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The seismic changes that have impacted the 
global economy and investing landscape 
over recent years are well appraised. The 
sorts of shifts that may have taken decades 
to develop in the past have been on an 
accelerated trajectory, with asset allocators 
having to react to a domino effect of 
disturbance.

Such shocks have demanded tactical 
intervention, and yet we are continually 
reminded that investing is best done 
with a long-term perspective. It may be 
time for investors to take a step back and 
assess which changes will be permanent or 
persistent, and what that means for their 
objectives and liabilities.

Making these strategic calls will be crucial, 
and yet the world does not stand still. 
Investors must keep on top of the short-

term as well – understanding where 
opportunities may lie and where protection 
should be sought.

In Wellington Management’s paper ‘Pivot 
Points: Five Portfolio Positioning Ideas For 
The New Market Regime’, they consider 
the long-run implications for portfolio 
construction. They outline five key areas 
where the world may be very different in the 
coming years, and provide practical advice 
on how allocators can prepare.

In our ‘Ask the Expert’ interview, we focus 
more on the short- and mid-term. Looking 
through a global lens, we discuss the 
big topics on investors’ minds right now 
– including the ramifications of China’s 
reopening and the uncertain outlook for 
Europe.

Introduction

David Brannon
Head of Research
Savvy Investor

Trust the Process: Playing the 
long game without losing sight 
of the short-term
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Wellington Management is a trusted adviser and 
strategic partner to investors worldwide. We 
offer comprehensive investment management 
capabilities that span nearly all segments of the 
global capital markets. 

Our investment solutions, tailored to the unique 
return and risk objectives of clients in more 
than 60 countries, draw on a robust body of 
proprietary research and a collaborative culture 
that encourages independent thought and 
healthy debate. As a private partnership, we 
believe our ownership structure fosters a long-
term view that aligns our perspectives with those 
of our clients. 

Report Sponsor

About Wellington 
Management

Adam Berger, CFA
Head of Multi-Asset Strategy 
and Portfolio Manager 
Wellington Management

Adam leads Wellington’s team of multi-
asset strategists globally. The team’s 
objective is to help their clients achieve 
better investment outcomes by providing 
them with relevant research, analysis, and 
advice. 

Adam focuses on total-return-oriented 
investors. He develops research from an 
allocator’s perspective, advises clients 
and prospects on a range of investment 
policy and governance issues, and serves 
as the portfolio manager for bespoke 
multi-manager investment solutions. 

Adam shares his latest thinking based 
on the extensive meetings he has with 
allocators in his quarterly Top of Mind 
webcast, as well as a wide range of 
articles and white papers. 

Before joining Wellington, Adam held 
roles at AQR Capital Management and 
Goldman Sachs Asset Management. He 
earned his MBA from the University of 
Pennsylvania and his AB from Harvard 
College.
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At Wellington, our private partnership model enables  
independence, and our culture promotes global collaboration 
and respectful debate. We’re free to take the long view,  
innovate, and invest when others pull back.
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Are we witnessing a transition to a new market regime? Wellington 
Management delves into five key areas of change and explores how 
allocators can prepare.

1. Higher inflation

While inflation may come down from the highs of 2022, it could stay 
above 2% or even 3% over the next decade. Among the likely sources 
of price pressure are the end of the China-led low-cost labour boom, 
the reversal of globalisation, the expanded role of fiscal spending 
that began during the pandemic, and underinvestment in commodity 
supplies in recent years.

How should allocators respond?

Direct investment in real assets – Commodities have historically had a 
high beta to inflation, making them a potentially potent hedge. Those 
who aren’t comfortable investing directly in commodities might 
consider a diversified real asset portfolio.

Tilts to inflation-sensitive sectors – There may be opportunities to 
add to natural resource equities, as well as other inflation-sensitive 
equities such as listed infrastructure. In fixed income, inflation-linked 
bonds can provide the inflation pass-through some are looking for.

Risk management at the portfolio construction level – If there’s 
higher inflation ahead, the equity/bond correlation may be quite 
different from recent years. Allocators should consider their 
portfolio’s beta to inflation and whether it presents a risk that needs 
to be more actively managed.

2. Volatile business cycles

Since the mid-1990s, Wellington’s experts estimate the global 
economy has spent about 75% of the time in a “Goldilocks” 
environment marked by positive growth and disinflation. But this 
hasn’t always been the norm. There have been long periods when 
economic conditions shifted much more violently – especially when 
inflation was a front-burner concern – and a similar level of cyclical 
volatility is expected in the coming decade.

How should allocators respond?

Retain diversification but stress-test correlation assumptions – 
Stick with traditional sources of diversification, but monitor their 
effectiveness (i.e., the equity/bond correlation, as noted above).

Seek “stability” in equities – Consider “compounders” (equity 

Featured Paper from Wellington Management:

What the Next Market Regime Could Look 
Like – and What to Do About It

Click to view the full paper

“Allocators 
should consider 
their portfolio’s 
beta to inflation 
and whether 
it presents 
a risk that 
needs to be 
more actively 
managed.”

https://www.savvyinvestor.net/node/1967076?utm_medium=PDF&utm_source=Special+Report&utm_campaign=WellingtonSR_4725008030
https://www.savvyinvestor.net/node/1967076?utm_medium=PDF&utm_source=Special+Report&utm_campaign=WellingtonSR_4725008030
https://www.savvyinvestor.net/node/1967076?utm_medium=PDF&utm_source=Special+Report&utm_campaign=WellingtonSR_4725008030
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strategies focused on companies with high and stable free-cash-flow 
yield and the potential to grow modestly but steadily over time) and 
defensive global equity strategies.

Think opportunistically and tactically – Volatile conditions often 
create market dislocations that opportunistic allocators can exploit. 
Tactical asset allocation may also play a role, helping to tap into not 
just the big dislocations but also the smaller bumps along the way.

Consider hedging – This is about knowing your own risk tolerance 
and the point at which volatility would become uncomfortable and 
worth bearing some cost to hedge.

3. Higher interest rates

There are several reasons to think we’ve seen the end of a 40-year 
downward trend in interest rates. Inflation is the key risk, but higher 
fiscal spending is also a potential contributor.

How should allocators respond?

Find the right balance between risks and opportunities – Higher 
rates can certainly be a headwind for duration in portfolios and may 
lead investors to rethink exposure in some cases. But for those whose 
time horizon extends beyond near-term headwinds, higher rates may 
signal more compelling forward-looking returns to fixed income in 
coming years.

Seek fixed income complements – If higher interest rates mean that 
bonds are less reliable diversifiers, allocators might want to consider 
the ability of certain types of hedge funds, including macro and 
relative value funds, to act as a complement to fixed income.

4. Stability and value over innovation and growth

While it can be difficult to remember after a long stretch in which 
growth stocks have dominated, there is clear historical evidence of 
a growth/value cycle and value may be due for a leadership turn. 
What’s more, if we’re entering a regime in which investors are seeking 
stability (after spending the post-Global Financial Crisis period 
seeking growth), that would tend to favour value (as well as income).

“...allocators 
might want 
to consider 
the ability of 
certain types 
of hedge funds, 
including macro 
and relative 
value funds, 
to act as a 
complement to 
fixed income.”
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How should allocators respond?

Value – Value could provide a margin of safety in volatile markets by 
selling off less. The sector mix in the value universe, which tends to 
include areas like energy and natural resources, may also be more 
attractive in an inflationary regime.

Stability – Stability-focused strategies typically outperform when 
volatility is high and markets are struggling.

Income – The immediate cash flow from equity income strategies may 
be more attractive in an inflationary world, and companies that are 
able to grow their dividends over time may also provide an element 
of quality and stability.

Growth – There is no guarantee that value’s time has come, which 
argues for maintaining growth exposure. But allocators may want 
to consider the potential for a different kind of growth in the next 
decade – it could be a steadier, self-financing, and less-speculative 
growth. Thematic growth strategies, which seek to capitalise on long-
term opportunities due to structural changes in the world, may also 
be more attractive.

5. Active management’s moment

Macro and geopolitical uncertainty, alongside heightened market 
volatility, could drive more dispersion within securities, creating 
opportunities for security selection in equities and credit.

How should allocators respond?

Macro hedge funds – Macro hedge funds can apply a variety of tools 
and strategies in an effort to take advantage of market dispersion and 
dislocations.

Growth fixed income – Over time, conditions may create attractive 
opportunities for strategies focused on higher-return areas of fixed 
income, like credit, high yield, and emerging market debt.

Emerging markets – The past decade did not translate into favourable 
results for emerging market equities, despite economic growth. 
Results could be much stronger in the coming decade.

Thematic investing – Thematic investing may let investors take 
advantage of long-term growth potential in a market consumed with 
near-term risks and volatility.

Click here to download the full paper

“The sector 
mix in the 
value universe, 
which tends to 
include areas 
like energy 
and natural 
resources, may 
also be more 
attractive in 
an inflationary 
regime.”

https://www.savvyinvestor.net/node/1967076?utm_medium=PDF&utm_source=Special+Report&utm_campaign=WellingtonSR_4725008030http://
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Amid questions about China’s economic prospects 
and geopolitical issues, how are allocators thinking 
about their exposure to the country?

I certainly think China has been more intriguing for 
allocators recently, given attractive valuations and 
hopes for the economy in the wake of the reopening 
from zero-COVID policy — though in many cases 
geopolitics are giving them pause. It is certainly 
possible that geopolitical challenges could overshadow 
the positives, but I think the long-term case for 
investing in China remains largely intact. It may be 
even stronger after what I think could be called a lost 
decade for equity investors. Over the 10 years ended 
in May 2022, Chinese equities (CSI 300 Index) were 
up about 4% a year. Global equities were up about 
twice that. So, a very compelling decade for economic 
growth in China was not fully reflected in market 
results — although this is not necessarily surprising, as 
GDP growth and equity returns are not automatically 
correlated.

Looking ahead, I think China’s stock market could 
catch up with the growth and deepening of the 

country’s economy. On top of that, we continue to view 
the market as being attractive for alpha generation.

What are your views on emerging market (EM) 
allocations more broadly?

I think many allocators currently have a healthy dose 
of scepticism about emerging markets broadly, given 
years of disappointing market results. But I think there 
are reasons to believe that EM equity performance 
could be much more compelling in the decade ahead. 
For example, it’s easy to forget after a challenging 
decade, but emerging markets have delivered stronger 
performance than developed markets over the longer 
term, albeit with more volatility. In addition, after the 
market declines in 2022, EM equity valuations remain 
cheap relative to their developed market counterparts.

I also think economic development remains a secular 
tailwind for many emerging markets, meaning that 
their economies are not just growing, but they are 
transforming and deepening in ways that should 
support high-quality, sustainable economic progress. 
For example, they are becoming competitive in a 

Ask the Expert Interview with Wellington Management:

Around the World in 2023: An asset 
allocator’s view of opportunity and risk
The new market regime looks set to reveal itself over the coming years, but what of the here and 
now? We spoke to Wellington Management as they revealed what allocators are doing currently. In a 
fascinating discussion, we covered regional and market views, the role of fixed income, and how best 
to go about portfolio implementation in this environment.

Moderator
David Brannon
Head of Research
Savvy Investor

Adam Berger, CFA
Head of Multi-Asset 
Strategy and Portfolio 
Manager 
Wellington Management

“ ...the long-term case for 
investing in China remains 
largely intact. It may be even 
stronger after what I think 
could be called a lost decade 
for equity investors.”
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broader set of sectors and seeing growth in their all-
important middle-class populations. 

What have you seen in terms of how allocators are 
structuring their EM exposure?

Many allocators continue to grapple with this question. 
I don’t believe in a one-size-fits-all approach to 
separating emerging from developed markets. Instead, 
I see merit in integrated approaches benchmarked to 
global equity indices (e.g., MSCI All Country World 
Index) and in disaggregated approaches with distinct 
allocations to developed market equities (e.g., MSCI 
World Index) and emerging market equities (e.g., MSCI 
Emerging Markets Index).

Likewise, I do not believe in a one-size-fits-all approach 
to a China equity allocation within a broader EM 
portfolio. In general, we have seen five approaches for 
incorporating Chinese equities, ranging from global 
equity and global EM allocations to country/regional 
allocations that include a dedicated China allocation, 
and each has its own advantages and disadvantages.

Views are fairly mixed on Europe. Where do you 
come down on the macro and market environment 
there?

We’ve seen the region move towards more fiscal 
flexibility and structural deficits. This is a clear positive 
given a long period of austerity in the last cycle that 
dampened demand. At the same time, more fiscal 
spending will feed into more persistent inflation and 
higher interest rates.

Longer term, inflation and higher nominal growth 
may be a partial solution to the region’s debt and 
demographic challenges. Higher nominal growth is a 
positive for both economic and corporate earnings 
growth following a prolonged period of disinflation 
in the region. Overall, our long-term expected returns 
for European equities are significantly higher than 

those for the US, partly driven by Europe’s valuation 
advantage.

“...our long-term expected 
returns for European equities 
are significantly higher than 
those for the US, partly 
driven by Europe’s valuation 
advantage.”
One key issue we’re keeping an eye on is energy 
policy in Europe. The US Inflation Reduction Act (IRA) 
included incentives for investment in green technology 
in America, creating a potential competitiveness gap 
with Europe. The European Union is fashioning a 
response to the IRA to help maintain competitiveness, 
driven in part by several large European companies 
talking about moving production to the US.

We’ve talked a lot about equity markets. Where 
does fixed income fit in this new, more volatile 
world?

For allocators who reduced their fixed income 
exposure over the past five to 10 years, I believe the 
new higher-rate environment justifies adding some 
back. For those who maintained their exposure all 
along, I’m not sure there’s a strong case yet for going 
above target. While we see higher expected returns 
for bonds ahead, that may be offset somewhat by a 
reduced fixed income diversification benefit. Why? If 
the central bank battle against inflation continues, we 
are likely to see more scenarios like 2022, when both 
stocks and bonds fell at the same time, undermining a 
key source of diversification. 

But while bonds may not have a bigger role to play, 
they could have a different role. In a world where fixed 



income may not be quite as diversifying, investors may 
want to lean into bonds as a return generator. This may 
include adding to “growth fixed income” — areas such 
as emerging market debt and high-yield bonds.

There’s been a lot of volatility and dispersion in 
currency markets recently. What are the asset 
allocation implications?

In 2022, there were many large moves in currencies 
— not just in the US dollar but in the Japanese yen, 
the Australian dollar, and the British pound, among 
others. We expect that higher currency volatility will 
remain in place for some time, spurred on by elevated 
levels of economic and asset price volatility, as well as 
divergence in countries’ policies, cycles, and inflation 
challenges. The impact of government intervention in 
currency markets also bears watching.

All of this suggests that currency risk within portfolios 
may be elevated relative to recent experience — 
perhaps even occasionally overwhelming the impact 
of fundamental views on companies. Volatility and 
dispersion could also create opportunities to generate 
alpha through active currency management. The 
bottom line is that it may be time for a fresh look at the 
impact of currency on portfolio construction. 

As a starting point, investors should be aware of the 
underlying currency exposures within their equity 
and fixed income allocations. Those insights will help 
sharpen the focus on specific currency approaches, 
ranging from structural approaches (e.g., fully hedge all 
currency exposure regardless of the market outlook) 
to active management (make currency exposure an 
active decision based on the outlook for the respective 
currency). 

Of course, each approach brings with it certain trade-
offs that need to be considered, including different 
levels of operational and investment complexity.

Globally speaking, there seems to be no shortage 
of investment ideas. Any final thoughts from an 
implementation standpoint? 

It’s fair to say that since the global financial crisis, it has 
generally paid to be overweight US equities. But I think 
it’s time to consider a more diversified approach to 
regional exposures. It seems likely that we’ve entered 
an era of increased volatility, more frequent cycles, and 
structurally higher inflation. That, in turn, is likely to 
bring greater economic divergence between countries, 
with central banks and governments adopting a more 
individualised approach to policy rather than following 
the lead of US policy makers.

I think this environment could make active 
management critical to an allocator’s long-term 
success. More uncertainty, both macro and geopolitical, 
should lead to greater dispersion across and within 
asset classes (e.g., at the regional and sector level). 
And higher market volatility may mean more crises 
(market or political), less liquidity, and more defaults 
and failures. These events could drive more dispersion 
within securities, creating opportunities for security 
selection in equities and credit. In short, I would expect 
a greater universe of opportunities for skilled active 
managers to identify winners and losers.

“In a world where fixed 
income may not be quite as 
diversifying, investors may 
want to lean into bonds as a 
return generator.”

“The bottom line is that it 
may be time for a fresh look 
at the impact of currency on 
portfolio construction.”

Disclaimer 
This material and/or its contents are current at the time of writing and may not be reproduced or distributed in whole or in part, for any purpose, without the express 
written consent of Wellington Management. This material is not intended to constitute investment advice or an offer to sell, or the solicitation of an offer to purchase 
shares or other securities. Investors should always obtain and read an up-to-date investment services description or prospectus before deciding whether to appoint an 
investment manager or to invest in a fund. Any views expressed herein are those of the author(s), are based on available information, and are subject to change without 
notice. Individual portfolio management teams may hold different views and may make different investment decisions for different clients.
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Secular Outlook: The Aftershock Economy
27/06/2023 | PIMCO | 12 pages

PIMCO shares their expectations for a period of heightened volatility with 
an array of potential aftershocks that may follow recent disruptions. They 
outline four themes they expect to resonate over the next five years.

SECUL AR 
OUTLOOK

J U N E  2 0 2 3

The 
Aftershock 
Economy
Markets will likely face more volatility 
as the global economy exits a period of 
massive fiscal and monetary support. 
In this post-policy era, attractive yields 
on high quality bonds encourage a 
more resilient approach to investing.

1Guggenheim Investments  

Talk of Goldilocks has taken hold in the markets, and with it the risk-taking allure of 
not-too-hot and not-too-cold investing conditions. Just a few weeks ago the market 
was preparing for two or more hikes and a well-telegraphed recession to prompt 
the start of a Federal Reserve (Fed) easing cycle in the second half of 2023, but now 
consensus is rapidly building for no more hikes after July and no recession at all. 
Two-year and 10-year Treasury yields have retreated some 30 basis points from 
recent peaks, and stocks have rebounded. “Markets Appear Convinced the Fed Can 
Pull Off a Soft Landing,” read the headline in the Wall Street Journal on July 16. 

Several encouraging developments have helped stoke this rapid change in market 
perception. The June “miss” in nonfarm payrolls, the first since March 2022, 
along with the significant downward revisions of prior months, was followed by a 
weaker-than-expected June Consumer Price Index (CPI) release. The latest reading 
for the University of Michigan consumer confidence hit its highest level in almost 
two years, while inflation expectations hit the lowest rate since January 2021. Now, 
fear of missing out (FOMO) is encouraging more investors to wade even further 
into risk assets, taking equity price-to-earnings multiples to their highest level 
since before the Fed delivered its first rate hike of this cycle. 

I say not so fast.

Investors may be thinking that the rebound in equity markets is foreshadowing 
future economic strength, but there are times when the market behaves in a way 
that is completely uncorrelated with the economy. Often, markets lead or lag 
economic conditions, but sometimes they chase a hot sector or story. The economy 
has proven to be resilient despite the Fed’s inflation-quashing efforts, and being 
overly bearish has not been rewarded. Equity markets have handily outperformed 
fixed income, with the S&P 500 up nearly 20 percent and the Nasdaq up a 
whopping 37 percent year to date while the Bloomberg U.S. Aggregate Index 
and the Bloomberg U.S Investment-Grade Corporate Bond Index are up just 2.5 
percent and 3.6 percent, respectively. The artificial intelligence frenzy has boosted 
valuations of megacap tech and powered equity indexes higher. Part of what 

August 1, 2023

Use This ‘Goldilocks Market’  
to Prepare for Its Eventual End

Anne Walsh, JD, CFA 

Chief Investment Officer, 
Guggenheim Partners  
Investment Management

Use This ‘Goldilocks Market’ to Prepare for Its Eventual End
08/08/2023 | Guggenheim Partners | 5 pages

For the author, the market backdrop suggests that the current 
Goldilocks market, like those that came before, won’t last. History 
shows that this calm before a storm is consistent with some of the 
worst market drawdowns.

The Road Ahead | 1

Man Institute

“In that direction,” the Cat said, waving its right paw round, “lives a Hatter: and in  
that direction,” waving the other paw, “lives a March Hare. Visit either you like: they’re 
both mad.”

“But I don’t want to go among mad people,” Alice remarked.

“Oh, you can’t help that,” said the Cat: “we’re all mad here. I’m mad. You’re mad.”

“How do you know I’m mad?” said Alice.

“You must be,” said the Cat, “or you wouldn’t have come here.”

Alice in Wonderland – Lewis Carroll (1865)

Parish notice: this edition of The Road Ahead is co-authored with Graham Robertson, 
Head of Client Portfolio Management at Man AHL, deeply knowledgeable in all things 
Trend and portfolio construction, and a stand-up fellow to boot. And now onward.

Long-only investors at an unappealing crossroads
Long-only beta investors are at an unappealing crossroads. Stocks expensive. Bonds 
admittedly cheaper, but neither expected to generate enough return, on a 10-year view, 
to meet most institutional requirements. As an asset allocator, it’s enough to make 
yourself ask why you bother getting up in the morning. Perhaps even to empathise with 
the Cheshire Cat. You must be mad, or you wouldn’t have come here.

In one direction live equities. The US forward price/earnings ratio (PE) at the time of 
writing is 19x. That’s 89th percentile versus history. The Street expects US companies 
to deliver an operating margin of 16%. That’s 75th percentile versus history. Stocks are 
expensive, with room to disappoint on fundamentals. 

In Figure 1 we show a scatter of equity regions (blue) and sectors (yellow), plotting 
their forward PE against the Street’s expectation for operating margin over the next 12 
months. The size of each of the points denotes valuation and profitability expectations 
for each segment relative to its own history. Thus the US, given the 89th and 75th 
percentiles discussed above, averages at 82/100. 50th percentile would be the same 
size as the ‘Historic Median’ denoted in the legend at the top of the chart. While the 
Technology sector stands out, the plot shows that it is not alone. Indeed, the only 
areas of good value left (i.e. where the circle is the same size or smaller than the 
historic median) are the UK and Emerging Markets from a geographic perspective, and 
Energy and Healthcare in terms of sectors.

Man Institute

The Road Ahead
Of Rocks And Hard Places
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6th July 2023 / Issue #19

Time to read: 11 minutes 

The Road Ahead is a series of short comments on investment strategy by Henry Neville.

The Road Ahead: Of Rocks And Hard Places
10/07/2023 | Man Group | 7 pages 

Man Group’s models suggest US 60/40 might generate 5.5% a year 
over the next 10. If the average pension fund will need more like 9%, 
what’s an investor to do? Read on for three simple solutions.

UNCORRELATED ANSWERS®

For Educational Purposes Only. For Wholesale Client and Institutional Investor Use Only. Marketing Communication. 

This document is intended solely for the use of institutional investors and is not for general public distribution. The 

value of an investment may go down as well as up and you may not get back what you originally invested.

Solve for Next: Preparing  
for Equity Regime Changes

David Schofield
President,
International Division

Richard Yasenchak, CFA
Senior Managing Director,
Head of Client Portfolio Management

Key Ideas
Traditional reliance on public equities for long-term returns is being 
challenged by increasingly volatile markets and frequent regime changes. 
With lower expectations for return-seeking assets, investors seek 
diversification and risk mitigation strategies that don’t compromise growth 
potential. Traditional equity mandates can be rigid, and adjusting positions 
to meet this goal can be challenging, but integrating a modest alternatives 
allocation provides potential solutions. Among these, one solution shows 
the potential for consistent outperformance during severe declines while 
maintaining the ability to generate alpha in a recovering and rising market 
– a promising option to improve long-term outcomes in all types of market 
conditions. 

In this paper, we will:

•  Explore the limitations and challenges associated with traditional equity 
strategies in the context of increasing market regime changes.

•  Compare and contrast the potential integration of alternative asset 
classes, including futures and options, to augment traditional strategies 
within equity allocations.

•  Make the case for integrating futures with traditional equity strategies 
as a way to increase returns, improve diversification, and enhance the 
overall risk-return profile.

•  Address practical considerations for the best implementation approach.

Solve for Next: Preparing for Equity Regime Changes 
07/07/23 | Intech | 13 pages

With lower expectations for return-seeking assets, investors seek 
diversification and risk mitigation strategies that don’t compromise 
growth potential. Could a modest alternatives allocation be the answer?

To view more papers on this topic click here 

Like what you see? We have over 10,000 white papers on our site, don’t miss out on the latest 
research.
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