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Overview  

Automating labor-intensive tasks that take place during the trading and commission 

management process enables asset manager (buy-side) traders to spend more time 

performing the skilled, nuanced tasks that they were hired to perform: pre-trade analysis 

and obtaining quality execution. There are two highly manual areas in which asset 

managers can use automation to gain an edge: low-touch orders that can be routed to the 

market immediately and trading for commission recapture programs.  

 

For asset managers, deploying time-saving features has never been more critical. Basic 

buy-side services, such as outperforming benchmarks and best execution, have become 

harder and harder to achieve in this era of high correlations, low liquidity and tight 

performance dispersion (overwrought market structure). Recent analytics indicate that 3 to 

6 bps is all that separates the midpoint of one performance quintile from the bottom of the 

next performance quintile (see Exhibits 1 and 2). Despite the pressure they’re under to save 

both time and money, traders still need to take research bills, commission sharing 

agreements and commission recapture into account. It’s a lot to juggle; they only have so 

much time and mental energy in a day. 
 

Exhibits 1 and 2 

 

  
 
 

                     
 

    
 

Source: Bloomberg  
 

However, these challenges pose an opportunity. Organizations known as asset owners, who 

outsource the management of their investment portfolios, focus on the 4P’s of the 

investment process (People, Process, Performance and Price) of the asset managers they 

hire. In so doing, asset owners are keenly aware of the performance-quintile rankings of 

their external asset managers. This means two things: First, squeezing implicit and explicit 

(in other words, commission) costs out of the investment process can have a meaningful 

impact on a fund’s peer ranking. Second, when there is little difference between asset 

managers’ performance rankings, asset owners will look to sub-advisers who are more 

willing to help lower overall costs through lower execution costs and asset-management 

fees.  

 

This is why sophisticated asset managers are automating as much of the order handling, 

commission allocation and administrative tasks as they can. For orders that represent a low 

percentage of a stock’s average daily volume (ADV), traders often want to avoid manually 
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 One Year Total Return Analysis, assumes dividends reinvested back into the security 
7/16/11 – 7/16/12 
Source: Analysis of 6,087 funds by Bloomberg Tradebook Analytics using FSRC<GO>; 
April 12, 2012. 

 

Performance vs. S&P 500 Benchmark 

Basis Points to Move from Midpoint of a Quintile to 
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Performance vs. Russell 3000 Benchmark 

Basis Points to Move from Midpoint of a Quintile 
to Bottom of Next Quintile 
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 One Year Total Return Analysis, assumes dividends reinvested back into the 
security 7/16/11 – 7/16/12 

   iShares IWV equity used as proxy for Russell 3000 index in order to incorporate 
dividend reinvestment in total return 

Source: Bloomberg, FSRC<Go>: Analysis of 6,032 U.S. Domiciled U.S. Equity 
Funds 
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routing the order to market; instead, it is automatically selected and routed to an electronic 

agency broker for low-cost, high-quality execution. This automated order flow can be used 

within a broader commission management strategy to satisfy a commission recapture 

program on behalf of an asset owner or pay for unbundled research payments. 

 

Technology’s primary role on the trading desk has always been to automate as much order 

flow as possible over the shortest possible interval of time, across a wider and wider range 

of asset classes. In the beginning these advancements included replacing phones with 

computers; later, algorithms replaced individual order routing. These and other 

improvements have helped asset managers achieve higher execution quality at a lower cost, 

and pass those benefits down to their asset-owning clients through improved performance. 

Any conflicts regarding best execution have also been resolved through the advancement of 

trading cost analysis and other tools that track the performance, and lower the cost of, 

trading.   

 

The technology that an asset manager employs should not only improve its traders’ 

productivity by automating the execution of low-touch order flow, it must also be aligned 

with its asset owners’ objective of lowering execution costs to improve performance. 

Automation streamlines workflow and allows asset managers to concentrate on generating 

alpha. Further, automation removes some of the subjective decision making in commission 

recapture that can create tension between asset owners and their asset managers. 

Automation syncs the objectives and goals of asset owners and asset managers, keeping 

productivity—and ultimately, profitability—within reach. 
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Realigning Objectives 

Commission recapture is a key area in which technology is needed to bridge the gap 

between asset owners’ objectives and the reality of their sub-advisers’ trading workflow. 

Though it is true that both asset owners and 

asset managers want to lower costs, directing 

trades for commission recapture can introduce 

inefficiencies and potential conflict. As a result, 

some asset managers avoid commission 

recapture altogether, which creates unwanted 

tension between them and their clients. Asset 

owners have asked that their managers direct 

as much as 25% of their commissions through 

a commission recapture program, but today 

these programs experience limited success at 

best: On average, a mere 4% of the 

commission wallet goes toward commission 

recapture (see Exhibit 3). 

 

There are several ways in which commission 

recapture can cause conflict between asset 

owners and asset managers: Asset managers are concerned about paying for research and 

other services. Conversely, many asset owners are uncomfortable paying additional 

research costs on their sub-advised portfolios beyond the sub-advisory fee, which often runs 

35 to 50 bps or more for the asset manager to 

operate a clone of one of its successful 

proprietary accounts. Asset owners view 

research costs as part of the sub-advisory fee, 

and can’t really justify paying an additional 5 to 

10 basis points for them. While asset managers 

are trying to lower commission rates across all 

channels, asset owners are simultaneously 

trying to get commission spending down to the 

levels shown for all-electronic execution (see 

Exhibit 4). This point of contention makes 

attempting to reach commission recapture 

targets even more critical.  

 

Asset managers want to ensure that all asset 

owners (and their order flows) are treated 

equally, whether that order flow is tagged for a 

commission recapture program or not. It is critical that both asset managers and asset 

owners continue to benefit from their shared goals: achieving best performance, best 

execution and greatest price improvement, and maximizing traders’ opportunities to add 

alpha (see Exhibit 5). Some investment managers firmly believe in trading all of their clients 

who are under the same strategy as one order, and with the same firm. This ensures that 

everyone under this strategy receives the same price and the same level of execution—in 

other words, that no client is at a disadvantage. Other managers trade commission 

Exhibit 4 
US Institutional Blended Commission Rates, 
2010-2011 Bundled and Execution-Only  
 

 
Source: TABB Group  

Exhibit 3  
Split of US Buy-side Commission Wallet 
2010-2011 

 

 
 

Source: TABB Group  
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recapture orders 

separately, but if 

both sets of orders 

are not sent to 

market at the very 

same time then there 

is still the question of 

whether those orders 

are being treated 

equally.  

 

Still, current 

commission recapture programs represent, at best, an uneasy accommodation of these 

conflicting goals.. Managing these conflicts requires a lot of maintenance: Asset managers 

may have dozens of commission recapture accounts with different asset owners, using 

different commission recapture vendors, recapture brokers, and recapture targets. Each 

asset owner may have its own rebate and reconciliation process, and additional 

reinvestment costs as rebates are reinvested into their portfolios. Addressing these issues 

and conflicts saps traders’ precious time and results in a less efficient trading process 

overall. Lower efficiency means less order flow going into commission recapture because 

traders simply do not have time to direct trades based on a recapture target. This “brain 

drain” is why some asset managers choose to opt out of commission recapture programs 

altogether.  

 

Automation has been slow to reach this area of trading because traders are cautious about 

making changes to their workflow, as enticing as the idea of automating the commission 

recapture might be. Any automation that is incorporated will need not only be easily 

integrated into the current workflow, but also be flexible enough to yield to the variables 

and decisions that go into directing trades for commission recapture. 

 

  

Exhibit 5 
Asset Manager Goals and Conflicts 
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Collaborative Technology 

New technology solutions resolve the conflicts associated with commission recapture by 

providing collaborative tools that  automate which orders are appropriate for lower 

commission costs based on criteria that are set to meet each asset manager’s and asset 

owner’s objectives. This means using a tool that can analyze an order, tag it using trader-

controlled parameters (such as percentage of average daily volume) to determine whether it 

is a low-touch trade, and automatically route that order to low-cost, high-quality executing 

brokers. If these decisions are made automatically before orders are sent out, they render 

arguments about asset owner commission directives interfering with trader productivity 

moot. Using such technology also ensures that all low-touch orders, especially those for 

sub-advised accounts, are directed to the appropriate brokers without compromising best 

execution.  

 

Technology aimed at easing the sore points of commission recapture can be applied more 

broadly, to all low-touch trades that do not need to be worked by a trader. An easy-to-use, 

low-touch automation tool is always useful as activity picks up, or if a desk is shorthanded 

and needs to automate a certain portion of its workload. 

 

Traders want a tool that allows them to control orders, but still gives them the room to 

make revisions based on subjective variables that the technology just can’t know. They 

want a tool that allows them to map asset owner objectives into an execution strategy; a 

tool that can make decisions with a true sense of purpose. These customizable variables 

include specifying which low-touch orders are executed as DMA or using an algorithm; 

providing master and optional rules for selected accounts, issues or groups of issues; and 

optional rules for automating the execution of small blocks of shares. Payments for research 

are also easily accommodated through such technology. Using these trader-controlled 

variables, the entire process of directing trades to lowering commission for asset owner 

accounts will become more efficient.  

 

Current Solutions 
Technology that can satisfy the long-standing automation needs of the asset manager’s 

traders while automating the process of lowering commission costs for asset owners would 

be valuable in today’s market. One example of such collaborative  technology is the 

software platform offered by Bloomberg Tradebook, which offers a trader-controlled 

productivity algorithm called BoomerangSM. Boomerang is designed to deliver commission 

savings to asset owners, and to enhance trader productivity for asset managers serving the 

multitrillion-dollar sub-advised and externally managed industry.  

 

A central component of Bloomberg Tradebook’s solution is the Boomerang algorithm. 

Traders at asset-management firms can adjust the Boomerang algorithm’s settings in real-

time to separate low-touch orders from high-value order flow. As a result, the Boomerang 

algorithm facilitates a no-touch strategy where orders identified as low touch are swept 

from the desk and automatically executed at low cost without further involvement from 

traders. As such, Boomerang’s rules-based process operates under the hood and traders do 

not have to think about commission recapture’s demanding manual requirements of 

individual trade and broker selection, step-outs, rebates and reconciliation. Options for 

DMA/algorithm, master/account/issue rules, optional automated execution of small blocks 



 

2012 The TABB Group, LLC. All Rights Reserved. May not be reproduced by any means without express permission.  |   7 
 

Automated Trading Decisions: Unifying the Goals of Asset Managers and Asset Owners   |   October 2012 

 
and payment for research are also integrated into the Boomerang algorithm.. A unique 

aspect of Bloomberg Tradebook’s Boomerang algorithm is that its technology has been 

patented to create automated commission savings and thereby replace the commission 

recapture process for asset managers’ sub-advised or externally managed accounts. Unlike 

commission recapture, Boomerang does not have any retention percentage of asset owner 

savings. Finally, Boomerang’s trader automation features can also be applied to an asset 

manager’s internal accounts in order to improve the overall productivity of its entire trading 

workflow. Overall, the Boomerang algorithm enables the asset manager trader to become 

more efficient as low touch orders are automated into no touch orders and traders focus on 

adding alpha in their high touch trading.  

 

Outside of the sub-advised and externally managed industry, there are also tools available 

that are being used more generally to implement some level of low-touch automation. More 

sophisticated firms have developed proprietary algorithms that can filter some flow away 

from the sales trader while others use third party tools automate order flow. Platforms like 

ConvergEx Group’s OmniQuant allow users to create models and implement custom low-

touch and no-touch trading strategies. OmniQuant’s analytics and trading engines do the 

heavy processing before integrating with Microsoft Excel. This allows Excel to run without 

performance degradation, putting advanced trading strategies into a library ready to be 

applied to orders. In addition, there are several Execution Management Systems (EMSs) 

that have tools to automate low-touch order flow. Through automated order routing, many 

EMS platforms are equipped with technology that evaluates the characteristics of an order 

as it is being sent out to the market, and routes orders to appropriate brokers of choice with 

minimal disruption to trader workflow.  
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Conclusion 

Recent advancements in new technology are helping solve conflicts between asset owners 

and their asset managers through collaborative technology that improves performance and 

eliminates manual and burdensome commission recapture trading requirements. New 

patented and customizable trader-productivity technology provides asset manager traders 

with attractive flexibility and productivity gains. It also addresses long-overdue needs for 

traders to automate the execution of low-touch orders, low-touch blocks and commission 

recapture programs.  Traders are now able to focus on adding or preserving alpha in their 

critically important high-touch trading activity. 

 

There is a significant amount of order flow where there's very little real value that a trader 

can add in terms of execution quality. The trader’s attention and focus needs to be on less 

liquid, more complex trades—this is where a trader’s real value is determined. At the end of 

the day, lowering commissions for sub-advised accounts is still important and can help drive 

down costs. However, the primary goal is about preservation of alpha, not being worried 

about whether they're manually stepping out orders to this broker or that broker.  

 

Because asset owners are insisting that their asset managers manage their costs more 

efficiently, new trading desks should be as automated as possible without sacrificing best 

execution and performance. Asset managers are becoming better equipped to find the best 

ways to extract the most value from the trading process. Managers are becoming more 

aware of the types of trades they are willing to let bypass the trader for automated 

selection, routing and execution; the next step is implementing more flexibility and 

customization of the criteria used to route order flow to the appropriate places with little or 

no touch from the trader. 

 

When it comes to setting investment goals, asset managers and asset owners are often on 

the same page, but each has a different opinion about how to reach those goals. Asset 

owners  insist on better performance results at lower costs (with best execution, of course). 

Asset managers share the same concerns, but have the added complications of maintaining 

broker relationships, paying for necessary research and services, and treating all of their 

clients fairly. While both parties are trying to reach the same destination, they have very 

different opinions about how to get there. Today’s collaborative automation technology, by 

unifying the goals of asset managers and asset owners, can help get them back on the 

same track.  



 

2012 The TABB Group, LLC. All Rights Reserved. May not be reproduced by any means without express permission.  |   9 
 

Automated Trading Decisions: Unifying the Goals of Asset Managers and Asset Owners   |   October 2012 

 
About 

TABB Group 

TABB Group is a financial research and strategic advisory firm focused exclusively on capital 

markets. Founded in 2003 and based on the methodology of “first-person knowledge,” TABB 

Group analyzes and quantifies the investing value chain from the fiduciary, investment 

manager, broker, exchange and custodian. Our goal is to help senior business leaders gain 

a truer understanding of financial issues and trends so they can grow their business. TABB 

Group members are regularly cited in the press and speak at industry conferences.  In 

January 2010, TABB Group launched TabbFORUM.com, www.tabbforum.com, the online 

community where capital markets professionals share and contribute commentary on 

current issues. For more information, visit www.tabbgroup.com. 

The Author 

Cheyenne Morgan 

Cheyenne Morgan joined TABB Group in February 2007. Cheyenne manages TABB Group’s 

LiquidityMatrixTM Report, which tracks monthly market share and pricing of exchanges, 

ECNs, dark pools, and crossing networks. As an analyst, she is a contributor to both TABB 

Group research as well as client-driven consulting projects. Before joining TABB, Morgan 

served as an analyst at Markit Group, Ltd., where she worked on bringing transparency and 

efficiency into the syndicated loan business and conducted market research on the loan 

industry. Morgan began her career at Sumitomo Trust and Banking, Ltd., where she worked 

in the Corporate Investment Management Group. She attended the Leonard N. Stern 

Undergraduate Business School at NYU, from which she graduated with a BS in Finance. 

http://www.tabbforum.com/
http://www.tabbgroup.com/


 

2012 The Tabb Group, LLC. All Rights Reserved. May not be reproduced by any means without express permission. |  10 

 

Automated Trading Decisions: Unifying the Goals of Asset Managers and Asset Owners   |   October 2012 

 

 

 
 
 
 
 

 
 
www.tabbgroup.com 
 
Westborough, MA 
+ 1.508.836.2031 
 
New York 
+ 1.646.722.7800 
 
London 
+ 44 (0) 203 207 9397 

http://www.tabbgroup.com/

