
For over a decade, Andrew Harmstone, Head of Global Balanced Risk Control (GBaR) 
strategies, has managed risk-controlled portfolios. In a recent conversation, Andrew 
explained how GBaR is different from other multi-asset managers.

Congratulations on 10 years of managing 
risk-controlled portfolios. But you’ve been 
managing money for much longer than 
that, right?

Yes, that’s right. I’ve been the lead manager of the GBaR strategy for the last  
10 years, but have over 30 years of experience in managing multi-asset portfolios. 
I’ve managed through roaring bull markets, through stable markets and through 
downturns. My team and I have learned a lot over the years, yet we are always 
open to fresh thinking.

So many things make us different. A key differentiator for our strategy is that risk 
is our starting point, not an afterthought. Our risk exposures are intentional and 
controlled. We like to say that we employ an academically rigorous investment 
approach in a real world setting. I truly believe that we are both book smart and 
market smart. 

Everything we do is grounded in portfolio theory with enhanced application  
of efficient frontier analysis. But we combine that with a fundamentally flexible 
investment approach, quantitative implementation tools and, importantly, human 
judgment. I have tried to create an environment that encourages independent 
thinking and healthy debate. Over time, this has allowed us to attract and  
retain top talent.

We believe taking risk should be intentional and well rewarded, and that this is 
the best way to achieve the optimal return for the risk taken.

In the simplest terms, we do this by determining the overall asset class mix of 
equities, fixed income, commodity-linked and cash, three major assets classes that 
are essential for portfolio diversification. By dynamically adjusting our exposure to 
each, we can flexibly shift our asset allocation in anticipation of changing market 
conditions. Additionally, we simultaneously control the amount of risk we take 
within a range, with an overall goal of maintaining a stable risk profile.

We first determine a volatility target for every portfolio we manage, and then 
constantly manage to that target. This means we are always trying to anticipate events 
that might be a source of market volatility. We then dynamically adjust the portfolio’s 
broad asset mix to meet our volatility target. Typically, this means increasing our 
exposure to equities in calm markets and reducing equities if we anticipate future 
volatility. The aim is to mitigate downside risk through defensive positioning.

What makes you different from other 
multi-asset managers in the industry? 

You are known as the ‘risk control’ team. 
Talk about what that means.

Exactly how do you maintain volatility 
within a specified range? 

Dynamic allocation 
Controlled risk
Sustainable approach



2 MORGAN STANLEY INVESTMENT MANAGEMENT  |  SOLUTIONS & MULTI-ASSET

DISPLAY 1
Equity exposure adjusted as we anticipate changes in volatility
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Source: GBaR representative portfolio, MSIM, DataStream, 31 May 2019. Subject to change daily. Provided for informational purposes only and should not 
be deemed as a recommendation to buy or sell securities in the asset class shown above. Each portfolio may differ due to specific investment restrictions 
and guidelines. Accordingly, individuals results may vary.

In the second half of 2018, there was an escalation in trade tensions and we 
anticipated that this could have an impact on global growth, which was indicated 
among other things by an initial softening in business fixed investment. By 
September we had also identified that equity market divergence in performance 
between the US vs the Rest of the World was approaching excessive levels. The 
US’s outperformance was driven partly by the market’s view of the US as a safe 
haven and insulated from the trade tensions. In anticipation of a market correction, 
we decreased our equity allocation to reduce overall risk in our portfolios. This 
allowed us to protect our portfolios during the subsequent October market 
correction (Display 1).

We have learnt a lot in the last 10 years, but nothing has compelled us to change 
our fundamental process and strategy. However, we are always looking at ways 
to enhance our current capabilities, our ability to access areas of outperformance, 
continue to innovate and be ahead of the curve.

For instance, we recognise the importance of incorporating environmental, social 
and governance (ESG) factors when considering investments and we launched our 
first ESG fund three years ago. Nowadays more and more managers speak about 
ESG, but since we started considering these factors earlier, we believe it gives us 
a competitive advantage. We continue to research and develop capabilities in this 
evolving area. 

Going forward, we plan to develop new solutions as client needs evolve. I love the 
academic rigour of this business, and the challenge of making investment decisions 
in a world that changes literally every day. Quite frankly, I can’t imagine doing 
anything else!

Give us an example of a “risk event”  
that caused you to adjust the  
portfolio’s allocation. 

Has your investment process changed  
over the past 10 years? 

What do you have in store for the next 
10 years? 
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About the Portfolio Manager

ANDREW 
HARMSTONE
Managing Director

 Andrew Harmstone is a senior portfolio manager in the Global Multi-Asset team and heads the  
Global Balanced Risk Control (GBaR) strategy. He joined Morgan Stanley Investment Management in  
2008 and has 38 years of industry experience. Andrew developed his asset allocation experience in the 
early stages of his career, during his years working at JP Morgan Investment Management (1986–1997). 
During this period, he also honed his skills using derivatives in an asset allocation context and was 
appointed a consultant to the Presidential Task Force on Market Mechanisms investigating the 1987  
Market Break. Andrew subsequently spent time with Bear Stearns and Lehman Brothers, heading  
European Quantitative and Derivatives research, being voted 1st place in the 2004 Institutional Investor 
Survey for European Derivatives Research. Andrew received an M.A. in Business Economics from the 
University of Pennsylvania, and a B.A. (Honors) in Economics from the University of Wisconsin.

Risk Considerations 
There is no assurance that the strategy will achieve its investment objective. Portfolios are subject to market risk, which is the 
possibility that the market values of securities owned by the portfolio will decline and that the value of portfolio shares may 
therefore be less than what you paid for them. Accordingly, you can lose money investing in this portfolio. Please be aware 
that this strategy may be subject to certain additional risks. There is the risk that the Adviser’s asset allocation methodology 
and assumptions regarding the Underlying Portfolios may be incorrect in light of actual market conditions and the portfolio 
may not achieve its investment objective. Share prices also tend to be volatile and there is a significant possibility of loss. The 
portfolio’s investments in commodity-linked notes involve substantial risks, including risk of loss of a significant portion of 
their principal value. In addition to commodity risk, they may be subject to additional special risks, such as risk of loss of interest 
and principal, lack of secondary market and risk of greater volatility, that do not affect traditional equity and debt securities. 
Currency fluctuations could erase investment gains or add to investment losses. Fixed-income securities are subject to the 
ability of an issuer to make timely principal and interest payments (credit risk), changes in interest rates (interest-rate risk), the 
creditworthiness of the issuer and general market liquidity (market risk). In a rising interest-rate environment, bond prices may fall. 
In general, equities securities’ values also fluctuate in response to activities specific to a company. Investments in foreign markets 
entail special risks such as currency, political, economic, and market risks. Stocks of small-capitalisation companies carry special 
risks, such as limited product lines, markets and financial resources, and greater market volatility than securities of larger, more 
established companies. The risks of investing in emerging market countries are greater than risks associated with investments in 
foreign developed markets. Exchange traded funds (ETFs) shares have many of the same risks as direct investments in common 
stocks or bonds and their market value will fluctuate as the value of the underlying index does. By investing in exchange traded 
funds ETFs and other Investment Funds, the portfolio absorbs both its own expenses and those of the ETFs and Investment 
Funds it invests in. Supply and demand for ETFs and Investment Funds may not be correlated to that of the underlying securities. 
Derivative instruments can be illiquid, may disproportionately increase losses and may have a potentially large negative impact 
on the portfolio’s performance. The use of leverage may increase volatility in the Portfolio. Diversification does not protect you 
against a loss in a particular market; however, it allows you to spread that risk across various asset classes.

DISCLOSURES 
The views and opinions are those of the author as of the date of publication 
and are subject to change at any time due to market or economic conditions 
and may not necessarily come to pass. Furthermore, the views will not be 
updated or otherwise revised to reflect information that subsequently 
becomes available or circumstances existing, or changes occurring, after the 
date of publication. The views expressed do not reflect the opinions of all 
portfolio managers at Morgan Stanley Investment Management (MSIM) or 
the views of the firm as a whole, and may not be reflected in all the strategies 
and products that the Firm offers. 
Forecasts and/or estimates provided herein are subject to change and may 
not actually come to pass. Information regarding expected market returns 
and market outlooks is based on the research, analysis and opinions of the 
authors. These conclusions are speculative in nature, may not come to pass 
and are not intended to predict the future performance of any specific 
Morgan Stanley Investment Management product. 
Except as otherwise indicated, the views and opinions expressed herein are 
those of the portfolio management team, are based on matters as they exist 
as of the date of preparation and not as of any future date, and will not be 
updated or otherwise revised to reflect information that subsequently becomes 
available or circumstances existing, or changes occurring, after the date hereof. 
Certain information herein is based on data obtained from third party sources 
believed to be reliable. However, we have not verified this information, and 
we make no representations whatsoever as to its accuracy or completeness. 

The information herein is a general communications which is not impartial 
and has been prepared solely for information and educational purposes 
and does not constitute an offer or a recommendation to buy or sell any 
particular security or to adopt any specific investment strategy. The material 
contained herein has not been based on a consideration of any individual client 
circumstances and is not investment advice, nor should it be construed in 
any way as tax, accounting, legal or regulatory advice. To that end, investors 
should seek independent legal and financial advice, including advice as to 
tax consequences, before making any investment decision. 
Past performance is no guarantee of future results. Charts and graphs 
provided herein are for illustrative purposes only. 
This communication is not a product of Morgan Stanley’s Research Department 
and should not be regarded as a research recommendation. The information 
contained herein has not been prepared in accordance with legal requirements 
designed to promote the independence of investment research and is 
not subject to any prohibition on dealing ahead of the dissemination of 
investment research. 
This commentary is only intended for, and will be only distributed to, 
persons resident in jurisdictions where distribution or availability would 
not be contrary to local laws or regulations. 
There is no guarantee that any investment strategy will work under all 
market conditions, and each investor should evaluate their ability to invest 
for the long-term, especially during periods of downturn in the market. 
Prior to investing, investors should carefully review the product’s relevant 



A4
© 2019 Morgan Stanley. Morgan Stanley Distribution, Inc.� CRC 2606981  Exp. 06/30/2020  9613704_CH_0819

offering document. There are important differences in how the strategy is 
carried out in each of the investment vehicles.

DISTRIBUTION
This communication is only intended for and will only be distributed to 
persons resident in jurisdictions where such distribution or availability 
would not be contrary to local laws or regulations.
Ireland: Morgan Stanley Investment Management (Ireland) Limited. Registered 
Office: The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, Ireland. 
Registered in Ireland under company number 616662. Regulated by the 
Central Bank of Ireland. United Kingdom: Morgan Stanley Investment 
Management Limited is authorised and regulated by the Financial Conduct
Authority. Registered in England. Registered No. 1981121. Registered Office: 
25 Cabot Square, Canary Wharf, London E14 4QA, authorised and regulated 
by the Financial Conduct Authority. Dubai: Morgan Stanley Investment 
Management Limited (Representative Office, Unit Precinct 3-7th Floor- Unit 
701 and 702, Level 7, Gate Precinct Building 3, Dubai International Financial 
Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709 7158). 
Germany: Morgan Stanley Investment Management Limited Niederlassung 
Deutschland, Grosse Gallusstrasse 18, 60312 Frankfurt am Main, Germany 
Italy: Morgan Stanley Investment Management Limited, Milan Branch 
(Sede Secondaria di Milano) is a branch of Morgan Stanley Investment 
Management Limited, a company registered in the UK, authorised and 
regulated by the Financial Conduct Authority (FCA), and whose registered 
office is at 25 Cabot Square, Canary Wharf, London, E14 4QA. Morgan Stanley 
Investment Management Limited Milan Branch (Sede Secondaria di Milano) 
with seat in Palazzo Serbelloni Corso Venezia, 16 20121 Milano, Italy, is 
registered in Italy with company number and VAT number 08829360968. The 
Netherlands: Morgan Stanley Investment Management, Rembrandt Tower, 
11th Floor Amstelplein 1 1096HA, Netherlands. Telephone: 31 2-0462-1300. 
Morgan Stanley Investment Management is a branch office of Morgan Stanley 
Investment Management Limited. Morgan Stanley Investment Management 
Limited is authorised and regulated by the Financial Conduct Authority in 
the United Kingdom. Switzerland: Morgan Stanley & Co. International plc, 
London, Zurich BranchI Authorised and regulated by the
Eidgenössische Finanzmarktaufsicht (“FINMA”). Registered with the Register 
of Commerce Zurich CHE-115.415.770. Registered Office: Beethovenstrasse 
33, 8002 Zurich, Switzerland, Telephone: +41 (0) 44 588 1000. Facsimile 
Fax: +41 (0) 44 588 1074.
Hong Kong: This document has been issued by Morgan Stanley Asia Limited for 
use in Hong Kong and shall only be made available to “professional investors” 
as defined under the Securities and Futures Ordinance of Hong Kong (Cap 
571). The contents of this document have not been reviewed nor approved 
by any regulatory authority including the Securities and Futures Commission 
in Hong Kong. Accordingly, save where an exemption is available under the 
relevant law, this document shall not be issued, circulated, distributed, 
directed at, or made available to, the public in Hong Kong. Singapore: This 
document should not be considered to be the subject of an invitation for 
subscription or purchase, whether directly or indirectly, to the public or any 
member of the public in Singapore other than (i) to an institutional investor 
under section 304 of the Securities and Futures Act, Chapter 289 of Singapore 
(“SFA”), (ii) to a “relevant person” (which includes an accredited investor) 
pursuant to section 305 of the SFA, and such distribution is in accordance 
with the conditions specified in section 305 of the SFA; or (iii) otherwise 
pursuant to, and in accordance with the conditions of, any other applicable 
provision of the SFA. This material has not been reviewed by the Monetary 
Authority of Singapore. Australia: This publication is disseminated in Australia 
by Morgan Stanley Investment Management (Australia) Pty Limited ACN: 
122040037, AFSL No. 314182, which accepts responsibility for its contents. 
This publication, and any access to it, is intended only for “wholesale clients” 
within the meaning of the Australian Corporations Act. 
Taiwan: This material is provided for information purposes only and does not 
constitute a solicitation where such a solicitation is unlawful. The products 
mentioned herein this material may or may not have been registered with 
the Securities and Futures Bureau of the Financial Supervisory Commission 
in Taiwan, Republic of China (“ROC”) pursuant to relevant securities laws 
and regulations. Such products may only be made available in the ROC if 
they are (a) registered for public sale in the ROC or (b) availed on a private 
placement basis to specified financial institutions and other entities and 
individuals meeting specific criteria pursuant to the private placement 
provisions of the ROC Rules Governing Offshore Funds.

Korea: This material is not, and under no circumstances is to be construed 
as an offering of securities in Korea. No representation is being made with 
respect to the eligibility of any recipients of this material under the laws of 
Korea, including but without limitation, the Foreign Exchange Transaction 
Law and Regulations thereunder. The Fund’s mentioned herein this material 
may or may not have been registered with the Financial Services Commission 
of Korea under the Financial Investment Services and Capital Markets Act 
and may not be offered directly or indirectly, in Korea or to any resident of 
Korea except pursuant to applicable laws and regulations of Korea.
Japan: For professional investors, this document is circulated or distributed for 
informational purposes only. For those who are not professional investors, this 
document is provided in relation to Morgan Stanley Investment Management 
(Japan) Co., Ltd. (“MSIMJ”)’s business with respect to discretionary investment 
management agreements (“IMA”) and investment advisory agreements 
(“IAA”). This is not for the purpose of a recommendation or solicitation of 
transactions or offers any particular financial instruments. Under an IMA, 
with respect to management of assets of a client, the client prescribes 
basic management policies in advance and commissions MSIMJ to make all 
investment decisions based on an analysis of the value, etc. of the securities, 
and MSIMJ accepts such commission. The client shall delegate to MSIMJ the 
authorities necessary for making investment. MSIMJ exercises the delegated 
authorities based on investment decisions of MSIMJ, and the client shall not 
make individual instructions. All investment profits and losses belong to the 
clients; principal is not guaranteed. Please consider the investment objectives 
and nature of risks before investing. As an investment advisory fee for an IAA 
or an IMA, the amount of assets subject to the contract multiplied by a certain 
rate (the upper limit is 2.16% per annum (including tax)) shall be incurred in 
proportion to the contract period. For some strategies, a contingency fee may 
be incurred in addition to the fee mentioned above. Indirect charges also may 
be incurred, such as brokerage commissions for incorporated securities. Since 
these charges and expenses are different depending on a contract and other 
factors, MSIMJ cannot present the rates, upper limits, etc. in advance. All clients 
should read the Documents Provided Prior to the Conclusion of a Contract 
carefully before executing an agreement. This document is disseminated in 
Japan by MSIMJ, Registered No. 410 (Director of Kanto Local Finance Bureau 
(Financial Instruments Firms)), Membership: the Japan Securities Dealers 
Association The Investment Trusts Association, Japan, the Japan Investment 
Advisers Association and the Type II Financial Instruments Firms Association.

IMPORTANT INFORMATION
EMEA: This marketing communication has been issued by Morgan Stanley 
Investment Management Limited (“MSIM”). Authorised and regulated 
by the Financial Conduct Authority. Registered in England No. 1981121. 
Registered Office: 25 Cabot Square, Canary Wharf, London E14 4QA. 
The information contained in this communication is not a research 
recommendation or ‘investment research’ and is classified as a ‘Marketing 
Communication’ in accordance with the applicable European regulation or 
Swiss regulation. This means that this marketing communication (a) has not 
been prepared in accordance with legal requirements designed to
promote the independence of investment research (b) is not subject to any 
prohibition on dealing ahead of the dissemination of investment research. 
MSIM Ireland has not authorised financial intermediaries to use and to distribute 
this document, unless such use and distribution is made in accordance with 
applicable law and regulation. MSIM Ireland shall not be liable for, and accepts 
no liability for, the use or misuse of this document by any such financial 
intermediary. If you are a distributor of the Morgan Stanley Investment 
Funds, some or all of the funds or shares in individual funds may be available 
for distribution. Please refer to your sub-distribution agreement for these 
details before forwarding fund information to your clients. 
The whole or any part of this work may not be reproduced, copied or 
transmitted or any of its contents disclosed to third parties without MSIM 
Ireland’s express written consent. All information contained herein is 
proprietary and is protected under copyright law. 
Morgan Stanley Investment Management is the asset management division 
of Morgan Stanley.
This document may be translated into other languages. Where such a 
translation is made this English version remains definitive. If there are any 
discrepancies between the English version and any version of this document 
in another language, the English version shall prevail.

Explore our site at  
www.morganstanley.com/im

www.morganstanley.com/im

