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However, despite their widespread popularity, many multi-
asset funds are not performing as might be expected. The 
simple truth is that they don’t deliver sufficient growth when 
markets go up, and compound this by failing to preserve 
capital when markets go down.

Now the sector is faced with falling levels of investment in 
multi asset funds, along with a widening advice gap, all of 
which are challenges that are arguably getting worse, not 
better. The crux of the argument in this paper is that a frank 
review of multi-asset funds around what “isn’t working” can 
only help the sector reset and build back stronger, smarter 
and better. 

Let’s look at the problems.    

Firstly, vast sums of money are languishing in consistently 
underperforming funds. In the three mixed investment 
sectors which account for the vast majority of the multi-asset 
universe, a grand total of £22.1bn is invested in funds that are 
third or fourth quartile  over three, five and ten years.

The following table shows £22 billion in 3rd or 4th quartile funds.

AUM £m

Total

3rd or 4th quartile 
funds over 3, 5
and 10 years

All Mixed Investment Sectors 154,863 22,119 14.3%

0-35% 15,192 854 5.6%

20-60% 60,749 12,083 19.9%

40-85% 78,921 9,182 11.6%

Data to end of 2020 

Furthermore, from 2013 to 2020, there was some £30.2bn 
languishing in third or fourth quartile products over 
consecutive five-year rolling periods, accounting for a   
fifth of all multi-asset funds.

Whilst we accept that funds often have specific objectives 
and may therefore lag the sector average for various reasons, 
the figures nonetheless show that a large number of assets 
have simply been left to underperform over the long-term.

Do investors realise multi-asset funds  
behave as they do?
Multi-asset funds haven’t yet outgrown some embarrassing 
behavioural issues. Designed to act as one-stop-shop 
investments that offer more diversification than investing  
in a single asset class, multi-asset funds were meant to  
offer the best of both worlds by allowing participation in 
equity markets but without the same level of volatility   
(and ultimately risk).

Some funds have done this – capturing much of the upside 
when markets rise and providing a good degree of protection 
when markets fall. However, our research shows many have not:
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Multi-asset funds have grown substantially in the last decade as the concept of a one-stop-
shop for clients’ investments has gathered traction, with a total of £178bn now invested 

across the main mixed investment sectors. 

The Great Multi-Asset Reset:
£22bn Languishing in Chronic Under-Performers

IA Mixed
Investment

0-35% Shares

14,211 Billion

IA Mixed
Investment

20-60% Shares

54,017 Billion
IA Mixed 

Investment
40-85% Shares

73,919 Billion

Data as at January 2021.  
Source: www.theia.org
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The chart below shows 5 year cumulative upside and 
downside capture of global equity index MSCI ACWI data to 
the end  of 2020.    
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The data above shows the levels at which the sectors are 
capturing both the downside and upside of equity markets. 
Unfortunately for investors, the average fund in each sector is 
far better at capturing the downside of global equity markets 
than the upside.

Using the MSCI All World Index as a proxy for global equity 
markets, over the last five years, the sectors with funds 
more exposed to equity markets have delivered the worst 
cumulative results.

For example, the Mixed Investment 40-85% Shares sector, 
which offers the most exposure to global equity markets, has 
managed to capture 83.6% of the downside of the global 

index, but only delivered half (51.5%) of the upside.

The other sectors have mirrored this trend, delivering more 
downside exposure than upside. This begs the question: if 
so many of these funds can’t adequately protect investors, 
nor deliver to them the kind of positive returns they should 
expect given the losses they can incur, should there be a 
reappraisal of the way multi-asset funds work?

Three causes that demand a reset 

The problems in the multi-asset space have, we 
believe, three main causes. They are not the only ones, 
but they are the most significant, and examining each 
one can help us envisage how best to adjust and reset.  

The three causes are: 

 A lack of investment diversification.

 The predominance of UK investment bias.

 A lack of true active management.

Let’s look at each element in more detail...
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A LACK OF INVESTMENT DIVERSIFICATION

The IA’s multi-asset sectors are now, rightly or wrongly, classified only in terms of equity risk. It is the 
exposure to equities which is quantified in the names of each sector, and that has become the proxy for 
the level of risk they are taking. However, as the below graph shows, this idea that equity risk is the main 

one for investors to consider is at best questionable.

Defensive assets correlate more closely to global equities
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At the heart of this problem is a labelling issue. High Yield 
and Emerging Market Debt, for instance, exist in the bond 
dimension and are therefore considered to be defensive 
assets, but evidence shows they correlate to equites, 
particularly in periods of market stress. While one could 
therefore argue they are more like higher risk growth assets 

and should be allocated to accordingly, many asset managers 
tend not do this. Further muddying the picture, of course, is 
the IA sector definitions, which as described only categorise 
funds by their exposure to equities, not other assets - 
however equity-like they may be.
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Diversification issues become most apparent in times of 
shock when multi-asset behaviour often correlates to equity 
markets. Many multi-asset funds include many different 
asset classes, and in good times when equity markets rise, 
these assets behave differently, diversifying portfolios when 
it is least needed. But in bad times, when equity markets 
crash, all these assets fall in tandem with equity markets, 
and diversification disappears when it is needed the most. 
Unfortunately, by mislabelling these assets, multi-asset funds 
have been making investments in the part of their portfolio 
considered to be defensive, only to find it is anything but. We 
waste time defending labels that don’t match reality. 

Moving forward
Against the current Covid-19 backdrop, it is hard to think of 
a more shocking period than the one we’re currently trying 
to navigate. Whilst the uncertain environment, the shifts 
in social norms and seemingly endless disruptions present 
major problems, they also mean active managers now 
have increased opportunities to outmanoeuvre the passive 
protagonists in the multi-asset space. Asset allocation 
presents an almost unprecedented challenge for investors for 
the foreseeable future. The success, or not, of finding returns 
will heavily depend on both pandemic recovery and the 
related political and economic policy responses – areas where 
investors may feel less comfortable and more likely to plan 
for a wide range of possible outcomes. Elevated valuations 
across asset classes are a concern. There are clearly sub-
sectors more ravaged by the lockdown restrictions than 
others. At the same time low yields on gilts are increasingly 
making the traditional method of diversifying portfolios  
less attractive. 

For multi-asset funds, this new environment urgently needs 
new thinking when it comes to diversification. More creative 
questions are needed in order for advisers and clients to 
thrive, such as: 

• How can we shift to allocations which focus on  
outcomes – to prioritise assets that will truly deliver 
defence in difficult times?

• How do we gain diversified equity exposure via more  
risk-managed approaches?

• How can we safely and smartly shift allocations to   
truly active strategies? 
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Clients deserve 
better. Let’s ditch 

the lazy labels and  
embrace reality.  

It’s time for a great 
multi-asset reset.
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THE PREDOMINANCE OF UK INVESTMENT BIAS

Many large multi-asset funds in the UK market have a considerable overweight towards the UK. 
The size, breadth and importance of the UK equity market means UK stocks have their place in global 

equity portfolios and so some UK home bias is understandable. An extreme home bias, however,
is a problem that can clearly cause suboptimal performance.  

UK Investors tend to invest more in UK equities 
Across the three mixed investment sectors, the UK equity 
market’s share of the assets is far higher than one might 
expect. 

As the below shows, all three sectors have significantly more 
exposure to UK equities than the comparable global index, 
and while there is nothing particularly wrong with the UK 
equity market, it means many funds have not been optimised 
to deliver the best risk-adjusted returns.
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Past performance is not a reliable indicator of future performance. Source: Morningstar, as at 15 March 2021.

Why has this been the case?
Every fund is different across the multi-asset sectors, so the 
reasons for this higher weighting to UK equities is not easily 
explainable, but there are some conclusions we can draw.

1. International equity markets have historically been seen 
as difficult to access, and as posing additional risks; 
UK shares may better match future liabilities because 
they are perceived to be more closely linked to the UK 
economy and to the British pound. 

2. However, the fortunes of many FTSE 100 multinationals 
are actually more linked to the global economy than to 
the British economy and their share prices may actually 
have an inverse relationship at times with the pound

3. The belief that investors should invest in companies they 
are familiar with. However, are we not as familiar with the 
likes of American companies Amazon, Google and Tesla 
these days as we are with British companies?
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 Total return pa        Volatility       Sharpe ratio

Past performance is not a reliable indicator of future performance. Source: T.Rowe Price, Date to the end of February 2021.
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UK bias generates lower average return and higher volatility

4. The view that UK investors should invest in home stocks 
to support their national economy. However, when 
investing in global conglomerates who have chosen to  
list in the UK, are we really supporting our economy?

5. The naïve view that investing in a higher proportion in  
UK equities reduces currency risk. However this doesn’t 
hold water due to the proportion of revenue derived  
from outside of the UK for large companies (and even  
mid cap firms). 

Reset your strategy by casting a wider net 
Reducing exposure to the UK market does not mean that all 
holdings need to be global in nature. Obviously, exposure 
to UK companies can continue to be obtained through 
strategies investing in the UK stock market, or through 
European or global strategies that can select the best   
UK stocks. 

What is clear is the impact that reducing exposure to the  
UK has on average returns and average volatility.

The below chart shows that, in many cases, too much home 
bias is harming returns. It has not been calibrated properly - 
indeed, structurally they shouldn’t have this level of bias to 
the UK - and it has cost investors returns, as well as exposed 
their portfolios to swings in prices.
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One challenge is that valuations of most assets are elevated, 
both for equity and bond markets. Because a higher price 
today means lower returns tomorrow, investors should not 
expect the same stellar returns over the next decade that 
markets have delivered during the last ten years. If in the past 
all investors needed to do was buy index trackers and enjoy 
the ride up, going forward active management is likely to be 
much more important. When the equity market delivers 8% 
per year, another 2% from active management is very nice, 
but not essential. However, when the equity market delivers 
4% per year another 2% could be critical. 

Passive funds will only ever provide access to great swathes 
of the market, which might be fine in more stable market 
conditions and geopolitical times – but that isn’t where we are 
at the moment. However, blindly trusting the active label isn’t 
the answer either. 

High quality active management is different. Delivering high 
quality active management relies on each component playing 
its part and pulling its weight, and is based on proper research 
built up over decades of watching and learning. High quality 
active management means no component (no researcher, 
no fund, no strategy) gets to hang around without a clear and 
distinct job to do.  

The more risk that gets presented to the market by Covid-19, 
change (e.g. technological disruption) and various other 
structural shifts (e.g. ageing demographics), the more 
disparate the returns and the more opportunities present 
themselves for skilled active manager to add value. During 
transitionary time periods of change, rules-based and passive 
strategies that rely on past behaviours and correlations 
among assets may struggle. Only active managers who 
can use imagination and common sense can adapt and 
(potentially) thrive during times of tectonic change.

There is, however, the common thread of misleading 
labelling. The problem of closet trackers - managers who call 

themselves active but hug the benchmark, delivering close to 
passive returns - and the associated attention from the FCA is 
a useful example of the problems rife in the industry. 

The critical point is not that multi-asset funds don’t use 
active management (as many do), but that in lots of cases, 
investment selection rigour has disappointed, with active 
management failing to add value to the bottom line and to 
generate excess returns for clients. This, in turn, leads to 
questions about the governance of these propositions with, 
on occasion, puzzling decisions to invest passively in one 
region and actively in another. One might well ask how and by 
whom are the investment managers making these decisions 
being held to account? 

With the bewildering diversity of multi-asset offerings, 
the problems highlighted in labelling and the difficulties 
comparing propositions, it’s a minefield. And one thing is 
clear: advisers and investors aren’t always being given the 
information they need to make informed decisions.

2021: Time for a rethink as multi-asset funds 
become relics?  
How many multi-asset funds are there in the UK? Is it 357 or 
830? Maybe it’s over 1000? The answer depends on where you 
draw the lines, but it highlights the fact that, all across the multi-
asset sectors, there are problems when it comes to labelling. 

Investors think the industry talks too much about products 
and not enough about their real lives. They think, despite 
protestations to the contrary, that the industry secretly likes 
complexity because without it, the industry couldn’t justify 
charging so much. They also think we are often side-tracked 
by ‘technical’ detail rather than putting clients first. An 
investor might well wonder that if ‘multi-asset’ can mean 
traditional multi-asset,  growth funds, absolute return and an 
even wider range of ‘approaches’ then what is the point of 
having a definition at all? 

A LACK OF TRUE ACTIVE MANAGEMENT

There is an ongoing debate about the merits of active versus passive fund management. There is obviously 
clear sense in keeping costs low and ensuring costs are explainable to clients. The truth though is that, now 

more than any time in recent memory, a defaulting to generic market access is highly problematic. 
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Risk is where labelling matters most and also where it is least 
in tune with reality. Risk profiling has long been problematic, 
and is more so now. When the challenge was just getting 
the real level of risk right it was hard enough, but we’re 
fast moving into a world where a 2D definition of investor 
appetites doesn’t fit anymore. 

Growth and Defence: Move now to a better risk 
paradigm for a post-Covid world 
The prevailing wind of market volatility blew back hard in 
2020. The chasmic shifts we have seen have combined 
to create a very different landscape for both advisers and 
investors. Now, the need to try and make sense of existential 
factors such as an unprecedented worldwide pandemic, 
climate change and political instability has become primary. 
A consequence is a noticeably increased tolerance for ripping 
up established norms, taking radical action to protect what 
we each feel is important, and ultimately being happy to 
take a more brutal approach by stripping away what we 
now consider to be non-essential. In the world of building 
multi-asset propositions this means it has never been more 
important to ensure portfolios are resilient to a wide range of 
different outcomes.

Government bonds or high-quality corporate bonds have 
often acted as a shock absorber in times of market volatility 
as investors seek safety. Similarly, inflation-linked bonds 
offer a hedge for investors worried about the impact of 
unanticipated future price rises. However, macro level 
developments are changing what and how much we can 
rely on these stalwarts for safety. The old approaches aren’t 
reliable. Some assumptions don’t hold true any more, and 
will continue to provide opportunities (and risks) for active 
managers. Their positioning may well be rewarded, but 
making super safe assets actually pay – namely by having 
them generate any real returns at all – in the face of inflation 
expectations and weak yields is going to be a somewhat 
arduous trudge.  

A new approach
There’s a real and present need for multi-asset funds in the 
market - but only those properly match fit for a different 
style of investing. Industry leaders need to embrace the 
vulnerability of established norms in this part of the financial 

services industry and to tackle some of the issues. This is, 
therefore, a chance to work together to tidy the mess that 
is the multi-asset market and make new solutions which are 
more relevant. 

But this isn’t the cliched clarion call to prepare for the 
future. The reality is that it’s far too late for that. Millions 
of so-called millennials have become middle-aged. The 
rules of the “end customer” game have long changed. 
There is no institution, anywhere on earth, so prestigious 
that it can’t now be battered by a social media campaign. 
End customers of all ages no longer tolerate an illiberal 
product first focus - the hallmark of the laziest financial 
brands. Why? Because they don’t have to. They don’t have 
to because they aren’t required to accept it anywhere else, 
in any other walk of normal life. Billions now know that the 
best approaches and technologies are able to put them, 
and their real lives, front and centre. 

So what does all this mean for multi asset funds? 
What are we calling for?

1.  Firstly, we need true diversification. Diversification 
which actually delivers, achieved by a re-labelling 
of the sector away from a simple calculation of 
funds’ exposure to equities. Instead, a focus on 
what are true growth assets – and therefore more 
volatile – and those which are there to provide 
ballast (such as gilts) is needed, with changes to 
terminology to reflect that.

2.  Multi asset funds should also shift from a UK 
bias to embrace a more global outlook. This 
will, of course, demand and require greater 
access to research but it’s a big world out there. 
Opportunities abound.

3.  Truly high quality active management has never 
been more needed. Insight and precision are 
essential in order to deliver outcomes in line with 
what customers feel they have been promised. 

Clients deserve better. Let’s ditch the lazy labels and  
embrace reality. It’s time for a great multi asset reset.
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