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DEFINING THE OCIO BENEFIT:
PENSION SERIES

WHAT VALUE CAN IT PROVIDE TO  
PLAN SPONSORS?

In just the last five years, total US institutional assets under management (AUM) by 
Outsourced Chief Investment Officers (OCIO) has continued to grow steadily, and 
is projected to reach nearly $2 trillion in 2021. With corporate defined benefit plans 
representing the largest share by far, at 55% of total institutional assets, this interest in 
outsourcing shows no signs of abating.  

Although OCIO has become a buzzword across the broad investment community, 
many defined benefit plan sponsors have questions about what an OCIO does, whether 
employing an OCIO interferes with their fiduciary obligation to participants, and what 
factors can help to make a partnership with an OCIO successful.

Sona Menon, Head of the North American Pension Practice at Cambridge Associates, 
recently shared her perspective on some of the most common questions plan sponsors 
ask about the OCIO relationship. Sona brings a wealth of knowledge and experience to 
bear in addressing these concerns, having served as an OCIO for defined benefit plans 
for over a decade.  

THE OCIO CONCEPT HAS EVOLVED SIGNIFICANTLY OVER 
THE PAST DECADE AND HAS COME TO MEAN DIFFERENT 
THINGS TO DIFFERENT PEOPLE. HOW DO YOU DEFINE IT? 

There are many OCIO models in the marketplace today. Broadly speaking, the 
common thread among all of them is that an investment team outside of the sponsor is 
delegated the responsibility for managing a portfolio or a specific asset class within a 
portfolio. This includes developing and implementing an investment strategy, selecting 
investment managers, managing risk, and providing day-to-day oversight of the plan 
assets. The OCIO is also responsible for tactical investment decisions and rebalancing 
to take timely advantage of market moves and investment opportunities. Operationally, 
the OCIO is responsible for executing transactions and ensuring cash is available to 
meet monthly benefit payments and plan expenses. Any or all of these functions may 
be performed in collaboration with an oversight committee or specific other constitu-
ents within the plans sponsor’s organization.

Q:



HAVE YOU SEEN GROWING DEMAND FOR OCIOs AMONG 
DEFINED BENEFIT PLAN SPONSORS, AND WHY?

We definitely have; at Cambridge Associates, by way of example, we’ve nearly doubled 
our pension OCIO assets in the past five years alone.1   

One reason for this strong interest is the overall market and investment backdrop. Rich 
valuations across most risk assets and persistently low interest rates have left sponsors 
wondering where future returns will come from to help close funding gaps or offset 
future required contributions. They realize that the next ten years are unlikely to 
produce the kinds of outsized gains seen over the past ten. However, due to a myriad of 
factors, plan sponsors have been reluctant to lower their high return targets. Add in the 
increasingly complex and diverse investment opportunity set, and it is no wonder that 
many plan sponsors are questioning whether their current investment strategy and 
oversight model is suitable for what lies ahead.

In addition, we've seen an increasing number of sponsors want to simplify the opera-
tional, audit, compliance oversight, and costs of managing a pension portfolio, which 
can all detract from other budgetary objectives. Some plan sponsors want to ensure 
that they are appropriately meeting their fiduciary duties without the resource and 
time burden of executing trades, filling out paperwork, performing legal reviews, 
ensuring adherence to the investment policy statement, and providing appropriate 
documentation for audit purposes.  

ARE THERE OTHER, MORE INSTITUTION-SPECIFIC 
MOTIVATIONS?

Certainly, and those often are related to a plan sponsor’s particular investment “pain 
points.” For instance, some sponsors may simply not have the resources and scale to 
perform the deep due diligence that is necessary to identify the best managers across 
all asset classes. Even large, well-resourced organizations that have an internal invest-
ment office may find that they need to augment their own resources by partnering 
with an OCIO on specific asset classes within the portfolio. We frequently see this, for 
instance, with alternative investments, where successful manager selection is pivotal to 
generating alpha.    

Another common situation results from the need for improved governance and faster 
investment decision making. An OCIO can react more nimbly to fast-changing markets 
and exploit dislocations as they happen, without waiting for a quarterly investment 
committee meeting to obtain approval. The pronounced equity market sell-off in 
March 2020, followed by the strong rally only two weeks later, is one recent example of 
when I was able to rebalance my portfolios almost immediately to take advantage of an 
equity market that was oversold.  

1 Data as of December 31, 2020.
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DOES A PLAN SPONSOR’S DECISION TO OUTSOURCE 
DAY-TO-DAY PORTFOLIO MANAGEMENT TO AN OCIO MEAN 
THEY RELINQUISH THEIR FIDUCIARY RESPONSIBILITY?

Not at all. The plan sponsor retains two very important responsibilities as the fiduciary 
of the plan. The first is to provide critical input relative to plan objectives, so that 
the appropriate strategic asset allocation plan can be developed. At CA, for example, 
we undertake a rigorous enterprise-level review at the outset to understand the plan 
sponsor’s key goals, their pain points, and the role of the pension within the broader 
organization. The second is to monitor the OCIO’s performance against established 
objectives and risk parameters. In some ways, plan governance may actually be 
strengthened by hiring an outside investment professional as a co-fiduciary of the plan. 
This enables both sides to focus on their core competencies—the OCIO on investment 
decisions and implementation and the plan sponsor on broader strategic decisions and 
fiduciary oversight. 

DO PLAN SPONSORS WHO WORK WITH AN OCIO GIVE 
UP ALL THEIR CONTROL OVER INVESTMENT DECISION 
MAKING? 

Not necessarily—in fact, that’s a common misperception and is an important point to 
clarify. We recognize that not all plan sponsors may want the OCIO to have full discre-
tion over the entire portfolio. They may prefer to retain some discretion or outsource 
management of only part of the portfolio, assigning one or more asset classes for the 
OCIO to manage. I think of this as two distinct decisions that a plan sponsor should 
make. At Cambridge Associates, we use a flexible OCIO model in order to accommo-
date these various approaches to outsourcing.

Regarding the level of discretion, a sponsor can give the OCIO full discretion over 
portfolio implementation or partial discretion, also known as a semi-delegated model. 
The semi-delegated model allows the plan sponsor to retain veto power over invest-
ment portfolio recommendations, in which case the OCIO would typically preview and 
get approval for manager hiring or termination recommendations before implementing 
(Figure 1).  

Regardless of the model, the plan sponsor should always be involved with confirming 
the investment policy, establishing risk guidelines, and overseeing the OCIO. If there 
is a material change in the sponsor’s willingness or ability to assume investment risk or 
goals and objectives have changed, the OCIO should work with the sponsor to craft a 
new strategic asset allocation and modify guidelines as appropriate to ensure that the 
portfolio always remains on track to meet the sponsor’s goals. 

Q:

Q:
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HOW DOES CAMBRIDGE ASSOCIATES APPROACH THE ROLE 
OF OCIO?  

For all our clients, we believe that being a trusted partner that can deliver customized, 
objective advice is the foundation of success. Our OCIO relationships begin with 
a rigorous enterprise and asset-liability review, working alongside members of the 
institution to get a 360-degree view of all the factors outside of the pension portfolio 
that may impact the ability to assume market and liquidity risk within the portfolio. 
For example, I work with many clients where the pension is one of the investment 
pools alongside a defined contribution plan, endowment, or other operating pool. By 
consolidating oversight of all the pools, we believe we can devise a unique investment 
strategy for each pool that is most appropriate from a total enterprise level and take full 
advantage of economies of scale with managers to enhance cost savings.

Another important output of the asset/liability review is agreement on the appropriate 
level of funded status volatility, liquidity, long-term goals, and constraints. For example, 
some sponsors are particularly concerned with lowering minimum required contribu-
tions, while others are focused on the pension’s impact on their organization’s financial 
statements. Some are aiming to become fully funded and prepared for a full risk 
transfer, while others are comfortable maintaining the plan on the balance sheet. The 
investment strategy that is most appropriate for fulfilling these various objectives can 
be quite different. Aside from ensuring that the strategic asset allocation is appropriate 
for the institution, ongoing risk management is an important part of the value we 
bring. In fact, for some of my clients, hiring us to create and implement a sophisticated 
liability hedge and/or de-risking plan was an even more important priority than the 
potential to generate excess returns.

We believe one distinction with Cambridge Associates’ model is the way specialized 
expertise is embedded into the OCIO team directly. These specialists, such as an 
actuary or an alternative assets specialist, are important for both risk control and 

Q:

FIGURE 1  LEVEL OF OUTSOURCING AND OCIO DISCRETION

■  Replicates experience of an in-house 
investment office

■  Replicates experience of an in-house 
investment office

■  OCIO fully accountable for investment 
decisions, implementation, and 
investment operations for entire asset 
pool

■  OCIO accountable for investment 
decisions, implementation, and 
operations but the plan sponsor has veto 
rights

■  OCIO may have some delegated authority

■  OCIO fully accountable for investment 
decisions and implementation for one or 
more asset classes within the plan 
sponsor’s portfolio

■  OCIO designs overall strategy and 
portfolio construction for the asset class, 
with plan sponsor approval

■  Commonly outsourced asset classes are 
private equity/venture capital, private 
credit, hedge funds, real assets

■  OCIO selects/fires managers and plan 
sponsor retains veto rights prior to 
implementation of manager decisions

Source: Cambridge Associates LLC.

Full Discretion Semi-Delegated

Full 
Portfolio

Partial 
Portfolio
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portfolio optimization purposes, as pension liabilities and investment opportunities 
may change quickly and unexpectedly. If material changes to interest rates, funded 
status, regulations, markets or other risk factors occur, the investment team is able 
to understand the plan implications of these changes. I can then refine the portfolio 
accordingly. In my experience, this type of integrated team structure allows me to 
reflect changes in the portfolio in a timely manner.

WHAT DO YOU THINK ARE THE KEY COMPONENTS OF A 
SUCCESSFUL OCIO RELATIONSHIP?

Many factors can drive a successful OCIO relationship, but ultimately, I believe that 
the three most important factors are:

• A strong pArtnership. One that is established early on and cultivated over time.

• role clArity. A clear division of labor and responsibilities, combined with 
well-defined metrics for success.

• trust. All parties should have confidence in the partnership’s long-term plan. 

The partnership should be established early in the relationship while devising the 
strategic asset allocation. This helps ensure that the return objectives, risk parameters, 
liquidity considerations, and any sponsor-specific enterprise considerations are fully 
analyzed and understood when developing the investment strategy and building the 
investment portfolio. In short, I believe that the investment strategy should reflect the 
goals of the plan sponsor, and our implementation should help realize them.

Clarity on roles, responsibilities, and success metrics is essential between the OCIO 
and all plan stakeholders. Setting expectations for which decisions are made only by 
the OCIO (for example, manager selection) and those that are made by the sponsor 
(for example, the strategic asset allocation, benchmarks, and risk parameters—often 
with input from the OCIO) will help ensure productive ongoing dialogue to keep the 
portfolio on track to meeting the sponsor’s objectives. Additionally, discussing up front 
what success looks like over the short and long term, and how that success can be 
measured, provides the sponsor with a framework to evaluate the OCIO.

Finally, having conviction in your plan and maintaining a long-term mindset is critical 
for success, particularly during periods of heightened volatility or market stress. For 
this to happen, trust in your OCIO as well as in your strategy is paramount, and this 
can be fostered in many ways. Our clients, for instance, take comfort in the fact that 
we do not earn revenue from investing in certain managers, or have other business 
agendas that would interfere with our clients’ best interests. Therefore, all of our 
investment decisions are made only because we believe they will result in what is 
best for the client and their portfolio. An OCIO also should provide full transparency 
on portfolio activity, exposures, and performance that can provide the sponsor with 
comfort that the OCIO is adhering to established risk guidelines and on track to meet 
return objectives. Furthermore, the OCIO can provide education to the plan sponsor 
on topics that may be unfamiliar, giving the sponsor a look "behind the curtain" to 
better understand the OCIO’s decision-making process and rationale for portfolio decisions.

Q:
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OCIO Client Case Studies
To illustrate the diverse set of plan scenarios where an OCIO relationship can be 
beneficial, Sona drew on her client experiences to share the following high-level case 
studies. Although based on real client work, each example has been kept anonymous 
out of respect for client confidentiality. 

CASE STUDY #1  
DE-RISKING TO PROTECT FUNDED STATUS IMPROVEMENTS 
WHILE CONTINUING TO GROW

Mandate & 
Plan Type Total Portfolio  |  Full Discretion  |  Corporate DB Plan

Background

Client Needs ■  Ability to minimize funded volatility while generating needed returns

■   Actuarial investment skill and experience to develop a sophisticated liability 
hedge and glide path

■  A track record of identifying and accessing investment opportunities that would 
add value to the portfolio

Solution ■  To de-risk, CA shifts a sizable portion of the growth portfolio to a hedging 
allocation, efficiently implementing the decision in time to mitigate the impact of 
a subsequent market decline

■  CA establishes a glide path based on interest rate triggers and funded status 
levels, using derivatives to enhance the interest rate hedge ratio and leveraging 
its streamlined implementation process to achieve essential execution speed

■  CA constructs and implements a diversified growth portfolio of high-quality 
managers designed to achieve the plan’s return targets

Outcome

Source: Cambridge Associates LLC.

Note: The narrative has been fictionalized to ensure anonymity, but is based on actual client work. 

The plan sponsor of a large, frozen defined benefit plan is seeking an OCIO with 
pension expertise and a proven platform. To improve funded status, the sponsor 
has made small discretionary contributions over time, and now seeks a 
sophisticated de-risking strategy that can protect the progress made without 
sacrificing too much return potential across the portfolio. 

Over more than three years, the plan funded status has not only been protected but 
has improved, despite a period of falling interest rates. While incurring periods of 
sharp market volatility during this timeframe, plan objectives have been achieved.
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CASE STUDY #2 
REALIZING THE DIFFERING OBJECTIVES OF MULTIPLE INVESTMENT 
POOLS WHILE ENSURING CAPITAL EFFICIENCY

Mandate & 
Plan Type Total Portfolio  |  Semi-Discretion  |  Non-Profit Hospital with Multiple Asset Pools

Background

Client Needs ■  An understanding of complex hospital investment systems and their investment 
pools, and their direct impacts on the enterprise’s financial health

■  An investment partner that can source best ideas while allowing the investment 
committee to retain veto power

■  Significant investment and operational support, in light of hospital’s budgetary 
constraints and lean staff

Solution ■  CA provides strategic guidance on optimizing each asset pool for returns, liquidity, 
and other unique objectives of hospital

■  CA leverages its institutional scale and synergies across the multiple pools to 
source managers and, where possible, negotiate favorable fees and terms

■  Investment committee meets quarterly with CA to review performance and 
approve manager hires/terminations while delegating rebalancing authority to CA 

Outcome

Source: Cambridge Associates LLC.

Note: The narrative has been fictionalized to ensure anonymity, but is based on actual client work. 

A hospital’s highly engaged investment committee is responsible for multiple 
mission-critical investment pools, each with distinct liquidity needs and investment 
objectives.  The committee recognizes the need to optimize value and capital 
efficiency across pools and seeks an OCIO to develop a more sophisticated and 
coordinated plan, and manage day-to-day oversight. 

Over 10+ years, CA has helped achieve plan goals while building a strong 
relationship with the investment committee. As a result of a more efficiently aligned 
portfolio strategy and strong partnership, the hospital has been able to achieve 
needed outcomes while avoiding undue strain on its own internal investment and 
operational resources.
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CASE STUDY #3 
ACHIEVING GROWTH FOR AN UNDERFUNDED PLAN WITHOUT 
SACRIFICING LIQUIDITY

Mandate & 
Plan Type Total Portfolio  |  Full Discretion  |  Public Plan

Background

Client Needs ■  A comprehensive analysis of the current strategy and investment choices 

■  An investment partner that can create a path toward improving funded status 

■  A partner that can educate and engage a group of stakeholders with widely 
varying investment knowledge, all of whom need to understand and endorse the 
portfolio strategy

Solution ■  Through an enterprise and program review, CA determines the existing program is 
both too simplistic and too costly to achieve plan objectives 

■  CA develops a plan to upgrade the portfolio through a diversified combination of 
liquid managers with high equity orientation and defensive managers to help 
dampen volatility

■  To lower the total investment cost, CA uses its institutional scale and established 
manager relationships to negotiate favorable fees and terms for the client*

■  CA leads regular educational sessions to build committee members’ investment 
understanding and ability to participate in strategic discussions

Outcome

Source: Cambridge Associates LLC.
Note: The narrative has been fictionalized to ensure anonymity, but is based on actual client work. 

An underfunded, open public pension plan sponsor recognizes that its current 
investment program is not delivering the strategy and high-quality ideas that will 
move the plan toward fully funded status. 

By implementing a more sophisticated manager lineup, the plan sponsor has been 
better positioned to achieve its return targets while incurring a lower overall 
investment cost. As a result, funded status has improved without compromising on 
the plan’s liquidity goals, investment committee buy-in has strengthened, and all 
constituents have a greater sense of transparency and confidence in their plan.

* Cambridge Associates negotiates on behalf of discretionary clients; for CA clients with non-discretionary relationships, fee, access, 
minimum, and other preferential terms are offered at-will. Cambridge Associates does not provide legal or tax advice. CA does not 
benefit nor receive compensation from managers in negotiated situations. All economic benefits accrue to our clients directly. Does not 
reflect the complete scope of feedback and influence on terms. Terms may not be available to all CA clients; may be contingent on 
certain criteria such as client type, investment amount, or aggregate CA capital invested with a manager or in a specific product; and 
are subject to change at the manager’s discretion. Managers may cease any such concessions at any time unless formal documentation 
between the manager and the client(s) has been executed.
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CASE STUDY #4 
RESTRUCTURING A PLAN SPONSOR’S UNDERPERFORMING PRIVATE 
INVESTMENT PORTFOLIO

Mandate & 
Plan Type Single Asset Class (PI)  |  Full Discretion  |  Public Plan

Background

Client Needs ■  Enhance overall portfolio performance and improve funded status 

■  Partner with a knowledgeable PI practitioner to create a framework and overall 
program structure

■  Leverage experience and skill to source manager ideas, diligence, and implement 
program

■  Evaluate secondary sale of underperforming legacy portfolio

Solution ■  Internal CIO and investment staff set overall asset allocation policy, including 
target PI allocation, while CA develops formal guidelines and PI program 
framework, including pacing plan

■  CA evaluates the legacy assets, identifies opportunities to streamline and enhance 
the portfolio, facilitates the sale of legacy assets in the secondary market, and 
reinvests proceeds into higher performing PI investments

■  CA curates a list of high-conviction manager ideas, secures access, performs legal 
reviews, and submits subscription documents

■  CA manages all investment operations and meets all of the plan sponsor’s 
reporting requirements

Outcome

Source: Cambridge Associates LLC.

Note: The narrative has been fictionalized to ensure anonymity, but is based on actual client work. 

A public defined benefit plan has an internal CIO and investment team that oversee 
total portfolio risk as well as manager selection for long-only asset classes. With 
limited investment staff, the team does not have the resources or skillset to 
effectively cover the vast universe of private investment (PI) managers and 
consequently is not achieving expected returns.

As a result of CA’s full-service approach, the plan sponsor’s administrative burden 
has been minimized, enabling the in-house investment team to focus more 
effectively on overall portfolio strategy and investment decisions outside of the PI 
portfolio. The plan sponsor has been pleased with CA’s contributions to the PI 
program, which has helped it to better meet expectations for this critical contributor 
to the plan’s growth.
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Copyright © 2021 by Cambridge Associates LLC. All rights reserved. 

This document may not be displayed, reproduced, distributed, transmitted, or used to create derivative works in any form, in whole or part, 
without written permission from Cambridge Associates (“CA”). This document does not represent investment advice or recommendations, 
nor does it constitute an offer to sell or a solicitation of an offer to buy any securities. Information in this document or on which the infor-
mation is based may be based on publicly available data. CA considers such data reliable but does not represent it as accurate, complete, or 
independently verified, and it should not be relied on as such. Nothing contained in this document should be construed as the provision of tax, 
accounting, or legal advice. Past performance is not indicative of future performance. Broad-based securities indexes are unmanaged and are 
not subject to fees and expenses typically associated with managed accounts or investment funds. Investments cannot be made directly in an 
index. Any information provided in this document is as of the date of the document, and CA is under no obligation to update the information 
or communicate that any updates have been made. This document has been prepared solely for institutional, professional, or qualified inves-
tors. As such, it should not be relied on by any person who would qualify as a retail investor in any jurisdiction or by any person or entity in a 
jurisdiction where use of this document would be in violation of local law or regulation.  

With respect to ERISA prospects and clients, this document contains information about CA’s services and is not intended to provide impartial 
investment advice or to give advice in a fiduciary capacity in connection with your decision to enter into or modify an agreement with CA. In 
light of the fact that the contents of this document could be construed as fiduciary investment advice under the Department of Labor’s fidu-
ciary rule, the following disclosure is required to confirm that certain facts about the recipient of this material are true. To that end, unless you 
inform us in writing otherwise, we understand and assume that the recipient of this information is a sophisticated fiduciary since you are (a) a 
fiduciary of your ERISA plan(s) that is responsible for exercising independent judgment in evaluating the decision to enter into an agreement 
with CA; (b) capable of evaluating the decision to engage CA and to make any decisions pursuant to or in accordance with your agreement 
with CA; (c) a registered investment adviser, a broker-dealer, insurance carrier, a bank, or an independent fiduciary that has at least $50 million 
in total assets under management or control (within the meaning of the DOL Regulation §2510.3-21(c)(1)(i)); and (d) not affiliated with CA and 
do not otherwise have a relationship with CA that would affect your best judgment as a fiduciary in connection with your decisions to enter 
into an agreement with CA and any decisions made pursuant to or in accordance with such agreement. 

The terms "CA" or "Cambridge Associates" may refer to any one or more CA entity including: Cambridge Associates, LLC (a registered invest-
ment adviser with the US Securities and Exchange Commission, a Commodity Trading Adviser registered with the US Commodity Futures 
Trading Commission and National Futures Association, and a Massachusetts limited liability company with offices in Arlington, VA; Boston, MA; 
Dallas, TX; Menlo Park, CA, New York, NY; and San Francisco, CA), Cambridge Associates Limited (a registered limited company in England 
and Wales, No. 06135829, that is authorized and regulated by the UK Financial Conduct Authority in the conduct of Investment Business, 
reference number: 474331); Cambridge Associates GmbH (authorized and regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht 
(‘BaFin’), Identification Number: 155510), Cambridge Associates Limited, LLC (a registered investment adviser with the US Securities and 
Exchange Commission, an Exempt Market Dealer and Portfolio Manager in the Canadian provinces of Alberta, British Columbia, Manitoba, 
Newfoundland and Labrador, Nova Scotia, Ontario, Québec, and Saskatchewan, and a Massachusetts limited liability company with a 
branch office in Sydney, Australia, ARBN 109 366 654), Cambridge Associates Investment Consultancy (Beijing) Ltd (a wholly owned 
subsidiary of Cambridge Associates, LLC which is registered with the Beijing Administration for Industry and Commerce, registration No. 
110000450174972), and Cambridge Associates Asia Pte Ltd (a Singapore corporation, registration No. 200101063G, which holds a Capital 
Market Services License to conduct Fund Management for Accredited and/or Institutional Investors only by the Monetary Authority of 
Singapore).
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