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The Osbon Minute

Beware Faux Diversification

Diversifying a portfolio has never been easier. With hundreds of ETFs and
thousands of money managers available, investors can easily spread their
assets across many securities. However, many portfolios are much less
diverse than their owners may realize. With bond and stock market
turbulence running high, now is prime time to check for faux diversification.

Faux diversification is a made-up term for a very real investment hazard —
the faulty assumption that holding many securities provides protection
against the legendary risk of carrying too many eggs in one basket.

Of eggs and baskets
Reaching a high level of diversification involves two distinct elements.
Think of it as filling multiple baskets with multiple eggs.

Let’s start with the eggs. Holding just a few stocks creates needless exposure
to company-specific problems, such as lawsuits or shoddy management or
poor financial performance. Diversifying with fifty, one hundred or more
stocks instead of two or three greatly reduces this exposure and the risk that
comes with it. The same 1s true with bonds, of course.

But there’s more to diversifying than just increasing the number of securities
held. The other phase of diversification is carefully choosing the distinct
asset classes (baskets) in which securities are held. As different asset classes
often move in divergent directions or at different rates in response to
economic, political or regulatory developments, owning multiple asset
classes, weighted to balance expected risk and return, provides a shock
absorber against the extremes of volatility.
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Fighting your faux

Faux diversification results when an investor owns many eggs but too few
baskets. Owning only the S&P 500 — or spreading money around only to
three money managers who all concentrate in large cap domestic stocks —
may feel like diversification, but it is the incomplete, faux variety. Instead,
most investors should consider a broader palette — such as equities of large
and small companies, growth and value, domestic and international, plus
bonds, and in some cases, gold, currencies, and/or real estate. For all but the
most risk-preferent investors, this variety allows more restful sleep during
stormy market phases.

Is the diversification of your own portfolio real, faux, or something in
between? The only way to know is to look under the hood of all holdings.
Money managers who market their strategies with different-sounding names
like “Growth,” “Total Return” or “US Strategic” may in fact hold very
similar securities. If so, investing with more than one of them adds little risk
protection to a portfolio.

If you’re not so sure about the baskets you own and what’s in them, we can
analyze your current portfolio and help you evaluate where you are on the
diversification scale.
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Osbon Capital Management, LLC ("Osbon") is an SEC registered investment adviser with its principal
place of business in the Commonwealth of Massachusetts. Osbon and its representatives are in compliance
with the current notice filing requirements imposed upon registered investment advisers by those states in
which Osbon maintains clients.

This Q&A contains general information that is not suitable for everyone and should not be construed as
personalized investment advice. Any historical data presented herein are for informational purposes only
and do not reflect actual client accounts.

Money manager strategy names cited are fictitious and are not representative of any real money managers.

Past performance is no guarantee of future results. There is no guarantee that the views and opinions
expressed in this Q&A will come to pass. Investing in the stock market involves gains and losses and may
not be suitable for all investors. Information presented herein is subject to change without notice and
should not be considered as a solicitation to buy or sell any security. It is not possible to make an
investment directly in an index.

For additional information about Osbon, including fees and services, send for our disclosure statement as
set forth on Form ADV using the contact information herein. Please read the disclosure statement carefully
before you invest or send money. For information pertaining to the registration status of Osbon, please
contact Osbon or refer to the Investment Adviser Public Disclosure web site (www.adviserinfo.sec.gov).



