
T rustees would almost certainly be unable to

maintain confidence in a fund manager based on an

annual meeting that discussed only the quality of

their presentations and the timeliness of reports. Instead,

they would expect to know, amongst other things, if key

personnel had left the firm; if there had been any

corporate actions that would affect the service they

receive; and if there had been a sudden change in the

number of clients, either positive or negative. Of course,

they would also look at the performance of the manager.

It is therefore surprising that, for many funds, the review

of the investment consultant consists of little more than

an annual meeting to discuss the service received, a

governance standard far less than applied to fund

managers. Granted, fund managers have full discretion

over the assets under management and, consequently,

detailed monitoring and measuring of performance is

essential. However, it is now widely accepted that the

impact of fund managers on the risk and long-term

performance of a fund is less than 10%, with more than

90% resulting from strategic decisions. Since these depend

on advice from the investment consultant, it would not be

unreasonable to expect trustees to ensure that the same

standard of review and monitoring was applied to the

investment consultant as was used for fund managers.

‘Building a monitoring
framework to capture key
performance measures is
important in the regular review
of investment consultants.’

There are two steps that could make a significant difference

to how trustees can improve the monitoring of their

investment consultant, and with it, the overall governance

of the scheme. Firstly, they can establish a process for

regular monitoring; and secondly they can introduce a

framework to capture key performance measures.

Regular monitoring should be capable of identifying any

issues that could impact on long-term performance and

that, therefore, need to be raised with the consultant at 

the annual review meeting. Key areas should ideally 

be benchmarked both over time and against other

consultants, consequently providing early warning of

significant alterations that could result in a change in the

quality of service received. Whilst there are a number of

areas that should be regularly monitored, two key ones are: 

Personnel 
It is obvious that if a fund’s lead consultant left, it would

cause concern about how this would affect the quality of

advice received. However, the consultant depends on the

wider research capability of their firm to provide advice

and, consequently, a significant change in the wider

research personnel could have an equally adverse effect on

the service received.

Clients
An unexpected change in the consultant’s clients could

also be a warning sign of wider issues. A sudden acceleration

in the client loss rate would clearly be a cause for concern,

but it is also possible that a rapid increase in clients could

produce a strain on the consultant’s resources, leading to a

decline in service.

Building a monitoring framework to capture key

performance measures is important in the regular review

of investment consultants. Such a framework should

record key metrics, such as the change in a scheme’s

funding position and the performance against the strategic

benchmark (an indication of the quality of fund manager

recommendations and medium-term asset allocation

advice), along with softer measures such as effectiveness

of asset transitions and the timeliness of report delivery.

This framework is essential in enabling trustees to

maintain an overview of the effectiveness of the service

they receive from the consultant.

The combination of regular monitoring of investment

consultants, together with a framework to capture key

measures, will provide trustees with the necessary

information to effectively monitor their investment

consultant and to challenge them at their annual meeting.

Whilst the resource needed to achieve this is small, it

should lead to a step change in governance for many

pension schemes.

Roger Brown, Founder and Director of IC Select Ltd, advocates improved monitoring
of investment consultants and the benefits to a scheme’s governance that this brings…

Review and recoup
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