
• Analyze the retail product landscape across multiple products

• Make decisions around key market segments

• Formulate competitive strategies for retirement income solutions and
embedded-advice funds

• Organize product development efforts

• Gain intelligence on challenges and trends in developing new
products for the retail third-party marketplace

• Compare internal product organizational structure to peers

• Validate initiatives
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Key  Findings:

•  Most asset managers (82%) believe that the need for retirement income is
a significant driver of product innovation.

• The top three products that advisors are requesting and that product devel-
opers are considering are retirement income, alternative strategies, and
global asset allocation.

• In 2009, 71% of asset managers believe it is highly likely that the next gen-
eration of target-date/lifecycle and risk-based/lifestyle funds will guarantee
part of the return or yield, versus only 6% in 2008.

Exclusive  Data:    

• New product development plans amid a turbulent economic environment

• Strategies around product, portfolio construction, investment vehicles, and
market segments

• Size of traditional and alternative investment products

• Embedded product development trends

• Trends in mutual fund fees and share class pricing

• Product group headcount by function and organizational structure of
product group

• 529 plans, ETFs, socially responsible assets, retirement income, and
annuity trends

Main  Drivers  of  Product  Innovation,  2008
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Update:  Retail  Products  and  Strategies  2009  provides insight into the following questions:
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•  How are asset managers manufacturing their products and in what markets are they focusing these products? (Ex. 1.13, 1.14)
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•  Which investments do asset managers use and plan to use in the portfolio construction of target-date/lifecycle and risk-
based/lifestyle funds? (E. 6.12)

Scenario  3:  An asset manager is reviewing its new product initiatives scheduled for the next 6 to 12 months and is looking to validate its
strategic plan with the industry as a whole, as well as identify any challenges they may encounter as they implement its strategy. The report,
Cerulli  Quantitative  Update:  Retail  Products  and  Strategies  2009 provides answers to the following questions:

•  What products are asset managers considering for development over the next 12 months? (Ex. 2.03-2.07)

•  Which products are in demand by advisors? (Ex. 2.08) 

•  What are the greatest challenges asset managers face in launching new products? (Ex. 11.01)

•  How long does it take on average to launch new products? (Ex. 11.02)

•  What are the most time consuming activities in the product implementation process? (Ex. 11.03)
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The vast majority of assets ($6.6 trillion), across the principal retail investment vehicles (including open-end funds, closed-end funds, ETFs, and
variable annuities), are in packaged products that Cerulli labels investment solutions. By comparison, portfolio solutions, those solutions that can the-
oretically be an investors’ entire portfolio, account for only $618 billion, but have had considerable growth over the past five years (15.6% 5-year CAGR
vs. 2.5% for investment solutions.

Analyst Note: Cerulli defines an investment solution as a single-manager, single-strategy packaged-product solution or mandate, an allocation solution as a
packaged product or mandate that offers a solution to one or more main areas of allocation in a portfolio, and a portfolio solution as a product that, at least in
theory, could represent an investor’s entire portfolio. This chart is meant to be a conceptual framework to think about portfolio construction. The analysis
includes open-end funds, closed-end funds, ETFs, and variable annuities; affiliated and unaffiliated funds of funds, a significant portion of portfolio solutions,
are included but may result in some double counting of assets in the underlying funds. Balanced funds, which have the potential to make up a significant hold-
ing in a portfolio, are included in portfolio solutions. Funds that provide exposure to specific asset classes (e.g.,multi-managed sector funds, global allocation
funds) are included in investment solutions. 

Key Implication: Allocation solutions are somewhat of a gray area that straddles investment solutions and portfolio solutions, but this cohort of funds offer
some asset managers a meaningful opportunity to package products. In their role as providers of allocation solutions, asset managers can add value through
manager selection and diversification within a slice of an investor’s portfolio—for example, the alternative piece.

Cross Reference:Exhibit 1.01, Exhibit 1.03
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EXHIBIT 1.02
Total “Packaged” Products: Investment Solutions, Allocation Solutions, and Portfolio Solutions, 2008
Sources: Strategic Insight/SIMFUND, Cerulli Associates
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Net new flows into ETFs increased steadily since 2005; net flows in 2008 of $175 billion were more than three times the level of flows than in 2005
($54 billion).

Key Implication: While $179 billion poured out of mutual funds in 2008, ETFs brought in almost the same amount with $175 billion in net new flows. Asset
managers that haven't entered this space may increasingly wonder if they have underestimated the threat and potential for ETFs. For firms deciding whether to
enter this space they need to think about how best to do it and ensure it is a profitable endeavor. 

Cross Reference: Exhibit 5.16
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ETF Net New Flows, 1998-2008
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Sources: Strategic Insight/SIMFUND, Cerulli Associates
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Investment options offered within 529 plans are the most important factor in selecting a 529 provider for 84% of respondents to Cerulli’s ongoing
survey of advisors.Expenses, advisor availability, and state availability are all very important features to more than half of advisors.

Key Implication: Investment options will have an even greater importance to advisors as we ride out one of the worst economic environments in U.S. history.
Cerulli expects plan providers to add more conservative investment offerings to address those investors interested in more conservative options. For example,
Wisconsin and Wells Fargo just released a number of new options for its Edvest 529 plan, including a number of less-risky options, hoping to encourage
investors to continue contributing to their college savings plans. In addition to a money market portfolio and bond portfolios, EdVest will now offer three new
conservative options, including portfolios that primarily invest in CDs that are federally insured by either the Federal Deposit Insurance Corporation (FDIC) or
National Credit Union Association (NCUA). 

Cross Reference:Exhibit 9.09, Exhibit 9.10, Exhibit 9.11

83.9%

61.8%
54.5% 50.7%

42.2% 38.7%
28.6%

13.2%

33.2%

23.9%
26.0%

36.7% 40.3%

43.5%

4.9%

21.6% 23.3% 21.1% 21.0%
27.8%

2.9%

0%

20%

40%

60%

80%

100%

Investment options Expenses Advisor availability State availability Provider familiarity Brand Availability of lifecycle or
packaged funds

Very important Somewhat important Not important

EXHIBIT 9.12
Importance of Factors in Advisors Selecting a 529 Provider, 2Q 2008
Sources: Cerulli Associates, Cerulli Associates-Financial Planning Association Advisor Surveys, Cerulli Associates-Investment Management Consultants Association Advisor Surveys

CERULLI QUANTITATIVE UPDATE RETAIL PRODUCTS AND STRATEGIES 2009 CHAPTER 3 61

The trend away from higher-loaded share classes and toward no-load classes continued in 2008.

Key Implication: The industry trend toward fee-based advice and away from transaction-based business will continue to slowly shift assets into no-load funds
and away from funds with sales charges. No-loads are becoming increasingly popular for use in defined contribution investment-only (DC IO) plans and other
retirement plans. A-share funds continue to make up a significant portion of assets in mutual funds; however, some of these funds are sold as load-waived A-
shares obscure the percentage of funds that actually levy a charge. 
Cross Reference:Exhibit 3.09

Load Type 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Front load ≥2% 31.3% 29.8% 29.6% 29.6% 29.3% 28.9% 28.9% 29.0% 28.9% 28.2% 27.3%
Low load 0.5% 0.4% 0.4% 0.4% 0.6% 0.6% 0.7% 0.8% 0.9% 1.0% 1.1%
CDSC/Back load 11.4% 11.5% 11.0% 9.9% 8.6% 7.6% 6.2% 4.6% 3.5% 2.7% 2.1%
Level load 2.2% 2.7% 3.1% 3.5% 3.9% 4.5% 4.7% 4.9% 5.0% 5.1% 4.9%
No load 54.5% 55.6% 55.9% 56.5% 57.7% 58.4% 59.4% 60.7% 61.7% 62.9% 64.7%

EXHIBIT 3.10
Percentage of Mutual Funds Assets by Sales Load Type, 1998-2008
Sources: Strategic Insight/SIMFUND, Cerulli Associates
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Cerulli Quantitative Update: Retail Products and Strategies 2009 is the second report in an annual
series, which is the result of ongoing research and analysis of asset managers that manufacture and dis-
tribute U.S. retail products through third-party intermediaries, by Cerulli Associates (CA). The report
focuses on three key areas: strategy and innovation of asset managers around their product line, new
product development plans, and product organizations and implementation of these products. 

Cerulli Quantitative Update: Retail Products and Strategies 2009 leverages CA’s ongoing qualita-
tive analysis of the asset management industry, and utilizes several proprietary surveys of asset manage-
ment firms. The majority of research exhibits were compiled from the proprietary surveys titled Retail
Products and Strategies Survey completed in November 2008, and the Target-Date/Lifecycle and Risk-
Based/Lifestyle Funds Survey completed in January 2009. Other results were compiled using the propri-
etary surveys titled Portfolio Construction & Product Development, completed in February 2008 and
Alternative Investments in the Retail Market, completed in August 2008. 

The report is designed as a business planning tool, and additional support interpreting this data is also
available. All exhibits include explanations that highlight key developments and implications, each of
which state the important tactical ramifications for asset managers. In addition, most exhibits contain
cross references to other related charts in this publication.

CA analysts’ opinions and perspectives are shaped by a methodology based on three components: 
Industry understanding:  All CA analysts come to the firm with a background shaped by relevant
experience at leading financial services firms, which contributes to the internal pool of industry
knowledge fed by more than 10 years of proprietary research and consulting.

Quantitative analysis: CA maintains an online, password-protected survey engine as part of a vol-
untary, information-sharing relationship whereby participants complete confidential surveys in
exchange for an aggregate summary of key findings. All information is presented in aggregate
form, and proprietary survey information is not directly attributed to participants.

Qualitative research: CA analysts conduct background research interviews with industry execu-
tives in a confidential format allowing for open dialogue about the current state and future outlook
for the industry. This provides a means for synthesizing the other components of our methodology
into research products that are independent, insightful, and grounded in the industry’s current cli-
mate. 

In addition to survey data, CA analysts compiled information available through third parties, such as
Strategic Insight, ICI, Morningstar Direct, NAVA, College Savings Plan Network,
SavingforCollege.com, HedgeFund.net, Barclay Trading Group, Arete Consulting, and Social
Investment Forum. 

Introduction & Methodology
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ucts with more than $10 million, as compared to only 19% and 13% of asset managers that seed domes-
tic equity and international/global funds, respectively at this same dollar level.

Exhibit 5.08: Asset Managers Indicate the Length of the Development and Implementation Cycle of
Alternative Products (Excluding ETFs) Compared to Traditional Products, 2008 

Source: Cerulli Associates

Section II: Product Landscape

2008 was a difficult year for asset managers; the stock market fell 37% (as measured by the S&P 500
Index), leaving firms to make some tough decisions as their assets plunged. Many asset managers
endured layoffs and are now in the midst of evaluating their business strategies. Asset managers will
need to be prudent in their decision-making, product line evaluation, determining primary versus ancil-
lary businesses, and establishing programs to support advisors and their investors. While some asset
managers are expanding their product lines to include less mainstream products, such as ETFs and alter-
native asset classes, most remain loyal to the long-only mutual fund, which continues to be a staple for
U.S. investors. 

The first ETF was launched in the U.S. in 1993 and remained on the periphery for several years—
attracting assets from a small group of retail and institutional investors while other products, notably
mutual funds, gathered assets at a record pace. Following 2007’s impressive $609 billion, ETF assets
ended 2008 with $532 billion, falling 13%—notable given the long-term mutual fund’s 35% decline
during the same period. ETF assets have grown worldwide as both institutional and retail channels have
adopted these vehicles. The ETF blends elements of both passively managed open-end mutual funds
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The need for retirement income, alternative investment strategies, heightened competition, and the demand for principal protection are the most
significant drivers for product development efforts, as reported by retail asset management firms surveyed late in 2008.

More than one-quarter of asset managers state that the invention of new product structures or vehicles and evolving advisor business practices to
have no bearing on product development efforts. 

Key Implication: Most executives expect product development to be fueled by investor demands for retirement income, alternative investments, and principal
protected products that typically gain traction in bear markets. In speaking with many industry executives, Cerulli discerned that retirement income is at the
forefront for most product developers, although one product development professional noted: retirement income is the biggest trend but it’s not moving the
markets much. 
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EXHIBIT 1.04
Main Drivers of Product Innovation, 2008
Source: Cerulli Associates
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Most surveyed asset managers (57%) do not intend to alter the asset allocation of their target-date or risk-based funds despite the upheaval in the
capital markets over the past year.

A somewhat larger percentage (36%) of asset managers indicated that there is a need to evaluate and possibly overhaul the allocation of their
models.

Key Implication: The majority of target-date funds in the marketplace are first generation. While they may have tinkered some with their portfolio construc-
tion to optimize the glidepath or distinguish themselves from the competition, most are rooted in traditional asset allocation approaches. Even before the market
correction began, glidepath architects debated the appropriate mix of asset classes. They continue to wrestle with these issues, particularly as many target-date
funds aimed at older investors (i.e., 2010 or 2015) have generated negative returns in the double digits. 

Yes, we will need to evaluate and possibly 
overhaul all allocation models

36%

Yes, we will need to re-work our allocation 
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7%

No changes will occur
57%

EXHIBIT 6.10
Anticipated Changes to Target-Date/Lifecycle Funds in Response to Recent Disappointing Performance, 2009
Source: Cerulli Associates




