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Saving Is Not Enough
fter two financial crises
occurring almost back
to back during the “lost
decade,” investors have every
right to be risk-averse, hesitant,
angry, or distrustful. The problem
with not investing at all, however,

is that you may not have sufficient
money to achieve your financial goals. An individual saving
$100 per month, without investing, would have put away only
$52,400 since 1970. By placing
(Continued on page 4)
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s 2013 draws to a close,
the DJIA, S&P 500, and
NASDAQ indices have
had quite a year, all returning over
25% YTD. The Federal Reserve
Board released its December meeting
notes and stated it will reduce the
amount of QE 3 bond purchases from
$85B to $75B starting in January. So
what does 2014 hold in store for the
economy and financial markets?
Interest rates will likely remain
low to help the economic recovery
along. Unemployment is at 7% and
should move slowly lower to around
6.5%. Inflation is 1.7% and could
rise to around 2.0%. GDP is 1.7%
and could grow to approximately
2.6%. The recovery is happening,
but at a historically slower rate.
With respect to US equity
markets, P/E valuations and profits
are still reasonable, so the markets
here should continue to do well.
However, given the run-up we have
had, it would not be surprising to
see a profit taking correction along
the way. Foreign equity markets
are poised to continue to improve as
they are slightly behind the US in
their recoveries. Emerging Markets
will probably remain volatile as they
depend so much on global trade
for their growth. As always, we
will maintain globally diversified
portfolios with prudent asset
allocation strategies.
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he Chinese philosopher
Confucius once said that life
is very simple, but we insist
on making it complicated. You could
say the same thing about investing.
Complexity in investing often
comes with a lack of transparency.
The highly engineered and multilayered financial derivatives that contributed to the global financial crisis
five years ago are a case in point.
For many investors, these products were problematic because their
complexity was such that it was
very difficult to understand how
they were designed, how they were
priced, and whether the proposed
payoffs were right for their own
needs.
Of course, there is an incentive
for many players in the financial
services industry and media to make
investing seem complicated. For
some investment banks, for instance,
complexity provided a cover for
overpricing.
In contrast, there are far fewer
mysteries about the underlying
stocks and bonds traded each day on
public capital markets, where prices
are constantly in flux due to news
and the ebb and flow of supply and
demand.
The virtue of these highly competitive markets for most investors is
that prices quickly incorporate new
information and provide rich information on risk and return. From
these millions of securities, diverse
portfolios can be built around known
dimensions of return according to

the appetites and needs of each individual.
The competitive nature of public
capital markets, the efficiency of
pricing, and the difficulty of getting
an edge are what underpin the “efficient markets hypothesis” of Prof.
Eugene Fama, who was recently
awarded the Nobel Prize in economics.
Essentially, the practical takeaway from Fama’s work is that you
are better off letting the market work
for you rather than beating yourself
up adopting complex, expensive, and
ultimately futile strategies to “beat”
the market.
Writing in the Financial Times on
the Nobel, economist and columnist
Tim Harford said Fama had helped
millions of people by showing them
the futility of picking stocks, finding
value-adding managers, or timing
the market to their advantage.
“If more investors had taken efficient market theory seriously, they
would have been highly suspicious
of subprime assets that were somehow rated as very safe yet yielded
high returns,” Harford wrote.1
In the Sydney Morning Herald, journalist and economist Peter
Martin said the world owes a great
debt to Fama, who “demonstrated
rigorously that if the supermarket
crowd is big enough or if there are
enough cars on the highway, you
will get no advantage from changing lanes. Anyone who could have
been helped will have already helped
themselves.”2
This might be a counterintuitive
idea to many people. After all, in
other areas of our lives, like business, the secret to success is to study
hard, compete aggressively, and

constantly look for an edge over our
competitors.
One of the other two academics
with whom Fama shared the Nobel–
Robert Shiller–takes the view that
markets can be irrational and subject
to human error. He is frequently
cited as a philosophical opponent of
Fama.
In practical terms, though, both
men agree that it is very, very difficult for the average investor to get
rich in the markets by trading on
publicly available information. Most
people trade too much or underestimate the unpredictability of prices.3
For example, many investors
bought into supposedly sophisticated
trading strategies during the financial
crisis that left them on the sidelines
in the subsequent rebound, which
has driven prices in many markets to
multiyear or record highs.
The simpler approach is to
adhere to three core principles:
Markets reflect the aggregate expectations of investors about risk and
return, diversification helps reduce
uncertainty, and you can add value
by structuring a portfolio focused on
known market premiums. For the individual investor, the essential addons to this are staying disciplined
and keeping a lid on fees and costs.
Yes, these are simple ideas, but to
quote another philosopher (Leonardo
da Vinci), simplicity is the ultimate
sophistication.
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The Importance of Staying Invested
nvestors who attempt to time
the market run the risk of missing periods of positive returns.
The image illustrates the value of
a $100,000 investment in the stock
market from Jan. 2007 to Oct. 2013,
which included the global financial
crisis and the recovery that followed.
The value of the investment dropped
to $54,381 by Feb. 2009 (the trough
date). If an investor remained invested in the stock market, the
ending value would be $143,550. If
the same investor exited the market
at the bottom to invest in cash for a
year and then reinvest in the market,
the ending value would be $93,527.
An all-cash investment would have
yielded only $54,558. The continuous stock-market investment recovered its initial value over the next
three years, and provided a higher
ending value than the other two
strategies. Investors are well advised
to stick with a long-term approach to
investing.

How Safe Is Your Life Insurance Policy?
o you’ve finally sat down
with your financial advisor and answered important
questions, such as do you need life
insurance, how big of a policy do
you need, and what type makes the
most sense for you. One thing you
don’t want to happen after purchasing your life insurance policy is to
find out the company that sold you
the policy has run into financial
trouble. If your insurer went out of
business, not only would you be
uninsured, but you would also have

to reapply for a new policy at a potentially more expensive rate due to
your age and health.
Fortunately, there is a system in
place to ensure that policies remain
in force even after the issuing companies become insolvent. All 50
states, plus the District of Columbia
and Puerto Rico, have life and health
insurance guaranty associations that
step in to make sure that policyholders aren’t left holding the bag if their
insurance company becomes insolvent. In nearly all states, the limits of

coverage are $300,000 for life insurance death benefits and $100,000
for the net cash value of the policy.
Some states even have limits as high
as $500,000 for both. Coverage is
provided by the guaranty association
in the state in which the policyholder
resides, even if he or she purchased
the policy elsewhere.
For customers who hold policies
worth more than their state guaranty
limits, one option is to buy multiple
policies within those limits from different companies to reach the desired

Lighten the Load
o mutual fund investors prefer
to invest in funds offering low
expense ratios? The answer
is yes. Expense ratios are an important factor in choosing a mutual fund,
because they affect returns. It seems
that the market is taking matters into
its own hands and putting more assets
in low-expense funds. As of October
2013, the average expense ratio for
domestic funds was 1.14%. Investors
pooled about 86% of net assets in funds
with expenses lower than the average,
leaving only a small portion to higher
expense funds.
You would think that a majority of
funds available to investors would have
fairly low expenses, but 54% of funds
have below-average expenses and 46%
have expenses equal to or above the average expense. With more funds available and a variety of added investment
choices, investors have clearly chosen
the low-cost alternative.
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total amount. So, instead of buying a
$1 million policy from a single company, you could buy $250,000 policies from four different companies.

The downside is that not only is this
somewhat inconvenient, but it also
might result in paying more than you
would for a single policy because

of the additional fees involved, not
to mention different premium rates.
Consult your financial advisor to
explore all your options.

tor’s savings would have grown to
$835,313. It’s true that any investment involves varying levels of risk.
But, as the image illustrates, even if
you have low risk tolerance, you can

find a suitable investment for your
needs that may still be much better
than no investment at all.

Saving Is Not Enough
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that money in five-year fixed-term
investments, the investor would have
been able to end up with almost five
times that amount. And if invested
in a diversified portfolio, our inves-
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