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THIS CASE STUDY SHOWS THE HISTORICAL PERFORMANCE OF THE S&P 500
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INDEX INVESTING AND MARKET
RISK

Index investing is measured as
market risk; which can be added to
or subtracted from in a portfolio to
increase or decrease portfolio
exposure to the overall risk of the
markets.

Historical Rates of Return for the S&P 50

The S&P 500 is seen as the benchmark for the industry for investme
professionals. Investment professionals and investors want to know
his or her portfolio returns are exceeding the S&P 500. Investors wa
know if they are receiving alpha excess return for the fees the
investment manager is receiving. Therefore, investment managers ¢
the portfolio performance to the index. Which makes the portfolio
performance competitive compared to the benchmark, assets under
management strong, andséstors happy to know that they are receivil
conpetitive services for the fees.

Therefore, providing competitive services that beat the S&P 500 are
demand by investors. This case study will look into the arguments a
index investing, competitive tes of return, and asset allocation in
various market cycles. Indexers argue that after calculating the tradi
fees, taxes, antthe cost for an investment manager, the index will
outperform on an inflation adjusted basis. Therefore, shoulddex
stratgy be part of thasset allocatiom your portfolio?

Will index investing outperform in every market cyclEf?e answer
simply is no becausgiversification intoalternative asset classes will
outperformthe index during periods of market weakness. ltorescan
diversify market risk in the portfolio through alternative asset
managemerdtrategies during periods of market weakness. Thus,
creating alpha for investors or excess return based upon the industr
benchmark. In addition, investors can add ormmdbto market risk in a
portfolio using different approaches to investing in the markets.
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RATES OF RETURN DURING BEAR
MARKETS

There are multiple strategies to overcome the
bear market cycles to enhance the portfolio
performance. If you look at the length in time
for a bear market cycle to complete, you will
see that shifting portfolio strategies during
periods of market strengind weakness can
enhance an individua

When a bull market peaks, it can be several
decades before the prices truly recover for th
S&P 500 The 1929 peak did not fully recover
until 1954. In addition, the market peaked in
1966 andL968thenonly tofully recoverin
1992.Therefore, purchasing the index during
market peak would be unfavorable in times of
market contractioand adding alternative
strategies during periods of market weakness
a portfolio can be beneficial to tloeerall

return of a portfolio.

ANl ndex I

ISSUE#1

RATES OFRETURN DURING BULL
MARKETS

Indexing isanoptimal strategy for bull markets or during periods of
time when the market is advanciiRates of return during economic
periods of expansion far exceed rates of return during periods of
contraction.The rate of return during the 192P00Bull market was
666.13% from trough to peak; which exceeds alternative asset cla
during that time period such as treasuries, corporate bonds, or hic
yield bonds. Therefore, aligning your portfolio to the index during
heights of market weakness will beneficial to your portfolio.

The endof bear markets tend be at le@luation levels that can take
years to complete before the next bull market starts. Bull markets
during low price equity multiples, elevated pessimistic participatior
levels, ad solid earnings such as the end of the bear market in 19
1932, and 1982. The market double bottomed in 1920 and 1932
before the actual new bull market cycle started. Once the bottom \
in place, the new bull market createdew height eclipsing theld
highs from the previous bull market pe&ach Bull market cycle can
last for years as the market advances with economic expansion.
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The Difference
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excess returns

FAdding rates of
interest to market
risk can achieve
excess returns for
investors.

COMPARISON OF HISTORTAL RETURNS

The overall historical perspective of the S&P 500 is the market will conti
to move higherHowever, investors should take into consideration period
of market weakness, an investors risk tolerance, measuring performanc
based on risk adjusted returns, and diversifying a portfolio with multiple
investment strategies. Producing excess returnaghrperiods of market
weakness and reinvesting can produce excess returns for investors dur
periods of market strength through an economic expansion.

Index returns will return to favor during periods of a market expansion.
However, if investors didot implement indexing as part of the strategy ir
his or her portfolicduring the downturnthen indexing will prove to not
succeed because the portfolio is ultimately buying high and selling low.
However, if the portfolio implemented the indexing stratagyart of the
portfolio during periods of market weakness, the portfolio returns will be
line with the overall market based on risk adjusted returns.

Portfolio returns can exceed th& B 500 meanwhile reducing risk. During
periods of market weakss, the portfolio should be adjusted to income
producing invetments being reinvested into an index strategy to exceed
S&P 500. There are multiple strategies to achieve this objective, which
be executed over periods of time. Thereating exces®turns for a
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