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Update on Markets & Portfolio Positioning 
 

utumn brings investors back from the beach, the kids back to 
school and often volatility back to the markets. (Maybe the 

three are related?) It appears 2016 will follow this pattern, as mar-
kets are now primarily concerned with the Federal Reserve’s interest 
rate intentions and the global economy’s inability to outperform al-
ready tepid expectations. Neither concern is a new development, 
but both seem to be renewed sources of market frustration. 
 
Writing in BloombergView on September 12th, Mohamed El-Erian 
observed that investors are once again looking for a bail-out: 
 

“[M]arkets will again try to force central banks into a round of 
supportive liquidity injections and an even more protracted pe-
riod of ultra-low interest rates. And there is no definitive rea-
son to expect that they won't succeed. But the longer-term pro-
spects of such a strategy are becoming weaker by the day.” 

 
We share these concerns. Recently (post-financial crisis), stocks and 
bonds have been sufficient portfolio solutions. Both have generated 
adequate returns without suffering crippling drawdowns. Simplicity 
has bested complexity. Much of the credit goes to central banks. 
 
But, in our view, this dynamic is beginning to change. While their 
European and Japanese counterparts are still at the stimulus pump, 
the Fed has indicated it wants to move in the other direction. A 
change in monetary policy direction, or efficacy as El-Erian argues, 
increases the likelihood of a new financial market cycle in our view. 
The calculus for many asset classes will subsequently change as well.  
 
We think the prescription is more balance in portfolios. Stocks and 
bonds are important portfolio building blocks, but alternative 
sources of return and, importantly, risk are desirable. The Keel 
Point investment team has recently completed a year-long review of 
all of the above – stocks, bonds, and alternatives – resulting in some 
repositioning of strategy portfolios, especially amongst alternative 
allocations.  You may have noticed the byproduct of these efforts – 
some investments added to your portfolio, some reduced, some re-
moved. We would like to provide an overview of our repositioning 
efforts and provide more insight into our decision making process.  
 
This piece will build on our discussion of the equity and fixed in-
come sleeves in the January/February Investment Bulletin (available on 
our website under the Insights menu), where we stated our goal to 
outperform an industry standard benchmark by taking on a similar 
level of risk, but deliberately underweighting and overweighting cer-
tain market sectors, regions or statistical performance factors.  

Since repositioning these two sleeves, we have continuously evalu-
ated their performance. On the equity side, we observed increasing 
trading strength in both the U.S. small capitalization and broad 
emerging market equity sectors. Both also represented better value 
relative to other broad equity sectors, specifically U.S. large capitali-
zation and non-U.S. developed market stocks. As a result, we decid-
ed to increase allocations to both of these sectors within the equity 
sleeve. Small cap stocks now represent a significant overweight rela-
tive to the benchmark MSCI All Country World global stock market 
index. Emerging market stocks are now much closer to a neutral 
weight; however, we have chosen to be overweight Asia within our 
emerging market position. 
 
We also added another sector to our fixed income sleeve. Inflation-
ary environments are punishing for bonds, as fixed coupon pay-
ments become worth less and less in real terms. By adding an alloca-
tion to Treasury inflation-protected securities (“TIPS”), whose value 
adjusts upwards with inflation, we are able to mitigate some of that 
risk.   
 
The Point of Alternatives 
 
The most significant shift in portfolios has been within the alterna-
tive asset class. Here we organize our alternative investments into 
two broad categories:  “aggressive alternatives” (assets or strategies 
that more closely resemble stocks in risk terms) and “conservative 
alternatives” (assets or strategies that more closely resemble bonds 
in risk terms). The role of alternatives is twofold. First, we are look-
ing for improved risk-adjusted returns relative to what might be 
available to a stocks/bonds portfolio. Second, we want to see evi-
dence of reduced drawdown risk.  A drawdown is the experience of 
opening your statement to find the value of your portfolio is de-
creasing.  We’re interested in combinations of alternative invest-
ments that help decrease both the likelihood and magnitude of this 
experience, particularly in stressed market environments. 
 
Table 1 lists all of the liquid alternative asset classes or strategies 
that are currently in our alternative sleeves with brief descriptions of 
each (note our focus today excludes all non-publicly traded invest-
ments). Aggressive alternatives include preferred stocks, real estate 
or “REITs” and master limited partnerships or “MLPs”. All of 
these assets exhibit moderate correlation to stocks. While we expect 
the fortunes of the broader equity market to have some bearing on 
the performance within this category, we believe there are unique 
economic risks undertaken here - providing enough performance 
differentiation to improve a portfolio’s risk/return characteristics. 
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  Table 1: Alternative Investments   

  Source for Correlations:  KP calculations using Bloomberg data   
    

  Aggressive Alternatives   

  
Asset 

Corr to 
Stocks 

Description 
  

  

Preferred 
Stocks 

0.6 

Hybrid debt instruments that usually pay a 
higher coupon but absorb losses before tradi-
tional bonds. Often issued by financial insti-
tutions.   

  

Real Estate 
(REITs) 

0.7 

Diversified exposure to offices, apartments, 
malls, warehouses, etc. Investors earn rental 
payments and bear the risk of vacancies 
and/or price declines.   

  

Energy In-
frastruc-
ture 
(MLPs) 

0.5 

Tax-advantaged structure for owning energy 
pipelines and storage. Investors can earn toll-
like payments and bear the risk of a decline in 
demand.   

        

  Conservative Alternatives   

  
Asset 

Corr to 
Bonds 

Description 
  

  

Multi-
Strategy 
Hedge 

0.0 
Combination of hedge fund strategies cov-
ering all major asset classes using fundamen-
tal, technical, and quantitative techniques.   

  

Equity 
Market 
Neutral 

-0.2 

Isolates mispricings between equity and/or 
equity-like instruments (e.g. options, con-
vertible bonds). Long the cheap asset and 
short the expensive asset.  Typically fully 
hedged.   

  

Managed 
Futures 

0.1 

Trend-following approach covering all ma-
jor asset classes. Long (short) assets that 
have recently experienced price increases 
(decreases).   

  

Insurance-
linked Se-
curities 

0.2 

Vehicle for providing insurance against nat-
ural disasters (e.g. hurricanes and earth-
quakes). Investors earn premiums and bear 
the risk of damage claims.   

          
The conservative alternatives group is perhaps the most unique. 
While multi-strategy hedge, equity market neutral, managed futures, 
and insurance-linked securities have little in common with tradition-
al bonds, we think each strategy, like bonds, has a role balancing 
stock market risk. Some do so by generating returns that are usually 
independent of stocks (e.g. equity market neutral and insurance-
linked securities), while others are expected to produce positive re-
turns during significant equity drawdowns (e.g. managed futures). 
Some are effective risk balancers because of the types of assets they 
own. Insurance-linked securities, for instance, own assets exposed 
to the risks of hurricanes and earthquakes rather than recession risk. 
Other strategies own stock and bond assets, but are effective risk 
ballasts due to how the portfolios are positioned and traded.  For 
example, managed futures strategies will significantly vary exposure, 
from fully invested to net short, as asset class trends emerge or fade. 

This strategy’s effectiveness in mitigating risk is predicated on get-
ting short equity markets as downturns emerge.  
 
We expect some of these alternative strategies to almost always play 
a role in portfolios. Others may come and go as we anticipate 
changes to their contribution to the twin goals of improved risk-
adjusted returns and drawdown mitigation. In blending diversified 
alternatives exposure with traditional equity and fixed income in-
vestments, we endeavor to outperform a simple stocks-bonds port-
folio with similar risk over a longer timeframe.  For example, our 
liquid growth portfolios are roughly positioned 66% in stocks, 12% 
in aggressive alternatives, 11% in bonds and 9% in conservative al-
ternatives (with some frictional cash). Within this portfolio, we have 
intentionally rotated a significant portion of the fixed income alloca-
tion to conservative alternatives.  The goal is to outperform a 
benchmark generally calibrated to the same risk – a portfolio with 
80% in stocks and 20% in bonds.  Outperformance is defined as 
better returns with less risk over the long-term. 
 
What’s Next? 
 
Our research efforts continue to focus on identifying alternative 
sources of return. Within that effort, we will soon offer clients a 
new investment opportunity. Exponential growth in computing 
power and the digitization of the world opens the door to new so-
phisticated quantitative approaches to owning stocks. As advances 
in technology continue to integrate with finance, we believe the rig-
orous analyst with his or her cash flow model and rolodex is giving 
way to the programmer, able to quickly analyze stock returns against 
robust data sets from not only financial statements and stock charts, 
but also global data – all within a framework of complex pattern 
recognition and emerging machine learning technology. We will 
soon be discussing with clients a newly established pooling invest-
ment structure with various managers that construct and manage 
equity portfolios in this way. The result, for investors that meet the 
qualifications, is another differentiated source of equity returns that 
we believe will improve portfolio results. 

Central banks may or may not continue to prop up markets for fi-
nancial assets. We believe the reasonable response to this uncertain-
ty is a greater focus on balanced sources of return and risk in port-
folios. The repositioning of our portfolios this year was modeled 
and executed with this goal in mind – to have more assets with in-
dependent characteristics working simultaneously to increase the 
likelihood of exceeding long-term investment objectives. □ 

This material is distributed for informational purposes only. The investment ideas and expressions of opinion may contain certain forward looking statements and 
should not be viewed as recommendations, personal investment advice or considered an offer to buy or sell specific securities. Data and statistics contained in this re-
port are obtained from what we believe to be reliable sources including Bloomberg but their accuracy, completeness or reliability cannot be guaranteed. An index is an 
unmanaged weighted basket of securities generally representative of a certain market or asset class. An investment cannot be made directly in an index. Our state-
ments and opinions are subject to change without notice and should be considered only as part of a diversified portfolio. No conclusion should be drawn from any 
chart, graph or table that such illustration can, in and of itself, predict future outcomes. You may request a free copy of Keel Point's Form ADV Part 2, which de-
scribes, among other items, risk factors, strategies, affiliations, services offered and fees charged.  
 

Past performance is not an indication of future returns. Securities offered through KPC, Member FINRA and SIPC. Investment Advisory Services 
are offered by Keel Point, LLC an affiliate of KPC. Keel Point does not give tax, accounting, regulatory, or legal advice to its clients.  The effectiveness of any of the 
strategies described will depend on your individual situation and on a number of complex factors.  You should consult with your other advisors on the tax, account-
ing, and legal implications of these proposed strategies before any strategy is implemented. 


