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Targeting outperformance within a
specific asset class is “no longer
sufficient” when it comes to fund
development as asset allocators are
increasingly total portfolio approaches

(TPA).

A report from Clearway Capital detailed how the
TPA is being frequently used by asset allocators
and wealth managers, having already been used by the Future Fund.
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The TPA approach requires portfolios to be managed holistically rather than purely on
outperformance of a benchmark, meaning every allocation must justify its impact on total portfolio
risk.

When it comes to the impact this has on fund managers, it means distributors are expected to be able
to explain how a strategy can enhance a multi-asset portfolio or how it can solve a portfolio need such
as improving liquidity or filling diversification gaps.

Their strategy should be clearly articulated as well as its core risk drivers with performance being only
one element of a fund nowadays.

This should benefit those fund managers with large passive or implementation-orientated funds or
highly-skilled alternative managers.

“Fund managers are expected to define their functional role (e.g. growth engine, diversifier, inflation
hedge, liquidity buffer) rath¥ than relying on an asset-class label. Consequiantly, a high yield credit
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same risk budget. Lastly, alpha— beta separation becomes essentla



“Allocators will only pay for demonstrable, uncorrelated alpha and will reject strategies whose returns
can be explained by cheap beta.

“This requires distribution professionals to understand cross-asset risk/return frameworks and
matrices, interpret factor-exposure reports and confidently discuss how a strategy is expected to
behave in market regimes such as inflation spikes, risk-off shocks or geopolitical dislocation.”

A greater depth of data and analytics is also expected including tools to measure factor exposure,
liquidity ladder assessments, structural sources of return, implied portfolio impact and expected
drawdown characteristics and this is expected to be in place from the outset.

This will entail fund managers upgrading their analytics capabilities and Clearway Capital noted
several alternative asset managers had already been “screened out” by asset allocators for failing to
have sufficient data.

The report also noted this use of TPA will put “significant downward pressure” on fund managers who
will be forced to cut costs.

“TPA adoption places significant downward pressure on the margins of traditional long-only and
‘benchmark-hugging’ managers as allocators become more fee-sensitive and less willing to pay for
undifferentiated active management.

“This is likely to lead to tougher fee negotiations, fewer external mandates and perhaps a shift from
vanilla public market exposure toward passive or internal management.

“Given that a large portion of fund manager expenses such as technology, compliance, data and
personnel tend to be fixed, reducing costs fast enough to maintain profitability might prove difficult.”
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TOP PERFORMING FUNDS

ACS FIXED INT - AUSTRALIA/GLOBAL BOND

3y(%)pa
Fund name

1 DomaCom DFS Mortgage 211.38

(https://investmentcentre.moneymanagement.com.au/factsheets/ah/psh1/domacom-dfs-mortgage)

2 Loftus Peak Global Disruption Fund Hedged 110.90
(https://investmentcentre.moneymanagement.com.au/factsheets/ah/xiof/loftus-peak-global-

disruption-fund-hedged)

3 SGH Income Trust Dis AUD 80.01
(https://investmentcentre.moneymanagement.com.au/factsheets/ah/athtm/sgh-income-trust-dis-

aud)

4 Global X 21Shares Bitcoin ETF 76.11
(https://investmentcentre.moneymanagement.com.au/factsheets/ah/ycwn/global-x-21shares-

bitcoin-etf)

5 Smarter Money Long-Short Credit Investor USD 67.63

(https://investmentcentredaoneymanagement.com.au/factsheets/ah/r1ia/smari#¥-money-long-

(https://twitter.com/moneymanage]  (https://www.linkedin.co



short-credit-investor-usd)

l#.Momentum logo (/)

OUR PLATFORMS AND BRANDS v

EVENTS AND SUMMITS v

PODCASTS v

LINKS v

CATEGORIES v
STAY CONNECTED

SUBSCRIBE TO NEWSLETTER (/NEWSLETTER-SIGNUP)

f (https://www.facebook.com/moneymanage) X (https://x.com/moneymanage)
in (https://www.linkedin.com/company/3784311/) @ (https://www.youtube.com/c/moneymanagementau)

X in

(https://twitter.com/moneymanage)  (https://www.linkedin.co



