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	— With record cash on the sidelines, our recent analysis suggests that now might be 
a good time to redeploy cash back into the market.

	— A high-quality asset allocation strategy deserves consideration when redeploying 
cash, and almost 50% of financial professionals in our database use an asset 
allocation strategy in their investment models.

	— A key factor when evaluating asset allocation strategies is determining how much 
the strategy emphasizes strategic asset allocation versus tactical asset allocation.

	— Integrating an asset allocation strategy into a model can be a straightforward 
process, based on a review and evaluation of historical asset weights of the 
strategy and funding sources.

Key Insights

O ne of the questions we’re often
asked is how and when to redeploy 

cash into the markets. To help answer 
this question, we analyzed the average 
12-month excess returns of representative
indexes versus a cash proxy over the past
four federal funds interest rate peaks
(February 1995, May 2000, June 2006, and
December 2018). We used the 90-day T-bill
as a proxy for cash and cash equivalents,
and we compared these returns with
stocks (S&P 500 Index), bonds (Bloomberg
U.S. Aggregate Bond Index), and a 60/40
portfolio containing a mix of stocks, bonds.

Our analysis focused on the impact of 
investing at various starting points prior to, 
at, and after the rate cycle peak. As shown 
in Figure 1, a typical 60/40 moderate-risk 
portfolio composed of 60% stocks and 40% 
bonds outperformed after a fed funds peak.

Why add an asset allocation 
strategy to a model?

Asset allocation strategies are designed 
to provide access to broad diversification 
in a single holding. They can help 
to keep down the number of model 
placements. They can also provide a 
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Deploying cash into a traditional 60/40 portfolio typically has been beneficial in most periods
(Fig. 1) Subsequent average one-year excess total return of stocks, bonds, and a 60/40 portfolio versus cash
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stable foundation on which to build your 
model portfolios, allowing investors 
to use remaining allocations on more 
aggressive or less diversified positions. 
And finally, strategies that use a tactical 
asset allocation approach can add 
professionally managed tactical asset 
allocation to an investment model.

Do financial professionals use asset 
allocation strategies in their models? The 
short answer is yes. Figure 2 indicates 
that 48% of model portfolios reviewed by 
our team in 2023 used an asset allocation 
strategy, up from 43% in 2021. The most 

commonly deployed strategies fall in the 
moderate allocation category, followed by 
global allocation strategies. Figure 2 also 
shows that, when an allocation strategy 
is used in a moderate model, the average 
allocation is about 10%.

Not all asset allocation 
strategies are created equal

When evaluating asset allocation 
strategies, it’s important to consider 
how much emphasis the strategy places 
on strategic asset allocation (SAA) 

versus tactical asset allocation (TAA). 
To simplify this point, we break allocation 
strategies into two categories. The first 
category typically provides a broadly 
diversified portfolio (SAA) in a single 
strategy with limited tactical overlays 
(TAA). Most balanced funds would fall 
into this category. The second category 
is more tactical in nature, and the 
holdings will deviate more than those in 
the first category. 

How can an investor tell into which 
category an asset allocation strategy fits? 
First, read and understand the strategy’s 

Nearly 50% of model portfolios used an asset allocation strategy, with an average allocation of about 10% 
when used in moderate models
(Fig. 2) Asset allocation strategy usage and average allocation as of December 31, 2023
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Different allocation strategies use different approaches, and allocations can vary significantly over time
(Fig. 3) Average equity allocations in two representative strategies, March 31, 2009–December 31, 2023
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key documents, including the prospectus, 
fact sheet, etc. Second, look for differences 
over time when searching databases. For 
example, analyze equity and fixed income 
allocations over time. Figure 3 shows 
the equity weights of two T. Rowe Price 
asset allocation funds in the moderate 
allocation category: Capital Appreciation 
and Spectrum Moderate Allocation. You’ll 
see that the Capital Appreciation fund’s 
bottom-up investment process results 
in more tactical equity changes while 
Spectrum Moderate Allocation leans more 
heavily on SAA.

In addition, it may be valuable to look at a 
strategy’s regional exposures, investment 
style, and market capitalization patterns 
for its equity allocation. For fixed income 
exposure, evaluate changes in duration 
and credit quality over time. 

How to add an allocation 
strategy to a model

Adding an asset allocation strategy into 
a model requires looking at the historical 
weights of the strategy and evaluating 
funding sources. If you are redeploying 

cash, use an allocation strategy with a 
similar equity weight to the model’s equity 
weight. If funding from other strategies, 
consider the steps below.

For simplicity, we use a 60/40 (equity/
fixed income) asset allocation strategy 
with a 10% model allocation as 
an example.

	— Calculate the strategy’s average asset 
allocation weights, e.g., 60% equity or 
20% international equity.

	— It’s critical to account for the equity and 
fixed income beta, a common measure 
of volatility. In this example, a 10% 
model allocation translates to 6% equity 
funding and 4% fixed income funding. 
To increase risk in the model, consider 
taking more allocation from fixed 
income; to decrease risk, take more 
allocation from equity.

	— Next, assess U.S. and international 
allocations. If the strategy only has 
U.S. exposure, fund only from U.S. 
equity. If the strategy has a 30% 
international weighting, multiply the 
international percentage by the equity 

weight—in this case, 30% international 
strategy weight multiplied by 6% 
equity funding equals about 2%. So, 
fund 4% from U.S. equity and 2% from 
international equity.

	— Perform similar assessments 
for investment style and 
market capitalization.

	— For fixed income funding sources, pay 
particular attention to matching credit 
quality, duration, regional exposure, 
and correlations. For example, 
if the allocation fund has 50% in 
sub‑investment grade, consider funding 
2% from plus sector fixed income.

It’s critical 
to account 

for the equity and 
fixed income beta, 
a common measure 
of volatility.
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Additional Disclosures
Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively 
“Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. 
Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays 
approves or endorses this material or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, 
as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or 
damages arising in connection therewith. 

© 2024 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may 
not be copied or distributed; and (3) is not warranted to be accurate, complete, or timely. Neither Morningstar nor its content providers are responsible 
for any damages or losses arising from any use of this information. Past performance is no guarantee of future results.

The S&P 500 Index is a product of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI”) and has been licensed for use by T. 
Rowe Price. Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”); Dow 
Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). T. Rowe Price’s products are not sponsored, endorsed, sold or 
promoted by SPDJI, Dow Jones, S&P, their respective affiliates and none of such parties make any representation regarding the advisability of investing 
in such product(s) nor do they have any liability for any errors, omissions, or interruptions of the S&P 500 Index.

CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.

Important Information
This material is provided for informational purposes only and is not intended to be investment advice or a recommendation to take any particular 
investment action.
The views contained herein are as of the date written and are subject to change without notice; these views may differ from those of other 
T. Rowe Price associates.
This information is not intended to reflect a current or past recommendation concerning investments, investment strategies, or account types, advice 
of any kind, or a solicitation of an offer to buy or sell any securities or investment services. The opinions and commentary provided do not take into 
account the investment objectives or financial situation of any particular investor or class of investor. Please consider your own circumstances before 
making an investment decision. T. Rowe Price group of companies, including T. Rowe Price Associates, Inc., and/or its affiliates, receive revenue from 
T. Rowe Price investment products and services.
Information contained herein is based upon sources we consider to be reliable; we do not, however, guarantee its accuracy. 
Past performance is not a reliable indicator of future performance. All investments are subject to market risk, including the possible loss of 
principal. All charts and tables are shown for illustrative purposes only.
Risks: Fixed income securities are subject to credit risk, liquidity risk, call risk, and interest rate risk. As interest rates rise, bond prices generally fall. 
Diversification cannot assure a profit or protect against loss in a declining market.
Consider the investment objectives, risks, and charges and expenses carefully before investing. For a prospectus or, if available, 
a summary prospectus containing this and other information, call 1-800-564-6958 or visit troweprice.com. Read it carefully.
T. Rowe Price Investment Services, Inc., distributor, and T. Rowe Price Associates, Inc., investment adviser.
© 2024 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, 
trademarks of T. Rowe Price Group, Inc.
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T. Rowe Price identifies and actively invests in opportunities to help people thrive in an 
evolving world, bringing our dynamic perspective and meaningful partnership to clients 
so they can feel more confident.


