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ñWe simply attempt to be fearful when others are greedy and to be greedy only when others are fearful.ò 

ñOnly buy something that you'd be perfectly happy to hold if the market shut down for 10 years.ò 

ñRisk comes from not knowing what you're doing.ò 

Warren Buffet 

 

 

ñOur greatest glory is not in never failing, but in rising every time we fall.ò 

ñA man who does not plan long ahead will find trouble at his door.ò 

Confucius 

 

 

 

ñThe investorôs chief problem ï and even his worst enemy ï is likely to be himself.ò 

Benjamin Graham  

 

Quotes  
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ÅWhy This is Important  

 

ÅAsset Allocation and Diversification  

 

ÅStock Market Basics  

Agenda  
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Retirement May Be Long  

At least one member of a 65-year-old healthy couple has a 43% chance of making it to at least 95 

years old (retirement of 30 years). 
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The Overall Cost of Healthcare for a 

Retired Couple is Over $266,000!  
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The Effect of Inflation  

6 



7 © 2017 Bourbon Financial Management, LLC 

Annual Spending $100,000  

Divided by   

Sustainable Spending Rate (@ 60) 3.2% 

    

Capital Required to Retire (@ 60) $3,125,000  

$41,200 is equivalent to $100,000 in 30 years (assuming 3% inflation) 

Age 50 55 60 65 70 75 80 85 

Spending Rate  2.8% 3.0% 3.2% 3.5% 3.9% 4.4% 5.1% 6.0% 

Source: Ibbotson and Bernstein 

Capital Needed to Retire  
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Capital Needed to Retire  

Å If you spend $55,000 per year, when you retire in 20 years, it would be the equivalent of 

$100,000 (assuming 3% of inflation) 

 

Å $100,000 annual retirement income means you may need to accumulate $2,239,646 before you 

retire! 
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The Average Investors 

Underperformed  

The average investor performance over the last 20 

years was 2.3% per year (57% cumulative so $100,000 

became $157,584) while a balanced portfolio composed 

of 60% in stocks and 40% in bonds had a performance 

of 6.9% per year (279% cumulative so $100,000 

became $379,799) which is $222,215 more! 
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Comparison of returns 1983 ï 2003 --- $100,000 invested  

Average Investors Underperformed 

Mutual Funds by 2.4%  

$457,540 

$710,412 

Average Investor Average US Equity Fund 

Source: Dalbar 
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Comparison of returns 1983 ï 2003 --- $100,000 invested  

 

 

 

 

 

 

 

 

 

 

From 1988 to 2007, the average equity investor return was 4.5%. The market return was 11.8% per year. 

From 1989 to 2009, the average equity investor return was 3.2%. The market return was 8.2% per year. 

 
 

 

Mutual Funds Underperformed the 

Stock Market by 2.7%  

$710,412 

$1,152,310 

Average US Equity Fund Stock Market * 

*US Index Fund or ETF 

Source: Dalbar 
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But Some Funds Outperform  
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$300,000 

$1,250,000 

316% more!!  

Higher Return Leads to Higher Gains  

If you do not invest, Inflation guarantees an annual loss 
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$494,229 

$729,229 

47% more!  

Cost of Procrastination - Start Today!  

$10,000 invested every year starting today, for 10 years ($100,000 

invested)  at 8% annual return will create 45 % more value, or 

$225,000 more than investing twice more ($200,000 invested) starting 

10 years from now for 20 years!  
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Asset Allocation and 

Diversification  
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Diversification is Key 

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 1994-2008 

Return  

Intôl S&P 500 S&P 500 Mid 

Value 

S&P 500 Mid 

Growth 

Mid 

Value 

U.S. 

Bonds 

U.S. 

Bonds 

Mid 

Growth 

Mid 

Value 

Intôl Intôl Intôl U.S. 

Bonds 

Mid Value 

7.80% 37.60% 23.00% 34.40% 28.60% 51.30% 19.20% 8.40% 10.30% 42.70% 23.70% 13.50% 26.90% 11.60% 5.20% 8.65% 

                                

S&P 500 Mid 

Value 

Mid 

Value 

S&P 500 Intôl Intôl U.S. 

Bonds 

Mid 

Value 

Mid 

Value 

Intôl Intôl Mid 

Value 

Mid 

Value 

Mid 

Growth 

BFM BFM 

1.30% 34.90% 20.30% 33.40% 20.00% 27.00% 11.60% 2.30% -9.70% 38.60% 20.30% 12.70% 20.20% 11.40% -31.58% 6.73% 

                                

BFM Mid 

Growth 

Mid 

Growth 

Mid 

Growth 

Mid 

Growth 

S&P 500 BFM BFM BFM Mid 

Value 

Mid 

Growth 

Mid 

Growth 

S&P 500 U.S. 

Bonds 

S&P 500 S&P 500 

0.38% 34.00% 17.50% 22.50% 17.90% 21.00% -0.86% -8.56% -12.96% 38.10% 15.50% 12.10% 15.80% 7.00% -37.00% 6.46% 

                                

Mid 

Value 

BFM BFM BFM BFM BFM S&P 500 S&P 500 Intôl BFM BFM BFM BFM BFM Mid 

Value 

U.S. Bonds 

-2.10% 27.24% 14.08% 20.36% 16.06% 19.68% -9.10% -11.90% -15.90% 30.44% 14.94% 9.12% 15.58% 6.82% -38.40% 6.17% 

                                

Mid 

Growth 

U.S. 

Bonds 

Intôl U.S. 

Bonds 

U.S. 

Bonds 

Mid 

Value 

Mid 

Growth 

Mid 

Growth 

S&P 500 S&P 500 S&P 500 S&P 500 Mid 

Growth 

S&P 500 Intôl Mid Growth 

-2.20% 18.50% 6.00% 9.70% 8.70% -0.10% -11.80% -20.20% -22.10% 28.70% 10.90% 4.90% 10.70% 5.50% -43.40% 5.34% 

                                

U.S. 

Bonds 

Intôl U.S. 

Bonds 

Intôl Mid 

Value 

U.S. 

Bonds 

Intôl Intôl Mid 

Growth 

U.S. 

Bonds 

U.S. 

Bonds 

U.S. 

Bonds 

U.S. 

Bonds 

Mid 

Value 

Mid 

Growth 

Intôl 

-2.90% 11.20% 3.60% 1.80% 5.10% -0.80% -14.20% -21.40% -27.40% 4.10% 4.30% 2.40% 4.30% -1.40% -44.30% 3.58% 

                                

Best 

Performer 

 

Worst 

Performer 

BFM is a hypothetical equal weighted portfolio of the 5 other asset classes 
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Investment Annual return After 30 years 

Portfolio A $100,000 6% $574,349  

Portfolio B $20,000 0% $20,000  

$20,000 4% $64,868  

$20,000 6% $114,870  

$20,000 8% $201,253  

$20,000 12% $599,198  

Portfolio B Total  Average 6% $1,000,189  

74% More by Diversifying the Portfolio!  
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Diversification is Key (When Stocks 

are Down, Usually Bonds are Up!)  
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Your Retirement Assets Could Last 

12 More Years  

If you increase your 

portfolio performance by 

only 1% per year, your 

retirement assets could 

last 12 more years! 
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Stock Market Basics  
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Stocks Outperformed  
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95% of the time, 

stocks outperformed 

on a 30 years period 

basis 

Stocks OutperformedéIn the Long Run 
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But Stocks are More Volatile  

~70+% of the time, stock fluctuate between -10% and 30% in one year 

Annual performance since 1872 
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1 Month 1 Year 5 Years 10 Years 

S&P 500 

38.9% 23.8% 11.1% 0.8% 

L/T Treasury Bonds 

39.4% 17.7% 1.7% 0.0% 

T-Bills 

0.2% 0.0% 0.0% 0.0% 

Gold 

47.1% 39.3% 33.4% 36.6% 

Real Estate 

37.4% 25.2% 3.9% 0.0% 

Probability of Negative Absolute Return for Select Asset Classes (Rolling Total Returns, December 1969 through 2008) 

In the Long Run, Stocks were Less Risky  
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The S&P 500 index returns have exceeded the inflation rate during every rolling 20-year period since 1926. 

Bonds trailed inflation in 16 of those 64 periods, while cash lagged behind inflation in 20 of the 64 periods (Ibbotson). 

ĄThe best way to protect against down markets while maintaining a potential for real growth (adjusted for 

inflation) is to have a diversified portfolio that includes stocks, bonds and cash. 

Stocks are Necessary to Offset Inflation  
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Buy and Hold vs. Market Timing  
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Å The average investor has underperformed by 5% 

 

Å The average mutual fund has underperformed by 3% 

 

Å 3% additional return per year is equivalent to 130+% in 30 years 

 

Å Selecting a good mutual fund is hard 

 

Å Asset Allocation drives performance 

 

Å Diversification and Rebalancing are very important 

 

Å Stocks outperformed on the long run 

 

Å Market Timing is not a good strategy 

Conclusions  
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ñWho the hell wants to hear actors talk?ò 

H.M. Warner, Warner Bros., 1927 

 

 

ñI think there is a world market for maybe 5 computers.ò 

Thomas Watson, Chairman of IBM, 1935 

 

 

ñTV wonôt be able to hold on to any market. People will soon get tired of staring at a plywood box every 

night.ñ 

 

Darry Zanuck, 20th Century Fox, 1946 

 

 

ñNo one will need more than 637kb of memory, 640 kb ought to be enough for anybody.ò 

 

Bill Gates, Microsoft, 1981 

 

Pay Attention to What People Doé 

Not What they Sayé 
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Who We Are  


