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This document is for investment professionals only.  The content is not to be 
viewed by or used with retail investors.

Please note
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Agenda

The problems with traditional asset allocation approaches

Strategic Asset Allocation

Risk, return and correlation

Creating optimal portfolios

Getting the asset class mix right

Working with unreliable fund manager skill

Lessons learned 
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The problems with traditional asset allocation approaches

Peer group benchmarks result in:

herd-like mentality with

constrained asset allocation

In practice this has resulted in over 
reliance on equities which:

creates problems because of 
volatility

Are rarely diversified across markets

inconsistent with regulatory valuation requirements

Alternatives to conventional equity-dependant portfolios combine a wide range of assets 
– including alternatives – into a single diversified product aiming to deliver absolute 
returns without the volatility associated with conventional portfolios
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Improve overall risk budget by combining less correlated assets

Our process considers the asset class returns, correlation and consequently the 
optimal mix

Correlation is the degree to which two assets have a tendency to move together 
ranging from (1) perfect correlation to (-1) perfect inverse correlation

Diversification benefits
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Predictability in long-term return prospects

Long-term returns far more 
predictable than short-term returns

Back-testing shows returns vary 
significantly over time and assets 
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The content presented here is designed to illustrate the results of a research strategy employed by Morley Fund Management Limited for its 
internal use only. It is not to be relied on by anyone else for their investment decisions. 
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Strategic Asset allocation has a major influence on investment performance

Asset 
allocation

Long-term 
return 

forecasts

Risk-return 
target

Historic 
volatilities

Correlation 
of asset 
classes

Primary asset 
allocation 
inputs:

* Brinson et al., (1986 & 1991) referenced in J Annaert et al Journal of Banking and finance (2005) 661-680 
and  Blake et al., (1999) referenced in J Annaert et al Journal of Banking and finance (2005) 661-680

Evidence shows asset allocation contributes up to 95% of return variance*
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Creating optimal portfolios

Absolute Risk
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Optimal diversified asset class return

Optimal 
diversified asset class  

return portfolio
CAPS balanced managed

Risk and return
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Getting the right mix of asset classes
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Optimised portfolio including fund manager skill

EM Equities

UK Property

Commodities

UK Equities

UK Gilts

UK Cash
Return

3.0%

4.0%

5.0%

6.0%

7.0%

8.0%

9.0%

2%

Risk

7% 12% 17% 22% 27% 32%

CAPS balanced managed

Optimised portfolio including fund 
manager skill 

Alternative 
assets and 

manager skill

Risk and return

Resulting in a highly diversified portfolio targeting equity-like returns 
for bond-like risk
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Lessons learned

Dynamic Strategic Asset Allocation captures time-varying opportunities

Unconstrained asset allocation makes sense

Asset class returns are predictable over the longer-term

It makes sense to consider the widest array of asset classes
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Important notes

Except where stated as otherwise, the source of all information is Morley as at 1 April 2008.

Any future returns and opinions expressed are based on our internal forecasts and should not be relied 
upon as indicating any guarantee of return from an investment with Morley.  No part of this document is 
intended to constitute advice of any nature nor should any part be construed as a recommendation to 
purchase or sell stocks.

Where past performance has been illustrated it is not intended to be a guide to the future.

When investing with Morley investors should be aware that the value of an investment and any income 
from it may go down as well as up.  Investors may not get back the original amount invested.

Morley is a business name of Morley Fund Management Limited, registered in England No. 1151805.  Registered Office: No. 1 Poultry, London 
EC2R 8EJ.  Authorised and regulated in the UK by the Financial Services Authority and a member of the Investment Management Association.

Morley is also a business name of Morley Fund Services Limited and Morley Pooled Pensions Limited.  All are Aviva companies.

Contact us at Morley Fund Management Limited, No. 1 Poultry, London EC2R 8EJ. MFM/MFM/08/427
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