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It is very common for an investor to fixate on an index as a performance comparison to their portfolio.
This familiar mistake often leads investors to chase returns or change their risk parameters if their portfolio is not performing as well as the compared index. This can lead to disastrous results!!!
Many investors compare their portfolios to the S&P 500 Index. The S&P 500 is representative of U.S.
large-cap stocks. It is a meaningful benchmark against which to measure the movements of the largecap U.S. stock market. But it’s not the full picture, and in many cases it may not be the most suitable
index against which to compare your portfolio. Why would you compare your portfolio to the S&P
500, unless you were invested 100% in large, domestic stocks? In a year like 2013, you did not come
close to matching the results of the S&P 500 unless you were fully invested in domestic stocks.
The U.S. economy represents a little less than 22% of the world’s economy. Sixty percent of ETFs
representing the markets of the top twenty economies (which represents 80% of the total world economy) produced negative returns. Almost every bond ETF that we track (domestic and international) has
produced negative returns for the year. Domestic REITs are barely up, but have retreated significantly
from their highs in May. International REITs are down. The commodities ETF that we track is down
-6.90% for the year. Commodities focused in precious metals, like gold and silver, are down much
more significantly. For example, the gold ETF (GLD) is down -27% for the year and the silver ETF
(SLV) is down -37.55%.
As an exercise, I decided to calculate what the return would be if an investor had invested in a diversified portfolio of ETF’s. I assumed two-thirds of the investor’s equity exposure would be invested in
the S&P 500. The other one-third would be equally invested in all available ETFs for the top eighteen
economies (excluding Saudi Arabia because there isn’t an ETF in which to invest). I decided to use the
7-10 year Treasury ETF as an average investment in bonds. The returns are as follows:
80/20 Stock to Bond Allocation:		
60/40 Stock to Bond Allocation:		
40/60 Stock to Bond Allocation:		
20/80 Stock to Bond Allocation:

4.37%
2.21%
0.06%
-2.10%

Clearly, this last year has been challenging for highly diversified portfolios. However, we will continue to identify the best places for us to invest your portfolio, while balancing the risks of doing so.
We strongly believe in the virtues of a highly diversified portfolio and the benefits gained by investing
this way. If, however, you are interested in moving into a domestic only strategy, please call us to discuss our strategies. Polaris manages three domestic stock strategies that are not directly invested in the
international marketplace.
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As always, I welcome all calls and comments. Please feel free to call or write. Below, I have also included the details of the top 20 economies and the corresponding country ETF performance, as well as
the bond ETFs that we track.
Sincerely,
Jeff

Top 20 Economies & ETF
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As I stated earlier, the bond market has also taken its lumps. There were very few places to find positive returns. Those that had positive returns gave up much of their performance over the last six weeks
of the quarter, as almost all bonds dropped in value due to comments made by Ben Bernanke and other
Federal Reserve Presidents.

Polaris Wealth Advisers, LLC is a Registered Investment Adviser. This email is solely for informational purposes. Advisory services are only
offered to clients or prospective clients where Polaris Wealth Advisers, LLC and its representatives are properly licensed or exempt from
licensure. Past performance is no guarantee of future returns. Investing involves risk and possible loss of principal capital. No advice may be
rendered by Polaris Wealth Advisers, LLC unless a client service agreement is in place.

