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Introduction
As we ended the first half of 2022, equities have officially entered bear market territory 
and at the same time, the magnitude of the downturn in fixed income securities is of 
historic proportions. With the proliferation of risk assessment tools purporting to help 
clients better understand risk and know what to expect, this period represents a perfect 
opportunity to put the tools you trust to the test.

In the pages to follow, we will review:
- Markets Summary 
- Investor Behavior
- RiskPro® Overview 
- RiskPro® Volatility-Based Risk Assessment Methodology
- Estimated Tolerance vs Benchmark Returns 
- Estimated Tolerance vs Model Portfolio Returns



As published by Reuters midway through June 30, 
2022, the final trading day of the second quarter:

“U.S. stocks slipped on Thursday, setting the Dow up for its 
worst first six months since 1962, on concerns that a dogged 
pursuit by central banks to tame inflation would hamper 
global economic growth.”

“Fears over slowing growth and surging prices have rippled 
through markets, with recession worries taking center stage as 
monetary policymakers across the world look to aggressively 
raise borrowing costs.”

“Federal Reserve Chair Jerome Powell on Wednesday vowed to 
not let the U.S. economy slip into a ‘higher inflation regime,’ 
even if it means raising interest rates to levels that put growth 
at risk.”

“The tech-heavy Nasdaq Composite .IXIC came off session lows 
but was still set for its largest declines ever for the first-half, 
while the benchmark S&P 500. SPX tracked its biggest January-
June percentage drop since 1970.”

Market Summary

Source: Reuters, “Wall St. slides, DOW set for worst first half since 1962.” 
Published June 30, 2022, 12:28PM EDT
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Entering a bear market in stocks is always difficult. What’s made the current 
stock market environment significantly more challenging, however, is that 
rather than providing a buffer against stock market volatility, bonds are off to 
their worst start in modern history. 

As the Fed focuses on fighting inflation, we have experienced a rapid increase 
in yields and corresponding losses across the bond market. From a percentage 
perspective, stocks are down more than bonds, however, the magnitude of the 
decline in the bond market is of historic proportions. After 40 years of 
downward trending interest rates, bonds have experienced a 3+ standard 
deviation market decline. Although there is no official definition for what 
constitutes a bear market in bonds, by this measure alone, we’re in one.

Market Summary
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How Investors Respond 
to Market Volatility
In times of market declines and uncertainty, investors often begin 
questioning whether they should stay the course with their investments. 
It’s also common for investors to have unrealistic expectations such as 
thinking their advisors should have seen market volatility coming and 
repositioned their portfolios accordingly. Historically, in times of market 
declines and uncertainty, many investors have become so fearful they 
have sold their investments, locking in losses only to miss out when 
markets recovered. 

Selling out of fear appears to be well underway. According to Bank of 
America Corp.’s monthly fund manager survey, “Investors slashed their 
exposure to risk assets to levels not seen even during the global financial 
crisis in a sign of full capitulation amid a ‘dire’ economic outlook.”

The survey also found that while, “investors allocation to stocks plunged, 
allocations to cash surged to the highest level since 2001.”

Source: Bloomberg US Edition by Sagarika Jaisinghani and Michael Msika July 19, 2022
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https://www.bloomberg.com/authors/AVngXf5Td30/sagarika-jaisinghani
https://www.bloomberg.com/authors/AP7hp2DanV8/michael-msika


RiskPro transforms the investor experience by going beyond defining investor risk 
using traditional ambiguous investor risk profiles. RiskPro translates risk into terms 
everyone can easily understand – estimated maximum gain or loss over a 12-
month period with a 98% confidence level. We refer to this as “Risk Tolerance.”

Through the RiskPro risk profiling process, an investor’s Risk Tolerance is clearly 
determined in dollars and as a percentage of their account value. The investor is 
given control to accept or change their Risk Tolerance. Once their Personal Risk 
Budget (PRB) is determined, an investor’s return expectations over a one-year 
period is clearly established.

After an investor determines their PRB, RiskPro calculates portfolio metrics making 
it easy for an advisor to construct a portfolio, select an institutional strategist 
model or build a UMA to match the investor’s target Risk Tolerance level (i.e., 
estimated maximum gain or loss over a 12-month period). 

In addition, an enterprise (i.e., Independent Broker/Dealer or RIA) may set risk rules 
that are translated by RiskPro to an estimate of Risk Tolerance and monitored daily. 
For example, rather than stating a client’s risk profile is “Balanced” which is 
ambiguous, the enterprise may define “Balanced” as maintaining an estimated 
Risk Tolerance of an annual maximum gain or loss of between 15% to 25%. This 
way, both the advisor and investor understand that the maximum estimated 
annual Risk Tolerance of a portfolio for a “Balanced” investor should be no more 
than an estimated maximum annual gain or loss of 25% and that a balanced 
portfolio should generally have an estimated annual Risk Tolerance somewhere 
between a gain or loss of 15% to 25% at any point in time. 

When the estimated Risk Tolerance of a model portfolio or account approaches or 
exceeds the enterprise’s minimum or maximum Risk Tolerance , advisors and 
compliance are automatically alerted. Further, RiskPro allows advisors and 
compliance to drill down to the individual securities within the portfolio and see 
the amount of estimated Risk Tolerance each position is contributing. This process 
automates and streamlines risk monitoring and makes communication across the 
entire organization crystal clear.

Overview
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The RiskPro algorithm employs an innovative approach that calculates the 
current (12-month) volatility of each security and the relationship between 
securities within a portfolio and the S&P 500. This data is then used to 
estimate the long term (30-year) average volatility and Risk Tolerance. 

Calculating short term volatility in conjunction with estimated long-term 
volatility is an important component of estimating Risk Tolerance, as it allows 
the RiskPro algorithm to quickly identify changes in risk of a portfolio or 
individual security. 

Historically, there have been more years with positive stock market returns, 
and with greater magnitude, than years with negative returns and the longer 
the holding period, the more likely it has been to achieve positive returns. 
Over the short term (i.e., a future 12-month period), however, the direction of 
markets is uncertain. As a result, RiskPro calculates portfolio Risk Tolerance 
with an equal probability of estimated maximum gains or losses over any 
future 12-month period. This approach is another important factor that leads 
to an estimate of Risk Tolerance by RiskPro with a 98% confidence level. 

Volatility-Based Risk 
Assessment Methodology
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In the adjacent example, the estimated account value is $1,000,000 and the 
estimated maximum returns with a 98% confidence level will range 
between positive to negative 26.51%. 

Also illustrated, is the expected range of returns over most 12-month 
periods (68%). This does not mean that there is an equal probability of 
negative or positive returns over the long term. It simply sets realistic return 
expectations in the short term which may allow investors to stay the course 
and achieve the long term returns they need to reach their investment 
goals.

RiskPro is designed to provide an accurate estimate of the best and worst 
case returns over a 12-month period with a 98% confidence level. That 
accounts for a scenario such as the calendar year 2008 when the S&P 500 
was down approximately 37%. RiskPro identified 98% as the optimal level of 
confidence as it instills investor confidence without violating the law of 
diminishing returns. 

Volatility-Based Risk 
Assessment Methodology
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Now it’s time to put RiskPro tolerance estimates to the test over the 
turbulent 12-month period ending June 30, 2022.

In the adjacent chart, we compared the RiskPro estimated Risk Tolerance of 
various benchmarks to the actual returns of the benchmarks over the 
following 12-months. RiskPro estimates of Risk Tolerance and the 
probabilistic range of returns over a future 12-month period are calculated 
with a 98% confidence level. 

The first column shows the Estimated Max Drawdown as of June 30, 2021, 
the beginning of the one-year under review. For the S&P 500 TR USD, for 
example, the RiskPro estimate of Risk Tolerance over the next 12-months 
was 36.5%, or an estimated investment return of between a maximum loss 
of 36.5% and a maximum gain of 36.5%. The actual return for that 12-
month period, as shown in the second column, was a loss of 10.62%, which 
is well within the range of returns expected most of the time and not even 
close to the RiskPro estimate of a maximum loss of 36.5%.  

Overall, the table shows that while equities were down over the one-year 
period ending on June 30, 2022,  the actual returns were well within 
RiskPro’s estimated range of Risk Tolerance. The only breaches to RiskPro’s 
estimate of Risk Tolerance were in fixed income securities where markets 
experienced an historic magnitude event to the downside so great that it 
exceeded the 98% confidence level.

Estimated Tolerance vs 
Benchmark Returns

Benchmarks
RiskPro Max

Drawdown Estimates
6/30/2021

Actual Returns
7/01/21 - 6/30/22

Within                      
or Greater than
Max Estimate

S&P 500 TR USD -36.19% -10.62%

MSCI EAFE NR USD -30.55% -17.77%

iShares MSCI Emerging Markets ETF -34.90% -25.75%

Bloomberg US Agg Bond TR USD -6.58% -10.29% >
SPDR® Bloomberg High Yield Bond ETF -7.44% -13.83% >
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Although major bond indices breached their estimated maximum Risk 
Tolerance from a year ago, RiskPro continues to re-assess changes in 
individual security and portfolio Risk Tolerance on an ongoing basis. Since 
the Risk Tolerance estimate is based, in part, on current volatility, RiskPro’s 
ongoing estimates provide visibility when risks are changing.

As you’ll see in the chart below, RiskPro’s estimated Risk Tolerance for 
equity benchmarks remained stable, over the past four quarters. However, 
during this period of historic volatility in the bond market, RiskPro’s 
estimated Risk Tolerance for fixed income benchmarks increased as 
volatility spiked. In other words, RiskPro recognized and provided visibility 
of increasing risk in the fixed income markets as it was happening. And in 
the event that increasing risk resulted in any individual account or model 
approaching or exceeding enterprise rules for Risk Tolerance, alerts were 
triggered giving visibility to advisors and compliance.

Estimated Tolerance vs 
Benchmark Returns

Benchmarks
RiskPro Max Drawdown

Estimates as of 9/30/2021
RiskPro Max Drawdown

Estimates as of 12/31/2021
RiskPro Max Drawdown

Estimates as of 3/31/2022
RiskPro Max Drawdown 

Estimates as of 6/30/2022

S&P 500 TR USD -36.22% -36.33% -36.43% -36.37%

MSCI EAFE NR USD -30.74% -28.76% -34.96% -33.94%

iShares MSCI Emerging Markets ETF -38.36% -39.48% -40.83% -38.31%

Bloomberg US Agg Bond TR USD -7.05% -7.72% -9.89% -12.47%

SPDR® Bloomberg High Yield Bond ETF -7.06% -6.02% -8.50% -12.00%9



Although RiskPro does not directly track and report on portfolio performance, our sister firm 
The Pacific Financial Group (TPFG) makes available and tracks performance of 105 different 
model portfolios across their asset management platform solutions. TPFG acts as strategist 
for 40 of the model portfolios, and third-party strategist such as American Funds, BlackRock, 
Fidelity and PIMCO deliver allocations for 65 of the model portfolios. TPFG is not only our 
sister firm, but also a RiskPro enterprise client and together, we’ve put RiskPro estimates of 
Risk Tolerance to the test. 

Just like we analyzed RiskPro’s estimate of Risk Tolerance for a number of benchmarks and 
compared those estimates of the maximum gain or loss over the following 12-months with 
the actual returns over that 12-month period, for the model portfolios, we started by 
comparing RiskPro’s estimate of Risk Tolerance of each model over the 12-month period to 
the actual performance of each model over the 12-month period ending 6/30/22. Of the 105 
models, in only 15 of the models the actual returns exceeded the RiskPro estimate of Risk 
Tolerance from June 30, 2021, and the average difference between the estimated Risk 
Tolerance and the actual returns for those 15 models was 3.07%. As expected, all 15 models 
were in the conservative category with significant fixed income exposure. 

Through TPFG | RiskPro, the entire enterprise, including all advisors and solicitors, had 
visibility of increasing risk in the bond market and the impact across models and accounts 
throughout the entire period.

At the enterprise level, TPFG defined the range of Risk Tolerance for each risk profile. For 
example, the Conservative Risk Tolerance Profile has a range of zero to an estimated 
maximum gain or loss of 12% over a 12-month period. As a result, alerts are triggered from 
RiskPro when models and individual accounts are approaching or exceed the maximum 
Risk Tolerance of a gain or loss of 12% for each risk profile.

Of the 105 models, only 3 models exceeded TPFG’s enterprise range of Risk Tolerance for 
each risk profile. Again, in each case the models that exceed the range of Risk tolerance 
were conservative models with significant fixed income exposure and the average amount 
of excess loss was 0.32%.

Estimated Tolerance vs 
Model Portfolio Returns
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Conclusion
• RiskPro Risk Tolerance estimates the range of returns over a future 12-month period with a 98% confidence level. 

While equities were down over the 12-month period ending June 30, 2022, the annual returns were well within 
RiskPro’s estimate of Risk Tolerance. The only breaches of RiskPro’s original estimates of Risk Tolerance calculated 
at the beginning of the period on June 30, 2021, were in fixed income securities where markets experienced an 
historic multi-standard deviation event to the downside. Furthermore, RiskPro recognized the spike in volatility 
over the 12-month period, providing visibility of increasing risk to advisors and compliance along the way.

• Of the 105 models on the TPFG platform, the performance of 15 models exceeded RiskPro’s estimate of Risk 
Tolerance calculated, June 30, 2021. Only 3 models exceeded TPFG’s enterprise risk rules, as of June 30, 2022, for 
the range of Risk Tolerance for each risk profile. Again, in each case the models where actual returns exceeded the 
range of estimated Risk Tolerance were conservative models with significant fixed income exposure and the 
average amount of excess loss was only 0.32%.

• The RiskPro algorithm performed as expected over the 12-month period ending June 30,2022, further validating 
its risk assessment methodology from the initial estimated Risk Tolerance as well as in delivering visibility of 
increasing volatility over the period. We believe these results provide further evidence of RiskPro’s accuracy in 
establishing realistic return expectations for investors, which may lead to increased confidence in their advisors 
and in staying the course with their investment strategies. Furthermore, these results establish a new standard for 
enterprises to set and effectively monitor risk rules in a way that all parties understand. 
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• RiskPro has a robust, tested-tough algorithm. 
• RiskPro moves with the market.
• RiskPro does not stop measuring volatility. RiskPro math works!

The market volatility in both stocks and bonds through the first half of 2022 represents 
a real-world scenario to assess the efficacy of risk tolerance assessment tools.



Jeff Olsen
President
(949) 922-3764
Jeff@RiskProAdvisor.com

RiskProAdvisor.com For Financial Professional Use Only

Glen Schreitmueller
Chief Product Officer
(949) 922-3764
Glen@RiskProAdvisor.com
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RiskPro® is a risk analysis tool that provides information only and is not intended to 
provide investment advice. It was developed by ProTools, LLC, a software company that is 
not an investment advisor. ProTools, LLC is affiliated with Pacific Financial Group, LLC, a 
registered investment advisor and, together with ProTools, LLC, a distributor of RiskPro®. 
Investors seeking investment advice should consult their advisor. This material should not 
be construed as a recommendation or endorsement of any particular product, service, or 
firm. IMPORTANT: The projections or other information generated by RiskPro regarding 
the likelihood of various investment outcomes are hypothetical in nature, do not reflect 
actual investment results, and are not a guarantee of future results. 
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