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                        Vanguard Manager Sent Packing

Vanguard has become a leading proponent of a “the more, the merrier”philosophy, stacking multiple managers on its active funds increasingly over the years. The firm began using the multimanager approach in 1987, and now uses it for 18 of its actively managed U.S. funds. The stated belief: Dividing fund management among multiple management groups “can reduce portfolio volatilityA measure of how large the changes in an asset’s price are. The more volatile an asset, the more likely that its price will experience sharp rises and steep drops over time. The more volatile an asset is, the riskier it is to invest in., provide potential for long-term outperformance and mitigate manager riskThe probability that an investment will decline in value in the short term, along with the magnitude of that decline. Stocks are often considered riskier than bonds because they have a higher probability of losing money, and they tend to lose more than bonds when they do decline..”



Imagine our surprise to see that one-third of Vanguard Explorer Value’s three-adviser team was shown the door earlier this month with no replacement named (though one may be selected down the road). It’s almost as if Vanguard has decided that, maybe, two managers might be better than three.



On June 6, Vanguard released a terse statement that it would be parting ways with Sterling Capital Management, reallocating its 31% of Explorer Value’s assets to Frontier Capital Management and Cardinal Capital Management. All three teams had co-managed roughly equal portions of the fund since inception in March 2010. Reading the press release, shareholders were left wondering: Was the decision based on Sterling’s investment staff, its process or its performance?



There doesn’t seem to be any evidence that the company had been beset by personnel problems or that it changed its process all of the sudden, so that makes us think the issue might’ve been performance. If the team was the fund’s weak management link, dragging on returns produced by Cardinal and Frontier, it would make sense for Vanguard to part ways.



So did Vanguard can Sterling for performance problems? Based on our research, it looks as though this was the case, but Vanguard will never say. The fact that they’ve decided to go ahead with just two teams instead of swapping Sterling for another sub-adviser puts a big question mark over Vanguard’s assertion that more is better when it comes to portfolio management teams. But we also doubt the firm will be making wholesale changes to its approach any time soon.



We believe that adding more managers makes a fund look more and more like the index it’s trying to beat, defeating the purpose of active management. Sure, you might reduce the chances of a really bad outing, but you also limit the potential for good ones.



Plus, as proponents of a diversified, actively managed portfolio, it’s not that we’re against owning different managers, especially ones operating in different segments of the market. But when multiple managers in a single portfolio are fishing the same waters, outperformance against an index becomes much less likely.



Vanguard’s track record of identifying and attracting a number of top active managers over the last three-plus decades while maintaining low costs is undeniable—we’ve been happy Vanguard investors since opening Adviser Investments’ doors in 1994. It’s the more recent decision to lump together three, five or eight at a time in a fund that we disagree with.



It was just this January that the fund titan reduced the management headcount at Explorer and Morgan Growth by one advisory team each (though in our view, both remain multimanager muddles). The last six months suggest that Vanguard may slowly be reining in the “more is more” philosophy. We’ll keep you posted.



Fidelity Files ‘Smart Beta’ ETFsA type of security which allows investors to indirectly invest in an underlying basket of financial instruments (these may include stocks, bonds, commodities or other types of instruments). Shares in an ETF are publicly traded on an exchange, and the price of an ETF’s shares will fluctuate throughout the trading day (traditional mutual funds trade only once a day). For example, one popular ETF tracks the companies in the S&P 500, so buying a share of the ETF gets an investor exposure to all 500 companies in the index.

Near the end of May, Fidelity filed a preliminary prospectus with the Securities and Exchange Commission (SEC) for six “smart beta” exchange-traded fundsA type of security which allows investors to indirectly invest in an underlying basket of financial instruments (these may include stocks, bonds, commodities or other types of instruments). Shares in an ETF are publicly traded on an exchange, and the price of an ETF’s shares will fluctuate throughout the trading day (traditional mutual funds trade only once a day). For example, one popular ETF tracks the companies in the S&P 500, so buying a share of the ETF gets an investor exposure to all 500 companies in the index. (ETFs)A type of security which allows investors to indirectly invest in an underlying basket of financial instruments (these may include stocks, bonds, commodities or other types of instruments). Shares in an ETF are publicly traded on an exchange, and the price of an ETF’s shares will fluctuate throughout the trading day (traditional mutual funds trade only once a day). For example, one popular ETF tracks the companies in the S&P 500, so buying a share of the ETF gets an investor exposure to all 500 companies in the index., offering additional information on its plans to join a rapidly expanding section of the ETFA type of security which allows investors to indirectly invest in an underlying basket of financial instruments (these may include stocks, bonds, commodities or other types of instruments). Shares in an ETF are publicly traded on an exchange, and the price of an ETF’s shares will fluctuate throughout the trading day (traditional mutual funds trade only once a day). For example, one popular ETF tracks the companies in the S&P 500, so buying a share of the ETF gets an investor exposure to all 500 companies in the index. marketplace.



This filing came one month after Fidelity petitioned the SEC for more leeway to create “self-indexing” funds, something we covered at the time, along with a discussion of the state of the “smart beta” ETF market.



Commonly referred to as “smart beta” funds, these factor-based products represent somewhat of a blend of active and passively managed ETFs. Passive, because there is no manager making changes to holdings, but active in that they are based on indexes constructed out of active input into the factors ruled in (and ruled out) of asset selection. We like to think of them as more “dynamic” than passive.



The April filing gave us little sense of how these funds would operate. Now we’ve got the proposed names and objectives. Each index that the ETFs will seek to track uses Fidelity’s rules-based, proprietary index methodology (i.e., dynamic indexing).



Fidelity’s Proposed Active ETFs and Their Objectives

	ETF	Benchmark	Fund Composition/Objective
	Fidelity Core DividendA cash payment to investors who own stock in the company. ETF	Fidelity Core Dividend Index	Large- and mid-cap dividend-paying stocksA financial instrument giving the holder a proportion of the ownership and earnings of a company. expected to continue to pay and grow their dividendsA cash payment to investors who own stock in the company.
	Fidelity Dividend ETF for Rising Rates	Fidelity Dividend Index for Rising Rates	Large- and mid-cap dividend-paying stocks expected to continue to pay and grow dividends, and are well-suited to a rising interest-rate environment
	Fidelity Low VolatilityA measure of how large the changes in an asset’s price are. The more volatile an asset, the more likely that its price will experience sharp rises and steep drops over time. The more volatile an asset is, the riskier it is to invest in. Factor ETF	Fidelity U.S. Low Volatility Factor Index	Large- and mid-cap U.S. stocks with lower volatility than the broader market
	Fidelity Momentum Factor ETF	Fidelity U.S. Momentum Factor Index	Large- and mid-cap U.S. stocks that exhibit positive momentum signals
	Fidelity Quality Factor ETF	Fidelity U.S. Quality Factor Index	Large- and mid-cap U.S. stocks with a “higher quality profile” than the broader market
	Fidelity Value Factor ETF	Fidelity U.S. Value Factor Index	Large- and mid-cap U.S. stocks that have attractive valuations


Source: SEC filing.





The ETFs will be managed by FMR Co., Inc., an affiliate of Fidelity Management & Research Company. Geode Capital Management will serve as a sub-adviser.



This filing underscores Fidelity’s later—but, we think, savvier—entry into the non-commoditized passive market ETF niches. As we’ve discussed, in recent years, we’ve seen the firm launch multiple sector ETFs (including a real estate ETF) and actively managed bond ETFs. This new lineup extends their reach and demonstrates further how Fidelity plans to capitalize in the ETF field.



As with sector ETFs and bondA financial instrument representing an IOU from the borrower to the lender. Bond issuers promise to pay bond holders a given amount of interest for a pre-determined amount of time until the loan is repaid in full (otherwise known as the maturity date). Bonds can have a fixed or floating interest rate. Fixed-rate bonds pay out a pre-determined amount of interest each year, while floating-rate bonds can pay higher or lower interest each year depending on prevailing market interest rates. ETFs that share the same managers and names with existing mutual fund counterparts, these dynamic, or smart beta, ETFs mark the latest attempt by Fidelity to capitalize on its strong reputation for active management expertise with the soaring popularity of exchange-traded funds.



We’ll be watching to see if these offerings find a foothold in the markets, and how Fidelity continues its forward march into the ETF arena.




About Adviser Investments

Adviser Investments is a full service wealth management firm, offering investment management, financial and tax planning, managed individual bond portfolios, and 401(k) advisory services. We’ve been helping individuals, trustsA legal document that functions as an instruction manual to how you want your money managed and spent in your later years as well as how your assets should be distributed after your death. Assets placed in a trust are generally safe from creditors and can be sold by the trustee in short order, avoiding the lengthy and costly probate process., institutions and foundations since 1994, and have more than 3,500 clients across the country and over $6 billion in assets under management. Our portfolios encompass actively managed funds, ETFs, socially responsible investments and tactical asset allocation strategies, with particular expertise in Fidelity and Vanguard mutual funds. We take pride in being The Adviser You Can Talk To.

Our minimum account size is $350,000.  To see a full list of our awards and recognitions, click here, and for more information, please visit www.adviserinvestments.com or call 800-492-6868.



                        
                        
                        
                                                    

                        

                                                    
                            
                                

                                Disclaimer: This material is distributed for informational purposes only. The investment ideas and expressions of opinion may contain certain forward-looking statements and should not be viewed as recommendations, personal investment advice or considered an offer to buy or sell specific securities. Data and statistics contained in this report are obtained from what we believe to be reliable sources; however, their accuracy, completeness or reliability cannot be guaranteed.

Our statements and opinions are subject to change without notice and should be considered only as part of a diversified portfolio. You may request a free copy of the firm’s Form ADV Part 2, which describes, among other items, risk factors, strategies, affiliations, services offered and fees charged.

Past performance is not an indication of future returns. The tax information contained herein is general in nature, is provided for informational purposes only, and should not be construed as legal or tax advice. We do not provide legal or tax advice. Always consult an attorney or tax professional regarding your specific legal or tax situation.

The Barron’s rankings consider factors such as assets under management, revenue produced for the firm, regulatory record, quality of practice and philanthropic work. This award does not consider client experience and is not indicative of future performance.

Editors at the Financial Times bestowed “elite” status on 300 firms in the U.S., as determined by assets under management, asset growth, longevity, compliance record, industry certifications and online accessibility.

© 2018 Adviser Investments, LLC. All Rights Reserved.
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Welcome.

Polaris Wealth Advisory Group and Adviser Investments are now under one new brand, RWA Wealth Partners. 

Over the next few months, we are transitioning to a new website under our new brand. For you, this means a better experience and more access to valuable education, insights and advice. It also means you gain access to expanded wealth management solutions such as tax¹ and legal services², alternative investments and more. Explore this site for additional information on these new services and call your advisor with any questions at 833-RWA-PLAN. 
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¹Personalized tax advice and tax return preparation is available through a separate, written engagement agreement with RWA Tax Solutions, LLC.

²Legal services can be obtained through a separate, written engagement via our relationship with Hall & Diana, LLC
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