BNY Mellon Investor Solutions
Active or Passive Investing:
Why Not Both?

The decades-long debate between active and passive investing strategies has strong support on both

sides. But does it have to be an either/or situation?

We believe asset owners should identify the best opportunities across both active and passive
investment options. However, when considering factors like fees, risk and time in the market, some

asset classes may warrant an active approach.

The difficulty lies in knowing what parts of equity and fixed income markets justify an active
approach versus a passive one. BNY Mellon Investor Solutions has developed an approach to help
guide decision-making around this topic, called Fee Productivity. It’s a framework asset owners
can use to evaluate the effectiveness of active investment strategies, after fees, risk and available

passive options are taken into account.

How Fee Productivity Works

Our Fee Productivity methodology has five key
components:

1. Investment Database

We examine the performance data of separate
accounts, collective funds, ETFs and institutional
mutual funds reported in Nasdag’s eVestment
database. An important distinction of our approach
is that we include both active and inactive
investment strategies in our analysis, because
simply evaluating currently active investment
approaches could skew results: Managers with
unattractive performance, for instance, may stop
contributing their results to the database.

2. Fees

We evaluate active investment performance on a
net-of-fees rather than the typical gross-of-fees
basis, because investors cannot take home gross-
of-fees results. Net-of-fees returns provide a much
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better indication of true investment performance
of an active investment strategy, in our view. For
example, if the median manager in any given

asset class outperformed the benchmark by 75
basis points (bps) on a gross-of-fees basis over a
given time period, and the median fee for active
management in that asset class was 100 bps, then
the net-of-fees resultis 25 bps underperformance
versus the benchmark.

3.Benchmarks

Much research on the merits of active investing
focuses on manager performance in relation to a
general benchmark for the asset class in question.
This presents several problems. First, applying

a general benchmark to all strategies within an
asset class ignores the potential sub-styles of
strategies within that asset class. This includes the
delineation of core, growth, and value styles on the
equity spectrum — or even more granular sub-styles,
such as low volatility, environmental, social and
governance (ESG) integration, and so forth.
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Also, a benchmark is often not investable. For U.S.
equities, the ability to closely represent the benchmark
in question is present, but as you move to fixed income
and other less liquid asset classes, benchmarks often
don’'t represent an appropriate comparison. For our
analysis, we compare the universe of active strategies
for each given asset class against the suite of available
passive options. This includes passive mutual funds,
ETFs, collective funds and separate accounts. By doing
S0, we can account for the fees as well as varying
degrees of performance which passive options may
present in each individual asset class.

4, Risk

Most research on this topic reviews the relative returns
of active management. But returns are only half of

the equation. Prudent investors should consider the
level of risk taken to achieve these returns. Consider
the following example, which illustrates how two
investments may produce the same return over a given
time, but with meaningful differences in risk profile.
The investment with substantially higher levels of risk
would likely be deemed the less attractive option by
most investors.

Exhibit 1: The Importance of Accounting for Risk
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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 the hypothetical example.

Defining risk is another highly debated and analyzed
topic. Arguably the most popular risk-adjusted return
measure is the Sharpe ratio. But like any metric, there
are several well-documented drawbacks with this
approach. For example, the traditional Sharpe ratio
doesn’t account for returns that are non-normally
distributed, nor does it properly rank investment options
when returns are negative for a period of time.

Our Fee Productivity analysis incorporates a modified
Sharpe ratio to compensate for these drawbacks.'
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5.Time Period

We evaluated investment fund performance results
using rolling three-year periods over the past 20 years
of available data. For certain asset classes, such as U.S.
Large Cap Equity, a variety of both active and passive
investment options were available over the entire time
period. However, other asset classes provided a more
limited scope of analysis due to a lack of active and/or
passive investment options representing the space.

This modified Sharpe Ratio was introduced by Craig L. Israelsen in Journal of Asset Management (2005) and correctly ranks investment options even when

investment returns are negative.
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Fee Productivity Analysis

Here’'s a summary of the fee productivity research for several major asset classes. Our analysis is
also available for dozens of additional asset and sub-asset classes.

Exhibit 2: Annual Fee Productivity Analysis through December 31, 2020

# Avg %
Asset Class
Products .
Passive
Interpreting the Data
H 0,
U.S. Large Cap Core Equity 907 43% # Products includes all
U.S. Mid Cap Core Equity 205 46% products in the database
U.S. Small Cap Core Equity 412 49% (both active and inactive)
ACWI ex-US Large Cap Equity 201 55% TOF 0B D EE5E EEEs
with at least a three-year
ACWI ex-US Small Cap Equity 74 73% .
return history.
Global Emerging Mkts Large Cap Equity 147 68%
Global REIT 108 84% Avg % > Passive reflects
U.S. Core Plus Fixed Income 241 76% strategies over the
— : past 20 years that have
U.S. High Yield Fixed Income 395 - outperformed the median
U.S. TIPS / Inflation Fixed Income 88 60% passive investment for
Global Emerging Mkts Fixed Income - Local 92 73% the given asset class,
Currency ? after fees and risk are
considered.
Infrastructure 62 70%

U.S. Private Real Estate

. . Passive/index
U.S. Private Equity benchmarks are not
available

Hedge Funds

Sources: BNY Mellon and eVestment. Three Year Rolling Net of Fee Returns, Trailing 20 Years as of December 31, 2020

Past performance is not a guide to future performance.

Note: Number of managers includes both active and inactive products. Product Sharpe 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 Sharpe Ratio calculations.
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The Value of Fee Productivity

Our research has helped provide a framework for
objectively evaluating the most attractive areas to
apply active or passive investment management. It’s
especially useful as a guide for organizations with

an active risk budget that they can employ when
developing investment portfolios, because it can target
where they should spend resources. Asset classes

with the highest likelihood of success can often yield
positive results from active management, even if

a sub-par investment manager is chosen.

Looking to utilize an asset class that has shown less
attractive results in the past? The effectiveness of
active management in this space may now rest with
the ability to identify a consistent top-tier manager,
with less opportunity for error.

The Value of Manager Research

In our view, strategy and category-level active manager
performance is cyclical and end-point specific;
manager research and selection is invaluable in helping
to identify top-performing managers. Every quarter,
the Manager Research team at BNY Mellon Investor
Solutions analyzes data on approximately 15,000
mutual funds from across the major asset classes

and regions to understand factors influencing the
performance of active management. This research
offers insights on areas of opportunities for active
management and how to position investment manager
strategies in a well-diversified portfolio.

Regardless of the asset class, we believe manager
selection across active and passive investments is

best accomplished through a regimented and proven
manager research framework. We strive to provide

an institutional-quality manager research function,
executed by a large team of seasoned manager
research professionals who cover all asset classes. Qur
manager research process identifies managers who can
consistently provide the intended exposure and results,
as well as those who may have the best opportunity to
provide excess returns after fees.

We welcome the opportunity to discuss how the

Fee Productivity framework and manager selection
framework can fit into your organization’s investment
decision-making process.
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All investments involve risk including loss of principal. Past performance and past results are no guarantee of future performance or future
results. Charts are for illustrative purposes only.

This material should not be considered as investment advice or arecommendation of any investment manager or account arrangement.Any statements
and opinions expressed are as at the date of publication, are subject to change as economic and market conditions dictate, and do not necessarily
represent the views of BNY Mellon or any of its affiliates. The information has been provided as a general market commentary only and does not
constitute legal, tax, accounting, other professional counsel or investment advice, is not predictive of future performance, and should not be construed
as an offer to sell or a solicitation to buy any security or make an offer where otherwise unlawful. The information has been provided without taking
into account the investment objective, financial situation or needs of any particular person. BNY Mellon and its affiliates are not responsible for any
subsequent investment advice given based on the information supplied. This is not investment research or a research recommendation for regulatory
purposes as it does not constitute substantive research or analysis. To the extent that these materials contain statements about future performance,
such statements are forward looking and are subject to a number of risks and uncertainties. Information and opinions presented have been obtained
or derived from sources which BNY Mellon believed to be reliable, but BNY Mellon makes no representation to its accuracy and completeness. BNY
Mellon accepts no liability for loss arising from use of this material.

Not for distribution to, or use by, any person or entity in any jurisdiction or country in which such distribution or use would be contrary to local law
or regulation. This information may not be distributed or used for the purpose of offers or solicitations in any jurisdiction or in any circumstances in
which such offers or solicitations are unlawful or not authorized, or where there would be, by virtue of such distribution, new or additional registration
requirements. Persons into whose possession this information comes are required to inform themselves about and to observe any restrictions that
apply to the distribution of this information in their jurisdiction.

eVestment, a part of Nasdaq, provides institutional investment data, analytics and market intelligence covering public and private markets. BNY
Mellon and eVestment are not affiliated entities.

BNY Mellon Investor Solutions, LLC is an investment adviser registered as such with the U.S. Securities and Exchange Commission (“SEC”) pursuant
to the Investment Advisers Act of 1940, as amended. BNY Mellon Investor Solutions, LLC is a subsidiary of The Bank of New York Mellon Corporation.
BNY Mellon Investor Solutions, LLC business is described in Form ADV, Part 1 and 2, which can be obtained from the SEC.gov website or obtained upon
request.

Issuing entities

This materialis only for distribution in those countries and to those recipients listed, subject to the noted conditions and limitations: « United States:
by BNY Mellon Securities Corporation (BNYMSC), 240 Greenwich Street, New York, NY 10286. BNYMSC, a registered broker-dealer and FINRA member,
and subsidiary of BNY Mellon, has entered into agreements to offer securities in the U.S. on behalf of certain BNY Mellon Investment Management
firms. « Europe (excluding Switzerland): BNY Mellon Fund Management (Luxembourg) S.A., 2-4 Rue EugéneRuppertl-2453 Luxembourg. « UK, Africa
and Latin America (ex-Brazil): BNY Mellon Investment Management EMEA Limited, BNY Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA.
Registered in England No. 1118580. Authorised and regulated by the Financial Conduct Authority. « South Africa: BNY Mellon Investment Management
EMEA Limited is an authorised financial services provider. « Switzerland: BNY Mellon Investments Switzerland GmbH, FraumUnsterstrasse 16, CH-
8001 Zurich, Switzerland. « Middle East DIFC branch of The Bank of New York Mellon. Regulated by the Dubai Financial Services Authority. « Singapore:
BNY Mellon Investment Management Singapore Pte. Limited Co. Reg. 201230427E. Regulated by the Monetary Authority of Singapore. « Hong Kong: BNY
Mellon Investment Management Hong Kong Limited. Regulated by the Hong Kong Securities and Futures Commission. « Japan: BNY Mellon Investment
Management Japan Limited. BNY Mellon Investment Management Japan Limited is a Financial Instruments Business Operator with license no 406
(Kinsho) at the Commissioner of Kanto Local Finance Bureau and is a Member of the Investment Trusts Association, Japan and Japan Investment
Advisers Association and Type Il Financial Instruments Firms Association. « Australia: BNY Mellon Investment Management Australia Ltd (ABN 56 102
482 815,AFS License No. 227865). Authorized and regulated by the Australian Securities & Investments Commission. « Brazil: ARX Investimentos Ltda.,
Av. Borges de Medeiros, 638, 4th floor, Rio de Janeiro, RJ, Brazil, CEP 22430-041. Authorized and regulated by the Brazilian Securities and Exchange
Commission (CYM). « Canada: BNY Mellon Asset Management Canada Ltd. is registered in all provinces and territories of Canada as a Portfolio Manager
and Exempt Market Dealer, and as a Commodity Trading Manager and Investment Fund Manager in Ontario.

BNY Mellon Company Information

BNY Mellon Investment Management is one of the world’s leading investment management organizations, encompassing BNY Mellon’s affiliated
investment management firms 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. « Mellon Investments Corporation
(Mellon) is a registered investment adviser and a subsidiary of BNY Mellon. « Insight Investments - Investment advisory services in North America are
provided through two different investment advisers registered with the Securities and Exchange Commission (SEC) using the brand Insight Investment:
Insight North America LLC (INA) and Insight Investment International Limited (I1IL). The North American investment advisers are associated with other
global investment managers that also (individually and collectively) use the corporate brand Insight. Insight is a subsidiary of BNY Mellon. « Newton
Investment Management - Newton and/or the Newton Investment Management brand refers to the following group of affiliated companies: Newton
Investment Management Limited, Newton Investment Management (North America) Limited (NIMNA Ltd) and Newton Investment Management (North
America) LLC (NIMNA LLC). NIMNA LLC personnel are supervised persons of NIMNA Ltd and NIMNA LLC does not provide investment advice, all of
which is conducted by NIMNA Ltd. NIMNA LLC and NIMNA Ltd are the only Newton companies authorized to offer services in the U.S. In the UK, NIMNA
Ltd is authorized and regulated by the Financial Conduct Authority in the conduct of investment business and is a wholly owned subsidiary of BNY
Mellon. « Alcentra - BNY Mellon holds 100% of the parent holding company of BNY Alcentra Group Holdings Inc., which is comprised of the following
affiliated companies: Alcentra Ltd. and Alcentra NY, LLC. « ARX is the brand used to describe the Brazilian investment capabilities of BNY Mellon ARX
Investimentos Ltda. ARX is a subsidiary of BNY Mellon. « Dreyfus Cash Investment Strategies (Dreyfus CIS) is a division of BNY Mellon Investment
Adviser, Inc., a subsidiary of BNY Mellon. « Walter Scott & Partners Limited (Walter Scott) is an investment management firm authorized and regulated
by the Financial Conduct Authority,and a subsidiary of BNY Mellon. « Siguler Guff - BNY Mellon owns a 20% interest in Siguler Guff & Company, LP and
certain related entities (including Siguler Guff Advisers LLC).

No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission. All information
contained herein is proprietary and is protected under copyright law.
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