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FUSE Forecast 2020 

 
#1 Net Flows 
Based on capital market assumptions of the U.S. equity market returning 5% in 2020 with stable interest rates and 
inflation, FUSE predicts net inflows to $360 billion into long-term mutual funds and exchange-traded funds (ETFs). 
This follows 2019’s inflows of $420 billion. 

• Taxable Bond – Taxable bond net sales will continue at above-average levels due to shifting demographics and a 
continued risk-off mentality, finishing 2020 with $350 billion of net inflows. This follows inflows in 2019 of more 
than $400 billion, the highest level in nine years.  

• Domestic Equity – Overall domestic equity flows will remain slightly negative through 2020, with approximately 
$10 billion in net outflows. This is on the heels of more than $45 billion in net outflows in 2019. Passive strategies 
will see the majority of growth, collecting $120 billion, while active U.S. equity products will experience another 
year of net outflows of $130 billion. 

• Global/International Equity – On the heels of collecting $5 billion in net inflows in 2019, we expect inflows of 
$25 billion in 2020: but $60 billion in outflows from active strategies while passive collects $85 billion of inflows. 

• Municipal Bond – With a breakout year of $105 billion in inflows, municipal bonds are set to come back to earth 
as they are trading at high premiums. We do, however, expect another good year, given the macro political and 
economic trends with flows $30 billion.  

• Alternatives – Redemptions will persist in 2020, with net outflows of $10 billion (-$20 bil in 2019) as investor 
have yet to effectively use alternatives prior to market corrections and flows turn positive only after the fact.  

• Sector – We see a similar picture to the prior two years unfolding in 2020, and forecast outflows of $25 billion. 

• Target Date – FUSE sees steady net flow levels continuing in 2020, with inflows of $55 billion, representing a 
slight decrease from $60 billion in 2019 due to small headwinds from CITs and net withdraws from 401k plans. 
Note: Given issues with double counting, Target Date flows are not included in the figures above. 

 

#2 Product Development and Growth 
Mutual Funds 
The shift toward passive will continue in 2020, as a prevailing short-term mindset continues to apply unrealistic 
demands on active managers. In addition, advisor evolution to holistic financial planners shifts the focus from 
individual fund holdings to an overall solution/outcome orientation, which further undercuts the demand for 
active. As a result, new product development efforts for active strategies in 2020 will center on real alternatives 
(including real estate and infrastructure), multi-asset, and capacity-constrained categories. These trends resulted 
in 2019 representing a 10-year low in fund launches, and we expect new launches to remain suppressed in 2020, 
with only another 200 products rolled out. However, the number of rationalizations (mergers and liquidations) 
will increase to roughly 400 funds this year. 
 

ETFs 
The development of new ETFs will continue at a strong pace, especially with the approval of Non-Transparent ETF 
(NT ETF) structures. NT ETFs will generate lots of activity but little in the way of flows in 2020. Distributors are clear 
about wanting to see how the different approaches trade. T. Rowe Price and Fidelity are the firms to watch given 
plans to clone (or offer “substantially similar”) several of its top offerings. We expect more than 300 new ETFs, the 
highest number in five years, while 110 ETFs will be rationalized in 2020 due to a substantial number of ETFs that 
have been on the market for more than two years but have yet to achieve scale.  
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SMAs 
Retail separately managed accounts will improve slightly on their 2019 net sales run rate with inflows of $310 
billion in 2020. The SMA market has become crowded on the equity side from the ease of model delivery and on 
the fixed-income side from the rampant adoption of municipal bond laddering. The pressure to differentiate in this 
environment will lead firms to take at least one of the following paths to success: creativity, client service, and 
customization.  
 

ESG 
FUSE predicts ESG assets will grow by 15% in 2020, with assets surpassing $900 billion. 2020 will be the year that 
ESG migrates from a product differentiation strategy to being integrated into overall portfolio management 
processes. Similar to 2019, 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 funds, or 19%, have been 
repurposed or repositioned, but they account for 39% of the current $434 billion in ESG assets. 
 

Closed-End Funds 
FUSE expects closed-end IPOs to remain at elevated levels with 12-14 new products coming to market in 2020 
amassing $7 bil in assets. The closed-end market generated surprisingly successful results 2019, as nine new funds 
raised almost $5 billion. The catch is that the advisor must front all commissions and structuring expenses, which 
makes this a market that only firms with deep pockets and patience (10-12 year terms) can play. 
 

Interval Funds 
Interval funds continue to show strong asset growth of 32% annually over the last three years and have past tender 
offer products in total assets. With roughly 20 potential new interval funds in registration, FUSE expects interval 
funds to stay hot and increase another $5 billion in assets in 2020 on top of the close to $3.5 billion in asset growth 
in 2019. The number of unique strategies suited to interval funds should add another 10-15 funds and include a 
number of offerings from well-known firms such as Principal, Loomis Sayles, Lord Abbett, PIMCO, BlackRock, and 
Dreyfus. 
 
Collective Investment Trusts 
FUSE anticipates assets in CITs to grow by at least 15% in 2020 (vs. 12% in 2019) fueled by the ongoing conversion 
of existing mutual funds (only about 30% of large plans assets are in CITs today). Longer-term, growth will be 
supported by CITs moving down market from the mega and large plans to the middle market offerings. 
 

Model Portfolios 
In 2020, FUSE expects the growth of third-party models (those crafted by investment firms vs. distributors) to 
accelerate at a dramatic pace and supply most of the overall growth in model portfolios over the next three years. 
The marketplace for pre-packaged asset allocation models is thought to be $1.4 trillion with another $1.4 trillion in 
shadow portfolios managed by advisors (according to Broadridge data). The bulk of these assets are in the offerings 
crafted by the wirehouses (Wells Fargo and Merrill in particular) but there has been significant growth at platforms 
such as Envesnet.  
 

Sub-Advisory  
FUSE anticipates at least 200 new mandates in 2020 (vs. the 157 new mandates in 2019 that held $13 billion in 
asset as of year-end). Much of this growth will come from variable annuity providers, but we also expect more 
multi-manager portfolios on the mutual fund side of the market. The success of Edward Jones’ Bridge Builder funds 
will strengthen the argument for more distributors (including TAMPs) to follow the sub-advised model. 
 

Direct Indexing 
We expect this $100 billion+ corner of the market to grow at a significantly faster rate in 2020. Investors seeking a 
level of customization that is not possible through ETFs will gravitate toward new lower-cost direct indexing 
strategies made possible by the elimination of trading commissions. With major brokerage firms now offering 
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commission-free trading and the ability to trade fractional shares, direct indexing will be more cost effective and 
may be implemented in lower balance investment accounts.  
 

#3 Distribution Trends: “Institutionalization of Retail”  
• Firms will continue to shift platform research coverage to consultant relations / institutional sales teams. 

Decreasing opportunities in the defined benefit market pushed institutional consultants to seek opportunities in 
intermediary channels in a research support capacity. Leveraging institutional sales in this manner will create 
distribution efficiency…once institutional staffs overcome disdain for “retail.” 

• Firms that choose to maintain a discrete intermediary focus will, at the very least, scrap old distribution 
structures and naming conventions. Large firms will roll out smaller teams of highly skilled, institutional-oriented 
relationship managers (without regard to wholesaling or national accounts background) and will coordinate and 
deliver the full support resources of the firm, including product specialists, CPMs, and value-add experts. This 
team will have the critical responsibility of creating deep, supportive relationships and facilitating the gathering 
of assets from strategic clientele.  

• Efforts to convert the internal sales desk toward more proactive sales efforts have been stymied by a lack of 
access to advisors…they will simply not answer the phone. Internal sales desks will be transformed to (1) provide 
an institutional client service experience, requiring a significant change in the profile of personnel, or (2) take on 
a more active role in territory optimization by managing the implementation of sales analytics. 

 
#4 Marketing: Firms Will Look to Make Strategic Bets, Drive More Client 
Acquisition, Through Marketing 
• To compete in 2020, firms must commit to fully integrating marketing into the distribution process, with specific 

involvement in the tactical and strategic client engagement plans of the firm. No longer an ancillary component 
of the distribution process, marketing will be responsible for the essential task of both supporting more 
traditional producers (regardless of segment / tier) and generating new prospects.  

• Successful firms will be those that assign responsibility to marketing for driving (and measuring the success of) 
distribution initiatives. This will mean weighing both the specific marketing program goals and the relative 
resources required. 

• Top organizations will realize that building digital engagement means more than refreshing your website. Market 
leaders will adapt to the increasing use of mobile devices and the aversion to passwords for “special” content. 
Developing a plan that provides for client personalization, and continues engagement through retargeting, will 
be table stakes.  

• Advisors, and the distributors they may work for, are looking for firms that can expand the financial advisors’ 
practice (i.e., grow the book). Investment firms that use the old approach of pushing an advisor to shift assets 
from an underperformer to the latest hot dot will not be granted access. 2020’s winners fall in to two categories: 
(1) scale players that deliver true value-add programs, and (2) specialty shops that focus on decisive market 
insights and guidance. 

 

#5 Hiring Trends: Firms Will Look to Shuffle Existing Resources to Align with 
Business Initiatives 
While hiring activity in 2020 will be flat year-over-year, there will be a reallocation of resources across functions 
within the distribution organization. The core drivers impacting these decisions will be the growth of model 
portfolios and expanding influence of centralized decision making (professional buyers). The need for maximizing 
the impact of every advisor relationship will support continued hiring in sales analytics and digital engagement. 
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#6 Advisor Trends: Advisor Teams Continue to Grow in Size and Complexity 
Putting Leading Asset Managers in an Even Better Position to Capitalize 
There will be an increase in the number advisor “super teams,” which are thoughtfully constructed in order to offer 
clients an expansive and diverse set of capabilities. Asset managers with integrated sales/marketing/product teams 
will be able to navigate the broad investment and specific product support required by these teams.  

 

Bonus Predictions 
• NFL – S.F. 49ers defeat the Kansas City Chiefs 28 – 24 for the 49ers 6th Super Bowl to tie the Steelers and Patriots 

for most Super Bowl wins. George Kittle will win the Super Bowl MVP.  

• NBA – Lakers defeat the 76ers for their 17th NBA Championship and tie the Boston Celtics for most NBA titles. 
Anthony Davis will win his first NBA Championship, but Lebron James will win his 4th Finals MVP. 

• NHL – In an almost identical repeat of 2019, the St. Louis Blues will face the Boston Bruins, but the Bruins will 
come out on top for their 7th Stanley Cup. David Pastrňák wins the Conn Smythe Trophy. 

• MLB – Unfortunately, the New York Yankees will win their 28th World Series by knocking off the LA Dodgers. 
Aaron Judge will have a dominant postseason to be named MVP. Baltimore Orioles win 81 games. 

• NCAA – Kansas, Duke, Baylor, and WVU will make it to the final four. Baylor will face WVU with WVU coming out 
on top (68 – 63) due to stellar post play and matching Baylor’s backcourt for WVU’s 3rd National Championship. 
Marquette returns to the Sweet 16. 


