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 Asset Class Outlook Commentary  

 Cash / Stable 
Value 

- Still maintaining higher levels of 

cash 

Higher levels of cash help protect your portfolio in sharp downturns, provide capital to buy 
when opportunities present themselves, and have not shown to significantly hurt performance 
as the market has rebounded. 

 

 Bonds / Fixed 
Income 

- Reduced levels of exposure As the financial crisis has healed, corporate bonds have performed well and are at levels consis-
tent with past recessions. 

 

  - Cautious of Treasuries for the 

long-run 

Primarily used for safety, but with yields at historic lows and the risks of future inflation present, 
treasury owners may not be paid adequately for the potential risk. 

 

  - Positive on Treasury Inflation-

Protected Securities (TIPS) 

Essentially, these are treasury notes with an interest rate tied to inflation. Used for safety, but 
the future interest paid will increase with inflation. 

 

  - Positive on convertible bonds Currently presents a favorable risk/reward profile: deeply discounted in price and a good yield. 
The potential of stock-like upside with bond-like downside. Riskier than traditional bonds. 

 

  - Positive on floating rate bonds A rising interest rate environment is positive for floating rate investments.  While rates are cur-
rently not rising, we expect them to in the future. 

 

 Stocks - Still cautious of stocksðbelow 

normal levels of exposure 

The stock markets had a banner recovery last year.  Many economists feel that unemployment 
may stay high through this year, making further recovery slower than most would hope.    

 

  - Positive on dividend paying 

stocks 

Many of the traditional dividend paying companies are more attractively valued than the general 
stock market.  

 

  - Utilizing covered call strategies 

to hedge 

Call premiums providing that extra income are back down to normal historical levels. Still a 
utilized strategy, but much less so.  

 

  - Selective of international stocks International diversification is still very important to your portfolio, however individual country 
selection will likely play an increasing role in international stock performance. 

 

  - Positive on Brazil, Canada and 

Australia 

Brazil, Canada and Australia are raw material exporting countries that are/will be very important 
to building Chinaôs infrastructure.   

 

  - Avoid much of Europe, the U.K., 

and Japan 

Our sources have warned about Europe for almost a year, it is now front page news.  Current 
solutions appear to be a band aid to a much larger problem inherent in a shared currency.   

 

 Other Asset 
Classes  

- Positive on Gold and Silver Primarily used as an inflation hedge, but also a currency hedge.  The risks of global currency 
dilution are present.  

 

 - Negative on the Euro We have a negative outlook on the Euro vs. most dollar currencies such as the U.S., Canadian, 
and Australian dollars.   

 

  - Positive on energy trusts Some energy trusts provide a good dividend source with the potential for capital gains.   

 Italics denote a change from last month   

Although equity markets had many things to be concerned about this past month, 
the recovering economy served as the trump card. We have witnessed large swings 
in the U.S. markets this year, with monthly S&P moves of ï3.7%, 2.85%, and 6.03% 
consecutively so far this year, putting the YTD gain at 5.39%. Improving 
unemployment numbers, a rising GDP, and talk of aiding Greeceôs debt problems 
have all contributed to investors feeling more comfortable. April brings the beginning 
of quarterly earnings announcements. Over the past year many companies improved 
earnings by cutting expenses (i.e. layoffs, reducing inventory, postponing growth 
plans, etc.) Investors now want to see revenues increase, this would show more 
proof that the economy is on the mend.   

Over the past few decades, investorsô diversification towards international 
investments has increased, mainly because access to a broader array of investments is now more accessible. Even a decade ago, 
international investing simply meant having investments outside of the United States. Now an investor can select funds that invest 
solely in one country, a specific basket of countries, or gain foreign currency exposure with relative ease. Although more options can 
add complexity, they also provide greater opportunity. Brazil, Russia, India, and China currently represent about 16% of world GDP, 
and growth forecasts show that by 2050 these BRIC economies could represent 50% of the worldôs equity markets. Goldman Sachs 
currently projects China alone might have a GDP equivalent to the U.S. in less than 18 years! Although these statistics are 
impressive, having proper exposure will become more important as the traditional slices of the investment pie become smaller and 
smaller. Our clients will continue to see more selective investments in specific sectors and areas of the world we feel offer significant 
growth.   
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Your 401(k): Rebalancing 

A year ago, we wrote an article to help you address your 401(k) in a challenging environment. Now that the one year anniversary of 
the bull market is behind us, itôs the perfect time to readdress your 401(k) plan and rebalance if necessary. 
 
Most 401(k) participants will have just received their latest monthly or first quarterly statement of 2010. The stock and bond markets 
have recovered extremely well since March 2009, and it is quite possible the mix of investments in your 401(k) has shifted dramatically. 
Your employer may have even changed plan investment options and features. No matter the financial climate, at least once a year you 
should analyze where you stand with regard to your 401(k) plan. 
 

Rebalancing your 401(k) 

As time passes, market fluctuations will cause some investments to grow faster than others. As a result, your portfolio will slowly drift 

away from your original intended mix of investments. In order to maintain the appropriate risk and return characteristics in your 
portfolio you will need to "rebalance." Rebalancing is the process of adjusting the assets within your portfolio back to your original mix. 
In general, that will mean redeeming from investments that have performed strongly and adding to investments that have not 
performed as well.  The result is a systematic way of buying low and selling high. 

 

When Should You Rebalance?  The simple answer is: when it becomes out of balance. But how do you know when your mix is out of 
balance? There are two generally accepted approaches to systematically rebalancing your 401(k): the regular time schedule, and the 
drift threshold.   

 

The regular time schedule approach is by far the most popular and easiest to implement. Simply decide your rebalancing frequency, 
and remember to rebalance. The frequency you decide is less important than the actual act of rebalancing. While experts are mixed as 
to which is the best frequency, there is consensus that at least once a year is prudent, and anything more than quarterly is 
unnecessary and possibly counter-productive. 

 

The second approach, dr i f t 
threshold, is more difficult to 
implement because it requires your 
i n c r e a s e d  a n d  c o n s i s t e n t 
involvement. Instead of a regular 
time schedule, rebalancing occurs 
when an individual holding drifts too 
far from its original target. This 
means you need to watch your mix 
quite frequently and calculate 
appropriate thresholds which would 
trigger you to rebalance. Calculating 
these appropriate thresholds is also 
not an easy task. While this drift 

method is considered more accurate 
of rebalancing, the negative aspects 
make it too cumbersome to 
implement. 

 
Best Tip: Increase your contribution 
by 1% every quarter. You will hardly 
notice the effect in your take home 
pay, and before long your 401(k) will 
be growing. 
 
***Sample is not intended to be a 
specific recommendation. 


