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O
ver the last 30 years, the transition
management marketplace has
seen many changes. The most
important of these is that the plan

sponsor community has become more acutely
aware of what Wall Street can do when not
closely watched. In response to this new
scrutiny, transition managers have developed
tools designed to reduce costs and increase
transparency. But in reality, many of these
“innovations” can be described more accu-
rately as “sales tools” and not a paradigm shift
as advertised. It behooves you to understand
what you are being sold, because it is clear,
now more than ever, that Wall Street has per-
fected the art of marketing ideas that sound
good for the plan sponsor but are really better
for the Street.

All transition management models have
inherent conflicts of interest in varying degrees.

This truth is not a disqualification of all
providers. But it does point to the need for the
plan sponsor to have an understanding of, and
confidence in, the chosen transition manager’s
process and business model. Particular atten-
tion should be paid to newer ideas that are
offered under the banner of “best practices.”

The hazards of some of these “solutions”
are well-documented. The practice of pre-
hedging, for example, was once marketed as a
benefit to transition accounts. Today, it is
widely acknowledged that this process intro-
duces new and significant conflicts into the

transition process, and can move the strike price
of a trade to the client’s detriment. However,
there are other practices that can also nega-
tively impact the implicit costs of a transition,
but are generally viewed to be an unqualified
benefit. The practice of crossing transition
orders with inventory or customer flow is per-
haps the most common and potentially the
most harmful of these.

That crossing has become prevalent is
not surprising. It is an easy concept to sell.
Instead of taking large and potentially illiquid
orders to the open market, a transition man-
ager attempts to find the other side of a trade
and match them up without moving the price.
This minimizes market impact, and is often
done at zero explicit commission cost. How-
ever, this apparent win-win situation can create
undue implicit costs in myriad ways.

The most fundamental (and the most
alarming) of these is that, by definition a cross
is a transaction between two parties arranged
by a transition manager, and that one of those
parties often receives an inequitable price. In
other words, like any trade, a cross requires a
counter-party to take the other side of the
transition client’s order. Trading, of course, is
a zero-sum game, and it is the exception rather
than the rule that these transactions benefit
the transition account from a pricing per-
spective. The counter-parties to these trades are
generally investment advisors who have more
resources to determine whether a pricing
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opportunity is attractive. In any case, they are certainly
more aware than the transition client of the profit/loss on
these trades. The transition client, after all, is typically not
aware of this trade until after the fact, and even then is con-
cerned primarily with the overall results of the transition
and not the execution quality of a handful of crossed secu-
rities. Even within the strictures of “best execution” reg-
ulations, there is enough wiggle room for the transition
client to be disadvantaged.

Beyond this problem of the cross requiring the tran-
sition manager to serve two masters, undisciplined crossing
can also spoil the hedge that a two-sided transition affords.
Market exposures must be diligently monitored throughout
the transition process in order to avoid making an active
market bet. If proportionally more crossing opportunities
occur for the legacy portfolio of a transition than the target
portfolio, the transition manager can expose the transition
account to adverse market movement, creating a risk that
was never intended. Forgoing neutrality for crossing oppor-
tunities is one of the most damaging moves a transition
manager can make, as those market movements can add sig-
nificantly to the implicit costs of an event.

Crossing is not an unregulated practice. But there is
much evidence to suggest that transition managers con-
tinue to execute these trades in a way that is in conflict with
their mandate to preserve the asset value of the transition
account. It is not atypical for a third-party transition review

to reveal that, while crossing did afford explicit savings,
these savings were dwarfed by the poor execution quality
of crossed securities, relative to those that were traded in
the open market. Accounting for liquidity and market
direction does not significantly reduce this disparity.

This is not to say that crossing is uniformly bad for
the transition account and should be prohibited. When
crosses are effected with an unsolicited third party, with
a mind toward maintaining dollar- and sector-neutrality,
and at a fair price, they are unquestionably a benefit to the
transition account. However, these conditions are rarely
all met. Many crossing strategies flood the market with
indications of interest. Many are passive in nature. And
many are lamentably predatory.

Ultimately, transitions are straightforward. Plan spon-
sors should evaluate providers on project-management
expertise, trading capabilities, and the quality of their pre-
trade and post-trade analytics. Increasingly, plan sponsors
should also be wary of firms that advertise a high crossing
rate, especially if they are not sufficiently comfortable with
the circumstances under which these trades are effected.

To order reprints of this article, please contact Dewey Palmieri at
dpalmieri@iijournals.com or 212-224-3675.

CROSS TRADES IN THE TRANSITION MANAGEMENT MARKETPLACE SUMMER 2009

IIJ-TMG-CONLIN2.qxp:Layout 1  19-06-2009  20:36  Page 46



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


