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BNY Mellon Investment Strategy and Solutions Group

REGIME BASED ASSET ALLOCATION
June 2015

RBAA Benchmark

Annual Return

Historical RBAA Simulation - RBAA and Benchmark Indices and Cumulative Excess Returns

Volatility
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Sharpe Ratio

Risk Free Rate

Equity 70%
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For the first time since the model 
went live, the probability of a 
Warming regime reached such a 
high level - it is the highest it has 
been in four years.  In addition, 
the probability of a Too Hot 
regime moved up dramatically.  
These developments come on 
the back of increases in inflation 
expectations in anticipation of 
Fed tightening action and are 
consistent with improving 
employment levels, wage growth 
and consumer spending. 

The model initiated a 
commodities position driven by 
above average Warming 
probability and an increase in the 
Too Hot probability.  Fixed 
income remains at a maximum 
underweight, as it has been 
since the live RBAA reports 
began in July 2012. 

The BNY Mellon Investment 
Strategy and Solutions Group 
(ISSG) partners with clients to 
develop thoughtful and actionable 
solutions to broad investment policy 
issues. We engage in an ongoing 
dialogue with our institutional clients 
to achieve a deep understanding of 
their concerns and needs. 
Harnessing the full depth and 
breadth of our global network of 
specialized investment boutiques 
across all asset classes and 
return/risk objectives, we help craft 
comprehensive strategies relevant 
for our clients’ specific investment 
objectives and policies. 

About RBAA 
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Cumulative Excess Return

About ISSG 
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Regime Based Asset Allocation 
defines five macroeconomic regimes 
based on the interaction of growth 
and inflation expectations.  We 
believe changes to these 
expectations drive regime shifts and 
influence asset returns.  As assets 
have different returns and risk 
characteristics by regime, insight 
into the regime probabilities could 
lead to better performance. 

              Active Weights vs. Benchmark RBAA Current Allocation 
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RBAA Model Drivers

June 2015
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HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE CERTAIN INHERENT LIMITATIONS. UNLIKE AN ACTUAL PERFORMANCE RECORD, SIMULATED RESULTS DO 

Model Estimated Regime Probabilities  

Actual Historical Regimes 
Since 1988 

Inflation revisions turn around after 
falling for most of 2014.  Growth 
revisions are flat to slightly negative. 

Yield curve has been flattening 
throughtout the most of 2014, 
reversing in 2015. 

Corporate spreads are still 
relatively tight. 
 
 
 
Volatility remains below its long-
term average. 

ISSG has identified these variables 
as important for determining our 
monthly regime probability 
forecasts.  We plot them here 
against the historical regimes and 
forecast probabilities to frame our 
discussion of the market 
environment and current forecasts. 
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Earnings expectations have been 
revised up. 



Benchmark Composition and Index Definitions - Page 1

Asset Name
Benchmark 

Weight Index Name Start End Definition

33.0% 4/30/1973 5/31/2015

18.0% 4/30/1973 5/31/2015

6.0% 4/30/1973 5/31/2015

3.0% 4/30/1973 5/31/2015

12.0% 4/30/1973 5/31/2015

0.0% 4/30/1973 5/31/2015

14.0% 4/30/1973 5/31/2015

6.0% 4/30/1973 5/31/2015

0.0% 4/30/1973 5/31/2015

6.0% 4/30/1973 5/31/2015

0.0% 4/30/1973 5/31/2015

2.0% 4/30/1973 5/31/2015

Series Name Series Title Start End Definition

2/29/1988 5/31/2015

2/29/1988 5/31/2015

2/29/1988 5/31/2015

2/29/1988 5/31/2015

2/29/1988 5/31/2015

2/29/1988 5/31/2015

2/29/1988 5/31/2015

2/29/1988 5/31/2015

The S&P 500 is an index designed to track the performance of 

the largest 500 US companies.

U.S. Equity

Expected 12M Inflation A measure of the forward 12 month US inflation forecast using 

data from the Survey of Professional Forecasters and 

Consensus Economics.

FTSE NAREIT

The Barcap US Corporate Aggregate Index is designed to track 

the performance of US Investment Grade Corporate securities.

Barcap US Corporate Agg

JPM Government Bond Index 

Global

The Barcap US Treasury Aggregate Index is designed to track 

the performance of US Treasury securities.

Barcap US Treasury Agg

Barcap US TIPS

DJ-UBS Commodities

Citi 3 Month Treasury (Cash)

Commodities

Cash

Model Driver Definitions - Page 2

Expected 12M Inflation

OAS minus 5Y Avg

S&P 500 F12M Earnings 

Revision

Expected 12M Real GDP

Global Sovereigns

Treasuries

12M Revision in Expected Real 

GDP

10-2 Spread minus 5Y Avg

VIX CBOE SPX Volatility Index CBOE Volatility Index reflects a market estimate of future 

volatility for the S&P 500 Index based on a weighted average of 

the implied volatilites for a wide range of option strikes.

10-2 Spread minus 5Y Avg The ISSG calculates the spread between the constant maturity 

10 and 2 year treasury bonds from the FRED database and 

compares it to its five year average

OAS minus 5Y Avg The ISSG created a time series of option adjusted spreads 

which compares the Barclays US Aggregate Credit Avg OAS to 

its five year average 

12M Revision in Expected Real 

GDP

A measure of the aggregate revisions to the forward 12 month 

US real GDP forecast over a twelve month time period.

S&P 500 F12M Earnings 

Revision

The ISSG calculates monthly revisions to the forward 12 month 

earnings outlook for the S&P 500 using estimates from 

Datastream.

12M Revision in Expected 

Inflation

Barcap US High Yield

Citi 15+ STRIPS

S&P 500

MSCI EAFE

MSCI EM  

High Yield Bonds

15+ Yr STRIPS

TIPS

Int'l Equity

EM Equity

Real Estate

Corp. Bonds

Expected 12M Real GDP A measure of the forward 12 month US real GDP forecast using 

data from the Survey of Professional Forecasters and 

Consensus Economics.

12M Revision in Expected 

Inflation

A measure of the aggregate revisions to the forward 12 month 

US inflation forecast over a twelve month time period.

Index designed to provide diversified commodity exposure with 

weightings based on the commodity's liquidity and economic 

significance.  Results simulated prior to 1991.

The MSCI EAFE Index (Europe, Australasia, Far East) is 

designed to measure the equity market performance of global 

developed markets, excluding the US & Canada.

The FTSE/NAREIT index is designed to track the performance 

US Real Estate Investment Trusts.

The JPM Government Bond Index Global is designed to track 

the broad universe of global government bonds.  Results 

simulated before 1985.

The Barcap High Yield Index tracks the performance of high yield 

debt securities.  Prior to 1983 returns are regressed against the 

returns of the Barcap Baa and Russell 2000.

The Barcap US TIPS index is designed to track the performance 

of US Treasury Inflation Protected Securities.  Returns are 

simulated prior to 1997.

The Citigroup Three Month Treasury Bill index tracks the 

performance of 90 day U.S. Treasury bills.  We use data from 

the Federal Reserve before 1978.

The Citi 15+ STRIPS index tracks the performance of US 

Treasury 15+ year STRIPS.   Results simulated prior to 1991.

The MSCI EM index tracks the performance of Emerging Market 

Equities.  Prior to 1987 the returns are combined with the IFC 

emerging market returns and the MSCI EAFE index.

HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE CERTAIN INHERENT LIMITATIONS. UNLIKE AN ACTUAL PERFORMANCE RECORD, SIMULATED RESULTS DO 
NOT REPRESENT ACTUAL TRADING.  SIMULATED TRADING PROGRAMS IN GENERAL ARE ALSO SUBJECT TO THE FACT THAT THEY ARE DESIGNED WITH THE BENEFIT OF 
HINDSIGHT.  ALSO, SINCE THE TRADES HAVE NOT ACTUALLY BEEN EXECUTED, THE RESULTS MAY HAVE UNDER OR OVER COMPENSATED FOR THE IMPACT OF CERTAIN 
MARKET FACTORS.  IN ADDITION, HYPOTHETICAL TRADING DOES NOT INVOLVE FINANCIAL RISK.  NO HYPOTHETICAL TRADING RECORD CAN COMPLETELY ACCOUNT 
FOR THE IMPACT OF FINANCIAL RISK IN ACTUAL TRADING.  FOR EXAMPLE, THE ABILITY TO WITHSTAND LOSSES OR TO ADHERE TO A PARTICULAR TRADING PROGRAM 
IN SPITE OF THE TRADING LOSSES ARE MATERIAL FACTORS WHICH CAN ADVERSELY AFFECT THE ACTUAL TRADING RESULTS.  THERE ARE NUMEROUS OTHER 
FACTORS RELATED TO THE ECONOMY OR MARKETS IN GENERAL OR TO THE IMPLEMENTATION OF ANY SPECIFIC TRADING PROGRAM WHICH CANNOT BE FULLY 
ACCOUNTED FOR IN THE PREPARATION OF HYPOTHETICAL PERFORMANCE RESULTS, ALL OF WHICH CAN ADVERSELY AFFECT TRADING RESULTS.  
 

These benchmarks are broad-based indices which are used for comparative purposes only and have been selected as they are well known and are easily recognizable by investors.  
Comparisons to benchmarks have limitations because benchmarks have volatility and other material characteristics that may differ from the portfolio.  For example, investments made for the 
portfolio may differ significantly in terms of security holdings, industry weightings and asset allocation from those of the benchmark.  Accordingly, investment results and volatility of the portfolio 
may differ from those of the benchmark.  Also, the indices noted in this presentation are unmanaged, are not available for direct investment, and are not subject to management fees, 
transaction costs or other types of expenses that the portfolio may incur.  In addition, the performance of the indices reflects reinvestment of dividends and, where applicable, capital gain 
distributions.  Therefore, investors should carefully consider these limitations and differences when evaluating the comparative benchmark data performance.  



Disclosures
The views in this presentation are provided by the BNY Mellon Investment Strategy & Solutions Group (“ISSG”).  The forecasts contained herein are for illustrative purposes only and are not to 
be relied upon as advice, interpreted as a recommendation, or be guarantees of performance.  In addition, the forecasts are based upon subjective estimates and assumptions about 
circumstances and events that may not have taken place and may never do so. 
 
The RBAA portfolio is a dynamically adjusted portfolio based on the benchmark assets and weights as defined above. ISSG has defined historical regimes for the period starting in May 1973. 
All of our trading simulations begin in February 1988 as we use 15 years of data to train our asset allocation model. The RBAA portfolio and benchmark returns are based on simulations using 
various index returns. Indices are unmanaged, and are not subject to management fees, transaction costs or other types of expenses that a portfolio may incur. As an illustration of these fees, 
returns are shown net of 50 basis points (bps) on all assets. The following provides a simplified example of the cumulative effect of management fees on investment performance. An annual 
management fee of 50 bps applied over a five-year period to a $100 million portfolio with an annualized gross return of 10% would produce a 9.5% annual return and reduce the value of the 
portfolio from $161 million to $157 million. The models used herein have not been independently verified. 
 
The results shown are provided for illustration purposes only and are not indicative of future results.  In addition, the historical returns used as a basis for the charts are based on information 
gathered by The Bank of New York Mellon  Corporation from third party sources, and have not been independently verified.  The indices used in the benchmark portfolio defined in this report 
are trademarks and have been licensed for use by The Bank of New York Mellon Corporation (together with its affiliates and subsidiaries) and are used solely herein for comparative purposes.  
The foregoing index licensers are not affiliated with The Bank of New York Mellon Corporation, do not endorse, sponsor, sell or promote the investment strategies or products mentioned in this 
presentation and they make no representation regarding advisability of investing in the products and strategies described herein. 
 
ISSG is part of The Bank of New York Mellon (“Bank”).  In the U.S., ISSG offers products and services through the Bank, including investment strategies that are developed by affiliated BNY 
Mellon Asset Management investment advisory firms and managed by officers of such affiliated firms acting in their capacities as dual officers of the Bank. 
 
BNY Mellon Investment Management is one of the world’s leading investment management organizations and one of the top U.S. wealth managers, encompassing BNY Mellon’s affiliated 
investment management firms, wealth management organization and global distribution companies. BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and may 
also be used as a generic term to reference the Corporation as a whole or its various subsidiaries generally. Products and services may be provided under various brand names and in various 
countries by subsidiaries, affiliates, and joint ventures of The Bank of New York Mellon Corporation where authorized and regulated as required within each jurisdiction. 
 
Products or services described herein are provided by BNY Mellon, its subsidiaries, affiliates or related companies and may be provided in various countries by one or more of these companies 
where authorized and regulated as required within each jurisdiction.  However, this material is not intended, nor should be construed, as an offer or solicitation of services or products or an 
endorsement thereof in any jurisdiction or in any circumstance that is otherwise unlawful or unauthorized. The investment products and services mentioned here are not insured by the 
FDIC (or any other state or federal agency), are not deposits of or guaranteed by any bank, and may lose value. 
 
Interests in any investment vehicles may be offered and sold in Canada through BNY Mellon Asset Management Canada, Ltd., a Portfolio Manager, Exempt Market Dealer and Investment 
Fund Manager. 
 
Equity markets are subject generally to market, market sector, market liquidity, issuer and investment style risks, and fixed income markets are subject generally to interest rate, credit, liquidity, 
pre-payment and extension, and market risks among other factors, all to varying degrees.  Investing in international markets involves special risks, including changes in currency exchange 
rates, political, economic, and social instability, a lack of comprehensive company information, differing auditing and legal standards, and less market liquidity. 
 
No investment process is risk free and there is no guarantee of profitability; investors may lose all of their investments. 
 
No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment. 
 
The enclosed material is confidential and not to be reproduced or redistributed in whole or in part without prior written consent of ISSG. The information in this material is only as current as the 
date indicated, and may be superseded by subsequent market events or for other reasons. 

  
 



 

 

本情報提供資料は、BNY メロン・グループ（BNY メロンを最終親会社とする

グループの総称です）の資産運用会社が提供する情報について、BNYメロン・

アセット・マネジメント・ジャパン株式会社が審査の上、掲載したものです。 

当資料は情報の提供を目的としたもので、勧誘を目的としたものではありませ

ん。当資料は信頼できると思われる情報に基づき作成されていますが、その正

確性、完全性を保証するものではありません。ここに示された意見などは、作

成時点での見解であり、事前の連絡無しに変更される事もあります。 
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