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Puzzle

If we all share

Similar pension deals

Capable boards who design 
and delegate

Smart investment managers

We should have roughly similar
outcomes.  However… we do not
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The board as a source of return! 

• Sources of prolonged below average 

performance of pension funds are a 

lack of board governance budget: 

knowledge, skills, behavior

• So boards are key in the long-term 

success or failure: they make the 

decisions.

• Large research project to help trustees 

worldwide, ending in this book.
Kees Koedijk, Alfred Slager, Jaap 
van  Dam. Achieving Investment 
Excellence. Wiley Publishers



Boards making a difference
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Avoid Negative Contributions

Add Positive Contributions

Lower total cost of implementation

Disciplined rebalancing
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0.3% 12Insourcing

Add illiquid investments

Weed out negative contributions (e.g.,  active 
management, TAA)

Diversi!cation

Order of Magnitude

Order of Magnitude

Discussed in Chapter

Discussed in Chapter

Avoid behavioral traps (manager turnover, selling 
after the fact)

EXHIBIT I.1 Bonus to be harvested when moving up from mediocre to excellent on the scale of
excellence.

roles in driving the fund into the direction of excellence—or vice versa. Therefore, the
quality, knowledge and, most of all, drive of boards matter—a lot.

Doing 1–2% better is a considerable amount in a world in which expected returns
for well-diversi!ed portfolios are somewhere in the range of 3–6% in nominal terms.
We estimate that harvesting 80% of this bonus requires only a limited amount of work
once you understand the drivers and put in place the right groundwork. For example, it
involves getting your beliefs right and making sure that they are consistently translated
into the investment process. It involves designing an investment process that helps to
achieve your fund’s goals and tackling the main known governance issues. We believe
that there are !ve activities that together can create “excellent investing”; we discuss
them at a later point in time. We feel these are the roughly the same for every fund,
even though pension funds come in all shapes and sizes. Our experience is that the
same issues pop up around the globe. As the answers to these common issues may vary
slightly due to cultural or regulatory circumstances, we will address such differences in
size and structures (and their consequences) wherever necessary and appropriate.

The central message throughout this book is that the board is key in achieving
long-term investment excellence. The board, however, is not the party managing the
investments, but the party that is meant to be in charge of the design, strategy, monitor-
ing, and improvement of the “machine” that delivers the output. This requires a speci!c
set of perspectives, which we summarize as the right altitude, the right distance, and the
right horizon. Altitude: Does the board look at the total fund setup and its outcomes



Best practice boards
• Identify and work with five key areas

• Focus on creating balance between the design, strategy and 

implementation of their investment process



Creating balance between left and right 

Shaping the mission. From purpose, mission and 
strategy to achievable goals.

Designing the process. Key investment concepts, 
investment beliefs, the investment management 
process, "investment models".

Implementing the Investments. Effective 
implementation.  Delegation. Portfolio construction. 
Feedback, monitoring and evaluation. 

Organizing the Board. Oversight and governance 
of the investment process; designing, steering, and 
overseeing the realization of the mission.

Deciding & Adapting. Building a learning fund. 
Boardroom dynamics. Board decision-making. 

Two connected loops
Left loop: Design and Strategy. 
Right loop: Implementation.



Your focus and time is spent on…?
The right loop typically 
receives more attention in 
practice

• Right Implementation: fast-
moving, tangible, short-
term, reactive, ”in control”

• Left Strategy: abstract, 
long-term, slow moving, 
decisive for long-term 
success
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How to start today: lessons from
best practice boards
1. Sort out your investment decisions and do an honest post-mortem.

2. Be clear about your investment model and honest what it takes to make it a 
success.

3. Design your investment process integrally.

4. Take difficult decisions beforehand. Train for it and do not hesitate to act

5. Start making integral decisions.

6. State your belief and policies clear and explicit to force debate and
alignment.
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