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Source : Cline, Preston B., “The Etymology of Risk”, 2004; MacAlister, Jamie, “Risk Strategy: Understanding Risk to Improve Strategic Decisions”, Bloomsbury Publishing, 2016.   

“There is no consistent definition of risk”, 

but “taking a risk was often considered a virtue and associated with courage”. 

Etymology of “Risk” 
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1660s, risque, from French risque (16c.), from Italian risco, riscio (modern 

rischio), from riscare "run into danger," of uncertain origin. 

Source : Online Etymology Dictionary, www.etymonline.com 

Risk 

Danger Chance 



Risk “Management” 
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Definition 

Probability 
Theory 

Control 

Proper governance 

structure 

to manage risk is also 

important 



Risk Taking to Seek Excess Return in Investing 
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Sources of Excess Return 

Excess 
Return 

Market Risk 
Premium 

Asset Class Factor 

Manager 
Skill 

Risk taking should 

depend on the 

investor’s belief about 

market inefficiency 



Why Is Performance Sustainability in Question? 
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Challenging Investment Climate 

Slower World 
Economic Growth  

Massive Monetary 
Easing 

Information 
Efficiency  

Lower Bond Yield / 
Flatter Yield Curve 

Rich Equity 
Valuation 

Investor 
Overcrowding 

Potentially Lower 
Expected Return? 

In addition, asset owners 

face greater difficulty 

meeting liability costs / 

target returns 



Has the World Economy Become Unstable? 

5 
Source: Macro Investment  Prospects October,2016  by Nomura Asset Management. 

World Real GDP and CPI Inflation Cycle 



Note: Images are for illustrative purposes only 

Risk Factor Analysis Using Proprietary Risk Model 
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Risk Factors 

(1) Real Rates 

(2) Growth 

(3) Inflation 

(4) Currency 

More than 70 financial 

market data series 

Principal 

component 

analysis 

(PCA) 

Cumulative Risk Factor Returns 

Cumulative Asset Class Returns 

Real rates 

Growth 

Inflation 

Currency 



Note: Images are for illustrative purpose only 

 

Breakdown of Asset Classes by Risk Factor 
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Factor Mapping to Asset Class 

(Risk) 



Other Considerations in Asset Allocation 
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Bond Duration  Credit Market 
Low Volatility 

Equity Strategy 

Illiquid Assets  

Absolute Return 
Strategy with 
Low Equity 
Correlation 



Source: Nomura Funds and Research and Technologies  

Risk Management in Manager Selection 
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Before/after comparison: 3-year return rank of Japanese equity funds in Japan 



Source: Nomura Funds and Research and Technologies  

Assessing Manager’s Performance Sustainability  
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Fund Analysis 

Quantitative Evaluation Qualitative Evaluation 

Past Performance 

Proven track record in the 

past ? 

Reliability of future performance 

Higher reliability of future 

performance? 

Firm-wide 

Structure  

Investment Platform 

Investment 

Team 

Investment Process 

Philosophy/

Strategy 

Portfolio 

Management 

Disclosure 

 

 

 

 

 

 

 

 

 



Want to Protect Downside? 
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High Sharpe ratio naturally tends to protect downside 

Diversify asset classes for higher Sharpe ratio 

Analyze downside nature in manager selection and monitoring 

Trend-following dynamic hedging may become costly 

Potential use of option strategies 
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IMPORTANT INFORMATION 
 

This report was prepared by Nomura Asset Management Co., Ltd. for information purposes only. 
Although this report is based upon sources we believe to be reliable, we do not guarantee its 

accuracy or completeness.  Unless otherwise stated, all statements, figures, graphs and other 
information included in this report are as of the date of this report and are subject to change 

without notice.  The contents of this report are not intended in any way to indicate or guarantee 
future investment results.  Further, this report is not intended as a solicitation or recommendation 
with respect to the purchase or sale of any particular investment. This report may not be copied, 

re-distributed or reproduced in whole or in part without the prior written approval of Nomura Asset 
Management Co., Ltd. 
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