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Call me Deep. It’s a natural contraction of my first name, 
Deepak, so it’s what my colleagues call me. Even in my family, 
where we usually use full names, I’m called Deep, ever since an 
aunt, an immigrant struggling with her English, observed my 
silence as a child and proclaimed reassuringly, “The boy is ... 
deep.” So I’ve been known as Deep for as long as I can remem-
ber, a one-syllable contraction that makes me sound like a 
Brazilian soccer player. 

Some months ago I took the latest step in my career: I 
joined the Colossal Pension Fund as its chief investment 
officer (CIO). My predecessor had resigned—“by mutual 

consent,” as the politically correct wording had it—follow-
ing Colossal’s horrendous performance in that bizarre year, 
2008. The plan’s funded ratio—the extent to which its assets 
provided backing for its benefit promises—dropped precipi-
tously, from 106 percent to 79 percent, triggering all manner 
of retributive penalties. The investment performance itself, 
for the year, was worse than that of 97 percent of the funds 
in a well-respected comparative survey. And worst of all, the 
disaster came without warning. 

I was hired as a change agent. But I didn’t know where to 
start.

Background
Throughout most of the “noughties” decade Colossal sailed 
through in the top quartile of the same comparative survey. 
The Investment Committee (IC), designated by Colossal’s 

board of directors as the fund’s “named fiduciary” under the 
Employee Retirement Income Security Act, had commis-
sioned the traditional asset-liability projections and, confident 
of the sponsor’s (and its own) ability to stomach the down-
side of an aggressive investment approach, had adopted an 
atypical asset allocation policy. The committee members used 
a high equity exposure (but a 50-percent hedged currency ex-
posure in foreign equities, perhaps due to a fear of taking an 
inappropriate amount of currency risk) and a high allocation 
to Treasury inflation-protected securities (TIPS).

The IC meeting minutes revealed little. They were 
couched in minimalist terms, recording decisions that were 
taken “following discussion.” So I inquired further. Colossal’s 
chief financial officer (CFO), a prominent member of the IC 
(but oddly enough not its chair—that was the chief execu-
tive officer [CEO]), was very helpful. He offered to review 
with me anything that I wanted to investigate as part of my 
research into what needed changing. And he referred me to 
the fund’s consultant, the felicitously named Ms. Goode, who 
represented a prominent firm that worked with many major 
corporations.

Governance Structure

Ms. Goode led me quickly through the fund’s governance 
structure. The IC included the CEO, the CFO, the vice presi-
dent of human resources, a couple of business line managers, 
and a retiree. The IC took major decisions only, such as the 
asset allocation policy; it delegated most of the subordinate 
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decisions—such as the hiring and firing of investment manag-
ers—to me, its chief investment officer (CIO), who in turn 
was supported by in-house staff and the external consultant. 
And of course the IC then monitored and reviewed the 
results, which as I say seemed better than satisfactory for a 
long period.

If you think of the IC, the staff, and the consultant in 
terms of The Three Little Pigs—I don’t mean to be insulting, I 
just think in simple terms, and that fable is a useful analogy—
the house they had constructed certainly seemed to be built 
of bricks. Yet the big bad wolf of 2008 had huffed and puffed 
and not just blown the house down, it had blown it away. 
The bricks must have concealed a lot of straw. Where was the 
straw? Unless I could locate it, I wouldn’t be able to rebuild 
the house and avoid similar wreckage the next time a wolf 
showed up. I know it’s often a fatal conceit, but next time, I 
thought quietly, will be different.

The Numbers
Part of being Deep is being patient and systematic. I’m an in-
vestment professional. I know where the numbers come from: 
from asset allocation and the performance of the managers 
with their specialist assignments. 

Asset Allocation

I started with asset allocation. The IC minutes told me little, 
so I went to the asset-liability study. It was massive—pages 
and pages of data and charts with unhelpful headings. What 
can you learn from a page headed “Comparison of current 
policy with middle-of-the-road policy”? Nothing. You can’t 
tell if the stats are meant to imply that you should continue 
the current policy or change to a more moderate policy. 
I wish consultants would place an interpretation at the 
top of each page. Either “Comparison shows no reason to 
change from current policy,” or “Moderate policy dramati-
cally controls downside risk,” or something that would help 
you interpret the mass of numbers. But if you weren’t at the 
meeting where the presentation took place, you missed the 
voice-over, and the voice-over must have been all-important, 
because I certainly couldn’t see any obvious way to interpret 
the comparisons.

To save time, I asked Ms. Goode to lead me through the 
presentation. Eventually I got what I wanted, all the voice-
overs. I also got what I didn’t expect: an enormous defensive-
ness. Apparently Ms. Goode and her firm were among the 
victims of the debacle. 

In the aftermath, Colossal’s board had convened a special 
meeting. Turns out the pension operation is the biggest part 
of Colossal’s business, in the sense that its gains and losses 
outstrip the normal profits from the business operations 
that Colossal’s shareholders believe they’re investing in. The 
chairman of the board ranted and raved about factors and 
results beyond his control. Obviously he and his board must 

be above blame. He demanded a witch hunt. And you know 
that when there’s a witch hunt, you’ll find a witch. Ms. Goode 
and her firm were cast in that role. Their status as appointed 
consultants was now up for grabs. And Ms. Goode knew, 
from experience, that the firm would have no chance of being 
reappointed. So she was keen to defend her advice—and in 
turn point out how some important elements of her report 
had been ignored.

I also learned an intriguing tidbit about the governance 
process that didn’t appear in the formal governance chart. 
The massive asset-liability study wasn’t presented to the IC. 
The committee saw, instead, the report that Ms. Goode had 
presented to my predecessor and his staff. Based on that 
condensed version, the former CIO had prepared a brief 
document for the IC and recommended staying with the cur-
rent (aggressive) policy. 

Really? Ms. Goode’s condensed version of the asset- 
liability report never made it onto the IC’s agenda? Why? 

Ms. Goode explained: IC agendas always seemed packed 
with historical performance data, administrative matters, and 
manager meetings. Even when agendas allowed time for staff, 
which sometimes included the consultant, the few minutes 
so allocated were sparse. After all, these were high-powered 
business executives who just needed summaries to make 
complex decisions. They just needed the essential facts to 
figure out the correct approach. 

The IC, however, satisfied that things were going well—
and not themselves fully conversant with the subtleties— 
simply rubber-stamped the former CIO’s recommendation.

Apparently the IC members’ belief that the sponsor 
could withstand the potential downside stemmed from the 
former CFO’s say-so. (Indeed, the former CFO had at the 
time chaired the IC. The CEO took over as IC chair subse-
quent to the debacle.) And the IC members’ belief that they 
could withstand the psychological impact of the downside 
had never been tested. The members had not been together 
for the turn-of-the-millennium markets that constituted the 
previous test.

Was there, I asked Ms. Goode, any significant difference 
between her report and the CIO’s recommendation? Not 
huge, she confessed; but there were two issues she wanted to 
draw to my attention. 

The downside, in her report, was measured in terms of 
the plan’s funded ratio: How low might it go in adverse mar-
kets? Yes, the former CIO said he would present this aspect 
to the IC. But Ms. Goode also recommended that the funded 
ratio should therefore be the primary focus of monitoring 
reports that the IC reviewed every quarter. These recom-
mendations never made it to the IC. (Not, she added bitterly, 
that it would have made the slightest difference.) The IC was 
used to seeing a fat report of investment performance analyt-
ics that led off with each manager’s performance, portfolio 
characteristics, and trades, then aggregated gradually into 
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asset class results, concluding with performance of the total 
fund compared with other large funds. Not a word about the 
benefit liabilities. So, when disaster struck and the low funded 
ratio was revealed, it was the first time the IC saw the conse-
quences of the poor performance.  

The fact that the plan’s benefits were out of sync with 
those of the funds in the comparative group also turned out 
to be relevant. Colossal’s plan provided, generously, a certain 
amount of inflation-indexing of retiree benefits. That’s why 
the fund held TIPS as a partial hedge. That also meant that the 
comparative group wasn’t really terribly relevant. But it’s what 
the IC was accustomed to using as its measure of success or 
failure. (Why? Ms. Goode said she knew exactly why: Because 
the CIO went along with the staff ’s sole focus on how peers 
were doing—which was how the staff got rewarded.)

Ms. Goode showed me a brief report card that her 
firm had designed that combined funded-ratio measures 
with more-traditional relative-to-market performance 
measures. Had she ever presented this to the IC? Well, 
actually, no. (Perhaps a failure to consult, or she just did not 
get the opportunity, I thought. After all, the consultant was 
rarely invited to IC meetings, because staff generally made 
presentations. And when she was invited, the CIO imposed 
strict time allocations and lots of pre-scrutiny. This would be 
worth looking into with Ms. Goode’s successor.)

She also told me that some other recommendations never 
saw the light of day, as far as the IC was concerned. The CIO 
and his staff had, in effect, overruled them. What were those 
recommendations? 
1. Restructure the fixed income portfolio to lengthen its 

duration so that it became a closer match to the length of 
the liabilities. That would increase the downside protec-
tion, because a greater proportion of the assets and liabil-
ities would move in sync when interest rates moved, and 
the volatility of the funded ratio would be smaller. Not 
that this would have helped materially, given the overall 
aggressiveness of the asset allocation; but ignoring it was 
a process violation, as far as Ms. Goode was concerned. 

2. Narrow the ranges in which the actual asset allocation 
could be allowed to fluctuate as markets moved; other-
wise, the central asset allocation policy had little meaning. 
Again, this wouldn’t have helped in the dramatic collapse 
of 2008; but it was another process violation.

3. Reduce the degree of aggression somewhat, since markets 
had had a terrific run for several years and the prospec-
tive reward from aggression wasn’t likely to be as great as 
the fund had enjoyed in the past. But Ms. Goode’s heart 
wasn’t in this one, because she said she felt sure the IC’s 
current investment philosophy (to optimize returns) was 
at odds with her suggested approach, which was aimed 
at managing risk. That would necessitate a much broader 
discussion of risk management than time would permit, 
without which it would just sound like market timing.

In place of these three recommendations, the staff appar-
ently had substituted its own recommendation: Diversifica-
tion and potential return both should be improved through 
investment in alternatives. But the staff ’s focus on peer-
relative comparisons was again evident in their substitute 
recommendation.

I thought about all of this for a couple of days as I waited to 
see if I could get further insights from the CFO and my inher-
ited staff. I got a lot of color commentary, but nothing deep.

It occurred to me that I had no vested interest in retaining 
Ms. Goode; in fact, given the ire of Colossal’s chairman of the 
board, it might even be a career-threatening move for me to 
defend her. But I had learned some useful things from her, such 
as the fact that in practice Colossal’s governance was more 
fragile than its robust expression within the formal governance 
matrix. And I also knew that because virtually every fund had 
been severely affected by the freak events of 2008, perhaps it 
was unfair for Ms. Goode to have to wear the witch’s hat.

So I asked her if she could do some calculations for me 
that might also help her firm with its defense when the time 
came to award the next consulting contract. Could she do a 
“what if?” calculation showing, with the benefit of hindsight, 
the extent to which changes in policy actually might have 
protected the fund from its huge decline in funded ratio?

She said she had already done this calculation; she’d 
wanted to find out, too, whether fund policy or the global 
financial crisis was the demon.

She showed me the results. The carnage all took place 
in the fourth quarter of 2008. So she asked hypothetically, 
what would have been the result of making changes as of 
October 1, 2008? The answer was: Not much. Suppose 
10 percent of the fund had been shifted from equities to 
fixed income. Suppose the 50-percent currency hedge 
ratio had been moved to either 0 percent or 100 percent, 
whichever would have worked better. Suppose TIPS had been 
replaced by Treasuries. All three changes together would 
have protected the fall in the funded ratio by less than 10 
percentage points. Or, to look at it a different way, and using 
a different calculation, the impact of replacing 40 percentage 
points of equity exposure with fixed income would have 
saved less than 10 percentage points of funded ratio. And that 
sort of change in asset allocation would have taken far more 
courage than holding to the current degree of aggression.

So it really was the fault of the global financial crisis, after 
all. Well, mostly.

Manager Performance

What about the managers? Here I got a lot of color.
It turned out that at the special board meeting, Chairman 

Rant (whom I’d yet to meet) had gone apoplectic about one 
of the bond managers. Why had this manager been retained? 
Wasn’t it obvious that these guys were hopeless? What process 
was Ms. Goode’s firm using to make such inane judgments?
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As the designated witch, Ms. Goode had of course been 
summoned to defend herself and her firm at this meeting. 
(Her own CEO was there, too, because Colossal was a “name” 
client and retaining Colossal was important to the firm’s 
image, even more important than maintaining its profits.) 
It mattered little that the bond manager had contributed 
almost nothing to the total fund underperformance, or that 
Ms. Goode’s firm had in general a reasonable track record 
in selecting managers, or that even a sound process will fail 
from time to time. What really hurt Ms. Goode was her blunt 
defense. She told Chairman Rant that he could talk about 
anecdotes till the cows came home, but the plural of anecdote 
will always be anecdotes, not data. Not a tactful thing to say 
to the out-of-control chairman of an important client. A bet-
ter consultant would have bitten her tongue.

That led to a rival firm of consultants being hired to look 
into the manager-selection process at Ms. Goode’s firm, a 
humiliation that led to the inevitable verdict that elements 
in the process certainly could be strengthened, which really 
satisfied nobody.

But it did muddy the waters even more.
I asked the CFO why the board was so concerned with 

minutiae, which is what specific managers represent in a 
fund the size of Colossal’s. His response surprised me. He 
said he didn’t consider managers to be minutiae. The IC 
spent most of its time discussing the managers. What, I 
asked gently, even though their hiring and firing was delegat-
ed to me and my staff? “Certainly,” was his response. “That’s 
part of our monitoring of how well you’re doing. It’s your 
main responsibility, isn’t it?” And so they trawled through 
the voluminous quarterly reports, questioning everything, 
second-guessing everything—in effect, never really delegat-
ing the decisions, because they insisted on being formally 
notified of every intent to hire or fire, and giving their assent 
in advance.

Hmm. Another process failure. But not one I could 
change without a huge education effort directed at the IC. 
Perhaps there was more straw, and less brick, in the gover-
nance structure than I realized.

Quarterly Reports

Let’s take a look at those quarterly reports.
Data. That’s all, just data. I remember reading somewhere 

that the essential difference between data and information 
is human intervention. Evidently there had been very little 
human intervention in the production of these reports. And 
my staff and the consultant (and my predecessor) were to 
blame, I thought. This was the nitty-gritty that they them-
selves loved. It enabled them to keep tabs on the managers 
and understand what the managers were doing and ensure 
that the managers were behaving consistently with the styles 
and decision processes that they had been hired and given a 
mandate to operate. And so the staff gathered up all their data 

and proudly, with the best intent in the world, presented it to 
the IC, in the manner of a child proudly exhibiting homework 
to a parent: “Look at what I’ve done!” 

But the IC didn’t have a clue what it meant. How could 
they tell (without the voice-over) that there was a telltale 
number on page 17 that was horrifying? It looked no different 
from the thousand other numbers in the report. And the IC, 
also with the best intent in the world, but not knowing exactly 
what it ought to look at, diligently looked at everything, and 
satisfied itself that it had done a thorough job. Not a good job, 
I thought, but they didn’t know enough to tell the difference.

Clearly a big task was waiting for me: Redesign the quar-
terly report to reflect a lot of human intervention, to make 
information out of data. Tell the IC members what they need 
to know, and do it briefly. Make it self-evident what’s going 
right and what’s going wrong. And (a real challenge) educate 
them on why a few pages help them do their job far better 
than a report several inches thick. 

How to do that? There’s always a solution. It’s not neces-
sarily optimal, but a solution always exists. I decided to ask 
Ms. Goode and my staff to take the last voluminous report 
and recast it, to show what a brief monitoring report could 
look like. (And to incorporate Ms. Goode’s funded-ratio no-
tion, too.) Then we could show it to the IC and it should be 
self-evident that it was far more useful. And we could take 
the old report along too, so that when the IC asked questions, 
there’d be “deep dive” material available.

Self-evident? I smiled to myself. Nothing in human 
nature is that predictable, or that easy. It more likely would be 
a slog. But it was a necessary first step.

Possible Solutions
So where does all of this leave me? Still worried, but at least 
with a few ideas. I also need to ask the CFO—and the CEO, 
since he interviewed me before I got the job—for advice 
about a few specific problems.

Chairman Rant. We can’t go on this way. He has every-
one terrified. His intervention has been wild. He’s under-
standably upset. He just realized that Colossal was really two 
businesses, one with the operations he was familiar with, 
and another (bigger) one that was a sort of hedge fund, long 
assets and short liabilities. And he knew nothing about his 
hedge fund until it blew up.

One possible solution is to design a quarterly report for 
the chairman and the board that succinctly tells them how 
their hedge fund business is performing and converts the re-
sults to business measures that they are all used to seeing. A 
second solution is to ask Rant to join the IC or send a trusted 
board member. Getting him closer to the IC will get him 
closer to research and education. What’s more, he’ll see issues 
before-the-fact, before he can second-guess us. He will better 
appreciate that every event has many possible outcomes, and 
so risk management becomes vital. 
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In fact, investing is ultimately all about risk management. 
We need to reverse the whole thought process on return and 
risk. Even experts can’t forecast returns with any degree of 
accuracy or consistency,1 so how can they be optimized? Let’s 
focus on the things we can control—establishing a better gov-
ernance process and determining an acceptable level of risk. 
In time, that will get us to a board-level discussion about how 
much risk the pension fund/hedge fund should be exposed 
to, as a maximum; and then the board will be in control of 
Colossal’s hedge fund line of business, too.

Which route is preferable? I don’t know. As I said, I need 
the advice of the CFO and CEO.

The governance process. Looks great on paper. Looks 
like a design for a house of bricks. But it’s screwed up in its 
implementation. And it only needs a little bit of straw to 
make it capable of being blown away. The governance chain, 
it turned out in Colossal’s case, was as strong as its weakest 
link—and there were many weak links.

Again, in a way, this is understandable. The IC members 
who established the governance process many years earlier 
are no longer around. The structure has fallen into disrepair. 
Years of healthy capital markets made everything look good; 
you know, a rising tide floats all boats. With no training or 
simple vision to guide them, the IC members were mesmer-
ized by all the moving parts and saw the system as extremely 
complex. The shiny bits (let’s talk about managers!) captured 
their attention. For all their efforts, however, they had no way 
to establish control. Really, the only thing they could do was 
react. Nobody knew how to steer the bus, but they were all 
along for the ride.

Solution? It’s got parts. The big one is education: IC 
members need to know what they need to know. Once they 
understand how much (or how little) control they have—hey, 
they can’t control the capital markets, they can only control 
their asset allocation and their governance process—let’s get 
them to focus on the big-picture stuff and genuinely delegate 
the smaller stuff (even if it’s shiny) to me and my staff. But 
that means giving them confidence that they won’t then lose 
control. That calls for lots of communication, plus carefully 
designed reports.

Relationship with CFO and CEO. Must get them on 
my side. I must understand what they feel their roles are, 
and what they (really, deep down) expect of me. We must be 
aligned. I can learn from them. They can learn from me. Let’s 
be honest: If the three of us become a team, the other mem-
bers of the IC are simply cats to be herded. 

Role of the new consultant. I want to be involved in the 
selection process. Here’s what I expect the consultant’s role 
to be. 

 �  A resource. A consultant has time and expertise that the 
IC and I don’t have. 

 �  A change agent. Bring new ideas, teach me, align with me. 

 �  An expert on the governance process. My deep ideas are 
no more than common sense; I want something stronger 
to rely on. 

 �  A sounding board, educator, conveyor of market intel-
ligence and attitudes. My ambassador both to and from 
the world beyond our fund. 
My staff. Bless them, they’re dedicated and terrific. But 

it’s my role to give them direction that’s aligned with the 
broader purpose of the fund. Paying them on the basis of 
peer-relative performance is fine for those who are hired to 
outperform their peers at other similar funds; for others, it 
creates perverse incentives. Staff members need to under-
stand that their investment role exists in a world that starts 
with the definition of the liabilities. I figure I need to get my 
team pointed in the right direction, then loosen the reins and 
they’ll get us where we need to go.

Questions for Study and Discussion
1. What do you think of Deep’s analyses? What did he think 

through well, badly, or incompletely? What would you do 
differently? How would you solve his problems?

2. This case study was presented from Deep’s perspec-
tive. How would it look from Rant’s perspective? From 
Goode’s perspective? From the staff ’s perspective? How 
would you interact with Deep if you were the CFO or 
CEO?

3. Do you have any views on the pension fund as seen as 
a hedge fund operated by Colossal? Given those views, 
what actions would you envision?

4. How would you design a quarterly report for the IC? For 
the board? What risk measures would it contain?

5. Deep said nothing about periodically reviewing the 
governance process in action. It’s often said that what 
gets measured gets managed, and governance doesn’t get 
measured. How would you conduct such a review?

6. Do you recognize any similarities (or notable differences) 
when you compare your situation with those of any of 
the protagonists in this little drama? What lessons do you 
learn? What are you grateful for? What would you now 
do differently? 

Endnote
1  “Both statistical models and people have been unable to capture 

the full extent of future uncertainty and have been surprised by 
large forecasting errors they did not consider. Expert judgment is 
typically inferior to simple statistical models.” See Spyros Makri-
dakis, Robin Hogarth, and Anil Gaba. 2009. Dance with Chance: 
Making Luck Work for You. (Oxford, England: Oneworld Publica-
tions): 256.
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