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University foundation 

Improved portfolio returns and managed risk 
with factor-based dynamic completion strategy 
and futures overlay 

Client case study 

 

 

The organization 

A university foundation managing an endowment of over $1 billion in assets. The foundation 
supports the broader university by receiving and managing financial gifts given to foster 
academic excellence. The foundation is focused on growing the purchasing power of its 
endowment, reinvesting charitable assets, and delivering a portfolio return of CPI + 5% to help 
provide scholarships and financial aid, create faculty chairs and professorships, and fund new 
research opportunities and educational programs for the university. The endowment is managed 
by the chief investment officer (CIO), investment staff, and an investment committee. 
Collectively, they have great aspirations; however, like many fiduciaries, they had limited 
resources and lacked the capacity to deliver, evaluate, and manage complex investment 
strategies in house. 

 

The challenges 

Concerned about shifting markets and declining overall return expectations, the CIO 
approached Russell Investments to better understand how we are partnering with other clients 
to help manage aggregate risk exposures and implement change. After several months of 
collaboration with the foundation, we established a view of its equity composite through our 
proprietary risk analysis engine, which was followed by an evaluation of key risk drivers. 
During this process, we uncovered several imbalances within the equity allocation. The 
foundation’s active managers were not only overweight high volatility stocks, but also 
maintained large regional overweights and underweights relative to their benchmark. Some of 
these exposures were unintended by the foundation and opened the door to a broader 
discussion on intended versus unintended risks. 

This evaluation revealed the challenges and limitations of a silo-based investing approach. 
While active managers specializing in individual asset classes may have considerable acumen 
in selecting assets and optimizing positioning to outperform a benchmark, they don’t always 
have insight into what is happening across the total portfolio. This high level of oversight 
always remains with the asset owner, but there is often limited transparency into positioning on 
a real-time basis. 

Our review of the foundation’s active strategies in aggregate proved to be a critical exercise, 
as it revealed common biases and risks that existed at the composite level. In fact, as 
demonstrated by a separate study we conducted of global equity managers over the period of 
2003-2017, active managers tend to have a bias towards higher volatility assets in general. 
This is depicted in Exhibit 1. 

Total portfolio oversight 

While active managers 
specializing in individual asset 
classes may have 
considerable acumen in 
selecting assets and 
optimizing positioning to 
outperform a benchmark, they 
don’t always have insight into 
what is happening across the 
total portfolio. 
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Exhibit 1: Active managers are persistently overweight volatility 

 

Data shown for the whole Universe of Global Equity managers collected by Russell Investments and sourced from 
eVestment 

For the foundation’s portfolio, this was no exception. In an environment of falling interest rates 
and declining return expectations, these types of risks can create additional headwinds to 
portfolio performance. 

Through thoughtful collaboration and discussion, the CIO recognized that the foundation’s 
investment program had key gaps that needed to be filled. This resulted in a strategic 
partnership with Russell Investments. 

The solution 

To address the foundation’s unique needs and objectives, Russell Investments devised a two-
pronged solution that aimed to address these unintended, unrewarded risks and better 
integrate the portfolio’s siloed managers into a holistic, total portfolio framework. The solution 
consisted of a custom dynamic completion strategy and a futures overlay platform. 

The dynamic completion strategy 

Based on what we observed in the foundation’s portfolio, we believed that its investment 
program could benefit from the inclusion of an equity factor portfolio. Factors are specific, 
single attributes of investible securities, such as the security’s Value, Quality, Momentum, or 
Volatility, as illustrated in Exhibit 2. 

Exhibit 2: Factor investing 
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A strategic partnership 

Through thoughtful 
collaboration and discussion, 
the CIO recognized that the 
foundation’s investment 
program had key gaps that 
needed to be filled. This 
resulted in a strategic 
partnership with Russell 
Investments. 
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Factors are powerful drivers of return, complement both 
passive and active strategies, and offer a variety of unique 
advantages. For example, strategies based on Low Volatility 
focus on companies that have more stable return patterns than 
the broader market, while those based on Momentum home in 
on stocks with strong performance that is expected to 
continue. Value-based strategies identify those stocks that are 
trading at a discount to fair value or to the broader market. The 
desired level of exposure to each strategy type varies 
depending on the factor. For example, a negative exposure to 
Volatility is generally desirable as high volatility tends to have 
a negative payoff over time, whereas a positive exposure to 
Value and Momentum is preferred given that these tend to 
have a positive payoff over the long term. Overall, factor 
investing can expose investors to supplemental sources of 
return and help them better manage risk in a cost-effective 
manner. 

We incorporated these factors into the foundation’s portfolio 
through a custom dynamic completion strategy, which 
utilized factor exposures that helped offset the existing 
portfolio’s exposure to volatility. We purchased a basket of 
developed markets securities that was composed of a 
multifactor allocation of Low Volatility, Value, and Momentum. 
This helped manage key factor exposures, as illustrated in 
Exhibit 3. 

Exhibit 3: Adjustments to factor risks in 
foundation’s portfolio 

 
 

While we maintained positive exposure to Value and 
Momentum (which had a positive payoff over the long term) in 
the portfolio, we made material adjustments to Volatility. High 
volatility exposure has historically yielded negative return 
payoffs; in this case, it presented a material headwind to risk 
and returns in the equity composite. By working to mitigate this 
exposure, we better aligned active risks in the foundation’s 
aggregate composite with sources of expected return. 

                                                           
1 Performance is gross of fees. Fees will reduce the overall performance of the fund. Past performance is not indicative of future results. Fees observed in firm’s experience. 

Since inception, this strategy has added incremental returns 
above the portfolio benchmark and helped mitigate factor risk 
to the aggregate composite during bouts of market volatility. 
Exhibit 4 depicts monthly returns over the course of a six-
month period. 

Exhibit 4: Monthly returns as of September 2018 

  

For illustrative purposes only. Past performance is no guarantee of future 
results. 

Overall, the dynamic completion strategy added 100 basis 
points above the benchmark over a six-month period, at fees 
far lower than what traditional active managers would charge.1 

A key element of the strategy’s success is its built-in flexibility, 
which provided the CIO with greater control of the overall 
portfolio. Because the custom dynamic completion strategy is 
implemented as a separate account (rather than as part of a 
passive commingled vehicle structure), the allocations and 
exposures can be adjusted more quickly. As markets, 
manager exposures, and staff views change, the strategy can 
be rapidly refreshed to ensure alignment of the composite 
equity pool with preferred positioning at all times. 

As a result of this customized solution, the foundation 
benefitted from: 

• Greater transparency into risks and underlying holdings 

• Greater flexibility for risk positioning 

• Increased total portfolio oversight and control over desired 
investment risks 

 

Enhanced return profile 

Overall, our dynamic completion strategy added 100 basis 
points above the foundation’s benchmark over a six-month 
period, at fees far lower than what traditional active 
managers would charge. 
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The futures overlay platform 

In addition to the dynamic completion strategy, we implemented an overlay strategy that 
adjusts the portfolio’s geographic regional exposure using futures contracts. This not only 
complements the foundation’s active strategies, but also modernizes the fabric of its 
investment program. The overlay was used to purchase S&P, MSCI EAFE (Europe, 
Australasia, and the Far East), and MSCI Emerging Markets futures contracts, which helped 
reduce unintended regional risks by managing the magnitude of active regional risk across the 
equity strategy. The exposures are depicted in Exhibit 5. 

Exhibit 5: Active regional exposures 

 
 

We reduced the overweight to emerging markets relative to the benchmark, which ensured 
that the risk coming from the emerging-market active weight was aligned with the foundation’s 
overall risk budget. Similarly, with the United States, we were able to mitigate the underweight 
and ensure that active risk coming from all regions was sized appropriately. 

The addition of a derivatives-based overlay provided a tool for nimble tactical trading that can 
be client directed. Thanks to this strategy, we could control for some of the largest drivers of 
risk at the total portfolio level. The dynamic completion strategy, in turn, provided the freedom 
to tailor a physical solution that can mitigate and enhance risks more precisely than trading 
blunt instruments such as futures. In this way, the dynamic completion strategy and overlay 
are complementary solutions, making the whole greater than the sum of its parts. 

 

The results 

Armed with state-of-the-art analytics and a full suite of investment solutions, as well as the drive 
to be not just a vendor and service provider but a partner and co-fiduciary, Russell Investments 
served as a seamless extension of the foundation’s investment team. By targeting factor 
exposures and managing risks that were not expected to add value, we helped the foundation 
realign its portfolio with its investment policy’s stated parameters as well as access more 
sophisticated investment strategies. Ultimately, we were able to deliver better risk-adjusted 
returns and lower the cost of overall implementation. By effectively delegating functions beyond 
its purview, the foundation was now free to focus on the activities and areas where it could drive 
the most value. 
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About Russell Investments 

Russell Investments is a global asset manager with a unique set of capabilities that we believe is essential to managing your total 
portfolio and to meeting your desired outcome. At Russell Investments, we stand with you, whether you’re an institutional investor, a 
financial adviser, or an individual guided by an advisor’s personalized advice. We believe the best way to reach your desired 
outcomes is with a multi-asset approach that combines: asset allocation, capital markets insights, factor exposures, manager 
research and portfolio implementation. 

For more information 

Call Russell Investments at 800-426-8506 or visit russellinvestments.com/institutional 

Important information 

Case study provided for discussion purposes only. Individual client results will vary based on individual circumstances and market 
events. There is no guarantee that all clients will experience the same positive results. 

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. 

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. 

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. 

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 HoldCo. 

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 © 2019. 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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