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Risk – A new paradigm

� All investors have lost more than expected and more  often than expected

� Some of the risks that were overlooked in 2008 forc ed bad investment decisions
– Back to basics: need to fully understand the liabil ity requirements

� What is a good measure of risk?
– Standard deviation, Sharpe Ratio, information ratio  only give partial information– Standard deviation, Sharpe Ratio, information ratio  only give partial information

� Investors are actively taking risk to make up for 2 008 losses, while 
simultaneously looking to de-risk their portfolios

1



We do not measure risk properly: Standard deviation  is not a 
good reflection of downside risk

Fatter left tail in International Equity leads to g reater likelihood of losses
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Source: J.P. Morgan Asset Management. For illustrative purposes only. Based on 15 years of monthly data to September 2009.
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Developing risk understanding specific to each inve stor

Corporate pension fund Public pension fund Endowment

Standard deviation: 8.20% Standard deviation: 9.10% Standard deviation: 9.25%

Assessing downside risk (asset only)

Risk measured with normal tools $0.17bn $0.18bn $0.16bn

Eq.
46%F.I.

43%

Alt.
11%

Eq.
52%F.I.

34%

Alt.
14% Eq., 

39%

F.I., 
17%

Alt., 
44%
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Risk measured with non-normal tools $0.23bn $0.26bn $0.30bn

Impact of non-normality +39% +46% +90%

Focusing on basic and specific risks Balancing objectiv es 
of plan & sponsor

Public budget deficit Balancing need for return 
and liquidity

Quantifying those risks: Downside contribution: $1.5bn Probability of a liquidity crisis: 5%

Expected contribution: $0.3bn

Expected pension expense: $0.1bn

Source: J.P. Morgan Asset Management. For illustrative purposes only. See page 5  for more detail



Combining de-risking and re-risking… 

Corporate pension fund Public pension fund Endowment/ foundation

40 42

11 14
3 2

32 30

14 21

2 1

15 15

44 46

2 2

Alternatives

Equities

Fixed Income

Cash
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� Re-risking through 
diversification

46 42

2009 Actual Strategic 2-3 
years

52 48

2009 Actual Strategic 2-3 
years

� Combination of 
de-risking and dynamic 
re-risking

� Re-risking through 
diversification

� Liquidity management

39 37

2009 Actual Strategic 2-3 
years

Source: J.P. Morgan Asset Management. For illustrative purposes only. See page 5 for more detail 



Footnote of page 3 and 4

Source: JPMAM, asset allocations of pages 3 and 4 are from "Market Pulse: alternative assets survey" April 2010, J.P.Morgan Asset Management

Downside risk measured through CVaR95: Average of worst 5% real losses/(gains) accumulated over a 10year period

Non-normal tools adjust for serial correlation, non-normal distributions and convergence of correlations

Corporate pension fund assumptions: Assets: $1bn, funding status of 80%, service cost of 2%, discount rate of 6%

Public pension fund assumptions: Assets: $1bn
Endowment assumptions: Assets: $1bn. Alternative allocation: 17.6% to hedge funds, 11.6% to private equity,  8.5% to real estate, rest in 

commodities and infrastructure

Downside contribution is the contribution CVaR95 (the average of the largest 5% contributions, discounted with the discount rate over a 10yr period)
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Downside contribution is the contribution CVaR95 (the average of the largest 5% contributions, discounted with the discount rate over a 10yr period)
Expected contribution is the present value of the median accumulated contribution over a 10yr period
Expected pension expense is the present value of the median accumulated pension expense over a 10yr period

Probability of a liquidity crisis : Probability for the liquid assets (cash + Treasury) to be less than the payout ratio across the 10.000 simulations 
over the 10yr horizon



J.P. Morgan Asset Management

This document is intended solely to report on various investment views held by J.P. Morgan Asset Management. Opinions, estimates, forecasts, and statements of financial market trends that are based on current market conditions constitute our 
judgment and are subject to change without notice. We believe the information provided here is reliable but should not be assumed to be accurate or complete. The views and strategies described may not be suitable for all investors. References to 
specific securities, asset classes and financial markets are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations. Indices do not include fees or operating expenses and are not available for 
actual investment. The information contained herein employs proprietary projections of expected returns as well as estimates of their future volatility. The relative relationships and forecasts contained herein are based upon proprietary research and 
are developed through analysis of historical data and capital markets theory. These estimates have certain inherent limitations, and unlike an actual performance record, they do not reflect actual trading, liquidity constraints, fees or other costs. 
References to future net returns are not promises or even estimates of actual returns a client portfolio may achieve. The forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice or interpreted as a 
recommendation.

The value of investments and the income from them may fluctuate and your investment is not guaranteed. Past performance is no guarantee of future results. Please note current performance may be higher or lower than the performance data 
shown. Please note that investments in foreign markets are subject to special currency, political, and economic risks. Exchange rates may cause the value of underlying overseas investments to go down or up. Investments in emerging markets may 
be more volatile than other markets and the risk to your capital is therefore greater. Also, the economic and political situations may be more volatile than in established economies and these may adversely influence the value of investments made. 

Performance results are gross of investment management fees. The deduction of an advisory fee reduces an investor’s return. Actual account performance will vary depending on individual portfolio security selection and the applicable fee schedule. 
Fees are available upon request.

The following is an example of the effect of compounded advisory fees over a period of time on the value of a client’s portfolio: A portfolio with a beginning value of $100 million, gaining an annual return of 10% per annum would grow to $259 million 
after 10 years, assuming no fees have been paid out. Conversely, a portfolio with a beginning value of $100 million, gaining an annual return of 10% per annum, but paying a fee of 1% per annum, would only grow to $235 million after 10 years. The 
annualized returns over the 10 year time period are 10.00% (gross of fees) and 8.91% (net of fees). If the fee in the above example was 0.25% per annum, the portfolio would grow to $253 million after 10 years and return 9.73% net of fees. The 
fees were calculated on a monthly basis, which shows the maximum effect of compounding.

Illustration showing impact of investment management fees: An investment of USD $1,000,000 under the management of JPMFAM achieves a 10% compounded gross annual return for 10 years. If a management fee of 0.75% of average assets 
under management were charged per year for the 10-year period, the annual return would be 9.25% and the value of assets would be USD $2,422,225 net of fees, compared with USD $2,593,742 gross of fees. Therefore, the investment 
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under management were charged per year for the 10-year period, the annual return would be 9.25% and the value of assets would be USD $2,422,225 net of fees, compared with USD $2,593,742 gross of fees. Therefore, the investment 
management fee, and any other expenses incurred in the management of the portfolio, will reduce the client’s return. 

The securities mentioned throughout the presentation are shown for illustrative purposes only and should not be interpreted as recommendations to buy or sell. A full list of firm recommendations for the past year are available upon request. 

J.P. Morgan Asset Management is the marketing name for the asset management businesses of JPMorgan Chase & Co and its affiliates worldwide.

Copyright  2010 JPMorgan Chase & Co.


