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Daily adjclose in S&P500, 1990 onwards
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Four Portfolios with Different Stamdard Deviations

Calendar Year Return Portfolio Value

Portfolio A

Year 1 +5% $10,500

Year 2 +5% $11,025
Simple average = 5.0% Compounded = 5.0%

Portfolio B

Year 1 +10% $11,000

Year 2 0% $11,000
Simple average = 5.0% Compounded = 4.9%

Portfolio C

Year 1 +15% $11,500

Year 2 —5% $10,925
Simple average = 5.0% Compounded = 4.5%

Portfolio D

Year 1 +20% $12,000

Year 2 —10% $10,800
Simple average = 5.0% Compounded = 3.9%
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L===t-Class Data from 1950 to 2009

Simple Standard Volatility
Asset Average  Deviation Compound Return
Class Return (0) Return Loss
Treasury bills 4.8% 0.8% 4.7% -0.1%
Long corporate bonds 6.6% 8.6% 6.2% —0.4%
Large U.S. stocks (decile 1-2) 12.0% 18.1% 9.3% —2.7%
i Small U.S. stocks (decile 6—10) 15.3% 27.5% 11.2% —41%

Source: CRSP Database, Federal Reserve
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Perfect Positive Correlation Year-over-Year Returns Perfect Negative Correlation Year-over-Year Returns
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Moving Northwest with Multi-Asset-Class Portfolios

Northwest quadrant Multi-asset-class portfolio,
including foreign stocks and

U.S. corporate bonds

Same risk, / o
higher return 100% stocks

E |
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Simple vs. Complex Fixed Allocation Portfolios

Lumpsum — Rebalanced annually over 40 years
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Info. Tech Large Core US Large Core

Healthcare Large Value Emerging

Energy Large Growth EAFE

Defense Mid Value Various Bond Index ETFs

Real Estate Mid Growth Anti-inflation Real Asset Allocation
Utility Small Value Real Estate Trusts

Materials Small Growth

Industrial New Economy (e.g, Meta, Crypto)

Financial

Consumer Discretionary
Consumer Staples
Telecommunications

New economy (e.g., Meta, Crypto)
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