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The LDI Reset                                                                                                Read the Paper

“Diversifying a hedge strategy across multiple underlying 

benchmarks and allocating to the most skilled managers in 

each is likely to offer better risk-adjusted performance and 

higher alpha.”

• It’s time to re-underwrite: plans should reconsider relying on 

customized strategies that extend across the full yield curve. 

• A building blocks approach separates the broad liability 

benchmark from the individual manager decisions by using 

mandates that correspond to fixed income sectors with well-

defined populations of active managers.

• Adding additional responsibilities to a long duration 

management team can dilute that skill.  

• . 
Manager dispersion across fixed income segments
Top Long Duration managers are not well represented in other 

segments 

The evolution of LDI strategies 

Incremental shifts to highly customized credit portfolios 

The building blocks approach 

Source: J.P. Morgan Asset Management, eVestment; for illustrative purposes only. 

https://author-jpmc-am-prod63.adobecqms.net/content/jpm-am-aem/global-institutional/language-masters/en/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/the-ldi-Reset.html?wcmmode=disabled
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Raising the bar for rebalancing                                                                   Read the Paper

“Raising the bar for rebalancing – even in volatile markets –

may raise returns over the long run.”

• Evidence suggests that using much wider allocation ranges 

(perhaps ~10%) for rebalancing in lieu of monthly or quarterly 

triggers can improve outcomes. 

• Relying on the comprehensive annual strategic asset allocation 

process & employing flexible active mandates to dynamically 

adjust risk is more efficient than mechanically rebalancing at 

every market swing.

• Well-diversified private strategies reallocate capital internally 

across assets, sectors, and geographies to take advantage of 

market swings to improve long-term performance.

Widening allocation boundaries 

Rebalancing frequently does not improve performance

60/40 through different rebalancing cycles

Large market movements tend to persist

Source: J.P. Morgan Asset Management; data as of May 31, 2022. Portfolio consists of 60% Russell 3000 Index and 40% Bloomberg US Aggregate Index; J.P. Morgan Guide to the 

Markets, FactSet, NBER, Robert Shiller, Standard & Poor’s, J.P. Morgan Asset Management; data as of March 31, 2022.

https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/raising-the-bar-for-rebalancing/?email_campaign=303039&email_job=320481&email_contact=0033a00002XGHQKAA5&utm_source=clients&utm_medium=email&utm_campaign=inst-itsyw-us-amer-06212022&memid=7220927&email_id=61561&decryptFlag=No&e=ZZ&t=&f=&utm_content=Feature_CTA1_Alias
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Beyond the core                                                                                            Read the Paper

“As the market transitions through a phase of inflation and 

rising rates, investors have an opportunity to reorient their 

fixed income strategy around the key objectives of income, 

stability and diversification while taking advantage of a far 

more diverse opportunity set.”

• The structural diversification of supersectors allows portfolios to 

more effectively capture the broad objectives of stability, 

income and diversification. 

• Active managers should be able to generate improved risk-

adjusted returns by allocating to the best securities within each 

specific sector while also using tactical flexibility to tilt 

exposures across sectors as market conditions change.

Aligning supersectors with key objectives

Past success makes for a challenging future 

Calendar year performance of the Agg

Fixed income supersectors

Source: J.P Morgan Asset Management, Barclays Live; data as of May 1, 2022. 

https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/beyond-the-core/
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The case for ESG                                                                                           Read the Paper

“Sustainable investing creates a feedback loop that directly 

rewards those who follow its precepts – investors and firms 

alike – while bringing a better future within reach for all.”

• Flow of capital 

• Cost of capital 

• Active allocation of capital 

Scores can be tailored to sectors 

Composition of ESG for specific sectors

Flows into sustainable strategies have increased 

Flows by region 

Integrating ESG factors can generate outperformance

Higher ESG scores have been consistent with performance

Source: J.P Morgan Asset Management, MSCI, Morningstar; data as of June 30, 2021 and April 11, 2022. 

https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/crowding-in-feedback-loops-and-tipping-points/
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Timber investing                                                                                            Read the Paper  

“Amid volatile markets, the capacity of timber to deliver 

steady returns with low volatility can improve portfolio 

efficiency while offering resiliency in the face of inflation and 

rising rates.”

• For timber investors, the ability to generate income from trees 

while they grow is transformational: put simply, rather than 

waiting to get paid, they can now get paid to wait.

• As a metaphor for investment, the slow and steady growth of a 

sapling to a tree is obvious. As an actual investment, timber 

offers more than just patient growth.

Carbon emissions exceed offsets 

Timber can generate low volatility returns

Timberland returns vs. public markets 

Timber produces steady income

Income vs. capital return

Source: Bloomberg, NCREIF, JPMAM. Carbon Global Atlas. Data as of September 30, 2021 and December 31, 2019. Indexes: S&P 500, NCREIF Timberland Index, NA REIT Index, BB US 

Aggregate Bond Index and S&P GSCI Commodity Index.

https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/deep-roots-and-new-branches/
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The Myth of Open-end Fund Underperformance                                       Read the Paper 

“While the time-weighted return for open-end funds is often 

about half the level of the internal rate of return for closed-

end funds, the multiples for both over a ten-year horizon are 

roughly the same.”

• A combination of closed-end and open-end vehicles should 

ultimately allow investors to maximize the higher return 

potential of private investing across the broadest possible 

opportunity set of underlying illiquid assets.

• Long-term investors should reconsider using IRR as the 

primary basis for evaluating private strategies, as it may lead 

them to believe – erroneously – that open—end core vehicles 

deliver less compelling performance.

Open-end funds speed the initial investment

Funding process 

Open-end has similar net multiples to closed end

Time-weighted return (TWR) vs. IRR vs. MOIC

Open-end funds deploy capital faster

And keeps it more fully invested across time

Source: Preqin, J.P. Morgan Asset Management. For illustrative purpose only. Historical TWRs and MOICs for core alternatives funds are based on realized J.P. Morgan fund performance data from 2011 to 2020, net 

of management and performance fees. Historical MOIC and IRR for long-lockup, non-core alternatives funds are average performances weighted by final close size of funds, the vintages of which are between 2009 and 

2011 and represents the industry average. Some of the funds may have a life cycle that is longer or shorter than 10 years while most of the funds should have a life cycle that is close to 10 years.

https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/the-myth-of-core-underperformance/
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Bridging the tactical gap                                                                              Read the Paper

“Allowing greater tactical flexibility to actively manage risk 

exposures across market sectors, rather than simply within 

them, offers access to a meaningful source of potential 

performance that has been largely overlooked.”

• A strategic partnership with a skilled multi-asset class manager 

can increase returns, reduce risk concentrations and preserve 

valuable liquidity. 

• Patience is a virtue, but so is flexibility. Investors don’t have to 

choose between them.

Inflows to tactical manager 

Illustration 

Returns can deviate from assumptions 

Rolling performance 

Tactical vs. static beta

Return expectations 

Source: J.P. Morgan Asset Management 2022 Long-Term Capital Market Assumptions; data as of January 2022.

https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/bridging-the-tactical-gap/


Unlocking liquidity in real estate Read the Paper

“A dedicated REIT strategy–alongside legacy private 

strategies–allows a real estate allocation to grow while 

becoming more nimble and efficient over time.”

• When viewed alongside the value drivers of traditional private 

real estate investments, the additional benefits of liquidity, 

transparency and diversification are clear.

• Long-term assets need long-term capital, but the vehicle 

through which that capital is deployed need not be limited to 

illiquid private funds.

REIT valuations

Premium or discount to NAV for all property types

REITS offer liquid exposure

U.S. public real estate sector distribution & capital structure

Public and private real estate returns are comparable

10 year public vs. private performance

Source: Security Capital, Wilshire, NCREIF. Past performance is not a reliable indicator of current or future results. The above chart is for illustrative and discussion purposes only and is

based on cumulative returns.

10 For Institutional / Wholesale / Professional Clients and Qualified Investors only—Not for retail use or distribution

https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/unlocking-liquidity-in-real-estate-the-strategic-case-for-reits/


TIPS are not the answer Read the Paper

“The critical feature that makes an inflation-managed bond 

strategy effective is the ability to obtain direct CPI exposure 

through the capital-efficient vehicle of total return swaps, 

sidestepping the low yields and duration sensitivity of TIPS 

and freeing up resources to invest in a diverse set of fixed 

income securities that can generate positive real returns.”

• Inflation-proofing a fixed income allocation is no small task, but 

TIPS or cash may offer less inflation protection than many 

perceive. Direct CPI exposure is available in a capital-efficient 

form through swaps. Diversified, low duration spread exposures 

can recover lost yield. Reduced duration embeds resilience in 

the face of rising rates.

Diversifying across lower duration credit

Sector composition

Engineering a solution

Key components of Treasuries, TIPs, inflation-managed bonds

Source: J.P. Morgan Asset Management. Data as of September 30, 2021.
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https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/inflation-is-a-problem-tips-are-not-the-answer/


New pathways to income: Optionality Read the Paper

“Combining prudent, disciplined call writing with an active 

equity portfolio can solve a number of potential needs. The 

pairing can serve as a low volatility equity substitute, a yield-

generating replacement for credit or a component of a more 

diversified income generation strategy.”

• An equity premium income strategy, like other hybrid

investment categories, can transform traditional equity beta into 

a more attractive mix of higher income and lower volatility.

• It diversifies the strategic asset allocation lineup, provides 

greater flexibility to return-seeking investors and allows liability-

hedging programs to avoid inefficient de-risking.

Balancing income and equity exposure

Thoughtful approach to option selling

Options overlay illustration

Source: Bloomberg, FactSet, CBOE, ICE, J.P. Morgan Asset 

Management. Sectors are Bloomberg indices except for EMD and

ABS – U.S. Aggregate; MBS: U.S. Aggregate Securitized - MBS;

U.S. Preferreds: S&P U.S. Preferred Stock Index; U.S. corps: U.S. 

Corporates; Munis: Muni Bond; Cash: 1-3m Treasury; U.S. HY:

Corporate High Yield; TIPS: Treasury Inflation-Protected Securities 

(TIPS); Floating Rate: U.S. Floating Rate; Convertibles: U.S. 

Convertibles Composite; ABS: J.P. Morgan ABS; EMD ($): J.P. 

Morgan EMBIG Diversified; EMD (LCL): J.P. Morgan GBI EM Global 

Diversified; EM Corp: J.P. Morgan CEMBI Broad Diversified; Euro 

Corp.: Euro Aggregate Corporate; Euro HY: Pan-European High 

Yield. Convertibles yield is based on the U.S. portion of the

Bloomberg Barclays.
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https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/new-pathways-to-income-optionality/


Real estate mezzanine: Driven by bottom-up 

underwriting expertise

• High quality core real estate assets draw returns from income 

rather than price appreciation, making the capital structure 

more stable and reducing price volatility.

• Individual core real estate assets can embed significant internal 

diversification from many tenants/lessees, which reduces 

idiosyncratic default risk at the asset level.

• Real estate mezzanine lenders can retain significant control 

rights over the underlying assets, adding flexibility in times of 

stress.

Simplified capital structure

Source: J.P. Morgan Asset Management; for illustrative purposes only.

“As asset allocations continue to diversify in response to a 

low return world, the powerful benefits of using capital 

structure to extract attractive risk-adjusted returns are 

coming into focus.”

• Although not as liquid as public market strategies, mezzanine 

debt can be accessed via open-end fund structures with 

liquidity profiles that remain suitable for institutional investors 

with uncertain future capital needs.

• Finally, the underlying source of risk—core real estate—offers 

attractive diversification within portfolios dominated by highly 

correlated equity and credit exposures.

Capital structures are more stable and capitalized

Pre and post GFC capital structures
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New pathways to income: taking advantage of capital structure              Read the Paper

https://am.jpmorgan.com/us/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/new-pathways-to-income-taking-advantage-of-capital-structure/


Enhancing tactically flexibility with ETFs Read the Paper

“For many investors, the combination of using a highly liquid 

ETF vehicle alongside a traditional separate account may 

allow for both optimal liquidity management and active alpha 

generation.”

• Investors can choose to implement a range of ETF strategies to

replicate their strategic asset allocations as finely as necessary

to ensure consistency of exposures.

• Liquidity can be thought of as a form of insurance: We pay a 

price for having it, but on infrequent occasions it has enormous 

value.

Inverse relationship between scope and time sensitivity Sample ETF programs across market segments

Most of liquid portfolios can be replicated with ETFs

Matching ETFs to sample portfolio
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Source: J.P. Morgan Asset Management; for illustrative purposes only.

https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/enhancing-tactical-flexibility-with-etfs/


The ABCs of capital-efficient investing Read the Paper

“Opportunities to add return in a low return world may be too 

valuable to pass up. Investors should consider the potential 

use of leverage to enhance the efficiency of scarce capital.”

• The operational complexity of capital-efficient investing, while

slightly greater than simply hiring a passive manager, is more

than justified by the potential to generate higher risk-adjusted

returns.

Stepping-stones

Passive equities and Treasuries offer best replacement

Equities/Alts can increase return, hamper liquidity

Comparative returns, volatility, sharpe ratio for portfolios

Source: Bloomberg, J.P. Morgan Asset Management Multi-Asset Solutions; data as of December 31, 2019. Forecasts refer to our 2021 Long-Term Capital Market Assumptions (LTCMA)

projections. Equity asset is U.S. large cap. Bond asset is U.S. Aggregate. Alternatives asset is defined as (0.5 * private equity) + (0.25 * U.S. Core real estate) + (0.25 * U.S. value-added

real estate).

Capital-efficient synthetic beta exposures

Passive to capital-efficient progression
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https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/the-abcs-of-capital-efficient-investing/


Private equity: Braced for a turn in rates? Read the Paper

“Private equity commitments made today may be invested 

and harvested in a future market environment that looks very 

different; managers that prospered in a time of abundant 

liquidity and rising valuations may face challenges in the 

years ahead.”

• A solution is available: accessing expertise in the form of a 

dedicated private equity fund manager that has the resources 

to deliver the advantages of smaller funds at a scalable size, 

while avoiding the downsides.

Top quartile is biased to small & mid-size managers

Performance dispersion by vintage year and size

Supportive market conditions = strong performance

Annual pooled IRRs

Source: Burgiss Private iQ, Factset, PitchBook data as of December 31, 2020.

Opportunity in small & mid-market companies

U.S. companies by market size and revenue
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https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/private-equity-braced-for-a-turn-in-rates/


Defense and offense in pension hedging Read the Paper

“In seeking to protect hedge portfolios from credit 

downgrades and defaults, adding high quality long duration 

and an active yield strategy may help make LDI programs 

more resilient.”

• Investors need to build a strong defense in the form of super-

high quality long-duration securitized bonds that are not 

sensitive to default and downgrade risk.

• They also need a powerful offense in the form of an active high 

yield credit strategy that is positioned to profit from ratings 

migration into and out of sub-investment grade debt.

US Investment Grade Bond Universe

Spreads for long credit have declined

Source: Barclays Live, AMG Data Services, data as of April 30, 2021. For illustrative purposes only.

Spread History

Long credit

Rising stars are leading

High yield opportunities emerge
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https://am.jpmorgan.com/ca/en/asset-management/institutional/insights/portfolio-insights/portfolio-strategy/allocation-spotlight/defense-and-offense-in-pension-hedging/
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Disclaimer
NOT FOR RETAIL DISTRIBUTION: This communication has been prepared exclusively for institutional, wholesale, professional clients and qualified investors only, as defined by local

laws and regulations.

The views contained herein are not to be taken as advice or a recommendation to buy or sell any investment in any jurisdiction, nor is it a commitment from J.P. Morgan 
Asset Management or any of its subsidiaries to participate in any of the transactions mentioned herein. Any forecasts, figures, opinions or investment techniques and 
strategies set out are for information purposes only, based on certain assumptions and current market conditions and are subject to change without prior notice. All 
information presented herein is considered to be accurate at the time of production. This material does not contain sufficient information to support an investment decision 
and it should not be relied upon by you in evaluating the merits of investing in any securities or products. In addition, users should make an independent assessment of the 
legal, regulatory, tax, credit and accounting implications and determine, together with their own professional advisers, if any investment mentioned herein is believed to be 
suitable to their personal goals. Investors should ensure that they obtain all available relevant information before making any investment. It should be noted that investment 
involves risks, the value of investments and the income from them may fluctuate in accordance with market conditions and taxation agreements and investors may not get 
back the full amount invested. Both past performance and yields are not reliable indicators of current and future results.

J.P. Morgan Asset Management is the brand for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide.

To the extent permitted by applicable law, we may record telephone calls and monitor electronic communications to comply with our legal and regulatory obligations and 
internal policies. Personal data will be collected, stored and processed by J.P. Morgan Asset Management in accordance with our privacy policies at 
https://am.jpmorgan.com/global/privacy.
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