
Fund costs are down, transparency is up — 
and yet avoiding controversial fees in a portfo-
lio is still easier said than done due to one of the 
industry’s bugaboos: 12b-1 fees.  Even Vanguard 
isn’t immune. 

Vanguard, which has a reputation for driv-
ing down costs and improving fund transpar-
ency, accepts these fees from clients invested in 
third-party funds on its retail and robo advisor 
platforms,  even as regulators  raise concerns.

Vanguard’s complicated relationship with 
these fees is indicative of the industry’s overall 
struggle to find a balance between appropriate 
compensation and transparency.

Share class and fee transparency “is at the mer-
cy of the company’s legal staff,” says Greg O’Gara, 
a senior research analyst for Aite Group’s Wealth 
Management practice. “I’m not singling out any 

The first blow-up shook an invest-
ment fund in Switzerland. The sec-
ond and third rocked funds in the 
U.K.

Now, with warnings growing 
louder about the risks money man-
agers have taken with hard-to-trade 
investments, Wall Street is starting 
to wonder: Just where will this end? 
That question is reverberating across 
the financial world after the head of 
the Bank of England warned that 
funds pushing into a host of risky in-
vestments — in some cases, without 
investors fully understanding the 
dangers — have been “built on a lie.’’

Then the central banker, Mark 
Carney, spoke a word few policymak-
ers use lightly: “systemic’’ — central 
bank-speak for the kind of risks that 

STRATEGY: Asset 
management’s $30T 
wall of worry

July 2019  |  Volume 27 • Number 7  |  mmexecutive.com 

The Premier News Source  
for Asset Management Leaders

management executive

TECHNOLOGY: Is the fear of offering cheap advice dead?

As new technology is implemented in the far-
thest corners of wealth management, industry ex-
ecutives are raising concerns about the commod-
itization of advice.  

Providers from Wealthfront to Goldman 
Sachs are packaging checking, savings and cash 
management account offerings in bids to provide 
the most attractive interest rates.

Meanwhile, industry executives wonder 
whether conditioning customers to shop for the 

best interest rates — in addition to the lowest-cost 
options for advice — will only hasten wealth 
management’s commoditization.

Just like in the early days of automated advice, 
sustainability should be a real concern for many 
of these high-interest-rate account offerings, says 
Greg Bynum, president of Lead Bank, a Kansas 
City-based community bank.

“How do they make money on those high-in-
terest deposit accounts?” Bynum asks. “Some of 

these startups are offering 
up to 2.5% on $1,000 ac-
counts. It costs more just to 
have an account like that in 
your system.”

In many of the cash ac-
count offerings, Bynum 
sees a repeat in strategy 
that digital advice firms ad-

OPERATIONS: Do Vanguard clients pay 12b-1 fees or not?

Source: Investment Company Institute

Money market fund outflows 
total $11.6B for the week ending 
June 26 (millions)
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Vanguard is one of a select few firms known for 
refusing to charge clients for revenue sharing.
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VANGUARD VEERS AWAY FROM ANNUITIES
Vanguard is cutting insurance-based op-

tions as it transitions its Vanguard Variable 
Annuity to Transamerica, along with its cli-
ent service and account administration, the 
firm said. It will also discontinue its online 
platform, Vanguard Annuity Access.

“Annuity administration is not central to 
our long-term product and service plans,” 
says Karin Risi, managing director of 
Vanguard’s Retail Investor Group. “We’re 
deepening our focus on our core priori-
ties: delivering industry-leading funds and 
ETFs, enhancing the client experience and 
expanding our advice capabilities.” 

The transition will take place within the 
next 12 to 18 months, according to the firm. 
Vanguard will continue to manage Van-
guard Variable Insurance Funds, which are 
the underlying investments in the annuity. 

SCHWAB EXPANDS 
COMMISSION-FREE LINEUP

Schwab has added 25 new commis-
sion-free ETFs to its OneSource platform 
where clients now have access to 539 ETFs 
covering 83 Morningstar Categories with 
$0 online commission, representing 98.79% 
of ETF assets in the industry.

Of the recently added ETFs, the majority 
come from JPMorgan and investment com-
pany Direxion. 

“From day one, our priority with the 
Schwab ETF OneSource program has been 
to provide a broad lineup of commission-free 
ETFs that spans a variety of asset classes and 

index weightings, to make it simple for inves-
tors and advisors to build highly diversified, 
commission-free ETF portfolios,” says Kari 
Droller, Schwab’s vice president of third-par-
ty mutual funds and ETFs.

RESEARCH

FEE PRESSURE BUILDS IN ASIA, 
REPORT FINDS

Asset managers who deal with Asian 
markets will have to review their current 
strategies to maintain revenue streams in 
the region, new research shows.

Like here in the U.S., there is a downward 
trend in fees caused by launches of low-cost 
ETFs. The proliferation of robo advisors is 
also resulting in pressures in the Asian fund 
market, according to Cerulli Associates’ re-
port, Asian Distribution Dynamics 2019: 
Opportunities Amid Volatility. Market un-
certainty is also expected to contribute to 
pain for asset managers. 

“Optimizing cost efficiencies in some 
functional areas is one obvious answer for 
managers to combat fee pressures,” says 
Cerulli’s associate director Leena Dagade. 
“Apart from that, managers will likely need 
to come out with low-cost products or de-
velop their capabilities in higher-fee-earn-
ing alternatives.”

PRODUCTS

ALGER LAUNCHES ‘BEST IDEAS’ FUND
Alger is launching the Alger Mid Cap 

INDUSTRY HIGHLIGHTS

NEWS SCAN

6/26/2019 6/19/2019 6/12/2019 6/5/2019 5/29/2019
Equity -8,440 10,124 5,040 -9,636 -5,132

Domestic -5,028 11,679 6,195 -8,210 -4,684
World -3,413 -1,555 -1,156 -1,427 -449

Hybrid -1,848 -156 -1,282 -1,017 -1,191
Bond 10,531 7,932 11,942 4,614 4,246

Taxable 8,013 6,342 10,661 3,154 2,701
Municipal 2,517 1,590 1,281 1,460 1,545

Commodity 1,703 389 317 681 157
Total 1,945 18,289 16,017 -5,359 -1,920

ETF estimated net issuance

Source: Investment Company Institute
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NEWS SCAN

NEW FIDELITY MODEL PORTFOLIOS FOCUS 
ON FACTOR ETF STRATEGIES

Fidelity Investments expanded its offer-
ings of model portfolios, with an emphasis 
on ETFs and shifts in the business cycle. 

“Model portfolios allow advisors to tap 
into the investment management expertise 
of asset managers, while also offering advi-
sors the ability to customize solutions that 
help address their clients’ specific needs,” 
says Matt Goulet, senior vice president, Fi-
delity Institutional Asset Management.

The business cycles model portfolios are 
designed to enhance risk-adjusted returns, 
while the factor ETF model portfolios help 
reach specific results in the U.S. equity allo-
cation, according to the firm. 

GLOBAL X ETFS TO LIQUIDATE TWO 
JPMORGAN ETFs

Shareholders have until July 25 to sell 
their shares in the Global X ETF JPMorgan 
Efficiente Index ETF and JPMorgan U.S. 
Sector Rotator Index ETF. 

The funds, which represent less than 1% 
of the provider’s assets, will cease trading 
at the end of the trading day as a result of 
Global X ETFs ongoing review process of its 
product lineup to ensure it meets the needs 
of its clients.

Investors who hold shares in the funds, 
as of the liquidation date, will receive a cash 
distribution equal to the net asset value of 
their shares as of that date, the firm said.  

The advisor to the funds, meanwhile, 
will bear all fees and expenses that may 
be connected with the liquidation and the 
distribution of cash proceeds to investors, 
aside from brokerage fees and other related 
expenses.

DWS LAUNCHES S&P 500 ETF XTRACKERS
DWS is leading the continued expansion 

of its ESG product lineup with the launch of 
Xtrackers S&P 500 ESG ETF. The new fund 
is intended to provide exposure to ESG-ad-
justed core benchmarks that investors can 
use in their portfolios to invest in well-posi-
tioned companies.

The index was developed to support the 
growth of sustainable investing and helps 
investors align their investments with their 

Focus Fund, which will invest in roughly 
50 growth equities based on the investment 
team’s opinion, according to the firm.

“The fund is a focused, high-conviction 
portfolio of ‘best ideas’ generated by our 
team of talented analysts,” says Amy Zhang, 
the fund’s portfolio manager. “Common 
characteristics of the companies we invest 
in are both defensible competitive positions 
and high financial quality, such as solid bal-
ance sheets and strong cash flow generation.”

VANGUARD LAUNCHES 
COMMODITY FUTURES FUND

Vanguard announced the launch of Van-
guard Commodity Strategy Fund (VCM-
DX) to hedge against inflation, according to 
the firm. 

The fund mixes Treasury bills and short-
term TIPS, with the objective of broadening 
commodities exposure and capital appreci-
ation. The fund will be offered in Admiral 
Shares, with an estimated expense ratio of 
0.20%. 

VCMDX gives investors low-cost expo-
sure to commodities and provides addition-
al inflation protection by holding longer fu-
tures contracts and collateralizing a portion 
of the portfolio in short-term TIPS, accord-
ing to the firm.

STATE STREET LAUNCHES ITS FIRST 
ESG MONEY MARKET FUND

State Street Global Advisors announced 
the launch of the State Street ESG Liquid 
Reserves Fund, a first-of-its-kind product 
for the firm.

The firm’s first ESG money market 
fund, will use R-Factor, a new ESG scor-
ing system, to build a portfolio completely 
composed of holdings that meet the ESG 
criteria, as deemed by the Sustainabili-
ty Account Standards Board’s and coun-
try-specific corporate governance frame-
works, the firm said. 

AMERICAN CENTURY REDUCES 
CORPORATE BOND ETF FEE

The fee associated with the American 
Century Diversified Corporate Bond ETF 
(KORP) was reduced to 0.29% from 0.45%, 
according to the firm. The fund focuses on 
investment-grade debt and allocates a por-

tion of the portfolio to high yield. 
“With KORP now exceeding $60 million 

and attracting steady flows, we decided to 
reduce the fees in order to provide better 
value to investors,” says American Centu-
ry’s head of ETFs and senior vice president,  
Edward Rosenberg. “Our goal has always 
been to provide a lineup of ETFs that apply 
our unique insights to solve common in-
vestment problems.”

ROBO GLOBAL BRINGS 
HEALTH TECH ETF TO NYSE

Following a successful debut of its ro-
botics and automation ETF in 2013, Robo 
Global released another index that expos-
es investors to the technology shifting the 
healthcare industry, according to the firm. 

The Robo Global Healthcare Technology 
and Innovation Index tracks companies in 
nine subsectors, including precision medi-
cine and medical instruments. 

“By and large, the health care industry 
appears to be primed for massive market 
growth, thanks to the implementation of 
advanced technologies like robotics and 
AI,” says CEO of Robo Global U.S., Travis 
Briggs, adding that he expects the health 
care AI market will “grow at a compound 
annual growth rate between 47% and 50% 
by 2025, a value of $36 billion.”

FIDELITY’S FIRST ESG INDEX 
DEBUTS IN CANADA

Fidelity launched Sustainable World ETF 
(FCSW) at Canada’s next-generation ex-
change NEO, making it the firm’s first fund 
on the exchange and its first ETF to use ESG 
strategies.

FCSW leverages a quantitative multi-fac-
tor model and invests in global companies 
with favorable values regarding the envi-
ronment and social issues.

“As sustainable investing continues to 
gain momentum, we are excited to offer our 
clients the opportunity to align their invest-
ments with their values,” says Andrew Clee, 
vice president of ETFs at Fidelity Invest-
ments Canada. “The Fidelity Sustainable 
World ETF is a global multi-factor equity 
strategy that uses a best-in-class approach 
to invest in companies with favorable ESG 
characteristics.” CONTINUED on page 6
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one fund company. This is ubiquitous across 
the industry.”

Vanguard receives transaction fees, front- 
and back-end loads, sales charges and 12b-1 
fees for certain transactions in its third-party 
mutual funds, according to the company’s 
Form ADV for Vanguard Advisers.

It also receives fees for shareholder ser-
vices, fees that “may be considered revenue 
sharing and represent a significant source 
of revenue” for the company’s broker-dealer, 
Vanguard Marketing Corporation.

Fees can add up to 40 basis points annual-
ly, in addition to operational payments in the 
form of networking or per-position fees of up 
to $20 for each customer position in a mutual 
fund on an annual basis, per the disclosure.

Across the industry, there were 6,082 
funds that charge clients a 12b-1 fee as of the 
end of May, according to Morningstar. The 
average fee is 40 basis points. Funds and share 
classes that include 12b-1 fees hold over 20% 
of invested assets.

Despite their prevalence, they’ve been un-
der fire across the industry. “Your average in-
vestor doesn’t know what the hell a 12b-1 fee 
is,” says O’Gara.

12b-1 fees are “the devil,” according to 
Sandra Field, CEO of Asset Planning, a $264 
million RIA in Cypress, California. Field 
points to potential conflicts of interest for  
advisors, many of whom don’t like the fees..

The fee derives its name from Rule 12b-1 of 

CONTINUED
from page 1

values while still achieving a risk and return 
profile in line with the S&P 500, according 
to the firm. 

“Our clients seek solutions that not only 
deliver on their investment strategy, but 
also help them achieve their sustainability 
goals,” says Luke Oliver, head of index in-
vesting for the Americas at DWS. 

PROSHARES JOINS PERSHING’S FUNDVEST
ETF provider ProShares has joined BNY 

Mellon Pershing’s no-transaction-fee ETF 
platform, FundVest ETF, according to Pro-
Shares. 

Starting July 13, seven ProShares 
funds will be made available on Pershing’s 
FundVest ETF platform, including Divi-
dend Aristocrats (NOBL), Large Cap Core 
Plus (CSM) and Global Infrastructure 
(TOLZ) funds. As investors look to reduce 
costs within their investment portfolios, 
no-transaction-fee platforms are gaining 
popularity, according to the firm. 

“Our inclusion in the Pershing no-trans-
action-fee platform will allow financial 
professionals and their clients to further 
leverage the ProShares ETF lineup in a 
cost-effective manner,” says Steve Cohen, 
managing director at ProShares.

SOFI OFFERS ‘STOCK BITS’ FEATURE 
SoFi now offers investors the ability to 

buy and sell fractional shares in stocks 
and ETFs with as little as $1, according to 
the firm. Through its Stock Bits feature on 
the SoFi Invest platform, investors can pur-
chase fractions of stocks including Amazon, 
Apple and Tesla, as well as ETFs. 

“People are told to ‘buy what they like’, 
but when what they like costs over $100 or 
$1,000 per share, first-time investors are 
priced out,” says Anthony Noto, CEO at 
SoFi. “It is our focus to remove the barriers 
to getting started by providing features like 
Stock Bits.”

ARRIVALS

LAZARD EXPANDS QUANT PLATFORMS
Lazard Asset Management snagged a 

four-person team focused on capturing in-
sights within a quantitative framework. 

Oren Shiran, Phillip Summe, Stefen Tang 
and Seavan Sternheim join the firm from 
Baylight Capital. The team will identify and 
capture inefficiencies using a multi-model 
systematic investment process.

“We are pleased to welcome Oren, Philip, 
Stefan and Seavan to LAM. Their differenti-
ated approach and unique perspectives will 
enhance our global investment platform 
and add value for our clients,” says Nathan 
Paul, chief business officer at Lazard. “The 
team will bolster our quantitative equi-
ty, U.S. equity and alternative investment 
capabilities, providing our clients with ad-
ditional investment solutions to meet their 
evolving needs.” 

AMERICAN CENTURY BRINGS IN 
NEW PORTFOLIO MANAGER

American Century Investments appoint-
ed 17-year-veteran Jason Greenblath, previ-
ously of Aberdeen Standard Investments, to 
senior portfolio manager and director of cor-
porate credit research, according to the firm.

Greenblath will co-lead the corporate 
markets team and also manage sever-
al-fixed income strategies such as Strategic 
Income, Short Duration Strategic Income 
and the Diversified Corporate Bond ETF.

“Jason has significant strength and exper-
tise in the credit markets, and brings expe-
rience leading and managing credit teams,” 
says Charles Tan, the co-CIO of American 
Century’s global fixed income division. 

Prior to American Century, Greenblath 
spent 11 years at Aberdeen Standard In-
vestments as a senior portfolio manager 
and head of U.S. Investment Grade Credit. 
He also served as high-yield and distressed 
credit analyst at RBS Greenwich Capital.

DI COSTA PARTNERS MAKES SENIOR HIRES
Di Costa Partners, a strategic advisory 

and proxy solicitation subsidiary of Morrow 
Sodali focused exclusively on mutual funds 
and ETFs, announced the addition of two 
senior level executives. 

Steve Messinger, previously from Black-
Rock, where he most recently served as 
managing director and executive vice presi-
dent of iShares, will serve as the firm’s pres-

ident, according to Di Costa. 
“I can’t think of anyone who understands 

better how ’40 Act registered funds operate 
and are governed than [Messinger],” says Di 
Costa CEO Vincent Di Costa. 

“He’s lived the challenges faced by asset 
managers today in holding successful share-
holder meetings on behalf of both the advisor 
and the funds,” he adds.

John Bibas, most recently a managing 
director of corporate proxy for D.F. King in 
New York, will serve as senior managing di-
rector of the firm.

AMERICAN CENTURY HIRES EXECS TO 
LAUNCH NEW FUND SUITE 

American Century Investments an-
nounced that it has appointed Dimensional 
Fund Advisors’ Eduardo Repetto as chief 

investment officer and 
Patrick Keating as chief 
operating officer to 
develop a new suite of 
tax-efficient products, 
according to the firm.

The suite, touted 
by the firm as broadly 
diversified, tax-effi-
cient and cost-effective, 
spans both equities 
and fixed income, and 

will carry the name Avantis Investors, the 
firm said. 

The newly launched funds will be de-
signed by Repetto, who previously served as 
CEO and CIO of DFA.  

Keating previously worked at DFA for 15 
years, most recently as its COO.

“[Repetto and Keating] are proven lead-
ers who have delivered incredible growth 
and success by creating, honing and man-
aging strategies informed by academic re-
search and sound financial theories,” says 
American Century Investments CEO Jona-
than Thomas of Repetto and Keating. 

“We plan to leverage their tremendous 
knowledge and expertise to build unique 
systematic investment processes at Avantis 
Investors that we believe will form a solid 
basis for long-term asset allocation solu-
tions,” he adds. MME

News Scan by Bernadette Berdychowski and 
Paola Peralta

Eduardo Repetto

CONTINUED  
from page 4

NEWS SCAN
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one fund company. This is ubiquitous across 
the industry.”

Vanguard receives transaction fees, front- 
and back-end loads, sales charges and 12b-1 
fees for certain transactions in its third-party 
mutual funds, according to the company’s 
Form ADV for Vanguard Advisers.

It also receives fees for shareholder ser-
vices, fees that “may be considered revenue 
sharing and represent a significant source 
of revenue” for the company’s broker-dealer, 
Vanguard Marketing Corporation.

Fees can add up to 40 basis points annual-
ly, in addition to operational payments in the 
form of networking or per-position fees of up 
to $20 for each customer position in a mutual 
fund on an annual basis, per the disclosure.

Across the industry, there were 6,082 
funds that charge clients a 12b-1 fee as of the 
end of May, according to Morningstar. The 
average fee is 40 basis points. Funds and share 
classes that include 12b-1 fees hold over 20% 
of invested assets.

Despite their prevalence, they’ve been un-
der fire across the industry. “Your average in-
vestor doesn’t know what the hell a 12b-1 fee 
is,” says O’Gara.

12b-1 fees are “the devil,” according to 
Sandra Field, CEO of Asset Planning, a $264 
million RIA in Cypress, California. Field 
points to potential conflicts of interest for  
advisors, many of whom don’t like the fees..

The fee derives its name from Rule 12b-1 of 

the Investment Advisers Act of 1940, which 
permits fund companies to act as distributors 
of their own funds.

Clients can pay this fee out of both mutual 
funds and ETF assets — it goes to cover dis-
tribution (marketing and selling) and some-
times shareholder services, which include 
responding to client inquiries and providing 
information about investments, according to 
the SEC. 

These fees pay brokers and firms for selling 
the funds — and platforms like custodians or 
brokerages that provide shareholder services.

While the fee must be disclosed on a pro-
spectus, a fund can legally charge a 12b-1 fee 
of up to 25 basis points and still advertise as a 
no-load fund, according to FINRA rules. 

The maximum any fund can charge in a 
12b-1 fee is 1%. While these fees do help scale 
the fund in terms of assets, the shareholders 
who foot the bill don’t benefit, according to 
SEC research.

Regulators have scrutinized firms and 
financial advisors’ investment recommen-
dations in this domain. FINRA and the SEC 
have filed at least 51 enforcement actions 
against firms regarding mutual fund share 
class selection over the past five years. In ad-
dition, an SEC self-reporting initiative related 
to 12b-1 fees resulted in 79 firms repaying cli-
ents a collective $125 million that the regula-
tor determined had been overcharged.

Investors, meanwhile, have started shun-
ning the fees: Bundled share classes — which 
charge 12b-1 fees — reported net outflows of 

$288 billion in 2018, and $430 billion in 2017, 
according to Morningstar data.

Share classes that don’t charge 12b-1 fees, 
but do charge for revenue sharing, have re-
ported inflows, according to Morningstar. 
They gained $183 billion in assets in 2018 and 
$581 billion the year before. Is revenue shar-
ing any better than a 12b-1 fee?

Semibundled funds “indirectly [charge] 
for sales distribution” in the form of revenue 
sharing, according to Morningstar’s 2019 
Fund Fee study.

12b-1 fees “absolutely are more transpar-
ent” than revenue sharing, according to Mer-
cer Bullard, a law professor at the University 
of Mississippi and founder of investor advo-
cacy organization Fund Democracy.

“At least the 12b-1 fee, the [client] sees that 
in the fee table,” Bullard says. If a custodian or 
brokerage platform is being paid from reve-
nue sharing, that distribution expense won’t 
show up. “What it really stands for is hidden 
marketing, hidden distribution,” he says.

Who is profiting from 12b-1 fees and reve-
nue sharing? Brokerages and firms across the 
industry, including Vanguard. 

In response to several questions sent to 
Vanguard, spokesman Freddy Martino pro-
vided this statement:

“Offering non-Vanguard mutual funds 
provides additional choice to our clients so 
they may complement their Vanguard hold-
ings. Some mutual funds pay fees to inter-
mediaries, like Vanguard, to cover the costs 
of offering them on their platforms. Without 
these payments, the cost of offering third-par-
ty funds would be borne by Vanguard share-
holders. Importantly, we make sure these 
fees are clearly disclosed to clients (see here 
and here). Our structure dictates that these 
payments ultimately benefit the Vanguard 
funds and their shareholders by way of lower 
expense ratios or reinvestment in service and 
experience on behalf of the client.”

In contrast to competitors, Vanguard is 
one of a select few fund companies known 
for refusing to charge clients revenue shar-
ing or 12b-1 fees on any of its own funds. 
Asset manager Dimensional Fund Advisors 
says it also doesn’t charge clients these fees. 
Companies including American Funds offer 
specific share classes known as “clean shares,” 
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ident, according to Di Costa. 
“I can’t think of anyone who understands 

better how ’40 Act registered funds operate 
and are governed than [Messinger],” says Di 
Costa CEO Vincent Di Costa. 

“He’s lived the challenges faced by asset 
managers today in holding successful share-
holder meetings on behalf of both the advisor 
and the funds,” he adds.

John Bibas, most recently a managing 
director of corporate proxy for D.F. King in 
New York, will serve as senior managing di-
rector of the firm.

AMERICAN CENTURY HIRES EXECS TO 
LAUNCH NEW FUND SUITE 

American Century Investments an-
nounced that it has appointed Dimensional 
Fund Advisors’ Eduardo Repetto as chief 

investment officer and 
Patrick Keating as chief 
operating officer to 
develop a new suite of 
tax-efficient products, 
according to the firm.

The suite, touted 
by the firm as broadly 
diversified, tax-effi-
cient and cost-effective, 
spans both equities 
and fixed income, and 

will carry the name Avantis Investors, the 
firm said. 

The newly launched funds will be de-
signed by Repetto, who previously served as 
CEO and CIO of DFA.  

Keating previously worked at DFA for 15 
years, most recently as its COO.

“[Repetto and Keating] are proven lead-
ers who have delivered incredible growth 
and success by creating, honing and man-
aging strategies informed by academic re-
search and sound financial theories,” says 
American Century Investments CEO Jona-
than Thomas of Repetto and Keating. 

“We plan to leverage their tremendous 
knowledge and expertise to build unique 
systematic investment processes at Avantis 
Investors that we believe will form a solid 
basis for long-term asset allocation solu-
tions,” he adds. MME

News Scan by Bernadette Berdychowski and 
Paola Peralta
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where marketing and distribution costs are 
not included in fees.

“Vanguard has a longstanding policy of 
not paying distribution fees that incentivize 
sales,” Martino said. “Adding such fees would 
ultimately raise the cost of owning Vanguard 
funds.”

In addition, Vanguard says 12b-1 fees are 
not sufficiently transparent to the end client.

“[12b-1 fees] can be explained. They can be 
understood, but it’s not the most straightfor-
ward method of charging,” Tom Rampulla, 
head of Vanguard’s Financial Advisor Ser-
vices division, told Financial Planning in an 
interview in May. 

The mutual fund behemoth’s decision not 
to charge these fees has put it at odds with 
some brokerages and custodians. Fidelity, 
TD Ameritrade and Morgan Stanley have ad-
justed their fee or product lineups, making it 
more expensive to invest in Vanguard funds, 
according to the Wall Street Journal.

“With some of our distributors, it’s a real 
source of contention,” Rampulla said. “Often 
times Vanguard will be the largest fund pro-
vider on the platform, and we don’t pay them. 
They still make a lot of money. They charge 
the ticket fee, but they don’t like that.”

Vanguard can afford to refuse to pay these 
fees, while still accepting them, based on 
the company’s scale and high demand of its 
funds, according to O’Gara.

“Vanguard is an 800-pound gorilla in the 

mutual fund industry,” he says. “The pop-
ularity of Vanguard funds is so ubiquitous 
among U.S. investors that, although custo-
dians are not happy with the economics they 
receive from Vanguard, they have to make 
some of these funds available to clients.”

Solving transparency issues around fund 
distribution won’t necessarily be an easy fix 

— distributors need to get paid for the work 
they do, according to Alec Lucas, who leads 
Vanguard research at Morningstar.

Vanguard’s ADV says the fees reimburse it 
for sub-accounting services, dividend calcu-
lation and posting, accounting and reconcil-
iation, as well as preparation and mailing of 
client confirmations and tax statements.

Further, it’s not easy for a brokerage plat-

form to refuse 12b-1 fees that are charged to 
clients by third-party fund companies, Lucas 
says. Asset managers would first have to cre-
ate a new share class, which could spawn new 
problems if fund families only offered the 
new share class to Vanguard.

“If you’re a fund company, it would intro-
duce complications to make a special deal 
with Vanguard that you didn’t make with TD 
Ameritrade or [Schwab or Fidelity],” he says.

Ultimately, clients should be less con-
cerned with the fees as they are with the 
product quality, Lucas, who himself invests in 
a third-party fund on Vanguard’s brokerage 
platform,  says. “It’s really the net investment 
return that matters.”

He adds, “It’s OK for a firm to be compen-
sated for providing a service. The question 
then becomes, what is the appropriate level 
of compensation? And Vanguard has been a 
disruptor in this industry.”

Vanguard is in the business of reducing 
expenses for its shareholders, and is currently 
situated to do just that through accepting dis-
tribution fees, according to Bullard.

“It is not contrary to their philosophy of 
trying to reduce their expenses as much as 
possible so they can be the lowest cost provid-
er,” he says.

Does accepting the fees also benefit the 
company’s track record of transparency? “It 
would have been interesting to hear what 
[Jack] Bogle’s view of that would be,” Bullard 
says of the company’s iconic founder, who 
died this year. MME 

Fees included Unbundled Semibundled Bundled

Management fee yes yes yes

Fund operating expenses yes yes yes

Subtransfer agency fees no yes yes

Revenue sharing, platform, other access fees no yes yes

12b-1 no no yes

Loads and commissions no no yes

Transactions and other operational fee no no yes

Unbundled share classes are most transparent

Source: 2019 Morningstar Fund Fee Study
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opted early on. “Some are doing it to get that 
mass of customers, and then figure out how 
to monetize them after.”  

Advice runs the risk of getting watered 
down, some executives say. “Wealth man-
agement is such a niche product, how do you 
keep it that way?” asks an executive from 
Fifth Third Bank, who requested anonymity 
in order to speak candidly.

Another real risk in blending wealth man-
agement with checking and savings offerings 
online is message muddling, notes the exec-
utive: “For sure, it benefits when you can add 
to the wealth management offer, but banks 
and wealth management [due to regulatory 
demands] have to keep a strict separation. As 
a customer, would I understand that?”

Digital advice firms, however, defend the 
latest addition of savings accounts to their 
service lineups. “We see a high-yield account 
as table stakes at this point, especially as more 
and more [firms] begin to offer it,” said a 
Betterment spokeswoman via email. “It’s im-
portant to offer customers a solution for what 
to do with the extra cash that is sitting in their 
checking and savings account doing nothing.”

The leading independent robo advisor 
launched a tool to its more than 400,000 re-
tail clients in December that can monitor a 
client’s linked checking account and steer 
excess funds into a low-risk ETF portfolio 
generating returns of about 2%, according to 
Betterment.

CASH PROBLEM?
Americans are holding onto more cash. 

Retail investors maintained a record-high 
$3,673 on average in checking accounts 
across all financial institutions including 
banks, thrifts and credit unions, according to 
a 2018 report by Moebs Services, an econom-
ic-research firm. Checking account funds in-
creased in 24 of the past 30 quarters, accord-
ing to the report.

If clients are keeping assets in cash, then 
banks are putting them to use. According to a 
Wealthfront spokeswoman, the top four larg-
est banking institutions make over $300 bil-
lion in revenue a year on checking and saving 
accounts — adding that the $8 trillion held by 
commercial banks costs consumers over $170 

CHEAP 
from page 1

STRATEGY

can cascade through markets, institutions 
and economies. Some $30 trillion is tied up 
in difficult-to-trade investments, he noted 
earlier this year.

The big worry is that the now-troubled 
European funds that embraced such in-
vestments, only to stumble when investors 
asked for their money back, are just the tip 
of the iceberg. 

Exposure to illiquid assets and 
poor-quality bonds has crept into funds as 
managers hunt for whatever returns they 
can find in today’s low-interest-rate world.

‘LIKE AIR’
The question of liquidity — the very es-

sence of financial markets — is now reso-
nating on both sides of the Atlantic.

“It’s like air,” Eric Jacobson, a senior 
analyst at Morningstar said of the abili-
ty to readily buy and sell assets. “You can 
breathe it regularly, and it’s fine. But when 
you’re without it, you notice.”

For now, at least, few money managers 
or analysts foresee a full-blown crisis. 

However, the problems GAM Holdings 
in Zurich and two other funds — one in 
Oxford run by Neil Woodford, one of 
Britain’s most famous stock pickers, and 
another in London at H20 Asset Manage-
ment, backed by the French bank Natixis 
— have set the investment management in-
dustry on edge.

The question is whether or not oth-
er funds, specifically domestic products, 
could face a similar mismatch in liquidi-
ty should investors demand their money 
back.   

Even before the most recent turmoil at 
H20, that question caught the attention of 
U.S. regulators.

FED’S CONCERNS
The Federal Reserve highlighted liquid-

ity risk in bond and loan mutual funds in 
its May financial stability report, noting 
that bank loan funds purchase a full fifth 
of newly originated leveraged loans.

“The mismatch between these mutu-
al funds’ promise of daily redemptions 
and the longer time required to sell bonds 

or loans may be heightened if liquidity 
in these markets diminishes in times of 
stress,” the report said.

SEC Chairman Jay Clayton warned in 
April that some illiquid debt securities and 
loans may not be appropriate for mutual 
funds.

“In my job, you look around and you say, 
‘Where are expectations and realities out of 
whack?’’’ Clayton said. “If people think that 
those loans are as liquid as bonds, they may 
be wrong, so you don’t want a high-con-
centration of those leveraged loans in a li-

quidity product like a mutual fund.”

AN INTERNATIONAL PROBLEM?
The troubles in Europe are reminders of 

the Icarus-style demise that active manag-
ers can meet when they wander into tough-
to-trade products, while promising inves-
tors the ability to cash out easily.

A few fault lines could foretell risks for 
investors beyond Woodford and H20. Liq-
uid alternatives, which mimic hedge-fund 
strategies but offer daily liquidity, have be-
come increasingly popular. 

H2O’s stumble drew investors’ atten-
tion to the copycats, sparking fears that a 
similar liquidity mismatch could lead to a 
flight of capital from others and trigger a 
crisis.

Burned by hedge funds banning with-
drawals during the financial crisis, inves-
tors in Europe thronged to funds like H2O, 
which provide frequent withdrawals, more 
transparency and typically charge lower 
fees. 

However, a mix of illiquid assets and 
leverage has the ability to prompt inves-
tors to run for the exits at their first sign of 
trouble, almost like a bank run.

Those problems may not be cause for 
concern in the U.S. yet, according to Sean 
Collins, chief economist at the Investment 
Company Institute.

“U.S. mutual funds have a strong record 
of liquidity management, and their imple-
mentation of the SEC’s liquidity manage-
ment rule has bolstered funds’ practices,” 
Collins said. “Even in the rare cases when 
a closure is unexpected or sudden, histor-
ical experience shows that these events do 
not have systemic impact on the broader 
financial markets.”

ASSUMING BUYERS
Still, risks lurk. 
Retail funds have been buying up more 

leveraged loans in the decade since the fi-
nancial crisis. 

Mutual funds and ETFs owned 3% of 
the market at the end of 2007 and now own 
about 13%, according to data compiled by 
Wells Fargo. 

In that period, assets under manage-
ment in loan mutual funds and ETFs 
surged to more than $150 billion from 
about $17 billion.

Illiquid products may in some ways 
be optimal investments, but they can’t be 
dressed up as something easy to sell, said 
Mark Spindel, chief investment officer at 
Potomac River Capital.

“You’re assuming there’s a steady flow of 
buyers all the time,” he said. “Assets could 
deteriorate, people could make a bad de-
cision, and people could want to get out at 
once. Then they need the liquidity and it’s 
not there.” 

Additional reporting by Nishant Kumar, 
Sally Bakewell, John Gittelsohn and Miles 
Weiss. —Bloomberg News MME  

“If people think that those loans are as liquid 
as bonds, they may be wrong, so you don’t 
want a high-concentration of those leveraged 
loans in a liquidity product like a mutual fund.”

SEC Chairman Jay Clayton
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opted early on. “Some are doing it to get that 
mass of customers, and then figure out how 
to monetize them after.”  

Advice runs the risk of getting watered 
down, some executives say. “Wealth man-
agement is such a niche product, how do you 
keep it that way?” asks an executive from 
Fifth Third Bank, who requested anonymity 
in order to speak candidly.

Another real risk in blending wealth man-
agement with checking and savings offerings 
online is message muddling, notes the exec-
utive: “For sure, it benefits when you can add 
to the wealth management offer, but banks 
and wealth management [due to regulatory 
demands] have to keep a strict separation. As 
a customer, would I understand that?”

Digital advice firms, however, defend the 
latest addition of savings accounts to their 
service lineups. “We see a high-yield account 
as table stakes at this point, especially as more 
and more [firms] begin to offer it,” said a 
Betterment spokeswoman via email. “It’s im-
portant to offer customers a solution for what 
to do with the extra cash that is sitting in their 
checking and savings account doing nothing.”

The leading independent robo advisor 
launched a tool to its more than 400,000 re-
tail clients in December that can monitor a 
client’s linked checking account and steer 
excess funds into a low-risk ETF portfolio 
generating returns of about 2%, according to 
Betterment.

CASH PROBLEM?
Americans are holding onto more cash. 

Retail investors maintained a record-high 
$3,673 on average in checking accounts 
across all financial institutions including 
banks, thrifts and credit unions, according to 
a 2018 report by Moebs Services, an econom-
ic-research firm. Checking account funds in-
creased in 24 of the past 30 quarters, accord-
ing to the report.

If clients are keeping assets in cash, then 
banks are putting them to use. According to a 
Wealthfront spokeswoman, the top four larg-
est banking institutions make over $300 bil-
lion in revenue a year on checking and saving 
accounts — adding that the $8 trillion held by 
commercial banks costs consumers over $170 

billion per year in lost interest.
Wealthfront markets a savings account 

with a 2.51% rate, which has reportedly 
brought in as much as $1 billion in assets 
since its launch in February. Not to be out-
done, hybrid digital advice firm Personal 
Capital amassed $80 million in deposits in 
its cash products in just the first two weeks of 
its accounts launch, according to Dan Stampf, 
vice president of Personal Capital Cash.

CONSOLIDATED ADVICE
The trend toward a single consolidated fi-

nancial services provider is expected to pick 
up steam. Almost half of affluent clients say 
they would prefer a single institution to serve 
their financial needs, and more than a quarter 
of clients indicate the ease and convenience of 
doing business is why they want a single pro-
vider, according to new research from Cerulli 
Associates.  

Clients under age 30 (66%) are the most 
likely to prefer consolidation, suggesting the 
trend will likely strengthen as firms look to 
serve next-gen clients.

Wealth management in some ways is let-
ting go of its fears about commoditized ad-
vice as banking, investment and insurance 
converge, says Will Trout, Celent’s head of 
wealth management research.

“Definitely, portfolio management and 
maintenance has become commoditized, but 
goals-based advice is not, and that’s challeng-
ing for firms on two fronts,” Trout says. “How 
do you charge for something fairly intangible, 
and how do you shift your focus as advisor to 
generating advice around client goals rather 
than pushing products?”

A Fidelity executive said the custodian — 
which launched its own automated advice 
platform two years ago — sees the introduc-

tion of savings account offerings in wealth 
management as an entry point to capture 
customers, rather than a threat to the wealth 
management model.

“It’s just about being efficient in efforts to 
onboard customers,” according to the Fideli-
ty executive, who also asked to not be named. 
“It’s an entryway. Most customers start with 
the basics; making sure they have a good 
checking and savings account is where many 
start.”

Wealthfront CEO Andy Rachleff has long 
envisioned a one-stop shop for financial ser-

vices, where clients can automatically deposit 
their paychecks, pay bills, top off emergency 
funds and route excess money into investing 
platforms. However, his firm’s ability to serve 
up high-yield cash accounts to clients may 
soon be out of his control.

“What happens if the Fed lowers their tar-
get range for the fed funds rate?” Rachleff said 
in a blog post. “If the rate is lowered by 0.25%, 
then we will have to lower the rate for our 
cash account by the same amount. In con-
trast, the vast majority of our competitors will 
likely lower their rates even more than 0.25%.”

Some executives view the current spate of 
account offerings from digital wealth manag-
ers and even RIAs as a marketing distraction.

“High-net-worth clients don’t need robo 
advisors to begin with,” says Matt Rankin, 
chief technology officer and senior vice presi-
dent at Amarillo, Texas-based Herring Bank. 
“They have a different network of advisors 
and accountants that help them in any case.

“There’s a lot of attention on opening up an 
investment account with no minimum, then 
auto transferring whatever amount you se-
lect into your investment account. It doesn’t 
move the investment needle much if that’s 
only $100 a month,” he adds. MME  

CHEAP 
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“Definitely, portfolio management and 
maintenance has become commoditized, 
but goals-based advice is not, and that’s 
challenging for firms on two fronts.”

 William Trout, head of wealth management research, Celent
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Those problems may not be cause for 
concern in the U.S. yet, according to Sean 
Collins, chief economist at the Investment 
Company Institute.

“U.S. mutual funds have a strong record 
of liquidity management, and their imple-
mentation of the SEC’s liquidity manage-
ment rule has bolstered funds’ practices,” 
Collins said. “Even in the rare cases when 
a closure is unexpected or sudden, histor-
ical experience shows that these events do 
not have systemic impact on the broader 
financial markets.”

ASSUMING BUYERS
Still, risks lurk. 
Retail funds have been buying up more 

leveraged loans in the decade since the fi-
nancial crisis. 

Mutual funds and ETFs owned 3% of 
the market at the end of 2007 and now own 
about 13%, according to data compiled by 
Wells Fargo. 

In that period, assets under manage-
ment in loan mutual funds and ETFs 
surged to more than $150 billion from 
about $17 billion.

Illiquid products may in some ways 
be optimal investments, but they can’t be 
dressed up as something easy to sell, said 
Mark Spindel, chief investment officer at 
Potomac River Capital.

“You’re assuming there’s a steady flow of 
buyers all the time,” he said. “Assets could 
deteriorate, people could make a bad de-
cision, and people could want to get out at 
once. Then they need the liquidity and it’s 
not there.” 

Additional reporting by Nishant Kumar, 
Sally Bakewell, John Gittelsohn and Miles 
Weiss. —Bloomberg News MME  

“If people think that those loans are as liquid 
as bonds, they may be wrong, so you don’t 
want a high-concentration of those leveraged 
loans in a liquidity product like a mutual fund.”

SEC Chairman Jay Clayton
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DATA SHOWCASE

Low fees and market-beating returns are the attributes investors 
expect from index fund investing — as well as the traits associated 
with the industry’s top-performing passive funds.

Home to a combined $149.7 billion in AUM, the 20 passively man-
aged products with the highest returns over five years were all ETFs, 
Morningstar Direct data show. Grant Engelbart, senior portfolio 
manager and director of research at CLS Investments, notes that most 
of the leaders are ETFs in the tech sector. 

The best-performing passive fund portfolios over the last five years 
held companies like Microsoft, Adobe and Salesforce, stocks that have 
“carried most of the weight the past five years,” Engelbart says.

Top-performing passive funds over the past 5 years 

Ticker 1-Yr. % 
Returns

5-Yr. % 
Annualized 

Returns

Expense 
Ratio

Net Assets 
(millions)

iShares Expanded Tech-Software Sect ETF IGV 13.00 20.75 0.47% $2,734.84 

First Trust Dow Jones Internet ETF FDN 2.72 19.40 0.52% $8,595.45 

iShares US Medical Devices ETF IHI 11.73 18.26 0.43% $3,434.48 

iShares PHLX Semiconductor ETF SOXX -4.59 18.18 0.47% $1,350.16 

VanEck Vectors Semiconductor ETF SMH -6.50 17.95 0.35% $1,294.64 

iShares Expanded Tech Sector ETF IGM 4.95 17.62 0.47% $1,578.98 

Vanguard Information Technology ETF VGT 7.71 17.18 0.10% $23,483.50 

First Trust Cloud Computing ETF SKYY 8.88 16.85 0.60% $2,129.70 

SPDR S&P Health Care Equipment ETF XHE -2.81 16.80 0.35% $564.36 

Fidelity MSCI Information Tech ETF FTEC 4.79 16.58 0.08% $2,242.91 

First Trust NASDAQ-100-Tech Sector ETF QTEC -0.25 16.54 0.57% $2,284.77 

Invesco S&P 500 Equal Weight Tech ETF RYT 3.47 16.21 0.40% $1,624.88 

Technology Select Sector SPDR ETF XLK 4.54 15.63 0.13% $20,006.79 

iShares US Technology ETF IYW 2.75 15.51 0.43% $3,826.15 

SPDR S&P Aerospace & Defense ETF XAR 10.04 15.41 0.35% $1,370.32 

First Trust Technology AlphaDEX ETF FXL 8.65 15.39 0.63% $2,096.53 

Invesco S&P SmallCap Health Care ETF PSCH -13.80 15.30 0.29% $511.51 

Invesco QQQ Trust QQQ 3.24 14.88 0.20% $67,559.85 

iShares Global Tech ETF IXN 0.41 14.81 0.47% $2,463.36 

Invesco NASDAQ Internet ETF PNQI -4.93 14.78 0.60% $526.31 

16.70 0.40% $149,679.49 
 
Note: Funds with less than $500 million in AUM, institutional, leveraged and with investment minimums over $100,000 are excluded. Daily returns as of 5/31/19.   
Source: Morningstar Direct   

By Andrew Shilling

COMMENTARY

3 problems asset managers face with sales, content automation 

The asset man-
agement industry 
continues to be ul-
tra-competitive as 
firms fight to sur-
vive by consolidat-
ing, slashing fees 
and even paying 
investors to buy. 

Never in the past 
15 years has there 
been more urgency to streamline processes, 
cut costs and create brand differentiation.

In order to be more competitive, firms 
are making strategic investments into sales 
enablement and content automation technol-
ogy. The goals are to create efficiencies, scale 
sales and marketing processes, reduce risks 
and increase AUM. While some firms have 
been successful in achieving these goals, oth-
ers have failed.  

Here are a few key issues managers should 
be aware of when looking to implement con-
tent automation and sales enablement tech. 

1 Systems don’t integrate on their own, 
creating siloed experiences

There is not a single product that provides 
full-featured content automation and sales 
enablement wrapped up into one great pack-
age. The products that claim to do both can’t 
do both well. The reality is that a firm will 
need to buy at least two systems to cover the 
full scope of these needs. 

I recommend considering needs from a 
data and process flow perspective and then 
vetting vendors on their system integration 
capabilities and experiences. 

Do the vendors have APIs? Does a vendor 
work well with content or data that is con-
trolled or is originated elsewhere? Does the 
vendor really solve for the data problem, or 
is that concern largely outside their borders? 
Getting these systems to talk to each other 
and other systems in the tech stack is essential 
to operational efficiency. 

To realize true efficiency, sales enablement 
and content automation technologies need 
to be integrated seamlessly with each other, 
as well as with other essential systems in the 

ecosystem, such as CRM platforms and mar-
keting automation systems. Figuring out how 
to do this can be a challenge already in place. 

2 Implementations take too long, caus-
ing a negative ROI

Technology implementations must be run 
and implemented efficiently. This takes real 
effort from the firm to ensure they’re select-
ing the right approach to solving the problem, 
whether it be outsourced, DIY or hybrid.

When implementation stalls, the firm 
must foot the bill to keep the status-quo 
solution going while simultaneously paying 
for the new technology and implementation 
team. This can create budget overruns. 

A couple of years ago we saw a firm that 
took over two years to implement a DIY-style 
sales enablement solution, while still paying 
for an outside agency to produce their pitch 
decks manually. The whole project ended up 

taking three times longer than expected and 
drove costs up more than double what they 
had budgeted for. As you can imagine, the 
TCO figures didn’t go over well with the ex-
ecutive team.

It’s important to pay close attention to 
the details around the data and compliance 
integration aspects of the solution. If a ven-
dor claims theses are easy to handle and that 
you’ll only need a week of consulting time, 
run the other way. Underestimating the 
work and expertise required for the setup 
and ongoing maintenance can really throw a 
wrench in the implementation time line. 

3 Lacking data and compliance features 
are causing risk

One of the long-standing issues with con-
tent automation and sales enablement prod-
ucts is they’re often built for multi-industry 

use. General-purpose technology often has 
major functionality gaps when it comes to 
the needs of an asset manager. Features such 
as data handling and error reporting are real 
assets, as well as compliance workflows and 
audit trails. In fact, the two of these go hand-
in-hand. 

We recently worked with an asset manag-
er who was using a sales enablement platform 
that had the ability to customize presenta-
tions and automate data updates. Integration 
with their data mart was difficult to achieve 
and spotting errors was not very difficult. 

In addition, the solution didn’t have built-
in approval workflows or audit trails, mak-
ing the integrated data functionality useless. 
While presentations could be created in the 
system, they had to be exported, reviewed for 
errors, then sent to compliance for approval 
before being re-uploaded to the sales enable-

ment and compliance systems. These manual 
processes and workarounds introduced risk 
and added time to the process that was sup-
posed to have been streamlined.  

The big takeaway is that asset managers 
need specialized functionality when it comes 
to content automation and sales enablement 
technologies. The right solutions for our in-
dustry include rich feature sets around compli-
ance workflows, audit trails and data handling. 
Implementations must be done by an expert 
team that can execute quickly, taking into ac-
count integrations with other systems in the 
tech stack. Firms must do their due diligence 
to ensure internal and external teams can de-
liver these important requirements.  MME

John Toepfer is CEO of investment man-
agement industry software provider Synthesis.

By John Toepfer

“One of the long-standing issues with content automation 
and sales enablement products is they’re often built for multi-
industry use.”

John Toepfer, CEO, Synthesis
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DATA SHOWCASE

Low fees and market-beating returns are the attributes investors 
expect from index fund investing — as well as the traits associated 
with the industry’s top-performing passive funds.

Home to a combined $149.7 billion in AUM, the 20 passively man-
aged products with the highest returns over five years were all ETFs, 
Morningstar Direct data show. Grant Engelbart, senior portfolio 
manager and director of research at CLS Investments, notes that most 
of the leaders are ETFs in the tech sector. 

The best-performing passive fund portfolios over the last five years 
held companies like Microsoft, Adobe and Salesforce, stocks that have 
“carried most of the weight the past five years,” Engelbart says.

With an average five-year return of 16.7%, all of the leading 20 out-
performed the broader market, data show. 

The tech sector broadly contributed to growth outperforming 
value, and the U.S. outperforming international markets, says 
Scott Kubie, senior investment strategist at Carson Partners. But 
he advises staying wary going forward. “While many of the busi-
nesses behind these indexes are fantastic companies, you can al-
ways pay too much for a great business and there is always the risk 
the fundamentals could change,” Kubie says. “Advisors will need 
to work extra hard to make sure clients understand the benefits of 
diversification.”  MME  

Top-performing passive funds over the past 5 years 

Ticker 1-Yr. % 
Returns

5-Yr. % 
Annualized 

Returns

Expense 
Ratio

Net Assets 
(millions)

iShares Expanded Tech-Software Sect ETF IGV 13.00 20.75 0.47% $2,734.84 

First Trust Dow Jones Internet ETF FDN 2.72 19.40 0.52% $8,595.45 

iShares US Medical Devices ETF IHI 11.73 18.26 0.43% $3,434.48 

iShares PHLX Semiconductor ETF SOXX -4.59 18.18 0.47% $1,350.16 

VanEck Vectors Semiconductor ETF SMH -6.50 17.95 0.35% $1,294.64 

iShares Expanded Tech Sector ETF IGM 4.95 17.62 0.47% $1,578.98 

Vanguard Information Technology ETF VGT 7.71 17.18 0.10% $23,483.50 

First Trust Cloud Computing ETF SKYY 8.88 16.85 0.60% $2,129.70 

SPDR S&P Health Care Equipment ETF XHE -2.81 16.80 0.35% $564.36 

Fidelity MSCI Information Tech ETF FTEC 4.79 16.58 0.08% $2,242.91 

First Trust NASDAQ-100-Tech Sector ETF QTEC -0.25 16.54 0.57% $2,284.77 

Invesco S&P 500 Equal Weight Tech ETF RYT 3.47 16.21 0.40% $1,624.88 

Technology Select Sector SPDR ETF XLK 4.54 15.63 0.13% $20,006.79 

iShares US Technology ETF IYW 2.75 15.51 0.43% $3,826.15 

SPDR S&P Aerospace & Defense ETF XAR 10.04 15.41 0.35% $1,370.32 

First Trust Technology AlphaDEX ETF FXL 8.65 15.39 0.63% $2,096.53 

Invesco S&P SmallCap Health Care ETF PSCH -13.80 15.30 0.29% $511.51 

Invesco QQQ Trust QQQ 3.24 14.88 0.20% $67,559.85 

iShares Global Tech ETF IXN 0.41 14.81 0.47% $2,463.36 

Invesco NASDAQ Internet ETF PNQI -4.93 14.78 0.60% $526.31 

16.70 0.40% $149,679.49 
 
Note: Funds with less than $500 million in AUM, institutional, leveraged and with investment minimums over $100,000 are excluded. Daily returns as of 5/31/19.   
Source: Morningstar Direct   

By Andrew Shilling

COMMENTARY

3 problems asset managers face with sales, content automation 

use. General-purpose technology often has 
major functionality gaps when it comes to 
the needs of an asset manager. Features such 
as data handling and error reporting are real 
assets, as well as compliance workflows and 
audit trails. In fact, the two of these go hand-
in-hand. 

We recently worked with an asset manag-
er who was using a sales enablement platform 
that had the ability to customize presenta-
tions and automate data updates. Integration 
with their data mart was difficult to achieve 
and spotting errors was not very difficult. 

In addition, the solution didn’t have built-
in approval workflows or audit trails, mak-
ing the integrated data functionality useless. 
While presentations could be created in the 
system, they had to be exported, reviewed for 
errors, then sent to compliance for approval 
before being re-uploaded to the sales enable-

ment and compliance systems. These manual 
processes and workarounds introduced risk 
and added time to the process that was sup-
posed to have been streamlined.  

The big takeaway is that asset managers 
need specialized functionality when it comes 
to content automation and sales enablement 
technologies. The right solutions for our in-
dustry include rich feature sets around compli-
ance workflows, audit trails and data handling. 
Implementations must be done by an expert 
team that can execute quickly, taking into ac-
count integrations with other systems in the 
tech stack. Firms must do their due diligence 
to ensure internal and external teams can de-
liver these important requirements.  MME

John Toepfer is CEO of investment man-
agement industry software provider Synthesis.

“One of the long-standing issues with content automation 
and sales enablement products is they’re often built for multi-
industry use.”

John Toepfer, CEO, Synthesis
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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
06/26/2019 -8,440 -5,028 -3,413 -1,848 10,531 8,013 2,517 1,703 1,945

06/19/2019 10,124 11,679 -1,555 -156 7,932 6,342 1,590 389 18,289

06/12/2019 5,040 6,195 -1,156 -1,282 11,942 10,661 1,281 317 16,017

06/05/2019 -9,636 -8,210 -1,427 -1,017 4,614 3,154 1,460 681 -5,359

05/29/2019 -5,132 -4,684 -449 -1,191 4,246 2,701 1,545 157 -1,920

Monthly net new cash flow
05/31/2019 -25,306 -24,375 -931 -3,795 21,018 12,476 8,542 -1,166 -9,249

04/30/2019 -15,614 -5,326 -10,288 -4,963 40,472 33,194 7,279 -1,829 18,065

03/31/2019 -7,613 -3,658 -3,955 -5,723 38,363 29,268 9,094 -353 24,674

02/28/2019 2,227 3,604 -1,377 -2,423 45,094 34,155 10,939 -1,493 43,405

01/31/2019 -11,223 -21,198 9,975 -886 29,298 21,723 7,575 2,169 19,357

12/31/2018 -57,436 -28,953 -28,483 -28,169 -49,415 -49,512 98 1,173 -133,847

11/30/2018 6,964 2,780 4,183 -12,380 -11,261 -7,459 -3,803 117 -16,560

10/31/2018 -6,659 -9,659 3,000 -11,251 -31,965 -27,700 -4,264 336 -49,539

09/30/2018 -1,052 880 -1,932 -6,086 18,072 18,526 -454 -36 10,899

08/31/2018 -3,953 -6,658 2,705 -6,187 19,545 17,219 2,326 -2,322 7,083

07/31/2018 -305 984 -1,289 -6,007 25,916 22,495 3,421 -599 19,005

06/30/2018 -26,524 -20,980 -5,544 -7,085 19,595 16,995 2,601 -2,450 -16,463

05/31/2018 13,744 10,061 3,683 -3,630 13,026 11,749 1,277 -133 23,007

04/30/2018 -27 -7,411 7,384 -3,752 22,405 24,176 -1,771 2,310 20,935

03/31/2018 -6,742 -22,166 15,424 -1,712 15,880 14,148 1,732 554 7,979

02/28/2018 -19,502 -41,442 21,940 -3,439 1,694 2,706 -1,012 1,026 -20,221

01/31/2018 54,200 10,785 43,416 356 56,744 46,287 10,457 1,724 113,025

12/31/2017 8,940 -9,047 17,987 -3,334 19,158 19,491 -333 -528 24,237

11/30/2017 13,723 -4,421 18,145 -3,164 21,597 19,788 1,809 -444 31,712

10/31/2017 23,928 3,162 20,766 -1,818 38,705 36,110 2,595 -747 60,068

09/30/2017 653 -9,775 10,428 -2,099 36,427 33,440 2,987 1,733 36,715

08/31/2017 -6,149 -22,766 16,616 -3,685 29,532 25,078 4,454 2,393 22,091

07/31/2017 7,402 -12,520 19,922 -2,001 31,702 29,139 2,564 -3,532 33,572

06/30/2017 21,927 -7,950 29,878 -2,546 32,632 29,372 3,260 1,528 53,542

05/31/2017 23,363 -10,750 34,113 -1,549 36,372 33,070 3,302 -449 57,736

04/30/2017 12,335 -8,264 20,599 -1,563 25,185 22,064 3,120 948 36,905

03/31/2017 24,562 9,421 15,141 -1,924 37,797 36,562 1,235 -531 59,904

02/28/2017 35,179 17,610 17,569 44 35,990 33,991 1,999 1,867 73,081

01/31/2017 20,678 5,093 15,585 -1,976 35,519 31,037 4,482 -637 53,584

SCORECARD

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
6/26/2019 -11,635 -15,189 -10,406 -5,123 -1,271 -848 -2,366 -797 -4,784 -4,122 -662
6/19/2019 -2,303 -6,739 -5,241 -2,164 -658 -360 -1,405 -654 -1,498 -1,341 -158
6/12/2019 -2,841 -4,860 -3,930 -1,789 -498 -248 -973 -422 -929 -996 67
6/5/2019 -6,240 -697 -1,539 1,392 -855 -454 -472 -1,149 842 831 11

5/29/2019 -927 -2,111 -2,307 262 -731 -196 -1,037 -605 196 -3 199

Monthly net new cash flow
5/31/2019 1,964 -8,163 -12,000 379 -2,887 -1,567 -5,145 -2,779 3,837 3,422 414
4/30/2019 -13,767 -42,409 -26,802 -13,898 -2,731 -2,424 -4,766 -2,983 -15,607 -16,643 1,036
3/31/2019 -1,845 -24,656 -19,427 -6,910 -3,069 -3,305 -5,090 -1,053 -5,229 -5,907 678
2/28/2019 20,676 -12,582 -10,858 -4,801 -1,369 -520 -3,910 -258 -1,724 -2,595 871
1/31/2019 22,907 9,474 3,641 3,332 -438 950 12 -215 5,834 3,222 2,611

12/31/2018 -183,174 -89,352 -43,893 -1,046 -9,466 -8,793 -15,229 -9,360 -45,458 -39,174 -6,285
11/30/2018 -64,308 -25,772 -17,990 -3,252 -3,082 -3,194 -5,057 -3,405 -7,782 -7,970 189
10/31/2018 -57,456 -15,148 -12,740 642 -3,689 -3,064 -4,048 -2,581 -2,408 -2,313 -95
9/30/2018 -22,650 -27,929 -25,452 -12,283 -1,978 -995 -8,061 -2,136 -2,476 -2,615 139
8/31/2018 -17,783 -24,453 -23,108 -12,975 -2,019 1,179 -8,006 -1,288 -1,345 -1,469 124
7/31/2018 -9,801 -20,874 -18,876 -9,658 -2,173 1,572 -6,727 -1,890 -1,998 -2,231 233
6/30/2018 -16,209 -19,894 -24,292 -15,216 -2,714 1,453 -6,517 -1,298 4,397 4,810 -413
5/31/2018 -5,521 -8,733 -15,722 -5,623 -4,423 544 -5,152 -1,068 6,989 5,795 1,194
4/30/2018 -6,622 -9,293 -12,669 -702 -1,128 -104 -3,965 -6,771 3,376 1,620 1,756
3/31/2018 9,865 264 -12,013 368 -2,823 -1,600 -6,599 -1,358 12,277 11,229 1,047
2/28/2018 -11,902 -8,369 -19,562 -1,655 -2,858 -2,634 -9,412 -3,003 11,194 9,455 1,739
1/31/2018 39,992 -7,078 -24,539 -6,895 -5,288 -2,117 -9,952 -286 17,461 13,260 4,201

12/31/2017 -28,528 -38,329 -43,086 -18,741 -4,770 -3,202 -12,395 -3,979 4,757 4,294 463
11/30/2017 -4,725 -16,441 -24,059 -5,891 -3,756 -3,439 -7,094 -3,879 7,619 6,295 1,324
10/31/2017 11,607 -15,971 -22,091 -7,338 -2,411 -2,109 -8,386 -1,847 6,120 4,952 1,169
9/30/2017 892 -21,998 -22,610 -7,535 -2,720 -2,046 -9,340 -968 612 1,365 -754
8/31/2017 -86 -16,493 -24,559 -7,221 -3,513 -2,555 -8,213 -3,057 8,066 6,641 1,425
7/31/2017 4,326 -13,782 -25,538 -10,317 -4,487 -2,243 -7,303 -1,188 11,756 11,030 726
6/30/2017 7,718 -9,412 -18,484 -13,216 -3,147 -2,341 1,965 -1,746 9,073 7,496 1,576
5/31/2017 27,721 3,144 -9,233 2,778 -2,379 -2,169 -5,236 -2,227 12,377 8,817 3,561
4/30/2017 770 -12,498 -19,542 -5,048 -4,061 -2,006 -7,051 -1,375 7,043 5,183 1,861
3/31/2017 12,983 -14,101 -13,397 -1,672 -833 -827 -7,651 -2,415 -704 -583 -121
2/28/2017 28,017 4,405 -2,684 -1,228 524 712 -2,066 -626 7,089 6,183 906
01/31/2017 11,641 -7,754 -10,924 794 -792 998 -10,610 -1,314 3,169 2,111 1,058

WorldDomestic
Equity

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

Source: Investment Company Institute

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

Source: Investment Company Institute
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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
06/26/2019 -8,440 -5,028 -3,413 -1,848 10,531 8,013 2,517 1,703 1,945

06/19/2019 10,124 11,679 -1,555 -156 7,932 6,342 1,590 389 18,289

06/12/2019 5,040 6,195 -1,156 -1,282 11,942 10,661 1,281 317 16,017

06/05/2019 -9,636 -8,210 -1,427 -1,017 4,614 3,154 1,460 681 -5,359

05/29/2019 -5,132 -4,684 -449 -1,191 4,246 2,701 1,545 157 -1,920

Monthly net new cash flow
05/31/2019 -25,306 -24,375 -931 -3,795 21,018 12,476 8,542 -1,166 -9,249

04/30/2019 -15,614 -5,326 -10,288 -4,963 40,472 33,194 7,279 -1,829 18,065

03/31/2019 -7,613 -3,658 -3,955 -5,723 38,363 29,268 9,094 -353 24,674

02/28/2019 2,227 3,604 -1,377 -2,423 45,094 34,155 10,939 -1,493 43,405

01/31/2019 -11,223 -21,198 9,975 -886 29,298 21,723 7,575 2,169 19,357

12/31/2018 -57,436 -28,953 -28,483 -28,169 -49,415 -49,512 98 1,173 -133,847

11/30/2018 6,964 2,780 4,183 -12,380 -11,261 -7,459 -3,803 117 -16,560

10/31/2018 -6,659 -9,659 3,000 -11,251 -31,965 -27,700 -4,264 336 -49,539

09/30/2018 -1,052 880 -1,932 -6,086 18,072 18,526 -454 -36 10,899

08/31/2018 -3,953 -6,658 2,705 -6,187 19,545 17,219 2,326 -2,322 7,083

07/31/2018 -305 984 -1,289 -6,007 25,916 22,495 3,421 -599 19,005

06/30/2018 -26,524 -20,980 -5,544 -7,085 19,595 16,995 2,601 -2,450 -16,463

05/31/2018 13,744 10,061 3,683 -3,630 13,026 11,749 1,277 -133 23,007

04/30/2018 -27 -7,411 7,384 -3,752 22,405 24,176 -1,771 2,310 20,935

03/31/2018 -6,742 -22,166 15,424 -1,712 15,880 14,148 1,732 554 7,979

02/28/2018 -19,502 -41,442 21,940 -3,439 1,694 2,706 -1,012 1,026 -20,221

01/31/2018 54,200 10,785 43,416 356 56,744 46,287 10,457 1,724 113,025

12/31/2017 8,940 -9,047 17,987 -3,334 19,158 19,491 -333 -528 24,237

11/30/2017 13,723 -4,421 18,145 -3,164 21,597 19,788 1,809 -444 31,712

10/31/2017 23,928 3,162 20,766 -1,818 38,705 36,110 2,595 -747 60,068

09/30/2017 653 -9,775 10,428 -2,099 36,427 33,440 2,987 1,733 36,715

08/31/2017 -6,149 -22,766 16,616 -3,685 29,532 25,078 4,454 2,393 22,091

07/31/2017 7,402 -12,520 19,922 -2,001 31,702 29,139 2,564 -3,532 33,572

06/30/2017 21,927 -7,950 29,878 -2,546 32,632 29,372 3,260 1,528 53,542

05/31/2017 23,363 -10,750 34,113 -1,549 36,372 33,070 3,302 -449 57,736

04/30/2017 12,335 -8,264 20,599 -1,563 25,185 22,064 3,120 948 36,905

03/31/2017 24,562 9,421 15,141 -1,924 37,797 36,562 1,235 -531 59,904

02/28/2017 35,179 17,610 17,569 44 35,990 33,991 1,999 1,867 73,081

01/31/2017 20,678 5,093 15,585 -1,976 35,519 31,037 4,482 -637 53,584

SCORECARD

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
6/26/2019 -11,635 -15,189 -10,406 -5,123 -1,271 -848 -2,366 -797 -4,784 -4,122 -662
6/19/2019 -2,303 -6,739 -5,241 -2,164 -658 -360 -1,405 -654 -1,498 -1,341 -158
6/12/2019 -2,841 -4,860 -3,930 -1,789 -498 -248 -973 -422 -929 -996 67
6/5/2019 -6,240 -697 -1,539 1,392 -855 -454 -472 -1,149 842 831 11

5/29/2019 -927 -2,111 -2,307 262 -731 -196 -1,037 -605 196 -3 199

Monthly net new cash flow
5/31/2019 1,964 -8,163 -12,000 379 -2,887 -1,567 -5,145 -2,779 3,837 3,422 414
4/30/2019 -13,767 -42,409 -26,802 -13,898 -2,731 -2,424 -4,766 -2,983 -15,607 -16,643 1,036
3/31/2019 -1,845 -24,656 -19,427 -6,910 -3,069 -3,305 -5,090 -1,053 -5,229 -5,907 678
2/28/2019 20,676 -12,582 -10,858 -4,801 -1,369 -520 -3,910 -258 -1,724 -2,595 871
1/31/2019 22,907 9,474 3,641 3,332 -438 950 12 -215 5,834 3,222 2,611

12/31/2018 -183,174 -89,352 -43,893 -1,046 -9,466 -8,793 -15,229 -9,360 -45,458 -39,174 -6,285
11/30/2018 -64,308 -25,772 -17,990 -3,252 -3,082 -3,194 -5,057 -3,405 -7,782 -7,970 189
10/31/2018 -57,456 -15,148 -12,740 642 -3,689 -3,064 -4,048 -2,581 -2,408 -2,313 -95
9/30/2018 -22,650 -27,929 -25,452 -12,283 -1,978 -995 -8,061 -2,136 -2,476 -2,615 139
8/31/2018 -17,783 -24,453 -23,108 -12,975 -2,019 1,179 -8,006 -1,288 -1,345 -1,469 124
7/31/2018 -9,801 -20,874 -18,876 -9,658 -2,173 1,572 -6,727 -1,890 -1,998 -2,231 233
6/30/2018 -16,209 -19,894 -24,292 -15,216 -2,714 1,453 -6,517 -1,298 4,397 4,810 -413
5/31/2018 -5,521 -8,733 -15,722 -5,623 -4,423 544 -5,152 -1,068 6,989 5,795 1,194
4/30/2018 -6,622 -9,293 -12,669 -702 -1,128 -104 -3,965 -6,771 3,376 1,620 1,756
3/31/2018 9,865 264 -12,013 368 -2,823 -1,600 -6,599 -1,358 12,277 11,229 1,047
2/28/2018 -11,902 -8,369 -19,562 -1,655 -2,858 -2,634 -9,412 -3,003 11,194 9,455 1,739
1/31/2018 39,992 -7,078 -24,539 -6,895 -5,288 -2,117 -9,952 -286 17,461 13,260 4,201

12/31/2017 -28,528 -38,329 -43,086 -18,741 -4,770 -3,202 -12,395 -3,979 4,757 4,294 463
11/30/2017 -4,725 -16,441 -24,059 -5,891 -3,756 -3,439 -7,094 -3,879 7,619 6,295 1,324
10/31/2017 11,607 -15,971 -22,091 -7,338 -2,411 -2,109 -8,386 -1,847 6,120 4,952 1,169
9/30/2017 892 -21,998 -22,610 -7,535 -2,720 -2,046 -9,340 -968 612 1,365 -754
8/31/2017 -86 -16,493 -24,559 -7,221 -3,513 -2,555 -8,213 -3,057 8,066 6,641 1,425
7/31/2017 4,326 -13,782 -25,538 -10,317 -4,487 -2,243 -7,303 -1,188 11,756 11,030 726
6/30/2017 7,718 -9,412 -18,484 -13,216 -3,147 -2,341 1,965 -1,746 9,073 7,496 1,576
5/31/2017 27,721 3,144 -9,233 2,778 -2,379 -2,169 -5,236 -2,227 12,377 8,817 3,561
4/30/2017 770 -12,498 -19,542 -5,048 -4,061 -2,006 -7,051 -1,375 7,043 5,183 1,861
3/31/2017 12,983 -14,101 -13,397 -1,672 -833 -827 -7,651 -2,415 -704 -583 -121
2/28/2017 28,017 4,405 -2,684 -1,228 524 712 -2,066 -626 7,089 6,183 906
01/31/2017 11,641 -7,754 -10,924 794 -792 998 -10,610 -1,314 3,169 2,111 1,058

World
Equity

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

Source: Investment Company Institute

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

Source: Investment Company Institute
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What Do New Regulatory and Fintech 
Developments Mean for Your Firm? 

Find Out at ICI’s 2019 Tax and 
Accounting Conference

New regulations and technological innovations are changing asset management, and only 
one event can help you stay one step ahead: ICI’s Tax and Accounting Conference. 
Taking place September 22–25 in Marco Island, Florida, this popular event will feature 
dynamic speakers and in-depth panels, covering a wide range of issues, including: 

Domestic and 
international tax 
developments

Blockchain 
and 

cryptocurrency

Artifi cial 
intelligence

SEC reporting 
modernization

Diversity 
and 

inclusion

SPACE IS LIMITED—register today at www.ici.org/2019TAC
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