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Global Tactical Asset Allocation 
Modern Global Macro

Global Tactical Asset Allocation (GTAA) strategies have been 
delivering significant investment performance, diversification 
and capital efficiency benefits for institutional investors 
since GTAA emerged around ten years ago. As many pension 
funds increase their exposure to riskier assets in an attempt 
to improve long-term investment returns, interest in GTAA 
strategies is growing.

The attraction of GTAA in the current financial climate is 
illustrated by the fact that more UK pension funds (6.2%) 
expect to increase their allocation to GTAA strategies than 
any other alternative investment strategy.* In this guide, we 
summarise the features that contribute to the success of GTAA 
strategies and how investors can put these strategies to work 
in their portfolios.

*Source: Mercer, European Asset Allocation Survey, April 2010
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What is GTAA?
GTAA is a type of multi-asset investment strategy that focuses on adding value via market 
selection, rather than through individual security selection. GTAA and ‘global macro’ 
strategies are one and the same, with their broad, top-down approach to forecasting and 
investing in global asset markets. 

GTAA strategies typically include global equity, currency, bond and commodity market 
selection, international industry or sector selection, as well as market timing components. 
They are frequently used either as standalone diversified sources of alpha or as an ‘overlay’ 
to the international assets in an investor’s portfolio. 

GTAA is very different from strategic asset allocation, where the focus is on the long-term 
average relationships between asset classes to set benchmark allocations. GTAA developed 
out of traditional balanced management (see the brief history box) and today these strategies 
are at the forefront of sophisticated investment thinking and implementation, employing 
robust risk management and quantitative methods. 

A brief history of GTAA:
`` �In the 1970s, balanced mandates were popular but their performance often 

disappointed. Within these strategies, asset allocation was typically an afterthought 
to the management process. 

`` �Tactical asset allocation (TAA) was a step forward, with positions taken to reflect 
the investment manager’s views on the outlook for equities, bonds and cash. TAA 
strategies were low turnover, directional and long-only. However, these constraints 
limited the ability to translate manager insights into additional performance for clients.  

`` �TAA strategies have evolved over the last 10-15 years into GTAA, or ‘global tactical 
asset allocation’. This is also known as global macro. GTAA is characterised 
by offering a broader set of investment decisions to the manager. This greater 
‘breadth’ allowed GTAA portfolios to include international equities, foreign 
exchange or positions based on relative value views. 

`` �Today’s modern GTAA approach joins the benefits of expanded breadth with more 
efficient implementation of investment insights, whether employing leverage 
or short positions. As a result, modern GTAA can provide better investment 
performance than earlier versions of the strategy.
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Benefits of GTAA
The key benefits of GTAA are the delivery of a diversified and lowly correlated source of 
alpha, portfolio diversification, capital and operational efficiency, and scalability of risk. 

Alpha generation: GTAA managers have outperformed other asset classes through a variety 
of market conditions and during difficult trading environments. Figure 1 shows that among 
a universe of GTAA managers, the upper quartile generated annualised investment returns 
of 14.0% over the ten years to June 2010. Over the same period, upper quartile US large cap 
equity and fixed income managers returned 5.0% and 7.3% annually, respectively. Figure 2 
highlights that even during the five years from June 2005, when the effects of a credit crisis 
were more pronounced on financial markets, GTAA managers similarly outperformed equity 
and fixed income managers. 

Figure 1. Historical performance of GTAA (2000 to 2010)

GTAA annualised 
return (%)

US large cap 
annualised return (%)

US fixed income 
annualised return (%)

Top quartile manager 14.0 5.0 7.3

Median manager 4.6 1.9 6.9

Source: Mercer. Based on Mercer’s database of GTAA managers over the ten-year period ended 30 June 2010.

Figure 2. Historical Performance of GTAA (2005 to 2010)

GTAA annualised 
return (%)

US large cap 
annualised return (%)

US fixed income 
annualised return (%)

Top quartile manager 10.3 3.9 7.3

Median manager 5.2 2.0 6.8

Source: Mercer. Based on Mercer’s database of GTAA managers over the five-year period ended 30 June 2010. 

Portfolio diversification: GTAA strategies exhibit low correlation to most major asset classes. 
Figure 3 quantifies these correlation characteristics and shows that the strategy can yield 
diversification benefits when added to a sample portfolio comprised of traditional assets. A 
correlation of 1.0 indicates full correlation while a score of 0.0 indicates no correlation at 
all. GTAA can be seen to be essentially uncorrelated with several equity and bond indices. 
Moreover, since the active risk in institutional portfolios is largely focused around asset 
allocation, allocations to the strategy will diversify institutional investors’ portfolios further and 
so should reduce active risk.
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Figure 3: GTAA largely uncorrelated with other asset classes

Equity/Bond indices Correlation

MSCI World 0.05

S&P 500 0.03

FTSE 100 0.04

JP Morgan Government Bond Index (GBI Global) 0.05

Source: Credit Suisse, based on period between March 2005 and June 2010.

Capital and operational efficiency: Accessing tactical asset allocation through a derivatives-
based GTAA strategy is more efficient than implementing tactical asset allocation decisions by 
buying and selling physical securities and shifting allocations to and from existing managers. 
Using derivatives is faster, more cost-effective and operationally easier than buying and selling 
physical securities to implement views. Within the derivatives marketplace, futures offer the 
benefit of using a centralised clearing house to minimise counterparty risk, while over-the-
counter swaps can be tailored around different index exposures and time horizons.

Scalability of risk: GTAA has the ability to scale (up or down) a portfolio’s position level 
exposures in order to achieve a given level of active risk and return. As GTAA is implemented 
using derivatives, only a modest proportion of the portfolio’s market value will be needed 
as margin to fund each portfolio position, thereby allowing a more efficient use of capital. 
Indeed, GTAA funds typically offer active risk that is lower than traditional long-only equity 
strategies, with a more diverse opportunity set in which to add alpha.

Figure 4: Typical elements of a GTAA strategy

Equity

Developed equity market selection�
Emerging equity market selection�
Industry-sector selection�
Timing component: equity versus cash

Fixed income

Sovereign bond market selection
Industry-sector selection
Timing components:
 – Duration and yield curve shape
 – Credit

Currency
Developed market selection
Emerging market selection

Commodities
Active commodities, with exposure across energy, 
metals, agriculture 

Other components Opportunistic macro-investments

Source: BlackRock
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How GTAA fits into your portfolio
There are three ways that institutional investors typically use GTAA strategies to increase the 
return on their portfolio while adding little portfolio risk.

1 � Alternative investment
As an alternative investment, a global macro hedge fund or absolute return vehicle 
is often designed to outperform cash with low correlation to other alternative 
investments and major market indices.

2 � Portable alpha/Overlay
�Global macro funds aim to port alpha onto any asset class where alpha is typically 
difficult to capture, or as an overlay on the entire portfolio. Portable alpha aims 
to help close the gap between the pension fund’s expected return and the target 
return. In this capacity, clients can structure their GTAA investment so as to leave the 
pension fund policy mix unchanged. 

3 � Next generation asset allocation
�GTAA is one of the tools available to create more efficient means of capturing active 
returns from asset allocation. Traditional tactical asset allocation models tend to 
suffer from a very restricted opportunity set, typically comprising of only stocks, bonds 
and cash. GTAA strategies can provide trustees with a significantly expanded range 
of investment options such as taking net short positions and obtaining exposure to 
currency markets. The much greater diversification benefits available under GTAA can 
also deliver more consistent active returns for pension funds.

Accessing the benefits of GTAA strategies
Pension funds of all sizes and types can incorporate GTAA into their portfolios. There is a 
growing consensus among consultants and managers that pooled funds are generally more 
suitable for institutional investors as they offer access to a long-short strategy in a limited 
liability format. This is particularly so for smaller pension funds. Pooled funds cap any losses 
at 100% of the original investment. They also protect funds from direct exposure to the 
volatility or administrative burden associated with derivatives contracts. 

Global macro managers benefit from a number of advantages common across most hedge 
fund styles. In contrast to traditional long-only managers, they can profit from both rising and 
falling markets and can use leverage on a selective basis in order to magnify opportunities. 
The dispersion of investment outcomes also makes global macro attractive as a strategy 
style, especially in terms of providing greater diversification. 

The liquidity of global macro managers’ holdings should be reflected in the liquidity that they 
offer their clients. The recent financial crisis has amplified the importance of employing an 
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active manager that can cope with extremely tough liquidity conditions, as liquidity pressures 
can force some managers to impose restrictions on withdrawals during times of heightened 
market volatility. Investors need to feel comfortable that the manager has demonstrated their 
ability to incorporate liquidity management into their broader management of risk.

Summary
GTAA strategies tend to provide investors with an excellent source of diversified alpha, 
although investment performance is only part of the story. An increasing number of 
pension funds find that the strategy can provide a valuable addition to a portfolio as a risk 
management tool. Indeed, managers with a robust operational infrastructure and strong risk 
management process are well placed to deliver GTAA most effectively, especially during 
periods of extreme market stress.

Many pension funds have experienced worsening funding ratios in recent years and are 
reviewing their investment strategy to ensure the fund takes the most appropriate approach 
to closing any funding shortfall. A growing number of institutional investors are increasing 
allocations to GTAA as they strive to achieve the required level of risk-adjusted long-term 
returns more effectively. Many funds are drawn to the approach as a means of trying to 
reduce active risk significantly through more diversified portfolios. Investors are finding that 
traditional approaches to portfolio diversification can often struggle to provide their expected 
benefits in difficult market conditions. 

GTAA strategies can provide pension funds with an efficient and flexible means of altering risk 
profiles and employing capital. As the strategy is implemented using derivatives, the fund only 
has to provide margin for each portfolio position, freeing up capital for additional investment. 
It also typically provides investors with exposure to emerging markets, commodities, fixed 
income, currencies and other asset classes. Consequently, as an increasing number of 
pension funds allocate more capital to alternative asset classes, GTAA can provide an effective 
means of gaining such exposure.
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Important Information

1. This material is for distribution only to those types of recipients as provided below and should not be relied upon by any other persons. This 
material is provided for information purposes only and does not constitute a solicitation in any jurisdiction in which such solicitation is unlawful 
or to any person to whom it is unlawful. Moreover, if neither constitutes an offer to enter into an investment agreement with the recipient of 
this document nor an invitation to respond to it by making an offer to enter into an investment agreement.

2. This material may contain forward-looking information that is not purely historical in nature. Such information may include, among other things, 
projections, forecasts, estimates of yields or returns, and proposed or expected portfolio composition. Moreover, certain historical performance 
information other investment vehicles or composite accounts managed by BlackRock have been included in this material and such performance 
information is presented by way of example only. No representation is made that the performance presented will be achieved by any BlackRock 
funds, or that every assumption made in achieving, calculating or presenting either the forward-looking information or the historical performance 
information herein has been considered or stated in preparing this material. Any changes to assumptions that may have been made in preparing 
this material could have a material impact on the investment returns that are presented herein by way of example.

3. This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation 
to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of 1 December 2010 and may change as 
subsequent conditions vary. The information and opinions contained in this material are derived from proprietary and non-proprietary sources 
deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. There is no guarantee that 
any forecasts made will come to pass. Any investments named with this material may not necessarily be held in any accounts managed by 
BlackRock. Reliance upon information in this material is at the sole discretion of the reader. Past performances is no guarantee to future results.

4. This material is issued in the UK by BlackRock Investment Management (UK) limited (authorised and regulated by the Financial Services 
Authority). Registered office: 33 King William Street, London EC4R 9AS. Registered in England No 2020394. Tel: +44 (0)20 7743 3000. For 
your protection, telephone calls are usually recorded. BlackRock is the trading name of BlackRock Investment Management (UK) Limited 
and BlackRock Advisors (UK) Limited. In Hong Kong, the information provided is issued by BlackRock (Hong Kong) Limited and is only for 
distribution to professional investors (as defined in the Securities and Futures Ordinance (Cap. 571 of the laws of Hong Kong)) In Singapore, the 
information provided is distributed by BlackRock Investment Management (Singapore) Limited and is for distribution to institutional investors 
(as defined in Section 4A of the Securities and Future Act, Chapter 289 of Singapore (the SFA) and accredited investors (as defined in section 
4A of the SFA) only). This material is issued in the United Arab Emirates by BlackRock Advisors (UK) Limited – Dubai Branch which is regulated 
in the UAE by the Dubai Financial Services Authority (DFSA). It is directed at professional clients only within the meaning of the rules of the 
DFSA and no other person should rely upon the information contained within it. For distribution in EMEA, Korea and Taiwan for Professional 
Investors only (or professional clients, as such term may apply in the relevant jurisdictions). In Japan, not for use with individual investors. This 
material may be distributed/issued in Canada, Australia and New Zealand by BlackRock Financial Management Inc. (BFM), which is registered 
as an International Advisor with the Ontario Securities Commission. In addition BFM is a United States domiciled entity and is exempted under 
Australian C) 03/1100 from the requirement to hold an Australian Financial Services License and is regulated by the Securities and Exchange 
Commission under US laws which differ from Australian laws. In New Zealand, this presentation is offered to institutional and wholesale clients 
only. It does not constitute an offer of securities to the public in New Zealand for the purpose of New Zealand securities law. BFM believes that 
the information in this document is correct at the time of compilation, but no warranty of accuracy or reliability is given and no responsibility 
arising in any other way for errors and omissions (including responsibility to any compilation, but no warranty of accuracy or reliability is given 
and no responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of negligence) is 
accepted by BFM, its officers, employees or agents. This document contains general information only and is not intended to represent general 
or specific investment advice. The information does not take into account your financial circumstances. An assessment should be made as to 
whether the information is appropriate for you having regard to your objectives, financial situation and needs.
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