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Question Q: In terms of investment strategy, is it better to buy the last year's best or worst performing
asset?

A: Diversification appears to outperform both of these strategies and the same results hold for

stocks, mutual funds and asset classes (see Chart 1). In this example, Templeton Investments

researched the outcome of the diversification vs. moving money within 3 asset classes (i.e.

stocks, bonds, and cash). The results indicate that diversification between asset classes was

the most optimal solution.

Chart 1: Annual Investments of $10,000 (1984 - 2004)
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2. Question of the Week

Assume that you buy a stock for $100 in year 0. If the stock increases 100% in year 1 and
declines 50% in year 2, how much money will you have made?

A) -25%
B) 0%
C) 25%

D) 50%
Click here for answer

3. In the Markets
Jan 9 - 13, 2006

e This week, many of the Asian stock markets have reached their 10-year highs while
there was little change in the US and Canadian markets

o European retail sales rose by the most in 2 years as the region's economy is gaining
momentum. Government reports show that consumer confidence rose to the highest
since 2002, while growth in services and manufacturing accelerated

e The average bonus on Wall Street was $125,000 (up 10% from the previous year), with
top bonuses going to mergers-and-acquisition bankers. As we know, New York City is
an expensive place and we are happy for mergers-and-acquisition bankers

e Canadian accountants decided not to adopt the US accounting rules but will be
switching to international rules within 5 years

Worth Watching

e China announced it may "re-weight" future purchases of foreign currencies to diversify
its holdings. In other words, if China currently holds close to 100% of its reserves in the
US dollar, it will buy other currencies instead. Clearly bad news for the dollar, especially

if other countries decide to follow China 's example

e Venezuela's Hugo Chaves is buying debt of other South American countries. For
instance, last October, international investors refused to buy Argentina 's debt if the
yield was set below 9.75%. Venezuela stepped in and bought $800 million with yield of
8.75%. Four weeks later, Venezuela sold it making 10% profit. Venezuela's purchases
of South American debt may have profound influence on the region's political
landscape as it lessen its dependence on IMF and the US model of development

¢ In Canada , the campaigning for the January 23rd election continues, as we stand by
our prediction of a minority Conservative government. The results of the election are
not expected to have a significant influence on capital markets




4. S&P 500 Chart
Chart 2: 5 Years

— 58P 500 1287.61 (Weekly)
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Chart 3: 1 Month
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5. Canada TSX Chart
Chart 4: 5 Years

— S&PSTSH Composite 11604.82 [Weaekly]
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Chart 5: 1 Month

— 5&PfTSH Composite 11604.82 (Daily)
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6. Answer to the Question

B is correct (see Chart 6). In this question, many people try to average 100% and 50% and
arrive at an incorrect answer. In order to correctly measure investment returns, we need to use
geometric average (which allows for compounding over time) instead of arithmetic average.

Chart 6: 100% Up, 50% Down
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Copyright. The contents of this publication are the property of InvestWELL Financial and may not be
summarized, reproduced, or rebroadcast in any fashion without our written permission.

Disclaimer. InvestWELL Financial, as a provider of independent and unbiased financial information, places
its first priority on educating our clients. Not only do we provide practical information about securities, but
we also coach our clients to become successful independent investors. Given these purposes,
InvestWELL Financial does not take any responsibility whatsoever for use of any information from the
website or related publications. Although all sources of information are vetted and the information is
believed to be reliable, it is not provided as investment advice. Past performance is not an indicator of
future performance in securities. Each portfolio must be balanced upon personal circumstances and high-
risk investment decisions should be made in consultation with a professional. InvestWELL receives no
commission or benefit of any kind from the companies whose securities InvestWELL Financial showcases.
We do not necessarily own shares in the showcased securities, but if we do, these shares are only held in
the case of widely-held and publicly distributed companies. There is no intention whatsoever of profiting in
a manner where price-impact of trading or holding of a security might arise. The website and related
publications of InvestWELL Financial are intended to only be used for educational purposes.
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