
Transaction Costs and What They Mean
IN THE KNOW



With trust comes responsibility and with a 
challenging investment climate, driving efficiency 
in every aspect of fund management is crucial. 
This is why SSGA is always assessing ways to 
reduce costs, improve execution and deliver 
greater value for our clients.
We fully support industry efforts to provide cost 
transparency. Clients are entitled to know how 
their money is being managed and what the  
costs are.

As investment managers, we occupy the 
privileged position of being trusted with 
people’s money.
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Understanding the costs —  
 explicit and implicit

Other costs and considerations

SSGA’s approach to  
managing transaction costs

Since 2014, we have seen increased regulation and 
guidance for governance bodies on the subject of 
transaction costs for Defined Contribution (DC) 
workplace pension schemes.

In 2014, the Department for Work and Pensions’ 
Command Paper Better Workplace Pensions: Further 
Measures for Savers outlined ways that workplace 
pension schemes could give their members transparency 
of costs and charges1. The aim was to enable governance 
bodies to compare costs and charges in order to evaluate 
value for money for scheme members.

In 2016, the focus on value for money increased when a 
duty was imposed on governance bodies to report on the 
level of transaction costs in their schemes as part of the 
annual Chair’s Statement and Independent Governance 
Committee (IGC) Annual Report2. 

This work closely follows the Markets in Financial 
Instruments Directive (MiFID II) which will require 
disclosure of all indirect costs for relevant investment 
products3. 

Most recently, in its September 2017 Policy Statement, the 
Financial Conduct Authority (FCA) stated that with effect 
from 3 January 2018, firms managing money on behalf of 
DC workplace pension schemes must disclose transaction 
costs to the governance bodies of those schemes, using a 
standard approach as set out by the FCA4. 

At SSGA we support this quest for transparency and will 
work with our industry colleagues to deliver the required 
disclosures to help pension schemes obtain better 
outcomes for their members.

In This Brochure

¹ March 2014, Department for Work & Pensions, Better workplace pensions: further measures for savers.
2 October 2016, Financial Conduct Authority, Transaction cost disclosure in workplace pensions (CP 16/30).
3 May 2014, Directive 2014/65/EU of the European Parliament and of The Council of 15 May 2014 on markets in financial instruments and amending Directive 2002/92/EC and Directive 2011/61/EU.
4 September 2017, Financial Conduct Authority, Transaction Costs in Workplace Pensions (PS17/20)
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UNDERSTANDING THE COSTS

EXPLICIT COSTS IMPLICIT COSTS

Funds incur transaction costs when securities within the 
funds are traded. Fund managers make trades when 
money flows into or out of funds and when investment 
decisions are made and portfolios need to be rebalanced. 
There are both explicit and implicit costs.

Explicit costs are directly 
measurable and are therefore simple 
to quantify.Examples of explicit 
costs include: 

Broker Commissions
Intermediaries charge fees for 
buying and selling securities. Broker 
commissions include exchange fees, 
settlement fees and clearing fees.

Taxes and Levies
Taxes and levies (for example stamp 
duty) are charged by regulatory bodies 
and exchanges. For example, when UK 
shares are bought, 0.5% stamp duty 
reserve tax (SDRT) is paid1.

Unlike explicit costs where the fee 
paid is clearly visible, implicit costs 
are more difficult to measure. They 
are measured as the difference 
between the transacted price and a 
'benchmark' price. The difficulty lies 
in how a 'benchmark' price is defined 
as there is no industry standard.

Slippage Costs
The FCA’s consultation paper 
 — Transaction Cost Disclosure in 
Workplace Pensions2 — proposes the 
slippage cost approach for 
calculating implicit costs. Slippage 
costs can be calculated by comparing 
actual asset prices with the sale or 
purchase price of the asset 
immediately before the order to 
transact entered the market. 

1 https://.gov.uk/tax-buy-shares/overview
2 October 2016, Financial Conduct Authority, Transaction cost disclosure in workplace pensions (CP 16/30).

Pre-trade

FCA's Approach to Calculating Slippage Costs

Post-trade

Price when order 
enters market

Actual 
execution price

Slippage Cost

Investment 
valued at 
market price

Order sent 
to broker

Order 
executed 
in market

Commisions 
and taxes 
paid

Investment 
valued at 
market price

Source: SSGA 2017, based upon FCA's consultation paper.2
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OTHER COSTS AND CONSIDERATIONS

Calculating Transaction Costs

Securities and Stock Lending Costs
A securities lending transaction involves a fund making a 
short-term loan in order to increase returns to investors. 
Income generated from securities lending is allocated 
between the funds and the lending agent in an agreed 
proportion. The proportion allocated to the lending agent 
is classed as a cost to the fund.

For example, if the stock lending revenue was 3 basis 
points and the proportion allocated to each party was 
70% to the fund and 30% to the lending agent, the 30% 
allocated to the lending agent is added to the calculated 
transaction cost.

Assessing Transaction Costs in Multi-Asset Funds
Default arrangements for DC pension schemes are usually created by blending a number of funds 
together i.e., ‘multi-asset funds’ or ‘fund of funds’. All transactions made within the default 
arrangement need to be analysed as a number of the underlying funds may deploy anti-dilution 
measures, such as the use of “bid-offer” spreads. In addition, the asset allocation of multi-asset funds 
is likely to evolve over the course of the year and a simple weighted-average calculation of transaction 
costs may not be suitable. Addressing these complexities will be a major challenge over the coming 
months and may require the development of market-wide assumptions to provide consistency. 

Anti-dilution Adjustments
When money flows into or out of a portfolio, the manager 
will need to undertake transactions to meet those flows. 
Funds use mechanisms called 'anti-dilution' to pass the 
transaction costs associated with these flows to the 
investor putting money in or taking it out. This prevents 
the fund’s assets from becoming diluted. 

Benefits received by the fund from this mechanism must 
be removed from transaction costs. These anti-dilution 
effects often take the form of bid-offer spreads

Transaction
Costs

Anti-dilution
Benefits

Stock
Lending Costs*

Taxes and
Levies

Slippage
Costs

Broker
Commission

* If applicable. Source: SSGA.
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We aim to ensure that overall cost is balanced with 
overall benefit, bearing in mind that transaction costs 
reduce the value of funds and therefore require diligent 
oversight. We seek to avoid excessive costs and turnover, 
proactively pursuing the best outcome for our clients.

We embrace the ethos of best execution on behalf of our 
clients and have developed organisational and technical 
processes to deliver on that commitment.

Continuous Improvement
In a challenging investment climate, driving efficiency in 
every aspect of the trading operation counts. 

By focusing intensively on how transactions are 
undertaken, we have created a culture of continuous 
improvement.

The Trade Analytics Group at SSGA is at the core of this 
effort. The group is responsible for Transaction Cost 
Analysis (TCA) for all futures, equities, currency and 
fixed-income trading.

The Whole Process
For us, best execution is about the entire trading process, 
including price, and is not limited to only one point in 
time. TCA is a valuable part of this process because it 
provides a clear measure of trading performance, 
allowing our portfolio managers and traders to evaluate 
prices in a systematic manner. Frequent assessment of 
transactions can provide insights on trading cost trends 
across asset classes and around the world. 

At SSGA, our focus is on creating an efficient, transparent trading 
operation using the best tools and techniques available, seeking to reduce 
costs and protect returns.

SSGA APPROACH

Transaction Cost Analysis (TCA) — A Valuable Feedback Process

TCA can be used to forecast expected costs, confirm the 
efficacy of current processes and highlight opportunities 
to improve trading outcomes in the future.

In addition, TCA stands in the nexus of a highly effective 
feedback loop that connects traders with portfolio 
managers, with the ultimate benefits being passed on 
to our clients.

Striving For Best Trading Execution
Trade Management Oversight Committee (TMOC)
The purpose of this committee is to provide oversight of 
trade execution activities, broker interaction and 
regulatory requirements. On an annual basis, TMOC 
reviews and approves best execution presentations of 
every asset class.

Trading Departments
We conduct reviews of broker/dealers and clearing 
houses. These are done via regular face to face meetings 
and daily conversations with representatives of the 
respective broker/dealers and clearing houses.

Corporate Audit
This group reviews best execution on an ad-hoc basis.

Compliance
The Compliance Controls and Testing programme 
reviews processes on a risk-assessed basis.

TCA, Data 
Analysis 
and 
Reporting

Internal and 
External 
TCA 
Capabilities

Pre-Trade 
Cost 
Analysis

TCA 
Reporting 
for Trading

Client 
Reports

Quarterly 
Portfolio 
Management 
Reviews

6

In the Know. Transaction Costs and What They Mean



At SSGA through every phase of our operations, 
oversight and industry engagement, we focus on 
the complete picture in delivering best execution 
to our clients around the world. We believe the 
introduction of cost transparency is a key step for 
trustees and IGCs in making value for money 
assessments, something that we are fully 
committed to delivering.

We support the 
introduction of a 
consistent framework for 
transaction cost 
disclosures and the 
obligation for managers to 
provide the necessary 
information and data on 
transaction costs.

For more information, please 
contact your relationship 
manager or email us at:

ukdc@ssga.com

Coordination and Communication: 
A Communal Endeavour
Across SSGA’s Global Trading platform, we interact with more than 25 
different industry and/or regulatory bodies, including the Securities & 
Exchange Commission (US), the Financial Conduct Authority (UK), and the 
Financial Services Agency (Japan). We also participate with industry groups 
including Quorum 15, the Investment Company Institute, and Trader Forum. 

This communal effort is very important for improving market structure as it 
leads to higher quality markets, benefitting our clients over time. We seek a 
leadership role in this evolution because we see the importance of building a 
trading environment that supports and instils the values we hold in the 
highest regard: fairness, efficiency, accessibility, stability and transparency.

Transaction Costs in DC
Transaction costs reduce the size of DC members’ funds and it is therefore 
crucial that asset managers aim to minimise these costs as much as possible. 
Alongside requesting transaction cost data, we encourage trustees and 
independent governance committees (IGCs) to speak to their fund managers 
about the measures being taken to reduce transaction costs.
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Marketing communication. 
For professional clients use only.

United Kingdom: State Street Global Advisors Limited. Authorised and regulated by 
the Financial Conduct Authority. Registered in England. Registered Number: 2509928. 
VAT Number: 5776591 81. Registered Office: 20 Churchill Place, Canary Wharf, 
London, E14 5HJ. T: +020 3395 6000.

This communication is directed at professional clients (this includes eligible 
counterparties as defined by the Financial Conduct Authority (FCA) who are deemed 
both  knowledgeable and experienced in matters relating to investments. The products 
and services to which this communication relates are only available to such persons 
and persons of any other description (including retail clients) should not rely on 
this communication. 

The information provided does not constitute investment advice as such term is 
defined under the Markets in Financial Instruments Directive (2004/39/EC) and it 
should not be relied on as such. It should not be considered a solicitation to buy or an 
offer to sell any investment. It does not take into account any investor’s or potential 
investor’s particular investment objectives, strategies, tax status, risk appetite or 
investment horizon.

If you require investment advice you should consult your tax and financial or other 
professional advisor. All material has been obtained from sources believed to be 
reliable. There is no representation or warranty as to the accuracy of the information 
and State Street shall have no liability for decisions based on such information. 
Investing involves risk including the risk of loss of principal. The whole or any part 
of this work may not be reproduced, copied or transmitted or any of its contents 
disclosed to third parties without SSGA’s express written consent.

This document contains certain statements that may be deemed forward-looking 
statements. Please note that any such statements are not guarantees of any 
future performance and actual results or developments may differ materially from 
those projected. Diversification does not ensure a profit or guarantee against loss. 
Investments in small-sized companies may involve greater risks than in those of larger, 
better known.

Past performance is not a guarantee of future results. 

Equity securities may fluctuate in value in response to the activities of individual 
companies and general market and economic conditions. 

Investing in foreign domiciled securities may involve risk of capital loss from 
unfavourable fluctuation in currency values, withholding taxes, from differences in 
generally accepted accounting principles or from economic or political instability in 
other nations. Investments in emerging or developing markets may be more volatile 
and less liquid than investing in developed markets and may involve exposure to 

economic structures that are generally less diverse and mature and to political 
systems which have less stability than those of more developed countries.

The trademarks and service marks referenced herein are the property of their 
respective owners. Third party data providers make no warranties or representations 
of any kind relating to the accuracy, completeness or timeliness of the data and have 
no liability for damages of any kind relating to the use of such data. 

Investing in the Managed Pension Fund is effected by means of an insurance policy 
written by Managed Pension Funds Limited, a member of the State Street group of 
companies. This document should not be construed as an invitation or inducement 
to engage in investment activity. The Managed Pension Fund is available to pension 
schemes (including overseas schemes) registered with HM Revenue and Customs for 
the purposes of Chapter 2 of Part IV of the Finance Act 2004. This document should 
therefore only be circulated to the Trustees of such schemes and their advisers 
who are deemed to be professional persons (this includes professional clients and 
eligible counterparties as defined by the Financial Conduct Authority). It should not 
be circulated to or relied upon by any other persons. In particular scheme members 
should consult with their employer or scheme trustee. Please note that neither State 
Street Global Advisors Limited or Managed Pension Funds Limited offer actuarial 
services and any investment service undertaken by those firms with an objective of 
matching projected pension fund liabilities does not include, or take responsibility for, 
the calculation of projected liabilities. Any illustrations exclude the impact of fees, 
and actual investment returns may differ from projected cashflows, these projected 
cashflows are not projections of any future benefit payable under a specific policy.

This document should be read in conjunction with its Strategy Disclosure/
Supplemental/Policy Document. All transactions should be based on the 
latest available Strategy Disclosure/Supplemental/Policy Document which 
contains more information regarding the charges, expenses and risks 
involved in your investment.

The information contained in this communication is not a research 
recommendation or ‘investment research’ and is classified as a ‘Marketing 
Communication’ in accordance with the European Communities (Markets 
in Financial Instruments) Regulations 2007. This means that this marketing 
communication (a) has not been prepared in accordance with legal 
requirements designed to promote the independence of investment research 
(b) is not subject to any prohibition on dealing ahead of the dissemination of 
investment research.

About Us
For nearly four decades, State Street Global Advisors has been committed to helping our clients, and those who rely on 
them, achieve their investment objectives. We partner with many of the world’s largest, most sophisticated investors and 
financial intermediaries to help them reach their goals through a rigorous, research-driven investment process spanning 
both indexing and active disciplines. With trillions* in assets under management, our scale and global reach offer clients 
access to markets, geographies and asset classes, and allow us to deliver thoughtful insights and innovative solutions.

State Street Global Advisors is the investment management arm of State Street Corporation.

* Assets under management were $2.67 trillion as of 30 September 2017. AUM reflects approx. $36 billion (as of 30 September 2017) with respect to which State Street Global 
Markets, LLC (SSGM) serves as marketing agent; SSGM and State Street Global Advisors are affiliated.

State Street Global Advisors

https://www.ssga.com/home.html/ukdc

