When building
portfolios, the
traditional model is
a split of 60% stocks
and 40% bonds. But
high inflation and rising
interest rates have hit
bonds hard and recent
volatility has pushed
markets down. Should
investors add more
stocks to their portfolio
in anticipation of a
market comeback? It
depends on your goals.

“Is The 60/40 Portfolio Dead?” That was just one of the headlines

in the media in June and July, as market volatility, high inflation

and rising interest rates wreaked havoc on portfolios. Known in the
industry as simply the “60/40,” this traditional model generally calls
for investors to split their portfolio between 60% equities (stocks) and
40% bonds.

Financial advisors — and their clients — have long relied on the 60/40
split as a starting point for building portfolios. Why? This approach
balances the need for growth (stocks) with the potential for income
(bonds). It also provides investors with some diversification, since

it’s not common for stocks and bonds to have negative returns in the
same year.? The approach has been proven to work; between 1926
and 2021, the annualized return of a classic 60/40 portfolio was 8.8%.3

The Traditional 60/40 Model Portfolio
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Unfortunately, the traditional 60/40 hasn’t performed well in 2022.
While it’s not common for stocks and bonds to both experience
turbulence at the same time, that’s exactly what’s currently happening.
Both stocks and bonds have been beaten and bruised lately, impacted
by high inflation, rising interest rates and other economic challenges.
It’s left investors with nowhere to hide, and the typical 60/40 portfolio
is down 17.6% through the first months of the year.*

If the 60/40 split isn’t currently working, what will work in the
current environment? Some analysts say it’s time to consider a higher
percentage of stocks within a portfolio. Their reasoning is twofold.
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First, the Federal Reserve is committed to fighting high inflation
by increasing interest rates, a move which will likely continue to
negatively impact bonds through the end of the year.

On the flip side, equity markets are currently down 20% from their
most recent highs.> Although that’s not great for portfolios in the
short term, markets are bound to come up sooner rather than later.
And when they do, it provides investors with greater opportunity for
growth. Changing a portfolio’s stock-to-bond ratio to 80/20 or even
90/10 may help investors position themselves for potential maximum
growth when markets recover.

More Aggressive 80/20 Model Portfolio
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The argument to shift to an 80/20 portfolio makes sense, particularly
for investors with a longer horizon before retirement or more
aggressive investing profile. If the Fed keeps raising interest rates over
the next few months, bond prices could continue to take a beating —
likely reducing the benefits of a balanced portfolio.

But what about investors who plan to retire soon or are already living
in retirement and need a more moderate investing approach? While
increasing the percentage of stocks may not be the right strategy, it’s
a good time to consider restructuring the portfolio from a traditional
60/40 split to a 60/20/20, with the portfolio divided into 60% stocks,
20% bonds and 20% bond alternatives.

Replacing a portion of the bonds in a portfolio with alternatives can
provide additional opportunities for fixed income. Bond alternatives
include real estate investment trusts (REITs), fixed annuities and high-
yield savings accounts, among others.

While we think the 60/40 model has proven to be a successful strategy
and is certainly still viable, the current market environment may call for
a revised approach. Some investors may find an 80/20 or even a 90/10
allocation model better meets their current needs. Those with a shorter
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time horizon may want to look at sticking with 60% stocks but reducing
their bond risk with alternative income options.

No matter what your ideal stock-to-bond split, it’s important to
remember that time in the market — not timing the market — is what
matters. Shifting the investments to take advantage of short-term
market events doesn’t result in long-term performance. Getting to your
goals means staying disciplined and focused on the long-term picture.

It is possible latest market events have caused your portfolio to
become unbalanced and out of alignment with your target allocation.

If you haven’t done so lately, we recommend contacting your financial
professional to request a portfolio review. They can help you rebalance
your portfolio and make sure you’re still on track to meet your investing
goals.
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