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THE MARKET PLACE

Analysis and Comment
first definition of “‘conservative” in
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Webster's New Universal Unabridged
Dictionary is, “tending to preserve old institutions,
methods, customs, and the like; adhering to what is
old or established; opposing or resisting change...”

he financial services industry has so
significantly overused the word
“conservative” it has virtually
transformed its original meaning. The

Today it is more common to see the word used as a
surrogate for portfolio “diversification™ or “asset
allocation.” Just as frequently it may be used to
describe a portfolio of “high quality blue chip”
stocks. The inference is, by investing in a well
diversified, properly allocated portfolio the investor
has behaved in a conservative, safe, and prudent
manner.

Conservative vs. Conventional

The brokers, or salespeople, of the financial services
industry (who now refer to themselves as “financial
advisors” or “financial consultants™) have convinced
a naive public that failure to follow the
“conservative” tenets of Modern Portfolio Theory
(MPT) is to put your financial health at risk. The
financial services industry, having fully embraced
MPT, delights in presenting it's vietims clients
marketing materials replete with full color pie charts
detailing all manner of asset categories: large stocks,
small stocks, international stocks, growth stocks,
value stocks, fixed income, real estate investment
trusts (REITS) private equity, hedge funds, etc.
Through the arcane machinations of higher
mathematics, proponents assert that the correct
percentage allocations of this assembly of asset
classes will lower risk and increase return. If only it
were true.

Consider years 2000-2002. Confident that their
financial advisors had masterfully crafted a
“conservative” portfolio naive investors watched
their portfolios shipwreck in the wake of the decline
which began in 2000. Most of these folks still have
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MAJOR INDEXES

Dow Jones Industrials
CLOSE 12487.02
PERCENTAGE CHANGE: 52-Wk +1448 YTD +0.19 Wkly -062
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S&P 500 CLOSE 142218
PERCENTAGE CHANGE: 52-Wk +1079 YTD +027 Wkly -058

1400

1300

1200

1100

Nasdaq Composite
CLOSE 243549
PERCENTAGE CHANGE: 52-Wk +570 YTD +084 Wkly -065
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Source: Barron’s - 29 January 2007
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