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Equity and Fixed Income Sleeves 
 

t’s hard to imagine a group happier to watch the calendar roll 
over to a presidential election year than political pollsters. At this 

point in the primary cycle, you’ve surely noticed their work product 
is ubiquitous. Who-would-you-vote-for polls are most newsworthy, 
but more interesting polls scratch the surface to rank candidates on 
the qualities voters look for in a candidate – honesty, optimism, 
shares my values, etc.  
 
If you stretch this analogy to a process for selecting investments, 
two values top our survey - rigorous analytics and deep experience 
managing risk through business cycles. We recently deployed rede-
signed equity and fixed income sleeves within our portfolios with 
the intent to adjust risk / return characteristics as the market cycle 
continues to evolve.  These sleeves (along with the alternatives 
sleeve) are the core building blocks for our portfolios.  Analytics 
and experience guided the decision making process. But, a good 
pollster knows that results can be hopelessly biased if there isn’t 
enough attention paid to framing survey questions. Framing is 
where we want to spend some time here, as we lay out the common 
goals developed for the sleeves and provide more detail on the 
characteristics of the equity and fixed income allocations. 
 
Common Goals 
 
Decisions on sleeve construction were made within the following 
framework: 

1. The sleeve should assume a level of risk consistent with its 
benchmark.  

2. The sleeve should aim to outperform its benchmark over 
the long-term. 

3. The sleeve should be deliberate when over or under-
weighting within geographic regions and economic sectors. 

4. The sleeve should be exposed to quantitative factors 
shown by rigorous academic testing to deliver consistent 
outperformance. 

5. The sleeve should have a reasonable expense ratio and an-
nual turnover (to be conscientious with respect taxes). 

 
Equity Sleeve 
 
The frame for equities is global, encompassing the US, major devel-
oped economies, and emerging economies. The industry benchmark 
for this universe is the MSCI All Country World Index (“ACWI”). 
It is made up of almost 2,500 stocks domiciled in 46 countries. With 

so many ways to own the universe, we need to be specific about 
what we elevate to critical importance: 

 Regional concentration 

 Economic sector concentration 

 Exposure to certain quantitative factors 

 Manager selection methodology 
 
Figure 1 shows the decisions we’ve made on regional weightings. 
Our highest conviction is here in the US. The market capitalization 
of the globe, as measured by the ACWI, is split almost down the 
middle between the US and the rest of the world. Our sleeve puts 
greater emphasis on the US, however, with closer to a 60% weight. 
Europe is a slight underweight, while the Pacific region (mostly Ja-
pan) is a slight overweight. Our weakest conviction rests in the 
emerging world. We have roughly half the ACWI’s exposure there, 
and, furthermore, near zero weighting to Latin America (Brazil, 
Mexico, etc.) and Eastern Europe (Russia, Turkey, etc.). 

 
Within a global market, geographic location is not always the most 
defining characteristic of a company. We therefore also sliced the 
data by economic sector for another view. Within this context, our 
sleeve overweights consumer discretionary, tech, and industrials, 
while underweighting energy, utilities, and health care. Energy, at 
about 4% below weight, represents the largest deviation from the 
benchmark index.  We expect our active managers to adjust this po-
sitioning over time as valuations and market conditions change.  
 
Quantitative factor tilts, the domain of smart beta managers, nudge 
the sleeve towards stocks with qualities that have been shown to 
consistently outperform. We are predominantly leaning on the small 
cap factor – a portion of our sleeve buys companies too small to 
make the S&P 500. We also test the managers in our portfolio for 
evidence that their portfolios capture the premium attributed to the 
value factor (cheap stocks outperform expensive) and the momen-
tum factor (recent high performers beat laggards).  
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Figure 1: Regional Concentration of Equity Sleeve
Source: Bloomberg
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Manager selection is the last part of the decision making process. 
We invest with a mix of passive ETFs, or those that track an index, 
smart beta funds, and active managers. Picking the ETFs is more 
straightforward (we focus on cost, liquidity, and successful index 
tracking), and we’ve devoted a larger article to our thoughts on 
smart beta (see the August 2015 Investment Bulletin) so we won’t 
elaborate further here. 
 
Active managers are allocated a majority of capital in the equity 
sleeve. They also take on the most risk relative to the benchmark 
and notoriously struggle to outperform – so how to avoid stereo-
typical mediocrity? We actually look for managers to take meaning-
ful over or underweights to their benchmark, a necessary posture in 
our opinion to add real value. And we want evidence that their con-
victions are more than just smart beta in disguise (we run statistical 
tests to see if there is outperformance after accounting for smart be-
ta styles). If there is unique value, driven by out of benchmark con-
viction, at a reasonable cost (fees and taxes) then the manager is a 
candidate for the portfolio.  
 
Fixed Income Sleeve 
 
Taking risk in the fixed income space is a delicate balance. Investing 
in a way that maximizes the potential to diversify stocks pushes the 
portfolio into government bonds, but such a move exposes the in-
vestor most acutely to the risk of rising interest rates. On the other 
hand, investing for yield pushes the portfolio towards riskier corpo-
rates and emerging market bonds, both areas that struggle in peri-
ods of economic uncertainty (just like stocks). The tradeoff is thus 
the key question. 
 
We strike a balance that endeavors to preserve much of the diversi-
fication benefits of government bonds but with higher prospective 
yields. We measure these objectives relative to the Barclays Aggre-
gate Bond Index (“Agg”), an index of US government, agency, and 
investment grade corporate bonds that has historically served as a 
steady balance to volatile stocks. The composition of our sleeve in-
cludes sectors outside of the benchmark – mortgages (34%), non-
US bonds (8%), high yield corporates (8%), and opportunistic cash 
(13%) – that help push the expected yield of the sleeve meaningfully 
higher than that of the Agg. 
  

But with just shy of 40% of today’s allocation in traditionally diver-
sifying Agg-like sectors, we run the chance of losing portfolio bal-
last. Figure 2 is a check on this potential drift. The blue line shows 
the correlation, or how month to month moves in the fixed income 
sleeve relate to moves in the ACWI, over the previous year. The red 
line shows the same relation between the Agg and the ACWI. 

 
Our blue line is higher than the Agg’s red, meaning the movements 
of our sleeve are more closely related to equity moves, in nearly eve-
ry measurement window – confirmation of the tradeoff we make to 
try to earn higher returns. The positive news is our sleeve to ACWI 
correlation is +0.6 or lower in most windows. This is in the range 
that will make a positive impact through diversifying risk reduction. 
 
Perhaps more interesting are the areas of wide divergence between 
blue and red. Managers in our fixed income sleeve have some flexi-
bility to pursue sectors of the market that present the most attrac-
tive opportunities; the Agg, on the other hand, is hemmed in with 
government and investment grade corporates. You can see the dy-
namism in the figure. The sleeve pushed into opportunities that 
were more closely related to equity in 2011 and 2012, then took on 
a correlation profile similar to the Agg from 2013 on. Recently, 
we’ve seen the divergence reappear as our managers search for val-
ue outside of the priced-for-perfection government bond sector.  
 
These updated equity and fixed income sleeves are the culmination 
of significant work. We believe this thoughtful deployment of risk 
benefits from our increasingly robust analytics and deep team expe-
rience, but also the care taken to frame the sleeve objectives. □ 

This material is distributed for informational purposes only. The investment ideas and expressions of opinion may contain certain forward looking statements and 
should not be viewed as recommendations, personal investment advice or considered an offer to buy or sell specific securities. Data and statistics contained in this re-
port are obtained from what we believe to be reliable sources including Bloomberg but their accuracy, completeness or reliability cannot be guaranteed. An index is an 
unmanaged weighted basket of securities generally representative of a certain market or asset class. An investment cannot be made directly in an index. Our state-
ments and opinions are subject to change without notice and should be considered only as part of a diversified portfolio. No conclusion should be drawn from any 
chart, graph or table that such illustration can, in and of itself, predict future outcomes. You may request a free copy of Keel Point's Form ADV Part 2, which de-
scribes, among other items, risk factors, strategies, affiliations, services offered and fees charged.  
 

Past performance is not an indication of future returns.  
Securities offered through KPC, Member FINRA and SIPC. Investment Advisory Services are offered by Keel Point, LLC an affiliate of KPC. Keel Point does 
not give tax, accounting, regulatory, or legal advice to its clients.  The effectiveness of any of the strategies described will depend on your individual situation and on a 
number of complex factors.  You should consult with your other advisors on the tax, accounting, and legal implications of these proposed strategies before any strategy 
is implemented. 
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Figure 2: Fixed Income Diversification Thru Time
Rolling 12 Month Correlations
Source: Bloomberg
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