
((Experience) + (Observation)) = Suggestion 

Portfolio Management Strategies & Financial Planning Considerations  
When Markets Have Grown for Extended Periods of Time 

 
As the US Equity markets have continued to expand, I have recently found myself speaking about this 
topic more and more with clients, so I thought it may be a good time to address it on a larger scale and 
across all of our customers at WIT Capital.  We pride ourselves on providing custom designed 
strategies that are tailored to the specific needs of each client, but over the years we have identified 
several areas that may commonly apply to most, if not all people in general, that make for “best 
practices” when we see markets have longer, more extended periods of gains.   

The content in this letter is our personal opinion which has been formed over the years as a result of 
observing the people that have entrusted us with their money.  In most cases, we take our collective 
years of education, decades of on the job training, career long experience, countless hours of personal 
financial studies, and then we just add a couple parts of common sense to provide a suggestion. 
((Experience + Observation)) = Suggestions.  

The actual case studies and the “couple parts of common sense” have been shared with us over 20 
years by our clients that have actually lived through what we refer to as “Practical Finance”.  This 
“Practical” approach ranges from real examples of people that have lost jobs, lost loved ones, raised 
children, sent those children to college, given to charity, cared for the sick or elderly, worked, saved, 
retired, actually lived retirement, passed along themselves, and then passed what they didn’t use 
financially to their family. Personally speaking, being allowed to live these things with all of you and the 
families of those who have passed on has been the most professionally rewarding experiences of my 
career; it’s why I love what I do.  Seeing how all of these things happen, how “it” works for each person 
or family differently and being able to compile those experiences into usable data to help guide and 
offer better more “practical” advice when needed, is the most valuable and humbling “thing” we feel 
we can give back to all of those that have given us so much.   

With that said, we have compiled a few “observations” that we think merit discussion now that the 
equity markets have seen extended gains.  It is important to state that this correspondence should not 
be looked upon as a warning that we think markets are going to reverse course.  In fact, we feel the 
opposite as we have discussed during our reviews with all of you over the last couple of years.  We 
only wanted to communicate these observations in hopes of provoking thought and reflection on your  



own personal situation. In some cases, I suspect your thoughts and reflections may prompt you to jot 
down a few things we can talk about at our next review and if any of this leads to a discussion that 
requires more immediate attention, as always, feel free to give us a call. 

Portfolio Management Strategies 

1. Allocation 
a. Allocation Drift 

   The main point I want to communicate within this section is that as investment   
values change and the trend has been positive for extended periods of time, 
generally speaking portfolios that are not rebalanced, tend to be increasing in 
risk.  

Example:  If you start with a $100 portfolio that has 50% in Investment A and 
50% in Investment B and Investment A experiences a cumulative gain of 50% 
over 5 years while Investment B experiences a cumulative gain of 0% over the 
same period, the net result is that Investment A will have a value of $75 while 
Investment B will have a value of $50. This will result in a portfolio that is now 
worth $125, with Investment A consisting of 60% and Investment B making up 
the remaining 40%. Essentially the entire portfolio now worth $125 is no longer 
50%/50% 

i. Observation: Don’t be afraid to rebalance your portfolio, even 
if taxes apply, to make sure you are not taking more risk than 
what you are comfortable with.  
Important considerations: Asset allocation, diversification and 
re-balancing do not guarantee a profit or protection against 
loss. 

b. Stocks vs. Bonds 
   For the last 35 years interest rates have trended downward and now, for the 

first time since 1949, that trend will likely reverse itself and begin to rise for the 
foreseeable future.  As a good general rule, when interest rates go down, the 
value of bonds rise and when interest rates rise, the value of bonds will decline.  
This is especially important when you add to the consideration the movement in 
stocks.  When looking back over the last 35 years the movement in stocks has  
 



been generally positive while interest rates have generally fallen, this has 
produced net positive returns in general for both stocks and bonds.  However, 
if you feel that interest rates will rise in the future then what you are really 
saying is that in general the value of bonds will likely fall.  Couple this with stock 
prices and the result may be either positive or negative but mostly depending 
on the direction of stocks and not both.  In short, if stocks were to trend lower 
while interest rates rise, investors would likely find negative returns in both, 
creating an unfavorable outcome no matter how you’re positioned.   

i. Observation: Don’t assume bonds are “safe” as they carry just 
as many risks as stocks.  Take the time to really understand this 
(to the extent you are interested) as it will be a topic of our 
discussions when we have reviews for many years to come. 
 

c. International Exposure 
  In the first part of my career I had countless discussions about diversification 

into international stocks and currencies as it was all the “rage”. Over the last 
5-10 years these discussions have totally reversed with clients more likely to 
hide cash under their mattress rather than invest in Chinese Yuan or Brazilian 
Reals.  In 2016 when Great Britain voted to remove themselves from the 
European Union a new era began that all of us need to consider.  In early 
2017 France was within inches of joining Great Britain and becoming the 2nd 
to do the same.  Had this happened, in our view this would have had a 
similar result if in the US, Texas and California decided to leave and form their 
own independent states.  In summary, what is considered “normal” as we 
know it changes and as investors we need to be open-minded to changing 
the way we think.   

i. Observation: Being diversified does not mean that you 
need to have investments in international positions. If you 
are uncomfortable with the notion of foreign states and 
companies, know it is okay to be invested just within the 
USA.  
 
 
 
 



d. Cash 
 We have been in this business long enough to see investors that didn’t 

trust the financial system, so they kept all their money in cash at their 
home, all the way to the opposite extreme with people that only have as 
much cash to their name and portfolio as they carry in their wallet.  Who’s 
right? I think it depends on the situation not the person.  Sometimes doing 
what is right is not easy; sometimes it requires people to get out of their 
comfort zone even if that means anxiety.  The context of this section is to 
simply make each investor aware of their personal situation and 
expectations they have for their money, and determine what is right for 
them.   
 
To expand a bit and provide an example, let’s look at the old saying that 
“the younger you are the, more risk you should take”.  We would say that 
is not necessarily true.  In fact, what advice would you give a college 
student that is in their 3rd year and has some spare cash from working in 
the summer that they feel they can invest?  Commonly the thought would be 
to buy stocks but we would step back and use the lessons learned from 
watching several individuals graduate from college.  Think about the life 
needs that surround a teen; get a job, somewhere to live, buy a car, pay 
off student debt, get married, buy a house, have kids -  Yikes!  With all that 
coming in the next 5-10 years would the best advice be “the younger you 
are the more risk you should take”?   
 
Think about the opposite side of the paradigm and think about retirees or 
soon to be retirees.  If we reverse the saying “the younger you are the 
more risk you should take” I think it’s fair to assume it would read “the older 
you are the less risk you should take”. I personally feel these statements 
can be inaccurate and do not reflect one’s specific situation.  In comparison, 
retirees or soon to be retirees may have similar (but different) things to 
consider such as retirement, quit saving and start spending, how much do I 
need, how much will I give to kids/charity, am I staying in this house forever 
or not, a new car etc. In the end how much to have in cash is a case by case  
 



specific decision with the only common thread in our view being that you 
should not only have what is in your wallet.   

i. Observation:  Take the time to reflect on your own cash 
position and think about the things coming up in the next 
several years in your life and ask yourself what level of cash 
are you comfortable carrying.  With extended market gains 
this may be a great time to replenish the cash to make sure 
you are adequately prepared for any inclement financial 
weather or known life events to come.  
Investing involves risks in regard to all of the investment 
products mentioned in this commentary, including the 
potential loss of principal. International investing involves 
additional risks including risks associated to foreign 
currency, limited liquidity, government regulation, and the 
possibility of substantial volatility due to adverse political, 
economic and other developments. The two main risks 
associated with fixed income investing are interest rate and 
credit risk. Typically when interest rates rise, there is a 
corresponding decline in the market value of bonds. Credit 
risk refers to the possibility that the issuer of the bond will 
not be able to make principal and interest payments. Past 
performance is no guarantee of future results. Please note 
that individual situations can vary. Therefore, the 
information presented here should only be relied upon 
when coordinated with individual professional advice. 

Financial Planning Considerations 

a. Question Everything Previously Decided 
 Although I have been blessed to never be in an actual fire, I often say “the 

best time to work on a fire evacuation plan is when the building is not on 
fire.”  I think this is fair and smart with regards to your financial plan as well.  
Specifically, years ago I can recall a particular client wanting to always 
review things relating to his family’s plan when the financial markets were 



doing great.  I would often think that the hours of discussions yielded very 
little benefit for all involved until the financial crisis of 2008/2009.  Those 
years were some of the most difficult times for those that failed to plan for 
them.   
 
What I learned from this particular client was that when the environment 
changes around you and is out of your control, those are the very times in 
which you should rely on the plan you have previously made for guidance.  
Out of all the experiences we had with clients during that time, the best 
lesson taken away from it for me was watching the work this client put in, 
pay off when it was needed the most.   
 
This is worth noting because for years we did this individual’s planning and 
for years I thought the constant reviewing of it was at times, excessive.  
Coming full circle, this individual ended up thanking us in 2010 for all we did 
during the difficult time for him and his family.  This situation continuously 
reminds me of the importance of why we do planning.   

i. Observation:  Planning is a partnership that takes one part 
advisor and two parts client.  The advisors job (as we see 
it) is to be a guide and challenge the client to dream their 
dream; only together can the right plan for you be created.  
When financial markets have extended gains, question 
everything you have previously decided on, if for no other 
reason than to affirm to yourself that your previous plan is 
still the right plan for you.  When things are out of anyone’s 
control, know with confidence that you have already 
considered the unthinkable and when the time comes 
simply work the plan that is already in place, making the 
adjustments as necessary.    
    

b. Evaluate Your Previous Assumptions 
 In every plan we have participated in over the years there exists a set of 

assumptions that we have agreed on during discussions to use in building  
 



the forward models we evaluate and discuss.  These assumptions are 
clearly set forth in a document that accompanies our customary planning 
deliverables.  Making sure these assumptions still accurately reflect your 
personal views on your financial considerations is important.  Assumptions 
may be how you are thinking about college funding for kids, life insurance 
for a surviving spouse or children, disability, retirement dates approaching, 
social security, investment returns, possible gifting, income planning or 
even charitable bequests. All of this should be reviewed as extended 
financial market gains allow for flexibility and possible repositioning of 
these items.   

i. Observation:  Use the “good times” to make sure your 
assumptions for modeling are still accurate, realistic, and 
reflective of your current thoughts and goals. Making an 
adjustment is generally easier while markets and 
economies are prosperous.  
 

c. Affirm Your Proximity to Target 
 We are believers in “life happens”.  Things that were never foreseen 

happen and things that were assumed to happen, sometimes don’t, so 
making sure that your current financial position is “on target” with your 
current goal is important especially if you are in your retirement years.  
Generous financial market gains can easily create what I refer to as a 
“Band-Aid” type effect to a bigger issue.  If the world worked simply and if 
we were to assume a client’s portfolio grew at 5% annually, and that 
happened every year, year after year and if we assumed that same client 
only took out 5% annually, then in a simple world the portfolio would be 
worth the same every year; but that never happens.   
 
Conversely, if we assume a client saves at a certain rate that is generally 
adequate for a certain level of income, or if raises in income are seen 
without the same increase in percentage of saving, that saving goal may 
be in jeopardy.   
 
 



In short, when anything unforeseen happens the models of saving and 
spending change.  It is impossible to plot this accurately into the future for 
any time frame over a year or two, so affirming your personal proximity to 
your personal target is a continuous activity and should be done when 
things go well or bad equally.   

i. Observation:  Take some time to think about your current 
financial status and if things have changed enough to 
warrant reevaluating this. We find that sometimes the 
“excess gains” (amounts above projections) offered by the 
market are sometimes “swept” into daily living costs and 
adjustments upward in lifestyles are commonly made 
during upward and extended trends in the financial 
markets.  If that is true for you, take the time to reevaluate 
your saving/income plans to be more informed of your 
situation and be conscious of the possible outcomes that 
may affect your situation.   
 

Extend Your Outlook of Time 

 Thinking beyond one’s mortality is a very personal and important process 
that happens for everyone at different times and under different 
circumstances.  For example younger clients will tend to not think about their 
financial lives much further than 10-20 years out where tenured retirees 
tend to not plan for more than a few years out.  Finding a balance and 
being aware of where your personal thoughts and goals are is an 
important part of assessing your plan.   
 
If you are in the younger category, take some time to think beyond yourself 
for a moment and ask yourself what your 50 year plan is?  Chances are one 
will not exist, but now would be a good time to think about the broad 
strokes of what you may wish for it to look like.  If you are in that tenured 
category, then maybe think about time beyond your mortality and 
evaluate if you have taken the steps to make sure that your goals and 
desires are clearly represented and known.  We discuss estate planning 



strategies with all of our client’s and while that is an important part of the 
process (the documents), simply completing the plan does not define the 
spirit of what you would like to see happen for those you care about.  In 
most of our sessions we discuss planning for the “what if” moments which 
usually represent negative outcomes.  When financial markets have 
extended gains what’s wrong with thinking about the positive parts only 
and really setting forth goals for you and those you care about that can in 
time become the legacy you may have not ever thought about being able 
to leave?  

i. Observation: You’re never too young or old to dream of 
what is not.  Take the time to think about a 50 year plan 
and what role you may want to play in that for your family 
or loved ones.  Layering these thoughts into the planning 
you do for yourself today is important and when the 
pendulum swings for you from the direction of thinking of 
yourself in regards to these things, to thinking more in the 
direction of those you may leave behind, having a guide to 
your thoughts from the past will help guide you in the 
future.  If this is not written down somewhere, how will 
those left behind ever truly know your feelings on it and if 
we don’t ask you about it, who will?    
 

Refill Your Subscription of Reality 

 Extended financial markets tend to weigh on clients in both a positive and 
negative way.  Positively speaking the feelings are apparent with better 
looking account statements and higher returns.  The negative aspect is that 
we have noticed when markets extend their prosperity clients tend to 
become complacent in regards to reality and what should be expected 
going forward.  The famous quote from President Regan is perfect, “trust 
but verify”.  Trust in the fact that the economy is expanding and that 
generally leads to long periods of prosperity, but verify this at least 
annually in your evaluations of your personal financial reality. 



i. Observation: Take inventory of current expenses and 
financial commitments and honestly compare that to your 
plan and stated objectives.  Giving something up when 
you can afford it is not the same as having it taken away 
out of financial necessity.  We tend to see household 
leverage (credit cards & mortgage) increase during these 
types of times, so be mindful of your borrowing compared 
to your capability.  Reducing debt or eliminating debt is a 
reasonable consideration with any “excess gains” you may 
find in your portfolio.    

In closing I would like to again reiterate that this correspondence should not be taken out of context as 
we feel very confident in the current financial markets and state of the economy.  Knowing things can 
change at any time, we will of course follow up with additional correspondence that is specifically 
directed at any action items we feel strongly enough should the time come.  

Our goal was to set forth some considerations that we have assembled over the years that have 
proven to be “best practices” when financial markets have produced extended gains. 

Thank you for always trusting in us at WIT Capital Management and allowing all of us here to be a part 
of your financial team.  

 

Sincerely,  

 

Scott Sladovnik 
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