
HOW TO GET COMFORTABLE
WITH BEING UNCOMFORTABLE

This report discusses the tremendous headwinds traditional investors will likely face in the next 
10 years and the steps required to turn a bad situation into a great opportunity to thrive not just 
in the next cycle but for the rest of their investment lives.  
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With investing, you can either be comfortable or successful - but not both. 
What do we mean by this?

Looking back over the past decade, investors can be forgiven for thinking investing is an easy game. After all, you 
just had to buy the S&P 500 near the bottom of a bear market and ride the rebound to earn double-digit returns. But 
this hindsight bias engenders a dangerous illusion.

In fact, most investors were too terrified to buy stocks in 2008 and 2009 as it seemed like the financial world was 
collapsing. And there have been many other terrifying hurdles over the past ten years that kept many investors on the 
sidelines.

Moreover, the strong performance of the S&P 500 obscures an important reality: U.S. stocks have been the only 
game in town. While U.S.-oriented investors were living large on the performance of FAANG s, international stocks 
and most currencies left non-US investors with low single-digit returns. 

The fact is, investing is hard. Even worse, the next decade is likely to be harder than most. This will require advi-
sors to diversify into alternative strategies so that client portfolios don’t fall behind on their goals.

Those who heed the lessons of past market cycles and the well-established principle of true diversification may 
have an unprecedented opportunity. Those who choose comfort and traditional portfolio construction methods may 
not be so lucky.

So what do these uncomfortable realities look like?
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TIME TO GET COMFORTABLE WITH LOWER FUTURE RETURNS 

The vast majority of investors rely solely on domestic equities and bonds to achieve their financial objectives.

Now there are times when just these two assets could provide sufficient returns at a suitable level of risk to achieve 
an investor’s goal – but is now one of those times?

We know that a bond’s current yield is the best estimate of its total return . Currently, the iShares Core U.S. 
Aggregate Bond ETF (AGG) is yielding 3.3% and global bond indices are at even lower yields.

On the equity side of things, stocks should be expected to produce below average returns when they are priced 
above their average long-term valuations. Currently, and even after accounting for an upward drift in valuation multiples 
over time , U.S. stocks remain well above their average, long-term valuations.

Figure 1. S&P 500 Cyclically Adjusted Earnings Ratio, 1881 – 2016
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Source: ReSolve Asset Management. Data from Robert Shiller.

Together, these two factors signal a major headwind for traditional portfolios over the next ten to fifteen years.

In fact, after adjusting for inflation and fees, we estimate that investors will be hard-pressed to earn more 
than 2.5% per year on traditional portfolios of domestically focused stocks and bonds over the next decade4.  
Note that our forecast is in the middle of the range of capital market forecasts documented by other firms5.

While we’d love to believe that these sobering statistics are sufficient to motivate advisors to reduce their exposure 
to US centric portfolio allocations, the reality is that most will prioritize comfort over success.

2 Current yields forecast future bond total returns most accurately at a forecast horizon equal to twice the portfolio duration. See Leibowitz, Martin, and Anthony Bova (December 18, 2012), “Duration 
Targeting: A New Look at Bond Portfolios (Morgan Stanley Research)” At www.q-group.org/inc/uploads/2014/01/2013sp-Leibowitz-Bova-Duration-Targeting-121812.pdf.

3 To learn why valuations might be expected to rise over time, please read “Get Comfortable with Being Uncomfortable, Part 1: Valuations” on our blog at the following link https://investresolve.com/blog/
get-comfortable-with-being-uncomfortable-part-1-valuations

4 To see calculations for this estimate, please read “Get Comfortable with Being Uncomfortable, Part 1: Valuations” on our blog at the following link https://investresolve.com/blog/get-comfortable-with-
being-uncomfortable-part-1-valuations/. Note that we have updated estimates to reflect current yields and valuations as of August 31, 2018.

5 For a survey of return forecasts from several respected firms including Vanguard, Morningstar, and Research Affiliates see this report https://www.morningstar.com/articles/842900/experts-forecast-
longterm-stock-and-bond-returns-2.html
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A status quo attitude is understandable, given that clients are heavily influenced by recency bias, tracking error bias, 
home country bias and a host of other hidden factors. But make no mistake - this continued overexposure to the 
globe’s most expensive market means that advisors will need to prepare clients to get comfortable with lower expected 
returns than those experienced over the past three decades.

TIME TO GET COMFORTABLE WITH BEING DIFFERENT THAN YOUR PEERS

If you’ve taken to heart what we’ve written above, it’s natural to wonder, “How can I help clients to reach their financial 
objectives in such a low return environment?”

A solid first step might be for investors to consider emphasizing global asset classes and less common markets like 
inflation protected bonds, and potentially commodities.

Diversification across these global asset classes is important because they are expected to respond in a very predict-
able manner to changes in growth and inflation. As you can see from the chart below U.S. stocks and bonds only thrive 
in ONE of the four potential economic regimes.

U.S. stocks and bonds respond most favorably to the ‘Disinflationary Boom’ period located in the bottom right corner. 
This is in stark contrast to the asset classes that do well in the exact opposite “Inflationary Stagnation” regime where 
TIPS, gold and commodities thrive while US equities and bonds tend to do very poorly. 

Figure 2. Asset class responses to the four major economic environments.

Source: ReSolve Asset Management.
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TIME TO GET COMFORTABLE WITH INVESTING IN ALTERNATIVE INVESTMENTS

We’ve made a strong case that it is paramount to consider a global universe of asset classes.

But how might advisors make best use of these new markets to further maximize clients’ chances of success?

It should be no secret that many market participants make sub-optimal investment decisions based on behavioural 
flaws that result in profits being left on the table. 

If investors misbehave in relatively predictable ways – by herding, over/underreacting to new information, anchoring, 
etc. - then there is an opportunity for other investors to earn excess profits by investing in a manner that arbitrages this 
behaviour.

Most alternative investment strategies tend to harvest one or more of these forms of misbehaviour. We’ve highlighted 
a few such approaches in Figure 3. As you can see, the excess profits earned from these alternative approaches can 
be quite lucrative. Better yet, they are uncorrelated with one another, and can serve as extraordinary diversifiers for 
traditional asset classes.

Figure 3. Annual excess returns to long-short global factor portfolios scaled to 10% annualized volatility, 1990 – 2012
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Source: Ilmamen A., “Better Diversification in the Low Expected Return World”.

Stated plainly, the combination of strong potential returns to alternative strategies and superb portfolio diversification 
presents an opportunity to substantially increase the returns that investors receive for the amount of risk they take.
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Figure 4. The “New Frontier” including factors.

Bonds

Stocks

Defen Stocks

Bonds

Inflation

Value

Momo

Carry

Less risk

Higher
Return

10%

11%

9%

8%

7%

6%

5%

4%
5% 7% 9% 11% 13% 15% 17% 19% 21%

Source: ReSolve Asset Management. For illustrative purposes only.

Clearly, diversifying portfolios towards alternative investment strategies will be of paramount importance if investors 
plan to thrive in the coming decade. But, as with our first two points, diversifying into investment styles that investors 
might not intuitively understand presents its own set of discomforts, as returns may often differ from conventional 
portfolios for multi-year periods.

IN SUMMARY

With low yields on fixed income and elevated valuations for North American equities, investors are unlikely to 
achieve their required returns from traditional portfolios over the coming decade. Investors who adhere to conventional 
portfolios should acclimate to the fact that their retirement may be less comfortable than they were expecting. 

The steps outlined above – setting realistic expectations, diversifying as much as possible, and taking advantage of 
unique alternative strategies – can help investors navigate a future that may be radically different from the recent past.

The point is this: If investors want successful financial outcomes in coming decades, they need to get 
comfortable with being uncomfortable.
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Disclaimer

Confidential and proprietary information. The contents hereof may not be reproduced or disseminated without the express written permission of 

ReSolve Asset Management Inc. (“ReSolve”). ReSolve is registered as an investment fund manager in Ontario and Newfoundland and Labrador, and 

as a portfolio manager and exempt market dealer in Ontario, Alberta, British Columbia and Newfoundland and Labrador.

These materials do not purport to be exhaustive and although the particulars contained herein were obtained from sources ReSolve believes are 

reliable, ReSolve does not guarantee their accuracy or completeness. The contents hereof does not constitute an offer to sell or a solicitation of 

interest to purchase any securities or investment advisory services in any jurisdiction in which such offer or solicitation is not authorized.

Forward-Looking Information. The contents hereof may contain “forward-looking information” within the meaning of the Securities Act (Ontario) 

and equivalent legislation in other provinces and territories. Because such forward-looking information involves risks and uncertainties, actual 

performance results may differ materially from any expectations, projections or predictions made or implicated in such forward-looking information. 

Prospective investors are therefore cautioned not to place undue reliance on such forward-looking statements. In addition, in considering any 

prior performance information contained herein, prospective investors should bear in mind that past results are not necessarily indicative of future 

results, and there can be no assurance that results comparable to those discussed herein will be achieved. The contents hereof speaks as of the 

date hereof and neither ReSolve nor any affiliate or representative thereof assumes any obligation to provide subsequent revisions or updates to any 

historical or forward-looking information contained herein to reflect the occurrence of events and/or changes in circumstances after the date hereof.

General information regarding returns. Performance data prior to August, 2015 reflects the performance of accounts managed by Dundee 

Securities Ltd., which used the same investment decision makers, processes, objectives and strategies as ReSolve has used since it became 

registered and commenced operations in August, 2015. Records that document and support this past performance are available upon request. 

Performance is expressed in CAD, net of applicable management fees. Indicated returns of one year or more are annualized. Past performance is 

not indicative of future performance.

General information regarding the use of benchmarks. The indices listed have been selected for purposes of comparing performance with widely-

known, broad-based benchmarks. Performance may or may not correlate to any of these indices and should not be considered as a proxy for any 

of these indices. The S&P/TSX Composite Index (Net TR) (“S&P TSX TR”) is the headline index and the principal broad market measure for the 

Canadian equity markets. The Standard & Poor’s 500 Composite Stock Price Index (“S&P 500”) is a capitalization-weighted index of 500 stocks 

intended to be a representative sample of leading companies in leading industries within the U.S. economy.

General information regarding hypothetical performance and simulated results. These results are based on simulated or hypothetical performance 

results that have certain inherent limitations. Unlike the results in an actual performance record, these results do not represent actual trading. Also, 

because these trades have not actually been executed, these results may have under- or over-compensated for the impact, if any, of certain market 

factors, such as lack of liquidity. Simulated or hypothetical trading programs in general are also subject to the fact that they are designed with the 

benefit of hindsight. No representation is being made that any account or fund managed by ReSolve will or is likely to achieve profits or losses 

similar to those being shown. The results do not include other costs of managing a portfolio (such as custodial fees, legal, auditing, administrative 

or other professional fees). The contents hereof has not been reviewed or audited by an independent accountant or other independent testing firm. 

More detailed information regarding the manner in which the charts were calculated is available on request. Any actual fund or account that ReSolve 

manages will


