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To delegate or not to delegate? That is the question that many trustee boards will face when
considering the future management of their pension scheme investment arrangements.
To help answer this crucial question, this article explores the evolution of traditional

investment advisory and fiduciary management and considers how trustees can reap the
benefits and overcome the challenges presented by this rapidly-changing marketplace.

The evolution of the marketplace
Until the 1990s, defined benefit (DB) pension scheme assets were
typically invested in balanced funds. Trustees generally selected
and monitored their scheme’s single investment manager, who
invested in a mixture of equities, bonds and property. This served
them well until recession hit and the seemingly guaranteed
returns earned in the 1980s became harder to come by.

Pension scheme investment portfolios then became increasingly
complex. Many investment consultants advised that mandates
should be awarded to several specialist asset class managers, in
predominantly, actively managed portfolios. Investment research
efforts and selection exercises became global in nature. The
emergence of new and exotic alternative asset classes such as
active currency, timberland, catastrophe-linked bonds and
litigation finance, have helped to keep growth portfolios
diversified and CFA syllabus writers in business. In the 21st century,
liability driven investment (LDI) emerged; initially the preserve of
the very largest schemes, but nowadays available to all.

Trustees, many of whom have day jobs unrelated to
investments, are now responsible for monitoring and replacing a
plethora of investment managers and making decisions on vastly

more complex liability-focused investment strategies, all within
the same quarterly meeting cycle. Those trustees who chose to
delay allocating assets to LDI will be all too aware of the cost of
this missed opportunity. The journey can be frustrating when
progress is slow, everything seems too expensive and you feel ill-
equipped to do anything about it – sounds like my commute on
Southern rail.  

With this in mind, it is easy to see why delegating these
investment decisions to a fiduciary manager is appealing. The
advantages are clear for those who want fast investment decisions,
economies of scale on investment manager fees, and a reduction in
their governance burden. With a market share of around £123bn,
fiduciary management remains small in the context of UK pension
scheme assets of £1.5tn, but it is growing rapidly. 

The players in the fiduciary market can be split into three
categories – the larger investment consultants, specialist providers
(whose only service is fiduciary management) and asset
managers. Initially, the investment consultants reaped the benefits
of converting their existing advisory clients into fiduciary
mandates, often without engaging in full tender processes. As a
result, they dominated the marketplace and currently have over
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75% of fiduciary mandates. More recently however, the
transparency and competitiveness of this market has, quite rightly,
come under scrutiny by the Financial Conduct Authority (FCA).
Trustees are also more wary of the conflicts. Today, the market is
more competitive and most selection processes are being run with
independent oversight. 

However, by far the vast majority of UK pension schemes remain
under the traditional advisory model. Many trustees are happy with
their existing framework and would be uncomfortable delegating
control of their investment arrangements while retaining a legal
responsibility for the outcome. Advocates of this tried-and-tested
approach argue convincingly that it has evolved since the steam-
engine days of triennial investment strategy reviews and out-of-
date quarterly performance reporting. With the right governance
framework in place, trustees can retain control of investment
decisions and deliver a better outcome for members.

Is there a third way? DB platforms are becoming increasingly
popular with smaller schemes. They have been designed to
provide a more streamlined framework to quickly implement
investment decisions and reduce governance, without changing
the traditional advisory structure or the amount of control that
trustees have over decisions. 

So which solution is best? Let us consider the options.

Investment advisory
Under the investment advisory model, trustees appoint an
investment consultant to provide advice on investment strategy,
manager selection and monitoring. Trustees retain control of all
investment decisions and the scheme has a direct contractual
relationship with each of its underlying investment managers. 
See Figure 1.

Long gone are the days of your investment consultant setting
investment strategy once every three years after each actuarial
valuation or writing a ten-page paper in response to a question
raised in a trustees meeting. Reviewing a performance report each
calendar quarter, with a 10 week data lag, will soon seem as old
fashioned as going to Blockbuster to rent a film. If this sounds like
your experience as a trustee, then your issue is not with the
traditional investment advisory approach – times have changed
and your investment consultant needs to get with the programme
(now available on Netflix). 

Technological innovation has allowed investment consultants to
advise trustees on their assets and liabilities on a daily basis, assess
market opportunities and compare the performance of their
underlying investment managers in real time. Investment strategy
is under constant review, pre-agreed trigger mechanisms allow
schemes to capture market opportunities and there is a continual
dialogue between investment consultant and asset manager to
develop scheme-specific investment solutions. Models that
integrate live insurer pricing feeds and analyse the impact of
different scenarios on a portfolio’s risk and return profile, make
trustee decisions on de-risking options such as buy-ins, buyout

and longevity swaps, quicker and easier than ever before. Trustees
can be fully engaged with their investment strategy, understand
their end goal and be in control of the journey.

With the right investment advisor and technology at one’s
fingertips, setting and implementing a dynamic investment
strategy is easily achievable. However, the fact remains that it
takes more trustee time and effort than under a fully delegated
approach and so it is crucial to establish an appropriate
governance framework. For schemes with sufficient resources or
in-house expertise, this may involve investment sub-committees 
or working parties to focus on investment matters. 

Fiduciary management 
Fiduciary management means delegating the management of a
scheme’s assets to one organisation. That fiduciary manager will
be responsible for all asset allocation and underlying investment
manager decisions.See Figure 2. 

Trustees retain responsibility for setting their investment
objectives and for monitoring the performance of the fiduciary
manager – legally, these cannot be delegated.  

Compared to traditional investment advisory, fiduciary
management is currently primarily a solution for smaller DB
schemes. According to KPMG’s Fiduciary Management Market
Survey in 2016, 86% of fiduciary mandates are DB schemes under
£250m in size; just 6% are over £500m. 

However, in the Netherlands, a market characterised by the
consolidation of corporate pension funds into fewer very large
multi-employer funds, more than 80% of pension scheme assets
are invested in this way, and have been for over a decade. With
local authority pension scheme pooling on the horizon in the UK
and calls for further consolidation of smaller schemes, could the
UK be set to follow? It is possible that fiduciary management will
gradually become a credible option for larger sized schemes.

In the US, the vast majority of endowments and charity assets
are managed on a fiduciary basis. Could we increasingly see such
institutions in the UK introducing some form of delegation to
meet their objectives?

Fiduciary management could also be poised for growth in the
defined contribution (DC) market. Master trusts, which deliver
customised default investment strategies and outsourced
trusteeship, are becoming increasingly popular among trustees
and sponsors seeking to delegate the management and
monitoring of their DC scheme. 

With the right governance
framework in place, trustees 
can retain control of 
investment decisions 
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If we believe that fiduciary management is set for expansion,
then we must ensure it does so in a competitive, transparent and
credible marketplace, for the end benefit of pension scheme
members. It is therefore important to identify not only the
advantages of this new approach, but also be cognisant of the
challenges it presents and how they can be mitigated.

Key advantages of fiduciary management
over traditional investment advisory

Faster decision-making and implementation
Fiduciary managers can make real-time changes to scheme
investment portfolios. This can be particularly valuable in today’s
environment of heightened political uncertainty and market
volatility. There is no need for a fiduciary manager to wait for
trustee approval before taking action. Within its delegated
mandate, a fiduciary manager has authority to anticipate and react
swiftly to investment markets, moving assets between underlying
investment managers and allocating dynamically between asset
classes, to capitalise on opportunities and to protect potential
downside.

Reduced governance time
Whether it’s anti-money laundering documentation for a new
manager, negotiating terms on a complex legal contract or
signing numerous forms to transition assets between managers,
making manager and fund changes often requires paperwork,
patience and effort. A fiduciary manager will take responsibility
for these time-consuming operational processes, affording
trustees the time to focus on other issues.

Economies of scale on investment manager fees
Fiduciary managers will pool assets across clients in order to
negotiate favourable fee terms with the underlying investment
managers. The fee reductions can be substantial, particularly for
smaller schemes with lower purchasing power. 

Key challenges of fiduciary management

Conflicts of interest
There is clearly a conflict of interest if the investment consultant
advising on the fiduciary solution is part of an organisation which
also offers these services. 
     In addition, if fees are based on assets under management, 
a fiduciary manager may not be incentivised to select external
funds, even if other managers have more expertise, or offer lower-
fee funds. Finally, the fiduciary manager may be reluctant to raise
de-risking opportunities such as buy-in or buyout. 

Complexity and fee layering
The fiduciary manager charges an ad-valorem fee to cover all
aspects of the oversight and advice. Underlying investment
manager charges are paid in addition.  Occasionally, these may 
be bundled into one overall fee.

In some cases, the economies of scale that a fiduciary manager
can achieve on underlying investment manager fees can result in a
lower overall fee than under the investment advisory model. But in
others, overall fees are materially higher due to increased complexity
of the underlying assets, for example, an increased reliance on active
management and investment in expensive illiquid asset classes. A
lack of transparency and understanding can make it very difficult for
trustees to assess if the arrangement offers good value for money. 

Access to the right skills and resources
Consultants and investment managers have very different skills 
and experience. Fiduciary managers are combining the two. 
It is a huge challenge for a consulting firm to build the robust
infrastructure and risk functions necessary to function as an
investment manager. Equally, investment managers have no
experience in advising trustees on strategic matters and need 
to hire experienced consultants. Trustees should pay close attention
to the experience and depth of the fiduciary manager’s team.

Expensive to unwind
Fiduciary mandates can be complex and challenging to set up and
even more so to unwind. Upon termination of the fiduciary
manager, the underlying assets may need to be sold for cash and
any derivative contracts unwound, which could incur substantial
transition costs. Assets held in complex illiquid vehicles may be
locked in for a number of years and impossible to transfer to an
insurer in the case of buy-in or buy-out transactions. In some
cases, the trustees would take over responsibility for the
relationships with all the underlying investment managers. With
some fiduciary managers utilising over 40 investment managers
within their typical delegated solution, this is a rather daunting
prospect for any trustee board. According to LCP’s Fiduciary
Management Survey in 2016, 79% of respondents with fiduciary
manager arrangements in place, have concerns about how they
would change their manager.

If we believe that fiduciary
management is set for expansion,
then we must ensure it does so in a
competitive, transparent and credible
marketplace, for the end benefit of
pension scheme members



What did the FCA say?
The interim report of the FCA’s consultation into the asset
management industry was released in November 2016.  It
recognised fiduciary management as an important area and
highlighted a number of advantages and potential concerns.

“For some investors, fiduciary management offers a way
to pool their money to achieve lower costs and get wider
exposure to different managers and solutions.  However, we
have concerns about conflicts of interest that arise in
fiduciary management, which is increasingly offered by
investment consultants and fund managers. These issues are
exacerbated because investors cannot assess whether the
advice they receive is in their best interests.  Performance
and fees of fiduciary managers appear to be among the
most opaque parts of the asset management value chain. 
A lack of publically available, comparable performance
information on fiduciary managers also makes it hard for
investors to assess value money”.

Independent oversight of fiduciary managers
The advantages and the challenges of fiduciary management are
clear and have been endorsed by the FCA. The FCA is clear that
trustees would be better served by selecting from among a
number of fiduciary managers, rather than just looking at a single
manager. In addition, it is clear that trustees should have a robust
process in place for monitoring their fiduciary manager, in order to
make sure that they continue to get value for money. See Figure 3.

Independent investment consulting firms do not offer any
fiduciary management or fund management services and are
therefore well positioned to give trustees unbiased advice on the
different fiduciary managers. In the last 18 months, there has 
been a noticeable increase in demand from trustees for the
following independent oversight services.

Selecting the fiduciary manager
An independent investment consultant can help trustees 
establish a suitable governance structure, which sets out
appropriate high level objectives, investment beliefs, risk
parameters, benchmarks and the extent of delegation they
are comfortable with. Armed with this, trustees can request a
proposal from a variety of different fiduciary managers, as part 
of a robust and transparent selection process. An independent
consultant can help guide trustees through the decision-making
process, by distinguishing valid claims from marketing hype,
comparing the performance track records and assessing fee
quotations, so that trustees appoint the most appropriate 
provider for the scheme’s individual circumstances.

Reviewing fees
An independent investment consultant can help trustees to
understand each layer of fees: those paid to the fiduciary
manager, the underlying investment managers, the custodian
and other expenses, so that trustees can assess if their fiduciary
arrangement offers good value for money, particularly where
performance-related fees are involved. Independent consultants
can undertake a wider market review to help trustees assess
whether the fees negotiated on appointment remain
competitive.

Assessing performance 
While trustees can delegate the evaluation of their underlying
investment managers to a fiduciary manager, they have a legal
responsibility for monitoring their fiduciary manager. It can be
extremely difficult for trustees to judge how well their fiduciary
manager is doing compared to its peers, when the providers
have different approaches, benchmarks, levels of delegation and
hedging ratios. An independent investment consultant, with
access to performance data and an understanding of the entire
fiduciary market, can help trustees assess if their fiduciary
manager is adding value.

Are there any alternative approaches?
Smaller schemes that wish to retain control of investment
decisions, but feel they lack sufficient resources, can benefit 
from the fast implementation, reduced governance and
economies of scale offered by a DB platform.

DB platforms – how do they work?
Originally designed to simplify administration for DC schemes,
platforms have evolved quickly, to provide a cost-effective and
simpler governance option for smaller DB schemes. 

Trustees enter into a single contract with a DB platform
provider, who looks after all the operational paperwork associated
with each underlying investment manager. See Figure 4. 

Trustees do not delegate any decision-making powers. The
investment consultant continues to provide investment advice
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The investment consulting
marketplace has evolved such
that trustees can choose from a
range of approaches. However,
more choice means greater
judgement is needed
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and trustees retain control of investment decisions. Advisor
recommendations can be acted on quickly and easily. Whether
markets have moved, a trigger point reached, or a de-risking
opportunity identified, trustee decisions benefit from real-time
implementation.

Like fiduciary managers, platform providers aggregate
pension scheme assets, so they are well placed to negotiate
better fee terms than some schemes can do directly. These
savings can often offset the additional fees paid to the 
platform provider to host the scheme and implement changes 
to investments.

Several platform providers offer easy access to an increasingly
wide range of DB investments, such as diversified growth funds
and liability driven investments, making this a viable option for
smaller schemes. 

Conclusion 
The investment consulting marketplace has evolved such that
trustees can choose from a range of approaches. However, more
choice means greater judgement is needed.

Many trustees will be uncomfortable with delegating control
of their investment arrangements but still having a legal
responsibility for the outcome. Trustee boards with a good
governance structure, that receive dynamic strategic investment
advice and have access to market-leading technology, are well
equipped to make timely investment decisions themselves under
the traditional advisory approach. DB platforms can be a good
option for smaller schemes with fewer resources who want to
retain control of investment decisions. 

Few could contest that fiduciary management has now
established itself as a mainstream solution for UK pension
schemes. Although it is still relatively new, we are likely to see
continued growth from such schemes that feel they lack suitable
resources to make investment decisions themselves. The
advantages are clear for those who want to delegate investment
decisions: fast implementation, a reduction in their governance
burden and economies of scale on investment manager fees. 
The FCA interim report has highlighted that fiduciary
management can work well but there are a number of areas of
potential concern. These can be mitigated by using an
independent oversight provider to help run a robust and
transparent selection process to appoint a fiduciary manager, 
and, once in place, provide independent performance
measurement and assessment of fees. 

In the end, the answer to the question ‘to delegate or not to
delegate?’ will typically depend on the culture of the trustee
body. As Polonius said in Hamlet “to thine own self be true”. 
It remains a personal choice.

Katie O’Sullivan CFA
Senior Investment Consultant
LCP


