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Remaining Relevant and Competitive 
 
To remain competitive, private banks, wealth managers and family offices have 
been trying to modernize certain aspects of their investment operations. 
Although the industry gets more advanced by the day, there are remaining gaps 
and challenges in understanding investment risks often hidden from the 
untrained eye. 
 
A disproportionate amount of human resources and working capital tends to 
be allocated into middle and back-office operations (which produce a posteriori 
performance views), rather than into front-office decision-support processes 
(which produce a priori risk-adjusted performance predictions). 
 
The primary focus of an investment operation should, however, be to equip its 
front office decision-makers (thus revenue generators) with the most 
configurable and smart systems to assist them in producing consistent risk-
adjusted returns over longer time periods. 
Such an effort can be subsequently complemented by the production of 
performance and risk exposure reports, across all asset classes, instrument 
types and customer segments. 
 
Risks in the Eyes of the Beholder 
 
A multi-asset class, multi-currency risk management platform should provide a 
rich selection of metrics and calculation methodologies which identify and 
validate how much risk one should assume to realise a targeted portfolio 
performance level. 
 
Such a solution should be designed for the benefit of: 
 
The Portfolio Manager who wishes to be constantly aware of how extreme 
market movements and volatility spikes can impact the valuation of the firm’s 
investment strategies, and analyse the impact of any allocation changes onto 
the portfolio risk components; 
 
The Relationship Manager who needs to give clients a holistic view of their 
portfolio’s return and risk trajectory, aiming to provide risk-adjusted 
performance and valuation figures over market cycles; 
 
The Risk Officer who often faces the challenge of calculating various risk 
measures, involving complex formulas and heavy data processing, and wants 
to assess the market risk that the firm is exposed to, through predictive ex-ante 
risk metrics and advanced stress-testing simulation analytics; 
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The Compliance Officer who wishes to monitor the firm-wide investment risks, 
to ensure that they do not deviate from the pre-determined regulatory 
guidelines, company investment policies or client profiling mandates; and 
 
The Executive Manager who wants to gain easy access and timely control to 
the information set concerning the market risks of a firm’s managed assets and 
investment strategies. 
 
As the above list demonstrates, a single software platform can be utilised in 
different ways depending on the business objectives of its users.  
 
This way, a configurable firm-wide portfolio risk system can facilitate the design 
and validation of any proprietary or 3rd party investment strategies, across all 
traditional and alternative asset classes. 
 
Differentiation Lies in the Process 
 
The target audience of professional money managers, whether they manage 
their own fund strategies, selecting 3rd party funds, or managing discretionary 
or advisory portfolio mandates, are private and institutional clients of varying 
asset sizes and investment sophistication.  
 
How can managers systematically improve their client acquisition process by 
convincing their prospective clients of their differentiating offering and 
expertise? 
How can they convey that their clients’ newly created or multi-generation 
wealth will be safely trusted and increase incrementally through the future 
business cycles and wild market fluctuations? 
 
Considering that the most defining characteristics of future change are the 
existence of wild volatility and the impossibility of predicting it, the mission of 
those involved in asset management is not to predict the future but to manage 
positions of high conviction within a disciplined risk framework. 
 
It is the frequent assessment of the portfolios’ vulnerability to future price 
fluctuations, and the simulating of their behaviour and loss-tolerance to the 
‘occasional’ increases in stock price volatility, what should give clients the 
comfort they seek for engaging into long term relationships with advisors.  
 
It is the application of a well-thought investment process that can be 
systematized via the use of smart portfolio management software engines, 
which will guide the mitigation of the portfolio risks via educated and open-
minded risk-adjusted considerations. 
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And to pre-emptively address the doubts that some investors may express 
about the value of managing a portfolio’s risk exposure in an environment of 
ever increasing valuations, the Goldman Sachs chart below shows that 35% of 
the S&P500’s YTD returns (as of 9th December 2021) came from just five stocks 
(AAPL, MSFT, GOOGL, NVDA, TSLA), referring to the capitalization-weighted 
index. 
 

 
 
Investors should thus be aware of the risks of the ‘S&P495’ index too, as equity 
markets may appear calm and directional on the surface, whilst the price 
volatility of their individual stocks has been increasing. 
 
Advisors should not presumptuously underestimate their clients’ ability to 
embrace a systematic investment approach which can allow them to ring-fence 
their portfolios from downside risks (and their own biases), whilst they can 
partly participate in the market upside. 
 
Market Perceptions and Anxieties 
 
A plethora of market participants do not apply comprehensive risk attribution 
to their portfolios, mostly because the widely-used performance-only-based 
views provide investors no understanding of their wealth’s vulnerability to 
volatility fluctuations. 
It is also evident that risk management (other than estimating a standard 
deviation) is perceived as a ‘nice-to-have’ feature and not a necessity for the 
portfolio management cycle. 
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The ability to implement a multi-faceted portfolio risk analysis will not only 
enhance a client’s propensity and comfort to join an investment advisory 
scheme but will also strengthen the portfolio managers’ effort to establish a 
competitive footprint for attracting a wider client base. 
 
Such an approach will also reduce the managers’ anxiety of having their 
offering being ‘commoditised’ and their (most often unproductive) agony to 
seek the next trendy product that may put place them in the ‘buzz zone’. 
 
Managers should build an offering that is not tied up to the last return data 
point, but which transparently incorporates the investment process followed 
and the risks they undertake to achieve such a return. 
This way clients would also differentiate the managers’ short-term luck from 
their longer-term investment skill. 
 
The aim of innovative investment technology is to enable clients to be 
consistently better informed about the sources of their wealth risks and 
opportunities, and hence less surprised should adverse market conditions 
prove unfavourable for their asset allocation strategy. 
 
Strengthening Client Loyalty 
 
Technology should not confine itself to portfolio performance reporting in 
absolute terms but in risk-adjusted ones too, so that clients can see the path 
that their manager chose to reach an agreed performance target.  
This way, one could readily decide with a data-driven confidence whether the 
portfolio risks should be adjusted to the prevailing market conditions. 
 
Successful professional portfolio management should be based mostly on the 
management of market risks, and not of returns.  
Clients’ loyalty to investment advisors who may not abide to such an approach 
may be tested in the next meaningful market drawdown. 
 
 

 
FINVENT Software Solutions is a provider of financial software applications 
and custom software engineering services. Its award-winning KlarityRisk 
platform specializes in investment risk analytics, risk attribution and stress-
testing reporting, multi-level risk limits management and fixed income 
performance attribution reporting, and it is offered to Private Wealth 
institutions, Asset Managers, Hedge Fund Managers and Family Offices.  


