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Performance	standards	are	finally	here	to	help	select	and	
monitor	fiduciary	managers,	but	how	should	they	be	used	in	
practice	to	assess	fiduciary	manager	performance?	In	this	
paper	we	cover:

This	paper	will	act	as	a	guide	for	Trustees	looking	to	use	the	
new	performance	standard	to	assess	their	prospective	or	
current	fiduciary	manager.

The importance 
of looking at past 
performance of 
fiduciary managers;

Our assessment of 
fiduciary manager 
performance over 
the medium to long 
term; and,

Actions pension 
scheme 
stakeholders can 
take to assess 
fiduciary manager 
performance.
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When	considering	fiduciary	managers	historically,	
trustees	and	other	stakeholders	have	struggled	to	
compare	track	records	of	fiduciary	managers	which	
meant	decisions	were	often	being	made	on	anecdotal	
evidence. 

The	recent	emergence	of	the	CFA’s	Global	Investment	
Performance	Standards	(“GIPS”)	for	fiduciary	managers	
has	completely	changed	this	landscape.	Now	trustees	
can	compare	the	performance	of	fiduciary	managers,	
allowing	for	variables	such	as	return	targets	and	
hedging	levels.	The	Competition	and	Markets	Authority	
(CMA)	has	also	mandated	fiduciary	managers	to	
provide	this	information	to	Trustees	when	considering	
fiduciary	management	as	an	option.	

Within	the	Isio	Fiduciary	Management	research	
team	we	believe	that	this	is	a	big	step	in	the	right	
direction.	The	presence	of	GIPS	data	will	be	
fundamental	in	improving	performance	transparency	
and	comparability.	The	next	step	is	that	trustees	and	
pension	scheme	stakeholders	use	this	information	
not	only	to	help	select	a	fiduciary	manager	but	also	to	
monitor	them	on	an	ongoing	basis.

Why is it important 
to look at past 
performance of 
fiduciary managers?
To	assess	a	fiduciary	manager,	you	should	of	course	
consider their overall proposition including their 
investment	philosophy,	processes,	risk	management	
and	idea	generation.	That	said,	past	performance	
will	inevitably	be	a	key	factor	in	any	decision	and	can	
sometimes	be	a	good	indicator	of	what	aspects	are	
working	well	and	those	that	are	not.

What are GIPS?
The	Global	Investment	Performance	
Standards	(“GIPS”)	are	a	set	of	
standardised,	industry-wide	principles	
that guide investment managers and 
asset	owners	on	how	to	fairly	calculate	
and	present	their	investment	results,	
with	the	goal	of	promoting	performance	
transparency	and	comparability.

GIPS	addresses	part	6	of	‘The	Investment	
Consultancy	and	Fiduciary	Management	
Market	Investigation	Order	2019”,	
published	by	the	Competition	and	Markets	
Authority	(CMA),	which	requires	Fiduciary	
Management	Providers	to	present	
historical	performance	to	prospective	
Pension	Scheme	Trustee	clients	using	
standardized methodologies and 
templates.

Please	see	“Notes”	in	the	end	for	further	
considerations	in	relation	to	GIPS.

Assessing	past	performance	can	be	challenging	though.	Therefore,	we	will	be	focusing	on	three	
key	questions	in	relation	to	past	performance	which	we	believe	Trustees	should	be	asking	on	an	
ongoing	basis.	These	questions	are:

Which GIPS composite are   
we using?
Throughout	this	paper,	we	are	using	the	GIPS	
composite	D1	which	covers	unconstrained	
mandates	targeting	liabilities	+	2.5%	-	3.5%	
p.a.	The	relatively	high	return	target	allows	us	
to	compare	the	ability	of	fiduciary	managers	
to	generate	returns	for	clients.

Low governance option
The	low	governance	option	used	is	defined	
as	a	portfolio	consisting	of	50%	global	
equities	and	50%	over	15-year	corporate	
bonds.	The	liability	proxy	used	for	this	is	
comprised	of	50%	fixed	interest	Gilts	and	
50%	index-linked	Gilts.	See	more	details	in	
the	“Notes”.

Can the fiduciary 
manager evidence 
that they have met 
clients’ risk and 
return objectives 
over the medium 
to long term? 

Is the fiduciary 
manager able to 
both protect the 
downside during 
periods of market 
volatility and 
capture the upside 
in a timely fashion?

Is the fiduciary 
manager able 
to identify what 
has worked well 
/ not worked 
well and identify 
opportunities for 
the future?

We	have	gathered	evidence	in	relation	to	these	three	questions	by	looking	at	the	GIPS	performance	
of	12	managers	that	manage	over	90%	of	UK	fiduciary	management	assets	under	management.	We	
will	not	only	compare	the	fiduciary	managers	amongst	themselves,	but	also	against	a	low	governance	
option	(definition	on	the	right)	that	follows	a	simple	investment	strategy.	Comparing	the	performance	
against	a	simple	solution	allows	the	Trustees	to	assess	whether	they	are	receiving	value	for	money	
from	the	service.

1 2 3
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Question 1:      
Can the fiduciary manager meet 
clients’ risk and return objectives? 

What have we seen from the 
fiduciary manager universe?
Figure	1	shows	annualised	relative	returns,	i.e.	the	
asset	returns	less	the	liability	returns,	for	9	fiduciary	
managers	over	the	3-year	period	2018-2020	(net	
of	all	costs).	The	returns	indicate	that	not	a	single	
fiduciary	manager	was	able	to	achieve	client	return	
objectives,	i.e.	a	relative	return	of	at	least	2.5%	p.a.	
At	a	first	glance	this	appears	alarming,	however,	
considering	the	turbulent	market	conditions	over	
this	period,	almost	all	managers	were	able	to	
achieve	a	positive	return	over	the	three-year	period,	
with	most	managers	outperforming	the	relative	
return	of	a	low	governance	option.		

Why is this question important?
The	first	key	question	digs	into	whether	the	fiduciary	
manager	has	met	its	risk	and	return	objectives	over	
the medium to long term. 

By	assessing	the	risk	adjusted	performance	of	
fiduciary	managers,	Trustees	and	pension	scheme	
stakeholders	can	decide	whether	their	preferred	or	
existing	fiduciary	manager	is	performing	within	their	
risk	tolerance.	This	will	also	help	their	assessment	
as	to	whether	the	manager	will	continue	to	meet	
their	risk	and	return	objectives	in	the	future.	If	the	
fiduciary	manager	fails	to	meet	the	objectives	in	
the	future	it	could	lead	to	delays	in	the	journey	
plan,	rerisking	of	the	investment	strategy	or	more	
reliance	on	the	sponsor	(in	the	form	of	additional	
contributions),	all	of	which	are	undesirable	
outcomes	for	the	scheme.

A capable fiduciary 
manager should be able 
to achieve strong risk 
adjusted returns over the 
long-term and consistently 
perform better than a low 
governance option. 

Figure	2	shows	the	risk	adjusted	performance	of	the	fiduciary	managers	over	the	same	period.	
The	more	a	manager	is	towards	the	top	left	of	the	graph,	it	indicates	they	have	been	able	to	
achieve	greater	returns	at	a	lower	realised	risk.

Despite	FM1	achieving	the	best	relative	returns,	FM2	and	FM3	are	the	best	performers	on	a	risk	
adjusted	basis,	due	to	the	lower	realised	standard	deviation	of	their	relative	returns.	Only	one	
fiduciary	manager	underperformed	the	low	governance	portfolio	on	a	risk	adjusted	basis	over	
the	past	three	years,	demonstrating	that	most	fiduciary	managers	have	performed	better	than	a	
simple	solution	after	allowing	for	all	fees	and	expenses.

Fiduciary managers 
underperform return 
objectives but outperform 
low governance option.

Considering	both	risk	and	return	is	important	because	the	rationale	behind	appointing	a	fiduciary	
manager	is	not	to	achieve	the	maximum	return	possible,	but	to	manage	risk	in	an	effective	way	to	
reduce	the	volatility	in	the	funding	level	as	the	scheme	moves	towards	full	funding.

Figure 1: 3 Year annualised - 2018 to 2020
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Figure 2: 3 Year annualised return / risk
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What should you 
be considering for 
your scheme?

• Does	your	fiduciary	manager	fall	short	of	meeting	
performance	objectives?

• Is	the	long-term	risk	adjusted	performance	of	your	
prospective	managers	better	than	the	average	FM	
performance	and	better	than	the	low	governance	
approach?

• Is	your	existing	manager	reporting	on	both	return	and	
risk	within	their	reports,	allowing	you	to	assess	their	
risk	adjusted	performance?	How	does	your	scheme’s	
performance	compare	to	other	similar	mandates	
managed	by	the	same	fiduciary	manager?
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Question 1:      
Can the fiduciary manager meet 
clients’ risk and return objectives? 
Continued
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Question 2:     

Can the fiduciary manager both protect 
the downside and capture the upside?

What have we seen from the fiduciary 
manager universe?
Capturing	the	upside	can	be	as	important	as	protecting	
the	downside.

Figures	3	and	4	show	cumulative	performance	relative	to	
liabilities	of	the	fiduciary	managers	during	and	after	the	
extreme	sell	offs	for	growth	assets	over	Q4	2018	and	Q1	
2020.	We	have	highlighted	one	of	the	strong	performers	
over	these	periods	in	green	and	a	relatively	weak	performer	
in	blue	to	illustrate	our	conclusion.	The	fiduciary	manager	
in	green	has	not	only	provided	strong	downside	protection	
but	has	also	been	good	at	capturing	the	upside	as	markets	
rallied	after	the	sell	off	for	both	periods.	On	the	other	hand,	
although	the	fiduciary	manager	in	blue	was	not	the	worst	
performer	during	Q4	2018,	they	were	not	able	to	capture	
the	subsequent	market	rallies	effectively	during	2019	and	
have	therefore	experienced	a	poor	outcome	in	this	period	
of	stress.	Furthermore,	the	same	fiduciary	manager	in	blue	
suffered	the	worst	drawdown	in	Q1	2020	which	meant,	
despite	capturing	some	upside,	their	performance	was	
behind	other	fiduciary	managers	due	to	their	inability	to	
capture	upside	from	previous	periods	of	stress.

Understanding	how	your	fiduciary	manager	performs	in	
different	market	environments	is	essential	as	this	allows	
you	to	contextualise	the	performance	for	your	scheme	
during	peaks	and	troughs.	

 

Why is this question important?
The	second	key	question	is	whether	the	fiduciary	manager	can	protect	the	downside	during	periods	of	
market	volatility	and	capture	the	upside	in	a	reasonable	time	frame.	If	the	scheme	suffers	large	drawdowns	
particularly	just	before	a	valuation	date,	the	level	of	contributions	required	from	the	sponsor	may	change	
materially.	For	example,	two	of	the	three	worst	quarters	for	growth	assets	since	2008	have	occurred	over	
the	last	three	years,	namely	Q4	2018	and	Q1	2020.	For	many	schemes	underperformance	during	this	period	
would	have	resulted	in	difficult	conversations	with	the	sponsors.

This insight may be important 
for trustees to consider if 
they are looking for a fiduciary 
manager who can navigate 
effectively during periods of 
market stress, and to help 
understand how the manager 
may position themselves when 
faced with stress environments 
in the future. 

Figure 3: Cumulative performance 30/09/2018 - 31/12/2019
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Figure 4: Cumulative performance for 2020
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What should you 
be considering for 
your scheme?

• Does	your	prospective	or	current	fiduciary	manager	
have	a	suitably	diversified	and	uncorrelated	portfolio	
that	avoids	large	market	swings?

• During	periods	of	market	stress	will	the	prospective	or	
current	fiduciary	manager	be	clear	and	open	with	their	
communication	on	performance?

• Did	your	scheme	experience	significant	drops	in	
funding	levels	during	the	2018	market	sell-off	and	the	
Covid	crisis,	and,	are	you	comfortable	with	funding	level	
volatility?	Has	your	fiduciary	manager	recovered	those	
losses	in	a	reasonable	time	frame	and	learned	any	
lessons	for	the	future?
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Question 2:     
Can the fiduciary manager both protect 
the downside and capture the upside?
Continued
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Question 3:      
Can the fiduciary manager identify 
portfolio contributors/detractors and 
opportunities for the future? 

Why is this question important?
In addition to understanding the overall 
performance,	it	is	also	important	to	understand	
the	drivers	of	performance	and	the	fiduciary	
manager’s	ability	to	generate	ideas.	This	question	
allows	you	to	understand	the	toolkit	fiduciary	
managers	deploy	on	your	behalf	and	how	that	
contributes	to	performance	overall.	

“Over	this	period,	owning	market	beta	
exposure	has	been	exceptionally	helpful	
in	driving	returns.	Traditional	equity	/	bond	
portfolios	have	performed	very	well	on	a	
risk	adjusted	basis	highlighting	the	value	of	
maintaining	exposure	to	assets	with	a	long	
track	record	of	driving	performance	during	
periods	of	economic	expansion.”	

“The	structural	overweight	allocation	to	
equity	has	been	a	key	driver	of	performance	
in	an	extended	bull	run	for	the	asset	class.	
More	specifically,	our	exposure	to	higher	
quality	assets	has	been	beneficial,	as	has	our	
ability	to	rotate	in	and	out	of	asset	classes	
and	styles	effectively.”	

Fiduciary manager quotes 
on positive performers

What have we seen from the 
fiduciary manager universe?
We	asked	the	fiduciary	managers	to	do	some	
self-reflection	and	state	the	asset	classes	that	
both	positively	and	negatively	affected	their	
growth	portfolios,	and	where	they	see	value	over	
the	short,	medium	and	long	term.	This	gives	us	
insight	on	the	toolkit	mentioned	above	that	is	
used	by	the	fiduciary	managers	and	their	ability	
to	navigate	different	market	conditions.

Based	on	the	responses	received	from	the	
fiduciary	managers	(Figure	5),	four	out	of	five	
years	have	seen	equities	as	the	best	performing	
asset	class.	The	comments	on	the	right	from	
fiduciary	managers	confirm	that	exposure	to	
equities	has	added	significant	value	over	the	last	
few	years.

Interestingly,	due	to	the	market	sell	off	during	
Q4	2018,	real	assets	stand	out	as	the	best	
performing	asset	class	during	2018	which	
demonstrates	the	importance	of	diversifiers	
within	the	portfolios.

Equities have by far been 
the single biggest driver 
of returns over the last 
five years.

“Diversifying	hedge/absolute	return	funds	
haven't	worked	well,	although	that	is	not	
surprising	when	the	rest	of	the	portfolio	has	
been	performing.”

“Hedge	funds	and	active	management	within	
high	yield	and	EMD	failed	to	deliver.	But	in	
general,	it	was	hard	to	lose	money	in	most	
risk-on	markets	over	this	period.”

Fiduciary manager 
quotes on detractors

Figure 5: Asset class that was best performer
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Hedge	funds	have	been	the	most	common	answer	
across	the	five	years	followed	by	public	credit	(e.g.	
investment	grade	credit,	high	yield,	emerging	market	
debt,	etc.)	and	alternatives.

Most	fiduciary	managers	have	commented	as	part	
of	our	survey,	that	hedge	funds	and	higher	returning	
public	credit	funds	have	detracted	from	returns	
with	some	revealing	comments	shown	on	the	right.	
Although	diversifiers	within	portfolios	are	important,	
complex	strategies	adopted	by	hedge	funds	have	
not	been	particularly	additive	to	client	portfolios	over	
the	last	few	years.

Unsurprisingly, most 
fiduciary managers consider 
equities to be the most 
attractive asset class 
heading into a risk-on 
environment.

Fiduciary managers’ quotes 
on opportunities and 
challenges for 2021

Hedge funds, public credit 
and alternatives have been 
common detractors for 
fiduciary managers.

Given	what	we	have	seen	over	the	last	five	years	
we	asked	the	fiduciary	managers	their	views	
on	the	future	and	which	asset	classes	they	find	
attractive	over	the	short,	medium,	and	long	term.	
Most	managers,	nearly	60%	of	those	surveyed,	
believe	that	equities	will	be	a	key	area	of	positive	
performance	across	the	short,	medium	and	
long	term.	Private	credit,	hedge	funds	and	real	
assets are also common asset classes amongst 
managers.

Looking	to	the	future,	the	risk	of	rising	interest	
rates	and	further	uncertainty	in	relation	to	the	
pandemic	and	vaccine	roll-out	have	been	
identified	as	the	biggest	challenges	for	2021.	
Fiduciary	managers	are	also	expecting	that	
there	will	be	a	renewed	focus	on	sustainable	/	
responsible	investing	as	economies	emerge	from	
the pandemic leading to opportunities in   
this space.

“Increasing	drive	towards	sustainable/
responsible	investing	and	'positive	
impact'	investing,	and	the	ongoing	'digital	
revolution.'”	

“Policymakers	are	also	likely	to	spend	
heavily	to	grow	economies	back	to	pre-
pandemic	levels,	with	large	commitments	
going	toward	infrastructure	projects.	This	
presents	opportunities	in	infrastructure	
equity	as	a	range	of	long-lived	assets	are	
required	for	a	green	energy	transition.”	

“Ensuring	the	vaccine	rollout	progresses	as	
expected	and	virus	mutation	and	spread	is	
contained	in	order	to	allow	the	recovery	to	
continue.”	

“Inflation	fears	as	a	result	of	stimulus	could	
force	premature	interest	rate	rises	which	
would	likely	be	detrimental	to	growth-style	
equities.”	

Figure 6: Asset class that was detractor
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What should you 
be considering for 
your scheme?
• Is	your	prospective	/	current	fiduciary	manager	

accessing	a	wide	toolkit?	Do	they	have	the	resources	
to	generate	ideas	that	will	capitalise	on	opportunities?

• Does	your	existing	fiduciary	manager	provide	you	with	
a	breakdown	of	performance	into	components	such	
as	manager	alpha	(value	added	by	external	managers	
over	benchmarks)	and	dynamism?

• Will	your	prospective	/	current	manager	communicate	
opportunities	and	challenges	for	the	short	/	medium	
term	allowing	you	to	debrief	on	realised	performance	
in	the	future?
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Question 3:     
Can the fiduciary manager identify 
portfolio contributors/detractors and 
opportunities for the future?
Continued
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Where do you 
go from here? 
In	these	uncertain	times	for	financial	markets,	as	Trustees,	you	want	your	
fiduciary	manager	to	partner	with	you	on	this	journey.	You	want	to	have	
confidence	that	your	prospective	/	current	fiduciary	manager	will	meet	your	
investment	objectives.	Although	it	is	just	one	of	the	factors	to	consider	
when	selecting	or	assessing	a	fiduciary	manager,	past	performance	and	
understanding	the	drivers	of	that	performance	will	inevitably	be	key.	

Within	this	paper	we	have	discussed	the	three	key	questions	that	should	help	
you	assess	your	fiduciary	manager’s	performance	while	also	showing	how	the	
fiduciary	manager	universe	has	performed	over	the	last	few	years.	Furthermore,	
within	each	section	we	have	set	out	some	considerations	for	your	scheme	that	
will	help	you	make	this	assessment.	

However,	it	can	be	challenging	to	carry	out	this	assessment	without	having	an	
oversight	of	fiduciary	managers	in	the	market:	a	robust	research-based	insight	
into	how	they	manage	assets,	and	access	to	the	data	for	comparison	across	
different	managers.	We	recommend	using	an	independent	advisor	(such	as	Isio)	
to	support	you	with	ongoing	/	periodic	review	of	fiduciary	manager	performance.	

An independent advisor 
will be able to provide 
a whole of market view 
while enabling an apple 
with apples comparison 
of fiduciary managers. 
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Participants
The	performance	information	included	in	this	
paper	as	well	as	the	survey	responses	included	
are	based	on	the	responses	received	from	the	
following	fiduciary	managers	operating	in	the		
UK	defined	benefit	pensions	market.

We	thank	each	provider	for	their	input	in	this	
exercise.	We	have	relied	on	the	information	
provided	to	us	by	the	fiduciary	managers	as		 	
being	correct.

• Aon	Hewitt
• BlackRock
• Cardano
• Charles	Stanley	Asset	Management
• Goldman	Sachs	Asset	Management
• Kempen
• Mercer
• River	&	Mercantile
• Russel	Investments
• Schroders 
• SEI
• Willis	Towers	Watson

Notes

Considerations for GIPS 
We appreciate that there are some considerations 
to	make	when	using	GIPS	which	means	that	this	
data	should	be	used	with	caution.	Some	examples	
are	below:

• As	this	data	is	based	on	actual	client	
performance,	sample	size	by	manager	will	be	
dictated	by	data	availability	i.e.	the	number	of	
clients	they	have.

• Within	the	composites,	there	are	ranges	and	
so	there	could	be	some	deviation	in	strategies	
being	compared.

• Performance	is	shown	on	a	hedge	adjusted	
and	unadjusted	basis.	When	comparing	
the	performance,	it	should	be	ensured	that	
the	same	performance	is	being	consistently	
compared.

Composition of reference portfolios
The	composition	of	the	low	governance	option	is	
as	follows:
• 50%	Equities	-	MSCI	AC	World
• 50%	Corporate	bonds	–	IBOXX	Non-gilts	15+	

years

The	composition	of	the	liability	proxy	is	as	follows:	

• 50%	fixed	interest	gilts	–	FTSE	UK	fixed	over	
15-year	gilts

• 50%	index-linked	gilts	–	FTSE	UK	index	linked	
over	15-year	gilts

We	are	a	market	leading	team	of	14	individuals	
specialising	in	fiduciary	management	oversight	
and	research.	Our	key	market	differentiators	are:

Fiduciary expertise
We	have	extensive	experience	in	this	market	since	
2008	advising	clients	that	range	from	£10m	to	
£4bn	meaning	that	we	have	a	deep	knowledge	of	
best	practice	and	market	standards	to	help	you	
understand	the	market	and	assess	your	manager	in	
this	context.

Investment expertise 
All our team are investment consultants and are 
therefore	well	equipped	to	have	more	technical	
discussion	and	challenge	to	your	provider.

Manager research 
We	formally	rate	12	managers	in	the	market	and	
invest	a	huge	amount	of	time	monitoring	the	
managers.	We	know	the	managers	inside-out	to	
keep	you	up	to	date	with	developments	and	our	
views	but	also	articulate	how	they	compare	to	each	
other.

Performance database
We	have	collated	a	database	of	GIPS	performance	
of	12	fiduciary	managers	in	the	market	and	our	
models	allow	us	to	instantly	compare	performance	
of	fiduciary	managers	to	visually	answer	the	
questions	that	are	most	important	to	you.

Why Isio?

Our services

Fee	benchmarking	
exercises

Helping	with	fiduciary	
management selection 
/retender	exercises

Ongoing	monitoring

Performance	reviews

Fiduciary	management	
training

Governance 
assessment

Ad-hoc		
mandate	reviews
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Contact

The	information	contained	herein	is	of	a	general	nature	and	is	
not	intended	to	address	the	circumstances	of	any	particular	
individual	or	entity.	Although	we	endeavour	to	provide	accurate	
and	timely	information,	there	can	be	no	guarantee	that	such	
information	is	accurate	as	of	the	date	it	is	received	or	that	it	will	
continue	to	be	accurate	in	the	future.	No	one	should	act	on	such	
information	without	appropriate	professional	advice	after	a	thorough	
examination	of	the	particular	situation.

Isio	Services	Limited	is	authorised	and	regulated	by	the	Financial	
Conduct	Authority	FRN	922376

Paula Champion
Head	of	Fiduciary	Management
paula.champion@isio.com
0117	374	6477

Faye Mullen
Head	of	Fiduciary	Management	Research
faye.mullen@isio.com
0113	512	5621

Aqib Merchant
Assistant	Head	of	Fiduciary	Management	Research
aqib.merchant@isio.com
020	7123	6067

Emmad Chinoy
Investment	Consultant
emmad.chinoy@isio.com
020	7123	6015


