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Disclaimer 

This workshop is presented by Robert Bernstein for educational purposes only.  The 
information presented is not intended to reflect any participants personal financial situation, 
goals or risk tolerance.  Participants should consider the content in this workshop in context 
of their own personal financial situation.  

Mr. Bernstein is affiliated with RGB Capital Group LLC, a registered investment advisor 
registered in the State of California.  In his capacity in delivering investment educational 
workshops, Mr. Bernstein does not provide investment advice or make investment 
recommendations.  Investment examples provided in the educational workshop are for 
illustration purposes only and not a recommendation to buy or sell a particular security.  
Investing involves risk that could result in a loss of principal.  Past performance is not 
indicative of future performance. 

Most charts presented are provided by Investors FastTrack.  Investors FastTrack can be 
contacted by visiting www.fasttrack.net.  Neither RGB Capital Group, LLC nor Robert 
Bernstein are affiliated with Investors FastTrack. 

This document is provided for your personal use only and may not be copied or distributed 
to others. 

Contact Information:  Rob Bernstein  
   (858) 367-5200 
   rob@rgbcapitalgroup.com 

http://www.fasttrack.net/�


3 
© 2015 - Robert Bernstein 

All Rights Reserved 

Rob Bernstein 

 President, RGB Capital Group LLC 
 Licensed - Series 65 
 Prior Work Experience 

a) Senior Manager, Deloitte & Touche 
b) Chief Information Officer – Newland Communities 

 M.B.A., Finance and Accounting, William E. Simon School of 
Business, University of Rochester 

 B.A., Quantitative Economics and Decision Sciences, University 
of California, San Diego 

 President, AAII – San Diego Chapter 
 Board Member and Finance Committee Chair – Serving Seniors 
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Risk vs. Reward 

• Plotting standard deviation against annualized return provides investors the ability to visualize the trade-off 
between risk and return.   

• Our goal as investors is to achieve returns outside the long-term, expected return channel.   
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S&P 500 

 

Two-Year Chart (1/31/2013 – 2/2/2015) 

T1 
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A Vast Investment Universe 

 (as of 12/31/2013) 

Investment Vehicle Quantity 
Mutual Funds* 7,707 
Mutual Fund Share Classes* 23,353 
Exchange-Traded Funds* 1,294 
Stocks** 5,008 

* Investment Company Institute. 2014. 2014 Investment Company Fact Book: A Review of Trends and Activity in the Investment 
Company Industry. Washington, DC: Investment Company Institute. Available at www.icifactbook.org. 

** Wall Street Journal, February 5, 2014 

http://www.icifactbook.org/�
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Managing the Investment Universe 
Bond and Income (10) 

US Treasuries 

Corporate Bonds 

Floating Rate Bonds 

Junk Bonds 

Municipal Bonds 

High-Yield Muni Bonds 

Mortgage-backed Securities 

Emerging Market Bond 

Inflation Protected Bonds 

Preferred Securities 

Commodity (5) 

Agriculture 

General 

Metals 

Precious Metals 

Energy 

Equities (15) 

Aerospace/Defense 

Banking/Financials 

Biotechnology 

Construction 

Consumer Discretionary 

Consumer Staples 

Healthcare 

Industrials 

Insurance 

Materials 

Real Estate 

Technology 

Telecommunications 

Transportation 

Utilities 

Style (2) 

Growth 

Value 

Capitalization (3) 

Large Cap 

Mid Cap 

Small Cap 
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Setting up Custom Groups 

Static models can be 
created based on how 
you view the market.   
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Example: Filtering Custom Groups by UPI 

• Custom groups can be 
charted and analyzed 
similar to any other 
stock, mutual fund or 
ETF in the FastTrack 
database.  
 

• Sorting by an 
appropriate risk metric 
or risk-adjusted return 
will filter the better 
performing groups to 
the top of the list. 
 

• Don’t ignore the 
bottom of the list.  This 
may be where the 
future opportunities 
are hiding. 



High-Yield Muni Bonds vs. S&P 500 
One-Year Chart (1/31/2014 – 2/2/2015) 

High-yield muni bonds have demonstrated similar returns on a fraction of the volatility 
compared to the S&P 500 during this time period. 

Stand Dev MDD Ann Return 

High-Yield Muni 0.58% -1.63% 14.0% 

S&P 500 3.34% -7.40% 13.4% 
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Relative Trends 

• It may be difficult to determine the relative performance of two investments simply by looking at a chart. 

One-Year Chart (1/31/2014 – 2/2/2014) 
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Relative Trends 

• A relative strength chart shows that XLV outperformed the S&P 500 for most of the 1-year time period. 

(1/31/2014 – 2/2/2014) 
 



13 
© 2015 - Robert Bernstein 

All Rights Reserved 

Relative Trends 

• Relative Strength is calculated by dividing the price of the red color cell by the price of the green color cell.  
That result (or ratio) is then multiplied by a normalization factor. 

• Normalization factor is calculated based on price data on the first date of the database that sets the relative 
strength equal to 10.   

(1/31/2014 – 2/2/2014) 
 

Date 
Price  
(Red)   

Price  
(Green)   Ratio   

Normalization 
Factor   

Relative 
Strength 

12/22/1998  20.16 / 1,203.57 = 0.016750 x 597.008929 = 10.00 
12/23/1998  20.61 / 1,228.54 = 0.016776 x 597.008929 = 10.02 

…                   
1/29/2015  70.37 / 2,021.25 = 0.034815 x 597.008929 = 20.78 
1/30/2015  69.27 / 1,994.99 = 0.034722 x 597.008929 = 20.73 

2/2/2015  69.66 / 2,020.85 = 0.034471 x 597.008929 = 20.58 
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Relative Trend Example 

• In this example, we selected 50 stocks that showed good relative performance to the S&P 500.  One of the 
selections was DPS that had good relative performance during the 1-year time period shown. 

• We placed all 50 stocks into a group (i.e. static model) called AAII and created a plot of that portfolio. 

Creating a Portfolio of Stocks 
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Relative Trend Example 

• Using the ‘Static Models’ we created a plot of the 50 holdings. 
• Based on the selection criteria, it is not surprising that the group has good relative performance compared 

to the S&P 500. 
• What if you were concerned about increased volatility or a prolonged downtrend? 
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Short Positions 

• A short or inverse position tracks the opposite of an index or equity. 
• Shorts can be used by investors to hedge a position or a portfolio to take advantage of relative trends in the 

market. 

The Basis for Hedging a Portfolio 
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Determining Your Hedge 

• FT Cloud provides a Hedge 
Optimizer to help investors 
determine an appropriate hedge for 
a given purpose. 
 

• Hedged portfolios can be charted 
and analyzed in the FT Cloud similar 
to any other stock, mutual fund or 
ETF. 
 

• Hedging can be used to reduce 
volatility or protect capital. 
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Hedged Portfolio Example 

 

Reducing Volatility 

AAII portfolio – no hedge 

AAII portfolio with 10% short S&P 500 

AAII portfolio w/ 20% short S&P 500 

S&P 500 

MDD SD UI UPI Return 

S&P 500 -7.40% 3.43% 1.93 -1.12 13.37% 

AAII-no hedge -2.97% 2.91% 0.97 26.65 41.47% 

AAII – 10% short S&P 500 -2.28% 2.33% 0.77 24.98 34.67% 

AAII – 20% short S&P 500 -1.60% 1.77% 0.57 21.96 28.14% 
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Hedged Portfolio Example 
How To Create a Hedged Portfolio 

 To achieve a hedged position, multiply the long 
position by the hedge factor in the table to the 
right.   

 To achieve a 80/20 hedged position with our 
AAII portfolio and a short S&P 500, multiply the 
value of the long positions by 0.67.  The result 
will be the amount of short S&P 500 required to 
achieve a 80/20 portfolio.   

 For example, if our AAII portfolio was worth 
$100K you would purchase $25K of a short S&P 
500.  This would result in $125K total 
investment. 

• AAII Example Portfolio: $100,000/$125,000 = 80% 

• Short S&P 500:  $  25,000/$125,000 = 20% 

 

 

Long  
Position 

Short  
Position 

Hedge  
Factor 

95% 5%      0.05  
90% 10%      0.11  
85% 15%      0.18  
80% 20%      0.25  
75% 25%      0.33  
70% 30%      0.43  
65% 35%      0.54  
60% 40%      0.67  
55% 45%      0.82  
50% 50%      1.00  
45% 55%      1.22  
40% 60%      1.50  
35% 65%      1.86  
30% 70%      2.33  
25% 75%      3.00  
20% 80%      4.00  
15% 85%      5.67  
10% 90%      9.00  
5% 95%    19.00  
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Hedging Options 

 There are a number inverse funds available to investors to hedge an 
investment, including funds that track the inverse of: 

 

 

 

 

 Select an inverse fund that is correlated to the position that you are trying 
to hedge.  This will generally provide the lowest volatility combined 
position.  For example, hedging a real estate position with an inverse real 
estate fund. 

 Aggressive investors may consider shorting a weak index (one that may not 
be highly correlated to the position), which may provide higher returns 
along with greater volatility. 

 

• S&P 500 • Emerging Markets • Precious Metals 
• Russell 2000 • China • Real Estate 
• Nasdaq • Japan • Financials 
• Dow • Gold • Treasuries 
• Mid-Cap Stocks • Oil & Gas • High Yield Bonds 
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Hedging 
Wrap Up 

 Hedging is not a perfect science and requires frequent revaluation as 
market conditions change.   

 The use of 2x funds will reduce the amount of capital required to hedge a 
position one-half. 

 Having an exit strategy is a key aspect to managing risk and protecting 
capital.  Have a plan in place that allows you to protect your capital if 
market conditions change quickly. Exit strategies can include selling or 
hedging your position.   
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Upcoming Training Classes 
• FT Cloud Training 
• Fund Investing and Market Analysis Course 
 

Contact Information 
 

Rob Bernstein 
rob@rgbcapitalgroup.com 

858-367-5200 
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