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Since 1939, the NCAA has
sponsored a basketball tour-
nament
that has
become
a na-
tional
pastime.
“March
Madness” spans three
weeks and results in crown-
ing a national champion. Yet
long before the onset of bas-
ketball mania, the origins of
what would become the
New York Stock Exchange
can be traced to 24 brokers
signing an agreement in
1792. That created a na-
tional pastime of a different
sort; the ability to trade
shares of public companies.

Terminology

Think of terminology popu-
larized by March Madness;
On Selection Sunday, 65
teams are chosen and
placed into brackets. Win-
ners advance to the Sweet
Sixteen, the Elite Eight, and
then, onto the Final Four.

Investors sport their own
terms, including market
capitalization, momentum
swings, shorting, and stop-
losses.

Entering the Game

Prior to the opening tip of
the NCAA games, fans com-
plete their brackets and
compete against others in
friendly pools. Their chances
bracket perfection are very
slim; less than one in 18
quintillion (one and 18 zero’s).
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March Madness and Investor Madness

Despite incurring losses,
many do navigate all the
games to successfully choose
the Champ. In 2010, heavily-
favored Duke won a thriller
over Cinderella-team Butler.

A more serious selection is
how you will choose to allo-
cate your retirement assets,
such as your 401k or IRA.
Unlike the tournament brack-
ets, where your choices are
locked in, retirement plans
offer the ability to frequently
alter investments, even daily.
But will frequent changes
help or hurt your chances of a
successful retirement?

Frequent Changes
According to an annual study
conducted by Dalbar, the
average investor maintains
his investment selections for
only 3.1 years. That seems to
be the time it takes to “bench
previous losers” and ‘“insert
tomorrow’s winners”. It might
also represent a breather, a
respite from stocks to the per-
ceived safety of cash.

Y= DALBAR

The Measurement of Succass

Not only do investors who fly
solo make frequent changes,
but many mid-game moves
are advisor-driven. Financial
Advisor magazine reported
in a recent survey of 900 ad-
visors conducted by Russell
Investments, that many advi-
sors plan to alter their clients’
allocations over the next 12
months. They plan to shift

from U.S. Treasuries and
high-yield bonds, back to
more aggressive equities.

Become more aggressive?
Now? The Dow bottomed at
6,547 in Mar. of 2009, then
ran off (a hoop term) nearly
4,500 points to just top
11,0007 Is chasing higher
returns now a tad late?

Here is sage advice from
Peter Lynch in his 1993
book, Beating the Street;
"All the
time
and ef-
fort that
people
devote
to picking the right fund,
the hot hand, the great
manager, have in most
cases led to no advantage”

Dalbar further cited that from
1989-2008, the average an-
nual return for the investor
making changes was a pal-
try 1.87%. The returns in the
same period (S&P 500), for
the patient buy and hold
investor? A robust 8.35%!

Lessons Learned

Here’s the moral- have fun
with March Madness but be
thoughtful, deliberate and
unemotional about your in-
vestments. Shun investor
madness, the 3-year itch to
“change”, unless your goals
warrant it. You are on long-
term journey for retirement
growth and at some point,
income. Save the Madness
for March!
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Asset Allocation:

Our first step in recommending an
investment strategy is to determine
the percentage of a client’s assets
to allocate to stocks and the bal-
ance, to bonds. This decision is
based on ones goals, time frames
and propensity to risk.

Typically younger
clients will have
more stock expo-
sure. Yet even
those retired may
1 benefit from eq-
uities, albeit in a
reduced proportion. If you retiree at
age 65, you may (let’'s hope) still
need income at age 90! Histori-
cally, stocks outpace bonds and as
such, are vital for the long-term.

Diversification:

Having an asset allocation policy in
place does not necessarily equate
to being diversified. Consider this
portfolio; $250,000 in one stock
and $250,000 in one bond. This
may achieve a desired 50-50 split,
but this portfolio offers no diversifi-
cation!

We broadly define diversification
as owning many stocks and
many bonds, in an effortto re-
duce volatility. Another term for
diversification is build a portfolio
with “non-correlating” assets.

For example, the performance of
domestic growth stocks does not
normally
correlate to
the per-
formance
of emerg-
ing market
stocks.
Combining
the two can
result in less volatility.

Annual Rebalancing:

Assume a portfolio design with a
10% allocation to emerging markets.
One year later, if emerging markets
has preformed well, it may have
grown to 15% of the total. A rebal-
ancing strategy would sell 5% in or-
der to scale back to the desired 10%
level. Those proceeds would then
buy 5% of other segments that be-
came underweighted. Thus, the proc-
ess of rebalancing ensures that tar-
get allocations are maintained.

Passive-Style:

As mentioned in our lead article,
March Madness and Investor Mad-
ness, some believe in frequently
buying and selling of long-term as-
sets, in an effort to chase better re-
turns. HWM believes that most inves-
tors are better-served via passive
asset management.

Passive-style investing has been
popularized by “indexing”. An index
provides investors with access to an
entire segment of a market. For ex-
ample, an S&P 500 index fund allows
one to own all 500 securities repre-
sented in the index, in a single ac-
count.

Passive portfolios can be less vola-
tile than actively managed counter-
parts since by comparison, they typi-
cally contain more holdings, offer
more diversification and tend to have
lower turnover (less trading) and
hence, lower expenses.

Structured portfolios (also called
enhanced indexing) are considered a
cousin to pure indexing. With struc-
tured asset management, some
stocks from a broad-based index
may be eliminated. For example, a
structured portfolio may reduce the
S&P 500, to only 400 stocks, if 100
stocks do not meet certain criteria
developed through academics.
Structured plans may also over-
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weight certain areas relative to an
index. This is called “portfolio tilting”.
Structured Asset Management is
the passive style of that HWM pre-
fers and most utilizes.

Active-Style:

We use active asset management
(a.k.a. tactical mgmt.) for our larger
clients, typically those with $1m or
more to invest. These are clients
that have already built a solid base
with passive/ structured manage-
ment. We believe that introducing
an active style in a small increment
can augment the overall portfolio.

One active style is called “sector
rotation” and works like this; The
overall domestic stock market may
be viewed according to ten sectors;
Energy, Materials, Industrials,
Consumer Staples, Health Care,
Consumer Discretionary, Telecom
Services, Utilities, Financials and
Information Technology.

Sector rotation is the practice of
tactically emphasizing certain sec-
— tors over oth-
RN isi
= . ers. Th.|s is a
ﬁ& \ dynamic proc-
Transportation \\ ess; over time,
28%
favorable sec-
tors rotate into
conmere) and unfavor-
able ones out
of a portfolio.

In a similar vein, “Country rotation”
is the rotation of indices of foreign
countries. Favorable countries are
inserted into and unfavorable ones
out of a portfolio.

To summarize, we allocate assets
according to goals, diversify globally
and rebalancing annually. Our in-
vestment style is to start with pas-
sive management at the core and
weave in active / tactical manage-
ment as a satellite, as warranted.
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Clients are always asking
our opinion; “What is going
to happen in the stock
market?” Our answer is
easy...we don't know! Here
is what we do believe;

Businesses are the engine
of the economy, No matter
how pro-active or reactive
the government is, success-
ful businesses will find and
create ways to get or remain
profitable.

When you purchase a highly
diversified pool of equities,
you are buying companies.

Some companies will inevi-
tably fail. That is why we
diversify.

Asset allocation and/or diversification do not protect against loss of principal. Rebalancing assets can have tax conse-

HWM Final Thoughts...

The prices of companies,
aka, the stock market, is
typically forward-looking. It
prices in events that it be-
lieves will occur, as if they
already have. That is why
stock prices tend to both
decline and advance, before
the economy adjusts.

The decline of 2008 (late ‘07
to early '09 actually) was
driven not only by poor fun-
damentals but also by emo-
tions.

Emotions in the stock mar-
ket are like a metal spring -
the greater they are com-
pressed, upon release, the
greater the speed of the
recovery. 2009 to present

has represented a phenome-

nal "spring ahead”.

Disclosures

Architects for Wealth

Congratulations to the
99% of our clients that did
not waiver, thinking they
could jump to the safe ha-
vens of "cash", and then
reenter the market in time
for the recovery. Per my
unscientific observation, no
one who bailed out has got-
ten back in. Too many nega-
tive headlines still persist,
they say.

Finally, after a period of
swift recovery, we believe
that a period of “normalcy"
returns. A period of sus-
tained, but not fantastic
growth. We believe that we
are in that period now.

quences. If you sell assets in a taxable account you may have to pay tax on any gain resulting from the sale. Please con-
sult your tax advisor. Sector rotation may involve greater than average risk and are often more volatile than holding a
diversified portfolio of stocks in many industries. International investing involves special risks such as currency fluctua-
tion, lower liquidity, political and economic uncertainties, and differences in accounting standards. Risks of foreign in-

vesting are generally intensified for investments in emerging markets.

Dan@HenryWealth.com

Donna Scheibel
Director of Client Services

Donna@HenryWealth.com

The S&P 500 Index is an unmanaged group of securities considered to be representative of the stock market in general.
Lauri Henry The Dow Jones Industrial Average is a popular indicator of the stock market based on the average closing prices of 30
Administrative Assistant active U.S. stocks representative of the overall economy. Indices are unmanaged and cannot be directly invested into.
Admin@HenryWealth.com Past performance is no guarantee of future results.

The opinions expressed in this commentary are those of the author and may not necessarily reflect those held by NFP
Beth Henry Securities, Inc. This is for general information only and is not intended to provide specific investment advice or recom-
Events Coordinator mendations for any individual. It is suggested that you consult your financial professional, attorney, or tax advisor with
Beth@HenryWealth.com regard to your individual situation. Comments concerning the past performance are not intended to be forward looking

and should not be viewed as an indication of future results.
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