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Registered Investment
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Amidst historic low interest rates, this SERVICE-BRIEF begins an annual update to our clients informing of BEACON’S forward-looking expected returns for investment
asset classes and our Client Investment Portfolio Profiles. These expected returns are essential inputs in each client’s long-range Financial Goal Plan. BEACON is not
clairvoyant. Markets change and evolve, as will our inputs. Our forward-looking analysis puts forth our best research, thinking and judgment, but is never a guarantee.

Rates (& Weights) of Investment Return
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nstitutional accounts like pensions (public and private) are considered actuarially
fully-funded with $0.80 of assets for each $1.00 of liabilities. That’s because the
assets project returns from investments like stocks and bonds, and liabilities are
paid out over a long time. If investment returns fall short of expectations, or if
liabilities unexpectedly rise, the pension sponsor will have to make larger
contributions. Asset/Liability modeling (see chart right) by professional actuaries is
essential for institutional investors to meet long-term goals of the pension and
beneficiaries. In 2016, following two recessions in 15 years including the “Great
Recession”, both government and corporate pension plans are under pressure as
these headlines from July articles in THE WALL STREET JOURNAL attest:

Beacon’s Advisors
MARCEL HEBERT has
a B.S. in Finance, an
M.B.A., and is a
Certified Financial
Planner (CFP) licensee
and a Chartered
Financial Analyst (CFA)
charterholder.

B

EACON is planning your financial life thru time (see left).
Some goals are near-term like education and housing. Others
like retirement goals must replace work-earnings for increasingly
long periods due to improvements in longevity. Like institutional
pensions, we must match clients assets and liabilities. Our mission
statement includes: We believe with responsible decisions,
reasonable expectations and vigilant, attentive counsel each
client can achieve their financial life goals. It is to this end and
purpose, on behalf of our clients, that BEACON endeavors to strive.
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Rates (& Weights) of Investment Return—MARKET CONDITIONS TODAY
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easonable expectations. As we continue this SERVICE-BRIEF, many market participants think the 30+
year bull market in bonds (fixed income) is long-in-the-tooth. BEACON’S April 2013 SERVICE-BRIEF
BONDS: Anchor in Your Portfolio...But Watch Those Interest Rates! describes how bond prices move
opposite interest rates, and discusses how interest rates in the U.S. and other developed economies have
declined since the mid-1980’s to historic lows (see chart below). Updating to mid-2016, interest rates are
even lower with some major European and Japanese central banks experimenting with negative interest
rate policies, so called NIRP (chart right.) U.S Treasury securities (bills, notes and bonds) are still considered
the “risk-free”* benchmark for measuring risk-adjusted returns, or risk premium (*meaning credit-risk of
default if held to maturity) . To illustrate: if a 10-year Treasury bond yields X%, then investment grade
corporate bond issues might yield X+1%, and below-investment grade (“hi-yield”) corporate bonds might
yield X+3%. Beyond bonds, an investor might invest in a portfolio of stocks if the total return is expected to
be X+4%. Those “extra” returns above the Treasury security are the risk premiums investors demand.
BEACON’S review of data from Ibbotson and the Federal Reserve reveals from 1960 to 2015 the historical risk premium to own the S&P 500
stocks or the 10-year Treasury bond ranged from the mid 6’s to the high 3’s, with an
average of about 5. Now the 10-year Treasury yields 1.49% (chart left) and in other
developed countries sovereign yields are even lower, implying modest nominal total
return from bonds until rates normalize. Applying what we know about risk premiums,
expected returns from stocks will likely be well below historic long term averages, at
least for the next several years (see BEACON expected returns page 4).
BEACON believes your greatest risk is exhausting your money before exhausting your
time. While we cannot eliminate declines in the value of your total portfolio over short
periods (volatility), we emphasize the long term benefits of diversification and
steadfastness to your plan as the best ways to manage your greatest risk. To succeed
we must use reasonable expectations in pursuit of your portfolio investment returns.

“Investing is always a partnership between you and the markets. In the 1980’s and 1990’s, when stocks and bonds alike racked up
double-digit average returns, the markets did most of the work. But now, you are going to have to be the majority partner.”
Fran Kinniry, Investment Strategist Vanguard Group, THE WALL STREET JOURNAL, July 13, 2016
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Rates (& Weights) of Investment Return—BEACON’S FINANCIAL GOAL PLAN FORECASTING MODEL
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EACON’S method to plan your financial life thru time includes our Financial Goal Plan (FGP) Forecasting Model. Essential inputs include each
client’s Investment Policy Statement (IPS) criteria as described in BEACON SERVICES on our website (www.bfaltd.com):
 Financial Planning ‐ identification of your financial assets and liabilities, cash-flow management, tax planning, insurance review,
education funding, retirement planning, and estate planning. We call this the quantitative part of your IPS.
 Investment Management ‐ determination of your investment OBJECTIVES and CONSTRAINTS, identification of your risk profile, and
the implementation and management of an investment plan we jointly agree is appropriate for you. We call this the qualitative part of
your investment policy.
BEACON’S Financial Goal Plan (FGP) simulation uses a Monte Carlo model that simulates 10,000 plausible paths of return for each asset class and
for inflation and produces a probability distribution of outcomes. The simulation does not draw randomly from a set of historical returns to produce
estimates for the future. Instead, the forecasts (1) are based on the building blocks of asset returns, such as inflation, yields, yield spreads, company
earnings and stock price multiples; (2) incorporate the linkages (e.g. correlations etc.) that exist among the returns of various asset classes; (3) take
into account market conditions at the beginning of the analysis; and (4) factor in a reasonable degree of randomness and unpredictability.
BEACON'S VIEW:

Screenshot from BEACON’S FGP
Forecasting Model

"We believe your greatest risk
is exhausting your money
before exhausting your time.
While we cannot eliminate
declines in the value of your
total portfolio over short
periods (volatility), we
emphasize the long term
benefits of diversification and
steadfastness to your plan as
the best ways to manage your
greatest risk."
BEACON’S FORM ADV “BROCHURE”
PAGE 14
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Rates (& Weights) of Investment Return—MARKET HISTORICAL & PROJECTED RETURNS
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Rates (& Weights) of Investment Return—BEACON INVESTMENT PORTFOLIO PROFILES (ASSET ALLOCATION)
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