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This paper examines popular advice on portfolio allocation among cash, bonds, and

stocks. It documents that this advice is inconsistent with the mutual-fund separation

theorem, which states that all investors should hold the same composition of risky assets.

In contrast to the theorem, popular advisors recommend that aggressive investors hold a

lower ratio of bonds to stocks than conservative investors. The paper explores various

possible explanations of this puzzle. It concludes that the portfolio recommendations can

be explained if popular advisors base their advice on the unconditional distribution of

nominal returns. It also finds that the cost of this money illusion is small, as measured by

the distance of the recommended portfolios from the mean-variance efficient frontier.

Download a PDF

Information on access

Working Papers

An Asset Allocation Puzzle

https://www.nber.org/
https://www.nber.org/people/niko_canner
https://www.nber.org/people/gregory_mankiw
https://www.nber.org/people/david_weil
https://twitter.com/intent/?text=An%20Asset%20Allocation%20Puzzle&url=https://www.nber.org/papers/w4857
https://www.linkedin.com/sharing/share-offsite/?url=https://www.nber.org/papers/w4857
https://www.facebook.com/sharer/sharer.php?u=https://www.nber.org/papers/w4857
https://bsky.app/intent/compose?text=An%20Asset%20Allocation%20Puzzle+https://www.nber.org/papers/w4857
https://www.threads.net/intent/post?text=An%20Asset%20Allocation%20Puzzle&url=https://www.nber.org/papers/w4857
mailto:?subject=An%20Asset%20Allocation%20Puzzle&body=https://www.nber.org/papers/w4857
https://www.nber.org/papers/w4857
https://www.nber.org/system/files/working_papers/w4857/w4857.pdf
https://www.nber.org/subscribe
https://www.nber.org/papers


Published Versions
American Economic Review, Vol. 87 (March 1997): 181-191. citation courtesy of 

Related
TOPICS Financial Economics

Portfolio Selection and Asset Pricing

PROGRAMS Asset Pricing

Monetary Economics

Acknowledgements and Disclosures

Citation and Citation Data

In addition to working papers, the NBER disseminates affiliates’ latest

findings through a range of free periodicals — the NBER Reporter, the

NBER Digest, the Bulletin on Health, and the Bulletin on

Entrepreneurship — as well as online conference reports, video

lectures, and interviews.

More from the NBER

http://ideas.repec.org/a/aea/aecrev/v87y1997i1p181-91.html
https://ideas.repec.org/
https://www.nber.org/topics/financial-economics
https://www.nber.org/taxonomy/term/526
https://www.nber.org/programs-projects/programs-working-groups/asset-pricing
https://www.nber.org/programs-projects/programs-working-groups/monetary-economics
https://www.nber.org/papers
https://www.nber.org/reporter
https://www.nber.org/digest
https://www.nber.org/bulletin-health
https://www.nber.org/bulletin-entrepreneurship
https://www.nber.org/conferences
https://www.nber.org/research/lectures
https://www.nber.org/research-spotlights


2025, 17th Annual Feldstein Lecture, N. Gregory Mankiw," The Fiscal Future"

FELDSTEIN LECTURE

PRESENTER: N. GREGORY MANKIW

N. Gregory Mankiw, Robert M. Beren Professor of Economics at Harvard University,

presented the 2025 Martin Feldstein...

2025, Methods Lecture, Raj Chetty and Kosuke Imai, "Uncovering Causal Mechanisms:
Mediation Analysis and Surrogate Indices"

https://www.nber.org/research/videos/2025-17th-annual-feldstein-lecture-n-gregory-mankiw-fiscal-future
https://www.nber.org/people/gregory_mankiw
https://www.nber.org/research/videos/2025-methods-lecture-raj-chetty-and-kosuke-imai-uncovering-causal-mechanisms-mediation-analysis-and


National Bureau of Economic Research

Contact Us 

1050 Massachusetts Avenue 

Cambridge, MA 02138 

617-868-3900 

info@nber.org 

webaccessibility@nber.org

METHODS LECTURES

PRESENTERS: RAJ CHETTY & KOSUKE IMAI

SlidesBackground materials on mediationImai, Kosuke, Dustin Tingley, and Teppei

Yamamoto. (2013). “Experimental Designs...

2025, International Trade and Macroeconomics, "Panel on The Future of the Global Economy"

PANEL DISCUSSION

PRESENTERS: OLEG ITSKHOKI, PAUL R. KRUGMAN & LINDA TESAR

Supported by the Alfred P. Sloan Foundation grant #G-2023-19633, the Lynde and Harry

Bradley Foundation grant #20251294...

https://www.nber.org/contact-nber
tel:+16178683900
mailto:info@nber.org
mailto:webaccessibility@nber.org
https://www.nber.org/people/raj_chetty
https://www.nber.org/people/kosuke_imai
https://www.nber.org/research/videos/2025-international-trade-and-macroeconomics-panel-future-global-economy
https://www.nber.org/people/oleg_itskhoki
https://www.nber.org/people/paul_krugman
https://www.nber.org/people/linda_tesar


Accessibility Policy

Diversity Policy

Privacy Policy

FOLLOW

© 2026 NATIONAL BUREAU OF ECONOMIC RESEARCH. ALL RIGHTS RESERVED.

H O M E PAG E

https://www.nber.org/about-nber/website-accessibility-policy
https://www.nber.org/nber-diversity-policy-statement
https://www.nber.org/about-nber/nber-website-privacy-policy
https://twitter.com/nberpubs
https://www.linkedin.com/company/national-bureau-of-economic-research
https://bsky.app/profile/did:plc:v7wvtabl4o6u5f426wqncxcu
https://www.threads.net/@nber_pubs
https://www.facebook.com/pages/National-Bureau-of-Economic-Research/115165771829285
https://www.youtube.com/nbervideos
https://www.nber.org/

