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The performance pandemic 
Will the patients survive? Will they thrive?
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Excess return 
expectations

1999-2014

Excess 
expectations  
2015-2018

Expecting 
excess return  

2019-2020

What do we 
expect after?    

2020-

From healthy to pandemic to post-pandemic
When active managers got sick… and the road to recovery



A healthy patient

Excess return expectations for equities
based on a healthy 1999-2014 
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Engineer a 
replicable skill 
level

• Impose 60% hit 
rate 

• Skill in context of 
opportunity set, 
not benchmark

Simulate 5000 
5-manager 
portfolios

• 3 managers from 
upper half 

• 2 managers from 
lower half

Create four 4-
year sample 
periods

• 1999-2002

• 2003-2006

• 2007-2010

• 2011-2014

Apply 
statistical 
inference

• Null hypothesis 
based on broad 
view of asset 
classes

• Deviation from 
default requires 
high confidence 
level

Healthy active managers 1999-2014 
Developing expectations of the value-add from active sub-advisors 
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Equity risk premium

Manager skill

Capitalization

Global approach

Factors

Robust results 2011, 2014
Strategic beliefs drive priors
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Managers deliver healthy returns
Evaluating the vitals from distributions of skilled portfolios

Percentile 25th 50th 75th

All periods 1.79 2.50 3.35

1999-2002 3.77 4.73 5.87

Three periods 1.13 1.76 2.51

2003-2006 1.59 2.29 3.15

Two periods 0.90 1.50 2.19

2007-2010 0.97 1.65 2.44

2011-2014 0.82 1.35 1.94

Should the default be… 

2.50?

1.75?

1.50?

Any forecast, projection or target is indicative only and not guaranteed in any way. Past performance is not guide for future performance. 

Group Excess Return Default Tracking Error Default

Single country region 125 basis points 250 basis points

Multi-country region 150 basis points 300 basis points 

Small cap 175 basis points 350 basis points

Based on our 

beliefs, we expect 

more from global 

and small cap



The 2015-2018 performance crisis and a 
disrupted recovery 2019-2020

A performance pandemic
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Active managers on a ventilator

Percentile 25th 50th 75th

1999-2002 3.77 4.73 5.87

2003-2006 1.59 2.29 3.15

2007-2010 0.97 1.65 2.44

2011-2014 0.82 1.35 1.94

2015-2018 0.56 1.02 1.52

Single Country 0.61 1.08 1.59

Multi-Country 0.25 0.66 1.11

Small cap 0.82 1.33 1.85

Skilled equity portfolios 2015-2018, skill was not enough

Multi-country 
underperformed Single 

country

Small cap was weak 
offering little upside

Skill was not enough for 
Single country and small 

cap, luck was also needed

For multi-country, luck 
didn’t even help

Any forecast, projection or target is indicative only and not guaranteed in any way. Past performance is not guide for future performance. 
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Active 
manager 
biases

Small 
cap

Mid 
cap

Mega 
cap

Global

U.S. 
under

Japan 
under

EM 
over

Sector 
bets

Extra 
beta

Value

Why the pandemic spread
Active manager biases may be consistent with our beliefs, others 
may just create risk
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Getting oxygen to active managers

2015-2018 25th 50th 75th

Single Country -0.51 0.69 2.14

Multi-Country -0.97 0.33 1.73

Small cap -0.70 0.84 2.82

Average -0.73 0.62 2.23

The opportunity set in 2015-2018 was dismal, 2019-2020 was better 
Evaluating raw universe distributions with no skill consideration

2015-2018 exhibited little 
opportunity even on the 

upside

2019-2020 demonstrates 
that some opportunity 

has returned

2019-2020 demonstrates 
manager activeness 

Any forecast, projection or target is indicative only and not guaranteed in any way. Past performance is not guide for future performance. 

2019-2020 25th 50th 75th

Single Country -3.46 0.00 3.47

Multi-Country -3.47 0.75 5.06

Small cap -2.35 1.75 6.69

Average -3.09 0.83 5.07



Thinking about the post-pandemic market 
2020 and beyond 

Post-pandemic patient
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What to do in the 
short term?  

• Manage 
expectations 

• Avoid unintended 
exposures

• Set timelines and 
criteria

What to do in the 
longer-term?

• Review and test 
beliefs

• Size?

• Factor?

• Multi-country?

• Consider costs of

• changing

• choices

What about other 
assets?

• FI also struggled

• Beta is not free

• Alternatives

• Real assets 
performed well

• Private assets 
to boost returns

• Hedge funds to 
limit downside

What is Russell 
Investments doing?

• Why it happened

• Manager luck?

• Market factors?

• What’s next

• New numbers?

• Tilt timing?

Is the patient healthy now?
We have seen some signs of recovery. What is the long-term 
prognosis? What will be different because of this pandemic?
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Thank you.
Any questions?


