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Agenda

• A bit of forgotten history

• The plain vanilla view 

• Exposing fake selection

• The true macro view
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Hierarchical Attribution Articles 
Published in 

Journal of Performance

ORTEC (2001) *
Geenen, Heemskerk, Heerema

Decision-Based Evaluation of the Performance of a

Hierarchically Structured Investment Process

Campisi (2008) 
Balanced Attribution

Muralidhar * (2017)
Attribution Hears a Who! 

The Case for Decision-Maker Based Attribution
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* Dietz Award



Misuse of History
Fact becomes Fantasy becomes Fact
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Context of Brinson Attribution Model

•Original application:
• Multi-asset class pension portfolio analysis

•Broad purpose:
• Determine outcomes of plan sponsor decisions

• Asset allocation
• Active management

•Limited scope:
• Focus on total attribution effects 
• “Segment-level” effects were simply a “means to an end”
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Original Brinson Model
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This is NOT a 
“Selection” Effect

Brinson’s Conclusion: 
Active management was a drag on returns



Brinson Model is a Decision Framework
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Proper Uses of Brinson Model

•Can we apply this to an individual asset class?

“YES”

•Can we use the sector-level information?

“YES”

•Can we interpret sector info as “Allocation + Selection?”

“NO”
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“What is this thing 
called Selection?”

“Selection is the active 
residual that remains after 

you stop accounting for 
allocation decisions.”
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 Guiding Principles

Attribution must reflect 
investment decision 

process

Asset allocation decision 
process 

is inherently hierarchical
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Sample Stock Hierarchy
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Sample Bond Hierarchy
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Alternatives Hierarchy
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Typical Portfolio Asset Hierarchy

13

Level 
1
Level 
2

Le
v
e
l 

3

Level 
4

Style Rating Relevant groupings

Selection



Misuse of the Model
When “The Obvious Way” is Wrong
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Non-Hierarchical
Attribution Components
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Neutral 

allocation

Tactical

allocation



Non-Hierarchical 
Attribution Results
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“Just because it adds up 
does not make it correct!”



A Common Error:
Ignoring Major Groupings
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Tactical 
positioning
Is WRONGThe Forest The Trees



Fixing the Error: 
Start with the Right Context
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• Find Level-1 Relative Weights
• Use these weights to create 

level-2 adjusted benchmark weights



Comparing Sector Weightings
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Must adjust using RELATIVE weightings…
Or tactical weightings will be WRONG:

• 1/2 wrong direction
• 1/2 wrong amount .

Proportionate Allocation at 50% asset weighting

Orig:
33%
21%
 6%



Proper use of the Model

Hierarchical Approach
Ties everything together
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Asset Allocation Effect
Level 1 Analysis
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Portfolio underperformed by 22 bps
•-12 bps from asset allocation
•-10 bps from other active effects

• US Equity was strongest contributor
• Fgn Equity was greatest detractor



Unbundling Active Residual
Level 2 Analysis
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Treat each sector as its own portfolio
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Unbundling the Active Residual
Level 2 “Sector” Analysis
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Create Portfolio-Level Effects
Pro-rate the Level 2 Analysis

24

50%

20%

30%

Portfolio 
Weight

Summarize



Presenting Attribution Results
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Hierarchical Attribution
Reflects Investment Process



Should You Add 
Another Attribution Level 
in a Multi-Asset Portfolio?

A look at US Equity Segment’s

19 bps “Stock Selection” effect
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First Breakout of Active Residual
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29Negative Selection

“Lumpy”
(Concentrated)



30
Passive 
Selection



31
Positive Selection



Level Three Insights
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Pro-rate attribution
by Asset Class 

weight
(50%)

And Sector weights
(60/30/10)

Correct analysis: 
Good Allocation

Poor stock selection



Hierarchical Attribution 
for Single-Asset Portfolios

A Necessity for Fund Managers
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Hierarchy of Three Decisions
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• Huge Range of Industry Returns
• Non-nested Weightings are Wrong
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• Huge Range of Industry Returns
• Non-nested Weightings are Wrong
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An amazing “Reversal of Fortune” for Stock Picking!
•-30 bps stock selection effect (non-hierarchical approach)
•-85 bps industry allocation and +55 bps stock selection effect



Summary Insights
• Active investing is driven by 
an allocation hierarchy -“where to 
invest”

• “Nested” attribution is only process 
that reflects investment decision 
process

• Essential for accuracy in BOTH 
multi-asset and single-asset-type 
portfolios (funds)

• Critical for evaluating significant 
resources devoted to analysts 
recommending securities
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“You can do this!”
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