


Survival of the Fittest

Michel Tilmant

To compete as a successful investment manager, it is vital to understand the lessons for winning
in the competitive business environment in which we operate. Learning what your industry peers

believe is key to being a successful player and also provides an interesting and useful benchmark.

Generating alpha will always be at the top of the list of what makes the best investment manager.
Today, a changing financial environment also requires us to have a greater depth of strategic
priorities. Retaining and recruiting the best professionals as well as understanding and meeting
the demands of client distribution channels are all part of this requirement.

Investment managers must also have a broad range of products to differentiate themselves from
their rivals and to satisfy a range of clients. For instance, in the pension arena we are witnessing

greater demand for liability investment products to meet the changing requirements of trustees.

As this research reveals, managers are finding it increasingly difficult to differentiate themselves.
There is no doubt that investment managers will have to focus on their core competencies, which
will fuel the need to outsource non-core businesses to specialist suppliers.

Those investment managers that have a clear understanding of their core competencies, and are
able to focus on them, will be the ones that can generate the greatest alpha for their clients. They

are also the ones most likely to excel over the long term.

Simon Jeffreys

The investment management arena is fiercely competitive so it’s crucial to understand the market
needs and how best to meet them. The ability to generate alpha as well as attract and retain key
staff is fundamental. However, the winners are likely to be companies that can sustain top-tier
service through targeted customer segmentation, while curbing distribution and service costs. As
access to market becomes critical and customers demand ever more personalized products and
services, investment managers will also need to concentrate on fewer and more effective distributor

relationships.

As investment managers refine their focus on their core competencies in an increasingly competitive
marketplace, we will continue to see outsourcing of non-core activities to reduce cost and refocus

investment in the business.



Foreword

The Bank of New York is pleased to provide you with our new study, Survival of the Fittest - Future
Leaders in Investment Management. We commissioned this study because our company’s success
is intrinsically linked to our clients’” success. To that end, we are committed to understanding

our clients’ needs, and reporting on new and emerging industry trends.

Events over the last five years have proved especially challenging for the global investment
management industry. Roller-coaster equity markets, increasing regulatory oversight,
developments in technology, consolidation and the allure of alternative investments for
institutional investors are a few of the many challenges facing the industry. Even the most casual
reading of the world’s financial newspapers reveals that investment managers have overcome
enormous challenges to their business and continue to face increasing competition while

ensuring they provide a profitable return to their shareholders.

But complacency is not a characteristic associated with investment managers. As they look to
the future they are aware that many of these existing challenges will remain while new ones will

appear. It is how they deal with these problems that will determine who the winners are.

Our goal in commissioning this research study was to discover what the world’s leading
investment managers and consultants in North America, Asia and Europe believe will be the
key criteria for success in the future. With CEOs and senior partners, we have examined issues
such as surviving consolidation, attracting and retaining key talent, the impact of regulatory
scrutiny and the separation between the manufacture and distribution of products.

‘Survival of the Fittest' is the latest in a series of research reports generated by The Bank of
New York to help investment managers develop best practice and profitability. Another study
conducted earlier this year among European investment managers assessed the effect of middle
or back office outsourcing on shareholder value (Delivering Value from Outsourcing by European
Asset Managers, The Bank of New York/ Oxford Metrica, July 2005). We are also publishing a
study on risk management in the pension arena this year.

We are most appreciative of the time our clients afforded us by participating in this study.
The opinions and views they stated have shaped conclusions that are interesting, sometimes
surprising, and are the foundation of this research paper. As a securities servicing partner to the

world’s leading financial institutions, we hope you find the study of interest.
Gerald Hassell

President
The Bank of New York
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Introduction

This report is designed to provide a qualitative overview of
the industry’s views. The study underlying the report was
conducted through detailed interviews with the leaders of
63 of the world’s leading investment management firms and
consultants in North America, Europe and Asia. Interviews
were conducted with the CEO, COO or a senior executive
atan equivalent level. Due to the relatively small sample size,
the statistics used to illustrate the qualitative findings should
only be treated as indicative of market opinion. For the
purpose of this report we have ranked the size of investment
companies who participated by assets under management
as follows: small 0-$50bn; medium $50-100bn; and large
$100bn +.

Survival of the Fittest



What Makes an Investment Manager Successful?

In order to identify the key criteria considered essential to
future success and survival we asked the panel of senior
executives to rank their top three criteria for success from a
list of ten factors.

While all the respondents are clear that mastery of all these
factors is essential in a modern investment management
firm, the results indicate those criteria that the industry
leaders consider “first among equals”.

The ranking shows a clear demarcation between factors at
the top of the chart which are most critical to differentiating
a firm’s business, to those in the middle which are strategic
to its direction, and those at the bottom which are more
about keeping the business running.

Respondents feel that all ten factors are vital to success.
However, when forced to choose between success criteria, it
is unsurprising that the industry’s leaders identify factors that
would give their businesses a real competitive differentiation,
such as performance and staff, over and above essential
operational issues, such as cost containment and responding

to regulation.

It is interesting that technology, an absolute given for success
in today’s investment management industry, does not feature
in any of the panel’s top three critical factors. A possible
explanation is that for many firms technology is already
delivering the results expected and while IT is considered to
be very important, it is not a strategic differentiator. Having
a clear growth strategy is also deemed of lesser importance to
the dual drivers of performance and people, perhaps because
there is an expectation that growth will naturally follow if
the top two criteria are fulfilled.

This report highlights the results of the findings for each
of the top ten essential success criteria and is separated into
three main chapters: the first looks at the top two success
factors which respondents place a marked emphasis on, the
second looks at the middle four factors in the ranking, and
the third section looks at the final four. Throughout each of
these three chapters we have included specific feedback from
some of our respondents on some topical industry issues
such as the debate over active versus passive management
and the outlook for industry consolidation.

Performance - generating alpha

Staff and culture

Distribution

Focus on core competency

Product focus on funds

Targeting clients

Technology

90%

Fundamental to
Survival

0,
35% Strategic
Differentiators

27%

26%

Cost containment 8%
Good
Business
0,
3 Clear growth strategy 8% Management
Risk / Responding to regulators 5%

% ranking 1,2 or 3

Ten critical success factors
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1. Vital Survival Components

Respondents clearly feel that generating performance and
attracting and retaining staff are the dual recipes for survival
and future success. The primary importance respondents
place on these two factors clearly separates them from the
next set of criteria, which are in turn linked by their common
ability to set the strategic direction of the business.

“[Performance is] ultimately the distinguishing factor.
Thats why they hire you. If your performance is not
good enough, then they fire you. Its key.”

Investment Manager, The Netherlands

The search for alpha is the highest priority of the industry’s
leaders when planning a survival strategy. Ninety percent
of respondents considered delivery of performance as their

number one criteria for success.

There is little doubt that investment managers, seeing a
growth in demand for higher return products, are launching
more high-alpha products. In some cases demand is
outstripping supply, with limited capacity restricting many
managers’ ability to invest as much money as they would

like.

The influence of hedge fund managers should also not
be underestimated. Record inflows into alternative assets
means that hedge fund-induced market movements are
influencing the way that long-only equity managers think
about investment strategy, as well as introducing absolute

measures of return alongside traditional measures.

Industry leaders also recognize the importance of securing
and retaining top quality portfolio managers to deliver high
alpha. Over half of the respondents (57 percent) believe that
the so-called ‘rock star’ portfolio manager is an essential
ingredient in maintaining margins in their business.

Survival of the Fittest

Large 46% 7% 46%
Medium 77% 0% 22%
small 36% 9% 54%
0% s 20m % 4% so%  BO0% % 80%  S0%  100%
EAgree W Neither B Disagree

Generating alpha is necessary to attract business but not necessary for
survival

Interestingly, while the large and small investment managers
are in agreement that generating alpha is necessary for
survival, the medium sized players have a very different
view. Having developed a track record, the challenges for
medium sized players are often sustainability, distribution
and diversification.




Opinion is split on whether active investment management
is an essential ingredient of success. UK investment managers
believe an active management policy will not necessarily
protect an investment manager from future rounds of
consolidation. Continental Europeans meanwhile, tend to
think that it will (61 percent). Opinion in North America
and Asia is more polarized and there is little difference in
opinion by size of company.

Those following the strategy of active management are
strongly committed to it and believe it will yield outsized
results both for the company and its clients in the future.

“...active management is the right way to manage money
for the majority of investors. It creates the opportunity to
generate meaningful alpha where passive management
simply accepts whatever the market is doing...”

Investment Manager, US

Other investment managers, however, believe that there is
room for the two styles to coexist, supporting the needs
of a varied client base. This said, in some quarters there
is a feeling that passive and active management styles are

converging more and more.

“...passive managers are using more and more active
[styles]...on the active side its more difficult ro beat the
market so to smooth the peaks sometimes you combine
some passive management with the active.”

Investment Manager, France

“ Adapting an active strategy is important even for
passive managers as the profitability and fee realization
is higher for the acitve manager and profitability
will enable them to cope with the increasing cost
demands...”

Investment Manager, US

Survival of the Fittest
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“The asset manager’s only asset is people. ... the ability to
attract and retain talent is always going to be paramount
to success.”

Consultant, UK

One of the greatest assets of a company is its employees,
and nowhere is this more valued than in the investment
management arena. Two thirds of the industry’s leaders
identify issues of staff and culture among their top three
critical success factors.

There is no doubt that the influence of hedge funds is re-
shaping how the industry manages and secks to motivate
and retain its talent. Hedge funds are typically small,
boutique style organizations that thrive on the ability to
generate an energetic, entrepreneurial environment. They
place a great deal of autonomy on a few key staff and ensure
that their personal financial security is wrapped up with the
company.

Many large, established investment managers have tried
to mimic this model to motivate and retain key staff by
structuring their managers into small, autonomous teams
and trying to foster a small company culture amongst
them.

During the past 18 months, the industry has witnessed many
senior, high profile arrivals and departures. In part this is due
to the impact of some regulatory crises, but it is also being
driven by the industry’s increasingly competitive nature and
the trend towards smaller boutique firms. This has forced
investment management companies to recruit new talent to

stay ahead of the competitive pack.

Senior management has realized that people issues are as
important as managing assets, increasing profit and creating
shareholder value in maintaining the dynamic nature of an

organization.

The findings show that attracting and retaining talent in a
competitive environmentis considered paramount to success.
This view is supported by both investment managers and
consultants alike, across Europe, North America and Asia,
and regardless of the size of the business.

Survival of the Fittest

“Success doesn’t depend on the industrialization of the
industry, it depends on the culture of their people.”

Investment Manager, Asia

“If you haven'’t got a good culture you won'’t attract the
best people... culture is the glue that causes people to
want to work as a team...”

Consultant, UK



2. Key Difterentiators

The next group of components in the success criteria for
survival are four elements that are linked by their ability to
influence and shape the strategic direction and core focus of
an investment manager’s business. Getting the strategy right
around distribution, product focus, sales and marketing,
and understanding what the firm’s core competencies are, is
vital to exploiting your competitive differentiators to their
maximum. In a crowded industry where the number of
new entrants is keeping up with the rate of consolidation,
managers are clearly finding it harder and harder to
differentiate themselves.

“I think increasingly therell be a separation of fund
management from fund distribution and a loss
of specialist fund managers...distribution will be
dominated by big banks and big insurers.”

Consultant, UK

How to get a fund to market remains a focus of attention
in the industry with 37 percent of our panelists identifying
distribution as one of the top three success factors. Whilst
success in both distribution and managing money is possible
according to 58 percent of respondents, 77 percent believe
that the separation of distribution and manufacturing of
retail investment products in the insurance industry is likely
to increase. Qualitative feedback suggests that it is only very
large organizations that are able to deliver both of these
effectively, and even here the successful companies manage
manufacturing and distribution as separate business units
which only come together at a very high level.

Agree 77%

Disagree 11%

Neither 12%

The separation of distribution and manufacturing of products will
increase in the insurance industry

The separation of distribution and manufacturing of retail
investment products will also increase in the broker dealer
industry, according to 58 percent of respondents. In North
America and Asia we see even greater strength of feeling
with 42 percent and 75 percent respectively stating that they
‘strongly agreed’ that this trend would increase. However the
North American market tends to be different than Europe
where broker dealers do not tend to be involved in retail
distribution.

Agree 58%

Neither 23%

Disagree 19%

The separation of distribution and manufaci.ring of retail investment
products will increase in the broker dealer industry

This research was conducted immediately prior to Legg
Mason’s acquisition of Citigroup’s investment management
business and it will be interesting to see whether this move
has subsequently changed industry leaders’ views on the
separation of manufacturing and distribution, given Legg
Mason’s view that the deal “eliminated any potential conflict
of interest of being both manufacturer and distributor.”

Survival of the Fittest
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At the end of the day your core competencies are the
one thing that you can rely upon to create value for
investors. ... they should provide the greatest opportunity
for delivering alpha, so without that working the rest
of your business strategy will nor work.”

Investment Manager, US

An overwelming majority of respondents (88 percent)
agree with the statement that investment managers who
have understood their firm’s core competencies will be
leaders of the future, with littde difference by size and
region. Globalization and scale may still be popular in
the largest organizations, but there is increased focus on
core competencies and profitability. Any focus on core
competency depends on a company being absolutely clear
about what its key differentiators are and all agree this is
an important consideration for organizations who want to
succeed.

Disagree 2%

Neither 10%

Agree 88%

Investment managers who have understood their rms core
competency will be the leaders of the future

Asset and liability matching strategies and institutional
customer-facing activities will remain core parts of the asset
manager’s role, but areas of lesser consequence to the end-

customer can potentially be outsourced.

9 Survival of the Fittest

The regulatory environment is also fueling the outsourcing
proposition. New regulations, such as Sarbanes Oxley, The
US Patriot Act and the EU Savings Directive introduced in
recent years, and the compliance burden that has resulted,
pose challenges for both fund firms and service providers
and requires further investment.

This move to outsourcing of middle and back office
functions has sent a positive signal to shareholders,
particularly in Europe where it has increased value by up to
10 percent in the year following the announcement of such
a deal (Delivering Value from Outsourcing by European Asset
Managers, The Bank of New York/Oxford Metrica 2005)

“It means they focus on what they decide to excel at
instead of being a jack of all trades and master of

»
norne.

Consultant, UK



Investment managers in North America are more likely to
agree that a broad product offering will generate success
in the future. A majority of North Americans support this
theory (58 percent) while only 21 percent in the UK and
34 percent in Europe were in agreement. There is little
difference in opinion by size of company. Meanwhile the
clear majority of industry consultants (69 percent) indicates
that they do not think that a broad product range is a recipe
for success.

Many investment managers believe that organic growth
is likely to come from a combination of improving the
performance of existing products and new product lines.
Given the success of hedge funds in recent years and the
optimistic forecast for their growth (Institutional Demand
Jfor Hedge Funds: New Opportunities and New Standards, The
Bank of New York /Casey Quirk and Acito 2004) alternative
investments are likely to form a large part of this focus.

However for pension funds, liability-driven investments and
fund-of-funds products are also likely to play an important

role.
Large 43% 25% 33%
Medium 33% 33% EETA
small 36% 18% 45%
% 0% 0% 0% 0% 0% 8% 0% 0% 0% 100%
EAgree M Neither M Disagree

In the future, having a broad product range is likely to be a more
successful strategy than a niche offering

The chart shows that the view of the industry is polarized
into two camps: those that believe you have to have a small,
focused, specialized product set to succeed, contrasted against
those that believe you need a broad product range. Perhaps
this is as much a reflection of company’s views of their own
competitive positioning as it is a true driver of success. The
small and large sized players had strong views on this while
the medium sized players were fairly undecided, perhaps
reflecting that you can survive well as either a niche player
with a focused product set or a large player with a broad
product range, but life is difficult for those in the middle,
who are too large to be a niche player but not big enough to
have an effective, broad product offering.

Survival of the Fittest 10



Respondents to the survey recognize the power of brand,
and most believe that brand marketing is important not
just for distributors of product, but also for manufacturers
of investment products. A very high percentage of large
companies (89 percent) disagrees that marketing and
branding is only important for businesses that plan to
be pure distributors. The reality is that a degree of name
recognition is essential, even for organizations that only plan
to be pure manufacturers of investment products.

Targeting clients is ranked sixth in our list of top ten success
factors and there is little doubt that astute use of sales and
marketing is important in an industry that is finding it hard

to differentiate one organization from another.

In addition, investment managers are placing increasing
emphasis on their relationship management and client
service teams. Having a strong relationship with a client can
often delay a client’s desire to terminate a manager when
performance drops. Strong relationship management was
the most frequently mentioned additional success factor in

our quantitative analysis.

Numerous industry scandals have also meant that parts
of the industry are suffering from a lack of trust by their
ultimate retail investors. This problem was explored in detail
in The Bank of New YorK’s study Restoring Broken Trust.
The response of many sales and marketing departments
has been to try to rebuild faith and trust in the industry.
Communicating their message clearly and persuasively, while
also educating their client, has become a key priority. As a
result it is the firms which can set themselves aside from the
pack using a creative approach, consistently and strategically,
who will be the winners in the sales and marketing battle.

11 Survival of the Fittest

As differentiation has become harder, and increasingly
sophisticated clients have become better informed and more
demanding, many sales and marketing departments are
focusing on communicating a unique positioning through
an increasing use of brand management. This trend has been
marked by a number of investment management firms, such
as Columbia Management, Bank of America and Morley, all
of which have ‘re-branded’ themselves in recent years.

N 7% 4% 89%

Medium 33% 11% 55%
small 27% 0% 72%
o% 0% W% % 4% 0% B0% 0% 80% 0% 100
B Agree B Neither EDisagree

Being a leader in marketing and branding only matters if you plan to
be a distributor



3. Good Business Management

The four elements that make up the third group within the
top ten success criteria are cost containment, a clear growth
strategy, risk/responding to regulation and technology.
Each of these components is vital to maintaining a smooth
business environment and are important enablers to the key
differentiators in the previous two chapters.

A clear majority of respondents agrees that containing costs
over the long term is a vital defence against acquisition,
although only 8 percent of the survey selected cost
containment as one of their top three criteria for success.
Cost containment grows in importance when considered in
the context that many of the industry’s leaders see a clear
focus on managing costs as being one of the most effective

deterrents to acquisitive rivals.

Disagree 18%

Neither 13%

Agree 69%

A strong focus on containing costs over the long term is a vital
ingredient to not becoming one of the acquired

The study found that 69 percent of all respondents thought
that cost containment was the best way of shoring up their
defenses which will undoubtedly keep existing shareholders
happy and attract new ones. Surprisingly, only 36 percent
of large firms strongly supported this view, compared to 64
percent of small companies. This is likely to be explained by
the fact that management has a larger stake in their business.
Larger global players with scale on the other hand have a
very different cost challenge.

In North America (41 percent) and Asia (50 percent)
there is a more notable number who do not feel that cost
containment will prevent acquisition.

Staff compensation remains the single largest cost faced
by the investment management industry and continuous
upward pressure on remuneration expense is beginning to

cause alarm in some areas of the industry.

The rising cost of responding to regulatory issues has also led
to increased expense for investment managers. Compliance
teams and their associated technological support come at a
price, as does the reporting structure needed to ensure their
accuracy and effectiveness.

Retail fees may fall, but they will never match institutional

rates.

At the end of the day the cost of distribution will never
be the same. The net is growing but the man in the
street is still looking for advice so you'll need local people
being in charge of local advice and the local man will
have to pay.”

Investment Manager, France

When asked whether retail investors will receive the same
fee deals as institutional investors, the feeling is that
performance requirements, changing transparency and
pressures on retail investment management fees will not, in
the short to medium term, result in similar fee structures to
both sectors.

If fee structures to retail investors are to be reduced, then
so must the level of administration and service associated
with retail products. The cost of distribution to the retail
market is simply too high at present for fee structures to be
the same.

In the North American retail market however, particularly
in the area of Wrap products, there is strong evidence of
a downward pressure on management fees as a result of

intense competition between managers.

“While theres a downward pressure on investment
management fees, I expect that retail fees will stabilize. ..
primarily because retail operating costs are higher than
institutional funds. Retail fees need to remain higher ro
cover these costs.”

Investment Manager, US

Survival of the Fittest 12



“There will be increased consolidation. There are too
many managers that have insufficient strategic focus
and [are] not sufficiently differentiated. I think they
will also come under increased margin pressure. . .its not
an attractive business unless you have sufficient funds
under management.”

Consultant, UK

The investment management community is divided on
the merits of using mergers and acquisitions as a way of
growing the business and this report highlights the disparity
of opinions. The advantage of the acquisition route is that
it brings the most immediate pay-off. It brings scale and,
more importantly, the opportunity to take costs out of the
merged business. Generating organic growth can cause
pressure on cost-income ratios, particularly when it comes
to attracting and retaining the best talent and investing in
new technology.

According to a report published by Grail Partners, the US
advisory merchant bank specializing in the investment
management business, the traditional rationale of acquiring
in order to build size and scale may be changing to one of
acquiring in order to add focus or differentiation. In some
cases, as we referred to in the staff and culture section, this
can involve the lift-out of complete teams or MBOs, which
reflects the increasing importance of management having
business equity and autonomy within the asset management
culture.

The industry leaders interviewed for this research score
growth via acquisition eighth in the ranking of critical success
factors suggesting that for many there is an expectation that
organic growth can be achieved if the issues of performance,
people and distribution are successfully addressed.

13 Survival of the Fittest

“Only the really global [players] will survive. Global
in terms of what they do and where they are...”

Investment Manager, France

There is a strong global consensus that the investment
management industry will continue to polarize; there will
be continued consolidation at the top end and the “middle”
players will be squeezed by the large players from the top
and by the niche players at the bottom.

There remains, however, a strong belief that the industry
will remain fragmented, because the number of new entrants

tends to keep up with the rate of consolidation.

“....currently, the investment management industry
is highly fragmented...asset managers will start
becoming more independent with their own marketing
strategies.”

Investment Manager, Asia

Agree 61%
Disagree 34%

Neither 5%

The investment management industry will always be relatively
fragmented because the number of new entrants tends to keep up with
the rate of consolidation



The expectation of niche start-ups is strongest in the UK (71
percent). However in both Europe (56 percent) and North
America (50 percent), industry leaders recognize the trend.
The difficulty faced by investment managers is in retaining
their star fund managers, and the explosion in hedge fund
start-ups is testament to the ability of the industry to keep
growing from the roots up.

Ar the small end of the market you'll see niche players
become more successful and small companies exiting
the mutual fund business because of the regulatory
complexity.”

Investment Manager, US

Although there is agreement on the fact that investment
management firms will come and go, opinion is divided on
whether firms need a clear growth strategy that encompasses
acquisitions if it wants to be the acquirer and not the
acquired. While some investment managers such as AMG,
Old Mutual, New Star and F&C have built their businesses
through focused acquisition, this is not the norm in the
industry. Fewer than half of respondents(43 percent) agreed
with this philosophy while 38 percent disagree and 19 percent
are undecided. Opinion is divided both regionally and by
the size of company. Continental Europeans agree more
strongly with this statement compared to those in the UK,
North America and Asia. Views recorded by size of company
remained fairly divided between the two strategies.

Disagree 38% Agree 43%

Neither 19%

The only way to be the acquirer and not the acquired, is to have a clear
growth strategy that encompasses making acquisitions

Survival of the Fittest 14



“It will be more complicated to make money in the future.
Clients are not willing to pay for the regulators.”

Investment Manager, France

In the US particularly, the Sarbanes-Oxley accounting and
governance legislation has added increased complexity and
costs to the task of compliance. It is also noteworthy that
regulatory pressure was referenced by Citigroup as a key
driver in its decision to sell its asset management business
to Legg Mason.

“It has raised the bar on costs and it is distracting.”

Investment Manager, US

In Europe, now that Basel IL is in place, risk managers expect
to face a more predictable regulatory framework. This may
be a reason why risk management is rated by only 4 percent
of respondents as a top three priority within their critical

factors for success.

Investment managers may not always welcome greater
regulatory scrutiny but recognize that compliance is essential
business practice and will increase investor confidence. One
respondent cited enhanced compliance as helping in the
following ways:

“lit helps].. focus on clarity of parties, practices and
costs. . .understanding of the factors and threats to
investment strategies... and ensuring a level playing

freld”
Consultant, UK

On the downside, increasing transparency for clients is
expensive and many respondents believe that smaller players
simply will not survive, as investors will expect companies to

absorb the increased costs of compliance.

“You have more things to control and report on, so it
affects profitability. At the end of the day the global
players will survive. I'm not sure the small players

will.”

Investment Manager, France
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Despite the likely impact on profitability initially, most
respondents recognize that to be successful one must
embrace new regulations and invest in the systems and
technology necessary to do so; trust and integrity are key in
this industry. A number of commentators also see excellence
in regulatory compliance as a key differentiator especially for
those businesses who wish to grow through acquisition.

“It has absolutely enabled us to enter the acquisitions
business. We have been able to be clean internally and
are happy to be scrutinized. This has helped us go before
trustees because they can see we are clean - we can win
an acquisition not only on cost but also on reputation.
A lot of competition has been eliminated in the market
because of this.”

Investment Manager, US

“It is costly but everyone needs to do it...it can become a
competitive advantage but there is a huge reputational
risk if you get it wrong. Any error can blow your
integrity out of the water.”

Investment Manager, UK

The change in regulatory environment is good news for
consultants though — business has never been better.
Consultants are seeing an increasing number of companies
seeking both advice and software tools to help them comply
with the new regulations.

“We get more work. If there is more regulatory scrutiny
then people come to us for advice.”

Consultant, UK



The fact that technology is not highlighted as a top three
factor of success by any of the panel probably indicates the
impact technology has already had on the industry and
suggests that, while important, it is not a pressing concern

for many market participants.

It may also be partly because changes in technology within
the industry since the 1980s have been constant and steady,
with very few structural shifts.

Developing systems is a must if investment managers want
to stay ahead of the game when it comes to supplying clients
with meaningful information in a timely and efficient
manner. There has been a shift from the purely quantitative
towards the qualitative. Client relationship management
(CRM) is a working example of this strategy.

It is clear that efforts to squeeze out the remaining elements
of manual involvement in the transaction and reporting
cycles will require continuous process re-engineering and
enormous investments to improve efficiency and eliminate
duplication. The search for efficiency is leading firms
to broaden the scope of services that they will consider
outsourcing to include middle office functions.

While effective technology no longer appears to be viewed as
a key differentiator by industry leaders, there is little doubt
that a significant failure in IT would seriously damage a

firm’s prospects of success.

Survival of the Fittest
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Methodology

The Bank of New York commissioned TNS to conduct the
research on its behalf. TNS is one of the world’s leading
market information groups employing 13,000 people in
70 countries. TNS provides local expertise and knowledge,
together with internationally consistent information and

analysis to multi-national organizations.

A note about the data

1. A total of 63 interviews were conducted with
investment managers and industry consultants

around the globe.
2. Interviews were arranged by The Bank of New York.
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The following companies participated:

Interviews were conducted with the CEO, COO or a

senior executive at an equivalent level.

ABN AMRO Asset Management
ABN AMRO Asset Management (Singapore)
Accenture

Aegon Asset Management

Amaces

Artemis Investment Management
AXA Financial

Baillie Gifford

Barclays Global Investors

BNY Asset Management

BCS Group

Capco

Citisoft

Commerzbank

Credit Agricole Asset Management
CSTIM

Dexia Asset Management

DLIB]J Asset Management
Dreyfus Corporation

DWS Investments

Ernst & Young

First State Investments

Fisher Francis Trees & Watts
Fortis Investments

Franklin Templeton Investments
Generali Asset Management SGR S.p.A.
Groupama Asset Management
Grupo Santander

Hartford Investment Management
Hermes

Hewitt

Ikano Fund Management SA
ING Investment Management

JP Morgan Fleming

KBC Asset Management

KPMG

L&G Investment Management
M&G Investments

Martin Currie

Morley Fund Management

Natexis Asset Management

New Star Asset Management

New York Life Investment Management
Nordea Investment Management
OppenheimerFunds, Inc.

Phoenix Investment Partners
PricewaterhouseCoopers

Principal Global Investors

Prudential Asset Management Singapore

San Paolo IMI Asset Management SGR S.p.A.

Schroder Investments

Scottish Widows Investment Partnership
Societe Generale Asset Management
Standard Life

Thomas Murray

Threadneedle Asset Management

Troika

Union Investments

Watson Wyatt

Plus four major US financial institutions who wish to

remain anonymous.
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About The Bank of New York

The Bank of New York Company, Inc. (NYSE: BK) is a global leader in providing a comprehensive

array of services that enable institutions and individuals to move and manage their financial assets

in more than 100 markets worldwide. The Company has a long tradition of collaborating with

clients to deliver innovative solutions through its core competencies: securities servicing, treasury

management, investment management, and individual and regional banking services. The

Company’s extensive global client base includes a broad range of leading financial institutions,

corporations, government entities, endowments and foundations. Its principal subsidiary, The
Bank of New York, founded in 1784, is the oldest bank in the United States and has consistently
played a prominent role in the evolution of financial markets worldwide. Additional information

is available at: www.bankofny.com.

North America

Torry Berntsen, Executive Vice President
Robert Darmanin, Managing Director
Louis DiFranco, Managing Director

Europe
Timothy Keaney, Executive Vice President
Daron Pearce, Managing Director

Asia Pacific

Kenneth Lopian, Executive Vice President
Andrew Gordon, Managing Director

Jai Arya, Managing Director

Latin America
Javier de Ussel, Managing Director

212 635 7887
212 635 8121
212 635 6067

44207 964 6126
44207 964 7624

212 635 7639
852 2840 9801
656 432 0220

212 635 8505
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