THE INEFFICIENT FRONTIER?

This image shows the efficient frontier by decade
since 1960.

The dark blue fishhook on the chart indicates the his-
torical average efficient frontier for the entire period.
With each decade, the shape of the hook shifts and
moves, depending on market conditions.

Investors expect their returns to go up as they take on
more risk. However, the risk/return ratio, like the effi-
cient frontier itself, changes along with market cycles.

Return

In a strong market such as in the 1990s, you may be
handsomely rewarded for taking on more risk.

In a weak market such as in the 1970s, you may only
reap minimal returns when taking on more risk.

In the efficient frontier for 2000-2007, the fishhook is
actually inverted—indicating more risk for no addi-
tional returns, or for negative returns.

A static portfolio may not be right for changing
market conditions. Call your financial professional
today to re-evaluate your portfolio for today’s
markets—and ensure that it still meets your

risk/return expectations.

The Rydex Value Proposition:

Providing institutional-style investment strategies
—both traditional and alternative—for individual
investors by marrying the investment character-
istics of institutional portfolios with the structural
benefits of registered products while utilizing a
proprietary quantitative methodology.

Rydexinvestments

Essential for modern markets®

Efficient Frontier by Decade
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'Standard Deviation: A statistical measure of the historical volatility of an investment, usually computed using 36 monthly re-
turns. More generally, a measure of the extent to which numbers are spread around their average. The higher the number, the
more volatility is to be expected.

Source: Calculated by Rydex Investments using data from Morningstar EnCorr. All rights reserved. Used with permission. Perfor-
mance displayed represents past performance, which is no guarantee of future results. This example is for illustrative purposes
only. The chart above depicts the efficient frontier of equity and bond portfolios illustrated in 10% increments. Equity returns
are based on the returns of the S&P 500° Index, which includes the reinvestment of dividends. Bond returns include the rein-
vestment of dividends and are based on the Morningstar Long-Term U.S. Government Bond Index. The Morningstar Long-Term
U.S. Government Bond Index has exposure to investment grade bonds with maturities of seven years or longer. The S&P 500° and
the Morningstar Long-Term U.S. Government Bond Index are unmanaged and not available for direct investment. The index
returns do not reflect any management fees, transaction costs or expenses.

Securities are not deposits or obligations of any bank, are not guaranteed by any bank, are not insured by the FDIC or any other
agency, and involve investment risks, including the possible loss of the principal amount invested. SIEFR-15-0108 x1208 #5730




THE EFFICIENT FRONTIER REVISITED Rydex

The efficient frontier represents those
portfolios that are considered the most
efficient—that is, have the greatest
return for a given level of risk.

Investors should generally seek the greatest
return for a given level of risk. This concept,
known as the efficient frontier, was first de-
fined in 1952 by Harry Markowitz in the Nobel
Prize-winning research that launched Modern
Portfolio Theory.

The efficient frontier plots all optimal
portfolios in a given time period
based on three measures:

® mean return

e standard deviation
(a measurement of risk)

e correlation of assets
(a statistical measure of how two securi-
ties move in relation to each other)

Portfolios near the bottom left of the chart
have relatively low risk and returns. Those
near the upper right offer higher returns, but
at a higher risk. The classic efficient frontier
is shaped like a fishhook. It begins at the left
tail with a 100% fixed-income investment.
Equities are added in 10% increments until
you reach the right tail, which represents a
100% equity portfolio.

The Risk/Return Ratio

As investors take on more risk in their portfo-
lios, they expect their returns to go up. Inves-
tors can manage their risk tolerance through
asset allocation and by selecting investments
that meet their risk/return expectations.?
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Standard Deviation: A statistical measure of the historical volatility of an investment, usually computed using 36 monthly returns. More
generally, a measure of the extent to which numbers are spread around their average. The higher the number, the more volatility is to be
expected. 2No investment strategy can guarantee returns in a declining market.

Source: Calculated by Rydex Investments using data from Morningstar EnCorr. All rights reserved. Used with permission. Performance
displayed represents past performance, which is no guarantee of future results. This example is for illustrative purposes only. The chart
above depicts the efficient frontier of equity and bond portfolios illustrated in 10% increments. Equity returns are based on the returns
of the S&P 500° Index, which includes the reinvestment of dividends. Bond returns include the reinvestment of dividends and are based
on the Morningstar Long-Term U.S. Government Bond Index. The Morningstar Long-Term U.S. Government Bond Index has exposure to
investment grade bonds with maturities of seven years or longer. The S&P 500° and the Morningstar Long-Term U.S. Government Bond
Index are unmanaged and not available for direct investment. The index returns do not reflect any management fees, transaction costs or
expenses. Materials prepared by Rydex Distributors, Inc., an affiliate of Rydex Investments.




