
 
 
 
 
 
 
 
 
 

 
FSOC Public Conference on Asset Management 

Monday, May 19, 2014 
Overview 
On May 19th, the Financial Stability Oversight Council (FSOC) held a public conference on systemic 
risk in the asset management industry. The conference consisted of three panels comprised of 
industry practitioners, academics, and other stakeholders. The conference was held as FSOC 
continues its review of the asset management industry and whether it should be subject to additional 
oversight. 
 
Treasury Under Secretary Mary Miller provided introductory remarks. Miller said that she 
understands the “crucial role that asset managers play in the economy, helping millions of 
Americans save for retirement, while channeling trillions of dollars into the market.” However, she 
emphasized that financial market risks can fall through the cracks, making additional oversight 
necessary. Miller noted that if the FSOC identifies risks that require action, it will seek the most 
appropriate remedy. For example, highlighting potential threats in annual reports to Congress; 
submitting recommendations to regulators for heightened standards; and designating individual 
firms as a SIFI on a company-specific basis. Lastly, Miller said that FSOC’s review of the asset 
management industry is “entirely independent” of a similar review taking place at the Financial 
Stability Board (“FSB”). 
 
Following Miller’s remarks, SEC Director of the Division of Investment Management Norm Champ 
gave an overview of the asset management industry. Champ said that the industry is “highly 
regulated” by the SEC and various states. He described the industry as a “unique” agency business, 
stating that asset managers invest money on behalf of clients and are bound by fiduciary 
responsibility.  
 
Panel 1: Investment Risk Management by Asset Management Firms 
Moderator: John Worth, Chief Economist, National Credit Union Administration 
Panelists: 

· Kent Daniel, Professor of Finance, Columbia Business School 
· William De Leon, Global Head of Portfolio Risk Management, PIMCO 
· Itay Goldstein, Joel S. Ehrenkranz Family Professor, Professor of Finance, The Wharton 

School of the University of Pennsylvania 
· Michael Mendelson, Portfolio Manager, Risk Parity Strategies, AQR 
· John Rogers, President and CEO, CFA Institute; Member, Systemic Risk Council 

 



The first panel focused on risk management approaches inside firms and the extent to which they 
differ across firms and investment strategies. Following a discussion on the broad objectives of risk 
management, the panelists discussed specific categories of potential vulnerabilities and associated 
risk management. Specifically, the following vulnerabilities were discussed: leverage, including the 
sources of leverage; manager liquidity needs; the potential for investor redemptions; liquidity strains 
and mass liquidation events; and counterparty risk management. 
 
Risk Management Objectives and Challenges 
PIMCO’s Bill De Leon said that asset managers have a fiduciary responsibility to manage clients’ 
assets. To do this, he said that asset managers must quantify and understand what risks a portfolio is 
taking and ensure that those risks are in line with client goals. AQR’s Michael Mendelson said that 
there are several principles that asset managers must follow: manage the portfolio to the risk desire 
of the investor; avoid letting bad things happen; survive the bad times; and provide diversification to 
investors. Columbia Business School’s Kent Daniel said that FSOC oversight of the asset 
management industry should focus on “run-like behavior.” 
 
Practices and Strategies and How they Differ Across Funds/Unleveraged Funds 
De Leon said that there are a lot of commonalities across funds. He said that asset managers must 
look at whether returns for a fund are consistent with the risks being taken. Mendelson stated that 
the areas generating the most public interest are redemptions, use of leverage, and counterparty risk. 
De Leon followed-up by stating that fund liquidity is a “natural thing.”  He said that if “people 
decide fundamentals in equity markets are poor and sell that doesn’t mean there’s a run on the 
market . . . it means people are changing assets.” 
 
Daniel described the low volatilities and increases in liquidity in late 2006, and said that asset 
managers were surprised when this liquidity began to dry up. Daniel did not suggest that more 
regulation would help, but said that from a policy standpoint, more information and data would 
ensure that asset managers would know what others in the industry are doing. He emphasized the 
need for a “correct balance of information.” 
 
The Wharton School of the University of Pennsylvania’s Ity Goldstein urged regulators to 
concentrate on whether there are mechanisms within the asset management model that can amplify 
the effects of massive redemptions. He also said that regulators should consider the “first mover 
advantage.” 
 
Risk Management and New Product Design 
De Leon said that PIMCO new product design and strategy is driven equally between internal 
demand and investor demand. Mendelson said that AQR new product design and strategy is driven 
primarily by internal demand. Both individuals indicated that all product development goes through 
rigorous review before being brought to investors. 
 
Data Gaps and Better Risk Management 
Daniel said that the asset management industry did not do a great job of managing liquidity risk in 
2006 and 2007 because asset managers did not know what others were doing. He argued that more 
data was a “good medium” and would help prevent problems in the market. Mendelson pointed out 
that confidentiality is key when it comes to data. De Leon added that the vast majority of the data 
Daniel described already exists. 
 



Panel 2: Asset Management and Risks Across the Broader Financial System  
Moderator: Nellie Liang, Director, Office of Financial Stability Policy and Research, Board of 
Governors of the Federal Reserve System 
Panelists: 

·        Sarah Breeden, Head of Market Sectors and Interlinkages Division, Financial Stability, Bank 
of England 

·        Ken Griffin, CEO, Citadel 
·        Barbara Novick, Vice Chairman, BlackRock 
·        David Scharfstein, Edmund Cogswell Converse Professor of Finance and Banking, Harvard 

Business School 
·        Kim Schoenholtz, Professor of Management Practice, New York University Stern School of 

Business 

The second panel highlighted the ongoing disagreements among the asset management industry, 
regulators, and academics with respect to various aspects of the industry. The panel discussion 
focused on the following topics: the agency model of asset managers; liquidity mismatch related to 
redemption risk; the role that asset managers have on asset prices and risk premiums; and securities 
lending transactions. 
 
Agency Model of Asset Managers, Size, and Liquidity Risk 
Moderator Nellie Liang began the discussion by focusing on the agency model for asset 
management. She highlighted the growing share of assets managed by asset managers and asked 
what systemic risks are associated with this growing trend. 
 
BlackRock’s Barbara Novick made it clear that regulators are misguided in focusing on the size of 
asset managers and funds in their effort to mitigate risk. Also, she emphasized the differences 
between banks and asset managers with respect to how banks contribute to systemic risk, while asset 
managers are held to contractual agreements driven by asset owners. 
 
Bank of England’s Sarah Breeden said that the asset management industry and the many different 
types of funds it encompasses present many different types of risks, not solely associated with the 
asset owners’ discretionary decisions. She said that she is concerned that the liquidity risk and “fire 
sale consequences” that might result could impact others in the financial system and the economy in 
general. Lastly, she acknowledged that asset managers have done a good job of managing these risks 
thus far, but added that “the past might not be a very good indicator of what we might see in the 
future.” 
 
Citadel’s Ken Griffin stated that he thinks Breeden’s comments represent an interesting observation 
about capital markets, but not about asset managers. He said that the question is whether or not 
asset managers serve to amplify these risks that are inherent in the capital markets. Griffin cautioned 
that new rules could drive asset owners to pull their assets out of the asset management industry and 
into other markets where their discretion would not be hampered. 
 
 
 
 



Investor’s Role in the Asset Management Industry 
The question of correlation among families of funds and liquidity mismatches was also met by sharp 
disagreement. Harvard Business School’s David Scharfstein discussed whether enough cash or liquid 
assets were present in reserves. Also discussed were the dangers of short-term funding. 
 
Panel 3: Operational Issues and Resolvability 
Moderator: Lawranne Stewart, Senior Counsel, Commodity Futures Trading Commission 
Panelists: 

· John Gidman, Chief Information Officer, Loomis, Sayles & Company 
· Alan Greene, Executive Vice President, U.S. Investor Services, State Street Corporation 
· Andrew Metrick, Deputy Dean & Michael H. Jordan Professor of Finance and Management, 

Yale School of Management 
· Philip Prince, Treasurer, Pine River Capital 
· Peter Stahl, Associate General Counsel, Fidelity Investments 

 

Reliance on Third-parties 
Fidelity Investment’s Peter Stahl began the discussion by stating that there is a great deal of variance 
within the industry as to what services asset managers rely on third-parties to perform. He stated 
that mitigation of risks by these third-parties is subject to intense oversight by multiple parties, 
including regulators, fiduciary duties, clients, independent parties, consultants, and others. 
 
Loomis, Sayles & Company’s John Gidman agreed with Stahl, stating that “we are the third party.” 
He highlighted that all of their firms have a fiduciary duty to act in the client’s best interests. He 
emphasized that as asset managers they manage their clients’ assets based on clearly defined 
guidelines that are set forth in the agreements entered into with clients. He stated that asset 
managers are not asset owners. Instead, clients make asset allocation decisions and hire third-parties 
to help oversee the execution of those decisions. 
 
State Street Corporation’s Alan Greene pointed out that there is a great deal of audit coverage over 
“virtually everything we do.”  He said that State Street is subject to seven layers of oversight: 
independent auditors; internal auditors; the Fed; the SEC; the OCC; chief compliance officers; and 
SSAE 16 internal controls review. 
 
Gidman also noted that asset managers compete with each other vigorously. He likened client 
contracts to prenuptial agreements in that detailed transition procedures must be in place from the 
start of the relationship allowing asset managers to be substituted at a moment’s notice.   
 
Managing Risks in a Crisis 
Moderator Lawranne Stewart asked about the controls that are in place for day-to-day operations 
and how they work in times of severe stress such as the 2008 Financial Crisis, Hurricane Sandy, and 
acts of terrorism. Greene stated that State Street came through every disaster well because they had 
detailed business continuity plans that were repeatedly tested. Stahl stated that they have learned 
time and time again that their disaster recovery plans work well. He said that these plans are 
continually tested both internally and externally.  
 



Gidman agreed with Greene and Stahl, adding that clients demand to see evidence of the testing, 
including any follow-up. He cited Hurricane Sandy as an example of how the cascading levels of 
protection built into the system worked under periods of severe stress and that no client lost money.  
 
Money Market Mutual Funds 
Yale School of Management’s Andrew Metrick stated that the panelists have discussed a lot of issues 
that are not problems. Instead, he mentioned the need for the FSOC to develop a contingency plan 
with respect to money market mutual funds (MMMFs). Stahl responded by noting that the asset 
management industry is large and diverse. As such, it would be a disservice for the panel to focus on 
only one product with characteristics that distinguishes itself from the rest of the market. Also, Stahl 
noted that the SEC has paid attention to MMMFs since the 2008 Financial Crisis. Specifically, the 
SEC reformed the rules for MMMFs in 2010 and appears poised to adopt additional rules in the 
future. 
 
Individual Continuity Plans 
Metrick posed the question as to how individual continuity plans could be aggregated so that 
regulators can have an understanding of what will happen in a crisis. Gidman questioned the 
emphasis on the asset manager-level, noting that it is not the plans of asset managers that are 
relevant with respect to operational risk management. Instead, asset owners’ plans are what is 
relevant because they are the ultimate decision makers with respect to asset allocation and 
investment strategy. 
 
Linkages among Asset Managers and Funds 
Stewart asked the panelists to discuss the extent that linkages exist among asset managers and funds. 
Pine River Capital’s Philip Prince stated that the answer is “little to none.” Stahl added by discussing 
how funds are separate legal entities that are independent from their asset managers. He provided 
that in 2013, there were over one hundred thousand instances of Fidelity portfolio managers buying 
and selling the same security contemporaneously. Stahl noted that the level of differentiation at the 
fund-level provided by this statistic underscores the independence of each portfolio. Gidman agreed, 
noting that the focus should be on each portfolio and whether an asset manager is meeting each 
client’s strategy. 
 
Securities Lending 
Greene noted that the topic of securities lending was described in earlier panels, but described it as a 
very straightforward, well-managed process that is frequently audited. Metrick responded that he 
believes that this is another area that has not been entirely understood and addressed since the 2008 
Financial Crisis. He noted that we still do not know the extent to which securities lending 
contributed to the problems faced in 2008 by firms such as Bear Stearns and Lehman Brothers.  
 
Resolution 
Stahl explained that because a fund is comprised entirely of equity capital, it will not fail. Similarly, 
because an asset manager is on a fee-for-service pay model, the chances of an asset manager failure 
are very low as well. Gidman pointed out that the only way for an asset manager to fail would be 
because of a reputational issue or allegations of fraud. In either case, there would never be an issue 
with interconnectedness between an advisor and a fund. Metrick agreed and stated that this was a 
non-issue, but noted that the topic of resolution becomes more complicated when leverage is 
involved, such as with hedge funds. Metrick and Price disagreed on the extent to which this is an 
issue for hedge funds.    


