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The desired investment outcome is the cornerstone to designing an appropriate investment portfolio.  
Investment professionals use a range of tried and tested processes to construct and manage the 
portfolios you may invest in. Here we look behind the scenes at some of what’s involved and the 
language that’s used to describe it. 

Academic studies have found that asset allocation – picking the right balance of bonds, shares and other 
investments – is the main driver of long-term performance, accounting for around 90% of returns.¹

Asset allocation works on the basis that the performance of each individual investment matters less than how they 
perform as a whole, as a portfolio. This is the foundation of the Modern Portfolio Theory which informs much of 
how we invest today. 

You can find out more about this in our ‘Brief history of asset allocation’ article. 

About 
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When investment professionals create a portfolio to help meet a set of 
investor needs, it is often formed of different asset classes, each with 
their own qualities when it comes to risk and potential returns. The skill 
is in achieving the right balance – the right asset allocation - between, 
say, bonds, shares, property and alternative assets like infrastructure 
and commodities, to meet that portfolio’s agreed objective.

Asset allocation can work at two levels, strategic and tactical, and both 
are important in building and managing a robust, long-term portfolio. 

The need for 
balance in 
portfolios 
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The starting point to design an investment fund derives from the 
desired investment outcome in the future. It needs to reflect the right 
mix of assets, matching against not just an outcome but the level of 
risk required to deliver it. In essence, the strategic asset allocation is 
the investment blueprint which guides the investment managers not 
just to accommodate changing market conditions but also maintaining 
the long-term view and outcomes desired. It will factor in long-term 
investment trends like the move towards sustainable investment, 
helping to shape future market assumptions. 

You can think of strategic asset allocation as the framework for a 
portfolio. From this framework, the selection of investments held 
within it is built.

Strategic asset 
allocation 

While the fundamental characteristics of individual assets may not 
vary all that much, the performance of different asset classes, and 
sub-categories within those asset classes (holding more US shares 
at certain times and reducing the holdings in another like - emerging 
market shares), will be affected in different ways by different economic 
conditions and events. 

Tactical asset allocation aims to take advantage of shorter-term 
investment opportunities and manage shorter-term risks associated 
with these performance differentials. It involves ‘tilting’ the portfolio 
around the agreed strategic allocation; responding to current 
conditions in a way that doesn’t materially alter its overall balance or 
risk profile but, if successful, will potentially help improve returns. An 
example of a tilt might be towards (going ‘overweight’ in) US shares 
and away from (going ‘underweight’ in) emerging market shares.

Tactical asset 
allocation 

A robust, repeatable investment process for reviewing and managing 
strategic and tactical asset allocations is an essential part of effective 
portfolio construction and management. Investment performance 
is never guaranteed but good discipline, structure and oversight can 
help portfolio managers to deliver consistent results and avoid any 
unpleasant surprises for you. 

A robust, 
repeatable 
process is key
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Anyone you entrust with your money should be able to explain why 
they hold the investments they hold in your portfolio, and the process 
they follow to get there. 

Here is a very high level summary of what’s involved in 
managing our global multi-asset funds at Santander Asset 
Management. 

An example from 
Santander Asset 
Management 

Throughout the portfolio construction and review process portfolio 
managers are constantly processing information to help inform their 
views on the various aspects of the market and their decisions at both 
the strategic and tactical level. While much of this will be quantitative, 
for example rich data on the performance of economies, sectors and 
individual assets, qualitative data, covering things like market themes 
and reputational issues are also valuable.

Quantitative or 
qualitative? 

Asset class research and opportunities aligned to 
risk and return objectives

•	 Top down approach 
derived from fund 
design and combining 
quantitative and 
qualitative inputs

•	 Time horizon 

•	 Tactical Asset 
Allocations (TAA)

•	 Strong risk & 
compliance 
monitoring on 
execution

Monitoring 
•	 Daily monitoring 

and validation of 
asset allocation 
views 

•	 Regular reviews to 
ensure positioning 
is maintained 
and in line with 
the investment’s 
conviction

Strategic Asset 
Allocation

Trading & 
Implementation

Portfolio 
Construction
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1 Determinants of Portfolio Performance by Brinson, 
Hood and Beebower, 1986. Abstract at JSTOR.

Learn more!
Investing can feel complex and overwhelming, but our 
educational insights can help you cut through the noise. 
Learn more about the Principles of Investing here. 

There are several ways to benefit from an ‘instant portfolio’, 
constructed and managed by a team of investment professionals 
and designed to be resilient through different market conditions and 
economic environments. 

Multi-asset funds invest in a broad range of assets, sectors, geographic 
areas and fund types for example. An alternative is a managed 
portfolio service (MPS), where a portfolio manager typically uses a 
selection of investment funds, mixed together to match a specific 
investment objective and risk appetite in much the same way that an 
‘instant portfolio’ fund or solution might offer.

There’s a lot to navigate when it comes to portfolio construction. That’s 
why it can be a good idea to seek help from a professional, either by 
investing through an ‘instant portfolio’ or by speaking to a financial 
adviser. They can help identify the most appropriate investment 
solution for your own situation, risk appetite, goals and requirements. 

Accessing 
professional 
portfolio 
construction

Quantitative and qualitative data may inform a ‘top-down’ approach 
to portfolio construction. This is where a portfolio manager starts 
at the general level by analysing influences like monetary policy, 
economic growth (gross domestic product, shortened to GDP) and 
inflation expectations, and narrows things down to specifics for various 
markets, sectors and companies from there. 

Or it may form the basis for a ‘bottom-up’ approach which starts 
with specifics, building a deep understanding of the strengths and 
weaknesses of individual companies, sectors or markets and then 
considering how each may be impacted by bigger picture economic 
developments over time.   

Top down or 
bottom up? 

https://www.santanderassetmanagement.co.uk/retail-investor/markets-insights/principles-of-investing
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Let’s be clear!
Investment terms explained

Asset class: A group of investments with similar traits. 
shares, bonds, property, cash and alternatives are all 
examples of asset classes. 

Asset allocation: The proportion of a fund invested 
in different asset classes, i.e. equities, bonds, cash, 
property, geographic regions or industry sectors, in 
order to achieve the highest expected returns for the 
lowest possible risk. 

Bonds: A bond is a loan issued by a government or a 
company. When you buy a bond, the issuer promises 
to pay a certain amount of income until the bond 
redeems and is repaid by the issuer. The strength of 
that promise varies by the issuer of the bond. This is 
known as creditworthiness.

Commodities: A raw material or product that has 
a market value and can be traded on an exchange. 
Examples include, precious metals such as gold, 
industrial metals such as aluminium or agricultural 
goods such as wheat. 

Diversification: Spreading your money across different 
investments to help manage risk.

Gross Domestic Product (GDP): The value of goods 
produced and services provided in a country during a 
calendar year.

Inflation: Measures the increase in price of selected 
goods and services in an economy over a period of 
time. 

Portfolio: a group of investments that are managed 
together to meet a particular objective.

Shares (often referred to as equities or stocks): In 
investing, this is a share of ownership in a company. 
Investing in a fund gives exposure to underlying share 
prices without investors actually owning the shares 
themselves.

Important Information

For retail distribution. 

This document has been approved and issued by Santander Asset Management UK Limited (SAM UK). This document is 
for information purposes only and does not constitute an offer or solicitation to buy or sell any securities or other financial 
instruments, or to provide investment advice or services. Opinions expressed within this document, if any, are current 
opinions as at 31 October 2022 and do not constitute investment or any other advice; the views are subject to change 
and do not necessarily reflect the views of Santander Asset Management as a whole or any part thereof. While we try 
and take every care over the information in this document, we cannot accept any responsibility for mistakes and missing 
information that may be presented. 

The value of investments and any income is not guaranteed and can go down as well as up and may be affected by 
exchange rate fluctuations. This means that an investor may not get back the amount invested. Past performance is not a 
guide to future performance.

All information is sourced, issued, and approved by Santander Asset Management UK Limited (Company Registration No. 
SC106669). Registered in Scotland at 287 St Vincent Street, Glasgow G2 5NB, United Kingdom. Authorised and regulated 
by the FCA. FCA registered number 122491. You can check this on the Financial Services Register by visiting the FCA’s 
website www.fca.org.uk/register.

Santander and the flame logo are registered trademarks. www.santanderassetmanagement.co.uk.


