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The 60/40 balanced portfolio has been the cornerstone and benchmark of institutional portfolios for most of the past 30 years, 
providing growth, yield, inflation protection and downside protection in one neat package. Not many investors are still around who 
have first-hand experience of any other environment. But as interest rates test new lows and equity valuations become increasingly 
stretched and volatile, that immutable go-to portfolio appears less attractive looking forward.  

It was our pleasure recently to host a panel of distinguished industry experts to discuss the outlook for the 60/40 portfolio, what can 
take the place of this trusty workhorse and what additional tools investors have available. Below are some of the key talking points. 

 

The outlook for equity markets 

 Recent Central Bank activity represents a significant 
tailwind for equity markets: there is an opportunity cost 
to not being invested in equity markets at the moment. 

 A correction can always happen, but the Fed seems to 
have headed off an equity market crash and suppressed 
volatility in the near-term. So, “don’t fight the Fed”… 

 …but don’t trust it either! It is risky to assume their 
current strategy is sustainable indefinitely; besides 
which, they are humans who can always change their 
mind.  

 Consensus is that sustained equity bear markets are not 
a thing of the past, and we are still likely to see “two-
way” equity markets in future. 

 

 The role of fixed income in investors’ portfolios 

 Some investors have never known anything other than a 
negative correlation between equities and bonds, and may 
doubt that relationship could ever breakdown.  

 But the negative correlation only holds up until it doesn’t. 
There is a risk that bonds won’t provide the diversification 
benefits they have in the past.  

 Investors using bonds to hedge their equity exposure at the 
moment also face the problem that they are trying to hedge 
something expensive (equities) with something else very 
expensive (bonds). 

 Even if you assume the negative correlation is going to 
continue forever, there is an important distinction to be 
drawn between correlation and beta. Given current low 
interest rates, the correlation may hold up but the 
magnitude of the move, and the impact on investors’ 
portfolios, is going to be smaller than may be desired – 
unless you “load up” on rates.  

 

   

The spectre of inflation, and its implications for institutional portfolios 

 If inflation occurs, it will eat into the real returns from fixed income; indeed it has the capacity to affect every aspect of institutional 
investors’ asset allocation and to impact returns across all beta asset classes.  

 In one sense, inflation could be considered a good thing: it is likely to create trading opportunities and an environment that is 
ripe for active management. 

 However, it depends on your perspective: public pension plans (for example) tend to approach asset allocation on a 3-5 year 
cycle, and inflation expectations are an important input to that. The ship cannot be turned easily, such that if there is an 
inflationary shock, it is hard to be responsive to that.  

 Investors are starting to become more focused on the prospect of rising inflation, and considering the types of asset 
class/strategy that are likely to provide protection in such an environment. 
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Active vs. passive management 

 Active management has its place, provided the manager 
has the ability to add an edge in the particular market or 
asset class. But it is important to be selective: alpha-rich 
environments lend themselves to being active, but in 
other areas it makes sense to be passive. 

 The volatility of February and March has created some 
interesting opportunities for active managers. 

 Actively-managed, positively-convex strategies that are 
volatility friendly represent an interesting opportunity to 
capture alpha in the current environment.  

 However there have been winners and losers. 2020 has 
been a good year to test how diversifying some actively-
managed “diversifying” strategies actually are, and has 
shown which managers have a genuine “edge”.  

 

 The case for alternative assets 

 Expected low returns for equities and low rates in the 
coming years mean alternatives can have a role to play in 
institutional investors’ portfolios, both as a generator of 
returns and as diversifiers.  

 Some alternative strategies also provide embedded 
inflation protection. 

 Genuine alpha does exist, but it’s incredibly hard to find 
and harvest.  

 2020 has seen significant dispersion across alternative 
strategies and even within strategies. 

 Focus on people and process when selecting alternatives 
managers. Come up with an investment thesis for an 
alternatives allocation, and check frequently to ensure it 
remains true.  

 Diversification is key: “diversify your diversifiers”. 

 

With thanks to our panellists:  

 Elizabeth Burton (Chief Investment Officer, Employees' Retirement System of the State of Hawaii) 

 Darren Wolf (Global Head of Investments - Alternative Investment Strategies, Aberdeen Standard Investments) 

 Jackie Rosner (Managing Director, PAAMCO Prisma) 

 

Moderated by Martin Lueck (Co-Founder and Research Director, Aspect Capital) 

 

 

Note: This webinar was held on 17th November 2020. Any opinions expressed are subject to change and should not be interpreted 
as investment advice or a recommendation. Any person making an investment in an Aspect Product must be able to bear the risks 
involved and should pay particular attention to the risk factors and conflicts of interests sections of each Aspect Product’s offering 
documents. No assurance can be given that any Aspect Product’s investment objective will be achieved. 
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Disclaimer  
This material has been prepared by Aspect Capital Limited which is authorised and regulated for investment management by the Financial Conduct 
Authority ("FCA") in the United Kingdom. 

This information has been prepared for circulation to investment professionals who are or would be classified as Professional Clients or Eligible 
Counterparties under the UK FCA rules and who, if they are US residents or citizens, are or would be qualified as “Qualified Purchasers” under the 
US Investment Company Act 1940 and “Qualified Eligible Persons” under the US Commodity Futures Trading Commission regulations and who if 
they are resident in Canada are “permitted clients" within the meaning of Canadian securities legislation, and is specifically not intended for any other 
persons including persons who are or would be classified as Retail Clients under the UK FCA rules. It is a confidential communication to, and solely 
for the use of such persons who, as set out above, are permitted to receive it. The information may be subject to verification or amendment and has 
been supplied for “information purposes only”. No representation or warranty is made, whether expressly or implied, by Aspect Capital Limited, its 
Directors or employees, as to the accuracy or completeness of the information provided. Any opinions expressed are subject to change and should 
not be interpreted as investment advice or a recommendation. An investor in the Aspect investment programmes may lose all or substantially all of 
its investment. 

This information is neither an offer to sell an interest or otherwise invest in any fund or other investment vehicle including a managed account, 
sponsored or managed by Aspect Capital Limited whether as investment manager, commodity trading advisor or otherwise (each, an “Aspect 
Product”).  Any such offer, if made, would be made only by way of the final offering documents, disclosure document and/or investment management 
agreement (together "offering documents") of such Aspect Product and only in jurisdictions where, and to such persons to whom, such an offer would 
be lawful.  Any decision to invest in an Aspect Product should be made only on the basis of consideration of all of the final offering documents in 
respect of such Aspect Product. Such final offering documents contain important information concerning risk factors and other material aspects of 
such Aspect Product and must be read carefully before a decision to invest is made.  This information must be accompanied or preceded by the final 
offering documents of the relevant Aspect Product. In accepting receipt of the information contained herein all recipients will be taken to have agreed 
with Aspect Capital Limited not to distribute such information to any other person save (i) in accordance with the above restrictions, and applicable 
law and regulation and (ii) without making any changes which would make that information inaccurate or misleading. Any person making an 
investment in an Aspect Product must be able to bear the risks involved and must meet such Aspect Product’s suitability requirements. Some or all 
alternative investment programmes may not be suitable for certain investors. No assurance can be given that any Aspect Product’s investment 
objective will be achieved. Among the risks which Aspect Capital Limited wishes to call to the particular attention of persons receiving this brochure 
are the following: Aspect Products are speculative and involve a substantial degree of risk; Aspect Products’ performance may be volatile; 
Redemptions may be made only if an investor provides prior written notice of its desire to redeem in advance of the intended redemption date; There 
is no secondary market for the shares in Aspect Products that are in the form of an investment fund and none is expected to develop; There are 
restrictions on transferring shares in an Aspect Product that are in the form of an investment fund; An Aspect Product’s fees and expenses are 
significant. Trading profits must be greater than such fees and expenses to avoid loss of capital; Aspect Products are not required to provide periodic 
pricing or valuation information to investors with respect to the Aspect Product's individual investments; Aspect Products are not mutual funds and 
are not subject to regulation under the US Investment Company Act 1940, as amended; Orders executed for Aspect Products will take place on non-
US and US markets; Aspect Products may be subject to conflicts of interest. 

To the extent that the term/s "systematic" and/or "automatic" is/are used in this document to describe Aspect Capital Limited's investment strategy 
and/or a number of related processes, it should be noted that human discretion is necessarily involved in the development of Aspect Capital Limited's 
operations (including the Aspect Diversified Programme and other programmes offered by Aspect Capital Limited from time to time) and in certain 
circumstances Aspect Capital Limited may also deviate from its automatic systems, for example as a result of external, unforeseen or dramatic 
events. Note that any Assets Under Management ("AUM") figure for Aspect Capital Limited detailed in this document includes all AUM managed by 
Aspect on a discretionary basis. It does not include AUM managed by Aspect on a non-discretionary basis.  

Aspect Capital Limited is exempt from the requirement to hold an Australian financial services licence under the Corporations Act 2001 (Cth). Aspect 
Capital Limited is authorised and regulated under the laws of the United Kingdom which differ from Australian laws. Aspect Capital Limited is not 
registered with any securities regulatory authority in Canada.  

Certain Aspect Products are distributed in Switzerland. ACOLIN Fund Services AG, Geneva Branch, with registered office at 6 Cours de Rive, 1204 
Geneva, is the representative of such Aspect Products (the "Representative"). The paying agent in Switzerland is Swissquote Bank Limited. The 
distribution of shares in Aspect Products in Switzerland must exclusively be made to qualified investors. The place of performance and jurisdiction 
for shares in those Aspect Products distributed in Switzerland are at the registered office of the Representative. 

Aspect Capital Limited is a company registered in England and Wales under registered no. 3491169.  Its registered office is at 10 Portman Square, 
London W1H 6AZ. ASPECT, ASPECT CAPITAL, the ASPECT CAPITAL device and ASPECT CAPITAL: THE SCIENCE OF INVESTMENT are 
registered trademarks of Aspect Capital Limited. © Aspect Capital Limited 2020. All rights reserved 


