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2016 My Platform Rules 

PRESENTATION OUTLINE  

 

Why implementation efficiency is a ‘hot’ topic 

CGT in multi-manager equity portfolios – the “What Should Managers 
Manage?” problem 

The need for centralised portfolio management & evidence of tax savings 

How to measure equity trading costs and trading efficiency 

Evidence of the cost of inefficient trading & portfolios most at risk 

Close & panel discussion 
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IMPLEMENTATION EFFICIENCY – A ‘HOT’ TOPIC  

• Super adequacy issues 

• Difficult investment conditions 

• Quality return source 

• Business scale v custom member/investor solutions 
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CGT IN MULTI-MANAGER PORTFOLIOS  

Source:  Parametric 2014, excerpted from “What Should Managers Manage”, Parametric Research 2014 
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CREATING A CENTRALISED PORTFOLIO MANAGEMENT  
APPROACH  

Traditional MM Structure

Centralised Portfolio Manager

ACCOUNT 2ACCOUNT 1 ACCOUNT 3 ACCOUNT 4

25% Manager B 20% Manager C 20% Manager D35% Manager A

YOUR FUND

YOUR FUND

25% Manager B 20% Manager C 20% Manager D35% Manager A

Parametric Centralised Portfolio Management

TRADES

Trades Trades TradesTrades

No lagging due to risk 
of degrading alpha signal!
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EVIDENCE OF TAX SAVINGS FROM CENTRALISING  

Source:  Parametric, excerpted from “The Road To Reward”, Parametric Research 2015.  Hypothetical results are for illustrative purposes only, do not represent the actual returns for  
any investor or client and may not be relied upon for investment decisions.  Actual portfolio returns will vary.  All investments are subject to loss.  
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HOW TO MEASURE EQUITY TRADING COSTS AND TRADING 
EFFICIENCY  

TOTAL 
COST  

OF 
TRADE 

process,  
with a commitment  
to ‘best execution’ 

outcome,  
with objective 
confirmation that trading 
costs are reasonable 
and within expectations 

TWO DIMENSIONS OF TRADING EFFICIENCY 

 
EXPLICIT 
COSTS 

 
IMPLICIT 
COSTS 
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EVIDENCE OF THE COST OF INEFFICIENT TRADING AND  
PORTFOLIOS MOST AT RISK -  AEQ  

Table 1. Cost of trading Australian equities 

    Trading Costs 

Portfolio Traded Order Size (MDV)* Explicit Costs Implicit Costs Total Costs 

  (%) (bps) (bps) (bps) 

Panel A. Trade Slice of ASX 200 index 

$100 mln slice 2.4% 5 16 21 

$250 mln slice 5.9% 5 25 30 

$500 mln slice 11.8% 5 33 38 

$1 bln slice 23.6% 5 43 48 

Panel B. Trade Active portfolio that invests in every fifth stock in ASX 200 index (sorted by cap) 

$100 mln slice (Cap-wt) 12.7% 5 32 37 

$100 mln slice (Equal-wt) 62.9%   5 61 66 

* Order Size is measured as % of 21-day median trading volume (MDV) to  fill the order 

Source:  Parametric, excerpted from “Under the Spotlight:  How much does it cost to trade equities?”, forthcoming Parametric Research 2016. 
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EVIDENCE OF THE COST OF INEFFICIENT TRADING AND  
PORTFOLIOS MOST AT RISK -  IEQ 

Table 2. Costs of trading International (Developed ex Australia) equities  

    Trading Costs 

Portfolio Traded Order Size (MDV)* Explicit Costs Implicit Costs Total Costs 

  (%) (bps) (bps) (bps) 

Panel A. Trade Slice of MSCI World ex Australia index 

$500 mln slice 0.2% 5 6 11 

$1 bln slice 0.5% 5 8 13 

$2.5 bln slice 1.2% 5 14 19 

$5 bln slice 2.4% 5 21 26 

Panel B. Trade Active portfolio that invests in every fifth stock in MSCI World ex Australia index (sorted by cap) 

$500 mln slice (Cap-wt) 1.2% 5 14 19 

$500 mln slice (Equal-wt) 3.4%   5 20 25 

* Order Size is measured as % of 21-day median trading volume (MDV) to  fill the order 

Source:  Parametric, excerpted from “Under the Spotlight:  How much does it cost to trade equities?”, forthcoming Parametric Research 2016. 
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EVIDENCE OF THE COST OF INEFFICIENT TRADING AND  
PORTFOLIOS MOST AT RISK -  INCREASING URGENCY 

Table 3. Trading costs and urgency in trade execution 

  Implicit Costs under different levels of urgency for trade execution 

Portfolio Traded Patient Neutral Aggressive Very Aggressive 

(bps) (bps) (bps) (bps) 
Panel A. Trade Slice of ASX 200 index 
$100 mln slice 16 17 19 23 
$250 mln slice 25 25 29 37 
$500 mln slice 33 35 42 55 
$1 bln slice 43 46 62 83 

Panel B. Trade Active portfolio that invests in every fifth stock in ASX 200 index (sorted by cap) 
$100 mln slice (Cap-wt) 32 36 42 57 
$100 mln slice (Equal-wt) 61 64 81 119 

Panel C. Trade Slice of MSCI World ex Australia index 
$500 mln slice 6 10 11 11 
$1 bln slice 8 12 14 15 
$2.5 bln slice 14 16 20 22 
$5 bln slice 21 22 26 31 

Panel D. Trade Active portfolio that invests in every fifth stock in MSCI World ex Australia index (sorted by cap) 

$500 mln slice (Cap-wt) 14 16 19 22 
$500 mln slice (Equal-wt)   20 23 27 32 

Source:  Parametric, excerpted from “Under the Spotlight:  How much does it cost to trade equities?”, forthcoming Parametric Research 2016. 
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CLOSE AND PANEL DISCUSSION 

Source:  Parametric, excerpted from “Under the Spotlight:  How much does it cost to trade equities?”, forthcoming Parametric Research 2016. 

• Tax and trading are two areas of potential implementation leakage 
where good investment ideas can be undone 
…. and the damage can be hidden to the investor or member 

• Multi-manager structures have inherent inefficiencies that require a  
centralised approach to address 

• Trading costs can be implicit, not just explicit 

• Larger portfolios, more active portfolios and strategies with a less patient 
trading style create more risks around trading costs and inefficiencies 
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DISCLOSURE 

Parametric Portfolio Associates LLC (“Parametric”), headquartered in Seattle, Washington, is registered with the United States Securities and Exchange Commission (“SEC”) as an 
investment adviser under the United States Investment Advisers Act of 1940. Parametric is exempt from the requirement to hold an Australian financial services license under the 
Australian Corporations Act 2001 (Cth) (Corporations Act) in respect of the provision of financial services to wholesale clients as defined in the Corporations Act and the Australian 
Securities and Investments Commission's (“ASIC”) Class Order 03/1100. SEC rules and regulations may differ from Australian law. Parametric is not a licensed tax agent or advisor 
in Australia and this does not represent tax advice. This material is intended for one-on-one use with wholesale and qualified investors only; it is not intended for distribution to, nor 
should it be relied upon, by retail clients.  
 
Parametric’s Tax-Managed Indexing and Centralised Portfolio Management strategies are offered by the Parametric Custom Tax-Managed & Centralized Portfolio Management 
segment of Parametric.  
 
This information is intended solely to report on investment strategies and opportunities identified by Parametric. Opinions and estimates offered constitute our judgment and are 
subject to change without notice, as are statements of financial market trends, which are based on current market conditions. We believe the information provided here is reliable, 
but do not warrant its accuracy or completeness. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Past performance is not 
indicative of future results. The views and strategies described may not be suitable for all investors. Investing entails risks and there can be no assurance that Parametric will 
achieve profits or avoid incurring losses. Parametric does not provide legal, tax and/or accounting advice or services. Clients should consult with their own tax or legal advisor prior 
to entering into any transaction or strategy described herein.  
 
Global market investing, (including developed, emerging and frontier markets) carries additional risks and/or costs including but not limited to: political, economic, financial market, 
currency exchange, liquidity, accounting, and trading capability risks. Future investments may be made under different economic conditions, in different securities and using different 
investment strategies. The currency used in all calculations is the Australian Dollar. Currency exchange may negatively impact performance.  
 
Parametric is headquartered in the United States at 1918 8th Avenue, Suite 3100, Seattle, WA 98101, with Australian offices at MLC Centre, Suite 6502 Level 65, 19-29 Martin 
Place, Sydney NSW 2000. For more information regarding Parametric and its investment strategies, or to request a copy of Parametric’s Form ADV, please contact us at 
+61.2.8229.0222 (Australia) or +1.206.694.5575 (U.S.) or visit our website, www.parametricportfolio.com.  

https://parametricportfolio.com/
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