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FIVE KEY TAKEAWAYS

1

Cyber-security and data protection is gaining importance among institutional investors.
They are classing a cyber security or data breach to be as significant as an increase in fees and
a greater cause of alarm than a fund manager change, when considering whether to review a
mandate.

2

Cyber security concerns are more pronounced among smaller organizations with under $250m in
AuM (68%) and those who have between $750m but under $3bn (66%). Increasing fees also cause
greater alarm among smaller groups (64%) while a change in fund manager is considered more
significant by the larger institutions (63%).

3

Institutional investors review managers either on a quarterly (40%) or an annual (30%) basis.
They have a considerable number of managers to monitor as more than a quarter of all investors
globally give money to more than 20 managers, with 21% having between 11 and 20 and 28%
between 6 and 10.

4

The data indicates these legacy relationships do have an impact on how long investors retain
managers. In fact, the majority of the relationships underpinning the majority of large mandates
have been in place for five years or more (36% 5-10 years; 30% over 10 years).

5

An existing relationship means new mandates can be awarded within a month (41%).
Having no existing relationship understandably has an impact on this process and 45% say
it takes up to three months. However, it does take longer for almost four in 10 (38%).
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BACKGROUND & METHODOLOGY
Institutional investors are tasked with managing some
of the largest sums of money in the world. They
hold the future of their beneficiaries in their hands
and therefore they need all the tools and support
available in their efforts at making the right investment
decisions.

A Dutch investment consulting firm recently published
an article discussing the notion of ‘RuM’ – that is
relationships under management. The consultancy
stresses the importance of managing relationships
with outsourced asset managers to ensure high levels
of operational due diligence.

Our research finds that globally, institutional investors
outsource the management of around 60% of their
assets to third party asset managers. Therefore, the
relationship between asset managers and institutional
investors is a vital building block of the world’s wealth,
both current and future.

Many institutions have limits on the amount of money
they can assign a single asset manager. For example,
the Government Pension Fund Global – The Norwegian
sovereign wealth fund, cannot invest more than 0.5%
of its portfolio’s net asset value in a single external
manager.

This report aims to dissect how institutional investors
interact with asset managers, what they expect out of
them and how the managers fit into the institutions’
bigger picture. It also examines the investors’ tolerance
for underperformance and crucially, the factors which
would trigger a mandate review.

This means institutional investors need to manage
relationships with many managers at the same time.
This is where protocols and processes come into play
to ensure accountability. However, outside of the
formal processes, the internal investment professionals
are constantly reviewing and monitoring their
investments to make sure the managers are not falling
foul of expectations.

The findings in this report are based on data collected
in November 2019 from 117 institutional investors
globally, who oversee about £250bn in assets under
management.

An additional dimension investors need to consider
is that they need to justify their decisions to their
superiors, sponsors or trustees, which adds another
layer of pressure.
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REVIEW TRIGGERS
Although performance holds significant sway over the
way institutional investor assess asset managers, many
other factors play into the decision to review or dismiss
a manager. Institutional investors globally are under
pressure – as regulators continue to push for more
accountability and transparency and sponsors clamour
for return.
Lauded investor Peter Lynch once said: “It would be
wonderful if we could avoid the common setbacks
with timely exits.” And in theory, institutional investors
can terminate managers as soon as they can hear any
rumblings of trouble. However, these decisions need
to be based on criteria rooted in investment expertise
with a long-term horizon rather than concern about
short-term results.
Our findings show that a cyber security or data breach/
significant threat (57%), an increase in fees (57%)
or a change in fund manager (54%) are the primary
factors most likely to trigger an unplanned review of a
mandate.
How likely are each of the following to trigger a
manager review (outside the usual organization's
timescales)?

57%
Cyber security
or data breach/
significant
threat

50%
Style drift

32%
Relative
underperformance
in three
consecutive
quarters

57%
Increase in
fees

42%
Substantial
increase or loss
in AuM of the
fund/strategy in
which you invest

54%
Change in fund
manager

37%
Negative press

24%

23%

Rapid growth
or expansion of
the group

Top level
organizational
changes not
directly related
to the fund

% Likely ( 8 - 10)

* (leadership
changes, employee
turnover etc.)
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The most telling takeaway from these findings is that institutional investors class a cyber security or data breach
to be more significant than a fund manager change. It is not surprising that a change in the captain of the
strategy ship would trigger a review, however it is remarkable that investors categorize cyber security as more
important than this event.
This shows that although historically cyber security was not often on the radar for institutional investors, they are
coming to understand the importance and value of their data and the impact a breach of this nature could have.
Given the pressure to reduce cost across the industry the alarm caused by an increase in fees is not surprising. A
manager’s remuneration and fee structure would usually be written into their contract and therefore any change
in this regard is bound to raise concern.
How likely are each of the following to trigger a manager review (outside the
usual organization's timescales)?
Overall

Cyber security or data breach/significant threat

Increase in fees

$250 Million $750 Million
Under
to under $750 to under $3
$250 Million
Million
Billion

57%

68%

57%

64%

45%

66%

More than
$3 Billion

50%

59%

48%

58%

59%

52%

63%

Change in fund manager

54%

Style drift

50%

43%

55%

Substantial increase or loss in AuM of the fund/
strategy in which you invest

42%

43%

32%

48%

42%

Negative press

37%

50%

36%

31%

32%

Relative underperformance in three
consecutive quarters

32%

46%

41%

31%

18%

Rapid growth or expansion of the group

24%

14%

23%

21%

34%

Top level organizational changes not directly related to
the fund (leadership changes, employee turnover etc.)

23%

18%

18%

34%

21%

39%

38%

63%

% Likely ( 8 - 10)

When the findings are considered according to institutions’ assets under management we can see how the cyber
security concerns are more pronounced among the smaller organizations with under $250m in AuM and those
who have between $750m but under $3bn. Increasing fees also cause greater alarm among smaller groups while
a change in fund manager is considered more significant by the larger institutions
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Industry reports suggest large financial institutions are
still subject to considerable data breaches and cyber
security threats – one report found that on average,
a typical financial services firm faces 85 security
breaches a year, a third of which will succeed in a
problem or destruction. In addition, another industry
study conducted in 2017 found only around four in 10
asset management CEOs said they were fully prepared
for a cyber event.
The threat is real and the decision triggers revealed
in this study of institutional investors show the
importance of investing in this area. In order to retain
mandates long-term, asset management businesses
need to take a close look at their cyber infrastructure
and ensure it remains current.
There are several pieces of regulation, globally,
on how financial services firms need to tackle cyber
security – 156 according to a regulatory digest put
together by the World Bank. However, cyber-crime
develops fast and firms need to be nimble, vigilant
and engaged in this part of their business in order to
protect their assets and their clients.
In the Netherlands, the pensions supervisor De
Nederlandsche Bank (DNB) warned pension funds
do not factor cybersecurity well enough in their risk
assessments. According to DNB their knowledge of the
security measures taken by the asset managers and
other outsourced providers they work with is sorely
lacking.
The Pensions Regulator in the UK has also called on
pension trustees to address the threat of cybercrime.

LESS PATIENCE FOR PERSONNEL CHANGES
Bringing the conversation back to personnel changes,
Amit Goyal and Sunil Wahal, in their paper
"The Selection and Termination of Investment
Management Firms by Plan Sponsors", support the
finding that departing fund managers can impact
the course of a mandate. In their paper they say
how individuals leaving a firm can lead to schemes
terminating their relationship with that particular
entity. Mergers and acquisitions can also lead to
mandates being terminated.
A CIO who oversees the investment of a $4bn pension
plan in the US and wanted to remain anonymous says:
“Whenever there’s an organizational change, a merger
or acquisition of some kind, everyone is quick to say
how great this will be for us, but it’s not really the case.
Our batting average in that scenario is 50/50 at best.
Over time I’ve become a lot more skeptical of those
circumstances.”
Performance does not take the top spot when it comes
to these triggers, however a third of investors still say
that three consecutive quarters of underperformance
would lead to an unplanned review.
So if these are the issues that could trigger a review –
what are the factors that could see an asset manager
retaining their mandate through a difficult period?
Authors Herman Brodie and Klaus Harnack seek to
answer this question in the book The Trust Mandate.
Published in April last year, the book examines how
investors select managers and more importantly what
drives them to keep their managers on even during
times of turbulence.
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Brodie notes how considering net inflows over a
particular period of time, the top asset accumulators
gathered almost four times as many assets as the best
performers. This shows that although investors may
say performance is king, in reality, soft factors play a
large role in the way investors review and monitor their
asset managers.
In a previous CoreData Research paper entitled
Service in Asset Management - First aid in difficult
times? institutional investors say during times of
underperformance, regular contact becomes more
important in their relationship with fund managers.
This global study of institutional investors found nearly
eight in 10 (77%) say the importance of direct, regular
contact with the fund manager increases when a
manager is underperforming. Seven in 10 (70%) feel
having a proactive client relationship manager (CRM)
becomes more important at this time, while two thirds
(66%) think communication related to specific market
events takes on added weight.

Anecdotal evidence from the Orange County
Employees Retirement System (OCERS) shows how
lackluster performance does not automatically send
a manager to the watch list. This system has money
invested with Acadian Asset Management and William
Blair in its emerging markets portfolio.
In a meeting of the OCERS investment manager
monitoring subcommittee, held in March 2019, David
Beeson, Senior Investment Officer said: “Despite
the complementary and diversifying attributes,
both underperformed the MSCI EM benchmark in
2018.” However, it was not recommended that either
manager to be placed on the system’s watch list.
Rather, given the significant volatility, both upside and
downside, he reported staff is closely monitoring both
managers. The committee is aware that volatility can
lead to returns. In fact, Beeson pointed out that in
April 2018, Acadian had outperformed as a result of
taking advantage of the volatility in emerging markets.
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REVIEW PERIODS
According to our findings, the largest portion of
institutional investors review their managers on a
quarterly basis (40%). Under a third (30%) do so on an
annual basis.
These figures relate to the investors’ formal review
process. In reality, most investors are constantly
monitoring their asset managers. In order to be most
effective, institutional investors should be keeping an
eye on the performance of their mandates on a rolling
basis – whether that is done through an investment
consultant or in-sourced.
How often are managers reviewed?

15%

40%

Quarterly

Semiannually

30%

Annually

3%

We outsource
the review
process

10%

Monthly

2%

Other

In its guidelines for pension fund governance,
the OECD says: “Performance should be regularly
evaluated against the performance measures and
results should be reported to the relevant decision
maker, and, where appropriate, to the supervisory
authority, and the pension fund members.
The benchmarks should be reviewed regularly also
to ensure their consistency with the pension fund
objectives (e.g. the investment strategy).” However,
it does not give additional recommendations on the
review periods or the process which these assessments
should follow.
Further, there have been instances where investors
say mandates have had to be terminated earlier for a
variety of reasons. One investor explains: “There have
been situations where we’ve terminated managers
on their three year anniversary date. This was mainly
because we started to think there’s something broken
in the process, or because something happened
during that time which made us lose confidence in the
strategy. The degree to which they’re underperforming
also plays into it.”
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Our interviews with industry players point to a lack of consistency in the way institutional investors review asset
managers. For example, in the UK, by law, pension schemes are required to review their statement of investment
principles every three years, which gives the opportunity for a full review of all mandates.
Keeping a close eye on all the managers hired by an institution is no mean feat. More than quarter of all investors
globally give money to more than 20 managers, with 21% having between 11 and 20 and 28% between 6 and 10.
How many asset managers does your organization invest with?

18%

Between 0 and 5

28%

Between 6 and 10

21%

Between 11 and 20

27%

More than 20

6%

Don't know

The larger number of third-party managers is a sign of increasing sophistication on behalf of the investors. As
they specialize and break their portfolio down into specific investment strategies and styles, then it follows that
the number of managers they work with also grows.
In fact, investors with a higher AuM work with a greater number of asset managers.
How many asset managers does your organization invest with by AuM?

4%

10%

4%

13%
32%

36%
21%

Under $250
Million

29%

23%

$250 Million
to under $750
Million

32%

17%

24%

7%

14%

$750 Million
to under
$3 Billion

16%

More than
$3 Billion

16%

Between 0 and 5
Between 6 and 10
Between 11 and 20
More than 20
Don't know

41%
61%
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LENGTH OF RELATIONSHIP
Handing down institutional
mandates is typically a lengthy
process. The due diligence process
is made up of a number of steps
which aims to give the investors a
comprehensive understanding of
the investment manager,
the way they make decisions and
construct portfolios. Often the
research process also involves a
number of onsite visits with the
manager and his or her team.
We aim to understand whether
a historical relationship with an
investment management firm
has a bearing on how long it takes
institutional investors to hand down
new mandates.
According to the data collected,
institutional investors are able to
hand down mandates in a relatively
short period of time.
Our research finds an existing
relationship means new mandates
can be awarded within a month
(41%). Having no existing
relationship understandably has
an impact on this process and 45%
say it takes up to three months.
However, it does take longer for
almost four in 10 (38%).
But institutional investors should
be wary to not be blinded by the
goodwill built up over the years.
The CIO overseeing the investment
of a $4bn US pension plan
comments: “I’ve been a little too
lenient when it comes to personnel
changes on strategies which have
been around for a long time.
One firm we worked with since
1985 had institutional credibility for
a long time which they squandered
in about 24 months.”

How long does it take to hand out a new mandate when your
organization has…

Existing relationship

No existing relationship
Within a week

9%

2%
Within a month
41%

15%
Up to 3 months

38%

45%
More than 3 months

13%

He explains how this strategy went
through several personnel changes
after the retirement of its original
CIO. Performance started to suffer
but still the pension plan gave them
the benefit of the doubt.
The straw that broke the camel’s
back was when the strategy
changed CIO three times in two
years. “The length of relationship
with a firm probably has had an
impact in the past but I would be a
little less forgiving going forwards
because I’ve been burned. I’ve had
someone take advantage of what I
thought was our goodwill to them.
So next time comes around I won’t
be quite as nice,” he says.

38%

For your three largest mandates
please select how long each
relationship has been in place.
36%
30%
22%
10%

2%
Less than
a year
1 - 3 years
3 - 5 years
5 - 10 years
More than
10 years

The data indicates these legacy
relationships do have an impact
on how long investors retain
managers. In fact, the majority of
the relationships underpinning
the majority of large mandates
have been in place for five years or
more (36% 5-10 years; 30% over 10
years).
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CoreData
About Us
CoreData Research is a global specialist financial services research and strategy consultancy. CoreData Research understands the boundaries of research are limitless and with a thirst for new research capabilities and driven by client demand;
the group has expanded over the past few years into the Americas, Africa, Asia, and Europe.
CoreData Group has operations in Australia, the United Kingdom, the United States of America, Colombia, Sweden, Malta,
Singapore, South Africa and the Philippines. The group’s expansion means CoreData Research has the capabilities and
expertise to conduct syndicated and bespoke research projects on six different continents, while still maintaining the high
level of technical insight and professionalism our repeat clients demand.
With a primary focus on financial services CoreData Research provides clients with both bespoke and syndicated research
services through a variety of data collection strategies and methodologies, along with consulting and research database
hosting and outsourcing services.
CoreData Research provides both business-to-business and business to- consumer research, while the group’s offering
includes market intelligence, guidance on strategic positioning, methods for developing new business, advice on operational marketing and other consulting services.
The team is a complimentary blend of experienced financial services, research, marketing and media professionals, who
together combine their years of industry experience with primary research to bring perspective to existing market conditions and evolving trends.
CoreData Research has developed a number of syndicated benchmark proprietary indexes across a broad range of business areas within the financial services industry.

•
•
•
•
•

Experts in financial services research
Deep understanding of industry issues and business trends
In-house proprietary industry benchmark data
Industry leading research methodologies
Rolling benchmarks

The team understands the demand and service aspects of the financial services market. It is continuously in the market
through a mixture of constant researching, polling and mystery shopping and provides in-depth research at low cost and
rapid execution. The group builds a picture of a client’s market from hard data which allows them to make efficient decisions which will have the biggest impact for the least spend.
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CoreData Research LLC
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Boston, 02108
T: +1 (857) 239 8398
E: info_us@coredataresearch.com

CoreData Research Services Inc.
Unit E-1608 Philippine Stock Exchange Centre,
Exchange Rd, Ortigas, Pasig City, 1605
T: +63 2 667 3996
E: info_ph@coredataresearch.com

