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1 Refer to the methodology section at  
the end of the document for more details  
on the industry benchmarks used for  
‘Conservative’, ‘Moderate’ and ‘Aggressive’ 
risk-rated categories.

2  Source – The Economist and the Bank  
for International Settlements.

All statistics in this report are based 
on simulated returns of advisers’ 
current model portfolios over the 
three years ending December 2015, 
unless otherwise stated. These 
statistics are therefore representative, 
rather than actual historical figures.

Key findings

Asset allocation trends

• Allocation funds cut in favour of 
fixed income in both conservative 
and moderate portfolios

• Government bond exposure doubled 
to 3.2% over Q4 2015 despite 
nearly $7tn of the $58tn2 total global 
government debt now trading at 
negative yields

• Trend towards de-risking in 
aggressive portfolios following 
period of market weakness

Diversification

• The most diversified portfolios were 
found to produce better returns  
with lower risk, and particularly 
downside risk, compared with less 
diversified portfolios

• Conservative portfolios were the 
most diversified, on average, of the 
three risk-rated types

• Income portfolios in all categories 
were less diversified than 
non-income portfolios, due to 
restricted investment universe  
of income yielding assets

• Allocation funds were found 
generally to reduce portfolio 
diversification benefit, although 
there were some exceptions

NATIXIS PORTFOLIO CLARITYSM

UK Portfolio Barometer
Natixis Global Asset Management’s quarterly Portfolio Barometer offers insights into UK financial advisers’ model 

portfolios and the allocation decisions they are making. Natixis’s Portfolio Research & Consulting Group works with 

financial advisers and other intermediaries to analyse and enhance their model portfolios and help them develop 

investor portfolios suited to today’s complex markets.

The Portfolio Barometer highlights trends uncovered by analysis of 210 model risk-rated portfolios managed by UK 

financial adviser and wealth management firms in the three months from October to December of 2015. The model 

portfolios under review were grouped into three risk-rated categories: ‘Conservative’, ‘Moderate’ and ‘Aggressive’1, 

based on the definitions given by the firms themselves.

Q4 2015
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Section 1 – Quarterly Trends

The average asset allocations across 
Conservative, Moderate and Aggressive 
portfolios in the fourth quarter of 2015 
are outlined in Chart 1 below.

Allocation funds cut in favour of 
fixed income in conservative and 
moderate portfolios

Fixed income allocations increased 
across conservative and moderate 
portfolios in Q4, having fallen heavily in 
Q3, but are not yet back to their recent 
peak in Q2.  This was primarily at the 
expense of allocation funds, where 
exposure was cut across the board  
by 40-50%. 

We noted increases across all types 
of fixed income categories, but 
concentrated in the sterling, index 
linked and global bond categories 
to which advisers already allocate 
the majority of their fixed income 
investments.  Also notable was the 
increase in government bond exposure, 
which doubled from a very low base of 
1.6% to 3.2%. These bonds continue to 
do well as yields in developed markets 
fall further into negative territory, 
with $5.5trn of government debt now 
trading at negative yields4. 

Aggressive portfolios de-risk 
following market weakness

There were several signs of a trend 
towards de-risking among aggressive 
portfolios. Equity holdings were cut, 
likely due to the market weakness 
during the third quarter, with capital 
mostly reallocated to alternative and 
fixed income managers.  

There also appears to have been a 
repatriation of equity allocations from 
all regions back into UK equities, 
potentially due to the UK’s perceived 
relative safety, as well as an increase 
in global equity funds. The reallocation 
from regional to global managers could 
mean that advisers are outsourcing 
their equity allocation decisions to 
managers able to choose the best 
opportunities globally. Both trends are 
indicative of a more cautious approach.

CHART 1: Q4 2015 PORTFOLIO WEIGHTINGS  
BY RISK CATEGORY3

-8%

-6%

-4%

-2%

0%

2%

4%

6%

8%

AGGRESSIVEMODERATECONSERVATIVE

Allocation

Alternative

Equity
Fixed Income

Money Market

CHART 2: AVERAGE CHANGE IN ALLOCATION BETWEEN Q3 AND Q4 2015 
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Source: Natixis Portfolio Research & Consulting Group 

3  Data shows average allocations to asset classes  
(based on Morningstar categories) from 73 PRCG  
clients surveyed between October and December 2015. 
The sample group includes 64 ‘Conservative’ portfolios,  
83 ‘Moderate’ portfolios and 63 ‘Aggressive’ portfolios.

4  http://www.ft.com/fastft/2016/01/29/record-5-5tn-in-govt-bonds-trade-at-negative-yields/
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CHART 3 – DIVERSIFICATION BENEFIT BY RISK PROFILE 
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Section 2 – Does diversification 
really benefit portfolios?

It is well established that diversification 
is supposed to be the key to building a 
robust portfolio, but what exactly does 
“diversification” mean? We’ve analysed 
adviser portfolios over two different 
periods to determine precisely how 
diversification helps.  

Defining diversification

We define diversification benefit as the 
percentage reduction in the volatility 
of a portfolio that is due to manager 
diversification5. A portfolio with a low 
diversification benefit will have high 
correlations between the individual 
managers and the wider portfolio –  
the portfolio’s volatility will not be 
reduced by much at all through 
diversification.  On the other hand a 
portfolio with a high diversification 
benefit will have low correlations 
between the individual managers 
and the volatility will be reduced 
substantially through diversification.  

What types of portfolios are the  
most diversified?

We reviewed 254 portfolios that  
we received from UK adviser clients  
during Q4 2015, and calculated  
their diversification benefit over  
the three-year period ending  
December 2015.  

(A) Risk level

Overall, we found that conservative 
portfolios were the most diversified  
with an average diversification benefit 
of 26%. Moderate and aggressive 
portfolios appeared to have similar  
levels of diversification with an  
average of 22%. This is shown in  
the table above, and Chart 3:

Conservative Moderate Aggressive

10th percentile 13% 13% 12%

Median 26% 22% 22%

90th percentile 36% 30% 30%

Number 76 108 70

Income Non-Income

Conservative 27% 26%

Moderate 18% 23%

Aggressive 16% 21%

Overall 20% 24%

5 Diversification benefit = 1-(actual portfolio volatility)/(portfolio volatility with all correlations set to 1)

The main reason for this is that 
conservative portfolios invest a  
higher proportion of their assets in 
fixed income and alternative managers,  
which tend to be less correlated to 
other assets.

(B) Income vs Growth/Balanced

We also looked at portfolios designed 
to generate an income against growth 
and balanced portfolios:

Here we see that in moderate and 
aggressive portfolios, and overall, 
income portfolios tend to be less well 
diversified than non-income portfolios.  
Why is this? Income portfolios restrict 
their choice of managers to those 
generating a high income, and in turn 
the managers restrict their investments 
to high yielding stocks and bonds. With 
less choice in what they can invest 
in, it is no surprise that the resulting 
portfolios are less diversified.

DIVERSIFICATION BENEFIT BY PORTFOLIO TYPE

DIVERSIFICATION BENEFIT BY RISK PROFILE
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(C) Does adding more funds  
improve diversification?

How does the diversification benefit 
change with the number of funds in 
the portfolio? Is there an optimum 
number of funds? Does it vary by risk 
level? Chart 4 shows the variation of 
diversification benefit decile by  
number of funds:

It appears that portfolios with the  
fewest funds have the lowest 
diversification benefit, but there is  
little relationship once a portfolio 
has around 15-20 funds. Therefore, 
it appears to be the quality and not 
quantity of managers that counts. 

What does a well-diversified  
portfolio look like?

There is clearly a big difference 
between the most and least diversified 
portfolios, with the highest diversifying 
over 50% of their risk away and the 
lowest only around 5%. So what are 
the characteristics of the most well- 
diversified portfolios?  

We simulated performance over the 
three years ending December 2015  
for the 254 Q4 2015 portfolios, with  
the resulting statistics shown in the 
table below:

Portfolios with the higher diversification 
benefit would have had higher Sharpe 
ratios, lower volatility, lower maximum 
drawdown and higher returns over the 

three-year period ending December 
2015. The statistics are a clear validation 
that the most diversified portfolios 
produce better returns with lower risk.

The undiversified volatility column 
shows what the average portfolio 
volatility would have been with no 
reduction through diversification.  
The numbers are very similar for all 
portfolios, whatever the diversification 
benefit.  This suggests that advisers 
with the best and worst diversified 
portfolios are building them using 
funds with broadly similar levels of risk.  
However, the most diversified portfolios 
end up with a lower level of risk  
overall, purely through diversification.  
It appears that risk reduction (as 
opposed to increasing returns) is the 
primary objective for most portfolios 
when it comes to diversification.  
An alternative approach might be for 
advisers with the most diversified 
portfolios to invest in riskier funds, 
generating potentially higher returns, 
but resulting in portfolios with a similar 
level of overall volatility to the least 
diversified portfolios.
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CHART 4 – DIVERSIFICATION BENEFIT BY NUMBER OF FUNDS 
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Average  
Diversification Benefit

Annualised 
Return

Annualised 
Volatility

Maximum 
Drawdown

Sharpe  
Ratio

Undiversified 
Volatility

Bottom 10% 10% 8.96 7.37 -7.45 1.13 8.16

Middle 10% 23% 9.47 6.25 -5.78 1.45 8.10

Top 10% 41% 10.38 5.13 -3.70 2.08 8.15
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Average  
Diversification 

Benefit

Annualised  
Return

Annualised  
Volatility

Maximum  
Drawdown

Sharpe  
Ratio

Bottom 10% 13% 4.01 8.48 -7.84 0.46

Middle 10% 23% 3.69 7.80 -7.38 0.46

Top 10% 35% 4.34 7.01 -5.92 0.58

Composition of a  
well-diversified portfolio

The most-diversified portfolios have 
higher weights in alternative strategies 
such as multi-alternative, equity market 
neutral, long/short equity and direct 
property. Alternative funds usually 
have low correlations to traditional 
bonds and equities so it is unsurprising 
that they help to diversify portfolios. 
However, the opposite is true with 
allocation funds - portfolios which 
have more allocation funds, such as 
multi-asset funds, are less diversified 
on average than other portfolios. These 
funds tend to have high correlations  
to the wider portfolio as they are  
often simply replicating the job of  
the adviser.  

We took a more in-depth look at 
conservative portfolios to show the 
differing approaches to diversification. 
The bottom 10% of conservative 
portfolios by diversification held 
approximately 42% in allocation funds, 
just 3% in alternatives and 1% in 
property. The best diversified portfolios 
held on average just 9% allocation 
funds, but 23% in alternatives and 
21% in property. In addition, the most 
diversified conservative portfolios have 
less fixed income and more in cash, 
with about the same in equities. 

Does diversification really  
improve portfolios?

All of the statistics above are based on 
back-tested returns. One weakness of 
this analysis is that advisers construct 
portfolios based on how managers 
have behaved in the past, which might 
not be valid in the future. This is known 
as selection bias.

In view of this we analysed 60 moderate 
risk portfolios we received in Q4 20146, 
and evaluated how the most and 
least diversified of them would have 
performed during 2015. If diversification 
really does help portfolios, then we 
should expect the most diversified 
portfolios from this period to be better 
than the least diversified portfolios.  
The table below gives the results:

We can see that the most diversified 
portfolios had lower volatility and 
lower maximum drawdowns than 
the least diversified portfolios. We 
can also see that the most diversified 
portfolios slightly outperformed the 
least diversified portfolios (4.34% vs 
4.01%) although it is hardly stellar. Thus 
it seems that diversifying your portfolio 
really does help to lower its risk and can 
reduce drawdowns in difficult markets.

Allocation
Alternative
Equity
Fixed Income
Property
Cash
Other
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CHART 5 – ASSET ALLOCATION BY ‘BEST’ AND ‘WORST’ DIVERSIFICATION BENEFIT

Conservative portfolios: 
bottom 10%

Conservative portfolios: 
top 10%

HOW WOULD 2014 MODERATE RISK PORTFOLIOS HAVE PERFORMED IN 2015? 

6  We do not have enough data in this period to properly review conservative or aggressive portfolios.
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What about manager selection?

A key way in which portfolios can be 
diversified is to select managers with 
lower correlations to the portfolio,  
and to other managers in the portfolio.  
The following are some of the ways  
in which this can be achieved:

Equity managers

• Active equity managers, with an 
unconstrained mandate, high active 
share and a low portfolio turnover 
tend to provide more diversification 
than passive or closet indexing 
managers.

• Small-cap and mid-cap funds tend  
to be less correlated than large-cap.

• Sector-specific and other specialised 
managers are less correlated than 
broader market managers.

• Equity market regions where 
economies are out of sync with 
developed, Western markets,  
such as Japan, India, Latin America, 
tend to be less correlated.

Fixed income managers

• Managers focusing on government 
debt, although unpopular at present 
with the uncertainty over the  
future direction of rates, remain 
excellent diversifiers.

• Global managers are less correlated 
on average than pure corporate/high 
yield managers.

• More esoteric fixed income 
instruments, like asset-backed 
securities, also offer excellent 
diversification benefits.

Alternative managers

• Alternative managers are excellent 
diversifiers, and almost any alternative 
strategy provides more portfolio 
diversification than the average  
equity manager.

• Market neutral and managed  
futures managers tend to have 
the lowest correlations, whilst 
multi-alternatives and long/short  
equity tend to have higher, although 
still relatively low, correlations

• Not to be forgotten are commodities, 
infrastructure and direct property, 
which can also provide excellent 
diversification.

Allocation managers

• Allocation managers tend to be  
poor diversifiers, but flexible  
allocation managers provide better 
diversification than conservative, 
moderate or aggressive allocation 
funds, on average.

• Managers with a globally 
unconstrained mandate tend to  
offer better diversification than those 
purely focusing on Europe or the UK
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Methodology

All figures, unless otherwise stated, 
are derived from detailed analysis 
conducted by the Portfolio Research 
& Consulting Group of 210 model 
portfolios from 73 firms across the  
UK between 1 October and 31 
December 2015.

About the Portfolio Research & 
Consulting Group

The Portfolio Research & Consulting 
Group provides a free and bespoke 
service to advisers to help build more 
durable portfolios for their clients. 
The group uses advanced analytical 
capabilities derived from sophisticated, 
institutional grade software to help 
improve the way advisers create  
and manage their portfolios.  
More information is available at  
www.durableportfolios.com.

About James Beaumont, 
International Head of Portfolio 
Research & Consulting Group for 
Natixis Global Asset Management

In this UK based 
position, James 
Beaumont has 
responsibility for 
analytical services 
the portfolio research 
and consulting team 

offers to clients across Europe, MENA 
and Asia.

He oversees a team of 6 Consultants 
and 6 Analysts, all experienced and 
highly qualified professionals that 
provide detailed portfolio analysis to  
help advisers improve the way they 
create and manage client portfolios. 
James Beaumont's team is independent 
and focuses its analysis on risk 
exposures to improve diversification 
with a goal of achieving better returns 
with lower overall volatility. 

James Beaumont was previously at 
Standard Life Investments, where he 
was a Senior Investment Analyst in 
SLI’s Fund Solutions team. Prior to 
that, he held roles as a Fund of Hedge 
Funds Portfolio Manager at Thames 
River Capital LLP and as a Partner and 
Senior Analyst at Eden Rock Capital 
Management.

About Matthew Riley,  
Head of Research, Portfolio Research 
& Consulting Group for Natixis 
Global Asset Management

Matthew has over 
17 years' experience 
in the investment 
management 
industry, and 
previously specialised 
as a risk consultant at 

Falcon Money Management where he 
was responsible for risk management, 
investment process and analytic 
reporting. Matthew also worked as an 
Investment Director at Aida Capital, the 
Fund of Hedge Funds arm of Standard 
Life Investments where he created 
portfolio construction, statistical analysis 
and risk management tools.  

Prior to that he spent five years at Union 
Bancaire Privée where he managed 
fund of hedge funds portfolios for 
institutional and high net worth clients.  
He has a master’s degree in Chemical 
Engineering from Pembroke College, 
Cambridge University.

Natixis Portfolio ClaritySM is a portfolio consulting service of Natixis Global Asset Management. 

Specialised consultants work with investment professionals who seek a deeper level of insight to build 

smarter portfolios, using sophisticated analytic tools to identify and quantify sources of risk and return. 



About Natixis Global Asset Management 
Natixis Global Asset Management (£590.4 billion AUM1) is a multi-affiliate organisation that offers a single point of access to more than 20 specialised investment firms in the 
Americas, Europe and Asia. The firm ranks among the world’s largest asset managers.2 Through its Durable Portfolio Construction® philosophy, the company is dedicated to 
providing innovative ideas on asset allocation and risk management that can help institutions, advisers and individuals address a range of modern market challenges.

Services offered by the Portfolio Research & Consulting Group are provided exclusively by NGAM UK Ltd, authorised and regulated by the UK Financial Conduct Authority.

The information contained herein is provided solely for information only and does not constitute a solicitation to buy or an offer to sell any financial products or services.

Approved in the UK by NGAM UK Limited, authorised and regulated by the Financial Conduct Authority (register no. 190258). Registered Office: NGAM UK Limited,  
One Carter Lane, London, EC4V 5ER.

1 Assets under management (AUM) as of 31 December 2015. 

2 Cerulli Quantitative Update: Global Markets 2015 ranked Natixis Global Asset Management, S.A. as the 17th largest asset manager in the world based on assets under  
management (£570.8 billion) as of 31 December 2014.

To learn more about how the Portfolio Research and Consulting Group can help you build more 

durable portfolios for your clients, please contact your Natixis Global Asset Management 

sales representative or e-mail uk-info@ngam.natixis.com
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