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INVEST, INVEST, INVEST
Trying to determine where the markets are going next has always been a near
impossible task. At Heritage, we believe that a fully invested, well diversified portfolio
that does not rely on market timing results in success over the long term. As Yogi
Berra famously said, “It’s tough to make predictions, especially about the future.”
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COMMUNITY AND INDUSTRY INVOLVEMENT
Heritage continues to give back to our communities by supporting local charities.
We will be contributing to, and playing in, the Pompano Beach Rotary Golf
Tournament, and will be participating in the Pompano Beach Exchange Club’s
Strike Out Child Abuse event. We also support continued education and industry
collaboration; our Tampa office will be participating in the upcoming USF Personal
Financial Planning Advisory Council meeting this spring.
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PREDICTIONS
Our favorite groundhog, Punxsutawney Phil, predicted an early spring for 2019, yet
it continued to snow into April! Alas, the groundhog is only right 39% of the time.
Market pundits have an even worse track record. A Dimensional Fund Advisors
annual study shows that over a 15-year period, only 14% of equity mutual funds
outperformed the market.* Forget predictions. Instead, invest for the long term with
a plan that fits your risk profile and personal investment goals.
*Dimensional Mutual Fund Landscape 5/2018

EMPLOYEE PROFILE

Ely Loveless-Rosario

Ely is the most recent member of our Operations team, having
joined the Heritage family in May 2018. With a background in
business administration and human resources management,
Ely is a terrific addition to our Operations Group, supporting
operations and working closely with the wealth managers
and their clients. Ely is fluent in Spanish and when she’s not
playing beach volleyball, you can find her teaching Zumba or
working out.

ABOUT HERITAGE
At Heritage, we understand that risk and return are inseparable, but we believe that
some risks are just not worth taking. We use the science of risk control to deliberately
structure our clients’ portfolios, taking advantage of appropriate risks − with the
potential for higher expected returns − and employing broad diversification to
mitigate the potential of catastrophic downside outcomes. Above all, we believe
that success is in the implementation. We do what we say, in your best interest,
consistently, and without emotional reaction.
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“Trying to predict the
future is like trying to
drive down a country
road at night with no
lights while looking out
the back window.”
− PETER DRUCKER

Investing Is Always a Risk;
Invest Anyway
“The four most dangerous words in
investing are, ‘It’s different this time.’”
− SIR JOHN TEMPLETON
The stock market is full of risks right now. A global recession
could be just around the corner. US stocks, especially technology
stocks, are trading at high valuations. Higher oil prices and low
unemployment could lead to higher levels of inflation. And
hovering above all of these economic risks is the constant threat
that an unfavorable turn in domestic or foreign politics could
increase tariffs, shock currency markets, threaten the solvency
of foreign government bonds, throw corporations into an
atmosphere of regulatory uncertainty, or lead to the disintegration
of one or more multinational economic agreements. With all of
these negative risk factors clearly in view, it seems wise to stay
away from the stock market until the coast is clear and the risks
have receded. The only problem with this strategy is that when it
comes to the stock market, the coast is never clear and the risks
never disappear; they are always present.
How markets work
Investing in stocks always has been, and always will be, a riskier
venture than investing in bonds, keeping your money in an insured
bank account, or burying cash in the back yard. This elevated risk
is precisely the reason why stocks offer higher expected returns
than bonds or cash − the return is compensation for accepting
the always-present risk that a particular company could fall on
difficult times or the stock market in general could experience a
prolonged decline.
However, being aware of the particular risks that the market is
currently facing does not give you the ability to predict how stocks
will perform in the future. The primary function of the stock
market is to allow investors to account for all of the risks that
corporations are currently facing and to determine an appropriate
price for each individual stock with those risks in mind. The
investors who determine market prices are aware of all of the
risks that you are concerned about, and many more risks that you
never even considered, and they account for these risks when
they determine fair market prices. So, those risks that concern you
are already reflected in market prices and for that reason they do
not justify avoiding the market.

Maybe it’s different this time
Although you might accept that the markets are aware of the
relevant risks, you still may be asking yourself: “What if it’s
different this time?” This is a very natural and understandable
question, but the simple answer is that the market has been
working in this way for hundreds of years, and despite your own
personal reservations, it’s not different this time.
On any given day, throughout the entire history of the stock
markets, it has been possible to identify dozens of risks and to
cite these risks as reasons not to invest. Yet, over numerous
political and economic cycles the market has continued to climb
higher. Recession, interest rates, market valuations, inflation, and
geopolitical events are all very real risks, and investors in stocks
are never shielded from these risks; they are a fact of life. But
capitalism has always overcome these risks in creative and unique
ways, and there is no reason to believe that the next time will be
any different. Capitalism works, and it has always found a way to
increase wealth in the end.
Excuses are not reasons
All of these “reasons” to avoid investing in stocks are actually
not reasons at all; they are excuses driven by fear. And, while
fear is quite natural, it tends to be detrimental to successful
long-term investing.
Warren Buffett states the case well: “In the 20th century, the United
States endured two world wars and other traumatic and expensive
military conflicts; the Depression; a dozen or so recessions and
financial panics; oil shocks; a flu epidemic; and the resignation of a
disgraced president. Yet the Dow rose from 66 to 11,497.”

What Is Asset Allocation?
The concept of asset allocation is deeply ingrained in how we
manage our clients’ portfolios and we talk about it all the time.
But what exactly does it mean? What are “assets” and what
happens when you allocate them?
Asset Allocation: A Classy Subject
An asset is anything beneficial you have or have coming to you.
For our purposes, it is anything of value in your investment
portfolio. After bundling your investable assets into asset
classes, we allocate, or assign, each asset class a particular role
in your portfolio.

We agree with Mr. Buffett; there will never be an easy and
risk-free time to invest. On any given day there are many risks
that could cause the market to decline, and you must accept these
risks if you wish to profit from the higher expected returns offered
by equities. And, if you wait for the risks to disappear before you
invest, you will invariably notice that the market rises before
those risks are gone, and they are quickly replaced by new risks
and concerns.

“Capitalism works, and it has always
found a way to increase wealth in
the end.”
Your best strategy is to make a long-term decision regarding how
much of your portfolio you are willing to invest in higher-risk
equities versus lower-risk bonds. Then, embrace the risks of the
equity portion, knowing that these risks are the very reason that
equities reward you with higher expected returns.
The risk will always be there, but history has demonstrated that
the additional returns compensate investors well. You can still
come up with your own list of reasons not to invest in equities, as
long as you understand that you should invest anyway.
The original version of this article was written by Heritage for the
September 2018 edition of The Light, a local magazine serving
Broward County, Florida.

To offer an analogy, allocating your portfolio into different asset
classes is similar to storing your clothes according to their roles
(pants, shirts, shoes, etc.), instead of just leaving them in a big pile
in your closet. You may also further sort your wardrobe by style,
so you can create ideal ensembles for your various purposes.
Likewise, asset allocation helps us tailor your portfolio to best suit
you – efficiently tilting your investments toward or away from
various levels of market risks and expected returns. Your precise
allocations are guided by your particular financial goals.
That’s it, really. If you stop reading here, you have already got
the basics of asset allocation. Of course, given how much
academic brainpower you will find behind these basics, there
is a lot more we could cover. For now, let’s take a closer look at
those asset classes.
Asset Classes, Defined
At the broadest level, asset classes typically include domestic,
developed international, and emerging market versions of
the following:
•
•
•
•

Equity/stocks (an ownership stake in a business)
Bonds/fixed income (a loan to a business or government)
Hard assets (a stake in a tangible object such as real estate)
Cash or cash equivalents

Just as you can further sort your wardrobe by style, each broad
asset class (except for cash) can be further subdivided based on a
set of factors, or expected sources of return. For example:
• Stocks can be classified by company size (small-, mid-, or
large-cap), business metrics (value or growth), and a handful of
other factors more recently identified.
• Bonds can be classified by issuer (government, municipal, or
corporate), credit quality (high or low ratings), and term
(short-, intermediate-, or long-term maturity dates).
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We can then mix and match these various factors into a rich, but manageable
collection of asset classes, such as international small-cap stocks, intermediate
government bonds, and so on. Generally speaking, the riskier the asset class, the
higher return you can expect to earn by investing in it over the long haul.
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Asset Allocation, Implemented
To convert plans into action, we turn to a few low-cost mutual fund families that track
our targeted asset classes as accurately as possible. Sometimes a fund tracks a popular
index that tracks the asset class; other times, asset classes are tracked more directly.
Either way, the approach lets us turn a collection of risk/reward “building blocks”
into a tightly constructed portfolio, with asset allocations optimized to reflect your
investment goals.
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“Asset allocation offers a disciplined approach for
staying on course toward your own goals through
ever-volatile markets.”
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The Origin of Asset Allocation
How do we decide which asset classes to use, based on which market factors? To be
honest, there is no universal consensus on THE correct answer to this complex and
ever-evolving question. As evidence-based practitioners, we turn to ongoing academic
inquiry, professional collaboration, and our own analyses. Our goal is to identify
allocations that seem to best explain how to achieve different outcomes with different
portfolios. As such, we look for robust results that have:
•
•
•
•

Been replicated across global markets
Been repeated across multiple, peer-reviewed academic studies
Lasted through various market conditions
Actually worked, not just in theory, but as investable solutions, where real-life
trading costs and other frictions apply

Asset Allocation in Action
As we learn more, sometimes we can improve on past assumptions, even as the
underlying principles of asset allocation remain our dependable guide. The bottom
line is, by employing sensible, evidence-based asset allocation to reflect your unique
financial goals (including your timelines and risk tolerances), you should be much
better positioned to achieve those goals over time.
Asset allocation also offers a disciplined approach for staying on course toward your
own goals through ever-volatile markets. This is more important than most people
realize. As Dimensional Fund Advisors’ David Booth has observed, “Where people
get killed is getting in and out of investments. They get halfway into something, lose
confidence, and then try something else. It’s important to have a philosophy.”

Heritage Investment Group would
like to thank all of our clients for their
continued support. We are here to help
you plan for your future. If you have
any family members or friends who
might benefit from our help, we would
welcome the opportunity to speak
with them. Please contact us
at 954-785-5400.

So, now that you are more familiar with asset allocation, we think you will agree:
Properly tailored, it’s a fitting strategy for any investor seeking to earn long-term
market returns.
In accordance with rule 204-3(c) of the Investment Advisors Act of 1940, Heritage
Investment Group, Inc., hereby offers to deliver without charge, a copy of its
brochure (ADV Part 2) upon request. In addition, upon request, Heritage will
deliver, without charge, a copy of its corporate Code of Ethics.
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