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What can you do to safeguard your portfolio?What can you do to safeguard your portfolio?

Happy St. Patrick’s Day

Securing An EdgeSecuring An Edge

Herb GeisslerHerb Geissler
Managing Partner, the St. Clair GroupManaging Partner, the St. Clair Group

Leader of Rational Investing Group, American Association of IndiLeader of Rational Investing Group, American Association of Individual Investorsvidual Investors

Average Investors Average Investors 
Perform PoorlyPerform Poorly
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Asset Allocators Take Lower Asset Allocators Take Lower 
Returns For Lower Returns For Lower DrawdownsDrawdowns
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DALBAR: measured returns of investors in equity mutual funds
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Worst Month

Average Investor = 26.9% loss

Asset Allocator = 10.3% loss

Switchers Don’tSwitchers Don’t
Understand Market TimingUnderstand Market Timing
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Securing An EdgeSecuring An Edge
By BenchmarkingBy Benchmarking

And AnsweringAnd Answering

The Only 3 QuestionsThe Only 3 Questions

That CountThat Count
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Investing in IndexesInvesting in Indexes

Best “lowBest “low--effort” method for most peopleeffort” method for most people
•• 80% of pros fail to beat indexes80% of pros fail to beat indexes

•• Of those that do, few rarely repeatOf those that do, few rarely repeat

•• Only a dozen beat index over 10 yearsOnly a dozen beat index over 10 years

•• You can almost “set it and forget it”You can almost “set it and forget it”

But is Mostly CatchBut is Mostly Catch--upup

Since 1885, the DJIA spentSince 1885, the DJIA spent
–– 32% of time in bear markets, going down32% of time in bear markets, going down
–– 44% of time getting back to break44% of time getting back to break--eveneven
–– 24% of time in net bull territory24% of time in net bull territory

Disciplined timing takes you out of harm’s way,Disciplined timing takes you out of harm’s way,
when the bear market begins or in progress.when the bear market begins or in progress.

–– Keep more of your gainsKeep more of your gains
–– Recover losses more quicklyRecover losses more quickly
–– Make more money more of the timeMake more money more of the time

However, Simple Buy & Hold Is However, Simple Buy & Hold Is 
Not Likely to Be As ProductiveNot Likely to Be As Productive

for the next dozen yearsfor the next dozen years
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Thanks, Ken FisherThanks, Ken Fisher

Second generation market maven
Well-known Forbes columnist
Top performing money manager
Articulate and pragmatic

BenchmarkingBenchmarking

Portfolio skeleton is structured first in Portfolio skeleton is structured first in 
index fundsindex funds for stocks, bonds, and “cash”for stocks, bonds, and “cash”
–– Using “Using “contracontra” index funds during major bear markets” index funds during major bear markets

Muscles are the allocations between Muscles are the allocations between 
sector and country indexessector and country indexes
–– Adjust allocations to beat benchmark indexAdjust allocations to beat benchmark index

Blood Supply nourishes by selections of Blood Supply nourishes by selections of 
good ETFs and individual stocksgood ETFs and individual stocks
–– Add bestAdd best--ofof--breed stocks to outperform averagebreed stocks to outperform average
–– Use market time to keep out of Use market time to keep out of harm’swayharm’sway

Three Key QuestionsThree Key Questions

What do you believe that is actually false?What do you believe that is actually false?

What do you understand that most others What do you understand that most others 
fail to comprehend?fail to comprehend?

What is your brain doing to blindside you?What is your brain doing to blindside you?
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What do you believe What do you believe 
that is actually false?that is actually false?

Market Timing does not work!Market Timing does not work!

Even with high volatility, Even with high volatility, 

Downtrends Become ObviousDowntrends Become Obvious
Lower highs and lower lows define a downtrend

Structure between stocks, Structure between stocks, 
bonds, and “cash”bonds, and “cash”

70% of profit is dictated by Direction70% of profit is dictated by Direction
IBD: 65 IBD: 65 ––75% of stocks move with market75% of stocks move with market

When interest rates go up, bond prices go downWhen interest rates go up, bond prices go down

20% based on being in right “sectors”20% based on being in right “sectors”
Sector strength shifts during business cycleSector strength shifts during business cycle

Perceptions magnify differences into maniasPerceptions magnify differences into manias

10% comes from stock selection and execution10% comes from stock selection and execution
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Primary Equity Allocation is Primary Equity Allocation is 
Set by Expected DirectionSet by Expected Direction
Up or down a little can use lowUp or down a little can use low--effort ETFs and effort ETFs and mmfsmmfs
to secure good returns with little effortto secure good returns with little effort
–– Average annual return of 10Average annual return of 10--12% for past 75 years12% for past 75 years
–– 44--6% at best for next half6% at best for next half--dozen years = yields on Tdozen years = yields on T--bondsbonds

“Up a lot” might use amplified ETFs or exploit margin “Up a lot” might use amplified ETFs or exploit margin 
money for supermoney for super--rich returnsrich returns
“Down a lot” is time to “hide in cash” or use Inverse“Down a lot” is time to “hide in cash” or use Inverse--
ETFsETFs
–– Corrections are drops of 10Corrections are drops of 10--20%, usually two per year20%, usually two per year
–– Recession bear markets drop more than than 20%Recession bear markets drop more than than 20%
–– Depression bear markets drop over 50%Depression bear markets drop over 50%

Current Presidential CycleCurrent Presidential Cycle
Looks SubLooks Sub--ParPar

DJIA Gains during Presidential Cycle

4.64.655554.04.05555MidTermMidTerm

2.02.045455.05.05252PostPost--ElectionElection

10.110.191918.48.46969ElectionElection

18.7%18.7%100%100%11.1%11.1%79%79%PrePre--ElectionElection

Annual Annual 
GainGain

% up % up 
YearsYears

Annual Annual 
GainGain

% up Years% up Years

19501950sincesince18861886sincesince

Major Bear MarketsMajor Bear Markets

Occur every 4 to 6 years, called recessions Occur every 4 to 6 years, called recessions 
(hard or soft landings)(hard or soft landings)

Invariably preceded 12Invariably preceded 12--18 months in 18 months in 
advance by Inverted Yield Curveadvance by Inverted Yield Curve

as occurred in 4Q/06 AND 1Q/07as occurred in 4Q/06 AND 1Q/07

Stock market “sees it coming”; peaked in August/October ‘07Stock market “sees it coming”; peaked in August/October ‘07

Bear Market TriggerBear Market Trigger--Point is when Indexes Point is when Indexes 
cross their 12cross their 12--month month (or 200 day)(or 200 day) moving moving 
average average ((for 2 consecutive months)for 2 consecutive months)




