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A note from the CEO
Welcome to the bfinance 2018 Asset Owner Survey – our largest
investor research study to date, and one which we hope will shed fresh
light on key challenges faced by our clients and their peers around the
globe. I would like to thank each and every investor who participated:
we know that your time is valuable and we are grateful for your support.
Each year, we read numerous investor surveys from asset managers,
consultants, research organisations, academics and others. We hope
that this study, like our firm, offers something rather different.
David Vafai
Chief Executive Officer

At the heart of the report lies a fundamental tension. There is, to quote
the concluding section (“implementation and governance”), a gulf
between the returns that many investors require and the widespread
expectations for what a traditional portfolio may be expected to deliver
through the coming decades.
With investors making substantial changes to improve long-term riskadjusted returns, the job of the investor CIO is getting harder and
successful delivery is becoming increasingly reliant on the quality of
front-line implementation decisions. The bfinance team is committed
to supporting investors in making these implementation decisions by
providing independent insight, a highly client-specific approach and
deep sector expertise. This research is intended to further this mission
by raising awareness of asset owners’ practices and needs.
We would also like to give warm thanks to the P&I Content Solutions
Group for their valuable advice on the survey questionnaire and for
inviting the participation of their esteemed research panel.

bfinance is an award-winning specialist consultant that provides investment implementation advice to pension
funds and other institutional investors around the globe. Founded in 1999, the London-headquartered firm has
conducted engagements for more than 300 clients in 33 countries and now has eight offices in seven countries.
Services include manager search and selection, fee analysis, performance monitoring, risk analytics and other
portfolio solutions. With customised processes tailored to each individual client, the firm seeks to empower
investors with the resources and information to take key decisions. The team is drawn from portfolio management,
research, consultancy and academia, combining deep sector-specific expertise with global perspective.
This commentary is for institutional investors classified as Professional Clients as per FCA handbook rules COBS
3.5R. It does not constitute investment research, a financial promotion or a recommendation of any instrument,
strategy or provider.
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Why read on?
In the summer of 2018,
485 investors around the globe,
with assets approaching US$8
trillion, participated in a
study on investment and
organisational strategies.
The results reveal something quite remarkable.
Although the average investor has transitioned
towards a more complex portfolio, featuring
greater use of non-traditional (and typically more
costly) asset classes, they have achieved savings
which more than outweigh those additional
expenses. As a result, asset allocators’ average
costs have fallen rather than risen over a
three-year period.
Furthermore, those savings are not necessarily
coming from high-impact strategic shifts, such as
insourcing or passive management. Although a
minority (31%) have moved towards passive equity
over the last three years and 19% have increased
the proportion of assets managed in-house,
other less-publicised tactics such as mandate
consolidation and Transaction Cost Analysis
have proven more popular. At the top of the list:
successful fee renegotiations.
The study also uncovers substantial geographical
differences. In a nutshell, European and Australian
investors have reduced their asset management
fees – and costs in general – more than their North
American and Asian/Middle Eastern counterparts.
This study is broken down into three sections.
Part 1, “INNOVATION,” reveals changes that
investors are making as they seek to improve long-
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term returns. We see respondents adding new asset
classes, building investment teams and boosting the
proportion of illiquid investments (or trying to, with
results showing that many are currently underweight
versus their Strategic Asset Allocation).
Part 2, “EFFICIENCY,” unveils reductions in overall
costs and fees, broken down across asset classes,
and indicates the different approaches that investors
have used to achieve those savings (“belt-tightening
tactics”).
Part 3, “DIGGING DEEPER,” looks more closely
at key aspects of implementation. This includes
the changing ways in which investors are using
asset managers and investment consultants, the
increasing relevance of Environmental, Social
and Governance (ESG) issues in implementation
decisions, and further examination of challenges
in private market investments.
We hope that readers find the results interesting,
and welcome further comments or queries.
Respondents can request more detailed
breakdowns of particular questions by relevant
peer groups (e.g. “North America endowments,
USD 10-25 billion,” “Australian pension funds,”
“all UK”). Please do get in touch to find out more.

Kathryn Saklatvala
Director, Investment Content
ksaklatvala@bfinance.com

Introducing the 2018 Asset Owner Survey
Key Takeaways
66% of investors have entered a new asset
class or strategy in the last 3 years. Private
debt, infrastructure, real estate, emerging
market equity and alternative risk premia
are the most popular new additions.

49% have increased their allocations
to private markets. Yet 46% are
underweight versus SAA, citing access
challenges, slow capital calls and a lack of
attractive opportunities.

Despite rising complexity and illiquidity,
only 27% of investors are spending more
overall than they did three years ago –
41% spend less. 51% are paying less
in external manager fees versus 17%
who have seen fee spend increase.

Cost reductions are evident across
asset classes – not just in equity.
Key tactics include renegotiation,
mandate consolidation, external fee
benchmarking, TCA, and co-investment.
Only 37% believe that performance fees are
an effective way of aligning interests.

31% have shifted towards passive
management and 20% have
moved towards smart beta. But
respondents expect active managers
to outperform in the next 12 months.
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For hedge fund portfolios, the mantra
is better diversification: 41% of
investors using hedge funds have
recently overhauled their holdings to
reduce directional equity exposure.

41% say ESG will play “a major role in future
manager selection”; 10% have terminated/changed
managers due to ESG reasons. 45% believe that
“good ESG integration requires an active (as opposed
to a passive/systematic) approach”; 19% disagree.

32% of investors have made significant
changes to risk management in
the last three years, with another 14%
planning to do so in the next 12 months.

With consultants and managers
encroaching on each other’s territory, 33%
of investors have increasingly used asset
managers for strategic advice
while 45% believe asset management by
consultants represents a conflict of interest.

57% have used two or more consultants /
investment advisors during the past year; 31% used
three or more. Investors larger than US$10 billion are
more likely to use no consultants than smaller peers,
but they are also more likely to use four or more.
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Survey respondents
The investor participants span
a wide range of regions, fund
types and sizes.

group features strong representation from
Europe (165), particularly the UK (46). There is also
a substantial minority of investors from Australia
and New Zealand (37), whose data reveals
interesting regional trends.

In total, 485 senior investment personnel
participated in this study around April-June 2018.
The majority are from pension funds (66%), although
165 work at other types of institution including
endowments and foundations, sovereign wealth
funds, insurers, healthcare institutions, family
offices and more.

It is important to note some relationships between
size, type and geography that can skew findings.
Most notably, the North American group contains
more endowments and foundations than other
regions. The endowments and foundations are
also, on average, of a smaller size.

While 53% are in North America, and the US is the
largest single country in terms of participation, the

LOCATION

165
Europe

257

63

North America

Australia/Pacific, Asia/MidEast & Other

SIZE

<$1 billion
21%

$1-10 billion
41%

$10-25 billion
20%

>$25 billion
18%

TYPE

Pension plan (corporate):
Pension plan (public) 		
Foundation/Endowment/SWF:
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36%
30%
14%

Insurance/Healthcare:
Family office:
Other investor:

8%
3%
9%

Part 1: INNOVATION
Entering new asset classes
During the last three years, 66% of investors have added at
least one new asset class or strategy in which they had not
previously invested.

The questionnaire assessed the popularity of various
innovations, including: entering new asset classes,
investing more in private markets, adding in-house
staff, cutting/boosting hedge funds, implementing a
new ESG policy, making significant changes to risk
management and insourcing asset management.

Two thirds of investors have added at least one
new asset class to the portfolio in the last three
years, and an additional 9% are planning to do so
imminently (within 12 months). European investors
and larger institutions have been more active in this
regard than others.

FIGURE 1: HAVE YOU RECENTLY ADDED A NEW ASSET CLASS/STRATEGY?

>USD 10 Billion

25%

69%

USD 1-10 Billion
<USD 1 Billion

68%

56%

66%

0%

YES, IN THE PAST 3 YEARS

66%

57%

5%

11%

32%

80% 90% 100%

NO

Both “asset class” and “strategy” were requested because of investors’ varying approaches. Some, for instance, would think of
infrastructure as an asset class while others would consider it a strategy within “real assets” or elsewhere.
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17%

23%

11%

10% 20% 30% 40% 50% 60% 70%

NO, BUT PLAN TO IN THE NEXT 12 MONTHS

20%

35%

78%

Aus/Pacific,
Asia/MidEast & Other
North America

12%

9%

Europe

9%

19%

12%

Entering new asset classes continued
Private debt proves to be the most popular new addition in Europe
and overall, while unlisted infrastructure tops the list in North
America. Emerging market equity, real estate and alternative risk
premia also score highly.

Investors were also asked to specify new asset
classes/strategies that they’re entering, as shown
below. Overall, private debt, unlisted infrastructure,
unlisted real estate and EM equity are at the top the list.

note ARP as one of the additions, placing this in first
place alongside private debt. Although sometimes
prosaically described as a “cheaper alternative to
hedge funds,” ARP also appeals to a new cohort of
investors that have not had hedge fund exposures. It
also ticks key boxes that fit the zeitgeist: liquid, lowcost and systematic.

In the US, infrastructure is the most popular new
addition, followed by real estate and emerging market
equity with private debt in fourth place. In Australia/
Pacific and Asia/MidEast, a disproportionately large
number of investors are entering hedge funds (38%
versus 26% globally).

Readers should note that investors were presented
with a list of options in addition to an “other” field
which could be filled in freely. Due to the nature of
questionnaires, the “other” category is likely to be
under-represented; it is entirely probable that Emerging
Market Debt, Loans and Green Bonds (three of the
most popular “others”) would have received larger
responses had they been named in the long-list.

Australia/Pacific investors are particularly active in ARP
strategies, which have come onto the scene during
the last three years. This finding is somewhat stifled by
the chart below where these respondents are grouped
with Asia/ME. Of the 78% of Australia/Pacific investors
that confirm adding a new asset class/strategy, 64%

FIGURE 2: IF YOU HAVE RECENTLY ADDED (LAST THREE YEARS) OR PLAN TO ADD (NEXT 12 MONTHS) NEW
ASSET CLASSES/STRATEGIES, PLEASE INDICATE WHICH:
70%
60%

54%
44%

50%

40%

40%
32%

40%

32%

28%

30%

26%

26%

24%

22%

20%

17%

16%

11%

8%

12%

ALL

NORTH AMERICA

EUROPE

Other

Trade finance

Commodities

Currency

Agric/Timber

Multi-asset

RE debt

Smart beta

Hedge funds

Infra debt

Private equity

Alternative beta
/ARP

EM Equity

Real estate
(unlisted)

Infrastructure
(unlisted)

0%

Private debt

10%

AUSTRALIA/PACIFIC, ASIA/MIDEAST & OTHER

Data includes both “done in last 3 years” and “will do in next 12 months” (75% of total investor sample). Notable “others” include
EM debt (2%), followed by Loans, Mortgages, MLP, Listed Infrastructure and ESG equity / green bonds. Note: the question wording
features both “asset classes” and “strategies” due to differences in investors’ approaches (some, for example, would consider
infrastructure to be an asset class; others would treat it as a strategy within another asset class).
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Entering new asset classes continued
Investors have added an average of 3.2 new asset classes/
strategies to portfolios in the last three years.

Multiple asset class additions are the norm.
Investors have added an average of 3.2 new asset
classes and strategies during the past three years,
with a very substantial minority (12%) noting eight or
more. If we exclude those who are not adding any
new asset classes/strategy, the average rises to 4.3.
When comparing recently added strategies with
those that investors plan to enter during the
next twelve months, we observe some notable
differences. Unlisted infrastructure and currency
are becoming increasingly popular for new entry,
whereas emerging market equity, private debt
and real estate debt are proving somewhat less
popular as new additions than they have been
during the past three years. Of those intending to
add new asset classes in the next 12 months, 38%
note private debt, 47% unlisted infrastructure and

24% EM equity. A decline in the number of new
entrants to an asset class should not, of course, be
interpreted as a decline in overall appetite; we may
expect to see a natural tailing off in new additions
after a prolonged period of popularity.
It is interesting to see a modest rise in the popularity
of currency as a new asset class/strategy. At
bfinance, we have seen relatively few clients
introducing currency management strategies for the
first time; a more prominent trend in recent months
has been a change of approach, such as moving
from passive currency overlays towards enhanced
overlays. With divergence in developed market
interest rates, we expect to see investors continuing
to re-evaluate approaches to this subject.

FIGURE 3: NUMBER OF NEW ASSET CLASSES/STRATEGIES NAMED BY RESPONDENTS:

25%
37%

0 ASSET CLASSES
1 ASSET CLASS
2 ASSET CLASSES

12%

3 ASSET CLASSES
4 OR MORE

12%

14%

Includes both “yes, in the past 3 years” and “no, but plan to do this in the next 12 months.”
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Boosting illiquid investments
49% of investors have increased their allocations to private
markets during the last three years, while an additional 11%
who have not done so are planning to within 12 months.

Higher allocations to private markets proved to be one of the key investor trends
in the aftermath of the financial crisis, tracked by various surveys and reports in
the 2010-15 period. It is interesting to see data confirming that the trend, far from
settling down, has continued strongly through the last three years.

Peter Hobbs

Managing Director and
Head of Private Markets

Sweta Chattopadhyay

Yet, as the following pages show, implementation is far from straightforward.
While allocations might have continued to rise, investors are finding it increasingly
difficult to deploy those allocations successfully. Nearly half of investors in private
markets are currently underweight versus their strategic asset allocation
and only 12% are overweight. We know that this is a challenge from our
day-to-day experience, but this is the first time we’ve seen data indicating
the extent of this pattern.
In some cases, being underweight is evidently a strategic choice (see Figure
6), but more commonly it is the result of other obstacles such as slower-thanexpected drawdowns and difficulty finding the right managers or opportunities.
With many investors looking to private markets for return enhancement and
diversification, it is increasingly critical to look beyond the asset allocation
models and get the implementation right.

Director, Private Markets

FIGURE 4: HAVE YOU INCREASED YOUR ALLOCATION TO PRIVATE MARKETS?

>USD 25 Billion

40%

USD 10-25 Billion

55%

USD 1-10 Billion

55%

<USD 1 Billion

49%

57%

25%

North America

YES, IN THE PAST 3 YEARS
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11%

34%

15%

10%

50%
63%

46%

10% 20%

30%
66%

40%

Aus/Pacific,
Asia/MidEast & Other
0%

38%

9%

Europe

11%

5%

8%

18%

29%
36%

30% 40% 50% 60% 70% 80% 90% 100%

NO, BUT PLAN TO IN THE NEXT 12 MONTHS

NO

Boosting illiquid investments continued
46% of respondents that invest in private markets are
underweight versus their long-term Strategic Asset Allocation.

Although many investors have been increasing
their allocations to private markets, the subject of
investment is a very different one. Data indicates that
46% of investors that have an allocation to private
markets are currently underweight versus their longterm SAA. Only 12% of the group are overweight.

investors with allocations to real assets, private
debt, private equity, infrastructure debt and venture
capital are also underweight, with a small minority
(6 – 17%) overweight.

This is particularly notable in private infrastructure,
where 47% of those that have an allocation to the
sector are currently beneath the figure in practice,
while only 9% are above. Yet more than a third of

FIGURE 5: IF YOU INVEST IN (THE ASSET CLASSES BELOW), ARE YOU UNDERWEIGHT OR OVERWEIGHT
VERSUS YOUR STRATEGIC ASSET ALLOCATION?

46%

Private markets overall
Real assets overall

42%

39%
47%

Infrastructure (unlisted)
Private debt

39%

Private equity

39%

Infra debt

38%

Venture capital

38%

52%

9%

44%

9%

51%
44%
56%
53%
60%

31%

Real estate (unlisted)

56%

28%

Agriculture
0%

10%

20%

UNDERWEIGHT

40%

AT WEIGHT

50%

60%

70%

80%

6%
9%
8%
13%

62%

30%

10%
17%

32%

Real estate debt

12%

90%

10%

100%

OVERWEIGHT

Note: Where the investor does not have a specified allocation to the asset class/strategy, respondents were asked to estimate the
current positioning versus the intended long-term status.
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Boosting illiquid investments continued
Of those that are underweight in private markets, 53% are actively
trying to invest more while a further 25% indicate that “not enough
capital is being called” on what should be an appropriate volume
of commitments.

What are the reasons behind the underweight
positions illustrated in Figure 5? Less than a quarter
of relevant investors (and less than a fifth of North
American investors) say that “it’s a tactical decision,
the opportunities are less attractive now.”

powder and strong valuations have extended the
average drawdown period considerably, creating a
substantial drag on returns. How non-committed
or uncalled capital should be deployed is an
increasingly important topic.

In the majority of cases, these underweight positions
are a result of either the extended time taken to
make appropriate commitments or the delay in
capital calls after commitments have been made.
These two issues are a routine feature of private
market investment. Yet market conditions during
last two years have exacerbated the challenge.
Investor demand for the more popular managers/
funds has been very strong, while high levels of dry

Figure 6 also illustrates some notable geographical
distinctions. More than 30% of Australian investors
indicated that they were underweight because “the
opportunities are less attractive now,” suggesting
that this group is more sceptical on current
valuations than their global peers. Key obstacles
and challenges involved in private markets are
explored further in Figure 29.

FIGURE 6: FOR UNDERWEIGHT POSITIONS IN PRIVATE MARKETS, WHICH OF THESE MOST CLOSELY
DESCRIBES YOUR REASONS?
60%

57%

53%

52%

50%

43%

40%
30%
20%

26%

25%

22%

25%

23%

27%

30%

17%

10%
0%
All

North America

Europe

Aus/Pacific,
Asia/MidEast & Other

It’s a tactical decision, the opportunities are less attractive now
It’s temporary, we’re actively trying to invest more
We’ve made the appropriate commitments, but not enough capital is being called
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Improving diversification
Among the investors that use hedge funds, 41% have overhauled
their hedge fund portfolios during the past three years in order to
improve diversification versus equity, and an additional 14% plan
to do so this year.

Of the survey participants that invest in hedge funds
(56%), 34% have reduced their allocation to this
sector over the past three years and 23% have
increased allocations. It’s also worth noting that 30%
are currently underweight their strategic allocation
to hedge funds with just 11% overweight.

14% intend to do so in the coming 12 months.
This shift is more popular among larger institutions
than smaller ones.
While Figure 7 concentrates on hedge funds, this
diversification appetite is also linked with the rise
of ARP and Multi-Asset strategies (Figure 2).
ARP in particular has expanded the menu of liquid
alternatives, and its key attributes – low cost,
liquid, systematic – have been in tune with
investor sentiment.

More interestingly, there has been a trend towards
adjusting the composition of hedge fund portfolios to
achieve lower directional equity exposure. 41% have
done this during the last three years and a further

FIGURE 7: IN THE LAST THREE YEARS, HOW HAVE YOU CHANGED YOUR HEDGE FUND INVESTMENTS?

Changed the composition of hedge fund
investments to improve diversification vs equity

41%

Reduced the proportion of assets
in hedge funds

34%

Increased the proportion of assets
in hedge funds

23%

0%

YES, IN THE PAST 3 YEARS

10%

20%

14%

43%

9%

57%

14%

30%

63%

40%

50%

60%

NO, BUT PLAN TO IN THE NEXT 12 MONTHS
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70%

NO

80%

90%

100%

Improving diversification continued
Hedge funds, liquid alts and portfolio diversification

Toby Goodworth

Managing Director,
Head of Risk and
Diversifying Strategies

Overhauling hedge fund portfolios to improve diversification versus
equity is a key priority that we have been addressing with clients. It is
interesting to see this trend demonstrated in Figure 7. The emphasis
on diversification has strongly influenced client appetite for particular
hedge funds and liquid alternatives. We have seen disproportionately
high demand for strategies with low net exposure or more convex return
profiles, which can generate returns in market sell-offs. These include,
for instance, CTAs and systematic macro strategies.
The need to improve diversification is also a strong driving force behind
the “significant changes to risk management” illustrated in Figure 10.
Investors are seeking to gain a more sophisticated understanding of their
underlying risk exposures across public and private markets, to ascertain
how their portfolio should perform through different market conditions
and determine appropriate diversifying strategies.

Pal Sarai

Managing Director,
Head of Client
Consulting

We have also observed an increasingly strong preference among hedge
fund investors for systematic versus discretionary strategies. This may, in
part, be due to the greater emphasis on risk premia, which are systematic
in nature. But we are also seeing a preference for lower-cost and liquid
strategies, which usually tend to be systematic rather than discretionary.
This emphasis on cost and liquidity has also supported the growth of the
ARP sector, as noted previously.
During the last year, a key implementation consideration has been how to
blend hedge funds effectively with ARP strategies. While we have worked
with investors to introduce ARP on a standalone basis, we have also
helped to develop portfolios where hedge funds and ARP sit side by side,
and – more recently – worked on selecting Fund of Hedge Funds with an
ARP component. Aside from diversification, overall fee reduction is a key
theme of these blended approaches.
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Building the investment team
Nearly half of the respondents have either increased the number of
investment staff over the last three years or plan to do so imminently.

40% of investors have increased the number of
investment staff over the last three years, with a
further 7% planning to do so in the next 12 months.
There is considerable differentiation by region and
size, with large institutions and Australian pension
funds leading the figures. Only 30% of North
American institutions have added staff in the last
three years, but readers should note that this
region features a higher proportion of small
(<USD 1 billion) institutions.

In part, these rising staff numbers have been
supported by the addition of new asset classes
and strategies, in many cases requiring new skills,
increasing allocations to private markets (note that
49% of respondents in Figure 29 cite “lack of inhouse expertise” as a challenge in this space). Risk
management and ESG are two other areas that
have created greater demands on in-house teams:
Figure 10 indicates that 32% of investors have made
significant changes to risk management in the last
three years, while 24% have implemented a new
ESG policy; both of these figures are expanding
significantly in the next 12 months.

These figures are further supported by spending
data in the “EFFICIENCY” portion of this paper:
Figure 16 indicates that spending on staff has
bucked the overall cost reduction trend, with
expenses in this area increasing: 40% are spending
more on their in-house team than they were
three years ago; 23% are spending less.

FIGURE 8: HAVE YOU INCREASED THE NUMBER OF IN-HOUSE STAFF?

>USD 25 Billion

60%

USD 10-25 Billion

55%

USD 1-10 Billion

40%

<USD 1 Billion

53%

North America

38%

YES, IN THE PAST 3 YEARS

40%

8%

54%

30%

9%

61%
47%

4%
57%

10% 20%

49%
7%

36%

30% 40% 50% 60% 70% 80% 90% 100%

NO, BUT PLAN TO IN THE NEXT 12 MONTHS
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32%

82%

Aus/Pacific,
Asia/MidEast & Other
0%

5%

12% 6%

Europe

7%

8%

NO

Building the investment team continued
More in-house staff doesn’t necessarily mean more in-house asset
management. Only 19% of investors (and 44% of large investors)
have increased the proportion of assets managed in-house.

Overall, just 19% of investors have increased the
proportion of assets managed in-house in the
past three years. Yet, among large institutions, this
has been a very popular innovation. In total, 44%
of investors with assets above USD 25 billion are
managing a higher proportion of assets in-house
than they did three years ago.

In addition, 18% of the respondents have begun
managing an asset class/strategy in-house that was
previously only externally managed. The move to
build new in-house capability for an asset class is a
somewhat separate issue from overall percentages,
and likely to be more burdensome.

FIGURE 9: INSOURCING ASSET MANAGEMENT

Have you increased the
percentage of assets
managed in-house?

19%

Have you increased the
percentage of assets
managed by external
managers?

15%

Have you begun managing
an asset class/strategy
in-house that was previously
externally managed?

10%

Investors with >USD
25 billion: 44% say
“Yes, in the past
three years”

73%

3%

18%

0%

10%

82%

6%

20%

Investors with >USD
25 billion: 42% say
“Yes, in the past
three years”

76%

30%

YES, IN THE PAST 3 YEARS

40%

50%

60%

70%

80%

90%

100%

NO, BUT PLAN TO IN THE NEXT 12 MONTHS

NO

FIGURE 10: ESG AND RISK MANAGEMENT

Have you made
significant changes to
risk management?

32%

Have you implemented
a new/different
ESG policy?

24%

0%

10%

20%

54%

19%

30%

YES, IN THE PAST 3 YEARS
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15%

40%

58%

50%

60%

70%

80%

90%

16% of investors in
North America: say “Yes,
in the past three years,
vs. 33% of investors
elsewhere

100%

NO, BUT PLAN TO IN THE NEXT 12 MONTHS

NO

Part 2: EFFICIENCY
Cutting costs
41% of investors have managed to cut overall expenses
versus three years ago, while just 27% are spending more.

Improving efficiency is a key priority, particularly
given the popular innovations that – almost by
definition – can result in greater expense: higher
allocations to private markets, new asset classes,
extra staff and more complex portfolios. Indeed,
CEM Benchmarking data referenced in the bfinance
2017 fee study (“Investment Management Fees:
New Savings, New Challenges”) indicated that
investors’ average total costs had increased through
recent years.

Yet new data in this study suggests that average
costs have actually decreased during the last three
years as a percentage of assets (Fig. 11) and, in
particular, that total external manager fee spending
has declined (Fig. 14). 41% of investors said that
their costs are lower than they were three years ago,
versus just 27% whose costs increased.

FIGURE 11: HAVE TOTAL COSTS INCREASED OR DECREASED IN THE LAST THREE YEARS?
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FIGURE 12: TOTAL ANNUAL COSTS AS A PERCENTAGE OF FUND ASSETS
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Cutting costs continued
External asset manager fees have been a key source of savings:
51% are paying less than they were three years ago, led by
European and Australian investors.

Just over half of investors are spending less on
asset manager fees than they were three years ago,
including 61% of European investors and 70% of
Australian investors. In addition, this chart shows a
positive correlation between investor size and fee
reduction. This can be ascribed to multiple factors,
including more scope for mandate consolidation
(see Fig. 23) and insourcing (Fig. 9).

FIGURE 13: INVESTORS WHO HAVE INCREASED
ALLOCATIONS TO PRIVATE MARKETS SAY
(PER FIG. 5)
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It is interesting to note that the majority of investors
who reported increasing allocations to private
markets (Fig. 4) have also managed to reduce both
manager fees and total costs at the same time.
Indeed, this group have been more successful in
improving efficiency than their peers.
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FIGURE 14: HAVE EXTERNAL MANAGER FEES INCREASED OR DECREASED (AS A PERCENTAGE OF TOTAL
ASSETS) IN THE LAST THREE YEARS?
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Cutting costs continued
Equity has been in the front seat for fee reductions: 53% are
spending less on equity managers as a percentage of equity
assets than they were three years ago. Yet other asset classes
have also seen some notable savings.

Equity manager fees are at the forefront of
reductions: 53% are spending less on equity
managers as a percentage of equity assets
than they were three years ago, with only 11%
spending more.

private market assets (14% increased); 36% spend
less on hedge funds as a percentage of hedge fund
assets (7% spend more) and 41% pay less for their
fixed income managers (10% more).

Many investors have achieved fee savings in other
asset classes. 29% of investors have reduced their
fee burden in private markets as a percentage of

FIGURE 15: HAVE THE FOLLOWING FEES INCREASED OR DECREASED (AS A PERCENTAGE OF TOTAL
ASSETS) IN THE LAST THREE YEARS?
100%
80%

11%
36%

10%

14%

49%

57%

7%
57%

60%
40%

53%
41%
29%

20%

36%

0%
Equity manager
fees (as % of
equity assets)

Fixed income manager
fees (as % of fixed
income assets)

LOWER THAN THREE YEARS AGO

Private markets manager
fees (as % of private
market assets)

ABOUT THE SAME

Hedge fund manager
fees (as % of hedge
fund assets)

HIGHER THAN THREE YEARS AGO

Note: Investors were asked to specify fees as a proportion of the relevant asset class, so that actual fee reductions were not
confused with broader asset allocation changes (e.g. a lower equity fee spend resulting from a lower equity allocation).
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Cutting costs continued
Although fees and costs are down, spending on in-house staff is
slightly up: 40% of investors are spending more on staff (as a % of
total assets) than they did three years ago, while 23% have reduced
cost in this area.

The only area identified where costs have increased
on average was internal staffing. The trend is
particularly strong in Australia/Pacific where 51%
of respondents are spending more on in-house staff
than they did three years ago. This reflects the
team-building trend in Figure 8 and to some extent
much more modest insourcing activity illustrated
in Figure 9.

Insourcing is touched upon further in the following
section on “belt-tightening tactics.” Yet we would
caution against treating insourcing as a costreduction measure. The expenses involved are
far from transparent: 75% of investors believe it is
“difficult” or “somewhat challenging” to compare
the overall cost involved in managing assets inhouse versus through external managers.

FIGURE 16: HAS SPENDING ON IN-HOUSE STAFF INCREASED OR DECREASED (AS A PERCENTAGE OF TOTAL
ASSETS) IN THE LAST THREE YEARS?

40%

STAFF COSTS
(as % of assets)

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%

37%

39%

44%

31%

49%

28%

23%

19%

Europe

42%

39%

34%

25%

39%

35%

49%

33%

29%

North
America

44%

Aus/Pacific,
Asia/MidEast
& Other

22%

22%

>USD 25
billion

USD 10-25
billion

16%

USD 1-10
billion

<USD 1
billion

23%

LOWER THAN THREE YEARS AGO

ABOUT THE SAME

HIGHER THAN THREE YEARS AGO

FIGURE 17: HOW EASY IS IT TO COMPARE COSTS OF MANAGING ASSETS IN-HOUSE VERSUS USING
EXTERNAL MANAGERS?
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Belt-tightening tactics
56% of investors have renegotiated their way to significantly better
fees (more than 10% less) from the same managers, while 40%
have consolidated – getting lower fees by giving larger mandates to
fewer partners.

The five most popular strategies for bringing down
costs in the last three years have all involved obtaining
better asset manager fees for broadly similar
strategies. In addition to the three noted below, that
top five includes Transaction Cost Analysis (TCA) and
“Switching” (similar strategies, different providers with
lower fees). For many investors, focusing on TCA has
been a relatively recent development: 19% of investors
have not yet examined this area but are doing so in the
coming year.

management” sits in sixth place, while the move to
smart beta is at number nine. However, further analysis
to see how many have moved towards either passive
management or smart beta reveals a considerably
higher figure, as explored in Figure 21.
Asked about other measures that they may have taken
(not included in this list), respondents also mentioned:
collaborative negotiation via investment consultants,
reviewing FX costs, and moving from separate
accounts to funds where it was more cost efficient
to do so.

Approaches that involve a change in investment type
or allocations are less widespread. The “shift to passive

FIGURE 18: WHICH OF THE FOLLOWING (POTENTIALLY COST-REDUCING) MEASURES HAVE YOU TAKEN?
“Renegotiate” (significantly [>10%] lower fees
same manager/s)
“Consolidate” (larger mandates,
fewer managers)
“Compare” : external fee
benchmarking study
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See Fig. 21: 41% of investors moved towards either passive management or smart beta (or both) in the past 3 years
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Belt-tightening tactics continued
29% of investors say that they have restructured managers’ fees
within the last three years. 37% believe that performance fees are
an effective way of aligning interests.

Fee structures, performance and alignment

Justin Preston
Senior Director,
Public Markets

For investors in active equities, performance-related fees have always been
intuitively appealing. The subject has been back in the spotlight during recent
months, with several asset managers and consultants publicly advocating
performance fees, including Mercer and Fidelity. However, it is very challenging
to create structures that are (a) effectively aligned, (b) palatable to stakeholders
through all conditions and (c) unlikely to increase overall long-term fee leakage.
Although many equity managers are prepared to consider performance fees,
conventional PRF models can leave investors exposed to uncomfortable
scenarios, such as paying performance fees for beating the benchmark during
a large downturn, or encouraging managers to take excessive/insufficient risk
depending on the calendar. While there are structural solutions, those answers can
create new problems, such as the way in which high watermarks can incentivise
clients to stay with underperforming managers. Careful design is essential.
Our clients have largely continued to prefer ad valorem (fixed) fee structures
for equity managers. These – at the very least – bring simplicity, ease of price
comparison and certainty for budgeting costs. There are also innovations in equity
fee structures that do not necessarily involve PRF. One newer model involves caps
on ad valorem charges to limit fee inflation in the event of market-driven asset
growth. This has been encouraged by the bull run of recent years, but is not a
mainstream practice.

FIGURE 19: DO YOU BELIEVE THAT PERFORMANCE FEES ARE AN EFFECTIVE WAY OF ALIGNING MANAGERS’
INTERESTS WITH YOURS?

21%

37%

AGREE
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DISAGREE

42%
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Negotiation and renegotiation
Large investors have been more successful at renegotiating fees
with existing managers than smaller investors: 73% of participants
with assets over $25 billion say that they have renegotiated
significantly (>10%) lower fees from the same manager(s), versus
37% of investors <USD1 billion.

Renegotiation success leads the list of cost-cutting
measures in Figure 18, but closer analysis of the
data uncovers substantial differentiation between
respondent types.

Readers should note that several of the other
popular measures are strongly related to negotiation
or renegotiation tactics. External fee benchmarking
studies (#3) are often used to support fee reviews
with existing partners. Transaction Cost Analysis (#4)
can be a valuable tool in the negotiator’s arsenal:
by getting a stronger sense of the efficiency of the
manager’s execution relative to their competitors,
the investor can use this insight to press for better
terms. Collaboration with peers (#10) can also be a
useful tactic, while switching to cheaper providers of
similar strategies (#5) speaks for itself.

Stronger responses among larger investors may
suggest that this community has pushed harder
on fees, or – perhaps more likely – that managers
will go to greater lengths to keep these clients
on-side. Regional divides are also notable, with
79% of Australia/Pacific investors indicating that
they’ve delivered significant savings through fee
renegotiations in the last three years.

FIGURE 20: ANALYSIS OF COST-REDUCING MEASURES IN FIG. 19, RENEGOTIATE (SIGNIFICANTLY [>10%]
LOWER FEES, SAME MANAGERS)
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Active, passive and smart beta
31% of investors have moved from active towards passive
management in the last three years and 20% have moved towards
smart beta. Analysis of responses side by side shows that 41% have
shifted towards either passive management or smart beta.

The shift to passive sits in sixth place in Figure 18:
just under a third of investors have headed in this
direction in the past three years, while a fifth have
moved towards smart beta and two fifths have done
either/both. Readers should bear in mind that the
assets flowing to smart beta come from passive
as well as active, so this move is not necessarily
cost-reducing.

Large investors are much more likely to have moved
towards smart beta in the last three years than
small investors (Fig. 21), but the trend to passive is
evenly spread by size. Meanwhile, only 14% of North
Americans have moved towards smart beta, versus
a quarter or more of investors in other regions.
Australians show particularly strong intentions in
smart beta for the coming year.

FIGURE 21: ANALYSIS OF COST-REDUCING MEASURES IN FIG. 19, “SHIFT TO PASSIVE” AND “SHIFT TO
SMART BETA”
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Active, passive and smart beta continued
51% of investors believe that active equity will outperform passive
over the next twelve months, but only 12% are shifting from
passive towards active management during this period.

The trend to passive management is a long-term
move that appears unlikely to reverse. A considerable
amount of analysis has been produced over the
last twelve months (largely by active managers) to
argue that active management is likely to outperform
passive during the next phase of the market cycle.
As Figure 22 shows, 51% of investors do believe
that active equity will outperform passive over the
next twelve months. However, only 12% are shifting
from passive towards active management during
this period.

One interesting force that may potentially oppose
the move to passive in public equity, as discussed
later in this paper, is the rising prominence of
ESG (Environmental, Social and Governance)
considerations. As shown on page 30, many
investors believe that effective ESG integration
requires an active as opposed to a passive/
systematic approach.

FIGURE 22: ACTIVE VS. PASSIVE PERFORMANCE EXPECTATIONS
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Do you think active
equity managers will outperform
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Will you move from passive
towards active strategies
in the next 12 months?
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Larger mandates, fewer managers?
40% of investors have pursued economies of scale, giving larger
mandates to fewer managers. However, the average total number
of managers used (27, median 18) is slightly higher today than it
was three years ago.

One of the most popular potentially cost-reducing
measures among investors is consolidation: giving
larger mandates to fewer managers. 40% of investors
have done this during the past three years, and a
further 15% plan to do so in the next 12 months.

asset classes. The median investor in this study uses
18 external asset managers (mean: 27). Size, as one
might expect, is the strongest predictor of number of
managers: the median investor with assets >USD25
billion uses 31 managers, while most investors with
assets <USD1 billion use fewer than 10 managers.

Despite the consolidation theme, this study also finds
that the average overall number of managers used by
investors has increased over the last three years. This
somewhat contradictory result can partly be explained
by innovations in Part 1, such as new strategies and

The move towards manager and mandate
consolidation is also intertwined with another trend
explored in Part 3 of the paper: the growing use of
asset managers for strategic advice.

FIGURE 23: ANALYSIS OF COST-REDUCING MEASURES IN FIG. 19, “CONSOLIDATE” (LARGER MANDATES,
FEWER MANAGERS)
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FIGURE 24: “OVER THE LAST THREE YEARS, THE NUMBER OF ASSET MANAGERS THAT WE USE HAS…”
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Larger mandates, fewer managers? continued
Am I paying the right fee?
Over the past year, the bfinance team has become increasingly active in
benchmarking the fees paid by investors against sector/sub-sector averages.
As shown on page 22, external fee benchmarking studies prove to be one of the
most popular tactics used by asset owners who are seeking to gain better terms.
Malcolm Hunt

Managing Director
and Head of Portfolio
Solutions

Ottavia Sebastiani
Director,
Client Consulting

Investors undertake fee reviews for variety of reasons but for simplicity they could
be categorised into three main groups: investors ‘health-checking’ fees as part of a
governance and transparency programme; those open to fee saving opportunities
but knowingly operating in the dark; and investors with specific concerns, seeking
hard information and/or support upon which to base next steps.
Yet fee benchmarking, as with so many subjects, is not as simple as the casual
observer might first suspect. Managers often have a standard fee that they will
quote for a given product, frequently varying by size of mandate. Yet those figures
do not reflect the reality of what fees the manager accepts from other investors for
that same product. As a result, investors should not conclude that paying a belowmedian fee versus a benchmarking study means that the fee is appropriate.
The actual fees that managers are prepared to offer on a live search/RFP will
often be lower than those “rack rates”. In addition, they will vary considerably
depending on the timing of the mandate, the manager’s flows, the investor’s
location, the investor’s type, and the source of the opportunity (e.g. through a
consultant or not). A manager seeking to grow a particular channel – e.g. Europe,
SWF, insurance, pension funds with large AuM and/or larger cross-selling potential
– may be incentivised to bid low for that target. A manager may give a cheaper
quote to an investor in a region where fees are more highly pressured, such as
Italy and the Netherlands, in order to be competitive.
The process through which the manager is chosen can also produce a great
deal of variation. Sellers largely base their fee quotes on one variable: their
knowledge of what their competitors will be charging for the same type of product.
Institutional asset management is no different. In a search process, a manager that
knows who their competitors are and what they’re likely to charge may be less
motivated to reduce fees than those who are vying for business in more uncertain
circumstances.
Even where an investor can gain a deeper understanding of fees paid in a sector,
benchmarking does not always take into account “value for money,” or the fair
comparison of a manager against close and meaningful peer groups based on
what the investor wishes to accomplish with their particular mandate.
Information, ultimately, is powerful. Investors seeking to reduce fees without
compromising on quality should seek to negotiate and renegotiate from a
position of strength.
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Part 3: DIGGING DEEPER
“Trusted partners”
33% of respondents have “increasingly used asset managers
for strategic advice,” whereas just 23% have “increasingly used
consultants for asset management services.”

The lines between advice and asset management
have become increasingly blurred. Both asset
managers and investment consultants have sought
to take ownership of the coveted middle ground:
influence over strategic decision-making is, as
providers increasingly understand, a key driver of
asset management revenues.

Yet asset managers have, it seems, been even more
successful at occupying the middle ground. 33%
of respondents said that they have “increasingly
used asset managers for strategic advice,” versus
just 23% who said they have “increasingly used
consultants for asset management-type services.”
The latter group is dominated by smaller investors.

Consultants have been under scrutiny, particularly
in the UK where the Competition and Markets
Authority (CMA) has been conducting a review of
investment consulting that was partly driven by
concerns around conflicts of interest where firms
offer both services. 45% of investors believe that the
rise of asset management by consultants represents
a “conflict of interest.”

In addition, 46% of investors have “given asset
managers more flexibility in their mandates - a move
which often accompanies a more partnership-based
style and/or enhanced knowledge transfer.”

FIGURE 25: WHICH OF THESE STATEMENTS ABOUT MANAGERS AND CONSULTANTS MATCH YOUR VIEWS?
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ESG in practice
39% of investors say that ESG is a “high priority,” led by
Europeans and large institutions. A quarter have implemented a
new ESG policy during the past three years, with a further 17%
about to do so.

Although ESG has become increasingly important to
institutional investors of all shapes and sizes over the
past few years, there are still substantial differences
based on both region and size. North American
investors and those with assets under US$10 billion
are significantly less likely to consider ESG a “high
priority” than others.

However, expectations for new ESG policies during
the next 12 months are evenly spread, suggesting
that these long-established gaps may now be
narrowing.

FIGURE 26: “ESG IS A HIGH PRIORITY FOR OUR INSTITUTION.” AGREE OR DISAGREE?
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FIGURE 27: HAVE YOU RECENTLY IMPLEMENTED A NEW/DIFFERENT ESG POLICY?
All

24%

17%

59%
48%

>USD 25 Billion
30%

USD 10-25 Billion
USD 1-10 Billion

17%

<USD 1 Billion

19%

65%
72%

34%

Europe

18%

33%
16%
10%

51%

16%

AUS/Pacific, Asia/MidEast & Other

0%

37%

18%

12%

North America

15%

48%

18%

49%

16%
20%

YES, IN THE PAST 3 YEARS

30 | 2018 Asset Owner Survey: Innovations in Implementation September 2018

30%

68%
40%

50%

60%

NO, BUT PLAN TO IN NEXT 12 MONTHS

70%

80%

NO

90%

100%

ESG in practice continued
41% say that “ESG will play a major role in future manager selection”
and 10% have terminated a manager due to ESG issues. Meanwhile,
45% believe that good ESG integration requires an active approach.

As ESG issues become increasingly high profile,
what are the implications for implementation? One
of the more visible consequences is the effect
on manager selection. The number of investors
expecting that ESG will play a major role in their
future manager selection – 41% – is even higher
than the number who consider it a high priority for
their institution.

data underlying Figure 28. 58% of Europeans say
that ESG will play a major role in future manager
selection, versus 26% of North Americans; 14% of
Europeans have terminated a manager due to ESG
issues versus 6% of North Americans.
Nearly half of investors believe that good ESG
integration requires an active, as opposed to
a passive/systematic, approach and only 19%
disagree with this statement.

It is also interesting to note that the North America/
International ESG divide, observed in Figure 26
and driven chiefly by the US, is even wider for the

FIGURE 28: IMPLICATIONS FOR MANAGER AND CONSULTANT SELECTION

ESG will play a major role in future
manager selection

41%

ESG will play a major role in future
selection of advisors/consultants

24%

We have terminated/changed asset
managers due to ESG issues

We have terminated/changed
advisors due to ESG issues

35%

45%

10%

31%

26%

4%

0%

24%

64%

27%

10%

AGREE

20%

30%

69%

40%

NEUTRAL

50%

60%

70%

80%

DISAGREE

“Good ESG integration requires an active, as opposed
to a passive/systematic, approach” Do you agree or disagree?
Agree: 45%
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Private market challenges
High costs and fees are the most widely cited difficulty for
investors in private markets, with 73% of investors describing
them as a “significant challenge” or “modest challenge.” Other
key problems include: assessing risk factor exposures (57% of
investors), finding good managers (55%) and conducting due
diligence (53%).

With private market investment featuring prominently
among the “innovation” themes explored in Part
1, investors were also asked to comment on key
challenges that they are experiencing in private
equity, infrastructure, private debt, real estate and
the rest.

on ‘committed’ capital), still-aggressive performance
fees and many hidden costs, such that TERs tend to
be significantly higher than the stated base fee.
The opaque nature of the asset classes also requires
greater resources for oversight and governance.
Many of the other challenges named here are
resource-related, including assessing the risks
involved, finding and evaluating good managers
and assets, and having sufficient in-house capability
to manage the exposure.

High costs are the standout obstacle for investors,
with nearly three quarters finding them a challenge
with this sector. This issue takes many dimensions
including the standard management fees (often still

FIGURE 29: WHAT ARE YOUR MAIN CHALLENGES IN PRIVATE MARKETS RIGHT NOW?

High costs/fees
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Assessing risk
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13%

Difficulty finding
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13%

Challenges conducting
due diligence

47%
44%
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13%
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13%
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31%

36%

27%

38%

10%

36%

33%

13%
0%

28%

39%

10%

Challenges executing
co-investments

28%

37%

7%

Incorporating ESG

29%

41%
15%

Insufficient diversification
across sector/geography/type

20%

42%

10%

Increasing risk-taking

12%

26%
20%

30%

16%
40%

MODEST CHALLENGE
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22%

50%

60%

NOT A CHALLENGE

70%

80%

90%

NOT APPLICABLE

100%

The rise of specialist consultants
Usage of multiple consultants is increasingly mainstream. Looking
globally, 33% of investors used just one consultant during the last
year. 57% have used two or more; 31% have used three or more.

While the traditional model for the investorinvestment consultant relationship in many pension
markets tends to be bilateral, it appears that multiple
consultant usage is increasingly commonplace. 57%
of investors have used two or more consultants over
the past year and 31% have used three or more.

than their smaller peers. The single consultant
relationship remains prevalent among smaller (<$1
billion) investors.
This pattern should be viewed in the context of a
climate where investors are hunting for innovation,
where in-house investment teams are increasingly
sophisticated and selective, where consulting
models are coming under greater economic
pressure and where conflicts of interest are
provoking concerns.

Interestingly, while large (>$25bn) investors
were more likely than average to have used no
consultants during the past year, they were also
more likely to have used four or more consultants

FIGURE 30: HOW MANY CONSULTANTS HAVE YOU USED DURING THE PAST YEAR?

All
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33%
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24%
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16%
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22%
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30%

1

30%
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53%
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24%
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34%
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15%

40%

50%

2

3

26%

60%

70%
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20%

8%

5%

9%

90%

100%

4 OR MORE

The phrasing of this question (a one-year view rather than a point in time) is intended to capture project consultants / temporary
specialist consultants, not just retained/permanent consultant relationships. The downside of this approach is that figures may
then be inflated by occurrences of turnover (i.e. a consultant getting fired and replaced), but experience indicates that removal of a
retained consultant is a relatively infrequent occurrence.
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In closing: implementation and governance
Today’s investor landscape forces us to rethink
some deep-rooted assumptions about the role of
implementation within an asset owner’s mission, and
how it should be governed.
There is now a gulf between the returns that many
investors require and widespread expectations for
what traditional equities and bonds will generate.
Strategies for bridging this gap take many forms:
rising complexity (and illiquidity) has been well
documented in the literature; greater efficiencies are
now becoming apparent.
Yet the visible changes of the type documented
in this study should also provoke new questions
around governance, and specifically the governance
of implementation decisions. Modern wisdom
tends to treat implementation as something of an
afterthought, firmly below asset allocation in the
hierarchy of important decisions and making only a
modest difference to returns.
In a simple traditional portfolio, this may be
appropriate. When we compare a portfolio of 60%
US stocks and 40% US bonds to a portfolio of 50%
US stocks and 50% US bonds, it is highly unlikely
that implementation choices – active vs. passive,
manager A vs. manager B, value vs. growth – will
make an impact that rivals the 10% percentage
change. Yet this is not the reality of today’s investor
portfolios. Many increasingly popular asset classes
exhibit higher performance dispersion, higher
concentration, higher risk of capital loss, higher
costs and a high degree of structural/industry
change from one cycle to the next.

34 | 2018 Asset Owner Survey: Innovations in Implementation September 2018

In portfolios of growing complexity, we are also more
likely to find “asset allocation” and “implementation”
demands working in conflict with each other. The
strategist proffering a revised asset allocation may
claim to improve risk-adjusted returns based on
historic data; the implementation reality – based on
current opportunities, likely risk exposures, available
access points and costs – may be somewhat
different. This dynamic can also create conflicts of
interest for staff and investment advisors.
We urge stakeholders and boards to be highly
sensitive to the tensions that can exist between
high-level strategy and implementation reality, and
ensure that robust governance is in place to oversee
those increasingly influential front-line decisions.
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