
Using Asset Allocation with VectorVest
The secret to outperforming the Pros!
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About The Centra Wealth Group

• Established in 2012 

• Boutique financial services provider in 

Australia

• Privately owned

• Directly licensed by ASIC with its own AFSL

www.centrawealth.com.au



This presentation is intended to provide general information only, and has been prepared without taking
account of your objectives, financial situation or needs.

Before acting on any of the strategies contained in this presentation, you should consider its appropriateness
having regard to your objectives, financial situation and needs, and see a licensed financial adviser who will
provide you with personal advice as to its suitability to your situation.

Centra Asset Management is a trading name of Centra Financial Pty Ltd, a Corporate Authorised
Representative of Centra Wealth Pty Ltd, holder of its own AFS Licence Number 422704.

Centra Asset Management believes that the information contained in this presentation has been obtained
from sources that are accurate, but these may not have been checked or verified.

You agree to indemnify Centra Asset Management and any associated entities from any liability for loss or
damage caused by any error in, or omission from, this presentation.

Past performance is not a reliable indicator of future performance. Forecasts and backtests used in this
presentation are intended as a guide only.

They are predictive in character and as such may be affected by inaccurate assumptions or by known or
unknown risks and uncertainties and therefore may differ materially from results ultimately achieved.

Information concerning taxation is general information and does not constitute advice.

General Advice Disclaimer
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Agenda

 Types of Asset Classes & Risk vs Return

 Sharemarket vs Economy & What Assets do well in each stage 

 Is stock selection the most important driver of success?

 Determining your Risk Profile

 Determining your Asset Allocation

 How to create and manage a profitable portfolio



So many choices for investment

Defensive Assets carry lower levels of risk, are generally less volatile and are associated with 
lower returns over the long term. These assets include Cash, Fixed Interest and Bonds. 
Generally don’t exhibit capital growth, but rather provide regular income.

Growth Assets have higher levels of risk, are generally more volatile particularly in the short 
term and are associated with higher returns. These assets include Domestic and 
International Shares, Listed Property, Infrastructure, Commodities and Alternatives. Provide 
capital growth, and some also provide income.



This year’s winner…could be next years loser!



The value of $10k invested for 50 years

Source: Vanguard Investments
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Source: Vanguard Investments



5 Years 1 Year

Asset class returns tend to become predictable over time – but can be volatile over a 
shorter investment time horizon.

The Economic Cycle largely defines what asset classes will outperform during each 
stage of the cycle.

The way to protect your portfolio from unexpected volatility in a particular asset class 
is to diversify across Asset Classes – and across investment sectors.

Source: Vanguard Investments



What each Asset class should return over time…



Risk vs Return of each Asset Class



Economic Cycle vs Sharemarket



What Asset classes do well at each stage of the Economic Cycle
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FACT:  65% of performance is due to Asset Allocation!

Source: Asset Allocation vs. Security Selection -
Their Relative Importance - Staub and Singer (2011)

A 2011 study showed that Asset Allocation is responsible for 
65% of the success of returns of investment portfolios.

Investment Choices:
• To invest in capital markets in general;
• To invest in stocks as an asset class instead of bonds; and,
• To invest in stocks in a certain country or region

The 3 implied decisions above have a much larger impact on 
portfolio outcomes than your choice of specific stock! 

Only 35% is due to stock selection…so it doesn’t really matter which stocks you choose if:

• It is a poor time to invest in capital markets in general (i.e. during extremely volatile 
crisis periods);

• If it is a poor time to invest in stocks vs. bonds; or,
• If it is a poor time to invest in a particular country or regions.



ET
What is Asset Allocation?

Asset allocation is about how much money to invest in different asset classes so as to 
match the investment risk of a portfolio with the investor’s risk tolerance

It is influenced by:

Investment Goals
These are individual aspirations to achieve a given level of return or saving for a particular 
reason or desire. Therefore, different goals affect how a person invest and risk.

Risk tolerance
This is how much an individual is willing and able to lose a given amount of the original 
investment in anticipation of getting a higher return in the future. 

Time horizon
Time horizon factor depends on the duration an investor is going to invest. Most of the 
time, it depends on the goal of the investment. Different time horizons entail different risk 
tolerances. A long-term strategy allows for more volatile or higher risk portfolios as 
dynamics of the economy are uncertain and may change in favor of the investor. 
Investors with short-term goals should not invest in riskier portfolios.



Why Asset Allocation is so important

• Its about managing investment risk!

• Market conditions can cause one 
asset category to do well and 
another asset category to have 
average or poor returns. 

• Investing in more than one asset 
category reduces the risk that you’ll 
lose money and your portfolio’s 
overall investment returns will have 
a smoother ride. 

• If one asset category’s investment 
return falls, your losses in that asset 
category are counter-acted with 
better investment returns in another 
asset category.



How to manage a Profitable Investment Portfolio

1. Determine the appropriate asset allocation for your investment goals and risk 
tolerance with a Risk Profiler – and Asset Allocation table.

2. Pick the individual assets for your portfolio using VectorVest market timing 
and entry signals. (12-20 investments in a portfolio is ideal for diversification)

Position size (amount) of each investment can be equal sizes, or risk-adjusted  
sizing (2% max risk) subject to a maximum dollar value 

3. Monitor the diversification of your portfolio at least Monthly, checking to see 
how weightings have changed.

4.   Rebalance your portfolio by making adjustments when necessary.
• Sell investments from over-weighted asset categories or when VectorVest

exit signals trigger.  Use the proceeds to purchase investments for under-
weighted asset categories.

• Purchase new investments for under-weighted asset categories using 
VectorVest entry signals.

• If making continuous contributions to the portfolio, alter contributions so 
that more investments go to under-weighted asset categories until your 
portfolio is back into balance.



What’s your risk profile?
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Determine your risk profile?
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15 Conservative
16-25 Moderate
26-44 Balanced
45-55 Growth
56-64 Aggressive
65+ Very Aggressive

Your Score determines your Risk Profile



Risk Profiles & Investment Time Horizons





Strategic Asset Allocation (Passive Investment Management)

SAA models are based on “time in the market” and trying to ride through investment 
cycles in order to generate long-term average returns from each asset class.

Initial target allocations based on Risk Profile determine the maximum to allocate to 
each Asset Class 

Periodically rebalance the portfolio (monthly or quarterly or when allocations are +/-10% 
from SAA) back to those targets as investment returns skew the portfolio over time. 





Eg $500k investment in an Aggressive Portfolio (SAA) 

Rebalance regularly or once the allocations are +/-10% from SAA levels 

Strategically allocating a $500k portfolio:

Use VectorVest Market Timing for the 
right TIME to buy

Use VectorVest Searches you like and 
have tested 

Depending on preference, invest with 
direct equities in each asset class, or 
ETFs or Listed Investment 
Trusts/Companies – or a combination  



Tactical Asset Allocation (Active Investment Management)

Tactical asset allocation adjusts the asset allocation slightly as market conditions change. 
The goal is to reduce exposure to risky assets when conditions are unfavourable, and 
increase exposure when conditions improve.

TAA decisions are designed to “time the market” and try to generate attractive returns 
and avoid losses by trying to correctly pick troughs and peaks in investment markets. 

TAA can involve changes between Asset Classes as well as within Asset Classes

Some TAA strategies use three different levels to define the level of risk in the market:
• When market risk is low:  the tactical portion is allocated to riskier assets. 
• When the risk is average: the tactical portion would be spread across all assets, 

bringing the portfolio back in line with the strategic allocation. 
• When risk is high: tactical portion of the portfolio would be allocated to safe haven 

assets.



Tactical Asset Allocation (Active Investment Management)



Eg $500k investment in an Aggressive Portfolio (TAA) 

Use VectorVest Market Timing for the 
right TIME to buy

Use VectorVest Searches you like and 
have tested 

Depending on preference, invest with 
direct equities in each asset class, or 
ETFs or Listed Investment 
Trusts/Companies – or a combination  

Tactically allocating a $500k portfolio means you adjust your allocation according to 
market conditions (temporarily):

I personally use TAA to manage portfolios according to market conditions, which are 
defined using the VectorVest’s Colour Guard 

Use TAA – reduce allocation

Use SAA

Use TAA – increase allocation



How to manage a Profitable Investment Portfolio

1. Risk Profile –> TAA Asset Allocation based on VectorVest Colour Guard.

2. VectorVest market timing and entry signals.

3. Review portfolio Monthly for changes in asset class weightings.

4. Rebalance portfolio.
• Sell investments in over-weighted asset categories or when VectorVest

exit signals trigger.  Use the proceeds to purchase investments for under-
weighted asset categories.

• Purchase new investments for under-weighted asset categories using 
VectorVest entry signals.

• If making continuous contributions to the portfolio, alter contributions so 
that more investments go to under-weighted asset categories until your 
portfolio is back into balance.



Get in touch
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