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ASSET ALLOCATION BEYOND MARKET HEADLINES

A Financial Planner’s Perspective on Risk, Behavior, and Real-World Financial Goals

Many investors make decisions based on market headlines, often worrying about downturns without fully
acknowledging that volatility is a common feature of healthy capital markets. While some aspire to invest like
institutions with long time horizons and emotion free processes, individual investors face a different reality.
Portfolios must support real world goals, ongoing cash needs, and family security, making emotional responses to
market declines unavoidable. Adequate liquidity and thoughtful estate planning can be just as important as
returns in preserving wealth. A financial planner’s approach to asset allocation therefore focuses less on predicting
markets and more on aligning investments with personal circumstances, goals, and behavior.

Money Management vs Financial Planning

Institutional investors, such as large pension funds, benefit from scale, permanent capital,
and formal decision making frameworks that allow them to remain invested through market
cycles and take advantage of dislocations. Individual investors, by contrast, experience
markets through the lens of personal responsibility. Withdrawals fund lifestyles, future
obligations, and legacy goals, meaning market declines are not theoretical — they are felt
directly. As a result, asset allocation decisions cannot be separated from behavior.

This distinction highlights a key difference between “money management” and “financial
planning.” Money management focuses primarily on markets and relative performance.
Financial planning centers on the individual, recognizing that successful investing requires
balancing market discipline with personal circumstances.

Market Volatility Is Nothing New

In periods of market stress, money managers often emphasize disciplined diversification as
the primary solution to uncertainty. While diversification remains an important tool, it does
not fully address the challenges faced by individual investors — particularly during
environments when traditional diversification breaks down.

Market periods such as 2020 and 2022 demonstrated that stocks and bonds can decline
simultaneously, leaving investors questioning the effectiveness of their portfolios (Figure 1).

Financial planners approach uncertainty differently. By accepting that market declines are a
normal occurrence, they encourage investors to concentrate on what can be controlled:
spending needs, time horizons, liquidity, and long term objectives. By shifting the focus
inward — from markets to the investor — planning creates a framework for decision making
that is more durable during periods of volatility.
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KEY POINTS:

Planning helps put market ups and
downs in perspective. Instead of
trying to avoid volatility, a thoughtful
plan helps investors prepare for it, so
short-term market moves don’t derail
long-term goals.

Your portfolio should reflect your
life, not a formula. The right
allocation depends on your income,
spending needs, taxes, and priorities,
not just your age or what the
markets are doing.

A clear structure can bring
confidence and peace of mind.
When investments are aligned with
how and when money will be used,
it’s easier to stay disciplined and feel
secure through changing market
conditions.
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FIGURE 1

Keeping Perspective During Volatile Times
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Sources: FactSet, GW&K Investment Management.

Re-evaluating Money Management Strategies

Volatility is not a recent
phenomenon. Each year, there
is the potential for the market
to experience a significant
correction, which for the S&P
500 Index has averaged
approximately -16% over the
last 30 years. Accepting that
market drawdowns occur on a
regular basis is an essential
part of successful long-term
stock market investing.

Bear markets are inevitable. Since 1928, markets have experienced numerous significant declines, and most investors will live through

several over the course of a lifetime. The most damaging mistakes, however, often do not stem from the downturns themselves, but

from decisions made during them — particularly when fear leads investors to sell and lock in losses.

Market recoveries have historically followed bear markets, often more quickly than expected. Yet missing even a small number of

strong recovery days can materially impact long-term returns, as the best days frequently occur near the worst (Figure 2).

FIGURE 2

Missing a Few Good Days in the Market Can Have an Outsized Impact
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Investing in the stock market
can be volatile, which may
tempt some investors to pull
out of the market to avoid the
bad days. However, it is
impossible to predict when
good and bad days will
happen. This chart shows the
potential effect that pulling
out of the stock market could
have on a portfolio. An
investor does not have to miss
many good days to feel the
financial impact over time. We
believe investors will be
rewarded for sticking with
their investment plan.
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If an investor feels compelled to exit the market during a downturn, the issue may not be market conditions, but rather an allocation
that failed to account for personal circumstances from the outset.

Start with What You Know

Financial planning begins with the investor, not the markets. Before making any allocation recommendations, planners seek to
understand the variables that directly influence an individual’s financial life, including:

®  Annual spending needs and anticipated changes over time
m  Upcoming major expenses such as education, healthcare, travel, or charitable giving
® Income sources beyond investments, including salary, pensions, and Social Security

Emotional considerations are also critical. In many households, spouses bring differing comfort levels with market volatility and
varying experience with financial decision making. A planner’s role often includes helping couples navigate these differences, ensuring
both partners remain aligned with the long-term strategy during periods of stress. By grounding allocation decisions in personal
realities rather than headlines or performance narratives, financial planning can help improve investor discipline.

Assessing Investments Through Cash Flow Needs
With a clear understanding of goals and cash requirements, planners can assess portfolios more effectively by relating withdrawals to
asset size rather than market benchmarks.

Consider two retirees, both age 68, each requiring $72,000 annually:

Retiree A has $4 million in liquid assets, including $3 million in an IRA, and plans to delay Social Security until age 70. Her required
portfolio withdrawals represent a relatively small percentage of total assets, allowing for flexibility in how income is sourced and
taxed over time.

Retiree B has $1 million in non-retirement assets and relies on Social Security to cover half of his annual expenses. His portfolio
must generate $36,000 annually, resulting in a higher withdrawal rate despite identical spending needs.

Although these retirees share the same age and expenses, their portfolios demand very different allocations. The determining factors
are not market expectations, but cash flow requirements, tax considerations, and account structure — illustrating why age-based or
market-driven allocation models can often fall short.

The Bucket Approach
One planning-based allocation method is the bucket approach, which aligns assets with specific time horizons.

First, near-term cash needs are addressed by holding sufficient reserves — typically six months to two years of expenses — based on
client preference. This conservative allocation provides liquidity and peace of mind.

Next, assets intended to fund intermediate-term spending are allocated to bonds, while long-term needs are positioned for growth,
often through equities. By clearly separating short-term spending from long-term investments, this approach allows investors to
remain confident during market volatility, knowing their immediate lifestyle needs are protected (Figure 3).
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Rather than relying on arbitrary ratios such as 60/40, allocations are built around tangible financial

needs, balancing quantitative analysis with emotional comfort.

GW&K'S PRIVATE WEALTH
The Waterfall Approach MANAGEMENT TEAM

Another planning-driven strategy focuses on generating income rather than drawing down principal.

Under this approach, interest, dividends, and other income streams are directed to fund expenses Our team of private wealth
while maintaining overall allocation. advisors can help you

manage your assets and plan
This method can offer tax efficiency and flexibility, particularly when coordinating withdrawals across

different account types. Unlike age-based allocation models, planning-driven strategies may result in

for the future. Our Private

Wealth services include
higher equity exposure later in life if income needs are met and time horizons remain long. .

guidance on wealth transfer
The key distinction is adaptability. Allocations evolve as income sources change, not simply as planning, lifestyle, and overall

investors age. asset allocation. We

encourage you to get in touch
Designing the Right Allocation with us for more information

) L . ) o ) about how we can help.
Effective asset allocation is neither purely art nor science — it is the result of understanding the full

financial picture. While markets influence returns, long-term success depends on aligning investments
with spending needs, taxes, time horizons, and human behavior.

Please visit our website.

Money management often leads to siloed strategies focused on performance alone. Financial planning takes a comprehensive view,
reducing redundancies, improving tax efficiency, and helping investors remain confident through market cycles. By focusing on what
can be controlled and designing allocations around real world needs, financial planners help investors move beyond market noise
toward greater clarity, discipline, and peace of mind.

DISCLOSURES:

GW&K is not authorized to provide tax, legal, or accounting advice. The information provided is for general informational purposes only and is not written or intended as an
individualized recommendation or substitute for specific legal or tax advice, within the meaning of IRS Circular 230 or otherwise. Tax laws and regulations are complex and subject
to change, which can materially impact investment results. The information contained herein is obtained from sources believed to be reliable, but its accuracy or completeness is not
guaranteed. Individuals are encouraged to consult with a professional tax, legal or accounting advisor regarding their specific legal or tax situation.
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