
Russell Investments   //   What’s new in overlay services? p  /  1

RUSSELL INVESTMENTS

HOW IS THE USE OF OVERLAYS EVOLVING? 
The most interesting aspect is movement toward allowing overlay managers discretion to pursue 
enhanced returns by taking on active risk. We have all heard of passive beta overlay, but in 
today’s capital-constrained world, programs that can be expected to generate reliable excess 
returns, with commitment of very little incremental capital, are very valuable in respect to the 
fund-level risk budget. The most common uses of such programs are tactical asset class and/or 
currency tilting. Such programs are delivered via overlays within Russell Investments’ funds, or 
available on a standalone basis for larger clients wanting a more bespoke program.

WHAT ARE SOME CUTTING-EDGE, EXPANDED OVERLAY USES OF THE  
PAST FEW YEARS?
For mature corporate DB plans (particularly plans that are frozen or closed), a shift to liability-
centric de-risking is critical as funded status improves. We have invested considerably in risk-
management systems that give greater visibility into asset and liability behaviors on a daily basis. 
This enables us to provide a holistic “LDI completion” service for clients, even when Russell 
Investments is not directly controlling all of their liabilityhedging assets. 

For open corporate plans, public funds and endowments and foundations, the reach for return 
is all the more important. We have seen some of our more progressive funds use our platform as 
a flexible risk-allocation tool as tactical opportunities present themselves. Among plans without 
a governance structure allowing investment staff to take active discretion via tilts, many have 
found it beneficial to engage an overlay manager with robust strategy capability and delegating 
authority for them to manage active positions with discretion. Such a capability is also embedded 
in Russell Investments’ multi-asset funds as a return driver for those not able to directly engage 
an overlay manager.

DOES GLOBAL POST-CRISIS DERIVATIVES REGULATION COMPLICATE THE 
OVERLAYS, AND DOES AN OVERLAY STILL MAKE SENSE FOR CLIENTS?
There is now a higher burden of regulatory reporting for brokers and managers involved in this 
business. The most prevalent overlays we see are implemented with currency forwards and listed 
futures, where changes in market structure have been less pronounced. Aside from some very 
subtle changes in required documentation, client access to these overlays has been minimally 
impacted, and the core overlay benefits of reduced risk and return enhancement have never been 
more important.

DOES THAT MEAN RUSSELL INVESTMENTS DOES NOT USE OTC DERIVATIVES?
Absolutely not. Russell Investments has worked hard to maintain and improve capabilities in both  
centrally cleared and bilateral OTC markets, in spite of material changes in market structure. 
While a smaller subset of new clients start here, we have worked hard to keep OTC capabilities 
available for use within Russell Investments funds, or by clients seeking less conventional 
risk-management capabilities.
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HOW HAVE NEW REGULATIONS  
IMPACTED BROKER BUSINESS 
MODELS, AND WHY DOES IT 
MATTER?
Bank balance sheets have shrunk consider-
ably as risk-weighted capital requirements 
have increased. As a result, cost of capital 
has increased for brokers, and they pass on 
the increased cost of accessing their balance 
sheets to clients. Institutional clients have 
the benefit of their own well-funded balance 
sheet. It is critical for institutions to use their 
assets efficiently—for instance, by pledging 
collateral where possible, instead of requir-

ing additional cash for use as collateral. In 
some cases, holding physical assets, rather 
than looking to a broker for an exposure in 
total return swap form, can improve econom-
ics. Overlays are very capital-efficient tools, 
particularly in assets where liquid listed 
futures are available, as they can deliver 
incremental returns while only encumbering a 
small fraction of capital in relation to positions 
they control. Currency overlays are typically 
even more capital-efficient than multi-asset 
derivative overlays, since daily collateraliza-
tion is not the market norm. 
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Important information
Nothing contained in this material is intended to constitute legal, tax, securities or investment advice, nor an opinion regarding the
appropriateness of any investment, nor a solicitation of any type. The general information contained in this publication should not be
acted upon without obtaining specific legal, tax and investment advice from a licensed professional.
These views are subject to change at any time based upon market or other conditions and are current as of the date at the beginning of
the document.
Where noted, the opinions expressed in this material are not necessarily those held by Russell Investment Group, its affiliates or
subsidiaries. While all material is deemed to be reliable, accuracy and completeness cannot be guaranteed. The information, analysis
and opinions expressed herein are for general information only and are not intended to provide specific advice or recommendations for
any individual or entity.
Please remember that all investments carry some level of risk, including the potential loss of principal invested. Although steps can
be taken to help reduce risk, it cannot be completely removed. Investments typically do not grow at an even rate of return and may
experience negative growth. As with any type of portfolio structuring, attempting to reduce risk and increase return could, at certain
times, unintentionally reduce returns.
Diversification does not assure a profit and does not protect against loss in declining markets.
Securities products and services offered through Russell Investments Implementation Services, LLC, part of Russell Investments, a 
SEC Registered investment adviser and broker-dealer, member FINRA, SIPC.
Russell Investments Implementation Services, LLC is a wholly owned subsidiary of Russell Investments US Institutional Holding Co.
Indexes are unmanaged and cannot be invested in directly. Returns represent past performance, are not a guarantee of future
performance and are not indicative of any specific investment.
The trademarks, service marks and copyrights related to the Russell indexes and other materials as noted are the property of their
respective owners.
Russell Investments’ ownership is composed of a majority stake held by funds managed by TA Associates with minority stakes held by
funds managed by Reverence Capital Partners and Russell Investments’ management.
Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights related to the Russell
trademarks, which the members of the Russell Investments group of companies are permitted to use under license from Frank Russell
Company. The members of the Russell Investments group of companies are not affiliated in any manner with Frank Russell Company 
or any entity operating under the “FTSE RUSSELL” brand.
Copyright © 2015-2016 Russell Investments Group, LLC. 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. It is delivered on an “as is” basis
without warranty.
Date of first use: December 2015 (Disclosure revision: July 2016)
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