
With the stock markets in
a state of decline over
the past three years,

many people are reviewing their in-
vestment strategies to better posi-
tion themselves for future financial
success.

The stock markets experienced
their third consecutive annual de-
cline in 2002. This hasn’t happened
since 1941. Conversely, the bond
markets provided some relief in the
form of positive returns as interest
rates fell to levels not seen in
decades. Overall, though, most in-
vestors have seen their portfolios
decline in the past few years. The
degree of decline was determined
by the amount of investment in
under-performing sectors of the
marketplace. For example, if an in-
vestor had a large concentration in
technology stocks, they would not
have fared as well as someone
whose investments were concen-
trated in small company value
stocks.

In the future, many factors will
impact how quickly the markets re-
cover. Issues such as corporate mis-
conduct, threats of terrorism, and
potential war with Iraq, can nega-
tively affect the markets. Positive

indicators may include low interest
rates, improved corporate earnings,
higher productivity, and a possible
economic stimulus plan.

Because no one truly knows
what the future holds, investors are
encouraged to follow five simple
guidelines to determine an appro-
priate investment strategy for now
and the foreseeable future:
• Identify your financial goals. Be

realistic and specific in deter-
mining what you want to ac-
complish in your financial fu-
ture. Strategically assess what
you envision as a comfortable
retirement or education objec-
tives for your children. Also,
make sure you are comfortable
with your current insurance
coverage. Finally, review your
estate planning documents to
make sure they reflect your
wishes in the event of death or
incapacity.

• Evaluate your investment time
horizon. Your investment strate-
gies will depend on how far into
the future it will be before you
reach your financial goals.
Generally, you can be more ag-
gressive for goals that are 10 or
more years off, while you
should be more conservative
with goals occurring within just
a few years. To the extent you
need current income, you sim-
ply shouldn’t take a lot of risks
with this portion of your port-
folio.

• Assess your financial resources.
Considering your existing finan-
cial assets and ability to set aside
current income to fund your
goals, assess what resources you
have at your disposal and priori-
tize them with your established
goals. You should also review
your overall plan to take advan-
tage of tax saving strategies, such
as qualified retirement plans.
Also, investigate income-
generating alternatives, including
additional employment income
or inheritances.

• Determine your risk tolerance.
Regardless of the time and mag-
nitude of your goals, you may
not be comfortable with an ag-
gressive investment strategy. The
key is to understand that there
are risks associated with virtu-
ally any investment alternative,
whether it be stock or bond in-
vestments. Your allocation deci-
sion should take into considera-
tion the pros and cons of these
alternatives. We’d all like to see
the return of double-digit re-
turns year after year, as was ex-
perienced during the late 1990s.
However, you shouldn’t plan on
those types of returns in order
to achieve financial success. By
taking a fresh look at your over-
all risk tolerance, you can better
determine the appropriate in-
vestment strategy in today’s
market conditions.

• Diversify your portfolio. Once
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you have a clear understanding
of your goals, time horizon, fi-
nancial resources, and risk toler-
ance, you can focus on diversifi-
cation strategies. Diversification
is the term used for allocating
your investments among differ-
ent types of securities in order
to achieve more consistent re-
turns over time. 

History suggests that diversifi-
cation is an appropriate wealth-
building strategy that allows an in-
vestor to build funds when markets
are up and preserve capital when
markets are down. Diversification
also provides greater peace of
mind—knowing you don’t have all
of your financial assets concen-
trated in just one area of the mar-
ket. This type of strategy is em-
ployed by most institutional
investors and coincides with the
advice of Daniel Kahneman, the
renowned Princeton psychologist
and winner of the 2002 Nobel Prize
for Economics.

These simple guidelines may put
you on the path to financial suc-
cess, but you are not done yet. For
your plan to be successful, you
need to implement the plan and
monitor your portfolio periodi-
cally to make sure it remains con-
sistent with your objectives. Even
the best-laid plans mean nothing
unless you take action and review
the portfolio from time to time.
Investment management is a dy-
namic and ever-changing process,
but the rewards can be great if you
make it an ongoing part of your fi-
nancial life.




