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Value for money
National Audit Office

Source: National Audit Office.

Commissioner/service provider

Resources Inputs Outputs Outcomes
(intended and unintended)

Other 
influences

Processes

Objectives

Economy
Minimising the cost 
of resources used 

while having regard 
to quality

Efficiency
Relationship between 
outputs, e.g. services, 

and the resources used 
to produce them

Effectiveness
Extent to which 

objectives are achieved 
and the relationship 
between intended 
and actual impacts 

of a service

Cost-effectiveness
The optimal use of resources to achieve the intended outcomes



Investment objectives
1. Return – financial/social, absolute/relative
2. Risk
3. Liquidity
4. Time

Value for money
Importance of understanding objectives

Objectives Inputs Outputs Outcomes
Processes

Insight Appraise value for money relative to objectives1



What are charity investors paying investment managers to do?
– Provide custody
– Provide advice
– Implement dealing
– Generate a financial return 
– Manage risk
– Outperform
– Provide financial reporting

Trustees must ‘take advice from someone 
experienced in investment matters unless 
they have good reason for not doing so’

Charity Commission, CC14

Value for money
Importance of understanding objectives

Objectives Inputs Outputs Outcomes
Processes

Insight Paying for a lot more than just performance2



What are foundations paying investment 
managers to do?

– Provide safe custody

– Provide good advice

– Implement dealing effectively

– Generate a financial return in line or ahead of 
objectives – income and capital

– Manage risk in line with expectations

– Outperform relative to benchmark

– Provide timely and accurate financial reporting

Measurable

Value for money
What can we measure? Economy, efficiency and effectiveness

Insight Don’t just focus on measurable outcomes3

Return Risk Cost



Value for money
What are the options?

Self managed
Passive

Outsourced
Active

Increasing cost

Insight There is no zero cost option4



Opacity of investment management fees

– Custody

– Dealing – brokers commission

– Cash – forex, transfer, interest rate margin

– Annual management charge

– VAT

– Stamp duty

– Other tax

– Other pooled fund charges – trustee, safe custody, transaction, audit

Value for money
Measuring cost

Insight Important to know what our costs are5



Active returns
What should we pay?

Insight Consider the balance between private and public benefit 6

If better off 
net of fees, 

should it matter?



Some Thoughts
“All other things being equal, the smaller a fund’s expense ratio, the better 
the results obtained …” 

William Sharpe, 1966

“In the short term, the impact of costs may appear modest, but over the 
long run, investment costs become immensely damaging …” 

John Bogle, 2014

"The investor with a portfolio of sound stocks should expect their prices to 
fluctuate and should neither be concerned by sizable declines nor become 
excited by sizable advances. He should always remember that market 
quotations are there for his convenience, either to be taken advantage of or 
to be ignored.“ 

Benjamin Graham, 1949

“..it’s not unusual for portfolios that outperform over longer periods to 
underperform in shorter periods” 

Brandes Institute, 2005

Two questions

Value for money
Divisive

Does active 
management 

add value?

What 
should you 
pay for it?



Passive management is often seen as a low-cost, low-governance way to invest. While this may be true in a narrow 
sense, we think it would be a mistake to believe that it is a low-risk route to success or that it offers a ‘set-and-forget’ 
approach. We would argue that:

A passive strategy does not alleviate ‘fiduciary’ duties

– portfolio returns come from both asset allocation and security selection

There are hidden risks to index-based investment approaches – index bias and concentration

– MSCI World has 1,646 stocks vs. a potential universe of over 15,000* 

– concentration effects – ‘tech bubble’ 1999/2000, Japanese stocks 1989 – and momentum characteristics

– a corporate bond strategy automatically allocates the highest weight to the most indebted companies

There is evidence that some active managers can add value

Passive investing 
Some drawbacks

*Seen as investable by the Schroder QEP Equity Team.
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Active returns
UK Equities – five-year rolling to December 2016

MSCI UK (Net Dividends Reinvested) net of 5bps (estimated TER for cheapest tracker) compared to Lipper UK Equity universe.
Source: Cazenove Capital. Past performance is not a guide to future performance. The value of an investment and the income from it may go 
down as well as up and investors may not get back the amount originally invested.



Active management in the UK has mostly added value over the last 10 years 

Active returns
UK Equities – five-year cumulative to December 2016

MSCI UK (Net Dividends Reinvested) net of 5bps (estimated TER for cheapest tracker) compared to Lipper UK Equity universe.
Source: Cazenove Capital. Past performance is not a guide to future performance. The value of an investment and the income from it may go 
down as well as up and investors may not get back the amount originally invested.



– Looking at five-year rolling up to 2016, active 
managers have outperformed indices

– UK and Europe have shown the best active returns

– Asia ex Japan and Emerging markets less homogenous

Past performance is not a guide to 
future performance!

Active returns
Equity markets

Source: Cazenove Capital, Indices FTSE and MSCI net of estimated TER for cheapest tracker, compared to Lipper universe.

Data to December 
2016

% observations 
where active manager returns 

have beaten the index

Region Indicative 
charge

5-year rolling vs. index
61 observations, 5 years

bps Median Top 2Q

UK
MSCI UK (NDR)

5 87 100

Europe ex UK
MSCI EurexUK (NDR)

9 100 100

US
FTSE Nth Am (NDR)

7 10 95

Japan
FTSE Japan (NDR)

20 30 100

Asia ex Japan
MSCI FE x Jap (NDR)

20 0 90

Emerging 
MSCI EM (NDR)

22 0 78



UK equity funds:
– Assume invest in manager at top of 2nd quartile (25th centile manager) over rolling five-year periods over the last 10 years
– Average outperformance of FTSE All Share (Total Return) net of 5bps passive fund fee is 4.2% p.a. in a range of 0.5% p.a. to 7.5% p.a.*

Fee methodology:
– Assume manager entitled to 25% of outperformance, would suggest a fee of 1.05% (105bps), compared to fees of 0.5% to 0.75% 

for our current preferred UK managers
– Not all managers are top quartile! The median manager outperformed by 0.5% p.a., which would imply a fee of 0.125% (12.5bps)
– Fixed fees make for asymmetric risk and rely on positive fund selection

Flexible fees?
– Offer fees that flex with relative performance
– In this case anchor at 60bps; this could rise to 90bps, when annualised five-year rolling performance greater than 3% p.a. ; and fall 

to 30bps, when annualised five-year rolling performance less than 1% p.a.

Insight Know how much you are prepared to pay, and what active benefit you are expecting7

Equity funds
What should we pay?

Source: Lipper, MSCI, CCM * Analysis based on NAV performance, which is net of all costs and is done on the ‘retail’ line, which typically 
attracts fees of 1% to 1.5%.



Insight Diversification comes at a price8

Some challenges:
– Agreeing the strategy or asset allocation
– Choice of indices 
– Replicability through passives – property and other alternatives
– ‘Set and forget’ or systematically rebalance

Active returns
Multi-asset is more complicated

Cheaper More expensive

Passive Active stock selectionStock selection

Diversification

Asset allocation

Limited asset classes
Single manager

Fully diversified strategy
Open architecture

Set and forget strategy Active allocation



Risk considerations
Active approach allows for diversification into alternative assets, 
which will reduce overall volatility 
Equivalent passive strategy targeting CPI+4% would have 80% 
Equity/20% Bond strategy and a volatility 16% more than 
modelled diversified strategy

Assuming a £10m portfolio value

Compare the cost of active vs. passive 
implementation
Total cost of active (ex VAT) £111k vs. total cost of passive 
(ex VAT) £38k
Additional ‘active cost’ of £73k p.a. pays for asset allocation 
(Cazenove Capital), manager selection (Cazenove Capital) and 
stock selection (fund fees)

ACTIVE
(Current total cost) 

Annual TER
(%)

(GBP’000)

Cazenove Capital 0.50 £50

Schroder fund fees 0.11 £11

Third-party manager fees 0.50 £50

Total (ex VAT) 1.11 £111

PASSIVE 
(implementation of strategy/rebalancing)

Annual TER
(%)

(GBP’000)

Cazenove Capital 0.25* 25

Third-party manager fees* 0.13 13

Total (ex VAT) 0.38 38

Costs – a framework
Additional return to incremental cost

*Assuming implementation through vanilla equity and bond index funds (Vanguard).

Insight Appraise active value added against a passive portfolio9



The amount of extra money generated for 
the charity per £1 of fees paid

Active vs. passive
The amount of extra money generated for 
the charity per £1 of additional fees paid for 
active management (vs. passive alternative)

Active vs. passive
The amount of extra money generated for 
the charity per £1 of additional fees paid for 
active management (vs. passive alternative), 
adjusted for the risk where active approach 
20% less volatile

Measuring value for money
Cost, return and risk … passive vs. active

Absolute value for money1 Relative value for money2 Risk-adjusted value 
for money1

Please note, examples are fictional.
*Not comparing with target return as CPI+4% is uninvestable. Overall net of fee performance should still be monitored against this target 
over the long term. Comparing with diversified strategy to enable like for like comparison but note this would not be able to be implemented 
entirely passively. Past performance is not a guide to future performance.

7%
p.a. return

1%
p.a. return

1.2%
p.a. return

1%
p.a. fees

0.4%
p.a. fees

0.4%
p.a. fees

For every

£1
paid in 

investment 
costs,

£7
generated for 

the charity 

For every

£1
paid in 

investment 
costs,

£2.50
generated for 

the charity 

For every

£1
paid in 

investment 
costs,

£3
generated for 

the charity 



Appraise value for money relative to objectives

Paying for a lot more than just performance

Don’t just focus on measurable outcomes

There is no zero cost option

Important to know what the costs are

Consider the balance between private and public benefit

Know how much you are prepared to pay, and what active benefit you are expecting

Diversification comes at a price

Appraise active value added against a passive portfolio

And importantly… past performance is not a guide to future performance.

Value for money
Insights

1

2

3

4

5

6

7

8

9



Our strategic asset allocation process begins with examining the expected 
long-term characteristics of investment markets. In doing so we look at 
historic return data (both nominal and real) and current economic 
conditions and trends. Importantly, this is overlaid with a degree of 
professional judgement in forming our expectations of markets. 

Risk is defined as the standard deviation of annual returns. Assuming that 
returns are normally distributed, we expect returns to be within one 
standard deviation of the mean on two thirds of occasions. Risk and 
return estimates are based on our analysis and are not guaranteed. 

Correlation assumptions 
The other inputs required for our strategic asset allocation are the 
correlation coefficients between various investment markets. Correlation 
is a measure of the degree to which asset class performance moves in 
unison. The value assigned ranges from -1 (perfect negative correlation) 
through zero (no discernible relationship) to +1 (perfect positive 
correlation). 

The ability to reduce overall portfolio risk (volatility) by combining assets 
in a diversified portfolio is due entirely to the fact that markets are not 
perfectly positively correlated. The weaker the correlation, the greater the 
risk-reducing benefits of portfolio diversification. The full correlation 
assumptions are available on request. 

Strategic asset allocation input assumptions

Forecasts are by their very nature subject to change without notice. No representation or warranty is made that any return or forecast will 
be achieved. 

Long-term total 
return (% p.a.) Risk (%)

Cash 3.75 0.5

Bonds 4.00 6.0

Domestic developed equities 7.50 15.0

Overseas developed equities 7.75 17.0

Emerging market equities 10.00 23.0

Absolute Return 6.00 7.5

Property 6.00 7.5

Commodities 6.50 19.0



Disclaimers
We undertake to comply with our obligations under the Financial Services and Markets Act 2000 and the disclaimers set out in this section do not exclude or restrict liability for any duty to clients under this 
Act or any other applicable regulatory authority.

Nothing in this document should be deemed to constitute the provision of financial, investment or other professional advice in any way. The material in this document is for information purposes only and 
the services, securities, investments and funds described may not be available to or suitable for you. Not all strategies are appropriate at all times.

We have taken all reasonable care to ensure that the information contained within this document is accurate, up to date, and complies with all prevailing UK legislation. However, no liability can be 
accepted for any errors or omissions, or for any loss resulting from its use. Any data and material provided ahead of an investment decision are for information purposes only. Unit and share prices are for 
information purposes only, they are not intended for trading purposes. We shall not be liable for any errors or delays in these prices or in the provision of this information, or for any actions taken in 
reliance thereon.

We reserve the right to amend, alter, or withdraw any of the information contained in this document at any time and without notice. No liability is accepted for such changes.

This document may include forward-looking statements that are based upon our current opinions, expectations and projections. We undertake no obligation to update or revise any forward-looking 
statements. Actual results could differ materially from those anticipated in the forward-looking statements.

Risk warnings 
You should consider the following risks:

Investment risk: Past performance is not a guide to future performance. The value of an investment and the income from it may go down as well as up and investors may not get back the amount originally 
invested.

Taxation: Statements concerning taxation are based on our understanding of the taxation law in force at the time of publication. The levels and bases of taxation may change. You should obtain 
professional advice on taxation where appropriate before proceeding with any investment. 

Exchange rates: Investments in overseas securities are exposed to movements in exchange rates. These may cause the sterling value of units to go up or down. 

Debt securities: Investments in higher yielding bonds issued by borrowers with lower credit ratings may result in a greater risk of default and have a negative impact on income and capital value. Income 
payments may constitute a return of capital in whole or in part. Income may be achieved by foregoing future capital growth. 

Emerging markets: You should be aware of the additional risks associated with investment in emerging and developing markets. These include: higher volatility of markets; systems and standards affecting 
trading, settlement, registration and custody of securities all possibly lower than in developed markets; lack of liquidity in markets and exchanges leading to lower marketability of securities and greater 
price fluctuation; significant currency volatility, possibly resulting in adoption of exchange controls; lower shareholder protection or information to investors provided from the legal infrastructure and 
accounting, auditing and reporting standards.

Disclaimers, risk warnings and regulatory status



Risk warnings (continued)
Unregulated collective investment schemes: Unregulated collective investment schemes and other non-mainstream pooled investments (NMPIs) are unlikely to offer a level of investor protection equivalent 
to that available for UK regulated investments. Such schemes may deal infrequently and may limit redemption.

Structured products: Structured products are usually issued by financial institutions and in the event of these institutions going into liquidation or failing to comply with the terms of the securities you may 
not receive the anticipated returns and you may lose all or part of the money you originally invested. If you sell your investment before its maturity date the investment may achieve a price less than the 
original investment. The performance of these investments may depend on indices and defined calculations which may differ from direct investments. 

Gearing: Some of the investments we may make on your behalf could be in investment companies which use gearing as a strategy or invest in other investment companies which use gearing, such as 
investment trusts. The strategy which the issuer of such securities uses or proposes to use may result in movements in the price of the securities being more volatile than the movements in the price of 
underlying investments. Such investments may be subject to sudden and large falls in value and you may get back nothing at all if there is a sufficiently large fall. 

Regulated Mortgages: Schroder & Co. Limited is authorised by the Prudential Regulation Authority to administer, advise on, arrange (bring about) and enter into a regulated mortgage contract. Your home 
may be repossessed if you do not keep up repayments on your mortgage.

All data contained within this document is sourced from Cazenove Capital unless otherwise stated. Where FTSE International Limited (“FTSE”) data is used, “FTSE” is a trade mark of the London Stock 
Exchange Group of companies and is used by FTSE International Limited under licence. All rights in the FTSE indices vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any 
errors or omissions in the FTSE indices or underlying data. No further distribution of FTSE data is permitted without FTSE’s express written consent.

Company particulars and regulatory status
This document is issued by Cazenove Capital which is part of the Schroder Group and is a trading name of Schroder & Co. Limited, who together with connected companies provide the services described.

Schroder & Co Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered office is at 31 Gresham 
Street, London EC2V 7QA. Registered Number 2280926 England.

Services supplied by Schroder & Co. Limited and connected companies may be subject to value added tax (VAT). Schroder & Co. Limited is registered for VAT in the United Kingdom (GB 243868730).

For the purposes of the Data Protection Act 1998, the data controller in respect of any personal data you supply is Schroder & Co. Limited. Personal information you supply may be processed for the 
purposes of investment administration by the Schroder Group, which may include the transfer of data outside of the European Economic Area. Schroder & Co. Limited may also use such information for 
marketing activities unless you notify it otherwise in writing.

For your security, communications may be recorded or monitored.

Disclaimers, risk warnings and regulatory status



Thank you


