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According to Brinson, Hood, and Beebower (1986: 40) and Brinson, Singer, and
Beebower (1991), the investment policy identifies the long-term asset allocation
plan (including asset classes and normal weights) selected to control the overall
risk and meet fund objectives. Thus, the policy identifies the entire plan’s normal
portfolio and it is a specification of the investor’s objectives, constraints and

requirements, including identification of the normal asset allocation mix.

Active asset allocation, in contrast to investment policy, is seen as the process of
managing asset class weights relative to the normal weights over time. The
distinction is material to understanding the importance of asset allocation
(investment policy) relative to active management (market timing and security
selection). Whether active asset allocation involves anticipating price moves
(market timing) or reacting to market disequilibria (fundamental analysis), it
results in the under or over-weighting of asset classes relative to the normal
weights identified by investment policy. The aim is to enhance the return and/or
reduce the risk of the portfolio relative to its policy benchmark (Brinson, Singer,
& Beebower, 1991: 40).

2.2.1.2 Framework for Analysis

In order to delineate responsibility and measure contribution to performance,
Brinson, Hood, and Beebower (1986) developed a framework that can be used to
decompose total portfolio returns. Table 2.1 illustrates the framework used to

analyse the portfolio returns.

- Quadrant I represents the return from asset allocation, or investment
policy return. Here the fund’s benchmark return for the period would be
placed, as determined by its long-term asset allocation policy. The fund’s
benchmark return is a consequence of the asset allocation policy adopted

by the investor. To calculate the asset allocation policy benchmark return,
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