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Diversify your diversifiers
by Alex Harvey, CFA

Genghis Khan is considered by many to 
be perhaps the greatest conqueror of all 
time (sorry, Guillaume de Normandie), 
and ruled over an empire that at its peak 
spanned as far west as modern-day 
Poland and as far east as the Russian 
Pacific seaboard.  Mongolia today is a 
‘fraction’ of that size but still in the world’s 
top 20 largest countries and would knock 
Kazakhstan down into 10th place if you 
included the Mongolic autonomous region 
of the People’s Republic of China1 .  As the 
least densely populated country in the 
world it fits the population of Wales into a 
land mass the size of Western Europe.  It’s 
that empty. 

I was fortunate to have visited this 
beautiful landlocked country three years 
ago and journey overland through the 
Gobi desert and beyond.  As is customary 
we travelled in a convoy, not because we 
were important (far from it!) but because if 
you break down out there, no one is going 
to find you.  The lack of mobile reception 
was part of the ‘Detox draw’ but with that 
comes no search and rescue.  That 10yr old 
land cruiser might have served you well 
in the past but it can still go wrong (and it 
did).  In the vast empty Mongolian plains, 
you need a back-up plan.

The same can be said for modern portfolio 
design.  For years investors have relied on 
the classic ‘60/40’ portfolio (consisting of 
60% equities and 40% bonds) which has 
provided investors a handsome return - 
and diversification - through the great 
30-year bond bull market.  Going forward 
however the maths just doesn’t stack 
up; a 30 year   annualised return of 5.2% 
but a yield today of sub 1%2 .  As we see 
increasingly these days bonds are not the 
antidote  to a sell off in equities, they can 
be the cause.  Recent wobbles in equity 
markets have followed moves higher in 
bond yields and some of the most sensitive 
names to this creep higher are the growthier 
tech companies whose future earnings 
growth feels the negative effect of a higher 
discount rate more acutely.  With a handful 
of these ‘FAANG’ier3  type names driving 
index performance due to their size and 
concentration, it is unsurprising that the 
rate effect has become more pronounced.  

Indeed, it was arguably ever lower rates 
that helped lift the information technology 
sector weight, within the US equity market, 
to its post 2001 TMT highs in the first place.  
At 0.344 the three-month bond – equity 
correlation is currently at its highest level 
for over five years, having only briefly been 
higher in the last twenty  .  ‘Correlation 
does not imply causation’ goes the saying 
but the effect is evident today.  Add to this 
several testing liquidity episodes in the last 
few years for US Treasuries, the world’s 
most liquid ‘risk free’ asset, and investors 
would be wise to hedge their diversification 
bets. 

At Momentum we have long advocated 
embedding a truly multi asset exposure into 
client portfolios and funds.  Our multi asset, 
multi style and multi manager approach 
builds in additional diversification levers 
that help to smooth the investment 
journey that we create for our clients.  
Credit, convertibles, inflation linked 
bonds, infrastructure, property, gold and 
alternatives are among the asset classes 
we use to build portfolios , whilst value, 
quality and growth exposure provides 
style  diversification.  Our modelling 
shows that over the last 20 years a broad 
strategic asset allocation increases the 
diversification benefits of a 60/40 portfolio 
by over 70%5 .  Some currency exposure is 
naturally embedded within both allocations 
but an explicit exposure to a perceived 
haven currency like the Japanese Yen could 
further improve the portfolio effect.  The 
inflated returns from DM sovereign bonds 
in recent decades may give false comfort 
to those banking on the same for the future.  
Yes, bonds are an important part of a multi 
asset portfolio but today arguably provide 
more of a ‘return free risk’ than a ‘risk free 
return’.  By diversifying your diversifiers you 
can reduce your risk of coming unstuck in 
the proverbial investment desert.

1 Source: Wikipedia
2 Source:  JP Morgan Global Government Bond index 
3 The FAANG index refers to Facebook, Amazon, Apple, Netflix 
and Google.  They represent 17.4% of the S&P500 index by market 
value today
4 MGIM
5 The diversification benefit for a multi asset portfolio was 2.6% 
compared to 1.5% for a risk equivalent global 60/40 portfolio
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
研富投資服務有限公司
9th Floor, Centre Mark II
305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest 
Investment Services Limited and/or 
Belvest related companies (collectively, 
and individually Belvest) solely to its 
clients, qualified prospective clients or 
institutional and professional investors. 
Unless stated otherwise, any opinions or 
views expressed in this communication do 
not represent those of Belvest. Opinions or 
views of any Belvest company expressed 
in this communication may differ from 
those of other departments or companies 
within Belvest, including any opinions or 
views expressed in any research issued by 
Belvest. Belvest may deal as Distributor or 
Agent, or have interests, in any financial 
product referred to in this email. Belvest 
has policies designed to negate conflicts of 
interest. Unless otherwise stated, this e-mail 
is solely for information purposes.

This message may contain confidential 
information. Any use, dissemination, 
distribution or reproduction of this 
information outside the original recipients 
of this message is strictly prohibited. If 
you receive this message by mistake, 
please notify the sender by reply email 
immediately.

Unless specifically stated, neither the 
information nor any opinion contained 
herein constitutes as an advertisement, an 
invitation, a solicitation, a recommendation 
or advise to buy or sell any products, 
services, securities, futures, options, other 
financial instruments or provide any 
investment advice or service by Belvest.

No representation or warranty is given as 
to the accuracy, likelihood of achievement 
or reasonableness of any figures, forecasts, 
prospects or return (if any) contained in the 
message. Such figures, forecasts, prospects 
or returns are by their nature subject to 
significant uncertainties and contingencies. 
The assumptions and parameters used 
by Belvest are not the only ones that 
might reasonably have been selected 
and therefor Belvest does not guarantee 
the sequence, accuracy, completeness 
or timeliness of the information provided 
herein. None of Belvest, its group members 
or any of their employees or directors shall 
be held liable, in any way, for any claims, 
mistakes, errors or otherwise arising out 
of or in connection with the content of this 
e-mail.

This e-mail and any accompanying 
attachments are not encrypted and cannot 
be guaranteed to be secure, complete or 
error-free as electronic communications 
may be intercepted, corrupted, lost, 
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore 
does not accept any liability for any 
interception, corruption, loss, destruction, 
incompleteness, viruses, errors, omissions 
or delays in relation to this electronic 
communication. If verification is required 
please request a hard-copy version. 
Electronic communication carried within 
the Belvest system may be monitored.
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