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*some form of yes

~200 RESPONSES TO INVITATION SURVEY

95% response rate–thank you!

Do you struggle aligning your 
client’s financial plans with their 

investment portfolio?

58%
Yes*

What is the single biggest risk 
that your clients face? 

57%
shortfall

Do you have any concerns 
with the results?

78%
Yes*

Do you use 
Monte Carlo Simulations? 

69%
Yes
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BEHAVIOURAL BACKDROP – ALARMING LACK OF CRITICAL 
THINKING  

Question your assumptions 
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BEHAVIOURAL BACKDROP – ANCHORING 

Clinging to irrelevant inputs and  assumptions  

Source: Englich, Mussweiler and Strack (2005)
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FINANCE GUYS ARE NO BETTER 

Write down the last digits of your telephone number, estimate the number of doctors in London

Source: Montier 
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DO YOUR ASSUMPTIONS CAPTURE 
THE KEY ELEMENTS OF REALITY?  

All models are an abstraction, a map on a scale of 1:1  is no use to anyone 

Source: FRED. GMO 
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UNDERSTANDING THE MECHANISMS MAKES THIS MORE 
THAN JUST DATA MINING 

The stock volatility profile is driven by mean reversion of valuation

Source: FRED. GMO 



Proprietary information—not for distribution. For Institutional Use Only. Copyright © 2022 by GMO LLC. All rights reserved. | 8

UNDERSTANDING THE MECHANISMS MAKES THIS MORE 
THAN JUST DATA MINING  

Nominal bonds in real terms 

Source: FRED. GMO 
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A RANDOM WALK IS NOT A GOOD DESCRIPTION OF EITHER 
REAL STOCK OR REAL BOND RETURNS 

Stuck in the 1970s Consensus of academics  used to think: 

Now they think:
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BUT SO WHAT? 

Assuming asset prices follow a random walk leads to bond-heavy portfolios
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FOR FURTHER INFORMATION…

▪ Contact your GMO Relationship Manager

▪ Email access@gmo.com

▪ Find us at: www.nebo-gmo.com
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QUESTIONS & ANSWERS 


