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One year ago we examined the presumption of complacency in financial markets. “When good times roll, investors
often exhibit FOMO1 even if they overcome their cognitive biases; this leads to excessive risk taking and misallocated
capital despite being aware of their shortfalls.”2 We question what if any behavioural shift has occurred over the past
year.
"Those who cannot remember the past are condemned to repeat it."
George Santayana, writer and philosopher (1863-1952)
From 1990 to 2019 a balanced portfolio (60% global equity and 40% global fixed income) rebalanced annually has
returned 592% or 6.8% per annum with a variance of 99.8 per annum. The equity component has contributed 69% of
this return while exhibiting 85.7 per annum variance over the period (compared to fixed income which has a 3.8
variance (4% of total).3 At the end of the period (April 30, 2019) that balanced portfolio has a 63:37 asset (risk)
allocation consistent with the original objective in 1990.
History has repeatedly told us to rebalance periodically in order to take advantage of the
different risk/return attributes of equities and fixed income through different market cycles.
Put simply: to never rebalance is to compromise returns.
We worry that a goldilocks macro environment can lull complacent investors into a let it
ride investment style. It is well understood that without rebalancing, higher equity returns
will over time create over allocation to risk relative to the original objective. A 2009 vintage
balanced portfolio has returned 8.8% (per annum) through April 2019; the equity return
contribution (91% of total) would create a 78:22 risk allocation – a sharp divergence from
the original.

Rebalance
Frequency

Total
Return

Yearly

592%

Biennially

576%

Quinquennially

585%

Decennially

582%

Never

523%

The chart below shows the impact on asset allocation from returns for different vintages dating back to 1990. The
areas outlined in black show five and ten year returns for their respective vintage portfolios. As you can see in the
bottom right hand corner of the red highlighted box the areas in red showcase over allocation to equity risk as a result
of returns over time – this trend has preceded economic recessions before.
We see a dangerous spike in over exposure for such
portfolios today and caution investors not to lose their balance.
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3 A portion of the portfolio variance is interlinked due to correlation effects and therefore cannot be split out. Balanced portfolio variance was 99.8
which consisted of 85.7 from equity, 3.8 from fixed income, and 10.3 from the equity/fixed income relationship.
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Disclaimer
This discussion document has been prepared by Gulf International Bank (UK) Limited (GIB UK) for the exclusive use
of GIB UK clients.
Past performance figures contained in this document should not, under any circumstances, be considered as being a
guide or indication to future performance. Investing involves risk and the investments discussed may be subject to
sudden and large falls in value. The prices and value of the investments and the income arising from such
investments may fluctuate and you may not get back what you invested. Changes in the rates of foreign exchange
against the base currency of the investor may also have an adverse effect on the value, price or income of the
investments.
Although forward-looking statements contained in this document are based upon what GIB UK believes are
reasonable assumptions, there can be no assurance that forward-looking statements will prove to be accurate, as
actual results and future events could differ materially from those anticipated in such statements.
The investments discussed may not be suitable for all recipients of this document and if you have any doubts, you
should seek advice from your investment adviser, stockbroker, lawyer, bank manager or other professional adviser.
This discussion document is not an offer to purchase any product or service rendered by GIB UK. Such services may
only be offered subject to a discretionary investment management agreement a standard draft copy of which includes
a full risk disclosure and is available from GIB UK.
This discussion document may not be distributed in all jurisdictions and is confidential and may therefore not be
reproduced or disclosed (in whole or in part) to any other person without GIB UK’s prior permission.
GIB UK is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the
Prudential Regulation Authority. GIB UK is regulated by the Securities and Exchange Commission in the United
States.
This document has been prepared by GIB UK. The views expressed in this publication are those of the author(s)
alone and are subject to change without notice. GIB UK has no obligation to update this publication. This information
is intended for informational purposes only. The information contained in this publication has been obtained from
sources that GIB UK believes to be reliable, but GIB UK makes no representations that the information contained
herein is accurate, reliable, complete, or appropriate for use by all investors in all locations. Further, GIB UK does not
guarantee the accuracy or completeness of information which is obtained from, or is based upon, trade and statistical
services or other third party sources. Because of the possibility of human and mechanical errors as well as other
factors, GIB UK is not responsible for any errors or omissions in the information contained herein. GIB UK is not
responsible for, and makes no warranties whatsoever as to, the content of any third-party web site accessed via a
hyperlink contained herein and such information is not incorporated by reference.
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