
“Investing’s Crystal Ball”  
 
Abstract: 

• The future value of current decisions is more important than the 
present value of past decisions.  

• The two main lifecycle stages to be examined in the investment 
management for an individual or family are accumulation and 
depletion.  

1. The accumulation stage is the period when wealth accumulates 
faster than it is used.  

2. The depletion stage is the period when wealth use exceeds 
accumulation.  

• Different methods of modeling the future values of assets: 
1. Apply an average expected return to a portfolio to determine if 

the return will satisfy lifestyle needs.  
2. Analyze portfolios using historical performance to see if a 

portfolio structure would have worked in the past.  
3. Run Monte Carlo Simulation, which is a method of random 

distribution modeling that takes into consideration hundreds or 
even thousands of different probabilities of success or failure 
for an investor’s choice before investing.  
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The two main lifecycle stages to be examined in the 
investment management for an individual or family 
are accumulation and depletion. The accumulation 
stage is defined as the period when wealth 
accumulates faster than it is used (working life). 
The depletion stage is defined as the period when 
wealth use exceeds accumulation (usually 
retirement). When one is in the accumulation stage, 
market volatility appears to be of less concern than 
the depletion stage because the need to spend 
principal is relatively small. During the depletion 
stage, however, market volatility is of great concern 
because one’s lifestyle can be dependent on the 
stability of the investment markets. Understanding 
variability in the investment markets plays an 
important role when investing.  
 
As investors and advisors, we look for tools to help 
model the future. One way the investment industry 
deals with modeling the future values of assets is to 
apply an average expected return to a portfolio in 
order to determine if the return will satisfy lifestyle 

needs. This method of looking into the future is 
called the deterministic model. For example, if one 
were to spend $300,000, or 6% of a $5,000,000 
portfolio, on an annual basis, and the average return 
of the portfolio based on asset allocation and 
historical returns were assumed to be 10% per year, 
it would seem reasonable to assume that the 
portfolio would last forever. If this were modeled 
on a portfolio of $5,000,000, it would look like 
“Example Portfolio 1,” pictured below.    
 

Example Portfolio 1 
Assumes 10% yearly return with constant $300,000 lifestyle spending 
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For illustrative purposes only. This does not represent the performance of any specific investment. 

 
This method of looking into the future is popular 
because it is clean and sensible on the surface. It is 
appropriate when looking at a fixed, guaranteed 
return in which rates and asset values do not 
fluctuate. However, if there is any variability in 
return from year-to-year, as there is in normal 
investment markets, this method is unsatisfactory. 
This deterministic model fails to take into 
consideration inconsistent returns of the investment 
markets.  
 
Another method of modeling is to analyze 
portfolios using historical performance to see if a 
portfolio structure would have worked in the past; 
but as I have said, we are not as concerned with the 
present value of past decisions as we are with the 
future value of current decisions. Does the order in 
which returns are achieved have any impact on the 
long-term value of the investor’s assets? “Example 
Portfolio 2” is the same as “Example Portfolio 1;” 
however, instead of achieving 10% each year for 15 
years, the returns are as follows:  
 
 
 
 

Wealth That Lasts 
	



Year Return  Year Return 
2003 -10% 2011 -10% 
2004 -10% 2012 -10% 
2005 -10% 2013 30% 
2006 30% 2014 30% 
2007 30% 2015 -10% 
2008 -10% 2016 -10% 
2009 30% 2017 30% 
2010 30% 2018 30% 

 
For illustrative purposes only. This does not represent the performance of any 
specific investment.  
 
The timing of returns is far more important than the 
average return. Both examples have an arithmetic 
average performance of 10%; but in actuality, the 
returns were not 10% each year. The second 
example had an enormous impact on the value of 
the investor’s portfolio at the end of the 18 years. In 
example two, if the investor were to continue 
spending $300,000 per year, he or she would now 
be using a higher percentage of the assets rather 
than the original 6% (also, this would not be 
adjusted for inflation, taxes, or investment 
expenses).  
 
 

 
 

The above example is only one comparison of many 
that are possible given an uncertain future. How do 
investors gain a perspective on what the future 
values of their investment portfolios may be if they 
know that they will be spending money from their 
portfolios? The answer is found in a tool called 
Monte Carlo Simulation. As the name implies, it 
was developed to determine the likelihood of wins 
and losses in games of chance, but the process lends 
itself well to the investment markets. Monte Carlo 
Simulation is a method of random distribution 
modeling that can take into consideration hundreds 
or even thousands of different possible outcomes to 

determine the probabilities of success or failure for 
an investor’s choice before investing. From a given 
starting point, the Monte Carlo Simulation shows 
the range of potential asset values based on multiple 
potential outcomes over time rather than a single 
outcome as illustrated to the left.  
 
 
 
 
 
 
 
 
 
 
 
 
 
Using the same asset and spending level from the 
above example, we run a simulation. This method 
of modeling returns allows us to look into the future 
and to understand the probability that we are going 
to run out of money. Armed with this information, 
the investor can now better understand the potential 
outcomes and make better decisions.  
 
To this point, we have discussed the personal, 
theoretical, and historical sides of the investment 
process by examining values, goals, potential 
returns, taxation, inflation, risk, asset allocation, etc. 
These are all necessary elements of preparation for 
the proper management of an individual’s wealth. I 
have been approaching the investment process from 
the opposite direction of the typical greed/fear 
based marketing presentation because I feel that it is 
important for investors to answer as many questions 
as possible before they start investing. In the next 
article, we are going to move from theory to 
practical application. We will review the different 
methods for purchasing securities in an investment 
portfolio.  
 
 
 
 
 
 
 
 



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.   
 


