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Model portfolios — or those which adhere to a specific set of guidelines surrounding asset allocation and
rebalancing — are often utilized by investors because of their rules-based nature, which eliminates the need for
constant monitoring. One such model is the “60/40 portfolio,” which consists of a 60% allocation to diversified
equities and a 40% allocation to a broad basket of fixed income securities. Due to the imperfect correlation
between stock and bond returns, the 60/40 model has enjoyed decades of success at both providing its users
with strong absolute returns and suitable protection during market drawdowns. Additionally, there is an intuitive
attraction of the 60/40 portfolio due to its relative simplicity of holding just stocks and bonds as its underlying
investments. That said, skepticism abounds regarding the model’s viability going forward in light of the current
interest rate environment and low forecasted equity returns, particularly for those investors like endowments
and foundations with specified spending requirements. The aim of this paper is to assess the effectiveness of
the 60/40 model going forward and provide guidance to investors whose spending targets require an expected
return that is consistent with the historical performance of 60/40 portfolios, which has typically hovered around
8%.

PREVIOUS SUCCESS OF THE 60/40 PORTFOLIO
Historically, the 60/40 model has offered an attractive balance of risk and return, enjoying stellar returns in strong
market environments and weathering most drawdowns relatively well. Exhibit 1 outlines this phenomenon by
displaying the five-year rolling returns of the 60/40 portfolio vs. the Bloomberg U.S. Aggregate Bond and S&P 500
indices, two common components of the 60/40 model. As shown in the chart, extreme downward movements in
the S&P 500 are attenuated in the 60/40 portfolio because the 40% bond allocation acts as a ballast and helps
to offset sharp losses amid equity market turbulence. During periods of strong equity market returns, the 60/40
portfolio captures a significant portion of the upside performance.

Exhibit 1: 5-Year rolling returns of the 60/40 portfolio, Bloomberg U.S. Aggregate Bond, and S&P 500
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Source: eVestment; data from 1981–2021; 60/40 portfolio rebalanced annually

Exhibit 2 highlights the calendar year returns of the 60/40 portfolio, Bloomberg U.S. Aggregate Bond, and S&P
500 indices and serves to further outline the strength of the 60/40 model when it comes to principal protection
during periods of market stress. In 2008, the S&P 500 fell roughly 37% amid fallout from the Global Financial
Crisis, while the 60/40 portfolio dropped only 20%. A similar trend took place in 2002 amid the Tech Bubble
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Crash when the S&P 500 fell 22% compared to just 9% for the 60/40 portfolio. The 60/40 portfolio similarly
protected during the “Taper Tantrum” of 2013 when the Bloomberg U.S. Aggregate Bond fell 2% and the model
portfolio rose 19%. Since 1990, the 60/40 portfolio delivered a positive return in 34 out of 41 calendar years, which
translates to 83% of those periods.

Exhibit 2: Calendar year returns of the 60/40 portfolio, Bloomberg U.S. Aggregate Bond, and S&P 500
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As Exhibit 3 shows, the 60/40 portfolio has provided an annualized return of 10.4% over the last 10 years, which
sits between the annualized returns for the Bloomberg U.S. Aggregate Bond and S&P 500 indices of 3.4% and
14.8%, respectively. Similarly, the annualized volatility of the 60/40 portfolio (as measured by standard deviation)
was 8.1% over the last 10 years, sitting between that of the Bloomberg U.S. Aggregate Bond (3.0%) and the S&P
500 (13.6%) indices. Perhaps most importantly, however, is the strong Sharpe ratio for the 60/40 model, which
stems from limited correlation between bonds and stocks. The Sharpe ratio over the last 10 years of the 60/40
portfolio was 1.2, higher than both the Bloomberg U.S. Aggregate Bond (0.9) and the S&P 500 (1.0).

Exhibit 3: Efficiency
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CAN WE EXPECT SIMILAR PERFORMANCE TRENDS GOING FORWARD?

Return

To this point, much has been made of the strong historical performance of the 60/40 portfolio in both relative
and absolute terms, but is it reasonable to expect similar trends going forward? One of the most important
considerations when evaluating the future practicality of the model is the prospects of stocks in the coming
years, as lower forecasted returns for equities might necessitate model adjustments in order to maintain a given
expected return. To that point, equity markets — particularly those in the United States — have enjoyed an
exceedingly strong decade amid unprecedented fiscal and monetary stimulus in the wake of the Global Financial
Crisis and COVID-19 pandemic.
Exhibit 4: Calendar year returns for the S&P 500 and long term average
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Source: Bloomberg; data from 1960–2021
interest rate environment, most
equity indices trade at the extreme ends of their respective historical ranges based on several valuation metrics
despite some slight multiple compression in recent months. Exhibit 5 highlights this phenomenon for the S&P
500, which trades at a price-to-earnings ratio that sits above the 90 th percentile of historical levels for the index
going back 50 years.

Exhibit 5: Historical S&P 500 price-to-earnings ratios and long term average
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Source: Bloomberg; data from 1970–2021
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Data suggests that the current valuation landscape may portend lower equity returns in the near future. Since
1970, the S&P 500 has averaged negative 3-year annualized returns when starting from the point at which the
price-to-earnings ratio for the index was at or above the 90 th percentile of historical levels as it is today. This is in
stark contrast to returns for the index when starting from points of lower valuation levels, and Exhibit 6 highlights
this disparity.

Exhibit 6: 3-year annualized return for the S&P 500 by starting historical price-to-earnings percentile
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Source: Bloomberg; data from 1970–2021

Finally, since change in GDP is an important
component for equity market returns, lower
forecasted economic growth could also lead to
diminished stock performance in the coming years.
Though U.S. GDP is still expected to post a strong
year-over-year change in 2021 due to the impacts of
COVID-19-related reopenings, economists expect
growth to slow in the next few years for a variety
of reasons. First, much of the fiscal stimulus aimed
at stabilizing the economy during the worst days
of the pandemic has either ended or will be rolling
off in the near future, and the Federal Reserve is
expected to implement increasingly restrictive
monetary policy (e.g., balance sheet tapering and
rate hikes) in the coming years. Additionally, an
aging U.S. population, lower productivity from
labor forces, and the potential for lasting inflation
may also create headwinds for economic growth
going forward. Exhibit 7 outlines the expectations
for slowing real GDP growth from U.S. Federal
Open Market Committee members through 2024.

Exhibit 7: FOMC summary of economic projections
for the growth rate of real gross domestic product
(central tendency)
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Source: Federal Reserve Bank of St. Louis as of June 30, 2021

The potential for fixed income securities to achieve strong returns on a go-forward basis is also in question
given the precipitous fall in interest rates that has taken place over the last four decades. Exhibit 8 depicts the
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yield of the 10-year U.S. Treasury bond, which rose during Paul Volker’s tenure as Fed Chair to a peak of 16% in
1981 amid stagflation brought on by the Oil Crisis of the 1970s. Since the early 1980s, however, global interest
rates have fallen steadily, a trend driven by myriad factors including an aging global population, lower economic
growth projections, higher savings rates for baby boomers, and global stimulus via close-to-zero interest rates
and quantitative easing, which have collectively served to prop up bond prices and depress yields. As shown in
the chart, rates today are more than 4% lower than the long-term average 10-year Treasury rate, underscoring
the absolute low level of rates.
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Exhibit 8: Trajectory of the 10-year U.S. Treasury yield over last 40 years
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Source: Bloomberg; data from 1963–2021

It should come as no surprise that fixed income asset classes across the board have been susceptible to the longterm secular decline in rates. As Exhibit 9 shows, core bond yields have roughly halved from 2.8% to 1.5% over the
last 10 years alone. Similarly, bank loan yields have fallen from 6.3% to 4.8%, high yield bond yields have roughly
halved from 7.3% to 3.7%, and emerging markets debt yields have declined from 5.8% to 4.9%, all during that
same 10-year period. Predictably, the expected returns for bonds — whether they be investment grade or below
investment grade —― are universally low and offer little upside for investors; this is exacerbated for investors
trying to achieve an 8% rate of return with the classic 60/40 portfolio.

Exhibit 9: Fall in yields across bond asset classes in the last 10 years
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Corporate index yield-to-worst, JPMorgan EMBI Global Diversified index yield-to-worst; data from 2011-2021
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WHAT CAN INVESTORS DO?
Given the backdrop of low forecasted equity returns and ever-declining rates, can the 60/40 portfolio continue to
serve as the most optimal balanced structure when it comes to providing for strong returns, controlled volatility,
reasonable principal protection, and favorable portfolio efficiency?
Looking ahead, there is consensus among experts that equity market returns are likely to be lower in the coming
years due to reasons described earlier in this paper including elevated valuations, slowing economic growth, and
the cessation of large-scale fiscal and monetary stimulus programs, both in the United States and abroad. It is
also worth mentioning the potential for slower earnings growth going forward, given the importance of earnings
as a component of stock returns. Many expect the second quarter of 2021 to represent an earnings growth peak
for S&P 500 index companies, and that future growth figures are likely to be lower (though still positive). To that
point, EPS estimates for both 2021 and 2022 have come down in recent weeks according to FactSet, and there
has been a significant increase in the number of S&P 500 companies issuing negative EPS guidance relative to the
previous period. These trends may be driven in part by supply chain and labor market dislocations that should
be transient in nature, however most agree that it is unlikely that the market will experience EPS growth figures
similar to those exhibited by the S&P 500 in recent quarters on a go-forward basis. The potential for an increase
in interest rates may also lead to equities as being viewed by many investors as relatively unattractive, particularly
those growth stocks with a high percentage of their total cash flows expected in the distant future. Of course, it
is important to keep in mind that these factors do not necessarily portend doom for equity markets, but rather
serve to remind investors that the strong returns notched by stocks in the last decade may not persist into the
future.
For fixed income returns, the future is even less clear. Rates are expected to gradually rise as government stimulus
is removed from the economy and the world continues to recover from the pandemic. However, the previously
discussed forces that have driven rates lower over the last 40 years — an aging demographic, lower productivity
growth, and aggressive cutting by other countries — will effectively limit how much rates rise. It is highly unlikely
that rates approach their historical averages; this is a headwind for bond returns on both a short- and longer-term
basis. For the shorter term this means that as rates rise bond prices will fall, thus hurting total returns for investors.
And while over the longer-term higher rates will translate to more attractive cash yields for investors, the absolute
value of these yields will still sit below historical averages, thus pushing bonds to deliver returns lower than their
long-term averages.
From a total portfolio perspective, this
outlook supports the hypothesis that a
60/40 portfolio will not achieve its prior
return goals, which have ranged from 7–9%;
the low yields are too much of an anchor to
returns. However, it is still possible to build
a portfolio that can achieve such a return.
Shown in Exhibit 10, we have used our asset
allocation software to generate a portfolio
that is projected to deliver an 8% long-term
rate of return; for the sake of comparison,
we have also included the asset allocation
to achieve the same 8% target rate of return
15 years ago. The differences are obvious: a
significantly higher percentage of the overall
portfolio is invested in equities, and most of
the equity exposure is in equity classes that

Exhibit 10: What it takes to achieve 8% without alternatives
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are the most volatile, such as U.S. small-caps
and emerging markets. Note that we have
only included traditional asset classes to this
point of the conversation.
If we expand the analysis to include
alternatives, the results are predictable: the
same target rate of return can be achieved
at a lower volatility level, but illiquidity risk
is introduced with the use of closed end
funds for asset classes like private equity,
and potentially limited liquidity instruments
for real estate, infrastructure, and private
debt. The benefits are straightforward, but
not all investors are able to access these
asset classes for a variety of reasons from
size to liquidity constraints. This analysis that
includes alternatives is shown in Exhibit 11.

Exhibit 11: What it takes to achieve 8% with alternatives
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Of course, the other solution is for
Source: Marquette Associates Asset Allocation Software
organizations to reduce their target rates of
return, which would naturally suggest a more conservative portfolio than the ones profiled above. Doing so,
however, would make it difficult for many organizations to consistently meet their spending targets each year
while still growing the overall value of their portfolio. Whether it’s a pension fund with significantly negative cash
flows or an endowment with a 5% spending policy, a target rate of return (and an underlying asset allocation to
support it) somewhere in the 7–9% range is necessary to promote long-term portfolio growth net of portfolio
outflows and inflation.
Barring any massive interest rate rises — which would re-calibrate expected bond returns — at this point it seems
safe to conclude that the 60/40 portfolio is a thing of the past for organizations pursuing target rates of return north
of 7%. Assuming little flexibility with investment return goals, investors are faced with choosing a more volatile
and concentrated portfolio of mostly equities or bettering their return potential with alternative investments.
Generally speaking, alternatives are a compelling addition to portfolios, but some investors have limited access
based upon size or liquidity constraints. At the end of the day the decision comes down to the classic risk versus
return tradeoff, but the evolution of asset classes over the last decade has pushed the 60/40 portfolio lower on
the expected return spectrum and investors towards higher risk portfolios and new asset classes. If anything,
this trend will only continue as markets and asset classes evolve the next decade, particularly given the massive
growth in alternative investment strategies combined with ongoing spending goals for organizations.
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Marquette Associates, Inc. (“Marquette”) has prepared this document for exclusive use by the client or third party for which it was prepared.
The information herein was obtained from various sources, including but not limited to third party investment managers, the client’s custodian(s)
accounting statements, commercially available databases, and other economic and financial market data sources.
The sources of information used in this document are believed to be reliable. Marquette has not independently verified all of the information in
this document and its accuracy cannot be guaranteed. Marquette accepts no liability for any direct or consequential losses arising from its use.
The information provided herein is as of the date appearing in this material only and is subject to change without prior notice. Thus, all such
information is subject to independent verification and we urge clients to compare the information set forth in this statement with the statements
you receive directly from the custodian in order to ensure accuracy of all account information. Past performance does not guarantee future results
and investing involves risk of loss. No graph, chart, or formula can, in and of itself, be used to determine which securities or investments to buy
or sell.
Forward-looking statements, including without limitation any statement or prediction about a future event contained in this presentation, are
based on a variety of estimates and assumptions by Marquette, including, but not limited to, estimates of future operating results, the value
of assets, and market conditions. These estimates and assumptions, including the risk assessments and projections referenced, are inherently
uncertain and are subject to numerous business, industry, market, regulatory, geopolitical, competitive, and financial risks that are outside of
Marquette’s control. There can be no assurance that the assumptions made in connection with any forward‐looking statement will prove accurate,
and actual results may differ materially.
The inclusion of any forward-looking statement herein should not be regarded as an indication that Marquette considers forward-looking
statements to be a reliable prediction of future events. The views contained herein are those of Marquette and should not be taken as financial
advice or a recommendation to buy or sell any security. Any forecasts, figures, opinions, or investment techniques and strategies described are
intended for informational purposes only. They are based on certain assumptions and current market conditions, and although accurate at the
time of writing, are subject to change without prior notice. Opinions, estimates, projections, and comments on financial market trends constitute
our judgment and are subject to change without notice. Marquette expressly disclaims all liability in respect to actions taken based on any or all
of the information included or referenced in this document. The information is being provided based on the understanding that each recipient
has sufficient knowledge and experience to evaluate the merits and risks of investing.
Description of Asset Allocation Analysis
Our asset allocation studies evaluate potential client portfolios under a variety of macroeconomic environments, which directly impact the
performance of asset classes. The studies are built to analyze often overlooked – but critical – features of portfolio construction, including
liquidity, rebalancing, and net cash flow. We offer customized reports and analytics to evaluate circumstances unique to each plan, such as
spending policies for endowments and funding ratios for pension funds. More generally, our asset allocation studies offer a comprehensive and
rigorous analysis that will formulate the most effective portfolios to achieve client goals.
Our software is based on a Monte Carlo simulation of macroeconomic factors, which are used to model monthly return outcomes of capital
markets. The simulations are created by a powerful economic scenario generator (“ESG”), which is the driving force behind our asset allocation
model. The economic scenario generator simulates the future performance of the capital markets and macro-economy; the underlying models
are calibrated based on the long-term historical record, so that they will reproduce the kinds of volatility and stress scenarios that have been
observed over the 20 th and 21st centuries. The models are linked and correlated so that the behavior of different asset classes and economic
variables is consistent within each random scenario.
Portfolio performance over the course of the study reflects projected net cash flows – using actual benefit payments and contributions/historical
cash flows – as well as overall portfolio composition, rebalancing rules, and beginning market value. When coupled with the simulated returns,
these inputs provide the monthly market value of all asset classes for each proposed portfolio and of the total fund. We also calculate average
annualized returns and standard deviations for each portfolio. These statistics allow us to calculate risk adjusted returns that figure heavily into
determining the recommended portfolio.					
The sources of information used in the study are believed to be reliable. Marquette Associates, Inc. has not independently verified all of the data
used in this study and its accuracy cannot be guaranteed. Estimates and projections of financial market performance do not guarantee future
performance. Since the model used to create this report relies on market data, results will vary depending on the date of the study. Past study
results do not guarantee future results and are subject to change as more data becomes available. As appropriate, Marquette Associates, Inc.
reserves the right to adjust the model used to prepare the study to reflect improved accuracy of portfolio modeling techniques. Results may
change if the model is adjusted.

About Marquette Associates
Marquette was founded in 1986 with the sole objective of providing investment consulting at the highest caliber of
service. Our expertise is grounded in our commitment to client service — our team aims to be a trusted partner and
as fiduciaries, our clients’ interests and objectives are at the center of everything we do. Our approach brings together
the real-world experience of our people and our dedication to creativity and critical thinking in order to empower our
clients to meet their goals. For more information, please visit www.MarquetteAssociates.com.
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