The Limited Efficacy of Elementary Brinson Attribution

What if I invested by first doing an allocation among countries and then an allocation among sectors within countries, could I evaluate my sector allocation using a single-allocation Brinson model?

In the following single-period example there are two countries (A1 and A2) and there are the same two sectors (B1 and B2) within each country. We compare the impact of the sector allocations (ALL_AB1 for B1) across the two countries after doing a country allocation, with the impact of a sector (B1) allocation ALL_B1
directly in the fund itself without any other allocations, while using the same weight and return values for what the fund assigns to each sector within each country in both calculations. 

In this example, the resulting evaluations of the impacts are of equal significant magnitude but of opposite sign (1.3% and -1.3%). This shows how wrong it can be to confuse the evaluation of these two situations and why a single allocation Brinson model is inadequate whenever more than a single allocation with a selection process is involved in the investment process one wishes to evaluate.

Assume that the Fund has
10% of its weight, WA1B1,  in the first sector in the first country achieving a return, RA1B1, of 3%.
30% of its weight, WA1B2,  in the first sector in the first country achieving a return, RA1B2, of 40%.
20% of its weight, WA2B1,  in the first sector in the first country achieving a return, RA2B1, of -4%.
40% of its weight, WA2B2,  in the first sector in the first country achieving a return, RA2B2, of -40%.
And assume that the benchmark has
20% of its weight, Wa1b1,  in the first sector in the first country achieving a return, RA1B1, of 1%.
35% of its weight, Wa1b2,  in the first sector in the first country achieving a return, RA1B2, of 50%.
25% of its weight, Wa2b1,  in the first sector in the first country achieving a return, RA2B1, of -4%.
20% of its weight, Wa2b2,  in the first sector in the first country achieving a return, RA2B2, of -50%.

In an enhanced Brinson model, the impact of the country allocation in this example would be -8.5%, and the impact of the sector allocation would be 1.3%.
But according to an application of the single allocation Brinson model directly to the sector allocation process, the impact of the sector allocation would be -1.3%. What is actually a great sector investment decision would be assigned a very bad result. Thus, applying the single allocation Brinson model to this actual two-allocation investment process is incorrect and can be extremely misleading.
The calculations are shown in the accompanying spreadsheet (1All Brinson Inadsequate.xls).

The impact of a sector allocation in a fund is not the same as the impact of a sector allocation within each country of a fund that follows a country allocation in that fund.
This is why, when a fund is run by making a country allocation for all countries in the fund and then making a sector allocation within each of those countries (even if the sector structure is the same in each country), the impact of the total of those sector allocations cannot be evaluated as if one were simply evaluating a single sector allocation within a fund.

Thus, in order to properly evaluate the impact of an allocation that follows another allocation, one cannot use a simple Brinson single allocation model to evaluate the second allocation. The evaluation of all the allocations in a multi-allocation investment processes requires an enhanced Brinson model that addresses all the allocations as they are actually structured in that investment process. . Multiple applications of elementary, single-allocation, Brinson is not adequate to the task.
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