Frequently Asked Questions:

Who does what?
Outsourcing versus the in-house management model
With Michael Thomas, CFA, Chief Investment Officer—Americas Institutional

In this brief interview, Mike discusses:
1. Russell Investments approach to investment outsourcing,
2. What can and can’t be outsourced in an evolving investment outsourcing landscape, and
3. The investor’s continuing fiduciary role in outsourcing relationships.

Outsourcing, or OCIO, is clearly evolving, but
can you describe what outsourcing means in
our industry today and, in particular, how
Russell Investments approaches it?
Outsourcing boils down to the delegation of the day-to-day
management for all or a portion of a portfolio. There is more
than one way to divide responsibility for the many tasks that
go into running an institutional investment program. There
are certain things that only the client can do and certain
things that always fall squarely into Russell Investments
areas of responsibility. But there are some other tasks
where the decision is going to depend on whether the client
is looking to delegate as much of the investment process as
possible or whether they want a more consultative
relationship, retaining many of the day-to-day duties in
house.

Can you give some typical examples of
activities that are delegated in an outsourcing
relationship?
Manager selection and fee negotiations are the most
obvious examples, but it goes much beyond that to include,
for example, tactical tilts around a policy target; dynamic

use of both active and passive management; and daily risk
management including the use of risk-completion plugs.
These all fall into the list of investment activities that are
often delegated. We also see the delegation of operational
activities, such as the monitoring of funded status and
adherence to a glide path and the management of cash
flows into and out of the portfolio.

Is there anything that can’t be outsourced?
Yes. While Russell Investments acts as a co-fiduciary in
every outsourcing relationship, plan sponsors retain their
fiduciary obligations—which means they continue to
conduct governance oversight. Their focus, however, shifts.
For example, rather than approving things such as manager
changes or tactical tilts (which are really daily portfolio
management decisions), an outsourcing client’s focus shifts
to ensuring that the OCIO’s decision-making and
implementation processes remain sound.
Another example is asset allocation. While Russell
Investments is often given some discretion around strategic
asset allocation, our clients ultimately approve policy
targets—because strategic asset allocation is a direct
reflection of risk tolerance, and risk tolerance is unique to
each investor.
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So the plan sponsor retains a hands-on role in
many ways?

When might an investor choose not to delegate
as much as possible?

Absolutely. In fact, “outsourcing” is not the best term for
these relationships. It’s more an extension of staff, whereby
our clients focus on the “long lever” decisions and we focus
on the day-to-day implementation of these decisions.

A lot of this has to do with scale. Very large plans have the
option of building an investment staff to take care of many
of the day-to-day tasks that smaller and medium-size plans
have little choice but to delegate. It also has to do with how
much time is left after they have given full attention to really
understanding and articulating their objectives, constraints,
fee budgets, risk tolerances and so forth.

How do these relationships typically start? Is it
a flip of the switch, or more of an evolution?
We’ve seen both, but it’s more common for relationships to
evolve toward outsourcing. For example, we might start by
assuming responsibility for a client’s liability-hedging
portfolio and over time assume more discretion over their
return-seeking portfolio as well.

Why is the outsourcing approach gaining
momentum?
It really boils down to the world getting more complex and
resources being squeezed. Mark-to-market accounting has
made the penalty for getting things wrong much more
costly, which has translated to investors looking to delegate
some tasks so that they can focus on getting the big picture
right.

And, finally, what is next in this area?
Well, you never know for sure. But the defined benefit and
non-profit sectors both continue to mature. Resources
continue to be stretched. The investment world continues to
get more complex. So the conditions that have led to an
increase in outsourcing seem set to persist. We expect this
to mean that the practice will continue to gain ground, even
among some of the larger plans that might not have
considered it in the past.

RELATED READING
Fiduciary Solutions: Investment Outsourcing
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Appendix
Pension plan management options
There are many ways to divide responsibility for the tasks involved in running an institutional investment program. Some
essential functions cannot be delegated by the investment committee, while others are widely accepted as the responsibility
of a traditional consultant. Between these two extremes lie a number of outsourcing and delegation options.

Functional responsibilities overview
TRADITIONAL CONSULTING
FUNCTIONS

Strategic
advice

Manager
research

Objective setting
and constraints

Rankings &
recommendations

Capital markets
forecasts
Asset allocation
studies

Analytics and
reporting
Risk analysis
Portfolio
characteristics
Performance and
attribution

FUNCTIONS THAT CAN BE
DELEGATED / OUTSOURCED

Manager
selection

Portf olio
construction

Implementation

Manager hire /
fire decisions

Portfolio
structure

Tactical tilts /
Opportunistic
positions

Contract & fee
negotiations

Active vs.
passive

Ongoing
operational due
diligence

Manager
allocations

Transition
management

Risk completion
sleeves

Transaction cost
management (e.g.
securities lending,
currency trading)

Rebalancing

ESSENTIAL RESPONSIBILITIES
OF CLIENT

Plan
administration
Cash flow
management
Custody oversight
Financial and
regulatory reporting
Securities litigation
support

Governance

Oversight

Progress towards
ultimate
objectives

Risk tolerance

Risk monitoring

Asset allocation

Fee budget

Internal audits

Monitor service
providers

CUSTOM OUTSOURCING / DELEGATION
Traditional consulting

Fully outsourced

Russell responsibility

Client responsibility

ABOUT RUSSELL INVESTMENTS

Russell Investments is a global asset manager and one of only a few firms that offers actively managed multi-asset portfolios
and services, which include advice, investments and implementation. Russell Investments stands with institutional investors,
financial advisors and individuals working with their advisors—using our core capabilities that extend across capital market
insights, manager research, asset allocation, portfolio implementation and factor exposures to help investors achieve their
desired investment outcomes.
FOR MORE INFORMATION:

Call Russell Investments at 800-426-8506 or visit russellinvestments.com/institutional
Important information
Nothing contained in this material is intended to constitute legal, tax, securities, or investment advice, nor an opinion regarding the appropriateness
of any investment, nor a solicitation of any type. The general information contained in this publication should not be acted upon without obtaining
specific legal, tax and investment advice from a licensed professional.
Please remember that all investments carry some level of risk, including the potential loss of principal invested. They do not typically grow at an even
rate of return and may experience negative growth. As with any type of portfolio structuring, attempting to reduce risk and increase return could, at
certain times, unintentionally reduce returns.
Diversification and strategic asset allocation do not assure profit or protect against loss in declining markets.
Russell Investments’ ownership is comprised of a majority stake held by funds managed by TA Associates with minority stakes held by funds
managed by Reverence Capital Partners and Russell Investments’ management.
Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights related to the Russell trademarks,
which the members of the Russell Investments group of companies are permitted to use under license from Frank Russell Company. The members
of the Russell Investments group of companies are not affiliated in any manner with Frank Russell Company or any entity operating under the “FTSE
RUSSELL” brand.
Copyright © 2013-2017. Russell Investments Group, LLC. All rights reserved. This material is proprietary and may not be reproduced, transferred or
distributed in any form without prior written permission from Russell Investments. It is delivered on an “as is” basis without warranty.
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