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Key Points 

• The best way to measure your investing success is 

not by whether you’re beating the market, but by 

whether you’ve put in place a financial plan and a 

behavioral discipline that will help you achieve your 

long-term goals. 

• Investment returns can be impacted by many differ-

ent factors.  Extrapolating past investment returns is 

often a big mistake because winners and losers often 

cycle back and forth.  In addition, performance num-

bers viewed in isolation tell us nothing about risk.  

• The goal of investing is not to maximize return, it’s to 

provide a competitive return for a level of risk that is 

acceptable to the investor.   

  1 Yr 3 Yr 5 Yr 10 Yr 

U.S. Large Stocks 15.95 10.42 14.01 7.12 

U.S. Small Stocks 23.68 8.41 13.44 6.88 

U.S. Bonds 1.23 2.74 2.31 4.30 

Intl Developed Mkts Stocks 11.78 0.82 5.40 1.08 

Intl Emerging Mkts Stocks 17.64 1.27 1.66 2.30 

U.S. Inflation (CPI) 2.14 0.97 1.18 1.71 

Source: Morningstar.  Annualized returns for periods ended April 25, 
2017. U.S. large stocks is the S&P 500 Index, U.S. small stocks is the 
Russell 2000 Index, U.S. Bonds is the Barclays US Aggregate Bond 
Index, Intl Developed Markets is the MSCI All Country World Index Ex-
US, International Emerging Markets is the MSCI Emerging Markets 
Index.  Returns include dividends and interest. Investing involves risk 
including the potential loss of principal.  No strategy assures success 
or protects against loss. Past performance is not an indication of fu-
ture results.   

Understanding Investment Performance 

I think the first step in understanding the performance 
of your portfolio is to think about your own personal, 
long-term financial goals.  The question shouldn’t be, 
“Am I beating the market?”, it should be, “Am I on 
track to achieve my long-term goals?” Warren Buffett 
is one of the richest men in the world, and one of the 
most successful investors who has ever lived.  His 
teacher and mentor, Benjamin Graham, said it best 
when he said,  “The best way to measure your invest-
ing success is not by whether you’re beating the mar-
ket, but by whether you’ve put in place a financial plan 
and a behavioral discipline that are likely to get you 

where you want to go.”
1 
 



So, the real question you should answer is, “Am I on 

track?”  And to figure this out, according to Ben Gra-

ham, you first need a sensible financial plan.  Assum-

ing you’ve created that plan with your financial advi-

sor’s help, you will need to know two things:  

First, you need a realistic expectation for a long-term 

return on your investments, and second is to have a 

clear understanding of your risk tolerance. 

Both of these factors – your expected return and ac-

ceptable risk – are important to understand. If your ad-

visor has done a good job, your portfolio is not posi-

tioned to maximize return, but positioned at the mini-

mum level of risk necessary for you to achieve your 

long-term goals. 

I think an example will illustrate the point: 

            Long-term Annual Return 

Hypothetical Portfolio A   8.0%

Hypothetical Portfolio B   5.6% 

 

This is a hypothetical example and is not representative of any spe-
cific investments.  Your results may vary.  The hypothetical returns 
do not reflect the deduction of fees and charges inherent to investing.   
Does not include dividends or interest. 

 

On the face of it, it seems that Portfolio A is superior, 

having earned a return well above Portfolio B.  But the 

(hypothetical) return from Portfolio A was superior be-

cause it was 100% invested in the stock market, while 

Portfolio B was invested 40% in stocks, and 60% in 

bonds.  If the stock market fell 50% in a single year, 

Portfolio A would likely drop a lot more: 

    Potential Decline 

Hypothetical Portfolio A   -50%

Hypothetical Portfolio B   -20% 

 

Assumes stock market drops 50%, while bonds remain unchanged.  
This is a hypothetical example and is not representative of any spe-
cific investments.  Your results may vary.  The hypothetical returns 
do not reflect the deduction of fees and charges inherent to investing.    
Does not include dividends or interest. 

While the stock market has historically recovered from 

dramatic declines, many investors do not have the stami-

na to withstand a 50% drop in the value of their portfolio.  

As this example illustrates, the goal of investing is not to 

maximize return, it’s to provide a competitive return for a 

level of risk that is acceptable to the investor.  Unfortu-

nately, there are no high return, low risk investments.  In 

my opinion, the only way to earn higher potential returns 

is to take more risk.  It’s often tempting for investors to 

take on more risk when the stock market is performing 

well, then cut back on risk when the stock market is per-

forming poorly.  Sadly, this strategy usually results in dis-

appointment.  Attempts to “time” the market usually result 

in lower returns over the long run because the short-term 

direction of the stock market is unpredictable. 

The Benefits of Diversification 

Let’s look at another example.  Which of these portfolios 

looks attractive? 

 

 

Based on past results, clearly, it seems that Portfolio E 

has been very well-managed, while Portfolio A has been 

disappointing.  Many investors would be tempted to buy 

Portfolio E and sell Portfolio A.   But these portfolios are 

actually asset classes that are often found in well-

diversified portfolios: 

(1) Source: Benjamin Graham, The Intelligent Investor 

 

 10 Year Average (%) 

Portfolio A 1.1 

Portfolio B 5.9 

Portfolio C 2.7 

Portfolio D 4.3 

Portfolio E 9.0 

Portfolio F 7.1 

S&P 500 7.5 

This is a hypothetical example and is not representative of any 

specific investments.  Your results may vary.  The hypothetical 

returns do not reflect the deduction of fees and charges inherent 

to investing. 



 

This example illustrates several points.  First, past per-

formance may tell us nothing at all about future results.  

Extrapolating past investment returns is often a big mis-

take because winners and losers often cycle back and 

forth.  Second, performance numbers viewed in isolation 

tell us nothing about risk.  Bonds provided a lower return 

than stocks over the past 10 years, but the traditional 

role of bonds in the investment portfolio is not to maxim-

ize return, but to provide income and dampen the volatili-

ty of the portfolio.  

International stocks and emerging market stocks have 

been very disappointing over the past 10 years.  But 

many experts believe this period of underperformance 

may lead to superior future returns because many inter-

national stocks currently trade at lower prices relative to 

earnings than U.S. stocks.  Finally, after a period of long 

underperformance, small stocks and value stocks have 

both provided much better returns over the past year.   

 

It’s very difficult to predict who the future winners will be, 

which is why well-diversified portfolios often have expo-

sure to each of these asset classes, instead of just being 

invested in the S&P 500.  If your portfolio is well-

diversified, chances are there will be several investments 

that appear to be lagging.  If all of your investments are 

up at the same time, by the same amount, chances are 

they may also all be down by the same amount when the 

market declines.  

Using 20-20 hindsight to make changes in your portfolio 

is a little like constantly changing to the fastest moving 

line at McDonald’s.  It’s likely to just lead to a lot of frus-

tration.  I think a better strategy is to consistently re-

balance portfolios back to their target weighting.  This 

can lead to better potential results and a more consistent 

level of risk in the portfolio over the long run.  That’s a 

strategy we employ with the portfolios we manage in the 

Model Wealth Program.   

 

Realistic Expectations 

It’s also important that investors have realistic expecta-

tions when evaluating their investment performance.  

While the stock market has generated a total return 

(including dividends) historically of about 10% per year 

since 1926, the market return has been between 8% and 

12% only six times during that same period! (Source: 

Morningstar)  The wide price swings in the stock market 

can be difficult to tolerate.  Many times stocks can be 

uncomfortable to own.  But the “extra” return stocks have 

historically generated should be thought of as compensa-

tion for stomaching the wrenching downturns that the 

stock market can also dish out.  Efforts to avoid those 

periods often result in missing the rallies that provide 

those higher returns.  Staying the course in good times 

and bad has usually been a better strategy than trying to 

guess the market’s next move. 

As the table on the first page of this report shows, stocks 

(as measured by the S&P 500) have returned better than 

14 percent annually over the past five years.  This has 

been an unusually favorable environment for the stock 

market.  We believe investors will be well-advised to ex-

pect more modest returns over the next five years.  

 10 Year        
Average (%) 

1 Year         
Average (%) 

International 
Stocks 

1.1 11.7 

Value Stocks 5.9 20.0 

Emerging      
Market Stocks 

2.7 17.2 

Bonds 4.3 0.4 

Growth Stocks 9.0 16.3 

Small Cap 
Stocks 

7.1 26.2 

    S&P 500 7.5 17.2 

International Stocks represented by the EAFE Index, Value stocks 
represented by the Russell 3000 value index, Emerging markets 
represented by the MSCI EM Index, Bonds represented by the 
Bloomberg Barclays Aggregate Bond Index, Growth stocks repre-
sented by the Russell 3000 Growth Index, and Small Cap stocks 
represented by the Russell 2000 Small Cap Stock Index.  Figures 
represent total return with dividends or interest reinvested.  For peri-
ods ended April 1, 2017.  This is a hypothetical example and is not 
representative of any specific investments.  Your results may vary.  
Total returns include income but do not reflect the deduction of fees 
and charges inherent to investing.  Source: Morningstar.  For index 
definitions, please see the end of this report. 

Alan F. Skrainka, CFA 

Chief Investment Officer 

www.mycwmusa.com     



Important Disclosures:  
 
International investing involves special risks such as curren-

cy fluctuation and political instability and may not be suitable 

for all investors. 

 

These risks are often heightened for investments in emerging 

markets. 

 

No strategy can assure success or provide protection against 

loss.  Past performance is no guarantee of future results. 

 

The opinions expressed in this material are for general infor-

mation only and are not intended to provide specific advice 

or recommendations for any individual.  Economic forecasts 

set forth may not develop as predicted and there can be no 

guarantee that strategies promoted will be successful.  All 

performance referenced is historical and is no  guarantee of 

future results.  All indices are unmanaged and may not be 

invested into directly. 

 

Stock investing involves risk including loss of principal.  The 

prices of small cap stocks are generally more volatile than 

large cap stocks. 

 

Value investments can perform differently from the market as 

a whole.  They can remain undervalued by the market for 

long periods of time. 

 
Growth stocks may be more volatile than other stocks be-
cause they are more sensitive to investor perceptions of the 
issuing company's growth of earnings potential. 
 
 
Bonds are subject to market and interest rate risk if sold prior 
to maturity. 
 

Bond values will decline as interest rates rise and bonds are 
subject to availability and change in price. 

 

 
Rebalancing a portfolio may cause investors to incur tax lia-

bilities and/or transaction costs and does not assure a profit 

or protect against a loss. 

 

There is no guarantee that a diversified portfolio will enhance 

overall returns or outperform a non-diversified portfolio. Di-

versification does not protect against market risk. 

 

 

Securities offered through LPL Financial, Member 
FINRA/SIPC. 

Investment Insights is emailed monthly to our clients and friends.  Reproduction or distribution of this material is prohibited and all rights are reserved.   

Index Definitions:  
 

The MSCI EAFE Index (Europe, Australasia, Far East) is a 

free float-adjusted market capitalization index 

that is designed to measure the equity market performance of 

developed markets, excluding the US & Canada. 

 

The Russell 3000 Value Index is a market-capitalization 

weighted equity index maintained by the Russell Investment 

Group and based on the Russell 3000 Index, which measures 

how U.S. stocks in the equity value segment perform. Includ-

ed in the Russell 3000 Value Index are stocks from the Rus-

sell 3000 Index with lower price-to-book ratios and lower ex-

pected growth rates. 

 

The MSCI EM (Emerging Markets) Index is a free float-

adjusted market capitalization index that is designed to meas-

ure equity market performance in the global emerging mar-

kets. 

 

The Bloomberg Barclays US Aggregate Bond Index, which 

until August 24th 2016 was called the Barclays Capital Aggre-

gate Bond Index, and which until November 3rd 2008 was 

called the "Lehman Aggregate Bond Index," is a broad based 

index, maintained by Bloomberg L.P. since August 24th 2016, 

and prior to then by Barclays which took over the index busi-

ness of the now defunct Lehman Brothers, and is often used 

to represent investment grade bonds being traded in United 

States. Index funds and exchange-traded funds are available 

that track this bond index. 

 

The Russell 3000 Growth Index is a market capitalization 

weighted index based on the Russell 3000 index. The Russell 

3000 Growth Index includes companies that display signs of 

above average growth.  The index is used to provide a gauge 

of the performance of growth stocks in the U.S. companies 

within the Russell 3000 that exhibit higher price-to-book and 

forecasted earnings are used to form the Russell 3000 

Growth Index.  

 

The Russell 2000 Index® measures the performance of the 

2,000 smallest companies in the Russell 3000 Index. 

 

The S&P 500 is an index of 500 stocks seen as a leading 

indicator of U.S. equities and a reflection of the performance 

of the large cap universe, made up of companies selected by 

economists. The S&P 500 is a market value weighted index 

and one of the common benchmarks for the U.S. stock mar-

ket. 


