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Abstract: 

• Investors need to determine a destination based on their values and 
goals in balance with their personal circumstances and the realistic 
potential of the investment markets.  

• Our goals describe where we want to go, and our values define why 
we want to go there.  

• Investors need to determine whether their goals are realistic given 
their assets and the potential returns in the investments markets.  

• Investors need to evaluate the types of investments available to them 
and then determine the returns that are possible on those investments.  

• Two basic types of investments:  
o A common stock is a form of ownership in a corporation. 

Denominated in shares, common stock can be potentially 
beneficial for investors in two ways: stock price appreciation 
and dividend payouts.  

o A bond, in contrast to a common stock, is not a form of 
ownership in a corporation. A bondholder is a creditor or lender 
to a corporation, government, or government agency. The 
investor gives the borrower a lump sum of money up front; and 
in return, the investor receives interest payments over a fixed 
period of time. When the pre-determined period of time has 
ended, the bond matures, and the borrower pays back the 
original investment. 

• A significantly long time frame should be used when evaluating 
possible investment returns.  

• Added costs, such as inflation, taxation, and investment expenses, 
cannot be overlooked, as they are imperative to understanding the true 
cost of investing in relation to the return necessary to satisfy your 
goals.  

 
 
 
 
 
 
 



Realistic Expectations   
 
by Robert J. Bancroft  
 
If a traveler does not have a destination in mind, 
then any road will do.  
 

 
 
Unlike nomads, serious investors need to 
determine a destination by establishing realistic 
goals based on their values in balance with their 
personal circumstances. Our goals describe where 
we want to go, and our values define why we want 
to go there. In this article, we will continue to 
demonstrate how the Wealth That Lasts process 
uses your goals as the main focus and your personal 
values as the driving force in planning your wealth 
management strategy.  
 
Previously, we have discussed the topics of values, 
goals, and financial independence. In our last 
article, we introduced you to John and Betty Smith, 
whom we are using as a case study to illustrate how 
values and goals form the foundation of a wealth 
management strategy. We started the process of 
developing their values and goals and analyzing 
their realistic potential of satisfying both. Our job 
now is to determine whether their goals are realistic 
given their assets and potential returns in the 
investment markets.  

As a review, the Smiths have productive assets of 
$6 million and require an income of $360,000 
annually from their investments to satisfy their 
desired lifestyle needs. In other words, the Smiths 
require an uninterrupted return of six percent 
($360,000 divided by $6,000,000 = 6%) on their 
investments to satisfy their desired lifestyle for at 
least 30 years.  
 
Realistic Expectations  
The next step the Smiths should take is to evaluate 
the type of investments available to them and to 
also determine the possible returns on those 
investments. At the start, the number of investment 
opportunities available is seemingly limitless, 
making the original search very difficult. In future 
articles, we will look at expanded investment types 
and styles; but to simplify the discussion here, we 
will focus on two basic forms of investments: 
common stocks and bonds.1 
 
As stated by David Chilton in his book The Wealthy 
Barber, stocks represent “ownership”, and bonds 
represent “loanership.” With these two options, you 
can choose to be an owner, a lender, or some 
combination of both.  
 
Stock  
A common stock is simply a form of ownership in a 
corporation. Denominated in shares, common stock 
can be potentially beneficial for investors in two 
ways: stock price appreciation and dividend 
payouts. Many corporations have millions, if not 
billions of shares, so even a wealthy investor’s 
percentage of ownership of a publicly traded 
corporation is usually relatively small. 
Nevertheless, the investor is still an owner. For the 
purposes of this article, we will restrict our view of 
stocks to large company stocks represented by the 
Standard and Poor’s 500 Index. This index is 
composed of 500 of the largest companies traded on 
public stock exchanges in the United States.  
 

																																																								
1	Investment products are in no way limited to stocks and/or 
bonds. We will discuss several other investment types in other 
articles.  
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Bonds  
A bond, in contrast to a common stock, is not a 
form of ownership in a corporation. A bondholder is 
a creditor or lender in a corporation, government, or 
government agency. In its standard form, a bond 
instrument works like an interest-only mortgage in 
reverse. The investor gives the borrower 
(corporation, government, etc.) a lump sum of 
money up front; and in return, the investor receives 
interest payments over a fixed period of time. When 
the pre-determined period of time has ended, the 
bond matures and the borrower pays the original 
investment back. With a bond, the investor becomes 
the bank, and the corporation, government, or 
government agency becomes the borrower. In 
contrast to a stockholder, the bondholder has no 
ownership interest in the company unless there is a 
default; but under normal circumstances, the 
bondholder is simply a creditor. For the purposes of 
this article, when we refer to a bond, we will be 
referring specifically to the 20-year maturity United 
States Treasury bond.  
 
What’s Next? 
Now that two investment instruments have been 
identified, we will examine their return 
characteristics. As we begin our attempt to 
determine our expected rate of return for an 
investment type, it is important to use a large 
sample size of yearly returns as opposed to a short, 
specific period of time. Far too often, investment 
companies market the returns for their products 
based on a short, biased timeframe. As Mark Twain 
said, “Figures don’t lie, but liars figure.” Most 
financial professionals have the ability to evaluate 
the long-term probability of success or failure of 
investments based on a very large historical data 
sample. This should all be reviewed before 
investing.  
 
For example, if we were to evaluate the Smiths 
possible success by focusing exclusively on the 
period during the latter half of the 1990s, it could be 
concluded that it would not be difficult to achieve 
an uninterrupted return of six percent, as bonds and 
stocks had an average annual return of 6.20% and 
28.7% respectively during this timeframe. Both 
returns have historically exceeded the needed six 
percent, which on the surface would seem to 
indicate that success is easy.  

 
If, however, the time frame used to evaluate the 
Smiths possible success were the years 2000 to 
2001 or 2007 to 2009, it would seem impossible, as 
the aggregate returns during those periods of time 
did not match their return requirement of six percent 
and were also negative. Recent positive or negative 
history tends to alter some investors’ views of what 
returns can be achieved, so a much larger period of 
history is necessary to come to a fuller 
understanding of average returns and range of 
returns.  
 

 
 
I feel that a thorough timeframe to use when 
evaluating possible investment returns is the period 
from 1926 to the present. This 85-year period is 
considered to be the era of modern markets; it 
incorporates numerous economic, political, and 
social events, so returns may be viewed throughout 
various cycles. During this time period, large 
company stocks, as represented by the S&P 500 
Index, have returned about 9.9%, and bonds, as 
represented by the 20-year maturity United States 
Treasury bond, have returned about 5.5%.2  
 
Given that the average returns for stocks and bonds 
have been 9.9% and 5.5% respectively, it would 
seem that the Smiths could easily achieve their 
desired return of six percent using a combination of 
																																																								
2	These average returns were calculated by Ibbotson 
Associates in their 2001 yearbook entitled, Stocks, 
Bonds, Bills, and Inflation.  
	



stocks and bonds. An obvious question occurs from 
reviewing this data, “If stocks average return is 
4.4% higher each year than bonds, why would we 
buy anything other than stocks?” I will address that 
question in the next two articles.  
 
Up to this point, we have not considered the 
potential costs of inflation, taxation, or investment 
fees, so let’s take a look at the impact these may 
have on your investments.  
 
Added Costs: Inflation, Taxation, and Investing 
Expenses  
Now that the basic probability of success has been 
addressed, it is important to evaluate whether a 
return of six percent will actually achieve the 
Smiths’ long-term goals. Far too often, investors 
overlook added costs that are imperative to 
understanding the true cost of investing in relation 
to the necessary return to satisfy their goals. Let’s 
add these expectations to their lifestyle needs and 
then reevaluate. First, taxes in this example will add 
1.25%3.  This is purely an estimate based on an 
average amount of tax paid each year. Inflation 
decreases purchasing power, so the impact needs to 
be measured against nominal returns. In our 
example, inflation decreased buying power by 
2.75%4.  We assumed aggregate investment 
expenses to be 1%. These numbers need to be added 
to the Smiths’ estimated lifestyle needs of 6% to 
determine their total necessary return. Please refer 
to the following chart for this example.  
 

 
 
																																																								
3 1.25% is for illustration purposes only; it does not represent 
any specific tax rate or calculation. Moreover, Global WMI, 
LLC does not provide tax advice.  
4	2.75% is for illustration purposes only; it does not represent 
any specific figure or calculation.  

This means that the Smiths do not need six percent 
to satisfy their goals. In actuality, they will need an 
11% return each year without interruption for the 
rest of their lives. As previously shown, it is 
important to take a big picture approach to 
investing. It is important to not only understand the 
raw returns necessary to determine the probability 
of success but also to include all potential expenses 
and hidden costs that are associated with investing. 
It can be concluded that the probability of success 
for John and Betty Smith is at best uncertain. The 
Smiths may need to a.) consider reducing their 
requirements, b.) continue to accumulate financial 
assets until they are sufficient to produce the 
required income, or c.) implement a combination of 
both of these adjustments.  
 
With these new issues in mind, I have redrawn the 
financial independence chart to reflect the potential 
effect of inflation. In a world that expects inflation, 
it will cost you more for the same lifestyle year after 
year.  
 

 
 
To this point, we have discussed values, goals, and 
financial independence. These have been paired 
with the realistic potential of the investment 
markets, which includes market returns and 
additional costs. The next article, “Risk is a Four 
Letter Word”, will look at the effects of risk in the 
determination of one’s tolerance for volatility.  
 
I am interested in your feedback. If you have 
questions or comments, please feel free to contact 
me directly at Bob.Bancroft@wtlcourse.com.  
 
 
 
 



The securities/instruments discussed in this material may not be suitable for all investors. The appropriateness of a particular investment or strategy 
will depend on an investor’s individual circumstances and objectives. Global Wealth Management Institute and Wealth That Lasts recommends that 
investors independently evaluate specific investments and strategies, and encourages investors to seek the advice of a financial advisor. 
 
Global Wealth Management Institute and Wealth That Lasts do not provide tax or legal advice.  Clients should consult their tax advisor for matters 
involving taxation and tax planning and their attorney for matters involving trust and estate planning and other legal matters. 
 
Past performance is no guarantee of future results. 
 
Asset allocation and diversification do not guarantee a profit or protect against a loss in a declining financial market. 
Rebalancing does not protect against a loss in declining financial markets. There may be a potential tax implication with a rebalancing strategy. 
Investors should consult with their tax advisor before implementing such a strategy. 
 
Any type of continuous or periodic investment plan does not assure a profit and does not protect against loss in declining markets. Since such a plan 
involves continuous investment in securities regardless of fluctuating price levels of such securities, the investor should consider his financial ability 
to continue his purchases through periods of low price levels. 
 
Monte Carlo simulations are used to show how variations in rates of return each year can affect your results. A Monte Carlo simulation calculates the 
results of an analysis by running it many times, each time using a different sequence of returns. Results generated by a Monte Carlo simulation will 
vary with each use and over time because each portfolio simulation is randomly generated.  Some sequences of returns will give you better results, 
and some will give you worse results. These multiple trials provide a range of possible results, some successful (you would have met all your goals) 
and some unsuccessful (you would not have met all your goals). The percentage of trials that were successful is shown as the probability that the 
analysis, with all its underlying assumptions, could be successful. Results using Monte Carlo simulations indicate the likelihood that an event may 
occur as well as the likelihood that it may not occur. In analyzing this information, the analysis does not take into account actual market conditions, 
which may severely affect the outcome of your goals over the long term. The projections or other information generated by a Monte Carlo simulation 
regarding the likelihood of various investment outcomes (including any assumed rates of return) are hypothetical in nature, do not reflect actual 
investment results, and are not guarantees of future results. Global Wealth Management Institute and Wealth That Lasts cannot give any assurances 
that any estimates, assumptions or other information generated by a Monte Carlo simulation will prove correct. They are subject to actual known and 
unknown risks, uncertainties and other factors that could cause actual results to differ materially from those shown. 
 
Interest in municipal bonds is generally exempt from federal income tax.  However, some bonds may be subject to the alternative minimum tax 
(AMT).  Typically, state tax-exemption applies if securities are issued within one’s state of residence and, local tax-exemption typically applies if 
securities are issued within one’s city of residence. 
 
Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk and prepayment risk.  In general, as prevailing interest 
rates rise, fixed income securities prices will fall.  Bonds face credit risk if a decline in an issuer's credit rating, or creditworthiness, causes a bond's 
price to decline.  Finally, bonds can be subject to prepayment risk. When interest rates fall, an issuer may choose to borrow money at a lower interest 
rate, while paying off its previously issued bonds. As a consequence, underlying bonds will lose the interest payments from the investment and will 
be forced to reinvest in a market where prevailing interest rates are lower than when the initial investment was made.  NOTE: High yield bonds are 
subject to additional risks such as increased risk of default and greater volatility because of the lower credit quality of the issues.   
 
S&P 500 Index is an unmanaged, market value-weighted index of 500 stocks generally representative of the broad stock market.  
 
Dow Jones Industrial Average is a price-weighted index of the 30 “blue-chip” stocks and serves as a measure of the U.S. market, covering such 
diverse industries as financial services, technology, retail, entertainment and consumer goods. 
 
An investment cannot be made directly in a market index. 
 
Information contained herein has been obtained from sources considered to be reliable, but Global Wealth Management Institute and Wealth That 
Lasts do not guarantee their accuracy or completeness. 
 
The views expressed herein are those of the author and all opinions are subject to change without notice.  Neither the information provided nor any 
opinion expressed constitutes a solicitation for the purchase or sale of any security.  Past performance is no guarantee of future results. 
 
Any case study presented is provided for illustrative purposes only. Past performance is no guarantee of future results.   The information has been 
obtained from sources we believe to be reliable, but we cannot guarantee its accuracy or completeness.  These strategies do not guarantee a profit or 
protect against loss and may not be suitable for all investors.  Each person’s specific situation, goals, and results, may differ.   
 
 
 


