Jack Bogle Warns: Prepare for Two Massive Market Declines in The Next Decade
(But Heeding His Advice Could Destroy Your Retirement)
By Michael Morrow, Aspen Creek Wealth Strategies, Inc.
Sometimes smart people say foolish things.
On April 1, 2013 (yes, the date is ironic), Jack Bogle, the founder of mutual-fund giant Vanguard Group, was on
CNBC, and CNBC anchor, Scott Wapner, asked Bogle: "You say, 'prepare for at least two declines of 25-30
percent, maybe even 50 percent, in the coming decade.' For a buy-and-hold guy, that's a little concerning, don't
you think?"
Bogle replied: "Not at all. They come and go. The market goes up, and the market goes down. It's never failed
to recover from one of those 50 percent declines. I went through one in 1973-1974, I went through one in 2001,
2002, 2003; I went through another one 2008-2009. They're kind of scary - often terrifying - but it's typical. Why
it doesn't bother me is if you hang on through the cycle, that's the only way to invest.” (emphasis added)
Quotes like this, from people who drink too much of their own Kool-Aid, really bother me because of the
significant risk they pose to retirees who don't have billions of dollars or time on their side. Bogle's quote also
helps distinguish the difference between facts and truth, because though it is a fact that markets have always
recovered from 50% losses, the truth is that not all retirees have recovered from 50% losses, since they needed
to take distributions during market downturns. In other words, they cannot "hold on" as Bogle advises. This
risk investors face during retirement is known as "sequence of return" risk. In simple terms, sequence of return
risk means that in retirement, it can be more critical when you get returns than what returns you get. Notice I
said "in retirement", because sequence of returns has no impact pre-retirement. The following chart illustrates
$100,000 growing for 25 years before retirement with sequences of returns that are the opposite of each other.
Note that since the average return was the same percentage, the amount available for retirement was the same.
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However, the following chart shows that sequence of return risk can be devastatingly destructive postretirement. It illustrates taking income from portfolios that average the same percentage over time, but have
the opposite sequence of returns. The result is that one retiree runs out of money, while the other has a nice
retirement and leaves a nice inheritance. Note the investor who started retirement in a down market did not
get to experience the up market at the end of his/her life.

This brings up one of the biggest concerns investors have: "Will I outlive my money?" Unfortunately, if they
heed Bogle's advice, the odds may not be in their favor. In fact, Bogle's advice could be like candy-coated poison
to retirees, since it tastes good initially, but could result in irreparable harm or death to their portfolios.
Not only are Bogle's trite quips about "buy and hold" dangerous for retirees, they are also potentially a conflict
of interest, because to protect his assets from being reduced by investors withdrawing money from his mutual
funds, his "buy and hold" advice puts his investors' assets at risk. But that should not be too surprising, since in
a Frontline interview he said (or admitted), “we have a mutual fund industry that has become a giant marketing
system [where] the idea is to bring in the most money by fair means or foul.”
That said, in full transparency, every advisor has biases and prejudices for or against certain strategies or assets,
including me. While I admit to my own conflict of interest, since I sell financial assets that compete with
Vanguard, our philosophy of “Safety First” means our priority is to protect you from potential retirement
landmines like sequence of returns, market losses, tax inefficiency, and healthcare-related issues. Our
motivation comes from the scriptural principle that if you see your brother in danger and don't warn him, his
blood is on your hands. [Ezekiel 3:18]
With that thought in mind, I have often said I would have enjoyed being a lawyer if I were not a financial advisor.
The reality is that I often feel like a "public defender" fighting for uninformed, under-informed and misinformed
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investors against financial false prophets who peddle dangerous investment philosophies like "buy and hold"
and inherently flawed products like traditional mutual funds.
That last statement may seem overly harsh, so let me explain the flawed DNA of most traditional mutual fund
managers, of which most investors are unaware. First, though there is no prohibition of fund managers investing
"outside" their stated fund objective, most traditional mutual fund managers feel it is their "fiduciary duty" to
"stay in their lane", when, ironically, it is their fiduciary duty to protect and grow their investors' money. This
flawed fiduciary perspective has cost retirees dearly. Secondly, though there is no prohibition of fund managers
investing "against" the market (known as "shorting") to make money when the market is going down, most
traditional fund managers, again, "stay in their lane" to the detriment of their investors. These two DNA traits
caused many smart, but traditional, mutual fund managers to be foolish in the Great Recession and lose 50% or
more of their investor's money. Of course, with Bogle and his Vanguard funds, they are known for their index
funds, which strive to mimic the market exactly, which by definition limits any ability to avoid market downturns.
I'm guessing at this point you are ready for some good news, so here you go: Bogle claims that “buy and hold”
is “the only way to invest”, when it is not. Our research shows that tactically managing risk (also known as
dynamic risk allocation) can offer three distinct advantages over the “buy and hold” philosophy of most mutual
funds:
1. Higher rate of return historically (of course, past performance is no guarantee of future performance)
2. Much lower “drawdown” risk (the percentage the investment drops from “peak to trough”)
3. Much faster recovery period (the time the investment takes to go from “peak to trough back to peak”)
This reminds me of a question I get asked: "How are you different from my current advisor or other advisors?"
That's an understandable question, since most investors think, or feel, that all advisors are "cut from the same
cloth". To answer that question, let's use the analogy of chess and checkers. Though chess and checkers are
played on the same game board, they have different rules, different game pieces and different strategies. So,
while Bogle (and traditional advisors) and advisors like me all play on the same financial game board, he is
playing checkers, while we are playing chess. While his strategy is "buy and hold" asset allocation, our strategy
is dynamic risk allocation. While his "game pieces" are mutual funds, our "game pieces" are tactical money
managers and guaranteed indexed accounts. While the "rules" that he and most of his Vanguard fund managers
operate by increase risk, the "rules" that we and our money managers operate by reduce risk.
Another strategy we use for retirees, due to sequence of return risk, is the "risk bucket" strategy for retirement
cash flow, using the rule of 100 as a starting point. That is a mouthful, but in simple terms it means divide your
portfolio into two buckets--one that is safer (i.e. guaranteed indexed accounts) and one that is riskier (i.e. tactical
money managers). The rule of 100 states that you use your age as the percentage that goes in the safer bucket.
For example, if you are 65, then 65% would go in the safer bucket and 35% in the riskier bucket.
If you are more conservative, or have less "margin of error" in your portfolio (i.e. you don't have enough assets
to recover from a significant loss), then put more in the safer bucket. If you are more aggressive, or have more
"margin of error", then put more in the riskier bucket.
The second part of the "risk bucket" strategy is to take distributions from the buckets depending on sequence
of returns. For example, when the market is trending down, take more/most/all distributions from the safer
bucket. On the flip side, when the market is rising, take more/most/all distributions from the riskier bucket (i.e.
"buy low, sell high).
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Implemented properly, the "risk bucket" strategy can significantly reduce sequence of return risk during
retirement.
Since “pictures are worth a 1000 words”, let's look at a few of pictures that compare Bogle's "checkers pieces"
to our "chess pieces".
Here is a chart that compares the total return of one of his "checkers pieces" (S&P 500 Index = black line) over
the last 9 years versus one of the "chess pieces" in our riskier bucket (tactical money manager portfolio = blue
line). The green graph at the bottom reflects the percentage increase of the blue line over the black line.

Here is the drawdown risk chart that shows maximum the drawdown risk and recovery period of the S&P 500
Index (black line) and one of our tactical money manager portfolios (blue line) over the last 9 years. Note that
the S&P 500 Index was down over 50% and took over 4 years to recover. Though our portfolio had multiple
drawdown periods, they were limited to about 6% and the recovery periods were limited to months, not years.

Page |4

© Aspen Creek Wealth Strategies, Inc.

Let’s pause for a minute to look at advisory fees in the context of this data. Bogle claimed in his Frontline
interview that we have a “financial system that is failing investors because of those costs of financial advice and
brokerage.” An interesting note is that the blue lines of the previous two graphs are net of 1.99% annual
management/advisory fees. With the previous charts in mind, I would propose that maybe it is the drawdown
risk of low-cost funds, like his, that are “failing investors” and not the “costs of financial advice and brokerage”
that have resulted in significantly less risk, combined with higher and more consistent returns.
That brings us to the next component of minimizing sequence of return risk, which is performance consistency.
Here are the annual returns over the last 9 years of the S&P 500 Index and one of our tactical money manager
portfolios.

Though the S&P 500 Index outperformed our money manager portfolio 5 out of 9 years, the 9-year average of
our money manager portfolio was 12.97%--more than double the S&P 500 Index average of 6.32%. This
illustrates the importance of consistency and not having negative years.
This last chart compares one of his "checkers pieces" (Vanguard 500 Index fund) versus one of the "chess
pieces" in our safer bucket (guaranteed indexed account):
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Guaranteed indexed accounts (GIAs), by definition, guarantee no market losses (i.e. no drawdown risk or
recovery periods), but you still receive returns tied to the upside of the index. In fact, with this strategy, which
includes a participation rate greater than the index, the returns would have been almost 75% higher than the
Vanguard index fund—with none of the risk.
In summary, our “Safety First” philosophy and bucket risk strategy combine to offer good returns with low
drawdown and sequence of return risks, allowing our clients to live out their retirement with increased
confidence and peace of mind.

Aspen Creek Wealth Strategies, Inc.
www.Aspen-Creek.net
(719) 722-2992

Insurance products offered through Aspen Creek Wealth Strategies, Inc. Securities offered through Keystone Financial Partners, Inc. which is not
affiliated with Aspen Creek Wealth Strategies, Inc. Composite performance is based on actual accounts and comprises all accounts in the composite.
Composite performance has been verified to be in compliance with GIPS for the period from inception on May 31, 2002 through June 30, 2014 by
Alpha Performance Verification Services. The oldest account in the composite has been verified for performance since inception by Theta Research
and is continuously monitored daily by Theta Research. The accounts in the composite are considered representative of the majority of client accounts
with similar investment objectives. Individual investors' objectives, financial situations, their specific instructions or restrictions, fund restrictions on
investments or the time at which an account is opened or additions are made may result in different trades and returns from the composite. Composite
returns are time-weighted total returns that reflect the reinvestment of dividends and capital gain distributions. Composite returns are net of the
underlying mutual fund management fees, other fund (administrative) expenses. Results presented include simulated management fees of 1.99%
annually, deducted quarterly in the month after the quarters end for performance reporting purposes. No adjustments have been made for potential
income tax consequences. Performance for other composite investment programs may differ materially (more or less) from the performance of this
composite It should not be assumed that future recommendations will be profitable or equal past performance. The investment return and principal
value of an investment will fluctuate so that an investor's shares, when sold or redeemed, may be worth more or less than their original cost and
current performance may be lower or higher than the performance quoted. The benchmark returns of the S&P 500 are total returns and reflect the
reinvestment of dividends. The S&P 500 Index is a capital weighted index composed of 500 widely held common stocks varying in composition, and
is not available for direct investment. Benchmark returns are provided exclusively for comparison purposes only so as to provide general comparative
information to assist an individual client or prospective client in determining whether the performance meets, or continues to meet, his/her investment
objective(s).
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