
 Bowman’s ARROW: Foundation Block #3  

 
   

How does (or could) one Reduce the Risk in their Portfolio? 

 

One of the first things to define in risk assessment is, “What do YOU consider Risky?” 

For my purposes, I’m going to refer to the broadest of classes: Stocks, Bonds and Cash 

Next, to measure risk, we use standard deviation, which measures the dispersion of data 

from its expected value. [The standard deviation is used in making an investment decision 

to measure the amount of historical volatility, or risk, associated with an investment 

relative to its annual rate of return.] 

Long story short, the higher the standard deviation, the more volatile the 

investment…which means more risk.   

I’m going to use three (3) well known indexes:  

• S&P 500 TR (USD)       Stocks 

• Bloomberg Barclays Aggregate Bond TR (USD)  Bonds 

• Cash at .25%       Cash 

I chose the timeframe from January 1, 2000 thru January 31, 2018; here are some statistical 

results courtesy of Morningstar. 

 10 Year Mean Return 10 Year Standard Deviation 
Stocks: 9.77 15.00 
Bonds: 2.91 4.11 
Cash: 0.25 0 

 

Or this: Graphically  (easier to understand, don’t you think?) 

What you’re looking at is called a Risk/Return Scatterplot (also courtesy of Morningstar), 

and what it shows is the return of the asset class on the vertical axis and the standard 

deviation on the bottom, horizontal axis. 

If one considers the graph in terms of a compass with the top being north, the bottom is 

south, left is west and right is east, then one strives for the North-West quadrant...the 

highest return with the lowest standard deviation (risk).  

 



 

To nobody’s surprise, STOCKs offer the highest return—AND the highest standard 

deviation. 

At the “safe end” of the spectrum, we find CASH with little return—AND the lowest risk 

level. 

And somewhere in the middle, we find BONDs with mediocre returns and moderate risk.  

____________________________________________ 

That being said, let’s talk about reducing the risk in one’s own portfolio. 

In order to reduce the risk of a portfolio, one adds a LESS risky asset class to a MORE risky 

asset class…clever, don’t you think?  So, in my elementary example, we would add either 

(or both) Bonds or Cash to our Stocks.   

A risky asset + a less risky asset should then moderate the risk of the overall portfolio, but 

it would also lower the expected return on the portfolio.  Sounds easy, huh?   



I will be addressing the rising interest rates throughout the market and the effects that they 

might have in a ‘Balanced’ or ‘Bond centric’ portfolio in a future blog entry. 

If you find this an interesting point, let’s talk about what to do about this 

phenomenon. 

Disclosure: This material contains forward looking statements and projections. There are no guarantees that these results 

will be achieved. It is our goal to help investors by identifying changing market conditions. However, investors 

should be aware that no investment advisor can accurately predict all of the changes that may occur in the 

market. 

 

The views expressed are not necessarily the opinion of Royal Alliance and should not be construed directly or indirectly, 

as an offer to buy or sell any securities mentioned herein. Due to volatility within the markets mentioned, opinions are 

subject to change without notice.  Information is based on sources believed to be reliable; however, their accuracy or 

completeness cannot be guaranteed. Investing is subject to risks including loss of principal invested.  This strategy cannot 

assure a profit nor protect against loss.  Inherent limitations and market conditions may affect the performance of the 

portfolios.  Past performance does not guarantee future results. 

 


