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In general, a risk-to-return ratio of 
1-to-1 is excellent. In fact, achieving 
a 1-to-1 ratio among equitylike asset 
classes is very difficult to do on a con-
sistent basis. For example, as shown in 
the Risk-to-Return Ratio: 1970-2014 ta-
ble, U.S. large cap stock (as represented  

But performance also is important. 
So, not surprisingly, it’s important to 
consider performance and volatility to-
gether. That’s where the risk-to-return 
ratio comes in.  

Risk-to-return ratio is like a golf  
score — the lower the score, the better. 
The ratio is shown below:
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with an investment strategy that 
takes performance and volatility 
into consideration. 
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Performance always comes with a 
catch: volatility. Volatility simply 
means that the investor will ex-
perience more highs and lows — 

highs are fun, lows are not.  
Moreover, negative returns punish 

a portfolio disproportionately. For ex-
ample, a 50 percent loss requires a 100 
percent gain to break even.  A 75 per-
cent loss requires a 300 percent gain to 
break even. Thus, avoiding large losses 
is (or should be) an investor’s primary  
mantra — particularly if they are draw-
ing money out of a retirement portfolio.

Like a Golf Score, a Lower 
Risk-to-Return Ratio Wins
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“With First Family Insurance, I’ve finally found a place I can call 
‘home.’ I started in the insurance and financial services industry in 
2007, and like most agents, I’ve worked hard and spent a lot of money 
to find customers and consistently write business. With First Family 
Insurance, I’m able to not just work hard, but also work smart. 

“FFI provides unlimited free leads to every agent, high contracts, and 
a state-of-the-art, web-based CRM system to manage, track and build 
your business from anywhere. The system has allowed me to produce 
record sales and commissions over the phone, without ever having  
to get in my car and leave the office. First Family Insurance is the per-
fect place for any agent who wants to maintain their independence 
and also benefit from the marketing and lead support of a $100-mil-
lion company.”

— Billie M., agent

Start your winning season with First Family 
(and unlimited health leads). Download our  
program overview and case studies at: 
www.HealthLeadsUnlimited.com 
or call 800.962.2219 to join our roster.

ARE YOU READY
FOR THIS SEASON?

Win your division this year with 
unlimited free health leads!

Experience this unprecedented, unrivaled 
opportunity for success.

• The most competitive commissions
• The largest vendors in the industry
• A CRM system designed by agents for agents

First Family works with multiple carriers, including 
UnitedHealthOne, Molina Healthcare, Kaiser Permanente, 
Cigna, Humana, Aetna and many more.

  I started in the insurance and financial services industry in 2007, and like 
most agents, I’ve worked hard and spent a lot of money to find customers 
and consistently write business. With First Family Insurance, I’m able to 
not just work hard, but also work smart. FFI provides unlimited free leads 
to every agent, high contracts, and a state-of-the-art system to manage 
and build your business from anywhere. The system has allowed me to 
produce record sales and commissions over the phone.

–– Billie M., agent

ADD HEALTH INSURANCE 
TO YOUR SERVICES 
OPEN ENROLLMENT
KICKS OFF NOVEMBER 1ST

by the S&P 500 Index) occasionally can 
achieve a 1-to-1 risk-to-return ratio 
over 10-year periods, but the ratio can 
spike upward in a subsequent 10-year 
period. There were 36 rolling 10-year 
periods examined in this analysis.

For example, in the 10-year period 
ending in 2000 (1991-2000), the S&P 
500 Index had a 10-year rolling return 
of 17.46 percent and a 10-year standard 
deviation of annual returns of 15.28 per-
cent, which produced a risk-to-return 
ratio of 0.88. That is an excellent ratio. 
In the subsequent 10-year rolling peri-
od, the ratio increased to 1.34, and then 
to 2.22 for the 10-year period ending 
in 2002. The ratio shot up to 22.24 for 
the period ending in 2009. In short, the 
risk-to-return attributes of a single asset 
class can be relatively unstable.

By contrast, consider a 60 percent 
large cap U.S. stock/40 percent U.S. 
bond portfolio (also shown the table). 
As is evident, the risk-to-return ratio 
for a blended portfolio of equities and 
fixed income is far more consistent and 
lower in every rolling 10-year period 
than a 100 percent U.S. large cap stock 
portfolio. The 60/40 portfolio had the 
lowest risk-to-return ratio in seven of 
the 36 rolling 10-year periods — or 20 
percent of the time. (The 100 percent 
U.S. large cap stock never had the low-
est risk-to-return ratio.)

Finally, a diversified seven-asset port-
folio is shown. As shown by the yellow 
highlighting, the seven-asset portfo-
lio had the lowest risk-to-return ratio 
(compared with the 100 percent U.S. 
stock and a 60/40 model) in 29 of the 
rolling 10-year periods (or 80 percent 
of the time). The seven asset classes 
in this model included large cap U.S. 
stock, small cap U.S. stock, non-U.S. 
developed stock, real estate, commodi-
ties, U.S. bonds and U.S. cash — all held 
in equal 14.29 percent allocations and  
rebalanced at the start of each year. 

In general, a risk-to-return 
ratio of 1-to-1 is excellent. 
In fact, achieving a 1-to-1 
ratio among equitylike asset 
classes is very difficult to do 
on a consistent basis.
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Summarizing the Results
The summary table shows the per-
formance statistics in this analysis: 
10-year annualized return, 10-year 
standard deviation of return and 10-
year risk-to-return ratio (with the su-
perior result highlighted in yellow).  

The 100 percent U.S. large cap 
stock model had the highest av-
erage 10-year rolling returns. The 
diversified seven-asset model 
was close behind, with an av-
erage 10-year rolling return of 
10.88 percent (versus 11.21 per-
cent for all U.S. stock). The 60/40 
portfolio had an average 10-year 
rolling return of 10.35 percent.  

In terms of volatility (as mea-
sured by the rolling 10-year 
standard deviation of annual 
returns), the seven-asset port-
folio was the winner with an 
average of 9.65 percent. The 
60/40 portfolio was in second 
place, and the all-U.S. stock 
model with a 16.88 percent av-
erage standard deviation came 
in third place.  

The average risk-to-return 
ratio over the 36 rolling 10-
year periods was lowest for 
the seven-asset model (1.08), 
followed by the 60/40 model 
(1.42) and then the all-stock 
model (3.05).  As you recall, 
a 1-to-1 risk-to-return ratio 
is an enviable goal for an in-
vestor. The diversified seven- 
asset model achieved that 
goal over the past 45 years 
while delivering 97 percent 
of the return achieved by an 
all-equity model. Equitylike 
return with a 1-to-1 risk-
to-return ratio is the holy 
grail of investing.

Implementing a  
Multi-Asset Portfolio
Building a multi-asset port-
folio (such as the seven- 
asset model illustrated 
here) is easier now than it 
ever has been. Many mutual funds and 
exchange traded funds (ETFs) are found 
in the asset classes being highlighted 
(large cap U.S. stock, small cap U.S. 

stock, non-U.S. stock, real estate invest-
ment trusts, commodities, U.S. bonds 
and money market funds).  

A diversified asset allocation model 

can be built with actively managed 
funds, index funds or ETFs — or a 
combination of each. Frankly, the asset 
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Some companies within the life insurance industry are 
finally changing. Be among the first to champion the 
change and bring today’s family what they really need.

So, why would you offer products
that were built f� them?

BEAT YOUR COMPETITION
TO THE SOLUTION AT:

WWW.LIFEISCHANGING.COM

Does this family
represent your
typical client?allocation recipe has more impact on 

performance than what components 
(i.e., funds) are used. This means that a 
perfectly good investment model can be 
built with actively managed funds, pas-
sively managed index funds or ETFs. 

If a client has a preference for one type 
of fund over another, fine — use that type 
of fund. Spending a lot of time attempt-
ing to find the “perfect” large cap U.S. 
equity fund or the “perfect” non-U.S. eq-
uity fund is largely a waste of time if you 
intend to use those funds in combination 
with other funds in a broadly diversified, 
multi-asset portfolio. I’m not saying that 
all funds are created equal, but adding 
value to a portfolio is achieved primarily 
through the asset allocation itself, where-
as fund selection has less impact.  

One issue to consider is the “style pu-
rity” of the funds being used in a broadly 
diversified portfolio.  In other words, you 
likely won’t want to use a large cap U.S. 
equity fund that has a significant alloca-
tion in other asset classes (such as non-
U.S. equity or fixed income), because you 
already have those other asset classes 
explicitly included in the model. For this 
reason, a multi-asset portfolio often is 
built with index funds and/or ETFs be-
cause they are very “style pure,” whereas 
actively managed funds are more likely to 
dabble in several asset classes according 
to the dictates of the fund manager.  

All that said, if you build it, perfor-
mance will come. But don’t expect mir-
acles in the short run. A diversified ap-
proach means that you will hit singles 
and doubles — not home runs. But it’s 
worth remembering that home run hit-
ters often strike out a lot. 

Craig Israelsen, Ph.D., is the 
developer of the 7Twelve 
Portfolio and is a principal 
at Target Data Analytics, 
which develops indexes 
for the benchmarking and 
evaluation of target-date/life-cycle funds. 
He is also the executive-in-residence in the 
financial planning program at Utah Valley 
University. Craig may be contacted at craig.
israelsen@innfeedback.com.
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