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The very two things that have made diversified investing so rewarding in the first half of 2016 potentially could compromise its 

benefits going forward. 

Two things in particular have driven superior performance from diversified strategies in 2016. The first is the magnificent power of 

bonds, particularly high-quality, interest-rate-sensitive bonds to offset losses in equities on the episodes where those have occurred 

in 2016. The second thing that's helped diversified investors in 2016 is that some of the very assets that were most problematic to 

hold in 2015, high-yield bonds, commodities, emerging market stocks and bonds, are the same assets that are performing better 

than almost anything in 2016.  

So if we think about the two reasons you would bother to be diversified in the first place, one is to reduce volatility and control your 

performance variability. The stock versus bond dimension has been very powerful in satisfying that in 2016. The other is to expose 

your portfolio to assets that can deliver superior returns to the plain vanilla holdings, and these other asset classes have done that 

in 2016. 

Years like last year are unusual, when diversification hurt you as opposed to helping you. In the long history of financial markets, it 

unambiguous that diversification is a good idea, and usually, it's a great course of action to simply establish an asset allocation 

strategy with good balance and stick to it. However, occasionally, I think it can be very helpful to incorporate a dynamic or an 

adaptive element to your asset allocation strategy, and this is one of those times.  

The fact that interest rate exposure has been such a powerful stabilizer is great, but with rates as low as they are it's conceivable 

that they offer somewhat of an asymmetric way forward. 

Consider the following two scenarios. One being where events play out in a weaker direction, slow growth, weaker earnings, lower 

inflation. In that case, I think bonds have already priced that in, given their reaction to the vote in the UK but risk assets haven't. So 

in that environment, risk assets could do poorly but bonds would offer weaker diversification than they did in the first half of the year. 

In that case, I think rather than wait for diversification to stabilize the portfolio, we might be better served actually reducing our 

holdings and risk assets.  

The other scenario is if things get better, if we have a higher growth, higher prosperity kind of environment in the second half of the 

year. That's an environment where I think the risk assets could do very, very well. Remember, world equity markets have been flat 

for almost three years now. So they can very well break out to the upside. But if that were to happen in an environment of growth, 

we could see bonds repriced back to levels that create negative returns there and we don't want to offset the gains from the risk 

assets with losses in bonds. So in that case, we might prefer a more concentrated and a more risk-oriented diversification strategy 

in the second half of the year. 

 

The views expressed are as of July 2016, may change as market or other conditions change and may differ from views expressed 

by other Columbia Management Investment Advisers, LLC (CMIA) associates or affiliates. Actual investments or investment 

decisions made by CMIA and its affiliates, whether for its own account or on behalf of clients, may not necessarily reflect the views 

expressed. This information is not intended to provide investment advice and does not take into consideration individual investor 

circumstances. Investment decisions should always be made based on an investor's specific financial needs, objectives, goals, time 

horizon and risk tolerance. Asset classes described may not be suitable for all investors. Past performance does not guarantee 

future results, and no forecast should be considered a guarantee either. Since economic and market conditions change frequently, 

there can be no assurance that the trends described here will continue or that any forecasts are accurate. 



 

 
  

Diversification does not assure a profit or protect against loss. 

Investment products are not federally or FDIC-insured, deposits or obligations of or guaranteed by any financial institution 
and involve risks, including possible loss of principal and fluctuation in value. 
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