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Another All-Time High (…Yawn) 

It seems we’ve been asked a dozen or so times over 

the past few months if it concerns us that the market 

is at an all-time high. Many want to know if that fact 

keeps us up at night. We typically respond with a 

reassuring smile and recount to the inquisitor that the 

market simply oscillates from one all-time high to the 

next. It has done so ever since the day there has been 

a market. That’s what the market does—and that’s 

what it is always likely to do. It’s not particularly 

concerning—it is the predictable and the essential 

nature of equity markets. Cue the yawn—every 

Rockwood client knows this, so we hope we are not 

boring you.  

 

We then often get asked what does keep us up at 

night. Our answer is consistent: We need to make 

absolutely sure that clients do not change their long-

term plans when the next temporary downturn 

happens in the markets (the generally short-term 

time frame between all-time highs). Accordingly, we 

devoted the bulk of this quarterly perspective to that 

pursuit. 

The last five years have rewarded patient investors 

handsomely with most major global stock market 

indexes all up more than 120% since the low point in 

March 2009. Many financial plans are ahead of 

schedule, and we keep hearing that investing simply 

“doesn’t feel as risky” for many individuals. 

 

However, we know from experience that the lull of a 

gently upward-sloping market sets the stage for a 

dangerous set of circumstances. No, not dangerous 

for the market—but dangerous for its participants 

because equity investors enjoying a calm market 

often forget that the equity markets don’t always go 

up.   

 

In our heart of hearts, we are numbers people—and 

we thought it would be helpful to share the Market 

Downturns and Recoveries chart below to remind us 

how long downturns have historically lasted, how 

deep the drawdowns burrowed, and how long it took 

until the next all-time high arrived. 
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As advisors we know that a down market is a normal 

part of the investment process. In fact, since 1926 

we’ve seen U.S. down markets (as measured by the 

S&P 500) occur about 27% of the time on a calendar-

year basis. We are not predicting that a downturn is 

going to happen any time soon (though, of course, it 

might), but we are predicting that a downturn will 

happen again. We are also convinced that the best 

portfolio (and accompanying wealth management 

plan) in the world can quickly be ruined by bad 

investor behavior. 

 

Instead of worrying about when it might happen, we 

feel part of our duty to you is to actively help you 

prepare for the reality of down markets and stay 

focused on your plan and your closely held goals. That 

is why we’ve devoted resources to help you get ready 

and help inoculate you and your loved ones against 

the epidemic of bad behavioral finance well before 

the next downturn arrives. 

 

 

 

 

Advanced Portfolio Design and Management 
 

Here at Rockwood Wealth Management, our goal is 

to deliver an outstanding investment experience to 

every client—and part of that experience is delivered 

by clearly communicating, and often re-

communicating, the philosophy that governs our 

investment process. We have helped investors 

pursue dimensions of higher expected returns 

through advanced portfolio design and management. 

An enduring and clear philosophy and deep working 

relationships with the academic community fortify 

our approach to investing and form the foundation 

for the strategies we implement.  

 

That philosophy starts with the acknowledgment that 

the futility of speculation is good news for the 

prudent investor. Portfolio science helps us 

understand that prices for public securities are fair 

and that persistent differences in average portfolio 

returns are explained by differences in portfolio 

structure, not stock-trading “gurus.” Once we reject 

costly speculation and guesswork, investing becomes 

a matter of deciding how much to allocate to small, 

large, value, and growth stocks in markets around the 

world—and how to use fixed income to pursue 

specific financial goals. Financial research identifies 

the sources of investment returns, and we use that 

research to purposefully and thoughtfully build your 

strategic allocation. 

 

In Rockwood’s view, the road to investment success 

lies in identifying the risks that bear compensation for 

the investor and identifying risks that do not. We 

need to choose how much of these compensating 

risks to take and then to strive to minimize the costs 

imposed by traditional approaches. Research-based 

portfolio engineering makes this possible. Portfolios 

can be structured to pursue the highest elements of 

expected return, as shown by the graphic below. The 

gray dots make up the market universe, which is then 

segmented by company size, price-to-book value, 

and, finally, by direct profitability. The green dots 

represent a segment of the market with the highest 

expected return. 

 

1. Beta: A quantitative measure of the co-movement 

of a given stock, mutual fund, or portfolio with the 

overall market.  

 

2. Price-to-Book Ratio: A company’s capitalization 

divided by its book value. It compares the market’s 

valuation of a company to the value of that company 

as indicated on its financial statements.  

 

3. Direct Profitability: A measure of a company’s 

current profits. We define this as operating income 

before depreciation and amortization minus interest 

expense, scaled by book equity. 

 

The road to investment success lies in 

identifying the risks that bear 

compensation for the investor and 

identifying risks that do not. 
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Rockwood seeks to design broadly diversified equity 

strategies that offer focused exposure to the sources 

of expected returns in the market. Unlike index funds 

that follow commercial benchmarks, we prefer equity 

managers who define equity asset classes based on a 

security’s market capitalization and price-to-book 

ratio and actively apply eligibility rules.  

 

Engineering equity portfolios around broadly defined 

return sources generates opportunities for trading to 

add value rather than consume it. Rather than 

replicate an arbitrary index in mechanical fashion, we 

favor prudent deviations from market cap weightings 

and allow for the integration of stocks among asset 

classes. This flexibility also allows a reduction in 

transaction costs caused by counterproductive 

trading. For example, for asset classes defined by size, 

a slightly higher hold or “buffer” range allows our 

clients to hold securities that a commercial index may 

be forced to sell, which reduces turnover and can 

increase returns. 

 

In summary, Rockwood implements strategies with 

these core beliefs in mind: Securities are fairly priced 

in liquid and competitive markets, diversification is 

essential, and investing involves trading off risks and 

costs with expected returns. These time-tested 

principles guide our approach as we structure 

strategies based on academic research rather than on 

speculation or purely upon commercial indexes.  
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Rockwood Wealth Management, LLC (RWM), a Pennsylvania limited liability company, is a fee-only wealth advisory firm specializing in personal 

financial planning and investment management. Rockwood Wealth Management, LLC, is a U.S. Securities and Exchange Commission (SEC) 
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Registered Investment Advisor. A copy of RWM’s Form ADV-Part II is provided to all clients and prospective clients and is available for review by 

contacting the firm. 

 

Any performance data represents past performance. Past performance is no guarantee of future results, and current performance may be higher 

or lower than the performance displayed. The investment return and principal value of an investment will fluctuate such that an investor's 

shares may be worth more or less than their original cost. 

 

 


