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... bond tents, bucket
strategies, raising target
equity levels as clients age are
all economically sub-optimal
strategies that still work for
advisors and investors because
they push them into making
portfolio moves that would
otherwise be behaviorally too
difficult to commit to.

- BEN INKER
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OVERVIEW

In this webcast, Ben Inker, James Montier, and Martin Tarlie discuss the genesis
of their latest White Paper, "Investing for Retirement lll: Understanding and Dealing with

Sequence Risk."

KEY POINTS

= Sequence of returns risk is a meaningful risk for the vast majority of investment
portfolios and there are useful tools that can mitigate its effects.

~T100 RESPONSES TO INVITATION SURVEY

91% response rate—thank you!

Do you incorporate On a scale of 1-5, how What is your preferred
sequence risk when concerned are you about approach to mitigating
building portfolios? sequence of returns risk? sequence risk?

(1 is least, 5 is most)

Most common results:

37%

No, butI
want to*

v Bucket strategies
Bond ladders

v
v' Cash reserve
v

Asset allocation
*44% replied “Yes”

= We believe a multi-period, shortfall optimization framework that considers a
client’s total investment horizon, financial needs, and circumstances accounts for
sequence of return risk better than any standard single-period optimization.

= By dynamically reallocating portfolios based on valuation, portfolio managers can
substantially further improve outcomes for their clients.

= The Nebo platform asks the right questions with respect to risk, takes into
account investment horizon, and aligns the financial plan with the portfolio (see
www.nebo-gmo.com for more details).



https://www.gmo.com/americas/research-library/investing-for-retirement-iii-understanding-and-dealing-with-sequence-risk/
https://www.gmo.com/americas/research-library/investing-for-retirement-iii-understanding-and-dealing-with-sequence-risk/
http://www.nebo-gmo.com
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THE DERBY

Start with $1M at age 65, withdraw $50,000* every year

THE THREE HORSES
Common Glidepath Optimal ESF Valuation Sensitive Optimal ESF
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PROBABILITY OF RUIN
Withdrawal Common Optimal Valuation Sensitive
Rate Glidepath Shortfall Optimal Shortfall**
HISTORICAL BACKTEST
3% 0% 0% 0%
4% 7.3% 3.1% 0.8%
5% 51% 25% 19%
MONTE CARLO SIMULATIONS
3% 0.8% 0.5% 0.2%
4% 7.8% 4.3% 2.8%
5% 28% 18% 14%
. . >
Ask the right question Move your assets

Source: GMO (charts top); Source: Robert Shiller, GMO (table)

*Withdraw $50,000 in real terms, **The stock weights in the Valuation Sensitive Optimal Shortfall results
are constrained to lie between 20-percentage-point bands around the Optimal Shortfall stock weights. For
the historical backtests, the results for the unconstrained Valuation Sensitive Optimal Shortfall strategy
are 0.7% and 18% for the 4% and 5% withdrawal rates, respectively. For the Monte Carlo simulations,

the unconstrained results for the 4% and 5% withdrawal rates are 2.7% and 13%, respectively. Historical
backtests use Robert Shiller data from 1926-2018. Monte Carlo results are based on 10,000 simulations.

RELATED STRATEGIES

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

= Nebo by GMO

RELATED RESEARCH

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

= |nvesting for Retirement Ill: Understanding and Dealing with Sequence Risk (gmo.com)

= |nvesting for Retirement Il: Modelling Your A mo.com
= |nvesting for Retirement: The Defined Contribution Challenge

= Rent Trust (Build a strategic glidepath)- Case Study
= GMO Launches Nebo, an Innovative/Asset Management Platform for RIAs - Press Release

mo.com

Disclaimer

The views expressed are through the period ending September 2022, and are subject to change at any time based
on market and other conditions. This is not an offer or solicitation for the purchase or sale of any security and should
not be construed as such. References to specific securities and issuers are for illustrative purposes only and are not
intended to be, and should not be interpreted as, recommendations to purchase or sell such securities.
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