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Focus of talk

 Policy focus Policy focus –– key issues key issues

 Public vs. PrivatePublic vs. Private

 Socratic approachSocratic approach
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What are Benchmarks?

 Most challenging decision is selecting anMost challenging decision is selecting an
appropriate institutional anchor.appropriate institutional anchor.
–– FiduciaryFiduciary
–– Moral SuasionMoral Suasion

 Reflect institutional priorities with respectReflect institutional priorities with respect
to risk takingto risk taking
–– No decision is a de facto decision.No decision is a de facto decision.
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Defining Institutional Anchor

 What are investment objectives?What are investment objectives?
–– Maximizing liquidity?Maximizing liquidity?
–– Optimizing returns?Optimizing returns?
–– Mitigating downside risk?Mitigating downside risk?

 What is risk appetite?What is risk appetite?
 How do you determine Institutional RiskHow do you determine Institutional Risk

Profile?Profile?
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Determining Risk Profile

 Several methodologies:Several methodologies:
–– Questionnaire to TrusteesQuestionnaire to Trustees
–– Looking at Peer GroupLooking at Peer Group
–– Defining LiabilitiesDefining Liabilities
–– Shortfall Risk ScenariosShortfall Risk Scenarios

 Each has Pros/ConsEach has Pros/Cons
 Search for Search for Comfort ZoneComfort Zone

–– Politically defensiblePolitically defensible
–– Institutionally beneficialInstitutionally beneficial
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Tools evolve with time

QualitativeQualitative
Analysis: Analysis: 

Bonds vs. StocksBonds vs. Stocks

Quantitative I:Quantitative I:
Risk vs. ReturnRisk vs. Return
Wider universeWider universe

Quantitative II:Quantitative II:
Asset-LiabilityAsset-Liability
ManagementManagement

1980s1980s 1990s1990s 2000s2000s

-Investments increasingly more diverse-Investments increasingly more diverse

-Evolution of risk management technology-Evolution of risk management technology

-More tailored institutional solutions-More tailored institutional solutions
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Risk Profile into Effect

 The Policy Statement The Policy Statement –– Board level Board level
–– Stocks: 25%; Bonds: 30%; Real Est.: 10%: Cash: 35%Stocks: 25%; Bonds: 30%; Real Est.: 10%: Cash: 35%

 Selecting appropriate BenchmarksSelecting appropriate Benchmarks
–– Indices (S&P, JPM, SSB)Indices (S&P, JPM, SSB)
–– Policy Allocation (SAA) or Absolute Return TargetPolicy Allocation (SAA) or Absolute Return Target

 Constructing PortfoliosConstructing Portfolios
 Replication vs. Deviation (Risk Budget)Replication vs. Deviation (Risk Budget)
 Performance Attribution and adjustments relativePerformance Attribution and adjustments relative

to benchmarksto benchmarks
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Risk Management Process

Client Objectives
(Risk/Return 

Profile)

Asset Class
Universe

Strategy
Benchmarks

Performance
Attribution

Allocation
Adjustments

Tactical Asset
Allocation
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Tactical Asset Allocation Process

Global Fixed Income
6%-8%

Emerging Mkt Debt
12%-15%

Corporate Debt
8%-12%

Cash
1%-5%

Indexing
3%-5%

Global Currency Arb
20%-25%

Global Equities
15%-20%

US Treasuries
6%-8%

Commodity Arb.
20%-25%

Dynamic Strategy AllocationDynamic Strategy Allocation
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Final Thoughts:
Public Sector vs. Private Sector
 Central BanksCentral Banks

–– Moral Suasion vs. Budget PressuresMoral Suasion vs. Budget Pressures

 Commercial InstitutionsCommercial Institutions
–– Shareholder returns vs. Going ConcernShareholder returns vs. Going Concern
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Takeaway…

 Benchmarks should reflect InstitutionalBenchmarks should reflect Institutional
Risk ProfilesRisk Profiles

 There is a difference between Public andThere is a difference between Public and
Private sector institutions Private sector institutions –– appropriate appropriate
benchmarksbenchmarks

 Tools and thinking evolve but objectivesTools and thinking evolve but objectives
should drive process.should drive process.
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Thank you.
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Contact

 Eric Guichard Eric Guichard –– Chief Investment Officer Chief Investment Officer
GRAVITAS Capital Advisors, LLCGRAVITAS Capital Advisors, LLC
601 Pennsylvania Avenue, NW 601 Pennsylvania Avenue, NW –– Suite 900 So. Suite 900 So.
Washington, DC 20004Washington, DC 20004
(202) 434-8341 (T)(202) 434-8341 (T)
(202) 234-6344 (F)(202) 234-6344 (F)
www.gravitascapital.comwww.gravitascapital.com


