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There is another inconvenient truth that has 
nothing to do with Al Gore or carbon footprints, 
and it’s not that Al Gore seems to be leaving 
deeper footprints these days.  The truth is that, 
despite every subtle and not-so-subtle attempt 
to imply otherwise, past performance rarely has 
anything to do with whether an investment 
manager is anything more than lucky.  Yes, we all 
know that “past performance is not a guarantee 
of future returns”, but in reality not only does 
past performance not guarantee future returns, 
more often than not it has absolutely nothing to 
do with future returns. 

Even a monkey throwing darts can pick 
investments correctly on occasion, but this luck 
won’t be repeated consistently given enough 
time. So how long does a monkey (or investment 
advisor) need to consistently beat a benchmark 
before he can be considered good instead of just 
lucky? 

The Quarter-Flipping Example 

Although this example is not the most accurate, 
it’s probably the easiest to visualize. If you give 
2000 advisors each a quarter with the goal to flip 
heads, the first round of flips would result in 
roughly 1000 of them succeeding. This is similar 
to assuming that each has a 50/50 chance of 
beating the S&P 500 in a given year. After 9 flips 
(or 9 years), three advisors are likely to have 
flipped heads 9 times in a row, at which time all 
the other advisors will be scrambling to find their 
“secret” and duplicate it.  The three lucky 
advisors will have their own radio shows where 
they sell a 5-DVD set showing how you can 
follow their system. In April of this year, there 
were 56,709 people with the CFP® designation.  
Chartered Financial Analyst (CFA) numbers are 
harder to come by, but in 2006 alone, 116,000 
people took at least one of the CFA exams.  So 
with 50/50 odds, how long will it take to 
separate good money managers from lucky ones?  

 
As I mentioned, this is not the most accurate example, so 
let’s leave it at “a long time”. 

Statistical Example 

This example is far more accurate because it has the word 
“statistics” in it. It also uses an equation that factors in 
standard deviation, correlation, and other accurate-sounding 
terms.  It even begins with a more precise question:  

If an advisor beats his benchmark by 2% each year (most 
advisors would sell their grandmother for 2%/year), how 
many years does it take to determine this is due to skill 
rather than luck with a statistical 95% confidence level? 

The answer depends on the volatility, or standard deviation, 
of the portfolio (higher volatility takes more years), so I’m 
assuming the standard deviation is 20%, which is close to the 
S&P 500.  And the answer is…56 years.  At 4% per year the 
number drops all the way to 16 years, and at 6%, an advisor 
is statistically good instead of lucky after only 8 years. 
Warren Buffet has achieved “good” as opposed to “lucky” 
status, but most advisors need to squeeze as much as they 
can out of their positive years before their luck runs out. 

Does It Take 50 Years To Choose An Advisor? 

This doesn’t mean that performance is not important, it just 
means that performance alone is a poor indicator of whether 
an advisor will outperform his benchmark in the future. So if 
you believe in luck, simply try to pick a lucky money 
manager. Previous lottery winners would be a good start. 
Otherwise, simply make sure the advisor’s philosophy is 
aligned with yours, that his (or her) strategy makes logical 
sense, and that sales fees, expenses and commissions don’t 
put you in a hole before you even start.  And don’t get too 
hung up on each year’s performance. 

2006 return: 13.62% 
2007 return: 3.53% 

2008 return: -38.49% 
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Veripax Financial Management’s Portfolio Watch 

Model Portfolio Performance 
 
 
 
 

The following allocation models and Year-To-Date performance graphs represent the preferred investments in Veripax Financial Management’s target portfolios.  
Investment allocation for each model is determined based on time horizon and risk tolerance.   In most cases, individual client portfolios will contain slightly different 
investments and allocation mixes based on individual financial goals, investment priorities, and tax considerations.  The Model Portfolios invest primarily in Exchange 
Traded Funds and no-load bond funds. 
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Veripax Financial Management, LLC is an independent Registered Investment Advisor and is not affiliated with any mutual fund companies or 
broker/dealers.  Financial planning and investment management services are provided on a fee-only basis, so Veripax Financial Management does 
not earn commissions on anything we recommend.  Nothing in this newsletter should be taken as investment advice.  If you know of anyone who 
would be interested in this newsletter, or if you would like to be removed from the mail list, please send an email to Jerry.Verseput@veripax.net.   

The overall market flattened out a little last month, but still held on to the big gains it made in March and April.  The big news is 
that after a year and a half, there is finally a green bar on the S&P 500 performance chart.  Although the market seemed to go 
straight down last year, markets rarely go straight up, so a pause is actually a healthy thing. Although consumer confidence is still 
extremely low, it seems to be leveling off, and the market continues to look for any excuse to go up. 

All of the major indices (S&P 500, NASDAQ, Dow) are now positive for the year, and the NASDAQ has even managed to break 
through its 200-day Moving Average.  This is a key indicator that a lot of money managers watch, and it indicates relative strength 
in Technology companies.  The S&P 500 and Dow still have a little ways to go before hitting their 200-day averages.  The S&P 500 
has been under its 200-day average since last June, and if it manages to break through, it should prompt some serious buying. 

The model portfolios increased their lead over the benchmarks, with the Aggressive portfolio getting close to 16% for the year. 
Financials and Small Caps had a big enough dip during the month that sell signals were generated, but this turned out to be a head 
fake and they were repurchased without any real missed performance.   Big gainers for the month were Energy (12.89%) and Gold 
(10.23%).  Actual client portfolios were using the Gold Miners ETF this month, which had a 34.18% gain.  That was lucky. 

Portfolio Comments 

Benchmarks: The Benchmark for each of the above graphs utilizes the Russell 1000 Index for stocks and Total Bond Market Index for bonds.  
The ratio of stocks and bonds in each Benchmark matches the ratio of the associated VFM model portolio. 
Portfolio Construction: Each Model Portfolio consists of up to 8 stock sectors, 7 bond sectors and gold.  Buy/Sell decisions are based on VFM’s 
proprietary algorithm and are consistent across all portfolios.  Each Model Portfolio and the associated Benchmark are rebalanced quarterly. 
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Aggressive Model Portfolio

S&P 500

Aggressive Portfolio

Benchmark: (75% Stocks/25% Bonds)
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Moderately Aggressive Model Portfolio

S&P 500

Mod-Aggressive Portfolio

Benchmark: (68% Stocks/32% Bonds)
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Moderate Model Portfolio

S&P 500

Moderate Portfolio

Benchmark: (50% Stocks/50% Bonds)
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Conservative Model Portfolio

S&P 500

Conservative Portfolio

Benchmark: (38% Stocks/62% Bonds)


