
Hiring best-of-breed external managers within attractive 
market segments is key to many investors’ portfolio 
construction. However, are the aggregate exposures 
representing value for money and aligning with desired 
portfolio exposure? In this session, we explored a 
couple of common scenarios. This will include beta 
masquerading as alpha in fixed income and managing 
unintended exposure to volatility within equities. 
Chris Ellam, Associate Director, UK Institutional at 
Russell Investments hosts a panel discussion with our 
investment experts at Russell Investments; Patrick 
Egan, Senior Portfolio Manager and Helena Hui 
Ravanas, Portfolio Manager.  

We will be dovetailing between examples in fixed 
income and equities, allowing us to demonstrate 
potential blind spots of the active management 
universe, the consequence of combining them together 
and our solution to these challenges. 

THE IMPORTANCE OF ACTIVE MANAGEMENT

At Russell Investments, we believe that there is a strong 
case for active management and dedicating meaningful 
resources to researching the best-in-class managers 
with the ability to generate consistent alpha. 

According to Ravanas, the fixed income market is very 
fragmented. We see vast deviations between subsectors 
and managers, resulting in active management being 
resource intensive. We focus on building portfolios 
that will stand the test of time, delivering robust 
returns through market cycles. To achieve this, we 
believe in two key points; diversification - blending 
complementary strategies and return sources to 
decrease portfolio risks and value for money - provide 
optimal alpha net of fees, hiring active managers that 
are able to provide true “alpha”.

THE BLIND SPOTS

Whilst it is important to be conscious about the style/
factor exposures of the total portfolio and ensure these 
are balanced, it is not easy to combine managers in a 
balanced way – there are blind spots. Egan explains 
that it is not as simple as just selecting your favourite 
managers, putting them together and expecting 
diversification to magically happen. A strong example of 
unwanted factor exposures that can occur with equity 
managers is volatility.

Global managers, on average, can be overweight 
volatility across different styles (growth and value). The 
impact of this is that the overall portfolio would typically 
have an overweight exposure to volatility and based on 
our research this is an exposure that is unrewarded by 
the market.

In the fixed income market, Ravanas details that one of 
the key concerns faced in fixed income over many years 
is that a number of managers have a credit beta bias, 
many overweight beta almost constantly – generating 
compelling excess returns, while the ability to add 
true alpha is somewhat questionable. This overweight 
positioning can work in stagnant market conditions, but 
high beta exposures become challenged when we see 
a pick-up in volatility - causing underperformance, like 
this year and during the COVID-19 pandemic.

THE SOLUTION

As Egan highlighted volatility as a blind spot amongst 
equity managers, how do we tackle this challenge 
at Russell Investments? We believe that the most 
efficient way to do this is to leverage our ability to 
create completion portfolios in-house. Egan goes on 
to explain that we would create a completion portfolio 
based on Russell’s Low Volatility factor and look to use 
this to neutralise volatility at the total portfolio level. 
Having these factor portfolios in place to help address 
structural biases allows Russell Investments’ Portfolio 
Managers to focus on portfolio risks that are deliberate 
in nature.

On the fixed income side, Ravanas explains that in 
order to tackle the challenge of credit beta bias, Russell 
Investments built bespoke in-house strategies which are 
designed to exploit alpha sources that are decorrelated 
to traditional managers in an efficient and effective way. 
While factors and risk premium have been exploited 
in equity portfolios for a long time, quantitative 
strategies have been slower to grow in credit markets, 
meaning that there are still lots of opportunities. One 
of these systematic strategies at Russell Investments is 
Intelligent Credit – delivering an un-correlated and top-
quintile return stream, and increased value for money. 
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WHERE OTHERS SEE UNCERTAINTY, 
THESE EXPERTS SEE POTENTIAL

MANAGING FACTOR EXPOSURES EFFICIENTLY
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MAXIMISING RISK-ADJUSTED RETURNS IN 
PORTFOLIOS

In order to create a smoother journey and maximise 
net of fee returns, Ravanas explains the measures that 
they have taken within fixed income to understand 
traditional active manager return profiles and develop 
complementary solutions to turn the biases that exist in 
the bond market into opportunities.

On the equity side, Egan reiterates the value in being 
able to create completion portfolios, which complement 
active managers and help generate smoother fund 
returns by neutralising unwanted risks. It is important 
to stress that this is only made possible by having 
systems and tools that allow for portfolio exposures to 
be accurately measured along multiple dimensions.
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