
W
HAT are the charac-
teristics of  a truly 
effective retirement 
fund Trustee Board?

First, we need to ask what we 
mean by “effectiveness”. This must 
go beyond mere compliance with 
regulatory requirements.  

A truly effective Trustee Board 
would be able first to specify a set 
of  well-considered strategic goals, 
and then to give the Fund the best 
chance of  achieving these goals in 
a cost-effective way.

Different Funds may have dif-
ferent goals – those for a defined 
benefit fund (where members’ bene-
fits are calculated in terms of  a 
formula, and the employer carries 
much of  the financial risk) will 
be different to those for a defined 
contribution fund, which is really 
a savings arrangement in which all 
the financial risk is carried by the 
members.

But in all cases, setting suitable 
goals for the Fund’s investment 
strategy will be a key task, because 
the heart of  Trusteeship is really 
to safeguard and grow the pool of  
assets which exist to provide bene-
fits for members when they leave 
employment. Getting the right bal-
ance between security and growth 
is of  course one of  the main chal-
lenges for Trustees.

So, what does a Trustee Board 
need to make itself  truly effective?

Ideally, the Trustees themselves 
would have the mix of  all the skills 
needed to do the job.  This would in-
clude financial and investment ex-
pertise, some legal knowledge, and 
possibly some actuarial training, 
among other skills. Also, ideally, 
the Trustees would have the time to 
deploy all these skills for the benefit 
of  their Fund.

In reality, this almost never ap-
plies.  

Many Trustees are elected to 
Boards because they have the con-
fidence of  their fellow employees, 
but without any specific qualifi-
cations. And few employers can 
really afford to commit the time 
of  senior professionals to their re-
tirement funds – their skills are 
needed elsewhere. As a result, the 
average Trustee has limited time 
and expertise.

Would training help? Sadly, 
Trustees often seem to begrudge 
the time needed for training ses-
sions, and training often focuses 
narrowly on legal responsibilities. 
The FSB is considering ways to 
make Trustee training more effect-
ive, although we doubt that mak-
ing Trustees write exams would 
improve things – it may just deter 
many people from becoming Trust-
ees.

Of  course all Boards should put 
more effort into developing decent 
training programmes, and should 
look at ways to encourage Trustees 
to participate in these.  But it will 
not be possible to give Trustees all 
the skills they might need, through 
training. Trustee Boards will re-
main heavily reliant on outside 
expertise.

The Fund’s Principal Officer can 
play an important role here. The 
Principal Officer should focus on 
ensuring that the Fund achieves 
“operational excellence”. This in-
cludes full compliance with the let-
ter and spirit of  legislation and the 
Fund’s own rules, but does not end 
there.

The Principal Officer should 
help the Trustees to focus on stra-
tegic matters by looking after 
operational matters for them. One 
important aspect of  this is ensur-
ing that the Fund makes effective 

use of  its service providers – ad-
ministrators, actuaries and legal 
advisors, benefit and investment 
consultants, and investment man-
agers, among others.

The Principal Officer can also 
help by identifying where decisions 
and their implementation are de-
layed by the internal processes of  
the Board or by other factors, and 
can look for ways to eliminate such 
“roadblocks”. Encouraging Trust-
ees to delegate more in some areas 
may be one such way.

The Principal Officer may guide 
and advise the Trustees, for ex-
ample in identifying and manag-
ing conflicts of  interest, and will 
certainly assist in drawing up the 
agendas for Trustee business, but 
should not try to lead the Board, es-
pecially in strategic matters. That 
role should be reserved for the 
Chairperson of  the Trustees.

The Chairperson is best placed 
to help the Fund achieve, or at 
least aim for, “strategic excellence” 
– true effectiveness, as we defined 
it earlier. So the choice of  Chair-
person is very important. In our 
view, it is generally not a good 
thing for Trustees to choose the 
Chair on the basis of  seniority or 
status outside the Fund, or because 
it is “his (or her) turn”.

Michael Morrell, former Acting 
Director of  the CIA, has usefully 
summarised the characteristics 
which he sees in one (but only 
one!) of  the current candidates 
for the US Presidency: “Prepared, 
detail-oriented, thoughtful, in-
quisitive and willing to change her 
mind if  presented with a compel-
ling argument”. Trustees would do 
well to look for these qualities in 
candidates for their Chairperson.

The Chairperson must also 
have the “people skills” needed to 
manage debate among the Trust-
ees, so that all views are aired 
without the debate becoming con-
flictual. This requires that the 
Chairperson shows respect for the 
other Trustees and, in turn, has 
their respect too.

All members of  the Board (and 
the Chairperson in particular) 
should ideally have the following 
characteristics:

A fiduciary mind-set, and integ-
rity and ethics;

A basic understanding of  pen-
sions and investments and the chal-
lenges facing pension funds;

A strategic outlook and an 
understanding of  the concepts of  
risk management;

Enough time and diligence to 
carry out the role properly;

Credibility with members and 
the Fund’s other stakeholders;

An appetite to learn;
The ability to challenge and also 

to adapt;
The ability to contribute to di-

versity and independence of  think-
ing;

The skills of  collaboration, ne-
gotiation, sound decision making 
and the ability to delegate effect-
ively.

All Trustee Boards delegate 
some of  their responsibilities – for 
example, no Trustees carry out 
the member administration work 
themselves, even if  the Fund is 
“self-administered”.  Similarly, 
there are no modern Funds where 
the Trustees themselves decide on 
the stocks and shares to invest in.

Delegation may include the use 
of  multi-managers for investment 
management, or so-called “imple-
mented consulting” where deci-
sions on investment strategy or 
choice of  investment managers are 
delegated to a specialist consultant 

who receives a fee (negotiated to be 
fair in relation to the service pro-
vided and value added) for carrying 
out these responsibilities for the 
Fund.

Delegation will also include 
the use of  sub-committees of  the 
Trustee Board.  In our experience, 
almost all Funds of  any size oper-
ate through a number of  sub-com-
mittees, made up of  members of  
the Board. (Some Funds co-opt in-
dependent experts onto the Board 
or the sub-committees to enhance 

their mix of  skills.)
To enhance the effectiveness 

of  decision making, the Trustees 
should consider whether there are 
matters that can, routinely or on 
ad-hoc basis, be delegated to the 
sub-committees without being re-
ferred back to the Board for rati-
fication. This requires that the 
sub-committee members are well 
chosen and have the confidence of  
their colleagues on the Board

Although there are almost al-
ways constraints on their time, 

Trustees must be prepared to put 
some effort into the role. This 
means preparing properly for meet-
ings. Often we see agenda packs of  
several hun dred pages – it is not 
realistic for each Trustee to read 
and absorb every page, so Trustees 
should discuss and agree among 
themselves what they can reason-
ably be expected to do.  

Sub-committee members should 
at least ensure that they are fam-
iliar with the material relating to 
their own committees, when dealt 

with at Board meetings. Again the 
Chairperson and the sub-committee 
chairs should be carefully chosen 
as people who will apply themselves 
to the reading and thinking needed.

In preparing for meetings, Trust-
ees should evaluate the issues that 
will be discussed and note down 
questions they may have. It is often 
said that “there are no stupid ques-
tions” (certainly if  you are well 
prepared!) – this is where effective 
use of  professional advisors can 
help, by ensuring that the Trustees 
have a reasonable grasp of  the key 
issues they are dealing with.

Trustees need to treat each other 
with respect. They should also be 
honest about their limitations as 
a Board, whether arising through 
lack of  time or lack of  expertise.  
Boards should be careful not to 
bite off  more than they can chew 
– sometimes, simple low-cost and 
“low governance” strategies will 
be better than trying to implement 
complex strategies that the Trust-
ees don’t fully understand.

The FSB’s PF130 governance cir-

cular sets out standards for good 
Fund governance, and requires that 
Trustee Boards go through a yearly 
performance assessment.  This is 
often a self-assessment process – 
unsurprisingly, Boards are inclined 
to give themselves high marks!  It 
may be more effective to ask an 
outsider – not one of  the Fund’s 
regular service providers – to carry 
out an appraisal of  the Board from 
time to time.

We believe that Trustees who 
try to adopt the principles set out 
above will have a better chance of  
making their Funds truly effective. 
In the questions that follow, we ask 
the investment managers their own 
views on better decision-making, 
not just in their own businesses but 
by Trustee Boards too. There are 
some useful and thought-provoking 
comments, which we hope you will 
read and benefit from.

Erich Potgieter and 
Christina van der Breggen, 

Willis Towers Watson
August 2016  
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Christina van der 
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1. In your experience, what are 
the factors that lead to good de-
cision-making by Trustees? What 
are the problems that impede 
effective Trustee decision-mak-
ing? How could these problems be 
addressed? 

Kirshni Totaram, global head of  
institutional business at CORON-
ATION FUND MANAGERS says in 
the company’s view, boards of  trust-
ees who are supported by a strong 
governance framework achieve 
the best results. They have defined 
responsibilities and accountabilities, 
and are guided by metrics that deter-
mine the efficacy of  their decisions.

“Crucially, the board needs to 
be clear about its main aim and 
goals. We find that trustees who are 
equipped with the necessary skills 
can effectively implement defined 
goals, and that boards that include 

trustees with financial knowledge 
and experience are more likely to 
make sound decisions.

“Trustees who do not have well-de-
fined responsibilities or accountabil-
ities face greater challenges. 

“Also, a lack of  sufficient know-
ledge and experience on pension and 
investment matters among board 
members can be an impediment. Un-
fortunately, sometimes boards do not 
have a sufficient budget to bring in 
a suitable number of  independent 
trustees with these required skills.

“Another challenge is the high 
turnover of  trustees. With trustee 
elections taking place every three 
years, it is sometimes difficult to en-
sure continuity in decision-making.

“Lastly, problems arise when the 
measurement metrics for trustee de-
cisions are not well-defined or prop-
erly implemented from the outset,” 
says Totaram.                   To Page 22

THEME: 

BETTER INVESTMENT DECISION-MAKING 
We consider the factors that make for 
effective decision-making and the effective 
implementation of investment ideas, by 
retirement fund Trustees as well as by 
professional investment managers. The 
questions that we put to the fund managers 
focus mainly on the latter, whereas the 
written material by Willis Towers Watson 
will focus mainly on Trustee decision-
making.  
Questions for fund managers: 
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1. In your experience, what are 
the factors that lead to good deci-
sion-making by Trustees? What 
are the problems that impede 
effective Trustee decision-mak-
ing? How could these problems 
be addressed? 

From Page 21
She contends that a strong gov-

ernance framework should be es-
tablished for each board of  trustees. 
The framework should clearly de-
fine the roles, responsibilities and 
accountabilities of  each trustee, 
and establish measurement metrics 
that are appropriate for the fund. 
New trustees should also receive 
adequate training following their 
appointment.

“In our experience, the most 
effective boards include a sufficient 
number of  independent trustees 
who have the required expertise 
and knowledge. This also allows 
for greater continuity in the de-
cision-making process. Specific 
roles and responsibilities can be 
delegated to experienced service 
providers,” says Totaram.

Shaun Levitan, executive 
director and co-founder of  
COLOURFIELD, says good deci-
sion-making starts with identifying 
the goals of  the retirement fund. 
After all, a retirement fund exists to 
provide for a good retirement. The 
challenge that impedes effective de-
cisions is when the roadmap to a 
good retirement has not been prop-
erly defined and too much focus is 
placed on the wrong decisions. 

“We ask our clients, what good 
is beating the benchmark if  you 
don’t reach your goals? Therefore, 
Trustees should make sure that the 
targets they set their managers are 
appropriate and goal orientated,” 
says Levitan.

Janina Slawski, director of  mar-
keting and distribution at OLD 
MUTUAL INVESTMENT GROUP 
says trustees make good decisions 
when they are informed, have the 
right information in front of  them 
and are guided by trusted advisers 
who can guide and inform their de-
cision making. Trustees need to be 
asking questions and challenging 
information presented to them, 
rather than treating decision mak-

ing as a “tick box” exercise where 
they all go along with the majority 
or blindly accept proposals put in 
front of  them. 

Trustees should always be pre-
sented with sufficient background 
information, in an accessible and 
understandable format, that will 
enable them to understand the 
issues and be able to express an 
opinion on them.

In term of  the problems that 
impede effective Trustee deci-
sion-making, Trustees often do not 
come from backgrounds that give 
them deep understanding of  re-
tirement fund issues – they have 
their day jobs to do and being on a 
trustee board is a part-time job that 
they take on in addition to their 
full time jobs. They may be voted 
onto the board as a member trustee 
and take on the role only for a three 
year period before they stand down 
and another set of  member trustees 
takes over. Getting familiar with 
retirement fund issues takes time, 
especially since there will often 
only be 4 or less trustee meetings 
in a year. New trustees may just be 
starting to get on top of  issues and 
being able to challenge and add 
value to discussions as they reach 
the end of  their term with a new set 
of  trustees potentially about to join.

To address these challenges, 
it is critical that new trustees go 
through an on-boarding exercise 
that introduces them to retirement 
fund legislation, their responsibil-
ities, and their fund’s details. This 
will give them the background to be 
able to make good decisions. They 
should also have training on more 
technical aspects, such as invest-
ments, if  their background means 
they are not familiar with these 
concepts. 

Independent Trustees who do 
have background on these issues, 
and who are familiar with retire-
ment fund issues specifically, can 
be invaluable in providing insight 
and challenge beyond what can be 
brought by a “part time” Trustee. 
Extending the period that Trustees 
remain on the board, encouraging 
Trustees to stand for re-elections 
and staggering the term of  office 
of  member Trustees can all assist 
in creating a constant representa-
tion of  Trustees with sufficient 
background and experience on the 

board to add to decision making.

Natalie Phillips, head of  SA in-
stitutional at INVESTEC ASSET 
MANAGEMENT says the starting 
point for good decision-making by 
trustees is to ensure that they have 
a proper governance structure in 
place. A professional trustee board, 
with a number of  independent rep-
resentatives who have proven in-
dustry skills, can add value where 
specialist skills are required for 
certain decision making. This is 
especially important in a defined 
contribution environment, where 
funds have up to half  of  the trustee 
board comprise of  member repre-
sentatives who don’t necessarily 
have investment, actuarial or ad-
ministration skills given their day 
jobs, and who are therefore not ne-
cessarily as well equipped to make 
effective decisions relating to their 
retirement funds. 

Also, high turnover on trustee 
boards can delay decision-making 
on important strategic matters, 
which can result in a significant 
opportunity cost for a Fund and ul-
timately its members. The appoint-
ment of  independent, specialist 
investment advisors and adminis-
trators who follow global, best-of-
breed practice, can also allow for 
more informed and balanced out-
comes.

Monei Pudumo-Roos, executive 
director & head of  institutional 
sales at PRESCIENT INVEST-
MENT MANAGEMENT says the 
main factor that will lead to good 

decision making by Trustees is 
when there is a clear understand-
ing by the trustees that they rep-
resent the members of  the fund 
and no one else. Good decisions are 
made on behalf  of  the fund when 
trustees act in the best interest of  
the members. The fund can only be 
successful if  members’ needs are 
well understood and catered for.

“Trustees tend to make better de-
cisions when they are sufficiently 
informed. This can be achieved by 
on-going trustee training and be 
aware of  the constant regulation 
changes and the environment. 

“We are all aware that it is 
the norm for most South Afri-
can Funds, especially Retirement 
Funds, to rely on outsourced advice. 
It is therefore highly important 
that advisors assist the Trustees to 
reach reasonably and sufficiently 
informed and non-conflicted deci-
sions.

“It is important that Trustees 
can master the art of  being able 
to allocate capital to sustainable 
returns and at the same time be 
mindful of  impactful investing. 
Impactful investing takes many 
shapes and forms such as share-
holder activism at board level and 
allocating capital to developing the 
infrastructure and social needs 
of  South Africa. Key areas of  the 
market where trustees could con-
sider investing are green and clean 
energy projects as well as infra-
structure assets.

“Regulation 28 certainly makes 
room for these types of  asset classes 
which can provide long-term infla-

tion-linked returns to their mem-
bers with low volatility. Members 
will benefit from uncorrelated infla-
tion-linked returns and at the same 
time will make a positive contribu-
tion to society and our country.

“Finally, we believe that a good 
Board of  Trustees takes account 
of  all relevant factors and manages 
conflicts of  interest. Effective gov-
ernance is essential, as this factor 
will assist the Board in archiving 
efficiency and gain trust from the 
members. It is important that de-
cisions are taken collectively and 
again, in the best interest of  the 
members. In this environment, 
members’ assets are well looked af-
ter, preserved and grown over time. 
Personal or individual satisfaction 
of  the Trustees is a by-product of  a 
well-run Fund.

“A Board of  Trustees becomes 
successful when there is not only 
good but also effective communica-
tion between the Board and mem-
bers. These can differ in many ways 
depending on the various dynam-
ics. In this way, there is transpar-
ency and trust is built between the 
Board of  Trustees and members 
as they will also feel empowered,” 
says Roos.

Charles Booth, portfolio man-
ager at TRUFFLE says trustees 
must understand managers pro-
cesses well and ensue that the dif-
ferent styles are well diversified 
by appointing complimentary man-
agers.

Trustees must have a good 
understanding of  the asset manage-
ment business particularly relating 
to different manager styles. Train-
ing and experience are essential for 
effective manager selection.

Nick Curtin, investor relation-
ship manager: institutional at 
FOORD ASSET MANAGEMENT 
says the most important factor is 
how the usually limited governance 
budget is allocated. The Board’s 
focus should be on key long-term 
strategic decisions with underlying 
operational decision-making dele-
gated to those in the value chain 
best placed to make them. Con-
tinuity of  board composition and 
service providers is also key to 
maintaining the long-term perspec-
tive that is so crucial to achieving 
desirable long-term investment 
outcomes. Lastly, an over-reliance 
on the various agents in the value 
chain can also lead to decisions that 
are often not in the members’ best 
interests. Trustees should be ever 
mindful of  the lurking agent-prin-
cipal problem. In our experience, 
investors with uncluttered gov-
ernance structures have achieved 
the best long-term results. Keep it 
simple.  

Tamryn Lamb, joint head of  

institutional client services at 
ALLAN GRAY says factors that 
lead to good decision-making by 
trustees include taking a long-term 
approach to manager selection and 
asset allocation decisions, having 
the right blend of  skills and experi-
ence on the trustee board and estab-
lishing a framework to evaluate the 
effectiveness of  the decision-mak-
ing process. 

Typical problems that can im-
pede effective trustee decision-mak-
ing are turnover among the trustee 
board and volatility in markets. 
A high level of  turnover can be 
an impediment, particularly if  the 
rationale for key decisions isn’t 
clearly documented. For example, 
if  an asset manager underper-
forms, it can be hard for the trust-
ees to recall all the reasons why 
that manager was appointed. If  
key decisions or changes are docu-
mented clearly, however, it can be 
easier for successive generations of  
decision makers to assess whether 
these are panning out as expected 
or were incorrect – thus improving 
the quality of  the overall decision 
making process.

David Green, chief  investment 
officer at HOLLARD INVEST-
MENTS says one key contributor 
to sound decision-making is realis-
tic return expectations. Over time, 
equities generally return about 
13% a year or 6-7% above infla-
tion. Expecting more, especially at 
a time when valuations are already 
high, carries the risk that trustees 
could make some poor choices.

Distinguishing between an epi-
sode and an event is also helpful. 
Episodes refer to periods of  ex-
pensiveness or cheapness which 
may last for months or years while 
sudden events affect short-term 
valuations. Nenegate and Brexit 
were events with immediate mar-
ket impact. Selling shares in the im-
mediate aftermath ensured a loss. 
When an event occurs, it is in the 
interest of  members that you stay 
calm and ride it out.

Understanding of  valuation 
methods is also beneficial; for ex-
ample, a rudimentary grasp of  P/E 
ratios for shares and yields for 
fixed-interest products.

Trustee scepticism is another 
asset. Hero worship of  a rock-star 
asset manager rarely translates 
into heroic fund performance.

Brad Preston, CIO: Listed In-
vestments at MERGENCE IN-
VESTMENT MANAGERS says a 
well-balanced board with a strong 
commitment to look after the best 
interests of  members and pension-
ers is a good foundation. This fi-
duciary commitment and focus is 
vital as is:.

Ensuring that decision making 
is supported by good and unbiased 
research and information.

The use of  reputable independ-
ent advisors / consultants with no 
conflicts of  interests is advisable.

Trustees should not be com-
promised by their other affilia-
tions, be it workers’ union and/or 
employer interests as the case may 
be. Furthermore, using their pos-
itions to influence industry players 
for some or other benefit could be 
conflicting and compromising. If  
trustees act thus, decisions will be 
sub-optimal, biased, serve certain 
interests, and may not always be in 
the best interests of  members and 
pensioners.

Shalin Bhagwan, head of  fixed 
income at ASHBURTON IN-

VESTMENTS says in many instan-
ces, trustee decisions are arrived at 
after guidance from an appointed 
investment advisory firm who, 
in turn, tend to base their advice 
around a ‘’house view’’. 

“Larger pension funds have 
the resources to seek out multiple 
viewpoints from different advisory 
firms as well as to research new 
investment trends and implemen-
tation approaches. This means that 
these funds benefit from diverse 
viewpoints. When coupled with a 
governance model (e.g. a dedicated 
investment sub-committee) that af-
fords the trustees time to dig deeper 
into the pros and cons of  import-
ant asset allocation and manager 
selection decisions, then decision 
making can be greatly enhanced. 
Resources aside, it is good practice 
for trustees to seek out alternate 
viewpoints. 

“This could be done every three 
years, say, as part of  the normal 
review of  an adviser’s appointment 
by asking alternate providers to 
present how and why their advice 
to the pension fund may differ. Im-
portantly these alternate proposals 
should not be generic but rather 
they should be based on the fund’s 
specific asset allocation and man-
ager structure. 

“In addition, advisers could be 
asked to present a list of  alternate 
managers for each incumbent asset 
manager and the trustees could 
engage with the alternate manager, 
at no cost, to understand the pros 
and cons of  using their incumbent 
manager. At the very least, such an 
exercise could be used to ensure 
that manager fees remain competi-
tive,” says Bhagwan.

Anet Ahern, CEO at PSG ASSET 
MANAGEMENT says trustee de-
cision making is not very differ-
ent from investment team decision 
making. In essence, goals need to 
be clear, the philosophy of  man-
aging the portfolio has to be clear, 
time horizons have to be strongly 
emphasized, the decision making 
framework has to be a valid one 
(there has to be evidence that it 
works over time) and it must be 
consistently applied. 

A big danger for trustees is to 
react to shorter-term events or rela-
tive performance, often despite the 
overall portfolio performance still 
being well on track. In short, de-
fine the goal, figure out how to get 
there and then keep all eyes on the 
goal.  Most retirement funds have a 
long time horizon and often trustee 
behaviour can be inconsistent with 
that, especially if  the process is 
not clear.

Samantha Pauwels, portfolio 
manager at CANNON ASSET 
MANAGERS says having know-
ledgeable and educated trustees 
certainly helps in generating good 
decision making. A board with ex-
perienced and financially literate 
trustees who are held accountable 
is equally important to ensure good 
decision making. It is important to 
have independent trustees, in order 
to ensure some form of  impartial-
ity in the decisions taken. Lack 
of  experience or knowledge, mis-
aligned incentives, inertia, peer 
or industry influence, as well as 
behavioural biases such as anchor-
ing and familiarity are all poten-
tial problems that impede effective 
trustee decision making.

These issues should be ad-
dressed through continuous educa-
tion and research, a regular review 
of  past decisions, regular voting of  
trustees and independent assess-
ment of  the group of  trustees.

Reena Joseph, institutional 
business development at AEON 
INVESTMENT MANAGEMENT 
says many trustees make decisions 
based on the information provided 
to them by their consultants, good 
decision-making by trustees can be 
achieved if  consultants are trans-
parent and provide factual infor-
mation in an unbiased manner. 
Experienced trustees will be able 
to critically assess and evaluate the 
information provided to them and 
be able to make good decisions for 
their funds. 

Among the problems facing 
trustees are biases and prejudices 
of  consultants, time constraints to 
fulfil trustee duties, and difficulty 
understanding investment jargon. 
The default and easy decision is for 
trustees and consultants to go for 
the safe decision of  “big is best” 
and “big is safe”.

These biases and prejudices 
can be addressed by trustees be-
ing aware of  conflicts of  interests 
of  all service providers, learning 
directly from predecessors and by 
being at the forefront of  investment 
industry developments. Often insti-
tutional memory and processes are 
lost when new trustees join. 

Asset consultants should be ob-
liged to publically disclose every six 
months the historical composition, 
returns and relevant peer group 
rank of  each fund manager that is 
held by a retirement fund that they 
consult to.

THEME: 

BETTER INVESTMENT DECISION-MAKING 
We consider the factors that make for effective decision-
making and the effective implementation of investment 
ideas, by retirement fund Trustees as well as by professional 
investment managers. The questions that we put to the fund 
managers focus mainly on the latter, whereas the written 
material by Willis Towers Watson will focus mainly on 
Trustee decision-making. 

Questions for fund managers: 



2. In an asset management firm, 
are there different approaches 
to investment decision- making 
that have the potential to be 
effective? What is your own pre-
ferred approach, and how has 
this evolved over time?

Karl Leinberger, chief  invest-
ment officer at CORONATION 
FUND MANAGERS does not 
think that there is any single deci-
sion-making model that is the holy 
grail for fund management. 

“There are many differing mod-
els that have been successfully em-
ployed over long periods of  time.

“In the recruitment process at 
Coronation, we look for strong, in-
dependently-minded people that 
want to be part of  a team. This is not 
a culture that is easy to get right, 
but we believe that it is one that 
results in more robust outcomes in 
client portfolios. We find that teams 
that make decisions without indi-
vidual accountability suffer from 
group-think and decisions that lack 
intellectual courage. 

“At the other extreme, individ-
uals who work in a vacuum miss out 
on the benefits that come from lever-
aging off  other skilled individuals 
with a different view on the matter 
at hand,” says Leinberger.

Natalie Phillips, head of  SA in-
stitutional at INVESTEC ASSET 
MANAGEMENT says the company 
has invested in a well-resourced 
globally integrated team of  invest-
ment professionals across seven 
focussed capabilities. Open debate 
across asset classes and geographies 
is encouraged, as we believe critical 
analysis and information sharing 
ultimately leads to the best-quality 
investment decisions and outcomes 
for our clients. 

Nevertheless, as a multi-spe-
cialist investment business, each 
investment capability operates in-
dependently with its own strategy 
leaders and aligned teams of  ana-
lysts and portfolio managers; they 
are encouraged to stay true to their 
investment philosophy and process, 
which ultimately results in diverse 
portfolios that are aligned to their 
investment objectives.

“They are not trying to chase the 
best returns in the market; rather, 
each of  our strategies has a very 
clear articulated process and ob-
jective which guides investment 
decision-making. We believe this 
discipline delivers the best risk-ad-
justed outcomes over time. 

“Having these independent teams 
also allows for a speedier and more 
effective decision-making process 
rather than the cumbersome house-
view approach, so that teams can 
implement their ideas into client 
portfolios on a nimble basis and cur-
tail ‘implementation risk’. 

“Finally, we believe portfolio 
managers should be completely fo-
cussed on managing money and not 
tasked with the difficulties of  hav-
ing to run a business,” says Phillips. 

Guy Toms, chief  investment 
strategist and head of  interest 
bearing at PRESCIENT INVEST-
MENT MANAGEMENT says the 
company’s approach to decision 
making is methodical and quanti-
tative in nature and starts with the 
risk benchmark. Our process has 
remained constant over time.

“At Prescient we define risk as 
the probability of  not meeting the 
client’s investment objectives. To 
ensure that the client objectives 
are met, it is important that we 
understand what these investment 
objectives are. The core of  our phil-
osophy is to maximise returns with 
emphasis on benchmark or capital 
preservation and the management 
of  downside risk. Our challenge is 
therefore to construct a portfolio 
with superior risk/return achieve-
ments relative to the benchmark 
against which it is measured.

“Prescient’s process starts by 
defining a risk benchmark as well 
as performance target. The risk 
benchmark describes the minimum 
return under adverse market con-
ditions. The portfolio will be struc-
tured, i.e. position deviation from 
the benchmark will match the risk 
tolerance to ensure that at worst 
the return will meet the risk or 
minimum return benchmark.  At 
the same time, should the market 
condition favour the position dir-
ection, the client return will be 
maximised given the risk tolerance 
or benchmark.

“The portfolio is managed act-
ively and a number of  quantitative 
techniques are used to generate re-
turns, including duration manage-
ment, yield enhancements via credit 
exposure and risk management 
strategies, where these strategies 
are designed to provide downside 
protection. Overweight positions 
will be taken in the securities of-
fering best risk compensation and 
underweights will be in securities 
with poor risk compensation. Im-
portantly, the size of  the position 
deviation will be determined by the 
clients risk tolerance with smaller 
deviation taken where risk con-
straints are tight and vice versa. 

“Underpinning the process is a 
direct focus on risk.  Risk is quanti-

fied in the day to day management 
of  the portfolio. Prescient will cal-
culate the outcome of  the portfolio 
under different interest rate scen-
arios. We can thus ensure that the 
portfolio return will be maximised 
should Prescient’s view be correct, 
however, the positions are of  such 
a magnitude that underperform-
ance is limited to match the client’s 
risk benchmark should rates move 
against us. This can be specifically 
tailored to the client’s needs, i.e. by 
setting a risk benchmark and ensur-
ing that position size is limited so 
that the portfolio always delivers to 
the client’s expectation and above,” 
says Toms.

Charles Booth, portfolio man-
ager at TRUFFLE says the com-
pany believes that the most import-
ant investment decision to make is 
to get the entry price of  an asset 
purchase right. If  this is not done 
effectively the portfolio faces the 
potential of  a permanent loss of  
capital which can never be recouped 
with future good performance. 

After getting the entry price 
right the manager must have the 
patience to wait until the full value 
of  the asset is realised. The man-
ager must appreciate that this could 
in some circumstances take some 
time. 

“Our approach to investing has 
evolved over time to deemphasise 
the impact of  macro forecasting as 
it has been shown to be unreward-
ing in the long run. We also focus 
more on the long term as short 
term market moves have a high 
element of  randomness in them,” 
says Booth.

Tamryn Lamb, joint head of  
institutional client services at 
ALLAN GRAY says the company’s 
investment philosophy is valuation 
oriented looking for opportunities 
that are trading at prices below 
what it thinks they are worth.  

“Often these are uncovered in 
areas of  the market which are over-
looked by others or where senti-
ment is negative. To be success-
ful in this approach, we believe 
investment decisions are best made 
by individuals, and not commit-
tees. These individuals should be 
independent minded and have the 
confidence – based on the strength 
of  their research - to be different 
and to take full responsibility for 
these decisions.  

“We also believe that clients 
benefit from a spread of  investment 
ideas from a number of  decision 
makers. Portfolio managers are 

therefore not assigned to manage 
a single portfolio. Instead we no-
tionally pool all client funds into 
a consolidated portfolio, which is 
split among specialist portfolio 
managers. In this way, clients bene-
fit from the blended view of  the best 
ideas of  all our portfolio managers 
and it reduces the key-man risk for 
specific individuals,” says Lamb. 

Lara Warburton, MD at INTE-
GRAL ASSET MANAGEMENT 
says typically, large asset manage-
ment firms have strict criteria to en-
sure managers sing from the same 
hymn sheet. Constraints include ap-
proved stock buy lists and specific 
tolerances for allocations relative 
to a benchmark. Boutique firms 
typically differentiate themselves 
via investment style.

“Integral’s objective is real port-
folio growth (not relative to bench-
mark) over investment cycles. Our 
style is neither value nor growth. 
We use both a top-down (macro) 
and bottom-up (stock selection) ap-
proach.

“We won’t hold a position lower 
than 2% and believe a 7% position 
starts to add risk and requires care-
ful monitoring. Sector diversifica-
tion is critical to risk management 
and we feel comfortable with high 
cash positions in times of  market 
stress.

“Our approach typically suits 
investors who are creating and 
preserving wealth for the long term 
and institutions that recognise the 
importance of  conviction investing 
and the ability to limit losses when 
markets fall, preserving a larger cap-
ital base from which to grow when 
markets rise,” says Warburton.

Shaun Levitan, executive 
director and co-founder of  
COLOURFIELD, says the company 
has continued to focus on the goals 
of  clients. 

“We constantly review and meas-
ure whether they are on track to 
meet these goals and make changes 
to the portfolios we manage on their 
behalf. This requires constant and 
clear communication back to the 
trustees in a manner that can be 
clearly understood.

“Globally, the traditional ap-
proach is to focus on a ‘pot of  cash’ 
at retirement. This does not provide 
members with the necessary infor-
mation to make informed decisions 
with regards to how on track they 
are for their retirement. 

“We seek to maximise the likeli-
hood that members have sufficient 
assets accumulated at the point of  

retirement that will enable them to 
receive income each month suffi-
cient to meet their expenses,” says 
Levitan. 

Justin Floor, portfolio manager 
at KAGISO ASSET MANAGE-
MENT says the company tries its 
best to focus only on objective fac-
tors that are likely to affect future 
cash flows when making investment 
decisions. 

“In the process, we try to avoid 
overdue emphasis on macro-
economic and other high frequency 
data and are careful not to be influ-
enced by market sentiment. In addi-
tion, while taking into considera-
tion team views and engaging in 
robust debate with investment team 
members, we practice individual 
decision-making and accountability. 
These two approaches are under-
lined by a long-term perspective 
and – as already referred to above 
- emotional detachment,” says Floor.

Patrice Rassou, head of  equities 
at SANLAM INVESTMENTS says 
asset management firms usually 
follow a narrow, star portfolio man-
ager approach on the one hand or, 
on the other end of  the spectrum, 
follow a team-based multi-counsel-
lor approach. 

“We believe collective wisdom 
can best solve complex problems. 
As evidenced by the recent Brexit 
episode where political experts got 
it wrong, we believe that a team-
based approach best solves cogni-
tion problems. Since investment 
professionals are also prone to the 
psychological pitfalls so often at-
tributed to the man/woman in the 
street, we believe a team approach 
allows us to aggregate diverse opin-
ions, drawing off  different skill sets 
and experiences to solve real world, 
complex problems in conditions of  
uncertainty and under time pres-
sure, when stakes are high. 

“Over time, our team based ap-
proach has been solidified by re-
cruiting individuals who can con-
tribute to the collective while being 
able to think independently. Hence 
the need for diversity of  thinking 
in teams can be reconciled with bet-
ter outcomes and innovative ways 
to solve complex investment prob-
lems,” says Rassou.

David Green chief  investment 
at HOLLARD INVESTMENTS 
says Early in my career, I favoured 
quantitative analysis and technical 
optimisation tools; essentially, num-
ber-crunching until the data deliv-
ered a supposedly ‘correct’ call.

Today I prefer a balanced ‘four 
R’s approach’ based on regime, re-
turns, risk and relative positioning.

Regime entails an understand-
ing of  the economic environment 
– where money is flowing.

Returns is focus on expected 
returns based on valuations, tem-
pered by understanding that some 
valuations remain bizarre for ex-
tended periods, often influenced by 
the regime; for example, the global 
search for yield and its effect on 
asset pricing.                    To Page 24
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It’s not 
just money. 
It’s your 
money.

Coronation is an authorised fi nancial services provider and approved manager of collective investment schemes. Trust is Earned™.

You don’t sit around waiting for money to fall into your lap. 

You go out there and you earn it. You roll up your sleeves and 

get stuck in. It’s not always easy, but that’s just the way it is.

 

You work hard for your money. If you’re thinking of investing, 

visit becauseitsyourmoney.com

 “IT TAKES 

 A VILLAGE 

 TO RAISE 

 A CHILD.”

Cape Town: 1st Floor, Colinton House, The Oval, 1 Oakdale Road, Newlands, 7700, South Africa | T: +27 21 670 6570 | E: info@argonasset.co.za

Johannesburg: 7th Floor, Fredman Towers, 13 Fredman Drive, Sandton, 2146, South Africa

Argon Asset Management is an authorised Financial Services Provider (FSP 835)

www.argonassetmanagement.co.za 

As true for our children, as it is for our organisations. 

Gratitude for helping us shape ours. 

11 years on. Thank you to everyone who has been 

a part of building an African investment firm with 

global standards. We look forward to exchanging 

value in the global village.
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THEME: 

BETTER INVESTMENT DECISION-MAKING 
We consider the factors that make for effective decision-
making and the effective implementation of investment 
ideas, by retirement fund Trustees as well as by 
professional investment managers. The questions that 
we put to the fund managers focus mainly on the latter, 
whereas the written material by Willis Towers Watson 
will focus mainly on Trustee decision-making. 

Questions for fund managers: 
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WHILE OTHERS ZIG AND ZAG,

WE STAY IN FORMATION.
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STOCKBROKING / RETIREMENT PRODUCTS / UMBRELLA FUNDS / ADMINISTRATION / PLATFORM SERVICES
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Your money is safe at Prescient. That’s because our fund managers consistently 

follow a reliable process called QuantPlus®. It’s the proven way to reduce 

investment risk, and increase wealth. 

To know more about any of our products 

and services, visit www.prescient.co.za.

S
c
u

lp
tu

re
 b

y 
B

e
th

 D
ia

n
e

 A
rm

st
ro

n
g

Some see 25 years.
We see a good fi rst quarter.
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After 25 years, we could measure our success by our global footprint or the growth in our assets 

under management. We prefer to look at the clients who trusted us to build their future and our 

own people who helped make those dreams a reality.

Most importantly, after 25 years we’d really like to say thank you for being part of our journey. 

You’ve helped us grow from a small start-up in South Africa to a trusted international manager 

serving a client base from around the world.

Investec Asset Management – Investing for a better tomorrow.

Visit investecassetmanagement.com, 

call 0860 500 900 or contact your financial advisor.
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2. In an asset management firm, 
are there different approaches to 
investment decision- making that 
have the potential to be effective? 
What is your own preferred ap-
proach, and how has this evolved 
over time?

From Page 23
Risk entails vigilance and sensi-

tivity to any over-exposure. It’s not a 
number or standard deviation indi-
cator. Relative positioning is a re-
minder that no asset manager can 
monopolise investment wisdom, so 
check your weightings against indus-
try-wide portfolio allocations. Myopic 
faith in one’s own models is no way to 
achieve balance.

The current approach is summed 
up in three words … judgment, judg-
ment, judgment.

Samantha Pauwels, portfolio 
manager at CANNON ASSET 
MANAGERS says yes, there are a 
number of  approaches to investment 
decision making that have the po-
tential to be effective at some point 
in time. Of  late, multi-factor models 
and quant-based investing has gained 
popularity, along with momentum 
investing, following the great per-
formance of  a number of  large listed 
shares. Growth investing has also 
performed well over the past number 
of  years, on the back of  this. 

“We follow a value investing ap-
proach. Our stock selection process 
is based on the underlying princi-
ple that significant price inefficien-
cies lie at the stock level and that a 
disciplined research process, based 
on a fundamental approach to stock 
valuation, gives us an information 
advantage over other market par-
ticipants. While this approach has 
struggled to produce outperformance 
in the last few years, it has proven to 
be a superior long-term investment 
approach, delivering great returns 
for the disciplined value investor. 

We have maintained our philosophy 
and process – retaining consistency 
in our application and avoiding emo-
tional biases.”

Asief  Mohamed, chief  investment 
officer at AEON INVESTMENT 
MANAGEMENT says decision-mak-
ing processes by investment profes-
sionals or teams probably result in 
the most acrimonious fights within 
investment management firms. In 
general, investment professionals be-
lieve that they are cleverer than their 
colleagues in the team or firm. Egos 
such as this contribute to dysfunc-
tional teams. 

Unanimous consensus team-based 
decision-making in an investment 
environment is unrealistic as one ex-
pects to get divergent views. If  a team 
member strongly disagrees with the 
consensus view then he or she should 
in writing provide a justification for 
his or her view. 

Generally the experience in a 
team environment of  investment pro-
fessionals is that they want to differ 
to get free call option on the decision 
but are seldom prepared to justify a 
dissenting view and put it in writing. 
With hindsight, if  they are right, they 
say “I told you so” but remain quiet if  
they are wrong.

Teams can operate successfully 
provided team members are given the 
opportunity to present their views. A 
successful team however needs good 
record and documentation of  deci-
sions, including dissenting views. 
Regular reviews of  decisions should 
be revisited to establish if  the invest-
ment case set out in fact led to the 
correct decision, and if  not, why not. 

Nick Curtin, investor relationship 
manager: institutional at FOORD 
ASSET MANAGEMENT says given 
the importance of  accountability to 
the alignment of  interests between 
fund managers and their investors, 
the company is strongly of  the view 
that individuals make better invest-

ment decisions than committees. 
“The old maxim that a camel is 

a horse designed by committee has 
relevance here. It is also important 
to balance this accountability pillar 
and mitigate against ‘key man risk’ 
by ensuring that there is a good 
degree of  continuity and diversity 
of  thought built into the portfolio 
management process. 

“Since 2009, Foord has made use 
of  a multiple counsellor approach 
whereby every account is split be-
tween three and five portfolio man-
agers, each of  whom has full discre-
tion on his or her allocation. This 
ensures that accountability rests with 
the relevant individual at the same as 
ensuring diversity of  thought and 
continuity across the aggregate port-
folio. It also results in dynamic risk 
governance in that investment ideas 
with the highest consensus tend to 
have a higher weight in the aggregate 
portfolio than those where the convic-
tion level across the multiple-counsel-
lors is divergent.” 

Valdon Theron, head of  institu-
tional business at PRUDENTIAL 
says the company follows a team-
based process where specialist teams 
are responsible for key investment 
decisions including tactical asset al-
location and stock selection within 
equity, bonds and property. In keep-
ing with the fundamental law of  ac-
tive management (given some skill, 
apply it as often as possible), our ap-
proach seeks to extract outperform-
ance from independent stock picking 
in the various assets classes rather 
than a few big macro calls.

“Our process actively seeks to 
mitigate against the recognised 
emotional aspect to investment de-
cision-making. One such way is to 
increase our positions in assets as 
they get cheaper, rather than to try 
and time the bottom of  the market. 
The bottom, if  you can identify it, 
is naturally the point of  maximum 
pessimism on an asset and allocating 

maximum capital at this point is 
psychologically extremely difficult. 
To our minds, accumulating cheap 
assets through an incremental ap-
proach is somewhat easier psycho-
logically.”

Brian du Plessis, head of  distribu-
tion at REZCO ASSET MANAGE-
MENT says there are certainly differ-
ent approaches that have the ability 
to be effective. It is precisely these 
differences that create the sought 
after diversification that assists in-
vestors when blending funds within 
a portfolio. 

“We always remain true to our in-
vestment philosophy. This may evolve 
over time, but 
we will never 
stray from our 
core philosophy 
of  preserving 
capital and cre-
ating wealth. 

“Our object-
ive is to preserve 
capital during 
times of  market 
weakness and to 
outperform the 
overall index 
during periods 
that are positive for equities. The 
strategy we employ is to acquire in-
terests in well managed companies 
with we believe will have sustain-
able earnings growth, at a reasonable 
price. In addition to this, a combina-
tion of  the bottom-up and top-down 
strategies is utilised. Fund managers 
cannot ignore the environment in 
which a company operates, nor can 
they assume that just because a par-
ticular sector is doing well that all 
companies therein will perform as 
well. Stock picking is both an art and 
a science. 

“When managing a fund, we be-
lieve it is important for an individual 
to be accountable for investment de-
cisions and the resultant perform-
ance,” says Du Plessis.

3. What obstacles can prevent effective invest-
ment decisions, and effective implementation 
of  these decisions, in asset management firms?

Justin Floor, portfolio manager at KAGISO 
ASSET MANAGEMENT says some factors that 
can hinder effective investment decision making 
and implementation include group or committee de-
cision making; reacting emotionally to short-term 
events and behavioural traps such as anchoring 
(an example is extrapolating future expectations 
from recent history). Others are short-termism (the 
excessive focus on short-term results at the expense 
of  the long-term reality) and the danger of  being 
overwhelmed by ‘noise,’ such as news flow and 
macroeconomic data, and therefore not being able 
to isolate the essence of  what matters when making 
an investment decision.

Hywel George, director of  investments at OLD 
MUTUAL INVESTMENT GROUP says to be clear 
it is easier to get asset management wrong than it 
is to get it right. 

He says to fail, obstacles would include:
Poorly aligned incentive schemes, where the 

fund manager is not exactly aligned with the client 
outcome; by quantum of  alpha desired over the 
time frame envisaged, thereby taking on the most 
appropriate risk profile.

Corporate distractions. These can be many, and 
occur regardless of  whether the fund manager 
is operating in an owner-managed boutique or a 
large corporate. Running one’s own business can 
be hugely distracting (handling outside providers, 
office space, HR issues, legal tussles, compliance 
monitoring, marketing etc). A corporate can be 
heavy-handed with a fund manager, and often fo-
cuses too much on near-term outcomes.

Too many assets. The curse of  success can also 
be caused by misalignment with client outcomes, 
with incentives more geared to greater Assets 
Under Management, than successful investment 
performance on existing assets. Once the 55% suc-
cess/ 45% fail golden rule is violated (you own too 
much of  a stock to be able to sell it having made 
a mistake), performance almost never recovers – 
until assets again fall to a size commensurate with 
investment success

A lack of  awareness of  risk clusters embedded 
in portfolios. This can be caused by poor systems, 
and a binary, traditional approach to stock picking 
(often seen in pure value managers) that cause 
risk-blind spots. The fund manager believes he is 
taking a pure stock-picking approach, but in reality 
there are large, unintended bets embedded in his 
portfolio exposing him to currency risk, commodity 
exposure, large or small cap bias or any number of  
macroeconomic or market related factors.

Raphael Nkomo, CIO at PRESCIENT INVEST-
MENT MANAGEMENT says the first major ob-
stacle to effective investment decisions is the fear 
of  underperformance relative to peers. It is the 
fear of  being wrong, or losing money when most 
are making money. In general it is the possibility 
of  failure, the anticipation of  failure that paralyses 
action and becomes the primary reason for failure 
and ineffective investment decision making.

The second major obstacle to effective invest-
ment decisions is the fear of  criticism by senior 
management. It is also the fear of  sounding dumb 
or looking foolish against peers. This is triggered by 
the desire to be liked and approved of  by others and 
to demonstrate self-worth. Investment managers are 
sometime afraid to ask someone for help when face 
with difficult tasks as this might give the impres-
sion that they don’t master the subject very well. 
As a result of  these fears of  rejection and criticism, 
they play it safe and settle for far less than they are 
truly capable.

Thirdly, managing change is difficult. Execution 
often involves change—in structure, incentives, 
controls, people, objectives, responsibilities. As we 
know, change can be threatening. The importance 
of  managing change well is clearly important for 
effective implementation of  investment decisions. 
The inability to manage change and reduce resist-
ance to new implementation decisions or actions 
can spell disaster for execution efforts.

Charles Booth, portfolio manager at TRUF-
FLE says the most important obstacle to effective 
decision making is to deviate from one’s process 
particularly when the process is not working as 
happens from time to time. 

Karl Leinberger, chief  investment officer at 
CORONATION FUND MANAGERS says there are 
a great number of  structural impediments to good 
decision making in the investment industry. But the 
greatest, by far, is an inappropriate time horizon. 

“Managing investments is, by definition, a 
multi-decade endeavour. It is the client’s experience 
over decades, not years, that matters. In addition to 
this, the market or investment performance cycle 
typically lasts longer than five years. 

And yet the vast majority of  decisions made in 
our industry assume that a period of  two to three 
years is meaningful. “A great amount of  value is 
destroyed in our industry from this short-sighted-
ness,” says Leinberger.

Nick Curtin, investor relationship manager: 
institutional at FOORD ASSET MANAGEMENT 
says organisational structure is crucial. Firms with 
an asset gathering business model will always be at 
risk of  making investment decisions that might not 
always be in the investor’s best interests. 

Product proliferation and chasing the latest mar-
keting fad simply to gain assets under management 
is, in our view, not in investor’s interests. 

It is essential that there is a very clear alignment 
of  interest mechanism between the member and the 
individuals managing the portfolio. 

The organisational alignment of  the core invest-
ment decision makers, the marketing and distribu-
tion team and operations is critical. Too often there 

is a misalignment between the long-term needs of  
investors and the often short-term term focus of  the 
typical multi-service corporate. 

Tamryn Lamb, joint head of  institutional client 
services at ALLAN GRAY says there are many 
obstacles that can prevent effective investment 
decision making, and effective implementation of  
these decisions. 

The most important of  these is whether the firm 
is structured to align its interests with those of  its 
clients, has continuity of  ownership, a long-term 
focus and allows investment decision makers the 
freedom to focus on generating outperformance for 
clients. 

If  the firm is not structured in this way, invest-
ment decision makers might be incentivised to 
grow assets at the expense of  performance, may 
be distracted by other responsibilities and may ca-
pitulate – at the wrong point in the investment cycle 
– under pressure from stakeholders with shorter 
time horizons.  

Anet Ahern, CEO at PSG ASSET MANAGE-
MENT says at the root of  any investment process 
lies the belief  system of  the team. If  this is not 
congruent with the process, it will not work and 
inappropriate debates will constantly steal research 
and thinking time. 

The beliefs feed into the investment philosophy, 
which forms the basis of  the decision framework.  
Provided this is in place, and properly communi-
cated to clients, the process will be given time to 
work – and the best processes need time. 

A big risk to the investment decision making pro-
cess is when the fundamental model is constantly 
questioned (or particularly at times when short-
term performance is lagging), and the investment 
team flip flops between different frameworks. 

“For example, if  a very active manager is forced 
by a leader to become highly benchmark cognisant 
after an uncomfortable period of  relative underper-
formance.  This has seen many an asset manage-
ment firm do almost irreparable damage to their 
long term track record,” says Ahern. 

She says the best way to describe the obstacles 
comes from Warren Buffet:

“To invest successfully over a lifetime does 
not require a stratospheric IQ, unusual business 
insight, or inside information. What’s needed is 
a sound intellectual framework for decisions and 
the ability to keep emotions from corroding that 
framework”.

Jay Vomacka, senior portfolio manager at 
AEON INVESTMENT MANAGEMENT says the 
key obstacle is the effective implementation of  a 
strategy via an amicable team with similar culture 
and values. This can often be underestimated as 
by nature, people differ. If  that difference is vast 
yet both individuals are strong willed, it can cause 
friction in the team dynamic. This leads to personal 
battles overriding the company aim of  generating 
outperformance and hence the strategy is not 
implemented with consistency and discipline. Be-
havioural biases, in general, have quite an effect on 
investment decision-making and one must be aware 
of  potential biases e.g. herding or overconfidence. 
This could potentially be compounded with a dys-
functional team dynamic. 

Brad Preston, CIO: Listed Investments at MER-
GENCE INVESTMENT MANAGERS says the 
company regards institutional career risk or undue 
pressures as obstacles. This is where fund man-
agers may make a less-than-effective or simply a 
bad investment decision because they are worried 
about losing their job or a client on the basis of  fund 
underperformance in the short to medium term. 
There could thus be a risk of  being pressured by 
short-termism instead of  putting clients’ long-term 
investment needs first. 

To help avoid this it is essential to structure the 
asset management firm such that portfolio manager 
and client interests are aligned and the sharehold-
ers and owners of  the business have a good under-
standing of  the nature of  investments (which can 
and will underperform from time to time without 
harming the long-term goal) and a sound apprecia-
tion of  the investment philosophy and style. In this 
way the firm will help to avoid a mismatch between 
the expectations of  shareholders, clients and the 
reality of  investing.

Another obstacle is posed where a fund manager 
may publicly and strongly state their position on an 
investment, to the extent that - as Larry Summers 
put it - one starts to feel that their personal capital 
becomes denominated in the currency of  their port-
folio holdings, and this may make it hard for them to 
change their mind later. They may tend to look for 
information to corroborate their position instead of  
assessing and reassessing the position objectively.

Lara Warburton of  INTEGRAL ASSET 
MANAGEMENT says the pressure to do some-
thing, anything, is often value-depleting.

“Investors pay fees. If  they don’t see change, they 
wonder if  you’re doing your job. It takes courage 
and conviction to review a portfolio and make no 
changes; especially as investors can log on and see 
their portfolios daily.

“Clarity on measurement periods is vital.
“If  a long-term investor has a 20-year invest-

ment horizon, quarterly measurement and frequent 
‘manager-hopping’ on this basis can be a huge im-
pediment to growth.

“Long-term investment strategies should be 
periodically assessed, but if  a manager holds good 
stocks that are currently out of  favour, a client or 
trustee should appreciate that short-term underper-
formance is not always a signal to sell. It may be a 
signal to buy more. 

“Immediate-term market ‘noise’ is hard to ig-
nore, but can destroy value, as those who sold at the 
Brexit market bottom will confirm.

“Knee-jerk sensitivity to ‘noise’ won’t grow long-
term wealth,” says Warburton..

David Green chief  investment at HOLLARD 
INVESTMENTS says The principal obstacles to 
effective investment decision-making are ego and 
arrogance – the Masters of  the Universe mind-set. 
Big macro bets with the life-savings of  hard-work-
ing people should be avoided at all costs. No one 
knows when the rand is going up or when the gold 
price will plateau, so don’t pretend you do.

Arrogance combined with ignorance is even 
worse. Decision-making should never be confused 
with assumption-making. Never assume you know. 
Put in the work. Do the research. Drill down and 
double-check. There are no short-cuts to acceptable 
results.

THEME: 

BETTER INVESTMENT DECISION-MAKING 
We consider the factors that make for effective decision-
making and the effective implementation of investment 
ideas, by retirement fund Trustees as well as by 
professional investment managers. The questions that 
we put to the fund managers focus mainly on the latter, 
whereas the written material by Willis Towers Watson 
will focus mainly on Trustee decision-making. 

Questions for fund managers: 


