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Wealth edifice for today’s financial citizen:

Investment bricolage/DIY
matorului modern de servicii financiare: bricolajul
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MATCHING ASSETS AND LIABILITIES IS KEY 2
FOR A GREAT FINANCIAL PRODUCT

The modern consumer of financial services has a choice from @
variety of offers that promise to protect against risk (insurance), to
guarantee income (pensions) or to increase wealth (investment)

individual or family investment portfolio should be considered
depending on the risk profile, the professional objectives, other
personal circumstances specific to the "modern financial citizen".

decision to choose a financial product should be made in a wider
context, with a longer perspective

constructing a financial individual portfolio (individual investment
bricolage, DIY) ensure the capital protection and the edification of
personal wealth in correlation w/ investment risk profiling.
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MATCHING ASSETS AND LIABILITIES IS KEY FOR A
GREAT FINANCIAL PRODUCT

If A and L do not have same growth, deficit has to be made up
by higher contributions, but how value liabilities? market indexes
do not reflect pensioner unique liability schedule, true objective

Market v. of A/market v. of L | mismatch lead to deficit, poor
asset allocation; in loss domain, people assume undue risk

By using the wrong benchmark the portfolio returns can still beat '
a market index with assets but still underfund with liabilities; the
family investment portfolio objective should be liability driven not
asset driven: pay dues, mortgage, kindergarten...

A great insurance product should insure event costs not amounts




REPRESENTATIVE INVESTMENT MOTIVES FOR FAMILY INVESTORS
{Shor’r—Term Goals ]

e Children’s education, excursions, fun, social image
e Saving for technology upgrade, being connected, cool
e Starfing a business, not having a boss

HeplelSlfnn Sejells

e Retirement (DC plan vs. DB plan)
* Major purchase, housing, education

e Have fun, see world, help kids, nephews

* Hobbies. Health. Harmony

e Social recognition of personal, professional success
e Give back to society
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COMPORTAMENTUL FINANCIAR INVESTITIONAL AL CONSUMATORULUI-UN BUN
INDICATOR PROXY AL ASPIRATIILOR SALE PERSONALE
FINANTELE COMPORTAMENTALE SI ASPIRATIONALE (GOAL-BASED FINANCE)

Goal-
based
Finance:

Investment

We want to be rich / InPs Jrance
10% chance to be rich) ension
( Banking

R

y/ 4 . .

Solid financial standing EZTEZC;;SL

(50% chance investment, pensions, insurance) e

We don't want our dear ones to be poor Vi
(Almost 99% chance not to be poor)




How the Family’s Time Horizon Affects FAMI I-Y FI NAN CIAI-S

Portfolio Asset Selection A
Infroduction | what is
Purpose | what for

N
VAN

N
VAN

Portfolio Duties and Responsibilities
@ Asset > 4
Selection Procedures| how
Need for s _ : /
Liquidity Investment Objectives

N

Investment Guidelines

Evaluation and Review

Appendices | Rebalance

Constraints on Family Portfolio Selection

Her and His Unique Circumstances
Vive la difference: It's learning about the ways that we differ
that often makes us grow together as a human species.

Portfolio

Selection Personal
Values

Liquidity Religious

Em-e n Ethical Beliefs Personal
Tax orizo Values, Preferences
Concerns Cultural Social
Legal and Norms image
Regulatory

i Factors
Unique
Circumstances



IN FAMILY MONEY MATTERS, HOW DOES THE
WILLINGNESS TO TAKE RISK DIFFER FROM THE
ABILITY TO BEAR RISK?

Willingness 1o

| A Picl
lake RISK

Personality type?

Kid must succeed
where we did not?

Self-esteem?

Independent
thinking?

Risk Tolerance

Ability to
Bear Risk

Time horizon?

Are we better off
than...others?¢

Expected income?
Wealth relative to
liabilities?

Household chores are
very expensive




Negative scenarios: low probability high outcome
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Sufficient Return and efficient portfolios: Insufficient Return, inefficient portfolios:

More Risk or More Capital __ both More Risk and More Capital
stimulus induced return made up for lost principal it takes a lot of extra lm‘er_esf fo make up lost principal
10052005 2005-2015/20

Probability Equity fund % Bond fund % 50% equity +
50 % bond
Recession 1/4 -10 5 -2.5
Normal 1/2 +6 -2 + 2.0
Boom 1/4 + 12 -5 +3.5
 Expected | [ g | 7 | o Expected 35 ] ] 25
[21Uf1) return

-’,””! _ A 5 f‘-/r, oo_ ‘~'. )

cl=2vicrlorl

Variance

Standard Q 3 2
deviation

eCov(s,b)=0,25(-10-3.5)(5+1)+0.5(6-3.5)(-2+1)+0.25(12-3.5)(-5+11) =-20
*o(s,b) = cov (s,b) | cacb=-20/[(?) (3)] = - 0.75
Sharpe ;495.2005 > 5 X Sharpe yp45.2015/20

*Cov(s,b)=0,3333(-7-11)(17-7)+0.3333(12-11)(7-7)+0.3333(28-11)(-3-7) = -116.67
*o(s,b) = cov (s,b) / cacb=-116.66/[(14.3) (8,2)] = - 0.99
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PRACTICAL CONCLUSIONS

individual or family investment portfolio should be considered
depending on the risk profile, the professional objectives, other
personal circumstances specific to the "modern financial citizen".

financial product should be made in a wider confext, with a longer
perspective: great products should address ladies not gentlemen

V//

individual investment bricolage for capital protection and
edification of personal wealth, correlate w/ investment risk profiling.




