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A MESSAGE FROM DEBRA BAKER
Debra A. Baker, Managing Director,
Head of Global Risk Solutions, BNY Mellon
The 2013 year is quickly wrapping up and it has been an
extraordinary year for Global Risk Solutions (GRS)! As you
know, at the beginning of the year, we vertically aligned all of
our Asset Servicing risk services into one group, forming one of
the largest and most knowledgeable risk and performance
teams in the world. As a result, we have been able to develop
and deliver new capabilities that we believe will dramatically
impact the way you think about risk and analytics.
Launched BNY Mellon Risk View SM, providing investment
transparency across all asset classes and enterprise risk
analysis
Introduced Risk & Compliance service for our EMEA
client base to assist with UCITS regulatory reporting
requirements
Developed Fund Fact Sheet reporting adding to our KIID
regulatory reporting service
We are going to take this momentum into the new year. The
GRS Management Team recently met to discuss strategy and
priorities for 2014 and beyond. This is a tremendous group, who
are focused on understanding your needs and committed to
providing innovative capabilities and industry recognized
consultative client service.
Frances Barney, GRS Consultants – Americas
George DeGroot, GRS Chief Administrative Officer
Tim DiNardi, GRS Divisional Information Systems Executive
John Gruber, GRS Global Product Management
Fraser Priestley, GRS Consultants – EMEA/APAC
Lydia Tse, GRS Investment Technology Group Manager
Steve Wolf, GRS Global Client Service Delivery

Top Row: John Gruber, Steve Wolf, Tim DiNardi, Fraser Priestley.
Bottom Row: Frances Barney, Debra Baker, George DeGroot.
Not pictured: Lydia Tse.

Lastly, I am thrilled to provide you with an update on our current
thought leadership project. We have re-engaged Dr. Harry
Markowitz, 1990 Nobel Laureate, as co-author of our next
research paper focused on risk. After surveying over 100
members of our client base, we will begin to answer the
following questions:
What are the risks that institutional investors are most
concerned about now?
How are institutional investors structuring their risk
management process?
How are regulatory changes affecting risk management
and investment processes?
I look forward to sharing the results of our survey and the new
Risk paper with you in 2014. We will also share an interview
with Dr. Markowitz that was recently conducted by BNY Mellon.
On a personal note, as 2013 comes to a close, I want to wish
everyone a happy and safe holiday season.
Best regards,

Debra A. Baker
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This premium service helps you better understand your
exposures and risks inherent within your investment program by
addressing different approaches to risk management practices.
Enhanced investment transparency across all asset
classes, including alternatives and derivatives
Robust enterprise risk analysis capabilities including
value-at-risk measures, risk factor stress testing or
historical scenario analysis to measure expected losses
given a specific time frame and confidence level
Dynamic and flexible dashboards allow you to create
views of portfolios in a manner that is most meaningful to
your investment process
BNY Mellon Risk View’s enterprise risk summary board
reporting includes a series of reports that you can customize for
a monthly review or utilize during formal board meetings.
This sample report was designed to provide the Value-at-Risk
and Relative Value-at-Risk of the Total Plan as well as a
summary level decomposition of the risk by asset class based
on a specific hierarchy. This report is just one of many different
ways to decompose the risk of the plan assets. Other options
include but are not limited to regions, sector, and countries.
When subscribing to these board reports, you also have access
to a series of interactive dashboards that allow you to
dynamically view your exposures across all asset classes,
review fund liquidity, and generate ad hoc scenario analysis,
sensitivity analysis, hypothetical portfolio construction, risk
budgeting, and Value-at-Risk decomposition.
For more information on BNY Mellon Risk View, please contact
your Global Risk Solutions Consultant.
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GLOBAL RISK SOLUTIONS
TOOLS TO HELP MANAGE RISK – CASE STUDY*
CLIENT BACKGROUND
The Public Pension plan mentioned in this case study is based in the US. The plan’s
market value as of August 31, 2013 was approximately $30 Billion in mostly traditional
asset classes such as Fixed Income and Equity with International exposure only in
developed countries. The client currently subscribes to Daily and Monthly Performance,
Performance Attribution, Portfolio Analytics, Peer Comparison and Daily and Monthly
Compliance.
ISSUES AND GOALS
The client has three active fixed income managers. Because there are higher fees
associated with active management, the client wanted to better understand whether
additional costs translated into additional returns. The goal was to quantify the
managers’ bets and strategies to better understand sources of active risk.

*This client result may not be representative of the
experience of other clients and is not a guarantee of future
performance or success.

OUR SOLUTION
To understand whether active management resulted in better performance we helped the
client use our extensive set of tools available on Workbench to not only understand at the
total return level but analyze strategies in detail.
Figure 1
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Manager C has better long-term
performance but underperformance
in recent periods.

The material contained in this case study, which may be
considered advertising, is for general information and reference
purposes only and is not intended to provide legal, tax,
accounting, investment, financial or other professional advice on
any matter, and is not to be used as such. The contents may not
be comprehensive or up-to-date, and BNY Mellon will not be
responsible for updating any information contained within this
case study. This case study is a financial promotion. This case
study and the statements contained herein, are not an offer or
solicitation to buy or sell any products (including financial
products) or services or to participate in any particular strategy
mentioned and should not be construed as such. This case study
is not intended for distribution to, or use by, any person or entity
in any jurisdiction or country in which such distribution or use
would be contrary to local law or regulation. Similarly, this case
study may not be distributed or used for the purpose of offers or
solicitations in any jurisdiction or in any circumstances in which
such offers or solicitations are unlawful or not authorized, or
where there would be, by virtue of such distribution, new or
additional registration requirements. Persons into whose
possession this case study comes are required to inform
themselves about and to observe any restrictions that apply to
the distribution of this document in their jurisdiction. To help us
continually improve our service and in the interest of security, we
may monitor and / or record telephone calls. The information
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sources has not been independently verified by BNY Mellon,
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information. Information contained in this case study is subject to
change without notice. Any price or other data is used for
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No representations or warranties are made, and BNY Mellon
assumes no liability (direct or consequential or any other form of
liability), as to the accuracy or completeness of, or reliance on,
any data. Price and other data are subject to change at any time
without notice. BNY Mellon assumes no direct or consequential
liability for any errors in or reliance upon this information.

In Figure 1, the focus was on relative alpha in the Quartile report over the recent and
longer timeframes. The analysis uncovered that although Manager C has better longterm performance it appears that Manager A and specifically Manager B had
outperformed in recent periods. Next we wanted to understand whether returns are
justified by risk measures and whether the trends could possibly continue.

Any discussion of tax matters contained in this case study is not
intended to constitute tax advice and is not intended or written to
be used, and cannot be used, for the purpose of avoiding
penalties imposed under the United States Internal Revenue
Code or promoting, marketing or recommending to another party
any transaction or matter. For tax advice, you should consult an
independent tax advisor for advice based on your particular facts
and circumstances.
Trademarks, service marks and logos belong to their respective
owners.

ASSET SERVICING

CLIENT BENEFITS
The reports and investment
insight helped this client:
–

Gain a better understanding of
managers’ sources of risks and
returns.

–

Gain a more granular
understanding of Managers’ bets
and decisions through analysis of
returns beyond alpha alone.

–

In Figure 2, Manager C’s risk adjusted return is lowest over the long-term adding another
dimension of analysis compared to alpha alone. In addition, the Sharpe ratio analysis
confirms better risk adjusted return over the last three years. In fact by using Charts
(graphics and report writing capability) it was found that Manager B’s Option Adjusted
Duration, a measure of fixed income risk, was one of the lowest. This was further
confirmed by scenario analysis through the use of Navigator (a data collection and
custom composite builder tool) by taking out all Manager C from the composite and then
measuring the Sharpe ratio. All time periods had better risk-adjusted returns without
Manager C than with that portfolio included in the composite.

Figure 2

View reporting that is not only
historically based but that includes
detailed analysis of current
holdings.

Ex-Ante returns are impossible to completely forecast, but when analyzing the Fixed
Income Profile it is possible to extrapolate strategies and probable outcomes. Manager A
has a laddered strategy, investing in securities across the term-structure, similar to the
benchmark. Manager B placed large bets in shorter-term investments with no option
adjusted duration (OAD) beyond 15 years. This strategy has the lowest OAD of 4.16.
Conversely, Manager C has larger bets with securities OAD greater than15 years.
Therefore, if the yield curve moves favorable to the short-term then Manager B would be
expected to outperform. However, if the long-end of the yield curve outperforms, then
Manager C will most likely have higher returns.

Figure 3
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Policy Summary
Plan Summary
Portfolio
Date
Plan Assets ($)
Monthly Plan VaR (%)
RVaR (%)

Account Strategy 4
Equity LS
Fixed Income
International Equity
Private Equity
Real Assets
US Equity Ex L/S
Cash

Sample Pension
Feb-13
$15,000,000,000
-3.66%
-0.32%
Asset v. Policy Analysis
Assets v Policy
Asset Allocation % Over/Underweight
9.7%
-0.3%
27.7%
-7.3%
15.2%
-0.8%
5.0%
0.0%
10.3%
0.3%
29.3%
5.3%
3.0%
0.0%

Policy Weights
10.0%
35.0%
16.0%
5.0%
10.0%
24.0%
0.0%

VaR
-1.90%
-1.92%
-7.13%
-6.13%
-4.23%
-8.99%
0.00%

Plan Asset Risk
Risk Contribution
3.43%
-0.50%
20.03%
2.25%
6.30%
68.49%
0.00%

Asset v Policy

Allocation by Strategy
40.0%
35.0%
30.0%
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Real Ass
Policy Weights

20.0%

Asset Allocation
15.0%
10.0%
5.0%

0.0%
Equity LS

Fixed Income
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