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Which asset manage-
ment trends and topics 
might dominate in the 
second half of the year — 
and beyond?  

Money Management 
Executive reached out to 
several  industry leaders 
to get their take on key 
issues, including tech-
nology advancements, 
the increasing focus on 
ESG  investing and developments in ETFs.    

Guggenheim Investments President Jerry 
Miller weighs in on the ever-present active vs. 
passive debate — and says passive may see some 
challenges ahead. “Cracks are beginning to ap-
pear in the case for passive investing, especially in 

the fixed-income world,” 
Miller notes.  

Wells Fargo Asset 
Management CEO Kris-
ti Mitchem says the rise 
of a new generation of 
investors “requires that 
we rethink the world of 
asset management.”

Reality Shares  CEO 
Eric Ervin sees blockchain 
spurring transformation: 

“With even traditional asset management firms  
embracing blockchain technology, we expect 
others to swiftly follow suit.” 

For more on what Miller, Mitchem and four 
other executives foresee, read the rest of our  
special report.

If you want to get rich, here’s one 
way to do it:

• Find an investment few investors 
know about.

• Write a pitch book laying out why 
that investment is likely to work.

• Sell your idea to rich institutional 
investors.

• Charge absurd fees.
• Let everyone know that your in-

vestment made lots of money for lots of 
investors.

• When your investment be-
comes too crowded to produce out-
sized returns, sell it to unsuspecting  
individuals.

Steps one through five are a brief 
history of so-called alternative invest-
ments, such as hedge funds, private eq-
uity and real estate. And now, thanks 

ANALYSIS: You’re 
late to the alternative 
investment party

TECHNOLOGY: BlackRock’s bet on tomorrow’s investor

BlackRock’s investment in microinvesting app 
Acorns underscores an evolution occurring in fi-
nancial services in its shift toward digital — that 
gaining scale early will be essential to amassing 
future client assets.

The world’s largest asset manager is leading a 

$50 million funding round that will build out the 
startup’s portfolio stack with new investment op-
tions. It also gives BlackRock an inside look into 
the behavior of next generation investors, which it 
says will help fine-tune future releases and broad-
en its appeal beyond large institutions and pen-

sion funds.
BlackRock is joining 

large retail banks in a trend 
of investing and develop-
ing products that appeal to 
a younger customer base, 
latching onto the popular 
services offered by apps like 
Acorns, which round up 

OPERATIONS: The state of asset management
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Inflows to long-term mutual funds and 
ETFs were $8.33B for the week ending 
May 23 (millions)
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EX-MORGAN STANLEY AND 
JAFORLINES EXECS LAUNCH FIRM

Former Morgan Stanley global strategist 
Jay Pelosky, and JAForlines’ ex-COO James 
Gardiner have joined forces to launch TPW 
Investment Management, a New York-based 
asset management firm.

The new firm, which will have regional 
and global solution suites, aims to provide 
alpha-generating ETF-based investment 
solutions. Regional portfolios will cover the 
Americas, Europe and Asia, the firm says.

“There is no more complex style of invest-
ing than global macro,” says co-founder and 
CIO Jay Pelosky. “We are confident that it can 
be simplified and made more efficient.”

TREASURY ETFs BREAK 
INVESTMENT RECORDS 

ETF investors are turning to U.S. Trea-
surys at a record pace amid political turmoil 
in Italy, according to Bloomberg News.

The Schwab U.S. TIPS ETF (SCHP), which 
tracks securities that mature in one year, add-
ed more than $636 million in response to the 
rising threat of Italy abandoning the euro. 
The Schwab Intermediate-Term U.S. Treasury 
ETF (SCHR), with bonds maturing in three 
to 10 years, broke its record, reporting inflows 
of $475 million.

"It's definitely a flight to safety," says Aar-
on Clark, portfolio manager at Boston-based 
GW&K Investment Management. "Some 
memories are fresh with Greece and the is-

sues that Europe was having in general, and 
the U.S. is always a sort of quality trade in sce-
narios like that."

EX-SOFI EXECS WANT TO RAISE 
$150M FOR NEW FINTECH FUND

Social Finance's former head of ventures 
and development, Logan Allin, is raising $150 
million in an effort to launch a financial tech-
nology firm: Fin Venture Capital, Bloomberg 
News reports.

Mike Cagney, the former CEO of SoFi, 
will serve as a senior advisor to the fund. Cag-
ney recently quit the firm after accusations of 
sexual harassment. 

"Fin is a globally focused and early stage 
Fintech firm based in San Francisco," the 
company said in a statement. “The firm's mis-
sion is to be the premier partner and capital 
provider for early stage fintech."

 Other Fin advisors include former SoFi 
General Manager Peter Early and ex-T. Rowe 
Price executive Todd Ruppert. 

IMPACT INVESTMENT 
INDUSTRY ON THE RISE

The impact investing industry keeps grow-
ing, a recent survey reveals. 

Capital is being allocated to financial ser-
vices, energy and microfinance, according to 
the Global Impact Investing Network Sur-
vey. In the past five years, 13% per year of the 
capital in impact investments has been put 
toward historically small investments, such 
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NEWS SCAN

launched ETF initiative.
The firm also appointed its current senior 

vice president and chief client officer, Pe-
ter Cieszkoto, American Century’s head of 
strategic development.

Prior to American Century, Zhang was 
the director of investments at Harris myCFO 
Investment Advisory Services, a subsidiary of 
the Bank of Montreal, and a consultant with 
EY. 

BITWISE HIRES NEW MANAGING DIRECTOR 
Bitwise Asset Management has appoint-

ed Martha Shear to managing director and 
head of business devel-
opment from her role at 
Commonfund, where 
she served as director of 
business development. 

In her new role, 
Shear will focus on 
building out the firm's 
presence in the institu-
tional market, accord-
ing to Bitwise. 

“We believe that even 
a small and diversified exposure to cryptoas-
sets — properly managed by a team with deep 
experience in the space — has the potential to 
help them meet their goal,” Shear says. “I'm 
excited to sit down with forward-think-
ing investors and talk to them about what 
rules-based crypto exposure can do for their  
portfolios.”

Prior to Commonfund, Shear was vice 
president for institutional iShares sales at 
BlackRock. 

361 CAPITAL APPOINTS A 
CHIEF FINANCIAL OFFICER

Boutique asset manager 361 Capital ap-
pointed Joesph Paonessa as CFO, replacing 
Mark Nassi, controller, who recently left the 
position, according to the firm. 

Paonessa joins 361 Capital from a consul-
tant position at private equity firm Mantuck-
et Management Corporation.

“We have expanded and elevated our fi-
nance role by hiring a CFO,” says 361 Capital 
CEO Tom Florence. "Jay brings more than 25 
years of accounting and data analysis experi-
ence to 361 Capital."  MME 

News Scan by Jessica Mathews

as the food and agriculture sector. About 76% 
of impact investors track the progress of their 
investments in meeting environmental goals.

Impact investors say there is not enough 
risk diversification, and there is lack of un-
derstanding of definitions and segments of 
the market. Nevertheless, while half of the re-
spondents say they made their first impact in-
vestment within the past 10 years, they would 
like to increase those investments by about 
8% this year. 

ASSET MANAGERS SAY 
REGULATION IS A TOP CHALLENGE

Asset managers across the globe are con-
cerned about regulation and the impact it will 
have on new clients, according to a survey. 

The regulations, managers largely from 
North America, Europe and Asia say, with 
the most impact thus far are European trans-
parency acts MiFID and the General Data 
Protection Regulation, according to Line-
data. Roughly 52% say MiFID will have the 
most impact on their business, while 38% say 
GDPR as the most worrisome. 

The most important impact factor for in-
vestment strategy for the next 18 months is 
changing U.S. policy, 50% of asset managers 
that took part in the survey said. The next 
most-pressing challenge is the possible im-
pact of rising interest rates that come from an 
improving global economy.

VANGUARD TO LAUNCH 
TOTAL WORLD BOND ETF

Vanguard filed a statement with the SEC 
to register Vanguard Total World Bond ETF, 
and plans to launch by the end of the third 
quarter this year, according to the firm. The 
index product will offer investors access to 
all investment-grade bonds across the globe 
in one portfolio and reduce volatility, the 
firm says.

The new fund is going to make invest-
ments in two pre-existing Vanguard ETFs: 
the Vanguard Total Bond Market ETF (BND) 
and Vanguard Total International Bond ETF 
(BNDX). The fund, which will have an esti-
mated expense ratio of 0.09%, will track the 
Bloomberg Barclays Global Aggregate Float 
Adjusted Composite Index.

GLOBAL X FUNDS' NEW ETF 
TARGETS AI AND DATA COMPANIES

Global X Funds is launching the Global X 
Future Analytics Tech ETF (AIQ), which in-
vests in companies generating vast amounts 
of data with AI systems to develop actionable 
insights. The fund, which has an expense ra-
tio of 0.68%, is the seventh from Global X in 
its technology-themed suite.

"Given AI's potential to impact a variety 
of sectors, we believe it is poised to become 
one of the most significant technological 
innovations of the modern era," says Alex 
Ashby, director of product development at 
Global X.

MASSMUTUAL ANNOUNCES NEW 
TARGET-DATE FUND FAMILY 

MassMutual says it is introducing a tar-
get-date series for investors looking to reduce 
volatility and grow their retirement savings. 
The fund series, the Legg Mason Total Ad-
vantage Funds, will be sub-advised by Legg 
Mason-affiliated manager QS Investors, and 
will aim to reduce market volatility just be-
fore and right after retirement.

The series will use both active and pas-
sive investment strategies, and attempt to 
minimize exposure to large losses as well as 
combine both active and low-cost passive 
styles in the 10-year period surrounding  
retirement.

AMERICAN CENTURY NAMES NEW 
MANAGEMENT POSITIONS

American Century Investments says 
it will make three senior management  
appointments. 

Victor Zhang, formerly the president 
and CIO of Wilshire Funds Management, 
will serve as American Century's sole CIO. 
Zhang, who joined the firm in 2014, previ-
ously shared the title of co-CIO with David 
MacEwen, who recently announced plans 
to retire at the end of the year, according 
to the firm.

Cleo Chang, currently a senior vice pres-
ident, is now head of investment solutions 
and will join the American Century Man-
agement Committee, American Century 
says. Chang will oversee the firm's newly 

Martha Shear
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Wells Fargo Asset Management CEO Kristi Mitchem

A new generation of clients 

Guggenheim Investments President Jerry Miller 

Reconsidering active

The asset management industry is fac-
ing major socioeconomic and demograph-
ic forces that are transforming the investor 
experience for all stakeholders — including 
institutional investors,  Main Street investors, 
advisors and employers. 

Moreover, expectations for what they 
want and how to obtain it are now influenced 
by a confluence of technology, the need for 

The shift out of active management into 
passive has been one of the most profound 
changes in the history of investment man-
agement. Over the past decade, investors 
have taken trillions of dollars out of actively 
managed funds and poured them into passive 
funds, lured by lower fees and, in some cases, 

human guidance and increasing lifespans.
The magnitude of this generational 

transformation requires that we rethink 
the world of asset management, focus-
ing the entire organization on solving 
key challenges facing our clients and the  
industry. 

Consider the number of factors at play: 
the influence of millennials and women as 
lead investment decision-makers; the hori-
zon of the boomers’ significant generation-
al wealth transfer; the changing nature of 
workforce management; the tension be-
tween high-tech solutions and the desire 
for human interaction; and the demands 
placed on institutional investors to refocus 
their desired outcomes and portfolios.

This generational shift represents 
the industry’s biggest challenge — and  
opportunity.

Investors today expect more. For in-

dividual investors, their definition of 
prosperity has changed. Across genera-
tions, prosperity is being redefined as lon-
ger-term, inclusive and goal oriented. 

Investors are also more informed, and 
perhaps most crucially, they will likely live 
longer than previous generations — and 
they expect their assets to support the life 
they want to live well into retirement.

For the institutional investor, approach-
es and goals are shifting. 

Investors are eying outcomes beyond 
returns, including social impact and lon-
ger-term needs, such as helping employees 
address longevity risk and increasing their 
financial well-being.

Asset managers and advisors must 
embrace creative problem-solving, inno-
vation, collaboration and adaptability to 
truly meet the needs of today’s — and to-
morrow’s —investors. 

better performance. But cracks are beginning 
to appear in the case for passive investing, es-
pecially in the fixed-income world.

Most actively managed intermediate-term 
bond funds outperformed their passive 
peers on average over one-, three- and five-
year periods through 2017, according to  
Morningstar. 

Investment-grade bond returns as mea-
sured by the Bloomberg Barclays U.S. Aggre-
gate Bond Index have steadily declined over 
the past five years, and dropped about 1.5% 
year to date. The market repricing for a longer 
and steeper path of Federal Reserve rate hikes 
has been a key source of the negative return. 
The upward shift in forward rates has also re-

sulted in higher equity market volatility and 
wider credit spreads.

 Investors looking to manage risk may 
reconsider the benefits of actively managed 
fixed-income strategies. 

Active managers can adjust duration and 
curve positioning in anticipation of rate and 
yield-curve shifts. They can identify value be-
yond benchmark indexes and avoid troubled 
industries, and can better analyze risks posed 
by lax underwriting standards that have pre-
vailed during this bull market. These advan-
tages allow active managers to be better-po-
sitioned to navigate the challenges  that arise 
from a changing investment landscape. 

SPECIAL REPORT: STATE OF ASSET MANAGEMENT

CONTINUED 
from page 1

CONTINUED on page 8
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Nuveen Managing Director Jordan Farris 

Time for responsible investing

Exponential ETFs CEO Phil Bak 

Embrace the index

The trend toward responsible invest-
ment has grown rapidly during the past 
several years.   

Since 2010, assets in funds categorized 
by Morningstar as socially conscious have 
nearly doubled.   

Increased awareness of responsible in-
vestment, as well as more useful products 
within which to invest, has driven more 

The operational and legal requirements 
around calculating and disseminating an un-
derlying fund index serve as a small pebble in 
the shoe of our ETF business. Yet I come to-
day in praise of the index, not to bury it.

Just about 90% of the 2,145 U.S.-listed 
ETFs track an underlying index. Actively 
managed funds account for less than 2% of 
total ETF assets under management. For in-
dex-tracking ETFs, there may be a handful of 
name-brand indexes out there. But for most 
ETFs, it is unclear whether the index or the 
fund came first, and which one was created 

investors to incorporate their personal val-
ues into their investment decisions.

Investment managers are also incor-
porating ESG factors into the investment 
selection process in an effort to lower 
stock-specific risks.  

As an example, managers may select 
companies that achieve higher ESG ratings 
in areas such as health, safety and board 
diversity in an effort to reduce stock-spe-
cific risk within a portfolio. 

Effective health and safety programs 
can mitigate unexpected costs caused by 
workplace injuries.

Additionally,  a more diverse board with 
a wider range of competencies, knowledge 
and perspectives may lead to better deci-
sion-making and more-effective corporate 

governance. 
Investment managers may also seek to 

reduce exposure to companies with very 
low ESG ratings. 

These firms may be more vulnerable to 
the kind of tail risk events that can lead to 
increased volatility. (Security breaches at 
Facebook and Equifax are two notable recent  
examples.)  

Stronger corporate governance struc-
tures, for example, may reduce the like-
lihood of controversies such as corporate 
fraud or abuse. Whether branded as “so-
cially conscious” or not, an increasing 
number of investors, both individual and 
professional, are incorporating ESG crite-
ria into the investment decision-making 
process. 

out of necessity of the other.
Here are a handful of requirements the in-

dex rules bring along for the ride:
• Exchange listing diversification and in-

clusion requirements
• Intra-day calculation of underlying in-

dex values
• Dissemination of all index values to a 

major market data vendor
• Public disclosure of index rule set, which 

includes all reconstitution and rebalance 
implementation and timing schedules and  
contingencies

• Real-time calculation and dissemination 
of IOPV/iNav.

These requirements were created for  a 
good reason. They also bring a cost and an 
operational burden.

But these burdensome rules are forcing 
fund companies to codify and crystalize their 
strategies, and to present them open-book to 

the world.
Any active fund manager will have a spe-

cific process they follow. But they also have 
emotions and pressures to meet performance 
benchmarks while catering to the whims of 
their investors.

As investors increasingly turn to ETFs and 
modern investment strategies, the advent of 
the self-indexed fund is removing those map-
ping-error risks from the equation. More so, 
the index requirements are instilling a trans-
parency and discipline of process that is 
transforming financial products.

Systematic investing is the new active 
management, and, as asset allocators in-
creasingly look to rules-based, process-driv-
en strategies to try to provide alpha for their 
clients, the index requirements protect 
managers from themselves, and ultimately 
protect fund investors. 

CONTINUED 
from page 6

CONTINUED on page 9
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Viteos CEO Chitra Baskar

Innovation in tech needed

Reality Shares CEO Eric Ervin

The rise of blockchain

Blockchain technology is transforming 
industries across the globe, and the asset 
management industry is no exception.  

The implementation of blockchain solu-
tions presents the opportunity for asset man-
agement firms to increase speed and efficien-
cy, cut costs, improve security, enhance the 
client onboarding process and much more.   

Large financial services firms have already 
begun to test the waters in the blockchain 

marks and create alpha.
To address the increasingly com-

plex layers of these products, funds have 
also had to build their own technology  
solutions. 

Managing this library of complexi-
ty requires strong domain and technol-
ogy skills that must scale with business  
volumes. 

Finding and retaining people with the 
skill sets to address this complexity is an-
other challenge. Then increasing regulato-
ry oversight completes the picture.

So what are the critical success factors  
that are needed to reliably manage this 
overall complexity?

 This is a game where the winner is de-
cided by high-end domain expertise, tech-
nology prowess and the desire to always 

get smarter through best-practice learning 
and industrialization. 

As funds push the limits of prod-
ucts and strategies, they must also keep 
pushing themselves when it comes to  
innovation.

This means funds must proactive-
ly track industry trends, build IP assets 
around them, industrialize best practices, 
promote timely transition and accurate 
execution for complex funds, re-imagine 
business models with a digital focus, bal-
ance customization with standardization 
and always question the status-quo.

This is not an easy task, and many funds 
may not take these steps. But the ones that 
do are more likely to thrive — because 
today’s complexity will be tomorrow’s de  
rigueur. 

arena. Late last year, Vanguard announced 
they’re leading an effort to streamline the 
index data sharing process using blockchain 
technology. 

Currently, most index providers have to 
share information with the fund issuer man-
ually, resulting in emailed spreadsheets going 
back and forth every night after the market 
closes. 

Vanguard’s decision to put their index 
providers on the blockchain will reduce these 
email communications, ensure the secure 
transfer of classified information, diminish 
costs and virtually eliminate the risk of hu-
man error.   

With even traditional asset management 
firms embracing blockchain technology, we 
expect others to swiftly follow suit. 

Not only will blockchain continue to revo-
lutionize and simplify how financial services 
firms operate, but it will offer an opportunity 
for investors to potentially profit from this 
transformative technology. 

Since January 2018, six blockchain-related 
ETFs have launched. Within only months, 
the funds have collectively attracted over 
$400 million in assets. In addition, there’s 
an arsenal of cryptocurrency funds pending 
SEC approval. 

In 10 years, we expect asset management 
to be a vastly different industry, as financial 
services firms adopt blockchain solutions to 
enhance their business operations.

Investors will simultaneously demand 
increased exposure to this disrruptive  
technology.  MME                

CONTINUED 
from page 8

A common conversational topic for 
most hedge fund COOs and CFOs these 
days is that of complexity. 

The asset management industry has 
moved from long/short simple equity list-
ed products to more-complex offerings, 
and this has made things trickier for funds.

As investors have started to demand 
higher returns, funds have had to devise 
complex products in order to beat bench-

SPECIAL REPORT: STATE OF ASSET MANAGEMENT
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ANALYSIS

to JPMorgan Chase, step six is underway.
The bank announced recently that it 

would slash its minimum investment for al-
ternatives to $100,000 from $10 million. The 
reason, according to Anton Pil, managing 
partner of JPMorgan global alternatives, is 
that “many high-net-worth investors contin-
ue to be under-allocated to alternatives rela-
tive to their institutional counterparts” and 
that “as we get later in the economic cycle, 
identifying alternative sources of return is an 
essential consideration for investors looking 
to build stronger portfolios.”

It’s true that individual investors could 
have benefited from alternative investments. 
The overlapping data for hedge funds, pri-
vate equity and real estate run from 1990 to 
September 2017. A traditional 60/40 portfo-
lio of U.S. stocks and bonds — as measured 
by the S&P 500 and the Bloomberg Barclays 
U.S. Aggregate Bond Index — returned 
8.2% annually during that period, including  
dividends.

Adding a 10% allocation to each of the 
three alternative investments — as represent-
ed by the HFRI Fund Weighted Composite 
Index, the Cambridge Associates US Private 
Equity Index and NCREIF Fund Index Open-
End Diversified Core Equity, respectively 
—  would have added 0.7 percentage points 
a year. And thanks to hedge funds’ ability to 
short stocks and the fact that private assets 
aren’t subject to the whims of public markets, 
adding alternatives would also have resulted 
in smaller declines during each of the last two 
bear markets.

Which raises the question: Why weren’t 
alternatives available to individual investors 

sooner? The answer is that no one needed 
their money.

In the early days of alternative investments, 
plenty of institutional investors were eager to 
throw millions of dollars at them. And for 
good reason: There were more opportunities 
for big payoffs than money chasing them.

Consider that there were only 610 hedge 
funds and funds of hedge funds managing 
$38.9 billion in 1990, according to HFR. That 
number swelled to 9,754 funds managing 
$3.2 trillion by the end of 2017. It’s no accident 
that the HFRI Index returned 18.6% annually 
from 1990 to March 2000 but only 6.1 per-
cent from March 2009 through April, despite 
that both periods coincided with historic bull 
markets.

With hedge funds crowded and returns 
sagging, money isn’t flowing to them like 

it used to. Hedge funds experienced a net 
outflow of $1.5 billion over the last 10 years 
through 2017, and more funds were liquidat-
ed than launched last year for the third con-
secutive year.

It’s a similar story for private assets. There 
were 415 private capital firms in 1990, accord-
ing to Preqin. That number jumped to 8,001 
firms managing $4.6 trillion by the end of 
2016. Here, too, size has taken a toll on per-
formance. The Cambridge Associates index 
returned 21.4% a year from 1990 to March 
2000, but dipped to 14.8% from April 2009 to 
September 2017.

Meanwhile, private equity valuations 
continue to rise and capitalization rates for 
private real estate are dropping. That points 
to more modest returns going forward and 
inevitably waning interest from institutional 
investors.

Enter individual investors, many of whom 
have no experience with alternative invest-
ments and are scarcely aware that their best 
days are most likely in the history books.

One reason institutional investors seem so 
smart is that they often get the first crack at 
the best investments. But individuals can get 
smart, too. The next time a fancy bank offers 
them some also-ran alternative investments, 
they should demand to see what’s on offer to 
the $10 million-and-up crowd. ‑ Bloomberg 
News MME  

ALTERNATIVE 
from page 1

If Only

Source: Bloomberg News, Cambridge Associate, NCREIF, S&P and author’s calculations

60/40 U.S. stock/bond portfolio                 42/28/10/10/10 stock/bond/hedge funds/private equity/real estate
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April 2000 - Sept. 2002 

Oct. 2002 - Sept. 2007 

Oct. 2007 - March 2009 

April 2009 - Sept. 2017 

Entire Period

13.9%
14.3

10.9
12.8

11.8
11.2

8.2

-17.9
-16.8

-6.0
-8.1

8.9

Alternatives have historically boosted returns and provided some protection during bear markets.

Hard sell
More hedge funds were liquidated than launched in each of the last three years.

Sources: Bloomberg News, HFR
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TECHNOLOGY

purchases and put the spare change toward 
savings or investments.

In November, Wells Fargo and JPMorgan 
Chase launched mobile banking apps that 
perform similar functions. Their efforts were 
spurred by the popularity of Acorns and oth-
er PFM-focused savings apps, such as Qapital, 
Digit and Chime. Bank of America offers a 
similar “Keep the Change” feature on its deb-
it cards.  

Could BlackRock be eyeing a larger strat-
egy move into retail markets? Vanguard and 
Fidelity already offer direct to retail products, 
and some executives wondered if that meant 
the firm could fall behind its competitors, es-
pecially in terms of gaining vital data about 
the preferences of young investors.

“They want to see what’s happening with 
the next wave of investors, and this is a fair-
ly cheap way for them to dip their toes in the 
pool,” says Joe Duran, CEO of the Newport, 
California-based United Capital.

In reality, there is nothing stopping Black-
Rock and Acorns from going upmarket to 
customers with $10,000 or $20,000 in invest-
able assets, or even more, Duran says. “If you 
can do this with pennies, there is no reason it 
can’t scale,” Duran says. “Acorns is disrupting 
the disruptors.”

But, he adds, you have to start with cli-
ent accounts and the best way to sign on the 
masses is to make products as cheap as pos-
sible. “Acorns is using the same playbook as 
a lot of these tech companies, like Facebook 
and Twitter,” Duran says. “You start by grab-
bing a lot of users with free products that get 
a lot of attention, and then upgrade the ser-
vice stack and pick up more of the customer’s 
wallet.”

‘AN ECONOMIC FORCE’
The ETF provider may be interested in tar-

geting millennials, who are emerging as an 
economic force, says Jackie Shroyer, a senior 
analyst for Corporate Insight. “BlackRock 
sees this as a golden opportunity to reach 
millennials, who within a few years will have 
started entering their prime earning years 
and emerged as an economic force.”

BlackRock declined to provide specific in-
formation about what new offerings are in the 

works and has not indicated it intends to en-
ter the consumer marketplace. Acorns is also 
backed by PayPal, and last November it was 
added to the payments platform to increase 
its reach.

Acorns now has more than 3.3 million 
investment accounts and its robo-generated 
“smart portfolios” cost as little as $1 a month, 
according to the firm. “They’ve managed to 
get more eyeballs and consumers than almost 
anyone else, now they’re figuring out how to 
commercialize that,” Duran says. “Overtime, 
they will keep trying to offer more premium 

services.”
Acorns’ recent success might not affect 

firms with different demographics, says Grant 
Easterbrook, co-founder of the Newark, New 
Jersey-based digital 401(k) provider Dream 
Forward. “Because Acorns is grabbing clients 
hand over fist doesn’t necessarily mean it is 
taking any away from core target markets.”

The average size of an Acorns account is 
about $500 and customers are mostly 18- to-
34 years old, according to Bloomberg. For 
comparison, Betterment’s average client age 
is 37 and average account balance is around 
$40,000, according to a firm spokeswoman.

“Acorns is mostly just seen as a gateway 
app to get users comfortable with invest-
ing, before they move their assets elsewhere,” 
Shroyer says. “It is a way to get people started 
investing with lower stakes, but [micro in-
vesting] platforms will need to increase their 
sophistication to become competitive with 
the larger robos.”

ADAPTING TO  DISRUPTION
Which firms will likely be disrupted by 

apps is hard to predict, especially when deal-
ing with private companies, Easterbrook says.

“There’s always competition and everyone 

is in competition with everyone else,” Easter-
brook says. “The bigger question is whether 
companies that are trying to offer products at 
very, very low costs and gather as many cli-
ents as possible, will be more successful than 
traditional robos that have less clients, but 
more assets.”

Banks and fintechs are trying to master 
the cross-sell, like BankMobile, a division of 
Customers Bancorp in Wyomissing, Pennsyl-
vania, and MemoryBank, a unit of Republic 
Bank & Trust in Louisville, Kentucky, which 
have launched mobile-only units. BBVA also 

offers a digital product, Simple, which was 
developed by a pioneering digital bank it ac-
quired in 2014. Meanwhile, Stash, a microin-
vestor, announced it would begin offering a 
savings and checking accounts next year.

BlackRock’s stake in Acorns could also 
hedge the fund provider’s position should the 
financial services industry shift away from 
large family funds, Easterbrook says. 

“Fast forward 20 or 30 years and millenni-
als are in charge and investment entry looks 
a lot different,” Easterbrook says. Younger in-
vestors growing up with micro investing apps 
may be inclined to stay on similar platforms, 
he suggests. “If the future world is all low-cost, 
passive lineups, then that’s a major disruption. 
What happens to the big fund families?”

Even BlackRock’s chief executive, Larry 
Fink, drummed up the importance of mak-
ing products available to small-time investors 
in a letter to shareholders in the company’s 
2017 annual report. He recounted purchasing 
his first stock, DuPont, at the age of 13.

“We are in a position to achieve these goals 
by using technology to drive better investing 
behaviors; by developing new investment 
solutions, and by advocating for better, stron-
ger retirement systems,” Fink said.  MME  

“They want to see what’s happening with the 
next wave of investors, and this is a fairly 
cheap way for them to dip their toes in the 
pool.”

United Capital CEO Joe Duran

BLACKROCK 
from page 1
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The future is here. It showed up 
when we weren’t paying close at-
tention — we were busy looking 

at our social media accounts and sharing 
pictures of our friends, families, and din-
ner plates. Big Data is now more than just 
a headline for a conference session — it’s 
part of our everyday lives.  

Our industry is still catching up, and 
we’re investing immense amounts of time, 
money, and intellectual capital into how 
data is used. From the client experience 
to the regulatory requirements, we’re re-
thinking everything. Our industry has 
been undergoing significant changes to 
keep pace with the technological advances 
of our greater society.  

We’re applying principles of human 
centered design and updating the look 
and feel of our online tools. We’re making 
it easier for clients to navigate through 
sites, using more aesthetically pleasing 
ways to represent data using pictures, and 
allowing for intricate levels of drill down 
detail for those who are looking for it. 
We’re giving clients access to what they 
want, anywhere and anytime they want it, 
using mobile technology and customiz-
able, personalized site settings.

The irony is that in order to simplify 
things for our target audience, there is in-
creasing complexity behind the scenes. To 
achieve a cleaner, simpler, more stream-
lined interaction for the end user, the tech-
nology behind the scenes is more sophisti-
cated than ever, and is evolving daily.

Regulatory drivers only raise the stakes 
for data management, reporting, and pre-
sentation. In addition to the pure data 
management capabilities that are required 
to deliver a user friendly experience, we 
have the layered complexity of regulatory 
requirements to consider. We have seen 
a myriad of new rules over the past few 
years which have targeted the accessibility 
of information, the consistency of infor-
mation, and the delivery of information. 
Across the globe, rules such as Europe’s 
Mifid II and the US’s Department of La-
bor Fiduciary Rule are changing how we 
do business. Investment Company Re-
porting Modernization will provide regu-

lators and, ultimately, end investors with 
access to unprecedented levels of detail on 
funds.  

Transparency of information to inves-
tors related to fees, transparency of infor-
mation to regulators related to portfolio 
construction and risk, presentation of 
data on screen — all rely on the accessibil-
ity and flexibility of the underlying data. 
We have to be aware of events around us 
— regulatory change at home and abroad 
will continue to impact how we do busi-
ness. The drive for transparency and the 
focus on clarity of costs will continue, 
making efficiency and effective manage-
ment critical to success. 

In the drive for efficiency, robotics 
process automation and artificial intelli-
gence are changing not only operational 
processes, but are increasingly being used 
in other areas of our industry, leveraging 
a machine’s ability to retrieve and sort 
through data to present results for review, 
and even write reports using natural lan-
guage generation.

The application of these technologies al-
lows us to revisit long standing processes, 
and in many cases allows us to streamline 
how we handle information. We can rede-
sign things to ensure stronger controls and 
more practical, efficient processes. At the 
same time, we can reenergize our teams. 
Machines will take over the repetitive pro-
cesses, allowing people to focus on work 
that is engaging and invigorating. 

Our leaders have to navigate not only 
the current complexities, but the rapid 
pace of change. They need to be technical-
ly savvy — seeing data and technology as 
part of a tool kit that will guide processes 
and procedures. With disruption comes 
opportunity, and we have to rethink not 
only the way we work today, but the way 
we will work tomorrow. In order to move 
forward, we have to let go of outdated 
practices while retaining our core values 
and integrity.

The way we look at recruiting and tal-
ent management must evolve significant-
ly. Interestingly, the needs for innovative 
thinking and creativity in our teams align 
well with the way that students are being 

educated today. Gone 
are the days of rote 
learning and repeti-
tion. Students are en-
couraged to actively 
solve problems, and 
that skill will go far 
in the workplace. Our 
management princi-
ples must also evolve 

as well.  
We have to recognize that our up-

coming leaders will not follow the same 
paths that we did. It’s not uncommon to 
hear managers of my generation bemoan 
how quickly their “new” people want to 
move from job to job. It’s important that 
we distinguish between stability and stag-
nation — creative thinkers who want to 
be challenged will be the cornerstone for 
our future success, so it will benefit us to 
change our approach to make roles more 
challenging and to encourage and reward 
innovative thinking. 

Flexibility and resiliency are important. 
We cannot be stuck in our ways, but need 
to continuously look to the future. The 
days of a Product Roadmap have evolved 
to the days of Product GPS, and we must 
be flexible enough to “recalculate” when 
we turn a corner.  

Our core tenets remain the same — our 
industry and our regulators share the ob-
jectives of mitigating risk and protecting 
the interests of investors. The clients of 
the future are not the clients of the past, 
and we have to anticipate, meet, and ex-
ceed their expectations. The leaders of 
the future must have the ability to create 
harmony between man and machine, 
and to leverage the capabilities of both 
effectively. The leaders of the future will 
need to continue to invest in sophisticat-
ed technology and in talented people. To 
position ourselves for success, we must 
deliver leading technical capabilities with 
maximum data protection to provide an 
exceptional experience.  

Lisa Shea is a Senior Vice President and 
Senior Product Manager with Northern 
Trust, supporting Global Funds Services. 

Lisa Shea

Leading for the Future
By Lisa Shea

MFSG2018_FA.indd   8 4/12/2018   10:21:42 AM

SPONSOR CONTENT BY



June 2018	 Money Management Executive        13

DATA SHOWCASE

Ticker 3-Yr. % Annualized 
Returns

10-Yr. % Annualized 
Returns

Expense
Ratio

Total Assets 
(millions)

Vanguard Tax-Managed Small Cap Adm VTMSX 13.16 11.23 0.09% $6,079.57 

iShares Core S&P Small-Cap ETF IJR 13.44 11.20 0.07% $40,582.07 

American Century NT Mid Cap Value G ACLMX 10.38 11.07 0.01% $1,042.40 

SPDR Portfolio S&P 500 Growth ETF SPYG 12.91 10.66 0.04% $2,647.86 

Vanguard Mega Cap Growth ETF MGK 12.83 10.54 0.07% $3,591.33 

iShares Core S&P US Growth ETF IUSG 12.47 10.37 0.05% $3,977.00 

Schwab Small Cap Index SWSSX 10.91 10.16 0.05% $3,777.09 

SPDR Portfolio Mid Cap ETF SPMD 9.19 9.96 0.05% $673.04 

iShares Core S&P Mid-Cap ETF IJH 10.05 9.82 0.07% $46,664.76 

Vanguard Mid-Cap Value ETF VOE 8.46 9.75 0.07% $17,611.65 

American Century NT Growth G ACLTX 13.23 9.68 0.01% $1,308.07 

Schwab Total Stock Market Index SWTSX 10.57 9.23 0.03% $7,761.05 

Fidelity Total Market Index Investor FSTMX 10.56 9.12 0.09% $51,766.98 

SPDR Portfolio Total Stock Market ETF SPTM 10.69 9.09 0.03% $1,986.55 

Vanguard Large-Cap ETF VV 10.71 9.05 0.05% $18,892.89 

iShares Core S&P Total US Stock Mkt ETF ITOT 10.90 9.05 0.03% $13,809.49 

SEI Large Cap Index A (SIIT) LCIAX 10.59 9.02 0.03% $2,054.77 

Vanguard Mega Cap ETF MGC 11.22 9.02 0.07% $1,512.60 

DFA US Large Company I DFUSX 10.87 9.00 0.08% $8,500.15 

Schwab S&P 500 Index SWPPX 10.84 8.98 0.03% $32,548.55 

 
Data as of May 29, 2018. Source: Morningstar Direct

With stocks near all-time highs, there is a great opportunity to 
offer a teachable moment on the staid but crucial topic of expenses.

For cost-conscious clients, the cheapest funds these days are 
ETFs. Their impact can be seen in the broader investment world. 
Indeed, from 1996 to 2017, average expense ratios fell 67% for index 
equity mutual funds. Even expense ratios of actively managed equi-

ty funds declined 28% during that period, according to Bloomberg.
With the harmful effects of high fees in mind, we researched 

funds that posted strong performance at a low cost. We collected 
those funds with expense ratios of less than 10 basis points and as-
sets of $100 million or more, then ranked them by 10-year annual-
ized returns.   MME  

Lowest-cost mutual funds and ETFs with the best 10-year returns 
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Mutual fund flows  
($ millions)

SCORECARD

Date
Total

long-term
Total equity

Total
domestic

Large-cap Mid-cap Small-cap Multi-cap Other Total world Developed 
markets

Emerging 
markets

Estimated weekly net new cash flow
5/30/2018 -329 -296 -2,023 -1,026 -462 436 -980 8 1,727 1,648 79

5/23/2018 -254 -2,058 -2,941 -1,730 -540 382 -869 -184 883 699 184

5/16/2018 -462 -2,811 -3,834 -1,856 -1,033 -250 -972 277 1,023 662 361

5/9/2018 1,035 -530 -2,863 289 -1,123 -231 -958 -840 2,333 1,895 438

5/2/2018 -6,558 -6,370 -6,654 -2,821 -1,217 -487 -1,723 -406 283 360 -77

Monthly net new cash flow
4/30/2018 -6,944 -9,290 -12,678 -728 -1,132 -104 -3,946 -6,769 3,388 1,632 1,756

3/31/2018 9,559 264 -12,020 353 -2,827 -1,600 -6,590 -1,356 12,284 11,236 1,047

2/28/2018 -12,109 -8,369 -19,568 -1,665 -2,858 -2,634 -9,410 -3,000 11,199 9,460 1,739

1/31/2018 39,002 -7,078 -24,546 -6,914 -5,288 -2,117 -9,942 -285 17,469 13,268 4,201

12/31/2017 -28,892 -38,329 -43,096 -18,763 -4,770 -3,202 -12,383 -3,978 4,767 4,304 463

11/30/2017 -4,895 -16,441 -24,067 -5,949 -3,756 -3,439 -7,045 -3,878 7,627 6,303 1,324

10/31/2017 11,021 -15,971 -22,101 -7,360 -2,411 -2,109 -8,375 -1,846 6,130 4,962 1,169

9/30/2017 438 -21,998 -22,617 -7,548 -2,720 -2,046 -9,336 -967 618 1,372 -754

8/31/2017 -517 -16,493 -24,569 -7,242 -3,511 -2,555 -8,205 -3,056 8,075 6,650 1,425

7/31/2017 3,777 -13,782 -25,545 -10,330 -4,487 -2,242 -7,298 -1,188 11,763 11,038 726

6/30/2017 7,558 -9,412 -18,492 -13,228 -3,146 -2,291 1,918 -1,746 9,081 7,504 1,576

5/31/2017 27,288 3,144 -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 -5,057 -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 27,046 3,995 -2,694 -1,235 524 712 -2,069 -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 -9,807 -32,287 -24,782 -5,504 -3,355 -1,711 -12,753 -1,459 -7,505 -7,276 -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

01/31/2016 -20,729 -4,927 -15,549 5,587 -5,958 -2,887 -7,339 -4,952 10,622 10,862 -239

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

WorldDomestic
Equity
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ETF flows  
($ millions)

Date Total equity
Domestic

equity
World
equity

Hybrid
Total
bond

Taxable
bond

Municipal
bond

Commodity
Total LT MF

and ETF flows

Estimated weekly net new cash flow
05/30/2018 5,435 4,701 734 -642 2,241 1,580 661 125 7,159

05/23/2018 3,994 3,352 642 -807 5,206 5,021 185 -73 8,320

05/16/2018 8,394 6,066 2,329 -866 5,177 4,727 450 -281 12,425

05/09/2018 2,040 1,302 738 -788 2,735 2,383 352 242 4,229

05/02/2018 -2,457 -2,992 535 -887 3,477 3,640 -163 -82 50

Monthly net new cash flow
04/30/2018 -24 -7,420 7,396 -4,130 22,359 24,130 -1,771 2,310 20,515

03/31/2018 -6,742 -22,173 15,431 -2,059 15,920 14,188 1,732 554 7,673

02/28/2018 -19,502 -41,447 21,946 -3,724 1,772 2,784 -1,012 681 -20,772

01/31/2018 54,200 10,777 43,423 -669 56,779 46,322 10,457 1,724 112,035

12/31/2017 8,931 -9,066 17,997 -3,697 19,158 19,491 -333 -528 23,864

11/30/2017 13,723 -4,429 18,152 -3,366 21,628 19,819 1,809 -444 31,542

10/31/2017 23,928 3,152 20,776 -2,458 38,759 36,163 2,595 -747 59,482

09/30/2017 653 -9,782 10,435 -2,589 36,463 33,476 2,987 1,733 36,260

08/31/2017 -6,149 -22,775 16,626 -4,163 29,578 25,124 4,454 2,393 21,659

07/31/2017 7,402 -12,528 19,930 -2,576 31,728 29,164 2,564 -3,532 33,022

06/30/2017 21,927 -7,958 29,886 -2,754 32,681 29,420 3,260 1,528 53,381

05/31/2017 23,363 -10,760 34,123 -2,040 36,430 33,128 3,302 -449 57,304

04/30/2017 12,335 -8,278 20,613 -2,078 25,236 22,116 3,120 948 36,441

03/31/2017 24,562 9,409 15,153 -2,424 37,867 36,632 1,235 -531 59,474

02/28/2017 34,769 17,600 17,170 -552 36,025 34,026 1,999 1,867 72,110

01/31/2017 20,678 5,081 15,597 -2,485 35,543 31,061 4,482 -637 53,099

12/31/2016 23,720 18,848 4,872 -12,210 -4,142 12,190 -16,331 -3,600 3,768

11/30/2016 21,953 23,151 -1,197 -7,538 -13,284 -2,142 -11,142 -3,572 -2,441

10/31/2016 -24,010 -23,111 -899 -4,886 13,896 12,297 1,599 -87 -15,086

09/30/2016 -13,030 -5,816 -7,214 -4,111 24,670 20,671 3,999 496 8,025

08/31/2016 -12,238 -9,930 -2,308 -461 30,859 23,565 7,295 -568 17,591

07/31/2016 -2,166 441 -2,607 -1,736 33,578 26,825 6,753 2,069 31,745

06/30/2016 -14,803 -15,722 919 -3,887 16,698 9,639 7,059 4,327 2,336

05/31/2016 -19,695 -14,044 -5,651 -1,516 16,925 8,955 7,970 3,466 -820

04/30/2016 -17,054 -12,677 -4,378 428 22,114 16,291 5,824 -674 4,814

03/31/2016 11,642 7,599 4,043 3,173 29,422 23,591 5,832 2,148 46,385

02/29/2016 -4,472 -9,066 4,594 -1,435 11,915 6,616 5,299 5,664 11,672

01/31/2016 -20,171 -27,292 7,121 -10,561 7,686 2,676 5,011 2,010 -21,035

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

SCORECARD

Source: Investment Company Institute
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