participants are rational, while
behavioral finance claims that investors are subject to cognitive biases leading to irrational decision
making. How can advisors reconcile these conflicting thought processes?
In other words, in this age of information overload, too much data can also be a burden. Clients are tired
of numbers and advisors waxing poetic, they want plain and clear insights. One key way to provide this is
through a portfolio visualization exercise, enabled by the latest technologies. Interestingly, some of the
more popular portfolio visualization tools are no longer available, creating a gap in the market.
Protecting Baby Boomer Clients
Advisors are also increasingly concerned about better protecting older clients from cognitive decline.
When clients suffer from cognitive declines due to the onset of Alzheimer’s and dementia, they become
more vulnerable to scams, coercions, and manipulations. As a result, there is an increased focus on
senior protections by regulators, hence it is important to put policies in place in a timely manner.
However, advisors often hesitate to bring this sensitive topic up for fear of offending the client.

So, what can advisors do in this more challenging and competitive environment?

2

The Role of Behavioral Finance in Advising Clients, Cerulli Associates & Charles Schwab, July 2019.
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3 Combining Behavioral Finance and Risk Visualization
To solve for these industry challenges, new technology
platforms need to seamlessly integrate the following:
•

•

•

•

Risk Tolerance – A new, modern risk test that
maps the investor’s profile directly to one of the
advisor’s models, so it is transparent and
defensible.
Investment Policy Statement – The ability to
produce an agreement that is robust enough to
satisfy the level of scrutiny of corporate trustees
yet is also easily understood by individual
investors.
Practical Behavioral Finance – Systematic tools to
engage clients and ensure that their expectations
are aligned with their investment results.
Portfolio Visualizer and Risk Monitor – Daily
updates to portfolios and risk metrics to provide
clients and their advisors with timely portfolio
insights.

These four pillars work together to provide a powerful
onboarding solution that helps move clients seamlessly
from risk tolerance to the Investment Policy Statement,
while also serving as a powerful ongoing communications
platform by providing unprecedented transparency and
clarity to empower financial advisors to effectively convert
prospects and better engage clients.
Underlying this technology platform is a modern way to
better understand investor behavior in the following
aspects:
•
•
•

The Andes Wealth Approach

The Andes Wealth Approach

Defensible Risk Tolerance

On this chart, each bar represents the
upside and downside of a model in your
model set. When the client chooses one
that they are most comfortable with, it
maps directly to one of your models.

This approach is direct and transparent.
You can demonstrate that the client has
explicitly agreed to the risk/return
tradeoff, and they are fully aware of the
potential downside when choosing the
model.
When your clients are protected, your
practice is protected.

Investor type, such as passive investor, trend follower and contrarian.
Behavioral biases, including loss aversion, overconfidence, and herding.
Financial IQ, testing investor’s knowledge in compounding, diversification, market timing and
more.

A credible conversation on behavior needs to be backed by real insights in investments. There is no
perfect model to predict or explain the ever-changing risk and return relationship, but we can certainly
monitor it and visualize it in a way that is easy for advisors and clients to understand. Using “deep
analytics”, advisors can go back in time to review how the market behaved for any time frame, for
example, during the market turmoil and in subsequent recoveries.
Combining deep analytics with behavioral insights, advisors can effectively tell the long-term story.

Andes Wealth Technologies
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Stated another way, the prospect to client journey can be enhanced and supported by the latest
technologies to provide an integrated experience.

The above process can be complex and time consuming, particularly if the tools available are not part of
the same platform. These critical workflows can be vastly streamlined, automated and improved with
the right technology. The good news for the industry is that this technology is available today. Advisors
owe it to themselves, their clients and their businesses to learn more about this ground-breaking new
technology and how it can help integrate the very human aspect of investing.

4 Practice Management Benefits
There are tremendous practice management benefits wealth firms and their advisors can achieve from
leveraging the latest advisor technologies.
Provide a better client experience – With better communication and onboarding tools, client
satisfaction will increase, enriching client relationships for better loyalty and referrals.
Un-commoditize investing – As the race to zero is here, advisors will need a new approach to tell their
investing story, and offering a more tailored approach can be a powerful way to justify 1% fees.
Gain scale and productivity - Deploying workflow automation to increase capacity will save time,
increase efficiencies and at the same time provide digital tools to keep clients involved and engaged – all
of which are critical to support sustainable growth.

5 About Andes Wealth Technologies
Andes Wealth Technologies is the first company to combine behavioral finance with risk visualizations to
help financial advisors differentiate and deliver hyper-personalized services.
Inspired by Dr. Andrew Lo from MIT, co-winner of the Harry Markowitz Award with founder and CEO
Helen Yang, and his Adaptive Markets Theory, Andes Wealth Platform has received numerous awards:
•
•
•
•
•

Winner, 2021 WealthManagement.com Industry Award in Risk Tolerance/Client Profiling
Winner, 2022 WealthTech Americas Award in Thought Leadership
Winner, 2022 Family Wealth Report Award in Onboarding
Finalist, 2021 WealthManagement.com Industry Award in Portfolio Analytics
Finalist, 2021 MMI/Barron’s Industry Award in Disruption

Learn more at www.andeswealth.com.
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U.S. Investor Study—Broadridge Financial Solutions

While the pandemic initially rocked the
financial markets, perhaps the bigger story
is how the investor universe continued
to shift during the markets’ recovery.
This Broadridge study provides unprecedented, evidence-based
insights about U.S. investors who purchase equities, mutual funds
and ETFs through financial intermediaries. Following our earlier
studies, this study expands upon how investor assets are shifting
across wealth tiers, generations, investment products, channels
and U.S. regions from 2017 through 2020.
This study explores:
• The impact of market growth across demographics
• The accelerating democratization of investing
• Shifts in product ownership, particularly ETFs
• Changes across channels and geographies

145

ABOUT THE STUDY

This study draws on de-identified data covering roughly
one-third of all U.S. households. These households invest
in mutual funds, equities and exchange-traded funds (ETFs)
sold through financial intermediaries. This eBook delivers
a unique, evidence-based view of investor holdings by:
• Extracting from a dataset spanning tens of millions of
investor households and billions of data points.
• Utilizing a 20K+ random sample to explore investor
demographics, intermediary channels and investment
products.

SURVEY INSIGHT
Throughout this eBook, sections with a magnifying
glass icon provide added perspective from a proprietary
Broadridge survey conducted online with 1,000 U.S.
investors in October and November of 2021.
See Methodology for more detail on both the study and
the survey.

• Covering EOY data for 2017, 2018, 2019 and 2020.

U.S. Investor Study—Broadridge Financial Solutions
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MARKET GROWTH

Market growth: Gains spell good news for investors
S&P growth has benefited investors. After a precipitous COVID-driven dip in early 2020, the market more
than recovered.

S&P 500

December 31, 2017—December 31, 2020

3,756
3,500
3,250
3,000
2,750
2,500

2017

Source: Refinitiv Lipper

2018

2019

2020

Across generations, median household Assets Under Management (AUM) held or rose year over year
through 2020. Since 2017, the biggest growth appears in the younger generations, likely due to various
factors including higher risk tolerance and ability to save a portion of their income.
Median household AUM by generation
(Median AUM in $1,000s) n 2017 n 2018

n 2019 n 2020

11% Annual Growth
$127

13% Annual Growth
18% Annual Growth
26% Annual Growth
$6

$7 $12 $12

$26 $26

Millennial

As we dig deeper into
the data that lies beneath,
massive shifts emerge in
who comprises the investor
market, what they invest
in and how they invest.

$89

$96

$94

$106
$86

$66 $67

$39 $43

Gen X

Boomer

Silent

THE GENERATIONS*
Gen Z
Born 1997-2012

Gen X
Born 1965-1980

Millennial
Born 1981-1996

Baby Boomer
Born 1946-1964

Silent
Generation
Born 1928-1945

*Gen Z investors are too small a group to be included representatively in this wave of this study.
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DEMOCRATIZATION

Investing isn’t just for the wealthy
and well educated

Those without college degrees
are a growing percentage of
the investor universe.

The Mass Market is a growing portion of the investor universe
and holds an increasing share of total marketplace AUM.

Highest level of education attained
(% of individual investors)
n 2017 n 2018 n 2019 n 2020

Share of households
(% in each wealth segment)
n 2017 n 2018 n 2019 n 2020
58% 58%
29% 27%

36%

40%

High School
39%

53% 49%

40%
41%
45%

Mass Market
10% 11% 8%

Mass Affluent
College
8%

3%

High Net Worth 1

4%

3%

3%

38%

High Net Worth 2

36%
36%

Share of asset ownership

34%

(% total owned by each wealth segment)
n 2017 n 2018 n 2019 n 2020
50% 47% 51% 50 %

Graduate School
23%

7%

6%

10% 12%

23%

Mass Market

Mass Affluent

23% 24% 22% 22%

20% 23% 18% 17%

High Net Worth 1

High Net Worth 2

22%
20%

Vocational/Technical = <1% all four years

THE WEALTH SEGMENTS
($ in liquid investable assets)

Mass Market
<$100K

Mass Affluent
$100K–<$1MM

U.S. Investor Study—Broadridge Financial Solutions

High Net Worth 1
$1MM–<$5MM

High Net Worth 2
$5MM+
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DEMOCRATIZATION

Younger generations, particularly Millennials, represent a growing share of investors overall.
Share of investors
(% in each generation)
n 2017 n 2018 n 2019 n 2020
46% 45% 44% 45%

9% 11% 12%

16%

24% 25% 25% 28%

Millennials

Gen X

20% 19% 18%

Boomer

9%

Silent

While still relatively low, Millennials’ share of AUM doubled over the four-year period.
Share of asset ownership
(% total owned by each generation)
n 2017 n 2018 n 2019 n 2020
57% 60%
51% 53%

2%

2%

3%

4%

14% 15% 15%

Millennials

Overall, the investor population
has shifted younger, with both
mean and median ages dropping
by two years between 2017
and 2020.

32% 29%
25%

21%

Gen X

14%
Boomer

Silent

Mean

Median

58 56

59 57

Investor age
n 2017 n 2020

INSIGHT
A dramatic falloff in the percentage of Silent Generation
investors and AUM may indicate the start of a massive,
much-anticipated generational wealth transfer. We will
continue to explore this in future studies.
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DEMOCRATIZATION

INSIGHT

The investor landscape is rapidly
changing. Asset managers and
advisors that capitalize on these
shifts can gain a competitive edge.
Digital apps, tools and
other resources make
it simpler for anyone
to invest.
Many investors see
no need to meet face
to face all the time,
increasing efficiencies
for advisors who
become adept at
digital interaction.

The Mass Market grew as a percentage of the investor universe.
This growth was driven predominantly by an influx of new investors
of all ages and by additional account openings.
$ $

Mass Market share of each generation
*

(% of investors)
n 2017 n 2020

54%

60%
39%

45%
28%

35%
11%

Mass Market
Millennials

Mass Market
Gen X

Mass Market
Boomer

15%

Mass Market
Silent

Low-cost investments,
zero commissions,
fractional shares and
declining minimum
thresholds have reduced
the cost of entry.
Federal government
stimulus initiatives
helped to drive interest
rates lower and put
additional disposable
assets into some
investors’ hands.

*Mass Market defined as <$100K in liquid investable assets.
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PRODUCT SHIFTS
PRODUCT SHIFTS

ETFs continue to gain ground
Fund flows show the popularity of ETFs relative to mutual funds.
Intermediary-sold flows by investment vehicle and strategy
n Active mutual funds

2017
$10B

n Index mutual funds n ETFs

2020

ETFs
ETFs

$93B

ETFs

-$293B -$94B

$300B

$402B

Flows are calculated as change in asset values,
excluding performance.

These flow shifts are reflected in holdings, as well.
In 2020, 37% of all households held ETFs, up 7% from 2017.
Product ownership by year
(% of households)
n 2017 n 2018 n 2019 n 2020
74%
70% 71%
70%
53% 56% 50% 53%
36% 37%
30% 32%

Mutual Funds

Equities

ETFs

While the percentage of households holding mutual funds and equities
held steady from 2017 through 2020, the percentage holding ETFs grew.
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PRODUCT SHIFTS

Product ownership by wealth level
n Mass Market
(<$100K)

(% of households)
n Mass Affluent n High Net Worth 1
($100K–<$1MM)

n High Net Worth 2

($1MM–<$5MM)

($5MM+)

Mutual Funds

Households holding
mutual funds declined
among the Mass Market
but increased for High
Net Worth 1.

67%

73% 71% 72%

65%

2017

73% 73% 72%

2020

Equities
70%

The percentage of Mass
Market households with
equities rose over the
same period.

77%

70%

55%

46%

42%

2017

77%

56%

2020

ETFs

The percentage of
households holding ETFs
rose significantly across
every wealth tier.

44%
31%
20%

2017

U.S. Investor Study—Broadridge Financial Solutions

53% 57%

50%

41%
28%

2020
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PRODUCT SHIFTS

A view of individual investors shows ownership of both ETF and equity products growing across generations.
The percentage of Millennials with mutual funds also rose significantly.
Product ownership by generation
(% of individuals)
n Mutual Funds n Equities

n ETFs

Millennial

54%

Gen X

31%

24%

2017

52%

49%

48%

46%

67%

66%

59%

2017

2020

2020

Boomer
73%

Silent

73%

72%

40%

31%

2017

71%

2020
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60%

58%

51%

50%

35%

26%

38%

30%

2017

2020
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PRODUCT SHIFTS

ETFs are rarely held alone. While 56% of households own only one
product type, only 5% of households own only ETFs.
Product mix
(% of households that own each product type)
n 2017 n 2020
34% 32%
21% 19%
4%
Mutual Funds
Only

15% 12%
Mutual Funds
and Equities

13%

Equities
Only

16%

Mutual Funds,
ETFs and Equities

5%

ETFs Only

The percentage of households
owning ETFs is highest in the
RIA channel. However, ETF
ownership is on the rise across
all channels. Mutual fund
use fell significantly within the
RIA and wirehouse channels—
but saw an uptick in the
broker-dealer channel.
Product ownership by channel
(% of households)
n Mutual Funds n Equities

8% 10%
Mutual Funds
and ETFs

4%

83%

80%

7%

46%

ETFs and
Equities

n ETFs

45%
33%

27%

BD: 2017
68% 69%

SURVEY INSIGHT

BD: 2020
67% 67%

43%

48%

Online: 2017

Online: 2020

DRIVING NEW INVESTMENTS
Across generations, investors are interested in trying—and even pushing for—
different investment opportunities. Interest is highest among the young.
Find ESG
appealing

81% 70% 56% 44%

Millennial
Considered
and/or invested
in cryptocurrencies

Gen X

Boomer

Gen X

Boomer

50%

58%

54%

Silent

75% 55% 32% 20%
Millennial

73%

65% 68%

Silent

RIA: 2017
79%

RIA: 2020
75%

64%

68%
48%

37%

With investments such as ESG and cryptocurrencies, we see a change in investoradvisor dynamics. Often investors, rather than the advisors, are taking the lead,
requiring advisors to quickly come up to speed.
Wire: 2017

Wire: 2020

Note: For channel definitions, see glossary >>
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CHANNEL PATTERNS

RIA and online channels continue to grow
Across wealth tiers in 2017, the broker-dealer channel had the greatest percentage of households. By 2020,
however, there was a shift to the online and RIA channels: Both channels were up for all wealth tiers.
Channel usage by wealth segment*
(% of households)
n 2017 n 2020

Mass Market (<$100K)
69%

Mass Affluent ($100K–<$1MM)

61%

58% 53%

13%
Broker-Dealer

21%

Online

29%
12%

18%

RIA

19%

13% 12%
Wirehouse

Broker-Dealer

High Net Worth 1 ($1MM–<$5MM)

45% 42%
30%

Broker-Dealer

39%

Online

28% 31%

31% 28%

RIA

Wirehouse

Online

19%

24%

RIA

21% 19%

Wirehouse

High Net Worth 2 ($5MM+)

39% 37%

Broker-Dealer

31%

40%

Online

30% 32%

RIA

39%

35%

Wirehouse

*Totals exceed 100% as some investors use multiple channels.
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SURVEY INSIGHT
MILLENNIAL PREFERENCES
A recent Broadridge investor survey found that a majority of Millennials are likely to maintain a self-directed brokerage account.
Use of self-directed brokerage accounts
(% of investors)

Millennials

All investors

57%
51%
However, often these self-directed accounts are held in
addition to working with an advisor. And 63% of Millennials
who don’t use an advisor today report they are likely to in
the next two years, indicating a healthy pipeline for advice
with younger investors.
Likelihood to use a financial advisor in next two years
(% very likely or somewhat likely)

63%

56%

35%

14%

Millennials

Boomers

Gen X

Silent

Base: Does not use a financial advisor.

U.S. Investor Study—Broadridge Financial Solutions

156

GEOGRAPHIC INSIGHT

Regional differences emerge
In the South, share of investor households and assets rose from 2017 to 2020, while the Midwest saw a
decline in these two measures. Interestingly, the West declined slightly in share of households as it rose
in share of asset ownership.
Share of households

Share of asset ownership

n 2017 n 2020

n 2017 n 2020

20% 20%

24% 23%

24% 23%

Northeast

Midwest

West

32% 34%

South

20% 20%

23%

Northeast

Midwest

19%

24% 27%

33% 34%

West

South

Regions
n Northeast: CT, MA, ME, NH, NJ, NY, PA, RI, VT
n Midwest:

IA, IL, IN, KS, MI, MN, MO, ND, NE, OH, SD, WI

n West:

AK, AZ, CA, CO, HI, ID, MT, NM, NV, OR, UT, WA, WY

n South:

AL, AR, DC, DE, FL, GA, KY, LA, MD, MS, NC, OK, SC, TN, TX, VA, WV

Eight states hold close to half of all U.S. AUM. From 2017-2020, Georgia moved onto the list,
while New Jersey fell off.
Eight markets with largest share of assets

Eight markets with largest share of assets

n 2017

n 2020
% of
assets

% of
HHs

15%

12%

Texas

8%

7%

6%

New York

7%

6%

5%

5%

Florida

6%

6%

Florida

5%

6%

Pennsylvania 4%

4%

New Jersey

4%

4%

Illinois

4%

4%

Virginia

4%

3%

Georgia

4%

3%

Pennsylvania

4%

4%

Virginia

3%

3%

TOTAL

50%

46%

TOTAL

51%

45%

State

% of
assets

% of
HHs

State

California

14%

12%

California

Texas

7%

6%

New York

7%

Illinois
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GEOGRAPHIC INSIGHT

The West has an increasingly disproportionate share of HNW households, while the South has an increasingly
large share of Mass Market.
Wealth tier by region
(% of households)
n 2017 n 2020

Mass Market (<$100K)

19% 18%

Northeast

26% 24%

Midwest

Mass Affluent ($100K–<$1MM)
36% 38%
21% 20%

20% 20%

West

South

Northeast

High Net Worth 1 ($1MM–<$5MM)

26% 25%

22% 23%

Midwest

West

Northeast

Midwest

40%
25% 25%

14% 13%
West

South

High Net Worth 2 ($5MM+)

39% 42%
22% 20%

31% 32%

23% 21%

South

Northeast

44%
26% 24%

11% 10%
Midwest

West

South

Regions
n Northeast: CT, MA, ME, NH, NJ, NY, PA, RI, VT
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n Midwest:

IA, IL, IN, KS, MI, MN, MO, ND, NE, OH, SD, WI

n West:

AK, AZ, CA, CO, HI, ID, MT, NM, NV, OR, UT, WA, WY

n South:

AL, AR, DC, DE, FL, GA, KY, LA, MD, MS, NC, OK, SC, TN, TX, VA, WV
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GEOGRAPHIC INSIGHT

The biggest region is getting bigger. The South has the greatest percentage of households and assets and,
as illustrated below, it’s also the only region that grew across all channels.
Region by channel
(Regional distribution of households by channel)
n Northeast n Midwest n West n South

Broker-Dealer

Online

RIA

Wirehouse

n Northeast

19%

19%

23%

21%

20%

18%

24%

21%

n Midwest

28%

26%

18%

19%

22%

21%

18%

16%

22%

21%

29%

27%

29%

27%

24%

27%

32%

34%

30%

32%

28%

33%

35%

36%

2017

2020

2017

2020

2017

2020

2017

2020

n West

n South

Regions
n Northeast: CT, MA, ME, NH, NJ, NY, PA, RI, VT
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n Midwest:

IA, IL, IN, KS, MI, MN, MO, ND, NE, OH, SD, WI

n West:

AK, AZ, CA, CO, HI, ID, MT, NM, NV, OR, UT, WA, WY

n South:

AL, AR, DC, DE, FL, GA, KY, LA, MD, MS, NC, OK, SC, TN, TX, VA, WV
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GEOGRAPHIC INSIGHT

Across regions, a growing percentage of households and AUM
is invested in ETFs
HOUSEHOLDS

ASSETS UNDER MANAGEMENT

More households hold mutual funds in the Midwest,
while in the West, households are more likely to own
securities. Across regions, mutual fund and equity
ownership has held steady while ETF ownership
has increased.

Across all regions, the percentage of AUM in ETFs
grew. Conversely, it declined in all regions for mutual
funds and in all but the South for equities.

Product ownership by region

Product ownership by region

(% of households)
n 2017 n 2020

(% AUM)
n 2017 n 2020

Mutual funds

Mutual funds

71% 70%

75% 75%

67% 67%

69% 68%
54% 52%

Northeast

Midwest

West

South

Northeast

60% 59%

Northeast

Midwest

36%

Northeast

29%

38%

Midwest

South

37% 36%

35% 35%

West

West

South

54% 55%

South

34% 33%

29% 26%

Northeast

Midwest

ETFs

ETFs
31%

West

Equities

56% 58%

48% 47%

54% 50%

Midwest

Equities
55% 53%

51% 48%

31%

38%

West
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29%

37%

South

12% 15%

11%

15%

Northeast

Midwest

12% 16%
West

11%

15%

South

160

CONCLUSION

Two new ways to harness
the power of Broadridge
data and insight
InvestorView enriches
targeted marketing for
wealth firms with deep
segmentation of their
customer base.
Investor Intelligence
uncovers new ways for asset
managers to expand fund
market share by helping
them understand investor
demographics.

See what’s coming next
The unique Broadridge vantage into U.S. investor households made
this eBook possible. As we move into 2022, you can expect new
waves of findings issued more frequently to help you stay abreast
of shifts and trends in the investor universe.
Count on Broadridge
Learn more about this analysis, request additional insight and
discover how Broadridge is helping clients succeed every day.
From proven technology and workflows to support for cutting-edge
digital innovations, let us help you execute with confidence.
For more information,
visit Broadridge.com/InvestorTrends,
call +1 866 359 0456 or contact your
Broadridge Account Representative.
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METHODOLOGY

The Study
This eBook is based on an analysis of a 20,000-record
random sample of share ownership of U.S. retail investors
and households. Information is derived from Broadridge’s
proprietary business processes and has been de-identified
for this eBook’s findings. Broadridge pulled the sample
from its database consisting of tens of millions of retail
investor households and billions of data points to achieve
a unique level of insight into holdings invested through
financial intermediaries (broker-dealers, online, RIAs,
wirehouses). Broadridge analyzed exchange-traded funds
(ETFs), closed-end funds, open-end mutual funds and U.S.
equities held in taxable accounts and IRAs for the years
ending 2017, 2018, 2019 and 2020.

U.S. Investor Study—Broadridge Financial Solutions

The Survey
Insets in this eBook with the magnifying glass icon highlight
findings from a 2021 online quantitative survey among 1,000
U.S. investors aligning with the following screener criteria:
Age 25+, primary or shared decision-makers for household
decisions about money, had $25K+ in household income and
$10K+ in investable assets (not including workplace plans).
They invest outside of workplace plans (annuities, ETFs,
individual securities and/or mutual funds). These surveys
were collected during October and November of 2021.
8 Acre Perspective, an independent marketing research firm,
conducted the research.
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GLOSSARY

Asset Share Ownership
Used to denote dollar amount of assets or investments
owned by investors in U.S. equities, open-end mutual funds
(excluding money markets), closed-end funds or exchangetraded funds (ETFs). All figures are in USD.
Distribution Channels
• Broker-dealer is comprised primarily of independent (IBD),
regional and bank broker-dealers. IBD advisors typically
operate as independent contractors, while advisors at banks
and regionals primarily operate as employees.
• Online includes mutual fund and ETF assets purchased by
individual investors through a self-service trading platform.
• RIA (Registered Investment Advisor) is largely comprised of
fee-only advisors who advise clients on their investments
and manage their portfolios, typically for a percentage based
on AUM. There are SEC-registered RIAs (over $100M AUM)
and state-registered RIAs (under $100M AUM).
• Wirehouse encompasses four of the largest wealth
management firms in the U.S. These firms have their own
fund families, focus on fee-based business and provide
highly structured environments for their advisors.
Generational Segments
Commonly accepted cohorts segmenting investors by age:
• Gen Z: Born 1997–2012
• Millennial: Born 1981–1996
• Gen X: Born 1965–1980
• Baby Boomer (“Boomer”): Born 1946–1964
• Silent Generation: Born 1928–1945
Household
A home with one or more investors.
Investments
ETFs, open-end mutual funds (excluding money markets),
closed-end mutual funds, money market mutual funds
and U.S. equities in taxable accounts and IRAs purchased
through intermediaries, including broker-dealers, online,
RIAs and wirehouse channels. Directly held shares with fund
and ETF issuers are not included in the study, nor are shares
purchased through workplace investing plans, such as defined
contribution plans.

Liquid Investable Assets
Liquid investable assets are those typically held by investors
at financial institutions, such as cash, certificates of deposit,
money markets, mutual funds, ETFs, stocks and bonds.
Regions
States comprising each of four U.S. geographic regions:
Northeast: CT, MA, ME, NH, NJ,
NY, PA, RI, VT
Midwest: IA, IL, IN, KS, MI, MN,
MO, ND, NE, OH, SD, WI
West:
AK, AZ, CA, CO, HI, ID,
MT, NM, NV, OR, UT, WA, WY
South:
AL, AR, DC, DE, FL, GA, KY,
LA, MD, MS, NC, OK, SC, TN, TX, VA, WV
Wealth
Wealth estimates are provided by a third party and include
liquid investable assets. Because this study is focused on
individual investor holdings through intermediaries, this
sample does not include:
• Institutional investors, such as pension funds, hedge funds
or endowments and foundations
• Retirement plans, such as 401(k) and defined benefit plans
• 529 college savings plans
• Bank deposits (checking, savings, CDs, money markets)
• Directly held mutual fund shares, fixed income, money
market funds
• Real assets, such as real estate, art, automobiles, jewelry
and privately held businesses
Wealth Segments
Commonly accepted cohorts segmenting investors by wealth
(as defined above) per household.
• Mass Market: Under $100,000 in liquid investable assets
• Mass Affluent: $100,000 to less than $1,000,000 in liquid
investable assets
• High Net Worth 1 (HNW 1): $1,000,000 to under $5,000,000
in liquid investable assets
• High Net Worth 2 (HNW 2): $5,000,000 or more in liquid
investable assets

Investor
An individual with a share ownership position in open-end/
closed-end mutual funds, ETFs or U.S. equities traded on U.S.
stock exchanges. Broadridge references to investors pertain
only to comparisons in this study among investors on thirdparty platforms, not against the U.S. general population.
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Broadridge Financial Solutions (NYSE: BR), a global Fintech leader with $5 billion in
revenues, provides the critical infrastructure that powers investing, corporate governance,
and communications to enable better financial lives. We deliver technology-driven solutions
that drive business transformation for banks, broker-dealers, asset and wealth managers and
public companies. Broadridge’s infrastructure serves as a global communications hub enabling
corporate governance by linking thousands of public companies and mutual funds to tens
of millions of individual and institutional investors around the world. Our technology and
operations platforms underpin the daily trading of more than U.S. $9 trillion of equities, fixed
income and other securities globally.

broadridge.com

© 2022 Broadridge Financial Solutions, Inc., Broadridge and the Broadridge
logo are registered trademarks of Broadridge Financial Solutions, Inc.
AM_00461_EB_22
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If you don’t help your retiree
clients manage rising healthcare
costs, someone will.
Healthcare costs and a confusing Medicare marketplace — which leaves
many consumers with weak coverage — create real financial risks for
retiree clients. Wealth managers must make Medicare a central component
of their financial planning process. The tools to make Medicare simple and
easy — for the advisor and the client — are now available.
Shannon Granahan

Senior Director, Enterprise Sales
Shannon has 20 years of experience in financial services,
helping wealth management firms enhance their offerings and
deepen client relationships. Her new role at Healthpilot is
focused on making healthcare an easy and integrated part
of every financial advisor’s practice with senior clients.
linkedin.com/in/sgranahan
shannon.granahan@healthpilot.com

Healthcare costs are the number one financial concern for retirees1.
Leaders of wealth management firms must guide their senior clients’ healthcare-related
financial decisions or risk losing them to competitors.
Medicare plans are a hundred-billion-dollar industry and growing2.
Insufficient health insurance coverage is a significant risk to the financial security of seniors and is the
number one cause of financial distress and personal bankruptcy for retirees.

Kaiser Family Foundation, Medicare Advantage in 2021: Enrollment Update and Key Trends, June, 2021. https://www.kff.org/medicare/issue-brief/medicare-advantage-in-2021enrollment-update-and-key-trends/

1

2

Edward Jones, The Four Pillars of the New Retirement, Jan., 2021. https://www.edwardjones.com/sites/default/files/acquiadam/2021-01/Edward-Jones-4-Pillars-US-report.pdf
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Wealth management firms need advisors to empathize with client concerns about rising healthcare costs,
discuss Medicare plan basics and provide solutions. And they need to do this without having to become
Medicare experts or diverting focus from core services.
Increasing costs increase pressure on clients and firms.
Every day your firm’s clients hear stories about rising healthcare costs — patients shocked to receive a
$50,000 hospital bill and drugs that once cost $200 suddenly being priced at $3,000. Americans of all
ages worry about the cost of getting sick. But as we age, our increased risk of illness and greater need for
doctor visits and tests only add to our worries.
These costs can threaten your clients’ wealth and prevent them from reaching their financial goals.
Since these are two of the main reasons clients choose to hire a financial advisor, there is pressure on
wealth management firms and advisors to deliver on both counts. Failure to help the client find the right
Medicare plan can hurt the client relationship.

If You Don’t Help Your Retiree Clients Manage Rising Healthcare Costs, Someone Will—Healthpilot
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The solution starts with the right Medicare plan.
Seniors and people under 65 with disabilities have Medicare to help protect them from rising healthcare
costs. Medicare impacts every American over 65, and there are currently 62 million people enrolled.
They have the option to buy additional protection beyond Original Medicare (Medicare Parts A and B),
and they do — on a massive scale. Last year, Americans paid over $300 billion in premiums for Medicare
Advantage Plans alone3. The entire Medicare market is over $800 billion4.
One of the greatest challenges your firm’s clients face is choosing the right plan. For many of them, the
options are overwhelming. The average Medicare user has a choice of 33 Medicare Advantage Plans and
30 Part D prescription drug plans5. During the fall Medicare Annual Enrollment period, these clients
are besieged by phone calls, junk mail and spam from both legitimate insurance carriers and Medicare
brokers — as well as scammers. Advisors need to be able to help clients find the right plan, without trying
to become Medicare experts.

Kaiser Family Foundation, Medicare Advantage in 2021: Enrollment Update and Key Trends, June, 2021.
https://www.kff.org/medicare/issue-brief/medicare-advantage-in-2021-enrollment-update-and-key-trends/

3

Center for Medicare & Medicaid Services, NHE Fact Sheet 2020, https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/NationalHealthExpendData/NHE-Fact-Sheet

4

Kaiser Family Foundation, 7 in 10 Medicare Beneficiaries Report That They Did Not Compare Their Coverage Options During a Recent Open Enrollment Period, Oct., 2021.
https://www.kff.org/medicare/issue-brief/seven-in-ten-medicare-beneficiaries-did-not-compare-plans-during-past-open-enrollment-period/

5
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Clients need your empathy, too.
Your senior clients have more than Medicare to protect them. They also rely on your wealth management
firm and their advisor. In addition to managing healthcare costs, your advisors must empathize with
clients about their concerns. Without a firm-wide Medicare solution and advisors who listen to their
needs, clients have no choice but to look elsewhere for the coverage and peace of mind they crave. So
it’s important to equip advisors to make healthcare costs part of every conversation with your firm’s
Medicare-eligible clients.

“Without a firm-wide Medicare solution and
advisors who listen to their needs, clients have
no choice but to look elsewhere for the
coverage and peace of mind they crave.”
The importance of reviewing Medicare coverage annually.
The most important time to talk to clients about Medicare is before the Medicare Annual Enrollment
Period. Every fall, Medicare users have a six-week window to review their current Medicare
coverage and make any desired changes. For example, they can swap one Medicare Part D prescription
drug plan for another, or they can switch from Medicare Advantage back to Original Medicare,
among other options. But in 2020, 71% of Medicare users did not review their Medicare coverage at
all during this time6. However, almost half of Medicare members who review their coverage during
this period save money7.
What happens to clients who don’t review their coverage?
Clients who don’t review their coverage may find that their Medicare plan has changed. It may cost
substantially more. It may not cover a much-needed prescription or test. Or a preferred doctor may no
longer be in their network. This year, Medicare members already face a 14.5% median increase in the
cost of Medicare Part B premiums — the highest annual increase in the program’s history. Firms that fail
to encourage clients to review their coverage — and make necessary adjustments — risk allowing clients
to waste money on a Medicare plan that does not deliver the healthcare coverage or financial protection

Kaiser Family Foundation, 7 in 10 Medicare Beneficiaries Report That They Did Not Compare Their Coverage Options During a Recent Open Enrollment Period, Oct., 2021.
https://www.kff.org/medicare/issue-brief/seven-in-ten-medicare-beneficiaries-did-not-compare-plans-during-past-open-enrollment-period/

6

Kaiser Family Foundation, To Switch or Not to Switch: Are Medicare Beneficiaries Switching Drug Plans To Save Money?, Oct., 2013.
https://www.kff.org/medicare/issue-brief/to-switch-or-not-to-switch-are-medicare-beneficiaries-switching-drug-plans-to-save-money/

7
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they need. Wealth management firms and advisors who can prevent a “January surprise” of higher costs
and inadequate coverage have a great opportunity to prove they are looking out for the client’s interests.
Integrating Medicare into financial planning throughout the firm.
Just as wealth management firms encourage advisors to approach new parents about saving for college,
they should also encourage advisors to approach Medicare-eligible clients about managing healthcare
costs. Basic knowledge of Medicare is helpful for these conversations, but the advisor’s role is to see that
the client reviews their coverage annually, not to give advice about which plan to select.
While talking about Medicare with clients is a good start, it is insufficient if not accompanied by the
right Medicare plan to protect their wealth. Referring clients to Medicare brokers can limit the client’s
Medicare plan choices to plans and carriers favored by the individual broker. Many of these brokers also
double as financial advisors, making each referral a risk to client retention.
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A complete solution for Medicare-eligible clients.
At Healthpilot, we believe the ideal Medicare solution is one that can be
implemented firm-wide, without distracting leadership and advisors from
existing core services. Wealth management firms who do not wish to build an
in-house Medicare brokerage can partner with us to provide Medicare plan
recommendations and enrollment for their clients — as well as data on plan savings
and expenses to accurately estimate their client’s healthcare costs for use in financial planning
processes. We can also provide basic Medicare education to advisors, alert them to key dates in
the Medicare calendar and facilitate client communications.

“At Healthpilot, we believe the ideal Medicare
solution is one that can be implemented
firm-wide, without distracting leadership and
advisors from existing core services.”
As always, it comes down to better service.
Without a solution to Medicare for senior clients, empathy for their concerns, and an appreciation of the
barrage of advertising they endure each fall, wealth management firms risk alienating their senior clients.
The firms that will thrive in this environment are those that can get their clients into the right Medicare
plan every year without losing focus on core services, while making planning for Medicare costs as
second nature as planning for college.

linkedin.com/company/healthpilot-technologies
advisor@healthpilot.com

healthpilot.com/advisor

Healthpilot is not connected with or endorsed by the U.S. government or the federal Medicare program. Healthpilot.com is owned and operated by Healthpilot Technologies LLC,
a licensed health insurance agency, also doing business as Healthpilot Insurance Services in the state of California. 2022-016
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