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Outcome-Oriented Investing,
Using a Multi-Manager Approach

Qutcome-oriented investments are an important option for retirerment
investors, particularly those seeking to combat inflation, generate
income and protect against market volatility. This approach was
validated in the bear market of 200/ to 2009, where many retirees saw
their retirement savings significantly reduced. In this paper we examine
outcome-oriented investing particularly as it applies to investing for
retirement. We show that a multi-mnanager approach to investment
design offers distinct advantages to retirement investors as their desired
outcomes evolve over time from asset growth, to capital preservation
and finally to income generation.




What is Outcome-Oriented Investing

Outcome-oriented investing is an approach that measures performance based on the achievement of desired
outcomes rather than returns relative to specific benchmarks. For example, instead of weighing the value of
a fund compared to the performance of say the S&P 500, an investor might consider the degree to which

the fund has helped reach a specific goal like accumulating assets for retirement. The better performing fund
would be the one that came closest to hitting or exceeding this savings target.

While the concept of outcome-oriented investing has been around for some time, the approach increased in
popularity following the Financial Crisis in 2008. As the Crisis worsened, losses mounted in nearly all asset
classes. Investors came to realize the hard way that even “strong” investments that beat their benchmark
indexes, could suffer near catastrophic declines. The experience was particularly searing for those at or near
retirement who watched their hard-earned nest eggs evaporate at the worst possible time.

Living through the crisis convinced many investors that benchmarking to an index was not the best
performance indicator of an investment. Rather, the value of investments would be better measured by their
contribution to reaching desired outcomes. This shift in viewpoint has had a significant influence on the way
investors evaluate and select investments and, in many cases, the way investments are managed.
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Source: Morningstar, 2008

For retirement investors, hitting benchmarks during the 2008 financial
crisis still resulted in significant losses in most asset classes.




Outcome-Oriented Investing in the Retirement Space

A secure and comfortable retirement is a core financial goal for most investors. Successfully getting
there requires careful planning and selection of the right investment tools to meet the desired
outcomes along the way.

The table below illustrates the main outcome-oriented life stages relative to retirement investing.

LIFE STAGE } Pre-Retiree Nearing Retirement In Retirement

1 ! !

DESIRED OUTCOME } Wealth Accumulation B8

8 Drawdown

Wealth Preservation

INVESTMENT NEEDS } Steady Growth ....| Capital Preservation/ |---| Income
Inflation Protection

Source: MassMutual, 2019

As individuals transition through life, their desired outcomes shift requiring a change in what
can be considered suitable investments to deliver these outcomes. Pre-retirees need to build
capital over the long term. They are best served by investments that offer steady and consistent
growth. Although they have more time to recover from losses, significant downside volatility
can still compromise the ability of the investment to reach the desired outcome. This makes risk
management nearly as important as return generation.

Those nearing retirement are more focused on preserving the capital they have accumulated over
a lifetime of saving and investing. They cannot withstand a significant loss at such a late date and
still meet their retirement objective. Investments for this group apply even stricter controls on
downside risk while striving to sustain returns in excess of inflation.

Finally, those that have transitioned to retirement need income sufficient to preserve their desired
lifestyle as well as pay for health care, long-term care and the other costs associated with aging.
Investments need to meet these income demands while effectively managing longevity risk, market
risk and inflation risk.
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Building Retirement Focused Investments

Defined contribution (DC) plans have become the prevalent corporate retirement plan offering.
This means employees can no longer rely on their employers to manage their retirement
investments. To fill the void, investment management companies have taken significant steps to
help DC plan participants and other retirement focused investors achieve their goals through both
single and multi-asset class funds.

Target Date Funds

Target date funds dramatically simplify the difficult decision making associated with
retirement investing.

Once a target retirement date is selected these funds manage the asset class allocation decisions
over time to meet the desired outcome for each life stage. The diagram below illustrates these
allocation shifts as found in MassMutual’s Target Date Series.
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As the fund progresses towards its target retirement date, the allocation shifts to lower volatility
investments to help ensure that capital is preserved as retirement nears. After the date of
retirement, the portfolio is structured to provide income for the duration of the retirement period.

Target date funds are by nature multi-asset funds. But some target date funds are both multi-asset
and multi-manager. These funds employ multiple investment managers as sub-advisers for each

of the underlying funds in the fund of funds structure. As building blocks of a retirement focused
portfolio, multi-manager funds can themselves be specially built to meet retirement outcomes. In
this way, they can offer additional advantages to investors over single manager options.’



Multi-Manager Funds —
Preferred Approach to Outcome Investing

Managing investing for specific outcomes requires equal attention be given to managing risk as is
given to generating returns. Employing a multi-manager approach allows for greater control of risk by:

-+ Providing access to managers with the most favorable risk/return profiles and the most stable
and consistent investment processes

+ Giving fund managers the opportunity to pair sub-advisers in single-asset classes to dampen
volatility and better diversify return sources

- Allowing sub-advisers to be monitored over time and to be replaced if they fail to perform
as expected

Manager Selection

Consistency, quality of returns, low volatility with downside risk control and asset class purity are
all critical to the ability for managers to meet specific desired retirement outcomes. Having a
systematic process for identifying managers with these qualities and being able to include them
as sub-advisers in retirement focused multi-manager funds provides investors with better tools to
reach their retirement goals.

Manager Pairing

Accessing “best in class” managers is a key benefit of multi-manager funds in outcome investing.
But being able to combine these managers together in one investment vehicle also contributes to
the ability of the fund to better achieve specific outcomes.

Value is added by allowing greater control over risk through diversification. In building a single
asset class multi-manager portfolio, managers can be selected that invest within the same asset
class but have unique and complementary styles with low correlation. As a result, risk is controlled
through diversification. With divergent styles, when one style goes out of favor the other is likely
to be in favor. Also, the universe of fund holdings is likely to be larger across multiple managers,
broadening the sources of value and lessening the downside of overreliance on more limited
value generators. And finally, business risk associated with any one manager is offset by the
contributions of the other managers.

Better risk control through diversification allows for a closer alignment of risk/return profiles to
outcomes whether these include long-term growth, capital preservation or income generation.



A MULTI-MANAGER ALLOCATION HAS HISTORICALLY PRODUCED
MORE STABLE RETURNS AND IMPROVED MEDIAN ALPHA
VERSUS SINGLE-MANAGER ALLOCATION

Percentage average annualized outperformance versus benchmark, 2004-2014.

US LARGE-CAP EAFE US SMALL-CAP EMERGING MARKET
4.2
34 T 3.1
2.4 2.3 2.6
1.8 1.6
0.9 0.9 1.0
0.2 0.3 0.3 {E 0.5 o8 u
-0.4 -
-0.9 -0.9 0.6 -0.8
-1.4 L
-1.8 -1.9
Single Multi Single Multi Single Multi Single Multi
. Range of returns Median alpha

Source: Defined Contribution Institutional Investment Association, 2017

Past performance does not guarantee future results.

Single takes the percentile of all funds in each category. Multi takes the percentile of all possible equal
weighted combinations of three funds within each category. Annual excess returns from 2004-2014.
Benchmark for Core US Large-Cap Equity is the S&P 500 Index; Core US small-Cap Equity is Russell 2000
Index; Core EAFE Equity is MSCI EAFE; Core Emerging Market Equity is MSCI Emerging Market. Subtracted
an estimate of 63 basis points for survivorship bias based on academic papers.

Source: AB, eVestment, MSCI, and Russell Investments.

Ongoing Manager Monitoring

Realizing outcomes relies on investments that perform as close to expected results as possible.
Unfortunately, even best in class managers can encounter obstacles that compromise their
ability to deliver. Manager turnover, change of ownership, style drift and process changes can
all impact performance.

In multi-manager funds, managers can be monitored and changed if conditions warrant. When
managers veer from original mandates or are subject to shifts in quantitative or qualitative factors
that compromise their ability to perform, they can be replaced or allocations to them can be
changed. This flexibility makes it more likely that the fund will deliver on the outcome intended

by the manager and hoped for by the investor.



Multi-Manager Funds and Plan Participant Behavior

Studies have shown that DC plan participants often fail to invest due to confusion and insecurity
about what investments to choose. In many cases, the range of product options is too broad leaving
participants with choice overload.

Like target date funds, single asset class multi-manager funds help DC plan participants by aligning
funds with specific outcomes and pairing the best managers together in one product to deliver
those outcomes. Through well-crafted multi-manager funds, plan participants who recognize the
value of diversification are relieved of the difficult challenge of manager selection and of setting
the right allocation across managers within an asset class.?

Outcome Investing and Meeting Fiduciary Responsibilities

Having access to managers that provide retirement focused outcome investing products makes

it easier for advisers and retirement plan sponsors to meet their fiduciary duty to the retirement
investors they serve. Target date funds offer a convenient solution for plan participants unsure
about the proper course of action. They ensure that plan participants shift their holdings in line with
their goals as they move towards retirement. And when built with multi-manager funds, they offer
access to best of class funds and improved risk control through manager diversification.

Conclusion

Outcome investing may be a better way to invest for retirement. Further, investors are
generally better served by measuring the performance of their investments by how close these
investments are meeting desired outcomes rather than by how much they are beating market
benchmarks.

Multi-manager funds generally make it easier for portfolio managers to reach specific outcomes.
They allow portfolio managers to access “best in class” managers and to provide improved risk
management through enhanced manager diversification and ongoing manager monitoring.

A Target Date Fund may not achieve its objective and/or you could lose money on your investment in the fund. You may
experience losses near, at, or after the target date. There is no guarantee of the fund’s principal value, including at the target
date, or that the fund will provide adequate income at and through your retirement.

2 Diversification does not assure a profit and does not protect against loss in a declining market.

Investors should carefully consider the investment objectives, risks, charges, and expenses before investing.

Your financial professional can help you decide which investments are suited to your goals and risk tolerances.
MassMutual Investments is the marketing name for certain investment-related businesses, products, and/or services of Massachusetts
Mutual Life Insurance Company (MassMutual) and its affiliates, including MML Distributors, LLC (MMLD), MML Investment Advisers,
LLC (MMLIA), and the MassMutual Funds family of mutual funds. The MassMutual Funds are offered through MMLD as the principal
underwriter and distributor. MMLIA provides investment advisory services to the MassMutual Funds. MMLD is a member of FINRA

(www.FINRA org) and SIPC (www.SIPC.org). Both MMLD and MMLIA, 100 Bright Meadow Blvd., Enfield, CT 06082, are subsidiaries
of MassMutual.
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