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A DIFFERENT LANDSCAPE 

•  Over the last few years, we have witnessed many important events affecting 
financial markets 

•  Many of these have implications for how we think about optimal investment 
strategies 

•  My remarks focus on the COVID-19 market crash: what can we learn from it? 

•  At the end, present key issues and opportunities for long-term investment 



•  We have just been through yet another large market crash 

•  These events are rare but crucial, because 

1.  They have large effects on investment returns 
2.  They can induce large mistakes by investors 

•  One thing that is special about this one is that we have great data to 
understand investor behavior 
•  Fundamental for regulators and market participants 

•  Results from my research “Inside the mind of a stock market crash” 

COVID CRASH 



•  Survey of Vanguard investors to track their beliefs (e.g., 1-year stock return 
expectations) over time 

•  Regular survey: since 2017, a survey wave every 2 months, 2000 responses per wave 

•  Extra “flash” wave on March 2020 after the stock market crash 

•  I’ll focus on responses in three waves: February, March, and April 2020 

•  Link survey responses to portfolios and trading over the same period 

COVID MARKET CRASH: A SURVEY OF INVESTOR BEHAVIOR 



Market Crash and Survey Timing
Designed to field “flash waves” at short notice
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COVID MARKET CRASH: A SURVEY OF INVESTOR BEHAVIOR 



•  How do 1-year expectations evolve over time? 

•  In each wave, average the 2000 responses about 
1-year stock returns 

•  Sharp drop from 6% to 1% between February 
and March 

•  Increase in disagreement about the 1-year 
expectations among our respondents 

Expected 1-y Stock Returns Declined After Crash
Lower expected return persists through partial market recovery
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TWO RESULTS: 1. LARGE CHANGE IN BELIEFS OVER TIME 



•  70% of investors don’t trade at all! 

•  Those that trade, get out of equity, but 
little (equity share decreases by up to 
3%) 

•  Optimists sell more equities than 
pessimists 

Trading by Level of Optimism: Cond. on Trading
Active Trading: Holds Prices Fixed at Jan 30 levels

TWO RESULTS: 1I . LITTLE TRAINING 



•  Market crashes and high volatility are relatively frequent 

•  Important to understand investor behavior during turbulent times 

•  Investor beliefs swing wildly during these times 

•  Potential for large mistakes, e.g., due to extrapolation 

•  However, we document slow (or no) adjusting portfolios to beliefs 

•  Bad: portfolios can drift away from optimal allocation 

•  Good: may prevent overreaction 

•  Highlights role of education of investors (Vanguard) 

•  Highlights usefulness of detailed surveys to track beliefs over time 

LESSONS FROM THE RECENT CRASH 



1.  We have access to better data on investors beliefs and behavior 

2.  We have learned a lot about different types of uncertainty, and how investors react 

3.  Interest rates at short and long term are low, and forecasted to be low for a while 

4.  Competition from passive investments has put pressure on fees from active managers 

5.  New and more accessible opportunities for diversification: alternative investments, ESG 
investing 

WHAT’S SPECIAL ABOUT TODAY’S INVESTMENT ENVIRONMENT?  
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The information set forth herein has been obtained or derived from sources believed by AQR Capital Management, LLC (“AQR”) to be reliable. However, AQR does not make any representation or warranty, express or 
implied, as to the information’s accuracy or completeness, nor does AQR recommend that the attached information serve as the basis of any investment decision. This document has been provided to you solely for 
information purposes and does not constitute an offer or solicitation of an offer, or any advice or recommendation, to purchase any securities or other financial instruments, and may not be construed as such. This 
document is intended exclusively for the use of the person to whom it has been delivered by AQR and it is not to be reproduced or redistributed to any other person. Please refer to the Appendix for more information 
on risks and fees. For one-on-one use only. Past performance is not a guarantee of future performance.   
This presentation is not research and should not be treated as research. This presentation does not represent valuation judgments with respect to any financial instrument, issuer, security or sector that may be 
described or referenced herein and does not represent a formal or official view of AQR.  

The views expressed reflect the current views as of the date hereof and neither the speaker nor AQR undertakes to advise you of any changes in the views expressed herein. It should not be assumed that the speaker 
will make investment recommendations in the future that are consistent with the views expressed herein, or use any or all of the techniques or methods of analysis described herein in managing client accounts. AQR 
and its affiliates may have positions (long or short) or engage in securities transactions that are not consistent with the information and views expressed in this presentation.  
The information contained herein is only as current as of the date indicated, and may be superseded by subsequent market events or for other reasons. Charts and graphs provided herein are for illustrative purposes 
only. The information in this presentation has been developed internally and/or obtained from sources believed to be reliable; however, neither AQR nor the speaker guarantees the accuracy, adequacy or 
completeness of such information. Nothing contained herein constitutes investment, legal, tax or other advice nor is it to be relied on in making an investment or other decision.  

There can be no assurance that an investment strategy will be successful. Historic market trends are not reliable indicators of actual future market behavior or future performance of any particular investment which 
may differ materially, and should not be relied upon as such. Target allocations contained herein are subject to change. There is no assurance that the target allocations will be achieved, and actual allocations may be 
significantly different than that shown here. This presentation should not be viewed as a current or past recommendation or a solicitation of an offer to buy or sell any securities or to adopt any investment strategy.  
The information in this presentation may contain projections or other forward�looking statements regarding future events, targets, forecasts or expectations regarding the strategies described herein, and is only current 
as of the date indicated. There is no assurance that such events or targets will be achieved, and may be significantly different from that shown here. The information in this presentation, including statements 
concerning financial market trends, is based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. Performance of all cited indices is calculated 
on a total return basis with dividends reinvested.  
The investment strategy and themes discussed herein may be unsuitable for investors depending on their specific investment objectives and financial situation. Please note that changes in the rate of exchange of a 
currency may affect the value, price or income of an investment adversely.  
Neither AQR nor the speaker assumes any duty to, nor undertakes to update forward looking statements. No representation or warranty, express or implied, is made or given by or on behalf of AQR, the speaker or any 
other person as to the accuracy and completeness or fairness of the information contained in this presentation, and no responsibility or liability is accepted for any such information. By accepting this presentation in its 
entirety, the recipient acknowledges its understanding and acceptance of the foregoing statement.  
 



Expected Return Contribution for a 70/30 Stock/Bond Portfolio   
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Source: AQR, Bloomberg. Data as of October 12, 2020. Expected return for 70% Stock and 30% Bond portfolio based on prevailing 3-Month Treasury bill yield for Cash and long-term Sharpe ratio and volatility 
assumptions for stocks and bonds. We assume a 16% volatility for stocks and a 5% volatility for bonds and a 0.3 Sharpe ratio for stocks and bonds. Inflation is based on the 10-Year U.S. Breakeven Inflation Index. 
For illustrative purposes only and not representative of a portfolio AQR currently manages.   

Savers bear the brunt of cash rates that are far below the rate of inflation  
It’s Hard to Save for Retirement When Real Rates are Negative 
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The retirement system is almost fully dependent on equity returns 
TDFs Are Risk Concentrated Across the Entire Glide Path 
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Source: AQR. This assumes investment in a stock/bond glidepath, which transitions from a 90/10 stock/bond mix to a 50/50 stock/bond mix at retirement over a 40 year glidepath. To calculate risk allocation we 
assume a 16% volatility for stocks and a 5% volatility for bonds and a zero correlation between stocks and bonds. For illustrative purposes only and not representative of a portfolio AQR currently manages. 
Hypothetical data has inherent limitations, some of which are disclosed in the Appendix. 
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Target Date Fund and S&P 500 Volatility 
For Hypothetical TDF Participant Starting 30 Years Ago 
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Source: AQR, Bloomberg. Data from September 1990 to September 2020. The Target Date Fund assumes investment in a stock/bond glidepath, which transitions from a 80/20 stock/bond mix to a 50/50 stock/bond 
mix at retirement over a 30 year glidepath. Stocks is based on the S&P 500 Index. Bonds is based on the Barclays US Aggregate Index. Rolling realized annualized standard deviation of daily returns of S&P 500 
Index and the Target Date Fund over a 60-day horizon. For illustrative purposes only and not representative of a portfolio AQR currently manages.  

Stock markets are volatile, so portfolio risk varies wildly along the path 
It’s Not a Risk Glide Path, It’s Just a Dilution Glide Path 
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This document has been provided to you for information purposes only and does not constitute an offer or solicitation of an offer or any advice or recommendation to purchase any securities or other financial 
instruments and may not be construed as such.  The factual information set forth herein has been obtained or derived from sources believed by AQR Capital Management, LLC (“AQR”) to be reliable but it is not 
necessarily all-inclusive and is not guaranteed as to its accuracy and is not to be regarded as a representation or warranty, express or implied, as to the information’s accuracy or completeness, nor should the attached 
information serve as the basis of any investment decision.  This document is intended exclusively for the use of the person to whom it has been delivered by AQR and it is not to be reproduced or redistributed to any 
other person. For one-on-one presentation use only.  

Performance figures contained herein represent unaudited estimates of realized and unrealized gains and losses prepared by AQR Capital Management, LLC.  There is no guarantee as to the above information's 
accuracy or completeness. PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE PERFORMANCE. There is no guarantee, express or implied, that long-term return and/or volatility targets will be achieved. 
Realized returns and/or volatility may come in higher or lower than expected. Diversification does not eliminate the risk of experiencing investment losses.  

HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS, SOME OF WHICH, BUT NOT ALL, ARE DESCRIBED HEREIN. NO REPRESENTATION IS BEING MADE THAT ANY FUND 
OR ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN HEREIN. IN FACT, THERE ARE FREQUENTLY SHARP DIFFERENCES BETWEEN HYPOTHETICAL 
PERFORMANCE RESULTS AND THE ACTUAL RESULTS SUBSEQUENTLY REALIZED BY ANY PARTICULAR TRADING PROGRAM. ONE OF THE LIMITATIONS OF HYPOTHETICAL PERFORMANCE RESULTS 
IS THAT THEY ARE GENERALLY PREPARED WITH THE BENEFIT OF HINDSIGHT. IN ADDITION, HYPOTHETICAL TRADING DOES NOT INVOLVE FINANCIAL RISK, AND 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 TRADING LOSSES ARE MATERIAL POINTS THAT CAN ADVERSELY AFFECT ACTUAL TRADING RESULTS. THERE ARE NUMEROUS OTHER FACTORS RELATED TO THE 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 ACTUAL TRADING RESULTS.  

Broad-based securities indices are unmanaged and are not subject to fees and expenses typically associated with managed accounts or investment funds. Investments cannot be made directly in an index. 

The Bloomberg Barclays US Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, US dollar-denominated, fixed-rate taxable bond market. The index includes Treasuries, 
government-related and corporate securities, MBS (agency fixed-rate and hybrid ARM pass-throughs), ABS and CMBS (agency and non-agency). The S&P 500 Index is the Standard & Poor’s composite index of 500 
stocks, a widely recognized, unmanaged index of common stock prices. 

There is a risk of substantial loss associated with trading commodities, futures, options, derivatives and other financial instruments. Before trading, investors should carefully consider their financial position and risk 
tolerance to determine if the proposed trading style is appropriate. Investors should realize that when trading futures, commodities, options, derivatives and other financial instruments one could lose the full balance of 
their account. It is also possible to lose more than the initial deposit when trading derivatives or using leverage. All funds committed to such a trading strategy should be purely risk capital.  

Request ID: 315854 
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Copyright © 2020 Mercer LLC. All rights reserved.  For institutional investors only.. 

1.  Are “alts” that “alternative”? 

Ø  Have been highly utilized for DB plans/endowments/foundations 

Ø  Used in DC structures around the world 

2.  Is the “juice” worth the “squeeze”? 

Ø  Need to evaluate net of fee performance 

Ø  How much to allocate? 

26 

Alternatives in DC plans 



Copyright © 2020 Mercer LLC. All rights reserved.  For institutional investors only.. 27 

What are the challenges? 

1.  Complexity 

2.  Liquidity and Valuation 

3.  Fees 

4.  Participant Communication 



Copyright © 2020 Mercer LLC. All rights reserved.  For institutional investors only.. 28 

Important notices 
References to Mercer shall be construed to include Mercer LLC and/or its associated companies.  

© 2020 Mercer LLC. All rights reserved.  

This presentation is for sophisticated investors only who are accredited investors or qualified  purchasers.  Funds of private capital funds are speculative and involve a 
high degree of risk. Private capital fund managers have total authority over the private capital funds. The use of a single advisor applying similar strategies could mean 
lack of diversification and, consequentially, higher risk. Funds of private capital funds are not liquid and require investors to commit to funding capital calls over a 
period of several years; any default on a capital call may result in substantial penalties and/or legal action. An investor could lose all or a substantial amount of his or 
her investment.  There are restrictions on transferring interests in private capital funds.  Funds of private capital funds’ fees and expenses may offset private capital 
funds’ profits. Funds of private capital funds are not required to provide periodic pricing or valuation information to investors.  Funds of private capital funds may involve 
complex tax structures and delays in distributing important tax information. Funds of private capital funds are not subject to the same regulatory requirements as 
mutual funds. Fund offering may only be made through a Private Placement Memorandum (PPM). 

This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided by Mercer. Its content may 
not be modified, sold or otherwise provided, in whole or in part, to any other person or entity, without Mercer’s prior written permission. 

This does not contain investment advice relating to your particular circumstances. No investment decision should be made based on this information without first 
obtaining appropriate professional advice and considering your circumstances.  Mercer provides recommendations based on the particular client's circumstances, 
investment objectives and needs.  As such, investment results will vary and actual results may differ materially. 

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They are not intended to 
convey any guarantees as to the future performance of the investment products, asset classes or capital markets discussed.  Past performance does not guarantee 
future results. Mercer’s ratings do not constitute individualized investment advice. 

Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer has not sought to verify it 
independently. As such, Mercer makes no representations or warranties as to the accuracy of the information presented and takes no responsibility or liability 
(including for indirect, consequential or incidental damages), for any error, omission or inaccuracy in the data supplied by any third party. 

Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney before making any decisions with tax or legal implications. 

This does not constitute an offer to purchase or sell any securities. 

For the most recent approved ratings of an investment strategy, and a fuller explanation of their meanings, contact your Mercer representative. 

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see www.mercer.com/conflictsofinterest. 

Investment management and advisory services for U.S. clients are provided by Mercer Investments LLC (Mercer Investments). Mercer Investments LLC is registered 
to do business as “Mercer Investment Advisers LLC” in the following states: Arizona, California, Florida, Illinois, Kentucky, New Jersey, North Carolina, Oklahoma, 
Pennsylvania, Texas, and West Virginia; as “Mercer Investments LLC (Delaware)” in Georgia; as “Mercer Investments LLC of Delaware” in Louisiana; and “Mercer 
Investments LLC, a limited liability company of Delaware” in Oregon.  Mercer Investments LLC is a federally registered investment adviser under the Investment 
Advisers Act of 1940, as amended. Registration as an investment adviser does not imply a certain level of skill or training. The oral and written communications of an 
adviser provide you with information about which you determine to hire or retain an adviser. Mercer Investments’ Form ADV Part 2A & 2B can be obtained by written 
request directed to:  Compliance Department, Mercer Investments, 99 High Street, Boston, MA 02110. 
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The	Forces	Shaping	Sustainable	Inves3ng	
What	is	sustainable	inves3ng	and	why	does	it	maBer	for	re3rement	outcomes?	

47052.1	

The	views	expressed	in	this	presenta3on	are	those	of	MFS,	and	are	subject	to	change	at	any	3me.	These	views	should	not	be	relied	upon	as	investment	advice,	as	securi3es	recommenda3ons,	
or	as	an	indica3on	of	trading	intent	on	behalf	of	any	MFS	investment	product.	Please	keep	in	mind	that	a	sustainable	inves3ng	approach	does	not	guarantee	posi3ve	results.	
MFS	Investment	Management,	Boston,	MA	



The	Forces	Shaping	Sustainable	Inves3ng	

32	45633	

The value chain is being reshaped

Companies	
have	to	
adapt	

Investor	
price	in	

these	new	
dynamics	

Companies	
that	adapt	are	
able	to	invest	
in	further	

development	

Supply	chains	
and	availability	
of	sustainable	

goods	
increases	

Threat	of	new	entrants	

Compe33on	

Subs3tute	

Regulators	and	
governments	apply	

pressure	

Consumer	
preferences	change	



Why	Does	Sustainable	Inves3ng	MaBer	Now?		
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1	EY	Americas,	Mul3disciplinary	professional	services	organiza3on,	June	19,	2018.		
2	©	2019	KPMG	LLP,	a	UK	limited	liability	partnership	and	a	member	firm	of	the	KPMG	network	of	independent	member	firms	affiliated	with	KPMG	Interna3onal	Coopera3ve	(“KPMG	Interna3onal”),	a	Swiss	en3ty.	
All	rights	reserved.	
3	Royal	Bank	of	Canada	Website,	©	2009-2020.	Royal	Bank	of	Canada	on	behalf	of	certain	RBC	®	companies	that	form	part	of	the	interna3onal	network	of	RBC	Wealth	Management	
4	©	2019	Computer	Generated	Solu3ons,	Inc.	

Consumers and regulators are increasingly demanding sustainability and companies are taking no9ce 

Gen	Z		
will	surpass		

Millennials	in		

20194	

Sustainable/	ethical	business	
prac3ces	was	the									

second	largest	
factor																									

for	brand	loyalty4		

of	millennials	say	
they	would	exit	an	
investment	posi3on	
due	to	objec3onable	
firm	ac3vity1	

15%	 76%		
of	younger	genera3ons	in	the	UK	say	
it's	increasingly	important	to	
consider	ESG	factors	when	inves3ng3	

compared	to	37%			
of	older	genera3ons3		

68%	
of	consumers	rate	
sustainability	as	
important,	regardless	of	
age	and	gender4	

	
	

	

55%		
of	CEOs	believe	that	
their	organiza3ons	
must	look	beyond	
purely	financial	
growth	if	we	are	to	
achieve	long-term,	
sustainable	success2	

When	defining	a	brand	as	sustainable,	what	resonates	the	most	with	consumers?4	
		

Over		1/3	of	consumers	would	pay		25%	
or	more	for	sustainable	products4	

Gen	Z	is	more	willing	to	pay		50%	-	100%		
more	for	sustainable	products4	

Don’t	test	on	
animals	8.8%	

Donate	to	a	good	
cause	8.8%	

Use	of	eco-friendly	
materials	31%	

Follow	ethical	
prac3ces	15%	

Have	a	strong	
purpose	8.4%	



Evolu3on	Into	a	Purpose-Driven	Industry	

34	

Create value responsibly: The role of financial markets is price discovery and capital alloca9on

If	you	can’t	rely	on	culture,	you	can’t	make	a	purpose	lead	change	

Crea0ng	value	responsibly	requires	monitoring		
our	impact	to	the	broader	community	

Sudden	and	significant	change	challenges		
organiza0ons	in	mul0ple	ways:		

“20th	Century	Paradigm	
Maximize	Profits	for	Shareholders”	

Emerging	Paradigm			
“Maximize	Benefits	for	Stakeholders”	

Capital	Alloca0on	

Stewardship	

Culture	

§ Alpha	/	Beta	
§ Liquidity	
§ Value	

§ Governance	
§ Sustainability	
§ Engagement	

§ Virtual	environment	
§ Work	/	life	balance	
§ Diversity	and	Inclusion	



Department	of	Labor’s	Proposed	ESG	Rule:	Death	Knell	or	
Opening	Bell?		

35	46686	

Trick ques9on…the answer is neither.

In	our	view,	the	proposed	rule…		

Where	does	that	leave	us?		

ESG	Themed	Funds	
(values	focused)	

ESG	Integra0on	
(materiality	focused)	

Product	Choice		 Process	Choice		

§  An	alterna3ve	approach	towards	sustainable	inves3ng	is	one	in	which	a	plan	fiduciary	selects	fund	
managers	that	integrate	ESG	factors	into	their	investment	process	based	on	how	they	believe	those	
factors	could	impact	the	long-term	economic	outcome	of	an	investment.		

§  This	materiality-based	approach	assesses	ESG	issues	in	light	of	the	investment	3me	horizon.	We	
consider	this	approach	more	compa3ble	with	the	proposed	rule.		



How	Might	You	Think	About	ESG	and	Sustainability	in	
Your	Own	Porqolio?		

36	

		Do	the	investments	you	select	incorporate	ESG	standards?	

		What	approach	do	you	prefer	and	why?			

		What’s	the	difference	between	ESG	and	Socially	Responsible	Inves3ng	(SRI)?		

		Do	my	investments	screen	out	companies	with	bad	ESG	prac3ces?	

		How	are	you	ensuring	risk	management	is	part	of	the	process?		

		How	does	Proxy	vo3ng	affect	me	and	my	investments?		

		Is	management	considering	the	needs	of	all	stakeholders?		



Thank	You	

37	



600 New Jersey Avenue, NW, 4th floor | Washington, DC 
20001 | 202-687-4901 

 cri.georgetown.edu 
 

Angela M. Antonelli  
Research Professor 

Executive Director, Center for Retirement Initiatives 
ama288@georgetown.edu 

 
Follow us on social media for updates: 

	

	
	
	
	


