
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
     

The OCIO – Paradigm Shift or Back to the Future? 
 
Is the sun setting on the traditional advisory asset consulting with the 
dawn of the Outsourced Chief Investment Officer (OCIO)?  As biased 
advisory asset consultants, we really don’t believe that the day of 
reckoning is upon us! There remains a role for traditional asset 
consultants, but certainly an asset consultant’s role is evolving, and it is 
likely to continue.  Consultant specialist roles have been around since the 
early to mid 80’s, when both venture and real estate consultants first 
emerged, followed by consultants focusing on the broader alternative 
landscape.   KCS’s focus as the liability aware consultant is a unique 
specialty, too.  However, in most cases, the plan sponsor or asset owner 
retains day-to-day discretion over the asset base. With plan and fund 
sponsors outsourcing discretionary responsibility, the specialist role has 
been taken to a new level. 
 
In this edition of the KCS Fireside Chat, we will explore the various types 
of OCIO providers, the services that plan sponsors are outsourcing, the 
fees being charged, and the pros and cons of these programs. 
 

What is an OCIO? 
 
Essentially, the OCIO model permits the advisory or consulting firm to 
manage the client’s portfolio on a discretionary basis, behaving similarly 
to the sponsor’s internal staff.  For the most part, an OCIO model refers 
to a scenario where a single firm assumes discretion and contractual 
responsibility for asset allocation, implementation, investment 
management, and ongoing monitoring of the results.  
 
There are also models in which the sponsoring organization only allocates 
some of the day-to-day responsibility, such as manager selection and 
monitoring. The use of an OCIO model forces a sponsor to address the 
role of the board, investment committee and internal staff.  There are 
certainly implications for each entity in an OCIO implementation, and the 
participants must be comfortable with their evolving, and likely, less 
fulfilling role. 
 
Importantly, the hiring of an OCIO does not relieve the sponsor of their 
fiduciary liability.  Although day-to-day management / implementation 
may be handled by a third party, the fiduciary liability ultimately resides 
with the sponsor of the asset base.  As a result, the hiring of an OCIO 
provider must be handled with prudence. Furthermore, total expenses 
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are typically greater than they are with an unbundled solution, with OCIO 
fees approaching 30-40 basis points for discretionary mandates among 
traditional consulting firms.  Although, this isn’t necessarily a bad thing if 
net-of–fees results are improved through this model / enhanced 
implementation.  Also, unwinding an OCIO model or replacing an existing 
one is much more difficult, as legal agreements may be in place with 
managers and other service providers with the OCIO and not the sponsoring 
organization.  

 
Gaining Traction 
 

“The important thing about outsourcing or global sourcing is that it becomes 

a very powerful tool to leverage talent, improve productivity and reduce 

work cycles”. (Azim Premji) 

 

Well, it certainly seems that many plan sponsors of defined benefit plans, 
endowment, foundations and high net worth family offices have gotten 
this message, as it is currently estimated that more than $600 billion is 
invested in outsourced programs in the U.S., according to a P&I report 
from July 2013. 
 
Given the significant challenges that plan sponsors of all types face, it is 
not surprising that they are turning to the “pros” to provide enhanced 
stewardship and more timely decision-making for their asset bases.  The 
hope is that this greater focus and the potential for more rapid 
implementation will lead to improved net-of-fees results. Whether one 
oversees a college endowment, a not-for-profit foundation, or a corporate 
defined benefit plan, it is highly likely that the management of these asset 
bases is not the core competency of the sponsoring organization.  
However, in many cases, the success or failure of the organization is 
somewhat tied to the success of that entity’s portfolio.  Need a new 
dormitory on campus to house additional students? One had better provide 
a relative return on the portfolio that makes this project more likely. 
 
There is no one OCIO model available to sponsors of these asset bases, just 
as there isn’t one name for the providers of the “OCIO” service.  For 
instance, outsourced investing programs have been called implemented 
consulting, delegated consulting, fiduciary management, and the 
outsourced chief investment officer (OCIO), among other names.  The 
name being utilized most likely flows from the path that the sponsor has 
followed.  For instance, there have been a number of documented cases in 
which CIOs from endowments, foundations and defined benefit plans have 
left those organizations to create investment management boutiques, and 
the assets, or a portion of the assets, have flowed to them from the 
organization they have just departed.  
 

OCIOs - Different Shapes and Sizes 
 
Although many of the OCIO models are similar in terms of their services 
and approaches, the providers come in many shapes and sizes.  OCIO 
services are being provided by traditional consultants that have decided to 
provide fiduciary consulting as a product line extension.  Furthermore, 
conglomerate investment management organizations are offering these  
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services using both proprietary and open-architecture platforms, along 
with actuarial firms and boutique endowment shops that were formerly 
the investment office or CIO for endowments or foundations.  In 
addition, there are a number of fund of fund shops that have entered 
this field that now offer bespoke solutions. 
 
Each entity and approach comes with different strengths and 
weaknesses.  With few barriers to entry, it shouldn’t be surprising that 
there are at least 65 outsourcers available to U.S. institutional assets.  
Historically, sponsors of asset bases of less than $250 million have been 
more common users of outsourced models.  However, plan sponsors with 
significantly larger asset bases, and in many cases with sizeable internal 
staffs, have begun to recognize some benefit to leveraging expertise 
from external sources, as we’ve witnessed with the evolution of fund of 
fund providers through the last couple of decades. 
 
Traditional Consulting vs. OCIO Implementation 
 
As discussed previously, the role of the OCIO assumes much of the 
responsibility of the sponsor’s internal staff in establishing the 
investment policy statement (IPS), strategic long-term asset allocation, 
tactical asset shifts, manager structure, manager selection, performance 
monitoring, fee negotiation, and the selection of other service providers, 
such as custodians, prime brokers, and transition managers.  
 
In a traditional consultant / plan sponsor role, the consulting firm assists 
the plan sponsor in the development of the IPS, but the final acceptance 
of its implementation rests with the client.  In an OCIO implementation, 
the OCIO prepares the policy in line with their operating procedures 
taking into consideration input from the sponsoring organization with 
regard to return and risk expectations.  
 
With regard to asset allocation, the OCIO will implement the asset 
allocation according to their IPS, while the traditional consultant will 
recommend asset classes and exposure weights, but the sponsor will 
implement the allocation.  In a traditional implementation, the 
consultant may occasionally make recommendations on asset shifts, 
either driven by short-term market opportunities that present 
themselves or by rebalancing to policy normal levels when outer bands 
have been breached.  
 
The success in capturing potential returns from these short-term 
opportunities depends on the willingness and ability of the sponsor to 
move quickly to implement the recommendations.  In the OCIO model, 
short-term opportunities may be acted on more quickly because the 
middleman (committee / staff) is removed from the decision tree. 
 
When hiring and firing managers in a traditional consulting / client 
relationship, the sponsoring entity enters into separate contracts with 
the consultant and each of their other service providers.  In the OCIO 
implementation, the client enters into an agreement with the OCIO, who 
in turn, executes agreements with the sub-advisors, which is why the 
unwinding of an OCIO implementation can be sticky and time consuming.  
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Why the OCIO? 
 
The increase in the use of the OCIO model has grown, as the daunting 
challenge of managing an asset base to meet a liability (retirement 
benefit or spending policy) has proven more difficult, especially 
following the great recession of 2007-2009.  Plan sponsors perceive that 
the markets are more volatile and dynamic. They believe that capital 
market returns will be subpar, especially within traditional fixed income, 
creating a sense or urgency for downside protection. The limited internal 
resources dedicated to managing the asset base may create an 
environment that makes accessing top-tier managers nearly impossible.  
Finally, fiduciary obligations are being challenged as greater scrutiny and 
regulation weigh on committees and sponsors. 
 
That said, most of today’s OCIO’s were gainfully employed in some 
capacity in the investment industry during that onerous 2007-2009 
period.  As we all would attest, the results were quite poor.  Does 
providing these firms with more discretion improve their ability to 
determine the optimal asset mix, respond to short-term market 
inefficiencies, and / or hire the “best” managers? 
 
In OCIO models being implemented through traditional consultants, we 
wonder how precious product capacity is allocated. For instance, many 
small cap strategies have limited capacity (or they should).  If an 
advisory client paying 5 basis points in annual fees needs to have a small 
cap search completed, and an OCIO client at the same firm paying 35 
basis points in annual fees also needs one completed, then who gets the 
remaining capacity from that top-tier manager? Also, does the advisory 
client even get to keep the consultant that they’ve used for many years 
or are they forced to migrate to another part of the consultant’s shop 
when they decide to grant more discretion to their consulting firm?  
 
The use of an OCIO model may reduce the administrative burden for 
internal staff, while also eliminating the opportunity cost associated with 
a committee’s decision-making process, provided that the implemented 
idea is value-added.  There are certainly no guarantees that each OCIO 
implementation will prove to be value-added, and measuring the success 
and capability of each OCIO implementation is proving to be difficult.  
 
We’re Not in Kansas Anymore! 
 
Although the prospect of improving the net-of-fees return for an asset 
base is a worthy objective, there are no free lunches in the Land of Oz or 
in our capital markets.  This possible enhanced return comes with having 
to give up control for the committee / staff, without giving up the 
ultimate fiduciary liability!  We think that you’ll agree that a plan’s 
ability to choose investment managers that consistently add value 
relative to benchmarks has proven difficult. The selection of a 
discretionary advisor is not any easier, and a poor decision may produce 
outsized consequences.  
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For many traditional consulting firms that have expanded their services 
to include implemented consulting, the investment professionals have 
never managed assets or built investment models to create and manage 
the asset allocation process.  Why is their crystal ball any less foggy than 
most industry practitioners? In addition, many OCIO advisors use their 
own investment products. These closed architecture platforms eliminate 
many terrific return-enhancing strategies from consideration, and may in 
fact be a conflict of interest. 
  
Closed architecture OCIO models remind us of balanced funds that were 
prevalent at the dawn of the pension industry (1950s and 1960s), when 
common practice was for a fund to use a single balanced manager.  In 
those days, the allocations were primarily domestic equity and domestic 
fixed income in a 60/40 equity-to-bond mix. The asset class exposures 
may be broader through today’s OCIO, but the return that a fund 
achieves is still going to depend on one’s ability to allocate the capital 
appropriately, invest in products that are value-added, and have the 
temerity to “fire” internal product that doesn’t pass the “smell test”.  
That always makes for a very interesting conversation with senior 
management of those advisory organizations.   
 
Lastly, one way for a client to become more educated about the 
investment industry is to be more engaged, not less.  With education 
comes a greater understanding of the capital markets, the cycles, the 
plethora of products, and most importantly, the knowledge of what is 
reasonable.  There have been enough scandals in our industry because of 
a lack of understanding and scrutiny.  Handing off discretion without 
eliminating one’s liability is a daunting proposition that needs to be 
contemplated before moving forward with an OCIO plan.  In addition, as 
mentioned previously, there are no guarantees that the provider of the 
OCIO service will generate value-added results and achieve the client’s 
ultimate objectives. Finally, sponsors should consider if the use of an 
OCIO model requires the services of a traditional advisory consultant 
with broad experience to monitor and oversee the OCIO provider, as 
asking the fox to mind the hen house may not be a great practice. 
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