


Benchmark-linked investment products 
generate returns linked to the performance of 

benchmarks that, in turn, are designed to 
reflect measures of prices, rates, or other 

data points. 

These benchmarks may be outputs from 
complex, proprietary formulas or simply 

references to public rates or trading prices.
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“In 2018, more than $13.9 trillion in investment funds had stock portfolios that mimic the composition of 
MSCI indexes or used them as performance yardsticks, and nearly all investments by U.S. pension funds 

in global stocks are benchmarked against MSCI indexes.”
-Wall St. Journal, Feb. 3, 2019
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Are the indexes:
(1) Critical, 
(2) Significant, or 
(3) Non-significant?
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Speeches and Statements

SEC Risk Alert (Nov. 8, 2018)

•

Market Participants and Experts Beginning to Push for Reforms

SEC OCIE 2019 Examination Priorities

•

●

●
●
●

•
IOSCO Principles for Financial Benchmarks (2013)

•
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https://www.sec.gov/files/OCIE%20Risk%20Alert%20-%20RIC%20Initiatives_0.pdf
https://www.sec.gov/files/OCIE%20Risk%20Alert%20-%20RIC%20Initiatives_0.pdf
https://www.sec.gov/files/OCIE%202019%20Priorities.pdf
https://www.sec.gov/news/public-statement/clayton-remarks-investor-advisory-committee-110719
https://www.sec.gov/news/public-statement/statement-clayton-fimsac-110419
https://www.sec.gov/news/speech/speech-blass-2018-03-19
https://www.nytimes.com/2019/02/18/opinion/index-fund.html
https://healthymarkets.org/product/benchmark-linked-investments
https://healthymarkets.org/product/benchmark-linked-investments
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD415.pdf


Investors and other market participants in the United States and abroad would be well-advised to perform 
significant due diligence, including:

● Is the benchmark an accurate reflection of the exposure I want? 
● Will the benchmark remain an accurate reflection of the exposure I want over time?
● Is the benchmark easy to manipulate?
● If the benchmark uses data from other parties, is that data provided voluntarily or compelled? 
● If the benchmark uses trade-related information, is it based on actual trading or on quotes? 
● Are those inputs taken at specific, known times or are they randomized? 
● What procedures exist to ensure that the inputs are an accurate reflection of the markets which they 

are purporting to measure (e.g., are data snapshots randomized, are multiple samples taken, or are 
outliers excluded)?

● Are the benchmark criteria objective, subjective, or a mix?
● Are the benchmark criteria and calculation methodologies public, auditable, and testable? 
● How may a ratings agency or other party assess the risk associated with the benchmark or its linked 

investment products?
● How can the benchmark calculation or inputs be changed over time? 
● How are costs for creation and maintenance of the benchmark determined and allocated?
● If the benchmark is linked to a public reference point, is there an investment performance shortfall? If 

so, why?
● How are the costs for the benchmark-linked investment product distinguished (or not) from the 

creation and maintenance of the benchmark itself?
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● Who will maintain the benchmark over time (be the administrator)?
● What are the financial incentives for the benchmark administrator? 
● Is the benchmark administered and/or calculated by an entity independent from those that sell or 

trade in instruments that are priced against the benchmark? 
○ If not, are there legal or institutional separations from the benchmark administration and 

calculation functions versus the sales or trading functions?  Are these separations 
independently reviewed and audited? 

● Does the benchmark administrator have appropriate expertise, resources, compliance, and oversight 
functions to ensure quality and integrity?

● Does the administrator have other financial interests that may run counter to the investor in the 
benchmark-linked investment product? 

● Is the benchmark administrator trading around my exposure in ways that could impact the 
benchmark?  If so, how?  

● Does the benchmark administrator or calculation agent have a compliance program designed to 
ensure the integrity of the benchmark?

○ If so, does the compliance function have a reporting line independent from units that would 
benefit from selling or trading in the benchmark? Is this compliance function and the 
administration or calculation of the benchmark subject to independent oversight by a regulator 
or subjected to regular external audits? 
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