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Anchoring Your Portfolio During Market Storms

“Stocks Plummet, Treasury Bonds Surge.” Sound familiar? This is a typical headline these days 

as the new coronavirus (COVID-19) goes on a world tour. Stocks and bonds moving in totally 

opposite directions is often what happens when there is a market scare: “Risk-on” assets such as 

stocks and junk bonds suddenly become wallflowers, as Treasuries backed by the full faith and 

credit of the US government turn into belles of the ball.

The high level of volatility in the US stock market is concerning. But it need not be devastating if 

you have a well-diversified portfolio that can handle a fair amount of turbulence. While some of 

your investments are hurting, others can be doing quite well. This divergence in fortunes helps 

to provide assurance, reduce risk, and smooth out cash flow. And all this makes it more likely 

you will stay invested through market drops so you can benefit from the eventual rebound.

THE PROBLEM: diversification is often ignored when the stock market is hitting new highs, as 

it has been for the most part of a decade. “Go Ahead, Put Your Eggs in One Basket,” read a 

Wall Street Journal headline in January 2020, referring to the great strengths of the US stock 

market. There is no doubt that the US equity market will continue to be home to world-leading 

companies. A month after this headline, however, US equities suffered their fastest correction on 

record (drop of more than 10% in one week). In the near term, lots can happen. And it did, as 

COVID-19 has swept fear into the markets.

What Diversification Really Looks Like

Here at LNWM, we try as much as possible to create truly diversified portfolios by including 

a wide variety of investments, including a sizable allocation to high-quality government and 

corporate debt. How do we gauge diversification? A major consideration is correlation, which 

is the extent to which two assets’ returns are aligned. The diagram below shows general levels 

of correlation. Assets whose correlations are less than +1 enhance portfolio diversification; the 

mathematical proof was provided by the Nobel Prize-winning economist Harry Markowitz.

What This Indicates

A. Total returns move in lock step in the same direction

B. Returns are aligned to varying degrees

C. No linear relationship in returns

D. Returns move in opposite direction to varying degrees

E. Returns move in lock step in the opposite direction

Correlation Levels
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We view portfolio construction as a balancing act between risk and return, with the level of correlation 

among investments as the fulcrum. Let’s take high-quality bonds as an example.

Bonds Away! But in Moderation

Please take a look at the chart below. It shows the correlation in returns between high-quality US 

bonds and all other asset classes during the past 10 years: from March 1, 2010 through Feb. 29, 

2020. At top, you can see that the correlation of US high-quality bonds to themselves is 1.0 – perfect 

correlation, as of course you would expect. And the correlation to US Treasury bonds is also close to 1, 

as you would expect. But then things start to get really interesting.

The correlation between high-quality US bonds and US stocks (both large and small) is negative, 

less than zero. Historically, high-quality bonds have had the lowest correlation to stocks outside of 

cash. This is the main reason that high-quality bonds are great diversifiers and should be included in 

portfolios to reduce risk and volatility.

Asset Class

US High-Quality Bonds (Aggregate Index)  1.00

US Treasury Bonds  0.94

Global REITs  0.27

Cash  0.15

Global Infrastructure Equities  0.13

High-Yield Bonds  0.10

Emerging Market Stocks -0.02

Commodities -0.13

Foreign Developed Market Stocks -0.13

Bank Loans -0.17

US Large-Cap Stocks -0.23

US Small-Cap Stocks -0.30

Source of Date: HFRI, Morningstar.

Overall Correlation to US Bond Aggregate

Risk Management at Laird Norton Wealth Management

Our focus at Laird Norton Wealth Management is on fully informed, intelligent risk-taking. We strive 

to understand and exploit investment opportunities as they arise and to manage your overall portfolio 

risk by diversifying exposures to various asset classes. To do so, we apply robust risk analysis, including 

quantifying market risk, understanding how assets move together (or not), and "what if" scenario 

analysis, both before and after we invest.
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Look at the questions in the box below. For each client portfolio, we answer questions like these not 

just once but all along the way. This makes it more likely you will benefit from (1) a consistent strategy 

that keeps you invested through market downturns; and (2) more stable cash flow.

LNWM Portfolio Risk Analysis

• Probability of a loss: What’s the probability  

your portfolio will lose value in any one year? 

What's the probability of a 10%, 20% or 30%  

price decline?

• Stress-testing and worst-case scenarios: What 

is the most you're likely to lose in any one year?

• Risk forecasting: What level of confidence can 

you have in your portfolio’s performance (risk and 

return) assumptions? 

• Risk profiling: What level of price volatility 

can you and your finances realistically sustain?

• Risk/return optimization: What portfolio 

holdings are most likely to get you the highest 

"real" return (after taxes and inflation) for that 

level of volatility?

• Hedging strategies: In worst-case scenarios, 

which alternative investments are likely to be 

the most effective hedges?

https://lairdnortonwm.com/wp-content/uploads/Hedge-Funds-Wheres-the-Hedge-by-Nathan-Barnard.pdf?utm_source=pdf-download&utm_medium=direct&utm_campaign=a-trust-for-your-next-generation
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ABOUT LAIRD NORTON WEALTH MANAGEMENT

With nearly $6 billion in assets under advisement, Laird Norton Wealth Management is the Northwest’s premier 
wealth management company. Founded in 1967 to serve the financial management needs of the Laird and Norton 
families, the firm now provides integrated wealth management solutions to more than 700 individuals, families, 
business leaders, private foundations and nonprofit organizations. 
 
801 Second Avenue, Suite 1600, Seattle WA 98104   206.464.5100   800.426.5105     lairdnortonwm.com

DISCLOSURE

All investments involve a level of risk, and past performance is not a guarantee of future investment results. The value of investments and the 
income derived from them can go down as well as up. Future returns are not guaranteed and a loss of principal may occur. All investment 
performance can be affected by general economic conditions and the extent and timing of investor participation in both the equity and fixed 
income markets. Fees charged by LNWM will reduce the net performance of the investment portfolio. 
 
The information presented herein does not constitute and should not be construed as legal advice or as an offer to buy or sell any investment 
product or service. Any opinions or investment planning solutions herein described may not be suitable for all investors nor apply to all situations. 
All opinions expressed are those of Laird Norton Wealth Management and are current only as of the date appearing on this material.
 
Any accounting, business or tax advice contained in this presentation (or communication, including attachments and enclosures) is not intended as 
a thorough, in-depth analysis of specific issues, nor a substitute for a formal opinion, nor is it sufficient to avoid tax-related penalties.
 
Some investments may not be publicly traded and they may only allow redemptions at certain times conditioned on various notice provisions and 
other factors as more fully described in the related offering and subscription documents provided at the time of the investment. Due to the nature 
of these types of investment funds, hedge funds, fund of funds, and similar partnership-like investment vehicles, they should be considered illiquid. 
In addition to restrictions on redemption, they often include holdback provisions that may delay a full redemption for several months or longer. 
There is no guarantee that the amount of the initial investment can be received upon redemption. Due to the nature of the tax reporting that may 
be available from these types of investments, clients should expect to extend the filing of their tax returns.
 
A benchmark is an unmanaged index, and its performance does not include any advisory fees, transaction costs or other charges that may be 
incurred in connection with your investments. Indices are statistical composites and are shown for informational purposes only. It is not possible to 
invest directly in an index. Indices are unmanaged and are not subject to management fees. Any benchmark whose return is shown for comparison 
purposes may include different holdings, a different number of holdings, and a different degree of investment in individual securities, industries 
or economic sectors than the investments and/or investment accounts to which it is compared. Comparisons of individual account or portfolio 
performance to an index or benchmark composed of indices are unreliable as indicators of future performance of an actual account or portfolio. 
Actual performance presented represents past performance net of investment management fees unless otherwise noted. Other fees, such as 
custodial fees or transaction related fees may not be reflected in the actual performance results shown.
 
Certain information herein has been obtained from public third party data sources, outside funds and investment managers. Although we believe 
this information to be reliable, no representation or warranty, expressed or implied, is made, and no liability is accepted by Laird Norton Wealth 
Management or any of its officers, agents or affiliates as to the accuracy, completeness or correctness of the information herein contained. In 
addition, due to the nature of an investment or the date of the creation of the attached presentation, some values shown or used in the calculation 
of performance may be based on estimates that are subject to change.
 
All data presented is current only as of the date thereon shown. Laird Norton Wealth Management is comprised of two distinct entities that may 
offer similar services to clients. Laird Norton Trust Company is a State of Washington chartered trust company. Its wholly owned subsidiary, Laird 
Norton Tyee Asset Strategies, LLC, is an Investment Advisor registered with the Securities and Exchange Commission. Such registration does not 
imply any level of skill or expertise.


