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Equity Investing

• What is a Stock & the Stock 
Market?

• Types of Equity Investments

• Equity Selection Process

• Portfolio Construction and 
Management

• Professional Management



Stock Talk from the pros



Stocks: The Basics

Businesses sell shares of stock to raise money to run the business.

• Someone who buys stock owns a portion of a business, depending upon how 
many shares are bought.

A shareholder doesn’t take on responsibilities of running the company, but a 
company employee might happen to be a shareholder.

• A shareholder is allowed one vote per share when electing board members 
at shareholder meetings and other proxy issues.

Company management might decide to share part of the profits by paying 
dividends to shareholders (cash or shares of stock).

The price of stock shares varies based on what people are willing to pay.

• What investors are willing to pay depends on the company’s future earnings 
and growth expectations.



Stocks: The Basics

Each stock has a unique ticker symbol
(an abbreviated name for lists).

AAPL  NFLX   F   COST

Market capitalization ( # of shares x price)
Small Cap: generally less than $5 billion

Mid Cap: generally between $5-$10 billion

Large Cap: generally more than $10 billion



How to Buy Stock

Select 
Broker

Deposit 
Cash to 
open a 

brokerage 
account

Decide 
what you 
want to 
buy (or 

sell)

Place bid
(or ask) 

order with 
broker to 

buy (or sell) 
quantity at a 

certain 
price.

Place order
for broker to 

complete 
trade

through an 
exchange

Pay 
transaction 

fee to 
broker at 

time of buy 
(or sell)

Pay 
attention 
to stock 

news and 
price

Keep record
of buy (or 

sell) for tax 
reporting



The Stock Market Is 
Like a Farmer’s 

Market

• Each fruit or vegetable 
represents a company or stock

• Some cost more than others 
and the prices change

• Sellers (farmers) and buyers 
(consumers) determine what 
price they’re willing to accept

• A new fruit or veg can be 
introduced – IPO

• A fruit broker?



All 
Available 

Information

A company’s  
equity, its 
prospects for
future
earnings, and 
perceived risk

Price

What Affects a Stock’s Current Price?

Given all information, a stock’s current
price reflects aggregate expectations
about risk and return.



Types of Equity Investments

• Individual Stocks – represent 
ownership in a company

• Mutual Funds – basket of stocks 
professionally managed

• Exchange Traded Fund (ETF) – A 
managed basket of stocks that trade 
like a stock rather than a fund

• Indexes – Replicate the returns of a 
basket of stocks (unmanaged)



Stock Selection 
Process

Fundamental Analysis

• Financial condition

• Management

• Industry position

• Growth prospects

Technical Analysis

• Charting trends

• Historical performance

• Cyclical movements



Mutual Funds
• Styles

• Growth/Value
• Market cap (size)
• US/International
• Active/Passive

• Load/No-Load
• A, B, and C shares

• NAV (Net asset value)
• Value of assets owned/shares
• End of the day pricing

• Trading?
• With the fund company

http://rds.yahoo.com/_ylt=A0Je5xfSHjVF3VMA6TGJzbkF;_ylu=X3oDMTBjdmNoOTVjBHBvcwMyBHNlYwNzcg--/SIG=1hl0qrr44/EXP=1161195602/**http:/images.search.yahoo.com/search/images/view?back=http://images.search.yahoo.com/search/images?p%3DMutual%2BFunds%26ei%3DUTF-8%26fr%3Dyfp-t-500%26x%3Dwrt&w=99&h=119&imgurl=moneycentral.msn.com/content/CNBCTV/Images/DCi_MutualFunds_99x119.jpg&rurl=http://moneycentral.msn.com/content/Investing/Mutualfunds/P39121.asp&size=3.8kB&name=DCi_MutualFunds_99x119.jpg&p=Mutual+Funds&type=jpeg&no=2&tt=89,274&oid=417d34568a700c60&ei=UTF-8


Mutual Fund Selection Process
• What are your goals?
• Do your homework

• Style

• Assets under management (AUM)

• Manager’s tenure

• Morningstar rating

• Historical performance

• Tax efficiency 

• Costs

• Costs matter! 
• What do you get for the expense ratio?

Trading costs (commissions the fund 
pays)

Administration/reporting costs

Manager/analyst salaries

Security selection and management



ETFs (Exchange Traded Funds)

Bought/sold on stock exchange

Trade like a stock

Replicate indexes or sectors

Low cost

Flexible

(Usually) tax efficient

http://www.ishares.com/home.jhtml;jsessionid=GPCPCKURVLZ1SRJUMTCBBGSFGQ0EOD50


Indexes

•Dow Jones Industrials – 30 stocks
•S&P 500 – 500 stocks
•NASDAQ Composite – 3000+ 

stocks
•Many, many others

Types of indexes

• No stock picking
• Low costs
• Tax efficient

Index funds 
replicate an index



• In US dollars. The sample includes funds at the beginning of the 15-year periods ending December 31, 2020 Survivors are funds that had returns for every month in the sample period. Winners are funds that survived and outperformed their respective Morningstar category 
benchmark over the period. US-domiciled open-end mutual fund data is from Morningstar and Center for Research in Security Prices (CRSP) from the University of Chicago. See Data Appendix for more information. Past performance is no guarantee of future results. 

Indexes – Why “passive” investing ?

Outsmarting other investors is tough!

15-year performance period ending December 31, 2020

EQUITY FUNDS

FIXED INCOME FUNDS

3,061 Beginning

51% Survivors

20% Winners

1,635  Beginning

56% Survivors

17% Winners



Portfolio Construction & 
Management

• Have a strategy & stick with it

• Think long-term & let markets work for you

• Diversify across asset classes

• Watch expenses and taxes

• Don’t time the market



Why Asset Allocation?

• Asset Allocation decisions are 
the single most important 
determinant of investment 
performance. 

• The reason is that the 
direction of the market 
accounts for the vast majority 
of investment returns, 
irrespective of specific 
investments selected.
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Asset Allocation–
Basic Asset Classes

• Cash & 
Equivalents

• Bonds

• Stocks

• “Alternatives”



Asset Allocation – Sample Portfolio

MSCI Emerging 
Markets Index

6%

S&P 500 Composite 
Total Return

30%

S&P 400 Midcap 
Total Return

9%

Russell  2000 Index
6%

MSCI EAFE Index
9%

Barclays Capital US 
Government Index

16%

Barclays Capital US 
Corporate Investment 

Grade Index
12%

Barclays Capital US 
Corporate High Yield 

Index
4%

JP Morgan Global 
Non-US Government--

Hedged
6%

Barclays Capital US 
Mortgage Backed 
Securities (MBS) 

Index
2%
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Allocation

		

		Laguna Beach Community Foundation Allocation

		Equity		% of Total				Range

		S&P 500 Composite Total Return		30%				25% - 35%				S&P 500 Composite Total Return		30%

		S&P 400 Midcap Total Return		9%				5% - 15%				S&P 400 Midcap Total Return		9%

		Russell 2000 Index		6%				3% - 10%				Russell 2000 Index		6%

		MSCI EAFE Index		9%				5% - 15%				MSCI EAFE Index		9%

		MSCI Emerging Markets Index		6%				3% - 15%				MSCI Emerging Markets Index		6%

				60%				50% - 70%				Barclays Capital US Government Index		16%

		Fixed Income										Barclays Capital US Corporate Investment Grade Index		12%

		Barclays Capital US Government Index		16%				12% - 20%				Barclays Capital US Corporate High Yield Index		4%

		Barclays Capital US Corporate Investment Grade Index		12%				8% - 16%				JP Morgan Global Non-US Government--Hedged		6%

		Barclays Capital US Corporate High Yield Index		4%				0% - 10%				Barclays Capital US Mortgage Backed Securities (MBS) Index		2%

		JP Morgan Global Non-US Government--Hedged		6%				3% - 10%

		Barclays Capital US Mortgage Backed Securities (MBS) Index		2%				0% - 5%

				40%				30% - 50%





Allocation

		





Return and SD

		





Sheet3

		Historic Returns

				Returns		Standard Deviation

		1-Year		12.3%		3.6%

		3-Year		4.2%		20.3%

		5-Year		4.2%		16.3%

		10-Year		6.0%		13.7%

		20-Year		8.3%		11.5%

		30-Year		10.9%		12.0%
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		MSCI Emerging Markets Index

		Barclays Capital US Government Index

		Barclays Capital US Corporate Investment Grade Index
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		Barclays Capital US Mortgage Backed Securities (MBS) Index
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Market Cycles

People may struggle to separate their emotions 
from their investment decisions. 

Following a reactive cycle of excessive optimism 
and fear may lead to poor decisions at the worst 
times. 

NervousnessOptimism

Fear

Elation

Optimism

Many Investors Follow Their Emotions



Let the Market Work for You

When you try to outwit the 
market, you compete with 
the collective knowledge 
of all investors.

By harnessing the market’s 
power, you put their knowledge 
to work in your portfolio.



Markets Have Rewarded Discipline
Growth of a dollar—MSCI World Index (net dividends), 1970–2020
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A disciplined investor looks beyond the concerns of today to the long-term growth potential of markets.

1970                                    1980 1990 2000 2010 2020



Capital Markets Have Rewarded Long-Term Investors
Monthly growth of wealth ($1), 1926−2020
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$100

$1,000

$10,000
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$32,817 US Small Cap 
Index
$10,937 US Large Cap 
Index

$205 Long-Term
Govt. Bonds Index

$22 Treasury Bills

$15 Inflation (CPI)

In US dollars. 
US Small Cap is the CRSP 6–10 Index. US Large Cap is the S&P 500 Index. US Long-Term Government Bonds is the IA SBBI US LT Govt TR USD. US Treasury Bills is the IA SBBI US 30 Day TBill TR USD. US Inflation is measured as changes in the US Consumer Price Index. CRSP data is provided by the Center for Research in Security 
Prices, University of Chicago. S&P data © 2021 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. US Long-term government bonds and Treasury bills data provided by Ibbotson Associates via Morningstar Direct. US Consumer Price Index data is provided by the US Department of Labor Bureau of Labor Statistics. 
Past performance is no guarantee of future results. Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio.



What is (& isn’t) 
Diversification?

• Method to mitigate/reduce 
risk by spreading 
investments across 
multiple asset classes

• Does not ensure profit or 
prevent loss

• Does not always “work” in 
the short-term



• In US dollars. Market cap data is free-float adjusted and meets minimum liquidity and listing requirements. Dimensional makes case-by-case determinations about the suitability of investing in each emerging market, making considerations that include local market accessibility, government stability, and property rights before making 
investments. China market capitalization excludes A-shares, which are generally only available to mainland China investors. Many nations not displayed. Totals may not equal 100% due to rounding. For educational purposes; should not be used as investment advice. Data provided by Bloomberg.

There’s a World of Opportunity in Equities
Percent of world market capitalization as of December 31, 2020

 DEVELOPED MARKETS  EMERGING MARKETS  OTHER



Diversification 
Helps Take 
the Guesswork 
out of Investing

You never know 
which markets will 
outperform from 
year to year.

By holding a 
globally diversified 
portfolio, investors 
are positioned to 
capture returns 
wherever 
they occur.

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Highest Return 36.0 39.8 8.8 79.0 28.1 9.4 20.1 38.8 32.0 5.8 31.7 37.8 2.1 31.5 20.0
32.6 8.2 6.6 53.3 26.9 3.4 18.6 34.5 13.7 4.5 21.3 31.5 1.9 26.5 18.7
29.6 7.9 4.7 51.4 24.9 2.3 18.1 32.5 13.5 1.5 17.3 28.6 1.5 25.9 18.4

27.9 6.3 -28.9 37.2 24.5 2.1 17.9 32.4 4.9 1.4 12.0 21.8 -4.2 25.5 13.2

23.5 5.9 -33.8 28.5 21.2 0.6 17.8 28.3 4.2 1.0 11.6 20.9 -4.4 23.5 4.6

22.2 5.5 -36.8 27.2 19.2 0.4 17.5 26.0 1.9 0.9 8.4 14.6 -8.3 23.1 4.4

19.8 3.6 -37.0 26.5 15.5 -4.2 17.1 21.7 1.2 0.2 8.0 13.7 -11.0 22.4 3.2

18.4 2.5 -39.2 20.6 15.1 -5.5 16.3 1.2 0.2 -3.8 6.7 7.8 -12.9 18.9 3.1

15.8 -0.2 -44.3 19.7 3.8 -10.6 16.0 0.6 -1.8 -4.4 4.7 3.8 -14.2 17.4 2.8

4.3 -1.6 -45.6 2.3 3.7 -15.5 2.1 0.3 -5.0 -7.5 1.5 1.1 -14.5 4.2 1.8

4.1 -9.8 -47.8 0.8 2.0 -16.4 0.9 -0.1 -5.4 -8.0 1.0 0.7 -17.8 3.9 -3.1

Lowest Return 3.8 -17.6 -53.2 0.2 0.8 -18.2 0.2 -2.3 -5.6 -14.6 0.8 0.6 -17.9 2.9 -11.2

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

US Large Cap 15.8 5.5 -37.0 26.5 15.1 2.1 16.0 32.4 13.7 1.4 12.0 21.8 -4.4 31.5 18.4

US Large Cap Value 22.2 -0.2 -36.8 19.7 15.5 0.4 17.5 32.5 13.5 -3.8 17.3 13.7 -8.3 26.5 2.8

US Small Cap 18.4 -1.6 -33.8 27.2 26.9 -4.2 16.3 38.8 4.9 -4.4 21.3 14.6 -11.0 25.5 20.0

US Small Cap Value 23.5 -9.8 -28.9 20.6 24.5 -5.5 18.1 34.5 4.2 -7.5 31.7 7.8 -12.9 22.4 4.6

US Real Estate 36.0 -17.6 -39.2 28.5 28.1 9.4 17.1 1.2 32.0 4.5 6.7 3.8 -4.2 23.1 -11.2

International Large Cap Value 29.6 7.9 -44.3 37.2 3.8 -10.6 17.8 21.7 -5.6 -8.0 8.0 20.9 -14.5 17.4 -3.1

International Small Cap 19.8 3.6 -47.8 51.4 24.9 -15.5 17.9 26.0 -5.0 5.8 4.7 31.5 -17.8 25.9 13.2

International Small Cap Value 27.9 2.5 -45.6 53.3 21.2 -16.4 20.1 28.3 -5.4 1.5 8.4 28.6 -17.9 23.5 3.1

Emerging Markets 32.6 39.8 -53.2 79.0 19.2 -18.2 18.6 -2.3 -1.8 -14.6 11.6 37.8 -14.2 18.9 18.7

One-Year US Fixed 4.3 5.9 4.7 0.8 0.8 0.6 0.2 0.3 0.2 0.2 0.8 0.6 1.9 2.9 1.8

Five-Year US Government Fixed 3.8 8.2 8.8 0.2 3.7 3.4 0.9 -0.1 1.2 0.9 1.0 0.7 1.5 4.2 4.4

Five-Year Global Fixed 4.1 6.3 6.6 2.3 2.0 2.3 2.1 0.6 1.9 1.0 1.5 1.1 2.1 3.9 3.2

Annual return (%)

• In US dollars. US Large Cap is the S&P 500 Index, data © 2021 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. US Large Cap Value is the Russell 1000 Value Index. US Small Cap is the Russell 2000 Index. US Small Cap Value is the Russell 2000 Value Index. Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes. US Real Estate is the Dow Jones US Select REIT Index, data © 2021 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. International Large Cap Value is the MSCI World ex USA Large Cap Value Index (gross div.). International Small Cap is the MSCI World ex USA Small Cap Index (gross dividends). International Small Cap Value is the MSCI World ex USA Small Cap Value Index 
(gross dividends). Emerging Markets is the MSCI Emerging Markets Index (gross dividends). MSCI data © MSCI 2021, all rights reserved. One-Year US Fixed is the ICE BofA One-Year US Treasury Note Index, ICE BofA index data © 2021 ICE Data Indices, LLC. Five-Year US Government Fixed is the Bloomberg Treasury Bond Index 1–5 Years, Bloomberg data provided by Bloomberg. Five-Year Global Fixed is FTSE World Government Bond Index 1-5 Years (hedged to USD). FTSE fixed income indices © 2021 FTSE Fixed Income LLC. All rights reserved. Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past 
performance is not a guarantee of future results. Indexes are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is not a guarantee of future results.



• The sample includes funds at the beginning of the 5-, 10-, and 15-year periods ending December 31, 2017. Funds are sorted into quartiles within their category based on average turnover during the sample period. The chart shows the percentage of winner and loser funds by expense ratio quartile for each period. Winners are funds that survived and outperformed their respective Morningstar category index, 
and losers are funds that either did not survive or did not outperform their respective Morningstar category index. US-domiciled open-end mutual fund data is from Morningstar and Center for Research in Security Prices (CRSP) from the University of Chicago. Past performance is no guarantee of future results. See Data Appendix for more information. 

High Costs Can Reduce Performance
Equity fund winners and losers based on expense ratios (%)

Average 
Expense
Ratio (%) 0.74 1.05 1.24 1.62 0.80 1.11 1.33 1.83 0.83 1.14 1.38 1.93
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• In US dollars. For illustrative purposes. The missed best day(s) examples assume that the hypothetical portfolio fully divested its holdings at the end of the day before the missed best day(s), held cash for the missed best day(s), and reinvested the entire portfolio in the S&P 500 at the end of the missed best day(s). Annualized returns for the missed best day(s) were calculated by substituting actual returns for the missed best day(s) with zero. 
• S&P data copyright 2018 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. “One-Month US T- Bills” is the IA SBBI US 30 Day TBill TR USD, provided by Ibbotson Associates via Morningstar Direct. Data is calculated off rounded daily index values. Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is not a guarantee of future results.

Reacting Can Hurt Performance
Performance of the S&P 500 Index, 1990–2020

Missing only a few days 
of strong returns can 
drastically impact 
overall performance.

Total
Period

Missed 
1 Best 

Day

Missed 
5 Best 
Single 

Days

Missed 
15 Best 
Single 

Days

Missed 
25 Best 
Single 

Days

One-
Month 

US T-Bills

Annualized 
Compound Return 10.23% 9.84% 8.60% 6.52% 4.88% 2.64%

$20,451

$18,329

$12,917

$7,080

$4,376

$2,245
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In US dollars.
Past performance is no guarantee of future results. New market highs are defined as months ending with the market above all previous levels for the sample period. Annualized compound returns are computed for the relevant time periods subsequent to new market highs and averaged across all new market high observations. There were 1,139 observation months in the sample. January 1990–present: S&P 500 Total Returns Index. S&P data © 2021 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. January 1926–December 1989; S&P 500 Total 
Return Index, Stocks, Bonds, Bills and Inflation Yearbook™, Ibbotson Associates, Chicago. For illustrative purposes only. Index is not available for direct investment; therefore, its performance does not reflect the expenses associated with the management of an actual portfolio. There is always a risk that an investor may lose money.

Average Annualized Returns After New Market Highs
S&P 500, 1/1926–12/2020 

13.9%

10.5%
9.9%

0%

5%

10%

15%

1-Year
Look Ahead Period

3-Year
Look Ahead Period

5-Year
Look Ahead Period

An
nu

al
iz

ed
 C

om
po

un
d 

R
et

ur
n



Monitoring Funds and Portfolios
• Have your goals changed?
• Has your tolerance for risk permanently changed?
• Are your funds/investments serving their purpose?
• Turn off CNBC  
• Rebalance with discipline (buy low! sell high!)



How Am I Doing?
• Performance measurement

• Portfolio overall – weighted benchmarks

• Each fund – compared to benchmark of peers

• Benchmarks – show comparisons to an index

• Net of management fees (after fees deducted)

• Consider deposits/withdrawals



Issues 
and 

Choices

• Investment Philosophy and Style
• Asset allocation 

• Passive (indexing)

• Market timing

• Active Management

• Fundamental analysis

• Technical analysis

• Do it yourself or hire a 
professional?



Professional Investment 
Management

What do you get for the annual fee?

• Selection of stocks/funds/ETFs

• Risk management through diversification, asset allocation, rebalancing

• Implementation of a strategy

• Performance reporting

• Simplification and organization 

• Hand-holding to protect you from yourself!

• Possibly financial planning or wealth management

• Possibly tax savings strategies



How to Find a Financial Advisor

• Fiduciary and Fee-Only

• Education and credentialing (CFA®,CFP®,CPA) 

• 3rd party custodian

• Background checks

o Broker Check (https://brokercheck.finra.org/)

o Disclosure Brochure (Form ADV) 
(https://www.adviserinfo.sec.gov)

• How will they meet your needs?

Not all advisors are created equal! Look for this:

https://brokercheck.finra.org/
https://www.adviserinfo.sec.gov/


Questions?

Thank you for 
coming!

Evelyn Zohlen, MBA, CFP

Inspired Financial

Evelyn@InspiredFinancial.biz

714.971.0663
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