
To us there are no foreign markets.TM

This document is directed at 
investors categorised as 
professional under the rules of  
the Financial Conduct Authority 
and is not intended for onward 
distribution to retail clients. 

No products offered by  
Canaccord Genuity Wealth 
Management provide capital 
protection, we aim to cap  
volatility to indicative tolerance 
levels however, this cannot  
be guaranteed. 

SolutionProcess

Need

Outcome

GPS Optimized
Portfolios
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The GPS Optimized Portfolios are a unique investment solution, providing a powerful tool  
for managing volatility and risk that can complement any wealth strategy. Our volatility-led 
process behind the portfolios’ management aims to insulate the client’s core investment  
from dramatic market fluctuations at the risk level suited to their investment objective.

Issue: forecasting a successful outcome with cash flow modelling
1. How cash flow modelling is shaping investment advice and why the importance  

of managing volatility is linked to successful outcomes 

2. The effect of market corrections on cash flow modelling and the subsequent likelihood 
of success 

3. Designed specifically for the clients of intermediaries.

GPS Optimized Portfolios 
Technical Guide
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Cash flow models

Assumptions 
Age 40, £250k capital to be invested, inflation 3%, return 6%, retire at age 67, retirement 
income £50k, no market corrective events, property not included.

Financial plan

With market corrections
Same assumptions, but with 30% market corrections at ages 60, 65, 75.

The market correction is demonstrated via a capital withdrawal equal to 30% of the  
capital value.  

Cash flow modelling works  
on the premise of an expected 
return compounded through 
accumulation and then 
continued through  
de-accumulation. 

What if you could increase 
the potential of success by 
reducing the possibility of a 
significant reduction in value 
during the accumulation or 
de-accumulation phase. 

Retirement at 75

Source: Canaccord Genuity Wealth Management

Retirement at 65

Source: Canaccord Genuity Wealth Management

Source: Canaccord Genuity Wealth Management

Retirement at 60

Source: Canaccord Genuity Wealth Management
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Process GPS Optimized
Portfolios

Your capital is at risk. The value of 
investments and the income from 
them can go down as well as up 
and you may not get back the 
amount originally invested.

Past performance is not a reliable 
indicator of future results. The 
chart shown represents the 
simulated performance of the 
GPS optimized #5 Portfolio.
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Process: how we help you increase the potential of forecasting a 
successful outcome 
Risk: where a wealth manager maintains a benchmark-hugging approach, their clients need 
to tolerate a far greater risk of potential capital loss than they probably expected to commit 
to at the beginning of the mandate. As asset volatilities and correlations increase, the total 
risk of a benchmark increases accordingly. It is not constant, but the client’s tolerance for 
capital loss, over the short to medium term, usually is. Clearly then, hugging the benchmark 
when the risks are rapidly rising is a poor way to ensure that a client’s investments are in 
line with their risk tolerance. The benchmark-hugging manager inevitably increases the 
client’s exposure to capital loss at precisely the wrong time and produces a volatile long 
term rolling return profile. 

As the below charts demonstrate, if a client had been invested in WMA Balanced they would 
throughout the period of cash flow modelling have needed to adjust their cash injections/
withdrawals significantly more than once.

The important factors in long-term returns

Source: Bloomberg, Datastream, Canaccord Genuity Wealth Management

Rolling volatility 9% capped portfolio

Source: DataStream, Bloomberg, Canaccord Genuity Wealth Management

Please note that the GPS Optimized Portfolios launched under the name REMAP on 10/01/2011 as a model portfolio. This service was 
made available to the public in March 2012. Prior to this date, this chart shows the hypothetical past performance of the portfolio had 
it operated since January 1998, each monthly re-optimisation is calculated using no information from the future at any stage.

Rolling volatility WMA balanced portfolio

Source: DataStream, Bloomberg, Canaccord Genuity Wealth Management

 • Long run outperformance is more about avoiding the largest losses than it is about 
capturing the largest gains

 • The GPS Optimized Portfolios are essentially trying to deliver a reduced number of 
large absolute losses and improve the consistency of small positive returns 

 • Through consistency we aim to potentially increase the success of cash flow  
modelling accuracy. 



Process GPS Optimized
Portfolios
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GPS Optimized Portfolios
The GPS Optimized Portfolios process can be thought of in two parts: firstly our Market 
Stress Indicator, and secondly our Portfolio Risk Optimiser. Let us have a look at each of 
those two parts.

1. The Market Stress Indicator
Central to this focus has been the development of Canaccord Genuity Wealth 
Management’s proprietary Market Stress Indicator (MSI). We recognise that portfolio  
risks have been rising for the past 30 years, which has largely been a function of an 
increase in asset correlation. Consequently, it is now much more difficult to construct a 
highly diversified portfolio. Meanwhile a significant weakness of Modern Portfolio Theory 
(MPT) is that it assumes correlations are constant, when the evidence would clearly  
suggest otherwise. Correlations increase – often significantly – during periods of ‘stress’ 
within financial markets. Assets which demonstrate low correlation in ‘normal’ periods  
and which are therefore used widely by the investment community for their diversification 
and risk reduction properties, often fail to demonstrate their protective capabilities during 
periods of heightened volatility. 

This tool seeks to define the current level of financial stress and by extension, indicate 
whether it may be necessary to reduce exposure to assets which add diversification only 
under ‘normal’ circumstances. This is the linchpin in our approach to accounting for 
non-constant risks.

By monitoring the volatility and cross correlation of a selection of assets, the MSI has been 
designed to have five states, or levels – levels 1 to 3 indicate various conditions of market 
normality; levels 4 to 5 indicate actual stress, or an increased likelihood that this will soon 
develop. During these latter periods, we would aim to ensure that portfolios are positioned 
to minimise, as far as possible, the impact of market declines.

What differences will you see in the way your investments are managed? In normal times 
your client’s portfolio may not look appreciably different from what you are used to. Where 
you will see a difference is at times of market stress. At those times we expect to be more 
active than usual and your client’s portfolio may look very different as we take action to 
defend your client’s capital.

2. The Porfolio Risk Optimiser
The Portfolio Risk Optimiser systematically recognises that the risks within multi-asset  
portfolios change – equities, bonds, commodities, property, all behave very differently in 
different market conditions. Most risk frameworks, including ours, employ the Nobel 
prize-winning portfolio management concept MVO (Mean-Variance Optimisation) which 
forms part of Modern Portfolio Theory and essentially maximises return for a given level of 
risk. However, as markets evolve so too must the tools we use to achieve our investment 
goals. We have found that we can define the state of global markets – the amount of 
‘financial stress’ – by observing how the correlations between asset classes change as 
volatility increases.



SolutionGPS Optimized
Portfolios
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Risk
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● Global Strategist
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GPS Optimized Portfolios Investment Process

The chart illustrates the relative positioning of the models under normal market 
conditions. Portfolios will move towards cash when conditions are stressed. We aim  
to cap volatility to indicative tolerance levels however, this cannot be guaranteed.

GPS Optimized Portfolios combine the best aspects of our existing processes: our market 
leading research into funds, stocks, bonds and alternative assets, our own economic and 
market analysis and the output of our Asset Allocation, Fund Selection, Stock Selection 
and Alternative Asset Committees. GPS Optimized Portfolios build on these processes  
by providing us with detailed insight into the likely behaviour of your clients’ investments 
during periods of market stress. 

Portfolio volatility parameters

GPS 
Optimized 

#2

GPS 
Optimized 

#3

GPS 
Optimized 

#4

GPS 
Optimized 

#5

GPS 
Optimized 

#6

Volatility cap 2% 3% 6% 9% 12%

Relative to 
equities 10% 20% 40% 60% 80%

We aim to cap volatility to 
indicative tolerance levels however, 
this cannot be guaranteed. 



 Fixed Interest  39%

 Equities  9%

 Alternatives  2%

 Cash  50%

Optimized #2

 Fixed Interest  35%

 Cash  65%

CGWM risk-aligned benchmark #2

 Fixed Interest  46%

 Equities  18%

 Alternatives  1%

 Cash  35%

 Fixed Interest  55%

 Equities  8%

 Alternatives  30%

 Cash  7%

Optimized #3 CGWM risk-aligned benchmark #3

 Fixed Interest  35%

 Equities  35%

 Alternatives  2%

 Cash  28%

 Fixed Interest  53%

 Equities  35%

 Alternatives  10%

 Cash  3%

Optimized #4 CGWM risk-aligned benchmark #4

 Fixed Interest  33%

 Equities  41%

 Alternatives  2%

 Cash  24%

Optimized #5

 Fixed Interest  35%

 Equities  58%

 Alternatives  5%

 Cash  2%

Optimized risk-aligned benchmark #5

 Fixed Interest  17%

 Equities  64%

 Alternatives  2%

 Cash  17%

Optimized #6

 Fixed Interest  18%

 Equities  80%

 Cash  2%

Optimized risk-aligned benchmark #6

Features

Benefits

Risks

GPS
Optimized
Portfolios

1. Innovative, forward-looking 
 risk management framework 
2. Advanced approach to 
 portfolio diversification
3. Global expertise from 
 Canaccord Genuity thought leaders
4. Award-winning investment 
 process aiming to cap volatility 
 during market setbacks.

1. Exclusive access to 
 global investment ideas 
 and opportunities
2. A smoother, more confident 
 path towards achieving your 
 client's investment objectives
3. Potential to reduce the risk to 
 your client's portfolio during 
 periods of market volatility
4. Focus on reducing the potential 
 for capital loss.

1. As with any investments there 
 are no guarantees
2. Your client's capital is at risk. The 
 value of investments and the income 
 from them can go down as well as up 
 and they may not get back the amount 
 originally invested
3. You should remember that past 
 performance is not a reliable 
 indicator of future results
4. Global portfolios may be exposed 
    to geopolitical and currency risks.

SolutionGPS Optimized
Portfolios
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Asset allocation breakdown

Source: Canaccord Genuity Wealth Management

N.B. The above is for illustrative purposes. This was the asset allocation on the  
31 December 2016 and could differ substantially dependent on prevailing market conditions.

The GPS Optimized Portfolios 



Outcome

GPS Optimized
Portfolios

Future forecasts are not reliable 
indicators of future results.

0059 GPS Optimized Portfolios Technical Guide | January 2017  7

Cash flow modelling with controlled volatility
These charts show that when portfolio volatility is controlled, the eventual client  
outcome could be significantly better. The client has more options and can better  
prepare for later life. The value of volatility control can be quantified in a manner that  
a client can easily understand.  

Same assumptions but with 9% market correction @ 60, 65, 75.

Market correction at age 60
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Past performance is not a reliable 
indicator of future results.

Your capital is at risk. The value of 
investments and the income from 
them can go down as well as up 
and you may not get back the 
amount originally invested.

Outcome

GPS Optimized
Portfolios
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GPS Optimized Portfolio Performance
The following three charts show how our GPS Optimized Portfolios have performed over a 
period of significant volatility when compared with the appropriate ARC PCI index.

Performance: ARC Balanced Asset Profile

Performance: ARC Steady Growth Profile

Performance: ARC Cautious Growth Profile

Source: ARC and Canaccord Genuity Wealth Management.

Source: ARC and Canaccord Genuity Wealth Management.

Source: ARC and Canaccord Genuity Wealth Management.

Please note that the GPS Optimized Portfolios launched under the name REMAP on 10/01/2011 as a model portfolio. This service 
was made available to the public in March 2012.

Conclusion
Our task is to deliver a range of portfolios that help intermediaries deliver for their clients 
and engage in cash flow modelling. Here is a series of consistent, coherent and innovative 
investment portfolios that have been carefully designed to satisfy the requirements of all 
types of clients – from wealth preservers to wealth creators. We believe, fundamentally, 
that portfolios must be managed dynamically in response to evolving market conditions. 
Rigid adherence to fixed investment templates is unlikely to be the recipe for success in the 
financial conditions we face today and in the future. Flexibility and specialist management 
and, of course, the pursuit of risk-managed returns are the hallmarks of client focused 
investment management and key to the long-term growth and sustainment of client money.  
All discretionary investment managers should be demonstrating and applying these skills 
on a daily basis.
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Contact us
Our team is here to help with any questions you may have. 
41 Lothbury
London
EC2R 7AE
United Kingdom
T: +44 (0)20 7523 4597
E: intermediary@canaccord.com

canaccordgenuity.com/uk

Absolute Risk Absolute risk is a measure of the total volatility of portfolio returns. Generally speaking, the larger a client’s absolute  
risk tolerance, the greater the possibility of achieving high returns, but, assuming risk is symmetric, there is also a 
greater possibility of incurring larger losses. So absolute risk is a measure of the extent of variation in portfolio returns, 
or a measure of the extent to which they may turn out to be different from expectations.

Active Risk Active risk measures the extent to which the outperformance of the portfolio relative to the benchmark is different from 
expected. Generally speaking, when active risk is large, portfolio returns may be significantly different from benchmark 
returns. Conversely when it is low, portfolio returns are likely to be very similar to the benchmark, as indeed will be the 
case with the asset allocation. Active risk is the extent of deviation from benchmark measured as the standard deviation 
of excess returns.

Correlation A statistical measure of how two securities move in relation to each other; a normalised expression of covariance, 
intuitively expressing the strength of a relationship between -1 and 1. Perfect positive correlation (a correlation co-
efficient of +1) implies that as one equity moves, either up or down, the other security will move in the same direction 
and by the same amount. Alternatively, perfect negative correlation means that if one security moves in either direction 
the security that is perfectly negatively correlated will move in the opposite direction, but by the same amount. If the 
correlation is 0, the movements of the securities are said to have no correlation; movements are completely unrelated.

Efficient Frontier A graphical representation on a risk-reward graph, comprised of optimal portfolios. The optimal portfolios plotted along 
the curve have the highest expected return possible for the given amount of risk.

Sharpe Ratio A ratio developed by Nobel Laureate Bill Sharpe to measure risk-adjusted performance. It is calculated by subtracting 
the risk-free rate from the rate of return for a portfolio and dividing the result by the standard deviation of the  
portfolio returns.

Shortfall Risk Is the risk of not reaching your expected return at a given time horizon. This may mean preservation of capital (or a 0% 
target return), inflation-adjusted capital preservation (target return = expected inflation) or another return expectation 
specified by the investor. Shortfall risk can provide a useful insight into the likelihood of falling short of the target 
portfolio value with a specified asset mix. 

Standard 
Deviation

Statistical measure of the degree to which an individual value in a probability distribution varies from the mean of the 
distribution. The greater the degree of dispersion, the greater the risk.

Glossary

This document is directed at investors categorised as professional under the rules of the Financial Conduct Authority and is not intended for onward distribution to retail clients. 
It is for information purposes only and is not to be construed as a solicitation or an offer to purchase or sell investments or related financial instruments. This has no regard for 
the specific investment objectives, financial situation or needs of any specific investor.
The information contained herein is based on materials and sources that we believe to be reliable, however, CGWM makes no representation or warranty, either expressed or 
implied, in relation to the accuracy, completeness or reliability of the information contained herein. All opinions and estimates included in this document are subject to change 
without notice and CGWM is under no obligation to update the information contained herein. None of CGWM, its affiliates or employees shall have any liability whatsoever for any 
indirect or consequential loss or damage arising from any use of this material.
Investment involves risk. The investments discussed in this document may not be suitable for all investors. The value of investments and the income from them can go down as 
well as up and investors may not get back the amount originally invested. 
Past performance is not a guide to future performance.
Canaccord Genuity Wealth Management (CGWM) is a trading name of Canaccord Genuity Wealth Limited (CGWL) and Canaccord Genuity Financial Planning Limited (CGFPL) which 
are wholly owned subsidiaries of Canaccord Genuity Group Inc.
CGWL and CGFPL are authorised and regulated by the Financial Conduct Authority (registered numbers 194927 and 154608), and have their registered office at 41 Lothbury, 
London, EC2R 7AE. CGWL is registered in England no. 03739694, CGFPL is registered in England no. 02762351. 
CGWL is a member of the London Stock Exchange.
Global Portfolio Solutions (GPS) are a range of investment solutions developed by CGWM to cover a variety of investment needs. Optimized Portfolio Solutions are some of the 
models that sit within this. This service was previously known as REMAP.



The products and services offered by CGWM in the UK may differ from those offered by other Canaccord Genuity Group Inc. offices. 
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