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Active Money — What is it?

A measure of activeness in a portfolio

= Active Money is a measure of how different the
portfolio weights are from the benchmark weights

= Assigns 0% to the benchmark and 100% to a portfolio
which holds all stocks outside the benchmark

n
= Active Money = EZ ‘VViP — VViB‘
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Active Money — What is it?

A measure of activeness in a portfolio

Active Portfolio Benchmark Portfolio

B,
0 I = 0
Active Money = 100% x -
.
= Active Money = 50% . '

= Active Money = 0%
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Active Money — Patterns through time
Clear cyclical pattern in Active Money

= We find Active Money levels to be cyclical through
time

= Cyclicality appear to be in response to changes in
risk/opportunity environments

= Supportive of “Guardian” mentality

= Managers potentially more concerned with “not losing” than
they are with winning

[4] Russell Investments



Active Money — Patterns through time

No linear trend, rather conscious adjustments by money managers

Median Active Money Levels
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Active Money — Patterns through time
Active Money lowest when value dispersion at its highest

P/E Dispersion Quartiles Relative to Active Money Levels
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Active Money vs Alpha

No clear relationship between Active Money and Alpha

= Qur findings suggests no relationship between
Active Money and subsequent Alpha

= While our findings contradict other studies, we
believe that our findings are more intuitive

= If Active Money determined future excess returns then
manager selection would become a simple task
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]
Active Money vs Alpha

No clear relationship between Active Money and Alpha

Excess Return and Active Money
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Active Money vs Tracking Error
A compiementary measure of risk

= Active Money measure is differentiated and
complementary to standard factor risk models.

= Ex-ante (and ex-post) risk can be difficult to interpret

= Can increase/decrease with no corresponding change in the
portfolio.

= Active money provides greater insight into manager
activity

= Tracking error provides greater insight into the market
environment
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Active Money vs Tracking Error
However, can provide different interpretations of manager behaviour

Median Active Money vs Median ex-ante Tracking Error
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Active Money — Key takeaways

= Active Money is a useful additional measure of risk

= We see clear cyclical patterns in Active Money
through time

= We do not believe that active money/portfolio
concentration drives alpha

= Australian datais in line with our beliefs

= The universe levels of Active Money and Tracking
Error can at times yield very different interpretations
of risk
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Active Money
How active is your portfolio?

Fund Manager A Fund Manager B
BHP Billiton Ltd. 13.63 Westpac Banking Corp. 13.60
Westpac Banking Corp. 7.32 BHP Billiton Ltd. 11.74
ANZ Banking Group Ltd. 7.07 ANZ Banking Group Ltd. 10.03
National Australia Bank Ltd. 5.96 Lend Lease Group 6.64
Rio Tinto Ltd. 4.67 Commonwealth Bank of Australia 6.39
Telstra Corp. Ltd. 4.17 Telstra Corp. Ltd. 6.11
Woolworths Ltd. 3.99 National Australia Bank Ltd. 6.07
Orica Ltd. 2.51 Qantas Airways Ltd. 4.69
Suncorp-Metway Ltd. 2.38 Woolworths Ltd. 4.42
Macquarie Group Ltd. 2.20 Suncorp-Metway Ltd. 3.79
Tracking Error (Ex-Ante): 2.3% Tracking Error (Ex-Ante): 4.2%
Active Money: 42% Active Money: 45%
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Important information

This document is issued by Russell Investment Management Pty Ltd ABN53 068 338 974, AFS
Licence 247185 (RIM). It provides general information for wholesale investors only and has not
prepared having regard to your objectives, financial situation or needs. Before making an investment
decision, you need to consider whether this information is appropriate to your objectives, financial
situation or needs. This information has been compiled from sources considered to be reliable, but is
not guaranteed. Past performance is not a reliable indicator of future performance.

Nothing contained in this material is intended to constitute legal, tax, securities, or investment advice,
nor an opinion regarding the appropriateness of any investment, nor a solicitation of any type.
Copyright © 2010 Russell Investments. All rights reserved. This material is proprietary and may not be
reproduced, transferred, or distributed in any form without prior written permission from RIM.
MKT/2641/0810
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