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In the last six months or so the volatile market has left many investors frustrated with returns on their investments less than that of the overall market. Those few who have made more than the broad market have done so by increasing their risk exposure by either focusing on a specific sector or a stock, or have simply been lucky. During periods of market turmoil the average moderate-risk portfolio usually does worse than the market. Investment professionals have long debated on how to improve returns during periods of market volatility without significantly increasing risk. 
    Diversification is one tool used. However, diversification requires actively spreading the portfolio among specific asset categories whose performance is unrelated. Professional money managers perform extensive research to determine which stocks and industries to include in their diversified investment portfolio. Another suggested solution is simply to “buy the market”. This can be accomplished by purchasing a non-managed exchange traded fund representing a broad market index such as the Dow Jones Industrial Average or the S & P 500. 

Research has shown that a combination of these two investment philosophies may provide the investor the opportunity to exceed broad market performance. This approach is called Active-Passive Investment Management. The actively managed portion of the portfolio attempts to take advantage of short-term opportunities, including protecting the portfolio during market declines, by allocating funds to actively managed funds. The passive portion stays steadily invested in specific market sectors. The overall percentage allocations to the active or passive portions of the portfolio are determined by your investment professional. (Interestngly, actively managed portfolios tend to outperform the market most during upswings taking advantage of the fastest growing companies and market sectors.)

While active-passive portfolio management may provide an opportunity to outperform the market, the cost to move your portfolio into this style is usually far less than the typical load-based mutual fund. Additionally, active-passive portfolios are offered through fee-based investment advisors who have a legal fiduciary responsibility to only act in the best interests of their clients. 

Potentially better performance at a lower cost, and an advisor who is legally bound to do what is in the best interests of their client? Does this appeal to you? If so, contact a registered investment advisor today and explore the active-passive portfolio option.
Mr. Starshak is an investment advisor with Trust Wisconsin, LLC an investment management and trust services company with offices in Berlin and Kewaskum, WI. He has over 20yrs experience in financial services including asset management, banking, life insurance, mortgage finance and business retirement plans. For further information visit: www.trustwisconsin.com
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