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FUSE Forecast 2019 
 
#1 Net Flows 
FUSE predicts a bounce back of positive $306 billion into open-end and exchange-traded funds in 2019, following a 
rocky 2018 when net inflows only reached $170 billion. As a backdrop for our forecast, FUSE believes that broad 
equity markets will produce positive results in 2019, but the trend toward the use of low-cost, beta products 
continues unabated. 

• Taxable Bond - We expect taxable bond net sales to modestly rebound in 2019, reaching $166 billion. This comes 
after interest rate hikes in the last several weeks of 2018 dramatically reversed net flows into the asset class and 
resulted in 2018 flows of just $124 billion (roughly one-third the level of 2017). 

• Domestic Equity - We expect domestic equity flows to maintain positive sales through 2019, with approximately 
$44 billion in net inflows, on the heels of an approximate $46 billion in net flows for 2018. Similar to last year, 
passive strategies will be the driver of this growth, collecting $186 billion while active U.S. equity products will 
experience another year of net outflows of $142 billion, as investors continue moving out of high-cost or under-
performing active funds and into low-cost passive funds and/or ETFs. 

• Global/International Equity - After gathering $88 billion in 2018, we expect this category to carry the 
momentum into 2019, with $102 billion in net inflows: $25 billion outflows from active and $127 billion of 
inflows from passive. 

• Alternatives - 2018 saw a modest decrease for alternatives of $12 billion in net redemptions. However, 
alternative funds may be a bit more appealing to investors due to the uncertainties in the capital markets. 
Investors may be more inclined to pay higher fees for better downside protection. For that reason, we expect a 
boost in sales for 2019, with net sales of $4 billion across funds and ETFs. 

• Sector - Investors pulled $26 billion from sector funds in 2018 as they fled to safer pastures. We expect this 
category to see net inflows of $4 billion in 2019, driven by investors looking to increase their tactical exposures 
to more attractive areas of the market amid increasing volatility and doing so through the ubiquity of low-cost, 
passive ETFs in this category. 

• Target Date - Target-date funds, while experiencing a slight slowdown in net sales for 2018 ($56 billion), continue 
to be a consistent source of positive net sales for the industry. In 2019 this will continue, with target-date 
strategies gathering just over $60 billion in net sales. While this is a separate analysis to the projections above for 
broad asset class net sales due to issues of double counting with fund-of-funds, it is important to recognize that 
nearly a third of 2018 and a projected 20% of 2019 net flows are to be attributed to target-date funds.  

 

#2 Product Development and Growth  
Mutual Funds 
The shift toward passive will continue in 2019 due to increased fee pressure, which will draw development efforts 
toward alternative, taxable bond, and international equity categories. These trends will prompt a slight uptick from 
2018’s record-low launches to over 300 new funds in 2019 while the number of rationalizations will increase to 
more than 400 during the year. 

• 281 mutual funds were launched in 2018 (vs. 368 in 2017), marking the lowest level in the past 18 years. Fully, 
95% of all new launches were actively managed. 

• Mutual fund rationalizations have continued at elevated levels since 2015, with 357 funds merged or liquidated 
during 2018 (vs. 428 in 2017).  

• Platform consolidation, M&A activity, fee pressure, and the growth of ETFs will compel mutual fund shops to 
further cull their lineups of small, underperforming, or redundant products.  
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ETFs 
The development of new ETFs will continue at a strong pace with existing managers expanding their lineups and 
new players entering the space, resulting in 260 launches. M&A activity, tighter competition, and oversaturation of 
certain beta categories will counterbalance the wave of new products with the rationalization of 120 offerings 
during 2019. 

• Over the past four years, at least 250 ETFs have been launched each year, with 270 new ETFs added in 2018.  

• Active ETFs and smart-beta continued to be the focus of new development efforts, accounting for 29% and 26% 
of all ETF launches, respectively. Product development efforts for both active ETFs, which witnessed their highest 
share of launches in 2018, and smart-beta will remain the focus, each surpassing 30% of new launches as firms 
continue to develop factor capabilities and active shops look for new avenues of differentiation / growth.  

• 2018 represented the third-highest level of ETF rationalizations (107) over the past eight years while 2017’s 133 
rationalizations marked the highest. NOTE: 1,272 ETFs finished 2018 with less than $100 million in AUM. 

• The approval of a non-transparent active ETF remains just six months away. 

 
SMAs 
Retail separately managed accounts will improve slightly on their 2018 net sales run rate with inflows of $100 
billion in 2019. 

• Net flows and asset growth will be driven by equity-oriented model delivery portfolios while the “mature” single- 
and dual-contract side of the SMA ledger will remain relatively steady overall, with organic growth derived 
primarily from fixed-income strategies. 

• Another round of asset managers that have yet to complement their mutual funds with separate accounts 
(largely due to concerns about “giving away our IP”) will see the light and seek to fully leverage existing 
distribution partnerships that have become increasingly vehicle agnostic. 

 
ESG  
ESG assets will grow by 15% in 2019, with AUM topping $500 billion by the end of the year. 

• Investor and advisor demand for ESG has yet to materialize in a meaningful way, and we do not expect this to 
change in 2019…despite major distributors professing major support for ESG strategies (but just not in their own 
models). 

• Like 2018, a majority of ESG growth will come from the reclassification of assets as opposed to organic sales of 
existing ESG product. Of the 571 funds that FUSE categorizes as ESG, 110 or 19% of those funds have been 
repurposed or repositioned, but 39% of the current $434 billion assets is represented by these funds. 

 

Unlisted Closed-End Funds / Interval Funds  
FUSE expects the growth of unlisted closed‐end funds to continue in 2019, albeit at a slower pace than experienced 
in 2018, with interval funds as the driving force.  

• The number of unique strategies available should expand by another 15-20 funds and will include a number of 
new offerings from well-known firms such as Principal, Loomis Sayles, Lord Abbett, PIMCO, BlackRock, and 
Dreyfus.  

• Interval funds continue to be the driver of growth in this space, and we expect assets to reach about $37 billion 
by the end of 2019, pushing total unlisted closed‐end fund assets past $67 billion.  

 
Collective Investment Trusts - Over the last decade, compound annualized growth of actively managed CIT assets 
has nearly doubled that of their mutual fund counterparts. This has been fueled in part by large retirement plan 
providers converting mutual fund assets to collectives in order to provide lower cost alternatives to clients, the 
large-plan, institutional DCIO channel will remain a positive growth opportunity in 2019. CIT growth through the 
participation in target-date products as an underlying investment has been modest in all but the truly custom 
offerings of the mega plans. However, scale from consultant offerings (i.e., Mercer, Callan, and Aon) and growth 
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from a handful of DC aggregators’ offerings will result in an increasing focus for DCIO firms looking to port their CIT 
success into the more retail-oriented small and middle market DC channels.  
 
Investment Manager Model Portfolios (Proprietary) & Risk Evaluation Tools 
Large diversified asset managers push innovative ways to partner with distributors and integrate into the advisor’s 
business. 

• Customized model portfolios from BlackRock, American Funds, and PIMCO have seen early success in relieving 
advisors from the overhead cost associated with doing their own portfolio construction. 

• Proprietary portfolio and risk management technology, such as BlackRock’s Aladdin and JP Morgan’s Portfolio 
Insights tools, are available to select advisors and are creating protective “moats” within preferred distribution 
partner firms. 

 
Sub-Advisory - 2018 will finish with a significant decline in mandates that originated from new product launches -- 
both in open-end funds and variable insurance products. This means that most opportunities for sub-advisors were 
limited to takeaway business and consolidation. Looking ahead to 2019, FUSE expects a dramatic increase in new 
mandates from new products. FUSE counted 37 new mandates with $7 billion in AUM for the first three quarters of 
2018, and it is reasonable to expect this figure to double in 2019. Much of the opportunity for sub-advisors with 
active strategies is linked to recent market volatility -- should it continue, we expect that demand for variable 
annuities will increase and insurance sponsors will pivot their focus to new funds rather than consolidating and 
streamlining existing pools of assets. Volatility could also encourage more risk management expertise on the open-
end fund side, which we expect would result in more multi-manager portfolios. The success of Edward Jones’ 
Bridge Builder funds will strengthen the argument for more distributors to follow the sub-advised model, and we 
expect to see at least one distributor make a multi-billion dollar asset raise into proprietary sub-advised funds. 
 
Share Class Pricing - Traditional institutional class shares have continued to grow and now comprise approximately 
one-third of active mutual fund assets. Assets in classes that do not make payments to third parties through fund 
expenses (non-paying retirement-designated classes, retail clean shares, and supra-institutional classes) account 
for an additional 15% of AUM. We expect “R6” to continue its upward trajectory and gain about 2% market share 
during 2019, reaching 10%. Clean shares aimed at non-retirement channels are expected to be offered by more 
asset managers and remain among the handful of classes experiencing positive organic growth. However, strong 
growth will require broader adoption by distributors, which we do not expect to see in 2019. 
 

#3 Evolution of Sales Management 
The realities of today’s distribution landscape confront distribution leaders as they plan for 2019. The impact of the 
home office/professional buyer decision-makers continues to make raising assets a struggle at the advisor level. 
The challenge of gaining access to producing advisors is also real. The good news is that a majority of advisors still 
believe in the merits of maintaining a relationship with a small group of high-quality wholesalers. We believe 
distribution teams will undertake the necessary changes to adapt to this environment and improve their prospects 
for success. 

• More Prescriptive - Guided by data analytics, distribution leaders will demand greater focus by their field 
salespeople through prescribed coverage of advisor lists that have been carefully constructed. Improvements in 
tracking will allow for continued improvements and synchronization with compensation.  

• National Accounts - Focus! Focus! Focus! Distribution leaders will systematically evaluate distribution 
partnerships so as to be certain that the total investment produces the necessary ROI. Recommended lists have 
given way to model placement as the foundation requirement for dedicated sales and marketing resources to 
individual distributors. 
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• Proactive Internal Desk - Internal desks have become a critical component of the sales process. A proactive desk 
will work in close partnership with its external sales force. Gone are the days of the administrative internal 
wholesaler. Today’s internal assumes responsibility for the lower end of the territory’s focus advisors and will be 
measured by sales generated rather than antiquated activity metrics. 

• Elite Client Service - Client service is a key focus for all components of the distribution team. Protecting existing 
assets, onboarding new clients, and demonstrating to prospects that their experience with your firm will be 
unique will all emanate from delivery of elite client service. Institutional-quality service teams will be established 
to implement this critical role as the internal sales team remains focused on raising assets. 

 

#4 Hiring Predictions 
• The majority of Sales Management executives will add headcount to roles focused on sales analytics in 2019. 

Investment specialists dedicated to sales will also see strong hiring levels in the coming year. Within actual sales 
roles, more managers will add to their internal and hybrid wholesaler headcount than to their external 
headcount. 

• The Senior National Accounts Manager role will experience increased hiring activity in 2019, as nearly 40% of 
managers surveyed believe that more senior-level coverage is needed. This will be even more pronounced at 
larger asset managers. Hiring within other National Accounts roles will be more subdued than in prior years. 
Junior National Accounts Managers will see the largest drop in hiring, with less than a quarter of managers 
adding headcount, down from nearly half of managers in 2017. 

• Firms plan to continue to invest in marketing departments; however, it will be at slightly lower levels than 2017. 
High-impact areas, such as web/eMarketing/social media and content strategy, will see approximately 30% of 
firms adding to staff, while fulfillment roles will experience a net decrease. 

 

#5 Digital Marketing 
• Invest in search engine optimization (SEO). Selective SEO, such as product and thought leadership pages you 

hope to drive activity to, is better than nothing. Digital is as much about improving the target audience’s ability 
to find your fund or associate you with an investment theme as it is about pushing out branded messages.  

• Avoid the “one-off and pray” campaign. If able to invest in a proactive campaign, ensure the ability to do follow-
up emails, building on key messaging that caused prospects to click and open. Balance product call-to-action 
appeals with educational content. 

• Measure the activity, test your messaging … even if you use social media posts to test responses to messaging 
that can then be more broadly applied in an email campaign. 

 

#6 Advisor Trend Predictions 
Based on our 2018 advisor surveys: 

• More advisors will decrease their allocation to mutual funds (21%) than increase it (16%) in the next year. The 
investment vehicles benefiting most from this change will be ETFs (unsurprisingly) and separate accounts. We 
expect investment firms will respond by placing additional product development focus on model-driven separate 
accounts. 

• The shift away from an advisor’s core value of investment management will continue with more advisors shifting 
to a wealth manager-type role or a financial planner (less than 10% will consider themselves investment 
managers or brokers). This transition is also reflected in a growing percentage of assets being influenced by (and 
outsourced to) the advisor’s home office research team, which should increase to 40% of advisor assets by next 
year. 
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• Advisors will continue to limit the number of meetings they take with wholesalers. The average advisor wants 
less than four meetings annually with their top-three wholesalers and even less with wholesalers from other 
firms. Since advisors are opting to concentrate more assets with the top wholesalers they work with currently, 
wholesalers wanting to be considered as one of these top relationships will need to bring value beyond just 
speaking to the investment strategy: competitive positioning, access to specialists, understanding the advisor’s 
practice, and helping them grow their business.  

 

#7 Defined Contribution 
Defined contribution (DC) assets will increase by 5% in 2019, closing slightly over $8 trillion at year‐end 2019. The 
increasing challenges to succeed in the DC space will result in withdrawal by many of the asset managers who have 
only dabbled thus far. The most successful firms in 2019 will dedicate ample sales force and marketing resources as 
well as thoughtfully evaluate alternative distribution opportunities. The following factors will help shape the DC 
landscape in 2019 and beyond:  
 

• Market Volatility - Capital market conditions will play a pivotal role in DC plans during the year ahead. Assuming 
high levels of volatility persist, retirement plan sponsors and advisors will need to help investors maintain their 
commitment to opening, funding, and staying invested in their retirement plans. As economic and market 
conditions reveal themselves, asset manager responsiveness --and their ability to address the unique needs of 
each of the five generations currently invested in retirement plans--will go a long way in solidifying DC 
relationships. As baby boomers retire, addressing the retirement income challenge will be front and center given 
the estimated $1 billion migrating out of DC accounts daily. Moreover, the confluence of baby boomers retiring 
combined with lower returns for the foreseeable future, mean inadequate retirement savings will propel the 
continued growth of HSAs and managed accounts in retirement plans.  

• Product Placement - The opportunity for DCIO teams to access and maintain shelf space will keep shrinking and 
evolving. Target-date fund status as the primary default QDIA is driving about half of all new assets into these 
solutions, which are largely controlled by the biggest recordkeepers. Today there are fewer than 40 
recordkeepers in the U.S., and that number will shrink considerably over the next few years (e.g., Wells Fargo is 
said to be selling its retirement plan business). Intensifying regulatory burdens and higher technology spending 
will drive consolidation and as sub-scale recordkeepers are shuttered, a handful of players will ultimately 
dominate. The surviving recordkeepers will continue to go after IRA rollovers and build out their managed 
account platforms. DCIO teams will find the opportunity for single strategy (versus target-date funds) and will 
continue to be meaningful but brutally competitive in terms of fee pressure, performance hurdles, and service 
demands. The opportunity for DCIO business is also being reshaped by mid-market consultants and retirement 
aggregators that are distributing their own white label solutions using CITs and compelling asset managers’ DCIO 
teams to dedicate resources to covering these up-and-comers. For example, Ascensus is implementing an 
aggressive strategy aimed at consolidating mom and pop 401(k) plan administrators. 

• Technology - 401(k) plans will continue to embrace behavioral finance approaches to boost employee 
participation and contribution rates, including auto-enrollment, auto-escalation, calculators, and education, and 
increasingly firms will develop and enhance online, mobile friendly tools to support this quest. On a grander 
scale, technology also has the potential to both inflict harm on established retirement players and pave the way 
for entirely new channels of distribution and retirement solutions. The recently announced deal between 
BlackRock and Microsoft certainly has the potential to be disruptive if the two firms can translate their lofty 
aspirations into reality. If nothing else, their venture may encourage other large firms to partner with technology 
firms like Apple or Google. 
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Bonus Predictions 
• NBA - Golden State Warriors win their fourth NBA championship in five years, beating the Philadelphia 76ers in 

six games. It will mark the end of the Warriors’ dynasty as currently constructed when Kevin Durant opts out of 
his contract and enters free agency. 

• NHL - Tampa Bay Lightning finishes off a dominant regular season by beating the Winnipeg Jets in six games for 
their second Stanley Cup championship. Steven Stamkos wins the Conn Smythe Trophy as playoff MVP. 

• MLB - Houston Astros defeat the Atlanta Braves in six games to win their second World Series in three years. Alex 
Bregman has another dominant postseason and is named Most Valuable Player. 

• NCAA - Duke, Kentucky, Nevada, and Gonzaga make it to the final four in Minneapolis. Led by four freshmen who 
will all be drafted in the first round, Duke avenges an early season loss and beats Gonzaga to win their sixth 
national championship. 

 


