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From strength to strength: Luxembourg’s fund industry embraces Al,
tokenization and private markets democratisation

The symbiotic relationship between the United Kingdom as home to Europe'’s largest
asset management industry and Luxembourg as the continent’s primary fund
domicile and servicing centre was central to the 2025 ALFI London Conference, held
in the heart of the City of London on 15 October 2025. The event addressed burning
issues such as the ongoing democratisation of investment in private assets,
transformation of the industry through tokenization and digital assets, the role to be
played by artificial intelligence, and continuing uncertainty and turbulence in the
global economy and geopolitical environment.

The 21st annual event showcasing Luxembourg'’s fund industry in the UK capital
attracted nearly 1,500 registrations, including leading industry members from both
jurisdictions, and underlined how they have grown even closer together since the UK
voted to leave the European Union in June 2016. The event is now the largest
organised by Luxembourg’s fund industry, underlined ALFI chairman Jean-Marc

Goy.

He noted that the Grand Duchy's fund industry, Europe’s largest and second
worldwide only to the United States, oversaw a total of EUR 7.45 trillion in assets
under management at the end of August—up some EUR 600 billion in a year—
comprising EUR 4.80 trillion in UCITS funds and EUR 2.65 trillion in private market and
other non-UCITS funds, with UK managers accounting for 17% of fully-regulated
structures in the Grand Duchy.

Mr Goy pointed out that the fund industry has benefited from a series of legislative
initiatives, including:
- alowering by one percentage point of the corporate income tax rate, with a
second cut expected from the start of next year;
- the exemption of actively-managed exchange-traded funds (ETFs) from the
subscription tax (taxe d'abonnement) on fund assets;
- anew law on dematerialised securities and fund units; and
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- arevamped package of tax benefits designed to attract expatriates with
urgently-needed skills to the Grand Duchy.

Turning savers into investors

He also underlined the importance of fund investment in mobilising cash savings as
productive investment in Europe, noting that European households have around EUR
14 billion in savings accounts, according to EFAMA—40% of their total financial
assets, compared with just 15% in the US. Mr Goy argued that tax incentives—such as
those enjoyed by Individual Savings Accounts (ISAs) in the UK—can play an important
role in channelling cash into investments that can add dynamism to the European
economy.

Echoing a common goal shared by the Financial Conduct Authority (FCA), the
Financial Ombudsman Service, and Chancellor Rachel Reeves, Chris Cummings, CEO
of the Investment Association (the UK’'s asset management group), stressed the
need to 'turn a population of savers into a nation of investors.' The spokesman
concluded: 'Europe has become poorer because we have protected people out of
capital markets'.

Central to this ambition, he said, was the democratisation of private market
investment. This will be advanced in March next year when Long-Term Asset Funds
(LTAFs)—Britain’s answer to the EU’s European long-term investment funds—become
eligible investments for ISAs. Mr Cummings believes that the UK's thriving fintech
sector can play an important role, although he also praised the Luxembourg House of
Financial Technology (LHOFT) as a catalyst for innovation.

Luxembourg’s ambassador to the UK, Georges Friden, also highlighted the critical
role of technological development in broadening access to more complex and illiquid
investment products. He pointed out that the Grand Duchy has become a reference
point in Europe for tokenisation of financial assets.

More volatile US policy

The scene for the day’s discussions was set by Sandra Rhouma, a European
economist, on the fixed-income team at AllianceBernstein, who presented the US
asset manager’s views on future macroeconomic trends. Sandra noted a mixed
outlook: while growth in the UK and across the EU remains below trend, this
slowdown is less pronounced than it was a couple of months ago. However, inflation
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risks in the US and Britain are projected to remain above target for the foreseeable
future.

Whereas US economic policy was previously consistent and reliable, it has now
become volatile and uncertain, according to Ms Rhouma, pointing to the
administration’s aggressive stance on trade, the depreciation of the US dollar, which
had become overvalued, and expectations that the Federal Reserve will not cut
interest rates more than the market had previously expected. One consequence, she
said, was a decrease in exports from China to the US and an increase in goods
coming into Europe. Another one is a sharp slowdown in labour demand in the US,
which might lead to lower economic growth but not necessarily recession.

In Europe, by contrast, Ms Rhouma says the European Central Bank ‘has won the
inflation battle,” and with disinflationary drivers still in the pipeline, including US
dollar weakness and those imports from China, she expects a further ECB interest rate
cut later this year or early in 2026. Factors include Germany turning its back on fiscal
conservatism to launch EUR 100 billion in infrastructure investment, which had
languished for more than a decade, as well as national and EU initiatives to
encourage higher defence spending. But even this may not reignite inflation as long
as the supply side responds to increased demand.

She argued that the UK is currently caught between above-target inflation, which is
likely to persist at least until the end of next year, especially in areas such as food and
services, and fiscal risk, with the government needing to increase tax receipts through
its budget to be announced in November, since there is little appetite for any further
reductions in public spending.

Active ETFs vs traditional funds

Asset managers have been facing increasing pressure on margins for at least three
decades, according to Patrick Thomson, CEO for Europe, the Middle East and
Africa at J.P. Morgan Asset Management, driven by more efficient capital markets
and client demand. Meanwhile, costs, particularly for regulatory compliance and
technology, have increased. He warned that, even though technology is a growth
driver, ‘These costs will continue to increase’.

Mr Thomson highlighted the growth of active ETFs, which emerged in the US as a
“modern” alternative, and in some cases a supplementary share class, to traditional
'40 Act’ mutual funds.
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Amid a continuing shrinkage in the number of stock marketed-listed companies,
private investors need access to private markets, which can be facilitated by
blockchain technology, he noted, saying: ‘Diversification is the only free lunch we can
offer our clients.’

For policymakers aiming to shift citizens’ savings out of cash, drivers in Europe may
include sustainability initiatives. This approach faces a hurdle as some clients are
primarily driven by risk and return. Mr Thomson sees the EU’s long-planned Savings
and Investment Union as a key to unlocking capital by creating a common regulatory
framework across 27 national markets, enabling asset managers to draw on scale to
offer competitive pricing.

Part of the challenge, according to Mhairi Jackson, fund and asset management
policy manager at the UK's Financial Conduct Authority, is dispelling the notion
that more complex and illiquid investment products are necessarily too risky for retail
investors. 'Risk warnings have gone too far, and need to be better calibrated,’ she
said. 'We also need to ease IPO and capital-raising requirements, and streamline and
simplify access for investors.’

Striking the right balance on investor protection

Marco Zwick, head of fund supervision at Luxembourg'’s financial regulator
CSSF, acknowledges that retail product restrictions are also an issue in Europe, saying
that while the MiFID regime provides investor protection, it also limits choice: ‘We
need to strike the right balance.” He said the CSSF had already started down the road
of regulatory simplification a few years ago, but there was still a distance to go, and
waiting for changes at European level ‘might take longer than we would like'.

He also took the opportunity to express gentle, kind scepticism on the proposal—
backed by some EU member states—to shift oversight of the fund industry from
national regulators to the European Securities and Markets Authority (ESMA). Mr
Zwick asked: ‘What is the problem that centralised supervision would solve?’. He
advocated policymakers to review what is not working, citing, for example, the use of
cross-border fund distribution rules, including those concerning marketing materials,
to protect domestic products.

ESMA'’s advice to the European Commission on its review of the UCITS Eligible Assets
Directive has also provoked controversy across Luxembourg's fund industry.
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Mr Zwick expressed concern about ESMA's proposed restrictions on eligible assets,
stating that they run counter to the philosophy that has made the UCITS regime in
cross-border distribution, both within Europe and globally, a success for over 30
years.

Mr Zwick added that the CSSF sees no reason to authorise the sale to retail investors
of products offering indirect exposure to crypto-assets within UCITS' so-called 10%
"trash bucket’ allocation, while winding back eligible asset rules to the days of the
UCITS I Directive.

The regulators said they are well aware of the challenges and opportunities offered
by digitalisation. Ms Jackson noted: 'Younger people invest very differently from their
elders. They want instant action and instant valuation.” The FCA has just published
guidance intended to streamline the process of fund tokenization and, going forward,
the subscription and redemption of stablecoins. Mr Zwick sees the involvement of
artificial intelligence in investment solutions coming, but it must be disclosed.

Al: to be embraced or endured

According to Alan Piccone, KPMG Luxembourg Tax and Advisory partner,
virtually every asset manager will embrace Al, and those that do not will endure it.
KPMG's most recent industry survey indicates that 76% of businesses see the greatest
benefit in efficiency and cost savings, 12% in new products, and 9% in gathering new
revenue from existing products. But they are aware of the risks: 54% cite the accuracy
of original information processed by Al, 45% the accuracy of its results, and 34% the
threat of cyber-crime.

Governance structures will therefore be critical to reassuring investors that the
integration of Al technology truly serves their best interests, said Francesca
Bennetts, A&O Shearman partner. Luke Varley, Park Square Capital general
counsel, added: ‘Do put in governance controls, but unless you use Al, you will
become a dinosaur! Firms that do not adopt it will not be giving their clients the best
service. Its use should not be stifled unnecessarily.’

The Luxembourg government's lifting of the subscription tax and the CSSF's easing of
their transparency requirements for active ETFs, reflect the Grand Duchy's response to
the products’ steady spread from the US to markets worldwide. With EUR 16 billion in
net inflows last year, active ETFs have seen aggregate assets increase more than
fivefold in five years, according to EFAMA. However, Pravin Bagree, head of ETF
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capital markets at UBS Asset Management, pointed out that active ETFs still
represent a small fraction of the EUR 3 trillion held by passive funds. Currently, equity
funds largely outweigh fixed-income products with 65% of total assets.

He pointed out there are two types of active management of ETFs: products that
outperform their index, and the creation of better indices. Michael John Lytle, Head
of Product Innovation at Janus Henderson Investors, believes active UCITS ETFs
have the potential to challenge the US market in size, given that UCITS have the
potential to be sold in almost every major market worldwide except in the US and
Australia.

Investment democratisation and ELTIF 2.0

Evergreen ELTIF funds, available since the launch of the revised long-term fund
regime in early 2024, are seen as an important driver of the democratisation of
private fund investment, offering much lower minimum investment requirements in
tandem with redemption rules tailored to the liquidity of the underlying assets.
However, Ben Greene, managing director at CVC Capital Partners, cautioned that
obtaining sufficient scale is critical, and that asset managers need to ensure they are
not cannibalising existing products.

He also pointed out that it is scary for a retail investor to be taken through a standard
private market fund subscription process, involving documentation that may be 100
pages long, saying procedures must be simplified through standardised account-
opening processes and KYC checks. ‘Legal documents have to be turned into a more
digital experience,” he said.

By 2029, ETFs will have overtaken traditional funds in terms of assets under
management, noted Thorsten Heymann, Deloitte asset management partner, with
active ETFs currently growing at a compound rate of 71%—benefiting from better
performance than traditional vehicles, including tax benefits in the US and lower
trading costs. He said Agentic Al promises productivity gains that could reach 20% to
30%, but it will take more than a year to achieve scale.

In the meantime, tokenization promises to bring a range of benefits to the fund
industry, ranging from the ability to update shareholder records in real time to the
capacity to use vehicles such as tokenized money market funds as collateral. Agnés
Mazurek, global head of business implementation for digital assets at Apex
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Group, said the fund services group is developing solutions both to add digital share
classes to existing funds and to create digital native funds.

Impact of tokenisation on cost structures

Julien Wolff, head of risk management at alternative investment fund manager
6 Monks, noted that while institutional investors previously relied on offshore funds,
they have increasingly migrated toward onshore vehicles—especially in Luxembourg,
now the dominant alternative to offshore domiciles. But when it comes to
tokenization, their priority remains the same: achieving the same level of investor
protection and transparency as with traditional asset classes.

‘Investing in digital products is also an investment in blockchain infrastructure, part of
a paradigm shift in value creation, in a fundamentally different way from traditional
asset management,’ argued Robert Crossley, head of digital and industry advisory
services at Franklin Templeton. ‘What the technology does is radically change the
industry’s variable cost structure.’

Meanwhile, sustainable investment is awaiting a major regulatory change in Europe
with the impending publication of proposals for revision of the EU’s Sustainable
Finance Disclosure Regulation (SFDR), which may ditch the ‘Article 8" and 'Article 9’
levels in favour of more explicit categories of sustainability-focused investment funds.
‘We hope it will strip away bureaucracy,” said Andy Howard, global head of
sustainable investment at Schroders. 'We will see what is useful and what is not.’

Anna Allarionova, senior manager for ESG consulting at EY, said the incorporation
of categories such as transition investment would be much more straightforward than
the current SFDR designations. The European Commission is expected to publish its
proposals for the revised regime, following a long period of consultation with the
industry and the public, around the end of November, and it is awaited as eagerly in
London as it is in Luxembourg.
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