
ASSET MANAGERS ARE DEVELOPING NEW 
methods to help millennials overcome signifi-
cant mistrust of the markets.

After experiencing two major bear markets 
— the tech bubble in 2000 and the global fi-
nancial crisis in ’08 — younger investors have 
little reason to trust the markets, said Kostya 
Etus, a portfolio manager at CLS Investments. 

As a result, they are 
demanding prod-
ucts that are easy to 

understand and offer transparency, he said. 
“The millennial generation is getting mar-

ried a little bit later, having kids a little bit later, 
building houses a little bit later, and all of these 
things have happened for most millennials in 
the last five years or so,” Etus said in an in-

terview with Money Management Executive. 
“Part of it is education and a part of it is just 
the natural evolution that you’re going to start 
seeing, where more and more millennials be-
gin to save for retirement because they need 
to think about their family and their futures.”

As flows have continued to move to ETFs 
over the past decade — growing as much as 
20% to 30% per year, according to Etus — so-
cially responsible strategies have become one 
place managers have looked to drive interest. 
With boomers now entering their decumula-
tion phases, the time to bring millennials up 
to speed is now, he said. 

“Explaining to millennials that there are 
investments like this and giving options for 

MATT MALLOY LEFT AMERICA’S LARGEST 
bank for a much smaller firm two years ago. After 
overseeing almost $80 billion for insurers at JP-
Morgan Chase, he jumped ship for a rival team at 

Neuberger Berman with 
about a third of the assets.

It was a canny career 
move. Within a year, the 47-year-old was promot-
ed to run the North American institutional busi-
ness. At a time when active managers are strug-
gling against the passive juggernaut, Neuberger 
has been quietly and methodically catering to 
institutions by focusing on strategies that are be-
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Industry preps for major 
reporting overhaul

IN THE SECOND QUARTER OF 2018, THE 
Form N-PORT compliance era will officially 
begin. Just how ready is the industry for this 
significant reporting overhaul?

It was about a year 
ago that the SEC ruled 
to modernize — and in-

crease — the reporting of holdings information 
provided to the commission by registered invest-
ment companies. 

Many of these institutions will move from fil-
ing a couple of reports annually to adding month-
ly reporting on all the funds in their portfolios in 
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“Instead of taking time to do a phone call … millennials 
really simply don’t have the time to do it and they’d 
rather send a text message or get text message 
notifications,” said CLS portfolio manager Kostya Etus.
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Fidelity Investments CEO confronts 
sexual harassment claims

Fidelity Investments CEO Abby John-
son has condemned workplace harrass-
ment following the dismissal of two 
portfolio managers amid allegations, 
Bloomberg reports. 

In a video to the firm’s 40,000 em-
ployees, Johnson said no kind of harass-
ment will be acceptable. 

“We have no tolerance at our compa-
ny for any type of harassment,” Johnson 
said. “We simply will not, and do not, tol-
erate this type of behavior, from anyone.”

She spoke after Fidelity recently dis-
missed two portfolio managers due to 
inappropriate behavior, according to 
Bloomberg.

Edward Jones hits AUM milestone 
Edward Jones said it topped $1 tril-

lion in AUM as the firm continues its or-
ganic growth efforts. 

“This milestone reflects the growth of 
our firm as we serve new clients, as well 
as our ability to deeply understand our 
clients’ comprehensive financial needs 
and help them meet multiple goals,” said 
Edward Jones Managing Partner Jim 
Weddle. 

The broker saw a 9.9% jump in AUM 
to $1.06 trillion since the beginning of 
the year, and net new assets grew by 
$30.9 billion through August. 

Edward Jones said it’s looking to hit 

$47.1 billion in 2017.

RESEARCH 

Global macro strategies lead 
hedge fund managers’ product 

plans 

Institutional investors showed inter-
est in global macro products in 2016, 
according to new research. 

Twenty-eight percent of asset manag-
ers received several requests for these 
strategies and another one-third re-
ceived at least a few requests, according 
to Cerulli Associates. 

“While the pace of hedge fund new 
product development is expected to be 
low during 2017, some managers polled 
have a pipeline of products currently in 
development or under consideration,” 
said Michele Giuditta, associate director 
at Cerulli. “Global macro strategies lead 
product development plans with 19% of 
managers currently developing a prod-
uct and another 23% considering it.”

A majority of managers polled by Ce-
rulli said that their funds are designed 
to provide diversification and volatility 
mitigation.

PRODUCTS 

Virtus and Wellington launch ETF 
Virtus ETF Solutions announced ear-

lier this month that it has teamed with 
Wellington Management to launch the 
Virtus WMC Global Factor Opportunities 
ETF (VGFO).

INDUSTRY HIGHLIGHTS

RESEARCH

NEWS SCAN

10/18/2017 10/11/2017 10/4/2017 9/27/2017 9/20/2017
Equity 14,916 6,271 7,212 335 4,891

Domestic 10,086 3,143 3,861 -2,261 2,396
World 4,830 3,128 3,351 2,596 2,495

Hybrid 103 46 60 46 29
Bond 2,273 2,180 3,795 1,736 3,033

Taxable 2,056 2,062 3,652 1,636 2,999
Municipal 217 118 143 100 34

Commodity -428 265 -357 861 -134
Total 16,865 8,761 10,710 2,978 7,819

ETF Estimated Net Issuance

Source: Investment Company Institute
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there is a clear need for improved real 
asset diversification within target-date 
funds and other DC line-up choices,” 
said David Edlin, executive vice presi-
dent and director of wealth management 
consulting. “With their history of attrac-
tive returns, low correlations with other 
asset classes and positive inflation sen-
sitivity, listed real assets may increase 
the likelihood of investors achieving their 
retirement income goals.”

While with PNC, Gasta served as the 
Southeast Regional DCIO Director and 
was responsible for developing relation-
ships with top retirement plan advisors.   

Brown Capital adds to 
international equity team 

Brown Capital Management an-
nounced that Kabir Goyal, a former man-
ager from Wasatch Advisors, joined the 
firm as director and portfolio manager 

and senior analyst 
on the firm’s in-
ternational equity 
team. 

Kabir, the former 
associate port-
folio manager for 
Wasatch’s Interna-
tional Growth Fund 
(WAIGX), will join 
Brown Capital’s ex-
isting international 

team members, Maurice Haywood and 
Duncan Evered, the firm said. 

“We have been managing interna-
tional strategies for nearly two decades, 
and Kabir is an outstanding addition to 
our firm,” said Brown Capital CEO Ed-
die Brown. “We believe that, as a team, 
Maurice, Duncan, and Kabir are well 
positioned to grow and build upon our 
existing international investment capa-
bilities for years to come.”

Kabir has previous experience as an 
equity analyst at Putnam Investments 
in Boston, where he focused on interna-
tional industrials and materials, accord-
ing to the firm. MME 

News Scan by Amanda Schiavo

NEWS SCAN

The relationship will allow Virtus to 
leverage Wellington’s proprietary and 
independent research in global equities.  
The fund, which has an expense ratio of 
0.49%, will trade on the NYSE Arca.

MassMutual Ventures 
announces second $100M fund 
MassMutual Ventures has launched 

a second $100 million fund as it looks 
to continue to build on its strategy of in-
vesting in early and growth-stage com-
panies in the insurance, benefits, finan-
cial services, enterprise software and 
cyber security sectors. 

The funding, from its parent company 
Massachusetts Mutual Life Insurance 
Company, doubles the firm’s total cap-
ital under management to $200 million, 
MassMutual said. 

The funding also gives the firm the 
ability to back an additional 20 to 25 
companies in North America, Europe 
and Israel.

Bernstein launches 2 ETFs
Sanford C. Bernstein has launched 

a pair of ETFs, just about a year after 
claiming that the rise of passive asset 
management would be worse for society 
than Marxism, according to Bloomberg. 

The Bernstein U.S. Research Fund 
(BERN) and the Bernstein Global Re-
search Fund (BRGL) have expense ratios 
of 0.50% and 0.65%, respectively. 

Their aim, according to Bloomberg, 
is to track the firm’s U.S. and global 
research indexes, while also owning 
stocks that are rated “outperform” by 
Bernstein’s analysts. 

Capital Impact Partners’ effort to 
help underserved communities 
Nonprofit corporation Capital Impact 

Partners launched an offering of up to 
$100 million of AA rated fixed-income 
Capital Impact Investment notes that 
will allow investors the opportunity to 
invest in its efforts to aid underserved 
communities. 

“Through Capital Impact Investment 

Notes, we are creating the opportunity 
to drive financial activism by creating 
a product that helps investors create 
positive social change for people in 
communities across this country while 
also earning a return on that investment,” 
said Ellis Carr, president and CEO of Cap-
ital Impact Partners. 

The notes are available for as low as 
$1,000 with available fixed interest rates 
with maturities that range from one to 10 
years.

Krane Funds launches emerging 
markets consumer tech ETF

Krane Funds Advisors is expanding 
its internet suite with the launch of the 
KraneShares Emerging Markets Con-
sumer Technology ETF (KEMQ), which 
holds companies focused on internet 
software services, payment processing 
and e-commerce. 

The ETF, which has an expense ratio 
of 0.79%, will trade on the NYSE.

KEMQ holds companies including 
Brazilian electronic payment processor 
Cielo, Argentina-based e-Commerce 
platform MercadoLibre, South Korea’s 
social media giant Naver, Russian web 
portal Mail.ru and Chinese internet lead-
ers Alibaba and Tencent.

ARRIVALS 

Cohen & Steers brings on new 
VP for wealth management team 

Cohen & Steers has brought on Chris-
topher Gasta, formerly of PNC Capital 
Advisors, as vice president of the firm’s 
wealth management unit. 

Gasta joined the unit’s defined-con-
tribution investment-only marketplace 
team, which was created about 18 
months ago to improve the firm’s posi-
tion in the $7 trillion defined-contribu-
tion market, according to the firm. 

Here, the firm provides investment 
management services to qualified retire-
ment plans. 

“While plan sponsors continue to 
simplify their investment menu choices, 

Kabir GoyalARRIVALS
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spoke and hard to replicate. The result: Its 
institutional assets have grown in each of 
the past five years, increasing about 45% 
since 2011, to $183 billion as of Sept. 30.

It’s part of George Walker’s strategy 
for Neuberger. The firm’s chief executive 
officer has waded into the global market 
for insurers and pension assets that’s also 
being targeted by his largest rivals: JP-
Morgan, BlackRock and Goldman Sachs, 
which earlier this year estimated the over-
all insurance and pension market to be 
more than $40 trillion. 

Malloy has expanded his team by hir-
ing from each of those companies and 
has been winning business from Alaska 
to Taiwan. “We do well with the largest, 
most sophisticated clients,” Walker says. 

The CEO is proving it’s not always 
a game of scale — a contrarian view 
when firms around him keep merging 
for growth. His institutional business 
is a fraction of the $1 trillion in institu-
tional funds overseen in active strategies 
at BlackRock, the world’s largest money 
manager. And for Malloy, a big reason for 
the jump “was an opportunity to build 
something,” he says.

GLOBAL PRESSURE
Walker was hired in 2006 by Lehman 

Brothers to run an investing division. 
He and his management team navigat-
ed the financial crisis and Lehman’s 
meltdown, culminating in a deal that 
separated Neuberger Berman’s opera-
tions from the bank. The firm became 
fully owned by its employees in 2014, 
and earlier this year it began renting 15 
floors in Midtown Manhattan.

Asset managers globally have been 
pressured as investors flock toward low-
er-fee passive strategies.  And Neuberg-
er isn’t immune. It’s suffered outflows 
in its equity business, where investors 
have been shifting to index funds. “We 
as investors make the tough trade-off,” 
Walker says. “As some investors have 
chosen to go passive, that’s put bigger 
pressure on that part of the business 
and less so on other parts.”

Still, Neuberger, which oversees $284 
billion, has expanded assets each of the 
past five years at its alternatives unit and 
in fixed income, its largest business. That’s 
largely offset the pressure on equities, says 
Clay Montgomery, a credit analyst at S&P 
Global Ratings. 

Alternatives have been a smart play be-
cause strategies such as private equity can 
lock up investor capital for longer periods 
of time, at higher fees, he says. “You’ve 
seen largely that they’re able to raise larger 
funds than they’ve previously raised,” he 
says. “They don’t really have to do much 
to survive. They just have to hang in there 
and keep on performing.”

Neuberger has more than $50 billion 
in strategies that include private equity, 
direct lending, and co-investments along-
side buyout firms. Malloy said, since the 
day he joined, private investments would 
become more important to his clients. 

The assets are a good match for pen-
sions and insurers — which mostly hold 
fixed income — because they’ve been 
bleeding from years of low interest rates 
globally and have been seeking new plac-
es for yield. While liquidity can be a con-
cern, private equity funds make sense for 
pensions and life insurers, which have 
long-duration liabilities. Aflac is one in-
surer that decided this year to expand its 
bets on illiquid assets, disclosing Neu-
berger as one of two private equity part-
ners, as well as KKR.

The firm’s Dyal Capital Partners unit, 
which take stakes in asset managers such 
as private equity and hedge fund firms, 
raised more than $5 billion for a third 
fund last year. MetLife, the largest U.S. 
life insurer; Nationwide Mutual Insur-

ance; Voya Financial; and pension funds 
in New Jersey and Alaska have commit-
ted capital to Dyal Capital Partners III, 
according to public filings. Neuberger is 
seeking to raise another $5 billion for a 
fourth fund, a person familiar with the 
effort told Bloomberg in June.

PUSHING UP ASSETS
The New Jersey Division of Investment 

this year invested an additional $200 mil-
lion, its third custom fund with Neuberg-
er since 2007, after a relationship that “has 
been extremely productive over time,” ac-
cording to a March memorandum by the 
state’s chief investment officer. The Alas-

ka Retirement Management Board last 
year committed $50 million to a partner-
ship with the asset manager, saying the 
firm’s “last two funds have strong returns, 
which are top quartile when compared” 
with rivals.

“We have probably spent half of our 
time or more on private markets, private 
equity portfolio allocations for our insur-
ance clients, and, to a large extent, pen-
sion clients,” Malloy says. “They want to 
do it in a way that is fairly bespoke. That is 
a core differentiator for us as a firm.”

These are just some of the efforts 
that helped push institutional assets 
up. Malloy has hired talent for portfolio 
analytics and fixed-income investing in 
the past year, while Walker has added 
teams for options trading and hedge 
fund investments.

“In a fairly short period of time we got 
good traction, and we’re demonstrating 
our value,” Malloy says. “And that’s the 
most important thing.” - Bloomberg 
News  MME
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“We have probably spent half of our time 
or more on private markets, private equity 
portfolio allocations for our insurance clients, 
and, to a large extent, pension clients.”

Matt Malloy, managing director, Neuberger Berman
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a structured data format. Needless to say, 
this involves wrangling a lot of data on a 
regular basis, in the quest for enhanced 
disclosure. 

As of now, the earlieset scheduled 
compliance date (for larger filers) for the 
form is June 1, 2018.  

Despite some hope that the final rule 
will be delayed or even dismissed due to 
a less-regulation-friendly administra-
tion or a request by the ICI, the industry 
has been working hard over the past 12 
months to prepare for this reporting rule 
modification. 

Looking back at the work done over 
the past year, it’s heartening to consider 
all the progress that has been made to-
ward hitting this challenging goal. 

A lot of work has been completed, 
much certainty has been gained, concrete 
plans are in place and efforts are moving 
along at a good pace.  

Here are some of the main insights 
that have been gained during this pro-
cess, and a look at the four main phases of 
data readiness ahead of Form N-PORT’s  
compliance date. 

DATA IS KEY
While working with our clients over 

the past year, we confirmed our pre-rule 
research that “data is the thing.” 

E-filing and form calculation are , of 
course, important, but those compo-
nents are generally regarded as low-risk 
commodities.

The real value is connected to the 
data and how to manage it, and this has 
been and continues to be a chief indus-
try focus.

On the data side of the house, we have 
seen the market segment their readiness 
into four mostly consecutive phases. 
While there is a lot of overlap in the 
phases, each has a distinct time frame for 
completion.

PHASE ONE: DATA MANAGEMENT AND 
FILING SYSTEMS

Phase one of this process involved 
selecting a data management and filing 

system. The early timing of this phase 
was driven largely by the third-party ad-
ministrators who need tangible evidence 
of readiness as they make the case to their 
clients, but also because the data man-
agement system is a prerequisite for the 
other phases. 

By the start of the third quarter, most 
filers had their selection in mind, and by 
the end, the majority had completed their 
purchase and closed the books on their 
data management and filing systems.

PHASE TWO:  INFORMATION ON HAND
Phase two involves working with what 

you might call “free” content; this is con-

tent that administrators have on hand 
now. It’s made up  of information held in-
ternally, or that will be provided by cur-
rent service providers — holdings, trial 
balance, returns, collateral, SEC lending, 
fair value designations and the like. 

The information will need to be repur-
posed for Form N-PORT, but filers won’t 
need to figure out where to get it. 

The most notable aspect of this phase 
is working with upstream systems to en-
sure the data exists in a usable format. 

Filers are currently organizing, inven-
torying, relating and otherwise working 
on how they are going to use existing 
content in a new way. 

This activity will continue all the way 
through the end of the first test filing pe-
riod in December, and possibly on into 
the first quarter of 2018.

PHASE THREE:  PAID CONTENT
Phase three involves securing paid 

content, or at least part of the paid con-
tent. Content that is not used today by 

the back-office team, such as data enrich-
ment and risk metrics, will need to be re-
ceived from a new provider. 

There is still some uncertainty as to 
who will provide this information to 
the filer. Will it be the administrator, 
the filer or the advisor? 

All signs are pointing to the filer —
which is most often the fund’s admin-
istrator — acquiring this information. 

But as of yet, things are not clear. 
You can likely expect some more clari-
ty on this matter before the end of this 
year, with decisions probably still be-
ing made early into the second quarter 
of 2018.

PHASE FOUR: LIQUIDITY
Phase four, the final stage in the data 

readiness process, deals with liquidity. 
Liquidity categories will be determined 
by advisors either on their own or via a 
liquidity provider. 

Even if a liquidity provider is selected, 
a facts-and-circumstances analysis must 
be performed by the advisor, the settings 
of the liquidity tools must be set, and the 
monitoring and program administration 
will need to be covered. 

Between the added complexity and 
the extra six months of available prep 
time, my prediction is that those deci-
sions will not be made by the majority  of 
the market until the third quarter of next 
year. 

But with continued effort in broad 
data readiness over the next several 
months, we should all be in good shape 
to hit that first filing date. 

Paul Soltis is the global market manag-
er for software firm Confluence. MME 
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“While working with our clients over the 
past year, we confirmed our pre-rule 
research that ‘data is the thing.’”

Paul Soltis, global market manager, Confluence
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ESG investments would really be a great 
way to help them get invested,” he said. 
“Showing how much impact you have is 
actually bringing to the world something 
really impactful.”

An edited version of the conversation 
follows.

How are the next generation’s de-
mands altering back offices?

The technological evolution is happen-
ing everywhere, and the millennials are 
always busy, they’re always tired, they’re 
always working, they’re just starting their 
families, they don’t really have as much 
time to go visit with a financial advisor. 
But they want access to everything at their 
fingertips, which is, of course, very pos-
sible with the evolution of the cellphone 
market. We all have a supercomputer in 
our pocket.

Now, how easy would it be to pull up 
your cellphone and pull up all of your ac-
counts and all your information? Let’s say 
you have a question about something or 
are unhappy about something — instead 
of taking time to do a phone call, which 
is really kind of relationship building, a 
lot of millennials simply don’t have the 
time to do it, and they’d rather send a text 
message or get text message notifications. 
I think that’s where this type of evolution 
is going. 

One key area where we’re already see-
ing the more impersonal feel to financial 
advice is through the robo advisor market. 
There you can sign on to a website and have 
an account created in a matter of minutes, 
and have everything ready at your finger-
tips through an online interaction.

What do you see as the biggest impact 
from this shift? 

It’s certainly changing the way advisors 
need to think about interactions with their 
clients. Advisors need to think about how 
they can evolve their technology offerings 
and think to the future. 

At CLS we are the money managers 
that provide third-party asset manage-
ment for advisors, but we actually have a 

sister company, Orion, that provides the 
back office. They are consistently trying 
to find ways to help advisors with this 
evolution. They’re always coming up with 
new apps and gadgets and widgets to help 
streamline what the client really needs.

Does this shift impact the way prod-
ucts are being developed? 

As far as product evolution, I think all 
signs are pointing to ETFs — there’s a ton 
of competition happening everywhere, 
and the focus has shifted toward low cost. 
Millennials are very cost-centric, and they 
are also very skeptical. I like to sometimes 
call it the know-it-all generation, because 

we perceive ourselves as experts on every-
thing, no matter what question you ask. 
You simply Google it and you find out the 
answer right away. 

Having that ability to look things up 
quickly is actually a great benefit to ETFs, 
which are highly transparent and simple. 
They’re very easy to understand, they’re 
index-based and they’re transparent. You 
can look up the underlying holdings every 
day, you know exactly what companies 
you’re holding, and I think millennials 
can really grasp that and appreciate that. 
If you told me you could have something 
very simple at a low cost, it’s a no brainer. 

Millennials have not saved the way 
previous generations have for retirement. 
What kind of challenges does that create? 

I think the most important thing there 
is education. We can only do so much by 
promoting education through social me-
dia and through websites, but it falls on 
the employer when millennials get new 
jobs and start through their orientation. 

Employers should be focusing on sav-
ing for retirement and 401(k) education 
and, really, they should start making 
401(k)s mandatory. That will get mil-
lennials more involved. 

The millennial generation is getting 
married a little bit later, having kids a lit-
tle bit later, building houses a little bit later, 
and all of these things have happened for 
most millennials in the last five years or so. 
So part of it is education and a part of it 
is just the natural evolution that you’re go-
ing to start seeing, where more and more 
millennials begin to save for retirement 
because they need to think about their 
family and their futures. 

How are managers addressing the 
phenomena of fewer investors taking 
part in the market compared to previous 
generations? 

That is a huge issue. The older genera-
tion that has been a lot more focused on 
their future and saving is really getting to 
that age where they’re already in retire-
ment — the baby boomers — and they’re 
starting to take distributions. Advisors are 
going to see that their large cash-cow ac-
counts are going to start distribution, and 
the new crop of millennials coming in ar-
en’t saving as much. 

I think education is key. Having the 
products, the differentiated product 
offerings through ETFs is important — 
and having the technology in place so 
they have everything at their fingertips. 
You need to make it easy for millenni-
als. If it’s easy and it doesn’t take a lot of 
time, they’ll do it. 

Do you see socially responsible in-
vesting as a solution for the lack of inter-

MILLENNIALS 
from page 1

Q&A

“One key area where we’re already seeing 
the more impersonal feel to financial 
advice is through the robo advisor 
market.”

Kostya Etus, portfolio manager, CLS Investments
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est in investing? 
Absolutely. We’ve already seen the tre-

mendous flows into ETFs over the last de-
cade or so, upwards of 20% to 30% growth 
per year. The ESG movement is in the in-
fancy stages, and over the last year it’s re-
ally the first time that it’s starting to peek 
its head.

There has also been evolution within 
the ESG space itself. If you think about 
more of the traditional values-based in-
vesting, we call it SRI, that dates back 
decades and the clients always associate 
it with screening out negative compa-
nies, screening out tobacco, screening 
out weapons manufacturers and perhaps 
energy companies. This new evolution of 
ESG — instead of negative screening, this 
new-school approach is only investing and 
not taking out companies one by one out 
of a flat index. 

Higher-quality companies have done 
well over the last year on a global basis, 
and ESG companies have followed suit.  
So that’s a very interesting dynamic and 
something that particularly resonates well 
with millennials, because, although other 
older generations were also focused on 
some social issues, millennials are more 
focused on global climate change [and] 
gender equality, and they’re really more 
interested in companies that are helping 
the world get better. 

This gets us to the topic of impact and 
which companies are really helping to 
drive global change. Explaining to millen-
nials that there are investments like this 
and giving options for ESG investments 
would really be a great way to help them 
get invested. Imagine if you look up your 
account and you look in your cellphone 
app, and let’s say your account will say 0% 
of your investments are in tobacco stocks, 
or you’re saving this many pounds of car-
bon emissions. Just showing these things, 
showing how much impact you have is 
actually bringing to the world something 
really impactful.

What types of tools are being created 
today to address risk?

For millennials — we’re still fairly 
young, but we’ve been through two major 

bear markets. We had the tech bubble in 
2000, and then we had the financial crisis 
in ‘08.  Both of these events have made us 
untrustworthy of the markets. There’s a 
little bit of fear there that may have some-
thing to do with the lack of amount of 
money millennials are investing. I think 
it’s important to highlight to millennials 
the importance of risk management; that’s 
really what millennials are mostly worried 
about. When I talk with some of my col-
leagues; it’s really about how do we man-
age risk in our accounts. 

What the financial crisis has really 
taught us is the traditional view of risk 
management, which would be a stocks 

and bonds approach, really isn’t the best 
way to do it. There are a lot of factors that it 
doesn’t capture, mainly the different risks 
within asset classes. Large-cap stocks have 
different risks than small-cap stocks. And 
high-yield bonds or corporate bonds have 
very different risk than Treasuries, which 
are very much a safe-haven asset issued by 
the U.S. government. So it’s really import-
ant to assign specific risk at the individual 
asset-class level before aggregating it up to 
a risk target. 

At CLS, this is how we manage money. 
We call it risk budgeting, and it works very 
well with new clients. Let’s say a new cli-
ent comes in, and this can be a millennial 
simply working through a website. We 
have a calculator on our website, and you 
answer a series of questions and they eval-
uate both your ability and willingness.

Ability would be: When do you plan to 
retire — how much money do you make? 
Willingness is: What’s your comfort level 
for taking risk? You fill out a question-
naire and it results in a risk-target number 

from 0 to 100. We would match you up for 
that specific risk target with a model port-
folio that is targeting that specific risk. 

Let’s say another market crash happens, 
or let’s say a pullback, or the markets go 
up; the key thing is for the investor to be 
comfortable with the return that they’re 
going to get. 

What does the future look like in this 
space?  

As a complement to risk budgeting, 
you can also break down a portfolio into 
those risk factors that I talked about ear-
lier. The value, momentum, size, quality, 
and breaking down your portfolio into 

those key factors allows you to see where 
your risk is actually coming from. So in an 
‘08 type of event, you might have thought 
that you were allocated in a particular way, 
but it turns out you weren’t. You didn’t 
have the specific exposure you wanted, 
and it hurt your overall results.  

Now this factor risk decomposition is 
actually quite complex in nature. It’s an ex-
pensive [and complex] analytics tool, but 
we believe that in the future it’s going to be 
very integral to break down their portfolio 
and monitor risk at that microscopic level 
to ensure that those surprises don’t hap-
pen, and to ensure that you always know 
exactly what you’re allocated to.  

It might seem simple to sell a fund that 
you don’t believe is going to outperform. 
But what it could have an effect on is the 
total aggregated risk of the portfolio when 
you factor in all the correlation. Under-
standing every single interaction between 
this new position with every single other 
position currently in the portfolio is of ut-
most importance. MME

Q&A

“It’s important to highlight to millennials the 
importance of risk management; that’s really what 
millennials are mostly worried about.”
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Ticker 3-Yr Return 
(%)

10-YR return 
(%)

Expense 
Ratio (%)

Fund Size 
(millions)

T. Rowe Price Global Technology PRGTX 23.96 15.64 0.90 $5,696

T. Rowe Price Health Sciences PRHSX 11.64 15.31 0.77 $11,818

Fidelity Select Biotechnology FBIOX 7.12 15.09 0.74 $9,969

VALIC Company I Health Sciences VCHSX 11.39 14.83 1.07 $758

Fidelity Select Retailing FSRPX 15.58 14.40 0.78 $1,776

Fidelity Select IT Services FBSOX 19.77 14.19 0.79 $1,879

Fidelity Select Software & IT Svcs Port FSCSX 20.24 13.57 0.75 $4,569

Franklin Biotechnology Discovery FBDIX 4.60 13.24 1.02 $1,524

Fidelity Select Medical Equip & Systems FSMEX 18.34 13.20 0.76 $4,048

BlackRock Health Sciences Opps Inv SHSAX 11.70 13.06 1.18 $6,083

Fidelity Select Health Care FSPHX 8.94 12.94 0.73 $7,009

Parnassus Endeavor Investor PARWX 16.69 12.75 0.95 $4,927

PRIMECAP Odyssey Aggressive Growth POAGX 16.08 12.71 0.63 $8,814

Janus Henderson Global Life Sciences JNGLX 8.79 12.52 0.84 $3,746

Brown Capital Mgmt Small Co Inv BCSIX 17.31 12.52 1.28 $4,116

T. Rowe Price New Horizons PRNHX 15.30 12.11 0.79 $21,385

Fidelity Select Chemicals FSCHX 13.15 12.09 0.79 $1,901

T. Rowe Price Media & Telecomms PRMTX 16.03 11.71 0.79 $4,640

Fidelity Select Semiconductors FSELX 25.65 11.67 0.75 $3,071

Columbia Seligman Comms & Info SLMCX 23.34 11.61 1.29 $6,007

 
Source: Morningstar Direct

Actively managed funds won’t be the cheapest, but the right picks can net your clients very attractive gains. Of course, that’s provided you 
recommend the right fund at just the right time.

These 20 funds are the top-performing actively managed funds over the past 10 years (with a minimum AUM of $500 million). The average 
fund posted an annualized gain of 13.3%, especially impressive because the beginning of that period included the financial crisis. Indeed, the 
S&P 500 posted a 7.6% gain in that period, as measured by SPY, the oldest ETF that tracks the index. 

Most of these funds, which have an average expense ratio of 88 basis points, are invested heavily in tech and health care.  MME

Which actively managed funds have best 10-year returns?

DATA SHOWCASE
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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

10/18/2017 3,906 -2,307 -3,118 -177 -446 -381 -2,018 -96 811 846 -35
10/11/2017 3,557 -2,864 -4,766 -1,709 -363 -9 -2,378 -307 1,902 1,580 322
10/4/2017 -3,436 -10,672 -9,739 -4,186 -645 -1,553 -2,747 -607 -933 -592 -341
9/27/2017 -3,295 -7,126 -7,092 -2,372 -740 -790 -3,049 -140 -35 338 -372
9/20/2017 5,045 -3,885 -4,534 -690 -889 -329 -2,586 -39 648 909 -261
9/13/2017 2,326 -2,512 -3,201 -649 -611 -130 -1,589 -222 689 354 334
9/6/2017 538 -2,737 -4,280 -1,749 -438 -596 -1,058 -439 1,543 1,637 -95

8/31/2017 -533 -16,506 -24,582 -7,242 -3,514 -2,566 -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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