
For decades, diversification and static portfolio mixes like the 
classic “60/40” have been treated as near-sacred rules of investing. 
Yet, the past few years have shown that many of these long-held 
beliefs don’t hold up under today’s shifting market dynamics. 
Growth or inflation shocks, synchronized asset sell-offs, fiscal and 
monetary policy divergence, and changing data relationships have 
in the past few years all challenged conventional wisdom and 
exposed gaps in how investors think about portfolio resilience, risk, 
and return.

In this piece, we unpack common myths we frequently come across 
about asset allocation. From the limits of diversification to the 
evolving role of cash, from misjudged correlations to 
misunderstood macro-opportunities, we reveal how modern 
markets demand more adaptability, analytical rigor, and tactical 
flexibility than ever before.

Our goal is not to dismiss traditional frameworks, but to redefine 
what robust asset allocation looks like and highlight how an active, 
dynamic, data-driven approach can help investors navigate the 
new investment landscape.

7 myths of asset allocation
Rethinking what we know about building and managing multi-asset portfolios
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Source: Bloomberg, BlackRock as of 31 December 2025. Reflects annual returns and risk for a hypothetical 
balanced portfolio consisting of 60% MSCI All Country World Index and 40% Bloomberg Global Aggregate TR 
Index (unhedged) with monthly rebalancing. The figures shown relate to past performance. Past performance is not 
a reliable indicator of current or future results and should not be the sole factor of consideration when selecting a 
product or strategy. 

A 60/40 portfolio always works
Calendar year results of a 60/40 portfolio
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Myth #1

The traditional 60/40 portfolio is often regarded as 
a stable, balanced allocation — yet its realized 
behavior tells a very different story. 

The chart on the right illustrates how its annual risk 
and return fluctuate widely over time, revealing 
that a “static” mix is anything but static. Each point 
represents a year’s outcome, with arrows tracing 
the evolution through the cycle.

The pattern highlights how shifts in inflation, 
policy regimes, and asset correlations reshape 
both risk and return. In some years, like 2019 or 
2023, the portfolio delivered strong returns with 
moderate volatility; in others, such as 2022, rising 
correlations between stocks and bonds 
undermined diversification and drove 
simultaneous losses.
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Source: BlackRock with data from 
Bloomberg as of 28 February 
2026
The figures shown relate to past 
performance. Past performance is 
not a reliable indicator of current 
or future results and should not be 
the sole factor of consideration 
when selecting a product or 
strategy.  
1 High inflation defined as US CPI 
above 2%

Stocks and bonds consistently offset each other

Myth #2

Many investors assume that equities and bonds reliably move in opposite directions, providing steady 
diversification. In practice, this relationship evolves across economic regimes, reflecting shifts in growth 
dynamics, policy stances, and inflation trends.

Within these broader cycles - with inflation regimes playing a particularly important role - stock–bond 
correlations tend to rise during periods of above-target or volatile inflation and fall during more 
disinflationary phases. When inflation is elevated, both asset classes often respond negatively to tighter 
monetary policy and higher real yields, moving together and eroding diversification. Conversely, in low-
inflation environments, bonds have typically cushioned equity drawdowns, restoring their diversifying power.

The takeaway: diversification between stocks and bonds is not constant but regime-dependent. 
Understanding these dynamics and looking beyond stocks and bonds is critical to building portfolios that 
remain resilient across cycles.

Rolling YoY correlation between MSCI ACWI Index and the Global Aggregate Index
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Tactical investing is only about ‘big calls’

Myth #3

Tactical asset allocation is sometimes mistakenly 
reduced to market beta timing — misrepresenting it 
as being primarily about bold, binary calls. In 
practice, effective tactical investing is about 
capturing relative opportunities across markets, 
sectors, or regions, particularly when return 
dispersion widens.

The chart on the right shows that the performance 
gap between the best- and worst-performing 
equity markets averages around 20–40 percentage 
points per quarter, highlighting a persistent and 
exploitable source of alpha.  

Rather than focusing solely on predicting the next 
major market shift, successful tactical strategies 
emphasize identifying and capturing return 
dispersion — using dynamic positioning to 
capitalize on evolving market conditions and 
recurring dislocations. Or, from a resource-
allocation point of view: why spend all your time on 
a single, binary long-or-short (and right-or-wrong) 
call when the world offers a far richer and more 
granular opportunity set?

Source: Bloomberg, BlackRock as of 31 January 2026. Index returns are for illustrative purposes only. Index 
performance returns do not reflect any management fees, transaction costs or expenses. Indices are unmanaged, 
and one cannot invest directly in an index. Top and bottom countries representative of the best and worst 
performing country index within the MSCI All Country World Index (ACWI) for the respective quarter. Countries 
include: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, 
Japan, Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, the UK, the US, Brazil, 
Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, South Korea, Kuwait, Malaysia, 
Mexico, Peru, Philippines, Poland, Qatar, Saudi Arabia, South Africa, Taiwan, Thailand, Turkey and United Arab 
Emirates. The figures shown relate to past performance. Past performance is not a reliable indicator of current or 
future results and should not be the sole factor of consideration when selecting a product or strategy. 
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A common belief in efficient markets theory is that all 
available information is instantly priced in, leaving little 
room for active managers to uncover mispricing. Yet real-
world data tells a different story. We look at inflation as one 
example. The chart on the right compares market-implied 
U.S. inflation expectations, derived from 1-year inflation 
swaps, with subsequent realized U.S. CPI inflation, with 
expectations shifted forward by 360 days to enable a like-
for-like comparison.

The divergence between expected and realized inflation 
highlights how markets repeatedly misjudge the inflation 
path — at times extrapolating temporary shocks, and at 
others underestimating persistence in underlying price 
dynamics. Even in deep, liquid, and information-rich 
markets such as U.S. inflation derivatives, forward pricing 
often reflects prevailing narratives and risk sentiment 
rather than an unbiased forecast of future outcomes.

For active investors, such dislocations represent genuine 
alpha opportunities. Far from disappearing, market 
inefficiencies continue to evolve, rewarding those with the 
analytical depth and discipline to identify and exploit 
them.

5

Source: BlackRock, Bloomberg. Forward Inflation Expectations are derived from US 1YR Inflation 
Swaps which are shifted by t+360 days.  As of 10 March 2026.

Efficient markets leave no alpha

Myth #4
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Cash doesn’t really impact returns

Myth #5

For much of the post-GFC decade, cash was 
considered a drag on performance — a placeholder 
earning near-zero returns while other assets did 
the heavy lifting. Yet the sharp shift in the rate 
environment has changed that narrative. 

As the chart on the right illustrates, the total return 
on cash has periodically exceeded that of global 
government bonds, particularly during periods of 
market stress or rising yields.

When policy rates were anchored at the lower 
bound, holding cash meant accepting opportunity 
cost. Today, however, elevated short-term yields 
and the reduction of term-premium compensation 
have made cash a meaningful contributor to risk-
adjusted returns. The decision of how to manage 
cash can now materially influence portfolio 
outcomes.

In short, cash is no longer a passive residual. In a 
world of higher volatility and shifting yield curves, 
cash management has become an active lever of 
portfolio construction rather than a mere parking 
spot.

Source: BlackRock, Bloomberg. As of 31 December 2025. Index returns are for illustrative purposes only. Index 
performance returns do not reflect any management fees, transaction costs or expenses. Indexes are unmanaged 
and one cannot invest directly in an index. Past performance does not guarantee future results.

Total return comparison: cash vs. global government bonds
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Source: BlackRock; Bloomberg. Policy rates for 32 
major economies (listed below). 90-day lookback 
used to classify central banks as hiking, cutting, or 
unchanged. As of 28 February 2026. 
New Zealand, Canada, Europe, Japan, United 
States, Australia, Sweden, Norway, United 
Kingdom, Denmark, India, Thailand, Philippines, 
South Korea, Malaysia, Taiwan, Hong Kong, 
Vietnam, Poland, Czech Republic, South Africa, 
Iceland, Peru, Chile, Colombia, Brazil, Mexico, 
Israel, Jordan, Switzerland, China, Indonesia

Central bank cycles are well aligned globally

Myth #6

It’s a common misconception that central banks around the world act in unison, moving policy rates in 
lockstep. In reality, monetary cycles often diverge substantially. The chart below shows the dispersion 
between the policy rates — a measure of how far apart central bank policies are at any point in time.

Periods of low dispersion, such as in the early 2010s, reflect broad synchronization around near-zero rates. By 
contrast, recent years have seen a sharp rise in dispersion as inflation dynamics, economic resilience, and 
policy priorities have varied widely across countries.

These divergences matter: asynchronous policy cycles create differentiation in yield curves, currencies, and 
local market performance, offering opportunities for active investors who can adjust exposures across regions 
in response to shifting monetary conditions.

Dispersion of global monetary policy rates

0%

25%

50%

75%

100%

2000 2004 2008 2012 2016 2020 2024

D
is

p
e

rs
io

n

 Policy Rate Cuts

 Policy Rates Unchanged

 Policy Rate Hikes

FOR PROFESSIONAL, INSTITUTIONAL AND WHOLESALE INVESTORS USE ONLY – NOT FOR PUBLIC DISTRIBUTION (PLEASE 
READ IMPORTANT DISCLOSURES)

MASS0426-5394909-EXP0427-7/12



0

2

4

6

8

-2

-1

0

1

2

3

2000 2004 2008 2012 2016 2020 2024

R
a

te
 (

%
)

R
a

te
 c

h
a

n
g

e
 (

%
)

8

Market prices are perfectly synchronized with sentiment

Myth #7

A common belief is that market pricing closely tracks market sentiment. This is sometimes not the case. One 
example is the divergence between market-implied rate expectations and central bank sentiment. The chart 
compares the market’s expected change in U.S. policy rates over the next 12 months with an LLM-based 
measure of the Federal Reserve’s forward-looking rate sentiment derived from its communications.

The comparison shows recurring gaps between market pricing and policymakers’ messaging. At times, 
markets anticipate easing while Fed communication remains hawkish, as in the mid-2000s and ahead of the 
2019 slowdown. In 2022–2023, markets repeatedly priced rate cuts even as Fed sentiment stayed firmly 
restrictive, underscoring its focus on inflation credibility.

These divergences matter for asset allocation. Market expectations are often driven by risk appetite and 
positioning, while central bank sentiment reflects mandates and reaction functions. Persistent disconnects 
can foreshadow policy surprises and volatility in duration-sensitive assets—showing that market prices alone 
are an incomplete guide to policy outcomes.

Source: BlackRock; Bloomberg. U.S. rate expectations are based 
on the market-implied change in policy rates over the next 12 
months, derived from LIBOR/SOFR forward curves. Federal 
Reserve policy chatter is based on a proprietary LLM-driven 
analysis of Fed communications, scoring hawkish versus dovish 
language as a rolling 30-day forward-looking sentiment measure. 
As of 31 December 2025.

US market rate forecasts vs. Federal Reserve sentiment
 US Fed Fund Rate (rhs)

 US Federal Reserve Policy Chatter

 LIBOR/SOFR 12M Implied Rate Change
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Concluding thoughts

Across these 7 myths, one theme stands out: markets evolve, and portfolios must 
evolve with them. We’ve shown that diversification may not be constant, correlations 
may shift across regimes, and even traditional anchors like bonds or cash may 
behave differently as policy and inflation cycles change. True resilience comes not 
from static allocation but from adaptability, precision, and disciplined analysis.

Active asset allocation is ultimately about engagement with change — 
understanding when, why, and how market relationships evolve. Shorter- to mid-
term opportunities — driven by shifts in macro regimes, policy divergence, market 
dispersion, and sentiment — can potentially offer incremental and diversified 
sources of return. Capturing these opportunities requires not just conviction, but the 
right knowledge, data, and tools to translate insight into action.

Any opinions, forecasts represent an assessment of the market environment at a specific time and is not intended to be a forecast of future events or a 
guarantee of future results. This information should not be relied upon by the reader as research, investment advice or a recommendation. There is no 
guarantee that a positive investment outcome will be achieved.
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Important disclosures

This material is provided for educational purposes only and is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or 
solicitation to buy or sell any securities or iShares Funds, nor to adopt any investment strategy. The opinions expressed are subject to change. References to specific securities, 
asset classes and financial markets are for illustrative purposes only and are not intended to be and should not be interpreted as recommendations. There are risks associated 
with investing, including loss of principal. The value of investments involving exposure to foreign currencies can be affected by exchange rate movements. Reliance upon 
information in this material is at the sole risk and discretion of the reader. The material was prepared without regard to specific objectives, financial situation or needs of any 
investor. You are reminded to refer to the relevant prospectus for specific risk considerations which are available from BlackRock or the iShares websites.

This material may contain “forward-looking” information that is not purely historical in nature. Such information may include, among other things, projections, forecasts, and 
estimates of yields or returns. No representation is made that any performance presented will be achieved by any BlackRock or iShares Funds, or that every assumption made in 
achieving, calculating or presenting either the forward-looking information or any historical performance information herein has been considered or stated in preparing this 
material. Any changes to assumptions that may have been made in preparing this material could have a material impact on the investment returns that are presented herein. Past 
performance is not a reliable indicator of current or future results and should not be the sole factor of consideration when selecting a product or strategy.

The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all-
inclusive and are not guaranteed as to accuracy.

In Hong Kong, this material is issued by BlackRock Asset Management North Asia Limited and has not been reviewed by the Securities and Futures Commission of Hong Kong. 
This material is for distribution to "Professional Investors" (as defined in the Securities and Futures Ordinance (Cap.571 of the laws of Hong Kong) and any rules made under that 
ordinance) and should not be relied upon by any other persons or redistributed to retail clients in Hong Kong.

In Singapore, this is issued by BlackRock (Singapore) Limited (Co. registration no. 200010143N) for use only with accredited and institutional investors as defined in Section 4A 
of the Securities and Futures Act, Chapter 289 of Singapore. This advertisement or publication has not been reviewed by the Monetary Authority of Singapore.

In South Korea, this information is issued by BlackRock Investment (Korea) Limited. This material is for distribution to the Qualified Professional Investors (as defined in the 
Financial Investment Services and Capital Market Act and its sub-regulations) and for information or educational purposes only, and does not constitute investment advice or an 
offer or solicitation to purchase or sells in any securities or any investment strategies.

In Taiwan, independently operated by BlackRock Investment Management (Taiwan) Limited. Address: 28F., No. 100, Songren Rd., Xinyi Dist., Taipei City 110, Taiwan. Tel: 
(02)23261600.

In Australia & New Zealand, issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975, AFSL 230 523 (BIMAL) for the exclusive use of the recipient, 
which warrants by receipt of this material that it is a wholesale client as defined under the Australian Corporations Act 2001 (Cth) and the New Zealand Financial Advisers Act 
2008 respectively.

BIMAL is not licensed by a New Zealand regulator to provide ‘Financial Advice Service’, 'Investment manager under an FMC offer' or ‘Keeping, investing, administering, or 
managing money, securities, or investment portfolios on behalf of other persons’. BIMAL’s registration on the New Zealand register of financial service providers does not mean 
that BIMAL is subject to active regulation or oversight by a New Zealand regulator
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This material provides general advice only and does not take into account your individual objectives, financial situation, needs or circumstances. Before making any investment 
decision, you should therefore assess whether the material is appropriate for you and obtain financial advice tailored to you having regard to your individual objectives, financial 
situation, needs and circumstances. Refer to BIMAL’s Financial Services Guide on its website for more information. This material is not a financial product recommendation or an 
offer or solicitation with respect to the purchase or sale of any financial product in any jurisdiction.

Information provided is for illustrative and informational purposes and is subject to change. It has not been approved by any regulator.

This material is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or 
regulation. BIMAL is a part of the global BlackRock Group which comprises of financial product issuers and investment managers around the world. BIMAL is the issuer of 
financial products and acts as an investment manager in Australia. BIMAL does not offer financial products to persons in New Zealand who are retail investors (as that term is 
defined in the Financial Markets Conduct Act 2013 (FMCA)). This material does not constitute or relate to such an offer. To the extent that this material does constitute or relate 
to such an offer of financial products, the offer is only made to, and capable of acceptance by, persons in New Zealand who are wholesale investors (as that term is defined in the 
FMCA).

BIMAL, its officers, employees and agents believe that the information in this material and the sources on which it is based (which may be sourced from third parties) are correct 
as at the date of publication. While every care has been taken in the preparation of this material, no warranty of accuracy or reliability is given and no responsibility for the 
information is accepted by BIMAL, its officers, employees or agents. Except where contrary to law, BIMAL excludes all liability for this information.

Any investment is subject to investment risk, including delays on the payment of withdrawal proceeds and the loss of income or the principal invested. While any forecasts, 
estimates and opinions in this material are made on a reasonable basis, actual future results and operations may differ materially from the forecasts, estimates and opinions set 
out in this material. No guarantee as to the repayment of capital or the performance of any product or rate of return referred to in this material is made by BIMAL or any entity in 
the BlackRock group of companies.

No part of this material may be reproduced or distributed in any manner without the prior written permission of BIMAL.

In China, this material may not be distributed to individuals resident in the People's Republic of China ("PRC", for such purposes, not applicable to Hong Kong, Macau and 
Taiwan) or entities registered in the PRC unless such parties have received all the required PRC government approvals to participate in any investment or receive any investment 
advisory or investment management services.

In Japan, this is issued by BlackRock Japan. Co., Ltd. (Financial Instruments Business Operator: The Kanto Regional Financial Bureau. License No375, Association Memberships: 
Japan Investment Advisers Association, The Investment Trusts Association, Japan, Japan Securities Dealers Association, Type II Financial Instruments Firms Association) for 
Institutional Investors only. All strategies or products BLK Japan offer through the discretionary investment contracts or through investment trust funds do not guarantee the 
principal amount invested. The risks and costs of each strategy or product we offer cannot be indicated here because the financial instruments in which they are invested vary 
each strategy or product. Therefore, before deciding to receive our strategies or products, please refer to the document provided prior to the execution of agreement, prospectus, 
terms and conditions of investment trust and the explanatory document, etc. that will be delivered to you in accordance with each offering model and confirm the contents 
thereof.
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For Southeast Asia: This document is issued by BlackRock and is intended for the exclusive use of any recipient who warrants, by receipt of this material, that such recipient is an 
institutional investors or professional/sophisticated/qualified/accredited/expert investor as such term may apply under the relevant legislations in Southeast Asia (for such 
purposes, includes only Malaysia, the Philippines, Thailand, Brunei and Indonesia). BlackRock does not hold any regulatory licenses or registrations in Southeast Asia countries 
listed above, and is therefore not licensed to conduct any regulated business activity under the relevant laws and regulations as they apply to any entity intending to carry on 
business in Southeast Asia, nor does BlackRock purport to carry on, any regulated activity in any country in Southeast Asia. BlackRock funds, and/or services shall not be offered 
or sold to any person in any jurisdiction in which such an offer, solicitation, purchase, or sale would be deemed unlawful under the securities laws or any other relevant laws of 
such jurisdiction(s).

This material is provided to the recipient on a strictly confidential basis and is intended for informational or educational purposes only. Nothing in this document, directly or 
indirectly, represents to you that BlackRock will provide, or is providing BlackRock products or services to the recipient, or is making available, inviting, or offering for subscription 
or purchase, or invitation to subscribe for or purchase, or sale, of any BlackRock fund, or interests therein. This material neither constitutes an offer to enter into an investment 
agreement with the recipient of this document, nor is it an invitation to respond to it by making an offer to enter into an investment agreement.

The distribution of the information contained herein may be restricted by law and any person who accesses it is required to comply with any such restrictions. By reading this 
information you confirm that you are aware of the laws in your own jurisdiction regarding the provision and sale of funds and related financial services or products, and you 
warrant and represent that you will not pass on or utilize the information contained herein in a manner that could constitute a breach of such laws by BlackRock, its affiliates or 
any other person.

For Other Countries in APAC: this material is provided for your informational purposes only and must not be distributed to any other persons or redistributed. This material is 
issued for Institutional Investors only (or professional/sophisticated/qualified investors as such term may apply in local jurisdictions) and does not constitute investment advice 
or an offer or solicitation to purchase or sell in any securities, BlackRock funds or any investment strategy nor shall any securities be offered or sold to any person in any 
jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction.

The information provided here is not intended to constitute financial, tax, legal or accounting advice. You should consult your own advisers on such matters. BlackRock does not 
guarantee the suitability or potential value of any particular investment. Investment involves risk including possible loss of principal. International investing involves risks, 
including risks related to foreign currency, limited liquidity, less government regulation, and the possibility of substantial volatility due to adverse political, economic or other 
developments. These risks are often heightened for investments in emerging/developing markets or smaller capital markets.

THIS MATERIAL IS HIGHLY CONFIDENTIAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED TO PERSONS OTHER THAN THE RECIPIENT.

No part of this material may be reproduced, stored in retrieval system or transmitted in any form or by any means, electronic, mechanical, recording or distributed without the 
prior written consent of BlackRock.

©2026 BlackRock, Inc. or its affiliates. All Rights Reserved. BLACKROCK is a registered trademark of BlackRock, Inc. or its affiliates. All other trademarks are those of their 
respective owners.
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