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See how it grows 
Asset allocation can nurture your portfolio 

By PAMELA YIP Personal Finance Writer 
Published March 8,2004 

When the stock market was going through its gyrations, Norman 
Gordon knew he had a good reason for not joining his fellow investors 
out the exit door. 

"It was a situation of a balanced portfolio," says Mr. Gordon of Dallas, a 
client at Chase Bank's Personal Financial Services division. "If you take 
total net wealth, I was only at about 25 percent of net wealth invested in 
the market." 

With the stock market now near a three-year high after the bursting of 
the tech bubble, many investors have been elated to see their investment 
portfolios come back to life. 

Who got to celebrate first? Generally speaking, it wasn't the investor 
who swung for the fences. 

Rather, it was investors like Mr. Gordon who confidently maintained 
their rational approach and didn't succumb to the panic of the market's 
frenzied fall. 

Experts say investors who survived the market downturn used a very 
deliberate approach called "asset allocation," a strategy that deals with 
divvying up your money among stocks, bonds and cash. How well you 
do depends on how skillfully you've spread the wealth. 

"A lot of evidence has pointed to asset allocation over the long run as 
the most determining factor for portfolio performance," says Peng Chen, 
managing director and director of research at Ibbotson Associates in 
Chicago, an investment consulting and research firm. "It's not going to 
be individual stock-picking . " 

That doesn't mean the ability to strategically pick investments doesn't 
count. 

"It was easier to navigate the bear market if you were buying companies 
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rather than stocks," says Michael Busch, a certified financial planner 
and president of Vogel Financial Advisors in Dallas. "The individual 
who buys companies is an investor; the individual who buys stocks is a 
speculator." 

If you think of yourself as "buying a company," you typically weigh the 
risks very carefully and don't buy unless the price is reasonable, he says. 

"You also generally intend to own the company as long as it remains a 
quality company, making you less likely to sell just because the overall 
market is heading down," Mr. Busch says. 

Others feel that while asset allocation is important, stock selection also 
matters. 

"Asset allocation is really the key driver, and you hope to add to that at 
the margin through decisions around specific securities," says Patricia 
Stewart, managing director and head of the Advice Lab Client Advisory 
group at JPMorgan Private Bank. 

When the Standard & Poor's 500-stock index troughed last March, the 
bank began moving its clients' money to a stronger position in stocks. 

"We consistently recommended that clients maintain a normal level of 
risk in their portfolios, particularly for those with excessive cash 
allocations, for their stated risk appetite and wealth management goals," 
Ms. Stewart says. 

Calming effect 

It also paid to stay calm when the temptation was to flee. 

"Generally, the investors who didn't panic during the market downturn 
were the ones whose portfolios recovered the quickest," Mr. Busch says. 

"Remaining calm and disciplined wasn't an easy thing to do when it felt 
like the bear market was mauling you." 

He calmed his clients by asking them to look back at previous bear 
markets for a comforting fact: 

"Every bear market in history has been followed by a recovery period 
that not only restored previous losses but also achieved new highs," Mr. 
Busch says. 

It was much easier for your portfolio to recover from the market 
downturn if it didn't fall too far to begin with, Mr. Busch says. 

"Investors who didn't have all their eggs in one basket but invested in 
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several different asset classes were able to limit the losses in their 
portfolio," he says. 

Mr. Gordon, 56, had all his money in mutual funds and none in 
individual stocks. 

"I decided I didn't know enough about the market to buy or invest in 
individual stocks," he says. "I experienced a decline just like everybody 
else, but since this was basically long-term anyway, I decided to hang 
in." 

Now, Mr. Gordon not only has recouped his losses, but he's also 
"slightly above par." 

"My investment is back," he says. 

For those who invested in individual stocks, diversification provided an 
extra cushion, "as those with well-rounded equity positions fared better 
than those who had become enamored of technology stocks," Mr. Busch 
says. 

Investors who suffered the most were those who couldn't take the 
market's volatility anymore and moved their money from stocks to cash 
and bonds, he says. 

"They abandoned asset allocation and diversification just when it was 
about to pay off," Mr. Busch says. "In doing so, they experienced all the 
risk of equities during the market downturn but none of the reward 
when the market rebounded. For them, it would have been better to not 
invest in equities at all." 

The sounder strategy is to be a contrarian and resist the temptation to 
run when stocks are falling, says Douglas Gill, a certified financial 
planner and chief executive of SurnmitAlliance Investment Group in 
Dallas. 

"If you add more money to equities when you're at the bottom, it will 
take you less time to get back to even when it begins to rally," he says. 
"If you have 30 percent in stocks at the start of a bear market, toward 
the end of the bear market, you ought to be 60 percent in stocks, so you 
will come back a lot faster." 

Mr. Busch agrees. 

"By taking money off the table from investments that were in favor 
[bonds] and increasing their holdings of out-of-favor securities [stocks], 
they were better-positioned to benefit from the subsequent recovery," he 
says. 
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Uphill battle 

If you've recouped your losses, think about how much it actually took to 
get you back to your investment position. 

"The larger your loss, the larger your gain must be to become whole 
again," says David Ackerman, an investment manager at Ackerman 
Capital Management in Dallas. 

For example, let's say your investment portfolio is worth $1 00,000 and 
you lose 50 percent, leaving you with $50,000. Your gain would have to 
double, or rise 100 percent, to get you back to $100,000. 

If you're fortunate enough to have reached that break-even point, stay 
the course. 

"We continue to think you need to establish a strategic asset allocation 
that's right for you," says Ms. Stewart of JPMorgan. "This is what's 
going to drive most of your returns, and it's also going to drive most of 
the volatility you're going to take on." 

Strategic allocation means figuring out how much mileage you'll need 
from your portfolio. 

"Does the portfolio need to support a certain amount of cash 
withdrawals every year?" Ms. Stewart asks. "You really need to factor 
in risklretum levels but also a need for liquidity." 

But before you do any more investing, make sure you've got your 
emergency fund built up. 

"Investors who had adequate cash hnds set aside for emergencies were 
more likely to experience a rebound in their portfolios," Mr. Busch says. 

Don't try to push beyond break-even too quickly. 

"If you are back at break-even again, use this as an opportunity to 
reassess whether you have the time andlor willingness to go through 
another period like 2000-2002," Mr. Busch says. 

And don't get greedy. 

"Don't try to make it all up too quickly," Mr. Busch says. "Doing so will 
cause you to become overly aggressive and increase your risk of losing 
it again." 

Remember that investing involves taking risk. 

"If you were to lock in your portfolio as soon as it attained a new high, 
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you could never have growth beyond that point," Mr. Busch says. 
"Instead of viewing your portfolio as flat or down from its high point, 
see what your return is since you started investing. If you have been 
investing for any length of time, you will likely be encouraged." 

E-mail pyip@dallasnews.com 
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