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INVESTORS SPEND A LOT OF TIME, ENERGY AND 
money trying to find the right alternative asset classes to 
add to their portfolios. Advisers can suggest to clients that 
patience may be the best alternative asset class in their 
portfolio. In fact, patience is a portfolio diversifier that clients 
can actually control. 

Let’s take a look at the performance of portfolios com-
posed of large-cap U.S. stocks, non-U.S. stocks and commod-
ities based on several different levels of patience over the 
period from 1970 to 2015. 

The benchmark level of performance was a simple buy-
and-hold approach, the quintessential manifestation of 
patience. The 46-year average annualized buy-and-hold 
return for large-cap U.S. stocks (as measured by the S&P 
500) was 10.27%. The return for developed-nation non-U.S. 
stocks (MSCI EAFE Index) was 8.79%, and the return was 
6.92% for broad-basket commodities (S&P Goldman Sachs 
Commodity Index).

Investor patience was simulated here by the use of trad-
ing triggers — that is, threshold levels of performance (per-
centage moves up or down) that would cause a transfer 
of money out of the investment account and into a 100% 
cash account. The initial starting point was assumed to be 
the client’s investment account. Thus, the first trigger event 
would result in moving all their money out of the invest-
ment account into cash.

LEVELS OF PATIENCE
For example, consider a highly impatient client who has 
-3%/+3% trigger levels. This client will bail out of the invest-
ment account if it experiences a monthly return of -3% or 
worse and move all the money to a cash account at the start 
of the next month. 

The client will then earn interest each month (based on 
what T-bills earned that month) for as long as the funds are 
in the cash account. This same investor will not transfer the 
money back into the investment account until the asset 

class has experienced a monthly return of at least +3%. 
A somewhat less trigger-happy investor will have higher 

trading triggers, such as -5% and +5%, -7% and +7% and 
so on. Here, we’ll review the results of selected investor 
patience levels that ranged from -3%/+3% to -15%/+15%.

As the chart “Got Patience?” shows, if using simple mir-
ror-image trading triggers, such as -4%/+4%, there were 
only three combinations that produced a higher return than 
the buy-and-hold approach if the investment account was 
entirely composed of large-cap U.S. stocks. 

Specifically, a trading trigger tandem of -7%/+7% pro-
duced a 46-year average annualized return of 10.32% (just 
5 basis points above the buy-and-hold return) and required 
38 trades over the 46-year period (using a cost figure of $50 
per trade). Even if the trading cost was assumed to be only 
$10 per trade, the 46-year return increased only to 10.425%. 

Trading triggers of -9%/+9% produced a slightly higher 
level of return (10.48%, with a total of 24 trades), as did trad-
ing triggers of -10%/+10% (10.38%, with a total of 20 trades). 
Using -7%/+7% triggers, the investor spent 82.4% of the 
46-year period in the investment account and the rest of the 
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 Content in this material is for general information only and not intended to provide specific advice or recommendations for any individual. All performance 
referenced is historical and is no guarantee of future results. All indices are unmanaged and may not be invested into directly. Investing involves risk including 

loss of principal. No strategy assures success or protects against loss. There is no guarantee that a diversified portfolio will enhance overall returns or 
outperform a non-diversified portfolio. Diversification does not protect against market risk. Rebalancing a portfolio may cause investors to incur tax liabilities 
and/or transaction costs and does not assure a profit or protect against a loss. International investing involves special risks such as currency fluctuation and 

political instability and may not be suitable for all investors. The fast price swings in commodities and currencies will result in significant volatility in an 
investor's holdings. Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds are 

subject to availability and change in price. Government bonds and Treasury bills are guaranteed by the US government as to the timely payment of principal 
and interest and, if held to maturity, offer a fixed rate of return and fixed principal value. Investing in Real Estate Investment Trusts (REITs) involves special 

risks such as potential illiquidity and may not be suitable for all investors. There is no assurance that the investment objectives of this program will be attained
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Simulations 
that use
trading
triggers show 
that trading 
stocks is not 
likely on
average to 
produce 
a better
outcome 
than buying 
and holding.

time in the cash account.
Using impatient trading triggers of 

-3%/+3%, the investor essentially churned,  
with 92 trades, and ended up with an 8.53% 
46-year average annualized return. A lack of 
patience produced inferior results compared 
with simply investing for the long haul. 

Even if a trading cost of zero was 
assumed, the investor who traded 92 times 
using -3%/+3% triggers ended up with an 
8.89% 46-year average annualized return 
— still well below the 10.27% buy-and-hold 
return. The impatient investor was in the 
investment account 73.4% of the time and 
the cash account 26.6% of the time.

If non-U.S. stocks were used as the invest-
ment asset, there was only one mirror-image 
trading trigger tandem that generated a 
higher return than the 8.79% produced by a 
simple buy-and-hold approach. 

Using -7%/+7% triggers, the investor exe-
cuted 47 trades (at a cost of $50 per trade) 
over the 46-year period and ended up with 
an annualized return of 8.93%, or just 14 bps 
higher than the buy-and-hold return. Clearly, 
this was not worth the effort. Using these 
trigger levels, the investor spent 75.2% of the 
46-year period in the investment account. 

Assuming a lower trading cost of $10 per 
trade, the 46-year average annualized return 
improved slightly to 9.05% using trading 
triggers of -7%/+7%.

A DIFFERENT STORY
Using commodities as the investment 
account asset creates a very different story. 
Here is a case where every mirror-image set 
of trading triggers produced an outcome bet-
ter than buy and hold. 

The best mirror-image trading trigger 
tandem was -5%/+5%, which resulted in 
65 trades and produced a 46-year average 
annualized return of 11.38%, far surpassing 
the 6.92% buy-and-hold return. A trading 
cost of $50 was assumed. If the trading cost 
was assumed to be $10, the 46-year return 
increased to 11.42%.

Here’s how the sequence unfolded: 
Investors started out with all their money 
in their investment account on Jan. 1, 1970. 
Their investment account suffered its first 
monthly loss of 5% or more in October of 
1973 (a return of -10.4%). At the start of 
November 1973, all the money was trans-
ferred to their cash account. 

In December 1973, the monthly return of 

Got Patience?
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Gain Triggers 
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Hold

46-Year Average Annualized % Return and # of Trades over the 46-Year Period

S&P 500
# of trades over 
46 years

8.53% 9.25% 10.24% 10.11% 10.32% 9.69% 10.48% 10.38% 8.19% 5.95% 7.97% 10.27%

92 68 54 48 38 34 24 20 17 15 4 0

MSCI EAFE 
Index
# of trades over 
46 years

8.74% 8.09% 8.44% 8.76% 8.93% 8.36% 7.26% 6.74% 7.25% 7.85% 8.70% 8.79%

108 90 70 56 47 39 31 31 25 17 9 0

Goldman Sachs  
Commodity 
Index 
# of trades over 
46 years

10.71% 11.19% 11.38% 10.54% 10.39% 9.81% 9.44% 7.97% 7.66% 7.94% 8.82% 6.92%

93 71 65 57 47 43 41 37 35 29 13 0

Bold figures indicate performance was better than a buy-and-hold strategy.
Source: Lipper, calculations by author

Average annualized return under various trading triggers, 1970-2015, at a $50 cost per trade.
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Historically, 
commodities 
are an asset 
class that has 
benefited 
from being 
managed a 
bit more 
impatiently, 
although the 
return has 
tended to 
be worse 
than stocks.

the GSCI was 15.8% — higher than the needed 
trigger of +5% to summon the investors back 
into their investment account. Thus, on Jan. 
1, 1974, the investors moved all their money 
back into the investment account. Using 
triggers of -5%/+5%, there were 65 trades.
The investor spent 66.1% of the time in the 
investment account and the balance of the 
time in cash over the 46-year period.

OPTIMAL TRIGGERS
Over this period, the optimal trading trig-
gers for an investment account composed 
of 100% large-cap U.S. stocks were -5% and 
+6.5%. These triggers resulted in 50 trades 
(at $50 per trade) and a 46-year average 
annualized return of 10.62%, or only 35 basis 
points higher than the buy-and-hold return 
of 10.27%. The 46-year return was 10.74% if 
assuming a $10 trading cost.

The investor spent 73.7% of the 46-year 
period in the investment account. Clearly, 
if the accounts are exposed to taxation, this 
is not worth the effort. Even if the accounts 
are tax-protected, the value of using trading 

triggers for large-cap stocks is questionable. 
Long-term patience would seem to be the 
more prudent approach. 

The optimal triggers for international 
stocks were monthly returns of -5% and 
+7.25%. These triggers produced a 9.83% 
average annualized return and 53 trades, and 
had the investor in the investment account 
65.9% of the time. Trades were assumed to 
cost $50. At a $10 trading cost, the 46-year 
return was 9.94%.

The buy-and-hold return was 8.79%, so 
this trading approach produced a benefit of 
104 bps (assuming a $50 trading cost). Taxa-
tion would probably swallow up that advan-
tage, but if the money is tax-protected, using 
trading triggers did demonstrate some value. 

Whether or not the trading triggers of -5% 
and +7.25% will be optimal going forward is 
unknowable, which makes the case for a less 
trigger-happy and more patient approach.

The optimal triggers for commodities 
were monthly thresholds of -5% and +4.5%. 
These triggers produced an 11.73% average 
annualized return and 65 trades, and had the 

The Other Alternative

Level of  
Diversification      

 Multi-Asset Portfolios
Multi-Asset Portfolios were rebalanced  

annually at a cost of $50  

 46-Year 
Average 

Annualized 
Return %

(1970-2015)  

46-Year 
Standard 
Deviation

(1970-2015)

Worst  
1-Year % 

Loss

Worst 
3-Year % 

Drawdown

2-Asset 50% S&P 500
50% MSCI EAFE Index

9.68 17.94 -40.19 -40.37

3-Asset 34% S&P 500
33% MSCI EAFE Index
33% Goldman Sachs Commodity Index

9.74 14.80 -42.24 -26.70

4-Asset   25% S&P 500
25% MSCI EAFE Index
25% Goldman Sachs Commodity Index
25% U.S. 90-day T-Bills

8.73 11.31 -31.37 -15.98

7-Asset      14.29% S&P 500
14.29% Russell 2000 Index
14.29% MSCI EAFE Index
14.29% DJ U.S. Select REIT Index
14.29% Goldman Sachs Commodity Index
14.29% Barclays Aggregate Bond Index
14.29% U.S. 90-day T-Bills

9.67 10.31 -27.61 -13.40

Source: Lipper, calculations by author

Performance from balancing each asset class back to its prescribed allocation at the end of each year.

PORTFOLIO
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Rather than 
using trading 
triggers 
that require 
monthly 
monitoring, 
simply build 
a multi-asset 
portfolio and 
rebalance each 
asset class.

investor in the investment account 67% of 
the time. Trades were assumed to cost $50. 
At a cost of $10 per trade, the performance 
improved to only 11.77%. 

The buy-and-hold return for commodi-
ties was 6.92%. Thus, using trading trig-
gers of -5% and +4.5%, performance was 
increased by 481 bps (assuming a $50 trad-
ing cost). Historically, commodities are an 
asset class that has benefited from being 
managed a bit more impatiently.

BUY AND REBALANCE
There is another alternative to buy-and-
hold versus trading triggers: buy and rebal-
ance. Rather than using trading triggers that 
require monthly monitoring, simply build 
a multi-asset portfolio and rebalance each 
asset class back to its prescribed allocation at 
the end of each year. 

Four different portfolios are illustrated 
in “The Other Alternative.” The first port-
folio consisted of 50% large-cap U.S. stocks 
and 50% non-U.S. stocks. It was rebalanced 
at the end of each year to those same allo-
cations, assuming a rebalancing cost of $50. 
Its 46-year average annualized return was 
9.68%, with a 17.94% standard deviation, a 
worst one-year loss of -40.19% and a worst 
three-year drawdown of -40.37%. 

Adding a third asset class (commodities), 
the return increased slightly, standard devia-
tion dropped by almost 18%, the worst one-
year loss increased slightly and the worst 
three-year drawdown improved substan-
tially. Given the perceived volatility of com-
modities, this may seem odd, but it reveals 
the value of adding a low-correlation ingredi-
ent into a portfolio. 

Commodities had a correlation of -0.05 to 
large-cap U.S. stocks and a 0.08 correlation 
to non-U.S. stocks over this 46-year period. A 
correlation of 0.00 between asset classes is 
the goal, so these correlations are terrific. By 
comparison, the correlation between large-
cap U.S. stocks and non-U.S. stocks was 0.66.

When cash was added as a fourth asset 
class, the return naturally declined, but the 

risk measures all improved substantially.
Finally, a diverse seven-asset portfolio 

was assembled that consisted of large-cap 
U.S. stocks, small-cap U.S. stocks, non-U.S. 
stocks, real estate, commodities, bonds and 
cash — all equally weighted. 

Performance bumped back up to 9.67% 
(the same level of the two-asset, all-equity 
portfolio), but standard deviation declined 
to 10.31%, the worst one-year loss was lower 
than the other three models and the worst 
three-year drawdown was the lowest, at 
-13.40%. If rebalancing had zero cost, the 
46-year return for the portfolio was 9.78%.

NO BAILING OUT
This buy-and-rebalance approach also 
requires patience. A patient investor doesn’t 
bail out on asset classes that are experienc-
ing turbulence during the year. In fact, rebal-
ancing means investors will give the under-
performing asset class some extra money at 
the end of the year. 

And here is the emotionally hard part: 
The needed money to do the rebalancing 
will be acquired by selling a bit from the best 
performers each year. Sounds crazy, doesn’t 
it? Rebalancing turns out to be counterintui-
tive — which is why it works.  

If the seven-asset portfolio was not rebal-
anced each year, the 46-year return was 
9.54% (versus 9.67% if the portfolio was 
rebalanced annually at a $50 rebalancing 
cost). Not a huge difference, it may seem, 
but it resulted in an ending account value 
that was $35,600 lower than the annually 
rebalanced seven-asset portfolio (assum-
ing a starting investment of $10,000). If the 
rebalancing cost was assumed to be zero, the 
rebalancing advantage was over $68,000.

“All things come to those who wait” is a 
phrase that has endured since the 19th cen-
tury. In all likelihood, patience has always 
been a rare attribute. Indeed, patience acts 
as a diversifier or alternative against our ten-
dency to act rashly. For investors, the impor-
tant companions of patience are broad diver-
sification and periodic rebalancing.                 FP

Craig L. Israelsen,  Ph.D., a Financial Planning contributing writer in Springville, Utah, is an executive in residence in the personal financial planning 
program at the Woodbury School of Business at Utah Valley University. He is also the developer of the 7Twelve portfolio.
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