
It’s an evolution, 
not a revolution

Global fund administration 
made simple

Alternative investment  
administration

Compliance

Custody and lending

Distribution and marketing

Exchange-traded funds

Fund accounting  
and administration

Mutual fund administration

Transfer agent and 
shareholder services

Great innovation is often built on simple ideas. We assess 
your company’s changing needs and look for ways to 
optimize your products and propose new strategies to help 
you reach your goals. From doing the basics better, to the 
most complex requirements, we offer the comprehensive 
fund support that can help you create your next success.

For more information about our comprehensive suite of 
services for alternative funds, exchange-traded funds and 
mutual funds, call 800.300.3863 or visit usbfs.com.

For more information about our comprehensive suite of 
services for alternative funds, exchange-traded funds and 
mutual funds, call 800.300.3863 or visit usbfs.com.



Whether you offer open-end or closed-end mutual funds, 
exchange-traded funds, hedge funds, BDCs, CITs, or 
offshore funds let our global support help you focus on 
what’s most important to you and your shareholders—
growth. Our breadth of service expertise can help lead 
you through the challenges and opportunities offered in 
this evolving market. 

Let us guide you on the  
path to product expansion.

Forward thinking  
is the first step

We’re here to help 
you reach your goals

Our commitment to providing smart, clear and honest guidance  
began more than four decades ago. With a consultative support 

model focused on sound experience and innovative practices, we’re 
here to provide you with the right resources regardless of your product 

type. With a tenured staff and client relationships lasting since our 
inception, we know that every great accomplishment is built on a 

foundation of our collective strength.



ASSET MANAGEMENT EXPERTS ANTICIPATE 
a larger focus on new products, tax reform 
and reporting regulations in the coming years. 

These topics are forecast to be key issues 
driving asset management in 2018, according 
to industry leaders surveyed by Money Man-
agement Executive.  

CLS Investments 
CEO Ryan Beach 
looks at the imple-

mentation of Form N-PORT, an SEC report-
ing rule with a June 1 initial compliance date.

“With a wealth of new information slowly 
becoming available for both public and SEC 
consumption,” Beach wrote, “fund managers 
will undoubtedly change how they behave.” 

Lisa Kealy, an assurance partner in the fi-
nancial services group of EY, discussed what 
ETF providers must do to stand out in a rapid-
ly expanding industry her firm estimates will 
top $7.6 trillion in global AUM by 2020.    

“Becoming a low-cost provider will be es-
sential to survival, even for the largest players,” 
she wrote. But “while value remains central to 
ETFs’ appeal, the industry needs to do more 
than offer low-cost products,” she added.  

Insight from Deloitte partner Edward 
Dougherty mentioned the potential effects of 
tax reform, while eVestment’s VP of research, 
Peter Laurelli, discussed the rising interest in 
emerging managers. 

IMAGINE A WORLD IN WHICH TWO ASSET 
managers call the shots, in which their wealth ex-
ceeds current U.S. GDP and where almost every 
hedge fund, government and retiree is a customer. 

It’s closer than you think. 
BlackRock and Van-

guard — already the 
world’s largest money 
managers — are less than 

a decade from managing a total of $20 trillion, ac-
cording to Bloomberg News. 

Amassing that sum will likely upend the asset 
management industry, intensify their ownership 

BlackRock, Vanguard on 
the road to $20 trillion
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OPERATIONS
By Rebecca Stropoli

Waddell & Reed expects 
‘unprecedented change’

ONE OF THE OLDEST MUTUAL FUND FIRMS IN 
the country is transforming its independent bro-
ker-dealer with a new structure and higher pay-
out for advisors. At the same time, new leader-

ship at the IBD remains 
intent on cutting costs 
and overall headcount. 

In November, Kansas City-based asset manag-
er Waddell & Reed Financial disclosed a series of 
changes to its executive ranks. Thomas Butch, its 
chief marketing officer and the longtime head of 
the firm’s IBD and wholesale channels, stepped 
down after 18 years with the firm. Just a few days 

CHANGE, on page 6

STRATEGY
By Tobias Salinger
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Forecasts on regs, new products and more 
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Flows to long-term mutual 
funds were $16M for the 

week ending Nov. 29 
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The SEC’s Form N-PORT requirements are set to be 
implemented next year.
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Moving Beyond Administration:  
How administrators are helping clients tackle asset growth  
through distribution support services

As we all know, there is no silver bullet to raising assets. 
Asset managers need to be executing on all fronts. 
However, the biggest challenges are often seen on the 
middle to small end of the market where firms don’t have 
the internal resources to dedicate to their marketing and 
sales efforts. The challenges are typically in four primary 
categories: product, sales, marketing and distribution. 

The product challenge is generally centered on the 
continual downward pressure on fees the industry is facing. 
Lower-cost and competitively priced products are winning 
in the marketplace. Surrounding all of this is an ongoing 
struggle for market share between active and passive 
investing solutions. Asset managers are trying to figure out 
how to price their products and rationalize product line ups 
in order to remain competitive and relevant. 

Depending on the size of the firm, asset managers are 
also facing decisions on how they are going to sell their 
products and what approach they are going to take. At 
some point, firms determine they need to make a difficult 
decision to either hire or outsource sales help to continue 
to grow their business. That cost commitment can be a 
difficult one to make and finding talent in a competitive 
space can be even more challenging. 

On the marketing side, the challenge is to break through 
the clutter and be heard by your target market with 
an often-limited budget. It is critical to try to narrow 
the marketing funnel. This requires targeted marketing 
efforts for the type of person who would buy your 
product. On the retail mass market side, utilizing digital 
marketing and SEO in order to improve targeting and 
stretch marketing dollars is beneficial in this effort. It 
is also critical to recognize the need for a customized 
strategy that begins with creating compelling content 
to educate the sophisticated institutional buyer about 
your investment process – an initial investment that could 
make a tremendous difference in reaching much larger 
pools of assets. 

Ultimately, distribution challenges are best addressed 
through a strong channel strategy. What channels are 
realistic to target? Product shelf space is shrinking. It is 
imperative to offer the right product in the right vehicles 
at the right price in the right channels. It is not possible to 
be all things to all people. It is important to critically look 
at each distribution channel and the realistic opportunity 
for inclusion, whether that be through sophisticated 
institutional investors, RIAs, independent/regional B/D’s, 
wirehouses, or supermarket platforms.

Administrators have an opportunity to extend their 
services and partnerships to bring more distribution 

support to the forefront. And while many administrators 
are touting distribution as critical, few have been able  
to bring a comprehensive solution to clients that answer 
the myriad of distribution challenges while connecting 
managers to vetted partners. 

UMB Fund Services (UMB) has created a robust toolkit 
that offers services across the spectrum of sales and 
marketing – a toolkit informed and designed by the 
experiences and insights gained from hundreds of clients 

and more than 25 years 
of experience working 
with asset managers. 
While small managers 
may face the biggest 
need, these tools are just 
as viable for mid-sized 
managers who may 
not have the internal 
infrastructure. 

UMB supports  
managers in two important ways: traditional retail 
distribution and support required to target institutional 
buyers. We believe our focus on the institutional 
audience is unique in the marketplace. From a retail 
perspective, the toolkit offers an efficient pricing model 
for managers to access sales and marketing support, 
product development insights and meaningful research 
to help identify opportunities. It also offers robust data 
solutions and reporting to bolster distribution efforts. 

As we look to the future and see trends impacting the 
industry, we continue to evolve our offering to bring 
our clients the best thinking from our team along with 
deep expertise from our industry partners. At UMB, we 
recognize that administrators have a unique opportunity 
to extend their expertise and services to help clients truly 
grow their businesses – a key motivation for the creation 
of our distribution toolkit. 

Administrators have 
an opportunity to 
extend their services 
and partnerships 
to bring more 
distribution support 
to the forefront. 

Karen Fay Luedtke
Senior Vice President  
Director of Distribution Services
UMB Fund Services

Karen.FayLuedtke@umb.com

UMB Fund Services serves more  
than 210 clients with combined assets of more than  
$207 billion (as of November 30, 2017). For more information on 
UMB and its unique distribution toolkit, please visit umbfs.com.
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Deutsche Asset Management 
pays shareholders ahead of IPO

The investment management unit at 
Deutsche Bank is winning over investors 
through dividend payouts, Bloomberg 
reports. The firm will pay out most of its 
earnings to investors ahead of the asset 
manager’s planned IPO in 2018.

Deutsche Asset Management will 
take on the DWS brand name, which it 
currently uses in Germany, to signal in-
dependence from the parent company. 
The unit will also assume a new structure 
under German law to prepare for the sale, 
according to Bloomberg. 

The firm’s asset management division 
expects annual net inflows of 3% to 5% 
of AUM in the medium term. Total assets 
were down to $839.2 billion, from $844.1 
billion the year before. Insiders expect to 
see a 25% sale of the unit for around $2.3 
billion, the report said. 

ETF expense ratio most important 
selecting factor: Survey

Advisors and institutional investors say 
the expense ratio is the most important 
factor when selecting an ETF, according to 
a survey. Nearly two-thirds of those sur-
veyed say cost is “very important,” put-
ting price sensitivity ahead of nine other 
criteria. Expense ratio came in second last 
year and third the year prior, according to 

the annual Brown Brothers Harriman and 
ETF.com report.

The survey of 360 advisors and insti-
tutional investors also found that interest 
in ETFs that implement ESG strategies 
grew to 51% from 37% last year. Actively 
managed ETFs also gained in popularity, 
particularly in the emerging market sector. 
Meanwhile, investor sentiment soured on 
actively managed fixed-income ETFs.

“The survey results also point to in-
creasing demand for emerging ETF 
strategies and an opportunity for es-
tablished and emerging ETF managers 
to launch new, differentiated products,” 
Shawn McNinch, global head of ETF ser-
vices at BBH, said.

Vanguard expands active 
fixed-income lineup

In an effort to grow its active fixed-in-
come roster in the U.S., Vanguard an-
nounced the launch of its Emerging Mar-
kets Bond Fund.  

The fund, which seeks to outperform 
the JPMorgan EMBI Global Diversified 
Index with a focus on emerging market 
countries whose economies and capital 
markets are less developed, is available 
in Investor (VEMBX) and Admiral (VEG-
BX) shares. Expense ratios are 0.60% and 
0.45%, respectively. 

“Emerging market debt is a well-estab-
lished asset class offering credit exposure 
and diversification that is complementary 
to corporate and high-yield bonds,” said 

INDUSTRY HIGHLIGHTS

RESEARCH

NEWS SCAN

11/29/2017 11/21/2017 11/15/2017 11/8/2017 11/1/2017
Equity 6,768 8,784 4,548 3,682 2,955

Domestic 3,862 6,385 2,334 653 216
World 2,906 2,398 2,214 3,028 2,740

Hybrid 42 37 17 34 43
Bond 2,189 2,859 274 655 -78

Taxable 2,080 2,771 219 577 -17
Municipal 109 88 55 78 -61

Commodity -295 -39 136 -153 -242
Total 8,704 11,641 4,975 4,219 2,679

ETF Estimated Net Issuance

Source: Investment Company Institute
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of buyouts.

American Century appoints 
head of ETF implementation

BlackRock’s former head of iShares 
broker-dealer execution, Matt Lewis, has 
been appointed to head of ETF imple-
mentation and capital markets at Amer-
ican Century Investments, the firm said. 

In his new role, Lewis will be respon-
sible for managing the firm’s relation-
ships with ETF liquidity providers and 
external ETF participants. 

“Matt’s vast ETF experience and prov-
en strategic, product development, cap-

ital markets and 
operational lead-
ership skills make 
him a perfect fit 
for our ETF team,” 
said Ed Rosenberg, 
senior vice presi-
dent and head of 
ETFs for American 
Century. 

Lewis began his 
career with Bar-

clays Global Investors in 1996, where he 
was responsible for portfolio accounting, 
client order management, operations, 
client service and product management. 

Pamela Carter joins Broadridge 
board of directors

Broadridge Financial Solutions share-
holders voted to elect former Cummins 
Distribution Business President Pamela 
Carter to its board of directors. 

Carter also serves on the board at 
Hewlett Packard, CSX and Spectra Ener-
gy, the firm said. 

Carter gained renown while serving 
as attorney general for the state of Indi-
ana from 1993 to 1997. She was the first 
female African American to hold that po-
sition in any state. 

Carter later pursued a business ca-
reer that ended with her retirement from 
diesel engine manufacturer Cummins in 
2015.  MME 

News Scan by James Thorne 

NEWS SCAN

Matt Lewis

John Hollyer, global head of Vanguard’s 
fixed-income unit. “The fund provides 
investors with low-cost, broad exposure 
to emerging fixed-income markets.” 

Hennessy Advisors 
acquires 2 Ranier funds

Investment manager Hennessy Ad-
visors has finalized a deal to acquire 
assets in two funds from Ranier In-
vestment Management. The offerings 
will be folded into the Hennessy Cor-
nerstone Large Growth Fund (HFLGX) 
and the Hennessy Cornerstone Mid 
Cap 30 Fund (HFMDX), both of which 
have investment minimums of $2,500.  
Expense ratios are 1.26% and 1.35%, 
respectively.

The acquisition of $122 million in as-
sets brings Hennessy’s AUM close to 
$7 billion. Ranier’s Small/Mid Cap Equi-
ty Fund (RIMSX), its last U.S. fund, could 
likewise fall under Hennessy’s manage-
ment in early 2018, pending a vote by 
shareholders later this month.

BNY Mellon launches 
multi-asset fund

A multi-asset fund from BNY Mellon 
Investment Management will incorpo-
rate a range of asset classes and strat-
egies, the firm said. The Insight Broad 
Opportunities Fund (DIOIX) will include 
count equities, fixed income, currencies, 
real estate, infrastructure and commod-
ities among its assets, and will invest in 
developed and emerging markets.

Pareto Investment Management, a 
subsidiary of Insight Investments, will 
serve as the fund’s subadvisor. The 
multi-asset fund “is designed to adapt 
to changing market conditions while 
providing investors with a portfolio that 
seeks to capture return and manage 
volatility,” said Matthew Merritt, head of 
the multi-asset strategy group at Insight 
Investment

JPMorgan issues event-driven 
alternative beta ETF

JPMorgan Asset Management has 

issued a new alternative beta ETF that 
aims to find mispricing around corpo-
rate events such as earnings reports and 
M&A activity.

The JPMorgan Event Driven ETF 
(JPED) is headed by Dr. Yazann Roma-
hi, CIO of Quantitative Beta Strategies at 
JPMorgan Asset Management. The fund 
is the firm’s first alternative beta sin-
gle-strategy ETF, and its 19th ETF. The 
firm’s ETFs manage $2 billion in assets.

American Portfolio names new 
VP of asset management

Cliff Walsh has joined American 
Portfolios Financial Services to lead the 
firm’s Nine Points Investment Manage-
ment (NPIM) portfolios, as well as the 
research team behind its RIA business. 

Walsh began his career in 1999 and 
was most recently the chief investment 
officer at Progressive Advisory Solu-
tions. NPIM creates portfolios for the 
broker-dealer’s advisor network and 
currently holds more than $100 million 
in client assets. The division recently 
launched a series of impact portfolios 
that adhere to ESG conditions.

Edelman Financial shakes up 
corner office leadership

Edelman Financial Services has 
named a new chief financial officer 
and head of development to lead an 
expansion drive, the firm said. Rene 
Chaze joined as chief development offi-
cer, a newly created position within the 
30-year-old company. Jon Isaacson will 
oversee Edelman’s accounting opera-
tions as CFO.

Chaze, previously Edelman’s CFO, 
was appointed “to further expand the 
avenues by which Edelman Financial 
Services can serve the needs of clients 
through our unique combination of ed-
ucation, advice, investments and ser-
vice,” said Edelman CEO Ryan Parker. 

Before Edelman, Isaacson was 
American Capital’s managing director 

ARRIVALS
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of the largest U.S. companies and test 
the twin pillars of market efficiency and 
corporate governance.

None other than Vanguard founder 
Jack Bogle, widely regarded as the father 
of the index fund, is raising the pros-
pect that too much money is in too few 
hands, with BlackRock, Vanguard and 
State Street together owning significant 
stakes in the biggest U.S. companies.

“That’s about 20% owned by this oli-
gopoly of three,” Bogle said at an appear-
ance at the Council on Foreign Relations 
in New York. “It is too bad that there aren’t 
more people in the index-fund business.”

Vanguard is poised to parlay its $4.7 
trillion of assets into more than $10 tril-
lion by 2023, while BlackRock may hit 
that mark two years later, up from almost 
$6 trillion today, according to Bloomberg 
News projections based on the compa-
nies’ most recent five-year average annual 
growth rates in assets. Those gains in part 
reflect a bull market that may not continue.

Investors from individuals to large 
institutions such as pension and hedge 
funds have flocked to this duo, won 
over in part by their low-cost funds and 
breadth of offerings. The proliferation 
of exchange-traded funds is also su-
percharging these firms and will likely 
continue to do so.

Global ETF assets could explode to 
$25 trillion by 2025, according to esti-
mates by Jim Ross, chairman of State 
Street’s global ETF business. That sum 
alone would mean trillions of dollars 
more for BlackRock and Vanguard, 
based on their current market share.

“Growth is not a goal, nor do we 
make projections about future growth,” 
Vanguard spokesman John Woerth said 
of the Bloomberg calculations.

While bigger may be better for the fund 
giants, passive funds may be blurring the 
inherent value of securities, implied in a 
company’s earnings or cash flow.

The argument goes like this: The num-
ber of indexes now outstrips U.S. stocks, 
with the eruption of passive funds driv-
ing demand for securities within these 

benchmarks, rather than for the broader 
universe of stocks and bonds. That could 
inflate or depress the price of these secu-
rities versus similar un-indexed assets, 
which may create bubbles and volatile 
price movements.

Stocks with outsize exposure to in-
dexed funds could trade more on cross-as-
set flows and macro views, according to 
Goldman Sachs. The bank found that, 
for the average stock in the S&P 500, 77% 
might trade on fundamentals, versus 
more than 90% a decade ago.

That’s not BlackRock’s experience. 
“While index investing does play a role, the 
price discovery process is still dominated 
by active stock selectors,” executives led 
by Vice Chairman Barbara Novick wrote 
in a paper in October, citing the relative-
ly low turnover and small size of passive 
accounts compared with active strategies.

Another concern is that without the 
prospect of being part of an index, fewer 
small or mid-sized companies have an 
incentive to go public, according to Larry 
Tabb, founder of Tabb Group, a New York-
based firm that analyzes the structure of 
financial markets. 

NOT YET NEAR TIPPING POINT
That’s because their stock risks under-

performing without the inclusion in an 
index or an ETF, he said. Benchmarks are 
governed by rules or a methodology for 
selection, and some require that a security 
has a certain size or liquidity for inclusion.

We’re not near a tipping point yet. 
Roughly 37% of assets in U.S.-domiciled 
equity funds are managed passively, up 

from 19% in 2009, according to Savita 
Subramanian at Bank of America. By 
contrast, in Japan, nearly 70% of do-
mestically focused equity funds are pas-
sively managed, suggesting the U.S. can 
stomach more indexing before market 
efficiency suffers.

There’s even further to go if you look 
globally: Only 15% of world equity mar-
kets — including funds, separately man-
aged accounts and holdings of individual 
securities — are passively managed, said 
Joe Brennan, global head of Vanguard’s 
equity index group, in an interview.

The two firms’ size could help compa-
nies change for the good. Both firms were 
among the first to join the Investor Stew-
ardship Group, a group of institutional 
asset managers seeking to foster better 
corporate governance, according to the 
organization’s website. 

Vanguard has doubled its team ded-
icated to this over the last two years and 
supported two climate-related sharehold-
er resolutions for the first time. BlackRock 
has more than 30 people engaging with its 
portfolio companies.

Active managers will be watching 
these developments closely. While many 
concede that stemming the passive tide 
is a challenge, they may see better days 
as central banks start unwinding a 
decade of easy monetary policy that’s 
sapped volatility. 

Right now, though, the duo’s advance 
appears unstoppable, and the benefits 
they’ve brought with low-cost invest-
ments may outweigh some of the struc-
tural issues.- Bloomberg News  MME
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later, former Waddell & Reed CEO Hen-
ry Herrmann announced his retirement 
as chairman of the firm’s board. Current 
CEO Philip Sanders took over from Her-
mann last year, as the firm struggled with 
outflows following portfolio manager Mi-
chael Avery’s retirement, according to re-
ports at the time.

Outflows shrank 43% year-over-year in 
the third quarter, to $2.8 billion in revenue. 
Profits and advisor headcount also fell. 
The firm reduced its dividend payment 
ahead of a $250 million share repurchas-
ing program, and executives plan to slash 
expenses this year by up to $40 million.

The cost savings will come from freez-
ing Waddell & Reed’s pension plan, merg-
ing fund families and placing the IBD’s 
field structure under 30 complex manag-
ers, according to the firm. Sanders calls 
the present time “a period of unprecedent-
ed change for our company.”

PROJECT E
The firm refers to the IBD’s evolution, 

which includes compliance with the fidu-
ciary rule, as Project E. The enhanced pay-
out grid for advisors comes with greater 
minimum production requirements.

At the same time, the 80-year-old firm, 
which is the 11th largest IBD by revenue, 
has launched its first passive funds and 
pledged to adopt a more pronounced ad-
visory program apart from its traditional 
proprietary brokerage structure.

The reforms can’t come soon enough 
for Waddell & Reed’s advisors, recruiter 
Jon Henschen said. 

“I would imagine the pain threshold 
for them is, ‘Are they behind the times?’ I 
think they are,” he said. “They’re just not 
a broker-dealer that is on the cutting edge 
in any way.”  

In two transactions on Nov. 9 and 10, 
Butch sold 40,000 shares of his compa-
ny stock for roughly $769,000, leaving 
him with 432,809 shares in his person-
al trust. The firm also liquidated more 
than 1,250 stock units and cash reserves 
he had previously owned under his 
company 401(k) plan.

Roger Hoadley, a spokesman for Wad-
dell & Reed, didn’t respond to requests for 
an interview with Butch, new IBD unit 
President Shawn Mihal or a member of 
the executive team. The shake-up at the 
top further supports the company’s strate-
gic changes, Hoadley said.

Butch earned $3 million in total com-
pensation last year, the firm’s proxy shows. 
Butch also led Project E, which cost the 
firm $5.4 million in 2016, according to the 
its annual report.

As part of the program, the firm con-
verted Class A mutual fund shares in 
advisory accounts to institutional share 
classes without 12b-1 fees. The lower fees 

will cost the firm $15.4 million in reduced 
revenue this year, the firm estimates.

Waddell & Reed started “a holistic re-
view of our business practices” last sum-
mer, Sanders wrote in the annual report, 
noting the strategic shifts across the com-
pany’s three business lines: its wholesale, 
IBD and institutional channels.  

“In our broker-dealer, we are reviewing 
the way financial advisors interface with 
their clients and how advisors will be com-
pensated,” Sanders said. “While in the 
short to intermediate term these changes 
will pressure our margin, they are neces-
sary to retain our competitive position.”

A NEW FOCUS
The realignment of the IBD’s structure, 

which the firm completed last quarter, will 
save it $10 million per year, according to 
CFO Brent Bloss.

Executives decided to focus on high-
er-producing advisors, and they don’t 
know for sure when the firm’s headcount 
will bottom out, Butch said. Advisor pro-

ductivity grew 17% year-over-year in the 
third quarter to $69,000, still far below the 
four-year goal. 

The firm is also moving toward a more 
open architecture, allowing advisors addi-
tional choices for external fund families. 
Higher producers could also see increased 
payouts as the IBD allows them more lee-
way to choose the most relevant services.

“The shift in the manner we offer ser-
vices to advisors allows us the flexibility 
to increase the dollars we are able to add 
to the enhanced payout grid,” Butch 
said. “The result is a grid that looks far 
more industry standard, which allays 
confusion among advisors and recruit-

ment prospects.”
Better grids and bulked-up recruiting 

deals could help turn around the firm's 
fortunes, said Rob Blevins of Rowlette 
Executive Search Consultants. Cuts to ad-
visors’ retirement and health benefits fol-
lowed the steep outflows last year, he said.

“With that taking a big hit, it was re-
ally going to hurt their overall revenue,” 
Blevins said.

The firm’s earnings of $0.45 per share 
on revenue of $289.4 million last quarter 
beat analysts’ expectations, even though 
its EPS fell by $0.20. Waddell & Reed cut 
the dividend payable Feb. 1 by $0.21 per 
share to $0.25. 

The strategy should help it over the long 
term, said Bill Butterfield, a senior analyst 
for wealth management at Aite Group.

“This probably seems like a big effort for 
them, and I'm sure it has been. But they're 
not going to have to overhaul their busi-
ness model every three to five years,” But-
terfield said. “It positions them better for 
the future.”  MME 

CHANGE 
from page 1

STRATEGY

“The shift in the manner we offer 
services to advisors allows us the 
flexibility to increase the dollars we are 
able to add to the enhanced payout grid.”

Thomas Butch, chief marketing officer,
Waddell & Reed Financial
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Taxes
Edward Dougherty, partner 
DELOITTE

Regulation
Ryan Beach, CEO 
CLS INVESTMENTS

With Congress engaged in efforts to 
pass tax reform legislation, asset manag-
ers should consider the impact these pro-
posed changes may have for their business 
in the year ahead. 

Some tax proposals would dramat-
ically change the way corporations are 
taxed.  Portfolio managers are currently 
analyzing what these changes may mean 
for specific companies, as well as what the 
broader implications might be for the U.S. 
and global economies. 

The proposals also include a variety of 

Form N-PORT requirements are set to 
be implemented next year. With a wealth 
of new information slowly becoming 
available for both public and SEC con-
sumption, fund managers will undoubted-
ly change how they behave, while invest-
ment managers should welcome these new 
disclosure obligations.  

For investment managers, the addi-
tional disclosures provide a new weapon 
to evaluate each fund and ensure it meets 
their clients’ goals. For example, new dis-
closure requirements regarding risk metric 

base erosion safeguards that might nega-
tively impact multinational companies, 
both inbound and outbound. Successful 
trading and investing driven by tax re-
form would likely propel managers to the 
front of the line for capital raising.

There are several proposals that may 
directly impact managers.  For alternative 
funds, the limits imposed on the carried 
interest benefit may reduce the after-tax 
income of managers, with hedge fund 
managers bearing the brunt.  

The proposal to force funds to use the 
FIFO method for securities-lot relief in 
portfolios may have the impact of acceler-
ating gains for investors and general part-
ners who still qualify for the benefits of a 
carried interest. 

Consider also the proposal to impose 

taxes on so-called super tax exempt state 
pensions that take the position they are 
exempt from UBTI rules. New rules may 
also require tax exempts to separately 
track unrelated business activities and 
eliminate the ability to offset losses from 
one activity with income from another. 
Losses disallowed would be carried for-
ward to future years.  

The result may be an  impact  on man-
agers’ ability to raise or retain assets from 
tax-exempt organizations.

Managers should understand the pro-
posed changes to assess whether they 
should engage in year-end planning. For 
some, planning may encompass accel-
erating losses and expenses in 2017, and 
deferring gains and income to 2018, while 
others may want to do the opposite.  MME 

calculations will enable the investment 
manager to have greater visibility into the 
fund’s sensitivity to changes in interest 
rate, credit spreads and asset prices. This 
transparency will shed light on risks that 
may have otherwise been hard to analyze. 

Besides supplemental clarity and in-
sight into the trends, risks and decision 
process at each fund, the most significant 
benefit of the form is the opportunity for 
investment managers to require funds to 
improve performance. It will also clarify 
why certain funds are underperforming, 
not only to the overall market but also in 
comparison to competitive funds. 

For one, funds will be required to sub-
mit a standardized monthly report that 
discloses total returns, net realized gains 

or losses and net change in unrealized 
appreciation or depreciation. This new re-
quirement allows the investment manager 
to more closely analyze funds.  

For investment managers willing to 
adapt to the new data, this information 
should provide a competitive advantage. 
Keep in mind it will take time before the 
data is properly utilized, due to the imple-
mentation timeline and need for develop-
ment of updated analytical tools. 

But once the information is disclosed, 
investment managers should use it to force 
fund managers to make decisions that 
more clearly add value for the investor. 
Similar to any other industry undergo-
ing disruptive change, those unwilling to 
adapt will be left behind.  MME 
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Strategy
Peter Laurelli, vice president of research 
EVESTMENT

Products
Lisa Kealy, partner 
EY

A trend that will only intensify in the 
institutional industry next year is the in-
creased competition for assets. This cre-
ates a daunting environment for newly 
launched or emerging managers. 

To better understand, we studied results 
of a recent survey on allocation and eVest-
ment platform viewership trends between 
new firms offering new products (NFNP) 
and newly formed firms that manage at 
least one existing product from a prede-
cessor firm (NFEP). 

The first group captures newly founded 
firms managing all new products. The sec-

The ETF industry continues to grow 
at an astonishing rate and is expected 
to top $7.6 trillion in global assets under 
management by 2020, EY’s 2017 ETF Re-
search Report suggests. Our research also 
predicts that prices and TERs will decline 
further as new entrants join an already 
crowded market.    

We believe ETF providers need to ac-
cept fee pressure as a permanent feature of 
the market. Becoming a low-cost provider 

ond includes new firms formed via inde-
pendent spinoffs, mergers or other struc-
tural changes, and which still manage at 
least one product from their predecessors.

While our study found that emerging 
managers overall have been capturing a 
rising rate of attention since 2008, NFNPs 
experienced significant increases in inter-
est in that time frame when compared to 
NFEPs.    

In the second quarter, emerging man-
agers represented 10.5% of total investor 
and consultant demand within the eVest-
ment platform, nearly a 20% increase in 
interest from Q2 2014.  

This rapid rise in interest can be at-
tributed to a higher demand for new firms 
managing all new products. This holds 
true from an international viewpoint as 
well, as over 25% of demand came from 
non-U.S. domiciled firms. 

Newly launched firms — success-
ful enough to survive — have done well 
launching products that meet the themes 
of overall investor interest. 

In recent years, this means they are 
more internationally focused. Recent in-
terest in NFNPs has been strong. 

We found that, in the first half of the 
year, U.S. investors added $3.32 billion 
into NFNP strategies, the largest two- 
quarter influx since 2008. 

The largest base of interest in emerg-
ing managers is coming from sub-advised 
assets, with foundations and endowments 
serving as the second largest. 

It’s clear that the interest in emerging 
managers is continuing to gain promi-
nence among investors. Investors, con-
sultants, and new and established fund 
firms should be watching these trends 
closely in 2018.  MME 

will be essential to survival, even for the 
largest players. But while value remains 
central to ETFs’ appeal, the industry needs 
to do more than offer low-cost products. 
Refining investor journeys is critical to un-
locking sustained, profitable growth. 

There are two key stages to refining in-
vestor journeys.  The first is to understand 
in detail how different investors use ETFs.

For example, our research tells us  
pension funds often use ETFs for liquid-
ity management, while private banks are 
more likely to see them as building blocks 
for portfolio construction.  We also know 
external factors such as geopolitics, tax 
and regulation can have a complex effect 

on investor appetite.
The second stage is to use this un-

derstanding to enhance investor rela-
tionships.  That means focusing on the 
specific needs of different investors; de-
veloping local knowledge of regulatory 
standards; building up specialized sales 
teams; and working with investors to ad-
dress any concerns about ETFs. Digital 
technology has a huge role to play here, 
especially in the retail arena. 

We believe a clearer focus on the inves-
tor experience will help the ETF industry 
capitalize on megatrends that are already 
working in its favor, such as digitization 
and the shift to passive. MME 
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Ticker YTD %
Return 

3-year % 
Return 

Expense
Ratio

Fund assets 
($ millions)

Fairholme FAIRX -13.27 -0.73 1.03% $1,844

Invesco Energy Inv FSTEX -11.66 -9.11 1.27% $648

VanEck Global Hard Assets GHAAX -8.68 -5.37 1.38% $2,094

Fidelity Select Energy FSENX -8.15 -0.87 0.79% $1,908

Spirit of America Energy SOAEX -6.61 -9.78 1.44% $662

Fidelity Select Natural Resources Port FNARX -5.94 -1.57 0.84% $940

Franklin Natural Resources FRNRX -5.77 -3.79 1.06% $517

Franklin Gold and Precious Metals FKRCX -5.66 2.86 1.11% $981

Prudential Jennison Natural Resources PRGNX -2.59 -3.90 1.95% $1,528

Ivy Natural Resources IGNAX -2.10 -2.63 1.72% $597

Victory Global Natural Resources RSNRX -1.36 -3.87 1.48% $1,443

JHancock Natural Resources NAV JHNRX -1.23 -2.82 0.97% $514

Vanguard Energy Inv VGENX 0.03 0.42 0.41% $9,447

Poplar Forest Partners Institutional IPFPX 2.97 7.19 1.00% $778

Fidelity Select Gold FSAGX 3.34 5.84 0.84% $1,337

USAA Precious Metals and Minerals USAGX 3.80 1.79 1.22% $569

JPMorgan Small Cap Value PSOPX 4.12 9.68 0.99% $2,065

Oppenheimer Real Estate OREAX 4.50 5.27 1.33% $1,177

T. Rowe Price Real Estate TRREX 4.57 5.97 0.74% $6,126

Janus Henderson Contrarian JACNX 4.64 0.77 0.70% $2,597

 
Data as of 12/4/17. Source: Morningstar Direct

The equity markets have been on a tear this year; but like all years, there’s a big gulf between the leaders and laggards. Here we look at those 
with a $500 million AUM minimum. All but three are in natural resources, namely energy, gold and real estate. 

In a testament to just how frothy the market is overall, the average return of these 20 is a relatively muted -2.3%. To add insult to injury, though, 
these returns didn’t come cheap. The average expense ratio was 1.11%. 

With sector investments, especially those that are often global in nature like natural resources, higher expenses can be expected. But it still 
makes for an unpleasant surprise when viewed side by side with negative returns.  MME 

Worst YTD returns: Which mutual funds made the list?
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 Total Total Total    Municipal  Total Developed Emerging
Date long term equity domestic Large-cap Mid-cap Small-cap multi-cap     Other world markets markets

WorldDomestic
Equity

Note:  Weekly cash flows are estimates based on reporting covering 98% of industry assets.

Source: Investment Company Institute

Mutual fund flows
($ millions)

Estimated weekly net new cash flow

Monthly net new cash flow

11/29/2017 16 -3,639 -4,507 -2,160 -862 -573 -986 74 868 627 241
11/21/2017 -255 -3,758 -5,219 -2,023 -457 -514 -1,422 -802 1,461 1,001 461
11/15/2017 -3,784 -4,602 -6,547 -1,097 -763 -986 -1,744 -1,957 1,946 1,555 390
11/8/2017 3,508 -831 -4,313 -206 -933 -600 -1,356 -1,217 3,482 3,078 404
11/1/2017 1,916 -4,579 -5,670 -510 -930 -539 -3,692 2 1,091 974 117

10/31/2017 11,107 -15,892 -22,023 -7,285 -2,413 -2,104 -8,374 -1,846 6,131 4,962 1,169
9/30/2017 437 -21,999 -22,612 -7,548 -2,724 -2,042 -9,331 -968 613 1,367 -754
8/31/2017 -517 -16,493 -24,569 -7,242 -3,514 -2,553 -8,205 -3,056 8,075 6,650 1,425
7/31/2017 3,777 -13,782 -25,545 -10,330 -4,491 -2,239 -7,299 -1,188 11,763 11,038 726
6/30/2017 7,558 -9,411 -18,492 -13,228 -3,146 -2,291 1,917 -1,746 9,081 7,504 1,576
5/31/2017 27,289 3,145 -9,243 2,766 -2,379 -2,169 -5,234 -2,227 12,387 8,827 3,561
4/30/2017 306 -12,498 -19,556 -5,056 -4,061 -2,006 -7,056 -1,375 7,058 5,197 1,861
3/31/2017 12,553 -14,101 -13,409 -1,715 -833 -827 -7,620 -2,415 -692 -571 -121
2/28/2017 27,047 3,996 -2,694 -1,235 524 712 -2,068 -626 6,690 5,784 906
1/31/2017 11,156 -7,754 -10,936 778 -792 998 -10,606 -1,314 3,182 2,124 1,058
12/31/2016 -56,071 -33,615 -26,974 -10,891 -977 -816 -12,204 -2,085 -6,642 -5,817 -825
11/30/2016 -52,080 -27,965 -25,929 -8,244 -1,709 -293 -11,058 -4,626 -2,035 -888 -1,147
10/31/2016 -32,792 -37,928 -31,452 -8,576 -5,287 -2,541 -12,213 -2,834 -6,477 -6,258 -219
9/30/2016 -9,028 -22,398 -15,377 -152 -1,750 -1,086 -10,123 -2,265 -7,021 -6,113 -908
8/31/2016 -9,810 -32,290 -24,782 -5,504 -3,355 -1,711 -12,753 -1,459 -7,508 -7,279 -229
7/31/2016 -15,129 -37,685 -31,253 -11,922 -5,015 -3,382 -9,045 -1,889 -6,432 -6,239 -192
6/30/2016 -14,369 -18,895 -14,871 1,099 -4,486 -1,576 -7,812 -2,095 -4,024 -4,027 2
5/31/2016 -5,589 -17,369 -17,342 -4,178 -3,363 -1,188 -7,098 -1,516 -27 -1,217 1,190
4/30/2016 -4,520 -23,767 -19,455 -5,800 -3,381 -2,405 -7,327 -542 -4,312 -3,413 -899
3/31/2016 14,661 -9,971 -9,814 -5,473 -1,428 87 -2,661 -338 -157 1,307 -1,464
2/29/2016 8,492 8,779 -2,332 2,072 -2,871 -351 -525 -657 11,111 10,509 602
1/31/2016 -20,729 -4,927 -15,549 5,587 -5,958 -2,887 -7,339 -4,952 10,622 10,862 -239
12/31/2015 -75,978 -36,660 -25,328 -5,347 -5,156 -4,053 -8,234 -2,539 -11,332 -7,175 -4,157
11/30/2015 -29,964 -20,482 -19,523 -6,164 -3,538 -3,587 -5,973 -262 -959 892 -1,850
10/31/2015 -7,515 -9,724 -11,782 -7,227 -684 -1,965 -2,912 1,006 2,058 3,187 -1,129
9/30/2015 -34,288 -9,233 -14,947 -5,318 -1,056 -1,976 -3,541 -3,055 5,713 7,964 -2,251
8/31/2015 -39,361 -9,458 -17,723 -3,927 -2,703 -1,433 -6,345 -3,315 8,264 11,489 -3,225
7/31/2015 -18,875 -9,291 -27,802 -14,811 -2,607 -992 -9,325 -66 18,511 19,008 -497
6/30/2015 5,417 -2,857 -16,488 -8,620 -926 -754 -5,866 -322 13,631 13,236 395
5/31/2015 3,040 -3,787 -16,703 -5,933 -390 -1,912 -8,099 -368 12,916 12,570 345
4/30/2015 5,810 -1,216 -19,429 -9,967 -2,082 -515 -6,992 128 18,212 15,497 2,715
3/31/2015 14,764 5,077 -8,599 -1,372 -501 -1,013 -6,753 1,041 13,676 10,264 3,412
2/28/2015 29,530 8,951 1,759 2,356 586 -997 -3,123 2,937 7,192 5,902 1,290
01/31/2015 25,706 13,060 6,647 9,751 -1,390 -1,794 -4,227 4,306 6,412 5,425 987

SCORECARD
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