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It’s time for a better “balanced” portfolio. Way back when, there were two dominant investment
categories (or asset classes), namely US stock and US bonds. These two assets became the mainstay
ingredients in balanced mutual funds, with the typical ratio being a 60% allocation to large US stocks and
a 40% allocation to bonds.

News flash, it’s not 1959 anymore. Today, there are many mainstream asset classes that should be
considered when building a diversified balanced portfolio. Shown below in Table 1 are 12 sub-asset
classes (or mutual funds) that belong in a 21 century balanced portfolio. The 12 funds fall within 7 core
asset groups: US equity, Non-US equity, Real Estate, Resources, US Bonds, Non-US Bonds, and Cash.
Within the 7 core asset groups 12 specific mutual funds are utilized.

The current reality is that most balanced funds are not broadly diversified because they are based on an
out-dated model which typically employs only two assets: US large stocks and US bonds. The typical
allocation is 60% S&P 500 Index and 40% Barclays Capital Aggregate Bond Index. We can do better.

This article introduces a multi-asset balanced portfolio that brings a higher standard to the notion of
“balanced”. This new age balanced portfolio is known as the “ZTwelve® Portfolio”. The name makes
reference to “7” core asset classes with “Twelve” underlying mutual funds. The 7Twelve Portfolio is
constructed to generally follow the time-tested 60/40 guideline, but uses eight funds (instead of one) to
create an overall equity exposure of about 65% and 4 fixed income funds (instead of one) to create a
“bond” exposure of about 35%.

All 12 funds can be low-cost index mutual funds, exchange traded funds (ETFs) or actively managed
mutual funds. All 12 ingredients are equally weighted (each representing 8.33% of the 7Twelve
Balanced Portfolio). The equal-weighting is maintained by periodic rebalancing (annual rebalancing is

recommended).
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Figure 1.
Old Balanced vs. New Balanced
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The performance of the multi-asset 7Twelve Balanced Portfolio has been better than a standard 60%
stock/40% bond balanced fund and a 100% US stock fund over the past 20-year period as shown in the
graph below and in Table 2 on the next page. Vanguard Balanced Index is a representative fund using
the standard 60/40 balanced approach. Vanguard 500 Index is a clone of the S&P 500 Index. The
“Active” 7Twelve model uses actively managed mutual funds whereas the “Passive” 7Twelve model uses
exchange traded funds (ETFs).
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Table 2.
7Twelve®: A Better Balanced Model

;"tﬁ?l";‘ze:‘:; N Active Passive
7Twelve 7Twelve Vanguard Vanguard
e (Using actively (Using passively Balanced Index 500 Index
rebalancing) managed mutual funds) managed ETFs)
1998 0.39 1.54 17.85 28.62
1999 16.63 16.82 13.61 21.07
2000 11.21 5.42 (2.04) (9.06)
2001 2.98 (1.94) (3.02) (12.02)
2002 2.18 (0.64) (9.52) (22.15)
2003 28.82 26.95 19.87 28.50
2004 19.79 17.80 9.33 10.74
2005 12.91 12.34 4.65 4.77
2006 15.98 14.96 11.02 15.64
2007 13.78 11.58 6.16 5.39
2008 (28.14) (25.16) (22.21) (37.02)
2009 32.36 25.64 20.05 26.49
2010 14.52 14.41 13.13 14.91
2011 (6.31) (1.00) 4.14 1.97
2012 12.42 10.64 11.33 15.82
2013 11.33 9.65 17.91 32.18
2014 0.05 2.50 9.84 13.51
2015 (6.96) (5.07) 037 1.25
2016 9.19 10.14 8.63 11.82
2017 13.67 11.97 13.73 21.65
2018 (7.64) (5.88) (2.96) (4.53)
20-Year Return 1999-2018 7.54 6.87 5.67 5.51
20-Year Growth of $10,000 42,763 37,737 30,138 29,226
20-Year Standard Deviation of 13.72 12.02 10.48 17.46
Annual % Expense Ratio 0.60 0.17 0.07 0.04

The 7Twelve Active portfolio and the 7Twelve Passive portfolio have both generated superior
performance over the past 20 years compared to Vanguard Balanced Index and Vanguard 500 Index.
Vanguard 500 Index has performed better over the past 5 years, but investing is a long-run experience—
and should be measured that way.

Building a broadly diversified balanced portfolio enhances the inherent virtues of the classic 60/40
balanced model. Achieving better “balanced” performance is not the result of skill, but simply the
natural byproduct of meaningful diversification and systematic rebalancing.

Portfolio diversification is a lifelong strategy—both before retirement as well as after retirement. The
performance of US bonds—an asset class that retirees commonly bulk up on—will not likely be as
rewarding over the next 10-15 years as has been the case over the past 20 years. As a result, a bond-
heavy retirement portfolio is risky. A more prudent approach is to build a diversified retirement
portfolio—such as the 7Twelve portfolio.
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