
As I periodically do, I sometimes include questions that individuals, clients or 

readers of my Commentary ask as well as the answers that I've provided to 

them. 

 

As most are aware, I've been traveling pretty much the last three weeks and 

really haven't had time to focus on topics, so for this first one, since my return, 

I thought that I'd take the easy way out and just provide a few of the more 

recent questions and answers I've provided, as this week's topic. 

Readers' and Others' Questions 
 

Question 1: "You've claimed that over the last decade, despite the market having been 
described as the lost decade that your portfolios have provided positive returns. How can 

you explain this?" 

 

Answer: "There are a few problems with the question you've posed, 

specifically: you're referring to "the market" when I believe that you're 

referring to the S&P 500, which is what most individuals and the media seem 

to refer to as 'the market.' This segment only refers to the largest 500 stocks 

trading in the U.S. when in actuality, there are, obviously, thousands more 

available both in the U.S. and overseas -- in fact, over 2/3 of the stocks trading, 

globally, are foreign.  

 

Further, while the the S&P was pretty much flat over the last decade (which, 

obviously, includes 2007 - 2008) that doesn't necessarily hold true for the rest 

of the world or even with some asset classes within the U.S. Last, it doesn't 

take into account any rebalancing of portfolios -- which is something that we 

do on a systematic and ongoing basis. 

 

I've written extensively about rebalancing in the past (if you'd like a copy of 

any of these writings, please let me know) so it isn't my intention to go deeply 

into the subject in answering your question. However, a brief overview should 

suffice.  

 

When a portfolio is established, we diversify it into several different and non-

correlated asset classes. This means that given their long-term and historic 

performance, in general, individual asset classes do not move the same way at 

the same time (2008 might be the exception -- the so-called "black swan" event, 

which does occur, but infrequently.). Thus, asset classes could be as different as 

large company U.S. stocks and Emerging Markets small company stocks. Just 

using these two different asset classes, the large U.S. have been, essentially, flat 



over the time discussed while the emerging markets stocks have seen 

substantial appreciation.  

 

Keeping this as a simple illustration, when the value of the emerging markets 

stocks increases relative to the value of the U.S. stocks, periodically, we sell off 

some of the emerging markets stocks and purchase more of the U.S. stocks to 

bring these asset classes back into balance per the original allocation. This 

results in selling some of the stocks that are "high" and buying some of those 

that are "low." This discipline, while easy in theory, is generally the most 

difficult for investors to execute for any number of reasons. Having the 

discipline to execute this rebalancing, on a long-term systematic and 

disciplined basis, provides a good deal of the answer as to how our portfolios 

have positive rates of return relative to "the market" over the period of time 

discussed. Globally diversifying is also an important and integral part of the 

investment process.  

 

Nevertheless, how our portfolios performed relative to 'the market' is irrelevant 

-- whether it returned more or less. How they've performed relative to the 

investors' own Investment Policy Statement is the critical benchmark for 

measuring the success or failure of a portfolio and its allocation strategy."  

 

Question 2: "As you know, I've met with other people and have several 
recommendations that they've prepared for me for a moderate portfolio. What are your 

thoughts and recommendations?" 

 

Answer: "I have no clue as to how to answer your question. I'm not being flip 

about it nor attempting to be a wiseguy. Really, I don't know, within the context 

of creating a portfolio, just what "moderate" means. My expectations for a 

"moderate" portfolio may be exactly opposite of what yours are and vice versa.  

 

This is one of the reasons that during our interview process we always ask, 

among other questions, whether or not an investor knows how to statistically 

measure the amount and level of risk in their portfolio. Normally, as a starting 

point for this measurement, we use a statistically measured number known as 

standard deviation. By understanding risk by a statistical measurement rather 

than meaningless verbiage, which is subject to different interpretations, we can 

bring an exactitude to the process so that both we as coaches and you as a client 

can effectively speak the same investment language. This goes a long way 

toward precluding any misunderstanding or miscommunication -- at least 

regarding the amount of risk in a portfolio. 

 

As to any recommendations that I'd be willing to make: before making any 



recommendations, we would have to go through a process of discussion and 

some education for you before I would be in a position to help you make any 

concrete decisions regarding how your portfolio should be constructed." 

 

Question 3: "What were your returns last year?" 

 

Answer: "That is a question that I can't answer -- not because I'm trying to 

avoid the issue or that I'm ashamed of it, but rather because, as we work with 

clients, any answer I'd give would be irrelevant.  

 

Every one of our clients is different -- investmentwise -- with respect to how 

much return they need to receive, how much risk they're willing to take and the 

trade off between the two. More expected return equals more risk to be 

assumed and vice versa. Also to be taken into consideration is the time horizon 

that each client has for accomplishing and attaining their goals. 

 

Really, what you're looking for is a means of comparing our results with those 

of others and/or some pre-determined benchmark such as the various market 

indices. Again, this is irrelevant because an investor may or may not be willing 

to assume the level of risk of any specific market index return or that of other 

professional, company or mutual fund. 

 

In reality, the only valid benchmark to measure investment performance against 

is the investor's own investment policy statement (IPS). An investment policy 

statement is a written document agreed to by the investor and his or her coach 

that lays out the parameters of how a portfolio is to be managed. It includes, 

among other things, the time horizon for performance measurement, the 

expected rate of return over that period and the specific level of risk to be 

assumed by the portfolio. How the portfolio performs against this written 

document is the only valid measurement of the success or failure of an 

investment portfolio." 

 

Question 4: "Where do you think the market's going this year?" 

 

Answer: "If I really knew, do you think I'd tell you -- or anyone else? The 

reality: nobody knows. There are just too many variables: economics, finance, 

politics, war - peace, and a myriad other global inputs that determine just 

where, how and when 'the market(s)' move and in what direction. Trying to 

determine a market's short-term movements (and 'this year' is short-term) is a 

fool's game." 

 



I welcome questions posed by our clients and readers. Please feel free to send 

your e-mail question(s) to me at any time. I promise a timely response and, 

perhaps, at some future date, your question will appear in one of my 

Commentaries. 
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