
6     Expert Investor May 2017 www.expertinvestoreurope.com

Achmea Investment Management began 
its journey into factor investing in ear-
nest in 2011, just after Freddy van Mul-

ligen had joined the company, by introduc-
ing low volatility managers. As we all know, 
low-volatility stocks generated amazing re-
sults for investors in the years to follow. 

“When we introduced low-volatility in-
vesting to our clients, it was a relatively new 
proposition,” he says. “Now, it’s huge, espe-
cially among institutional investors in The 
Netherlands, and it has been a fantastic sto-
ry [at least until recently]: the same, or even 
a higher return [than the MSCI World], but 
with less risk.” 

The good experience with low-vol man-
agers helped Achmea make a radical deci-
sion in September 2014: to centre its entire 
investment process around low-vol and four 
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additional factors: value, momentum, quali-
ty and size. To avoid value traps we prefer to 
combine value with momentum. 

While some institutional investors have 
shifted most of their money to index track-
ers, Van Mulligen remains loyal to active 
managers, at least for now.

The Dutchman says the switch to factor 
investing was quite a logical one for Achmea. 
“We already used a multi-manager approach 
and had always had a value manager in our 
portfolios, so it wasn’t as big a step for us.” 

The fact that most of Achmea’s clients are 
(Dutch) pension funds also helped. 

“We believe a long-term exposure to  
value, momentum, low volatility, quality 
and small caps provides a factor premium, in  
addition to the equity risk premium,” says 
Van Mulligen. Take a look at the graph on 

page 8 to see how factor indices have per-
formed versus the MSCI World over the past 
three years.

“This long-term focus also fits very well 
with the investment horizon of institution-
al investors.” 

Factor challenges
However, pure factor investing also has  
its pitfalls. 

Low-vol strategies, for example, may  
have shown superior performance on the 
long term, but recently they haven’t quite: 
over the past year, low volatility equities 
have underperformed the MSCI World by 
more than 50%. 

For many investors, such a short-term  
underperformance may be just too much  
to stomach. 

Factor investing has been making inroads with institutional investors  
in Europe and Achmea is one of the frontrunners. ‘Smart beta’ has many 
advantages, says Freddy van Mulligen, the firm’s head of equity and  
fixed income manager selection at Achmea, but he still can’t do without  
active managers 

Tjibbe Hoekstra
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‘ IT’S BETTER TO  
BET ON TWO HORSES 
THAN ON ONE’
Freddy van Mulligen,  
head of global equity fund selection,  
Achmea Investment Management  

“Last year was difficult for factor manag-
ers because markets were adrift,” comments 
Van Mulligen.

Another danger associated with factor in-
vesting is that by allocating equally to sever-
al factors you may end up buying the market. 

“If you buy value, you buy high volatili-
ty stocks, and if you buy low-vol stocks, you 
tend to get stocks with high valuations,” Van 
Mulligen says. So how do you prevent this 
from happening? Van Mulligen thinks the 
option of trying to time factors isn’t prudent. 

“If you take big bets in timing factors, you 
can make a lot of money, but you can also 
lose a lot.”

Smart indexing
A smarter way to avoid these potential pit-
falls is to design your own index, instead of 

simply buying exposure to each of the five 
factors, according to Van Mulligen. 

“Investors used to just have the choice be-
tween active and passive investments, but 
index providers are increasingly moving to-
wards active management. 

“As an institutional investor, I can now ask 
an index provider to design a proprietary in-
dex based on the risk/return profile I want, 
and implement this strategy in a passive 
way,” he says.

A big advantage is that such a setting al-
lows the end investors to take ownership of 
the investment process, instead of outsourc-
ing everything to an active manager. 

“The investment decisions can be repa-
triated to a pension fund’s investment com-
mittee, which can decide on the factor mix 
and even introduce specific ESG criteria,” he 

says. “In traditional asset management that 
has always been more difficult.”  

For one of Achmea’s clients, a company 
pension fund with assets of €3bn, Achmea 
went down this route in October last year. 

“Together with two index providers, ERI 
Scientific Beta and FTSE, we have developed 
bespoke indices for this client, using the 
same factors we give our active factor man-
agers, and with an ESG-screen in the form of 
a CO2-filter on top,” he says. 

Van Mulligen emphasises that a bespoke 
index is “quite a bit more expensive than  
a simple tracker. You will be surprised about 
the fees some index providers charge you, 
though it is of course still cheaper than tra-
ditional active management”. 

As an institutional investor, Van Mulli-
gen’s definition of ‘expensive’ is a little de-
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manding, it turns out. “The fee depends on 
your ticket, but it’s less than 0.15%. That may 
look cheap, but I pay far less than 1% for ac-
tive management as well.” 

For the smart beta approach, Van Mulli-
gen deliberately opted for two different in-
dex providers, a strategy that he also adopts 
for active managers. 

“Ideally, we look for two strategies that 
complement each other,” he explains. “The 
FTSE multi-factor index has a concen-
trated portfolio, in which only stocks with 
‘good’ factor qualities are bought. ERI has 
a much broader portfolio, though the track-
ing errors of both versus the MSCI World are 
about the same: 2-3% ex-ante.”

The active advantage
Although both indices also take risks on a 
stock level into account, flexibility remains 
limited because of their nature. That’s why 
Van Mulligen continues to see a place for ac-
tive factor managers. 

“I don’t think we will ever completely 
switch to smart beta, because you need their 
flexibility,” he says, giving the example of a 
value index versus a value manager. 

“A value index selects stocks based on 
price to book and price to cashflow, and 
doesn’t really ever change this method. 

“The smart beta providers may make mi-
nor adjustments to their index in consulta-
tion with clients, but that only happens once 
a year.

“An active manager can take a more gran-
ular, subtle approach. He will look for addi-
tional factors to add to his model every day.” 
An active manager is also better suited to 
deal with the traps involved in factor invest-
ing, believes Van Mulligen. 

If a low-vol manager simply buys the 
stocks with the lowest volatility or a quali-
ty manager only opts for those names with 
the most stable earnings and highest return 
on equity, valuations could become sky high.

“Excluding so-called glamour stocks like 
Apple or Google could help keeping the av-
erage valuations in your portfolio in check,” 
says Van Mulligen. This is an approach  
employed by one of the managers he uses 
in his ‘quality’ bucket, Schroders ISF QEP 
Global Quality.

Style drift
But there is of course a danger that an ac-
tive manager becomes too active. “An active 
manager has to stick to his style,” says Van 
Mulligen, who sees style drift as a fund se-
lector’s worst nightmare.

Van Mulligen prefers to use at least two 
managers with a different style for each of 
the factors. “We work with a total of 10 man-
agers within developed markets equity,” he 
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BIOGRAPHY
Freddy van Mulligen is portfolio manager and 
team leader of equity manager selection at Achmea 
Investment Management. Before joining Achmea in 
2011, he was head of research at Morningstar Benelux 
for more than 10 years. He helped roll out Morningstar’s 
activities in Europe and set up its office in Amsterdam, 
compiling information about investment funds that were 
for sale in Europe and analysing them. Van Mulligen 
moved to Achmea because that allowed him to 
“dig deeper.” He says: “At Morningstar, I 
could spend one day analysing a fund. 
Now, I can take three weeks for the 
same job.” 
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takes more of a top-down approach. “Di-
mensional aims to harvest the risk premium 
of global small caps by gaining broad expo-
sure to the market. 

“However, at the same time they believe 
the index doesn’t appropriately reflect the 
market so they have designed their own 
broad approach, taking thousands of diff- 
erent positions.” For the performance of 
these funds, see the ‘Achmea small-cap 
choices’ graph.

Van Mulligen’s reason to opt for managers 
with a different style is to reduce the volatil-
ity of the total portfolio, as different styles 
each have their ups and downs. But reduc-
ing risk is not only about investment process 
and style. “It’s also about organisational risk. 
If something happens to a manager or to his 
company, it’s good to have another manager 
you can allocate to,” he says.

“For more than one reason, it’s better to 
bet on two horses than on one.”   LW
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‘ AS AN INSTITUTIONAL 
INVESTOR, I CAN NOW  
ASK AN INDEX PROVIDER 
TO DESIGN A PROPRIETARY 
INDEX BASED ON THE  
RISK/RETURN PROFILE  
I WANT, AND IMPLEMENT 
THIS STRATEGY IN A 
PASSIVE WAY’

says. “In global small caps [the size factor, 
comprising 15% of the total equity portfo-
lio], we use Axa Rosenberg, which takes a 
bottom-up approach with a value tilt. Their 
portfolio has 200 names, which is not a lot in 
global small caps.” 

The second manager he uses in this  
bucket, Dimensional Global Small Caps, 
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