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ASSET ALLOCATION
WHERE MOST RETURNS AND SAFETY COME FROM



THE IMPORTANCE OF ASSET ALLOCATION…

 Studies have shown that “Asset Allocation” accounts for between 50% and 93% of your total investment experience, positive or 

negative. 

 What is Asset Allocation though? Here is the typical answer: “Asset allocation is an investment strategy that aims to balance 

risk and reward by apportioning a portfolio's assets according to an individual's goals, risk tolerance and investment horizon.” 

That definition is wrong in my opinion. Markets don’t care about your goals, risk tolerance or investment 

horizon. Not even a little bit. The markets would like to take your money and give it to somebody else.

 Here is what I believe Asset Allocation is: It is how we allocate money across different asset classes to give you an acceptable

level of risk and as much upside as possible. 

 Because so many asset classes move in the same direction at the same time – called correlation, investors must look for assets 

that are undervalued, moving or about to move favorably and unlikely to plunge as much as markets if there is a market crash.

 Use Asset Allocation to build a “margin of safety” in order to stay mostly invested most of the time.



INTELLIGENT INVESTORS & ENTERPRISING INVESTORS

 The Intelligent Investor and the Enterprising Investor are investor types from 

Benjamin Graham’s classic “The Intelligent Investor.” Graham’s most famous pupil is 

Warren Buffett who became one of the greatest long-term investors of all-time and 

one of the 10 richest people in the world the past few decades. 

 I have slightly modified the ideas found in the book to adapt to modern market 

realities such as computerized trading, hedge funds, activist investors, the rise of 

indexing and a more global economic landscape.

 I believe that investors who use the simple charts I provide for building their asset 

allocation will experience lower risk and better returns over time. By building a 

portfolio with a margin of safety, engaging in slow handed ebb & flow trading and 

controlling your emotions, I believe will provide a better experience than most 

investors, including most professionals and robo-advisors. Click to buy & read

https://www.amazon.com/gp/product/0060555661/ref=as_li_tl?ie=UTF8&camp=1789&creative=9325&creativeASIN=0060555661&linkCode=as2&tag=fundamtrends-20&linkId=426MQVKNS7RHHJKL


INTELLIGENT INVESTORS & ENTERPRISING INVESTORS

 Both kinds of investors are intelligent.

 The Intelligent Investor is generally more interested in accumulating wealth through work, beating inflation and 

avoiding large risks to the majority of their portfolio. Wealth preservation is primary to wealth creation. 

Intelligent investors are willing to take moderate risk and will have a core fixed income portion within their 

overall portfolio. Intelligent investors play defense first. If you are close to retirement, already retired or simply prefer 

less portfolio volatility, you are probably an Intelligent Investor. Many small business owners are Intelligent 

Investors because of the inherent risks of being a business owner.

 The Enterprising Investor is generally more interested in creating new wealth through opportunistic 

investment of capital received from earned income or other sources. Wealth creation is primary to wealth 

preservation.  Enterprising investors are willing to take more equity risk (own more stocks, not more risky 

stocks*) and will generally not invest in fixed income except when it offers equity-like returns. Enterprising 

investors play offense first. If you are in your prime working years, comfortable with portfolio volatility and seeking 

to build wealth, then you are more likely to be an enterprising investor.



PORTFOLIO RISK IS A FUNCTION OF ASSET ALLOCATION

 On the last page I made the distinction that taking more risk is 

based on owning more stocks and stock funds, not owning riskier 

stocks. 

 The approach I take for picking stocks and stock funds, regardless of 

investor type revolves around managing risk and building in a margin 

of safety on every investment holding. 

 So, both Intelligent and Enterprising investors are getting similar 

holdings, but the percentage of a portfolio in stocks and stock funds 

will be different for each. 

 Enterprising investors will hold more stocks and stock funds. Those 

holdings will be biased towards growth oriented investments.

 Intelligent investors will own some fixed income (bonds) to balance 

out their portfolio. The stocks (or stock funds) will be tilted more 

towards income generation (i.e. dividend paying stocks).

 “In the final chapter of the ‘Intelligent Investor’ Ben Graham 

forcefully rejected the dagger thesis; “Confronted with a 

challenge to distill the secret of sound investment into 

three words, we venture the motto,  Margin of Safety.” 

Forty two years after reading that, I still think those are the 

right three words.” Warren Buffett

 You should remember “margin of safety.” I put it on page one!



THE INTELLIGENT INVESTOR
A MORE BALANCED APPROACH TO RISK AND OPPORTUNITY



STRATEGIC ASSET ALLOCATION FOR 

INTELLIGENT INVESTORS

Core Fixed 
Income 25%

Circumstantial 
Asset Allocation 

depending on 

economic and 

market 
circumstances. 

Equities, Fixed 

Income, Cash or 
Alternatives.

50%

Core 
Equities

25%

Modified Intelligent Investor Asset Allocation• The word “strategic” when building an asset allocation refers to 

the general outline we are planning to employ.

• The core equity portion of the portfolio will generally include 

dividend paying stocks, but will balance growth and income 

objectives.

• For the Intelligent Investor, there will be a core fixed income 

allocation. The duration of the bonds will generally correspond 

with the rate of interest. When interest rates are higher, 

purchase longer duration bonds and bond funds. When interest 

rates are lower, purchase shorter duration bonds and bond 

funds (like now).

• The “circumstantial” portion of the portfolio covers the entire 

investing universe and can include any asset class or investment 

type you are comfortable with. Intelligent Investors focus on 

total return composed of both growth and income.



BUILDING THE INTELLIGENT INVESTOR ASSET ALLOCATION

 Graham supposed that the base asset allocation model was ½ stocks and ½ bonds. I break this down into four quarters to allow for a more even 

handed approach to asset allocation. 

 About One-quarter of an Intelligent Investor portfolio has a base asset allocation of equities, generally using exchange traded funds (ETFs). There 

are several diversified ETFs that I have identified based upon performance, cost and forward looking characteristics that are ideal core holdings.

 About One-quarter of your Intelligent Investor portfolio is made up of fixed income investments. I use a combination of ETFs and mutual funds. 

For accounts over $1 million buying individual bonds can be appropriate. 

 About One-half of your Intelligent Investor portfolio will vary based upon market circumstances. Often it will be made up entirely of equities.  

This is where you might own individual stocks and options.  As valuations within the stock market rise to above normal levels, Graham would 

reduce equity holdings in most cases.  When prices fall, i.e. after a correction, is when to add to equity holdings. This is the easy to say, hard to do, 

“buy low, sell high.” 

 Think about this like a scale, as the stock market gets expensive, i.e. high priced, lighten up on equity investments. Conversely, when the stock market goes on sale, i.e. 

after a stock market correction or crash, go “sale shopping” and add to equity investments. Historically, there are small adjustments made frequently and big 

adjustments made suddenly, but not very often, to an investment portfolio asset allocation.

 The Intelligent Investor generally never has more than 75% in stocks. The only exception is when the stock market rallies and positions have not 

trimmed back yet due to price momentum that appears to remain favorable.



STRATEGIC ASSET ALLOCATION FOR 

INTELLIGENT INVESTORS

Core Equities
25% Circumstantial 50%.

The percentage to 

equities, bonds or 

alternatives will 

depend on the 
economic cycle.

Core Fixed 
Income 25%

Modified Intelligent Investor Asset Allocation

Asset A

Asset B

Asset C

• The word “tactical” when building an asset 

allocation refers to the changes made to the 

asset allocation in real time and the assets 

included in holdings depending on economic 

and market circumstances. 

• The different asset classes in the 

circumstantial portion of the portfolio cover 

the entire universe of asset classes. 

• Asset A, B & C represent examples of 

different asset classes. For Example, Asset A 

might be Real Estate Investment Trusts 

(REITs), Asset B might be a Small Company 

Stock ETF and Asset C might be an 

International Stock ETF.



THE ENTERPRISING INVESTOR
SEEKING OPPORTUNITY THROUGH ASSERTIVE INVESTING
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STRATEGIC ASSET ALLOCATION FOR 

ENTERPRISING INVESTORS
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Modified Enterprising Investor Asset Allocation• The word “strategic” when building an asset allocation refers to 

the general outline we are planning to employ.

• The core equity portion of the portfolio will generally include 

dividend paying stocks, but is primarily concerned with long-

term growth.

• For the Enterprising Investor there is NO core fixed income 

allocation.  Instead, the second core investment quartile is made 

up equity securities that pay dividends and can do well in an 

inflationary environment, often REITs. Creating a high income 

portion of the portfolio creates a cash flow to invest into other 

securities over time. 

• The circumstantial portion of the portfolio covers the entire 

investing universe, including options. Enterprising Investors are

focused on intermediate and long-term capital appreciation.



BUILDING THE ENTERPRISING INVESTOR ASSET ALLOCATION

 Graham supposed that the base asset allocation model was ½ stocks and ½ bonds. I break this down to four quarters to allow for a more even 

handed approach to asset allocation. 

 About One-quarter of your portfolio has a base asset allocation of equities, generally using exchange traded funds (ETFs). There are several 

diversified ETFs that I have identified based upon performance, cost and forward looking characteristics that often form this core part of your 

portfolio. 

 One-quarter of your portfolio is made up of equity securities that pay dividends and can do well in an inflationary environment.There is an 

emphasis on income generation for this portion of the portfolio. We can use individual stocks or ETFs depending on client preferences. Real 

Estate Investment Trusts (REITs) are usually a primary holding as dividends are high and these vehicles do well in inflation.

 Warren Buffett’s company, Berkshire Hathaway, benefits from something known as “the float” on his insurance company holdings. Berkshire 

gets money to invest while it waits for claims to be made at the insurance companies. We do not have that luxury. However, by generating 

high income in the portfolio, we will have regular income to invest when opportunities arise. 

 About One-half of your portfolio will vary based upon market circumstances. Often it will be made up entirely of equities.  As valuations within 

the market rise to above normal levels we will reduce equity holdings in most cases.  When prices fall, i.e. after a correction, we will add to equity 

holdings. This is the easy to say, hard to do, “buy low, sell high.” 

 Think about this like a scale, as the stock market gets expensive, i.e. high priced, we will lighten up on equity investments. Conversely, when the stock market goes on 

sale, i.e. after a stock market correction or crash, we will go “sale shopping” and add to our equity investments. Historically, there are small adjustments made 

frequently and big adjustments made suddenly, but not very often, to our investment portfolio asset allocation.

 The Enterprising Investor can have up to 100% in stocks for at least short periods of time following stock market crashes. A mix of 75% equities 

and 25% alternatives, i.e. REITs, gold funds, MLPs, Yield Cos, listed private equity, options, etc… is typical.



STRATEGIC ASSET ALLOCATION FOR 

ENTERPRISING INVESTORS

Core Equities
25%

Circumstantial 50%.

The percentage to 

equities, bonds or 

alternatives will 

depend on the 
economic cycle.

Alternative or 
Equities 25%

Modified Enterprising Investor Asset Allocation

Asset A

Asset B

Asset C

• The word “tactical” when building an asset 

allocation refers to the changes we make to 

the asset allocation in real time and the 

assets we include in our holdings depending 

on economic and market circumstances. 

• The different asset classes in the variable 

portion of the portfolio cover the entire 

universe of asset classes. 

• Asset A, B & C represent examples of 

different asset classes. For Example, Asset A 

might be Real Estate Investment Trusts 

(REITs), Asset B might be a Small Company 

Stock ETF and Asset C might be an 

International Stock ETF.



COMPARING BASE STRATEGIC ASSET ALLOCATIONS

Similarities

 Both are virtually always at least 25% in equity 

investments to offset long-term inflation

 Potential to put up to 25% in alternative investments, 

i.e. gold, real estate, commodity linked to offset long-

term inflation.

 Diversification through Asset Allocation

 Willingness to hold extra cash when markets are 

unattractive. 

 Tactical thinking with the circumstantial portion of 

your portfolio to adjust to changing market 

situations and the economic cycle.

Differences

 Intelligent Investors will generally have 50-75% in 

equity investments and about 25% in fixed income 

investments.

 Enterprising Investors will generally have 75-100% in 

equity investments and rarely have fixed income 

holdings. 

 Intelligent Investors will primarily use fund based 

investments, such as ETFs, while Enterprising 

Investors will build their base using fund based 

investments, but add more individual stocks over 

time for long-term investing.



PROCESS LEADS TO RISK-ADJUSTED PERFORMANCE

The measures above are for rolling 2-year periods since 2011.  You’ll see I ranked in the top 1% as reported by TipRanks.com*.

Most financial people would lead with that if they could. Of course, most have nothing to lead with.

I put this here, rather than on page one, because what follows is far more important than hyping the past. 

What will give you the margin of safety and investment performance you are seeking, is having a smart consistent process.

What I am outlining in this report is my uniquely adapted approach. 

I borrowed heavily from other top investors & then modified using my education and experience. 

*See TipRanks.com for methodology. TipRanks measures published investment ideas and does not cover all investment recommendations an analyst has made or the trading history of an investment manager, thus, the returns 

are hypothetical only, and to not represent an exact measure of performance. This is merely for comparison to other published people.



CORE 4 INVESTING
THE FOUR CORE FACTORS BEHIND PICKING INVESTMENTS



MY “CORE 4” INVESTING CRITERIA

Fundamental Criteria

1. I take into account the biggest pervasive secular economic 

trends. This is often called “top down” analysis or “Macro.” I try to 

invest into companies and industries that have the wind at their 

back, not in their face. Very few investors are able to properly 

analyze the large trends as biases and ideology interfere with the 

analysis. It is of utmost importance to set aside what is wanted and 

focus on what is. 

2. I watch for government and central bank actions that can help 

or hurt specific industries. This is an often overlooked major driver 

or industry and sector outcomes. By some assessments, 

governments and central banks have the largest impact on asset 

markets and investments.

3. I try to understand the fundamental value of companies or 

industry groups. Usually that value is based on assets, free cash flow 

and expected growth. Many will refer to this approach as finding 

“intrinsic value.” I try to buy when stock prices do not fully 

represent underlying value of a company or industry. This is 

generally called “bottom up” analysis.

Price Trends

 The price trend of an asset is important for buys and sells. That is 

whether it is falling or rising and how much volume.

 There is no perfect way to measure whether an asset price will 

continue to rise or fall. There is not even a good way to determine 

price movements for short-term price swings. However, we can 

largely measure supply and demand for an asset, i.e. the volume of 

how many people are buying and selling an asset. This is important 

information.

 I use 2 systems to determine whether an asset is likely to have a 

move higher or lower in the intermediate term.

 If an asset has fallen, but selling pressure has abated, and it’s a 

desirable asset based on fundamentals, then investors will start to 

accumulate the asset with a series of small purchases. 

 If a position has risen already, but demand based on volume 

continues to be strong and the asset is not overpriced based on 

fundamentals, it might remain a hold or even a buy.

 This approach is a variation of “trend following.”



THOUGHTS ON “CORE 4” INVESTING CRITERIA

Top Down Analysis

 In coming decades, there are 6 major trends we must all be 
aware of to survive thrive:

 The impact of aging demographics on society and government policy is 
massive and won’t subside for 3 or 4 decades. 

 Extreme global debt will create either a default led depression or, much 
more likely, a long inflationary period to devalue that debt. Much of the 
debt is a result of obligations to aging populations, in addition to, massive 
skimming of global wealth by a few million people around the world.

 Technological change will impact almost everything from employment 
to virtually every industry to society itself.

 Climate change is a threat to civilization itself and will likely cause mass 
migrations.

 Sustainability is becoming a more important issue as population growth 
and resource scarcity begin to threaten standards of living. Not taking a 
more sustainable approach will lead to outbreaks of social unrest and war.

 We are moving towards a multi-polar geopolitical world with China, 
India, Europe and potentially others, taking larger roles in the economy, 
politics and security of the world. 

Government & Central Banks

 Governments control massive amounts of capital, including, 

human, natural resources, technological and financial. The 

policies of governments have always and will always have 

significant impact on the economy and the value of assets.

 Central Banks control the levers of finance, that is, money. 

While there is widespread criticism of central banks, much 

of it is dogmatic and incongruous. 

 Central banks have certainly made mistakes, the Federal Reserve of the 

United States has clearly helped standards of living improve both at home 

and abroad. The issues of wealth inequality go far beyond central bank 

policy and probably more rightly fall at the feet of Congress. 

 Central bank control of money is what influences long-

term growth and inflation. 

 Inflation is a double-edged sword that requires close monitoring.

 Much of the appreciation of assets is inflation based.



THOUGHTS ON “CORE 4” INVESTING CRITERIA

Fundamental “Bottom Up” Analysis

 This is the analysis of businesses, and industries, to find the “intrinsic value” 

over time. Intrinsic value can be thought of the real economic value of a 

business, or industry, over time.

 While analysis of today’s balance sheets, revenue, earnings and financial 

circumstances are very important, being able to develop a reasoned range of 

expectations of the near and intermediate term future is a far more important 

skill. 

 By developing a likely range of expectations of how a business or industry will 

develop over the next several years, we have a chance to find opportunities to 

invest in companies or industries that others are misinterpreting or simply 

undereducated on (most investors fall in those categories). 

 About 80% of investors do investment analysis work poorly or don’t do it at 

all. That creates a massive opportunity for investors who can train themselves 

to think like an owner or executive of a company, rather than a price 

speculator.  

 Consider how much some great investors have beaten the markets by. It is 

possible to beat markets while managing risk, but it is a very comprehensive 

process that requires saying “no” to most investment ideas.

Price Trends
 Price tend analysis is often called “market timing.” It is nothing of the sort. 

 Back in 2006-07, I was giving seminars telling people to sell real estate and 
stocks. I was laughed at and generally ignored. Most of my opinion was based 
on the bottom up analysis. However, by late 2007 and into 2008, the price 
trends could tell even the uninformed investor something bad was coming.

 That is when I started to really pay attention to, appreciate and learn about 
those who valued “trend following” as a way to invest their money.

 Most of the financial industry and financial media reject this sort of analysis as 
“voodoo” or random. They are brainwashed in my opinion.

 Consider that when money flows into an investment, the price generally rises, 
and that as money flows out of an investment, price generally falls. Just knowing 
that data is a valuable tool for investors.

 In short, as asset prices trend in one direction or the other, or start to change 
in conjunction with money-flow trends, investors can use that information as 
an indication of what the market really believes about an asset or asset class, 
and as a tipoff of future prices. 

 By respecting asset price trends and money-flow, investors can help to build a 
margin of safety into portfolios, as well as, maximize gains before taking profits 
and heading to safer pastures.  



BUILDING YOUR INVESTMENT PORTFOLIO
INVESTMENT POLICY STATEMENT OVERVIEW
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WHO ARE YOU?

 “Who are you” isn’t just a song from “The Who.” It is the most central question to how you invest. 

 Your financial status, income, investment experience, age, goals and risk tolerance will help determine whether 

you are an Intelligent Investor or Enterprising Investor.

 While many people think and say they have a higher risk tolerance than most other people, experience has taught 

me that is usually not true. 

 If you can not emotionally handle portfolio value swings of 30-50% then you should not be an Enterprising 

Investor even though those swings only occur occasionally. 

 While many people will claim to be risk tolerant, that often only lasts until a volatile market and a significant 

drawdown. 

 Be honest with yourself about your risk tolerance. Most people are Intelligent Investors.

https://youtu.be/PdLIerfXuZ4


FOUNDATIONAL THOUGHTS

 Determine whether you are an Intelligent Investor or Enterprising Investor.

 Establish reasonable expectations & objectives for your investment portfolio.

 Sell holdings that do not conform to your long-term investment objectives. 

 Buy holdings slowly and incrementally over time that do conform to your long-term investment objectives, unless there is a 

crash, then buy quickly. 

 Think “tactically,” that is, be willing to adjust to changing circumstances of the economy and markets.

 Remember, the market does not care about you, thus, there are no firm rules for investing based upon age or other 

circumstances, other than broad guidelines. It is much more important to be aware what the market is doing, because it does 

not care who you are or what you are doing.

 You should only monitor your portfolio performance on a monthly or quarterly basis. More than that is obsessive for non-

traders. [Most short-term traders lose, so I recommend not being a short-term trader as the competition is smart, 

experienced,  connected, very fast and ruthless.]  

 Monitoring your portfolio does not mean looking at red and green numbers, it means getting to know your investments. You 

should go to the websites of companies and funds you are invested in and read their investor presentations at least once per 

quarter. Knowing more about your investments will help you sleep at night.



ESTABLISH REASONABLE EXPECTATIONS & OBJECTIVES

 Owning equities comes with risk. There are no guarantees with equity investments.

 People who own stocks and other equities should be prepared to be long-term investors for 10 years or more to recognize 

objectives within their portfolio.  

 I focus on investments with a 2 to 4 year anticipatory window for catalysts to generate gains. Sometimes it takes shorter or longer for things 

to work out favorably, and sometimes things do not work out favorably at all. There is always a risk of loss on an individual holding. In cases 

where a judgement was wrong or things just do not work out, sell before a big loss occurs (sometimes stubbornness gets the best of all of us, 

it’s a tough battle, just keep assessing the situation at hand and trust your analysis – not your emotions).

 Most of the economy is cyclical, therefore, understanding about where we are in financial and economic cycles is important in

managing risk and avoiding chasing returns, which virtually always increases risk and leads to bad outcomes. 

 Evaluating performance year to year is NOT a method that works well. Performance should be measured over a full cycle, peak 

to peak or trough to trough. Cycles can last anywhere from 2 to 10 years historically.



ESTABLISH REASONABLE EXPECTATIONS & OBJECTIVES

Intelligent Investors

 There is no “expected” rate of return, however, the 

Intelligent Investor can generally be thought of as 

trying to beat inflation with a small extra margin 

with as little risk as possible. If inflation averages 3% 

over 10 years, a very good return with mitigated risk 

would be 7% to 11% in my opinion. 

 Must be comfortable with moderate swings in 

portfolio, at all stages of owning a portfolio.

Enterprising Investors 

 There is no “expected” rate of return, however, the 

Enterprising Investor can generally be thought of as 

trying to opportunistically create new wealth. This 

entails a goal of earning 12% to16% on average over 

a long period of time – 10 years plus. This is a very 

difficult goal to achieve. 

 Must be comfortable with large swings in portfolio 

value, at all times, especially in the early stages of 

building a portfolio.



SELLING HOLDINGS OUT OF “OLD” PORTFOLIOS

 Holdings that do not have the appropriate margin of safety and fit in the chosen asset allocation should be sold.

 In general, freeing up cash temporarily in order to have the “optionality” to invest from a list of preferred investments is a very 

good approach in the short term. 

 “Optionality” is easily understood is having the ability to strike while the iron is hot. For example, an investor holding some 

cash, can readily invest when there is a pullback in some or all of the assets that are being targeted for investment. In other 

words, be ready to buy when others are selling (hopefully at panic low prices).

 Holding extra cash can mean up to a year or two of being underinvested while the portfolio is being built as opportunities 

arise. Patience is a virtue.

 Holding extra cash does add to safety from losses, so that is a short-term benefit while building a portfolio. Generally, the cash 

has come from selling riskier or overpriced assets, which also reduces risk.



BUY NEW HOLDINGS SLOWLY OR QUICKLY ON CRASHES

 When building positions, do it over time. While technical and quantitative analysis can give us some idea that a holding we like is 

finished falling in price, there is no fool-proof way to know if you are buying at a bottom price. Thus, having several entry points 

is a way to “cost average” into a position at decent prices, one of which will be close to a bottom.

 An important benefit of this approach is that investors can continue to learn about a holding as it is accumulated over time. 

 There is an important caveat to buying slowly over time. Up to a few times per decade, the stock market undergoes a very 

significant correction or “bear market.” That is, a drop in asset prices of 20% or more. Sometimes we get an opportunity to buy 

a lot of stocks over just a month or two. On these occasions, we need to be ready to move more quickly to get low cost basis 

(cheaper prices) on our holdings. This is what I meant when I said: 

 Historically, there are small adjustments made frequently and big adjustments made suddenly, but not very often, to our 

investment portfolio asset allocation.

 Maintain a “very short list” of investments that you’d buy on a correction at a moment’s notice.



THINK TACTICALLY

 Tactical thinking means being able to adjust to whatever circumstances might occur. 

 It is very important for investors to think tactically as no method of prediction is perfect. 

 CEO’s, governments, central banks and markets change circumstances unexpectedly all the time.

 Sometimes “black swans” occur that almost nobody sees coming, completely changing the investment landscape. 2008’s financial 

collapse is one such event.

 It is important that we are able to analyze these situations and react quicker than most of the crowd to reposition. 

 Keeping track of various scenarios and potential outcomes increases our response time to making tactical portfolio 

adjustments, as knowledge is one of the great offsets to emotions such as fear.



DIVERSIFICATION 

 The idea of diversification has been abused 
by the financial industry to sell more 
products. 

 The chart to the right demonstrates that 50 
stocks, whether held individually or in funds, 
are generally enough to diversify a portfolio. 

 For a global portfolio, generally exposure to 
about 200 total securities is about right. 

 Too much diversification stops reducing risk 
in a meaningful way and will usually water 
down portfolio returns. 

 If you still want hundreds and hundreds of 
holdings, buy index funds, hold a very long 
time and do not pay extra fees.



DIVERSIFICATION

 “Diversification is a protection against ignorance. It makes very 

little sense for those who know what they’re doing.”  Warren 

Buffett

 Adequate diversification can be had by using a smart asset 

allocation strategy. For example, owning a few funds that 

focus on different asset classes, that have different 

correlations, will provide diversification by risk factor. 

 We can be diversified without diluting our returns by 

owning a little bit of everything – which is what most 

people usually do in a very expensive way. We don’t want to 

be “most people.”

 Consider there are 10 sectors in the S&P 500.A good

investor will be overweight a few, equal weight a few and

underweight a few (even owning none of one or two) in 

their asset allocation. Investors who are right more than

half the time on asset allocation decisions will do relatively

better than most other investors, including indexers.



MONITORING A PORTFOLIO

 While many people fall into the trap of looking at their holdings daily, I strongly recommend against that for non-traders (if you 

have hired me or subscribed to my investing letter, then you are NOT a trader). Looking at red and green return numbers too 

often can generate emotional responses which make it difficult to make smart investment decisions – something that’s hard 

enough already.

 Most people who pick their own investments should look at their portfolios once per week and adjust any outstanding trade 

orders accordingly. 

 Investors who hire an investment advisor can comfortably check their portfolios on a monthly basis and should focus on getting 

to know the companies and investment funds they own, as well as, the role in their asset allocation. 

 It is better to read the investor presentations of companies you are invested in, industry journals of sectors you are invested in.  

The Wall Street Journal, Seeking Alpha (free), MarketWatch (free), Financial Times or Bloomberg (free) are good sources for 

stories and analysis related to your investment holdings. There are many blogs and other sites, however, over half of it is junk or 

deliberately designed to mislead (talking their books), so be careful.



EVALUATING PERFORMANCE

 Shorter time periods are dominated by proprietary 

traders of big investment firms, high-speed 

supercomputers, hedge funds, day traders and 

offshore accounts.

 Investment performance should be measured over 

longer time frames as that is where individual 

investors have a true edge. 

 Appropriate time frames for investment planning 

and performance measurement are over a full 

market cycle from peak to peak or from trough to 

trough. 

 Cycles generally last from 2 years to 10 years, with 

many lasting somewhere near the middle of that 

range.



TYPES OF SECURITIES YOU MIGHT USE
YOU MIGHT USE SOME OR ALL OF THESE TYPES OF SECURITIES
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TYPES OF SECURITIES AND USE

Stocks

 Classified many different ways, but generally either by 

economic sector, style (growth versus value) or by size 

(small, mid, and large capitalization) or both. 

 Stocks are the primary driver of long-term investment 

returns above the prevailing interest rates.

 I try to understand the fundamental value of companies. 

Usually that value is based on assets, free cash flow and 

expected growth. We try to buy when stock prices do not 

fully represent underlying value of a company.

Exchange Traded Funds

 ETFs hold a basket of stocks (or bonds), differ by economic 

sector, style (growth versus value) or by size (small, mid, 

and large capitalization) or both. 

 Owning a fund can diversify against company specific risk, 

however, can expose you to risk associated with the fund’s 

objective.

 ETFs are very good for establishing a core portfolio, as well 

as, overweighting a portfolio towards asset classes that we 

find with favorable value or trends.



TYPES OF SECURITIES AND USE

Real Estate Investment Trusts

 A company that owns, and in most cases operates, 

income-producing real estate. REITs own many 

types of commercial real estate, ranging from office 

and apartment buildings to warehouses, hospitals, 

shopping centers, hotels and timberlands.

 Structured like a fund for all intents and purposes.

 Offers exposure to real estate for those who do not 

want to own and manage actual real estate.

Master Limited Partnerships

 A limited partnership that is publicly traded on 

an exchange qualifying under Section 7704 of the 

Internal Revenue Code. It combines the tax benefits 

of a limited partnership with the liquidity of 

publicly traded securities.

 Used within taxable accounts to generate income. 

 Complex structure requires complete analysis. In 

recent years, oil & gas MLPs have suffered due to a 

lack of growth in the industry.



TYPES OF SECURITIES AND USE

Options you sell

 Cash-secured puts – for generating income and used for setting a 

price to buy a desired stock that might be fairly or undervalued as 

such price.

 Covered calls – for generating income and used for setting a price 

to sell a certain stock that might be fairly or overvalued at such 

price.

 Generally for Intelligent Investors who want to generate extra 

income.

 Must be willing to buy underlying stock in case of cash-secured 

puts.

Options you buy

 Calls and LEAPs – for generating an amplified growth effect for the 

underlying security.

 Puts – for “betting” against a particular assets, generally as a hedge 

to offset risk in “long” investments, sometimes as speculation for 

asymmetric gains.

 Only for Enterprising Investors or for Intelligent Investors only after 

significant stock market corrections.

 Must be willing to lose entire investment.

Do not use options until you have studied the CBOE website learning center for fuller explanations of the 

concepts in the column to the right.  Also read the Characteristics and Risks of Standardized Options.

http://www.cboe.com/learncenter/default.aspx
http://www.cboe.com/resources/intro.aspx


TYPES OF SECURITIES AND USE

Taxable Bonds

 U.S. Government bonds are typically considered 
among the safest bonds, particularly U.S. Treasuries 
which are backed by the full faith and credit of the 
U.S. Government. Agency bonds do not have that 
explicit guarantee.

 Corporate bonds issued by companies usually pay 
higher income than other sorts of bonds.

 Global bonds issued by governments or 
corporations often perform well when the U.S. stock 
market does not. 

Tax-free Bonds

 Municipal bonds usually come with a Federal 

income-tax free coupon. 

 Issued by local and state governments and some 

other tax-advantaged entitites.

 These bonds can be insured for an extra layer of 

safety. 

 Held in taxable accounts.



SUMMARY

 We have just touched the tip of the iceberg on investing. However, following this outline can keep you organized, 

on plan and lead to far better results than other more complicated approaches.

 Ultimately, how you adjust your asset allocation accounts for the majority of your returns over time.

 Excess returns are generated by particularly well-done security selection, i.e. specific stocks. 

 For DIY investors subscribed to Fundamental Trends or Investor ideals, my experience is that investors should 

take the vast majority of recommendations vs “cherry-picking.”

 For more information about DIY investing, please visit FundamentalTrends.com and explore a subscription. 

 For Bluemound Asset Management, LLC clients, your Investment Policy Statement follows.

 For more from Bluemound Assset Management, LLC, please visit that site and request information.

 Follow me @KirkSpano on Twitter or at Kirk Spano’s Fundamental Trends on Facebook.

http://fundamentaltrends.com/
http://bluemoundassetmanagement.com/
https://twitter.com/KirkSpano
https://www.facebook.com/FundamentalTrends/?ref=bookmarks

