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FIDUCIARY WEALTH ADVISORS

Minding Investor Behavior Gaps

Your investing behavior will very likely
have the largest impact on the long-term
results of your investment experience and
your success or failure in meeting your
financial goals and objectives.
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Contact Us

We specialize in helping individual investors just like you accomplish their financial
and life goals. We bring breadth and depth-of-field, discipline and energy to your
planning effort. Once we have helped you develop plans intended to help you

accumulate enough investment assets to achieve the financial and other goals you
have, we build and manage your investment portfolio to help you meet your needs.

To learn more about how we may be able to help you, please call us at (480) 951-2900.
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“The investor’s chief problem —
and even his own worst enemy —

is likely to be himself.” !

- BENJAMIN GRAHAM

According to Warren Buffett, the key to successful investing is to “control the
urges that get other people into trouble in investing.”? These urges are natural
and subconscious; the challenge is to recognize and mitigate their influence.
Developing the following habits will help you control the urges and make more
thoughtful, deliberate investment decisions — ultimately becoming a more
successful investor.

1. Be an investor.

Often, participants in the stock market call themselves investors, but act like
speculators. Speculators “invest” based on a security’s short-term performance
and frequently change their strategy. True investors invest to achieve their long-
term goals (using investment guidelines) and resist the urge to be influenced by
speculators’ manic-depressive behavior.

The most successful investors take advantage of market volatility by selling
securities at high values and purchasing them at low values — when speculators
are most pessimistic. Investors must remain disciplined and not allow the
constant fluctuations in security prices to influence their investment choices.
Not easy to do, but possible.

2. Learn from history.

Stock market movements — especially over the short-term — are mostly random
and highly unpredictable. Unfortunately, this fact does not preclude “experts”
from pretending they know what will happen. The urge is to believe the future is
predictable; yet successful investors recognize there is no crystal ball. History is
rich with examples of investors’ poor performance because they were influenced
by short-term market dynamics to abandon their strategy for a more attractive
“opportunity.”
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The research firm, Dalbar Inc., found that investors (both stock and bond)
underperformed their respective benchmark over several distinct periods of time . . .
and by significant amounts.® Morningstar® found that investors underperformed the
very funds they were invested in — by trading in and out of the funds rather than
holding for the long term.” Dalbar and Morningstar attribute this underperformance
to buying after strong performance and selling after poor performance.

When it comes to knowledge pertaining to investments, Warren Buffett said it best:
“What counts for people in investing is not how much they know, but rather how
realistically they define what they don’t know.”® This may sound counterintuitive, but
recognizing the limits of your knowledge and forecasting ability can help you avoid
costly mistakes.

3. Look forward.

Investors should learn from past history, but that does not mean past performance of
a security or a fund foreshadows its future performance. Since the future is
unpredictable, experts and novices alike look to the past as a predictor of what is to
come. Successful investors resist the temptation to invest based upon past
performance.

While the urge to extrapolate past returns into the future is strong, it can have costly
consequences. For instance:

e The Legg Mason Value Trust beat the S&P 500 for 15 straight years. The solid
performance and length of outperformance influenced many to invest in the fund,
believing that this fund was truly special. Then the fund lost 55% in one year.
After the big loss, the portfolio manager was asked what went wrong. His
answer, “the strategy worked, until it didn’t.”®

e John Paulson’s Advantage Plus hedge fund earned over 260% from 2007-2009.

In response to the awesome performance, money flocked into his funds . . .
just in time for investors to lose 52% in one year.

4 © 2013 — 2025 The Emotional Investor. Reprinted with permission.




i: Intelligent Capitalworks

4. Have realistic expectations.

Price fluctuation is a natural occurrence when investing. Successful investors expect
periods of negative performance. While the stock market has generated positive
returns over time, it has been achieved with several periods of losses — some of
which have been quite severe. You should expect periods when stock market
losses are 15% or more.

Positive outcomes are desirable — no one likes losses. When the stock market is
down, speculators become fearful and the media exacerbates those fears.
Unfortunately, many investors become influenced by this fear and join the
speculators in the depression state. While not ideal, the urge is normal. If you
anticipate that losses will occur and understand price fluctuations are normal, you
can mitigate the urge to do the wrong thing at the wrong time.

Even in positive stock market years, there can be periods of significant losses.

e 1987 — S&P 500 lost 20% in just one day, then ended the year up 5%.

e 1998 — S&P 500 lost 19% in six weeks, then rallied, ending the year up 29%.
e 2003 - S&P 500 lost 14% in the first quarter, then ended the year up 29%.

e 2010 - S&P 500 lost 16% in 80 days, then ended the year up 15%.

e 2011 -S&P 500 lost 17% in just 11 trading days, then ended the year up 2%.
e 2020 — S&P 500 lost 32% in just 22 trading days, then ended the year up 18%.

Source: Bloomberg; year-end returns rounded and include dividends.

5. Use prudent measurements.

The frequency of portfolio evaluation can influence poor investment decisions. You
don’t pull a carrot out of the ground every week to see how much it has grown;
similarly you shouldn’t focus on short-term results to evaluate a long-term investment
strategy. Successful investors will either (i) not be influenced by short-term market
performance, or (ii) not pay attention to short term performance — so as not to be
influenced to abandon their investment strategy.

The urge to micromanage investments is strong. The more often you evaluate your

portfolio, the more likely you will be influenced to make adjustments . . . often to the
detriment of your long-term performance.
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6. Be open-minded.

Being open-minded is difficult because no one likes to be told their view is wrong.
However, when it comes to investing, the most successful investors understand how
they could be mistaken —and what that would cost them. While you should be
optimistic, you need to understand the potential risks of your investment choices.

The urge to discount or ignore contrary opinions, and seek out information that
confirms your thoughts, is natural and powerful. However, without an open mind to
understand how you could be wrong, you may underestimate the risk in your
decisions. No investor is infallible; mistakes are part of the game. As John Bogle
(founder of Vanguard Group) said, “Successful investing involves doing just a few
things right, and avoiding serious mistakes."

7. Discern the truth.

Your brain detests uncertainty. When faced with uncertainty, the brain looks
elsewhere to form opinions and provide some feeling of certainty. Your mind may
translate something you hear frequently into something it believes is true or probable.
The problem is that just because you hear something a lot doesn’t mean it is true —

it just means it is well-publicized.

Additional information may not always help you. It may be relevant to the topic at
hand, but not to you. For example, what does GDP for next quarter have to do with
your long-term goals? Why do you care what experts speculate will happen next
week/month in the market? It matters to the financial media because they need to
sell advertising, but it shouldn’t matter to you. The truth is that there is a lot of noise
out there. Successful investors recognize the noise and avoid the urge to allow the
frequency or volume of “important” news to hijack their investment plan.

8. Know your thresholds.

How much are you comfortable losing in the short to medium term? This is an
important question that requires some thought. Due to the nature of the stock
market, there will be several periods of losses, and some may be large. Investors
who lose more than they expect may be influenced to sell at the wrong time.
Successful investors are conscious of the losses they are able to withstand, and
build portfolio strategies to minimize the probability of exceeding that threshold. Did
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you sell in 20097 If so, despite your best intentions going forward it is likely you will
do so again if losses exceed your threshold. The urge to limit future losses when
experiencing losses is great. The best antidote is to not exceed your threshold of
pain to begin with.

9. Be disciplined.

The foolproof way to be a successful investor is to buy low and sell high. Easy to
say, incredibly difficult to do. It is much easier to buy when the market is increasing
rather than decreasing. After all, who would want to buy a security only to see it go
down in value? ‘Why throw money down the drain’ is the mantra. That may be
correct if your time horizon is one year, but not if your time horizon is several years.

The most successful investors heed the advice of Warren Buffett — buy when others
are fearful and sell when others are greedy. Since this is contrary to the natural urge,
successful investors will often create an investment strategy in which they pre-
commit to purchase securities at lower prices (i.e. if the market goes down 15%,
move 5% from bonds to stocks), and not care about its price the next
day/week/month. Whatever your strategy, written investment guidelines can help
you to stay on plan and increase your probabilities for your desired outcomes when
markets reach positive and negative extremes, which inevitably happens.

In Conclusion

Your investing behavior will very likely have the largest impact on the long-term
results of your investment experience and your success or failure in meeting your
financial goals and objectives. Behavioral mistakes have become commonly
described as “behavior gaps,” which we cover in our paper, Wealth Management
Guiding Principles.

To schedule a meeting with us, please call Monique Pressley at (480) 248-2223.
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Disclosures

This paper has been prepared for informational purposes only and is not an offer to buy or sell
or a solicitation of an offer to buy or sell any securities, or to participate in any trading strategy.

We believe the information we've presented in this paper is factual and up-to-date, but we do
not guarantee its accuracy and you should not regard this paper as a complete and exhaustive
analysis of the subjects we've discussed. All of the opinions we've expressed reflect our
judgment as of the date we published this paper and are subject to change.

You should not construe the content of this paper as being personalized investment advice. You
should engage a professional advisor before pursuing any of the investment ideas or
implementing any of the strategies we’ve presented in this paper.

ICW Investment Advisors LLC is registered as an investment adviser with the Securities and
Exchange Commission (SEC) and only transacts business in states where it is properly
registered, or is excluded or exempted from registration requirements. SEC registration does
not constitute an endorsement of the firm by the Commission, nor does it indicate that the firm
has attained a particular level of skill or ability.

Past performance may not be indicative of future results. All investment strategies have the
potential for profit or loss. Different types of investments involve varying degrees of risk, and
there can be no assurance that any specific investment or strategy will be suitable or profitable
for your portfolio. There can be no assurances that an investment or portfolio will match or
outperform any particular benchmark.

Always consult an attorney or tax professional regarding your specific legal or tax situation. ICW
Investment Advisors LLC does not provide legal, tax, accounting, actuarial, or pension

consulting advice or services.

Working with a financial advisor is not a guarantee of future financial success. Investors should
understand that statements regarding future prospects may not be realized.

8 © 2013 — 2025 The Emotional Investor. Reprinted with permission.




: 16427 N Scottsdale Rd, Suite 350
%: Intell 18€ nt Scottsdale, AZ 85254
(480) 951-2900

Capita|W0 rkS intelligentcapitalworks.com




