
FOR MONTHS, THE ASSET MANAGEMENT 
industry has been told to prepare for tougher 
regulations in Europe. 

But even forewarning hasn’t softened the 
impact of the European Union’s revision of 
the Markets in Financial Instruments Direc-
tive, known as MiFID II.

One aspect of the rule will force managers 
to separately pay for 
research and trad-
ing services they get 

from banks. The intent is that managers will 
act in the best interests of clients, rather than 
select institutions offering free analysis.

Even though the rule doesn’t go into effect 
until Jan. 3, a number of executives have com-

plained they still don’t understand the regu-
lation or that their firms haven’t enough time 
to comply with it. 

Compliance concerns have also prompted 
asset managers both large and small to de-
fray research costs. MiFID II sets out three 
options of how external investment research 
can be accounted for. These range from pay-
ing for it from a company’s own P&L to con-
tinuing to charge clients directly through a 
research payment account.

Setting the bar for much of the fund in-
dustry, Vanguard announced it will absorb 
the costs for research it receives from banks 
rather than passing them onto investors in its 

IT’S NOT EASY TO OUTDO YOUR BOSS, 
particularly when your boss is Jeffrey Gundlach, 
the bond savant of DoubleLine Capital. But that’s 
exactly what DoubleLine’s other Jeffrey has been 
doing lately.

Jeffrey Sherman, Gun-
dlach’s No. 2, is the front 
man for DoubleLine’s 

biggest equity fund, its top asset gatherer of late. 
Sherman vetted the fund strategy and co-manages 
the portfolio with Gundlach, not only beating the 
S&P 500 since late 2013, but doing it without di-
rectly owning stocks. Instead, it’s invested in a mix 
of bonds and derivatives targeting undervalued 

DoubleLine’s other Jeffrey 
outshines Gundlach 
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REGULATION
By  Suleman Din

The fiduciary rule’s 
invisible boost

ALTHOUGH PORTIONS OF THE DEPARTMENT 
of Labor’s fiduciary rule may be diminished amid 
an ongoing review by the Trump administration, 
it will still affect actively managed mutual funds 
and their performance —in a surprisingly positive 

way.
If an advisor can 

make the case for active 
management, there’s nothing wrong with using 
actively managed funds. And as broker-dealers 
shift to being compensated by levelized commis-
sions outside of the funds — even if the consumer 
still pays a 1% fee via the broker-dealer equivalent 
to the 1% trail in a C share — the mutual fund itself 
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New EU regulation wields disruptive impact

SCORECARD

MUTUAL FUND FLOWS
P. 11

NEWS SCAN 

NASDAQ BUYS eVESTMENT 
P. 3

DATA SHOWCASE

TOP FUNDS FOR VOLATILITY 
P. 9

Source: Investment Company Institute

Inflows to long-term mutual 
funds and ETFs reached $3.04B 

as of Aug. 23 (millions)

$12,000

$10,000

$8,000

$6,000

$4,000

$2,000

0

$-2,000

$-4,000

$-6,000
July. 27 Aug. 2 Aug. 9 Aug. 16 Aug. 23

$9
,9

80

$5
,8

89

$1
0,

36
4

$-
5,

29
3

$3
,0

43

SPECIAL REPORT: INTERNATIONAL MARKETS

Bl
oo

m
be

rg
 N

ew
s



INVESTED IN ADVISERS  /JULY 2016

Financial Planning
Financial Planning

July  2016                                                                                                                                                                                                                                                                                              
 

 
           

 
 

                                                                                                                                        Vol. 46/N
o.7

RIA IQ: FIDUCIARY RULE’S IMPACT ON LPL  p.26

Costly problems can lurk in property that clients inherit, purchase or receive 
through donation. That’s when planners like Jonathan Harrison can help. 

THE FIXER-UPPER

C1_FP0716_V2.indd   1 6/6/16   10:43 AM

FREE APP 
AVAILABLE FOR 

DOWNLOAD

Staying informed has never been this easy.  
Access our content, anywhere you go from your iPad, iPhone or Android. 

DOWNLOAD TODAY!

www.fi nancial-planning.com

FP_App_Ad 2016_8.5X11.indd   1 1/24/17   3:14 PM



September 11, 2017 Money Management Executive 3

Nasdaq will acquire 
eVestment for $705M

Nasdaq plans to acquire content and 
analytics provider eVestment for $705 mil-
lion. The platform claims it serves cur-
rently more than 2,000 clients, including 
92% of the top asset managers, 76% of 
the top consulting firms and 80% of the 
top 20 pension funds.

“The strategic alignment of eVest-
ment with Nasdaq’s complementary 
technology and services to the global 
institutional investment industry, in-
cluding our surveillance technolo-
gy, Smarts, our recent analytics hub 
launch, as well as our long standing 
operation of the mutual fund quota-
tion service, will further expand our 
buy side relationships, accelerate our 
growth opportunities, and advance our 
objectives to deliver proprietary analyt-
ics to our clients,” Nasdaq CEO Adena 
Friedman said in a statement. 

The deal is expected to close in the 
fourth quarter. 

Despite industry cost cutting,
Pimco raises Income Fund fees
At a time when most money manag-

ers are moving to cut the costs paid by 
investors, Pimco Income Fund is raising 
its fees by 5 cents per $100 beginning on 
Oct. 2 for most share classes, Bloomberg 
reports. This brings expenses for the insti-
tutional class shares to 50 cents per $100. 

The change in fees is the result of the 
cost of managing dividends for the grow-
ing fund, which has more than 5,000 secu-
rities in several countries and currencies.

Investors have been pressuring money 
managers to stay competitive and lower 
costs by moving money into low fee, pas-
sively managed index funds. 

Pimco Total Return 
snaps outflow streak

Pimco Total Return Fund, once the 
world’s largest mutual fund, got its first 
monthly inflow in more than four years 
as strong performance attracted inves-
tor cash.

The fund saw preliminary net inflows of 
$348 million, not including reinvested div-
idends, last month, according to a person 
with knowledge of the fund. That brought 
total assets to $74.7 billion as of Aug. 31.

The increase was the first since April 
2013, when assets peaked at $293 bil-
lion. Since then, they have plunged almost 
75%. Its average annual returns in the 
three years through Aug. 31 were 3%, bet-
ter than 75% of its Bloomberg peer group.

Active managers find gains 
in growth over value

In the first half of the year, active man-
ager portfolios favoring growth equities 
over value were among the best perfo-
ming, according to a review by Natixis 
Global Asset Management.

Additionally, successful strategies 

INDUSTRY HIGHLIGHTS

RESEARCH

NEWS SCAN

8/30/2017 8/23/2017 8/16/2017 8/9/2017 8/2/2017
Equity 10,390 -747 -665 4,546 5,074

Domestic 7,290 -1,957 -1,381 2,380 2,480
World 3,100 1,210 717 2,166 2,594

Hybrid 74 40 24 54 98
Bond 1,961 1,725 524 2,208 3,022

Taxable 1,845 1,586 405 2,035 2,904
Municipal 117 139 119 173 117

Commodity 982 604 881 -144 -359
Total 13,408 1,622 765 6,663 7,835

ETF Estimated Net Issuance 

Source: Investment Company Institute
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committee for all future fund launches. 
While with Goldman Sachs Asset Man-

agement Phillips had portfolio manage-
ment responsibilities for high yield, con-
vertible, and leveraged loan investments 
across a variety of multi-sector total re-
turn funds. 

“I have seen what tailored investment 
strategies can do for Wall Street clients, 
and I want to be a part of the team bring-
ing these strategies to Main Street,” Phil-
lips said in a statement.

BMO selects newest 
senior relationship manager

Tara Liceaga has 
been appointed to 
the position of Se-
nior Relationship 
Manager at BMO 
Global Asset Man-
agement in August. 

Liceaga, who 
holds an M.B.A. in 
finance from Loyola 
University Chicago, 
has been with the 

firm’s Client Service Team since May. In 
this role she supports BMO Global Asset 
Management U.S.’s head of client service, 
Dave Majewski. 

In a statement announcing Liceaga’s 
appointment, Majewski praised her for her 
investment experience and her dedication 
to client services. Prior to joining BMO 
Liceaga was senior VP for Institutional 
Capital and before that served as assistant 
advisor at Oak Venture Advisors. 

Winona Capital 
appoints new CFO  

Winona Capital named a new chief fi-
nancial officer, hiring 17-year industry vet-
eran Sandeep Dhuper. 

Prior to joining Winona, Dhuper was 
chief accounting officer and managing di-
rector of alts firm Z Capital Group. He also 
was controller at Chicago Trading Compa-
ny and held accounting roles at KPMG and 
Ernst & Young. MME 

News Scan by Amanda Schiavo

NEWS SCAN

included higher allocations to U.S., inter-
national and emerging market equities; 
actively managed mid-cap, small-cap and 
international funds; and portfolios with 
lower exposure to fixed income and alter-
native investments.

Higher exposure to international equi-
ty resulted in the portfolio risk contribu-
tion from equities edging back up to 90% 
while US high yield bond risk trended 
down to 5%, the study noted.

Natixis also found the average mod-
erate-risk model portfolio returned 6.8% 
for the first half of the year, outpacing the 
60/40 portfolio represented by the S&P 
500 and the Bloomberg Barclays US Ag-
gregate Bond Index by 0.30%. The top 
quartile of portfolios outperformed the 
bottom quartile by more than 300 basis 
points. Portfolios favoring active manag-
ers outperformed passive by 0.26%.

PRODUCTS

Franklin Templeton adds 
new municipal bond ETFs

Franklin Templeton Investments has 
added two new actively managed mu-
nicipal bond ETFs to its Franklin Liberty 
Shares pipeline. 

Franklin Liberty Intermediate Munici-
pal Opportunities ETF (FLMI) and Franklin 
Liberty Municipal Bond ETF (FLMB) will 
expand the company’s offering of fixed 
income ETFs. FLMI and FLMB each carry 
net expenses of 30 basis points.

“Leveraging Templeton’s world class 
municipal bond platform with more than 
$71 billion in assets under management, 
these actively managed ETFs seek to 
generate yield exempt from federal taxes, 
allowing investors to keep more of what 
they earn,” Franklin Templeton Invest-
ments head of Global ETFs Patrick O’Con-
ner said in a statement. 

FLMI is managed by James Conn, 
senior vice president and portfolio man-
ager, Christopher Sperry, vice president 
and portfolio manager, and Daniel Work-
man, vice president and portfolio man-
ager. FLMB is managed by Conn, Sperry, 

and Nicholas Bucklin, vice president and 
portfolio manager. 

This mutual fund wants 
to ‘Make America Great Again’

Inspired by President Trump’s cam-
paign promise to “Make America Great 
Again,” the Point Bridge GOP Stock Track-
er ETF will list under the ticker MAGA and 
invest in companies that it believes sup-
port the Republican Party. 

Point Bridge Capital is planning a set 
of what it is calling “politically responsible 
investing” products, Reuters reports. 

Annual expenses for the fund are at 
0.72% and it is expected to list on BATS.

The fund is going to invest in a group 
of S&P 500 companies that has em-
ployees or political action committees 
that donate money to back Republican 
candidates. The data will be based on 
public filings with the Federal Election 
Commission. 

New UCITS ETF offers
easy access to Europe

ETF entrepreneurs Hector McNeil and 
Nik Bienkowski are launching Europe’s 
first white label UCITS ETF platform. 

The platform will be known as HANetf 
and is designed to be a “one stop shop” for 
asset managers that want to enter the Eu-
ropean UCITS ETF market without actual-
ly establishing a full service business. The 
aim is to disrupt the market by lowering 
the barriers to enter for asset managers. 

Europe is the second largest ETF mar-
ket in the world, behind the U.S., with just 
under $700 billion of assets under man-
agement.  

ARRIVALS

Ex-Goldman Sachs PM
named EventShares CIO

EventShares has appointed former 
Goldman Sachs portfolio manager Ben 
Phillips as its chief investment officer, 
overseeing research analysis and portfo-
lio management. 

Phillips will also chair the investment 

PRODUCTS

Tara Liceaga

ARRIVALS
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European funds.
“Those research costs will be paid out 

of the management fees and therefore 
absorbed in Vanguard’s P&L,” Caroline 
Hancock, Vanguard’s head of European 
public relations, told Bloomberg News. 
She estimated those costs will be less than 
$5 million annually.

Five European asset managers have 
said they would pass on research costs to 
clients: Amundi, Carmignac, Man Group,  
Schroders and Union Investment. Addi-
tionally, Invesco said it would be passing 
on research costs to fund clients.

Swiss investment manager Unigestion, 
which oversees $24 billion, joined Van-
guard in absorbing research costs rather 
than passing those costs to its clients.

“Our clients are at the heart of every-
thing that we do and the reasons behind 
our decision to pay for all research our-
selves go beyond regulation,” stated Uni-
gestion CEO Fiona Frick. 

“It is quite simply the right thing to do 
to ensure that we continue to give our cli-
ents the clearest picture of how and why 
they are being charged for our products, 
alongside safeguarding them from any 
potential conflicts of interest in providing 
best execution.”

‘UNINTENDED CONSEQUENCES’
Though well-intended, the rule will 

result in less access to capital markets. 
less research and less liquidity, especially 
for small and mid-cap firms, said Steven 
Fine, chief executive at London-based 
Peel Hunt.

“One of the biggest worries for me are 
the unintended consequences of regulato-
ry change,” Fine stated.

Institutional firms are “obessessing” 
about the new rule, he noted.

“There will be less research they pay for, 
there will be less research that they con-
sume, and there will be less reliance on 
people from the sell side,” he said. “The 
corporates [who rely on brokers] unfortu-
nately will be the last to learn about these 
changes.”

Indeed, a number of financial exec-

utives are still asking for more clarity 
about the new rules, which touch every-
thing from business conduct — logging 
all communications, assessing the advice 
provided to clients — to systems, controls 
and trading. 

“The regulators are going to have to 
provide” more detail on the requirement 
that research is paid for separately from 
trading commissions, Michael Roberge, 
co-CEO of MFS Investment, said on an 
Aug. 10 earnings call for parent company 
Sun Life Financial. 

While he didn’t expect the rule to be 
“materially detrimental to the industry,” 
he acknowledged that “as we sit here to-

day,” it’s “not clear exactly what, how the 
research costs will actually get paid.”

Another executive concern is that the 
regulatory change is happening all at once 
with no time for adjustment. 

“Any time you have a change of this 
magnitude, where you just sort of flip a 
switch, we would expect the potential for 
disruption to be pretty high,” Jonathan 
Pruzan, New York-based CFO of Morgan 
Stanley, said on his firm’s July 19 call. “I’ll 
tell you, it’s going to be very hard to esti-
mate what the impact of this is.”

‘SIGNIFICANT IMPACT’
Some managers say they are prepared, 

since they have been providing the meth-
odology book and rules for their indexes 
to regulators already.

“All index providers are required to 
provide more transparency in their con-
struction,” said, Raman Aylur Subrama-
nian, head of equity applied research for 
Americas at MSCI. “The self-indexers are 
going to be impacted the most, because 

you are creating an index and managing 
money against that, and regulators see 
an issue there. They are worried about 
front-running and index, or an indexer 
hiding the facts.”

There’s a simple explanation as to why 
so many North American managers are 
still struggling to understand and prepare 
for MiFID II: many thought the rules had 
nothing to do with their business.

In the U.S., only 43% of of asset man-
agers expected MiFID II to have a direct 
impact on them, according to a survey by 
New York-based  Investment Technology 
Group.

The survey also found only 8% of firms 

have a plan to set up a research payment 
account to charge clients before the Mi-
FID II start date. In Europe, 85% of fund 
groups won’t be compliant by Q4 this year.

“MiFID II is going to have a significant 
impact well beyond the shores of Europe, 
as institutional investors require asset 
managers to change the way they budget, 
fund, price and pay for research,” said Jack 
Pollina, ITG’s head of global commission 
management.

TRACKING TRANSPARENCY
A number of tech providers suggest 

firms invest in a data analytics platform 
to maintain transparency in fund docu-
mentation and transaction data. 

“With the increased need for trade au-
tomation and transaction reporting under 
MiFID II, US investment firms will need 
to hire technological talent and expertise 
in order to not only increase efficiency, 
but also to simply meet compliance,” ac-
cording to Kurtosys.  MME 

Additional reporting by Bloomberg News

IMPACT 
from page 1

REGULATION

“Any time you have a change of this 
magnitude, where you just sort of flip a 
switch, we would expect the potential 
for disruption to be pretty high.”

Jonathan Pruzan, Morgan Stanley CFO
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industries in the index.
The result: DoubleLine Shiller En-

hanced CAPE Fund returned 14% on av-
erage over the three years through Aug. 23, 
besting 99% of all large-cap value funds 
tracked by Bloomberg. Gundlach’s $53.9 
billion flagship bond fund averaged 3.2% 
returns in the same period, beating 86% of 
its peer group.

That’s OK with Gundlach, Double-
Line’s co-founder, chief investment officer 
and public face. He’s struck a combative 
chord with the news media, rival money 
managers and researcher Morningstar, 
while happily talking up Sherman.

“People used to say, ‘What does Gun-
dlach think? What does DoubleLine 
think?’” Gundlach told Bloomberg News 
earlier this month. “Now they’ll say, ‘Sher-
man, what do you think?’ And that’s great.”

Sherman, by many accounts, is the 
easy-going yin to Gundlach’s feisty yang. 
Gundlach, 57, promoted him last year as 
part of a running effort to push Los Ange-
les-based DoubleLine beyond its fixed-in-
come niche and prove that the $111 billion 
firm isn’t a one-man show.

Sherman, 40, is the son of a truck driver 
and a bookkeeper, he grew up in the cat-
tle and oil hub of Bakersfield, California, 
before studying math on a scholarship at 
University of the Pacific. 

CATEGORY LEADER
After collecting a master’s degree in 

financial engineering at Claremont Grad-
uate University, Sherman joined TCW, 
where Gundlach was already a star. After 
TCW fired Gundlach in 2009, Sherman 
was among about 40 financial profession-
als who left to help form DoubleLine. He 
was promoted to deputy CIO in June of 
last year.

The $4.28 billion CAPE Fund was up 
13% this year through Wednesday tops 
among the 90 funds with at least $1 billion 
in assets in the Bloomberg large-cap value 
category. In the past year alone, the fund’s 
assets have more than tripled.

Sherman’s outsized gains reflect the 
fund’s unusual, rules-based approach. It 

identifies the five cheapest industry sec-
tors in the S&P 500 based on their cycli-
cally adjusted price-to-earnings, or CAPE, 
ratios, a methodology that tracks a long-
term historical average for inflation-ad-
justed earnings developed by 2013 Nobel 
laureate Robert Shiller. The fund throws 
out sectors with the least momentum.

The twist is how the fund actually gets 
exposure to those stock sectors. Instead 
of purchasing shares, it invests in a bas-
ket designed by Sherman of short- and 
intermediate-term bonds, which are used 
as collateral to enter swaps contracts that 
provide returns consistent with the select-
ed industries. The CAPE fund in effect 

uses the same money twice, earning in-
terest on the bonds while capturing equi-
ty returns. Sherman calls it DoubleLine’s 
“double value proposition.” The fund has 
outgained the Barclays ETN+ Shiller 
CAPE ETN, which uses a similar strategy 
without a fixed-income kicker.

Of course, there hasn’t been a major 
market downturn since the CAPE fund’s 
inception. And not all of Sherman’s ideas 
have panned out. His Strategic Com-
modity Fund, which takes long and short 
positions in commodity-related invest-
ments, has lost 4.6% since it launched 
in May 2015. That beat its benchmark, 
the Bloomberg Commodity Index, but 
failed to attract investors. Assets fell to 
$28 million from a peak of $36 million 
last July.

Still, Sherman’s rise to deputy CIO 
comes at a key moment. Even though Gun-
dlach has continued to beat benchmarks, 
his Total Return Bond Fund — by far the 
biggest among DoubleLine’s offerings — 
suffered net outflows of $8.4 billion in the 

12 months through July, almost as much 
as the combined inflows to the firm’s other 
funds, according to Bloomberg estimates.

‘MORE HUMBLE’
Amid those withdrawals, Gundlach 

has taken to Twitter to criticize “haters” 
and “fake news,” railing against Business 
Insider, CNBC, Bloomberg and The Wall 
Street Journal. He accused an unnamed 
competitor “in utter turmoil” of planting 
a “phony narrative” about DoubleLine. 
The firm has denied repeated requests 
from Morningstar for certain informa-
tion on the Total Return fund’s strategies 
and personnel, preventing the research 

company from considering it for a medal 
rating, according to a July note.

“Questions remain regarding risk con-
trols, firm culture, and details around suc-
cession planning,” Morningstar’s Sarah 
Bush wrote. “The firm appears to have be-
gun to address succession and key-person 
risk by promoting Jeffrey Sherman to dep-
uty CIO in 2016, but it is still unclear how 
the many responsibilities of founder Jef-
frey Gundlach would be handled should 
he step down from the firm, an admittedly 
unlikely event.”

Nazeeh Aranki, a DoubleLine Total 
Return investor since 2010, added the 
CAPE fund to his portfolio this year.

“Gundlach, he’s very assertive,” said 
Aranki, at Western International Securi-
ties. “Sherman is a little more humble and 
more pleasant.”

Even Gundlach concedes that Sherman 
comes across as more congenial. 

“They like him more than me, which is 
great,” Gundlach said. - Bloomberg News  
MME 
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“People used to say, ‘What does 
Gundlach think? What does DoubleLine 
think?’ ... Now they’ll say, ‘Sherman, 
what do you think?’ And that’s great.”

DoubeLine CEO Jeffrey Gundlach
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will no longer have to count the broker’s 
compensation against his/her own perfor-
mance.

This very important secondary effect of 
the rule will emerge slowly over the next 
couple of years; it won’t light the world 
on fire at once. But the improving perfor-
mance of actively managed mutual funds 
will be no less real.

CLEAN SHARES WINNING
Most predictions suggest the Labor 

Department’s fiduciary rule will lead to 
the decline of actively managed mutual 
funds and an increase in passive ETFs. 

There’s no requirement that advisors 
have to switch to lower-cost passive 
funds. The only real requirement is that 
if an advisor is going to use an actively 
managed fund, there needs to be reason 
and justification for paying the active 
manager’s fee.

The rule also dictates that if there are 
multiple share classes of the exact same 
fund, use the lowest-cost version avail-
able. To further ensure that advisors 
aren’t even tempted toward a small sub-
set of higher-cost funds that might pay 
them better, institutions have a require-
ment under the rule to make compensa-
tion uniform across an entire category 
of investment products. Even with clean 
shares, the broker still has to get paid, but 
that will happen by simply wrapping a 
levelized commission — 1% per year, for 
example — around the whole brokerage 
account by the broker-dealer themselves, 
resulting in broker-dealers looking more 
and more like RIAs that buy institution-
al-class shares and wrap their 1% AUM fee 
around it to manage it.

In fact, when the Labor Department 
confirmed that the fiduciary rule was go-
ing into effect on June 9, it indicated that 
new rules, with another streamlined ex-
emption similar to the level fee fiduciary 
exemptions, might be enacted specifically 
for brokerage firms using clean shares and 
this AUM style of perfectly level commis-
sions. Simply put, there are going to be a 
lot of dollars flowing into clean shares.

BETTER PERFORMANCE
From the perspective of actively man-

aged mutual funds, as the entire bro-
kerage industry shifts from A shares to 
lower-commission T shares — and partic-
ularly from C shares to clean shares — the 
cost structure of mutual funds themselves 
begins to change. 

This isn’t necessarily about the differ-
ence to the end consumer. You can pay a 
1% trail on a C share or you can pay a 1% 
fee to a broker who uses a clean share; the 
consumer pays 1% either way. But the flow 
of payments is different.

Instead of the consumer-as-mutu-
al-fund-shareholder paying 1% out of 

the fund, he/she pays 1% directly to the 
brokerage firm, which will then remit a 
portion to the broker. This is because the 
mutual fund itself is a clean share, which 
means the cost of compensating brokers 
will no longer be paid from mutual fund 
assets. Consequently, the mutual fund no 
longer must count broker compensation 
against its own performance.

What happens when every mutual fund 
currently paying a 1% trail to a broker sud-
denly no longer has to carry that 1% fee as 
part of the fund’s expense ratio? The ex-
pense ratio of all of those funds drops by 
an entire 100 basis points per year indefi-
nitely. This is a profound shift.

A lot of mutual funds have not actual-
ly been underperforming by the amount 
of the manager’s fee. Rather, they’ve been 
underperforming because of the drag of 
the broker’s commission. Those aren’t in-
vestment management costs. Rather, they 
are marketing costs borne by sharehold-
ers thanks to the 12B-1 rules that allow 
expenses for marketing to be paid from 

mutual fund assets, and therefore count 
against mutual fund performance.

But again, with the shift to both low-
er-commission T shares and clean shares 
especially, the cost will still be borne by 
consumers, but not out of mutual fund 
assets in a manner that gets held against 
their performance. This means we’ll likely 
see actively managed mutual fund perfor-
mance starting to improve. Not necessar-
ily because the funds are being managed 
any differently, but because their manag-
ers are no longer paying broker compen-
sation out of their performance.

Today, consumers and advisors have a 
huge number of solutions at their finger-

tips, including Morningstar itself, to show 
them exactly how their mutual funds are 
performing net of fees relative to a bench-
mark and passive alternatives.

This creates a world in which investors 
are more performance-sensitive because 
they’re more easily able to measure invest-
ment performance against benchmarks. 
And were it not for the fiduciary rule, their 
fund managers would still allow the mar-
keting expenses of the fund company paid 
to brokers to be applied against their per-
formance records.

As more mutual fund managers realize 
that if they switch to clean shares, they can 
get broker compensation out of their per-
formance records, they’re going to push 
for it. And this may actually be the begin-
ning of the end of the 12B-1 fee altogether. 
- Michael Kitces is a partner and director of 
wealth management at Pinnacle Advisory 
Group in Columbia, Maryland; co-founder 
of the XY Planning Network; publisher of 
the Nerd’s Eye View blog; and a contribut-
ing writer at SourceMedia. MME 
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A lot of mutual funds have not actually 
been underperforming by the amount of 
the manager’s fee. Rather, they’ve been 
underperforming because of the drag of 
the broker’s commission.

Michael Kitces, partner, Pinnacle Advisory Group
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Ticker Beta Score 1-YR  
Return (%)

Expense  
Ratio (%)

Fund size  
(millions)

1 Oakmark Global Select Investor OAKWX -0.009 23.05 1.150 $2,711

2 Dodge & Cox Global Stock DODWX -0.011 23.13 0.630 $9,081

3 Longleaf Partners Global LLGLX -0.012 25.82 1.320 $217

4 Gabelli Focus Five GWSAX -0.044 8.90 1.420 $160

5 T. Rowe Price Financial Services PRISX -0.065 26.80 0.880 $740

6 Davis Financial RPFGX -0.074 21.64 0.920 $1,218

7 Longleaf Partners LLPFX 0.099 13.21 0.950 $3,351

8 Oakmark Global Investor OAKGX 0.113 25.37 1.170 $2,662

9 USAA Capital Growth USCGX 0.123 17.33 1.240 $836

10 Ivy High Income WRHIX 0.133 10.04 1.670 $4,528

11 QS Global Equity CFIPX 0.136 17.61 1.300 $158

12 Northeast Investors Trust NTHEX -0.157 11.12 1.310 $325

13 Templeton World A TEMWX -0.172 15.85 1.070 $4,732

14 Wells Fargo Global Small Cap EKGAX 0.175 15.45 1.550 $244

16 (tie) AMG Yacktman Focused YAFFX 0.188 12.00 1.230 $4,357

16 (tie) Templeton Global Opportunities TEGOX 0.188 18.63 1.330 $446

17 State Street Hedged Intl Dev Eq Idx SSHQX 0.190 17.60 0.200 $2,583

18 Putnam Diversified Income PDINX -0.203 8.92 1.000 $3,556

20 (tie) The Cook & Bynum COBYX -0.206 9.18 1.490 $150

20 (tie) USA Mutuals Vice Investor VICEX 0.206 12.72 1.490 $227

Data as of Aug. 28. Source: Morningstar 

DATA SHOWCASE

The markets have been unusually calm lately, but if  investors are concerned about volatility, stemming either from geopolitics or Hurricanes 
Harvey and Irma wreaking havoc in the energy and agriculture sectors, there are a number of measures that can help.
Standard deviation is one such gauge, which we analyzed recently. Here, we show funds that have the smallest beta scores, either positive or 
negative. Scores higher than 1 indicate funds that are more volatile than the market; scores less than 1 are less so. This stability comes at a cost, 
though, as the average expense ratio was more than 1%.
We looked at funds that had at least $100 million in assets, and a one-year return of at least 8%. That’s less than the S&P 500, of course, but 
managing for volatility entails a willingness to accept less on the upside to guard against the downside.  MME

Top 20 funds best positioned for volatility
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Fund Passporting: Your Ticket to Markets and 
Investors in Asia

S everal countries in the Asia-Pacif-
ic (APAC) region are participat-
ing in fund passporting schemes. 

These agreements allow approved invest-
ment funds that are domiciled in one 
country to be distributed in another par-
ticipating country, and vice versa.

With a fund passporting scheme, an as-
set manager can, in theory, set up a fund 
once in a single domicile, and then achieve 
access to any other country that is in the 
same scheme. These schemes are being in-
troduced within Asia-Pacific to boost the 
local fund industries and try to retain in-
vestment flows, rather than have them go 
offshore to the U.S. or Europe.

Following are three current passporting 
schemes:

1. ASEAN Collective Investment 
Scheme (CIS) Passport: The first scheme 
was launched in 2014 and includes Singa-
pore, Malaysia and Thailand. It has been 
slow to gain traction due to tax differences 
between the participating countries and 
limited current market opportunities.

2. Hong Kong-China Mutual Rec-
ognition of Funds (MRF): This scheme, 
launched in 2015, opens mainland China 
to global funds domiciled in Hong Kong, 
and is considered a game changer for the 
industry. It provides global managers the 
ability to access the Chinese retail fund 
market, which has seen phenomenal 
growth and is on its way to becoming one 
of the largest in the world.

3. Asia Region Funds Passport: 
Australia, Japan, New Zealand and South 
Korea have already signed on to this 
agreement, which is expected to launch in 
late 2017. Singapore, the Philippines and 
Thailand are also expected to join. While 
further clarity is needed on specific regu-
latory and tax issues, the scheme could be 
quite attractive to global fund managers 
as it provides a mechanism to tap into a 
number of large fund markets.

Many large global fund managers are 
already doing business indirectly in Asia, 
either through a subadvisory arrangement, 
a local acquisition or offshore distribution. 
But fund passporting offers an attractive 

opportunity to expand 
by establishing locally 
domiciled funds tar-
geted at local investors.

Passporting also 
makes it less costly 
and cumbersome for 
managers who are new 
to APAC to enter the 
marketplace. In Asia, 
every economy has its 
own rules, forcing managers to follow dif-
ferent sets of requirements for each coun-
try in which they hope to do business. Do-
miciling a fund in a single jurisdiction and 
achieving access to other countries lowers 
those barriers to entry.

Now the question asset managers must 
ask themselves is, “Where do we want to 
expand?” Some may choose to enter larg-
er, more established fund markets such as 
Australia and Japan. Because investors in 
these countries already have access to wide 
variety of mutual funds and exchange-trad-
ed funds (ETFs), a manager would need to 
offer something unique, that can pursue 
better returns or better diversification.

On the other hand, China presents the 
most compelling growth story, with a siz-
able population that has seen low pene-
tration by investment funds. Mutual fund 
assets under management represented just 
10% of China’s gross domestic product 
(GDP) in 2015, compared to 91% in the 
U.S.1  Because Chinese investors have pre-
viously only had restricted access to over-
seas markets, products that offer diversifi-
cation opportunities will be appealing.

There are other emerging countries to 
consider, including Thailand, Malaysia, In-
donesia and the Philippines, who are current 
participants or likely to also join schemes. 
Though these are smaller countries, they are 
growing rapidly and offer interesting possi-
bilities to managers looking to seize oppor-
tunities in Asia, particularly if they can be 
accessed through fund passporting.

Fund managers should ask themselves 
what their time frame is for considering an 
expansion into Asia. Should they make a bet 
now that a particular country will become 

the region’s fund hub? 
Or wait until all the 
passporting schemes 
have matured?

The MRF scheme 
in particular offers a 
compelling argument 
for starting sooner 
rather than later. At 
present, it can take up 
to six months to es-

tablish a Hong Kong-domiciled fund and 
receive approvals from the local regulator. 
Any fund must then be active for at least 
12 months before it can attempt to access 
mainland China through the scheme. 
Therefore, starting early and engaging with 
a service provider that can support fund 
managers launching Hong Kong-domi-
ciled funds is a key to success.

Being the first fund manager in a new 
market is not as important as being the first 
with the right product that is not already 
available to investors. Firms should consid-
er what their core capabilities are, and how 
they can use fund passporting schemes to 
bring those strengths to APAC countries.

Other important steps to take when con-
templating how to expand into Asia are:

1. Educate yourself about the lo-
cal market – demographics, demand and 
fund penetration.

2. Hone an appropriate distribution 
strategy that recognizes the lack of brand 
recognition of U.S. companies in Asia.

3. Determine how to tackle the 
technological challenges of dealing with 
multiple parties in manufacturing, servicing 
and distributing cross-border fund products.

The views expressed within this article 
are those of the authors only and not those 
of BNY Mellon or any of its subsidiaries or 
affiliates.

1Ernst & Young, “Mutual Funds: Ready 
for the next leap,” 2015.

Hozaifa Arsiwala is the Head of APAC Prod-
uct and Global Head of Client Analysis & 
Solutioning, Asset Servicing, for BNY Mel-
lon. Alan Fong is the APAC Product Segment 
Manager for BNY Mellon.

By Hozaifa Arsiwala and Alan Fong

Hozaifa Arsiwala Alan Fong
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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 market

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

8/30/2017 194 -2,199 -3,606 -951 -512 -506 -1,016 -621 1,407 616 791
8/23/2017 1,420 -1,060 -2,730 -247 -445 -519 -1,098 -421 1,670 1,343 327
8/16/2017 -6,058 -8,514 -9,899 -4,838 -994 -530 -2,714 -822 1,385 1,471 -85
8/9/2017 3,694 -2,691 -5,156 -573 -638 -570 -2,355 -1,019 2,464 1,880 584
8/2/2017 -1,948 -4,904 -6,358 -1,413 -1,328 -773 -2,811 -34 1,455 1,822 -367

7/31/2017 3,762 -13,892 -25,404 -10,071 -4,283 -2,209 -7,615 -1,227 11,512 10,793 719
6/30/2017 7,430 -9,539 -18,556 -13,228 -3,209 -2,267 1,893 -1,746 9,017 7,437 1,580
5/31/2017 26,758 2,614 -9,299 2,766 -2,369 -2,182 -5,287 -2,227 11,913 8,341 3,572
4/30/2017 871 -11,933 -19,648 -5,056 -4,129 -2,006 -7,082 -1,375 7,715 5,848 1,867
3/31/2017 11,806 -14,849 -13,912 -1,715 -1,040 -1,086 -7,656 -2,415 -936 -819 -117
2/28/2017 26,712 3,661 -2,765 -1,235 491 699 -2,094 -626 6,425 5,520 905
1/31/2017 10,613 -8,298 -11,051 778 -886 983 -10,611 -1,314 2,753 1,693 1,060
12/31/2016 -56,061 -33,606 -26,962 -10,891 -975 -816 -12,196 -2,085 -6,643 -5,819 -824
11/30/2016 -52,595 -28,475 -26,087 -8,244 -1,853 -291 -11,078 -4,621 -2,388 -1,241 -1,147
10/31/2016 -32,973 -38,068 -31,450 -8,576 -5,330 -2,538 -12,213 -2,793 -6,619 -6,400 -219
9/30/2016 -9,013 -22,382 -15,275 -152 -1,653 -1,086 -10,118 -2,264 -7,108 -6,201 -907
8/31/2016 -9,939 -32,418 -24,807 -5,504 -3,373 -1,726 -12,747 -1,458 -7,611 -7,383 -228
7/31/2016 -15,322 -37,875 -31,402 -11,922 -5,177 -3,381 -9,035 -1,887 -6,473 -6,281 -192
6/30/2016 -14,516 -18,967 -14,678 1,099 -4,404 -1,576 -7,777 -2,020 -4,289 -4,292 3
5/31/2016 -5,863 -17,643 -17,550 -4,178 -3,538 -1,188 -7,131 -1,516 -93 -1,284 1,191
4/30/2016 -4,673 -23,921 -19,388 -5,800 -3,334 -2,405 -7,307 -542 -4,533 -3,633 -899
3/31/2016 14,663 -9,851 -9,701 -5,468 -1,321 93 -2,667 -338 -149 1,274 -1,423
2/29/2016 8,129 8,417 -2,374 2,072 -2,878 -367 -544 -657 10,791 10,189 602
1/31/2016 -20,767 -4,966 -15,479 5,587 -5,919 -2,888 -7,306 -4,952 10,514 10,753 -239
12/31/2015 -76,124 -36,806 -25,416 -5,347 -5,169 -4,121 -8,240 -2,539 -11,390 -7,233 -4,157
11/30/2015 -30,057 -20,575 -19,537 -6,164 -3,542 -3,591 -5,978 -262 -1,038 813 -1,850
10/31/2015 -7,669 -9,877 -11,881 -7,227 -725 -1,977 -2,958 1,006 2,003 3,132 -1,129
9/30/2015 -34,455 -9,401 -14,898 -5,318 -1,007 -1,976 -3,541 -3,055 5,497 7,749 -2,251
8/31/2015 -39,250 -9,347 -17,562 -3,927 -2,773 -1,425 -6,122 -3,315 8,215 11,440 -3,225
7/31/2015 -19,131 -9,547 -27,907 -14,811 -2,613 -986 -9,431 -66 18,361 18,857 -497
6/30/2015 5,290 -2,984 -16,597 -8,620 -1,026 -771 -5,858 -322 13,613 13,218 395
5/31/2015 3,012 -3,815 -16,725 -5,933 -416 -1,912 -8,096 -368 12,911 12,565 345
4/30/2015 5,589 -1,436 -19,649 -9,967 -2,082 -735 -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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