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Performance Evaluation of Portfolio Management

Services

Understanding PMS Performance Metrics

Absolute Returns vs. Relative Returns: Absolute returns measure the total return on an

investment over a specific period, disregarding the market environment. In contrast, relative

returns compare the performance of investments against a benchmark or an index, providing

insight into how the PMS performed in the context of the broader market.

Risk-Adjusted Returns: This metric is crucial for understanding the returns of a PMS relative

to the risk taken. Metrics like the Sharpe ratio, which measures the excess return per unit of

risk, can offer insights into how effectively the portfolio manager is utilizing the risk budget to

generate returns.

Benchmark Comparison: Comparing the PMS performance against a relevant benchmark is

essential for evaluating its success. The choice of benchmark should align with the investment

strategy and asset allocation of the PMS to ensure a fair comparison.

Consistency of Performance: Evaluating the consistency of returns over different market

cycles can offer insights into the portfolio manager's skill in navigating market volatility and

generating steady returns.

 

Factors Influencing PMS Performance

Portfolio Manager's Expertise: The skill and experience of the portfolio manager play a

pivotal role in the PMS's performance. Their ability to make informed investment decisions,

adapt to changing market conditions, and manage risks effectively is crucial.

Investment Strategy: The underlying investment strategy of the PMS, whether it focuses on

value investing, growth investing, or a blend of styles, significantly impacts its performance.

The alignment of the strategy with market conditions and economic cycles is key.

Cost Structure: The fees associated with PMS, including management fees and

performance-based fees, can impact net returns. Evaluating the cost-benefit ratio of these

fees is essential for understanding the net value added by the PMS.

Market Conditions: External factors, such as market volatility, economic cycles, and

regulatory changes, can influence PMS performance. While these factors are beyond the
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control of the portfolio manager, their ability to anticipate and respond to these conditions is a

testament to their expertise.

 

Evaluating PMS Performance: A Step-by-Step Approach

1. Set Clear Objectives: Before evaluating performance, investors should have a clear

understanding of their investment objectives, risk tolerance, and expected returns. This

clarity will serve as a benchmark for assessing the PMS's effectiveness.

2. Review Performance Reports: Regularly review detailed performance reports provided

by the PMS, focusing on absolute and relative returns, portfolio composition, and

transaction history.

3. Analyze Risk-Adjusted Returns: Utilize metrics like the Sharpe ratio to understand the

returns generated per unit of risk. A higher ratio indicates more efficient risk

management.

4. Compare Against Benchmarks: Evaluate the PMS's performance against relevant

benchmarks and peers to gauge its competitiveness and success in achieving its

investment strategy.

5. Assess Portfolio Manager's Decisions: Review the portfolio manager's investment

decisions, including asset selection, allocation, and timing, to understand their impact on

performance.

6. Consider the Impact of Fees: Calculate the net returns after accounting for all fees

associated with the PMS to assess the true value it adds to your investment portfolio.

7. Look for Consistency: Analyze performance across different time periods and market

conditions to evaluate the consistency and reliability of returns.

Questions to Ask Your Portfolio Manager

How do you adapt the investment strategy in response to market changes?

Can you explain the rationale behind the asset allocation in my portfolio?

How do you assess and manage risk in the portfolio?

What measures do you take to ensure performance is aligned with my investment

objectives?


