
Portfolio insights

Welcome to the new and improved Portfolio 
Insights!  The new layout and color scheme fits 
well with our new logo, which you will now 
see on our letterhead, our overhauled website, 
and all of our communications going forward.  
Of course, we will continue to create the same 
high quality content and hope that you will 
enjoy it even more now.

Last year was full of surprises, from the frigid 
polar vortex in January to the breakthrough in 
U.S. and Cuban relations just a few weeks ago.  
In the meantime, Russia invaded Crimea, 
the Federal Reserve ended their historic 
bond-buying program, stocks generally went 
up, interest rates fell, and oil prices dropped 
through the floor, just to name a few of the big events of 2014 (see Page 6 for more of the 
year’s big stories).

Investors were largely rewarded in 2014, with the S&P 500 gaining 13.68% and the Barclays 
Aggregate Bond index advancing 5.97%. That’s not to say that all stocks or bonds were 
higher in 2014 as the MSCI indexes for both developed and emerging markets overseas 
posted negative returns.  That’s partly a function of the strong U.S. dollar, which gained 
13.78% compared to a basket of the world’s largest currencies.  

The U.S. economy enjoyed inflation adjusted growth of around 3% (we won’t know exactly 
for several months), which is well ahead of the 2% real growth that we’ve experienced since 
the end of the 2008 financial crisis.  Couple that with lower than expected unemployment 
and inflation, all of the sudden the U.S. looks pretty good.

As a result, the Federal Reserve ended its bond buying program and is expected to raise 
short-term interest rates in 2015.  At the same time, Japan and Europe are essentially in the 
opposite position, needing to further stimulate their respective economies.  Japan continues 
to increase its purchases and Europe appears to be on the verge of starting a major program.

As always, Acropolis will continue to take a diversified approach to global investing. There 
are many risks and potential opportunities, and we expect to continue to serve our clients 
well through whatever comes our way, as we have done for the last 12 and a half years.
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In an industry where high 

quality, objective advice is 

hard to come by, we make a 

difference by putting the client’s 

interests above our own.

Acropolis was born
from a simple idea:

A New Look For a New Year
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The key to making 
money in stocks 

is not getting 
scared out of them.

- Peter Lynch
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By Peter Lazaroff, CFA, CFP®

Evaluating Global Stock Exposure

You know your portfolio is properly 
diversified when there is always a portion of 
it you hate.  Right now, that hateful piece of 
the equity allocation is global stocks.  

The performance has been particularly 
frustrating for investors who compare 
performance to a domestic benchmark such 
as the S&P 500.  It’s tempting to criticize a 
strategy based on recent performance, but 
using global equities as part of a diversified 
portfolio still makes sense.  

How Fast We Forget

It wasn’t that long ago that everyone 
seemed to hate U.S. stocks and wanted 
to increase their allocation of global 
equities (particularly emerging markets).  
Investors who chased performance and 
made significant shifts to their allocations 
following the global equity outperformance 
have recently gotten burned.

Diversification doesn’t work when you 
deviate from the client’s long-term 
investment plan.  That makes it all the more 
important to recognize that periods of over- 
and underperformance are the norm when 
investing in a globally diversified portfolio.

Different Decade, Different Winners

The data set for the MSCI World ex-U.S. 
Index goes back to 1970.  If we break out 
annualized returns by decade, you can 

see that periods of outperformance and 
underperformance for global equities 
(orange bars) have always been part of the 
deal.

Equally important from a diversification 
standpoint is that these two asset classes 
experience different levels of volatility. 

Since the point of diversification is to 
combine assets with different levels of return 
and volatility, we would argue that global 
equity exposure has been working for long-
term investors.

Measuring Historical Success

We believe that building an investment 
portfolio to meet your long-term goals is all 
about trying to earn the highest return for a 
given level of risk.  That requires combining 
investments that zig with others that zag in 
order to achieve the desired levels of risk and 
return in our client’s portfolio.

There are a number of different ways we 
could measure historical success.  Comparing 
historical risk-adjusted returns is difficult 
since the time period (1970-present) in 
which reliable global equity data exists also 
coincides with one of the best periods for 
U.S. stock performance ever.

A different approach to evaluate the 
effectiveness of global diversification is 
viewing periods in which U.S. stocks do 
poorly.
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Since 1970, there were 208 months in 
which U.S. stocks were down.  Although 
global stocks tended to fall too, they only 
had a correlation of 0.62 and provided 
higher average returns than that of the U.S. 
stocks.  Again, this is what diversification is 
all about: combining assets that don’t move 
in lockstep in order to have a less volatile 
portfolio.

Better Times Ahead?

If the diversification argument for global 
equities isn’t strong enough for you, then 
perhaps you ought to consider the tendency 
of global stocks to outperform in the five 
years following an annual loss.

Global equities had a negative annual 
return in 2014, which history says could be 
a precursor to outperformance in the next 
five years.  Although this doesn’t always hold 
true, global stocks have prevailed in eight of 
the last 11 such instances.

There are many uncertainties facing global 
equity investors at the present moment, 
but it is those uncertainties that provide for 
higher expected returns.  As Warren Buffett 
famously says: “Be fearful when others are 
greedy and greedy when others are fearful.”

Over time, global investing has improved 
diversification for disciplined investors and 
we believe allocations should be maintained 
despite recent underperformance and a 
troubling outlook.

Avg. Monthly Return During 
U.S. Down Market

Be fearful when 
others are greedy 
and greedy when 
others are fearful.

- Warren Buffett
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You can’t predict. 
You can prepare.
- Howard Marks

By Ryan Craft, CFA
Predicting Interest Rates
Financial media, major economists, and 
every brokerage house all say that interest 
rates are going up.  We have heard this for 
five years now, but this time may be the real 
thing.  Even the Federal Reserve has signaled 
that they will likely raise short term rates in 
2015. 

The truth is, despite this “common 
knowledge,” interest rates must take one of 
three paths:  they can rise, they can fall, or 
they can stay the same.  To correctly predict 
the path of rates, an investor must predict the 
direction as well as the timing of any change.  

Fund Managers

If interest rates were predictable, one would 
expect that those in the best position to 
predict them correctly would be the bond 
mutual fund managers.  This group has 
both the resources as well as a huge financial 
incentive to figure out the path of interest 
rates.  If these managers can predict interest 
rates, then one would expect their fund 
performance to be significantly better than 
the general market performance.

A study performed earlier this year tracked 
the performance of all fixed income mutual 
funds for recent one, five, and ten year 

periods.  The results of the study are displayed 
in the graphic at the bottom of the page.

At the beginning of the ten year period in 
2003, there were 882 bond funds.  At the 
end of 2013, nearly half of the funds were 
not even in existence anymore.  

Most of those funds that did survive the 
entire 10-year period performed worse than 
their passive index for the same period.  
Only 15% of the funds both survived and 
outperformed their benchmark over the 
entire ten year period.

What this tells me is that out of this group 
of 882 professional managers, 85% of them 
could not accurately predict interest rates.  
Of those 15% that outperformed, it is 
difficult to assess if their success was due to 
skill or luck. 

The shorter time horizon periods did not 
have better results - less than a third of the 
funds outperformed their benchmark during 
either the one or five year periods.  The point 
is that calling interest rates correctly is very 
difficult, even for the professionals.

Economists

Another group who makes a living out 

Survivorship and Outperformance - Performance Periods ending 12/31/2012
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of forecasts is economists.  Surely, these 
economists with their PhD’s and complex 
models should be able to read the tea leaves 
correctly, right?  

In the summer of 2009 when the 10-year 
Treasury yield was about 3.8%, the Wall 
Street Journal surveyed 50 economists, asking 
them to predict the yield on the 10-year 
Treasury the following year.  

43 of them expected higher interest rates over 
the next year. Two of the economists went out 
on a limb and said that the 10-year would 
fall below 3%.  Five economists thought rates 
would remain relatively unchanged.

One year later, the 10-year Treasury closed at 
2.95%, making only two of the economists 
correct.  Our takeaway is that economists 
may be even worse at interest rate prediction 
than the fund managers.

Market-Based Measures

One popular market-based indicator is 
Forward Interest Rate curves because these 
are determined by real market participants 
with real world consequences.  To test the 
accuracy of forward curves, we compared 
them to the actual changes using the same 
time period as that in the Wall Street Journal 
economist survey. 

In the chart above, the current yield in June 
2009 is represented by the dotted line in the 
chart above. The blue line is the projected 
curve for June 2010 according to the forward 
curves in 2009.  The red line is what the 

yield curve actually was on 6/30/2010.  The 
forward curves projected a rate of 3.95%, 
missing by 100 bps.

In all of our research, the best predictor we 
have found is the current yield curve.  The 
final chart takes a Constant Maturity Index 
of 10-year Treasury bonds and follows the 
annualized performance of that index for the 
subsequent ten years and plots it against the 
initial yield of the index at the beginning of 
each ten year period. 

If the current yield is a good estimate of 
future returns, then these numbers should 
move in tandem.  As you can see with this red 
regression line, there is strong relationship 
between these two variables.  In fact, from 
the regression line, we find that they have 
a correlation of almost 92% over this time. 
This graph really supports the case for 
efficient markets – that is, securities prices 
reflect all available information.

Conclusion

Today’s bond values reflect current economic 
conditions, growth expectations, inflation, 
Fed monetary policy, etc.  As a result, the 
possibility of rising interest rates is already 
factored into current bond prices.  

Rather than trying to predict macroeconomic 
forces that are difficult to foresee, investors 
should look to the market to set prices and 
focus on the variables within their control.

It is better to be 
roughly right than 
precisely wrong.
- John Maynard 

Keynes
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Reviewing 2014: U.S. stocks dragged at the start of the year, but grinded higher for 
a total return of 13.68%.  Similar to past years, the Federal Reserve was frequently a 
focal point throughout the year. A new chair (Janet Yellen), the end of QE3, and 
discussion of interest rate hikes were among the major focal points.  For the first time in 
several years, the talk of a Euro break-up subsided, but the region is still struggling with 
the threat of deflation.  Meanwhile, emerging markets struggled throughout the year in 
the face of a stronger dollar, lower commodity prices, and slower Chinese growth.  

1/20: China's 
economic growth 
slows to 7.7%.  
Meanwhile, other 
emerging markets 
struggle with falling 
currencies, capital 
outflows, and lower 
commodity prices. 

3/19: In her first press 
conference as Fed chair, Janet 
Yellen hints at rate hikes 
coming six months after bond 
buying ends.

2/7: Winter Olympics in 
Sochi, Russia kick off.

9/19: Alibaba shares 
surge following the 
IPO and makes the 
Chinese e-commerce 
firm one of the most 
valuable in the world.

12/17: The Fed says they will 
wait a "considerable time" 
before raising interest rates 
and be "patient" with policy.

12/17: U.S. and Cuba agree 
to restore diplomatic ties for 
the first time since 1961.

10/29: The Federal 
Reserves sticks to its 
well-known plan 
and ends the bond 
buying stimulus 
program known as 
QE 3.

1/6: Janet Yellen is confirmed by U.S. 
Senate as the new chair of the Federal 
Reserve.

6/6: U.S. payrolls reach 138.5 million in 
May, exceeding the previous peak level of 
employment, from January 2008.

3/16: Citizens of Crimea vote to leave Ukraine in 
favor of Russia shortly after Russian soliders rumble 
across border.

2/5: Emerging markets fall 12% 
from October 2013 high due to 
slower Chinese growth, falling 
currencies, capital outflows, and 
lower commodity prices.

10/8: First 
Ebola death 
occurs in 
Dallas.

11/4: GOP wins 
control of the 
Senate and 
expands its 
majority in the 
House of 
Representatives.

5/15: Small Cap 
stocks, as 
measured by the 
Russell 2000 
Index, experiences 
a 10% correction.

6/24: Obama 
administration allows 
for the first exports of 
unrefined oil in nearly 
four decades.

11/30:
Black 
Friday sales 
drop 11% 
from a year 
earlier.

8/22: Unemployment 
claims hit 8-year low.

10/8: Stocks continue to sell 
off in response to 
plummetting oil prices, Ebola 
concerns, and the upcoming 
elections.

11/27: OPEC 
surprisingly maintains 
production target, oil 
prices plummet. Oil 
ended 2014 down 
47% off its high.

8/9: Michael Brown is 
fatally shot in Ferguson 
by a police officer, 
setting off protests and 
civil unrest.
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Approximately 99% 
of the time, the single 
most important thing 
investors should do is 

absolutely nothing.
- Jason Zweig

Recent performance of the S&P 500 has 
reminded me of charts that I have seen over 
the years that show the impact of missing the 
best days in the market. 

These charts offer a good message about 
remaining fully invested, which I wholly 
agree with, but the charts are also a little 
misleading in my view.  I decided to create 
one of my own, which I believe is a more fair 
way to show the data.

In the chart, the first blue column simply 
shows what would have happened to 
investors that held the S&P 500 every day 
this year - the buy and hold investors like us.

The next blue column shows what would 
have happened if you missed the best day 
of the year.  This is the chart that everyone 
shows with the message, “see what happens if 
you miss the best day of the year?  It costs you 
2.5% in return.”

That’s perfectly accurate, but I’ve often 
wondered what it would look like if you 
missed the worst day of the year.  That is 
shown in the next column and the results are 
fantastic - you beat the market by 2.7%. 

If you’re going to go down this road, it seems 
to me that a more fair presentation shows 
what happens if you missed the best and 
worst day, like when the judges throw out the 

best and worst score during Olympic figure 
skating.  

Then I wondered what this would look like if 
you missed at the best and worst 10 days this 
year.  The results are shown below in orange.

The first orange column is the same, 
simply the results for holding the S&P 500 
throughout the entire year.  

The second orange column shows what 
would have happened if you missed the 10 
best days and the results are pretty awful - 
your returns would be negative.

Conversely, the third orange column shows 
what you could have made by avoiding the 
worst 10 days and, again, the results are 
outrageously good.

The fourth orange column again shows the 
results without the best and worst 10 days 
and cutting off the best and worst trading 
days has a nice, positive impact.  

Now I know why people make the chart 
without the worst days - the allure of market 
timing is very strong. 

Unfortunately, the strategy is totally 
impossible because you don’t know which 
days were the best or worst until the year 
is over.  In addition, there are a number of 
practical matters like price gapping up or 
down, transactions cost, etc.

By David Ott

The Allure of Market Timing

Market Timing Effects (2014)
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A business that 
makes nothing 
but money is a 
poor business.
- Henry Ford

New Faces

We are proud to announce the arrival of four 
new Acropolitans in the last six months.

Amy Crews isn’t really new to Acropolis since 
she has been with us on a part-time basis since 
January, 2013, but she decided to go full-time 
in October.  Amy works in our Retirement 
Plan Services (RPS) group serving plans and 
participants in all capacities.  Prior to joining 
Acropolis, she worked in the employee 
benefits field for 16 years and is a Qualified 
401(k) Administrator, or QKA.

Kaley Pogrelis joined Acropolis over the 
summer as a Portfolio Administrator 
and is responsible for client relationship 
management and reporting.  Before coming 
to Acropolis, she lived in Colorado and 
worked in the medical industry in operations 
and sales.  In October, Kaley and her 
husband had their first child, a daughter 
named Emerson.

Cynthia McKillip joined Acropolis in 
December as a Portfolio Manager from 
another firm in St. Louis.  In addition to 
having a Masters of Business Administration, 
she is a Certified Financial Planner™ (CFP), 
an Accredited Wealth Management Advisor™ 
(AWMA), and a Certified Divorce Financial 
Analyst™ (CDFA).  Cynthia will continue 
to work with high net worth individuals, 
families, executives, physicians and other 
professionals to meet their financial goals.

Last but not least, Christina Gibson 
joined Acropolis in January as a Portfolio 
Administrator.  Christina is a recent 
transplant from Chicago and spent the last 
20 years of her career in the not-for-profit and 
banking sectors.  Christina will be working 
with private clients to ensure a terrific client 
experience.

Please join us in welcoming Amy, Kaley, 
Cynthia, and Christina to Acropolis!

Acropolis in the Community

Every year Acropolis employees are granted 
time away from work to help better 
the community. This quarter, Acropolis 
employees went to work at the St. Louis Area 
Foodbank whose mission is to feed hungry 
people by distributing food throughout the 
bi-state area and engage the community in 
the fight against hunger.

Each year, St. Louis Area Foodbank provides 
more than 28 million meals to needy families 
in 26 counties in Missouri and Illinois.

On our volunteer day, we packed up 315 
boxes of food, which equates to roughly 
10,000 pounds of food or 7,971 meals.

Our next service day will be in February at 
the St. Louis Crisis Nursery.

Logo and Website Update

We are pleased to roll out our new logo, 
which still features the green coloring and 
picture of the Parthenon that you’ve always 
known.  

In addition, we’ve made several 
improvements to our website to enhance the 
user experience.  Now it’s easier than ever to 
find our daily content and newsletters as well 
as information about the Acropolis team.  

The web address remains the same (www.
acrinv.com) and you may still log on through 
the website to view your account information.

By Dannelle Ward

New at Acropolis
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1. Financial planning is only for the ultra 
wealthy. 

One of the most common mistakes people 
make is assuming that unless they are ultra 
wealthy, they don’t need a financial plan. 
What many people don’t realize is that the 
way to a higher net worth may be achieved 
through financial planning; a successful 
plan can help anyone more efficiently use 
their assets to build wealth over time.

Financial planning is about helping you 
achieve both short- and long-term financial 
goals, such as buying a car or home, putting 
your child through college or saving for 
retirement—common goals whether you 
are wealthy or not.

2. I don’t need a formal financial plan if I 
always make good financial decisions.  

While you may make good financial 
decisions, a series of choices made without a 
clearly thought-out plan does not constitute 
financial planning. It’s almost impossible to 
balance retirement planning, investing, cash 
flow, tax considerations, estate planning 
and insurance needs without a blueprint. 
In reality, financial planning is complex, 
and just doing your best to make a smart 
choice when faced with a financial decision 
isn’t enough; you need to know how that 
decision will play out down the line, and for 
that, you need a plan.

3. I don’t need to have a plan until... 

Many people don’t think about a financial 
plan until they need one, such as when 
they’re making a big purchase or, worse yet, 
facing a financial crisis. The very definition 
of planning indicates that you need to start 
acting well in advance of these situations. 
Financial planning is about more than 
just those big moments in life; it’s about 
establishing a plan for your day-to-day life, 
too. 

However beautiful 
the strategy, you 

should occasionally  
look at the results.
- Winston Churchill

By Sakis Salas, CFP®

6 Myths of Financial Planning 

4. Financial planning is just investing. 

Unfortunately, the word investing has 
become interchangeable with financial 
planning in many people’s minds. When you 
discuss asset allocation or rebalancing your 
portfolio, although these are investment 
concepts, what you can really learn is how 
your overall strategy should change based 
on your cash flow, or how your investments 
will play into your life goals. 

As with any part of financial planning, 
investing will affect the other parts of your 
financial plan—but that doesn’t mean that 
it is the only piece of the puzzle. 

5. Financial planning is the same for 
everyone.  

In the same way some people reduce 
financial planning to simply “investing” 
or “retirement,” some people think that 
financial planning can be reduced to a set 
formula for success. However, it’s important 
to remember that no two financial situations 
are exactly the same. That’s what makes a 
financial plan so vital—it’s tailored to you 
specifically, so you can be sure that you’re 
making the best decisions based on your 
own lifestyle and no one else’s.  

6. Financial planning is a one-time activity.  

It’s unlikely that your financial circumstances 
will stay the same throughout your life, so 
your financial plan will have to change, too. 
For example, as you earn more money and 
approach retirement, you will likely want 
to put more money into your retirement 
account. As your risk tolerance decreases 
the closer you get to retirement, you will 
probably embrace a more conservative 
investing style. Just as you can’t buy a pair 
of pants when you’re 20 and expect to still 
be wearing them at age 70, you can’t expect 
your first financial plan to last you into 
retirement.
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The strength of the dollar is quite amazing 
considering the depths of the Great 
Recession, the subsequent monetary 
response of unprecedented money printing, 
and the political brinksmanship along the 
way that resulted in the downgrade of the 
country’s credit rating. 

The forces that have been propelling dollar 
dominance in 2014 should continue in 
the near term.  These include deliberate 
currency devaluations in Europe and 
Japan, slower growth in China, weakness 
in commodity-driven economies, and the 
dollar’s safe-haven appeal. The longer-term 
concern among some people is whether the 
dollar will lose its reserve currency status.  

It wasn’t long ago that people thought the 
euro might one day be a legitimate rival, 
but the lack of common fiscal and monetary 
policy among participants makes that 
option seem unlikely.  

The yen has made some slow steps towards 
globalization, but Japan doesn’t want the 
yen to become an international currency. 

And then there is China – the most 
frequently cited threat to the U.S. dollar as 
a reserve currency, and yet the least viable. 
A quick glance at global settlements and 
investable assets available to foreign investors 
tells us that the yuan isn’t even close to being 
a real competitor yet.

The Chinese currency accounts for 1.4% of 
global payments compared to the dollar’s 
42.5%.  Add in the fact that many of 
the Chinese currency deals are between 
Chinese companies and their Hong Kong 
subsidiaries, the yuan’s trade-settlement 
status is even weaker.

Even more, China must open up their 
markets to foreign investors for the yuan 
to make real progress.   According to The 

Economist, global investors have access to 
$56 trillion of American assets such as 
stocks and bonds.  There are $29 trillion 
of euro-denominated assets and $17 
trillion of Japanese assets available to global 
investors as well. Chinese assets open to 
foreign investment are only $0.3 trillion – 
a comparable level to countries such as the 
Philippines or Peru.

Many people view China’s $1.3 trillion 
worth of U.S. debt securities as a cause for 
concern, but they shouldn’t.  Let’s assume 
China wanted to liquidate, say, 10% of their 
holdings or roughly $130 billion. Not only 
would liquidating possibly result in a loss on 
China’s remaining Treasury holdings, there 
is simply no other place to go with the $130 
billion.  

China’s US Treasury holdings are the result 
of regular trade surpluses, which serves 
as another hindrance to expanding the 
number of yuan circulating around the 
world.  On some level, the viability of the 
Chinese yuan as a reserve currency shouldn’t 
even be discussed until China starts running 
regular trade deficits.  

The U.S. financial markets are broad, deep, 
and transparent.  The same can be said for 
its economy.  The fact of the matter is that 
there is no real substitute for the dollar as 
the global reserve currency.

The world is unpredictable, so we can’t 
entirely rule out the possibility of the dollar 
being dethroned as the world’s reserve 
currency.  However, we’d argue that a more 
likely scenario would be that there is more 
than one reserve currency.  Even if such a 
scenario were to come to fruition, we’d 
guess the dollar remains the world’s reserve 
currency for several more decades at a 
minimum.

Never wrestle 
with a pig because 

if you do you’ll both 
get dirty, but the 
pig will enjoy it.
- Charlie Munger

By Peter Lazaroff, CFA, CFP®

The U.S. Dollar is Still King

Acropolis Investment Management®    |    11www.acrinv.com

January 2015  



Data Center  2014

Dow Jones  10.04%

S&P 500  13.68%

S&P Midcap  9.74%

Russell 2000  4.90%

MSCI EAFE (Intl)  -4.20%

MSCI Emerging Mkt  -2.11%

S&P Sectors  2014

Consumer Disc.  9.68%

Consumer Stpl.  15.98%

Energy  -7.79%

Financials  15.18%

Healthcare  25.34%

Industrials  9.80%

Technology  20.12%

Basic Materials  6.91%

Telecom  2.99%

Utilities     28.98%

Interest Rates  2014

Fed Funds  0.25%

Prime Rate  3.25%

3-mo. Treasuries  0.04%

2-yr. Treasuries  0.67%

5-yr. Treasuries  1.65%

10-yr. Treasuries  2.17%

Currencies  2014 

Euro  1.2098

Japanese Yen  119.78

British Pound  1.5577

All Data as of 12/31/2014

The Big Picture
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17 million: The number of Christmas 
trees that are harvested in the U.S. each 
year.  According to the Wall Street Journal, 
most of those trees come from four states: 
Oregon (37.3%), North Carolina (24.8%), 
Michigan (10.0%), and Pennsylvania 
(6.0%).  

44%: The percentage of Americans who 
made a New Year’s resolution for 2015, 
according to Five Thirty Eight.  

Fast Facts
2.9: The number of devices used by the 
average American to connect to the Internet, 
according to the Wall Street Journal.   That 
is more than China (1.9) or Brazil (1.1), 
but far less than the Netherlands (3.6) or 
Norway (3.4)

$0.41: The annual cost of charing your 
iPhone, according to a study done by 
0power.  
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