
IT’S NOT 
ABOUT WHAT 
YOU MAKE;  
IT’S ABOUT 
WHAT YOU 
KEEP.

IMAGINE YOU INHERIT 
$1,000,000 AND YOU NEED TO 
FIGURE OUT HOW TO INVEST IT. 

What would be the first thing 
you looked at?

Likely, you would start with 
the average annual rate of 
return for each investment 
option. But investments 
don’t live in a vacuum; they 
exist within complex legal 
structures and delivery 
systems that can’t be 
ignored. Then there is the 
emotional fortitude required 
for successful investing 
(which many people don’t 
have given the persistent gap 
between returns posted by 
various indices and returns 
realized by actual retail 
investors). Plus, various 
investments have vastly 
differing tax treatment. 
Finally, you have the impact 
of your investments on 
personal and political values.

When folks quote a cliched 
portfolio return of 8% per 
year, they should also rattle 
off the following disclaimer: 
minus my advisor’s 1%+ 
fee; minus my portfolio’s 
fund fees of 1%+ (and I also 
love paying the infamous 
hedge fund fee of 2 and 20); 
minus trading costs; minus 
any kickbacks that the fund 
paid the advisor to sell the 
investment in the first place. 
Oh yeah, and minus my 46% 
tax rate (if I’m in the top 
bracket). Needless to say, 
most folks are keeping a lot 
less than the oft-quoted 8%.

All this adds up to a simple 
truth: it’s not about what 
you make; it’s about what 
you keep.
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IT’S NOT 
ABOUT WHAT 
YOU MAKE;  
IT’S ABOUT 
WHAT YOU 
KEEP.

PART 3: DON’T BELIEVE IN LUCK, 
BELIEVE IN PREPARATION (AKA 
PORTFOLIO CONSTRUCTION)

WHY PORTFOLIO 
UPKEEP?
A well-managed portfolio 
(beyond prudent investment 
selection) will provide better 
net returns - below are 
several best practices when 
it comes to the nuts and 
bolts of constructing and 
maintaining a portfolio that 
can benefit any investor’s 
long-term results.

REBALANCING AKA 
AUTOMATICALLY 
BUYING LOW AND 
SELLING HIGH

Our first maintenance task 
is rebalancing. Rebalancing 
means placing trades to bring 

your investment portfolio 
back to its target allocation 
by selling some holdings that 
did great and buying more of 
the ones that shrunk in value. 
Without rebalancing, your 
portfolio could drift from one 
level of risk to another and 
add unnecessary risk to your 
overall plan.

Not only does this 
practice ensure that your 
recommended allocation and 
risk profile stays intact, it can 
“smooth out” your returns 
over time - not rising as 
high in the boom years, but 
also not dropping as low in 
market downturns. In the last 
20 years, a rebalanced 50% 
stocks/50% bonds portfolio 
offered better performance 
and less volatility than its un-
rebalanced equivalent.

At Modernist, we review 
our portfolios for rebalancing 
quarterly (higher frequency 
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than that can result in 
excessive trading fees). 
Ask your advisor about 
their rebalancing strategy 
and how they balance 
the costs incurred. If 
you are DIY’ing your 
investments, consider 
choosing a fund that 
rebalances automatically, 
or set a calendar alert 
at least annually so that 
you can manually adjust 
your target portfolio. 

DIVERSIFYING 
YOUR RETURNS

The next item on the 
list of all-star portfolio 
management tools is 
diversification. There is not 
much new to be said about 
this one - we’ve all heard 
the old analogy about the 
problem of putting all our 
eggs in one basket. Similar 
to rebalancing, diversifying 
your investments can 
reduce your portfolio’s 

volatility, since different 
assets (like stocks & 
bonds) react differently 
to various economic 
conditions.

By shielding the portfolio 
from large losses along the 
way, you can achieve more 
reliable returns over the 
long run. A bonus benefit 
is that it can also make 
you more likely to stick 
with your plan during scary 
market downturns.

Modernist’s portfolios 
typically include as many 
as 11,000 securities from 
more than 40 countries, 
representing more than 30 
currencies.

Ask your advisor if they 
are choosing funds that 
diversify as broadly as 
possible across company 
style (growth, value, or 
neutral), company size 
(small, mid, or large 
capitalization), and 
location around the 
globe. (Many investors’ 
portfolios over-allocate 
to US stock, despite 
the US market only 
representing ~55% of 
global markets. By 2050, 
experts predict the United 

States will account for 
only 17% of global market 
capitalization.)

MINIMIZING 
INTERNAL COSTS

Next up on the list is good-
old cost minimization. This 
is just a reminder to dig 
deep and uncover all of 
the costs associated with 
your portfolio, not just your 
advisor’s fee. You should 
always make sure any 
funds you own inside your 
portfolio have reasonable 
fees (under 0.50% is a 
good standard).

Also, be sure to ask about 
unnecessarily high trading 
fees, commissions, referral 
fees, or kickbacks. These 
kinds of sales promotions 
are generally paid through 
the internal costs of your 
investments. These are 
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all costs that can work 
directly against your net 
returns, without providing 
much in the way of 
benefits to your long-term 
financial plan.

Modernist constructs our 
portfolios using funds 
that are on the low end of 
internal costs and are also 
managed to minimize tax 
impact. 

If you are DIY’ing your 
investments or you have 
an advisor, ask them to 
clarify all of the internal 
costs of your portfolio. 
Also ask if they receive 
income or incentives 
from anyone other than 
you for the products 
or strategies they 
recommend.

VALUES-BASED 
INVESTING

The terminology most 
commonly used today for 
values-based investing 
revolves around so-
called ESG factors 
(Environmental, Social, and 

Governance). Mainstream 
ESG products have only 
started coming into their 
own in the last decade, so 
they don’t have the vast 
historical performance data 
of traditional investment 
products.

Since the expected returns 
calculations are based on 
less data, they may be 
less reliable. On the other 
hand, a meta-analysis from 
Deutsche Bank shows a 
correlation between high 
corporate ESG ratings and 
lower cost of capital, as 
well as improved corporate 
performance. As more 
data become available, the 
concrete effects of ESG 
will become clearer.

For now, if you are lucky 
enough to have financial 
planning goals that 
are well-funded, your 
underlying portfolio 
design is sound, and you 
can afford to take a bit 

more risk - ESG investing 
is a great way to align 
your wealth with your 
values.

THE BOTTOM LINE
Your work with your 
advisor is a great 
opportunity for taking 
a big-picture approach 
to growing your net 
investment returns. Forget 
top-level “vanity” returns 
and use the points above 
to double check: Is your 
portfolio constructed and 
maintained to maximize 
your ability to fund your 
goals? Let us know what 
you find!
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