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SOLUTION
Parametric offers an overlay program 
that can be used for plan expenses 
and to rebalance a portfolio back to 
the policy targets.

CHALLENGE
Could an investor maintain 
sufficient liquidity during  
market stress?

RESULTS
The investor wasn’t forced to 
sell assets at a discount and 
remained on target.

Challenge
One of the major concerns for an institutional investor is maintaining sufficient liquidity 
in their portfolio during periods of high volatility and market stress. During the market 
volatility caused by the COVID-19 pandemic, for example, an institutional client was 
challenged to raise cash for ongoing plan obligations (such as benefit payments and capital 
calls). At the same time, there was a desire to rebalance the portfolio out of asset classes 
that were overweight to their policy target (such as fixed income) and into asset classes 
that were underweight (such as equities).

The problem this investor faced during this time was that the institution’s desired source 
of liquidity was the fixed income market, which at the time was strained from a liquidity 
perspective. Investors who chose to sell fixed income exposure were often forced to do so in 
illiquid markets in which assets were sold at steep discounts. During the COVID-19 pandemic, 
this had a negative effect on portfolio returns. However, equities were a good target for 
liquidity because they remained relatively liquid during this period of market stress. 

Solution
Parametric recommended an overlay program, which allowed the client to raise cash  
from the most liquid portion of their portfolio to use for plan expenses and to rebalance 
the portfolio back to policy targets.

While counterintuitive at first, the solution allowed the client to sell physical equities to raise 
liquidity for ongoing cash needs and to fund a rebalancing overlay. It may appear that this 
left the client with a more severe underweight to equities, but the overlay program used this 
cash not only to replace the equity exposure that was sold but also to rebalance the overall 
portfolio exposures back to target. As a result, the client was in a position to both create 
sufficient liquidity and maintain their desired asset allocation.

The solution allowed 
the client to sell physical 
equities to raise liquidity 
for ongoing cash needs.

Investors who chose to 
sell fixed income exposure 
were often forced to do so 
in illiquid markets.
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Securities and Exchange Commission under the 
Investment Advisers Act of 1940. Parametric is a 
leading global asset management firm, providing 
investment strategies and customized exposure 
management directly to institutional investors and 
indirectly to individual investors through financial 
intermediaries. Parametric offers a variety of 
rules-based investment strategies, including alpha-
seeking equity, fixed income, alternative, and options 
strategies. Parametric also offers implementation 
services, including customized equity, traditional 
overlay, and centralized portfolio management. 
Parametric is a wholly owned subsidiary of Eaton 
Vance Corp. and offers these capabilities through 
offices located in Seattle, Boston, Minneapolis, New 
York City, and Westport, Connecticut. 

This material may not be reproduced, in whole or 
in part, without the written consent of Parametric. 
Parametric and its affiliates are not responsible for 
its use by other parties.

This information is intended for informational 
purposes and details investment strategies and 
opportunities identified by Parametric. Opinions 
and estimates offered constitute our judgment 
and are subject to change without notice, as are 
statements of financial market trends, which are 
based on current market conditions. We believe 
the information provided here is reliable, but do not 
warrant its accuracy or completeness. This material 
is not intended as an offer or solicitation for the 
purchase or sale of any financial instrument. The 
views and strategies described may not be suitable 
for all investors. Past performance is not indicative 
of future results. Investing entails risks and there 

can be no assurance that Parametric will achieve 
profits or avoid incurring losses. Parametric does 
not provide legal, tax, or accounting advice or 
services. Clients should consult with their own 
tax or legal advisor prior to entering into any 
transaction or strategy described herein. Additional 
information is available on request.
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The client sidestepped  
the negative effects  
of selling assets at  
a discount.

Results
During the COVID-19 pandemic, a number of institutional investors—much like  
this client—made smart use of an overlay program and found themselves able to  
generate liquidity to rebalance their portfolio in a way they may not have been able  
to independently. By selling out of liquid asset classes, the client sidestepped the  
negative effects of selling assets at a discount and instead remained on target. 

Portfolio asset mix with overlay

The scenario presented is hypothetical and is presented for illustrative purposes. It does not reflect the experience of any specific investor. All investments are 
subject to risks, including the risk of loss.
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