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All of us at Lifetime Financial Advisors, Inc. (LFA) would like to wish you 

the very best 2015. We are honored and grateful to be a part of your life, 

and for you being a part of ours. It is my hope that your year will be filled 

with good health, happiness and much success in your endeavors.  

The month of January is named after the Greek God Janus who was 

always portrayed as having two faces, one who looked to the past in 

reflection and one who looked to the future. This window of time serves 

the important purpose of reflection and perspective. 

New Years is a time when we make resolutions, written or mental. We all 

know the typical ones that are made and often soon broken. We all have 

our own story. For me the New Year is a fresh start; a psychological 

reboot. Things seem fresh in the early January days. It’s a new beginning 

and the perfect opportunity to think about what we want to change.  

Personal and professional goals are the promises we make to ourselves. 

If we don’t make some changes, 2015 is going to show up just like 2014. 

That could be good or not so good. Your results will vary.  

This year our theme is Getting Your Financial House in Order. This topic 

covers many areas, including beneficiary reviews, estate planning and 

knowing the location of your important documents. The underlying theme 

is to challenge our clients to get more organized financially. Being 

disorganized is really stressful. For many of us, day to day concerns can 

be distracting and prevents us from thinking about our financial future. 

2015 marks our 35
th
 year in business. Our company is strong and ready 

for the new year. We share a common belief at LFA that we are an 

important part in our clients’ lives. We spend a great deal of time and 

energy serving our clients and have made tremendous progress this past 

year in broadening our technology and depth of service. 

Last week I met with Lou Oberman, my retired partner who worked 

closely with me for 22 years. Lou and I shared the same philosophy of 

offering independent and unbiased financial advice to our clients. He is a 

young 83, active and healthy and of course still golfing regularly. We 

reflected on the early years of LFA in the early 90’s when there were just 

three of us. I am humbled and proud of our progress. 

Thank you for your partnership with us. Now let’s get to work! 
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Top Themes of the Fourth Quarter 

•  S&P 500 f in ished 2014  wi thout ever having four consecutive down days. That 's never 

happened before.  

 

•  We are in the fourth- longest bul l  market  s ince World War I I .  

 

•  Oil  pr ices decl ined dramatical ly  in the second half of the year, fal l ing by 50% to 

$50/barrel .  

Upside/Downside 
 

A few examples of the returns generated in 2014 by some of the major world markets will illustrate the 

divergence that was experienced in the most recently completed year: 

China Shanghai Composite: 45% 

U.S. S&P 500: 13.6% 

Japan Nikkei: 9.7% 

U.S. Dow Jones Industrial Average: 7.5% 

MSCI ACWI (index of All Country World): 4.6% 

Italy FTSE MIB: 0.4% 

London FTSE All World Ex-US: -2.6% 

MSCI ACWX (index of All Country World Ex-U.S.): -3.2% 

Brazil BM&F Bovespa: -7.6% 

Austria ATX: -14.7% 

 

Our global balanced approach is a conservative strategy which strives to spread portfolio risk across a number of 

asset classes, including cash and geographical areas. Although we do not align our investments exactly with the 

MSCI ACWI, we generally use it as a loose comparison. As a point of reference, this index contains stocks from 

46 different countries. There are 23 countries classified as developed markets and 23 countries considered 

emerging markets.  This index is weighted by the dollar value of all the company’s outstanding shares to provide 

a broad measure of equity market performance throughout the world. A significant difference though, and one 

that will cause us to underperform this index slightly, is our non-stock holdings, primarily cash and bonds. 

 

The disciplined, risk-balanced approach that we follow seeks to smooth out the peaks and troughs as we 

progress through each economic phase. Our “winning by not losing” tactic is also a philosophy we seek in the 

investment managers in which we invest your money. We have written frequently about risk-adjusted returns. We 

acknowledge that we cannot eliminate risk; however, we work doggedly to minimize it. 

 

The concept of upside/downside capture ratio is an integral aspect of our winning by not losing philosophy, and 

although it is simple to understand, it is also very useful in visualizing risk. This ratio shows how an investment 

relates to movements in the stock market or more accurately, how it relates to a benchmark. Returns are 

separated into two groups: those when the benchmark rises and those when it falls. The “capture” shows the 

strength of the relationship between the asset’s returns and the overall benchmark’s returns. 

 

For example, if the average return for the S&P 500 in an up market was 10% and the average return for a 

particular asset during the same period was 7.5%, then the upside capture ratio would be 75% (7.5/10) indicating 

that the asset captured 75% of the performance of the up market. Similarly if the average down return for the 

S&P 500 was -10% and the average down return for the asset was -12%, then the downside capture ratio  
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Upside/Downside, Continued… 

 

would be 120% (-12/-10). In the above example, the 75% upside and 120% downside would suggest the asset 

does not perform as well as the benchmark or index to which it is compared—it gained less in the up market and 

lost more in the down market. Keep in mind that this example is purely hypothetical and is not representative of 

any specific investment. 

 

If both the upside and downside capture ratios are 100%, that means the portfolio moved the same amount as 

the benchmark during both up and down markets. The goal, of course, is to find assets that have a high upside 

capture, but a low or negative downside capture. (A negative downside capture would indicate that the asset 

increases in value in down markets.) Over time, through the idea of compounding, this approach aims to produce 

better risk-adjusted returns. 

 

While 2014 was an “up” year for the U.S. stock market, not all sectors earned positive performance numbers. 

2014 was a very odd year for the S&P sectors and, consequently, a difficult one in which to find investment 

opportunities of the kind we seek.  Normally, the healthcare and utilities sectors would be found at opposite ends 

of the continuum of returns, but in 2014 they landed in the #1 and #2 spots, respectively, with healthcare gaining 

27% and utilities 23%. One hundred percent of Wall Street economists anticipated higher rates in 2014, so the 

rate-sensitive utilities industry would not be expected to perform well. Thus, the rational person would likely have 

avoided this sector. 

 

The other top performers—the most aggressive sector, technology, up 16% and the most defensive sector, 

consumer staples, up 13%--are also rarely seen side by side on the leader board. 

 

Looking outside of the United States, the MSCI ACWI World Index gained a relatively paltry 4.6% while the MSCI 

ACWX World Index Ex-U.S. fell 3.2%. The best-performing foreign market in the world was the Shanghai 

Composite, up 45%. Alas, this is the only one in which U.S. investors may not easily invest. 

 

Over 10 and 20 years, our strategy of geographic and asset class diversification has been beneficial for returns 

and risk management, but these benefits are not always seen in a short, 12 month time period.  The most recent 

12 months in particular have been perplexing and painful for professional investors.  Strong economic reports 

last January quickly gave way to the reality of a negative 2.9% GDP for the first quarter of the year. Shortly 

thereafter, the Fed began its exit from its bond-buying stimulus program which had helped drive stocks higher for 

several years.  The shift from confidence to uncertainty was palpable and dominated by asset class rotations and 

market corrections. Each successive rally was greeted with less and less investor enthusiasm as the 

discrepancies between winners and losers, large caps and small caps became glaring. 

 

Deflationary concerns from Europe and the recession in Japan caused further concern and U.S. Treasury yields 

declined despite the improving economy. Conflicts in the Ukraine and Middle East and the unexpectedly steep 

plunge in oil prices have further dampened confidence.  All of these economic deterrents to success were visible, 

and were sufficiently strong to cause deep sell-offs in October and early December, but not strong enough to 

thwart the market’s progress. 

 

Given the disparate and unexpected 2014 returns from the S&P 500 sectors, and the difference in performance 

between domestic large cap, domestic small cap, foreign developed markets, and emerging markets, it was a 

difficult year for money managers, but reinforced our rationale for employing our well-diversified approach. 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

Liz has been with LFA for 

over 2 years as Steve’s 

assistant, working with 

clients and wholesalers. 

She enjoys the fast pace 

of the office and finds her 

work challenging as well 

as rewarding. 
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The Spotlight 

Is On… 

Upside/Downside, Continued… 

 

Given the difficulty of asset allocation, disparity of returns among 

different asset classes, headwinds to global growth, we remain 

committed to NOT putting all our eggs in one basket! Capital 

preservation is strongly weighted in our strategy, as is the notion that 

before we commit your assets, we must have a high level of 

confidence that the potential return profile will justify the risk. 

 

Holding cash yields a zero percent return and many people believe it is 

lazy or irresponsible to accept such a return on a portion of their 

portfolio, even if the markets appear fully priced. While we understand 

the drag on performance resulting from undeployed cash, we also 

understand that this cash has some defensive value when markets 

correct, acting as a shock absorber for unforeseen events, and also 

some offensive value, standing ready to move in when an opportunity 

is found. At LFA we place a huge emphasis on not losing money. We 

strive to achieve returns that will be resilient in down markets. This 

strategy necessarily requires that we hold cash, or seek out money 

managers who are not afraid to hold cash, when attractive 

opportunities are unavailable. 

 

Markets now seem perilously priced for perfection. Given all the 

uncertainties regarding the future effects of the dramatic drop in oil 

prices, the full effects of slow global growth, all the political 

uncertainties in "hot spots" around the world and the concern 

expressed by all of the world’s agencies (central banks, the IMF, the 

World Bank, BIS) why aren't the markets more concerned?  They seem 

to be focused on liquidity alone, with the assumption that it will lead to 

economic growth.  Not so fast!  

 

 

 

 

 

Securities offered through LPL Financial, Member FINRA/SIPC. The opinions voiced in this material are for general information only and are not intended to 

provide specific advice or recommendations for any individual.  To determine which investment(s) may be appropriate for you, consult with us prior to investing.  

All performance referenced is historical and is no guarantee of future results.  All indices are unmanaged and cannot be invested into directly. Investing involves 

risk including loss of principal. International and emerging market investing involves special risks such as currency fluctuation and political instability and may not 

be suitable for all investors. No strategy assures success or protects against loss. There is no assurance that a diversified portfolio will outperform a non-

diversified portfolio. Diversification does not protect against market risk.  

We will continue to follow our time-tested rules of partnering with reputable money managers who share our 

cautious holistic approach and who work relentlessly to get as much out of the upside of ACWI as possible 

and as little of the downside. We have often said that successful long term investing is more of an art than it 

is a science. 

 

Please let us know immediately if your financial situation has changed in any way so that we can make 

changes to your portfolio to reflect and accommodate your revised financial goals. It is important that you 

communicate with us in this ever-changing economic environment. 

 

 

 

 

 

 

 

 


