The way of the warrior
A fund’s benchmark is the
ultimate guide to
understanding how its
manager is doing.
Picking the right one is half
the battle won.

The last Samurai warrior walked this earth more than a century ago, but
the legend lives on in everything from Darth Vader’s armour to cowboy
movies to business management styles. While the Samurai are known for
their military prowess, their mystique is rooted in “bushido,” the
disciplined code of conduct that demanded fierce loyalty, honour,
spiritual devotion and the ability to focus deeply.
We bring this up because fund managers have a code of conduct as well.
It’s called the benchmark—the standard against which their investment
prowess is measured. The right benchmark index should help investors
understand an active manager’s skill, what he or she uniquely brings to
the fund’s performance.
So, how can one know what constitutes a good benchmark? One rule of
thumb is that it needs to pass what practitioners call the “SAMURAI” test:
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Specified in advance
The benchmark’s rules have been established prior to the start of the manager evaluation period; in other
words, the index is not cherry-picked or manipulated to improve relative results.

Appropriate
The benchmark is consistent with the manager’s investment style or area of expertise. The performance of
a Australian large-cap fund should be measured against an Australian large cap index, not a global large-cap
or Australian small-cap one.

Measurable
The benchmark’s return is readily calculable on a reasonably frequent basis, meaning that the index’s individual
constituents can be priced. This is key for exposures to smaller, harder-to-trade markets like frontier markets or
certain types of bonds.

Unambiguous
The benchmark’s rules and constituent securities should be transparent and clearly defined.

Reflecting a manager’s full investable opportunity set
In order to understand how much skill a manager brings to a fund’s performance, the benchmark needs to
include its whole potential investment universe.

Accountable
The manager views the benchmark as a world of acceptable investments and can explain deviations from it.

Investable
It is possible for the manager to seek to replicate the benchmark’s returns. (That would disqualify Bhutan’s
Gross National Happiness Index, for example.)

Indexing rules
If these attributes sound familiar, it’s because the SAMURAI can be applied to indexed products such as
exchange-traded funds (ETFs). A well-constructed ETF rests on a well-constructed, rules-based benchmark,
one that generates performance that’s measurable, specific and transparent. And as with an actively managed
fund, it also relies on a manager with the expertise and resources to track index performance efficiently and
consistently for investors.
In other words, an index fund not only needs to deliver what it says on the label, it needs the best label to get
the job done. That’s good manager conduct—the investment warrior way.
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Want to know more?
blackrock.com/au/ishares   

iShares.Australia@blackrock.com   

1300 474 273

IMPORTANT INFORMATION
Issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975, AFSL 230 523 (BIMAL) for the exclusive use of the recipient.
This material is not a financial product recommendation or an offer or solicitation with respect to the purchase or sale of any financial product in any jurisdiction. The material
provides general information only and does not take into account your individual objectives, financial situation, needs or circumstances. Before making any investment decision,
you should assess whether the material is appropriate for you and obtain financial advice tailored to you having regard to your individual objectives, financial situation, needs
and circumstances.
BIMAL is the local agent and intermediary for non-Australian domiciled iShares ETFs referred to in this material that are quoted on ASX and are issued by iShares, Inc. ARBN 125
632 279 formed in Maryland, USA; and iShares Trust ARBN 125 632 411 organised in Delaware, USA (International iShares ETFs). BlackRock Fund Advisors (BFA) serves as an
advisor to the International iShares ETFs, which are registered with the United States Securities and Exchange Commission under the Investment Company Act of 1940. BFA is a
subsidiary of BlackRock Institutional Trust Company, N.A. (BTC). BTC is a wholly-owned subsidiary of BlackRock, Inc. ® An iShares ETF is not sponsored, endorsed, issued, sold or
promoted by the provider of the index which a particular iShares ETF seeks to track. No index provider makes any representation regarding the advisability of investing in the
iShares ETFs. Further information on the index providers can be found in the BIMAL website terms and conditions at www.blackrock.com.au.
BIMAL, its officers, employees and agents believe that the information in this material and the sources on which it is based (which may be sourced from third parties) are correct
as at the date of publication. While every care has been taken in the preparation of this material, no warranty of accuracy or reliability is given and no responsibility for the
information is accepted by BIMAL, its officers, employees or agents.
Any investment is subject to investment risk, including delays on the payment of withdrawal proceeds and the loss of income or the principal invested. While any forecasts,
estimates and opinions in this material are made on a reasonable basis, actual future results and operations may differ materially from the forecasts, estimates and opinions set
out in this material. No guarantee as to the repayment of capital or the performance of any product or rate of return referred to in this material is made by BIMAL or any entity
in the BlackRock group of companies.
No part of this material may be reproduced or distributed in any manner without the prior written permission of BIMAL.
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