
THE DEATH OF THE 60/40 PORTFOLIO
Jeremy Schwartz — Global Chief Investment Officer

09/01/2020

We had the pleasure of hosting Jared Woodard, Head of the Research Investment Committee for Bank of America
Research, on our Behind the Markets podcast last week.

When we get to the other end of the pandemic, Woodard’s team has three scenarios in mind for financial markets.

1. Stagnation: A path of low growth, wages, interest rates and profits for most companies and relatively few winners
in the markets. This is the world of secular stagnation we have been in for the last decade or two.

2. Stagflation: One catalyst that could spark higher inflation with low growth might be a changing relationship with
China, not just in the U.S., but around the world. It also could come from more regulation of the technology sector.

3. Elevation: A world of higher growth, higher productivity and maybe demand-based inflation (which is the good
kind). If world leaders start investing more intentionally in capital expenditures and research and development,
there are many examples in modern times of private and public sector partnerships that powered innovation
higher. Many of the components of smartphones came from Cold War spending that led to long-run innovations.
There would be nothing more bullish than this cooperation for new investments where we can see higher growth.

The World Is Just One Trade Today

Whether it is growth versus value, large caps versus small caps, U.S. markets versus foreign markets or the drop in bond yi
elds, all things that are leading the market are correlated to the lack of profit opportunities and very narrow growth
leaders. The risk to this market setup is if we have a breakout in inflation coupled with a growth surprise that would shake
up the incredibly crowded and expensive assets and turn toward the real losers over the last two decades.

The Death of the 60/40 Portfolio

The biggest takeaway is that Woodard’s team is more confident than ever that we hit the low in interest rates this year
and will likely see them move considerably higher in the future, arguing that investors should start to move away from
bonds in their current allocations.

Woodard’s team also believes the standard hedging function and diversification benefits of bonds will be much less
attractive going forward. Right now, the 10-year U.S. Treasuries are trading at 75 basis points (bps), while the market is
pricing in inflation over the next 10 years at 1.7%. Investors are locking in real, after-inflation purchasing power losses and
essentially buying bonds as “insurance” against an equity market decline.

Expensive Insurance

To Woodard and his team, bonds have become expensive insurance against equity declines, particularly if bonds will no
longer maintain their diversifying properties with these very low rates.

Treasuries can also become a source of risk in portfolios if we start to get inflation heading higher, combined with
positive surprises on economic growth. The takeaway: There are better places to allocate capital than long-term bonds,
and there are better ways to structure portfolios.

Where to Put Risk Capital to Work

There are three types of risk in their simplest form: equity risk, credit risk and interest rate risk. The other two types of risk
are more attractive than interest rate risk, and Woodard likes taking on some prudent credit risk.

This was a great conversation on the key challenges for most investors today. You can listen to the full conversation
below.
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Behind the Markets on Wharton Business Radio · Behind The Markets Podcast: Jared Woodard

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Interest rates  : The rate at which interest is paid by a borrower for the use of money.

Stagflation  : a situation in which the inflation rate is high, the economic growth rate slows.

Inflation  : Characterized by rising price levels.

Bullish  : a position that benefits when asset prices rise.

Growth  : Characterized by higher price levels relative to fundamentals, such as dividends or earnings. Price levels are
higher because investors are willing to pay more due to their expectations of future improvements in these fundamentals.

Value  : Characterized by lower price levels relative to fundamentals, such as earnings or dividends. Prices are lower
because investors are less certain of the performance of these fundamentals in the future. This term is also related to the
Value Factor, which associates these stock characteristics with excess returns vs the market over tim.

Large-Capitalization (Large-Cap)  : A term used by the investment community to refer to companies with a market
capitalization value of more than $10 billion. Large cap is an abbreviation of the term “large market capitalization”.
Market capitalization is calculated by multiplying the number of a company’s shares outstanding by its stock price per
share.

Small caps  : new or relatively young companies that typically have a market capitalization between $200 million to $2
billion.

Yield  : The income return on an investment. Refers to the interest or dividends received from a security that is typically
expressed annually as a percentage of the market or face value.

10- Year Treasury  : a debt obligation of the U.S. government with an original maturity of ten years.

Basis point  : 1/100th of 1 percent.

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)


	THE DEATH OF THE 60/40 PORTFOLIO

