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Dear Friend:

Six of seven asset classes posted positive returns in February.  Europe was the strongest market for the month.  Despite the strength, emerging markets and Asian
equities remain in negative territory on the year.   Commodities, the biggest loser in 2013, are so far the strongest asset class in the New Year.
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Cash 18.7% 0.4% 0.0% 0.0%

U.S. Bonds 54.3% 27.2% 2.0% 0.5%

U.S. Stocks 111.2% 191.3% 1.5% 4.7%

European Stocks 101.9% 145.7% 2.9% 7.2%

Pacific Stocks 73.9% 99.6% -2.5% 3.3%

Emerging Markets Stocks 140.9% 112.5% -4.1% 3.4%

Commodities 7.1% 27.0% 6.6% 6.2%

We have updated the Asset Allocation Booklet published to our website under Our Services.  We added twelve more months of data.  The analysis now covers forty-four
years from January 1970 thru December 2013.

We added a new page to focus in more detail on the correlations between the various asset classes and US stocks.   Average correlations over the last forty-four years
are shown on page 6.  We added page 7 to show rolling 10-year correlations.  Portfolio diversification is predicated on a spectrum of asset classes that react differently
to the same event.  Diversification minimizes the risk of one event having too large of an impact on the whole portfolio.  While the relationships between asset classes
can change quickly cash, bonds and commodities tend to have the lowest correlations to US stocks.  Each of these asset classes created investor concerns in 2013.  
It is easy to lament out of favor asset classes when you look at them individually, but when considered in the context of the entire portfolio, each should be appreciated
as protection against changing market conditions.     

There is an interesting comparison on page 9.  Before the update, emerging market stocks recorded the highest annualized compound return over the forty-three year
history.  With a negative year in 2013, emerging market stocks now take a back seat to our diversified Risk Level 12 asset allocation target.  Risk Level 12 contains
only 12.5% of the top performing individual asset class and now out performs that asset class.  It does so with about half the volatility, as measured by standard
deviation.   The magic of diversification achieved through low correlations!

Page 15 shows that all our suggested diversified targets established high water marks in 2013.  The recovery from the recent financial crisis has not been as smooth for
the individual asset classes.  Emerging market stocks, European stocks and Pacific stocks still have not retraced their highs of October 2007.  Commodities have not
retraced their June 2008 high and are under water by 45% at year end.
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