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Adaptive Valuation  
Strategies
A New Approach to  
Strategic Asset Allocation

2020 Mid-Cycle Update

While the Adaptive Valuation Strategies’ Strategic Return Estimates cover a 10-year 
time horizon, we believe the pandemic’s impact on certain asset classes, particularly 
fixed income, is secular in nature. 
Much changed in the world in the first half of 2020 as the spread of the COVID-19 virus shut down economies globally. Given 
the expected long-term nature of these changes, we decided to take the uncommon step of updating the Adaptive Valuation 
Strategies Strategic Return Estimates (SREs) and strategic asset allocations mid cycle.

Figure 1. A sample of the 2020 Mid-Cycle SREs and a comparison to the SREs from earlier this year.

Strategic Return Estimates

2020 Mid-Cycle 2020 Annual

Global Developed Market Equity 6.2% 5.1%

Global Large Cap Equity 5.5% 4.4%

Global Small/Mid Cap Equity 11.6% 9.2%

Global Emerging Market Equity 11.7% 10.9%

Global Developed Investment Grade Fixed Income 1.1% 2.1%

Developed Government Bonds 0.7% 1.9%

Developed Corporate Bonds 2.6% 2.7%

Global High Yield Fixed Income 5.9% 3.5%

Global Emerging Fixed Income 6.2% 4.7%

Cash 0.6% 1.8%

Hedge Funds 4.4% 5.3%

Source: Private Bank Quant Research & Global Asset Allocation team. SREs for 2020 Mid-Cycle based on data as of April 30, 2020. SREs for 2020 Annual based on data as of October 31, 2019. 
Strategic Return Estimates are in US Dollars. All estimates are expressions of opinion and are subject to change without notice and are not intended to be a guarantee of future events. 
Strategic Return Estimates are no guarantee of future performance. Past performance is no guarantee of future returns.



Global Developed Market Equity

In the face of the market downturn, Developed Market 
Equity valuations over a 10-year horizon have improved. 
AVS’s preferred valuation metric, cyclically adjusted price-
earnings ratios (CAPE), have become more favorable. 
Near-term earnings are expected to be heavily impacted by 
the global economic shutdown. In fact, CAPE earnings have 
fallen. However, the impact is somewhat muted given CAPE 
earnings use a trailing 10-year window intended to capture 
full economic cycles and to smooth out shorter term shocks. 
In contrast, given the economic turmoil, current equity 
market prices have dropped substantially. The net effect 
is that CAPE ratios have become more favorable relative 
to 2019 year-end and has led to an increase in the Global 
Developed Market Equity SREs. 

Developed Small Cap Equity SREs also increased. Small cap 
firms, and consequently their stock prices, have been hit hard 
by the turmoil and investor concerns about small cap firms’ 
less diversified income streams and bankruptcy risks. As a 
result, small cap valuations have become more attractive, 
leading to higher SREs.

Global Developed Investment Grade  
Fixed Income 

Global Developed Investment Grade (IG) Fixed Income SREs 
are lower overall. However, within the category, there are 
opposing forces. 

Developed Government Bond SREs have fallen as they are 
a function of interest rates with rates driven lower by central 
bank asset purchases.

Developed Corporate Bond SREs are determined not only by 
changes in rates but also by changes in credit spreads which 
widened during the pandemic. Since rates and credit spreads 
have pulled in opposite directions, there has been little impact 
on IG Corporate Bond SREs. 

Because of this, the combination of the Developed 
Government Bond SREs with Developed Corporate Bond 
SREs, the net effect are lower overall Global Developed IG 
Fixed Income SREs. In fact, the Global Developed IG Fixed 
Income SREs are the lowest we have seen in 20 years. 

Global High Yield Fixed Income 

Conversely, the Global High Yield Fixed Income SRE increased. 
High yield is heavily driven by its credit exposure rather 
than rates sensitivity. Similar to the direction of Developed 
Corporate Bonds, the High Yield credit spread widened 
significantly due to pandemic risks. Within the High Yield 
asset class, energy sector bonds were particularly hard hit. 

Global Emerging Fixed Income

Global Emerging Fixed Income SREs increased. Asia debt 
market volatility has been muted relative to LATAM debt 
markets, which have been heavily punished by investors.  
This effect pushed up overall Emerging Fixed Income SREs.

Cash

In most cases, Cash SREs dropped significantly this year 
as many central banks cut interest rates in response 
to the pandemic. 

Hedge Funds

Hedge Funds SREs have also declined. Hedge Funds generally 
have characteristics of equities and fixed income. At the time 
of our mid-cycle assessment, the fixed income component 
had the most impact as the declining yield and interest rates 
market in the early months of 2020 led to a commensurate 
decrease in Hedge Fund SREs.

We believe that strategic asset allocations should be revisited 
when the assumptions that drive them change materially, as 
they did in the start of 2020. Our updated SREs reflect the new 
realities that long-term investors should not ignore. As a result, 
we recommend that portfolios be rebalanced to the mid-cycle 
strategic asset allocations. Please consult with your Private 
Banker or Investment Counselor to discuss further.
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Figures 2-17 show 2020 Mid-year Global Allocations including hedge funds and 10% illiquidity for the eight global profiles and eight 
home-bias profiles — Risk Level 3.

Figure 2. Global Allocation in US Dollars with Hedge Funds and 
10% illiquidity — Risk Level 3

Figure 4. Global Allocation in US Dollars Taxable with Hedge 
Funds and 10% illiquidity — Risk Level 3

Figure 5. Global Allocation in British Pounds with Hedge Funds 
and 10% illiquidity — Risk Level 3

Please see Glossary for definition of terms. Allocations for 2020 Mid-year; based on data as of April 30, 2020.

Figure 3. Global Income Allocation in US Dollars with Hedge 
Funds and 10% illiquidity — Risk Level 3
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Figure 6. Global Allocation in Swiss Francs with Hedge 
Funds and 10% illiquidity — Risk Level 3

Figure 8. Global Allocation in Euros with Hedge Funds and 
10% illiquidity — Risk Level 3

Figure 7. Global Allocation in Canadian Dollars with Hedge 
Funds and 10% illiquidity — Risk Level 3

Figure 9. Global Allocation in Australian Dollars with Hedge 
Funds and 10% illiquidity — Risk Level 3

Please see Glossary for definition of terms. Allocations for 2020 Mid-year; based on data as of April 30, 2020.
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Figure 13. UK Home-Bias Allocation with Hedge Funds  
and 10% illiquidity — Risk Level 3

Figure 12. US Home-Bias Tax-exempt Allocation with Hedge 
Funds and 10% illiquidity — Risk Level 3

Figure 11. Canada Home-Bias Allocation with Hedge Funds 
and 10% illiquidity — Risk Level 3

Figure 10. US Home-Bias Taxable Allocation with Hedge 
Funds and 10% illiquidity — Risk Level 3

Please see Glossary for definition of terms. Allocations for 2020 Mid-year; based on data as of April 30, 2020.
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Figure 17. Asia Home-Bias Income Allocation with Hedge 
Funds and 10% illiquidity — Risk Level 3

Figure 15. Asia Home-Bias Allocation with Hedge Funds and 
10% illiquidity — Risk Level 3

Figure 16. Brazil Home-Bias Allocation with Hedge Funds 
and 10% illiquidity — Risk Level 3

Figure 14. Mexico Home-Bias Allocation with Hedge Funds and 
10% illiquidity — Risk Level 3

Please see Glossary for definition of terms. Allocations for 2020 Mid-year; based on data as of April 30, 2020.
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Meet the  
asset allocation team

Gregory van Inwegen 

Greg is Global Head of Quantitative 
Research and Asset Allocation at Citi 
Investment Management (CIM), where 
he is responsible for two CIM teams: 
Global Asset Allocation and Quantitative 
Research. Greg also serves as Vice 
Chairman of the Private Bank’s Global 
Investment Committee (GIC).

Greg was the Chief Investment Risk 
Officer at Ivy Asset Management/Bank of New York Mellon. 
Prior to his tenure with Ivy, Greg held Director of Research 
positions at Rydex Investments and Bankers Trust/Deutsche 
Asset Management. 

Greg received an MS and PhD with a concentration in Finance 
from The Wharton School, University of Pennsylvania, an 
SM in Management from the Sloan School of Management, 
Massachusetts Institute of Technology, and a BS from the Haas 
School, University of California at Berkeley.

Paisan Limratanamongkol 

Paisan is a Director and head of 
Quantitative Research and Global 
Asset Allocation.

Previously, Paisan was a Quantitative 
Equity Portfolio Manager and Researcher 
at BlackRock. Prior to his tenure with 
BlackRock, Paisan was a Partner, 
responsible for stock selection and  
asset allocation, at Thunder Bay Capital  
Management, and Vice President at Deutsche 
Asset Management. 

Paisan holds a Bachelor in Computer Engineering from 
Chulalongkorn University, Thailand, an MBA from Thammasat 
University and a PhD with a concentration in Finance from the 
Kenan-Flagler School, University of North Carolina at Chapel Hill.

7



Gene DeSello

Gene DeSello is a Senior Vice President and 
Investment Quant Research Senior Lead on the 
Quantitative Research and Asset Allocation team 
at Citi Investment Management (CIM).

Prior to joining the Private Bank in 2015, Gene 
worked as a consultant for Goldman Sachs, BNP 
Paribas, Morgan Stanley, JP Morgan Chase and 
Nomura Securities. Gene has over 25 years 
of financial industry experience in software 
development, integrating and managing enterprise-wide applications and 
platforms, database design and administration.

Gene holds an MS and BS in Computer Science Summa Cum Laude from 
New York University Tandon School of Engineering, New York.

Andy Zhu

Andy is a Senior Vice President and Investment 
Quant Research Senior Lead on the team. 

Andy has ten years of quantitative research 
experience covering alpha generation, portfolio 
construction, performance attribution, and 
risk management.

Andy holds a Bachelor of Medicine from Shanghai 
Second Medical University, an MS in Epidemiology 
from Emory University, an MS in Computer Science from Emory University 
and an MS in Mathematics in Finance from New York University.

Xin He 

Xin is a Vice President and Investment 
Quantitative Research Lead on the team.

Xin holds a BS in Mathematics from Beihang 
University, as well as a Master of Science in 
Applied Statistics and a Master of Science 
in Bioinformatics from Indiana University 
Bloomington. She is a CFA Charterholder and an 
FRM Charterholder.

Wenjing Wu 

Wenjing is an Assistant Vice President and 
Investment Quantitative Research Senior 
Analyst on the team.

Wenjing holds a BS in Applied Mathematics and a 
BA in Quantitative Finance from Xiamen University, 
as well as a Master of Science in Mathematical 
Finance from Rutgers University New Brunswick. 
She is an FRM charterholder. 
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In any instance where distribution of this communication (“Communication”) is subject to the rules of the U.S. Commodity Futures Trading Commission 
(“CFTC”), this communication constitutes an invitation to consider entering into a derivatives transaction under U.S. CFTC Regulations §§ 1.71 and 
23.605, where applicable, but is not a binding offer to buy/sell any financial instrument.
This communication is prepared by Citi Private Bank (“CPB”), a business of Citigroup, Inc. (“Citigroup”), which provides its clients access to a broad 
array of products and services available through Citigroup, its bank and non-bank affiliates worldwide (collectively, “Citi”). Not all products and services 
are provided by all affiliates, or are available at all locations. CPB personnel are not research analysts, and the information in this communication is not 
intended to constitute “research”, as that term is defined by applicable regulations.

All views, opinions and estimates expressed in this communication (i) may change without notice, and (ii) may differ from those views, opinions and 
estimates held or expressed by Citigroup or other Citigroup personnel. Recipients of this communication should obtain advice based on their individual 
circumstances from their own tax, financial, legal and other advisors before making an investment decision, and only make such decisions on the basis of 
the investor’s own objectives, experience and resources.

Opinions expressed in this document may include those of Citi Private Bank, Citigroup affiliates, or non-affiliated third parties. In addition, your 
investment team may highlight topics that are specific to your objectives. These opinions may differ from the opinions expressed by other businesses 
or affiliates of Citigroup; they are not intended to be a forecast of future events, a guarantee of future results or investment advice and are subject to 
change based on market and other conditions. In any event, past performance is no guarantee of future results, and future results may not meet our 
expectations due to a variety of economic, market and other factors. Further, any projections of potential risk or return are illustrative and should not be 
taken as limitations as to the maximum possible loss or gain. The official view of Citi Private Bank is available to you in the Quadrant magazine, published 
monthly and available upon request.

The document may not be reproduced or circulated without our written authority. The manner of circulation and distribution may be restricted by 
law or regulation in certain countries. Persons who come into possession of this document are required to inform themselves of, and to observe such 
restrictions. Any unauthorized use, duplication, or disclosure of this document is prohibited by law and may result in prosecution.

This document is for information purposes only and does not constitute an offer to sell or a solicitation of an offer to buy any securities to any person in 
any jurisdiction. Any investment in any securities described in this document will be made solely on the basis of an offering memorandum. Accordingly, 
this document should not form the basis of, and should not be relied upon in connection with, any subsequent investment in these securities. To the 
extent that any statements are made in this document in relation to the products referred to herein, they are qualified in their entirety by the terms 
of the offering memorandum and other related documents pertaining thereto. The information set out herein may be subject to updating, completion, 
revision, verification and amendment and such information may change materially. Prospective investors should carefully review the offering 
memorandum and other related documents before making a decision to invest.

Citi Private Bank is a business of Citigroup Inc. (“Citigroup”), which provides its clients access to a broad array of products and services available 
through bank and non-bank affiliates of Citigroup. Not all products and services are provided by all affiliates or are available at all locations.

In the U.S., investment products and services are provided by Citigroup Global Markets Inc. (“CGMI”), member FINRA and SIPC, and also Citi Private 
Advisory, LLC (“Citi Advisory”), member FINRA and SIPC. CGMI accounts are carried by Pershing LLC, member FINRA, NYSE, SIPC. CGMI, Citi Advisory 
and Citibank, N.A. are affiliated companies under the common control of Citigroup.

Outside the U.S., investment products and services are provided by other Citigroup affiliates. Investment Management services (including portfolio 
management) are available through CGMI, Citi Advisory, Citibank, N.A. and other affiliated advisory businesses. These Citigroup affiliates, including Citi 
Advisory, will be compensated for the respective investment management, advisory, administrative, distribution and placement services they may provide.

Citi may offer, issue, distribute or provide other services in relation to certain unsecured financial instruments issued or entered into by BRRD Entities 
(i.e. EU entities within the scope of Directive 2014/59/EU (the BRRD), including EU credit institutions, certain EU investment firms and/ or their EU 
subsidiaries or parents) (BRRD Financial Instruments). In various jurisdictions (including, without limitation, the European Union and the United States) 
national authorities have certain powers to manage and resolve banks, broker dealers and other financial institutions (including, but not limited to, 
Citi) when they are failing or likely to fail. There is a risk that the use, or anticipated use, of such powers, or the manner in which they are exercised, 
may materially adversely affect (i) your rights under certain types of unsecured financial instruments (including, without limitation, BRRD Financial 
Instruments), (ii) the value, volatility or liquidity of certain unsecured financial instruments (including, without limitation, BRRD Financial Instruments) 
that you hold and / or (iii) the ability of an institution (including, without limitation, a BRRD Entity) to satisfy any liabilities or obligations it has to you. In 
the event of resolution, the value of BRRD Financial Instruments may be reduced to zero and or liabilities may be converted into ordinary shares or other 
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