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1. Investing is converting cash to another asset class
2. Equity investing in the MENA region is lower other regions
3. Real Estate investing in the MENA region is higher than other regions
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STRATEGIC ASSET ALLOCATION – JACK BOGLE
ON SIMPLICITY
Stick to simplicity.
➢ “Don’t complicate the process. Basic investing is simple—a sensible asset allocation to
stocks, bonds, and cash.”
➢ Perhaps the most critical decision you face is getting the proper allocation of assets
in your investment portfolio.
➢ Stocks are designed to provide growth of capital and growth of income, while
bonds are for conservation of capital and current income.
➢ Once you get your balance right, then just hold tight, no matter how high a greedy
stock market flies, nor how low a frightened market plunges.
➢ Change the allocation only as your investment profile changes. The paradox is that in
these times of increasing complexity, simplicity underlies the best investment
strategy.” (Bogle 2012)
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RISKS IN INVESTING: DEFINITION OF RISK
➢Greater variability in market prices and cash flows can be thought of as
commensurate with increased risk because an investor owning a risky asset with
a highly variable price pattern faces having to sell it for a more unpredictable
price than a less risky asset.
➢The assumption that variability in asset returns represents risk and that
premiums over what could be earned on a risk-less investment represent the
price of risk is the foundation for modern finance theory.
➢ It should be stressed that when analyzing investments, returns provide us
with only one half the information we need. Information on the risk
characteristics of investments are equally important.
➢We measure risk by calculating variance and standard deviation
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S&P 500 ANNUAL RETURNS 1970–2016
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The longer your time horizon the less chance of loss

Source: (Morgan, JP 2016)
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Six Asset Allocation Profiles: Long Term & Short Term

Long Term Positive Expected Returns

Short Term Negative Returns Reality
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Barclays: Average Investor Emotions Can Affect Investment Returns
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BENJAMIN GRAHAM ON RISK
Benjamin Graham stated that: “every investor who owns common stocks must
expect to see them fluctuate in value over the years.

If you overestimate how well you really understand an investment, or overstate your
ability to ride out a temporary plunge in prices, it doesn’t matter what you own or how the
market does.
Ultimately, financial risk resides not in what kinds of investments that you have, but
in what kind of investor you are.” (Graham 2005)

The market is a pendulum that swings between unsustainable optimism (which makes the
stocks too expensive) and unjustified pessimism (which makes them too cheap). The
intelligent investor is a realist who sells to optimists and buys from pessimists.
Warren Buffett echoed this advice when he said “be fearful when others are greedy and
greedy when others are fearful,” (Buffet 2008) and “The sillier the market’s behavior, the
greater the opportunity for the business-like investor.”
Success comes from harnessing our emotions and understanding the things we
can control and cannot control.
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Charles Ellis, in his article Three Ways to Succeed as an Investor, outlines three
approaches of investing (Ellis 2001):
1. The Intellectually Difficult Approach
2. The Physically Difficult Approach
3. The Psychologically Difficult Approach
Intellectually difficult investing is pursued by those who have a deep and profound
understanding of the true nature of investing, see the future more clearly, and take longterm positions that turn out to be remarkably successful.
Most of the crowd is deeply involved in the physically difficult way of beating the
market. In every way they can, they put enormous energy into trying to beat the
market by outworking the competition. What they don’t seem to recognize is that so
is almost everyone else.
Being incapable of doing the intellectually difficult, and reluctant about the physically
difficult, I have set about the emotionally difficult approach to investing. This
straightforward, untiring approach is simply to work out the long-term investment
policy that’s truly right for you and your particular circumstances and is realistic
given the history of the capital markets, commit to it, and - here is the emotionally
difficult part – hold on. (Ellis 1998)
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STEPS TOWARD AN ACTUAL PORTFOLIO:
WARREN BUFFET
You don't need to be an expert in order to achieve satisfactory investment returns. But if
you aren't, you must recognize your limitations and follow a course certain to work
reasonably well. Keep things simple and don't swing for the fences.
It's vital, however, that we recognize the perimeter of our "circle of competence" and stay
well inside of it. Even then, we will make some mistakes, both with stocks and
businesses. But they will not be the disasters that occur, for example, when a long-rising
market induces purchases that are based on anticipated price behavior and a desire to be
where the action is.
Most investors, of course, have not made the study of business prospects a priority in
their lives. If wise, they will conclude that they do not know enough about specific
businesses to predict their future earning power.
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I have good news for these non-professionals: The typical investor doesn't need this skill.
In aggregate, American business has done wonderfully over time and will continue to do
so (though, most assuredly, in unpredictable fits and starts). In the 20th century, the Dow
Jones Industrial Index advanced from 66 to 11,497, paying a rising stream of dividends to
boot.
The 21st century will witness further gains, almost certain to be substantial.
The goal of the nonprofessional should not be to pick winners— neither he nor his
"helpers" can do that —but should rather be to own a cross-section of businesses
that in aggregate are bound to do well. A low-cost S&P 500 index fund will achieve
this goal.
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That's the "what" of investing for the nonprofessional. The "when" is also important. The
main danger is that the timid or beginning investor will enter the market at a time of
extreme exuberance and then become disillusioned when paper losses occur.

The antidote to that kind of mistiming is for an investor to accumulate shares over
a long period and never sell when the news is bad and stocks are well off their
highs.
Following those rules, the "know-nothing" investor who both diversifies and keeps his
costs minimal is virtually certain to get satisfactory results. Indeed, the unsophisticated
investor who is realistic about his shortcomings is likely to obtain better long-term
results than the knowledgeable professional who is blind to even a single
weakness.
➢ It needs to be pointed out clearly that the preceding advice from Buffett comes under
the category of “do what I say, not what I do.”
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Need to diversify outside of local markets
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