Asset Allocation for the Private Investor
Overview:

This presentation attempts to build a framework for investment managers to address some of the issues private investors and their intermediaries encounter when constructing their own personal asset allocation portfolio.  A discussion on the various components of MPT along with several recommendations on how to construct a Personal Investment Policy Statement is developed herein.  Risk is discussed in the context of how Wilmington Trust follows a quantitative approach using Haugen factor analysis for return and other proprietary risk management systems.  This lecture is broken into seven specific sections and takes about one hour to present.  
The Role of Private Client Wealth:
This first section consists of several charts displaying the current sources of private wealth from several different perspectives.  There is a brief discussion regarding the role of the U.S. court system in establishing the importance of Modern Portfolio Theory as part of an investment process.  (Many states have adopted the Uniform Prudent Investor Act, which requires that a Modern Portfolio Theory approach to diversification be considered.)  

 Historical Market Returns:
A variety of market returns are reviewed in terms of total return and volatility.  This includes various equity, bond, and non-marketable asset classes such as private equity and alternative assets.  From this first step building blocks are developed which helps one assign appropriate risk premiums to each asset class.

A forward-looking analysis is also developed for these various asset classes.  Historical relationships, including earnings estimates and correlation analysis, are considered.  From this approach we are then ready to discuss various risk issues.

Risk Considerations:
Risk is defined from several viewpoints.  The importance of diversification from an historical perspective along with valuation levels is also noted.  From these charts a forward-looking set of data for various asset classes is further refined.  This includes an expected 5-year annualized return for each asset class along with their respective expected standard deviations.  In managing individual equities in various asset classes, charts will present how one could use a quantitative approach, such as Haugen, to control risk to attain expected returns.  
Role of Diversification:
This section defines various public and private asset classes and how a cohesive approach can increase return and lower risk.  A hypothetical diversified portfolio demonstrates how and why risk can be reduced, while returns enhanced.










Page 2

Role of Asset Allocation for the Private Client:
The importance of a strategic asset allocation process through an appropriate Personal Investment Policy is critical to the long-term success or failure of any investment portfolio.  Tactical asset allocation, or market timing, can allow one to deviate from a preset strategic asset allocation program.  Part of this presentation discusses why both manager selection and tactical rebalancing are of secondary importance.  A fully developed strategic asset allocation process remains the critical question.

Correlations of various equity asset classes are based on historical returns.  Cycles within equities, such as style changes (growth vs. value), domestic versus International, and Small Cap versus Large Cap, are also considered.  With these factors considered we now present an actual Capital Market Expectations chart.  This includes both the Expected Return for various asset classes and their respective standard deviations.
Within my company, Wilmington Trust, four possible investment objectives for a private investor are displayed; this includes percentage weightings for all asset classes with and without Alternative assets.  Both Strategic and Tactical ranges are displayed and discussed.  A formal chart is also presented which shows an investor a refined set of possible asset allocations; this is essential before choosing a specific client objective.  Finally, performance and risk through historical market indices are presented and discussed.
Private Client Considerations:
Another critical element of any successful asset allocation strategy is knowing well your client’s investment objectives.  A CFA Level I discussion of a client’s return and risk expectations, liquidity needs, taxes and other personal considerations are discussed through various slides.  
Sample Personal Investment Policy Statement:
This last section incorporates all of the various considerations presented above through a sample Personal Investment Policy Statement.  This includes all of the elements developed in this presentation, as well as suggestions as to how best to display this data.  It is hoped that one could employ this process for all private clients, whether they be local or globally based.  
