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or the past five years, FPA’s
annual Trends in Investing study
has sought to gauge the investing
products and strategies used by advisers,
and data from those studies illustrate
how investing trends bend and shape
with time, particularly in response to
economic conditions.
In 2008—just months before the
September stock market crash, when
economic times were good and equities were king—advisers were seeking
investments that provided broad market
exposure, tax efficiency, customization,
and healthy returns. With baby boomers
ruling the books, there was also a quest
to fulfill clients’ needs for retirement
income, safety, and exposure to different asset classes, and advisers were
demonstrating an increasing level of
sophistication in the types of products
they used to achieve these goals for
clients—a trend that continues today.
The 2008 FPA Trends in Investing study
showed that while nearly 70 percent of
advisers were using individual stocks in
client portfolios, only 52 percent were
using cash and equivalents. Twelve
months later, we saw these two investment choices switch position in terms of
polarity of usage (see Figure 1).

Shifting to Risk-Adjusted Returns
One year and one unprecedented stock
market slide later, the 2009 study
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results revealed that advisers were
indeed changing with the economic
times. Gone were the days of seeking
out the best return. Instead, advisers
were now seeking out the best riskadjusted return.
The 2009 study results showed
impressive growth in the adoption
of ETFs (from 44 percent of advisers
surveyed using or recommending them
in 2008 to 72 percent in 2010). And
54 percent of those who used ETFs in
2009 said they planned to increase their
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usage—that was the most significant
anticipated increase among the 15
investment products advisers were
asked about in 2009, perhaps fueled
by the desire for more transparency in
investment holdings during turbulent
times. Interestingly, however, although
advisers had increased their use of ETFs
in client portfolios, they had not, in
fact, increased the percentage of AUM
dedicated to ETFs when comparing
average allocation. Instead, what we
saw was an increased asset allocation to
www.FPAnet.org/Journal
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Regaining Confidence
After shifting their core investing
philosophies from 2008 to 2009,
advisers indicated they were regaining
investing confidence in 2010. The 2010
Trends in Investing study results revealed
that advisers were comfortable with the
changes they made to their investing
philosophies, and they were not reverting to pre-2008 crash ways, but were
maintaining the general philosophy
of seeking more risk-adjusted returns
with a continued strong emphasis on
stability.
The 2010 study results demonstrated
that advisers were also more confident
in their current asset allocation
strategies. Although nearly 75 percent of
advisers were re-evaluating their asset
allocation strategies in 2009, just 60
percent were re-evaluating in 2010.
This general sense of investing
confidence continued in 2011. The 2011
Trends in Investing study showed that
www.FPAnet.org/Journal

Figure 1: Investment Vehicles with Most Variation in Adviser Use/
Recommendation
Percentage of Advisers Who Use/Recommend

cash and equivalents and permanent life
insurance. Post-2008 meltdown, advisers
were seeking more liquidity and safety.
In 2009, advisers also showed us
they were seeking alternatives to losing
more money in the stock market. They
were seeking alternatives to long-only
strategies. They were seeking effective
diversifiers. Thirty-two percent of
advisers were using or recommending
alternative investments in client portfolios (defined as including commodities,
currencies, structured products, private
equity, direct investments in options,
and hedge funds) in 2009, up from 18
percent in 2008. This use of alternatives
would continue to increase over the
next three years as advisers incorporated
alternative investments into more client
portfolios, both directly and through
mutual funds and ETFs.
Overall, advisers showed us they were
rethinking asset allocation and their
core investment philosophies in 2009,
returning to stability and simplicity.
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Source: FPA's Trends in Investing study data 2006–2012. 2007 data is unavailable. Chart only
depicts investment vehicles with most variation in adviser use by standard deviation figures.
Because survey questionnaire wording was modified over the years, data on alternative
investments could not be comparatively reported.

despite a rebounding economy, advisers
were sticking with their post-2008
crash investing philosophy of forsaking
higher risk/higher potential returns for
stability, liquidity, and diversification.
The 2011 study demonstrated consistent
growth over the prior four years among
ETFs, alternative investments, REITs,
and permanent life insurance products.
This growth will stabilize in 2012, and
we’ll see hints at a return to equities.

A Return to Equities?
The 2012 Trends in Investing study
(fielded in February with 378 completed
responses) shows the first noticeable
slide in adviser use of cash and equivalents (see Figure 1). This may indicate
that clients—particularly those who
suffered severe losses in 2008—are
ready to invest in the stock market
again. Or, it could indicate that advisers
are now feeling more positive about the
long-term economic outlook than they
have the last few years, prompting them
to forgo the liquidity draw of cash and
equivalents for more long-term investments. For example, in 2011, 52 percent
of advisers were bullish on the economy
over the next five years; in 2012 that

percentage increased to 67 percent.
The 2012 study also shows a
continued trend toward tactical asset
allocation, with the majority of advisers
(57 percent) having re-evaluated their
asset allocation strategies in the last six
months (see Michael Kitces’s article on
page 28 for more on this trend).
As we move through an election
season—during which the U.S. economy
will undoubtedly be a key topic of
contention between Democrats and
Republicans—and into 2013, we can
expect to see advisers continue to
amend their investing philosophies to
current economic conditions. Where
the economy will land in six months or
five years we certainly can’t predict, but
FPA study data indicate advisers will
continue to embrace various alternative
investments and tactical strategies
required to achieve true diversification
and risk-adjusted returns.
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