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Index Constraints

You can now put constraints on the
indices you use to build your

benchmarks. Such constraints can

also include "short sales" on one or
more indices (in the past, it would
have to be all or none). This has some

interesting uses with regards to the
detection of currency hedging in

international portfolios. There are
also several clever uses for developing
an optimum mix of managers for
benchmark tracking. | will cover

these subjects in our next newsletter.
In the meantime, the readme.txt file

in your latest StyleADVISOR
update disk will explain this addition.

Saving Scanned Universes
We've always had the ability to creatdJser Conference

mode by screening managers based our proposed user conference.
on their style.
ability to save that universe and use ifor a conference in Lake Tahoe. Hopeful
in our risk return analysis. Il talk I'll have a betteridea by the time we publi
more about this in the future as wellthe next newsletter.

but for now you can experiment with

the readme.txt information you'll find New StyleADVISOR Users

in your Style directory. We are happy to welcome the followi

) new Style Advisor users.
Indexes in General

We are currently providing over 350
indexes monthly to our

StyleADVISOR subscribers. |
would like to rework this list with a
greater emphasis on quality, as
opposed to quantity, and would
appreciate any feedback as to which
indexes are important to you and which
you would like to see added or
eliminated.

For a Free Demo Disk and list
of Clients call (800) StyleAD
(789-5323)

Now we have theworking onadate sometime in Septemife
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Creating A Policy
Benchmark

M ost plan sponsors have adopted
an asset allocation policy for their

total fund. WithStyleADVISOR,
you can create a policy benchmark
for your asset allocation. This is
done by creating a “fund” whereby
you select the indexes that represent
the asset classes in your asset
allocation with whatever weights
you've selected for each asset class.
As an example, the asset allocation
for the (hypothetical) Zephyr
Associates Pension Fund is:

50% Domestic Equity (divided among

four styles, Lg Growth, SmGrowth, Lg Value,
SmValue).

20% International
primary, 5% emerging)
15% Domestic fixed income
15% Global fixed income

equity  (15%

a universe of managers in the scafihere seems to be a great deal of integest

To create my benchmark, | click
r edit/fund, name and describe my
fund (Zephyr Associates Policy

h Benchmark), and select the following

indexes and weights:

50%  Russell 3000

15%  EAFE (Mscieafe.ind)

05%  Barring Emerging Market
Index (Bemi)

15%  Lehman Government/
Corp. Bond Index (Ibgc)

15% Lehman Global Bond

Index (Liglobal)

This benchmark will be saved and
stored in the fund file and will
automatically be updated each
month when the current returns for
the indexes are updated. This fund
can be selected as a manager, index,




TheAdvisor

June 15,1994

|
Graph 1

benchmark or fund in either the style

analysis or risk return analysis.

Style Advizor: Zephyr Azsociates, |nc.

Allocating Assets

Large
I decided to select four domesti¢
equity managers (One for each style
and a single manager for each of th

1.0

0

managers (I did a search using th
Mobius data base), my next step was 10
determine the weights for each of thesyal

)

€

other asset classes. After | selected my™
e

1

0

domestic equity styles. To do this, | Vale
used the Basic one manager analysis file
in StyleADVISOR. | selected the

four Russell Indexes . | selected the
Russell 3000 as a managerGraph 1

shows that the combination of Russell
style indexes that gives me the highest

Basic One-Manager analysis
Manager Style
harch 1994
+ Ruszsel 3000 Index-T
O Rugsell Style Corners
rvalue raravith
u] o
r2value r2growth
u] o
A0 00 1.0 Growth

Asset Allocation Analysis
Ruzzel 3000 Index-Tatal Retun

B Mar ¥
thamtb
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realue
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Re to the Russell 3000 . Notice whatg 5oy
small weights the small cap indexes gebg ooy
I am sure this is much smaller than whagq 504
most plan sponsors choose for theifq ooy
small cap managers, but these are thgjoy,
appromiximate weights that should bg)goy,
used if you want your total domesticy oy
equity portfolio to track a large capqgoy
index such as the Russell 3000. Since

Domestic Lg Growth Equity
Domestic Lg Value Equity
Domestic Sm Growth Equity
Domestic Sm Value Equity
International/Primary
International/Emerging
Domestic Fixed Income
Global Fixed Income

my policy benchmark as closely as

possible. In other words, | didn't want

to make a bet that would purposely over
or under weight any asset class. This
way, any expected value added over the
policy benchmark would have to come

from the managers through their ability

to beat their respective benchmarks.

the managers | selected were all activgy selecting the specific managers anReaIigning The Weights

and did not

domestic equity managers, | used the

) perfectly replicate theirassigning them the above weights, Except for the domestic equity managers
respective benchmarks, it was necessagyeated another fund called Ze '
to find the optimal weights for each ofpgsqciate’'s Total Portfolio. M

the managers. To do this for thgysg 1o get my actual portfolio

PhY{vhere | actually found the optimum mix
y goalto track my domestic equity benchmark
to track(Russell 3000), the rest of the managers

. i Graph 2
StyleADVISOR optimizer to find P
the optimum Weights for each of m\ Zephyr Ass. Taotal Parfolio (Qriginal) Style Advisor: Zephyr Associates, Inc.
. . . J tanager Style Customn Core Azset Analysis
managers given certain constraints that barch 15994 . bdarely 1994
f : : estic Zephyr Azsoc. Policy 1] j j j B Zephyr Assoc. Palicy
would glve. me the hlgheSt traCkmg tq Ibac 13000 Zephyr Ass. Total Fur bemift R R N Zephyr Asz. Total Fur
my domestic equity benchmark (Russe|l 1.0 & O 4 10% in Custom Core hamth : : : W 107 in Custar Core
3000) You will be able to do this § Cuztom Core Portfolio b= - - - e Cusztom Core Portfoliol
. & O Index Comers iglobal jm— ' ;
optimization of managers usingl "’ A
constraints with the new version of , | fdod | meceafe P St S s
1. u] u] icigale -
StyleAbvisOr which will be out | o R B
. . . . | Il Il
this month. | will explain how to do thiS| Fied 4.0 00 1.0 Equiw 0% 5% 50% 75% 100%

in the next Newsletter. For all the othef

Benchmark Tracking
|n-5 amnle Simulation

managers that would manage a whole
asset class, | initially assigned them g g
percentage equal to the amount
designated for that asset class. The
following are those percentages:

2.6%

36.3%

4%

7%

ZATOORIG

B Benchmark.

10% in Cuztom Care

Tracking Emor

Perfarmance vs Completeness Fund
In-Sample Simulation

240 — Zephyr Azzoc, Palicy

795 Zephyr Ass. Tokal Fur
— 0% in Custom Core
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weights were selected naively, since | ,
jUSt used the same percentage as | hadi® Zephyr Ass. Total Fund Style Advizor: Zephwr Agzociates, Inc.
. . o tdanager Style Customn Core Aszet Analysis
my pollcy benchmark for their assef ; b arch 1994 el Bai _Mach 1994 o e e
H H (1 ephyr Azzoc. Folicy .= ! ! ! ephyr Azzoc. Palicy

classes. Thls seemed like a good pla¢E e 000 Zephyt s, ToPo bemip L1 | m Zeptase ToialPa
to start. Using these managers and thesen o o 4 10%in Custom Core global = : : B 10% in Custorn Care
weights, | created a new fund titled s o ostom Core Partallel S5 b eoondoo. ] DustomCore ol
Zephyr Associates Total Portfolio.| 20 I e N
With the Custom Core analysis , | can | fgobal | msciea o — I
see how closely my Total portfolio| bl T

. , G e ! : :
(with the real managers) would havegtina . i i i

. . Benchmark Tracking Ferfarmance vs Completeness Fund
make adjustments accordingly. | set up LS ample Simdatinn I Sample Sinulation
a new custom core file titled Zephyr Zall — Zephy Assac. Policy
Associates Total Portfolio (Original). %6.7% 97.3% L e RS o s T
The indexes | selected were the same . . W --mm e --
indexes | have in my Policy Benchmark 8- - - T
For “manager” | selected my Zephyr 33 2 a1 RS SEEEEEEEE
Associates Total Portfolio fund. For the S S — 126 -zt - b
benchmark, | selected the Zephyf B Benchmark M TrackingEror 100
ecBPcB8 Dec30 Decd?

Associates Policy Benchmark. |
indicated 10% for the custom core

portfolio. Even though | did not intend Risk Return Analysis

to create a custom core portfolio, thi¥once the Policy Benchmark and théow | can show my investment
would help me in realigning my weightsTotal fund Portfolio are created andcommitte members how well we would
as | will soon explain. | also created tored in the fund file, they can be usetiave done and how well we would have
new style chart or Basis by putting myanytime in a style analysis or a riskracked our policy benchmark had we
four primary indexes in the four cornersreturn analysis. Chart 4 is an example dfad these managers, in these weights,
I have fixed/equity on one axis andhow | used this in the risk return. Foover this period of time. Let's see how
domestic/international on the otheithe manager | selected the ZA Totale do in the future, that will be the "real
axis. Graph 2 shows that the TotaPortfolio and for the benchmark lout-of-sample” test. Il keep you
Portfolio had an Rto the Policy selected the ZA Policy benchmark. Allapprised.

benchmark of 92.62%. The custom corgly regression statistics on the bottom

(Yellow bar) indicated that | needed tdable are based on the policy benchmark

increase my weights in global bond andrather than the S&P 500). - Steve Hardy
international equity and decrease my Graph 4

weights in domestic equities and fixed Zephyr Ass. Total Portfolio Risk/Return Style Advisor: Zephyr Assaciates, Inc.
income to improve my tracking. By Risk-Return Analysis warterly Fetum Distributio
playing around with manager weights i March 1988 - March 19594, 25-quarter window. p0%
my ZA total fund, | was able to get the R| Fetum o | @ Zephyr Ass. Tatal Partfolio
up to 96.7 as shown in chart 3. With § & Market

little more work | could have gotten it L2350, ey g
even closer, but | figured this was clos # Risk-Free Pate:
enough. The final weights that|ende{ S
up with for my managers were:

41.0% Domestic Equity: P
15.5% LrgGrowth '
23.0% LrgValue E 0
01.5% SmGrowth 0.0 25 50 7.5 StdDev 1% zephpipo 11%
01.0% SmValue Am’nuaﬂz aasaum 1y Statistics
) _ _ S R
21.0% Interna_tlonal qulty (eafe) Standard |Geom Mean| Semi Stdey Beta Alpha, | R-squared, Fharpe Ratiof  Mumber
03.0% IntlEquity (Emerging Market) Deviation | Retum, % [Down;me Rilws zephyrpol % % bof
06.0% Global Fixed Income - ISR
23 00/0 Domestic Fixed Income Fephyr &ss. Total Portfolio 953 14,63 757 0.9717 204 96.74 0.9244 25
70 Fephyr Aszoc. Policy Ben 369 1259 7E8 1.0000 0.00 100.00 0.6330 25




