Voices: Gerard Klingman, on Mixing Investment Strategies - Wealth Manager - WSJ

U.S. EDITION

Home

World

Tuesday, March 26, 2013 As of 2:10 PM EDT

U.S.

New York

Business

Tech

Subscribe

Markets

Market Data

Opinion

Life & Culture

Real Estate

Log In

Management

WSJ BLOGS

Search Wealth Manager

SEARCH

Insight and advice for wealth managers, financial planners and other advisors.
March 25, 2013, 4:44 PM

Voices: Gerard Klingman, on
Mixing Investment Strategies
Article

Comments

WEALTH MANAGER HOME PAGE »

Gerard Klingman is founder and
president of Klingman & Associates,
based in New York City.
Like religion and politics, it is easy to
be extreme in investing, to believe in
only one strategy when it comes to
strategic versus tactical asset allocation
and active versus passive investment.
Using a mix of all four strategies gives
clients better risk-adjusted returns.
Before the financial crisis, most
advisers practiced strategic asset
allocation, or modern portfolio theory,
where asset allocation was based on
risk tolerance and time horizon. A
number of advisers have stuck to that
one extreme.
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Staying dogmatic to strategic asset
allocation ignores the fact that our financial markets create bubbles, as was the
case with real estate in the 2000s, and we believe that it’s creating a bond bubble
right now. Additionally, assets can be dramatically mispriced based on historic
valuations. A purely strategic asset allocation does not acknowledge that the world
has gotten more complicated.

The Wealth Manager blog looks at
issues that matter to wealth
managers, financial planners and
other investment professionals. It
offers a sampling of the insights,
advice and other coverage
available at Wealth Management, a new specialized section of
wsj.com that is led by editors Kevin Noblet and Patrick Graham.
Visit the section here. Wealth Management publishes a
newsletter, Morning Call, that provides a daily summary of items of
interest to financial advisers. Sign up for Wealth Management’s
Morning Call here. Write to us at
wealthmanagerinquiries@dowjones.com.
Wealth Manager on Facebook

On the other extreme are those that have thrown strategic asset allocation out the
window—those advisers who become tactical asset allocators and market timers.
They want flexibility to do anything at any time based on market valuations, but the
notion that you are always going to know what asset to be in at a given moment in
time is not a realistic way to effectively manage money for clients.
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The thing to do is to marry the best of both schools of thought. We work with
strategic asset allocation models from very low risk to high risk, very conservative
to aggressive based on a client’s age and tolerance for risk. On a quarterly basis,
we do a tactical overlay, which takes into account our capital markets outlook,
acknowledging that these models should be tweaked over time based on how
different asset classes are priced.
The majority of the return from your portfolio is determined by your asset
allocation. However, once you have determined that, you have to choose whether
to actively or passively invest in each of those asset classes.
Again, advisers generally fall into one of two camps. The first does not believe that
active managers can consistently add any value, so they index much of their
portfolio. The second camp believes there are certain active managers who can
outperform the indices, and those advisers spend a lot of time identifying and
selecting those active managers.
We do not believe it is so black and white. Many asset classes lend themselves to
using low-cost index funds. The majority of our portfolios use passive management
to lower costs and transaction fees. However, we think that there are certain asset
classes that lend themselves to active management, such as emerging markets,
high yield and global bonds.
By starting with a strategic allocation model, we are able to take a client’s specific
risk profile into account when making investment and allocation decisions. We
tweak this allocation based on our outlook for the markets over the short and
medium-term. Then we make use of both active and passive managers, which
allows us to manage all asset classes more effectively.

WEALTH MANAGER HOME PAGE

Add a Comment
Name
We welcome thoughtful comments from readers.
Please comply with our guidelines. Our blogs do not
require the use of your real name.
Comment

CLEAR

POST

Subscribe / Login

Back to Top

file:///C|/Users/acole2/Desktop/Voices%20Gerard%20Klingman,%20on%20Mixing%20Investment%20Strategies%20-%20Wealth%20Manager%20-%20WSJ.htm[3/26/2013 2:10:48 PM]

