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Diversify:
A Diversified portfolio 
of investments may allow 
for more consistent returns
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Sticky Note
Hello this is Steve Juley welcome back. If you’re returning to this series of how to build financial independence. We are on page 2 and the title is diversified. We don’t want to put all our eggs in one basket. It’s too risky. If we properly diversify our investments and assets, the chance for us to get consistent returns over time increases.  So, what we like to do in financial planning is not just plan for the next few days, months, or years, but plan over a long period of time. Which makes consistent returns important. 
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Asset 
Allocation

93.6%

6.4%

Determinants of portfolio performance 

Market timing 1.8%
Security Selection 4.6% 

Source: 1986 Brinson, Hood, and Beebower's study (also known as "Determinants of Portfolio Performance")
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Sticky Note
In 1986 there was a well-known study named The Brinson Study, which was conducted by a group including Gary P. Brinson, Randolph Hood, and Gilbert L. Beebower.  They were able to conclude that almost 94% of a portfolio’s performance can be attributed to asset allocation.  In other words, the study determined that investment success is caused more by being in the the right type of investment during a given time period than any other factor. Including market timing and security selection. 
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Consider fund investment styles

Style Box for Stock Mutual Funds

Large Cap

Mid Cap

Small Cap

Value 
Stocks

Value/ 
growth 
Stocks

Growth 
Stocks

Source: Morningstar.com
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Sticky Note
A useful tool to help us figure out what our asset allocation is made up of is something Morningstar put together. It’s called a Morningstar style box. It involves large cap (large companies) mid-sized, and small. Now there are value stocks, a blend of value and growth, or growth stocks. This is what this box tries to help us determine.  If we look at the dark blue, it says it’s shows if mid-sized companies are in our asset allocation, they are a blend of both value and growth. Value tends to be companies that don’t grow as fast but pay dividends.  Growth companies tend to be more focused on earnings and tend not to pay dividends. An example of a large value company would be Coco Cola. Generates goods returns but pay nice dividends.  An example of a large growth company would be Microsoft, they tend to focus more on earnings, don’t pay a huge dividend, and focus on growth. 
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The Value of a Diversified Approach

Annual returns 
for key indices
ranked in order 
of performance
(2011-2020)

The table highlights the uncertainty of inherent in all capital markets.  
Rankings change every year.  Data as of August 2021
S&P 500 includes dividends
Source: Wikipedia for Dow Jones Industrial Average, S&P 500, 
Nasdaq Composite, Russell 2000, MSCI.com, 
Bloomberg Barclays from Morningstar

cakur
Sticky Note
We talked about the diversified approach before and how we don’t want to put all our eggs in one basket.  This particular chart, kind of looks like a periodic table. It’s annual returns for key indices ranked in order of performance.  Goes from 2011 through 2020.  As you can see, each one of these different colored squares represents a different stock or bond index. No one index won the horse race every year.  If you take one thing from this chart, is to say you need to be able to allocate among different indices and stocks.  This will help to minimize risk over the long haul.  
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Asset Allocation Questionnaire
If you would like to see where you rank, 

use the asset allocation questionnaire available on the webinar page.
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Sticky Note
If you want to see where your risk tolerance is and where you rank, please go to the asset allocation questionnaire available on our webinar page.
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Potential Allocation Based on Risk Tolerance

Cash/Money Market

Intermediate Term Bond

High Yield Bond

Real Estate Investment Trust (REIT)

Aggressive

Large Cap Value

Large Cap Growth

Mid Cap Value

Mid Cap Growth

Moderate

Small Cap Value

Small Cap Growth

International

While diversification through an asset allocation strategy is a useful technique that can help to manage overall portfolio risk and volatility,
there is no certainty or assurance that a diversified portfolio will enhance overall return or outperform one that is not diversified.

Conservative
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Sticky Note
If you did fill out the questionnaire, and even if you didn’t, here’s an example based on how you scored on the questionnaire of 3 different portfolios. One conservative, one moderate, and one aggressive. We won’t get bogged down on specific percentages. For example, conservative the essence of this makeup, 80% midterm bonds, short term bonds as well cash, with 20% in stocks. For moderate 60% stocks and the rest (40%) would be bonds and cash.  Then there’s aggressive. Aggressive is 80-100% stocks and if it’s 80% the rest would be in bonds and cash. We hope this helps you understand different types of asset allocation. 
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Using the Bucket Approach to Manage Risk

Now 
Money

Later 
Money

Much Later 
Money

Allocating money based on when you need it

Conservative
Investment Mix

To ensure 
“now income”

Moderate 
Investment Mix

Aggressive
Investment Mix

To allow for
growth long-term

Important Points to Remember
Different allocations may make sense for 
different time frames

While diversification through an asset allocation strategy is a useful technique that can help to manage overall portfolio risk and volatility,
there is no certainty or assurance that a diversified portfolio will enhance overall return or outperform one that is not diversified.
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Sticky Note
This is the bucket approach.  On the last page we saw the money in our portfolios divided into percentages of stocks and bonds whether conservative, moderate, or aggressive. Another way to manage risk is to divide the portfolio into different time periods.  With the three buckets here, for the sake of an example, you put 5 years of living expenses into the now money bucket.  Then another five years into the later money bucket which would be a moderate investment mix. After that, put money you won’t use for 10+ years into the much later money bucket. So you have five years, five years, and then 10 + years of money divided up. Theres a reason for that, if you put all your money into 100% stocks like the S& P 500 if you could do that and you started in the year 2000, then looked at your performance through 2009 it wouldn’t look great.  This is known as the lost decade; you would have lost 1.43%. It is the only decade recorded in stock market history that you would have lost money. We feel pretty confident that if we not only diversify using asset allocation but also over time, that we are able to manage risk for the best for our clients. It has worked extremely well for our clients through volatile markets.  We hope this presentation makes sense and come back for more. Hope to see you again. 
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