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Overview 

The investment consulting and fiduciary management 
industry is built on trust and has historically focussed more 
on relationships than financial outcomes. This has impaired 
growth and innovation, particularly in fiduciary management, 
and constrained new entrants' ability to enter the market. In 
turn, this has weakened competition and contributed to the 
poor performance that created ballooning deficits. 

Ensuring there is sufficient focus for buyers and sellers on 
measurable financial outcomes, transparency and 
accountability will go a long way to solving the inherent 
problems. 

We support many of the proposals set out by the CMA. 
However, we believe that significant improvements can be 
made with only a handful of the proposed remedies. 

The problems cannot be solved by a single entity and we 
fully endorse the coordination with the different regulators. 

We have an opportunity to improve a market that affects 
the quality of millions of lives. This opportunity should not be 
wasted . 



 

 

Carda no 

Overview 
We continue to believe that a comprehensive approach that considers the behaviour of sellers 
and buyers of the relevant services requires contributions from, and coordination of. the FCA, the 
CMA, tPR and the Department for Work and Pensions. Ultimately, we believe this is what's 
required to create better outcomes for defined benefit pension schemes and retirement security 
for their members. 

We are encouraged by, and continue to be supportive of, the inclusive and pragmatic approach 
taken by the CMA. 

About Cardano Group 
Founded in 2000, Cardano is a purpose-built privately owned specialist focused on integrated 
management of pension schemes' biggest risks: funding, investment and covenant. That's all we 
do. For the avoidance of doubt, we are not part of an employee benefits group, an actuarial firm, 
an insurance broker or a global asset gatherer with diverse lines of business and dissimilar clients. 
We are. therefore, less encumbered by conflicts of interest and organisational complexity, 
enabling us to offer specialist services of unusually high quality to a select group of clients. 

We have a purpose beyond profit: 

WHY? We believe in a fair society in which financial services improve our quality of life 

HOW? We want to contribute to such a society by fighting for a fair and robust financial 
system that benefits all stakeholders 

WHAT? We strive to deliver better and more secure financial outcomes for our clients in a 
realistic and responsible way 

Cardano employs 170 people based in London and Rotterdam to serve clients with assets of 
f120bn. In London, 100 professionals serve 24 UK defined benefit pension schemes with assets of 
f50bn. Our services include investment consulting, fiduciary management and implementation of 
derivative overlays. 

Contact details 
For further information on our response please contact: 

Richard Dowell, Co-Head of Clients 

Patrick Cunningham, Co-Head of Clients 

Cardano Risk Management Limited, 9th Floor, 6 Bevis Marks, London, EC3A 7BA 
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1. Introduction 

Background 
We support the Market Investigation being conducted by t he CMA. The issues have been 
understood well. The focus within the Market Investigation on both the buyers and sellers is 
critical to help improve the overall functioning of the market. 

Th is response 
The evidence provided in t he Working Paper on the Supply of Fiduciary Management Services 
by Investment Consultants (the 'Working Paper'), indicates that the market for FM services is not 
functioning as an open, competitive market To solve this problem we believe that changes to the 
market are required. Your analysis suggests that a small number of IC-FM firms have come to 
dominate the market. This could be as a direct consequence of their clients not having 
undertaken a full FM market review. 

We set out our thoughts on the potential remedies, along with responses to your specific 
questions. 

You asked if there was further evidence of harm to help you with your analysis. We propose the 
CMA analyses the following areas: 

W hether the IC-FM firms have a higher 'hit rate' in tenders t hat are not managed by 
independent third-parties compared those that are 

Whether the outcomes delivered (risk and return) by IC-FM firms have been better or worse 
than other FM providers 

Whether the outcomes delivered (risk and return) by FM services have been better or worse 
than results achieved by Advisory cl ients, with the results published 

We believe these lines of inquiry are critical components of t he "outcomes for customers" area of 
assessment (Table 1 of the Working Paper), which will be t he subject of a forthcoming working 
paper. 
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Managers can also be applied to Investment Consultants. This focuses on changes in clients' 
solvency ratios over ti me 
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To help the CMA further test their Theory of Harm. we propose that the fol lowing areas of further 
research are conducted: 

Whether the IC-FM firms have a higher 'hit rate' in tenders that are not managed by 
independent third-parties compared those that are 

Whether the outcomes delivered (risk and return) by IC-FM firms have been better or worse 
than other FM providers 

Whether the outcomes delivered (risk and return) by FM services have been better or worse 
than results achieved by Advisory clients 
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http://www.thepensionsregulator.gov.uk/guidance/db-investment-one-governance.aspx#s24034
http://www.thepensionsregulator.gov.uk/press/pn13-43.aspx
http://www.thepensionsregulator.gov.uk/guidance/asset-backed-contributions.aspx
http://www.thepensionsregulator.gov.uk/trustees/decide-how-to-assess-employer-covenant.aspx
http://www.thepensionsregulator.gov.uk/guidance/db-investment-one-governance.aspx#s24034
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It will be important that there is a market standard definition of Advice and Marketing, which is 
made publicly available. 

Putting in place a time-gap between advice and marketing could lead to unintended 
consequences and is not required. For example, if an FM service leads to better outcomes than 
Advisory, delaying the marketing and ultimate implementation could lead to poorer results being 
achieved in the intervening period. As a result. we do not think this is necessary to have a gap 
between advice and marketing (130ai). 

Until we have clear performance standards in place for Investment Consultants we believe that 
including an FM track record in an advisory tender is beneficial. It allows the buyer to understand 
'what the firm would do if they were them' and the performance of their investment views etc. 
Without this it is very difficult to assess the quality of the investment consultant. We do not think 
that the inclusion of FM performance in an advisory tender should be prohibited (130aii). 

We do not believe there should be a legal separation of advisory and consultancy practices or 
prohibition of cross-selling advisory and FM services (130bi 130bii). This could lead to poorer 
outcomes for trustees and could potentially increase costs. This could be due to either losing 
talented people from one part of the business (e.g. from IC to FM, or vice versa) and having to 
duplicate effort such as with manager and market research, compliance. legal etc. It is difficult for 
us to be categoric on whether poorer outcomes would result as we do not know whether good 
outcomes are currently being achieved. With transparent performance information it will be 
clearer to all whether good outcomes are being achieved. 

It can be argued that if FM is suitable for a client then stopping the cross-selling could lead to a 
worse outcome for the pension scheme. 

The regulatory regime should be the same for all ICs and FMs. Appropriate controls at IC-FMs 
should already be in place. We do not expect that any advisor should be directly rewarded for 
selling FM services to their clients. Before an advisor recommends an FM service to their clients 
we expect it to be reviewed and approved by senior members of the business. The CMA are the 
best placed to judge as to whether more controls are needed (130biii). 

Requiring Advisory firms to produce a standard regulatory disclosure to trustee boards when 
first advising on FM would be helpful. We don't think that trustees should be required to sign a 
confirmation that they have noted the relevant considerations and considered the risk of 
appointing an incumbent. Enhance member disclosure such as that stated in Section 2 above 
should be sufficient (130c). 

It is difficult to comment whether regulatory obligations are required on a firms' conduct 
(130d) as it will depend on the exact nature of the regulation. However, we note the following: 

It is important that any new regulation is not perceived to oblige IC-FMs to market FM 
services to their clients 

The existing provisions to act in clients' best interests would not prohibit promoting or 
recommending in-house FM services that are suitable for the client. Suitability should already 
take into account trustees' and members' interests 

Merely expanding the perimeter is unlikely to work, as firms may well take steps to manage 
the conflict by focusing on justifying suitability of the FM services they offer and being 
transparent about the conflict. This may or may not result in making a written disclosure of 
the conflict of interest depending on how the firm perceives the risk to the client. A s clients 
should already be aw are of the conflict (most trustees are aware of this and ot her potential 
conflict s of interest ), merely putting it in w riting is unlikely to change behaviour 
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Care should be taken to ensure that the proposed remedies are within the regulatory 
perimeter. expanding the perimeter as required 

Unless a very rigid set of suitability factors that must be considered are set out by the 
regulator, firms may be able to relatively systemically justify FM over advisory mandates as 
being in the best interest of trustees and members. However, given the range of pension 
schemes and situations (strength of covenant, funding level etc.) and changing environment, 
a rigid set of suitability considerations is likely to increase the likelihood of sub optimal 
outcomes 

Investment consulting teams who also offer FM services should be prohibited from offering 
tender services (130e). The conflicts of interest are too great. We have experience of Secretarial 
teams at investment consultants managing tender processes well, although clear Chinese walls 
need to be in place and information held confidentially. We note that investment consultants who 
do not offer FM services and run tender exercises are also conflicted and the same Chinese walls 
are required between the teams conducting the FM research and the investment consultants 
providing day-to-day advice. 
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