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multi-asset manager meets the monkey

Today's increased market volatility demands allocation skill from managers, separating the good from the bad

equity markets and increase in US 10-year bond

yields towards 3 per cent was lang awaited, and
has significant consequen ces for asset owners and their
multi-asset managers. 4s a retail investorin a lifestyle
fund (conservative, balanced or aggressive) ora (PF ac-
count, ahighnet-worth dient of aprivatebank, oranin-
stituticn evaluating multi-asset managers (such as the
Singapore Accountan t-General's Department), thisis the
most audal period to determmine if you have the right
multi-assetmanager.

The last few years have been really easy for every-
one. Even amonkey throwing darts to decide the alloca-
ficn between equity, credit and treasuries would have
delivered heal thy returns, as all asset classes went up.
Butthis wasluck, notskill. The increased market volatil-
ity will now demand allocation skill from the manager,
separate the good manager from the bad, the skilled
manager from the monkey. Here are a few tools to help
distinguish a skilled manager from a monkey.

F EBRUARY'S spike in market vdatili ty, correction in

An absolute multi-asset mandate requires a
cash benchmark

All agset owners —beitendowments, sovereigns, in-
surance, pensicns, corporate reasuries, high net-worth
individuals or retail investors —have an objective of ab-
scute remm tomeetliabilities. Yet while they spedfy
this requirementin mult-assetmandates, concurrent y
they agree to ahybrid market benchmark such as 60-40.

Apart from being cantradictory, this confuses the
manager's responsibility and accountability. Given a
6040 benchmark, the manager will simply implementa
relative retun strategy, where he does notneed to per-
form any active allocation, and absolveshimself of all re-
sponsibility of protecting against market draw-downs.
This defeats the very purpose ofinvesting in multi-asset
strategies, which are supposed to provideretum in any
market regime.

A1l asset owners mustinsist on only a cash bench-
mark to theirmul ti-assetmanager, with risk spedfied as
a maximum peak to rough drawdown. Itis the man-
ager's responsibility to have an allocation and risk man-
agement process to manage market volatlity and
draw-downs. They should notbe allowed touse a 6040
benchmark to ustify absdute negative performance.

A performance attribution report from
2 your multi-asset manager is essential

Basic finan ce teaches that 8080 per cent of therisk
andretmm of any portfolio comes from theallocation de-
csion, and only 10-20 per cent from security selection.
The first thing to know is: "How much of your partfolio
return was from luck (that markets happened to goup)
and howmud was from investment skill (active alloca-
fion or security selection)?"

Thereturn generated by a 6040 bencimarked port-
foliois notmanager skill,itisluck thatmarkets wentup.
Only the return above this can be attributed tomanager
skill. Even though a performance atribution report
provides this infonmation, itis surprising thatinvestors

donotdemand this frommanagers. Forinstimtions act-
ing as fidudaries, itis almost irresponsible to invest
with multi-asset managers who do not provide a per-
formance attribution report.

Never invest with a manager who does not

understand, measure, monitor and manage

risk

While risk management is always important, it is
parameount in periods of regime change. In the last few
years, managers who simply took morerisk - and thus
produced a higher return - were incorrectly thought of
as better. The prudent manager — who appropriately
took measuredrisk — was chastised ashe had a lower re-
nun. We wimessed this at the lastregime change when
the global finandal aisis started in August 2007. &
spikein volatlity and market fall onAug 7 was followed
the following days by areversal. No one really knew
whatwashappening The prudentmanager correct yim-
plemented risk management and cut portfolio risk to
protect capital, while the manager who was on the
beach, who did not have a sk management process,
did nothing.

When markets bounced, the prudent manager was
not able to participate fully in the short-term recovery,
but the manager on the beach recovered the losses
simply by luck. But who would you rather hayve man-
aging your money. themanager who was careful or the
manager on the beach?

Weareat thatsame pointin history today. Anyman-
ager whose onlyrisk processis 'T will sell equities befcre
the market falls" is nalve and already on the beach. No
one-yes, noone-can timemarkets; and withouta com-
prehensive risk management process, a manager is
simpl yunfit to manage dientassets.

Managers who have many diverse sources

of return are more likely to deliver a

superior solution

Financial markets have diverse opportunities
across the world. As nothing works perpetually, man-
agers with multiple remim sources to access these op-
portunities are likely to provide a supenor multi-asset
soluticn. Many recent managers have had only a single
rick - equity managers who simply loaded up on tech-
nology stodks, and bond managers who loaded up on
China credit. While these managers will always daim
that they evaluate every stock and areditrigorously, the
simple factis thatif the majority of a manager’s skill re-
un is coming from one bet, he cannot perform when
that one rick pany stops working. Managers who can
demonstrate that their return comes frommultiple ccn-
cepts, more than China aredit or techndogy arelikely to
be superior.

Man agers who are able to invest across act-

ive, passive and smart beta strategies, are
likely to deliver better multi-asset
solutions

Themerits of acti ve strategies, passive exchange-raded
funds (ETFs), and smart beta or risk premium products
has been widely debated. Active managers argue the
value of uncomrelated refurn, passive managers argue
the benefitof low fees, and smart beta managers argue
prevalence of lengrun factor returns. From a multi-
asset perspective,itis important tonote that managers
who have the option to investin any of these products
will likely provide a more efficdent investment solution
than managers who are prevented in ddng so for busi-
ness or philosophical reasons. Multi-asset by its very
defini fion requires the ability toincorparate anykind of
strategy to formulate an effidentinvestmentsdution.

Access to global investment products will
enable better multi-asset solutions
For multi-asset solutions, a wide geographic land-
scape of strategies provides a superiar toolkit of alloca-
fion and implemen taticn possibilities than simply a set
of regicnal products. As such, amanager with access to
products acress all global regians is likely to be better
positioned to provide a holistic multi-asset solution.
Allassetowners musthaveapartof their portfolioin-
vested in multi-asset strategies, as itdiversifies therisk
concentration caused by a single allocation dedsion,
which canbe the primary cause ofnotmeeting expected
repuns or excessiveportfolio draw-downs. Buttheasset
management wald has both skilled multi-asset man-
agers and monkeys, and it is important to implement
these basic guidelines to help ensure that they do not
end up with a monkeymanaging their assets.
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