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The importance of 
setting appropriate 
portfolio objectives in 
framing performance 
outcomes



Portfolio objectives

Why is setting an appropriate objective critical in framing performance outcomes? 

1. Gives clients an idea of the expected return and/ or risk outcomes of their investment 

2. Helps monitor and measure performance during the investment period

3. Shows the value add of the investment compared to alternate strategies available in the market 

4. Frames conversations with clients and helps them understand if they are on track to or have achieved their desired outcomes

Help frame performance outcomes in the most meaningful way

Portfolio objectives are the desired outcomes 
of an investor 



Setting appropriate portfolio objectives

Which benchmark 
do you use?

Consumer 
Price Inflation 

(CPI)

Peer group 
average

SAA 
composite 

index 
performance

Generic 
industry 
portfolio 

composite 
index 

performance

The paradox of choice

A measure of price changes over time in 

a constant basket of goods and services 

representative of consumption 

expenditure by resident households in 

Australian metropolitan areas.

The average performance of comparable 

strategies that may have similar objectives 

and/ or growth/ defensive asset allocations.

Weighted average market indices 

performance based on the investment 

portfolio’s SAA.

Weighted average market indices performance 

based on a generic industry portfolio’s Strategic 

Asset Allocation (SAA).



Objectives frame performance outcomes
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Portfolio: Example High Growth portfolio

Benchmark 1: CPI + 4% p.a.

Benchmark 2: Mercer Growth universe average

Benchmark 3: Industry provider’s generic SAA weighted composite index performance  

Benchmark 4: Example portfolio’s SAA weighted composite index performance 

Very different conversations to be had 

30 Sept 2021 3m 1yr 3yr 5yr 7yr

Portfolio 2.0 20.3 10.3 10.4 9.7

Benchmark 1 1.7 7.1 5.9 5.9 6.9

Excess 

performance
0.3 13.2 4.4 4.5 2.8

30 Sept 2021 3m 1yr 3yr 5yr 7yr

Portfolio 2.0 20.3 10.3 10.4 9.7

Benchmark 3 2.2 19.8 9.2 9.4 9

Excess 

performance
-0.2 0.5 1.1 1.0 0.7

30 Sept 2021 3m 1yr 3yr 5yr 7yr

Portfolio 2.0 20.3 10.3 10.4 9.7

Benchmark 2 1.9 20.8 9.8 10.1 9.4

Excess 

performance

0.1 -0.5 0.5 0.3 0.3

30 Sept 2021 3m 1yr 3yr 5yr 7yr

Portfolio 2.0 20.3 10.3 10.4 9.7

Benchmark 4 1.5 18.8 9.0 9.4 9.2

Excess 

performance
0.5 1.5 1.3 1.0 0.5



Is there a best practice 
for measuring 
performance?



The benefits of each objective and benchmark
Alternate ways to frame performance outcomes that can all add value 

CPI + hurdle

• Helps clients understand if 
their investment is keeping 
pace with the rising costs of 
living and receiving 
compensation for being 
“locked away”.

• Easy to measure and 
accessible at no cost.

• Easy to understand for all 
investors.

Peer universe 
average

• Helps clients understand if 
their investment is 
performing in line with other 
similar strategies available 
in the market. 

• Easy to understand for most 
investors. 

• Updated monthly.

Generic industry 
portfolio composite 
index performance

• Helps clients understand 
how their investment is 
performing compared to a 
hypothetical investment 
portfolio that is broadly 
similar to theirs. 

• Helps measure if the 
investment manager’s 
Strategic Asset Allocation 
(SAA), Dynamic Asset 
Allocation (DAA) and 
manager selection is adding 
value compared to a 
hypothetical investment 
portfolio. 

• Updated monthly

SAA composite 
index performance

• Helps clients understand if 
the investment manager’s 
active decisions (DAA and 
manager selection) are 
adding value to portfolio 
performance over and 
above the portfolio’s SAA. 

• Can be updated monthly.



The challenges of each objective and benchmark
The reported performance can be vastly different to the client experience

CPI + hurdle

• Shorter term relative 
performance is less 
meaningful as investment 
market performance is not 
factored. 

• Should only be measured 
over longer time horizons 
(minimum 1 year). 

• Less frequently updated 
(quarterly). 

Peer universe 
average

• Alternate investments in the 
peer universe may be vastly 
different to the client’s own 
portfolio and therefore not 
comparable. 

• Does not distinguish the 
underlying asset class 
exposures of the client’s 
portfolio.

• The number of comparable 
strategies may be unknown 
and there may be skews in 
the peer universe average.

• May be difficult or costly to 
access.

Generic industry 
portfolio composite 
index performance

• The objective/ benchmark 
may be un-investable and 
therefore less meaningful to 
a client. 

• Does not distinguish the 
underlying asset class 
exposures of the client’s 
portfolio.

• May cause the investment 
manager to become 
“benchmark aware” and 
less willing to make active 
calls.

• May be difficult or costly to 
access. 

SAA composite 
index performance

• Does not allow the client to 
compare their investment to 
alternate strategies 
available. 

• Does not measure the value 
add of SAA decisions.

• May be more difficult to 
explain to a client. 

• May be time consuming to 
calculate and update. 



Is there a best practice for measuring performance?

 CPI or CPI + hurdle

 Peer universe average

 Generic industry portfolio composite index performance

 SAA composite index performance

All measures have a role to play 

Our view

• A portfolio’s CPI + objective should be the main performance measure over the long term.

• In the short to medium term, peer universe averages and generic industry portfolio 

composites can facilitate conversations with clients to help them understand how alternate 

strategies would have performed. 

• SAA composites can help you as advisers and more sophisticated clients understand if 

the investment manager is adding value over a passive version of the portfolio’s SAA. 



Setting objectives and monitoring performance
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An ongoing process that should be undertaken regularly

1. Start with a 
view on the 

world 

2. Set 
realistic 

investment 
risk and 
return 

expectations 

3. Match the 
portfolio’s 
long term 

objective to 
market 

expectations

4. Monitor 
the ongoing 
performance 

of client 
portfolios and 

investment 
markets

5. Review 
client portfolio 
performance 



How an active research-
backed approach 
delivers better outcomes 
for advisers and clients



• Setting effective investment strategies, appropriate objectives and building robust portfolios require a clear and robust process.

• Start with our core investment beliefs, set a long term SAA and investment objective, incorporate DAA where appropriate, 

undertake manager/ strategy selection, portfolio construction and ongoing reviews/ monitoring to drive investment success for our 

clients.

Investment philosophy
Help clients articulate their investment philosophy and build portfolios around this



Starting with the current view of the world
Set realistic investment risk and return expectations 

*CMS is a proprietary stochastic model that  permits greater flexibility to account for the multi-faceted, dynamic nature of capital markets. 

• We use our Capital Market Assumptions (CMA) (expected risk and return outcomes for different asset classes) and our Capital 

Market Simulator (CMS) * to test how portfolios are expected to perform on a forward looking basis.

• The chart below shows we produce 2,000 trials of how a portfolio is expected to perform in different market environments to 

calculate its overall expected return, risk and downside performance in tail market events over multiple time periods.



The world has changed
Lower returns for the same level of risk

• Equity returns are declining due to the reduction in EPS growth, lower hedge pick up and currency gain.

• Fixed income returns are also declining as global neutral real rates have fallen and Australia’s economy matures and converges 

towards other developed markets.

• Despite the decline is investment return expectations, investment risk remains elevated.

Source: Mercer’s 30 September 2020 market aware capital market assumptionsSource: Mercer’s 30 September 2020 market aware capital market assumptions



Setting long term expectations
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Average returns for a Balanced investor will fall by nearly 40% in the next decade 

• Our average target return for a 60/40 portfolio was 7.2% p.a. for the period between September 2011 and September 2021. 

• Our expected return for the same portfolio is 4.5% p.a. over the next 10 years. 
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Traditional 60/40 portfolio’s 
10 year return expectations through time 

Target

Source: Mercer, September 2021



Match long term objective to market expectations
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Source: Mercer

Targeting over 60%+ probability over the rolling time horizon

Example portfolios Conservative
Moderately

Conservative
Balanced Growth High Growth

Rolling Periods Measured 3 Year 4 Years 5 Years 7 Years 10 Years

Probability of meeting CPI + 0.5% 64.7% 72.6% 80.8% 88.1% 93.3%

Probability of meeting CPI + 1.0% 58.9% 67.3% 76.7% 85.0% 91.0%

Probability of meeting CPI + 2.0% 46.9% 55.5% 66.9% 76.9% 84.4%

Probability of meeting CPI + 2.5% 40.9% 49.3% 61.1% 72.0% 79.9%

Probability of meeting CPI + 3.0% 35.0% 43.2% 55.1% 66.7% 74.8%

Probability of meeting CPI + 4.0% 24.8% 31.7% 43.1% 54.9% 62.1%

Most suitable long term objective CPI + 0.5% CPI + 1.0% CPI + 2.0% CPI + 3.0% CPI + 4.0%

• Setting a CPI + hurdle investment objective tends to be industry standard as it encompasses a long term objective that seeks to 

align to the purpose of a client’s investment – typically to generate long term capital growth that 

• The objective should not be an “easy” one however, should have a reasonable probability of being achieved and therefore 

matching it based on a research based approach is considered best practice.



Adopt a research based approach
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Partner with an expert and get it right

• Mercer’s average target return for a 60/40 portfolio (the red line) was 7.2% p.a. for the period between September 2011 and 

September 2021. Over this period, the actual 10 year rolling of the portfolio met Mercer’s expectations and would have been 

7.6% p.a. (the green line).

Source: Mercer, September 2021
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Monitor and review portfolio performance
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Help clients understand how their investments are tracking against their goals, peers and more

Example portfolio 3m 1yr 3yr 5yr 7yr

Absolute portfolio performance 2.0 20.3 10.3 10.4 9.7

Excess performance vs. Benchmark 1 0.3 13.2 4.4 4.5 2.8

Excess performance  vs. Benchmark 2 0.1 -0.5 0.5 0.3 0.3

Excess performance vs. Benchmark 3 -0.2 0.5 1.1 1.0 0.7

Excess performance vs. Benchmark 4 0.5 1.5 1.3 1.0 0.5

• Different benchmarks will help facilitate different client conversations.

• CPI + hurdle should be the long term and primary objective clients focus on however, adopting additional performance measures

against alternate benchmarks like peer universe averages, generic industry portfolio composite indices and/ or SAA weighted 

composite indices can prove meaningful and useful to the client. 



Food for thought
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There are an infinite ways of measuring performance 

Risk adjusted 
returns

Sharpe ratio
Upside/ 

downside 
capture

Sortino ratio

Volatility
Downside 
protection 

Value at Risk or 
Conditional 

Value at Risk

Returns vs. risk 
on a scatter plot

Information ratio
Returns 

consistency
Correlation/ Beta

Returns based 
style map

• Deliver better outcomes to your clients, understand their priorities and keep it simple.  



Key messages

Setting appropriate portfolio objectives will set the tone for your client conversations.

Set one long term objective and use additional benchmarks or metrics to help 

clients stay on track.

An active research- backed approach delivers better outcomes for you and your 

clients. Partner with an expert.
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Make the performance experience of Managed Accounts a positive one
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