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A typical retirement fund’s objective will be to deliver a prespecified inflation-beating return within specified risk 
parameters. However, the investment world has become increasingly complex and volatile, and the environment is 
far more demanding than a decade ago. 2018 has been a perfect example of a year where most asset classes yielded 
negative returns. 

Investments now comprise more than just the range of traditional asset classes of equities, property, bonds, and cash, 
with predetermined local and offshore exposure. There are also alternative asset classes and additional strategies 
and frameworks, such as environmental and social, and governance factors to consider. Most importantly, as the 
equity, bond and currency markets swing too far in one direction and then the other, ongoing hedging and protection 
strategies, as well as tactical asset allocation and rebalancing decisions, are becoming more important and such can’t 
solely be decided upon when meeting quarterly. Furthermore, there is a more significant requirement for investment 
manager and mandate due diligence and analysis and, more specifically, the monitoring of concentration risk in funds. 
Trustees also need to act faster to benefit when short term opportunities or mispricings arise, while any small mistakes 
in a low return environment can adversely impact fund returns. 

Against this backdrop, agility for many Boards of Trustees may be difficult, as it takes some committees months to 
deliberate, make and then finally execute investment decisions. A survey on decision making among fund trustees 
reveals that a third take more than three months to make a related investment decision, while 11% take more than six 
months to do so. Responders cited market volatility and not enough expertise as the top two impediments to making 
decisions.

Retirement fund trustees are required to act in members’ long term interests, 
one of which is to achieve the best risk-adjusted return on their investments. 

Considering the challenges that trustees face fulfilling this goal, more are opting to 
outsource components of the investment decision making process to investment 
advisors. The investment advisor then fulfills an advisory role on components of 

the assets but then also performs a management role on other components.

It’s time to rethink investments. 
Are you thinking of thinking differently?
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Although trustees generally obtain advice from their investment consultant, the consultant has no discretion, and the 
speed of execution depends on how timeously the trustees can meet and obtain the required advice and then execute 
the trustees’ investment decisions. More than half of the responders in the above research have one or no full-time 
staff to manage their funds, and more than half have no plans to increase their staff. As noted, these committees may 
take more than three months to execute a decision. It is, therefore, unsurprising that one in four responders believed 
their fund has missed out on valuable investment opportunities.

    

To overcome cumbersome and ineffective decision making and implementation processes in a dynamic market 
environment, retirement fund committees are increasingly seeing the outsourcing of components of the investment 
decision making and implementation process to their investment advisors as a more viable solution than simply obtaining 
advice from them and then making decisions on a quarterly basis. More trustees are looking to their investment 
advisors to not simply advise them but to now also act with discretion and faster implementation turnaround times. The 
outsourced chief investment officer (OCIO) model, also called the fiduciary or delegated advisory model, is based on 
the investment advisor not just delivering investment advice, but also managing and executing parts of the investment 
strategy within a predefined level of discretion as set by the trustees. 

This combination offers trustees the best of both worlds. Charles Ellis wrote in ‘Winning the Loser’s Game’, “Investment 
managers may or may not outperform their benchmarks, but if the investment advisor does not understand how 
best to meet the investor’s requirements, it’s game over. It’s actually the investment advisor and not the investment 
manager who has the greatest impact on outcomes and performance.” By combining the roles of investment advice and 
discretionary implementation and management in a single service provider, the trustees could potentially implement 
a superior and faster investment programme. The onus, however, is then on the investment advisors to step up and 
accept responsibility for outcomes, as they have been delegated investment management discretion as defined by 
their mandate.

The extent of discretion given to an OCIO is the trustees’ choice. Every trustee committee is different and will 
need to decide what level of discretion suits them best. The more complex the investment strategy, the more 
likely the trustees will rely on the investment consultant for advice.

“Great things are never done by one person.
They’re done by a team of people” 

- Steve Jobs

               Minimal Discretion        Partial Discretion              Full Discretion

• Outsourcing provider 
makes formal 
recommendations to 
investment committee
• Asset Allocation
• Risk budget
• Manager selection

• Investment committee sets 
asset allocation, risk budget, 
and investment policy ranges

• Investments outsourcing 
provider implements 
portfolio decisions
• Chooses managers
• Investment instruments
• Flexibility to make 

tactical investment 
decisions within policy 
ranges

• Investment outsourcing 
provider responsible for 
making all investment policy 
decisions…

• … as well as implementing 
those decisions.

• Investment committee 
approves all investment 
decisions
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While trustees define the investment strategy, the OCIO can implement the daily, short term and operational aspects of 
the strategy. The trustees typically decide on the long-term strategic asset allocation, the ranges in which tactical asset 
allocation may be implemented, the notional value of hedging strategies, the risk budget, relevant benchmarks, and 
the total fee budget, and will select the underlying investment managers. The OCIO could then as an example manage 
the tactical asset allocation between asset classes (within predefined ranges as set by the trustees), rebalancing of 
investment manager mandates and the hedging programme. The investment advisor will as per any appointment 
conduct the performance, risk and cost monitoring, and report back to the trustees. A mandate given to the OCIO 
should clearly specify its responsibility and set out guidelines to obtain the fund’s performance target and other 
objectives.

    

Research shows that when a fund is managed, with the application of efficient investment strategies and with real-
time decisions being made, implementation shortfall can be reduced by at least 1% to 2% each year. Funds that are 
too small to warrant the appointment of an in-house investment team or do not want to for other reasons can still 
enjoy the benefits of active investment strategy management through the OCIO model. Having an expert investment 
advisory team to make decisions and quickly respond on them can therefore potentially increase returns and also 
better manage the risks. 

While the OCIO can take over some aspects of decision-making, some elements cannot be outsourced by the trustees. 
These include governance oversight, determining the investment strategy, and setting the long term strategic asset 
allocation and tactical asset allocation bands. Other responsibilities that remain with the trustees are to define the risk 
budget, monitor the progress towards meeting objectives, setting the fee budget and monitoring the OCIO. 

Choosing an OCIO with the right skill set is vital. An OCIO with both investment advisory skills and investment 
management experience can more easily combine advice, strategy, and implementation. It should have a successful 
investment advisory and investment management track record, a wealth of experience and a stable team. Furthermore, 
it should not bring any conflicts of interest to the table. Trustees who wish to implement an OCIO model do not 
need a multi-manager that sells a product, but rather a tailor-made advisory solution that meets their specific needs. 
Whereas most investment advisors have never managed monies and therefore typically provide theoretical solutions, 
the OCIO must have actual investment management experience, thus a combination of investment advice theory 
with investment management practice. Ultimately trustees would need to see their OCIO as their long term strategic 
investment and thinking partner.

 … to instruct, for and on behalf of the Fund, asset managers, brokers and other service providers of the 
Fund to effect certain changes, within prescribed parameters, to asset holdings, including purchasing 
and selling currency and equity hedging instruments, accessing cash as necessary for defraying costs of 
permitted operations, rebalancing asset holdings between asset managers, terminating existing asset 
manager mandates in defined circumstances and to redeem and invest assets and appoint managers 
from a Fund approved list as may be necessary or expedient for any of these purposes.

“

“If you do what you’ve always done, 
you’ll get what you’ve always gotten.” 

- Tony Robbins

OCIO: MANDATE EXAMPLE
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By outsourcing components of the investment decision-making and management process, trustees are freed up to 
focus on the broader investment strategy and making optimal long-term decisions. They can focus on the bigger 
picture and the importance of the investment strategy. The trustees’ fiduciary responsibility would be to conduct a due 
diligence on the OCIO. During the trustee meetings, the OCIO would provide feedback on how they are managing the 
investment strategy, changes they are making and their rationale for making changes. 

Considering that a fifth of responders in the noted survey had thought about outsourcing to an OCIO in the past 12 
months, while 13% were considering appointing an OCIO in the next 12 months, the move to outsourcing is growing, 
and maybe the most viable way in which trustees can successfully meet their obligations to members.

“The Fund’s experience of the practical functioning of the 
mandate and GraySwan’s performance in terms thereof, 
has been entirely positive and rewarding. The benefits 
gained in terms of eliminating delays in decision making, 
timeous implementation in volatile markets and extraction 
of best possible value from available expert support whilst 
simultaneously containing agency risk and cost, have been 
manifest. For a board of trustees comprised of non-experts 
dependent upon expert investment advice, the advantages 
of an appropriately structured OCIO mandate over traditional 
investment consulting, are compelling.”

- Din Pretorius   I   Phumula Retirement Fund

MORE INFORMATION

If you have any question regarding our Research, Investment Consulting, 
Wealth Management, Reporting or Treasury Solutions services please contact us today.
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UN PRI is an international investor 
initiative sponsored by the UN and 
based on six principles for responsible 
investments. The aim is to help investors 
actively to incorporate environmental, 
social and governance issues into their 
investments.

The core of our investment team has been working together for more than 10 years. Our collective investment 
experience exceeds 100 years of advising to and managing most of the largest institutional client’s assets in South 
Africa.
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