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A European institutional 
investor adopts a novel way to 
implement their global equity 
portfolio to maximise their 
return potential and incorporate 
their investment beliefs
One of our clients tasked us with improving the returns from 
their global equity portfolio. They had previously implemented 
their allocation via two global equity ‘Responsible Investing’ 
(RI) mandates because they want to invest in a manner which 
is consistent with good environmental, social and governance 
(ESG) practices. However, performance from both managers 
was disappointing. 

The challenges
Small allocation size restricts the number of segregated mandates: The client likes hiring 
managers on a segregated basis as this gives them greater visibility into the underlying 
exposures, enabling them to manage risk more closely. However, their small allocation 
size limits the number of managers they can employ cost‑effectively on a segregated basis.

”Spezialfonds” framework1 and administration: As the client’s funds are held in a 
Masterfonds of a KVG2, all third‑party managers would normally require separate 
contracts with the KVG. Making changes requires extra authorisation and paperwork 
and can slow down the change process. Also, monitoring multiple managers, and 
analysing their aggregate exposure, can be complex and increases the level of internal 
resource required.

Limited universe of credible Responsible Investing products: A big factor for the 
disappointing past performance was that the client was implementing their ESG agenda 
by picking explicit RI global equity products. 

This implementation approach limited the choice of good managers that were available 
as many managers in this universe place more emphasis on the RI features than on a 
high‑quality investment process.

All of these factors influenced the client’s decision to originally hire only two global 
equity managers.
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1.  In a segmented ‘’Spezialfonds’’ (funds for institutional investors only) the portfolio is split into several segments, that can be managed by 
different portfolio managers according to their asset category and area of expertise. http://www.bvi.de/en/capital‑investment/institutional‑
investors/segmented‑spezialfonds/

2.  Previously known as a KAG (“Kapitalanlagegesellschaft”), a KVG (“Kapitalverwaltungsgesellschaft”) is a regulated capital management 
company which specialises in the administration of investment assets.
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The solution
The client employed Russell Investments to build and manage a bespoke portfolio 
consisting of three parts:

1. Employing over ten active global or regional equity managers (or ‘sub-advisors’)
We believe that with good manager research, it is possible to find active managers 
that outperform in global and regional markets. Both global and regional managers 
are chosen on their ability to produce active returns, and we combined managers 
with complementary processes and search universes to produce returns which aim to 
outperform a global equity index over the long term.

The benefits of this approach are:

 › Increased chance of outperformance from access to a wider universe of credible 
managers. Russell Investments’ starting point is the full universe of global and regional 
managers, and it is not restricted by a region or ‘RI’ label. Having researched approx. 
860 global equity products and over 3,800 regional equity products the starting 
universe is over 500 ‘Hire’ ranked managers3. 

 › Reduced alpha volatility. The outperformance from different manager styles and 
processes should follow different cycles and therefore should yield returns at different 
times. As an example of complementary processes, global managers benefit from 
having a wide universe of stocks to choose from and can also add value from country 
selection. Regional managers benefit from more intense bottom‑up research in narrow 
markets and tend to invest in small‑ to medium‑ size stocks which are usually outside 
the research universe of global managers.

 › Higher level of outperformance over the long term. Pursuing more aggressive 
stock‑picking approaches can lead to higher outperformance over the long term. 
However, the unconstrained, aggressive approach of a single manager may result 
in performance too volatile for many investors to tolerate in isolation. Combining 
the returns from complementary managers helps to bring the overall volatility level 
down to acceptable levels.

2. Implementing the insights from the sub-advisors through a single trading desk
To overcome the challenge of implementation within a KVG framework, Russell 
Investments proposed the use of a Centralised Portfolio Management framework. In this 
service, the managers do not trade themselves but send their portfolios and trades to 
Russell Investments as the centralised portfolio manager for the overall portfolio. The 
only contractual partner of the KVG is Russell Investments, who conducts all the trading 
on behalf of the client’s portfolio

3. Adjusting the trades/holdings to take into account the client’s ESG requirements
The benefit of the Centralised Portfolio Management approach is that the client can 
incorporate their responsible investment beliefs – in this case by excluding stocks with 
specific ESG characteristics – without distorting each manager’s underlying process and 
outperformance potential.

3.  Figure as at 31 December 2014.
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The outcome
Despite a tough environment for active management over 2014, the portfolio 
outperformed its benchmark by over 1.1% (gross of fees) for the one year ending 30 
September, 2015.

Just as important as the results, the client is more confident in their new structure. They 
believe that their new structure increases their chance of capturing outperformance over 
the long term. The managers are chosen for their ability to generate active returns and 
the universe from which these managers are chosen is not restrictive. 

The centralised portfolio management allows them to access multiple, complementary 
managers on a segregated basis cost‑effectively. This allows them to benefit from the 
lower alpha volatility that a multi‑manager approach offers and enables them to pursue 
more aggressive mandates in the pursuit of extra returns, while keeping overall risk to 
an acceptable level. This implementation approach also enables them to integrate their 
beliefs into the portfolio easily without having a detrimental impact on performance.

For more information speak to:

Nicki Ashton, Head of Strategic Partnerships on (02) 9229 5521 or email nashton@russellinvestments.com

Important Information

Issued by Russell Investment Management Ltd ABN 53 068 338 974, AFS Licence 247185 (RIM). This document provides general information only 
and has not prepared having regard to your objectives, financial situation or needs. Before making an investment decision, you need to consider 
whether this information is appropriate to your objectives, financial situation or needs. This information has been compiled from sources considered 
to be reliable, but is not guaranteed. Russell Investments or its associates, officers or employees may have interests in the financial products referred 
to in this information by acting in various roles including broker or adviser, and may receive fees, brokerage or commissions for acting in these 
capacities. In addition, Russell Investments or its associates, officers or employees may buy or sell the financial products as principal or agent.  RIM 
is part of Russell Investments. Copyright © 2016 Russell Investments. All rights reserved. This material is proprietary and may not be reproduced, 
transferred or distributed in any form without prior written permission from Russell Investments.  AUST2‑2016‑02‑10‑0664

R_CaseStudy_CPM_V1F_1611 


