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The quantitative easing (QE) programs in America,
Europe and Japan have driven investors up the
risk curve via ultra-low yields. These have not
only distorted asset valuations, they have also
marginalized the navigation tools that investors have
long relied on, such as risk-free rate, fair valuation
and equity risk premium. As a result, investors are
on a journey into the unknown where value traps
are just as likely as value opportunities.
These QE programs have evolved since the first annual Principal Global
Investors/CREATE-Research survey was published in 2009. The 2009 survey
report and those of subsequent years have tracked investors’ evolving asset
choices, their drivers and their underlying rationale. In addition to our annual
reports, we have also published two compendium papers that track key
trends over time:
• Our research findings for the period 2009-2013 were analysed in a paper
titled, Asset Allocation: Leaders, Laggards and Newcomers 2009-2013,

Retail investors migrate to
solutions-driven investing
—aiming to meet specific
key outcomes.
High net worth investors
begin to mirror their
institutional peers, with
an increased focus on
end goals.

which revealed important five-year trends in investment choices.
• In 2014, our paper, Asset Allocation: No Longer One Size Fits All examined
the investment themes that have emerged from central bank actions since
the 2008 global financial crisis, and specifically drew on the findings of the
2012 and 2014 annual surveys.
This paper extends our earlier analysis and highlights investment trends over
the past two years. Survey results reflect respondents’ sentiments for the time
period in which the research was conducted: namely the first half of 2013
through the first half of 2015. The 2015 CREATE-Research survey had indeed
anticipated periodic bouts of volatility — as experienced since then in the
wake of the crisis in China in the summer of this year — as markets transition
towards a low-return environment after exceptional advances.
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While investors are braced for market-moving

First, despite exceptional monetary easing under

events like the rate-tightening cycle in the United

QE, global growth has been sub par and uneven.

States and an abrupt slowdown in China, this paper

Even for a standout such as the U.S. economy,

focuses on the underlying trends evident since the

there are worries as to whether it has reached the

2008 crisis; especially trends in asset allocation

escape velocity that will finally cut it loose from the

that appear as immutable as the momentum of a

deflationary mindset.

super tanker. The recent bout of volatility does not
detract from their central thrust.

Second, though there has been some level of
economic revival, the global debt mountain has

Some trends are common across all investor groups,

grown from $142 trillion in 2008 to an all-time high of

whereas others are specific to a particular group.

$199 trillion in 2014. Since conventional policy tools

The analysis examines four investor groups:

have failed to deliver, policy makers have been forced

• Defined benefit (DB) pension plans
• Defined contribution (DC) pension plans

to raise the debt, ironically, in order to reduce it.
Third, despite notable improvements in the U.S.
economy, the forthcoming rate-hike cycle aimed at

• Retail investors

normalizing the policy stance has raised alarm bells

• High net worth (HNW) investors

across the globe, as markets have become addicted
to cheap credit.

POST-CRISIS INVESTMENT CONUNDRUMS
It is essential to recognize the three conundrums that
investors have grappled with since the 2008 crisis.

Common Trends across Investor Groups
Faced with these conundrums, investors are responding in two main ways: they have become asset-class
agnostic and they are displaying a preference for unconstrained multi-asset class funds.

INVESTORS BECOME
ASSET-CLASS AGNOSTIC
The single most important impact of QE has been
the rise of equity markets since March 2009. Other
asset classes have benefited as well — albeit on a
lesser scale. Yet, there is little talk about the secular
re-rating of equities after spectacular advances in
America, Europe and Japan — or indeed after their
recent corrections in the wake of turbulence in the

In fact, despite much talk of the death of the “cult
of equity,” following equities’ poor performance in
the previous decade, 80% of the respondents in our
2015 survey resoundingly believe that the cult of
equity is not dead, nor is the cult of any other asset
class, for that matter. The bottom line is that what
we have witnessed since the equity bear market
of 2000-2002 is a reaffirmation of the old truism:
investors chase returns, not asset classes.

Chinese markets.
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Under QE, to be risk averse is the biggest risk

• Retail investors increased from 51% to 63%

investors face. Hence, investors have been willing to

• High net worth investors increased from

give equities the benefit of the doubt, in the belief
that deepening recoveries in Europe and Japan will
permit an expansion in earnings’ multiples that will
sustain current valuations.

42% to 54%.
Similar to traditional balanced funds, multi-asset
class funds offer the broad diversification that
is essential in today’s environment. But they are

For all asset classes, blind faith in ex ante

also different from traditional balanced funds in

performance numbers is now replaced by a

many ways. For example, they allow managers

hard-nosed approach, as the search for yield

to take advantage of opportunities presented by

has intensified. The corollary to this is the rise of

a changing investment landscape or take illiquid

dynamic investing with the goal of chasing short-

positions when others are shying away from them.

term opportunities while market valuations remain

Unconstrained investing is their hallmark and

distorted by QE.

absolute return their target.

UNCONSTRAINED MULTI-ASSET CLASS
FUNDS ARE ON THE RISE

Multi-asset class funds deploy a broad palette of

Between 2013 and 2015, the
percentage of all four investor
groups that indicated they would
likely use multi-asset class funds
in their asset allocation in the
subsequent three years recorded
notable increases:
• Defined benefit plans
increased from

Investors increasingly
favor Multi-asset
Class Funds

40% to 56%
• Defined contribution

assets: equities at one end, merger arbitrage at the
other, and a wide spectrum of credit in between,
including direct lending, distressed assets, highyield and investment-grade bonds. Some of them
take outsized equity exposures if they sense
intrinsic value. They target under-priced, under
researched and unloved assets. Freed from the
tyranny of benchmarks, their main appeal is their
emphasis on absolute returns.
At a time when asset prices are disconnected from
their value drivers, multi-asset class funds offer
go-anywhere-anytime type solutions. In market
conditions where opportunities appear and vanish

plans increased

fast, they offer diversification with a pragmatic bent

from 38% to 52%

that is consistent with the art of the possible.

Investor Group-Specific Trends
Alongside these two overarching trends, a number of trends emerged that are specific to defined benefit
(DB) plans, defined contribution (DC) plans, retail investors and high net worth investor groups. The trends
are based on the asset classes/investment vehicles each investor group indicated, in the CREATE-Research
surveys 2013-2015, they would likely use as part of their asset allocation in the following three years.
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DB Plans: blending caution
with opportunity

• Emerging market hard currency bonds
decreased from 46% to 38%
• Emerging market equities decreased from

WINNERS AND LOSERS

52% to 45%

Between 2013 and 2015, DB plans favored six asset
classes and investment vehicles, which is reflected
in the following trend data from the CREATE-

• Emerging market local currency bonds
decreased from 25% to 18%.
For many DB plans, falling rates and aging

Research surveys:

demographics have sparked a downward spiral of
rising liabilities, rising deficits and rising negative

Winners:
multiple asset
classes for
diversification

cash flows. Additional cash injections by sponsors

+44%

have eased the spiral, not reversed it. An allweather solution has remained illusive.
Hence, around one third of pension plans

+32%

+19%

+22 %

Losers:
emerging markets
bond and equities

+23% +24%

worldwide are likely to increase equity allocations
in the belief that while it is unwise to ignore central
bank pump priming, it is equally unwise to ignore
the slowly improving (but subject to hiccups)
state of the global economy. While most of them

Infrastructure

-28%

EM Equities

-28%

EM hard currency bonds

from 45% to 65%

-28% -17%

EM local
currency bonds

• Infrastructure increased

-13%

EM Gov. bonds

Passive funds

Real estate

Global equities

Alt. credit

Low var. equities

expect periodic market corrections, they believe

• Traditional passive

that central bank action will remain supportive of
 for the foreseeable future.
equities —
Over the past two years, the heightened interest
in equities is part of a balancing act: on one side,
recognizing that future returns for most asset
classes will be much lower than in the recent past;
on the other side, avoiding the regret of missing a
continuation of the bull market.
As a safety net, DB plans have also been targeting

funds increased from

other asset classes for different goals: real assets

53% to 70%

(infrastructure and real estate) for capital growth,

• Global equities increased from
56% to 69%
• Real estate increased from 55% to 68%
• Low variance equities increased from
52% to 62%
• Alternative credit increased from 46% to 56%.

inflation protection and regular income; and
alternative credit for high yield.
The step-back in exposure to emerging markets
shows that the inexorable glide path to economic
dynamism that long dominated the emerging
markets’ narrative is being rewritten. In the 1990s,
investors underestimated the weaknesses of

Specific emerging markets bonds and equities

emerging economies. In the 2000s, they over-

have fallen out of favor over the same period:

estimated their strengths.

• Emerging market government bonds

In the last decade, as these economies rode on

decreased from 46% to 33%

the back of the stellar growth in China, they did
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One thing stands out above all else: DB investors have gradually
switched from the traditional 60:40 equity/bond portfolio to a
more radical diversification to achieve multiple objectives.
not use the good years to reform their restrictive

The diversification encompasses alternative as

labor laws, opaque governance practices and

well as mainstream assets, illiquid as well as liquid

interventionist industrial policies. Now, they are

assets, international as well as domestic assets. This

in the midst of reforms to reboot their growth

eclectic mix reflects two imperatives: to capitalize

engines. This transitional phase has witnessed ultra

on a new market dynamic resulting from the

volatile capital outflows — especially in the past

financial crisis and to meet maturing liabilities.

two years, presenting widespread bargains outside
and inside China.

The widespread price dislocation caused by the
Lehman crisis enticed DB investors to embark,

The current price volatility of emerging markets

albeit with baby steps, toward opportunistic

assets is being seen as made in China. But many

investing — buying on dips and selling at peaks.

nations have other problems to contend with. For

This has since become a way of life as pronounced

example, Brazil suffers from a structural current

volatility caused by the Euro crisis in 2010-2011

account deficit and political crisis. Malaysia, Thailand

created good buying opportunities.

and Turkey have been gripped by political turmoil.

Then in 2012, the U.S. Federal Reserve (Fed) ramped

Thus emerging markets assets are likely to remain

up its QE programs and DB investors sensed a once-

undervalued until their economies implement

in-a-generation bull market. Equities regained favor

significant reforms that boost corporate

as part of a more radical diversification based on

governance and international competitiveness,

risk factors; targeting growth assets, income assets,

while providing greater political stability.

liquidity assets and assets designed to provide

As a result, investors are unlikely to reload on

inflation protection to meet a variety of goals in the

emerging markets assets that quickly. On past

face of aging demographics. In 2013, the pursuit of

form, price momentum will remain strong: winning

equities intensified, as part of a growing interest in

stocks will stay winners for longer compared with

emerging markets assets. However, by 2014, that

developed markets. Losing stocks will stay losers

interest waned markedly, as the Fed announced its

for longer too.

“taper” program. Most recently, fears of an imminent
rate hike in the U.S. has sparked fears of yet another

MULTIPLE OBJECTIVES… RADICAL
DIVERSIFICATION… MORE OPPORTUNISTIC

round of capital outflows from emerging markets.

These trends over the period 2013-2015 are, in

their approach and switched overtly from asset

part, a result of the 2008 Financial Crisis. Indeed,

management to liability management, as a

reviewing our annual surveys over the period

growing number of them found themselves

2009-2015, one thing stands out above all else:

headed toward negative cash flow as the first

DB investors have gradually switched from the

— and largest cohort — of the post-war Baby

traditional 60:40 equity/bond portfolio to a more

Boomers entered their golden years.

At the same time, DB investors were rethinking

radical diversification to achieve multiple objectives.
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Out of the switch was born the “bondification”

To underscore the true significance of these asset

of equities. What we mean by this is an emphasis

allocation changes, it’s important to note that they

on stocks with good dividends, less debt, strong

were accompanied by structural changes to ensure

pricing power, free cash flow and high return on

plan solvency, resulting in a rapid switch from DB

equity. The switch also elevated the role of real

to DC plans, a rise in the age of retirement and a

assets and alternative credit.

reduction in pension benefits.

These changes are symptomatic of three secular trends: aging
demographics in key fund markets, the rise of lifecycle funds,
and the continuing decline in interest in traditional active bond/
equity funds.

DC Plans: moving toward
advice-embedded products
Between 2013 and 2015, the asset classes and
investment vehicles favored by DC plans, based
on trend data from the CREATE-Research surveys,

of favor during the same period, dropping from
51% to 47%.
These changes are symptomatic of three secular
trends that have been well established since the
2008 crisis.

were as follows:
• Diversified income funds increased from
50% to 63%

DC plans choose diversification and
advice-embedded products

• Target-income retirement funds increased
from 47% to 58%

Diversified Income Funds

26%

• Target-risk retirement funds increased
from 37% to 44%
• Diversified growth funds increased from
45% to 52%
• Passive equity/bond funds increased
from 59% to 66%
• Target date funds increased from 58% to 60%.
Actively managed equities/bonds — focusing on
single strategies — showed signs of falling out

Target-income
Retirement Funds

23%
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The first trend relates to aging demographics in all
key fund markets around the world. On approach
to retirement, plan members in pursuit of regular
income, capital growth and inflation protection

As a result, two tendencies are evident.
1. In the face of aging demographics, ever more
members are migrating from traditional singlestrategy active bond/equity funds to diversified

have increasingly switched to a new generation

income funds. Thus, legacy funds are being

of diversified income funds that include equities,

rechanneled as investors approach retirement.

bonds and real assets. This new generation of
funds measure risk by the probability of missing
investors’ targeted income instead of the standard
deviation of returns. The main thrust of their risk
management is directed at the three most silent

2. New inflows are increasingly channeled into
lifecycle funds, which are now widely accepted as
advice-embedded vehicles, as reported in all of
our surveys from 2012 to 2015.

of portfolio killers: sequence of returns risk, arising

Both tendencies are part of changes that started in

from the time taken for a portfolio to recover after

earnest after the 2008 Financial Crisis. Prior to the

a big market decline; longevity risk, when investors

crisis, an overwhelming proportion of assets were

outlive their assets; and inflation risk, when rising

concentrated in single-strategy equity and bond

prices erode the value of assets and their returns.

funds, and cash-plus funds. They all took big hits

The second trend is the rise of lifecycle funds — to
address target-date, target-income and target-risk
goals. Lifecycle funds expressly aim to counter

following the crisis. According to respondents of the
2009 survey, DC investors recognized the value of
switching to advice-embedded lifecycle products.

investors’ behavioral biases that unwittingly

By 2012, such products had risen to the top of

conspire against sensible investing. The biases

members’ investment choices, especially target-

include: anchoring effects that make plan members

date funds. In the United States, such funds received

stick to their original asset choices even when

powerful tail winds from the Pension Protection Act

circumstances change; overconfidence that makes

of 2006, which granted them safe haven as a default

them overrate their investment expertise; and

option. In our 2013 survey, a new item in lifecycle

herding that relies on the wisdom of the crowd. The

investing — target-income funds — made a strong

‘set-it/forget-it’ feature inherent in lifecycle funds

debut and has maintained momentum in the ensuing

prevents ill-informed choices by plan members,

two years.

both at the outset and over time. The urge to chase

In the meantime, a new concern emerged, as

‘hot’ stocks is minimized, as is the unintended

reported in our 2014 survey: low plan balances.

tendency to buy high and sell low.

Lifecycle investing can only deliver good asset

The third trend is the continuing decline in interest

allocation decisions and decent retirement

in traditional active bond/equity funds, which have

outcomes with a deferral rate of around 18% — well

struggled to deliver decent returns in the face of

above the 10% level that now prevails in almost all

plan members reported behavioral biases. In our

major DC markets worldwide.

2009 survey, they topped the list with a score of
62%, falling to 47% in the 2015 survey.
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Retail Investors: transitioning
to solutions-driven investing
During the period 2013 to 2015, the asset classes
and investment vehicles preferred by retail investors,
based on the data trends from the CREATE-

24%

Move toward
solutionsdriven investing

Multi-asset
Class Funds

Research surveys, were as follows:
• Multi-asset class funds increased from 51% to 63%
• Passive equity/bond funds increased from
52% to 60%.

Capital
Protection
Funds

The following asset classes and investment vehicles
fell out of favor during the same period:

-22%

• Capital protection funds decreased from
50% to 39%
• Actively managed single strategy equities/bonds
decreased from 53% to 43%

recent decline in equity markets may be related to
investors’ tendency to over-react to market news.
Utterances by policy makers have a disproportionate
impact, leaving liquidity as the main driver of

• Mutual funds decreased from 60% to 55%.

valuations. Similarly, the recent weakness of Chinese

Behind these numbers lies a complex narrative. By

equities is exacerbated by margin calls, just as

the end of this decade, around 75% of retail assets

previous strength was partly a result of a rapid

worldwide will be held by retirees or near-retirees.

increase in margin debt. Prices remain disconnected

Thus, the retail market and the retirement markets

from the fundamentals.

will continue to converge. This fact alone is driving

On the bonds side, the changing life-expectancy

the migration from actively managed funds to

profile of investors has forced introspection.

advice-embedded vehicles such as multi-asset

Investing in bonds was fine when a 65-year old

class funds.

could only expect to live another 10 years and the

RETAIL AND RETIREMENT
MARKETS CONVERGE

yield was 6-8%. This situation is irrelevant now with
life expectancy over 80 years and bond yields at
less than 1%. Besides, apart from credit risk, interest

The rise of multi-asset class funds is pervasive. They

rate risk (duration) has become a major concern

are not only attracting notable inflows in all investor

with bonds of longer maturities and low coupons,

groups, they are also attracting legacy funds from

which are so vulnerable to the rate-hike cycle in the

areas that held the bulk of the assets in the past

United States.

— such as single-strategy mutual funds, actively
managed funds and capital protection funds.

SOLUTIONS-BASED INVESTING

Aging demographics is a key contributor to this

Thus, the hunt for yield, per se, no longer seems

migration, which started in earnest after the 2008

appealing and retail investors are migrating toward

crisis. Another contributor is the scale of losses

solutions-driven investing. By blending multiple

suffered during the market meltdown in 2008-2009.

strategies within a single offering, this approach

Following this period, interest in equities has revived.

targets specific outcomes such as regular income,

But investors prefer them as part of a larger basket

low volatility and inflation protection rather than

of assets in order to diversify the risk. The most

just high returns.
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Apart from high-dividend equities, the approach

related trends have been evident, according to our

also deploys a broad basket of assets such as

annual surveys:

high-yield bonds, global real estate securities and
infrastructure. Those focused on inflation protection
also deploy treasury inflation-protected securities,
commodities and real estate investment trusts.

Solutions-driven investing has gathered pace.
Under it, retail investors are now making a clear
distinction between product alpha and solutions
alpha: the first is about beating the markets, the

Notably, this focus on solutions-driven investing

second about meeting investors’ pre-defined needs.

was triggered by the 2008 crisis as well. In its

The focus has been on solutions alpha.

immediate aftermath, retail investors’ overriding
goal was loss aversion, involving a radical switch
from equities to bonds. This continued until 2012.

Additionally, as a part of this shift, high-quality
equities have gained favor with retail investors. This
is yet another enduring legacy of the crisis.

Since then, notwithstanding market volatility, two

High Net Worth Investors:
seeking uncorrelated
absolute returns

Interest in commodity funds (including gold and oil)

During the period 2013 to 2015, the asset classes

from 58% to 56%.

and investment vehicles preferred by high net

The rising interest in alternatives can be traced

worth (HNW) investors, based on trend data from

back to the 1990s, when HNW investors typically

the CREATE-Research surveys, were as follows:

favored a 60/40 equity/bond mix. This weighting

decreased from 28% to 16% and actively managed
single-strategy equities/bonds appear to have
fallen slightly out of favor during the period, moving

inflicted big losses during the ensuing equity bear

17%

High Net Worth investors seek
uncorrelated absolute returns

Private Equity

market of 2000-2002. HNW investors then herded
into alternatives that aimed to offer uncorrelated
absolute returns, in order to emulate the success
of the so-called Yale Model. But most of the
chosen alternatives proved highly correlated with
equities in the 2008 credit crunch, forcing a deep
introspection. Since then, components of a new

Commodity
Funds

approach have gradually emerged:

-43%

• Uncorrelated absolute returns are a top priority but
the means of achieving them are more discerning.
For example, private equity is targeted for

• Private equity from 47% to 55%

illiquidity premia; real estate for capital growth and

• Real estate from 55% to 63%

regular income; and hedge funds for low-volatility

• Hedge funds from 47% to 54%
• Capital protection funds from 38% to 40%.

absolute returns. There is a clear distinction
between alpha and beta, and opportunistic
investing and buy-and-hold investing.
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Like DB plans, HNW investors are increasingly focused on endgoals defined by day-to-day necessities, lifestyle, philanthropic
aspirations, estate planning and avoiding catastrophic events.
• The implied diversification deploys a broad
palette of lowly correlated assets to target
multiple goals such as capital growth, regular
income, stable cash flow and inflation protection.

TRUSTED ADVISORS GAIN TRACTION
That means that investors need to be nimble
and adjust their weightings to reflect changing
valuations. But they also know that dynamic

Like DB plans, HNW investors are increasingly

investing can be very risky. It requires a high degree

focused on end-goals defined by basic day-to-

of engagement between HNW investors and their

day necessities, lifestyle, philanthropic aspirations,

wealth managers. Hence the role of a trusted advisor

estate planning and avoiding catastrophic events.

has gained traction in the wealth management

The resulting portfolios retain their long-term

sector. It seeks to minimize herd instinct and deliver

orientation, while being nimble enough to take

better investment outcomes. For wealth managers,

advantage of periodic bargains in the marketplace

the trusted advisor role enables them to understand

in this era of frequent volatility.

their clients’ dreams and nightmares, and manage
expectations about what can and can’t be delivered

MIRRORING INSTITUTIONAL INVESTORS

in today’s volatile environment.

There are other ways in which HNW investors are

For their clients, the role enables them to gain

running in tandem with their institutional peers:

deeper insights into what works at different stages

• Their asset allocation choices are no longer

of the market cycle and develop the mental agility

influenced by the pattern of average returns over

to capitalize on periodic dislocations. The new role

time. Instead, they seek to predict mean reversion

is yet another legacy of the 2008 crisis. Like their

at various points in the market cycle, since the

retail peers, HNW investors were overweight in

latter provides a better guide to future risk premia.

single strategy equity and bond funds at the time.

• Their evolving diversification no longer tracks
relative returns benchmarks. In most cases,
it seeks absolute returns that focus on risk
minimization more than return maximization.
• Greater engagement with wealth managers
has come to the fore, as the notion of risk has
changed. Historically, risk was measured as the
probability of a given loss or the amount that can
be lost with a given probability at the end of a

In the face of continuing turbulence in the global
markets, they too switched to capital protection
funds until 2012.
Since then, risk has come back to the table against
the background of QE. There has been a clear
switch toward alternatives — especially private
equity, hedge funds and real estate — backed
by periodic opportunistic forays into gold and
exchange-traded funds (ETFs).

defined investment horizon. This measure only
considered the final result. However, since the bear
market of 2000-2002, investors have been hit by
waves of losses within their investment horizons.
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Conclusion
QE has inadvertently sidelined conventional
investment wisdom. Investing has become counter-

to provide diversification designed to deliver an
income stream and capital appreciation, while
reducing volatility risk.

intuitive in many ways and investors are caught in

Thus, while central bank action is directed at

the middle. Prudence has long held that retirees

boosting the markets and creating a wealth effect

or near-retirees should be overweight in bonds

that generates growth and new jobs, it is also

and not take risks with their retirement nest eggs.

unleashing new trends that will outlast the crisis

However, they are forced to act contrarian in

that provoked them. Outcome-oriented investing is

this age of near-zero yields, where assets are so

here to stay, as is the rise of its analogue — multi-

mispriced and their risks so obscure.

asset class investing.

As a result, outcome-oriented investing has come

As investors get older, they are becoming wiser as

to the fore with investors as they seek to manage

well. The feast and famine mentality of the past is

market volatility and ultra-low interest rates. It relies

giving way to pragmatism that seeks to orient asset

on a wide range of investment strategies using a

allocation to specific end goals, using approaches

blend of bond and conservative equity exposure

that have the best chance of delivering them.
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CREATE-Research is an independent think tank specialising in strategic change and the newly emerging business models
in global asset management. It undertakes major research assignments from prominent financial institutions and global
companies. It works closely with senior decision makers in reputable organisations across Europe and the U.S. Its work is
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are offered through Princor ®. Principal Funds Distributor, Princor and Principal Life are members of the Principal Financial
Group®, Des Moines, IA 50392. Certain investment options may not be available in all states or U.S. commonwealths.
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