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As an investor, you don’t want to be limited to only ideas from a particular region or market 
capitalization. Instead, wouldn’t you rather capture gains from a multitude of asset classes – even those 
you typically don’t hear much about?

That’s where a diversified ETF portfolio comes in. 

Think of it this way: You go into a grocery store and select a few items. A loaf of bread, a gallon of milk, a 
dozen eggs, some lettuce and some ground beef. Just for fun, you pick up a bag of Cool Ranch Doritos, 
because they sound good right now. 

You can already tell: That’s just a bunch of “stuff,” unless you have a specific plan for combining 
everything (except those Doritos, which were always just a fun outlier).

But what if you bought the entire store? 

It’s a crazy example but work with me. 

Instead of just a few ingredients, you now have all manner of meats, produce and dairy. You’ll get the 
plant-based foods, the ethnic foods, soda and energy drinks, the health and beauty products, canned 
goods, that array of gift cards near the front, and, of course, all the Doritos, chips and pretzels your 
heart desires.

Doesn’t that increase the odds of preparing a variety of nutritious and delicious meals? (As well as giving 
you more fun options?)

OK, so let’s apply this concept to your investments. 

Individual stocks or one-off fund choices can certainly help add excess return above the broader market. 

But that usually comes at a higher-than-normal level of risk. And there’s always the question of whether 
your investments are highly correlated, meaning they tend to move in tandem at the same rate, rather 
than diverging at least somewhat.

Mitigating Risk
One key tenet of asset allocation is its role in mitigating investment risk. That’s the benefit of differing 
correlations. For example, when stocks rise, bonds tend to fall. Real estate and other alternatives can 
also show lower correlations to stocks. At a time when the stock market declines, these other assets may 
show higher returns.
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However, the inverse can also be true. After the 2008 market meltdown, many investors turned to 
commodities to offset the risk from stocks. However, stocks have outperformed in most time periods 
since then. There are shorter timeframes where commodities outperformed, but as a long-term bet, it 
hasn’t worked out as many investors hoped. 

This chart illustrates outperformance of stocks as compared to commodities since September 30, 2006, 
using the Invesco DB Commodity Index Tracking Fund ETF (DBC) as a proxy for commodities and the 
SPDR S&P 500 ETF Trust (SPY) as a proxy for domestic equities.

Source: MarketSmith

As you see, the commodities index outperformed stocks until late 2012, when roles reversed. That hasn’t 
changed in the ensuing nine years.

That’s not an argument against allocation; it’s simply a caveat that a pet investment thesis, particularly 
one developed in reaction to an equity market correction, may not be the ticket to outsmarting other 
market participants. 

Also, there’s a principle called “Sequence of Returns Risk.” This is the risk associated with the order in 
which investment returns occur. 
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Put another way, the risk of a market decline in the early years of retirement, combined with regular 
withdrawals to fund retirement expenses, could significantly reduce portfolio longevity. In other words: If 
you don’t plan carefully, you risk running out of money in retirement. 

Source: RetireOne

The Allocated Portfolio & Your Financial Plan
Asset allocation has become increasingly popular with professional investors managing accounts with a 
specific goal. If the image of a retirement saver bores you, then think of top-performing asset managers, 
such as university endowments, foundations, insurance companies and registered investment advisory 
firms with assets in the billions. 

In other words, asset allocation isn’t just something in the realm of your local financial planner with a 
handful of clients. 
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The percentage of an investor’s total portfolio designated to each asset class is determined by the 
financial plan. What kind of return do you need, considering inflation, to make your money last for 
several decades, and allow you to withdraw enough to sustain your lifestyle?

That’s how you determine the risk levels in your portfolio. It’s not done by hunches, guesswork or 
market timing. 

Asset allocation models are designed to reflect your time horizon, goals and risk tolerance. 

You may fancy yourself an aggressive stock investor, but if you are 65 years old, and have a limited 
amount saved, you’ll likely need caution in your long-term portfolio, rather than rolling the dice on 
high-beta growth stocks to make up for lost time. 

So how do you balance a portfolio with the risk levels to generate the return you need, while mitigating 
your risk to preserve capital? 

The answer is simple in terms of the math, but not always easy in terms of emotions.

It requires discipline, and the ability to ignore day-to-day market gyrations while maintaining a 
long-term view. 

Your long-term allocation isn’t based on a prediction you saw on TV or read on the Internet. A 
proper investment plan isn’t sketched out in a DIY spreadsheet based on the performance of U.S. 
large-cap equities. 

Instead, your asset allocation model is based on your unique situation. It’s developed with a 
comprehensive plan that addresses retirement income and spending, taxes, cash flow, savings, debt, 
investments, insurance, charitable giving, estate considerations and any special circumstances you face. 
Those could include rental properties, support for elderly parents or grown children with special needs, 
educational funding for grandchildren, and many more possibilities. 

For example, say your financial plan determines that an asset allocation model of 50% stocks will 
generate the return you need without taking on too much risk. You will want to drill down to allocate 
more specifically within the field of stocks, such as recommending a certain percentage by market 
capitalization, sector or region. 

But first, let’s take a very simplistic example. You could purchase these two funds and have some level of 
diversification superior to a collection of single stocks.

• 50% Vanguard Total Stock Market ETF (VTI)

• 50% Vanguard Total Bond Market ETF (BND)
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Here’s what you get with that portfolio: The Vanguard Total Stock Market ETF seeks to track the 
performance of a U.S. stock market index consisting of large-, mid-, and small-cap equities representing 
growth and value styles. 

The Vanguard Total Bond Market ETF tracks performance of a broad, market-weighted bond index. 
You’ll get broad exposure to the taxable investment-grade U.S. dollar-denominated bond market, 
excluding inflation-protected and tax-exempt bonds.

Nothing wrong with those ETFs. In fact, I had plenty of clients who owned those to get exactly the 
desired exposure to U.S. equity and fixed income. I also like the exposure to all market capitalizations 
and the broad universe of domestic investment-grade bonds. 

But do you see what’s missing here? 

There’s no exposure to several asset classes, including:

• Developed non-U.S. market equity

• Emerging market equity

• Developed non-U.S. market fixed income

• Emerging market fixed income (Not something I recommend, but at least be aware of 
what is and isn’t held in your portfolio)

• High-yield bonds

• Liquid alternative assets, such as commodities, real estate or precious metals.

Holding a variety of asset classes ensures that your portfolio components will move in different 
directions, or at least at different rates. For example, developed non-U.S. equities may outperform 
domestic stocks in any given quarter or year. 

Once you choose your allocation, as determined by your plan, it’s important to go back and rebalance at 
regular intervals, or at least calculate whether rebalancing is needed.

Rebalancing is simply the process of aligning your portfolio weightings back to the original level. 

For example, say your plan called for an asset allocation of 50% stocks and 50% bonds. Say stocks 
outperformed in the quarter, and your equity holding is now 60%. To rebalance, you’d sell enough stocks 
to get the allocation closer to 50%, and reinvest the proceeds into your bond holdings.  

It may feel counterintuitive to sell your winners and reinvest in those with lesser performance. However, 
over time, that’s the best way to be sure your investments are in sync with your plan, if you are to meet 
your financial goals.
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Smooth Your Returns 
It’s true that U.S. growth stocks were on fire for several years, while other asset classes lagged. But there 
have been periods of time when other asset classes outperformed. 

According to data compiled by Dimensional Fund Advisors, in the 10-year period from January 2000 
through December 2009, the S&P 500, the most popular U.S. index, lagged domestic small caps, real 
estate investment trusts, non-U.S. equities and even fixed income. 

Limiting yourself to just large-cap U.S. investments could result in a significant loss in portfolio value if 
other asset classes outperform. 

That goes against how you may think about your trading account, where beating the market, or at least 
generating outsized returns in all your trades, is top of mind. With your allocated portfolio earmarked 
for some specific goal, usually retirement, you only need to generate the income you’ll need at a certain 
time, and for a specified period of time. Beating the market is completely irrelevant to that proposition. 

Allocation Models 
Asset-allocation models tend to focus on one of four objectives: preservation of capital, income, 
balanced, or growth.

Your model will be determined by the specifics of your plan, guided by your income and spending needs, 
and informed by factors such as taxes and inflation. 

• Capital Preservation 
This is a good model for people who have just enough saved for retirement, when factoring 
in all the potential expenses over the time horizon. I’ve worked with many clients in this 
situation. You don’t want to overlook growth, but you’re not in a position to take excess risk 
by going too aggressive with stocks that could drop sharply in a market downturn. 

You can also use a capital preservation model when you have money earmarked for shorter-
term spending. For example, you can put your money for the next 12-36 months in a more 
conservative model, while letting your longer-term money grow. 

• Income
If you have enough money saved or invested that you don’t need to take a tremendous 
amount of risk to meet your goals, then an income-focused portfolio may be right for you. 
Portfolios designed to generate income can be constructed with short-term, high-quality 
fixed income; REITs; Treasuries or dividend-paying stocks. 
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One caveat: I haven’t seen any situations where income is the only portfolio goal. Income 
should be a component of the allocation designed to meet your goals. A tilt toward income 
may be what’s needed, but I’d advise against ignoring growth altogether. 

• Balanced
In most situations, especially for investors with retirement in sight, a balance of growth 
and income really is the best option. This model incorporates a comprehensive asset mix 
designed to appreciate over a period of years. 

While I prefer short-term bonds to limit risk, you may introduce some intermediate-term 
fixed income in your balanced portfolio. However, be aware that the growth portion of your 
portfolio should come from the equity side. 

• Growth
The proverbial growth account owner is the young employee saving in his or her 401(k) and 
is decades away from retiring. This is the riskiest type of account, because stocks are riskier 
than bonds. They also historically deliver higher returns. 

A growth portfolio can be 80% to 100% in stocks, as the account holder is able to absorb 
some steep declines (while taking advantage of dip-buying opportunities). This shouldn’t 
contain only large-cap domestic equities; every portfolio should have global and market-cap 
diversification. 

There are some exceptions to the general notion that only young investors should tilt toward 
growth. I worked with a client who had generous pensions from a career in the military and 
later at defense contractors. As a high earner, his Social Security benefit was also healthy. 
In his case, he invested his 401(k) more aggressively, with the idea that his daughters would 
eventually inherit that account. 

However, that decision was only made after careful financial planning. 
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Disciplined Investing 
Maintaining an allocated portfolio requires some discipline. I understand the desire to time the market, 
and certainly, the various Cabot advisories and other products give you a leg up when it comes to that. 

Make no mistake: I’m not against trading stocks and options, and I’m not against taking a flier on an 
investment you believe has potential. When my financial advisory clients asked about an investment 
outside their asset allocation, I always said yes. 

Clients especially liked to invest in precious metals, cannabis and crypto. But I had clients who wanted 
extra exposure to Apple (AAPL), and sometimes just a particular sector, such as consumer discretionary. 
That last one may be surprising, but I even had a client who liked to place a “bet” on a specific sector 
from time to time, using an ETF, if he thought it would outperform. 

I don’t consider any of that to be a lack of discipline. It’s simply bolting a thesis onto your existing 
allocation. If you’re right, you’ll make some money. If you’re wrong, it won’t hurt your retirement plan.

But all in all, asset allocation protects you from rash impulses, such as stampeding into cash after 
a presidential election. I’ve gotten new clients from both sides of the political aisle who cashed 
out investments when the party they didn’t like was in the White House. Across the board, they 
regretted acting on those impulses, and I had to help them get back on track after missing out on 
opportunities – sometimes to the tune of six figures.

Here’s a look at the risk profiles of two portfolios. The first consists of single stocks, the most 
heavily-weighted one from each S&P 500 sector. 

The second consists of a diversified basket of ETFs.

S&P Equal-Weighted Sector Picks
• Procter & Gamble (PG) 

• Facebook (FB) 

• American Tower (AMT)

• Johnson & Johnson (JNJ)

• Exxon Mobil (XOM)

• Honeywell International (HON) 

• Apple (AAPL) 

• Amazon (AMZN) 

• Berkshire Hathaway Cl B (BRK.B)

• Linde PLC (LIN) 

• NextEra Energy (NEE) 
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This portfolio, while not as risky as those holding a greater percentage of small caps, carries a higher risk 
profile than one holding assets other than just large-cap domestic equities.

With that portfolio, although you’ve slightly mitigated risk by investing in various sectors, and by focusing 
on large stocks rather than smaller companies, you still haven’t fine-tuned your risk-and-return profile by 
introducing other asset classes.

So let’s look at an ETF portfolio, holding asset classes representing various regions and market 
capitalizations. 

In this case, the holdings are not equal-weighted, but allocated according to tenets of a traditional 
60/40 portfolio.

• iShares Core S&P 500 (IVV) 34%

• iShares Core US Treasury Bond (GOVT) 21%

• iShares Core MSCI Total Intl Stk (IXUS) 18%

• iShares Broad USD Investment Grade Corporate Bond ETF (USIG) 17%

• iShares Core S&P Small-Cap (IJR) 8%

• iShares MBS ETF (MBB) 2%

According to BlackRock, which manages the iShares family of ETFs, “This investment strategy seeks total 
return through exposure to a diversified portfolio of fixed income and equity asset classes with a target 
allocation of 60% equities and 40% fixed income. Target allocations can vary +/-5%.”

So in practical terms, how should you organize the strategic part of your portfolio? The part that’s 
earmarked to provide you (and your spouse) with retirement income for both your lifetimes?
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Key Takeaways
• Your portfolio may be too risky if you hold mainly a collection of single stocks, or 

simply a bunch of “stuff” that you bought for a variety of reasons, either recently or 
many years ago. 

• Nothing wrong with owning or trading individual stocks, but those activities either need to 
be completely separate from your allocation, or incorporated into that. The mistake with 
owning just single stocks is believing that’s your entire goal-based allocation.

• Investors who fancy themselves aggressive or having a high risk tolerance may 
ignore risk-mitigation principles, which are necessary to protect capital during 
market-wide drawdowns.  

• Asset allocation is determined by your financial plan, which incorporates a number of 
considerations beyond just your age. 

• The key goal of allocation is to generate the return you need while also mitigating risk to 
preserve capital. 

• “Sequence of Returns Risk” is something many investors overlook, but a market decline 
early in your retirement years could result in permanently locking in losses as you make 
necessary withdrawals to finance life expenses. 

• Asset allocation spreads the risk. If one asset class is trading lower, another is very likely to 
pick up the slack. 

• For most investors, a balanced portfolio holding stocks, bonds and some alternatives 
is the best choice. However, depending on your situation, growth, income or capital 
preservation may be right. 

• Don’t ever leave your portfolio in “set and forget” mode. Have some predetermined 
allocations and revisit these at least twice a year, if not quarterly, to be sure you’re still 
within the percentages indicated by your plan.
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This special report is published by Cabot Wealth Network. Cabot is neither a registered investment advisor nor a registered broker/dealer.

Neither Cabot nor our employees are compensated in any way by the companies whose stocks we recommend. Sources of information are 
believed to be reliable, but are in no way guaranteed to be complete or without error. Recommendations, opinions or suggestions are given with 
the understanding that readers acting on the information assume all risks involved.

We encourage readers of this report to consult with an independent financial advisor with respect to any investment in the securities mentioned 
herein. Any opinions, projections and predictions expressed in this profile are statements as of the date of this publication and are subject to 
change without further notice. Past performance may not be indicative
of future results.

© Cabot Wealth Network. Copying and/or electronic transmission of this report is a violation of the copyright law.
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Kate Stalter is a Series 65-licensed asset manager, with more 
than two decades of experience in various areas of financial 
services. As an investment advisor and financial planner, Kate 
personally manages client portfolios, with a focus on successful 
retirement, including asset allocation, income generation, and 
tax strategies. Kate also serves as a capital-markets contributor 
at Forbes.com, and is an expert columnist for the investment 
advisory channel at U.S. News & World Report.
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