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successful investors gain wealth just by being 
consistent.  For example, they set aside a per-
centage of income from each paycheck into a 
401k, which, coupled with an employer match, 
can create six and seven figure nest eggs for re-
tirement. 
 
The dream is for that nest egg, and other invest-
ments, to grow enough to provide a rich lifestyle 
during retirement and even before!  Ideally, you 
want to reach a point in your life where your 
money works for you instead of you working for 
money.   
 
Being financially independent means that you 
don’t have to take “nothing from nobody” and 
you can do what you want to do when you want 
to do it! 
 
On the other hand, investing in the stock market 

can be a terrifying experi-
ence.  After all, YOUR 
WEALTH is at risk.  This 
can be especially scary for 
retirees, or those about to 
retire, because while 
younger people may have 
time to make up for loss-
es, or market corrections, 
retirement-aged people 
may never be able to re-
capture investment losses 
which might significantly 
diminish a lifestyle. 
 
This is true regardless of 
how well your invest-
ments have done in the 

past.  Nobody has any control over how the stock 
market performs and while you hope your invest-
ments continue to grow history has repeatedly 

I nvesting in the stock market can be a thrill-
ing experience! 

 
As an investor, you understand the potential to 
create massive wealth when you put your mon-
ey on the line betting that your stock picks will 
soar higher.  The media reports about investors 
who bought into billion-dollar companies be-
fore they became household names.  Compa-
nies like Amazon, Apple and Netflix skyrocketed 
in price from their humble beginnings multiply-
ing wealth for early investors.   
 
Hearing these stories, optimistic investors envi-
sion themselves uncovering the next hot stock.  
Maybe it will be a pharmaceutical company that 
develops the cure for cancer, maybe the next 
tech-company with a “must-have” iPhone-like 
gadget.  It is going to happens to someone, 
“why not me?” They think. 

 
Winning big on a stock pick is just one way for 
investors find their fortune in the market; most 
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market pushing up its overall value. 
 
There is access to the stock market for everyone.  
The questions are: What causes the stock mar-
ket to increase? And, How much will stocks in-
crease in the future?  Nobody knows what the 
future holds but perhaps we can look to the past 
for guidance. 
 
According to moneychimp, for the 100 year peri-
od between January 1, 1920 and December 31, 
2019 the average return of the stock market, 
with the dividend, as measured by the S&P index 
was 12.26%!  As a matter of fact, if you were to 
take the returns of the stock market over any 30-
year period over the last 100 years you would see 
similar results.   
 
Knowing this, the industry implies through their 
marketing efforts, which focus on past perfor-
mance, that going forward all you have to do is 
start investing, stay consistent and you too will 
succeed.  But, can an investor assume these aver-
age returns will be the same in the future?  
 
Even though financial advertising touts past per-
formance while selling services, the standard in-
dustry disclaimer in the fine print, and on ac-
count contracts states, “past performance is no 
guarantee of future results.” 

 
Generally, stock market investors realize that the 
stock market will go down at times, sometimes 

shown that unexpected events can destroy a 
nest egg’s value. 
 
Individual stocks can go from “darlings” to 
“dogs” to worthless if the underlying company 
goes bankrupt.  The .com bubble that popped in 
2002 is riddled with such stories.  In the broader 
economy investors speculating that the stock 
market would continue to rise and bought into 
diversified portfolios of “Blue Chip” stocks have 
also experienced times of uncertainty and up-
heaval.  The “Great Recession” in 2009 and the 
COVID-19 crash in 2020 are good examples of 
this. 
 
If you have been investing for some time, you 
have probably been in a situation where you 
felt helpless watching the value of your portfo-
lio plummet.  In this situation, did you think: 
“This is it! I am going broke!”  Then, in despera-
tion, did you sell everything in your portfolio to 
salvage any residual value? Or, did you shrug off 
those losses and say, “That’s OK, it will come 
back.” 
 
If you are one of the investors who in the past 
sold everything out of fear that you could lose it 
all you probably missed out on significant gains 
because the market has historically bounced 
back.  After the "Great Recession" of 2009 and 
COVID-19 Virus scare of 2020, stocks plum-
meted only to rebound.  
 
The stock and real estate markets are the 
“go to” investments for retirement in part 
because the financial services industry has 
done a fantastic job making it easy for in-
vestors to buy into these markets.  System-
atic investment programs for retirement like 
401(k) plans and mutual funds for IRA accounts 
allow investors to easily put new money to the 

“The performance represented is historical; past performance is 

not a reliable indicator of future results and investors may not 

recover the full amount invested.  The value of shares can greatly 

fluctuate as a result of the sub-fund’s investment policy and is 

not guaranteed.” 

http://moneychimp.com/features/market_cagr.htm
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down A LOT.  But they are coached to stay invested because “the stock market has always bounced back.”  
 
But will it always?  The questions people should be asking are: 

* Why has it increased over the last 100 years? 
* What if the stock market doesn’t keep going up in the future? 
* What could cause its general direction to change? 

 
People make many assumptions when they invest in the stock market to create wealth and an affluent re-
tirement lifestyle.  This guide was designed to ask and answer some questions that need to be addressed 
while providing people with the knowledge to best decide if investing in stocks is worth the risk. 
 
I have serious doubts about whether the average investor should put faith in the stock market to provide for 
their financial independence.  On the following pages I will share what I know after working 17 years in the 
financial services industry as a Certified Financial Planner and Investment Advisor Representative.  
 
With any investment system, we encourage people to answer the following five questions.  As you read this 
guide, think about how your current financial system would answer these questions: 

* What is the best-case scenario? 
* What is the worst-case scenario? 
* What is the probability of success? 
* What alternatives exist that could put you in a more profitable financial position? 
* How is your current strategy making you feel in times of economic expansion vs. economic contrac-

tion?  
* What feelings do you want to keep and what feelings do you want to eliminate? 

 
The fact is that, regardless of your strategy, investing in stocks is a risky proposition.  There is enough risk 
that I surrendered my securities licenses that allowed me to buy and sell stocks for people.  I am probably 
one of the few Certified Financial Planners in the country who doesn’t generate a living by gathering assets 
and charging management fees. 
 
I hope you enjoy this guide and that it helps set you on a path toward your financial goals and a rich life.  A 
life without financial stress, a life full of family, rich in experiences, spiritual pursuits and realizing your life’s 
purpose. 
 
 
Kevin Wenke, CFP 
Decision Tree Financial 
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There are three types of investors.  How and where do you invest your money? 
 

1. If you are the “do it yourself” investor, then the odds are good you spend many hours consuming fi-
nancial content.  You watch television, listen to radio, and read newspapers and magazines to re-
search the next move.  You do everything you can to get an 
edge. You probably don’t want to be average – you want to be 
exceptional and beat the market. 

 
 You trade stocks, mutual funds and exchange traded funds 

through a discount brokerage or a simple application on your 
computer or smartphone.  You make investing and selling deci-
sions based what your research, and possibly what your invest-
ment guy, tells you the “right thing” to do.  

 
2. You may be an investor who is looking someone to do your investing for you.  You have better things 

to do with your time and are willing to pay someone to take care of this important business on your 
behalf.  

 
 When choosing who to hire, you may have looked at reviews of 

various money managers to see how many “stars” they had.  
Did you research how they did in the past by looking at their 
returns over the most recent 1, 3, 5, 10 years?  Maybe you re-
searched how much money they are managing to determine if 
you should trust them with your wealth too.  

 
 When you hire someone to “watch your money” you want to 

have confidence that they are taking advantage of every oppor-
tunity in the market while keeping a vigilant eye out for trouble that could lose your money.  

 
3. Lastly, you may be an investor that wants even more security.  Maybe you are considering an invest-

ment in a variable annuity.  You were shown that the insurance company issuing the contract guaran-
tees that you will have an income for the rest of your life. 

 
 
Our clients have experienced tremendous results and have become the envy of their peers because the De-
cision Tree Financial-Wealth Performance and Protection System (DTF-WPPS) system allowed them to make 
better financial decisions.  Our system reduces risk or transfers unavoidable risks away allowing clients to in-
crease their net worth while focusing on the things they truly enjoy. 
 
Is investing in stocks right for you?  The short answer is maybe - it depends.  Are you willing to accept the 
risks and live with the consequences if your assumptions are off? 
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We encourage you to explore your options by looking into our system that can provide similar, if not better, 
returns with much less downside risk.  These strategies are not as “popular” because they shift risk away 
from investors back to the financial services industry and are therefore much less profitable to the industry.  
 
Why would the financial industry recommend a strategy when there’s not much money to make on that 
strategy?  Additionally, with its power and resources, why would the financial industry allow that strategy to 
become known in the mainstream? 
 
On the following pages I will cover eleven questions you should ask to help determine if stocks should they 
become part of your investment strategy. These questions are: 
 
1)   What do you own when you buy the stock of a company? 
2)   What makes the price of an individual stock go up or down in value? 
3)   Why does the stock market “always” increase over time? 
4)   What type of return does the average investor earn in the stock market? 
5)   What investment strategy does your advisors use? Isn’t “beating the market” good?  
6)   What is the impact of fees on my net worth over time?  
7)   What are the best-case and worst-case scenarios of my investment strategy? 
8)   How can volatility effect my portfolio when taking income? 
9)   How are distributions from my stock holdings taxed? 
10) Should I buy stocks inside of life insurance or annuities? 
11) What alternative are there to investing in stocks and bonds for retirement? 
 

Question 1. What do you own when you buy the stock of a company? 
 
Generally speaking, when talking about 
the stock of a company, we are referring 
to common stock.  The number of 
shares of common stock you own in a 
company divided by the total shares 
outstanding gives you your percentage 
ownership in that company. 
 
For example, on September 30, 2017 
there were 481,870,000 shares of Ama-
zon (AMZN) stock outstanding.  If you 
had invested a little over $100,000 on 
that date and purchased 100 shares of 
this common stock you would have 
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(figure 1.) 
 
 
 
You might think that it isn’t all that bad to be the 
last one paid.  After all, you and your fellow 
shareholders have a claim on ALL the remaining 
money after the company has paid its other obli-
gations (figure 2).  The benefit from these addi-
tional earnings could come in the form of divi-
dends, company stock repurchases or invest-
ments into new projects that have the potential 
to earn even more money.  How those earnings 
benefit you is not a decision you make.  Instead, 
these decisions are made by the company’s man-
agement and board of directors.  
 
If earnings are to be distributed to you as a 
shareholder’s dividend there is a corporate tax  

been the proud owner of .000000208% of Ama-
zon.  You are “an owner” and you have no con-
trol over “your company.” 
 
Though you wouldn’t have any control over 
how the company does business, you would 
have been the benefactor of the stock price ap-
preciation experienced over time and any divi-
dends that were distributed to you as a share-
holder.  Of course, before dividends are paid, 
the company first pays taxes, rents, equipment 
leases, payroll, executive bonuses, various ex-
penses, loan interest payments and payments 
to preferred shareholders.   
 
Any expense the company incurs would be paid 
before dividends to stock owners.   Any poten-
tial lawsuits or pending judgments against the 
company, and the bureaucratic costs of dealing 
regulators are paid before dividends.  One ex-
pensive cost is complying with the Sarbanes Ox-
ley Act which was imposed by the government 
to protect investors by monitoring company 
management to ensure they are not ripping you 
off through creative accounting. 
 
The fact is that as the common shareholder of 
Amazon or any other company you are the last 
person to get paid (figure 1.) As matter of fact, 
when you bought ownership of the company, 
you also acquired the obligation to pay the 
debts of the company. If your company doesn’t 
pay those in line before you, then it could lose 
equipment necessary to do business (if it 
doesn’t pay their lease payments), or lose valu-
able employees (if payroll is missed) and even 
go bankrupt if the company doesn’t pay their 
debtors (specifically unsecured bond holders.)  
Think of unsecured bond holders as lien holders 
on your common shares.  
 

https://en.wikipedia.org/wiki/Sarbanes%E2%80%93Oxley_Act
https://en.wikipedia.org/wiki/Sarbanes%E2%80%93Oxley_Act
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taking them out of circulation thus increasing 
your ownership percentage.  
 
On the flip side, there are also times that corpo-
rations sell additional shares to raise money 
which, when performed, dilutes your stake of 
ownership in a company.  For example, just 
about all publicly traded companies compensate 
their employees with various forms of stock op-
tions.  These stock options effectively increase 
the amount of shares outstanding which decreas-
es the value of each outstanding share.. 
 
You might argue that stocks make you an 
“owner” of the companies you invest in, and as 
such have the right to vote on company practices 
and decisions.  When looking back at our theo-
retical Amazon investor, it is clear that owning 
just 1% of most companies requires millions of 
dollars that the average investor simply does not 
have.  With such a small ownership of the com-
pany, your voice is silenced and voting decisions 
are made by majority shareholders who are often 
investment companies or corporate insiders. 
 
As an example, General Electric (GE) stock did not 
do well after the “Great Recession” of 2008, hav-
ing lost 30% of its value.  When the CEO, who had 
been at the helm of the company since Septem-
ber 7, 2001, resigned and retired in 2017, the 
company slashed its dividend in half! 
 
Even with this stock’s dismal performance that 
decreased the wealth of every shareholder dur-
ing this time, the CEO Jeff Immelt, still made 
$211,000,000 during his time at the company.  
Did he deserve that kind of compensation?  Did 
he make the strong decisions required to over-
come the impact of the recession that other CEOs 
did?  Did he take any bold risks, like many small 
companies did, to serve their employees and cus-

(figure 2.) 
 
applied before the distribution.  Approximately 
$.35 of every dollar earned by a publicly traded 
company was lost to corporate federal income 
taxes in 2017 - though after the passage of the 
Tax Cut and Jobs Act, that corporate rate has 
decreased to 21%.  Then, after you receive 
those dividends, they could be taxed again de-
pending how much other income you have!  
There is more about taxes later. 
 
Another obstacle to receiving the dividend is 
that earnings could be held by the company as 
cash.  A company might hold on to cash to take 
advantage of a future opportunity or as a buffer 
to make sure obligations are met when profits 
slowdown or stop.  A company could use cash 
to pay down debt or “buy back” shares of stock 

https://fortune.com/2017/06/12/ge-stock-jeff-immelt/
https://fortune.com/2017/06/12/ge-stock-jeff-immelt/
http://fortune.com/2017/06/12/ge-ceo-jeff-immelt-net-worth/
http://fortune.com/2017/06/12/ge-ceo-jeff-immelt-net-worth/
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stock is virtually impossible.  It has been statisti-
cally proven that the best money managers are 
routinely wrong in their opinions because there 
are so many unknown variables that can influ-
ence the future price of a stock.   
 

All the average investor or money manager can 
do is use the publicly available information about 
a company to make purchasing decisions.  Any 
“inside information” that could be used to give 
an investor an unfair advantage is a federal 
crime.  Anyone who knowingly profits from insid-
er information is guilty of a crime and could 
spend years in prison if convicted.  
 
In addition to long-term investing, day trading 
has emerged as a popular investment route.  
Short term (moment to moment) prices are de-
termined by computer algorithms during some-
thing called high frequency trading.  In short, 
these computers scour the internet looking for 
news and execute trades when they receive 
enough information to make a few pennies per 
share on a quick, high-volume trade.   
 
With lightning fast systems, the difference be-
tween one computer making a successful trade 
before another computer may be as simple as 

tomers? 
 
As the CEO of the company his main job was to 
increase shareholder value as determined by an 
increase in stock value and/or dividends.  He 
failed at his job, but somehow made 
$211,000,000 while investors in the company’s 
common stock lost 30% of their money! 
 
If you own any type of “large cap” mutual fund 
or exchange traded fund, then you have had an 
investment in GE.  This is what “your company” 
did with your money. 
 
As you can see, there are a lot of costs and in-
ternal obligations to consider when investing in 
stocks. Some of these obligations are necessary 
while some are ridiculous providing you, as a 
shareholder, with no real benefit. 
 
 

Question 2. What makes the value of an 
individual stock go up or down? 

 
It is easy to explain what makes the price of an 
individual stock go up or down. 
 
When more investors buy a stock rather than 
sell it, its value increases.  Conversely, when 
more investors sell rather than buy stock, its 
value decreases. In addition, when more less 
shares are available (like after stock buy backs) 
prices increase and when more shares are out-
standing (like after executives are awarded 
stock options) prices decrease. 
 
Supply and Demand ultimately determines the 
price of a stock at any given point in time. 
 
Predicting whether any given stock will increase 
in value at a higher rate compared to another 
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of stock is valued compared to the amount of 
earnings it has.  The price of each share divided 
by its earnings is a stock’s PE ratio. 
 
2) Price to Earnings Growth (PEG) – Investors 
care more about a stocks potential than they do 
about its current earnings.  A company may have 
blockbuster earnings today, but a grim forecast 
will cause its stock price to suffer.  On the other 
hand, a company may be losing billions of dollars 
today and still have a skyrocketing stock price 
based on growth speculations. 
 

For a stock to continue to 
grow earnings the man-
agement must continue 
to take risks by investing 
in new products and/or 
opening new markets.  If 
they are successful, the 
stock price tends to in-
crease as investors who 
want in on the action are 
attracted.  If the stock 
doesn’t perform, inves-
tors will sell out looking 

for better opportunities.  When this happens, 
share prices suffer.  
 
Not everybody “gets out” at the same time 
though.  For everybody selling shares at one price 
believing that price will decline there is a buyer 
getting in who thinks share prices will increase. 
 
Finally, If the company is content and the busi-
ness is stable, then the share price tends to drift 
lower since investors demand growth. 
 
Risk is required to increase earnings and attract 
new dollars into a stock.  As the old saying goes, 
“If you are not growing, you are dying.” 

their location.  Computers located closer to the 
source of the news and nearer to the trading 
desk on Wall Street have a distinct advantage.  
Obviously, day trading can be highly volatile, 
risky and favors the computer over an individual 
day trader. 
 
This is why I feel that someone who day trades 
is better off going to a regular casino and play-
ing blackjack.  At least when you lose at the 
casino you can get free drinks and tickets to a 
show! 
 

 
For this reason, I will be limiting this discussion 
to long-term investing.  
 
There are four main factors that entice inves-
tors into buying a particular stock.  The motiva-
tion can be a reflection of one or all of these 
factors, which are: 
1) Price to Earnings Ratio 
2) Price to Earnings Growth 
3) Return on Equity 
4) Pure Speculation 
 
1) Price to Earnings Ratio (PE) – In a nutshell, 
the price to earnings ratio is how much a share 
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Before a common stock owner is paid, the inter-
est due to debt holders must be paid.  If it is not, 
as is the concern during downturns in the econo-
my, then the debt holders have various claims to 
company assets - including taking over the entire 
company.  More often than not, however, taking 
on debt increases return on equity and therefore 
the value of a company’s stock. That is why man-
agers do it.  
 
When companies are good at increasing the re-
turn with the equity they have, the share price of 
a stock grows because investors want in on the 

action.  As the share 
price increases, so 
does the amount of 
compensation corpo-
rate executives re-
ceive from their 
stock options.  
 
When everyone is 
making money, no-
body seems to care 
that these executives 
receive 8 figure bo-
nuses. 

 
The real issue is when the company’s debt be-
comes a burden.  When this happens debt pay-
ments burn cash and put the company at risk.  
The inevitable result of this is a rapid decrease in 
the company’s share price. 
 
Here is the part of this story that should infuri-
ate any shareholder of a company.  The execu-
tives who made the decisions to increase debts 
may or may not be part of the company when 
the debt they allowed to exist becomes a burden.  
If that management left the company, they keep 

 
3) Return on Equity (ROE) – Equity is the value 
of the company not subject to debt.  Using 
home ownership as an example, you may own a 
$100,000 house that has a $50,000 mortgage. 
In this case, you would have $50,000 in equity.  
 
Investors like knowing that a company is good 
at investing the money it has to make more 
money.  To increase the return on a company’s 
equity, management will borrow money and 
take on debt.  This is known as leverage.  In the 
homeowner example above, the homeowner is 
leveraging the $50,000 mortgage to “own” a 
home with only $50,000 
of their own money tied 
up in the property. 
 
Taking on debt has its 
risks.  As you know if you 
have a mortgage on your 
home and don’t make the 
required payments, you 
could lose your property 
including the equity 
through foreclosure.  The 
same can happen when a 
company takes on debt.  
If the company runs out of cash to service their 
debt, lenders can force the company to sell 
needed assets to pay up or, worse yet, force 
them to declare bankruptcy. 
 
The debt itself isn’t the issue.  The inability to 
make the required payments on that debt is the 
potential problem.  In an effort to increase a 
company’s Return on Equity, company manag-
ers tend to keep only a minimal amount of cash 
available for emergencies opting to put every 
possible dollar to work making more money. 
This could be a problem. 
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sales, earnings or ROE, and yet their stock price increased as inves-
tors bought! 
 
Stocks bought and sold in the stock market are certificates that indi-
cate partial ownership rights.  It is important to realize that when 
you invest in a stock, you are not providing the underlying company 
with any additional money to operate.  All you are doing as an inves-
tor is buying and selling a “certificate” that represents ownership 
which was created at some point in the past.  
 
Buying and selling stocks can be compared to buying and selling oth-
er asset: for example, cars.  If you buy a new GMC, Ford, or Acura 

from any new car dealer, you are not giving your money to the manufacturer of the car.  The car dealer 
bought your new car from the manufacturer, so your money goes to this dealer when you make that pur-
chase.  You are, however, helping to create a demand for the manufacturer’s product.  

100% of the money they made while they were in charge.  If they 
are still with the company, they will continue to receive their sala-
ry while attempting to save the company.  These executives have 
little if any downside if their decisions fail but enormous upside 
potential if things work out. 
 
When things go wrong the company’s board of directors can fire 
these executives to install new leadership.  When this happens, 
the dismissed executives will often get a buyout package (paid for 
by the shareholders) known as a “golden parachute.”  The execu-
tive is paid to go away.  Not only will this executive keep all prior 
compensation, they may also get a substantial payout. 
 
This compensation dynamic where there is so much financial up-
side for an executive with little downside and no financial reper-
cussions for failure invites an exorbitant amount of risk.  It is the 
voiceless shareholders – not the executives – who suffer from 
these poor financing decisions, or gambles. 
 
4) Speculation – Sometimes stocks go up or down based on pure speculation.  Another way of saying this is 
that emotions cause investors to buy and sell stocks.  The best example of speculation in recent times was 
during the buildup of the .com bubble of the late 1990’s.  At that time if company’s name was “e”-something 
or had a “.com,” people bought and expected huge payouts.  In fact, there were instances where all the com-
pany had was a name and an idea of what they were going to do.  Some businesses didn’t have any products, 



 

     Why the Stock Market? 
         Concerns, Insights, and Alternatives for Wealthy Living             (844) 4-DECISION 

(844) 844-2474 

 

 

 

14 www.DecisionTree.Financial 

economy operating a various sizes.   
 
The United States stock market as a whole has 
trended up over time: through the Great Depres-
sion of the 1930’s, the stagflation years of the 
late 1970’s and early 80’s, through the .com bust 
and The Great Recession. The stock market in the 
United States has always bounced back and inevi-
tably increased. 
 
As a matter of fact, according to money-
chimp.com the S&P 500 has had an average re-
turn of 11.54% between 1900 and 2016.  At that 
rate, $1 invested then would now be worth 
$51,405.98 - Pretty good!  
 
Of course, during that time there were a few 
years where it dropped more than 50% (1929 
and 2008)! There were a few 10 and 20 percent 
daily drops (10/19/1987, 10/28/1929 and 
10/29/1929), and even one day where it dropped 
down 10% and bounced back to almost where it 
had started (05/06/2010)! 
 
But, for an investor in the U.S. stock market who 
has handled this volatility without reacting fear-
fully and who didn't need to sell stocks at a low 
price for income to survive, the U.S. stock market 
has always gone up over time.  Note: The U.S. 
Stock Market. 
 
This track record is one of the main points the 
investment industry stresses in times of uncer-
tainty.  You have probably heard sayings like 
“stocks have always bounced back” or “investors 
need to stay the course” from the financial indus-
try and the typical financial advisors. 
 
The million-dollar questions are, “Will this will 
hold true in the future?” And, “if so, why?” 
 

 
With higher demand comes a higher sales price 
for future car buyers.  When you sell that car to 
a used car dealer, they will give you a price of 
what they think it is worth based, in part, on the 
demand you helped to create.  This will happen 
over and over again with each transaction until 
that car ends up in a scrap yard. 
 
Intermediaries who facilitate the buying and 
selling of both cars and stocks are known as 
brokers and dealers. 
 
One big difference between transactions of cars 
vs. stocks is that cars tend to depreciate in val-
ue, unless it is a well maintained classic car; 
while stocks in the United States have histori-
cally increased in value, unless a company loses 
demand for its’ product in the economy; for ex-
ample “wagon wheel manufacturers.” 
 
Next, we will shift from looking at individual 
companies to the stock market as a whole. 
 
 

     Question 3. Why does the stock mar-
ket “always” increase up over time? 

 
Most investors understand the risk of owning 
stock in just one company.  For every story of 
an investor who bought Apple Computer when 
it was on the brink of bankruptcy in 1997 to see 
the stock value appreciate 10,000 times, there 
are many stories where investors bought into 
companies only to see their entire investment 
wiped out. 
 
Therefore, most stock investors “diversify their 
holdings.”  They own pieces of 100’s if not 
1,000’s of individual companies. Each of these 
companies represent different sectors of the 

http://moneychimp.com/features/market_cagr.htm
http://moneychimp.com/features/market_cagr.htm
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Continued governmental support is your assump-
tion when you believe that stocks will always 
bounce back. 
 
More “money” in the system is a main reason 
stocks have increased in value over time.  In 1900 
the total amount of money issued was much less 
than today, and the definition of what was con-
sidered money is also different.  In 1900 (and as 
recently as 1971) gold was money.  Today, gold is 
a metal with some commercial and cosmetic uses 
whose value changes with supply and demand. 

 
“Money” today is nothing more than numbers on 
a spread sheet at the central banks.  More money 
can be created simply by adding a few numbers 
onto these spreadsheets under the direction of 
the central banks and the governments that back 
them.  
 
This is the kind of money creation that happened 
after both the 2009 housing bust and ongoing 
through the COVID-19 crisis.  In order to create 
this money, the banks create more debt. 
 
As a matter of fact, ALL NEW DEBT creates mon-
ey.  New money is created whenever a consumer 

A significant reason for these recoveries is due 
to the massive amounts of money the govern-
ment and central banks pumped into the sys-
tem after crisis. 
 
In 2009 it was the "Troubled Asset Relief Pro-
gram" (TARP) that bailed out companies on the 
brink of failure.  This, along with several rounds 
of quantitative easing (QE) by the central bank 
basically created money out of thin air to pump 
up the economy.  
 
In 2020, the government forced Americans to 
"shelter in place" due to the COVID-19 which 
effectively shut down the economy.  The CARES 
Act created trillions of dollars, again basically 
out of thin air, to provide financial aid to busi-
nesses and families. 
 
Unemployment has accelerated to reach a level 
not seen since the 1930's yet the stock market 
has somehow bounced back from its lows even 
though the economy remains shut down?!? 
 
The United States is said to have a "free market 
economy," but is that true?  It seems both the 
right and the left side of the political isle have 
swept that idea under the rug using the political 
system to create money for the economy.  It is 
this kind of response to a financial crisis that 
pumps up the value of assets like stocks and 
makes the market "bounce back." 
 
With any good pyramid scheme, there needs to 
be new money coming into the system to pay 
the earlier investors.  Without new money, the 
whole scheme collapses!  Will central banks 
and politicians of the future continue to perpet-
uate the scheme?  Will they continue to inter-
vene creating new money, or will they let the 
free market play out? 
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The goal of the government is to keep asset pric-
es increasing at a reasonable level.  This is known 
as inflation.  
 
To do this, governments have a couple methods 
to control the amount of money in the economy.  
In normal times, they raise or lower tax rates 
which increases or decreases the money availa-
ble for consumers and businesses to spend and 
invest.  Additionally, they can increase and de-
crease interest rates to make it easier or harder 
for consumers and businesses to borrow money 
and add it to the money in the system. 
 
It makes sense that during periods when debt 
decreases, the economy slows down and the 
stock market (along with other asset prices) de-
creases as well. 
 
How is can this happen? 
 
It happened briefly in 2008.  When the financial 
crisis hit, there was a lot of debt attached to 
mortgages that defaulted.  When these mortgag-
es were exposed, they were deemed worthless 
and written off.  A few banks failed – money was 
destroyed.  This exposed more bad debt and 
more banks failed and so on.  This spiraling effect 
of cancelled debt and failing banks drove asset 
prices down.  
 
As these asset prices dropped, the debt that was 
attached to those asset values stopped being 
paid.  In other words, the loans were higher than 
the asset price! ...And this cycle continued until 
the Federal Government stepped in and created 
more money. 
 
Before the Federal Government intervened, the 
financial crisis of 2008 almost caused the entire 

or business take out loans to buy cars, equip-
ment, homes, etc. 
 
As debt increases so does the money available 

in the economy 
 

In April 2020, the United States’ debt was about 
$25,000,000,000,000.  I have linked this number 
to the debt clock if you would like to see what it 
is when you are reading.  Personal debt is 
13,860,000,000,000 and corporate debt in the 
USA is about $10,000,000,000,000.  
 
That is $48.86 TRILLION and this is ONLY Feder-
al USA debt.  This doesn’t include the debt of 
states and municipalities - nor does it include 
the debt of other countries and its citizens. 
 
Will the debt that the countries of the world 
owes to one another ever get paid off?  Proba-
bly not.  It will more than likely continue to 
grow which will cause inflation and help to 
“grow the economy.” 
 
Think about this.  Would you “invest” in a stock, 
piece of property, antique or any other asset if 
you didn’t believe that it would cost more in the 
future?  Of course not!  You would never com-
mit money to an asset that doesn’t appreciate 
in value or make your life better. 

https://www.usdebtclock.org/
https://www.debt.org/faqs/americans-in-debt/
https://markets.businessinsider.com/news/stocks/us-corporate-debt-10-trillion-record-percentage-economy-expert-warnings-2019-12-1028731031
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er. However, "leverage" also works 
in reverse as it provides an accel-
erant for larger declines as lend-
ers "force" the liquidation of as-
sets to cover credit lines without 
regard to the borrower's position. 
-Seeking Alpha 

 
Just like some people borrow money to buy 
houses, others borrow it to buy stocks.  As long 
as the price of stocks continue to rise this debt 
works out great because the cost to borrow is 
lower than the return the stocks appreciation. 
 
To continue to use margin debt, an investor must 
have enough equity available to pay the lender at 
all times.  This is called collateral.  IF prices ever 
begin to decrease, eroding away the value of the 
investor’s equity, those investors run the risk of 
getting a margin call.  When this happens, inves-
tors are forced to sell some of their stocks or de-
posit money to cover the call.  This can put addi-
tional pressure on that stock and even the entire 
market. 
 

Even if you personally don’t 
have any consumer debt, a 
mortgage or have margin in 
your account, the stock mar-
ket is an ecosystem of its 
own.  The positions in your 
portfolio are impacted by the 
actions of all other market par-
ticipants. 

 
Did you or someone you know own a house free 
and clear, with no mortgage in 2009?  If so, did 
the value of your house decrease during the 
housing crisis?  This was caused by other home-
owners’ use of debt speculating on properties 
and buying more house than they could afford 
with exotic mortgages that were misused.  Mar-
gin debt can have the same effect on stocks. 

world’s financial system to collapse.  However, 
because it was easy to create more money 
(debt) by adding a few zeros to a balance sheet, 
the central banks pumped money back into the 
system to save the economy and have contin-

ued to do so since then. 
 
The S&P 500 has risen from a low of 676 on 
March 9, 2008 to closing at 3,393 on February 
19, 2020.  Which is when the Coronavirus Crash 
started!  During that same time the Nation Debt 
went from $10 Trillion to $24 Trillion and con-
tinues to increase.  
 
Debt has also pushed the price of stock higher.  
Since we know that stocks change in value 
based on supply and demand, it is easy to un-
derstand that when there is more money availa-
ble to buy stocks, the market will increase in 
value as a whole. 
 
Margin debt is money borrowed for the sole 
purpose of buying securities like stocks.  Margin 
debt has also increased from $180 Billion to as 
much as $669 Billion on the New York Stock Ex-
change! 

 
Margin debt is just addition-
al "gasoline" to lift asset prices 
higher as the leverage provides 
for additional purchasing pow-

More Money in the System 

https://seekingalpha.com/article/4299782-margin-debt-is-declining-what-this-means-for-bulls
https://born2invest.com/articles/nyse-margin-debt-1979-present/
https://born2invest.com/articles/nyse-margin-debt-1979-present/
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flected in the stock index.  Back in the early 
1900’s, these companies represented industries 
such as leather tanning, cotton farming and rope 
manufacturing.  Today, digital multimedia com-
panies, oil companies, and fast food chains make 
up a big part of the S&P 500 index. 
 
Since the S&P 500 and other indexes are con-
stantly changing, I believe they can be considered 
actively managed portfolios of companies. 
 
It is the U.S. Stock Market and the changes that 
this index has made over the past 100+ years that 
have allowed for the 12.26% average return over 
that time.  However, other stock markets repre-
senting other countries have not had the same 
positive performance. 
 
Take for example the Japanese Nikkei Index rep-
resenting 225 of the top Japanese companies.  
This index achieved an all-time high of around 
40,000 in 1989. That same index is only 17,820 
on April 3, 2020.  That is 31 years later; and it is 
still less than half of its all-time high! 
 
In the 1980’s it was assumed that the Japanese 
stock market was unstoppable and would contin-
ue its meteoric rise.  History has shown us that 
this assumption of continued appreciation was 

 
The entire world’s growth has depended on an 
increased level of debt.  The more debt, the 
more money available to invest into assets like 
stocks, pushing their prices higher.  
 
There are responsible ways to use debt which 
can decrease overall risk.  One way is having 
enough cash available to handle emergency sit-
uations or take advantage of buying opportuni-
ties.  However, many businesses, consumers, 
and investors use debt to increase consumption 
and to speculate. These activities decrease their 
cash flow and increase their risk. 
 
This new money and debt that The U.S. Govern-
ment and Federal Reserve Bank create are a 
significant reason why the U.S. stock market 
grows.  As with all debt, there is a risk of the 
debt not being handled correctly by various in-
stitutions leading to consequences for even the 
most careful investor. 
 

The US Stock Market 
 

SPECIFICALLY, it has been the U.S. Stock Market 
that has grown over time.  There are a couple 
points to make here. 
 
The S&P 500 index is a weighted average of the 
500 largest publicly traded, U.S. based, compa-
nies Right Now.  Right now is stressed because 
the companies that make up this index are con-
stantly changing in order to reflect the state of 
today’s economy.  The companies that repre-
sent the economy of the United States today 
are different than they were in 1950, which 
were different than in 1900. 
 
The companies involved in the industries that 
were important in American life have been re-
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at risk.  One question to ask yourself is whether 
or not you trust corporate executives with no real 
“skin in the game” to make decisions about the 
aggressive use of debt, putting your wealth at 
risk, to potentially increase the price of the stock. 
 
 

   Question 4.     What type of return does 
the average investor earn in the stock 
market?  

 
So, if the U.S. stock market had an average return 
of 11.54% since 1900, and in the 30 year period 
from January 1990 to December 2019 the S&P 
500 had an average return of 11.47%, how does 
the average stock investor fare? 
 
First, we need to talk about “average return.”  
 
Imagine you have $100,000. 
 
After 1 year you earn 50%!  Wow, congratula-
tions! 
 
However, in the second year, you lose 50%. Ugh! 
 
What is your “average” return.  Your average re-
turn is 0%.  Hey, you didn’t make any money but 
you also didn’t lose any right? 
 
Let’s do the math: 
Year 1 = +50% on $100,000 = $150,000 
Year 2 = -50% on $150,000 = $75,000! 
 
Average return can be a deceptive term.  Unfor-
tunately, your Compounded Annual Growth Rate 
(CAGR), a more relevant statistic, was -25%.  
 
In real life, the investor who held onto an invest-
ment in the S&P 500 for 30 years earned a CAGR 
of 9.96% when dividends were included and not 

wrong.  The reasons for the Nikkei’s decline and 
lack of recovery are due to some hauntingly fa-
miliar reasons that you may recognize from our 
own United States economy. 
 
It all started when Japanese banks injected so 
much money into the economy that it caused 
inflation.  Then, to curb the effects of this mon-
ey spinning in the economy, the central banks 
of Japan quickly increased the interest rate for 
member banks.  This rate increase slowed new 
money production and caused the stock prices 
of Japanese stocks to collapse. 
 
To reverse this collapse, the Japanese govern-
ment and its banks attempted to support the 
economy by giving new loans to companies that 
were already swimming in debt due to poor fi-
nancial decisions.  These loans were offered be-
cause the government had deemed the compa-
nies “too big to fail.” 
 
In the end, all the debt that Japan created by 
trying to bail out these companies has stifled 
growth for over 30 years. 
 
Could this collapse happen with the US stock 
market?  If anyone else had a crystal ball to see 
if and when this would happen here in the USA, 
then that person could become the richest per-
son on the planet!  Unfortunately, or maybe 
fortunately, nobody has that answer.  There are 
investors who are speculating that it will hap-
pen; and if it does those investors stand to 
make billions.  With this kind of money and 
power at stake there are certainly factions that 
are trying to influence this event. 
 
The aggressive use of debt is a big issue for the 
stock market and the economy going forward. 
Investing in the stock market puts your wealth 

http://moneychimp.com/features/market_cagr.htm
http://moneychimp.com/features/market_cagr.htm
http://moneychimp.com/features/market_cagr.htm
http://moneychimp.com/features/market_cagr.htm
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March 23, 2020.  That is a decrease of 35% in less 
than five weeks! 
 
Volatility creates feelings of panic or the thrill of 
“irrational exuberance.”  For that reason, in-
vesting in stocks has been compared to gambling 

in a casino.  An investor may get 
rich quick or go broke trying. The 
vision of a better life can make 
people greedy when they see the 
huge potential of booming mar-
kets.  For some, if they do make 
money, they invest even more in-
stead of walking away from the 

table a winner. 
 
Conversely, many investors become fearful when 
they see the potential for huge losses as the mar-
ket plummets, even if only for a moment.  They 
get overwhelmed by the fear of losing their life 
savings and going broke.  They need sell, even at 
a loss.  Panicked, they need to get out before 
they lose too much! 
 
These emotions of hope and fear often results in 
destructive cycle of “buying high and selling low.”  
These emotions get people excited and buy when 
the market is soaring high, but get out, selling 
low, when the market takes a wrong turn. 
 
Dalbar Inc. puts out an annual report called the 
Quantitative Analysis of Investor Behavior (QAIB) 
which compares the return of the stock market 
to the returns earned by the typical investor.  The 
findings, unsurprisingly, show that individual in-
vestors typically get far less than what the mar-
kets achieve. 
 
In their 2015 report, they showed that over the 
30-year period of January 1985 to December 
2014 the average equity investor under-

the 11.66% average return the market experi-
enced. 
 
Why this difference?  It is the result of volatili-
ty! 
 

Imagine if the market just went up predictably 
11.66 % each and every year.  Imagine that 
there isn’t a “roller coaster” of ups and downs, 
therefore no emotions to deal with - hoping for 
more but worried about less.  Instead, the mar-
ket just continually performs at a 11.66% per 
year pace each and every day.  
 
Of course, it doesn’t.  If the stock market per-
formed like that it would be called a “savings 
account.”  Instead, the stock market takes in-
vestors on an emotional roller coaster where 
values can shoot up or suddenly collapse caus-
ing people to equate investing to gambling. 
 
In the 119 years from 1900 and 2019, the U.S. 
stock market as measured by what is now the 
S&P 500 has increased by as much as 56.79% 
and decreased by as much as -44.2% in a year.  
That is a pretty big spread.  It is impossible to 
know if these best and worst performance 
years will be beat; just because it has not hap-
pened yet doesn’t mean it can’t! 
 
In 2020 the stock market had the most dramatic 
fall in its entire history tumbling from a high of 
3,393 on February 19, 2020 down to 2,191 on 

https://www.dalbar.com/QAIB/Index
https://www.qidllc.com/wp-content/uploads/2016/02/2016-Dalbar-QAIB-Report.pdf
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perform below average at times, and inevitably 
be average themselves. 
 
For example, during the financial crisis, one 
“investment guru” had a hypothesis that there 
was going to be a housing crisis.  He managed 
several billion dollars of other people’s wealth at 
the time and “guessed right.”  When his hypothe-
sis proved true, he generated $15 billion in profit 
for his investors, as well as $4 billion for himself. 
 
Because of this foresight and success, investors 
viewed him as an expert.  Articles were written 
about his method and skill.  This escalated his 
Assets Under Management (A.U.M. is money he 
managed for himself and others) to an initial $2 
Million in 1994 to $19.4 Billion in 2015!  The busi-
ness that he generated from this work earned 
him billions of dollars. 
 
How has his investment expertise worked since 
2008?  
 
Ever since then, John Paulson, the investment 
“guru” in question, has continually under-
performed in the market.  In 2016, when the 
stock market gave a return of 12%, his firm lost 
49% of their clients’ money. https://
www.nytimes.com/2017/05/01/business/
dealbook/john-paulsons-fall-from-hedge-fund-
stardom.html 
 
When he bet right, he was able to take 20% of 
the profit.  With that logic, when he guessed 
wrong and lost money, shouldn’t he have cov-
ered 20% of the loses?  No, instead, his firm con-
tinued to earn hundreds of millions of dollars in 
fees as his investors lost half of the money they 
had invested with him. 
 
Investors tend to chase investment returns by 

performed the stock market by 65% (3.66% vs. 
10.35%)!  Emotions push investors to attempt 
market timing trades to capitalize on gains and 
prevent losses.  This practice is a waste of time 
and costs investors dearly. 
 
What does this 65% average underperformance 
equate to in lost money?  Assuming the average 
person started with $100,000 in 1985, if they 
did nothing and let the market average do the 
work, they would have accumulated 
$1,919,420.  On the other hand, “working hard” 
to beat the market and prevent losses would 
have increased their account to a measly 
$293,992. 
 
That is a difference of $1,625,427! 
 
The optimist reading this might point out that 
the average investor is still “winning;” still mak-
ing money.  Even though this investor’s lower 
return cost a fortune when compared to doing 
nothing and letting the index averages work, 
they are still satisfied with the performance be-
cause THEY controlled the money…and they al-
most tripled that money! 
 
Many of these investors focus on one or two 
stocks that did really well and forget the ones 
that didn't.  This resembles the gambler playing 
a slot machine hearing two quarters clink into 
the pan after they played three. 
 
The average also says that when someone loses 
and performs below average someone else is 
winning and performing above average.  In any 
given year, there are always investors who beat 
the market. Either the model they use to pick 
stocks worked this year or they are just lucky. 
 
Over time, however, these same investors will 

https://www.nytimes.com/2017/05/01/business/dealbook/john-paulsons-fall-from-hedge-fund-stardom.html
https://www.nytimes.com/2017/05/01/business/dealbook/john-paulsons-fall-from-hedge-fund-stardom.html
https://www.nytimes.com/2017/05/01/business/dealbook/john-paulsons-fall-from-hedge-fund-stardom.html
https://www.nytimes.com/2017/05/01/business/dealbook/john-paulsons-fall-from-hedge-fund-stardom.html
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These low-commission discount brokerages have 
dramatically changed the industry.  Big Wall 
Street firms once made most of their money on 
big commissions on stock trades, but the compe-
tition of online brokerages forced them to 
change their business model.  
 
Now large firms earn their money by charging 
ongoing fees for maintaining investment portfoli-
os for their clients.  This fee is based on the value 
of the account and gives investors the comfort of 
believing their money is being professionally 
managed for that fee.  
 
The hope is that professionals are working hard, 
researching the opportunities to grow account 
values while also keeping a watchful eye on dan-
gers that threaten their account. 
 

“My investment advisor showed me historical 
returns that have beaten the market…” 
 
I have heard the above statement a thousand 
times.  It is definitely a selling point for an invest-
ment advisor to show existing and prospective 
clients that they have “beaten the market” over 

looking at historical returns when they pick in-
vestments and even investment advisors.  They 
hear stories like Paulson’s, someone who “beat 
the average” and made themselves (and some 
others) a fortune. The thought is “If they did it 
once, they must know something others don’t!” 
 
The truth is that if someone beats the market 
considerably one year, the odds of them doing 
it again and again using the same system are 
slim.  Often the additional risks they take ends 
up making them fall far behind the passive aver-
age that the stock market earns. Statistically, 
this is known as “regression to the mean” which 
is way of saying “in time, everything will even 
out and be average.” The big problem for in-
vestors is that they lose the fees they paid for 
that advise and they end up having returns 
that are below average. 
 
Over time, it is better both emotionally and fi-
nancially to control volatility over time  and ac-
cumulate wealth.  As we will see, it is even 
more important to control volatility when tak-
ing income from your assets in retirement. 
 
 

Question 5.  What investment strategy 
does your financial advisor use?   

      Isn’t “beating the market” good? 
 
Technology has made stock investing accessible 
to everyone.  Gone are the days when trading a 
few shares of stock required a phone call to a 
broker and a few hundred dollars.  Today, dis-
count brokerages charge only a few dollars to 
buy or sell thousands of shares per trade from 
any computer or smartphone on Earth.  “Do It 
Yourself” investors with only a few hundred dol-
lars have the same market access as someone 
with millions of dollars to work with.  
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On this chart you see the various “asset classes” 
you own and what percent each class makes up 
of your overall portfolio value.  The asset classes 
include stocks in different companies that vary in 
size (small, medium and large), real estate, tangi-
ble commodities like precious metals, and bonds. 

 
The whole idea of the pie is to control volatility.  
Stocks, real estate, and commodities typically in-
dicate more risk and volatility, whereas bonds 
typically lead to less risk and volatility.  Different 
mixes of these asset classes constitute different 
risk tolerances with different upside potentials. 
 
Overall, the pie has been a good strategy, and it 
works best when the investor (or their advisor) 
does something called “rebalancing the portfo-
lio” (Figure 3). Rebalancing a portfolio is simple.  
The idea is  

the past 3, 5, 10 years.  Is this a skill or simple 
luck and trickery?  
 
First of all, remember that with any investment 
system that “past performance is no indication 
of future success.”  All sales materials distribut-
ed by investment advisors include this disclo-
sure, as well as the statement that “your invest-
ment could lose some or ALL of its value.”  I 
brought this point up earlier and want to ex-
pand on it here. 
 
Somewhat deceptively, the sales literature dis-
tributed by investment advisors to prospective 
clients usually includes an example what their 
account growth would have been had they par-
ticipated in the investment strategy being 
pitched.  Instinctively, the recipients of this 
sales material imagine their money growing at 
that past rate even though the disclaimer says 
the past shouldn’t be considered AND that their 
investment could decrease or fall to $0!  
 
Think about this for a minute…their disclaimer 
says past performance is no guarantee of future 
results. Yet, they are selling you on their past 
performance, implying that you will probably 
see the same results… 
 
Instead of being true warnings that advisors 
want you to consider, these statements are 
mere insulation from lawsuits when they lose 
your money.  It is the investor who bears the 
full risk of the investment while the advisor 
leeches on any profits. 
 
For their clients, investment advisors primarily 
follow an investment system called “asset allo-
cation.” This is the pie chart of different market 
segments you may see on your investment 
statement. 

*Rebalancing is a process of realigning the allocation “pie model” to its original 
percentages since that allocation will drift over time as each asset class increases 
or decreases at different times and at different amounts.  Rebalancing system-
atically “sells high and buys low” by selling a portion of those asset classes that 
perform better during a specific time and reallocating those proceeds to pur-
chase asset classes that underperformed during that same period therefore 

(Figure 3) 
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do increase, it will cause bond prices to drop, and 
portfolios that have large allocations of bonds 
would drop as well.  
 
Therefore, when you look at an investment advi-
sor’s past performance, notice how much they 
have in bonds.  It could be part of the reason 
they had beaten the market in the past, but 
again, “past performance is not an indication of 
future results.” 
 
If they do not have bonds and they still “beat the 
market,” it is likely due to allocation and re-
balancing. It has little if anything to do with pick-
ing stocks or market timing.  
 
“Robo-advisors” are a relatively new market 
offering. They are computer programs that will 
manage someone’s money employing the same 

asset allocation strategy at a fraction of 
the cost of human advisors.  Robo-
advisors are companies such as Better-
ment and Future Advisor.  
 
While lower fees are better when in-
vesting in stocks and bonds the main 
issue still exists and that is YOU, the 
owner of the investment, still assume 
100% of the risk! 

 
The investment advisor, whether human or ro-
bot, will follow an investment statement and 
stick to it until you provide written instruction to 
do otherwise.  Yes, you have to tell your advisor 
to change tactics is you feel it’s going wrong.  And 
remember, there isn’t a contractual guarantee as 
to how your portfolio will perform.  
 
If you are like me, when you put your money at 
risk you want to know (and control) your worst-
case scenario and still want the ability to earn 

 
that as time goes by, some asset classes per-
form better than others.  Therefore, the pie, or 
portfolio’s dynamic, changes becoming more, or 
less risky than the original allocation.  
 
Rebalancing means selling some of the assets 
that did better and buying more of some of the 
assets that didn’t perform as well to bring the 
percentages back in line with the original alloca-
tion.  This both brings the portfolio’s risk back in 
line with the client’s risk tolerance and in effect 
is automatically “selling high and buying low.” 
 
Historically, the more bonds in a portfolio, the 
less the risk and volatility.  Bonds have also 
been great for investors since the mid 1980’s 
because they have increased in price as interest 
rates have come down (figure 4) 

 
Because of this, the bond portion of a portfolio 
has helped to increase its return.  When inter-
est rates go down bond values increase, and 
when rates go up bond values go down.  That is 
just how it works; this is illustrated in more de-
tail later. 
 
Going forward, bonds held in a traditional in-
vestment portfolio may not provide the boost 
they have in the past because interest rates can 
only increase from where they are now.  If rates 

(figure 4.) 
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may lead you to believe that you don’t owe these 
companies any fees if they fail.  In reality the in-
vestment company will continue to charge their 
fees even if the account value plummets.  
 
How much do these fees actually cost?  
 
Historically the CAGR of the stock market has 
been about 10% over the past 100 years.  This 
means that a 2.5% total fee against a portfolio 
(which is common for an investor with less than 
$1,000,000) is taking away 25% of your earnings. 
A 1% total fee is taking 10% of your earnings 

away. 
 
Some Variable Annuity Con-
tracts issued by insurance 
companies have total fees as 
high 4%.  Even though inves-
tors pay these high fees they 
still retain the investment risk 
inside the contract.  Plus, the 
asset allocation is heavily in-
vested in bonds currently 
yielding 2-4%! 
 

What does this mean in real money to you over 
time? 
 
Assuming you have $100,000 today the differ-
ence between a CAGR of 10% and a CAGR of 10% 
minus a 2.5% fee over a 30-year period is: 
 
10% will grow to   $1,744,940 
10%-2.5% Fee will grow to - $   875,495 
Difference   $   869,445 
 
The truth is that these fees kill your performance 
during the accumulation phase of your invest-
ment life.  But they are even worse when it 
comes time to take income or other distributions 

unlimited returns. 
 
 

Question 6. What is the impact of fees 
on my net worth over time? 

 
Fees are costs, and cost are not necessarily a 
bad thing.  Personally, I do not mind paying for 
goods and services that have tremendous val-
ue.  That being said, if there is no difference be-
tween two choices one should choose the one 
that costs less. 
 
Value is in the eye of the 
consumer.  I know people 
who will buy products like 
laundry detergent from a 
name brand company simp-
ly because of the name.  It 
may cost more and might 
not work as well, but it is 
what that consumer is used 
to, or it has better advertis-
ing. 
 
Many people pay fees to investment companies 
because they trust the name of that company.  
They never pause to question the value that the 
name really provides, or to consider the compa-
rable alternatives.   
 
Fees for investment advice are generally as-
sessed as a percentage of the account value – a 
kind of ongoing commission.  Therefore, as the 
account value increases, fees against client ac-
counts increase as well.  This gives investment 
advisors incentive to collect AUM – Assets Un-
der Management – for their stable income. 
 
Marketing slogans like “We make money when 
you make money” are based on this fact and 
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that are hard to manage emotionally. 
 
This takes us to the next question. 
 

Question 7.  What are the best-case and 
worst-case scenarios for my invest-
ments? 

 
Stocks can fluctuate wildly in performance. 
 
If you are lucky, you could buy the stock of a 
company that creates the next best thing and 
that stock shoots up exponentially.  Or, you could 
lose it all. 
 
In 1997, I invested $8,800 in Apple Computer the 
day after it was announced that Steve Jobs was 
being rehired.  In 2000, I thought I was a genius 
as I sold that stock for $75,000.  But, if I had held 
on to it, that stock would now be worth over 

$2,000,000!  
 

On the other hand, I also put 
$10,000 in General Electric.  For 
several years, it looked like I had 

made a good decision with the 
value of my stock growing to 
nearly $30,000.  Then the events 
of September 11, 2001 occurred 
then the “.com crash” and the 
stock’s value fell back to my orig-
inal investment.  It again gradual-

ly increased but again crashed during “The Great 
Recession” in 2008-2009.   
 
At the peak of that financial crisis there were 
doubts as to whether GE would even continue to 
exist as it teetered on the brink of bankruptcy!  If 
it weren’t for a bailout, GE would have failed any 
my investment gone.  Luckily, the government 
bailout prevented the company from failing.  

from the account because fees eat into the 
principal which can cause a retired person to 
run out of money. (this explained more in the 
next section) 
 
As discussed in question 5, most investment 
advisors use an investment method called 
“asset allocation.”  Over time, these allocations 
perform to an average themselves when broken 
down into their various “pieces of pie.”  Howev-
er, many times these individual pieces under-
perform the benchmark they are being meas-
ured against due to the fees, but, because of 
the dynamics of periodic rebalancing* the 
portfolio appears to perform above average. 
 
It is up to you to decide if the fees you are pay-
ing for your portfolio management are benefi-
cial to you.  Through our Wealth Performance 
and Protection System, we explain to people 
how simple this model is to manage without the 
fees and help them set up a system.  
Once they understand and IF they de-
cide the asset allocation strategy is 
best for them, many decide to manage 
their own portfolios.  
 
If someone still wants help, we help 
them manage their portfolios using asset allo-
cation models for a significantly lower fee than 
what they were paying.  This reduction in fees 
increases overall performance so they keep 
more or their wealth to accomplish their finan-
cial goals and enjoy what they worked to ac-
quire. 
 
The problem many investors have with asset 
allocation models is the uncertainty with regard 
to the value of their money.  The fact remains 
that using models, like asset allocation, puts the 
value of an investor’s portfolio at risk for losses 
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pointed out, should not be considered as an indi-
cator of future results.  Secondly, there is an un-
limited downside risk so investors don’t know 
how much money they could lose during a mar-
ket downturn if they stay invested. 
 
We recommend finding investment strategies 
that allow for as much upside as possible while 
also reducing risk or transferring risk away from 
you.  This transfer can be done through the pur-
chase of various financial contracts that carry 
guarantees.  
 
What the financial industry says about history 
and what they say in the account contract/
guarantee (past performance isn’t a guarantee of 
future results) are not in alignment.  Because of 
their new account contracts and disclaimers, the 
investment industry can collect their fees from 
investors without the burden of performance. 
 
Better contracts provide guarantees and definite 
performance criteria and are much more power-
ful because they spell out a defined upside (many 
times unlimited) and a defined downside. 
 
Examples of these contracts are option contracts, 
certain annuity contracts and life insurance con-
tracts. 
 
 

Question 8.    How can volatility effect my 
portfolio when taking an income? 

 
Volatility as it relates to investing is a measure of 
how quickly a stock or portfolio can increase or 
decrease.  Simply speaking volatility is the “roller 
coaster” experience an investor may have re-
garding their money. 
 
All things being equal, most investors would pre-

When I sold my shares in 2011, I roughly broke 
even - the money I had invested in this compa-
ny earned 0% after 13 years of holding it! 
 
These two examples illustrate a range of best-
case and worst-case your investment portfolio 
can experience too.  When more risk is taken 
there is a higher potential return, but there are 
also greater potential losses. 
 
The investment industry uses statistics to meas-
ure risk.  “BETA” is one of these statistics and it 
compares a particular investment to the market 
as a whole, but specifically to the S&P 500 
which has a beta of one (1.0).   
 
If you or your investment advisor creates an in-
vestment portfolio with a beta of less than 1.0, 
it means that the portfolio is “statistically” less 
risky than the S&P 500.  Typically, reducing risk 
in a portfolio is accomplished by allocating part 
of the portfolio to bonds.  More bonds in a 
portfolio mean less risk but also less potential 
long-term return. 
 
A beta greater than one means the portfolio has 
more risk than the S&P 500.  So if your portfolio 
has a beta of more than 1 then you are taking 
more risk and you should demand a higher re-
turn than what the S&P 500 provides. 
 
The “Treynor Index” is a second statistic to ana-
lyze risk.  It measures whether the additional 
risk is worth taking in consideration of the 
portfolio’s beta, its past performance, and the 
risk-free rate money has when invested in gov-
ernment treasury bonds. 
 
There are a few obvious problems with Beta 
and the Treynor Index.  First, they depend on 
past performance, which as we have already 
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of money IF the portfolio had an average return 
of 6%? 
 
Simple math would suggest that with these facts 
the portfolio is safe from running out of money.  
Most people would say that the account would 
ultimately increase over time.  The actual answer 
is that it depends on the portfolio’s “Variation of 
Returns.” 
 
Investment advisors typically suggest that some-
one can take a 4-5% income distribution from a 
nest egg each year AND increase that amount 
slightly each year to adjust for inflation and never 
run out of money.  After all, the investor has a 
mix of stocks and bonds that should at least aver-
age 6% although when fees are considered this 
may not be the case.  
 
A fact that many people fail to realize is that even 
if a portfolio averages 6% over time (a 30 years 
retirement) while taking 5% distributions for an-
nual income it could run out of money IF there 
are years of significant losses before gains bring 

the average back up.  This is an ob-
vious threat to retirement success. 
 
In the example on the left, the fact 
that a large loss of -22% that oc-
curred later on the timeline caused 
the account balance to be depleted 
after 31 years proves that there is 
significant risk to outliving ones 
money if that person relied solely 
on investment income strategies 
as a means to achieve a successful 
retirement! 
 
We believe this could be more of a 
problem for retirees over next 30 
years than it has for past retirees 

fer a 10% average return on a “kiddie coast-
er” (or no coaster at all) to a 10% average re-
turn that swings up and down in value wildly.  
There is a value in predictability when it comes 
to an individual’s wealth. 
 
We’ve learned that volatility reduces the Com-
pounded Annual Growth Rate of a portfolio 
when accumulating wealth compared to 
“average return.”  Additionally, the emotional 
turmoil investors experience from the ups and 
downs of a stock portfolio can cause many to 
adapt a destructive “buy high and sell low” 
strategy.  
 
But let’s just say you can stomach the volatility 
of a portfolio and can stay true to an invest-
ment strategy that is should earn a 7-12% aver-
age return.  What does that volatility cost you 
while you take an income from it? 
 
Question: If you had accumulated $100,000 
portfolio and wanted to withdraw 5% every year 
($40,000) from the account, would you run out 
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longer 5%, it is higher at 7%.  He lends me his 
money and I am now sending you $50,000 for 
your $1MM loan and $70,000 to your friend for 
his $1MM loan… 
 
How do you feel? 
 
You want to earn 7% on your money too!  Prob-
lem is that we have a deal and I don’t need to 
give you back your money for a few more years.  
 
So, you try to sell your $1MM loan to other inves-
tors.  The problem is that anyone with $1MM to 
buy the loan from you will want to earn 7% too.  

After all, that is the go-
ing rate; they will not 
give you the full $1MM 
to buy your bond. 
 
However, they are will-
ing to give you less than 
$1MM knowing that 
they can get the $50,000 
per year interest pay-
ment and can later make 
up the difference in lost 
interest when the full 

$1MM is paid back when the loan matures.  With 
the lower investment, they would receive the 
equivalent of 7% each year they owned the loan.   
 
Therefore, you could sell your loan at a discount, 
or loss, from your original investment.  This is the 
potential problem with owning bonds directly 
and a perfect example of how “past performance 
is no guarantee of future results.”  
 
Interest rates are at all-time lows in spring 2020.  
If you own a portfolio of bonds with the thought 
that it would decrease your risk and volatility, 
you may have the unpleasant experience of los-

for a few reasons. 
 
First, we aren’t sure that stocks will perform to 
the same level they have in the past.  The many 
underlying problems with debt (from question 
1) that need to be addressed could cause stocks 
in general to perform at a much lower rate in 
the future with more volatility! 
 
Secondly, the way investors and the industry 
has tried to reduce volatility is by investing a 
portion of a portfolio directly into bonds.  To 
know why this is a problem you have to under-
stand what effects the price of a bond. 
 
To understand this, imag-
ine I own an orange juice 
factory in Florida, and I 
need to borrow $1MM 
from you for 10 years.  
The going rate for you 
lending me the money is 
5%, so I will give you 
$50,000 a year for the use 
of your money and then 
give you back the $1MM 
at the end. 
 
You are just sitting back collecting your checks. 
 
On the other hand, I used your money and built 
up a nice business.  So nice that it is time to ex-
pand and I need another $1MM.  Since you al-
ready lent me your money you can’t help but 
your friend that saw the deal we made and 
would like to make a similar deal, so you intro-
duce us. 
 
We talk and he agrees to lend me the $1MM.  
The difference between his loan to me from 
yours is that the going rate for such a loan is no 



 

     Why the Stock Market? 
         Concerns, Insights, and Alternatives for Wealthy Living             (844) 4-DECISION 

(844) 844-2474 

 

 

 

30 www.DecisionTree.Financial 

guarantee of future results” and an increase in 
volatility could put many retirees at risk of outliv-
ing their assets’ ability to provide an income in 
retirement. 
 
 

Question 9. How are distributions 
from my stock holdings taxed? 

 
Adding to the complexity of owning stocks in 
retirement, one needs to understand how 
they are taxed when an investor takes in-
come from them.  
 
Taxation depends on several factors: 
1) How the stocks are owned (Inside Mutual 
Funds or Owned Individually), 
2) What type of account holds the stock 
(example: Retirement or “non-retirement” 
account), 
3) If stock is held in a retirement account, 
what kind of retirement account, 
4) What is the source of the distributions 
(sale of stock or dividend), 

5) How long the investor owned the stock. 
 
When stocks are owned in a non-retirement ac-
count and inside a mutual fund, the tax conse-
quences seem unfair because an investor who 
purchases a mutual fund will inherit all of the tax 
liability for the entire year. 
 
For example.  Suppose you got a $10,000 Christ-
mas bonus and you want to do something smart 
with it so you decide to buy a low-cost stock mu-
tual fund. You make your investment on Decem-
ber 30th of that year. 
 
A few weeks later, you receive a form 1099-div 
stating that you earned $2,200 from your mutual 
fund the prior year.  Did you earn $2,200 dollars 

ing money in those holdings.  You could be in 
the same position as in the orange juice factory 
example if interest rates increase.  
 
Your investment could decrease in value. 
 
Since the 1980’s, the 
exact opposite of the 
orange juice factory 
example has taken 
place as interest rates 
decreased.  Bond 
holders experienced 
the decreased portfo-
lio volatility as ex-
pected and those 
bonds increased in 
the value.  In the fu-
ture, the bonds in a 
portfolio could actual-
ly add to volatility and 
financial loss!    
 
This puts retirees re-
ceiving money from their portfolio at an even 
greater risk of running out of money during 
their lifetime! 
 
What is important to know is that investing in 
stocks and bonds for retirement involves risk.  
Knowing that even though a portfolio 
“averages” a higher rate of return than the 
withdrawal rate, the investor could still run out 
of money. 
 
In times of market corrections, the investment 
industry makes a point to encourage investors 
not to sell because “the market always comes 
back.”  In the U.S. market this has been true.   
 
The problem is that “past performance is no 

Bond Values when  

Interest Rates Rise 
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stock inside a non-retirement account, they are 
only taxed on the transactions that occur while 
they own the investment.  The only taxable 
events are when they earn a dividend or when 
they sell the stock have a gain or loss on those 
shares. 
 
The federal income taxes on stock transactions 
outside of retirement accounts are as follows: 
- Gain/loss after owning a stock less than one 

year is taxed at your marginal tax bracket (up 
to 37%.) This is known as short-term capital 
gains. 

- Gain/loss after owning a stock for more than 
one year is 0-20% (depending on marginal tax 
bracket.) This is known as long-term capital 
gains. 

- Dividends 
received are 
taxed at 0-
20% (also 
depending 
on marginal 
tax bracket.) 
- An addi-
tional 3.8% 
tax is as-
sessed if the 
investor has 
a modified 

gross income above a certain threshold (this 
is known as Net Investment Income Tax or 
NIIT) 

 
The fact that the long-term capital gains and divi-
dends are taxed at a lower rate than ordinary in-
come when owned outside of a retirement ac-
count is a selling point of how efficient stocks can 
be. 
 
However, most investors own their stocks inside 

on December 31?  No, so you call the company 
wondering how this 1099-div could be right 
since you only owned the fund shares for one 
day and there wasn’t an increase (or decrease) 
in the account value.  
 
What you didn’t know is that the last day of the 
year happened to be the “distribution date” of 
the fund where owners of record on that date 
become responsible for the tax liability.  The 
various transactions that caused these distribu-
tions may have occurred weeks or months earli-
er but because you owned the mutual fund on 
the distribution date, you are now the one lia-
ble to pay the taxes on them! 
 
It hardly seems fair however this happens to 
mutual fund investors 
every year.  People 
inherit the tax liabili-
ties from transactions 
that occurred before 
they even owned the 
investment. The high-
er the mutual funds 
“turn-over 
rate” (which is how 
often the investment 
manager buys and 
sells stocks inside the 
fund) the higher this tax liability will typically 
be. 
 
An alternative to mutual funds are Exchange-
Traded-Funds (ETFs).  ETFs are considered 
shares of stock that hold a number of individual 
stocks inside of them.  For example, the ETF 
with sticker symbol SPY models the S&P 500 
index.  
 
When an investor buys an ETF or any individual 
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account withdrawals without penalty using a for-
mula based on their age and interest rates. 
 
The assumed benefit of using these traditional 
retirement accounts is that the investor will have 
a lower income and be in be in a lower tax brack-
et during the time they take money out of the 
account than when they put it into the account.  
The problem is that nobody knows what those 
tax brackets will be in the future.  

 
The Tax Cuts and Jobs Act is currently in effect 
and it reduced the number of tax brackets for 
both individuals and business.  The law is set to 
expire in 2026, however, with the massive 
amount of financial stimulus being introduced 
into the economy, it is uncertain when, or if fu-
ture administrations will make changes.  
 
The point is that when an investor contributes to 
a traditional qualified retirement account, they 
don’t know what their tax rate will be in the fu-
ture.  The hope is that people will be taxed at a 
lower rate which means that the retiree will have 
more income if all other things are equal.  How-
ever, it is possible that these rates will be higher, 
and the retiree will make less money even after 

of Qualified Retirement Accounts.  IRA's, 401(k)
s, 403(b)s, SEPs and SIMPLE IRAs are examples 
of qualified accounts.  
 
These types of accounts have two distinct 
types: Traditional and ROTH.  How an investor 
structures these types of accounts can impact 
not only how their investments are taxed but 
also other incomes in retirement, such as pen-
sions and Social Security, are taxed.  The cost of 
health coverage, even Medicare premiums or 
ACA tax credits, can also be affected. 
 
When an investor contributes money to a Tradi-
tional Qualified Retirement Account, they are 
generally able to deduct that contribution from 
their income thus “saving” themselves from 
paying taxes on that income at that time.  
 
This can be a very deceptive that phrase despite 
being used by tax and investment advisors regu-
larly.  To “save” taxes should means that you 
have avoided paying them.  Unfortunately, that 
isn't the case when contributing to Traditional 
Qualified Retirement Accounts.  When an inves-
tors make these contributions, or deposits to 
their account they are DEFERRING those taxes 
to a later date. 
 
When investors remove those contributions 
and their earnings from their retirement ac-
count for income, they will be taxed at whatev-
er their marginal tax rate is at that time plus a 
penalty if they withdraw those funds before 
age 59 ½.  
 
There are specific rules that, if followed, can 
allow an investor to pull money out of a quali-
fied retirement account before age 59 ½ with-
out penalty.  For example: IRS rule 72(t) allows 
individuals under age 59 ½ to make qualified 
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Question 10.  Should I buy stocks inside 
of life insurance or annuities? 

(Decision Tree Financial Does Not Sell Investments Inside 
Annuities or Life Insurance.) 

 
Someone may have tried to sell you stocks inside 
of life insurance or annuity contract.  These are 
known as “variable insurance contracts” and re-
quire the selling agent to be licensed with both 
their state’s Department of Financial Services and 

the Financial Industry Regulatory Authority, Inc. 
(FINRA). 
 
Life insurance is a contract where the policy own-
er pays a fee (known as a premium) to a life in-
surance company for the guarantee that when 
the insured person dies, the beneficiaries of the 
life insurance contract will receive a defined cash 
benefit from the life insurance company.  
 
Generally speaking, life insurance hedges against 
the risk of dying too soon and is the only type of 
insurance that will definitely pay a claim if it is 
held long enough. 
 

having waited for years. 
 
When the IRS defers income tax on IRA contri-
butions they are essentially providing you with 
a loan with which you can invest for them.  The 
problem with this loan is that 1) You have no 
idea what amount you will be paying back in 
the future and 2) you don’t know exactly when 
you will pay back that loan.  One of best things 
you can hope for is a really big tax bill at a low 
rate because if your account grew the govern-
ment’s share of your IRA then your share, 
whatever the split (tax rate), grew as well. 
 
Variable Annuity earnings inside both tradi-
tional qualified retirement accounts and non-
retirement accounts are taxed as current in-
come when they are taken out of the ac-
count.  The earnings are accumulating tax 
deferred which means that they are increas-
ing the investors future tax burden.  The divi-
dends and long-term capital gains that varia-
ble annuities earn do not get preferential tax 
treatment like stocks owned individually in 
brokerage accounts. 
 
On the other hand, a ROTH retirement arrange-
ment is taxed much differently.  Money contrib-
uted to a ROTH IRA or ROTH 401k is applied to 
the account AFTER the investor pays income 
taxes on that money.  The money invested in 
these accounts is also considered “tax deferred” 
because no taxes paid on the account earnings.  
However, if the investor takes withdrawals after 
age 59½ the earnings in a ROTH account could 
be income tax free!  
 
For earnings in a ROTH IRA to be tax free, the 
account owner much have held the account for 
5 years or more AND be older than 59 ½. 
 



 

     Why the Stock Market? 
         Concerns, Insights, and Alternatives for Wealthy Living             (844) 4-DECISION 

(844) 844-2474 

 

 

 

34 www.DecisionTree.Financial 

over a brokerage account is not in the contracts 
ability to generate “tax free income.” Instead, its 
value is in the contracts ability to “blossom” at 
death into the death benefit that the policy own-
er purchased with the contract 
 
On the other 
end of the 
spectrum is an 
annuity which 
is also a con-
tract with a 
life insurance 
company.  For 
an annuity in 
its accumulation phase, a contract owner typical-
ly submits a lump sum (known as the premium) 
to the insurance company.  
 
As with a Variable Life Insurance Contract, a Vari-
able Annuity Contract allows the policy owner to 
choose the asset classes they would like the cash 
values invested in from menu of investment op-
tions inside the contract.  In having this choice, 
they assume the investment risk of their cash val-
ue and could have a higher or lower rate of re-
turn over other types of annuities. 
 
The cash value of a variable annuity contract be-
longs to the contract owner and can be with-
drawn at any time for any reason though there 
may be penalties or tax considerations.  These 
details regarding withdrawals need to be under-
stood before purchasing the contract. 
 

Purpose of an annuity 
 
Annuity contracts are the only product on the 
market that guarantees lifetime income to the 
contract’s beneficiary regardless of the contract 
value.  Even if all of the principal in the contract 

Life insurance contracts can have a cash value 
component that belong to the contract owner 
and can be used during the life of the insured 
for any reason that the owner desires. 
 
Variable life insurance lets policy owners invest 
the contract’s cash values into a selection of 
mutual fund-like investments that the insurance 
company makes available.  Acting on this 
choice, the policy owner assumes all of the in-
vestment risk with their cash value.   
 
Taking on that risk in a variable policy could re-
sult in a higher or lower rate of return and cash 
value growth compared to a traditional life in-
surance where the insurance company chooses 
the investments and guarantees a minimum 
amount of performance. 
 
Cash value inside a life insurance policy has 
been touted as tax-efficient asset from which to 
draw retirement “income” from. This is because 
the proceeds from this strategy can be struc-
tured so that the IRS will deem the contract 
owner is “borrowing” the insurance policy 
death benefit which is income tax free when 
paid to a beneficiary. In fact, an investor who 
owns stock 
in a broker-
age account 
can also 
“borrow” 
against the 
value of 
their invest-
ment portfo-
lio in a simi-
lar fashion to receive tax free “income” from 
their investments.  
 
The true value of a variable life insurance policy 
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the potential to decrease in value during mar-
ket corrections. 

Variable annuity contracts charge a fee (known a 
mortality and expense charges – M&E) that 
provides the contract’s beneficiary with the 
greater of the account balance or the original 
deposit IF no distributions were taken from 
the contract. 

 
Illustration 2 – Imagine that two brothers invest 
$1,000,000 on the same day, one in mutual funds 
and the other in a variable annuity contract. One 
year later, both of the investment portfolios fall 
by 50%. Seeing their investment statements, 
both brothers have heart attacks and die.   
 
The wife of the brother who invested in mutual 
funds would receive the actual account value of 
$500,000. However, the wife of the brother who 
invested in the variable annuity would receive 
the full $1,000,000 even though the account bal-
ance was $500,000. 
 
These are general examples of how variable an-
nuity contracts work.  Each individual contract 
performs differently and if you do invest in one 
you will need to review the contract’s prospectus 
and discuss it thoroughly with the insurance 
agent. 
 
The fees inside of variable life insurance and vari-
able annuities are also a consideration. These 
benefits are not cheap. There are 3 fees to con-
sider: 
 
1. Mortality and Expense Fees – The fee charged 

by the insurance company to cover the death 
benefit insurance. 

2. Separate Account Fees – The fees the invest-
ment companies charge to manage the stock 
portfolios 

has been consumed, the income continues. 
 
The amount of the income that annuities pro-
vide to their owners is defined by the contract.  
Variable annuities give the beneficiary a poten-
tial to increase lifetime income but also can 
guarantee a minimum lifetime income amount 
regardless of investment performance. 
 
For example, imagine that two brothers each 
invested $1,000,000; one into mutual funds and 
the other into a variable annuity. They each 
take a $50,000 income every year. 
 
Unfortunately, the stock market decreases 90% 
the first year.  The brothers didn’t pay attention 
and within 2 years, the broth-
er who invested in mutual 
funds is out of money and 
can no longer receive an in-
come. 
 
However, the 2nd brother, 
who invested in the variable 
annuity contract, has a con-
tractual guarantee from a life 
insurance company to contin-
ue making income payments 
to 2nd brother.  The life insur-
ance company has the financial strength to 
maintain the contractual minimum payments 
laid out in the contract even though the ac-
count value is $0. 
 
The income from an annuity contract continues 
as long as the contract owner lives and, poten-
tially, as long as the contract owner’s spouse 
lives.  
 
Because variable annuity contracts invest the 

owner’s money into stocks, the contract has 
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or an acceptable worst-case scenario. 
 
Our belief is that the key to successful investing is 
not deciding in which stocks or bonds to invest, 
but instead to manage risk and decrease volatility 
while allowing the stock market averages to work 
to our advantage. 
 
We do this two ways. 
 
First, we use what we call “The very safe and 
very risky” strategy. 
 
It works like this. 
 
If we look at the typical investment strategy 
(such as asset allocation previously discussed) we 
know that it will average a relatively small (10-
12%) return from year to year. Additionally, an-
other problem is that the investor accepts 100% 
of the risk in the portfolio which could experience 
significant losses though the risk is moderate. 

 
This is illustrated in the red colored middle of the 
barbell above as the “not safe, small payoff, me-
dium risk” portion of the barbel and the idea is to 
remove this type of investment out of one’s fi-
nancial position. 
 
This leaves us with the “Safe/Low Risk” left and 
the “Big Payoff/High Risk” right side. 
 

3. Rider Fees – Fees to provide various benefits 
such as lifetime incomes, guaranteed death 
benefit increases, and other benefits that 
vary by contract. 
 

It should be noted that variable annuities are 
only one form of annuity available in the mar-
ketplace.  Other “fixed” annuities are also 
offered by insurance companies.  The money a 
contract owner contributes to these contracts is 
invested by the insurance company and the per-
formance is guaranteed by them.  These perfor-
mances include growth, death benefits and life-
time incomes. 
 
There are times when annuity contracts make 
sense for an investor.  In order to know if it is 
the right choice for you, we recommend a com-
prehensive financial plan analysis in order to 
understand how the annuities contractual guar-
antees could help or hurt your ability to reach 
your financial goals. 
 
The fact is that annuities do transfer various 
risks, for a price, away from the investor and 
guarantee a certain level of performance.  This 
is something you will be hard pressed to find 
with any individual stock, mutual fund, or in-
vestment advisor. 
 
 

Question 11.  What alternatives are 
there to investing in stocks and 
bonds for retirement? 

 
The reason for this guide is to let you know that 
there are alternatives to investing in stocks and 
bonds in retirement.  These alternatives have 
the potential for unlimited, double-digit gains in 
a portfolio while limiting the downside during 
any given time to a pre-determined maximum, 
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market portfolio provides in up years while also 
limiting potential losses to a predefined maxi-
mum during times of economic uncertainty!  In 
addition, it provides the investor with a signifi-
cant amount of cash to potentially make invest-
ments when other investors’ emotions cause 
them to “sell low” creating tremendous buying 
opportunities. 
 
The investor who uses this strategy has a tremen-
dous emotional advantage over other investors.  
They can still experience the excitement of up-
side potentials when the stock market increases 
and have the peace of mind knowing that their 
assets are safe. 
 
When others are selling low because they feel 
like the stock market could collapse this strategy 
provides security and money to take advantage 
of potential market cycles. 
 
As discussed earlier, the use of debt is one of the 
biggest drivers in propelling the stock market 
higher.  Executives of companies whose stock is 
listed on the various stock exchanges take risks 
using debt to increase returns for their share-
holders.  Investors use debt in the form of margin 
for leverage to increase the return of their equity 
as well.  
 
This strategy puts investors in a position to profit 
when these risks pay off and protects them in the 
event the risks cause the stock market to decline, 
or crash. 
 
The second investment strategy we employ does 
not rely on stock market going up in the future.  
As a matter of fact, investors who use this second 
strategy have the potential to make money when 
the stock market is increasing, decreasing or even 
not moving at all. 

For the safe portion of the portfo-
lio, we design a portfolio where 85-
98% of your wealth is in a position 
where it will not decrease in value.  
Ideally, we want to earn a small 
rate of return on this money and, 
when possible, leverage it to pro-
vide for other needs that can help 
to strengthen your overall financial 

position.  
 
To be considered very safe, we want to know 
that no matter what happens in the stock, bond 
or real estate market, this asset will have at 
least the same value as it had when it was posi-
tioned there.  The reason for this is 
that we want to know it is there to 
take income from or take advantage 
of future investment opportunities 
while it decreases the volatility in 
your portfolio. 
 
For the remaining 15-2% that makes 
up the very risky portion of the 
portfolio we make calculated contributions to 
assets that have a high probability of apprecia-
tion with the potential to increase by 300-400% 
in any given year.  Because of the tremendous 
upside potential that this small percentage of 
your portfolio would have, the asset also has a 
the possibility, of a lesser probability, of being 
worthless after the investment period. 
 
The fact that a portion of an investment portfo-
lio could become worthless scares many people 
until they understand how these two types of 
assets work together. 
 
In constructing a portfolio like this, an investor 
has the potential for gains similar to, and 
sometimes much higher, than what a stock 
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Yes, it is true that Social Security, in its current 
form, is running out of money.  However, there 
are several fixes to this problem that would be 
quite simple to implement that would make this 
program solvent for another 100 years.  This in-
cludes increasing the maximum wage base 
($137,700 in 2020)  and/or increasing the em-
ployee/employer contribution from 12.4% to 
15%. 
 
Each month an individual waits past their “Full 
Retirement Age” to take their benefits results in a 
2/3% increase in the monthly benefit (8% annual-
ly.)  These increases, along with the base benefit, 
receive favorable tax treatment (can be 100% 
income tax free) and receive “Cost of Living Ad-
justments” (COLA) that help the income keep up 
with inflation. 
 

There are a number of other planning considera-
tions one should address when choosing when to 
take Social Security.  You can visit Decision-
Tree.Financial to learn more about these consid-

 
The fact is that many investors are looking for 
ways to protect their portfolios from losses 
while others are looking for ways to increase 
their gains with the money they have at risk, 
much like the “really risky” portion of the 
portfolio we just described. 
 
The way this strategy works is that it allows the 
investor to act as a sort of insurance company 
to the other investors making money from their 
fear of losses and hope for gains. 
 
By providing investors with the ability to either 
manage their risks and/or take additional risks 
the individual who uses this strategy (while 
managing their own risk) has the ability to make 
consistent streams of income in up, down, flat 
and even very volatile markets. 
 
This strategy involves selling various option con-
tracts to other investors, many of whom are 
speculating on the stock market during a cov-
ered time period.  Insurance companies makes 
money by insuring risks, but they understand 
risk and transfer unacceptable risks away from 
themselves.  The investor who utilizes this strat-
egy should employ the same philosophy never 
leaving themselves open for unacceptable cat-
astrophic losses. 
 
Another “passive” income strategies that can 
help ones wealth outpace inflation is spending 
down assets while waiting to receive a higher 
Social Security Retirement Income.  
 
Though there is a lot of publicity in the media 
that Social Security is on the brink of becoming 
insolvent, we don’t prescribe to what the media 
states as we believe their objective is to sell sto-
ries and not provide sound financial advice. 
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The Wealth Performance and Protection System 
 

The hope in producing this guide was to help people like you understand the perils of investing in stocks and help you 
determine if they are the right tool for your retirement.  If your retirement account is worth over $250,000 and/or you 
are able to consistently set aside $20,000 for your retirement you might want some more in-depth guidance on posi-
tioning your wealth for success. 
 
We encourage you to contact us for a free consultation with one of our Certified Financial Planners or Chartered Fi-
nancial Consultants who specialize in comprehensive strategies for wealth protection and performance. 
 
If, after our initial consultation, we agree that it is in both parties’ interest to work together, we will introduce our 
Wealth Performance and Preservation System.  This system will help you develop a more in-depth financial strategy 
that manages multiple forms of financial risk while positioning you to grow wealth and generate income through all 
financial conditions. 
 
Through our Wealth Performance and Protection System, you will benefit from Decision Tree Financial’s knowledge 
and experience.  You are likely to never see us featured on any investment program, interview, or featured article pub-
lished by the financial media because our objective and strategies are not designed to help the financial industry make 
money.  Our objective is to help you be financially successful and to use the tools available to you in the most efficient 
and effective way possible. 

erations.  There are substantial resources available to help you understand this topic including our webinar 
“Maximize Social Security Income” which is available by clicking here. 
 
Guide Summary 
Ultimately, the most important thing when it comes to picking an investment strategy is that you are able to 
enjoy the journey to reach your financial goals and that once there you can live the life you desire.  On the 
surface, investing in the stock market may seems like the best thing to do.  After all, it is the most promoted 
solution. 
 
The financial services industry and the supporting media both stress the market’s past performance and are 
continually selling this solution.  However, we know that past performance is no guarantee of future results, 
and the reasons stocks have done well in the past may become the same reason they perform poorly in the 
future. 
 
Before continuing to rely so heavily on stocks to generate a retirement nest egg and income, be sure to un-
derstand your alternatives and take appropriate action to put yourself in the best position to succeed. 
 
We recommend you take advantage of our Wealth Performance and Protection System to identify areas in 
your personal finances that are inefficient, too costly and putting your wealth at risk without the appropri-
ate amount of upside potential. 
 


