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We thank the CFA Institute Research Foundation for its support and encouragement. In

particular, we would like to sincerely thank Bud Haslett, executive director of the CFA

Institute Research Foundation, and Larry Siegel, the Gary P. Brinson Director of

Research at the CFA Institute Research Foundation, for seeing this project from three

pages of ideas to the current volume. We also thank the editorial staff and Jessica

Critzer for their kind assistance.

Our monograph "Investment Governance for Fiduciaries" is available here:
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https://www.cfainstitute.org/-/media/documents/book/rf-publication/2019/investment-governance-

for-fiduciaries.ashx

Our op-ed "Investment Governance for Fiduciaries: The How and the Why" is

available here:
https://blogs.cfainstitute.org/investor/2019/09/20/investment-governance-for-fiduciaries-the-how-

and-the-why/
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Michael E. Drew is the Managing Partner at MGD Private and a Professor of Finance at Griffith

University. He is a financial economist specialising in the areas of investment governance, pension

plan design, and outcome-oriented investing.

Professor Drew’s research has been published in leading practitioner journals, including the

Financial Analysts Journal and the Journal of Portfolio Management. With his colleague Dr Adam

Walk, Professor Drew co-authored the monograph, Investment Governance for Fiduciaries, that was

released by the CFA Institute Research Foundation in April 2019. He has been invited to make

submissions and to testify before numerous committees, including the US Department of Labor

and the SEC joint hearing on target-date funds.

Professor Drew serves as a trustee director and member of the Investment Committee at QSuper, a

member of the Investment Advisory Board of the Petroleum Fund of Timor-Leste (East Timor), and

a trustee (and member of the Finance, Audit, and Risk Committee) of Mary Aikenhead Ministries.

He received his PhD in economics from the University of Queensland, is an Accredited Investment

Fiduciary Analyst®, and is a Life Member of FINSIA, the Financial Services Institute of Australasia.

Adam N. Walk is Partner at MGD Private and an Adjunct Professor at the University of Notre Dame–

Australia. He is a financial economist specializing in the areas of investment governance, pension

finance, and investments.

Dr Walk’s research has been published in the Journal of Portfolio Management and the Journal of

Retirement. With his colleague Professor Michael Drew, Dr Walk co-authored the monograph,

Investment Governance for Fiduciaries, that was released by the CFA Institute Research Foundation

in April 2019.

He serves as a trustee director and member of the Investment Committee at Rest, an adviser to the

Group Capital and Investment Committee at RACQ Group, member of the Investment Committee

at RSL Queensland, a board member of the Archdiocesan Development Fund of the Roman

Catholic Archdiocese of Brisbane, and chairman and a trustee of Campion College Australia.

Dr Walk received his PhD in financial economics from Griffith University, Queensland, Australia. He is

an Accredited Investment Fiduciary Analyst® and a Certified Investment Management Analyst®

designee.

michael@mgdprivate.com.au

MichaelEDrew

@MichaelEDrew

Dr Michael Drew

Managing Partner
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Dr Michael E. Drew is a Representative of MGD Private Pty Ltd as Corporate Authorised Representative of MGD Wealth Ltd (AFSL 222600).

The information in this presentation is current as at May 2021.

Any advice included in this presentation has been prepared without taking into account your objectives, financial situation or needs. Before

acting on the advice, you should consider its appropriateness having regard to these factors and obtain financial advice. Any tax

information included in this presentation is not based on your unique circumstances and should not be relied on as tax advice.
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The Liquidity Premium – Real or Illusory

Anne Blayney, Portfolio Manager
Sunsuper



Portfolio construction

Liquidity can dry up during a crisis



Portfolio construction

Be careful what you wish for…
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Portfolio construction

Liquidity can deteriorate rapidly



Portfolio construction

Drivers of returns
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Portfolio construction

What are unlisted assets?

Discovery Parks

Holiday parks across the country

Australian Technology Park

An iconic Sydney property development

Qld Airports Ltd

Gold Coast, Townsville, Mt Isa, Longreach



Portfolio construction
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Portfolio construction

Cons Pros
Weighing the pros and cons



Portfolio construction

Performance is cyclical…



Portfolio construction

Illiquidity Risk Premium is real



Portfolio construction

Sources: Refinitiv, Sunsuper. *Total return index comprising 50% MSCI hedged in A$ and 50% S&P/ASX300 Accumulation Index. Last observation
is March 2021. Past performance is not a reliable indication of future performance.
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Portfolio construction

Liquidity management framework

Mitigate
risks

Policies and
Controls

Monitor



Portfolio construction

Mitigate liquidity risks

Strong and
reliable cash

flows

Young member
base

Stagger FX
settlement

dates

Limits on
Illiquid assets

High

• Assets easily realisable within 3 days

• Cash, listed equities, government bonds

Medium

• Assets realisable within 1 month

• Trusts

Low

• Restrictions or costs to exit

• Usually greater than 1 month

• Unlisted assets



Portfolio construction

Policies, controls, process



Portfolio construction

Being prepared is key

• Annual liquidity crisis exercise

• Design of a liquidity crisis event

• Establish liquidity management team

• Determine action plan and response to crisis

• Self evaluation of lessons learned

• Report outcomes



Portfolio construction

Key take-outs

• Illiquidity premium is real

• But we need to have liquidity to hold the assets for the long term…

• …and carefully manage that liquidity

• Be prepared



Questions?



FOREIGN CURRENCY:
SHORT & CAUGHT OR LONG & WRONG

Troy Rieck
Chief Investment Officer
LGIAsuper



DISCLAIMER

Information contained in this module is correct as at May 2021. Because the finance industry changes continually, the

information is to be used AS A GUIDE only.

Troy Rieck believes that the information contained in this module is correct at the time of its compilation, however does

not warrant the accuracy of the information. While every effort is made to ensure accuracy of information, Troy Rieck

accepts no responsibility for losses or other hardship caused by typographical errors or omissions in this module.

No direct or implicit recommendations are given in this module or supporting documentation. The information is not a

substitute for professional advice and Troy Rieck does not accept any liability, direct or indirect, arising from any person

relying either wholly or partially on any information contained in or omitted from the module.

The information contained in the module is provided as general educational material only and is not a substitute for

financial advice. The information has been prepared without taking into account your particular financial needs,

circumstances and objectives and is therefore not suitable to be acted on as investment advice. A Martini is a drink

made from gin and vermouth – one of which I will buy I will buy for anyone that has read this far into the disclaimer.

This is general information only and you should consider if any products or services offered are appropriate for you. You

should assess your own financial situation and may wish to consult an adviser before making any changes to your

financial affairs.



WHAT ARE FOREIGN CURRENCY EXPOSURES / EXCHANGE RATES?



WHY IS FOREIGN CURRENCY AN IMPORTANT CONSIDERATION?

Increasing trend to invest in overseas assets increases foreign currency exposures in diversified portfolios



WHY IS FOREIGN CURRENCY AN IMPORTANT CONSIDERATION?

FX is a large exposure in diversified portfolios, yet it is often not reported upon when looking at allocations

Strategic Asset Allocation

for a Balanced portfolio

Future

SAA

Actual

AA

New

DSAA

Australian Equities 24% 25% 25%

International Equities 28% 28% 28%

Private Capital 5% 7% 8%

Property 10% 9% 10%

Infrastructure 10% 7% 10%

Diversifying Strategies 0% 1% 0%

Growth Assets 77% 80% 81%
Diversified Fixed Interest 18% 17% 18%

Cash 5% 3% 1%

Defensive Assets 23% 20% 19%

Total Assets 100% 100% 100%

Foreign Currency (DM) 20% 19% 20%

Foreign Curency (EM) 0% 5% 5%

AE / IE ratio 46% 47% 45%

APRA Growth Assets 70% 70% 72%



WHY IS FOREIGN CURRENCY AN IMPORTANT CONSIDERATION?

Exchange rates can swing wildly over periods of 3 to 18 months through to ten years (e.g. ‘00 to ’11; ’11 to ’20)
There is some evidence that FX returns can cushion market downturns – but not always e.g. 2001 TMT bubble

IE(H) IE(UnH) Diff

2020

returns
11.2% 4.5% 6.7%

Dec 2020 3.8% -0.1% 3.8%

Nov 2020 11.0% 7.0% 4.0%

Oct 2020 -2.6% -0.4% -2.2%

Sep 2020 -2.8% -0.3% -2.4%

Aug 2020 5.6% 2.5% 3.1%

Jul 2020 3.8% 1.4% 2.5%

Jun 2020 2.8% -0.8% 3.5%

May 2020 4.2% 2.3% 1.9%

Apr 2020 9.8% 3.4% 6.4%

Mar 2020 -13.4% -8.0% -5.4%

Feb 2020 -7.9% -5.2% -2.7%

Jan 2020 -0.8% 3.6% -4.4%

Monthly Figures



IS FOREIGN CURRENCY A RISK HEDGE?

There can be large and persistent differences in returns between hedged and unhedged assets
There is some evidence that FX returns can diversify returns, and cushion in a downturn – but at what L/T cost?
AUD interest rates generally higher than offshore interest rates, so hedging has been beneficial to returns
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Nov 2001 Nov 2004 Nov 2007 Nov 2010 Nov 2013 Nov 2016 Nov 2019

Hedged vs Unhedged IE returns (ACWI ex AU)

IE(H) IE(UnH) Diff IE(H) IE(UnH) Diff

26/02/2021 24.4% 7.8% 16.6% 9.4% 8.7% 0.7%

28/02/2020 3.8% 11.6% -7.8% 6.8% 11.1% -4.3%

28/02/2019 1.3% 6.7% -5.5% 13.1% 11.0% 2.1%

28/02/2018 15.9% 15.1% 0.7% 9.2% 6.4% 2.7%

28/02/2017 23.3% 11.2% 12.1% 9.5% 8.2% 1.3%

29/02/2016 -8.9% -5.8% -3.1% 8.9% 15.0% -6.1%

28/02/2014 21.5% 33.7% -12.2% 12.2% 10.9% 1.3%

29/02/2012 1.9% -9.0% 10.8% 22.5% 1.8% 20.6%

28/02/2011 20.3% 4.7% 15.6% 0.4% -5.1% 5.5%

26/02/2010 49.9% 10.8% 39.1% -6.2% -11.7% 5.4%

27/02/2009 -43.8% -26.3% -17.5% -14.3% -12.7% -1.6%

29/02/2008 -2.1% -15.6% 13.5% 11.0% 2.7% 8.2%

28/02/2006 21.9% 20.0% 1.9% 24.7% 13.3% 11.5%

28/02/2005 12.9% 7.8% 5.1% 6.3% -7.0% 13.3%

27/02/2004 41.0% 12.3% 28.7%

28/02/2003 -24.7% -33.5% 8.9%

31/01/2003 -24.1% -31.7% 7.5%

31/12/2002 -22.8% -27.7% 4.9%

29/11/2002 -16.3% -21.8% 5.5%

Annual Figures Triennial Figures

IE (H) IE (UnH) Diff

Returns 8.6% 3.6% 5.0%

Max 50% 41% 39%

Min -44% -34% -19%

Median 14% 7% 6%

Std Dev 17% 15% 11%



EXCHANGE RATE VALUATION AND FORECASTING….

Estimating a fair value for exchange rates is difficult, especially over the short term, medium and long term
The Australian Dollar is strongly influenced by Terms of Trade (relative export prices) and real interest rates



FOREIGN CURRENCY MANAGEMENT – FX OVERLAYS

Choice of market instruments will depend upon the purpose of the trade, as well as considerations such as
counterparty risk, liquidity risk, likely term, ability to absorb losses, etc



TRENDS IN CURRENCY HEDGING

FX management becoming increasingly sophisticated and automated – a form of Total Portfolio Management



TRENDS IN CURRENCY HEDGING

FX trades are another cost of investing – how well are your managers minimising the costs of trading FX?
Use of FX specialist managers likely to reduce costs



KARNOSKY-SINGER (WHY FOREIGN CURRENCY REALLY MATTERS)

Separate the asset decision from the currency decision (and hedge back to AUD if you need to)
Invest in high local risk premiums (i.e. where returns are greater than local cash rates)
Hedged returns = AUD cash rate + Risk Premium (+ X ccy basis)

A 10.5% return is larger than a
7.0% return, right?

Not always ….

A 2.00% return is larger than
a -0.75% return, right?

Yes, yes it is



SUGGESTED TAKEAWAYS

• FX is a large exposure in diversified portfolios, yet it is often not reported upon when looking at allocations

• Exchange rates can swing wildly over periods of 3 to 18 months through to ten years (e.g. ’11 to ’20)

• There is some evidence that FX returns cushion market downturns – but not always & at what L/T cost?

• The Australian Dollar is strongly influenced by Terms of Trade (relative export prices) and real interest rates

• Choice of market instruments will depend upon the purpose of the trade, as well as considerations such as
counterparty risk, liquidity risk, likely term, ability to absorb losses, etc

• FX trades are another cost of investing – how well are your managers minimising the costs of trading FX?

• Separate the asset decision from the currency decision (and hedge back to AUD if you need to)

• Invest in high local risk premiums (i.e. where returns are greater than local cash rates)

Investment Efficiency – including FX management - supports effective investment management
Thinking carefully about FX exposures helps to manage risks and enhance returns



ANY QUESTIONS?

Troy Rieck
Chief Investment Officer
LGIAsuper
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PARTNER

DESIGNING AND IMPLEMENTING FAMILY
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28 MAY 2021



• People!

• Family governance ↔ investment governance

 Approval and oversight processes

• Entities and structures (including corporate relationships, domiciles, etc.)

• Financial objectives – higher order question than just investment objectives

• Sources and uses of funds

• Detailed understanding of assets and liabilities (potentially

multigenerational)

• Investment beliefs

• Investment objectives (as one aspect of financial objectives)

 Multiple, competing, prioritized, stated vs. revealed

• Risk preferences – a trade-off between …

 Risk required, risk capacity, risk tolerance

5

Source: Drew and Walk (2019)
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Michael E. Drew is the Managing Partner at MGD Private and a Professor of Finance at Griffith

University. He is a financial economist specialising in the areas of investment governance, pension

plan design, and outcome-oriented investing.

Professor Drew’s research has been published in leading practitioner journals, including the

Financial Analysts Journal and the Journal of Portfolio Management. With his colleague Dr Adam

Walk, Professor Drew co-authored the monograph, Investment Governance for Fiduciaries, that was

released by the CFA Institute Research Foundation in April 2019. He has been invited to make

submissions and to testify before numerous committees, including the US Department of Labor

and the SEC joint hearing on target-date funds.

Professor Drew serves as a trustee director and member of the Investment Committee at QSuper, a

member of the Investment Advisory Board of the Petroleum Fund of Timor-Leste (East Timor), and

a trustee (and member of the Finance, Audit, and Risk Committee) of Mary Aikenhead Ministries.

He received his PhD in economics from the University of Queensland, is an Accredited Investment

Fiduciary Analyst®, and is a Life Member of FINSIA, the Financial Services Institute of Australasia.

Adam N. Walk is Partner at MGD Private and an Adjunct Professor at the University of Notre Dame–

Australia. He is a financial economist specializing in the areas of investment governance, pension

finance, and investments.

Dr Walk’s research has been published in the Journal of Portfolio Management and the Journal of

Retirement. With his colleague Professor Michael Drew, Dr Walk co-authored the monograph,

Investment Governance for Fiduciaries, that was released by the CFA Institute Research Foundation

in April 2019.

He serves as a trustee director and member of the Investment Committee at Rest, an adviser to the

Group Capital and Investment Committee at RACQ Group, member of the Investment Committee

at RSL Queensland, a board member of the Archdiocesan Development Fund of the Roman

Catholic Archdiocese of Brisbane, and chairman and a trustee of Campion College Australia.

Dr Walk received his PhD in financial economics from Griffith University, Queensland, Australia. He is

an Accredited Investment Fiduciary Analyst® and a Certified Investment Management Analyst®

designee.

michael@mgdprivate.com.au

MichaelEDrew

@MichaelEDrew

Dr Michael Drew

Managing Partner
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Partner
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Dr Adam N. Walk is a Representative of MGD Private Pty Ltd as Corporate Authorised Representative of MGD Wealth Ltd (AFSL 222600).

The information in this presentation is current as at May 2021.

Any advice included in this presentation has been prepared without taking into account your objectives, financial situation or needs. Before

acting on the advice, you should consider its appropriateness having regard to these factors and obtain financial advice. Any tax

information included in this presentation is not based on your unique circumstances and should not be relied on as tax advice.



Is My Portfolio Over-Diversified?
By Michael Furey

28 May 2021



The Problem – Remember BHB

Source: Delta Research & Advisory



The Problem

Source: Delta Research & Advisory



The Problem

 Number of funds within Australian and Global Equity Asset Classes of some
of the larger retail Australian Balanced portfolios

Source: Lonsec, Delta



Concerns

 Multi-manager portfolios are constraining their active return
potential



Concerns

 Multi-manager portfolios are constraining their active return
potential

 Choosing too many strategies/products …



Concerns

 Multi-manager portfolios are constraining their active return
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 … that diversifies away the portfolio’s idiosyncratic/non-
market risks …



Concerns

 Multi-manager portfolios are constraining their active return
potential

 Choosing too many strategies/products …

 … that diversifies away the portfolio’s idiosyncratic/non-
market risks …

 … meaning it becomes very difficult to add alpha after fees



Concerns

 Some Multi-manager portfolios are constraining their active return
potential

 Choosing too many strategies/products …

 … that diversifies away the portfolio’s idiosyncratic/non-
market risks …

 … meaning it becomes very difficult to add alpha after fees

 Managed Accounts are vulnerable to overdiversification

 Constraints



A Popular Solution

 Building a portfolio of managers with high idiosyncratic risk (generally
exhibiting strong alpha). May consist of:

 Concentrated funds with less than 15-20 securities

 Variable beta … non-market risk may be from market timing

 Regional

 Sector

 In practice … typically 4-5 concentrated funds maybe a variable beta fund



Interactive Slides

 https://public.tableau.com/shared/87S9GQZSN?:display_count=y&:origin=viz_
share_link











Old Evidence Example for Concentrated
Funds

Yeung, Danny, Paolo Pellizzari, Ron Bird, and Sazali Abidin. “Diversification versus Concentration …and the Winner is?” Working
paper series, University of Technology Sydney, September 2012
Table source: Lazard Asset Management “Less is More : A Case for Concentrated Portfolios”, Investment Focus, September 2015











Risks can change … & blatant plug

CAPM - R-Squared



Portfolio Considerations (to avoid overdiversification)

 Idiosyncratic (Non-systematic) risk analysis should play a bigger role in multi-
manager portfolio construction

 More not less

 If you believe active management can produce positive alpha and you believe
you can pick skilled managers, prioritise high conviction managers, then be high
conviction

 Tracking error risk budgets can be managed with low-cost index funds, as opposed to
increasing style diversification (which decreases portfolio efficiency) … but don’t
forget index funds still eat into your alpha target due to their fees

 Less is more

 Build portfolios comprising of separate and desired risks

 … as opposed to diversifying away Alpha potential styles



Questions?
Michael Furey

michael.furey@deltaresearch.com.au

0432 002 472
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