
Market Efficiency, Multi-Period Optimization and  
Long-Term Investing  
By Dan diBartolomeo 

The traditional portfolio theory view of investing from Markowitz (1952) assumes that the 
future is a single period during which capital market expectations are constant. This con-
struct is only sensible in a world of zero taxes and transaction costs. As long as those are 
zero, we can costlessly change our asset allocation to whatever we believe is most ap-
propriate as often as our expectations of return and risk change. In the real world, the 
impact of trading costs, taxes and time variation in investor preferences are material, so 
some investment organizations have tried to pursue multi-period optimization strategies 
for asset allocation, but there has been little widespread adoption of these techniques. 
The principal impediment to multi-period optimization has been the inability of the invest-
ment community to form robust estimates, not only of our current expectations of risk 
and return but also reliable forecasts of how our asset returns expectations will evolve in 
the future. In this article, we will describe a technique for making “current forecasts of 
our future expectations” based on a modified definition of the concept of market effi-
ciency.   
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Northfield Short-Term XRD Equity Risk Models now Available  
By Jason MacQueen 

Northfield is pleased to announce the release of the Short-term XRD Equity Risk Models.  
We have also taken the opportunity to make a number of changes to the XRD risk mod-
els, so they will be referred to as v2 XRD models.   
 
The Long-term XRD uses four sets of eighty 4-weekly returns, staggered one week 
apart, for each stock.  Each of these four sets of returns is used to build a single refer-
ence day (SRD) risk model, and we then average the four SRD models to get the XRD 
risk model. In the averaging process, some of the sample specific idiosyncrasies (read: 
estimation errors) will diversify away, leaving a more robust and more stable risk model 
which gives better portfolio risk forecasts.  
 
The Short-term XRD model has exactly the same factor structure as the Long-term 
model, but uses five sets of weekly returns, staggered one day apart. We build five SRD 
models and then average them to produce the Short-term XRD model.  
 
While the Long-term XRD model has a look back of just over 6 years, and is therefore 
useful for portfolio risk forecasts from 3 months to one year out, the Short-term model 

(XRD, Continued on page 4) 
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Recent and Upcoming Events 

Northfield’s Retirement Investing Workshop 
Massachusetts Institute of Technology Endicott House Conference Center  Dedham, MA  October 4-5, 2016 

Northfield is pleased to invite you and your colleagues to participate in a retirement investing workshop program de-
signed to bring forward cutting edge innovations that can improve investment outcomes for individual households as well 
as both defined benefit, and defined contribution plans The workshop program will consist of seven work sessions begin-
ning with a dinner presentation on the evening of October 4th and continuing with six additional sessions concluding in 
the late afternoon on October 5th.   

Our venue will be the Endicott House Conference Center operated by the Massachusetts Institute of Technology, just 
twelve miles from downtown Boston. A former private estate, the facility is set on twenty-five acres of landscaped gar-
dens. The original French-Manor style mansion was completed in 1939 after five years of construction by a team of Euro-
pean artisans. The grand meeting rooms and overnight accommodations in the mansion have been augmented by state 
of the art conference facilities and additional luxurious lodgings set across the compound. 

The registration fee for the workshop is inclusive of all meals and overnight accommodations for the night of October 4th. 
To register and view the full workshop agenda, visit: http://www.northinfo.com/events.php. All inquiries regarding registra-
tion and logistics should be directed to Kathy Prasad at kathy@northinfo.com or 617.208.2020. The size of the event is 
limited to just forty participants, so early registration is encouraged.  

Agenda 
Define Contribution Retirement within Lifetime Investing Planning 
Dan diBartolomeo, Northfield 

Smarter Portfolios for Capturing Equity Factor Return Premia 
Jason MacQueen, Northfield 

Optimal Deal Flow for Investors in Illiquid Assets 
Emilian Belev and Rick Gold, Northfield 

Applying Machine Learning to Identify Regimes for Asset Allocation and ALM 
John Mulvey, Princeton University and Lionel Martellini, EDHEC 

Valuation and Risk of DB Plan Sponsor Guarantees 
Dan diBartolomeo, Northfield 

Evaluating Fund Risk and Manager Skill for Defined Contribution Retirement Investing  
Daniel Mostovoy, Northfield 

Optimizing Scenario Analysis for Asset-Liability Management 
Dan diBartolomeo, Northfield 

Webinar Wrap-up: Passive Management, Market Efficiency and Long Term Return Premia 
August 18, 2016  11:00 AM EDT  

Northfield President Dan diBartolomeo hosted a webinar on Tuesday, August 18th where he discussed the recent surge 
in passive management that has largely arisen from an increasing portion of investors coming to the conclusion that ac-
tive managers cannot outperform the market net of costs. Dan proposed that for long-term investors a different definition 
of market efficiency is more relevant. The presentation described numeric programming solutions for the global optimal 
portfolio and also methods for defining investor preferences. With these two building blocks, we can derive the risk pre-
mia associated with various asset classes as shadow prices. Dan also demonstrated how long term demographic trends 
must foretell the shifting of investor preferences, and thereby predict changes over time in the return premia, which 
compensate investors for unresolved disutility.  
 
The presentation slides are available at http://www.northinfo.com/documents/709.pdf. Contact your Northfield Sales Repre-
sentative if you are interested in viewing the full presentation recording of the event. 

http://www.northinfo.com/documents/709.pdf�
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Northfield Asia Seminar Series – Research on Investment Management and Risk 
Tokyo  Singapore  Sydney  October 31, November 3 and 7, 2016 

Northfield will be hosting three one day seminars in Tokyo, Singapore and Sydney. The purpose of the seminars is to 
showcase our research on various topics in investment and risk management to our growing list of Australian and Far 
East clients and prospects.  
 
The Tokyo seminar will take place on October 31st at the Belle Salle Yaesu Conference Center. The Sydney seminar will 
be held on November 3rd at the Quay Restaurant and the Singapore event will be held at the Raffles Hotel on the 7th.  
 
Further details will be posted in the coming weeks to http://www.northinfo.com/events.php as the agenda becomes final-
ized. Contact Nick Wade in Tokyo if you would like to attend, +81 3 5403 4655 or e-mail: nick@northinfo.com. 

 
 
Webinar - Credit Spreads – The Flipside of the Default Distribution  
September 27, 2016  11:00 AM EDT  

Northfield’s Emilian Belev will be hosting a webinar on September 27, 2016 

Abstract 
Bond investing has consistently used credit spreads as a cornerstone of determining payoffs and risk. A more recent 
work in structural credit risk models establish a connection between the assets of an enterprise, its equity claim, and 
credit viability. These two schools of thought largely avoided the need to reconcile their beliefs in the absence of com-
mon language. Since the introduction of the structural credit approach to our fixed income risk model in 2011, Northfield 
has made steps to write the syntax of this language. It showed that the two frameworks merge into one when put in a 
general framework. That is the utility of a rational investor relates changes in spreads to higher distributional moments 
both for reasons of multi-periodicity, as well as the projected default payoff distribution. We offer our empirical work to 
show how this theory holds in practice. 
  
Visit https://northinfoevents.webex.com to register. There is no charge to register. If you cannot attend the live session, 
please register and we will send you the post webinar recording. 

 
 

Webinar Wrap-up: Estimation of Event Risk: Crashes, Brexit, and Whatever Comes Next 
July 26, 2016  11:00 AM EDT  

Northfield President Dan diBartolomeo hosted a webinar on Tuesday, July 26th h where he discussed the recent "Brexit" 
vote and how it created massive anxiety among investors in the UK, with lesser but still severe concerns across the 
European Union countries. Dan asserted that most systems routinely used to assess the risk of extreme events and 
other short lived phenomena (e.g. commercial providers of VaR and CVaR measures) are simply inadequate, and often 
lead to counterproductive actions by long term investors. 
 
The body of the presentation addressed numerous key aspects of how event risks should be viewed, assessed and in-
corporated into portfolio management actions. Among those key issues discussed were the use contemporaneously ob-
servable market information to improve risk estimates, adjustments in the assumed distribution of asset returns, inclu-
sion of serial properties of asset returns, liquidity analysis and scenario driven conditioning of volatility estimates. 
 
The presentation slides are available at http://www.northinfo.com/documents/708.pdf. Contact your Northfield Sales Repre-
sentative if you are interested in viewing the full presentation recording of the event. 

 
 

http://www.northinfo.com/documents/708.pdf�
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(Events, Continued from page 3) 

Webinar Wrap-up: Global Wealth Management and the Panama Papers 
June 30, 2016  11:00 AM EDT  

Northfield President Dan diBartolomeo hosted a webinar on Thursday, June 30th  where he discussed how the common 
practice of wealthy individuals evading taxes in their home countries by diverting money into offshore shell corporations 
has recently blown up with the public release of thousands of documents hacked from Panamanian law firm Mossack 
Fonseca. In this presentation. Dan reviewed common practices in terms of offshore corporations both for individual pri-
vate investors, and for collective vehicles such as hedge funds. The wealth management industry in some countries such 
as the USA and Australia have made extensive progress toward broad availability of tax sensitive investing. Unfortunately 
wealth management organizations in the rest of the world have remained in denial, choosing continued reliance on secre-
tive offshore vehicles to tread the thin line between legal tax avoidance and illegal tax evasion. The presentation con-
cluded with an overview of how the techniques of tax sensitive investing can be adopted quickly by non-US financial 
firms so as to prosper in the "post Panama papers" world of wealth management. 
 
The presentation slides are available at http://www.northinfo.com/documents/707.pdf. Contact your Northfield Sales Repre-
sentative if you are interested in viewing the full presentation recording of the event. 

has a look back of just over 18 months, and is therefore 
useful for portfolio risk forecasts from 1 week up to about 
3 months. 
 
The factor structure in both models is identical, but there 
are some differences in the v2 models from the v1 mod-
els. The Industry factor definitions now use the new GICS 
Industry classifications, although since we are using Indus-
try Group-level factors, we already had separate Real Es-
tate factors in each region. 
 
Whereas the v1 XRD model combined both Developed 
and Emerging Markets in one Global model, we have now 
decided to offer separate Global Developed and Global 
Emerging Market models.   
 
The v2 Global Developed model covers the US, Japan, 
Developed Europe, Developed Asia-Pacific and a Natural 
Resources region. Each region is also available as a Re-
gional risk model, so we also have a US model, a Japan 
model, and so on. Note that the Natural Resources region 
covers Canada, Australia, New Zealand, South Africa, Brazil 
and the Persian Gulf, which in turn includes Bahrain, Ku-
wait, Oman, Qatar, Saudi Arabia and the UAE.  
 

Whenever a vendor builds a new risk model, there are al-
ways decisions to be made as to what to include and ex-
clude, and what choices should be made in various as-
pects of the model. Much as we would like to, it is, of 
course, impossible to please everyone, and so we are also 
now offering customised versions of the XRD models, in 
addition to still building complete custom models from 
scratch. 
 
So if you like the XRD model structure, but would rather 
have the US and Canada combined into a North American 
region, for example, we can easily do that. 
 
Finally, we have also reduced the number of Style factors 
in the XRD model from nine to six, by combining some of 
the original factors.  The new Momentum factor is now a 
combination of Long-term Momentum minus Short-term 
Momentum, Leverage has now been included (with a mi-
nus sign) in the Quality composite factor, and Growth 
Trend and Growth Momentum have been combined into a 
single Growth factor.   
  
 

(XRD, Continued from page 1) 
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The single period assumption also implies that the inves-
tor’s risk tolerance is constant over the period, and that 
allocation rebalancing events associated with investor con-
sumption expenditure are also done without frictions. The 
issue of time varying investor risk aversion has been ex-
tensively researched over the past fifteen years, starting 
with “The Discretionary Wealth Hypothesis” of Wilcox 
(Journal of Portfolio Management, 2003) which objectively 
estimates how much risk an investor can afford to take 
based on their balance of financial resources and planned 
consumption expenditures. The more qualitative issue of 
how investor preferences change over time, and how 
those preferences can be modeled is addressed in Bolster 
and Warrick (Journal of Wealth Management, 2008). In a 
textbook chapter, diBartolomeo (“An Application of a Non-
Parametric Method of Asset Allocation for High Net-Worth 
Investors,” 2014) describes how these two techniques 
can be combined.   
 
The combined process is the basis of Northfield’s 
WealthBalancer service which produces a true investment 
plan: a forward matrix of maximum likelihood asset alloca-
tion estimates for all periods of the investor lifecycle. Chart 
1 illustrates how a retail investor’s allocation is expected to 
evolve through the entire lifecycle, holding our capital mar-
ket assumptions constant. While we have addressed how 
the portfolio should vary through time due to expected 
changes in the investor’s circumstances, we might also 

wish to make our analysis even more sophisticated by hav-
ing different capital market assumptions for different time 
periods. For example, we might have one set of capital 
market assumptions that would apply to the first ten years 
that was particularly optimistic or pessimistic for certain 
markets, while having more “middle of the road” expecta-
tions for periods beyond ten years. Having different capital 
market expectations for different periods in the investor 
timeline is already supported in WealthBalancer. 
 
Of course, formulating reasonable expectations of asset 
class returns is challenging enough for most inves-
tors. Forming forecasts of what our asset class return ex-
pectations will be at points in the distant future is obvi-
ously a daunting task. To make this a tractable problem, 
we will introduce a modified definition of the concept of 
“market efficiency,” and link it to predictable changes in 
investor demographics via a linear programming approach.  
 
According to the Wikipedia definition, the concept of eco-
nomic efficiency “is the use of resources to produce 
goods and services. An economic system can be said to 
be more efficient than another (on a relative basis) if it can 
produce more goods and services without using more re-
sources. In absolute terms, a situation may be called eco-
nomically efficient if no one can be made better off with-
out making someone else worse off (commonly referred 
to as Pareto efficiency), no additional output can be ob-

(Market, Continued from page 1) 

(Market, Continued on page 6) 

Chart 1 
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tained without increasing the amount of inputs, and pro-
duction proceeds at the lowest possible per unit costs.” 
 
In the area of financial markets, we have the concept of 
“market efficiency.” A market in which prices at any time 
“fully reflect” available information is called 
“efficient” (Fama, Journal of Finance, 1970). We should 
take special notice of the use of quotation marks around 
“fully reflect.” While it is common in scholarly writing to 
use quotation marks to place emphasis the first time a 
phrase is used, in this paper Fama repeated the use of 
quotation marks fifteen separate times. In 1978, Michael 
Jensen wrote, “I believe there is no other proposition in 
economics which has more solid empirical evidence sup-
porting it than the Efficient Market Hypothesis.” In today’s 
parlance, Wikipedia states, “In finance, the efficient-
markets hypothesis asserts that financial markets are 
‘informationally efficient’. In consequence of this, one can-
not consistently achieve returns in excess of the average 
market returns, on a risk-adjusted basis, given the informa-
tion available at the time the investment is made.” 
 
For our purposes, we can link these concepts. Pareto effi-
ciency in financial markets brings out what we call the 
“Central Paradox of Active Management.” All active man-
agers must believe their future returns will be above 
benchmark (or peer group average) in order to rationally 
pursue active management, yet it is axiomatically true that 
roughly half of active managers must produce below aver-
age results. For someone to be above average, someone 
else must be below average. Alternatively we could be-
lieve in the EMH but that active managers pursue active 
management to altruistically assist in the price setting 
mechanism of markets, in order to improve capital alloca-
tion in the economy. This seems far-fetched. 
 
It is clear that the extent to which investors are heteroge-
neous Investors does matter. Financial markets are full of 
obvious examples of how investor preferences get worked 
into asset pricing. Most obvious is the difference in yields 
of taxable and non-taxable bonds in many coun-
tries. Another example is the securitizations of loans 
where “the sum of the parts is worth more than the 
whole.” Different investors want different maturity struc-
tures and a willing to pay more to get what they want. The 
concurrent existence of taxable and non-taxable investors 
has been arbitraged via yield tilted passive equity strate-
gies (see Rudd and Clasing, 1982). An extensive discus-
sion of the linkage of investor preferences and asset pric-
ing was provided in Litzenberger and Ramaswami (1979). 
In a related presentation at the 1997 Northfield Research 
Conference, Dermody (1997) went into great detail on how 
taxes effect pricing in long/short bond arbitrage http://
www.northinfo.com/Documents/101.pdf. 

What investor preferences might matter? The most obvi-
ous is perhaps the aforementioned issue of taxable versus 
non-taxable investors. Depending on the structure of taxa-
tion, even taxable investors might have different prefer-
ences for periodic income versus capital appreciation. A 
second investor concern might be whether the investment 
is expected to be held over just a short horizon (near-term 
consumption) or a long period of the future. If investors 
have potentially unpredictable needs for immediate con-
sumption liquidity, this would clearly impair the attractive-
ness of illiquid investment (e.g. real estate). There are legal 
and regulatory considerations that are relevant to some 
investors but not others, such as suitability criteria, and 
possible limits on (or complete prohibition of) financial lev-
erage. Investors will also have different levels of concern 
for issues such as corporate sustainability and potential 
externalities such as environmental impact. Increasing 
globalization of both trade good and financial markets sug-
gests that currency translation risks may establish a 
“home market bias,” rather than strict segmentation of 
investment by national boundaries. Finally, we could revisit 
the simple issue of differences investor risk tolerance, and 
how risk tolerances will change in a fashion that is corre-
lated with realized market returns. 
 
Northfield has long pioneered in quantifying investor pref-
erences via the Analytic Hierarchy Process (AHP). The ba-
sic idea of AHP is to formulate multiple decision criteria in 
the form of questions, with each question having multiple 
discrete answers (e.g. a typical multiple choice test). For 
each possible question response (such as an asset class), 
every solution choice is subjectively evaluated in a pair-
wise comparison. For example, we might say that in the 
absence of other information, that an individual between 
25 and 35 years of age is three times better off investing 
in equities than holding cash. Similarly, we might believe 
that in the absence of other information that bonds are 
four times as good an investment as small cap stocks for 
an individual living on a modest retirement income. By rat-
ing all possible pair-wise comparisons possible given the 
set of questions, answers and solution choices we form a 
set of numerical matrices that describes all of the relevant 
information and preferences. The eigenvectors of these 
matrices have special properties that identify optimal solu-
tions. 
 
Given the complex objectives of real world investors, AHP 
would seem to be a natural complement to Markowitz 
(Journal of Finance, 1952). AHP was first proposed as an 
alternative asset allocation method for investors in Khasari, 
Kamath and Grieves (Journal of Portfolio Management, 
1989). The ability of AHP to address investor objectives 
other than simple return and risk was explored in Bolster, 
Janjigian and Trahan (Financial Analyst Journal, 1995). This 
paper first addressed the issue of how to incorporate the 

(Market, Continued from page 5) 

(Market, Continued on page 7) 
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legal concept of “suitability” into the portfolio allocation 
process. Saraoglu and Detzler (Financial Analyst Journal, 
2002) uses AHP to match retail investor preferences for 
portfolio management experience and fee levels to mutual 
funds. The most important paper in the AHP finance litera-
ture is that of Bolster and Warrick (Journal of Wealth Man-
agement, 2008). In this paper, which is focused on private 
wealth investors, AHP and traditional mean-variance are 
first compared to illustrate the fact that “suitable” portfo-
lios formed using AHP methods are often “close enough” 
to mean-variance efficient under the criteria established in 
Jobson (Quantitative Finance and Accounting, 1991).  
 
Once we have codified investor preferences, we can as-
sign investments attributes as to whether or not they fulfill 
those investor preferences. With all of this information in 
hand, the problem of estimating asset class return premia 
can be formulated as a linear programming problem. We 
can take the global world wealth portfolio of all defined 
assets, and the aggregate preferences of all investors 
(both individual and institutional) as our starting point. We 
then solve for the long term return premia (shadow prices) 
that would make the global wealth portfolio optimal for the 
current set of investors. A key output of the process is the 
identity the marginal investors involved in price setting that 
are most influential in setting prices for a particular asset 
class (e.g. insurance companies for large commercial real 
estate). With our return premia now in hand, we can solve 
for the investment allocation that maximizes the objectives 
and preferences, and constraints of any particular investor.  
In 1998, US patent #5806049A was awarded to a long 
time consultant to Northfield, Professor Chris Petruzzi, 
http://www.northinfo.com/Documents/115.pdf. For a useful 
related discussion on the impact of constraints, see 
Scherer and Xu (Journal of Portfolio Management, 2007). 

The key part of our entire argument should now be clear. If 
financial markets are economically efficient, then the linear 
programming process of Petruzzi should be at least ap-
proximately true for the current aggregate investor set. At 
a minimum we can get estimates of the long term asset 
class return premia which must exist in order to properly 
compensate for aggregate investor disutility. If asset pric-
ing is efficient with respect to the wants and preferences 
of the current investor set, it logically ignores preferences 
of investors who do not yet exist. If we can use demo-
graphic data to predict how the composition of the inves-
tor set will evolve over time we can also predict how the 
asset return premia should change over time. Long term 
returns should be predictable, which is the exact opposite 
of what we assume about short horizon returns in an 
“efficient market.”  
 
Of course, the social science literature on the predictability 
of demographic data is vast. We will take that as a given, 

and concentrate on the strength of the relationship be-
tween demographics and financial market returns.  The 
leading paper in this literature is extensive empirical study 
of the relationship of demographics, economic activity and 
financial market returns presented in Arnott and Chavez 
(Financial Analyst Journal, 2012). They construct models of 
GDP growth and financial market returns for a large set of 
countries over 60 years. The key independent variables are 
the fractions of national population in 15 age group cohorts 
(easily forecastable over time). They conclude that both 
long term GDP growth and bond market returns are able to 
be effectively forecasted using demographic data. The re-
sults for stock market returns are intuitive but less statisti-
cally strong than for bonds. Their results are quite consis-
tent with papers in the sociology literature such as Cin-
cotta (2004) showing that demographic projections can 
also predict the probability of high crime rates, and violent 
civil unrest.  
 
In addition, diBartolomeo (2015, http://www.northinfo. com/
Documents/646.pdf) adds confirmation to these results by 
illustrating the strong negative relationship between meas-
ures of societal instability (war, crime, corruption) and fi-
nancial market returns. Taken together, the links between 
demographics and financial market returns provide the 
intriguing possibility that long-term institutional investors 
could engage in pro-active risk management by targeting 
charitable donations to efforts that would minimize key 
areas of conflict, and thereby reduce financial market vola-
tility. If the donation targeting could be made efficient 
enough the resultant reduction in market volatility would 
improve geometric returns relative to the underlying arith-
metic returns enough to fully offset the cost of the dona-
tions. 

The semantic definitions used to describe an “efficient 
market” rest on the idea that all information has been use-
fully incorporated in asset prices, and hence asset returns 
are very hard to predict. We assert that for a market to be 
truly efficient, it must efficiently price assets in terms of 
current investor preferences and disutility. Methods exist 
to discover the asset return premia as shadow prices. 
However, asset prices that are efficient for the current 
investor set, will be inefficient for the investor set of the 
future. To the extent that the nature and composition of 
the future investor set is predictable from demographic 
data, we can predict changes in asset return premia in ad-
dition to the current levels of the premia. Ample empirical 
evidence supports our hypothesis, and provides sobering 
food for thought in terms of policies (investment and oth-
erwise) for long term investors.  
 
 

(Market, Continued from page 6) 
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Tech Tip: Adding a New Client to WealthBalancer 
By Steve Dyer 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(Tech Tip, Continued on page 9) 

Step 2: Click on the plus icon (1) to add a new client. Fill in their name, contact information, annual income, maximum sav-
ings rate as a percentage of income, and life expectancy, then click “Save” (2). 

With Northfield’s new financial planning tool, WealthBal-
ancer, you will have a tool that gives you easy access to 
Northfield’s advanced analytics while getting the most out 
of meeting with your clients to be able to listen to and as-
sess their needs and come up with a suitable and efficient 
portfolio that meets their long term goals and investment 
preferences. Setting up a new client is quick and easy and 
allows you to have a productive and directed conversation 
to get clients of all types on their way to a financial plan 
that works for them. This article will guide you through the 
process of setting up a new client in WealthBalancer. 
 
Step 1: Hover over the figure icon (1) in the top left corner 
to display the main workflow menu, and click on the ham-
burger icon (2) to navigate to the Client Screen. 
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Step 3: You will now go through the rest of the screens in the workflow menu to fill out assets and liabilities for the life 
balance sheet and the investor preferences in the AHP questionnaire. Access the assets screen via the workflow menu 
in the top left corner. This brings up a set of fields to input current assets, future savings, and any possible or expected 
cash flows such as an inheritance. 
 
“Net Portfolio Value” is the value of all invested assets currently held, net of taxes, whether they are managed internally 
or internally. “Tax Advantaged Wealth” is the proportion of this portfolio in a tax-advantaged account, whether it is a 401
(k), IRA, or similar account. “Other Financial Assets” include non-traded assets such as annuities or shares in a business. 
“Non-Financial Assets” is the value of assets such as a home, a boat, or similar asset that would not be normally sold to 
finance future consumption.  “Emergency Liquidation” is the amount of these Non-Financial Assets the client would be 
willing or able to sell in the event other assets are exhausted. “Contingent Assets” are all future savings and expected 
cash flows. You can add as many contingent assets as you need – for example, you would want to have one entry for 
savings from income that begin now and end at retirement, and another one for Social Security where “Start of Saving” 
and “Start of Spending” are both retirement age. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Step 4: There is a similar procedure for entering liabilities. The “Debts Value” is the current value of all current debts, in-
cluding mortgages and student loans. You can then add your future liabilities and their priorities, and the value displayed 
is the calculated present value of the liability. The relative priority assigned determines the discount rate used to calculate 
the present value – a higher priority will have a lower discount rate to calculate the present value. 
  
“Retirement” is the projected annual retirement expenses net of other sources of income (Social Security, pensions, 
rents, royalties). “College Expense” allows you to enter projected contributions for college expenses, and you can enter 
as many as you need. “Other Goals” is for any other one-time future expenses your client may wish to have, such as a 
second home, a large philanthropic donation, or the big international vacation they have always wanted to take. The val-
ues of these future expenditures are automatically adjusted for inflation.  

(Tech Tip, Continued from page 8) 

(Tech Tip, Continued on page 10) 



Page 10d 

Northfield News  September 2016 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Step 5: The last required input from a new client is the AHP questionnaire, which is how a suitable portfolio is selected 
based on the client’s specific investment preferences. The questionnaire is accessed through the workflow menu in the 
upper left. The specific questions are determined by the individual firm, but they are used to measure the client’s invest-
ment preferences across a range of metrics that might not be directly comparable, such as tolerance for risk and desire 
for socially-responsible or ecofriendly investments. As you move through the questionnaire with your client, you will see 
the recommended asset allocation in the pie chart on the right shift to be more in line with the client’s preferences.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(Tech Tip, Continued from page 9) 
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Once these five steps are completed, you can review the plan with your client and see how the plan will unfold over time 
and how the cash flows are expected to look in aggregate over the lifetime. These can be reviewed by selecting the re-
ports under the bar chart icon as indicated below:  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
As you move forward in time through your relationship with your client, the previous data will be saved, so you will be 
able to compare projections to realized values and make appropriate adjustments to keep your client on track for a secure 
retirement. 

If you have questions about Northfield’s new WealthBalancer service, please contact Northfield Technical Support. In 
Boston, 617.208.2080, support@northinfo.com. European clients can contact: support-europe@northinfo.com or call +44 (0) 
17 2244 RISK. In Asia, call +81(0)3 5403 4655 or +61(0)2 9238 4284 or support-asia@northinfo.com. 
 

 

 
 

(Tech Tip, Continued from page 10) 
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For a complete index of all former Northfield News articles, visit http://www.northinfo.com/documents/314.pdf 

 
If you have any suggestions of what you 

would like to see covered in upcoming issues, 
please e-mail your ideas to 

general@northinfo.com 

Staff Speaking Engagements 
Northfield President Dan diBartolomeo presented 
“Reconciliation of Bond Default Risk and Credit Spread 
Risk” at the London Quant Group meeting in Oxford on 
September 12th. 
 
Northfield Research Director Jason MacQueen also at-
tended the Oxford meeting where he gave a talk on “The 
Myths of Fund Management.” 
 
On September 15th, Dan served as the Event Chairman at 
the PRMIA Seminar on Financial Technology at the Federal  
Reserve Bank of Boston.  
 
Dan will be presenting “Back-testing: Useful Tool or Finan-
cial Charlatanism” at the San Francisco QWAFAFEW 
meeting on October 6th. 
 
On October 7th, Dan will be presenting “Incorporation of 
Text News Analytics into Risk Management” at the CDAR 
Conference at the University of California at Berkeley. 
 
Dan will be at the MPT event in Tokyo on October 31st 
where he will be discussing “An Optimized Approach to 
Scenario Based Simulations and Stress Tests.” He will be 
giving this same presentation at the CFA Tokyo meeting 
on November 1st. 
 
Dan will be presenting “A Holistic Approach to ‘Robo-
Investing’ and Financial Advice” at the INFORMS Confer-
ence in Nashville, Tennessee on November 15th. 
 
Northfield Research Director Jason MacQueen presented 
“Rules-based Style Rotation” at the New York 
QWAFAFEW meeting on September 7th. 
 
Jason will be attending the Nov 13-15th FactSet Client Con-
ference in Bermuda and will be speaking on the Risk Panel 
about the new Global Equity Risk Model Northfield is build-
ing for FactSet’s MAC product. 
 
 

Northfield Partner Updates 
Evolute 
Evolute, a Swiss company, became a  Northfield access 
partner in September with plans to release risk manage-
ment and portfolio rebalancing tools containing Northfield's 
Everything Everywhere risk model and tax optimizer early 
next year. Evolute, headquartered in Zug, provides data 
management and analytical services to support independ-
ent investment advisors in the rapidly changing private 
wealth market place in Switzerland.  
 
Investment Metrics 
Investment Metrics, located in Darien CT, became a North-
field access partner in June. Investment Metrics delivers 
risk and performance reporting service using Northfield 
risk models to consulting firms that advise asset owners in 
the United States. The first clients started receiving the 
service in August.  
 
Please contact Northfield sales for more information. 
617.208.2050, sales@northinfo.com. 
 
 
 
 


