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Many hands make light work… 
 

"A good portfolio is more than a long list of good stocks and bonds. It is a balanced whole, providing the investor 

with protections and opportunities with respect to a wide range of contingencies." 

Harry Markowitz 

 

“Diversification is protection against ignorance. It makes little sense if you know what you are doing." 

Warren Buffett 

 

Most private client investors will be familiar with the concept of diversification, the nearest thing in investing to a 

free lunch. Harry Markowitz developed the idea in his paper “Portfolio Selection” in 1952 which became the 

foundation of Modern Portfolio Theory (‘MPT’). The essence of the concept is that the price of different assets 

behave differently in response to changing market conditions; that is to say, they are not perfectly correlated. On 

average, in a portfolio of diverse assets, the rise and fall in the price of the differing assets will tend to smooth the 

performance of the portfolio as a whole. As a result the investor can experience less volatility whilst achieving 

equivalent returns – the free lunch. Despite limitations in the theory, it remains an essential component of many 

approaches to building portfolios. 

 

In this article, we mix our metaphors and consider whether the same ideas can be applied to selecting investment 

managers; can the many hands of more than one manager enhance performance through further diversification; or 

as indicated by Warren Buffett, will the broth be spoilt? 

 

Getting in the mix 

Is there any benefit from engaging more than one discretionary manager, and if so, how many should be appointed 

to achieve the maximum benefit? To examine this question, three approaches are considered to building aggregate 

portfolios based on the performance of the discretionary managers in the ARC Private Client Indices Sterling Steady 

Growth risk universe. For simplicity, it is assumed that monies are split equally across managers and there are no 

additional overhead costs.  

 

The chart, left, shows the five year 

Sterling PCI universe to September 2018 

with Steady Growth manager outcomes 

shown in blue and the median result 

shown in white. The outcomes for other 

risk categories are shown in grey. 

 

The Sterling Steady Growth universe 

includes more than 50 discretionary 

managers and is comprised from over 

60,000 portfolios with a risk relative to 

world equities of between 60% and 80%. 
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Many hands make light work… 
 

Random Rupert 

Rupert believes that it is not possible systematically to pick out-performing managers and that, over the long term, 

managers will deliver similar outcomes, so he selects his managers at random. 

 

Zooming in on the Steady Growth 

manager outcomes (the blue dots), the 

chart shows the typical risk and return 

when randomly selecting a given number 

of managers 

 

The results show how adding managers 

diversifies risk, with risk falling by c.5% 

when all managers are included 

compared to the median. Much of the 

benefit is derived from selecting a small 

number of managers with around two 

thirds of the benefit achieved with four 

managers in the portfolio. 

 

Sensible Susan 

Susan believes that it should be possible to improve outcomes by taking advantage of the diversification benefit, so 

instead of simply picking managers at random, she selects managers that have different investment styles to one 

another.  

 

By selecting managers with different 

styles and uncorrelated returns, it would 

have been possible to reduce risk by 

c.17% compared to the median outcome. 

The maximum reduction in risk was 

achieved with ten managers included in 

the portfolio. 

 

However, even with only four managers 

included, it was possible to improve on 

the ‘naïve’ risk benefit of the random 

approach of c.3% by a further 9 

percentage points to c.12%. 
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Many hands make light work… 
 

Skilful Steve   
Steve has the gift of perfect foresight, and was able to select the most skilful managers with the highest possible risk 

adjusted return when combining managers in equal weights. As such, the purple dot shows the upper limit on what 

is possible from adopting a diversified approach. 

 

The best result for a portfolio of four 

managers has lower risk than the random 

approach and improved returns of c.1.5 

percentage points per annum compared 

to the diversified approach resulting in 

risk-adjusted performance that exceeds 

any individual manager outcome in the 

Steady Growth universe. 

 

Overall, the results show that by applying 

skill in selecting managers and actively 

seeking to benefit from the risk reduction 

arising from diversification that it is 

possible to achieve the free lunch. 

 

Conclusions 

In this article, we have considered whether there are benefits to employing more than one discretionary manager, so 

which of the metaphors is right, do too many cooks spoil the broth or do many hands make light work? 

 Without employing any skill, simply selecting managers at random, it was possible to obtain a ‘naïve’ risk 

reduction of c.3% when selecting four managers compared to a single manager. 

 Selecting managers with differing investment styles shows the risk reduction increasing to c.12% when 

selecting four managers, with a similar expected return to the median manager. 

 With skill and perhaps some luck, it is possible to achieve the free lunch, with the optimal selection of 

managers achieving both lower risk and superior risk-adjusted returns compared to that available from the 

median manager and from a combination of all managers in the PCI universe.  

 So prima facie, the adage ‘many hands make light work’ would seem to carry the day. However, in practice, 

the assumption of no additional fees is not realistic. Given the tiered nature of fee schedules and additional 

administration costs, might these ‘spoil the broth’? With the potential to enhance returns by c.1.5 percentage 

points per annum, the analysis indicates that with manager selection skill, and some luck, blending managers is 

a sensible strategy. 
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