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The future of fund administration
Calastone

F
und administration and the role of the transfer 
agent sits at the heart of today’s mutual fund 
industry. The transfer agent’s fundamental role 
is to administer the register that records each 
investor’s holding of units in a fund, providing 
a ‘single source of truth’ for all participants in 
the mutual fund value chain. This is the critical 

enabling role that allows the industry to operate effectively and 
comply with regulatory requirements. Transfer agents therefore 
form a vital nexus in a web of mutual fund participants, all of whom 
send and receive large volumes of data to and from each other for 
the market to function.

This paper examines how the modern transfer agency (TA) has 
evolved and the challenges faced in today’s dynamic funds market. 
What opportunity does digital transformation offer as the industry 
looks to the future and pursues a need to provide new levels of ser-
vice, product, and value for the investor. Given the importance of 
the TA to the funds industry, it is crucial that this vital link is built 
to support the ever-increasing pace of innovation that is driving the 
future of collective investments.

The evolution of fund administration 
No one designed today’s mutual fund ecosystem. It grew like a coral 
reef through a process of accretion. Thirty years ago, private inves-
tors would subscribe directly to mutual funds using coupons clipped 
from newspapers and magazines.

Later, online investment platforms and other distributors built 
mutual fund ‘supermarkets’ for retail investors and their advisers. 
Their growth hugely expanded retail access to the growing uni-

verse of mutual funds and created a critical sales channel for as-
set managers. From the TA perspective, however, the emergence 
of these new intermediaries placed growing demands on them to 
support more complex data flows and commission frameworks, as 
fund distribution changed and the number of participants in the 
market increased.

At the back end, meanwhile, TAs must interact closely with fund 
accountants, custodians, and depositaries, tallying the daily sub-
scriptions, redemptions, dividend payments and safekeeping the 
fund’s underlying assets, as well as acting to protect the interests of 
the assets’ ultimate owners: individual investors.

Within this extended ecosystem, the TA stands out, both as the 
critical link in the mutual fund value chain and as the industry’s 
primary point of contact. TAs are therefore hugely important in en-
suring the industry delivers excellent customer service to investors, 
a fact that asset managers and distributors are becoming increas-
ingly aware of.

The fund administration ecosystem
The work of TAs has become steadily more complex over recent 
decades. Originally, TAs provided a set of basic services for fund 
managers and end-investors, recording and reporting purchases and 
sales of units in mutual funds and providing investors with contract 
notes and statements of account. Over time, however, their role has 
expanded. As Figure 1 on the next page shows, this includes a huge 
number of services, including the providing of information on 
transactions, cash holdings, fees, commissions, and retrocessions.

TAs have also progressively taken on the servicing of new and more 
complex fund products and have had to compile growing volumes of 
data for the types of reporting demanded by financial regulators.
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Regulation and compliance requirements have 
added to the cost pressures that TAs face and have 
continued to rise since the financial crisis of 2008/09, 
which was followed by a wave of new regulation. This 
included the Foreign Account Tax Compliance Act 
(FATCA) in the US, the EU’s Markets in Financial 
Instruments Directive (MiFID) and MiFID II, the 
UK’s Retail Distribution Review (RDR) and Aus-
tralian Prudential Regulation Authority’s reporting 
standards updates. As regulators have redoubled their 
focus on protecting retail clients and their assets, and 
detecting financial crime, the impact on TAs from this 
burgeoning workload has been significant. A larger 
group of ’stakeholders’ now require TAs to share much 
larger quantities of information.

Transfer agency is now carried out in one of three 
ways either by:
• a group of global banks that provide these services as 

part of a suite of custody services
• specialist standalone transfer agents
• in-house teams for asset managers that choose to ad-

minister their own funds.
Regardless of model, the asset manager is ultimately 

responsible for the maintenance of an accurate register.
Each model faces the same fundamental challenge of 

fragmented, linear information flow. Everyone in the 
mutual fund value chain compiles their critical data on 
each fund’s units, underlying assets, and cash flows sep-
arately and in a variety of formats. For the industry to 
function, they must exchange this data with each other, 
as well as with regulators and industry bodies in multi-
ple jurisdictions. But growing demand from all sides to 
provide more detailed reporting more quickly can put 
the TAs’ infrastructure under growing strain.

Major problems: friction, cost and risk 
The unplanned, ‘coral reef-style’ evolution of the TA’s 
role has arguably held back their ability to innovate and 
provide the best service possible. They need to assem-
ble, process and distribute growing volumes of data, 
held within multiple IT systems, assembled as a result 
of industry consolidation that is often spread across 
multiple jurisdictions. This has meant that there has 
not been strong integration between systems. Exchang-
ing information effectively is costly, risk-prone and 
time-consuming, and this makes it harder to deliver 
rapid and responsive service to customers.

TAs often operate analogue processes, with much of 
the fund trading data that they receive from the distrib-
utor being extracted from faxes, spreadsheets or other 
manual methods. As a result, the process of updating 
the register and sharing the record with everyone that 
needs it  asset managers, investment platforms, custo-
dians, individual investors and so on, can be slow and 
inefficient. According to research conducted in 2021 
by Global Custodian and Calastone: Where should fund 
administrators be investing? only 30% of fund adminis-

trators said that transfer agency was fully automated. 
TAs do not have real-time visibility of their registers 
and every participant in the value chain has their own 
version of the essential data on each fund, resulting in 
regular reconciliation, daily sometimes, but more often 
weekly or even monthly.

But a lack of automation goes far beyond reconcili-
ations. Figure 2 depicts the total costs of fund admin-
istration from a TA perspective, based on data from a 
recent Funds Europe survey of internally and exter-
nally managed TAs. This figure outlines the total per-
centage costs of each key process area on a logarithmic 
scale. Orders account for the largest proportion of cost 
at 36%, where there is still a major lack of automation, 
particularly in Asia-Pacific Markets. This was followed 
by know your client (KYC) at 23%.
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Figure 2. Key areas of cost in fund administration

Source: Calastone

Figure 1. TA services today

Source: Calastone
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TAs are already working to reduce these costs and 
automate these TA processes, with some success, as 
many TAs manage their own online portals for the 
automation of order flow. However, many of these new 
systems are often built on top of existing, more ineffi-
cient core systems. This is often because the risks of at-
tempting to reconfigure or replace decades-old systems 
can be significant.

Risk is a key consideration in any large technology 
implementation project, with McKinsey & Company’s 
Why do most transformations fail? A conversation with 
Harry Robinson interview of  2019 reporting, for exam-
ple, that up to 70% of large corporate transformation 
projects fail. Because of the complexity and potential 
for impact on individual investors, many financial firms 
have therefore preferred to build workarounds, still of-
ten involving manual processing. This has meant that 

the fund administration industry has found it more dif-
ficult to find a full solution.

The portals are only a partial solution and do not en-
able full straight-through processing (STP). The result 
that trickles down to the end-investor is a slow, poor and 
opaque customer experience. By comparison, an inves-
tor choosing to buy shares in an individual company can 
do so online in seconds and immediately understand the 
how many shares they have purchased and the cost. If in-
stead they purchase units in a mutual fund, they will not 
find out exactly how many units they have bought and 
the cost to them until the fund next prices its units and 
shares that information, often the next working day. In-
vestors increasingly expect immediacy from their trans-
action and more detailed and timely reporting than fund 
administration systems can provide.

Pressure for change is growing
TAs are facing pressure from multiple directions. They 
are strongly pressured on their fees, with investors less 
willing to support higher fees. In 2019, compared to 
2018, asset servicing fees dropped 18% according to 
Deloitte’s Navigating through the storm: Asset servicers 
survey of 2021. Meanwhile, the increasing range of de-
mands from regulators is squeezing TAs from another 
direction. Not only does the growing regulatory burden 
drive up compliance costs it also increases the business 
risks faced if poor technology, systems and the associated 
complexity leads to regulatory breaches.

At a macro level, the asset management industry as a 
whole is facing growing demands for innovation that will 
make investing faster, cheaper, more personalised and 
more accessible for retail clients with smaller sums at their 
disposal. With the rise of new retail investing platforms like 
Robinhood, there is now a growing appetite from a much 
wider demographic to invest. This creates significant op-
portunity for the industry to attract some of this new in-
vestment and onboard a new generation of investors.

The manual and fragmented nature of today’s tech-
nology and processes, however, means asset managers 
are behind in their ability to deliver the innovation and 
efficiency required to support this. The industry’s retail 
clients are not standing still either, with a desire to invest 
with the speed and ease in which they are used to with 
other sectors that have embraced digitalisation.

In its 2021 study, The future of asset management, Ac-
centure found that 85% of asset managers identified a 
need to restructure and redefine their investment op-
erations to focus on competitive differentiators and 
95% stated that technology, data and digital capabilities 
will be the key differentiators by 2025. Although asset 
managers are increasingly aware that they need to offer 
better service to clients, some fund administrators are 
behind the curve in appreciating this priority as recent 
research by Deloitte’s suggests: 

Only 40% of asset servicers [which provide a range of fund 
administration services including transfer agency] consider 
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Figure 3. The speed of technology adaption: time to reach 50 million users

Figure 4. Cloud computing spending ($US billion) by type: 2005-2020. 

 

Source: Data age, Seagate, IDC

Source: IT, Candor, 2020
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digital capabilities as a top selection criterion for their clients, 
whereas 62% of asset managers consider it as the main driver.
There is a growing trend among asset managers to re-

connect more directly with retail investors rather than 
selling exclusively via intermediaries such as fund plat-
forms. Some see this as a key strategic priority. In its  
The changing face of fund distribution, 2020 asset manager 
survey, Calastone found nearly two thirds of respondents 
said that they will start to grow new wealth management 
arms to focus more on ‘direct to consumer’ (D2C) . But 
if they are to succeed, asset managers must deliver a cus-
tomer experience that matches what their clients expect 
from today’s digital marketplaces.

Where innovation is driven by the asset manager, how 
well equipped is the TA in helping to deliver that inno-
vation? If they are not, they could find their future role 
more limited. TAs are, however, the critical link needed 
to deliver the cost efficiency that the asset management 
industry needs to achieve, the quality of customer expe-
rience that today’s clients expect and the product innova-
tions that are now being widely discussed.

Is technology the answer? Given the evolutive state 
of the industry how can modern technology be applied 
to best enable each participant to drive their own digital 
transformation.

Technology solutions are  
already available
Over the past decade, the pace of technological progress 
across the world has continued to grow exponentially.

The pace of adoption and maturity has accelerated 
further even more recently, in part due to the rapid digi-
talisation of the way information is consumed and goods 
and services are traded. Looking back, where things 
such as television and credit cards took over 20 years to 
reach 50 million users, as Figure 3 on the previous page  
shows, apps today only take a matter of days. The suc-
cess of these is built upon the use of other exponentially 
growing technologies.

The exponential rise of digitalisation has already driv-
en significant benefit to the financial services industry 
and many of these technologies already used in finance 
would work well to address the challenges that TAs face.

Cloud computing is well acknowledged to have trans-
formed the economics for many tech driven businesses. 
While ‘cloud’ has been in use since the 1990s, it took un-
til the mid-2000s before sufficient growth and trust in its 
benefits was widely established.

Businesses were able for the first time to access fast, 
low cost and significant computational resource and 
storage. From 2006, with the launch of Amazon’s Elas-
tic Compute Cloud, larger businesses gained the confi-
dence to use the cloud hosted solutions, accelerating the 
speed of adoption.

By 2010, more than 90% of data was kept locally, but 
in recent years cloud has taken 30% of this share accord-
ing to Data Age 2025: The Evolution of Data to Life-Crit-

ical, an IDC White Paper sponsored by Seagate. Figure 
4 on the previous page shows how this growth has im-
pacted spending on cloud, with software, infrastructure 
and platforms as a service cloud integration all seeing 
significant growth over the past ten years.

Today, however, only 8% of asset managers believe 
that they have completed their cloud journey accord-
ing to Accenture’s 2021 study. There is much more that 
could be done, and if cloud is built into the TA system of 
the future it could create almost limitless scalability into 
the technology infrastructure. This unlocks potentially 
significant cost savings because high-fixed-cost private 
infrastructure makes way for pay-as-you-go services that 
flex to meet the organisation’s needs.

Innovations such as distributed ledger technology 
(DLT) are now becoming established and could also 
form a vital element in the design of a new solution. 
While still often considered an emerging technology, it is 
now in advanced stages of development across financial 
services, retail, manufacturing and cybersecurity. In a 
study, Hype Cycle for Blockchain 2021; More Action than 
Hype, Gartner reported that blockchain development 
is now entering mainstream usage with many core use 
cases only two years away according to their latest ‘hype 
cycle’ reproduced in Figure 5.

Within financial services in particular, the focus on 
DLT has grown more than anywhere else over the past 
decade, with the results of one PwC survey of senior 
global executives, shown in Figure 6 on the next page, 
indicating it to be the sector that has seen some of the 
most advances in recent years. 

In a recent survey undertaken by Calastone, a third 
of respondents identified DLT as the technology that 
could have the biggest impact on the future landscape 
of funds, citing its benefits to create greater efficiency in 
fund trading and cooperation between participants.
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Figure 5. Hype Cycle for Blockchain, 2021

Source: Gartner, July 2021 747513



A vision of the future TA
How might TAs attempt to leverage these technologies 
and make a transition to a new digital infrastructure? 
Managing change carries risk for incumbent operators, 
but the critical elements of a new operating model are 
now deliverable.

Role of distributed ledger technology
DLT will be an important component to the construc-
tion of the next generation of TA because it would en-
able immediately accessible data sharing, a single ver-
sion of the truth. 

Rather than every participant in the process main-
taining and updating their own database or register, 
containing the section of the database relevant to them 
and their clients, they would instead access that same 
set of records in a ‘central register’ managed by the TA, 
constantly updated with every new transaction. From 
the moment a buy or sell order is logged on the system, 
every participant involved in the process is alerted as it 
becomes necessary.

Updates to the register drive the entire process. It 
would no longer be necessary to reconcile separately 
hosted versions of the same underlying set of records. 
Combining these elements with cloud and the latest ap-
proaches to systems architecture could completely digi-
talise all the key processes that a TA undertakes today.

Importance of microservices  
for the TA of the future
Another core area of growth in recent years has been the 
rapid development of systems architecture. Modern mi-
croservices architectures enable participants to manage  
implementation more effectively and control deploy-
ments in an order that works best for their needs. Im-
portantly, this offsets the risk of failed implementation. 
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Figure 6. Industries that global executives think are most advanced  

in Blockchain development 

Source: Business Insider Intelligence

This type of architecture also enables far greater 
business agility and scalability. Microservices achieves 
these outcomes by ensuring that different elements of a 
system operate much more separately from each other, 
minimising their inter-dependency. Consequently, dif-
ferent components of the software can be changed with-
out affecting how the overall system operates, deliver-
ing a much more flexible technology infrastructure that 
can adapt to the organisation’s evolving needs without 
disruptive and expensive overhauls. 

It is fundamental that a new infrastructure for the TA 
utilises a modern microservices architecture. A system 
built from microservices would make it easy, for example, 
to bolt on a unit to calculate capital gains tax for investors 
in the UK and different units to do the same for investors 
in other countries, or to provide additional reporting to 
meet new regulatory requirements in different jurisdic-
tions. Each microservice would simply need access to the 
data on each investor’s activity and can then process it in-
dependently as required.

Connecting the system via application programming 
interfaces (APIs) would ensure that data would flow 
freely between parts of the TAs own system or with 
external systems belonging to other participants in the 
value chain. This future model could allow everyone in 
the value chain TAs, platforms and distributors, fund ac-
countants, asset managers and custodians to connect in a 
fully automated way, significantly reducing costs.

Enabling new low-cost  
business models
For many people, cost is the main barrier to entry for 
investing. In a recent study by Calastone, when non-in-
vestors were asked why they were not investing, nearly 
70% of global respondents stated that they could not 
afford to. For the funds industry, high operating and 
process costs have raised the price of investing to a de-
gree where most are unable to invest.

In the same study, more than three quarters of global 
respondents identified that they would be more willing to 
invest if they could do so in smaller increments. 

The emergence of new distribution models that can 
enable investors to micro invest is already being seen 
with micro investment services provided by market en-
trants such as GrabInvest in Singapore or Moneybox in 
the UK becoming mainstream.

To overcome some of the cost issues, individuals’ mi-
cro-investments are aggregated into larger tranches before 
they are invested in the range of underlying funds that 
these services use. This typically happens once a week in 
the case of MoneyBox. This means that the entire invest-
ment process can take more than a week and even after 
aggregating the individual purchases, the processing costs 
remain high relative to the modest sums invested.

By opening up to a new cohort of investors, these 
businesses have taken significant market share through 
the right application of technology. However, while they 
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are growing rapidly in popularity due to their rapidly 
accessible investment propositions, they still face the 
challenge of having to work within the confines of the 
traditional analogue fund administration ecosystem.

Enabling micro investing through  
the new TA
Reducing the cost-per-transaction would mean that mi-
cro-investing becomes viable, enabling asset managers to 
reconnect directly with retail investors. If a new infra-
structure for the TA was built through the right applica-
tion of technology, every service that they perform today 
would be fully automated. The key is that this would gen-
erate the opportunity to build and transact from a real-
time fund register.

With all of the fund information immediately acces-
sible when participants require it, significant overheads 
would be removed from the system, transforming the 
economics of investing. In this future, micro investing 
would become scalable, opening up the industry to an 
entirely new cohort of investors.

Building the next generation  
investment landscape
The fund management community shares a vision of be-
ing able to provide more tailored and accessible invest-
ment products and solutions to meet the needs of today’s 
investors. Four out of five asset managers in Accenture’s 
2021 study stated that ‘customisation for the masses’ will 
be a key growth driver over the next five years. 

While there is opportunity to transform the existing ways 
of investing, a more efficient infrastructure could also en-
able other entirely new, low-cost investment models.

A new TA system with a DLT-based fund register 
could completely replace today’s unitised fund struc-
tures, in which a unit in a fund represents a slice of an 
underlying pot of assets.

Tokenisation is a growing interest area for the asset 
management community, as well as amongst consum-
ers themselves. In 2019, KPMG undertook a survey 
Blockchain-enabled digital tokenisation is poised to trans-
form commerce to assess market appetite for tokens and 
tokenisation and found that 83% of Generation Z re-
spondents showed interest in tokenised assets. For as-
set managers, they see the opportunity to open up new 
types of investment, such as real estate and private eq-
uity, at a lower cost.

In effect, this could allow mass-affluent investors 
to access the kind of bespoke, separately managed ac-
counts that are currently available only to high-net-worth 
(HNW) and ultra-HNW investors, enabling a fully sus-
tainable micro investment model.

There is an opportunity here for the asset servicing 
industry, where the process of tokenisation could be ena-
bled through a DLT-driven fund administration infra-
structure, ensuring that they can deliver a high value, 
differentiated service to their asset management clients.

Conclusion: A digital future
The traditional fund ecosystem is built through evolution 
and not by design, constrained by the universal growth 
in regulation and pressures brought by the changing 
needs of the modern investor. Administration providers 
need to play an active role in supporting the industry de-
liver innovation rather than maintaining the status quo.

Technology is a powerful tool and an innovation 
enabler that can be deployed, but choosing the right 
technology and partners is only one consideration. To 
address the friction and challenges that inhibit the in-
dustry today, providers need to re-examine the way the 
ecosystem itself operates and how best the investors 
themselves can be served.

Cost reduction is the purest form of alpha, and fric-
tion only drives cost. Transfer agency is the industry’s 
engine room, performing a critical role in the adminis-
tration and flow of information. Digital transformation 
is both a need and opportunity. The organisations that 
will succeed are those that have the foresight to disrupt 
the current model and transform.

Building a real-time digital ecosystem will be the key 
to addressing industry friction and cost pressures. Ul-
timately, the investor will see far greater value, with an 
enhanced experience and a greater choice of investment 
solution. fs
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What is tokenisation?
Tokenisation is a process in which investors have a 
direct, transparent link to a fractionalised, underlying 
asset. What this means for an investor is that their 
holding is represented not by units but by direct 
holdings of the underlying assets in the form of tokens.

As a result, instead of having a portfolio of five 
blocks of units in five mutual funds, the investor’s 
portfolio would consist of a larger number of separate, 
identifiable assets managed for them by their adviser 
or by the fund manager. This would signal the end 
of the unitised fund structures that have defined the 
mutual fund industry for almost a century. It would 
also focus asset managers more firmly on their central 
role: asset allocation.


