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DISCLOSURES

Disclosures:
Investing in securities involves risk. Figures quoted represent past performance. Past
performance does not guarantee future results. Investment return and principal value will
fluctuate so that an investor’s portfolio, when sold, may be worth more or less than the original
cost. Performance information contained herein was obtained from reliable sources including
Morningstar, but it is not guaranteed as to accuracy, completeness and timeliness. An investor
should consider the portfolio’s investment objectives, risks, fees, and expenses carefully before
investing.
Contact us for a complimentary consultation to help
you build a stress-free investment strategy!
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STEPS FOR STRESS-FREE INVESTING
Now is a good time to evaluate your investment

The second bucket contains money you will

portfolio, reposition it to handle future

need from the time bucket one runs out until

uncertainty, and to eliminate stress and worry

year nine, and in the third bucket, you place

in the process. An Income Needs investment

money you don’t plan on spending for ten or

strategy is one of the best ways to obtain good

more years (see illustration below).

returns and eliminate investment stress. This
paper will outline how to construct an Income

The money in Bucket #1 is invested in cash-

Needs portfolio, and how to manage it going

type investments that protect your principal.

forward. We'll then examine how stocks, a piece

This could include CDs, bills, money markets,

of your strategy, did during the Spanish Flu

treasury, bank savings and checking accounts.

Pandemic of 1918-1919 (see Figure 5), and

This is your short-term money and is not put at

during the turbulent political period of the

risk by being invested in the stock or bond

1960s (see Figure 6). You are on your way to

markets. Some investors only keep enough

stress-free investing.

money in Bucket #1 to cover expenses for the
one year, while others who want to be more
conservative, keep enough money in Bucket #1

PORTFOLIO CONSTRUCTION:
STEP ONE - ALLOCATE

to cover withdrawals for the next two to three
years.

With this strategy, you simply allocate your
money based on when you are planning to

In Bucket #2, intermediate-term money is

spend it. This is what makes it “Stress-

invested in individual bonds and/or bond

Free.” Let me explain.

mutual funds (corporate, government,
municipal, and international). Bonds are

Picture three buckets in front of you. The first

guaranteed by the bond issuer and typically pay

bucket contains money you plan on spending

a higher rate of interest than cash-type

during the next one to as many as three-years.

investments. Although bonds will fluctuate in
Contact us for a complimentary consultation to help
you build a stress-free investment strategy!
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value, the volatility is usually far less than

from stocks to bonds so you are not selling

that of stocks.

stocks in a down market.

Your long-term money in Bucket #3 is

With this strategy in place, you have created a
safety net of at least nine years of income

invested in stocks (individual stocks and/or

(Buckets #1 and #2, cash and bonds.)

stock mutual funds). This is the

Consequently, you don’t need to

money you don’t plan to begin

worry excessively about a down year

spending for at least ten years. In
fact, depending on your age, it is
highly likely that most of this slice of

CASH

portion of your portfolio and it will

not going to be spending any of your
stock investments for at least ten

the portfolio won’t be spent for 20 or
30 years or more. This is the growth

in the stock market because you’re

Short-Term
1-3 year money

years. In that lengthy time span, your
stock portfolio should have plenty of
opportunity to regain any

naturally increase or

losses from a down year

decrease with the

or two. See Figure 7 for a

fluctuations in the stock

BONDS

market.
When retired, as you
withdraw from Bucket
#1 to cover your
spending, you will

STOCKS

chart that shows the
performance of different
mixes of stocks, bonds, and

Intermediate-Term
4-9 year money

Long-Term
10+ year money

Figure 1

cash portfolios.
This is what makes this

investment strategy “Stress-Free.” Since

replenish your cash reserves by selling a few

your stock money won’t be needed for 10,

shares of one or more of your bond positions.

20, 30 years, or longer, you don’t need to

This will provide the income needed during

worry about it today, or even this year.

the upcoming year. To maintain your overall

With your stock portfolio, we are only

allocation, you will occasionally need to sell

concerned that it will provide good long-

some stock positions to replenish your bond

term returns.

portfolio. If the stock market has a poor year,
you can wait for a recovery to transfer money

Contact us for a complimentary consultation to help
you build a stress-free investment strategy!

NET WORTH

networthadvice.com

ADVISORY GROUP

3

801-56MONEY (801-566-6639)

STRESS-FREE INVESTING DURING
PANDEMICS AND POLITICAL UNREST

EXAMPLES
RETIREE

Here is an example of

income in years three through ten, and the

this strategy being used

remaining $500,000 in stocks to help meet

by a retiree and also by

her long-term goals in retirement.

a younger investor. Let’s consider Catherine
Dalton, a 65-year-old retiree, who has

As Catherine reviews the risks associated

accumulated a nest-egg of $1,000,000 and

with this strategy, she may determine that

needs $50,000 in withdrawals from her

investing $500,000, or 50% of her money, in

portfolio each year to supplement her social

stocks may be too aggressive for her. If this is

security. Following the “Income Needs”

the case, she can adjust her portfolio very

allocation strategy, and having a desire to be

easily, making it more conservative by simply

conservative, she has decided to invest

reducing her stock exposure and adding a

$100,000 in secure cash investments to

little more money to bonds.

provide income during her first two years of
retirement, $400,000 in bonds to provide

$100,000
STOCKS
CASH

Bucket 1 Income Needs

$400,000

$500,000

BONDS

STOCKS

Bucket 2 Income Needs

Bucket 3 Income Needs

(during years one through three) (during years three through ten)

(after ten years)

Figure 2
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YOUNG
INVESTOR

Now, let’s look at the

As you can see, Darin has allocated 100% of his

case of Darin

portfolio to stocks. His strategy is much more

Zimmerman, age 40,

aggressive than Catherine’s because he isn’t

who plans to retire at age 60. So far, he has

planning on touching any of the money for more

accumulated $200,000 in his company’s

than 20-years and he understands the risk so it

401(k) plan. Because retirement is far into

is a good fit for him. Of course, it is

the future, his primary goal is to see his

recommended that Darin keep some cash on

money grow. He has a regular paycheck and

hand for emergencies (6-months living

doesn’t require any income from his

expenses) but not as part of his long-term

investment portfolio. Choosing to use the

investment plan.

income-needs allocation approach, he
allocates his portfolio as shown below.

$0

$0

$200,000

CASH

BONDS

STOCKS

Bucket 1 Income Needs

Bucket 2 Income Needs

Bucket 3 Income Needs

(during years one through three) (during years three through ten)

(after ten years)

Figure 3
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where the market “hits the ball”, because

PORTFOLIO CONSTRUCTION:
STEP TWO – DIVERSIFY

you’ll have an investment position that can
take advantage of the conditions. For

Just as it makes sense to spread your money

example, when stocks

out across different asset classes like stocks,

do poorly often

bonds, and cash, it also makes sense to

bonds do well.

diversify across different parts of the stock
market, and different parts of the bond

An investor who

market. You could look at your investment

is allocated 60%

portfolio like a baseball team. For the same

stocks, 35% bonds, and

reason a coach covers the entire field with

5% cash, might divide

players, you cover the entire investment field

their money up as follows

with investments. Then it likely won’t matter

(see “Target Allocation” column
below).

Figure 4

Sample Portfolio

60% Stocks, 35% Bonds, 5% Cash
Asset Class

Target Allocations

Large-Cap U.S. Growth Stocks

15%

Large-Cap U.S. Value Stocks

15%

Mid-Cap U.S. Growth Stocks

6%

Mid-Cap U.S. Value Stocks

6%

Small-Cap U.S. Growth Stocks

3%

Small-Cap U.S. Value Stocks

3%

International Growth Stocks

6%

International Value Stocks

6%

Corporate Bonds

14%

Government Bonds

14%

International Bonds

7%

Cash

5%

Investment Choice

Contact us for a complimentary consultation to help
you build a stress-free investment strategy!
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PORTFOLIO CONSTRUCTION:
STEP THREE – INVESTMENT
SELECTION

haven’t done as well, or gone down. This

Once you’ve decided how to diversify your

rebalancing will help you to keep refilling the

portfolio, you’ll need to select investments.

cash bucket if you are withdrawing money

See the “Investment Choice” column in the

from your portfolio. We suggest rebalancing

previous chart. Again, here it is wise to

semi-annually.

rebalancing may feel a little counterintuitive,
however it forces you to buy low and sell
high on a regular basis. Additionally,

diversify. For example, in your stock
portfolio this can be accomplished by buying

In addition to rebalancing, Step Four requires

a portfolio of 10 to 50 individual stocks in

you to check up on your investments and

each part of the market, or by buying the best

make sure they are still meeting the initial

no-load mutual funds in each part of the

parameters you established for owning each

market. You could follow a similar process

position. If an investment is no longer

on the bond side of the portfolio as well by

making the cut, then you can make the

buying individual bonds or the best no-load

needed changes. For example, if you

bond funds.

purchased a large company U.S. growth
mutual fund because the manager had a

PORTFOLIO CONSTRUCTION:
STEP FOUR – ONGOING
MANAGEMENT

consistent exceptional record, you’ll want to
check the manager’s performance
periodically to make sure he/she can still
make the cut.

Not all of the pieces of your stock and bond
portfolio are going to grow at the same pace.
Consequently, you’ll need to occasionally
rebalance your portfolio. This is simply the
process of moving back to your original
target allocation. You will sell a little of some
of the investments that have gone up, and
you will buy a little of the investments that

Contact us for a complimentary consultation to help
you build a stress-free investment strategy!
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TESTING OUR STRESS-FREE
ASSUMPTION DURING
PANDEMICS AND ELECTIONS

U.S. had 215,301 deaths from the COVID-19

Now let’s see how our Income Needs strategy

period for Americans. So, with that history as

performed during a couple of the most

a back-drop, here’s how the stock market

challenging periods of the past. Since the

performed:

virus. In addition to the pandemic, during this
time frame the U.S. fought in World War I
(1917 to 1918). This was a very difficult

money invested in stocks, or Bucket #3,
usually is the cause of the most stress, let’s

If you had invested in the stock market (your

test stocks during a couple of the most

Bucket #3 money) from 1915-1924, a ten-

stressful periods to see how they did. We are

year window of time that included the

going to look at two periods that may

Spanish Flu Virus and World War I, how do

resemble our current situation. First, let’s

you think your stock portfolio would have

test stocks during the 1918-1919 Spanish Flu

performed? No doubt you may be surprised

Virus pandemic, and then we’ll review the

when you learn that during that ten-year

performance of stocks during the elections

period U.S. stocks, as measured by the Dow

and political upheaval of the 1960s.

Jones Industrial Average Index, went up
120%, for an annualized return of 8.24%.

Test #1: 1918-1919 Spanish Flu Virus
If we look at the stock piece of your portfolio

Pandemic

now and assume that the next ten years will
Let’s use the Spanish Flu Virus to test the idea

be similar to that of the ten-year period from

of not worrying about our ten-year money

1915-1924, one of our worst case scenarios,

(stocks) even during a pandemic. First of all,

you’d probably be quite happy with the

the Spanish Flu hit in three major waves

returns of your long-term money. As the

(spring, and fall of 1918, and spring of 1919).

chart shows below a $10,000 investment in

During this period, 0.8% of the U.S.

the Dow Index grew to $22,080 from

population (about 675,000 people) died from

1915-1924.

the flu. To put this in perspective, today this
would be equivalent to about 2.6 million
Americans dying. As of October 5, 2020 the
Contact us for a complimentary consultation to help
you build a stress-free investment strategy!
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Figure 5

Elections and the Political Upheaval of the

Hypothetical Stock Portfolio (1915-1924)

1960s

Dow Jones Industrial Average (No Dividends)

While the U.S. political climate gets nasty at

Initial Investment
$10,000

Annual Return

1915

$18,166

81.66%

as the decade of the 1960s. During the 60s

1916

$17,406

-4.19%

the nation witnessed the assassinations of

1917

$13,628

-21.71%

President Kennedy and Martin Luther King,

1918

$15,060

10.51%

1919

$19,646

30.45%

Missile Crisis. We also saw four different

1920

$13,182

-32.90%

presidential administrations: Dwight D.

1921

$14,804

12.30%

Eisenhower (Republican), John F. Kennedy

1922

$17,986

21.50%

1923

$17,501

-2.70%

1924

$22,080

26.16%

Year

times it’s hard to imagine a period as divisive

the Vietnam War, civil rights bombings, riots
and protests, and we endured the Cuban

(Democrat), Lyndon B. Johnson (Democrat),
and Richard Nixon (Republican).
During this period of time how much did you

Annualized return for period 1915 - 2024: 8.24%
Cumulative return for period 1915 - 2024: 120.80

need to worry about your stock portfolio
(Bucket #3)? The answer is, not at all. To

Obviously, there is no way to know what the

demonstrate, consider a hypothetical

future holds. We hope we don’t have three

portfolio consisting of four diversified U.S.

major waves of the Covid-19 virus and the

stock mutual funds that were available

havoc it is wreaking on our health and

during the 1960s. This portfolio consists of

economy. However, with money in cash for

two large company stock mutual funds, one

short-term needs (Bucket #1), money in

mid-sized company stock fund, and one small

bond portfolios for intermediate needs

company stock fund. As outlined below,

(Bucket #2), and money in stock portfolios

you’ll see that the hypothetical portfolio that

for long-term needs (Bucket #3), we

began with $10,000 in 1960 grew to $29,746

shouldn’t have to worry.

by the end of 1969. This is an 11.51% per

Contact us for a complimentary consultation to help
you build a stress-free investment strategy!
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year return, equating to a 197.46%

What does this all mean? We believe it means

cumulative return.

that if your portfolio is diversified properly,
and you are only investing money you won’t

Note that during this ten-year time frame the

need for ten-years or longer in stocks, you

stock market didn’t just go straight up. In

shouldn’t worry about the daily, weekly,

fact, in 1962, during one three-month period

monthly, or even annual ups and downs of

the portfolio dropped 22.56%. However,

the stock market. With time on your side it is

while that one period may have been hard to

highly likely that the money you don’t plan

stomach, it didn’t make too much difference

on spending for ten-years or more, even if

for the Bucket #3 money over the full ten

major difficulties arise, will do very well.

years. Like our previous test, investors who
were patient saw their stock portfolios do

After building a solid investment strategy, the

well.

challenge is to look at your stock investments
as long-term money. If you can maintain this
perspective, you’ll be able to be calm and
relaxed as the stock market jumps up and
down at times.

Figure 6

Hypothetical Stock Portfolio (1960-1969)
Four U.S. Stock Funds (Rebalanced Annually)
Year

Initial Investment
$10,000

Annual Return

1960

$10,422

4.22%

1961

$13,504

29.58%

1962

$11,756

-12.95%

1963

$14,300

21.64%

1964

$16,438

14.95%

1965

$20,293

23.45%

1966

$20,043

-1.23%

1967

$28,087

40.14%

1968

$32,831

16.89%

1969

$29,890

-8.96%

Annualized return for period 1960 - 1969: 11.56%
Cumlative return for period 1960 - 1969: 198.90%
Portfolio: 25% AB Relative Value A (CABDX), 25% T. Rowe
Price Growth Stock (PRGFX), 30% Value Line Mid-Cap
Focused (VLIFX), 20% T. Rowe Price Small-Cap Stock
(OTCFX), Assumes load-waived.
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Figure 7

Asset Allocation
Annual Returns 1926-2019
Stocks/Bonds/
Cash %

Average Annual
Return*

Best Year

Worst Year

Growth of
$1,000

100/0/0

10.20%

53.99%

-43.34%

$9,243,522

90/0/10

9.70%

48.62%

-38.90%

$5,996,329

80/10/10

9.41%

43.22%

-35.10%

$4,674,360

70/20/10

9.06%

38.36%

-31.29%

$3,485,457

60/30/10

8.67%

33.82%

-27.49%

$2,489,010

50/40/10

8.24%

32.02%

-23.69%

$1,703,483

40/50/10

7.75%

31.43%

-19.88%

$1,117,704

30/60/10

7.22%

31.74%

-16.08%

$703,015

20/70/10

6.65%

33.62%

-12.28%

$423,712

10/80/10

6.02%

35.50%

-9.26%

$244,523

0/100/0

5.54%

40.36%

-14.90%

$159,185

0/0/100

3.32%

14.71%

-0.02%

$21,623

STOCKS: Morningstar Office, IA SBBI US Large Stock TR USD Ext
BONDS: Morningstar Office, IA SBBI US Long-Term Government TR USD
CASH: Morningstar Office, IA SBBI US 30-Day Treasury Bill TR USD
*Portfolios that include more than one asset class are rebalanced annually.
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ABOUT

ABOUT NET WORTH ADVISORY GROUP
After building a solid investment strategy, the challenge is to look at your
stock investments as long-term money. If you can maintain this
perspective, you’ll be able to stay calm and relaxed as the stock market
jumps up and down at times. At Net Worth Advisory Group our fee-only
(no commission) CERTIFIED FINANCIAL PLANNER™ Professionals can
help you build and manage a sound investment strategy. With a CFP® from
our team by your side we believe you’ll have success adhering to your
strategy and obtaining good returns over time. Have your investment
portfolio reviewed free of charge by one of our fee-only CERTIFIED
FINANCIAL PLANNER™ Professionals. Let us help you get closer to stressfree investing. Click the link below, or contact Net Worth Advisory Group,
(801) 56MONEY (801-566-6639) or online www.networthadvice.com.
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