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BECAUSE THERE ARE BIG RISKS ON THE ROAD AHEAD

Investing Challenge/Compass Advantage
Why Diversification Matters:

Past Performance is Poor Predictor
Best-Performing Asset-Class Index (at top) to Worst-Performing (at bottom) from 1990-2009
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Source: Fidelity Investments. Past performance is no guarantee of future results. You cannot invest directly in an index.

Diversification does not insure a profit or guarantee against a loss.

The Investing Challenge The Compass Advantage

The table represents the 20-year perform- Madden’s managed portfolios are built with

ance of nine different asset-class indexes the Diversified Portfolio strategy. By main-

(used to build mutual funds or create a fund taining investments over the nine asset

benchmark). Shown below are the 20-year classes, the strategy accrued $57,870 more

cumulative results for two investing strate- than the Switch strategy. The strategy has

gies, starting with $100,000: these extra advantages:

e Switch to Best Performing Index: At the * | ess Variability—each year’s portfolio per-
start of each year the investor switches formance would be in the mid range of
the portfolio into the previous year’s best the table since the portfolio’s return is a THE RETIREMENT INCOME

performer. Ending value $449,970.

* Maintain a Diversified Portfolio: This strat-
egy maintains an equal investment into
each of the indexes by rebalancing the
portfolio to an equal allocation at the start
of each year. Ending value $507,840,
$57,870 more than the Switch strategy.

A review of the jaw-dropping returns for
each year’s winner makes it easy to see why
investors try to chase ‘hot’ performers
based on the outperformance for a year or
some other cycle. It’s a futile exercise!

composite of all nine asset classes, and

¢ Greater Tax Efficiency —taxable accounts
using the Switch strategy would have a
capital gains tax liability each year. The
Diversified Portfolio strategy will have
much smaller tax liability since only a por-
tion of gains would be recognized in re-
balancing of the portfolio’s asset classes.
While there are no guarantees, it’s reason-
able to assume that a Diversified Portfolio
strategy can be expected to provide a su-
perior return with less volatility and greater
tax efficiency over the long run.
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