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Background

Investment related fees are typically the 
largest costs incurred by DB pension 
schemes, driven significantly by investment 
management fees. That said, fees have 
been on a downward trend over the past 
couple of years, particularly in traditional 
asset classes. There are a few reasons 
behind this;

 • Competition in the industry. There 
has been an increasing move towards 
passively managed strategies. Active 
managers are therefore competing 
against lower cost passive alternatives 
and the passive providers are competing 
to differentiate themselves (with fees 
being one of the main factors).  

 • Consolidation and pooling. This leads 
to fewer clients, fewer mandates and 
therefore a more concentrated market. 
This has been led by the LGPS, platform 
providers and fiduciary managers. We 
touch on these later in the note as well as 
our own Deloitte Pensions Master Plan.

 • Regulation changes. MiFID II and Cost 
Transparency Initiatives have given much 
greater transparency on fees, resulting in 
costs coming down.

Investment managers typically use a tiered 
fee structure for their annual management 
charges (“AMC’s”), meaning that a larger 
investor will pay less (in relative terms) than 
a smaller investor. While it will clearly vary 
depending on the investment strategy a 
scheme adopts, as well as the funds that 
are selected, we estimate that a smaller 
scheme (under £30m in assets) will pay 
somewhere between 50% and 80% higher 
fees as a proportion of their assets than a 
larger pension scheme (over £500m).   

We’ve recently talked about pension scheme consolidation and in our last article 
“Consolidation –options available” (available here) we discussed how consolidation can 
help pension schemes access lower fees through economies of scale. This article looks 
more closely at the cost issues facing pension schemes and in particular, investment 
management fees.

Public sector pooling

The public sector has led the way on 
pooling and is a good case study to show 
how it works. In 2015, former Chancellor 
of the Exchequer George Osborne 
announced his proposal to consolidate 
the 89 local government pension funds in 
England and Wales into eight larger “pools”. 

The rationale for this was for the pools to 
consolidate providers (such as investment 
managers), using scale to exert downward 
pressure on fees. Prior to pooling, the 
£178bn of LGPS assets under management 
were spread across a large number of 
managers and strategies. Five years on, 
and although much of the consolidation is 
yet to be achieved, the pools are already 
reporting significant savings. Where 
passive management used to cost 15-20 
basis points, providers are now quoting 
low single digit management charges, 
demonstrating a multimillion pound saving 
year-on-year.

Private sector pooling

There are various ways for corporate 
pension schemes to access pooling and 
benefit from economies of scale.

 • DB Investment Platforms have been 
around for many years, with the majority 
of market share spread between a 
handful of providers. Over the past 
few years, new providers have entered 
making the market more popular and 
competitive. The platform will have 
a select number of managers and 
funds available which schemes can 
choose from, with Trustees retaining 
responsibility for setting the investment 
strategy and selecting funds from the 
platform. The important aspect is that 
the investment manager’s relationship is 

with the platform provider, and not the 
underlying pension schemes. This means 
that the fee rate is based on a much 
larger investment, resulting in lower fees 
for each scheme. 

 • Fiduciary Management offers similar 
benefits through commonality of funds 
because fiduciary managers will only 
invest in their ‘buy-rated’ managers. 
Therefore, while clients’ investment 
strategies and asset allocations will 
differ, the managers and funds they use 
will largely be the same. The fiduciary 
manager will negotiate fees directly 
with the investment manager, achieving 
50%-75% fee discounts on behalf of their 
clients.

Possible solutions

While investment platforms and fiduciary 
managers allow smaller schemes to 
access ‘bulk pricing’, they come with other 
services too (and other costs). Platform 
providers will usually charge a platform 
fee, in the region of 5-10 basis points. 
This fee covers additional services such 
as implementation, monitoring and 
reporting services. Fiduciary Managers too 
charge a ‘fiduciary fee’ (15-25 basis points 
dependant on the level of service) for 
investment advice, implementation and to 
access their investment expertise. 

Given the complexity of this service, good 
governance should require a regular review 
of the manager, adding to costs further. 

While we believe both solutions can have 
a place for certain schemes, provided the 
service meets the requirements of the 
Trustees, there may be some clients who 
want to access lower fees without paying 
for additional services.
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Master trusts typically offer the economies 
of scale of investment platforms, without 
the additional services and fees and unlike 
fiduciary management, trustees maintain 
control of their strategic asset allocation 
decisions. There are of course different 
varieties of master trust, each offering 
differing levels of flexibility (as discussed in 
our previous article).

Companies and schemes should consider 
whether adopting some of these forms 
of consolidation meets their specific 
governance needs and could provide 
better outcomes for members.
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