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Introduction
For nearly a decade, the mutual fund industry has moved
within the broader market’s slipstream, oscillating between
exuberance and retrenchment. This well-worn track has
seen fund firms through many peaks and valleys, with the
market’s recent recovery bringing assets under management
(AuM) close to pre-crisis levels at $12.7 trillion.1
Market volatility is likely to extend into 2013, continuing to
create pressures of its own, particularly in the cost-cutting
arena. But 2013 also offers mutual fund firms opportunities
for growth. Among other options, fund firms may decide
now is the time to capitalize on growing investor demand
for exchange traded funds (ETFs). ETF assets are expected
to reach $2 trillion by 2015,2 and fund firms will decide
going forward whether they should enter or expand into
the ETF marketplace. Firms may also look to strengthen
their distribution channels by taking advantage of investors’
increasing use of registered investment advisers (RIAs).

We expect the industry to condition itself for whatever
may come by shifting some of its attention back to the
operations side of the business. Extending outsourcing to
certain middle-office functions, consolidating technology
platforms, and reassessing their location strategies are but
a few of the ways we see fund companies working to cut
costs and better manage risk in the months to come.
As mutual fund firms look forward, we believe that three
core strategies will shape their approach in 2013:
• Adapting to an evolving regulatory landscape
• Tactically pursuing growth opportunities amidst
challenging market conditions
• A shift back to focusing on operational excellence

Whether or not they choose to embark on these paths to
potential growth, fund firms may face greater headwinds
on the regulatory front. Much will depend in 2013 on the
actions of the incoming chairperson of the Securities and
Exchange Commission (SEC) and the Financial Stability
Oversight Council (FSOC).

1 2012 ICI Factbook as of October 2012. Mutual fund assets at the end of 2007 were $12.9 trillion
2 ETFs 2.0: The Next Wave of Growth and Opportunity in the U.S. ETF Market,” BNY Mellon, July 2011 <http://www.bnymellon.com/foresight/pdf/
etfs20.pdf>
As used in this document, “Deloitte” means Deloitte LLP and its subsidiaries. Please see www.deloitte.com/us/about for a detailed description
of the legal structure of Deloitte LLP and its subsidiaries. Certain services may not be available to attest clients under the rules and regulations of
public accounting.
2013 Mutual Fund Outlook 1

Adapting to an evolving
regulatory landscape
Unlike hedge and private equity funds, mutual funds
emerged from the Dodd-Frank Wall Street Reform
and Consumer Protection Act (Dodd-Frank) relatively
unscathed, and the regulatory landscape for mutual
funds as a consequence has remained relatively quiet.
The significant exception, of course, is money market
funds, which regulators continue to target for additional
oversight. The year ahead could also potentially
see the FSOC labeling one or more large mutual
funds as systemically important financial institutions
(SIFIs), making them subject to additional regulatory
requirements. Finally, the new chairperson of the SEC
will clearly impact the SEC’s agenda and may bring an
even greater focus on SEC enforcement actions.
What’s new for 2013
Money market funds will almost certainly remain a focal
point for regulators in 2013. The FSOC believes investor-led
runs on money market funds could be a systemic risk to
the financial system. It has issued a formal proposal urging
the SEC to establish new standards for these funds,3 likely
cementing action on money market funds in 2013.
All told, regulators and industry participants are addressing
several options for money market funds, including:
• Requiring a floating rate net asset value
• Instituting a capital buffer
• Having a minimum balance at risk for fund investors
• Putting in place a temporary gate on redemptions and/or
redemption fees
At present, it is unclear if regulators and the industry will
reach a consensus on these options, or whether mutual
fund firms will take their objections to the courts.

The mutual fund industry sought to challenge the
Commodity Futures Trading Commission’s (CFTC’s) new
rule that would require certain investment companies to
register as commodity pool operators. The lawsuit was not
successful at the U.S. District Court level. The industry has
appealed this decision, which is currently pending. Once
the CFTC adopts its proposed harmonization rule changes,
the clock will begin ticking on whether mutual funds will be
required to register as commodity pool operators pending
the outcome of the industry’s law suit.
The arrival of Mary Jo White at the helm of the SEC will
drive the agency’s treatment of the mutual fund industry
in the coming months. While her positions are unknown
at this time, she will determine the SEC’s next steps
in connection with money market funds. Other areas
that may see regulatory activity include a broker-dealer
fiduciary standard and specific disclosure requirements
about mutual fund investments by broker-dealers at the
time of sale.. Fund distribution arrangements could see
substantial change if action is taken on these brokerdealer-related initiatives.

Bottom line
The SEC may adopt new requirements for target date
funds in 2013. For SEC inspections, we expect securities
valuations, fund directors, and the oversight of omnibus
intermediaries to remain in the spotlight. And, we expect
the SEC’s enforcement staff to continue its vigilance in
bringing asset management cases in 2013, including
those potentially involving mutual funds. The new SEC
chairperson’s prior experience as a prosecutor will likely
shape the SEC’s enforcement initiatives.

For large mutual funds, SIFI designation by the FSOC now
looms as a potentially significant change.4 Funds designated
as SIFIs will likely be burdened with higher operating costs
as they seek to comply with the FSOC’s additional oversight
requirements, potentially putting them at a competitive
disadvantage to other funds.

3 “Proposed Recommendations Regarding Money Market Mutual Fund Reform”, FSOC, November 2012 < http://www.treasury.gov/initiatives/fsoc/
rulemaking/Pages/open-notices.aspx>
4 Based on the definition of SIFI released by the FSOC in April 2012.
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Tactically pursuing growth opportunities
amidst challenging market conditions
Even with the prospect of increased regulatory scrutiny
for the mutual fund industry, there are opportunities for
strategic growth in 2013 and beyond. With investors
purposefully pulling assets from stock mutual funds
in 2012 in search of more predictable returns, the
industry’s outlook may hinge on how successful fund
managers are in expanding into ETFs, sharpening
their fund selection criteria, and penetrating the RIA
distribution channel.

Should the macroeconomic situation mirror 2012, we
expect to see the introduction of more balanced and fixed
income funds. These help fulfill investors’ demands for
reduced risks and alleviate concerns around the equity
markets. Additionally, as investors seek alpha and downside
protection on parallel tracks, fund firms offering alternative,
hedge fund-like strategies are likely to attract inflows. By
some estimates, these funds are expected to double their
assets between 2011–2016.5

What’s new for 2013
We expect that fund firms will continue to enter the ETF
market as a growth play in 2013. After all, investors are
drawn to ETFs for their low costs, tax efficiencies, and
exposures to different asset classes. Even though there are
more than 1,400 U.S. exchange traded products today,
there is still a backlog of ETF registrations awaiting approval
by the SEC. The SEC staff’s decision to process exemptions
for actively managed ETFs that use derivatives will alleviate
some of this backlog and open the door to even greater ETF
market penetration.

Mutual fund groups will also need to hone their distribution
strategies in 2013. Historically, fund firms have focused on
high-volume brokerage networks for reaching investors,6
but RIAs offer another tempting avenue for growth. RIAs
were not as challenged during the economic downturn
as other distribution channels, and their future appears
bright. The SEC expects RIAs with more than $100M
in clients assets will likely double client assets between
2011 and 2021.7 Fund firms need to ensure they have
adequate resources dedicated to building and maintaining
relationships with these ever more influential gatekeepers.

One thing firms should keep in mind when expanding
into the ETF space is the downward pressure larger firms
will likely continue to exert on profit margins. In 2012, the
industry saw several ETFs shut down due to fee pressures
and declining investor interest in the investment offering.
For many, survival in the ETF space will depend on scale as
firms with more AuM will have an easier time offsetting fee
reductions. However, a fund with a niche offering, favorable
name recognition, or a good track record can overcome size
and margin constraints. Fund firms may choose to transfer
their expertise in one investment area into ETF form or
convert an existing mutual fund to this structure. No matter
the method, smaller mutual fund groups need to determine
if they can be competitive in a lower-fee environment.

Bottom line
As the U.S. economy continues to recover, mutual fund
leaders will look to reenergize growth strategies in 2013.
They will need to consider judiciously launching new
funds — including ETFs — with an eye toward meeting
specific investor needs and taking advantage of their
portfolio managers’ strengths. Moreover, fund firms will
need to be thoughtful and creative in their distribution
strategies by cultivating relationships with RIAs.

Looking beyond ETFs, we expect fund companies to gauge
investor appetite more closely before proceeding with any
new fund launches. Most companies no longer have the
luxury of launching multiple funds in hopes that they will
be successful. Given the costs of starting new funds, those
initiated in the coming months will need to have a sharper
focus to lure investors looking to act in the near term.

5 “Regulated Alternative Funds: The New Conventional,” SEI, December 2011 <http://www.seic.com/docs/IMS/SEI_IMS_NewConventional.pdf>
6 “Marketing to Today’s RIA: What Every Asset Manager Should Know,” Morningstar, 2009 <http://advisor.morningstar.com/uploaded/pdf/Swandog_MS_Study.pdf>
7 “Study of Enhancing Investment Adviser Examinations,” SEC, January 2011 <http://www.sec.gov/news/studies/2011/914studyfinal.pdf>
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A shift back to focusing on
operational excellence
With AuM growth likely to continue, we believe fund
companies will shift part of their focus back to the
operations side of the business in 2013. Leading up
to 2008, many firms generated multiple new fund
offerings and paid less attention to operational
improvements as they rushed to attract assets. With
the onset of the financial downturn, cost cutting
took center stage, and operations and technology
investments took a backseat.
Now, the industry is shifting again, as fund companies
are reevaluating the importance of risk, cost, scale, and
flexibility. Firms are taking up some of the discretionary
process and technology investments they previously
put off to further reduce costs and bring greater
sophistication to their risk management programs.
What’s new for 2013
The need to address manual workarounds, spreadsheet
dependent processes, and key person risks are starting
to creep back onto mutual fund priority lists. While
regulatory mandates will continue to steer the majority
of investment dollars, firms are starting to allocate more
of their budgets towards more fundamental operational
restructuring initiatives.
Outsourcing is one such area. Mutual fund firms are taking
a hard look at outsourcing functions closer to the front
office, in addition to the more traditional accounting
and shareholder-facing tasks. Middle-office outsourcing,
for instance, is finally gaining traction, as firms consider
offloading functions ranging from corporate actions and
foreign exchange to securities lending and collateral
management.
Many fund groups are considering consolidating their
technology platforms, as they have yet to merge the many
applications they added during the period of growth and
acquisitions before the downturn. These systems may now
be compromising their cost structure, scale, and flexibility.
In addition, the current situation makes reporting more
difficult, particularly pertaining to risks. Fund firms are
beginning to evaluate the capital expenditures they will
need to bring these platforms together so they can eliminate
redundancy and operate more efficiently. New technology
upgrades are also on the table. Two common goals across
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the industry are better data — namely, consistent singlesourced data with clear ownership — and more streamlined
processes in which people can focus more on exceptions
instead of routine clerical tasks.
Just as mutual fund firms will need to be more careful
regarding new fund launches in 2013, fund firms will also
need to rationalize their current product offerings. Many
firms have overlapping products such as separate accounts,
fund types, classes, or brands. Products, not AuM, drive
operational complexities and volume and, therefore, costs.
Fund firms are starting to approach product rationalization
as a means of further driving down costs.
Many firms are also in the midst of examining their location
strategy in trying to figure out how to migrate from single
low-cost processing centers to more sophisticated uses of
multiple locations in different regions of the world. India
continues to be a major offshore location because of the
cost savings, the talent pool, and time zone considerations.
Other locations in Europe, South America, and Asia Pacific
are also growing rapidly as viable operational centers. At
the same time, firms that have resisted low-cost centers are
starting to realize they will need them to stay competitive.
Finally, many mutual fund firms are looking to strategically
simplify their operating models and organizational design
after years of tactical changes. In addition to evaluating
outsourcing options, the pendulum seems to have shifted
back to centralization and shared services as a means to
improve controls and costs. Most importantly, firms are
moving towards hybrid models that leverage the advantages
of both centralized shared services as well as local client
service.

Bottom line
While operational excellence has been a hallmark of the
mutual fund industry since its inception, it’s been less
emphasized in recent years. We are optimistic, however,
that a shift is occurring that is bringing more attention back
to the operations side of the business. This renewed focus
will help fund firms streamline their operations so they can
be more nimble in seizing the new opportunities ahead.

Conclusion
With AuM now approaching pre-crisis levels, the mutual
fund industry has plenty of positive momentum heading
into 2013. To date, many fund companies have persevered
simply by staying abreast of their contemporaries, a
strategy that has helped them reclaim lost ground since
the global downturn.
But now some fund managers are considering strategies
that would put them in the passing lane. Some will
enter the ETF marketplace. Others will refine their
selection criteria to improve their chances for solid fund
launches. And many more will focus on retooling their
back- and middle-office support functions in a bid for
operational excellence.
Of course, some key uncertainties linger, particularly on
the regulatory front. But uncertainty is nothing new to
this industry, and these uncertainties seem unlikely to
push fund leaders off the road. Rather, we expect fund
leaders will dig in and drive the kinds of changes that
have made mutual funds one of the most investor friendly
and profitable investment vehicles around.

The question now is whether
mutual funds will seek to stay
on their current trajectory or
switch gears in search of future
growth opportunities.
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