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For the sake of their clients,

it is high time financial
planners updated their beliefs,
assumptions, and processes.

- JAMES MONTIER

NVESTING FOR
RETIREMENT I
MODELLING YOUR ASSETS

Are Financial Planners Stuck in the 1970s?

Matt Kadnar, James Montier, and Martin Tarlie | July 27, 2022

OVERVIEW

In this webcast, James Montier and Martin Tarlie discussed the genesis of their
latest White Paper, “[nvesting for Retirement II: Modelling Your Assets = Are Financial
Planners Stuck in the 1970s?” We believe an approach to retirement investing that
better models and understands the ways in which financial markets differ from the
outdated academic assumptions of market efficiency and random walks will result in
substantially superior portfolios.

KEY POINTS

= Most out of the box Monte Carlo simulation engines assume asset prices follow a
random walk, contrary to current understanding and evidence.

~200 RESPONSES TO INVITATION SURVEY

95% response rate-thank you!

Do you struggle aligning

Do you use Do you have any What is the single your client's financial
Monte Carlo concerns biggest risk that your plans with their
Simulations? with the results? clients face? investment portfolio?

69% 78%
Yes Yes*

57% 58%
shortfall Yes*

*Some form of yes.

= This leads to simulations that underestimate long-run bond volatility and
overestimate long-run stock volatility, which in turn leads to bond-heavy portfolios
and a distorted view of long-run outcomes.

= Return generating models that account for valuations are consistent with historical
observations.


https://www.gmo.com/americas/research-library/investing-for-retirement-ii-modelling-your-assets/
https://www.gmo.com/americas/research-library/investing-for-retirement-ii-modelling-your-assets/
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= Combining these return generating models with a new definition of risk — not as
volatility — but as ‘not having the money you need when you need it’ lowers the
probability of ruin materially (see www.nebo-gmo.com for more details).

DO YOUR ASSUMPTIONS CAPTURE THE KEY
ELEMENTS OF REALITY?

All models are an abstraction, a map on a scale of 1:1 is no use to anyone
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RELATED STRATEGIES

Please click on the links below to access strategies related to this event.

= Nebo by GMQ

RELATED RESEARCH

Please click on the links below to access research related to this event.

= |nvesting for Retirement II: Modelling Your Assets (gmo.com)

= |nvesting for Retirement: The Defined Contribution Challenge (gmo.com)

= Rent Trust (Build a strategic glidepath) - Case Study



http://www.nebo-gmo.com
https://www.nebo-gmo.com/
https://www.gmo.com/americas/research-library/investing-for-retirement-ii-modelling-your-assets/
https://www.gmo.com/americas/research-library/investing-for-retirement-the-defined-contribution-challenge/
https://www.youtube.com/watch?v=Cz3kTFR5UKc

