
As any science-fiction 

aficionado will attest, the 
1960s TV show Lost in 
Space was a bit corny yet 
produced a loyal following. 
The series’ most memorable 
line was ‘Danger, Will Robin-
son’. It has since entered the 
vernacular and signifies an 
approaching menace. 

Occasionally, a story sur-
faces that raises an issue 
that is a menace to investors. 
As a Board advisor and in-
vestment consultant, I am 
often asked about them.  

For example, in October a 
Bloomberg article purportedly 
exposed parts of the man-
aged futures industry that are 
shocking (if correct). The 
article suggested hidden fees 
eliminate most of investor 
returns. While the accuracy 
of the article can (and is) 
being hotly debated, from my 
point of view, it simply high-
lights a danger that occurs 
whenever complex products 
with opaque structures are 
sold. While this might not 
affect Canadian plans, vigi-
lance is needed when com-
plex or illiquid assets are 
added to a portfolio. Not sur-
prisingly, even ‘good’ alterna-
tive products that are quite 
suitable do exhibit wide 
range of fee complexities.  

The second item was a 
scholarly study by academics 
at Oxford’s Said School of 
Business. It examined wheth-
er search consultants could 
pick “winning” money manag-

ers. The research, which cov-
ered long-only US equity 
searches in the tough 1999-
2011 period, concluded that 
no evidence exists that con-
sultant recommendations add 
value. One key reason is that 
consultants routinely recom-
mend larger products over 
similar but smaller ones. 

There are aspects of this 
research I have serious con-
cerns about, including certain 
interpretation issues (not too 
surprising). Notwithstanding 
this, in my 30+ year career, I 
have witnessed sponsors 
and consultants showing a 

preference 
for larger 
established 
offerings. 

But focus-
ing on 
manager 
search out-
comes, in 
my view, is 

actually a red herring. Con-
sultant value-added stems 
from knowing the subtleties 
of our industry. This takes 
years of experience to hone. 

A recent example, where I 
was involved in an alternative 
asset class manager search, 
showcased this. Each of the 
four finalists were suited for 
the job. One, however, of-
fered a fund that allowed re-
tail and institutional monies to 
be co-mingled. Given this 
structure, I asked what the 
normal cash levels were. The 
answer (10%) surprised eve-
ryone. Is it worth knowing 

about an active manager 
(with active fees) that invests 
just 90% of client funds? 

Let me offer some 
thoughts. First, search con-
sultants cannot guarantee 
that every finalist they bring 
forward will prove to be a 
winner. This objective is un-
realistic (just like demanding 
a minimum return from every 
money manager hired).  

Second, although it’s not 
obvious, both consultants 
and money managers have 
developed similar methodi-
cal, process-driven ap-
proaches for finding securi-
ties (candidates). What dif-
ferentiates each before put-
ting a new security (or man-
ager) into a portfolio are the 
questions they ask (or don’t). 

Conclusions: 

Investors, both retail and 
institutional, face investing 
dangers. The first danger is 
high fees, which negatively 
impact returns. 

Second, service providers 
have developed methods for 
streamlining their decision-
making. This increases effi-
ciency and lowers delivery 
costs. Customization is the 
other option, but is more 
costly so used less often. 

Last, be weary of headline 
grabbing research even if it 
comes from a trusted source. 
Investing is an art (not a sci-
ence). All decisions must be 
imperfect. That’s everyone’s 
Danger, Will Robinson.  
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Inside this issue: 

Kudos to: 

Jim Leech, outgoing CEO of 

Ontario Teachers’ Pension 

Plan, one of Canada’s largest 

retirement funds. He just co-

authored a book, The Third 

Rail: Confronting Our Pen-

sion Failures, that addresses 

some big issues in Canada’s 

retirement system. One of his 

concerns is “the foolhardy 

rush from defined benefit to 

defined contribution plans, 

which is very counterproduc-

tive…..”. 

and…. 

 

Mark Fuller, President and 

CEO of the Ontario Pension 

Board, for penning an excel-

lent article in Benefits and 

Pensions Monitor magazine 

(June 2013) titled “Building 

Sustainability Through Efficien-

cy: A Pension Model for All 

Canadians”.  

....Cheers, GMK 
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