Market Insight
Including alternatives strategies in a portfolio can
help to improve performance whilst reducing risk
The Portfolio Research &
Consulting Group at Natixis Global
Asset Management provides
fully independent analyses of
private and institutional investor
portfolios, identifying sources of
performance, risk concentration
and diversification. In doing so,
the group has highlighted the
major contribution of alternative
strategies.

Key takeaways
• The Portfolio Research & Consulting
Group offers a completely free and
personalized service, independent of
the services offered by the sales and
fund management teams.
• The Durable Portfolio Construction©
approach is based on a number of
principles, including the prioritization
of risk management, improved
diversification and the implementation
of alternative investment strategies.
• Overlaying similar types of
investment exposure is not
synonymous with diversification.
• Alternative strategies may contribute
additional sources of performance
whilst reducing a portfolio’s average risk.

The role of a portfolio constructed for
the long term is to remain invested
whatever the market conditions. In the
current market environment, investors
tend to overreact when faced with
volatility peaks and make decisions
that are not in the best interest of
their long-term investment targets.
Against this background, Natixis Global
Asset Management creates solutions
which help investors to construct
durable portfolios (Durable Portfolio
Construction© – DPC). This approach
is based on a number of principles,
including the prioritisation of risk
management, improved diversification
and the implementation of alternative
investment strategies. Taking
account of risks upstream of portfolio
construction is truly the cornerstone
of Natixis Global Asset Management’s
investment philosophy. Risks must
be considered as starting points for
investments, rather than consequences
of investment decisions.

Overlaying similar types of
investment exposure is not
synonymous with diversification
This is why the Portfolio Research &
Consulting Group established by our
firm in the US in 2011, then in London
in 2013, has the very specific role of
providing in-depth portfolio analysis for
investors, be they private or institutional
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(financial advisors, private banks, family
offices, but also increasingly, retirement
funds, insurance companies and
pension funds). Its aim is not to make
investment recommendations, but to
study portfolio composition from the
joint perspective of risk management
and diversification, thus identifying risk
concentration, analysing underlying
securities and funds, applying
stress tests and ranking the various
performance contributors. Often the
real degree of diversification in a
portfolio is not as expected. Combining
several funds, which aim to generate
alpha in the same asset classes, leads
to an overlay of similar exposures (e.g.,
in French small- and mid-caps) and not
increased diversification. Similarly, an
institutional portfolio often exhibits risk
well below that of its benchmark (in
terms of VaR or maximum drawdown):
excessive caution, indicating incomplete
appreciation of the sources of
performance.
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With a variety of academic and
professional profiles, from risk
management, fund management and
quantitative analysis backgrounds,
the thirty-six professionals making up
the Portfolio Research & Consulting
Group team (25 in Boston and 11 in
London) offer a completely free and
personalised service, independent
of the services offered by the
sales and fund management teams
of the company’s affiliated asset
managers. They aim to clarify
investment processes for clients,
so that investors can freely and in
full confidence share their views on
the impact of including securities,
structured products, derivatives,
currencies, ETF and competitor funds
in their portfolios with these experts.
Ultimately, this analysis either
validates or invalidates investors’
beliefs about their risk exposure

while revealing the truth about the
sources of performance in a portfolio.
This analysis can also be made in the
context of the regulatory (Solvency II)
and accounting constraints of certain
institutions.

Using alternative strategies to
contribute additional sources of
performance whilst reducing a
portfolio’s average risk

liquid or illiquid, which can generate
additional sources of performance
whilst reducing the portfolio’s average
risk. Comparisons of the weightings of
the various positions in a portfolio can
highlight extremely disproportionate
contributions to performance and risk
(as the chart below shows).

With data accumulated from five years
worth of analyses of a large number
of portfolios from across the world
(more than 4,500 in 2015 globally), the
Portfolio Research & Consulting Group
is able to make highly astute and
contextualised comparisons between
portfolios, while ranking the analysed
elements. This process highlights the
paramount importance of including
non-traditional strategies, either

Identifying the sources of performance of a typical institutional portfolio with the RBSA technique

Source : Natixis Global Asset Management. Analysis of a typical institutional portfolio between January 2013 and December 2015.
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Our research shows that an institutional
portfolio’s risk/return profile may be
significantly improved by the addition of
certain constituents, which may appear
to be very volatile, but are actually
only moderately so in the context of
the portfolio, because of their weak
correlation with the other portfolio

constituents. Performance can thus be
improved, without the addition of risk,
despite the volatility of the asset class.
This is typically the case with
Commercial Real Estate Debt, as
the chart below illustrates. Although
Commercial Real Estate Debt’s volatility

peaked to more than 15% on its own,
when added to a typical institutional
portfolio, its consistently low correlation
with the institutional portfolio since
2006 means that the strategy would
have even reduced the portfolio’s
overall risk between August 2011 to
February 2015.

Source : Natixis Global Asset Management. Based on the analysis of a typical institutional portfolio between February 2006 and March 2016, with Real Estate Debt
represented by the DJ Global Select Real Estate Securities Corporate Bond Index.

Finally, the addition of non-traditional
strategies may reduce the extent
and length of pronounced market
falls (see chart below). For example,

infrastructure debt tends to move
in opposite direction to the typical
institutional portfolio when the latter
drops quickly in value.

Non-traditional illiquid strategies may
add value to institutional portfolios,
making them more robust over the
medium term.
No two institutional portfolios are the
same, and there is a lot of dispersion
in the performance of non-traditional
strategies. Professional investors can
reach out to their Natixis Global Asset
Management contact to get an analysis
of their portfolio by the Portfolio
Research & Consulting Group.
Written on 28 May 2015, updated on 21 April 2016.

Source : Natixis Global Asset Management, March 2016. Infrastructure Debt represented by the MS Global Bond Infrastructure GR EUR.
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DISCLAIMER
Past performance is no guarantee of future results.
The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of 21 April 2016 and are subject to change. There can be no
assurance that developments will transpire as may be forecasted in this material.
This material has been prepared by NGAM S.A., is provided only to investment service providers or other Professional Clients or Qualified Investors and, when required by local
regulation, only at their written request, for information only.
• In the E.U. (outside of the UK) This material is provided by NGAM S.A. or one of its branch offices listed below. NGAM S.A. is a Luxembourg management company that is
authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of NGAM S.A.:
2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. France: NGAM Distribution (n.509 471 173 RCS Paris). Registered office: 21 quai d’Austerlitz, 75013 Paris.
Italy: NGAM S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany:
NGAM S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322,
Germany. Netherlands: NGAM, Nederlands filiaal (Registration number 50774670). Registered office: World Trade Center Amsterdam, Strawinskylaan 1259, D-Tower, Floor 12, 1077
XX Amsterdam, the Netherlands. Sweden: NGAM, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr,
Stockholm 111 35, Sweden. Spain: NGAM, Sucursal en España. Registered office: Torre Colon II - Plaza Colon, 2 - 28046 Madrid, Spain. • In Switzerland This material is provided
to Qualified Investors by NGAM, Switzerland Sàrl. Registered office: Rue du Vieux Collège 10, 1204 Geneva, Switzerland. • In the U.K. This material is approved and provided by
NGAM UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258). This material is intended to be communicated to and/or directed
at persons (1) in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell securities in any other jurisdiction than the
United Kingdom; and (2) who are authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up share capital or net
assets of at least £5 million or in the case of a trust assets of at least £10 million; or any other person to whom the material may otherwise lawfully be distributed in accordance
with the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (the “Intended Recipients”). To the
extent that this material is issued by NGAM UK Limited, the fund, services or opinions referred to in this material are only available to the Intended Recipients and this material must
not be relied nor acted upon by any other persons. Registered Office: NGAM UK Limited, One Carter Lane, London, EC4V 5ER. • In the DIFC This material is provided in and from
the DIFC financial district by NGAM Middle East, a branch of NGAM UK Limited, which is regulated by the DFSA. Related financial products or services are only available to persons
who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients as defined by the DFSA. Registered
office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates. • In Japan This material is provided by Natixis Asset Management Japan
Co., Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset management business
and investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 2-2-3 Uchisaiwaicho, Chiyoda-ku, Tokyo. • In Taiwan This material
is Provided by NGAM Securities Investment Consulting Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C and
a business development unit of Natixis Global Asset Management. Registered address: 16F-1, No. 76, Section 2, Tun Hwa South Road, Taipei, Taiwan, Da-An District, 106 (Ruentex
Financial Building I), R.O.C., license number 2012 FSC SICE No. 039, Tel. +886 2 2784 5777. • In Singapore Provided by NGAM Singapore (name registration no. 53102724D), a division
of Natixis Asset Management Asia Limited (company registration no. 199801044D). Natixis Asset Management Asia Limited is authorized by the Monetary Authority of Singapore
and holds a Capital Markets Services License to provide investment management services in Singapore. Registered address of NGAM Singapore: 10 Collyer Quay, #14-07/08 Ocean
Financial Centre, Singapore 049315. • In Hong Kong This document is issued by NGAM Hong Kong Limited and is provided solely for general information only and does not constitute
a solicitation to buy or an offer to sell any financial products or services. Certain information included in this material is based on information obtained from other sources considered
reliable. However, NGAM Hong Kong Limited does not guarantee the accuracy of such information. Past performance information presented is not indicative of future performance.
If investment returns are not denominated in HKD/USD, US/HKD dollar-based investors are exposed to exchange rate fluctuations. • In Australia This document is issued by NGAM
Australia Pty Limited (Natixis Aust) (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers and wholesale clients only and does not
constitute any offer or solicitation to buy or sell securities and no investment advice or recommendation. Investment involves risks. This document may not be reproduced, distributed
or published, in whole or in part, without the prior approval of Natixis Aust. Information herein is based on sources Natixis Aust believe to be accurate and reliable as at the date it was
made. Natixis Aust reserve the right to revise any information herein at any time without notice. • In Mexico This material is provided by NGAM Mexico, S. de R.L. de C.V., which is
not a regulated financial entity or an investment advisor and is not regulated by the Comisión Nacional Bancaria y de Valores or any other Mexican authority. This material should not
be considered an offer of securities or investment advice of any type and does not represent the performance of any regulated financial activities. Any products, services or investments
referred to herein are rendered or offered in a jurisdiction other than Mexico. In order to request the products or services mentioned in these materials it will be necessary to contact
Natixis Global Asset Management outside Mexican territory. Address: Torre Magenta, Piso 17, Paseo de la Reforma 284, Colonia Juárez 06600, México D.F. México. • In Uruguay This
material is provided by NGAM Uruguay S.A. NGAM Uruguay S.A. is a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay (“CBU”). Please
find the registration communication issued by the CBU at www.bcu.gub.uy. Registered office: WTC – Luis Alberto de Herrera 1248, Torre 3, Piso 4, Oficina 474, Montevideo, Uruguay,
CP 11300. • In Colombia This material is provided by NGAM S.A. Oficina de Representación (Colombia) (“NGAM Colombia”) to professional clients for informational purposes
only. NGAM Colombia is a Representative Office duly authorized by the Superintendencia Financiera de Colombia for the exclusive marketing and promotion of certain products and
services. This should not be considered an offer of securities or investment advice of any type except as permitted under Decree 2555 of 2010 and other Colombian requirements. Any
products, services or investments referred to herein are rendered exclusively outside of Colombia. In order to request the products or services mentioned in these materials it will be
necessary to contact Natixis Global Asset Management outside Colombia. • In Latin America This material is provided by NGAM S.A.
The above referenced entities are business development units of Natixis Global Asset Management, the holding company of a diverse line-up of specialised investment management
and distribution entities worldwide. Although Natixis Global Asset Management believes the information provided in this material to be reliable, including that from third party
sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.
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