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Time To Diversify

By Chuck Carlson, CFA
CEO, Horizon Investment Services, LLC

If you are concerned about market risk — and you should be — it’s probably worth having a
refresher on diversification.

I think there are at least five useful forms of diversification.

Diversification across asset classes

Diversification across asset classes is probably within asset | across timegﬁ
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acCross
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In short, you are owning asset classes that, classes ..
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Diversification within asset classes

This form of diversification focuses on an individual asset class. For example, within equities, you
own large cap, small cap, midcap, international, growth, value, sectors, etc. In bonds, you might own
short term, intermediate term, and long-term bonds, corporates and treasuries, convertibles and high
yield. Again, the aim is to own various investments within the same asset class that are not perfectly
correlated.

Diversification across time

The third form of diversification is diversification across time. One form of time diversification is
dollar-cost averaging in which individuals invest a regular amount of money in their investments over
some regular interval of time, regardless of market conditions. Another form of time diversification

is dividend reinvestment, which forces investors to invest on a quarterly basis. I think time
diversification is an underrated form of diversification because it strips emotion from the decision-
making process and eliminates that dangerous urge to market time.

Diversification across strategies

I think it is a good idea to have a core investment strategy. Having a core investment strategy builds
discipline into an investment program, and that’s important. However, no investment strategy works
in every market environment, which is why it is a good idea to introduce different approaches in an
investment portfolio. For example, perhaps your core strategy is growth at a reasonable price. It may
make sense to add another strategy at the margins, perhaps a contrarian strategy. The idea is to bring
into a portfolio various styles and strategies that are not necessarily correlated with one another.
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Diversification across money managers

Related to diversification across strategies is diversification across money managers. Money managers
usually have a singular approach to investing. Some may be dividend focused. Others may be
momentum managers. Still others look for deep value. Diversification across money managers should
bring together a number of noncorrelated approaches that can enhance portfolio diversification.

One final point about diversification. Proper diversification doesn’t mean you must have exactly

the same percentages in U.S. stocks and international stocks, or growth stocks and value stocks, or
growth strategies and value strategies. It’s perfectly fine to have a tilt in one particular direction. But
concentration — whether it is a singular focus on a type of stock or strategy — will boost the risk profile
of your portfolio.

Diversification has been called “the only free lunch” in investing for a reason. Controlling risk via
proper diversification will go a long way to keeping you in the game and, therefore, maximizing the
power of time in an investment program.

Horizon Investment Services, LLC is a registered investment adviser with the United States Securities and Exchange Commission in
accordance with the Investment Advisers Act of 1940. As a fiduciary adviser, Horizon is legally and ethically bound to act in the best
interests of their clients. The firm manages equity, mutual fund, income, balanced, and ETF portfolios for U.S. investors. Registration
with the SEC does not imply a certain level of skill or training.

Horizon Investment Services claims compliance with the Global Investment Performance Standards (GIPS®). To receive Horizon’s
GIPS-compliant performance information contact Tom Hathoot at 1-219-852-3215, or write Horizon Investment Services, 7412 Calu-
met Ave., Hammond, IN 46324, or email thathoot@horizoninvestment.com.

The Quadrix® stock-rating system is a proprietary product wholly-owned by Horizon Publishing Company, Horizon Investment Ser-
vices’ sister company. Horizon Investment Services has contracted with Horizon Publishing Company to use the Quadrix stock-rating
system for its stock-screening processes. From time to time Horizon Publishing Company may change the weightings of the various
metrics that go into computing Quadrix scores.

GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the
accuracy or quality of the content contained herein.

CFA®: Chartered Financial Analyst®. The Chartered Financial Analyst designation is a professional designation awarded by CFA Insti-
tute. A CFA Program candidate must pass three exams in the following areas: portfolio management, accounting, ethics, money man-
agement, and security analysis. CFA charterholders are subject to rigorous ethics rules. CFA® and Chartered Financial Analyst® are
registered trademarks owned by CFA Institute.

An investment in this strategy involves the risk of loss. Investment return and principal value will fluctuate so that the investment,
when redeemed, may be worth more or less than the original investment.

Past performance is no guarantee of future results. No formula or other device being offered can, in and of itself, be used to deter-
mine which securities to buy or sell.
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