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Fee Productivity 
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We define Fee Productivity as a method to evaluate the effectiveness of active investment strategies 

while taking into consideration the following: 

Net of Fee Investment Returns 

Investment Risk  
(Specifically Downside Risk as Measured by the Sortino Ratio) 

Passive Options within the Asset Class 

1 

2 

3 

What is Fee Productivity? 
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Note: For illustrative purposes only. The two sample investments are hypothetical and not representative of any actual investments available in the marketplace. 

Hypothetical monthly return streams were created with varying volatility levels and final return values equated to provide a hypothetical example. 

Investment 

#1 

Investment 

#2 

Final Assets  
($ Million) 

$1.06 $1.06 

Annualized Return 6.0% 6.0% 

Downside Risk 2.5% 14.9% 

Two investments that provide the same end result should not be considered equal. If one investment can 

provide the same return with substantially less risk (specifically on the downside), this should be 

considered a ‘better’ investment option. 

The Importance of Accounting for Risk – An Example 
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Asset Class
#

Products

Median 

Fee (bps)

Avg % > 

Passive
Rolling % Managers > Passive Option

T
o

ta
l

US Large Cap 3,093 53 48%

3 Year Rolling Fee Productivity

Includes all products (both active and 

inactive) for the given asset class with 

at least a 3 year return history 

Average % of strategies (over the past 20 

years) that have a higher Fee Productivity than 

a passive investment for the given asset class 

Asset class or select sub-style 

within the given asset class 

Rolling 3 year % of strategies that have 

a higher Fee Productivity than a passive 

investment for the given asset class 
 

Green: >= 50% 
 

Red: < 50% 

50% 

Those strategies that have not 

provided net of fee returns or a fee 

schedule use the asset class median 

fee for net of fee return calculations 

Source: eVestment, BNY Mellon, Morningstar Direct 

Note: Number of managers includes both active and inactive products. Product Sortino Ratios were calculated using net of fee returns. Fees are calculated as average fee available 

across all fee tiers for each product. In the instance where a product does not disclose a standard fee schedule, the universe median fee was used. The Citigroup 3-Month T-Bill was 

used as the risk-free rate for Sortino Ratio calculations. 

 

How to Interpret the Data 
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#

Products

Median 

Fee (bps)

Avg % 

Outperforming
3 Year Rolling % Managers Outperforming

Gross of Fees

   vs. Benchmark
460 50 54%

Net of Fees

   vs. Benchmark
460 50 40%

Net, Downside Risk-Adjusted

   vs. Benchmark*
460 50 53%

Net, Downside Risk-Adjusted

   vs. Passive Options*
460 50 82%

EXAMPLE - US High Yield Fixed Income
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The Story Can Change for the Better 
 

Source: BNY Mellon, eVestment, Morningstar Direct 

* Downside risk-adjusted returns are calculated with the net of fees Sortino Ratio for all products.  

Note: Fees are calculated as average fee available across all fee tiers for each product. In the instance where a product does not disclose a standard fee schedule, the universe 

median fee was used. The Citigroup 3-Month T-Bill was used as the risk-free rate for Sortino Ratio calculations. 

 

The case for active management within U.S. High Yield Fixed Income strategies is very compelling once 

you factor in the effectiveness of available passive options within the asset class. 

50% 
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#

Products

Median 

Fee (bps)

Avg % 

Outperforming
3 Year Rolling % Managers Outperforming

Gross of Fees

   vs. Benchmark
462 93 60%

Net of Fees

   vs. Benchmark
462 93 50%

Net, Downside Risk-Adjusted

   vs. Benchmark*
483 93 55%

Net, Downside Risk-Adjusted

   vs. Passive Options*
483 93 44%
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US Small Cap Growth Equity
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The Story Can Change for the Worse 
 

The case for active management within U.S. Small Cap Growth strategies begins to look less compelling 

when fees and then risk are factored into the equation. 

Source: BNY Mellon, eVestment, Morningstar Direct 

* Downside risk-adjusted returns are calculated with the net of fees Sortino Ratio for all products.  

Note: Fees are calculated as average fee available across all fee tiers for each product. In the instance where a product does not disclose a standard fee schedule, the universe 

median fee was used. The Citigroup 3-Month T-Bill was used as the risk-free rate for Sortino Ratio calculations. 

 

50% 
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#

Products

Median 

Fee (bps)

Avg % 

Outperforming
3 Year Rolling % Managers Outperforming

Gross of Fees

   vs. Benchmark
689 75 54%

Net of Fees

   vs. Benchmark
689 75 43%

Net, Downside Risk-Adjusted

   vs. Benchmark*
689 75 42%

Net, Downside Risk-Adjusted

   vs. Passive Options*
689 75 42%
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US Mid Cap Equity
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The Story Can Remain the Same 
 

Source: BNY Mellon, eVestment, Morningstar Direct 

* Downside risk-adjusted returns are calculated with the net of fees Sortino Ratio for all products.  

Note: Fees are calculated as average fee available across all fee tiers for each product. In the instance where a product does not disclose a standard fee schedule, the 

universe median fee was used. The Citigroup 3-Month T-Bill was used as the risk-free rate for Sortino Ratio calculations. 

 

The case for active management within U.S. Mid Cap strategies does not look compelling even when fees 

are not considered and looks even worse when accounting for fees and risk.  

50% 



      

The views in this presentation are provided by BNY Mellon Fiduciary Solutions, and are the property of The Bank of New York Mellon.  

BNY Mellon Investment Management is one of the world’s leading investment management organizations and one of the top U.S. 

wealth managers, encompassing BNY Mellon’s affiliated investment management firms, wealth management organization and global 

distribution companies. BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and may also be used as a 

generic term to reference the Corporation as a whole or its various subsidiaries generally. Products and services may be provided 

under various brand names and in various countries by subsidiaries, affiliates and joint ventures of The Bank of New York Mellon 

Corporation where authorized and regulated as required within each jurisdiction. 

This material is not intended as an offer to sell or a solicitation of an offer to buy any security, and it is not provided as a sales or 

advertising communication and does not constitute investment advice. MBSC Securities Corporation, a registered broker-dealer, FINRA 

member and wholly owned subsidiary of BNY Mellon, has entered into agreements to offer securities in the U.S. on behalf of certain 

BNY Mellon Investment Management firms.  

The value of investments and the income from them is not guaranteed and can fall as well as rise due to stock market and currency 

movements. No investment process is risk free and there is no guarantee of profitability; investors may lose all of their investments. No 

investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment. 

This information has been prepared by The Bank of New York Mellon based on data and information provided by internal and external 

sources. While we believe the information provided by external sources to be reliable, we do not warrant its accuracy or completeness. 

The enclosed material is confidential and is for one-on-one presentation only. It is not to be reproduced or redistributed in whole or in 

part without the prior written consent of BNY Mellon Investment Management . The information in this material is only as current as the 

date indicated and may be superseded by subsequent market events of other reasons. 

 

 

Disclosures 



      

Passive Investing Trends 

Section 2 
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Discussion Topics 

 

• Active versus passive management among asset owners 

• What asset classes do asset owners choose more often for passive investing?  

• Has passive investing changed over the previous five years? 

• Does one type of asset owner choose passive investing more than other types of asset owners?  
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• Active management is clearly still the prominent style of investing across asset owners 

• Passive management is most prevalent in the equity, both U.S. and Non-U.S., with U.S. Large Cap 

being the most at 40% of large cap assets 

Active vs. Passive Investing 

 

Ending December 31, 2017  
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• U.S. large-cap equity, active managers outperform approximately half the time, small cap is slightly 

more than this for the longer term  

• Other asset classes such as small-cap and developed, active manager in the longer term outperform 

nearly two-thirds of the time  

• Emerging market managers have had a hard time beating the benchmark recently 

 

YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5

Large-Cap 52.44% 47.18% 49.75% 47.54% 54.10%

Small-Cap 45.00% 48.90% 54.55% 58.74% 66.67%

Developed 50.74% 59.73% 53.93% 60.33% 61.26%

Emerging 25.82% 35.20% 35.88% 48.95% 54.94%
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Active Management Outperformance  

Do Active Managers Consistently Outperform Their Benchmarks?  

 

December 31, 2017  
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• U.S. large-cap has seen the greatest increase in passive investing followed by emerging markets  

• Developed and small-cap have remained relatively flat in their passive allocations 

 

Change in Passive Investing, Previous Five Years 

32.28% 

39.70% 
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• Corporates tend to allocate the most to passive investing compared to other asset owner plan types  

• Endowments hold the least amount of passive assets and tend to have more confidence in active 

management  

 

Corporate Endowment Foundation Public

US Equity 33.44% 14.53% 25.95% 27.63%

Non-US Equity 10.72% 3.03% 2.01% 18.68%

Global Equity 14.87% 9.94% 0.00% 3.59%

0%
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20%

30%

40%

Equity Asset Allocation by plan type—Passive 

How Do Asset Owners Differ on Their Strategy? 

December 31, 2017  



      

Manager Fee Oversight 

Section 3 



18 

• Global regulatory change, transparency and disclosure continues to support trend towards increased 

transparency in the asset management industry 

• Following the global financial crisis, political support for tighter oversight of financial services have 

lead to more regulatory policy with continued persistence since 2010 

• Important regulatory policy in major capital markets: 

– North America – Dodd-Frank, AIFMD, FTT and IFRS 

– EMEA – Basel III, MiFID II, UCITS, AIFMR 

– APAC/LatAM – BRICS countries are driving toward increased governance and continued adoption of developed 

market standards (e.g. Basel principles) 

 

• Ongoing Regime-shift: Investors continue to be focused on performance and how it relates to 

risk, governance and transparency 

 

Globalization of Financial Regulatory Policy 
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Increasing Allocations to Alternative Investments 

Source: BNY Mellon Asset Strategy View 

Asset Strategy View 

shows Public Pensions 

allocation trends in 

alternative 

investments: 

• In the past five years, 

public pensions have 

increased allocations 

to alternative assets 

by more than 23% 

• This increase is driven 

mostly by Private 

Equity and Real 

Estate, with Hedge 

Funds increasing at a 

lower rate 
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Fees are a quantifiable metric relevant to investors and directly relate to performance 

Investors want a total plan view of fees across their publically traded portfolio as well as their 

private assets, despite diversity of vehicles (SMAs, commingled investments, co-investments, 

private equity and real estate) on both gross and net of fee basis 

‒ Focus by industry associations (e.g. the Institutional Limited Partners Association’s Fee 

Transparency Initiative) 

‒ Legal requirement in some states 

 

Number of challenges to provide this oversight: 

‒ Disclosure of fee metrics not uniform (fees for performance, management fees and other expenses) 

‒ Definition of fee metric not standardized 

‒ Calculation of fees vary by investment 

 

 

Focus on Fees 
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1 EY, 2018 Global Hedge Fund and Investor Survey 
2 Credit Suisse Prime Services Research, “Mass Appeal, Bespoke Approach, A Tailored View of Managed Accounts”, February 2018 

25% 

Of New Capital in Managed  

Account Structures2 

Increasing share of flows 

are going into DMAs 

Of Hedge Fund Managers 

Currently Offer Managed 

Accounts2 

60% 

Manager willingness is 

increasing 

Of Institutional Hedge Fund 

Investors use Managed 

Accounts Today1 

Use of Managed Accounts 

is increasing 

39% 

Hedge Fund Managed Account Market Trends 
The future of hedge fund investing  
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• HedgeMark operating model reduces burden on 

manager and helps support reduced fees  

• Customized mandates = customized fees  

• Terms structured to better align with investor’s 

objective (e.g. hurdles, clawbacks, etc.) 

85bps 

Average HedgeMark 

Client Management Fee1 

14.7% 

Average HedgeMark 

Client Performance Fee2 

* Actual fees are payable to the Manager are subject to negotiation in each case and therefore may be a greater or lesser portion of total fund expenses than represented in the 

illustrative chart shown above. 

1 Fees based on negotiated terms and NAV for funds on the HedgeMark DMA platform as of Sep 30, 2018. Does not include funds with zero management fees. 
2 Fees based on negotiated terms and NAV as of Sep 30, 2018 for funds on the HedgeMark DMA platform. Performance fee assumes each fund has $100M in Net Assets and 

experiences a 10% return. Does not include funds with zero performance fees 

Traditional Hedge 

Fund 

Dedicated Managed 

Account 

Management 

Fee 

Non-Investment 

Investment 
Investment 

HedgeMark 

Performance 

Fee 
Performance 

Fee 

Key Concepts 

Hedge Fund Dedicated Managed Account Manager Fees 
Dedicated Managed Accounts provide opportunity to lower management fees and performance fees 
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Administrator 
 

 

Technology 
 

 

Marketing 
 

 

Directors 
 

 

Fund Legal 
 

 

Audit and Tax 
 

 

Insurance 
 

 

Vendors 
 

 

Other 
 

 

Administrator 
 

 

Fund Legal 
 

 

Directors 
 

 

Audit and Tax 
 

Traditional Hedge 

Fund 

Dedicated Managed 

Account 

* Actual expenses are payable to the Manager and are subject to negotiation in each case and therefore may be a greater or lesser portion of total fund expenses than represented in the illustrative chart shown 

above. 

• Opaque in commingled structures  

• Complete expense transparency in 

DMA 

• Only DMA related expenses typically 

allowed (e.g. audit, admin, legal) 

• Any manager pass-through expenses 

negotiated and defined in IMA  

 Can apply caps and limits  

• All invoices reviewed/approved by 

HedgeMark 

• Use of platform service providers can 

create economies of scale 

Controlling Expenses 

Hedge Fund Manager Expenses 
Dedicated Managed Accounts provide opportunity to lower fund expenses 
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Total 

Analyze fees across your portfolios 

• Dimensions 

– Analyze by Asset Class, Private vs. Public, Manager 

– Fee types 

> Management Fees (Inv Advisory Fees) 

> Carried Interest/Incentive Fees 

> Partnership Expense 

– Current Year vs. Last Year 

• Summary Reports 

• Drill Down Reports 

• Customization vs. Comparability 

• Considerations 

– Equity method of accounting vs Cost 

– Agreed fee detail categories 

– Managers’ willingness to provide fee details 

 

Fee Analysis 

Total Fees 

Carried Interest 

Investment Advisory Fees 

Partnership Expense 

Total Fee 

Manager Oversight 
Monitoring Manager Fees 
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• Partnership with Investment Managers 

– Alignment of interest between clients and investor providers 

– Dialogue on importance of all elements of fees (e.g. expenses as a drag on returns) 

– Comparison of fee structures to assess value for underlying investor 

 

• Industry move toward comprehensive reporting standards 

– Move toward transparent cost disclosures globally for multiple investors (pension, endowment and foundations, 

investment managers, broker-dealers, private wealth clients, etc.) 

Best Practices for Fee Transparency 
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Disclosure 

BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and may be used as a generic term to reference the 

corporation as a whole and/or its various subsidiaries generally. This material and any products and services may be issued or 

provided under various brand names in various countries by duly authorized and regulated subsidiaries, affiliates, and joint ventures 

of BNY Mellon. 

The information contained in this material is intended for use by wholesale/professional clients or the equivalent only and is not 

intended for use by retail clients. If distributed in the UK, this material is a financial promotion. 

This material, which may be considered advertising, is for general information purposes only and is not intended to provide legal, tax, 

accounting, investment, financial or other professional advice on any matter. This material does not constitute a recommendation by 

BNY Mellon of any kind. Use of our products and services is subject to various regulations and regulatory oversight. You should 

discuss this material with appropriate advisors in the context of your circumstances before acting in any manner on this material or 

agreeing to use any of the referenced products or services and make your own independent assessment (based on such advice) as 

to whether the referenced products or services are appropriate or suitable for you. This material may not be comprehensive or up to 

date and there is no undertaking as to the accuracy, timeliness, completeness or fitness for a particular purpose of information given. 

BNY Mellon will not be responsible for updating any information contained within this material and opinions and information 

contained herein are subject to change without notice. BNY Mellon assumes no direct or consequential liability for any errors in or 

reliance upon this material. 

This material may not be distributed or used for the purpose of providing any referenced products or services or making any offers or 

solicitations in any jurisdiction or in any circumstances in which such products, services, offers or solicitations are unlawful or not 

authorized, or where there would be, by virtue of such distribution, new or additional registration requirements. 

The terms of any products or services provided by BNY Mellon to a client, including without limitation any administrative, valuation, 

trade execution or other services shall be solely determined by the definitive agreement relating to such products or services. Any 

products or services provided by BNY Mellon shall not be deemed to have been provided as fiduciary or adviser except as expressly 

provided in such definitive agreement. 

This material may not be reproduced or disseminated in any form without the prior written permission of BNY Mellon. Trademarks, 

logos and other intellectual property marks belong to their respective owners. 

Additional information about our company is available in our annual report on Form 10-K, proxy statement, quarterly reports on Form 

10-Q and our current reports on Form 8-K filed with the SEC and available at www.sec.gov. 

©2018 The Bank of New York Mellon Corporation. All rights reserved. 

 

 


