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Recent events bring risk reassessment 
Perhaps the biggest change in our portfolio strategy as a result of the global economic 

collapse is the manner in which we assess risk. Classically trained advisors have used  

asset allocation and diversification as the bedrocks of portfolio construction to mitigate 

risk across a variety of investment objectives.*  

While that strategy is still alive and well, it has  

undoubtedly been tested by a market crash  

that seemingly encompassed all categories. 

	               In stark contrast to the tech-bubble  

collapse of 2000, this market crash was not  

singularly focused on any one sector and its  

ripple effects. Rather, it took down previously  

low-correlation asset classes such as real  

estate, equities, bonds, commodities, and  

private placements with equal velocity at times. So, the obvious question raised  

by investors is � does asset allocation really work to reduce risk? 

	 We submit that it does, over the market cycle, but we also recognize  

that we need to enhance and modify that asset allocation in a risk environment 

such as the one we currently face. Our forward-looking strategy at Cedar Brook  

Financial is one of allocating across risk classi�cations in addition to investment 

objectives. Speci�cally, we recognize that in today�s capital markets, certain risk 

factors are consistently found in multiple asset classes. These risk factors include 

LIQUIDITY, CREDIT, INFLATION, and PRINCIPAL. 

	 Interestingly, if you take two distinct asset classes such as real estate  

and high yield bonds, for example, one may understandably assume that they  

do not share risk factors to any meaningful degree. What the last two years have 

taught us, however, is that they absolutely share liquidity and credit risk. If liquidity 

leaves the capital markets and if credit becomes scarce, both asset classes suffer 

at the same time. Numerous other cross-examples exist. 

	 Thus, our revised premise is that diversi�cation across asset classes and 

investment objectives is not enough to properly mitigate portfolio risk. Instead, the 

additional layer of systemic risk factors, as identi�ed above, needs to be added  

to a thorough analysis of portfolios. Markets are adaptive and resilient over time. 

So too should advisors and investors be. Talk with your Cedar Brook advisor about 

lessons learned � and opportunities created � as they apply to your portfolio.
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Helene Shafiyan, an industry veteran  

with more than 25 year’s experience,  

has joined Cedar Brook Financial  

Partners as a Financial Advisor. Prior to  

joining Cedar Brook, she was a Second  

Vice President � Wealth Management  

Financial Advisor at Smith Barney in  

Cleveland, where she was named to the  

Blue Chip Council in recognition of her high 

professional standards and excellence in  

client service. She offers a wide range of  

services to her clients. One special concen-

tration has been assisting them meet their 

�nancial planning needs during times of  

transition such as divorce, death of a family 

member or change in employment status. 

An article in the December 3 issue of  

The Wall Street Journal reports that  

many sophisticated investment advisors 

today are recommending back-to basic  

Investments and safer and more secure 

means of making money, including even  

that most basic concept � bank accounts.  

The article quotes Cedar Brook Financial  

Chief Investment Of�cer Azim Nakhooda,  

who comments on how the many factors  

that can impact investments make even  

simple and seemingly sound strategies far 

more complex. �Every money manager has  

to ask additional questions we never  

thought to ask before,� Mr. Nakhooda tells  

The Journal.

in the news

* Asset allocation seeks to reduce the volatility of a portfolio through diversi�cation of assets. Neither asset allocation nor diversi�cation     
    guarantee against market loss nor guarantee greater or more consistent returns.


