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You probably know that stock investments can be very volatile. Even highly diversified stock portfolios
have declined for several years and bottomed at 60% decline. These numbers are as irrelevant to a
long-term investor as they are scary.

You should only put money in the stock market that you are willing to leave for a few years. If you can
wait for 5 years to use your stock investments, the only measure that is relevant for you is the decline
periods and magnitudes over 5-year periods.

The following table presents the worst performance of the globally diversified portfolio Long-Term
Component by QAM during the years 1970-2009, over different time periods from 1 to 20 years. As a
reference point, it compares this performance to the conservative bond portfolio, Short-Term
Component by QAM.

Worst Period Worst Period Performance, Annualized

Length Long-Term Component by QAM Short-Term Component by QAM
1 year -50% -16.6%

2 years -31% -8.1%

3 years -16% -5.1%

4 years -8% -3.5%

5 years -1.4% -1%

10 years 6.2% 2.5%

15 years 5.6% 4.1%

20 years 9.3% 5.8%

The most notable thing is the improved worst case scenario, as we measure it over long periods.
Specifically:

1. All 5-year periods had positive, or near positive, annual returns.

2. For investment periods as short as 5 years, the stock portfolio was almost as safe as the
conservative bond portfolio! In periods of 10 years or more there was a clear benefit to the
stock portfolio.

3. All periods of 20 years had high single-digit returns, even when including the worst years.
There are some very practical conclusions from this:

1. If you have to spend your entire investment in the next few years, stocks are volatile and a
risky choice.

2. If you would like your investment to provide you annual income, for a period that can be
potentially 10 years or more, a conservative approach would require putting most of the
money in a globally diversified stock portfolio.




Note: This article analyzed a highly diversified stock portfolio that is rebalanced but otherwise is
unchanged throughout all market conditions. The results are not likely to be true when using
individual stock selection or market timing.

To Summarize

It is critical to keep money outside the stock market for substantial expenses that must occur within the
next few years. Otherwise, when used correctly, stocks can be the most conservative investment
vehicle at your disposal. Over most multi-year time horizons, diversified stock portfolios tend to
provide positive returns and even handsome ones in all periods, including periods that include very
severe recessions.

Past performance may not be indicative of future results. Simulated data was used for periods prior to the
inception of mutual funds (see Performance Data Disclosure at http://www.qualityasset.com/disclosure.htm).
Different types of investments involve varying degrees of risk, and there can be no assurance that the future
performance of any specific investment, investment strategy, or product made reference to directly or
indirectly in this article, will be profitable, equal any corresponding indicated historical performance level(s),
or be suitable for your portfolio. Due to various factors, including changing market conditions, the content
may no longer be reflective of current opinions or positions. Note that services are limited to investment
advice and do not include financial planning and/or non-investment related consultation services. You
should not assume that any discussion or information contained in this article serves as the receipt of, or as
a substitute for, personalized investment advice from Quality Asset Management. If you have any questions
regarding the applicability of any specific issue discussed above to your individual situation, you are
encouraged to consult with the professional advisor of your choosing. A copy of our current written
disclosure statement discussing our advisory services and fees is available for review upon request.
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