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obligations. That is an absolute hurdle, 
not a relative hurdle, and it is tougher  
in a low return environment. To us, risk 
means absolute loss of capital and/or 
sustained relative underperformance. 
We manage risk in two ways. One,  
we favour companies that generate  
high returns internally because we 
believe that will translate into high 
returns for their equities. Two, we 
construct portfolios of idiosyncratic 
and uncorrelated alpha streams. 
Idiosyncratic means things that are 
specific to that security and unrelated  
to broader market movements, and 
uncorrelated means things that move 
that particular security are different 

from things that move other securities. 
For example, a Brazilian iron ore 
company and a Singaporean real estate 
development company may be in 
different geographies and sectors, but 
both are driven by China’s housing 
development. Making sure we don’t have 
these correlated exposures in our 
portfolio is extremely important, unless 
we are rewarded handsomely to take 
these risks. Ultimately, through security 
selection and portfolio construction, we 
aim to deliver to our clients a collection 
of equities that helps pension funds meet 
their absolute return obligations. 

To build the best hockey 
team, suggests Maksim 
Piskunov, you would scout 
talent globally. Similarly,  
to build the best portfolio,  
the associate portfolio 
manager on AGF’s Global 
Team believes you need to 
look for the best opportunities 
wherever they may reside.

ciin data show a trend 
toward greater allocations 
to global equities in 
canadian pension plans over 
the past five years. why  
do you think canadian plan 
sponsors are embracing 
global equities?

In investing it’s all about finding the 
right balance between risk and return, 
and a greater allocation to global  
equities has the potential to provide an 
enhanced return profile and reduced 
volatility over time. Global allocations 
are increasing worldwide particularly  
in smaller countries where investors 
face limited choices in concentrated 
local equity markets. For example, to 
access technology or healthcare in 
Canada, investors are almost forced  
to look abroad; the stories of failed 
champions in those sectors, including 
RIM and Valeant, are fresh.

even with these greater 
allocations, do you feel 
there’s still a home country 
bias in canadian pension 
plans? if so, what are the 
costs to potential long  
term investment returns? 

While the allocation to global equities has 
improved, Canadian markets represent 
only about 3% of global equity markets 
so there is still a long way to go. In  
2001, home country bias in Norway –  

a resource-dependent Nordic country 
with a similar mindset – was comparable 
to that in Canada. But today Norway 
has practically eliminated home country 
bias. And, most recently, its sovereign 
wealth fund made headlines by 
considering divestment from oil stocks. 
Moving wealth outside a sector they  
rely heavily on may help balance what 
Norway can provide for its citizens  
long term. I recommend investors 
consider diversifying further outside 
Canada, a stock market that is both 
relatively small in global context and 
heavily concentrated in the resource 
and financial services sectors.  
 Looking at the impact over 10 years 
ending October 31, 2017, a portfolio of 
10% TSX stocks and 90% global stocks 
would have had the same volatility as  
a portfolio of 55% TSX stocks and 45% 
global stocks – yet the first portfolio 
would have returned nearly 200 basis 
points more for investors. So, reducing 
home country bias can improve returns 
with the same level of risk.

how can a global approach 
to investing continue to  
add value in an environment 
of rising populism and  
deglobalization?

We think a global approach is increasingly 
relevant because investors can rely less 
on multinational companies for global 
exposure. Furthermore, regionalization 
will create greater dispersion among 
companies in terms of returns, and a 
global approach can free investors from 
the political luck or misfortune of their 
postal code. Ultimately, a global, 
systematic and disciplined approach  
to investing can create an all-weather 
portfolio no matter where the political 
winds blow. 

how does your team manage 
market volatility resulting 
from improbable political 
events such as the results 
of the brexit referendum  
and the u.s. election?

Politics are definitely becoming less 
predictable, and so is the market reaction. 
For example, Trump’s election was a  
low probability event that was supposed 
to send global markets into a downward 
spiral, but the morning after, the markets 
rallied quite significantly. Similarly, with 
Brexit, the rout lasted only a few days.  
We manage this unpredictability through 
portfolio construction, where country 
allocation provides a framework for 
remaining disciplined and invested across 
most attractive geographies and markets. 
We focus on diversifying styles and 
looking for companies that are strong 
generators of economic value-add and 
provide good downside capture. We also 
look at monetary policy, which we believe 
is more predictable than politics, and 
build in natural hedges to account for the 
fact that we may be wrong in our base case.

what are the attributes 
of a successful country 
allocation framework?

The most important attribute of a country 
allocation framework is to create a 
collection of independent factors that 
give you the greatest power to deliver 
alpha. Ours is a multifactor model, with 
various factors classified into valuation, 
sentiment and risk categories – valuation 
being the most important. We also work 
hard to make sure these factors are not 
correlated with each other. We focus  
more on market signals – observed prices 
and valuation multiples – than on 
macroeconomic factors. Even if you had 
perfect foresight of macro data, you’d 
have very limited ability to deliver alpha 
in global markets. Macroeconomic 
variables, including GDP, explain very 
little of equity market performance. 

how do you mitigate risk  
for pension plans with 
global equity exposure?

The conversation around risk has 
evolved. We used to talk about volatility 
and tracking error, but the ultimate 
liability of a pension fund is to meet its  

Source: The data in this article are based on the top 1,000 pension plans, collected from March 1, 2017 to September 30, 2017 (and the 
previous five years), with an accounting year-end date of December 31, 2016, through the Canadian Institutional Investment 
Network (CIIN) database. 
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“    In investing it’s all about finding  
the right balance between risk and 
return, and a greater allocation to 
global equities has the potential to 
provide an enhanced return profile 
and reduced volatility over time.”

maksim piskunov
associate portfolio manager, agf
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Equity Allocation Outside of Canada Gained, Yet Home Country Bias Remains

Change in Geographic Mix of Equity Allocations 2008-2016
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