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Wiser Wealth Management, Inc. 

n  Fee only (no commissions) 

n  Construct portfolios entirely using ETFs building models 
based on five different risk levels. 

n  Us a passive strategy, diversifying globally 

n  Focus on asset allocation 
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What is an Advisors Job?  

n  To simply make money for their clients?  

OR 

n  Manage their clients overall portfolio risk to achieve long 
term financial objectives? 

n  There is a big difference between theses two choices.  

n  Investing without understanding risk is no different than 
gambling in a casino.  
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Risk and Return 

n  Managing risk within a portfolio also includes managing your 
clients behavior. Or put a better way - helping your clients 
understand that risk and rate of return move together. 
n  We have seen periods where risk is not rewarded. For example,  

the last 10 years.  But vary rarely do we see times when a high rate 
of return is achieved with little risk.   

n  It seems at times that every client wants big gains with no 
risk. Why is this? 
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Behavioral Finance  

n  The term “Behavioral Finance” was coined in the early 
1990’s. 

n  The most quoted research paper related to the psychology of 
of investing is Kahneman and Tversky’s 1979 paper “Prospect 
Theory: An Analysis of Decision Under Risk.” 
n  The paper poked holes in Expected Utility Theory.  

n  Kahneman is a Princeton professor and Nobel Laureate.  
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Expected Utility Theory 

Diminishing Marginal Utility 

U 

Wealth 

Every extra dollar of wealth  
gives me less satisfaction. 

Prospect Theory 

We tend to value losses greater than gains. 
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Investor Behavior  
History shows that investor behavior hurts long term results. 

Net Cash Flow to Funds Often Relates to Market Performance
1996–2011
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How Do We Better Manage Client 
Behavior? 

n  Educate our clients about investment risk and long term 
performance.  

n  Focus our clients on the end result and less about financial 
events of the day.  

n  Build portfolios that match our clients’ risk tolerance so that 
when volatility is at its greatest, they have a less of an urge to 
“jump ship.” 
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Building a Client Portfolio 
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Four Ways to Invest Client Assets 

n  Individual stocks. 

n  Mutual funds / separate managed accounts. 

n  Private placement (real estate, company start-ups). 

n  Indexing. 
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Individual Stocks 

n  Advantages: 
n  The investor has the capability of making a lot of money on a 

good stock pick.  

n  This is how the world has invested for many generations, thus is 
widely accepted as a way to grow wealth. 

n  Disadvantages: 
n  Direct company risk - do we really know what is happening within 

a corporation? Is good investment information really available to 
everyone?  

n  If a company fails, investors can loose 100% of their investment.  
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Mutual Funds or Professionally 
Managed Accounts 

n  Advantages:   
n  Allows for better diversification vs. owning single stocks. 

n  A fund manager is in charge of picking individual stocks and 
decides when to buy and sell.  

n  Small investments can purchase more holdings when grouped 
within the fund.  

n  Disadvantages: 
n  Fund managers may take on unnecessary investment risks.  

n  Trade at market close, making for a less liquid investment. 

n  Only report holdings quarterly. 

n  Historically very few active managers actually beat their assigned 
index after fees.  
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Indexing via Exchange Traded Funds 

n  Advantages: 
n  Allows access to specific asset classes and sectors. 

n  Liquid (trades intraday). 

n  Transparent (discloses holdings daily). 

n  No manager risk. 

n  Low cost compared to mutual funds or other active strategies. 

n  Disadvantages: 
n  Market pricing. 

n  Relatively new to the market. 

n  Trading costs in some exchanges. 

An Exchange Traded Fund is a basket of securities that track an 
assigned index.  Trades like a stock. Trades at market price, not NAV. 
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Active Vs. Passive Investing 

n  Can portfolio managers beat the market over the long term? 

n  Recommended reading: 
n  Thinking, Fast and Slow, Daniel Kahneman. 

n  “On Magical Thinking and Investing,” Journal of Indexes, Larry 
Swedroe. 

n  Luck versus Skill in the Cross Section of Mutual Fund Returns, 
Eugene F. Fama. 

n  A Random Walk Down Wall Street, Burton Malkiel. 
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What are ETPs? 

n  The term Exchange Traded Products represents: 
n  Exchange Traded Funds (ETF): 

n  Will track an index by owning the underlying securities. 

n  Will track an index using some form of replication (synthetic). 

n  Exchange Traded Notes (ETNs): 

n  Do not actually own anything but a promissory note to pay the 
performance of an underlying index.  

n  Great for hard to reach asset classes. 

n  The investor takes on credit risk; if the issuer goes out of 
business then the investor could get nothing.  
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ETPs in Asia vs. USA 

   ASIA   USA    

Equity    354   914   

Fixed Income   23   180 

Commodity   44   46 

Currency   5   26 

Alternative   2   56 

TOTAL   428 ETPs  1,223 ETPs 

Assets    $100B   $1.2T 

Data as of 3/12/2012 Reported by Deutsche Bank  
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Growth of ETFs World Wide 
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Building ETF Portfolios   

n  Building an ETF portfolio utilizes all the same principals of 
building a stock and bond portfolio.  

n  Having an in-depth knowledge of ETFs is what will set you 
and your portfolios apart from other firms. 

n  The benefit of low cost, diversified portfolios built using ETFs 
is risk reduction.  

n  As the Asian and China ETF markets develop, investors will 
find many opportunities to use ETFs within their portfolios.  
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ETF Strategies 

n  Asset Allocation. 
n  The ultimate in global diversification. 

n  Textbook large/mid/small/international/bond allocations. 

n  Core Satellite. 
n  Core holding is passive and the satellite investments are being 

actively managed. Sector ETFs could be used as actively 
managed. 

n  Used to manage risk. 

n  Very simple to implement but will require a lot of quantitative 
research. 
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ETF Strategies 

n  Fixed Income. 
n  Gain exposure to fixed income markets. 

n  Reduce single bond issuer default risk. 

n  Tactical Rotation and Allocation. 
n  Use ETFs to ride market cycles among all asset classes.  

n  Growth/value plays. 

n  Alternative Weighted Index Strategies. 
n  Based on an alternatively weighting of a traditional index. 
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ETF Strategies 

n  Market Exposure. 
n  Use ETFs to gain access to markets while looking for individual 

stock or bond opportunities. 

n  Risk Management. 
n  If a portfolio is over-allocated in a particular sector, security, 

country or currency, an investor can use an ETF to diversify away 
from the over-allocation.  

n  Useful for clients who must keep specific holdings such as 
company CEOs and upper management. 

n  Hedge Fund Strategies. 
n  Very technical. 
n  Uses currency trading, hedging, shorting and leverage. 

 



+
Analyzing ETFs 

n  When choosing ETFs you should be concerned with: 
n  Understanding the index methodology. 

n  How do the securities get into the index? 

n  ETF holdings. 

n  Sector, country, currency, market cap exposure. 

n  Tracking error. 

n  How well does the ETF track the index? 

n  Structure. 

n  Provider. 

n  Total cost. 

n  Tradability. 

n  Does it trade at or close to NAV? 
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Future of ETFs   

n  Globally basic index tracking ETFs have been fully 
developed. 

n  Going forward we see more active trading strategies being 
developed into index methodology.  

n  Mutual fund managers will be forced to move to ETF 
platforms to be competitive.  
n  PIMCO is the front runner with this using their Total Return Fund.  
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Your Future 

n  As ETFs are relatively new to the market place you will need 
to educate your clients to the advantages of using ETFs. 

n  Indexing if used properly can be a very low cost and efficient 
vehicle to manage client assets.  
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Sample Wiser Wealth Moderate Conservative Risk Portfolio, USA Investor 

Weight Index Yield Cost 

3% Morningstar Dividend Yield Focus Index 2.52% .40% 

5% S&P 500 Large Cap Index 1.87% .09% 

4% S&P 400 Mid Cap Index 1.16% .21% 

3% S&P 600 Small Cap Index 1.04% .20% 

8% WisdomTree DEFA Index 4.25% .48% 

3% WisdomTree Emerging Markets Equity 
Income Index 

4.02% .63% 

28% Barclays US Bond Aggregate Float Adj Index 3.07% .11% 

10%  PIMCO 1-5 Year US TIPS Index 2.38% .20% 

3% S&P/Citi International Treasury Index 4.03% .35% 

8% iBoxx High Yield Corporate Bond Index 7.31% .50% 

8% JP Morgan USD Emerging Market Bond Index 4.72% .60% 

4% US Preferred Stock Index 6.07% .48% 

3% DJ UBS Commodity Index 0% .75% 

3% PIMCO Enhanced Short Maturity Bond Index 1.01% .35% 

7% USD Cash .002% 0% 


