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About this report
Assessing and explaining risk: Investors’ expectations after the fi nancial crisis was written by the Economist 
Intelligence Unit and commissioned by Goldman Sachs Asset Management. It is based on two strands of 
research, a survey of private investors, fi nancial advisers and corporate investors, and in-depth interviews 
with advisers and investors. The authors of the report were Julian Marr and Cherry Reynard and the editor 
was Monica Woodley. We are grateful to the many people who assisted our research. 
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The fi nancial crisis and the ensuing volatility in the global economy and capital markets have 
challenged traditional wisdom about the risks associated with investing. More than ever, there is now 

a pressing need for investors to have a clear idea of the risks they are taking, as that can infl uence the 
amounts invested, the asset classes targeted and the specifi c products selected.

This report considers what investment risk is and how it can be measured, specifi cally addressing 
questions such as how investors assess their own risk appetite, what constitutes low and high risk 
exposure and the extent to which investors appreciate the connection between risk and return. It splits 
the respondents into fi nancial advisers, corporate investors and high net worth individual investors to 
examine more closely issues specifi c to each of these groups.

Key fi ndings from this research include:
l Only a minority of investors think the recent fi nancial crisis was as bad as it can get: Despite the 

wild swings in fi nancial markets at the peak of the crisis, just 14% of respondents said the volatility 
was ‘beyond anything I could have imagined’ while 28% said it was ‘within expected volatility’. Nearly 
half of the respondents (41%) believe that market volatility was merely ‘unusual’ compared with their 
‘worst-case scenario’ expectations. 

l Investors now realise there is no such thing as a ‘safe haven’: Perceived risk in all asset classes 
has increased and the `safe haven’ status of asset classes such as cash and fi xed income has been 
challenged. This has been the biggest shock for European investors – 65% of them feel bond investing 
has become riskier – as they traditionally have invested heavily in fi xed income, an area widely 
perceived to be less risky than most other asset classes.

Over half of respondents say they view investing in stocks, bonds, property, private equity and hedge 
funds as slightly or much riskier than before, with commodities being the slight exception: just 35% of 
respondents believe investing in commodities is slightly or much riskier than it used to be. 

Executive summary
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About this research 

This survey was conducted across Europe, and survey respondents 
break down as 58% fi nancial advisers, 19% corporate investors (CIOs, 
pension trustees, etc) and 23% private investors with a minimum of 
$5m in liquid assets. Some 86% of the fi nancial advisers canvassed 
are personally based in the UK, while 58% of the corporate investors 
are based in Germany and Italy. A third of the private investors are 
UK-based with a further 24% in Germany and Italy. 

Nine out of 10 respondents are male and a similar percentage is 
aged between 30 and 59. Some 58% of the private investors say the 
approximate value of their fi nancial assets, including all investments, 
cash, trusts, savings and pensions, is between $5m and $10m, with a 
further 27% having fi nancial assets of between $10m and $50m.

Almost three-quarters of the fi nancial advisers and half of the 
corporate investors work for companies with fewer than $1bn of 
assets under management while 77% of fi nancial advisers and 77% 
of corporate investors said their companies’ annual global revenues 
were $500m or less.

l British private investors believe they were less affected by the crisis than their continental 
counterparts: Less than a quarter of private investors in the UK (23%) say their investments suffered 
more or signifi cantly more than expected during the fi nancial crisis, compared to 43% of mainland 
European investors. No investors in the UK and just 5% in continental Europe say that all personal 
goals have been put at risk and 18% and 14% respectively say that some will not be achievable, but 
46% of UK investors say the crisis had very little or no impact on their goals, compared to 36% of 
continental Europeans. 

l Continental advisers believe the crisis affected their clients more than the clients themselves 
believe: Nine out of 10 of continental advisers believe the fi nancial crisis and subsequent recession 
mean either some personal goals will not be achievable by their typical client or those personal goals 
will be somewhat more diffi cult to achieve, while 64% of European private investors and 67% of 
corporate advisers say so. There is more correspondence between UK advisers and their private and 
corporate clients, with roughly six out of 10 of each saying that the crisis means that all or some goals 
will not be achieved or that they will be somewhat more diffi cult to achieve. 

l British private investors are more open to taking risk to achieve their investment goals than 
mainland European investors: Over a quarter (27%) of investors in the UK describe themselves as 
adventurous or somewhat adventurous, compared to just 9% of continental investors. Also, 64% of 
British investors agree or strongly agree that they are willing to choose high-risk investments in order 
to achieve high returns, compared to just 32% of European investors. Financial advisers concur that 
Europeans have become more risk adverse due to the crisis, with 88% of continental advisers agreeing 
or strongly agreeing, compared to 61% of British advisers. 

l Corporate and individual investors are fairly united in their perceptions of risk, but the views 
of fi nancial advisers differ signifi cantly: Investors tend to perceive investing in stocks, bonds and 
alternatives as much riskier than their advisers do. While 44% of advisers see investing in stocks as 
riskier than it used to be, 58% of corporate investors and 65% of private investors do. Views diverge 
sharply over commodities as well, with just 27% of advisers seeing them as riskier investments, 
compared to 46% of corporate investors and 49% of private investors. 
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l Corporate investors have further diversifi ed their asset mix in response to the crisis: Over three 
fourths of corporate investors on both sides of the Channel made their asset allocation more cautious 
due to the fi nancial crisis, and this trend has been more marked in the UK than mainland Europe. 
Even so, three-fi fths of continental corporate investors, compared with two-fi fths in the UK, now use 
a wider range of asset classes than they did 10 years ago to spread their risk. Over half of corporate 
investors have made long-term policy changes regarding their investments due to the fi nancial crisis. 

l Investment risk needs to be redefi ned and investors’ expectations need to be realigned with 
market conditions: The fi nancial crisis and subsequent market volatility have left investors in little 
doubt that investing and risk go hand in hand. But many fi nancial advisers believe their clients 
still have unrealistic expectations, with a third overall and over half of continental advisers saying 
their clients continue to expect complete protection from risk. More than half (69%) of the advisers 
surveyed believe that the designation of investment strategies and products as low or high risk needs 
to be reviewed in light of the fi nancial crisis.

l Investors are heavily infl uenced by the media: Despite their access to advice, over half of private 
and corporate investors say the fi nancial press is a major infl uence on their investment decisions. 
Investors also say they feel much more aware of the risks in fi nancial markets because of what they 
read in the press. 
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The fi nancial crisis and its aftermath have forced investors to reconsider their idea of ‘risk’ and their 
own risk appetite, as well as to rethink concepts such as the correlation between risk and investment 

returns. At the same time, the crisis has created a more pressing need for investors and their advisers to 
have as clear a picture as possible of the different kinds of risks they face, including ones that were rarely 
on their radars previously such as counterparty risk.

This report considers what risk is and how it can be measured, specifi cally addressing questions such 
as how investors assess their own risk profi le, what constitutes low and high risk, and the extent to which 
investors appreciate the connection between risk and return. It looks at how fi nancial intermediaries can 
help investors to understand risk and then help them choose appropriate investment strategies.

The report also examines the role of the media, particularly the fi nancial press, in shaping investors’ 
perceptions of risk and how the market volatility of the past few years has altered attitudes to particular 
asset classes. 

Redefi ning risk after the crisis
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Most respondents are unexpectedly stoic on how the market volatility caused by the fi nancial crisis 
compared with their ‘worst-case scenario’ expectations. Despite the astonishing sell-off in stocks 

and bonds, which saw a number of the major markets fall by more than 50% - the FTSE 100 fell 48%, the 
S&P 500 56% and the Nikkei 60% - only 14% of investors suggest the volatility was ‘beyond anything they 
could have imagined’ and another 17% described it as ‘once in a lifetime’. The lion’s share of investors, 
40% overall, considered it ‘unusual’, though corporate investors were notably more prepared, with 38% 
saying it was within expected volatility.

 

In many cases, the low percentage of respondents who were alarmed by the crisis could be ascribed to 
how well expectations have been managed by advisers. According to Alan Smith, managing director at 
fi nancial advice fi rm Capital Asset Management, the credit crunch was useful in reminding clients about 
the importance of time horizons in investment planning. “Looking at short-term returns when a client 
has a 40-year time frame is unhelpful,” he says. “For all clients, we updated the relevant fi gures and 
tried to put them in perspective. For example, they may have to work for another year, or increase their 
contributions slightly. Most clients were reassured by this.” 

Expectations on risk 

Beyond anything I could have imagined

Once in a lifetime

Unusual

Within expected volatility

How did the market volatility caused by the financial crisis compare with your “worst case scenario” expectations?
(%)

Private investor                Financial adviser (retail or institutional)                Corporate (CIO, pension trustee, etc)

Source: Economist Intelligence Unit, October 2010.

 14
 13
 18

 15
 18
 18

 49
 43
 26

 23
 26
 38
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If the message on imbalances in the global economy had not got through to investors before, it 
certainly has now. Around three-quarters of the respondents expect the world economy to grow very little 
in the short term, though some expect strong growth in emerging markets to somewhat cushion the blow 
of weak or no growth in industrialised economies. Continental European investors, perhaps worried by the 
sovereign debt problems many euro-zone countries are facing, are more pessimistic in their outlook. 

Strong growth

Low growth

A mix of strong growth in emerging markets and low growth in developed markets

Recession

Severe recession

What do you think is going to happen to the world economy in the near future?
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

 6
 9

 28
 46

 61
 37

 5
 6

1
 3
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The survey results indicate that the detailed press coverage of the fi nancial crisis and the doom-
mongering at the height of the crisis by several commentators may have further dented the confi dence 

of investors and forced many of them to reassess their risk profi le. The fi nancial pages of national 
newspapers are widely read, with 71% of UK-based respondents and 89% of those in mainland Europe 
reading them every week and 83% of all respondents regularly reading specialist fi nancial publications. 

In general, the fi nance professionals are less infl uenced by the media than the other groups surveyed 
for this study. Three-quarters of advisers say the press is not a signifi cant infl uence, while 55% of private 
investors and 53% of corporate investors say it is. 

 

Perceptions of different groups are more fi nely balanced on the type of coverage in the fi nancial press 
but only advisers – albeit by a small majority – agree that they do mainly see negative stories in the media. 
Nevertheless, the media clearly has a role to play in raising awareness of risk, with a majority of corporate 
and private investors saying they feel better informed about risk from reading the fi nancial press. 

 

The role of the fi nancial press 

Agree

Disagree

The financial press is a major influence on my investment decisions.
(%)

Private investor                Financial adviser (retail or institutional)                Corporate (CIO, pension trustee, etc)

Source: Economist Intelligence Unit, October 2010.

 55
 24
 53

 46
 76
 47

Agree

Disagree

I feel much more aware of the risks in financial markets because of what I read in the press.
(%)

Private investor                Financial adviser (retail or institutional)                Corporate (CIO, pension trustee, etc)

Source: Economist Intelligence Unit, October 2010.

 70
 42
 55

 30
 58
 46
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Market volatility has unquestionably changed the respondents’ views on the risks of investing in all 
the main asset classes although advisers and investors have had reacted differently. 

More survey respondents outside the UK than within have reviewed their views on risk related to equity 
and fi xed-income investment. 35% of respondents from the continent see stocks as much riskier than 
before, and 25% feel the same way about bonds. In the UK, only 14% of respondents think stocks are now 
riskier and 15% have the same opinion on bonds. 

Perceptions of asset class risk

I believe investing in stocks is much riskier than it used to be

I believe investing in stocks is slightly riskier than it used to be

My perception of the risk involved in investing in stocks is unchanged

I believe investing in stocks is less risky than it used to be

To what extent has the market volatility of the past few years affected your view of how 
risky it is to invest in stocks and shares?
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

 14
 35

 30
 27

 48
 36

 8
2

I believe investing in bonds is much riskier than it used to be

I believe investing in bonds is slightly riskier than it used to be

My perception of the risk involved in investing in bonds is unchanged

I believe investing in bonds is less risky than it used to be

To what extent has the market volatility of the past few years affected your view 
of how risky it is to invest in bonds?
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

 15
 25

 36
 40

 39
 25

 10
 10



Assessing and explaining risk
Investors’ expectations after the fi nancial crisis

© Economist Intelligence Unit Limited 20109

“The credit crunch showed up those who thought bonds were low-risk,” says Marcus Brookes, head 
of multi-manager at Cazenove Capital Management. “In fact, credit behaves more like equities than 
government bonds. Those who had a standard split of bonds, equities and property but were not 
diversifi ed by theme or macro driver suffered. Fixed income risk remains a thorny issue – the asset class 
moves so quickly and some funds will have a turnover of 30% or 40% in a month. Risk analysis is far harder 
in fi xed income.”

Hedge funds, whose role during the crisis has come in for intense scrutiny, have yet to win back the 
confi dence of many investors. Many investors have undoubtedly changed their views as the drivers of 
hedge fund returns were little understood prior to the crisis and transparency is now valued more. This 
is refl ected in the survey, with half of mainland European respondents and 24% of UK respondents now 
viewing them as much riskier. Cazenove’s Brookes says this is the one area of risk management where he 
has seen a big shift since the crisis: “We have been more cautious about hedge fund exposure. We will not 
invest in anything where we cannot see at all times where the managers are invested.” 

 

I believe investing in hedge funds is much riskier than it used to be

I believe investing in hedge funds is slightly riskier than it used to be

My perception of the risk involved in investing in hedge funds is unchanged

I believe investing in hedge funds is less risky than it used to be

To what extent has the market volatility of the past few years affected your view 
of how risky it is to invest in hedge funds?
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

 24
 50

 24
 20

 45
 24

 8
 6

I believe investing in bonds is much riskier than it used to be

I believe investing in bonds is slightly riskier than it used to be

My perception of the risk involved in investing in bonds is unchanged

I believe investing in bonds is less risky than it used to be

To what extent has the market volatility of the past few years affected your view 
of how risky it is to invest in bonds?
(%)

Private investor                Financial adviser (retail or institutional)                Corporate (CIO, pension trustee, etc)

Source: Economist Intelligence Unit, October 2010.

 20
 17
 26

 44
 36
 35

 30
 36
 27

 6
 11
 13
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Broadly speaking, fi nancial advisers are quite confi dent about their own views on asset-class risk. Around 
half claim their perception of the risks involved in investing in fi ve of the six asset classes remains unchanged 
despite the crisis and the subsequent market volatility. The one asset class where they have changed their 
minds is bonds, which half of advisers now see as slightly or much riskier than they did before.

A majority of corporate investors and private investors believe investing in both stocks and bonds is 
slightly or much riskier than it used to be, in spite of the bounce-back in asset prices during 2009 and 
2010. Property, not unsurprising given its role in fomenting the crisis, is also considered slightly or 
much riskier now. 

 

 

I believe investing in stocks is much riskier than it used to be

I believe investing in stocks is slightly riskier than it used to be

My perception of the risk involved in investing in stocks is unchanged

I believe investing in stocks is less risky than it used to be

To what extent has the market volatility of the past few years affected your view of how risky it is 
to invest in stocks and shares?
(%)

Private investor                Financial adviser (retail or institutional)                Corporate (CIO, pension trustee, etc)

Source: Economist Intelligence Unit, October 2010.

 33
 14
 36

 32
 30
 22

 27
 52
 36

 8
 5
 6

I believe investing in property is much riskier than it used to be

I believe investing in property is slightly riskier than it used to be

My perception of the risk involved in investing in property is unchanged

I believe investing in property is less risky than it used to be

To what extent has the market volatility of the past few years affected your view of how risky it is 
to invest in property?
(%)

Private investor                Financial adviser (retail or institutional)                Corporate (CIO, pension trustee, etc)

Source: Economist Intelligence Unit, October 2010.

 24
 22
 20

 35
 33
 35

 24
 41
 37

 17
 4
 7
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Interestingly, a signifi cant minority of respondents – 16% of fi nancial advisers, 16% of corporate 
investors and 20% of private investors – believe investing in commodities is actually less risky than it used 
to be. Meanwhile the risks associated with leverage and liquidity in private equity have given corporate 
investors a wake-up call, with 43% now seeing buy-out funds as much more risky. 

I believe investing in commodities is much riskier than it used to be

I believe investing in commodities is slightly riskier than it used to be

My perception of the risk involved in investing in commodities is unchanged

I believe investing in commodities is less risky than it used to be

To what extent has the market volatility of the past few years affected your view of how risky it is 
to invest in commodities?
(%)

Private investor                Financial adviser (retail or institutional)                Corporate (CIO, pension trustee, etc)

Source: Economist Intelligence Unit, October 2010.

 23
 9
 16

 26
 18
 29

 32
 57
 38

 20
 16
 16

I believe investing in private equity is much riskier than it used to be

I believe investing in private equity is slightly riskier than it used to be

My perception of the risk involved in investing in private equity is unchanged

I believe investing in private equity is less risky than it used to be

To what extent has the market volatility of the past few years affected your view of how risky it is 
to invest in private equity?
(%)

Private investor                Financial adviser (retail or institutional)                Corporate (CIO, pension trustee, etc)

Source: Economist Intelligence Unit, October 2010.

 24
 29
 43

 32
 23
 22

 36
 41
 30

 8
 8
 6



© Economist Intelligence Unit Limited 2010

Assessing and explaining risk
Investors’ expectations after the fi nancial crisis

12

Private investors

Investors in the UK have clearly had their share of worries, but confi dence has by no means collapsed. 
Investors have not seen the signifi cant drawdowns experienced by their neighbours on the continent. 

As such, private investors in the UK emerge as more adventurous than their mainland European 
counterparts. 

 

Very cautious

Cautious

Moderate

Somewhat adventurous

Adventurous

How would you describe your risk level when it comes to investing?
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

 5
 9

 27
 39

 41
 43

 18
 9

 9
0
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Risk profi ling on their own is the most common way for personal investors to determine their personal 
risk levels. The only other widespread method in the UK, chosen by 41% of respondents, is informal 
discussions with peers. While 39% of mainland European investors also used this method, it is less popular 
than risk profi ling conducted by their adviser (41%). 

The approach of Smith from Capital Asset Management to determining risk levels is typical of the 
UK fi nancial planner. “We examine two areas of risk for clients – how much risk they can comfortably 
experience and how much they need to take,” he says. “Initially, we examine how the client is currently 
positioned in terms of investment, savings and pension provision. Then the adviser will examine a client’s 
lifestyle goals. We also look a client’s capacity to accept risk and the extent to which they can tolerate 
market volatility.” 

There is some disparity in the way UK and mainland European advisers explain the concept of 
investment risk to private investors. UK investors say their advisers use risk metrics, historic examples and 
connecting potential losses and gains to individual goals. In mainland Europe, however, the most popular 
method, according to 36% of investors, was detailing the worst-case scenario for different investment 
strategies. This method – focusing on drawdown – is very much the approach of multi-family offi ce Sand 
Aire (see case study). It is an approach typically used for capital preservation strategies rather than 
capital accumulation strategies, which confi rms the importance of risk-minimising strategies amongst 
continental advisers and investors. 

Risk profiling (online or other) taken on own

Discussion with my financial adviser

Informal comparison with my peers

Risk profiling (online or other) conducted by financial adviser

Psychometric analysis conducted by financial adviser

None of the above

How did you determine what your risk level is?
(%)

Source: Economist Intelligence Unit, October 2010.

 58

 49

 39

 33

 14

 11
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Respondents were given a number of scenarios to investigate their attitude to risk. Around two-fi fths of 
both UK and European investors view investment as a long-term activity, even if they see losses. However, 
while 36% of continental investors tend not to avoid asset types in which they have lost money in the 
past, only 22% of UK investors feel sure that, once bitten, they would not turn shy. 

 

Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

Even if I see losses in an investment, I continue to see investing as a long-term activity. 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

 23
 25

 59
 55

 5
 11

 9
 5

 5
 5

Gave historic examples

Used risk metrics such as tracking error, Sharpe ratio, standard deviation

Detailed the worst case scenario for different investment strategies

Gave monetary losses/gains that could result from different hypothetical market situations

Connected potential losses/gains to individual goals (ie, “if x happens, you will have y less money per year in retirement”)

I don’t remember

If you use a financial adviser, how did your adviser explain the concept of investment risk, 
including the relationship between risk and return? 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

 41
 32

 46
 30

 23
 36

 23
 32

 41
 32

 14
 16
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CASE STUDY: Multi-family offi ce—Sand Aire 

Capital preservation through tactical 
asset allocation 

Multi-family offi ce Sand Aire’s client base comprises 14 
wealthy families and endowments, and its clients tend 
to have very long-term objectives that focus on capital 
preservation rather than accumulation. They want 
sensible growth without excessive risk and so having 
money in the right asset class at the right time in the 
cycle is crucial.

Simon Paul, the group’s head of client services, says 
that the fi rm’s view is that the only way to make money 
over the longer term is to be active in asset allocation 
– to reduce exposure at times when the market is high 
and increase it at times when the market is low. When 
a client approaches the group, it spends a long time 
judging their appetite for risk. Often the starting point 
is the client’s unwillingness to lose any cash and the 
group will clearly explain any asset outside cash carries 
a risk of losing money.

The group invests across seven asset classes—
cash, fi xed income, equity, private equity, 
property, commodities and a catch-all class 
termed ‘unconstrained’. It does not separate out 
‘alternatives’—for example, if it invests in a long/short 
equity fund, it will include this under its equities 
allocation.

Based on discussions with the client, the group will 
model a portfolio with an allocation across the seven 

asset classes. For the very risk-averse, this will likely 
include cash, fi xed income and the unconstrained 
style. The group’s model back-tests this against historic 
returns and it brings out a maximum drawdown level. 
This is the typical loss that can be expected from top to 
bottom were the client unlucky enough to invest at the 
top and ride it all the way down.

In this, Paul says the group aims to give the client 
a worst-case scenario, believing “drawdown is a more 
important test of risk than short-term volatility. From 
there, we will adjust the asset allocation to bring it 
closer to the client’s tolerance level.”

Risk analysis based on historic fi gures necessarily 
has its limitations. For example, when the group used 
the model in 2006–07 it obviously did not anticipate 
the horrendous drawdowns of 2008 and fi gures 
therefore looked better than they would do today. Paul 
concedes “the system is not perfect, but we use the 
model conservatively and were generally happy with 
how our risk analysis held up during the crisis”.

Over the past two years, the group has become more 
active in tactical asset allocation. Paul says: “The aim is 
for this to have a meaningful impact on returns rather 
than being limited to a few percentage points here or 
there. If an asset is overvalued, making small changes 
will not protect the portfolio.”

For each client, the group has a completely neutral 
allocation as well as a minimum and maximum level in 
each asset class, which are managed round the central 
risk position. This gives the acceptable risk for bull 
and bear cases and the client knows at all times the 
framework within which their money will be invested.
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On the other hand, UK investors are twice as willing to choose high-risk investments in the hunt for 
high returns, with 64% saying they would, compared with 32% of mainland European investors. As we saw 
earlier, more UK than European investors would term themselves ‘adventurous’ and quantify their risk in 
terms of the returns they hope to achieve rather than the drawdowns they need to protect against. 

 

Both sets of investors display a similar level of equanimity at the prospect of short-term 
underperformance – 55% of UK investors and 50% of continental investors would change neither their 
investment strategy nor their adviser if their portfolio performed badly for a short period. However, asset 
fl ows still run substantially with performance, suggesting otherwise. 

Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

I tend to avoid investing in asset types in which I’ve lost money in the past. 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

 9
 23

 27
 21

 41
 21

 18
 32

 5
 5

Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

In order to achieve high returns, I am willing to choose high-risk investments. 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

 5
 7

 59
 25

 23
 25

 14
 32

0
 11
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Mainland European investors tend to value consistency more than UK investors, which could go some 
way to explaining why they also believe their portfolios have suffered more during the crisis. Some 43% of 
investors on the continent say their investments suffered more or signifi cantly more than they expected, 
compared with 23% of UK investors. Again, this could be as a result of the unexpected volatility in bond 
markets and general risk aversion among continental European investors. 

 

Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

I would change my investment strategy or adviser if my portfolio performed badly for a short period. 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

 9
 11

 14
 18

 23
 21

 41
 43

 14
 7

Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

I prefer to participate in market downturns and upswings rather than receive more consistent annual returns. 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

 5
 14

 27
 25

 41
 18

 27
 36

0
 7
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Similarly, while over half of UK investors and two-thirds of mainland European investors say the 
fi nancial crisis and subsequent recession mean either some personal goals will not be achievable or 
personal goals will be somewhat more diffi cult to achieve, one in 20 continental investors say all personal 
goals have been put at risk but no UK investors go that far. A fortunate 46% of UK investors say they have 
felt very little or no impact from the fi nancial crisis and recession compared with 36% on the continent. 

 

My investments suffered significantly more than expected

My investments suffered more than expected

My investments suffered as expected

My investments suffered less than expected

My investments suffered significantly less than expected

My investments did not suffer

During the recent financial crisis, how did your own experience (ie, how the crisis affected your investments) 
compare to your expectations? 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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All personal goals have been put at risk

Some personal goals will not be achievable

Personal goals will be somewhat more difficult to achieve

Very little impact

No impact

To what extent has the financial crisis and subsequent recession affected you? 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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E ither their methods have changed in recent years or there are gaps between how fi nancial advisers 
discuss risk with their clients and how their clients remember these discussions. While 57% of 

advisers on the continent say discussing personal goals and timeframes is the main way they determine 
a client’s risk level, the most popular method in the UK, at 39%, is risk profi ling, which chimes less with 
the experience of private investors outlined above, as just 18% of UK private investors say their adviser 
conducted a risk profi le assessment.

 

Similarly out of line is the claim by 83% of mainland European advisers that they use historic examples 
to explain the concept of investment risk to a client, as is the 29% of UK advisers who use risk metrics, 
with just 32% of European private investors and 46% of UK private investors agreeing with their 
respective advisers. However, the most popular method among UK advisers – that of connecting potential 
losses and gains to individual goals – is more closely aligned to the recollections of private investors. 

Financial advisers

Discussion of personal goals and time frames, as well as flexibility in meeting those goals on schedule

Risk profiling

Psychometric analysis

Other

What is the main way you determine a client’s risk level? 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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European advisers claim to use more sophisticated methods for explaining risk than their UK 
counterparts but with the main method being giving historical examples, this clearly was not suffi cient to 
prepare their investors for the volatility seen during the crisis. As is well-known, ‘past performance is no 
guide to the future ‘ so the widespread use of historic examples perhaps explains why private investors’ 
expectations were so out of line when they were faced with unprecedented volatility.

The same proportion (37%) of UK and mainland European advisers use set asset allocation strategies 
for different risk profi les but while UK advisers are more likely to modify such strategies slightly for a 
client’s individual circumstances (49% versus 42%), their continental counterparts prefer bespoke client 
portfolios (21% versus 14%). The most popular frequency for a reassessment of a client’s risk levels on 
both sides of the Channel is once a year. 

 

Give historic examples

Use risk metrics such as tracking error, Sharpe ratio, standard deviation

Detail the worst case scenario for different investment strategies (VaR)

Give monetary losses/gains that could result from different hypothetical market situations

Connect potential losses/gains to individual goals (ie, “if x happens, you will have y less money per year in retirement”)

How do you explain to a client the concept of investment risk, including the relationship between risk and return? 
(%)

Source: Economist Intelligence Unit, October 2010.

UK                Mainland Europe
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 35
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 43
 54

 52
 42

Yes

Yes, then modify slightly for the client’s individual situation

No, all client portfolios are bespoke

Do you use set asset allocation strategies for different risk profiles (ie, one for cautious investors, 
another for adventurous investors, etc)? 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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Some 61% of UK advisers have seen their clients become much more risk-averse due to the fi nancial 
crisis and that fi gure rises to 88% in mainland Europe, which is refl ected in the greater numbers of 
European private investors who now describe themselves as cautious or very cautious (48% compared to 
32% of UK investors). Similarly, 65% of UK advisers and 88% of continental advisers say clients are now 
more likely to ask about the risk involved with different investment strategies and products. In light of 
this, the belief of 68% of UK advisers and 75% of continental advisers that the designation of investment 
strategies and products as low- or high-risk needs to be reviewed is perhaps understandable. 

 

With every review of their portfolio

Annually

Every few years

When there has been a major change in individual circumstances

Every 10 years

Never

With long-term clients, how often do you reassess their risk level? 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

I have seen my clients become much more risk averse due to the financial crisis. 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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The more cautious outlook of mainland European investors is again illustrated by half of continental 
advisers now feeling their clients expect them to protect them completely against risk, compared with 
31% in the UK. This is certainly a starting point for Sand Aire. “Many of our clients come to us saying they 
don’t want to lose any money,” says Simon Paul, the group’s head of client services. “We say that if this is 
the case, we cannot do anything outside a cash portfolio. Risk means the potential to lose money.” 

Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

Clients are now more likely to ask about the risk involved with different investment strategies and products. 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

The designation of investment strategies and products as low or high risk needs to be reviewed 
in light of the financial crisis.
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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Nine out of 10 of continental advisers believe the fi nancial crisis and subsequent recession mean either 
all or some personal goals will not be achievable by their typical client or those personal goals will be 
somewhat more diffi cult to achieve. The corresponding fi gure for their UK counterparts is six out of 10. 
Smith’s experience is informative – he suggests his clients have been reassured by realising the credit 
crunch, in general, has meant making only minor adjustments in their long-term fi nancial plan. 

 

Meanwhile two-fi fths of UK advisers believe the fi nancial crisis and recession will have very little or no 
impact on their typical client, compared with just one adviser in 25 on the continent. The latter fi gure is 
strikingly different from the client experience detailed above and suggests more client communication is 
necessary on the part of continental European advisers.

Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

I feel my clients expect me to protect them completely against risk.
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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All personal goals have been put at risk

Some personal goals will not be achievable

Personal goals will be somewhat more difficult to achieve

Very little impact

No impact

To what extent has the financial crisis and subsequent recession affected your typical client?
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.

  1
 8

 20
 46

 40
 42

 36
 4

 3
0



© Economist Intelligence Unit Limited 2010

Assessing and explaining risk
Investors’ expectations after the fi nancial crisis

24

Chief investment offi cers have the biggest infl uence over the level of risk taken in their company, 
according to 77% of continental corporate investors. While 88% of UK corporate investors agree CIOs 

have the most infl uence, the same percentage adds investment managers into the mix too. In practice, 
however, as the Towers Watson case study shows, pension scheme trustees can have a huge say in 
determining the risk profi le, so their infl uence is still strong. 

 

Corporate investors

Scheme actuary

Scheme trustees

External adviser/consultant

Chief investment officer

Investment manager

Who has the biggest influence over the level of risk taken? 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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UK corporate investors are clear on the main factor determining asset allocation, with risk profi le 
weighted at 50%. This is also the key factor for mainland European corporate investors although it 
receives only a 29% weighting and is followed by the company’s fi nancial position (20%) and actuarial 
projections and long-term projections of asset class returns (19% each). The most popular frequency for 
reassessing the risk profi le for all corporate investors is at least once a year. 

 

 

Risk profile

Actuarial projections

Long-term projections of asset-class returns

Company’s financial position

Inflation forecasts

Government regulations/requirements

Historical performance

Please weight the impact each of the factors below has on your asset allocation from 0% to 100%.  
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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At least once a month

At least once every 3 months

At least once a year

At least once every 3 years

Approximately once every 5 years

Approximately once every 10 years

When there has been a major change to the company/fund or in economic situation

How often is the risk profile reassessed?  
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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Drilling down into current asset allocation, UK corporate investors have a much greater exposure 
to equities than their continental counterparts but similar bond exposure. They have greater property 
exposure too but no allocation to commodities, compared with 14% for mainland Europe. The UK cash 
allocation is almost half that of the continent, implying UK investors are taking a more active approach 
and prefer to be fully invested. 

 
Equities

Bonds

Commodities

Property

Other non-cash alternatives

Cash

What is your current asset allocation from 0% to 100%?  
UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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CASE STUDY: Corporate investment 
consultant—Towers Watson 

Creating an investment ‘journey plan’  

Towers Watson begins its risk assessment process 
with an examination of three factors: target, time to 
target and risk tolerance. The higher the target or the 
shorter the time to the target, the higher investment 
returns or contributions are required; the lower the risk 
tolerance, the lower the expected returns. This helps 
create a ‘journey plan’. 

Alasdair Macdonald, senior investment consultant, 
says that this journey plan will be set by the trustees in 
consultation with Towers Watson. He says: “It is a ‘map’ 
looking at how the solvency level is likely to develop 
over a period of time. A risk budget for the pension 
scheme will be agreed with the sponsoring company 
and we will then fi nd an investment strategy to meet 
that risk budget.” 

In defi ned benefi t schemes, the strength of the 

company will also infl uence the ‘time to target.’ 
So, for example, a BBB-rated sponsor might target 
self-suffi ciency (i.e. the point at which the scheme no 
longer needs support from the sponsor) by year seven. 
The schemes will always consider the likely funding gap 
in the event of fi nancial diffi culties by the sponsoring 
company. If the sponsor defaults, the scheme assets 
become of key importance. As such, MacDonald says he 
will always consider the correlation of the underlying 
assets to the default of the sponsor. 

At each stage in the journey plan, actions will 
be taken to lock in gains and therefore improve the 
schemes’ security if it is ahead of target. If it is behind 
target, there will be adjustments as well. 

The credit crisis has derailed a number of these 
journey plans and upset risk budgets. It has increased 
the size of funding defi cits and it has made defaults 
among the sponsors more likely. The high market 
uncertainty has also meant that expected investment 
returns have had to be lowered, leaving more pressure 
on other areas.
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While the majority of corporate investors on both sides of the Channel have changed their asset 
allocation as their perspective on what is risky has changed since the fi nancial crisis, this has been 
more marked in the UK than mainland Europe. The main change has been the use of a wider range of 
asset classes, which is to be expected after the fi nancial crisis highlighted the limitations of investing 
predominantly in stocks and bonds. However European corporate investors were more likely to agree 
that they now use a wider range of asset classes than they did 10 years ago in order to diversify risk 
(62% compared to 43% of UK corporate investors). Alasdair Macdonald, senior investment consultant at 
pensions consultant Towers Watson, says in many cases he has had to agree a more dynamic model with 
sponsors to ensure improved adaptability to market conditions (see case study). 

 

Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

Our asset allocation has changed since the financial crisis because our perspective 
on what is risky has changed. 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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Strongly agree
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Disagree
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We now use a wider range of asset classes than we did 10 years ago in order to diversify risk.  
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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Some 86% of UK corporate investors say actuarial risk is now a bigger concern for them than 
investment risk, compared with 51% in mainland Europe, while asset allocation was made more cautious 
during the fi nancial crisis, according to 86% of UK corporate investors and 74% on the continent. 
Both of these developments are likely to have ramifi cations for both long-term projections and actual 
performance of client portfolios. 

 

 

Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

Actuarial risk is now a bigger concern than investment risk. 
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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Strongly agree
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Our asset allocation was made more cautious during the financial crisis.
(%)
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Source: Economist Intelligence Unit, October 2010.
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In turn, the fi nancial crisis has led to long-term policy changes regarding their investments for 57% of 
UK corporate investors and 49% of their mainland European counterparts. For the time being, however, 
43% of UK and 58% of continental corporate investors say the fi nancial crisis and subsequent recession 
mean either some corporate goals will not be achievable or goals will be somewhat more diffi cult to 
achieve. Some 43% of UK corporate investors believe the fi nancial crisis and recession will have very little 
or no impact on them, compared with a third on the continent. 

 

 

Strongly agree

Agree

Neither agree nor disagree

Disagree

Strongly disagree

We have made long-term policy changes regarding our investments due to the financial crisis.
(%)

UK                Mainland Europe

Source: Economist Intelligence Unit, October 2010.
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Goals will be somewhat more difficult to achieve

Very little impact

No impact

To what extent has the financial crisis and subsequent recession affected your company’s investments?
(%)
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Source: Economist Intelligence Unit, October 2010.
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Investors are now very aware that investing and risk go hand in hand, as evidenced by their views on 
different asset classes show. However, there is still a confl ict between their desire for protection from 

risk and the knowledge that taking risk is necessary in order to achieve returns. Financial advisers have 
shown awareness of this confl ict, and have expressed their own concerns that the designation of what is 
high or low risk needs to be re-evaluated in light of the fi nancial crisis. 

UK investors remain more prepared than their continental counterparts to take on investment risk 
and this appears to have some correlation with their expectations as to how different asset classes would 
perform through the recent market volatility. Many mainland European investors were surprised by 
the risks inherent in different asset classes, and by the effect of the crisis on their own portfolios. The 
swings of the fi xed income market were particularly surprising for European investors, who have typically 
invested more heavily in this area in the belief that it would not be as volatile as other asset classes. 

There is also a disparity between the make-up of UK and mainland European corporate portfolios, 
with UK corporates more heavily invested in equities and with lower levels of cash holdings than their 
European counterparts. As UK corporates say their risk profi le has more of an impact on their asset 
allocation, this suggests corporate investors are also re-evaluating what is high or low risk. 

While this may seem counterintuitive, it is likely a refl ection of the fact that investors now realise there 
are no ‘safe’ investments and avoiding certain asset classes does not avoid risk. Risk cannot be avoided 
but it can be managed, for example through diversifi cation, and it can be better understood. If higher 
volatility is the ‘new normal’, investors and advisers must work together to evaluate the fundamentals of 
risk and apply this understanding to their investments. 

Conclusion



Whilst every effort has been made to verify the accuracy 
of this information, neither the Economist Intelligence 
Unit Ltd nor the sponsors of this report can accept any 
responsibility for liability for reliance by any person 
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conclusions set out herein.Co
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Goldman Sachs was founded in 1869 and has since established a reputation as a pre-eminent global 
investment bank and securities fi rm. Established in 1988, Goldman Sachs Asset Management (GSAM) 
offers the best of both worlds: the resources of a large fi rm complemented by the focus of a specialist. 
With US$ 676.9 bn1 in assets under management, GSAM is ranked among the top 10 asset management 
fi rms globally2.

With over 1,700 professionals based in 29 locations around the world3, GSAM is one of the market 
leaders in risk budgeting and risk optimization and its experienced investment teams offer a broad range 
of competitive products across asset classes, regions and the risk spectrum. 

www.gs.com/gsam

Data as of June 30th 2010
1 Firmwide AUM includes assets managed by GSAM and its investment advisery affi liates.
2 Ranking for Goldman Sachs Group, Inc., includes GSAM, PWM and Merchant Banking 2009 year-end assets. 

Ranked 9th in Total Assets Worldwide. Pensions&Investments, June 2010. 

3 Refl ects number of cities where GSAM professionals are based around the world
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