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Goals-based investing
The new logic in managed investments

Matthew Walker

G
oals-based investing is about building and 
managing investment portfolios to achieve 
particular outcomes. Goals-based investing 
focuses on achieving the specific results 
desired by the end client, the investor, rather 
than more arbitrary market benchmarks.

Institutions have been investing in this 
way for decades but, until now, it hasn’t been readily available to 
retail investors. For example, an insurance company manages its 
exposure to likely claims by ‘matching’ the maturities of their in-
vestment to meet their expected payouts. It is commonly called ‘li-
ability matching investing’. It is a simple risk mitigation or cash flow 
management exercise. More recently we’ve seen the Future Fund 
set up to achieve specific investment objectives, in their case CPI + 
4% to 5% over the long term.

Similarly, all investors have goals. When being applied to an indi-
vidual or family group, typically there are many goals. Helping cli-
ents to achieve their specific goals makes for happier and more satis-
fied clients, which, as we know, is good business.

In this paper we explore what we mean by goals-based investing 
and why it is being adopted by growing, client-focused financial 
planning businesses.

What are goals-based investment portfolios?
A goals-based investment (GBI) portfolio is designed and managed 
to meet the clients’ specific needs directly. These will typically fall 
into one of three broad categories:
• time-based—cash flow or liability matching over short-term, mid-

term or long-term
• return-based—targeting required rates of return to meet capital 

needs over the long-term. i.e. CPI+ or cash+
• risk-based—managing risk to specific levels acceptable to the in-

vestor (such as a risk tolerance level).
When used individually or in combination, these three categories can 

be applied to meet any investor’s needs.

Key attributes of goals-based investment 
portfolios
Given the more specific focus of GBI portfolios, there are certain attrib-
utes required to help improve the likelihood of meeting their mandates.
• GBI portfolios generally don’t target market benchmarks or out-

comes. When assessing what assets to hold, the critical decision is 
whether or not that asset helps the portfolio achieve its objective, 
on a forward-looking basis.

[Note: we’ve all heard the disclaimer that past returns are no indica-
tion of future returns, but portfolio optimisation theory assumes the 

Matthew Walker, Dynamic Asset Consulting

Matthew Walker is a director of Dynamic Asset Consulting, and is director and co-founder of WLM Financial 
Services, which was established in 2005. Matthew is a CFP and has worked in both boutique and institutional 
financial planning firms. 

www.fssuper.com.au
May  |  2020



2

FS Super THE JOURNAL OF SUPERANNUATION MANAGEMENT•

Investmentwww.fssuper.com.au
May  |  2020

The quote

Your investment 
philosophy should 
be based on what 
you believe is the 
right thing to do 
for your investors 
and, therefore, your 
business.

past is the starting point.]
• They have much broader asset allocation ranges, al-

lowing a GBI manager greater flexibility in what asset 
classes and investments they can invest into. 

• To meet objectives through an economic cycle, GBI 
managers will use dynamic asset allocation to invest 
only into assets they believe will achieve their goals at 
a particular point in time.

• There is a much greater focus on risk (volatility or loss 
of capital) of asset classes given the more defined in-
vestment objectives of GBI investments.

• The aim is to limit the extent and severity of loss of 
capital value. As a result, GBI portfolios exhibit a 
strong focus on capital protection.

• GBI portfolios generally do not benchmark against 
traditional markets, such as shares and property, 
which can be volatile and have little relevance to the 
outcomes required by investors.

Reframing your investment philosophy
Goals-based investing may seem like an obvious con-
cept, but it represents a departure from the typical risk-
tolerance framework, which profiles clients based on 
whether they have a conservative, balanced or aggressive 
orientation to investment risk. These distinctions are not 
just semantic; they have important implications for in-
vestment strategies and wealth management practices.

When there are important decisions to be made on behalf 
of your investors and your business, an excellent place to start 
is with what you believe. Many of the world’s leading inves-
tors will tell you that nothing is more critical to long-term in-
vestment success than a clear investment philosophy.

An investment philosophy commonly begins from two 
mainstream approaches, as summarised below.

Your investment philosophy should be based on what 
you believe is the right thing to do for your investors and, 
therefore, your business. It will help guide your decision-
making principles and underpin everything you do. That 
way, in times of market upheaval and through the dark 
of uncertainty, your investment philosophy enables you 
to control your emotions, shut out the noise and focus 
on the things that matter over the long term. Your in-
vestment philosophy keeps you focused on the process, 
which is your investment strategy.

This is particularly important when advising private in-
dividuals. Behavioural economics has shown that people 
are, in reality, much more risk-averse than they might own 
up to; and that under stress, they make highly reactive deci-
sions. In the investment markets, this can be very expensive.

Risk profiling within the goals-based 
investing model
It is becoming more widely understood and accepted 
that a risk-tolerance approach to portfolio construction 
has little or no relationship with the client’s actual needs. 
Therefore, it does not necessarily help them to achieve 
their goals. However, it is still important to understand 
and respect an investor’s tolerance to risk.

In a goals-based investing approach, the risk tolerance 
is used at the end of the process—as a cross-check that the 
clients understand and are comfortable with the invest-
ment portfolio recommended. If not, there is a discussion 
to be had about what elements of their plan—or invest-
ment portfolio—should adapt to produce a result the cli-
ent is satisfied with. By following this approach, the end 
result is a range of portfolios that are both more relevant 
to the clients’ needs and that they will better understand.

We appreciate that there are some residual concerns 
around how the regulators would view a change to his-
torically common practice. Whatever the approach or ra-
tionale, the baseline is always the Corporations Act 2001 (s 
945A), which requires an adviser to have a reasonable ba-
sis for providing advice in the best interest of their clients.

In reality, the regulations don’t state that a risk profile 
is mandatory. Rather, the industry has adopted the belief 
over time that it should be completed to ensure an under-
standing of your client, and to follow best practice. When 
thinking it through, from a regulation and business risk 
perspective, building and managing portfolios that spe-
cifically meet clients’ needs is clearly more likely to be 
in their best interests and therefore likely provides better 
risk management than the commonly used approach.

Does goals-based investing using 
dynamic asset allocation work?
Critics of goals-based investing or dynamic asset alloca-
tion point to three main concerns with the strategy:
• transaction costs and turnover are too high and erode 

Risk profiling or strategic asset allocation  Goals-based investing or dynamic asset allocation

Psychometric risk profiling is the most appropriate way to determine an investment  
strategy.

Investors’ actual needs and goals are the most critical starting point to establish an invest-
ment strategy.

Risk means the volatility of capital. Risk is the probability of not meeting an investor’s goals or permanent loss of capital.

History is the best guide to future outcomes. Forward-looking estimates and projections are more relevant than historical data as markets 
will not always perform as they have historically.

Markets will always mean revert to historical rates and ratios. Therefore, Modern Portfolio 
Theory can be used to build optimal portfolios that are always efficient and repeatable.

The world is continually changing. History does not always repeat, and markets are not 
always efficient. Risk-reward opportunities arise constantly.

Investors are always adequately rewarded for risk so a long-term strategic (or static) 
asset allocation works best.

Protecting capital is of paramount importance. A more flexible and broad-ranging dynamic 
asset allocation approach can help add value or protect from capital losses.

An investor’s risk profile needs to apply across the group, as a whole. Investors will have several different goals; no one strategy or profile will suit all needs.
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possible benefits
• market timing is very difficult
• dynamic asset allocation takes time, resources and a 

specific skill-set that has not traditionally been made 
available to retail advisers, so is therefore difficult to 
execute in practice.
All these points are somewhat subjective and will de-

pend heavily on the types of mandates, who is doing it 
and how they go about managing their portfolios. By 
that, we mean that not all managers will have high turno-
ver or try to time the market, so it’s not as black and white 
as the critics suggest.

We can look at some very well-known and credentialed 
goals-based investors such as the Future Fund or United 
States universities that run endowment funds such as 
Harvard, Yale, Princeton, Dartmouth, Columbia, Cor-
nell and Brown.

Not surprisingly, these significant and serious invest-
ment houses have done their research into the best way to 
achieve the outcomes of their investment mandates and 
concluded that GBI is the approach they choose to use. 
It is undoubtedly hard to dismiss their strong long-term 
risk-adjusted returns.

Strategic asset allocation—the case 
for change
If we circle back to the beginning, to where the current 
status quo in the advice industry is to use strategic as-
set allocation (‘diversified’) portfolios based on a risk-
tolerance framework, the obvious question arises as to 
whether there is enough of a reason to change.

The short answer is, yes, there is. The real question 
here is: what is your motivation to change and do you 
have the will to do so?

The client-side benefits are apparent because GBI can 
directly link client investment portfolios to client goals. 
It can provide your clients with a higher probability of 
achieving their goals in a way they can readily under-
stand and engage in.

The risks of not changing
In 2014 Schroders released a paper, “Why SAA is 
Flawed” (Schroders Investment Management), in which 
they found that a strategic asset allocation portfolio un-
derperformed a 5% real return objectives 49% of the 
time over five years and 47% of the time over ten years.

State Street Global Advisers Investment Solutions 
Group head of Asia-Pacific Mark Wills said “while a 
60/40 balanced portfolio is effective during ‘normal 
times’, these periods typically only occur during 65% of 
an observable market cycle. That is, the traditional 60/40 
portfolio structure is limited and may fail to protect the 
value of assets during specific points in the market cy-
cle.” “In the other 35% of the cycle [investors] need to 
think outside the square to preserve their assets,” said 
Mr Wills.

These findings can lead to further discussions of timing 

and sequencing risk, but the primary factor is that strate-
gic asset allocation introduces a lot more ‘risk’ than may 
be understood and appreciated—both to the client by not 
meeting their objectives and to the advice business in fail-
ing their clients.

We find it difficult to understand how any investor or 
advice business would be willing to accept a failure rate 
between 35% - 49% depending purely on circumstances 
at the time.

What to expect from goals-based 
investing?
With a different approach come different outcomes, so 
it is essential to understand what to expect from goals-
based investing.

There are specific attributes that can be expected 
from goals-based investing.

Primary among these is that if you are targeting spe-
cific outcomes, and manage diligently to that purpose, 
then you should expect a higher probability of achieving 
that outcome than an approach like strategic asset alloca-
tion may deliver at any particular point in time.

A secondary consequence of GBI portfolio manage-
ment is that you should expect less volatility and a higher 
degree of capital protection.

Finally, if you invest into a diversified goals-based in-
vestment portfolio, it will not behave like traditional mar-
kets or benchmarks. Market outcomes become irrelevant 
as they are likely to have little to do with the targeted re-
sult. For example, if you have a CPI + 5% target return, 
then does it matter what the share market does?

Combining these factors, you should expect a goals-
based investment with lower volatility would under-per-
form during a rising market and that it will out-perform 
during a falling market.

The outcomes of goals-based investing are fundamen-
tally important to bear in mind when advising retail clients 
as they will also need to understand what they can expect.

[Note: As a general indicator, numerous surveys point 
to the fact that the top priorities for investors are: 1. 
peace of mind/protection of capital; 2. understanding/
transparency; 3. measuring progress; 4. investment re-
turns (yes, returns come in at 4 on the list, which may 
surprise some given the focus most advice firms give to 
performance when working with their clients).]

How lower volatility improves outcomes
In terms of how dynamic asset allocation operates, goals-
based investment portfolios typically have lower levels of 
volatility than strategic asset allocation or benchmark 
aware portfolios. This helps achieve the number 1 ob-
jective of most retail investors, which is peace of mind/
protection of capital.

What is perhaps less well understood is that a lower 
volatility portfolio can also help achieve better returns and 
improve the likelihood of achieving the client’s desired 
outcome in both accumulation and drawdown stages.
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High absolute volatility and the occurrence of significant losses 
can severely impede the accumulation of capital. Table 1 shows an 
example of four different investments with the same simple average 
return but with different volatilities. The lower the volatility, the 
higher the compound returns. This simple example illustrates the 
negative impact of high volatility on compound returns. It is particu-
larly dangerous for those approaching or in retirement.

Older investors cannot withstand an equity market correction near 
or during retirement. Table 2 shows the time to recover from a bear 
market downturn depending on different subsequent rates of return. 
In a low return environment, for example 6% per annum, it will take 
six years to make back a 30% market decline.

This highlights a common concern of strategic asset allocation or 
benchmark aware portfolios, which is sequencing risk. That is vola-
tility and drawdowns in markets, as happens from time to time, can 
have very significant effects on portfolios in drawdown and the lon-
gevity of capital.

Practical business considerations
The fundamental questions for any adviser or advice group are:
• What do we believe?
• What is our investment philosophy?
• Will that be a better outcome for the clients and the business?
• What’s the best way of executing our beliefs and business strategy?
• Do we currently have the capability to deliver on that?
• How much time can be freed up for other business activities?
• How much value will this add to the business?
• How much will a happier, more stable clientele improve the sale-

ability of your business?

These baseline business considerations and investment philosophy 
will be the bedrock that underpins everything you will do and say, 
and provides you with the framework with which to move forward.

If you are open-minded and serious about considering how to im-
prove your business, change is a likely prerequisite. With any change 

come challenges, but also opportunity. Change starts with the pro-
cess of determining your business needs. From there, options can be 
assessed, a strategy decided and a plan to implement be developed. 
Why, how, what and when.

Each adviser will have a threshold of what they can do and when. 
This depends on their circumstances and priorities. However, it is 
worthwhile noting that there are support services and tools available 
that can help map out the framework and process.

Technology is part of the solution
Technology is generally accepted as necessary to run an efficient busi-
ness that provides complex services and provides open access to clients.

Technology contains two key advantages. On the one hand, it makes 
information more available to consumers, meaning they can be more 
discerning about where and how they get their advice. On the other 
hand, it is becoming more evident that technology has to be part of the 
solution if advice businesses are to remain viable going forward. 

One example of an area where technology is helping is in provid-
ing opportunities to scale an advice business and improve margins 
through the use of managed accounts and managed discretionary 
accounts (MDAs).

Managed accounts and MDA services are fast gaining traction 
and winning business from more traditional platforms because they 
can provide a simple, open, bespoke solution for every client. The 
administration functionality of such services can allow for portfolios 
to be managed on a group basis, giving advice businesses a cost-ef-
fective way of servicing a large number of clients, i.e. ‘mass customi-
sation’. Further benefits can be extracted through the use of MDA 
licensing options that many platforms can provide. These reduce the 
need to produce Statements of Advice and allow bulk transactions 
across multiple accounts.

Unique technology can help advisers to quickly and rationally 
build portfolios to align clients’ needs or risk tolerances across mul-
tiple entities, speeding up the advice process and giving clarity of 
purpose for the client.

Table 1. An example of four different investments

 Investment A (%) Investment B (%) Investment C (%) Investment D (%)

Year 1 return 10.0 13.0 19.0 25.0

Year 2 return 7.0 9.0 13.0 17.0

Year 3 return 3.0 1.0 -3.0 -7.0

Year 4 return -4.0 -7.0 -13.0 -19.0

Volatility (std dev % pa) 5.2 7.7 12.7 17.7

Simple average return (% pa) 4.0 4.0 4.0 4.0

Compound return (% pa) 5.2 5.0 4.3 3.3

Table 2. Time to recover from a bear market 

Rate of return                                           Size of bear market downturn

-10% -20% -30% -40% -50%

2% 5.25 years 11.25 years 17.75 years 25.50 years 34.75 years

4% 2.75 years 5.50 years 9.00 years 12.75 years 17.25 years

6% 1.75 years 3.75 years 6.00 years 8.50 years 11.50 years

8% 1.25 years 2.75 years 4.50 years 6.50 years 8.75 years

10% 1.00 years 2.25 years 3.50 years 5.25 years 7.00 years
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Technology also helps with transparency and portfolio reporting, 
which provides clients with insight and clarity, again aligning what 
they want with what is available.

The question of outsourcing
After factoring in everything required as a financial adviser, there is 
precious little time left for investment research, meeting managers, 
building portfolios and general portfolio management. This leaves 
advisers with a dilemma—can an elite adviser service their clients, 
run a business and be a portfolio manager all at the same time? Is 
spending about 20% of one’s time managing investments enough in 
today’s market? Is the outcome likely to be better for clients and the 
business than if managed by full-time professional portfolio manag-
ers?

Some advisers might have those skill-sets, but for the vast major-
ity of small to mid-sized advice firms with less than $200 million, it 
is unlikely that they can resource cost-effectively to provide institu-
tional-grade portfolio management that can compete with full-time, 
well-resourced specialist investment managers. It is a simple matter 
of practicality that it is not viable unless there is significant scale to 
dedicate resources to develop a professional investment management 
service.

Irrespective of one’s views on outsourcing, it is critical to find a 
portfolio management solution that fits in with your investment phi-
losophy and client requirements.

Ideally, to gain maximum benefit from an outsourced portfolio 
management solution, it should also be a ‘whole of business’ proposi-
tion providing portfolio management options across both superan-
nuation and non-superannuation options.

In short, the benefits are a more straightforward, more profitable, 
risk mitigated business with satisfied clients. fs


