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Table 1: Key methodological features of CMA analysis 

Feature Description Mercer’s View 

i. The CMA places The CMA notes that “[f]or the purposes of this We consider that performance gross of AM fees 
undue emphasis on empirical exercise, we place more weight on the basis is a more relevant and reliable indicator for 
performance figures net of AM fees, as these are a better individual pension schemes. 
‘net’ of AM fees approximation of the return an IC client could 

expect to receive if it invested in a ‘buy-rated’ 
product” (WP, slide 31). 

Calculating ‘average’ AM fees across products 
requires a complex methodology that would be 
difficult to maintain and is prone to errors. The 

The ‘average’ implied asset manager fee across 
ICs and across active ‘Buy-rated’ products used by 
the CMA appears to be around 79 bps per annum 
(Table 4). No fees are mentioned in respect of the 
(passive) benchmarks used in the analysis.  

average AM would not be representative to what 
the individual client would pay.  

Further, the CMA’s adopted fee level appears high 
compared with our experience. 

It is also necessary to include the costs of investing 
in the passive benchmarks to achieve a fair 
comparison.  

ii. The CMA focuses on The CMA conducted its analysis on the same 10 We believe that the CMA should focus the analysis 
the 10 year time years of eVestment data as used by the FCA. The on the period of more normal market conditions 
period Q1 2006 to Q4 CMA chose not to collect new data for 2016 or (reflective of circumstances faced by trustees 
2015, yet 2017. It noted only that there was no evidence to currently) and if necessary it should collect 
acknowledges that believe that 2016 and 2017 were materially eVestment data for 2016 and 2017 to lengthen its 
part of this period is different in terms of IC ratings behaviour or sample period.  
distorted by the 
extreme system 
stress of the financial 
crisis 

performance. 

As a sensitivity analysis, the CMA, also conducted 
its analysis over the four years Q1 2012 to Q4 2015 
“to see if asset manager recommendations perform 

We also find that for the majority of the 10 year 
period, the ICs achieved more favourable results 
than the CMA chooses to report or focus on – as 
shown in the Confidential Annex.  

better outside of times of extreme ‘system stress’ 
(i.e. a number of years after the financial crisis of 
2007-8)” (WP, slide 62). The CMA finds that IC 
recommendations do indeed perform much better 
when excluding the period of extreme system 

Results from across the 10 year period are 
demonstrably not robust or representative if 
different results arise for significant subsets of that 
period.  

stress. 

iii. The CMA tests The CMA describes its test of Buy-rated product We support the CMA conducting and reporting the 
performance of performance against their own relevant baseline test outcomes (on a gross of AM fees 
Buy-rated products benchmarks as the “baseline test” (WP, slide 20). basis).  
against ‘Unrated’ 
products 

The CMA notes that: “… this is the standard way in 
which the performance of asset management 
products is measured in the financial services 
industry.” 

We believe, however, that there are several 
reasons why statistical tests between Buy-rated 
products and Unrated products will be unreliable. 
These include data issues and biases in the 

The CMA then goes on to test whether Buy-rated 
products perform better than ‘Unrated’ products to 
a statistically significant degree. This secondary 
test tends to reflect weaker results. 

Unrated products and issues with the statistical 
tests. 

We believe that these issues may lead to a 
systematic understatement of IC value added, 
which would be misleading to trustees. It would 
also be very costly for ICs to maintain a ‘clean’ 
dataset of Unrated products, with little added value 
to clients.  

iv. The CMA presents The CMA’s analysis covers a broad range of We agree that showing performance of asset 
results at an asset different asset classes. Table 8 (WP, slide 57), for manager recommendations at an asset class level 
class level across example, indicates that in the analysis conveys useful information to trustees, and we 
several different approximately 69.8% are Equity products, 23.4% indeed do this in our quarterly Value Added reports. 
asset classes are Fixed Income, 4.1% are Hedge Funds, and 

0.7% are Alternatives. As this comes to 97.9%, 
there are also other asset classes assessed but not 
be named in the WP (e.g. Real Estate). 

We believe, however, that value added should be 
measured only in product categories where there 
are investable, relevant and accepted benchmarks. 
Absolute return and Hedge Fund product 
categories are particularly challenging in this 
regard, as often these products are benchmarked 
against cash only. 
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