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Asset Allocation: U.S. View 

 2020 - 
 

ortfolio management has changed 

dramatically over the past 60 years and 

especially over the last 20. In the early 1960s, the 

term asset allocation did not exist, most 

American investors did not even consider 

international investing, bonds traded in a very 

narrow price range and the focus for stocks was 

mostly on individual securities rather than the 

total portfolio.  

The introduction of asset allocation added the 

importance of diversification, while recognizing 

the impact that the inclusion or exclusion of a 

particular asset class may have on the overall 

portfolio.  

Investment management for private individuals 

was transformed. The goal was no longer to 

simply “beat the market” with a hot stock, but 

rather to devise appropriate long-term strategies 

that would guide clients along a path to an 

objective. These strategies did not fight markets 

or discover unknown “new miracle” 

opportunities but, rather intelligently manage 

them. 

Increasing income or advancing portfolio growth 

(risk/return), was accomplished through 

adjusting allocations amongst cash, bonds and 

stocks. Bonds were increased to improve income, 

reduce risk, and stocks were increased when 

opportunities were sought.  

Managing involved two-dimensional attempts to 

balance competing goals that range from growth 

(increasing values while ignoring income 

generation) to income (creating a combination of 

securities that provide a steady stream of 

dividends and interest to satisfy a life style).  

Balancing these sometimes-opposing objectives 

is possible in a normal interest rate environment. 

Then normal changed. 

Japan started decades ago to temporarily 

stimulate an economy by making borrowing 

costless. Many said it was the end of Japan’s 

capital markets. Both were wrong. It wasn’t 

temporary and it wasn’t the end of Japan.  

The rest of the world joined the club over a 

decade ago by “temporarily” reducing central 

bank rates to zero. Again, it wasn’t the end of 

capital markets and it wasn’t temporary, but it 

did change how asset allocations are viewed and 

managed. At least for those that realized the 

market had changed. 

Revised asset allocation management objectives 

can improve outcomes by revising the objectives 

of the portfolio to match the client view. Rather 

than a 2-dimensional income versus growth 

view, we believe the difference should be defined 

adding a third dimension, stability. Both, bonds 

and stocks can be defined by their degree of 

contribution to income, growth and stability. 

 Individual stock selection can also be adjusted 

along these concepts using asset allocation to 

enhance stability while improve opportunity 

and/or income. By using the three as an 

integrated combination rather than opposites, 

greater alternatives are available, and more 

opportunities are generated to meet client 

objectives.  

Investment Strategy Network uses an asset 

allocation that evaluates each component 

contribution to stability, income and 
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opportunity. The ISN asset allocation report 

format is designed to provide greater detail in 

every area of asset allocation to make these 

evaluations possible. Each of the major stock 

classifications, Large Cap, Mid Cap and Small 

Cap are broken down into allocations for all 10 

sectors for each size category. The traditional 

asset allocation classifications Income-Balanced-

Growth are redefined as Stability-Balanced-

Opportunity.  

Traditional identifications worked well in 

“normal” interest rate environments but, are mis-

statements when rates fall outside of the norms. 

Low interest rates globally are providing proof 

that income is difficult when rates are zero or 

negative. We believe stability in values is a better 

descriptor of the client’s expectations. Bonds can 

provide stability over the alternatives but, not 

necessarily income levels. On this level the 

tradeoff is not necessarily between income and 

future growth potential. It is between stable 

values and expectations of higher values through 

opportunities. A high or low level of income 

generation can be part of the evaluation across 

the entire spectrum.  

Events over the past two decades have 

demonstrated this value in asset allocation 

objectives. First in Japan and now globally.  

Unfortunately, few thought to adjust asset 

allocations to accommodate prolonged low 

interest rate environments. Just as in the early 

1980s few planned what changes should be made 

when interest rates reached a level that was twice 

as high as the long-term average of large cap 

stock market returns. 

In response to more appropriate objectives we 

have added two additional asset allocation views 

along with a “normal” environment allocation. 

The first is for a prolonged low interest 

environment and the second is for a high interest 

environment. Even though most of the 

developed world is experiencing a low interest 

environment today, we are sure there will be a 

return to higher rates. 

There are three major asset allocation views: 

1. Normal Interest Rate Environment 

2. Low Interest Rate Environment 

3. High Interest Rate Environment 

All of the views are for clients that have the USA 

and USD as their client neutral position. 

The three major asset allocation views are then 

further segmented according to a client’s desire 

to have: 

1. Higher levels of stability – someone that 

becomes uncomfortable with market 

level changes in portfolio values and 

prefers a stable income stream over 

future higher values. 

2. Higher expectations for opportunity – 

someone who is willing to experience 

higher than market level changes in 

portfolio values for the benefit of future 

higher values and can also tolerate 

fluctuations in income levels. 

3. Blended - between stability and 

opportunity such that values change 

with market changes while income levels 

can fluctuate moderately. 

There are also three different allocations based on 

the investment target. The three targets are: 

1. USA Global – an U.S. based neutral 

position and invested in markets 

globally. 

2. USA Preferred – an investor that prefers 

to favor the U.S. base market and remain 

globally invested but tilted to favor the 

USA. 

3. USA Only – an investor that prefers to 

remain within their neutral market and 

base currency. 

This produces nine separate asset allocation 

tables. 
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Each table starts with a header in dark blue  

indicating the asset allocation environment being 

examined. The table is divided into two major 

sections, bonds and stocks. The bond section is 

divided into two sub-sections domestic bonds 

and international bonds. Domestic bonds are 

further segmented into Treasury, mortgage 

backed securities, investment grade corporates, 

high-yield corporates and municipals. The 

international group is divided into three 

segments: international corporate, international 

treasury and emerging markets.  

Stocks also have a domestic and international 

segmentation. The domestic group is segmented 

by market capitalization first, large, mid and then 

small. Each of the three market capitalization 

segments is further divided into eleven sectors: 

Consumer Discretionary, Consumer Staples, 

Energy, Financials, Health Care, Industrials, 

Information Technology, Materials, 

Communication Services, Real Estate and 

Utilities. The international markets are 

segmented into mutually exclusive 

classifications: U.K., Europe, Pacific, Japan, and 

Emerging Markets. 

The table has nine columns of information.  

1. Major asset category such as Total Bond 

Allocation, Global Bonds, Domestic 

Bonds, LargeCap Stocks, etc. 

2. Ticker is the most widely use market 

ticker (ETF) used to identify the line item 

such as XLE for the Large Cap Energy 

sector. Not all items have a 

corresponding ticker. As new index 

funds are developed in the market, and 

representative securities are available, 

the ticker will then appear in the table. 

3. Description is a quick narrative of the 

security area such as Treasury Bonds or 

SmallCap Industrial stocks. 

4. Investment target such as USA Global, 

USA Preferred or USA Only.  

5. Stable is an allocation that favors 

improving stability within the portfolio 

through the proper allocation of 

securities, both bonds and stocks that 

exhibit higher consistency in values than 

the market under the market 

environment. 

6. Balanced is an allocation that comes 

closest to the market allocation with 

consideration for areas that are 

overvalued and undervalued. 

Overvalued areas are reduced below a 

market weight and undervalued areas 

are increased above market weights. 

7. Opportunity allocations favor future 

increases in values over consistency. 

Both bonds and stocks are adjusted for 

greater probability to deliver increased 

valuations.
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NOTES:  


