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In our Completion Portfolio paper’, we highlighted the benefits of completion portfolios as a
critical tool for asset owners. When allocating capital to multiple managers, completion
portfolios provide customized exposures to help manage unintended risks due to underlying
manager bias and align the total portfolio to the investors’ preferred positioning.

Specifically, we highlighted four ways to use completion portfolios:

1. Better management of factor and portfolio risks

2. Gaining efficient access to desirable risk premia

3. Unshackling portfolio managers to focus on opportunities for alpha
4. Opportunistic allocations

In this paper, we provide a case study in the form of a real-world completion portfolio used in
multiple global equity funds at Russell Investments. Here, we examine how the approach
enhances the total portfolio outcome according to each of the four use cases.

The backdrop

Russell Investments’ family of global equity funds (the funds) employ a multi-manager,
multi-style approach typical among institutional investors and asset owners. Focusing on the
three-year period from 2020 to 2022, which includes multiple different market crises with
bull and bear market regimes, the funds’ portfolio managers (PMs) have made use of two
distinct strategies to serve as completion portfolios: quality income and U.S. defensive value.

1. Quality income: Similar to how a ship uses ballast to steady itself in heavy seas, quality
income serves a comparable purpose within the funds. Using a systematic approach,
quality income focuses on companies with strong balance sheets, a history of dividends,
and lower volatility that provides an important source of yield on an ongoing basis and
delivers meaningful defense in periods of high volatility.

2. U.S. defensive value: The funds’ underlying managers are meaningfully underweight
the U.S., causing an unintended bias at the total portfolio level. To help address this, the
portfolio managers sought to offset this underweight with a U.S. specific portfolio. In
addition, value as a factor has been at historically cheap levels relative to growth in the
U.S. Finally, a need for lower volatility was expressed to help offset the exposures of the
other sub-advisors. A U.S. defensive value factor portfolio was constructed to address
this need.

EMBRACE THE POSS/BLE"




1. Better management of factor and portfolio risks

By combining these strategies, the resulting completion portfolio addresses several key
risks, misalignments between the active managers portfolios, and the PMs' preferred risk
positioning. At the total portfolio level, through the completion portfolio, the funds’ overall
positioning was addressed in three key ways:

1. Low-volatility exposure was significantly improved, moving exposure closer to the
benchmark.

2. Gaps in U.S. regional exposure underweights were addressed.

3.  Within the U.S., important factor needs desired by the PMs were filled.

Exhibit 1: Factor exposures Exhibit 2: Risk sources
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Exhibit 3: Region exposures
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2. Gaining efficient access to desirable risk premia

Both quality income and U.S. defensive value provide access to risk premia that the funds’
PMs desire at the total portfolio level. Active managers have a structural bias toward high-
volatility exposures. We identify this bias through our manager research universe datasets
dated back to 2001. As discussed in the article, Managing risk biases?, during many periods,
75% or more of active managers are overweight this risk factor. Furthermore, the volatility
risk factor has a persistent negative contribution to returns. Because of this, low-volatility
exposure has been empirically proven to be an important contributor to improved risk-
adjusted returns in a total portfolio by compensating for this risk bias in active managers.

Exhibit 4 and 5: Framing the problem of factor bias in active managers, a persistent
overweight to the volatility risk factor, with negative return contributions.

Exhibit 4: Active managers are overweight volatility, on average

Active volatility risk factor exposure from global equity manager research universe
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Source: Russell Investments manager research database, March 2022.

Exhibit 5: Volatility is typically an unrewarded risk

Rolling 1-year return from volatility risk factor
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Source: Axioma Fundamental Risk Model, December 31, 2022.
As previously noted, quality income provides important levels of defensiveness across

multiple dimensions to provide downside protection during periods of market stress. Value
is a well-known and documented risk premium. In this case, the funds’ PMs sought to

Exhibit 4 and 5:
Framing the
problem of factor
bias in active
managers, a
persistent
overweight to
the volatility risk
factor, with
negative return
contributions.
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increase exposure to value specifically in the U.S., as it had become historically cheap
relative to the growth factor and the funds’ subadvisors were not allocated here.

3. Unshackling portfolio managers to focus on
opportunities for alpha

The quality income and U.S. defensive value portfolios allow the funds’ PMs to deploy
capital to high conviction, bottom-up stock pickers without the need to sacrifice alpha
potential. In this case, PMs were able to use high tracking error, concentrated strategies,
knowing that the completion portfolios would fill the exposure gaps such as low volatility
and quality.

Exhibit 6: Low volatility exposure
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4. Opportunistic allocations

As the COVID-19 pandemic caused historical extremes in the expensiveness of growth
stocks relative to the cheapness of value stocks, having access to the U.S. defensive value
portfolio allowed the funds’ PMs to lean into this exposure as it became more and more
attractive. Furthermore, as the rampant speculation that marked 2021 came to a close, and
we entered 2022, PMs saw defensiveness as a critically needed exposure. By
opportunistically allocating to both strategies, the PMs were able to meaningfully improve
risk and return as market dynamics played out.

Putting it all together

Exhibit 7 tells the story. In the past three years, the completion portfolios have contributed
positively to excess return of the fund. Notably, during the selloff that occurred in 2022, the
completion portfolio’s combined outperformance versus the benchmark was 5.90%. In
addition, the funds' tracking error was reduced by 68 basis points (bps), meaningfully
improving the fund'’s risk adjusted excess returns. The information ratio for the fund with a
completion portfolio was 0.42 during 2022 (1.89% excess, 4.49% TE), as compared to the
managers alone, which was 0.19 (0.96% excess, 5.17% TE).

In the past three
years, the
completion
portfolios have
contributed
positively to
excess return of
the fund.

Notably, during
the selloff that
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2022, the
completion
portfolio’s
combined
outperformance
versus the
benchmark was
5.90%.
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Exhibit 7: Completion portfolio’s combined outperformance versus the benchmark
r____________________________________________________________________________________________________________________|

2022 MANAGERS ALONE MANAGERS & COMPLETION PORTFOLIO
_________________________________________________________________________________________________________________________________________________________________|
Excess return 0.96 1.89

Tracking error 5.17 4.49

Information ratio 0.19 0.42

During the three-year period of 2020-2022—which saw a pandemic-induced selloff, a
reopening and vaccine rally and another market selloff in the face of rising inflation and
interest rates—the completion portfolio gave our PMs an important lever to manage the
funds’ overall risk profile. While the value-oriented exposure of the completion portfolio
faced headwinds during 2020, ultimately, amid three years of rapidly changing market
dynamics, the completion portfolio contributed positively to the fund’s excess return
outcomes. Even more importantly, it provided a diversifying exposure to the active
managers and helped reduce overall tracking error, ultimately delivering better outcomes to
clients with a smoother risk and return pattern.

Exhibit 8: Rolling 1-year active performance
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Managers & Completion Portfolio Managers

At Russell Investments, our long history of quantitative research and funds management has
shown the importance of owning the total portfolio outcome. Selecting the best managers,
managing unintended biases and leaning into opportunities make completion portfolios an
extremely important tool for the investor. Based on this real-world example, we can see that
completion portfolios provide not only important sources of exposure and risk management but
also contribute positively to fund performance.

1 Zylkowski, N., Gvozdeva, E. (2022, October). “Completion portfolios: Precisely aligning your portfolio with your strategic beliefs”. Russell Investments Research.
Available at: https:/russellinvestments.com/us/insights/articles/completion-portfolios-precisely-aligning-your-portfolio-with-your-strategic-beliefs
2 Zylkowski, N. (2019, June). “Managing risk biases”. Russell Investments Blog. Available at: https:/russellinvestments.com/us/blog/managing-risk-biases
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QUESTIONS?

Call Russell Investments at
or visit russellinvestments.com

ABOUT RUSSELL INVESTMENTS

Russell Investments is a leading global investment solutions partner providing a wide range of investment
capabilities to institutional investors, financial intermediaries, and individual investors around the world. Since
1936, Russell Investments has been building a legacy of continuous innovation to deliver exceptional value to
clients, working every day to improve people’s financial security. Headquartered in Seattle, Washington,
Russell Investments has offices worldwide, including New York, London, Sydney, Tokyo, and Shanghai.

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.

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 HoldCo.

Russell Investments' ownership is composed of a majority stake held by
funds managed by TA Associates, with a significant minority stake held
by funds managed by Reverence Capital Partners. Russell Investments'
employees and Hamilton Lane Advisors, LLC also hold minority, non-
controlling, ownership stakes.

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 © 2023. 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.
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