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BEACON’S PHILOSOPHY ON TAIL RISK

KEY POINTS | STRATEGY
Beacon Capital Management works to minimize the impact tail risk can have on a portfolio’s long-term performance. By limiting losses of tail risk 
proportions, the recovery time from a market drop can be substantially reduced, thus increasing the longevity of assets within the portfolio.

Understanding Tail Risk
Investors understand they will be exposed to 
a certain degree of volatility when investing in 
the stock market.  However, tail risk is a form 
of portfolio risk that occurs when the market 
experiences extreme volatility, equating to more 
than 20 percent swings in market performance. 
While tail risk statistically isn’t supposed to 
happen often, it has occurred twice since 2000.

Losses are More Powerful than Gains 
If a portfolio drops by 20 percent, the investments would need a 25 percent return to fully recover 
to the pre-crash balance. A 30 percent loss would require a 43 percent return, and a 40 percent loss, 
as some investors experienced in 2008, would require a 67 percent return to break even.  However, 
if losses are minimized and the full market decline avoided, the amount of time needed to return to 
even can be dramatically reduced. 

DISTRIBUTION OF YEARLY  
S&P 500 RETURNS
(1926-2014)

Source: Standard & Poor’s
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Beacon Capital Management, Inc. is a registered investment adviser. Information presented is for educational purposes only and does not intend to make an offer or  
solicitation for the sale or purchase of any specific securities, investments, or investment strategies. Investments involve risk and unless otherwise stated, are not  
guaranteed. Past performance is not indicative of future performance. Additional information about Beacon Capital Management is also available on the SEC’s website  
at www.adviserinfo.sec.gov under CRD number 120641. Beacon Capital Management only transacts business in states where it is properly registered, notice filed or  
excluded or exempted from registration or notice filing requirements.
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PROTECTING FROM TAIL RISK



LONG-TERM OUTLOOK

Adding Protection from Downside
By attempting to control losses, we can work  
to maximize account value and extend the  
longevity of the assets for retirement. Consider  
this same retirement scenario had there been 
downside protection from the two most severe  
tail risk encounters. If we control the losses  
from exceeding 30 percent, we may not  
experience the full extent of a market rebound,  
so for this scenario, we will cap the largest gains  
at 50 percent as well. 

S&P 500 INCOME GENERATION
(5% ANNUAL WITHDRAWLS INCREASED  
BY 4% EACH YEAR)

Source: Standard & Poor’s. Illustration assumes reinvestment of dividends and capital gains. 
Withdrawls are deducted annually at the end of each year.
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Controlled Volatility

Return 10.05% 10.95%

Std. Deviation 25.31% 23.69%

Worst Year -43.35% -30.00%

Best Year 53.97% 50.00%

Result Failure Success

In making this adjustment to provide downside 
protection, the retired couple would not only have  
not run out of money, but their account value  
would be greaterafter 30-years of withdrawals  
than it was when they began retirement.

Consider a couple in retirement who wants to withdraw 5 percent of their account value each  
year for income, increasing each withdrawal by 4 percent annually to keep up with inflation.  
Their goal is to turn their portfolio into an income source for an anticipated 30-year retirement. 

However, the market is unpredictable; consider the 30 years between 1926 and 1956, as the  
economy experienced a significant variety of activity; a market crash, depression, war and a  
strong market surge. 

Under this scenario, the retired couple would run out of money after 22 years of withdrawals. Their 
portfolio could not recover from the two tail-risk scenarios encountered during their retirement.
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PROTECTING FROM TAIL RISK

By controlling tail risk, or the losses that can happen in  
the most extreme of market conditions, the performance 
outcome of the portfolio dramatically changes.  
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