
Balancing Act:  
Building Resilient Portfolios  
in a Changing Landscape 
Systematic equity strategies and disciplined diversification can help  
multi-asset portfolios thrive in unpredictable markets.

AU THORS

In recent months, markets have whipsawed 
amid changes in trade policy, geopolitical 
shocks, concerns about fiscal sustainability, 
challenges to central bank independence, 
technological advancements, and earnings 
surprises in both directions. Despite this, 
stocks and bonds in much of the world are 
close to where they began the year. 

It’s a powerful lesson for investing: While 
it can be tempting to react to changing 
headlines or to anticipate policy outcomes, in 
uncertain times, the risks of market timing and 
emotional decisions are magnified.

We believe that multi-asset investors are 
better served by staying balanced and 
disciplined: analyzing and allocating across 
assets, regions, and risk factors, and 
systematically harvesting the risk premium 

(i.e., compensation for taking on investment 
risk) inherent in the structure of different 
markets and asset classes. 

In equities, for example, factors such as value, 
quality, growth, and momentum historically 
have outperformed broad market indices in 
a range of environments. In fixed income, we 
can seek steady above-benchmark returns in 
several ways: by targeting carry (i.e., yield from 
a range of bond characteristics), providing 
market liquidity, seeking risk premia associated 
with complex markets and situations, and 
carefully evaluating and selecting credit 
investments. All these risk premia are “always 
on” and may provide a cushion to portfolio 
returns during volatile markets. 
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SUMMARY

• A disciplined, balanced allocation across assets and regions can help counteract 
behavioral biases (such as fear or overconfidence) and support more consistent, 
long-term investment outcomes.

• Systematic equity investing – using diversified factor exposures including value, 
quality, growth, and momentum – can provide durable sources of excess return 
potential and help portfolios weather policy shocks and market volatility.

• In multi-asset portfolios, our global outlook favors diversified equity exposure across 
regions, longer-maturity fixed income in the U.K. and Australia, and high quality 
securitized credit in the U.S.
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A BALANCED APPROACH HELPS MITIGATE 
BEHAVIORAL BIASES

In volatile or uncertain markets, humans’ natural behavioral 
biases can become more pronounced: Fear, greed, 
overconfidence, overprecision, recency bias, and herd behavior 
can lead investors into costly missteps. For example:

• Recency bias can cause investors to anchor their 
decisions on the inflation and market turbulence 
experienced during the pandemic, even though the current 
environment is quite different. 

• Overconfidence and overprecision can encourage them 
to position for a particular base case despite inadequate 
data, while disregarding other possible outcomes – 
positive or negative. 

• Fear and greed can push investors into mistimed allocation 
shifts into or out of assets or sectors, even abandoning 
previously created exit plans and strategies.

A balanced, diversified allocation is one of the simplest ways 
to overcome these natural biases. In the most straightforward 
example, an investor with a 60/40 stock/bond portfolio who 
experiences an equity drawdown would find their portfolio 
underweight equity, and then they would add back equity risk – 
countercyclically – to rebalance back to 60/40. 

Analogously, our previous Asset Allocation Outlook, “Negative 
Correlations, Positive Allocations,” discussed how active 
managers could adjust their stock/bond exposure targets 
based on changes in market volatility and correlations. The 
same arguments work for other sources of diversification, 
including asset classes, regions, and factors. 

Across global markets, different regions are displaying a wide 
range of risk and return trends. This environment can increase 
the diversification benefit within asset classes, so that investors 
may benefit from global positions in equity and fixed income. 

Maintaining a diversified and balanced portfolio is not at 
odds with tactical asset allocation timing decisions – that 
is, targeted moves into or out of positions based on specific 
developments. However, we believe these tactical exposures 
should be sized thoughtfully based on conviction and the 
potential risk/return trade-off. During periods of high policy 
uncertainty, as we’ve seen this year, the returns from tactical 
timing may be more volatile.

HARNESSING EQUITY FACTORS TO SEEK RETURNS 
ABOVE THE BENCHMARK

Within a balanced and diversified approach, investors can take 
many approaches to seeking attractive returns while navigating 
risks. In stock markets, the risk premia attached to equity 
factors such as quality, value, momentum, and growth are well-
understood and historically have provided durable sources of 
excess return over the long run. 

PIMCO’s approach to equity factor investing is distinct in a few 
important ways: 

• We use multiple definitions for each of these factors, 
incorporating where possible additional fundamental or 
alternative data sources.

• We combine individual factor scores into a consolidated 
score for each stock, which enables greater transparency.

• We optimize factor portfolios under constraints (e.g., stress 
tests) to adjust for appropriate risks, including country, 
region, and industry tilts, as well as tracking error and 
liquidity limits. 

The goal of this approach is, once again, to seek balance and 
diversification across multiple sources of alpha: ensuring 
that no factor takes on outsize weight relative to others, 
capturing upside from country and industry tilts where factor 
scores are highest. 

Compared with single-factor methods, PIMCO’s 
multidimensional approach may result in more resilient 
portfolios with more consistent performance, because 
the propensity for individual factors to experience crashes 
(common for momentum) or lengthy performance droughts 
(as with value) can be mitigated. (Learn more about PIMCO’s 
approach to systematic equity investing in this video.)

Even though PIMCO takes a quantitative approach, it is not a 
black box strategy, because the component factor scores for 
any stock in the portfolio are transparent and can be readily 
understood (see Figure 1). The quantitative approach serves 
to manage the risks of behavioral bias and emotion, setting 
up the necessary discipline to successfully navigate unusual 
environments – such as those this year. 

https://www.pimco.com/gbl/en/insights/negative-correlations-positive-allocations
https://www.pimco.com/gbl/en/insights/negative-correlations-positive-allocations
https://www.pimco.com/gbl/en/resources/video-library/media/harnessing-market-inefficiencies-pimcos-systematic-equity-approach
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The last few months demonstrate how equity factors can 
respond to policy shifts. Tariffs affect different individual 
companies in very different ways depending on their domicile 
and international trade exposure. Companies may also face 
second-order tariff effects if their suppliers or customers see 
tariff-driven price increases or shortages. 

Following the U.S. tariff announcement on 2 April 2025, equity 
markets sold off broadly and indiscriminately, creating clear 
opportunities for risk premia investors such as PIMCO to 
reposition portfolios: 

• Leveraging updated earnings forecasts from global bottom-
up equity analysts to enhance the growth factor.

• Harnessing momentum signals through analysis of price 
movements in cross-border firms and their supply chains, 
including domestic suppliers and customers likely to absorb 
cost pressures.

• Spotting undervalued companies by identifying firms whose 
prices have declined more than peers after adjusting for 
sector and regional differences.

• Focusing on quality exposure by targeting resilient 
firms poised to outperform if policy changes or other 
developments trigger an economic downturn.

During this volatile year, our systematic equity approach, 
combined with business cycle data and awareness of 
investment biases (specifically home country bias), helped 
PIMCO underweight U.S. equities versus rest-of-world equities, 
rather than chase the familiar U.S. mega-cap returns of the 
past decade. Our quantitative framework helped steer us away 
from overreacting or overtrading amid the market turmoil. 
Staying the course, maintaining balance – these are informed 
investment decisions, not inertia, amid significant uncertainty.

Subsequent pauses and pivots in tariff policy – and the related 
market volatility – highlight how the ability to harness these 
equity factor risk premia could be crucial to investing amid 
persistent policy uncertainty. 
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Figure 1: PIMCO equity factor scores – two illustrative examples from 2025

Source: PIMCO calculations as of 9 June 2025. Scores are on a scale from 0.0 to 1.0. These are illustrative PIMCO equity factor scores, tracked daily, for two U.S. 
technology sector companies year to date. Company A has a strong balance sheet, is domestically focused, trades at inexpensive valuations, and saw growth upgrades 
and prompt momentum recovery after the U.S. tariff announcements. Company B had expensive valuations and more international exposure, so its growth forecasts and 
momentum suffered in an uncertain trade environment.
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The country and sector tilts that emerge from a systematic risk 
premium approach are one of the inputs into PIMCO’s long-
standing forum process. At these regular Cyclical and Secular 
Forums, rigorous debate among investment professionals from 
around the world informs both our top-down macro outlook and 
bottom-up investment positioning. (For our near-term views, 
please read our latest Cyclical Outlook, “Seeking Stability,” and 
for a look at trends over the next five years, read the Secular 
Outlook, “The Fragmentation Era.”) 

Insights from our measured analysis of equity markets and 
factors help refine our forum discussions on the business cycle 
and the implied high-level asset allocations. In addition, the 
analysis includes quantitative economic and business cycle 
trackers, internal surveys, and high-frequency data sources. 

The effects of trade and fiscal policy shifts are not yet clear 
in the macro data, and the policies themselves are evolving 
rapidly. All the same, it is clear that U.S. exceptionalism is 
fading: Our business cycle trackers show a slowing pace of 
growth that contrasts the reacceleration taking place in most 
other developed market economies (see Figure 2). 

For equity positioning, this macro outlook (which is consistent 
with the equity factor model) suggests more neutral exposures 
to the U.S. and an increased focus on Europe and Asia, where 
valuations appear more attractive. The prospect of fiscal 
expansion and improved policy coordination in Europe has 
already begun to boost local equity market momentum. 

In addition, we believe that some longer-term equity themes 
remain in play: For example, AI technology is speeding forward, 
with more real world use cases that could boost productivity 
over time. That said, AI still requires vast investment that has 
not slowed despite competition from efficient Chinese models. 

AI is also driving sharp growth in energy demand, which in turn 
is boosting research in cost-effective renewable technology 
and driving gains for innovative utility companies. 

ASSET ALLOCATION VIEWS: FINDING BALANCE AMID UNCERTAINTY

Slowing growth and 
slowing inflation

Rising growth and 
slowing inflation

Slowing growth and 
rising inflation

Rising growth and 
rising inflation

Figure 2: U.S. trajectory for growth and inflation may be more challenging than in other developed markets

Source: Haver Analytics data and PIMCO calculations as of 9 June 2025. This chart is based on GDP and CPI data for each country or region. The 1-year change in each 
series is shown as a solid point along the two axes. Also shown (as a hollow circle) is each country’s status one year ago.
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https://www.pimco.com/gbl/en/about-us/our-process
https://www.pimco.com/gbl/en/about-us/our-process
https://www.pimco.com/gbl/en/insights/seeking-stability
https://www.pimco.com/gbl/en/insights/the-fragmentation-era
https://www.pimco.com/gbl/en/insights/the-fragmentation-era
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Key takeaways: Focus on enduring principles

Policy-related uncertainty in the U.S. is likely to remain 
elevated for some time. Rather than expending 
energy (and portfolio risk budget) on efforts to 
predict any particular outcome or to time shifts in the 
correlation patterns among asset classes, we believe 
investors should remain focused on the elements 
of investing that have not changed: diversification, 
balance, quality, flexibility, steady exposures to 
multiple sources of potential return, and careful risk 
management. Over time, the only certainty is change. 

In fixed income, rising yields represent an increasingly 
attractive proposition for high quality fixed income, but this is 
tempered by volatility in longer-maturity U.S. Treasuries amid 
the potential for higher fiscal deficits. Fortunately, higher rates 
and positive real yields globally enable better diversification of 
longer-term fixed income allocations into other regions such 
as the U.K. and Australia, where inflation is relatively contained 
and there is limited need to issue sovereigns to fund higher 
government spending. 

Corporate credit spreads above like-maturity sovereign 
bonds are still tight, in many cases not offering adequate 
compensation for risk, in our view. Therefore, we still prefer 
to take credit exposures through high quality securitized 
credit, such as bonds exposed to the housing market and to 
the U.S. consumer (read our recent PM Chartbook on the U.S. 
consumer). U.S. agency mortgage-backed securities (MBS) 
remain attractive, and spreads have widened even beyond 
those of investment grade corporate bonds (watch our latest 
video on agency MBS). 

Growing dispersions among currencies have increased 
opportunities for earning attractive yields, and we maintain 
positions in stable, higher-yielding currencies as an additional 
source of potential return. 

The U.S. dollar, despite its recent decline, isn’t likely to lose 
its status as the world’s reserve currency in the foreseeable 
future. But dollar bear markets are possible, over both the short 
and long term. A gradual shift away from the U.S. dollar could 
continue as global portfolios rebalance at the margin to more 
diversified allocations in risk assets. 

Finally, risk-averse investors can look to take advantage of 
periods of relative market calm to add inexpensive risk hedges 
or trend-following overlays, along with active drawdown 
mitigation approaches, to improve the risk/return profile of a 
broader portfolio.

https://www.pimco.com/gbl/en/insights/charting-the-us-consumer-with-kristofer-kraus
https://www.pimco.com/gbl/en/insights/charting-the-us-consumer-with-kristofer-kraus
https://www.pimco.com/gbl/en/resources/video-library/media/agency-mbs-a-strategic-allocation
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All investments contain risk and may lose value. Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity 
risk. The value of most bonds and bond strategies are impacted by changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive 
and volatile than those with shorter durations; bond prices generally fall as interest rates rise, and low interest rate environments increase this risk. Reductions in bond 
counterparty capacity may contribute to decreased market liquidity and increased price volatility. Bond investments may be worth more or less than the original cost 
when redeemed. Investing in foreign-denominated and/or -domiciled securities may involve heightened risk due to currency fluctuations, and economic and political 
risks, which may be enhanced in emerging markets. U.S. agency mortgage-backed securities issued by Ginnie Mae (GNMA) are backed by the full faith and credit of the 
United States government. Securities issued by Freddie Mac (FHLMC) and Fannie Mae (FNMA) provide an agency guarantee of timely repayment of principal and interest 
but are not backed by the full faith and credit of the U.S. government.
Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no guarantee that these 
investment strategies will work under all market conditions or are appropriate for all investors and each investor should evaluate their ability to invest for the long term, 
especially during periods of downturn in the market. Outlook and strategies are subject to change without notice.
This material contains the current opinions of the author and such opinions are subject to change without notice. This material is distributed for informational purposes 
only and should not be considered as investment advice or a recommendation of any particular security, strategy or investment product. Information contained herein 
has been obtained from sources believed to be reliable, but not guaranteed.
PIMCO as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Individual investors should contact their own 
financial professional to determine the most appropriate investment options for their financial situation. This is not an offer to any person in any jurisdiction where 
unlawful or unauthorized. | Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, CA 92660 is regulated by the United States 
Securities and Exchange Commission. |PIMCO Europe Ltd (Company No. 2604517, 11 Baker Street, London W1U 3AH, United Kingdom) is authorised and regulated by 
the Financial Conduct Authority (FCA) (12 Endeavour Square, London E20 1JN) in the UK. The services provided by PIMCO Europe Ltd are not available to retail investors, 
who should not rely on this communication but contact their financial adviser. Since PIMCO Europe Ltd services and products are provided exclusively to professional 
clients, the appropriateness of such is always affirmed. PIMCO Europe GmbH (Company No. 192083, Seidlstr. 24-24a, 80335 Munich, Germany) is authorized and 
regulated by the German Federal Financial Supervisory Authority (BaFin) (Marie- Curie-Str. 24-28, 60439 Frankfurt am Main) in Germany in accordance with Section 15 of 
the German Securities Institutions Act (WpIG). PIMCO Europe GmbH Italian Branch (Company No. 10005170963, Via Turati nn. 25/27 (angolo via Cavalieri n. 4) 20121 
Milano, Italy), PIMCO Europe GmbH Irish Branch (Company No. 909462, 57B Harcourt Street Dublin D02 F721, Ireland), PIMCO Europe GmbH UK Branch (Company 
No. FC037712, 11 Baker Street, London W1U 3AH, UK), PIMCO Europe GmbH Spanish Branch (N.I.F. W2765338E, Paseo de la Castellana 43, Oficina 05-111, 28046 
Madrid, Spain), PIMCO Europe GmbH French Branch (Company No. 918745621 R.C.S. Paris, 50–52 Boulevard Haussmann, 75009 Paris, France) and PIMCO Europe 
GmbH (DIFC Branch) (Company No. 9613, Unit GD-GB-00-15-BC-05-0, Level 15, Gate Building, Dubai International Financial Centre, United Arab Emirates) are 
additionally supervised by: (1) Italian Branch: the Commissione Nazionale per le Società e la Borsa (CONSOB) (Giovanni Battista Martini, 3 - 00198 Rome) in 
accordance with Article 27 of the Italian Consolidated Financial Act; (2) Irish Branch: the Central Bank of Ireland (New Wapping Street, North Wall Quay, Dublin 1 D01 
F7X3) in accordance with Regulation 43 of the European Union (Markets in Financial Instruments) Regulations 2017, as amended; (3) UK Branch: the Financial Conduct 
Authority (FCA) (12 Endeavour Square, London E20 1JN); (4) Spanish Branch: the Comisión Nacional del Mercado de Valores (CNMV) (Edison, 4, 28006 Madrid) in 
accordance with obligations stipulated in articles 168 and 203 to 224, as well as obligations contained in Tile V, Section I of the Law on the Securities Market (LSM) and in 
articles 111, 114 and 117 of Royal Decree 217/2008, respectively, (5) French Branch: ACPR/Banque de France (4 Place de Budapest, CS 92459, 75436 Paris Cedex 09) in 
accordance with Art. 35 of Directive 2014/65/EU on markets in financial instruments and under the surveillance of ACPR and AMF and (6) DIFC Branch: Regulated by the 
Dubai Financial Services Authority (“DFSA”) (Level 13, West Wing, The Gate, DIFC) in accordance with Art. 48 of the Regulatory Law 2004. The services provided by 
PIMCO Europe GmbH are available only to professional clients as defined in Section 67 para. 2 German Securities Trading Act (WpHG). They are not available to individual 
investors, who should not rely on this communication. According to Art. 56 of Regulation (EU) 565/2017, an investment company is entitled to assume that professional 
clients possess the necessary knowledge and experience to understand the risks associated with the relevant investment services or transactions. Since PIMCO Europe 
GMBH services and products are provided exclusively to professional clients, the appropriateness of such is always affirmed. PIMCO (Schweiz) GmbH (registered in 
Switzerland, Company No. CH-020.4.038.582-2, Brandschenkestrasse 41 Zurich 8002, Switzerland). According to the Swiss Collective Investment Schemes Act of 
23 June 2006 (“CISA”), an investment company is entitled to assume that professional clients possess the necessary knowledge and experience to understand the risks 
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