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he philosopher Ludwig
Wittgenstein once said that
nothing is as difficult for
people as not deceiving themselves.
But while most self-delusions are
relatively costless, those relating to
investment can come with a hefty
price tag.
We delude ourselves for a number
of reasons, but one of the principal
causes is a need to protect our own
egos. So we look for external evidence that supports the myths we
hold about ourselves, and we dismiss
those facts that are incompatible.
Psychologists call this “confirmation bias”—a tendency to select facts
that suit our own internal beliefs. A
related ingrained tendency, known
as “hindsight bias,” involves seeing
everything as obvious and predictable after the fact.
These biases, or ways of protecting our egos from reality, are evident
among many investors every day and
are often encouraged by the media.
Here are seven common manifestations of how investors fool themselves:
1. “Everyone could see that market
crash coming.” Have you noticed
how people become experts after
the fact? But if “everyone” could
see a correction coming, why
wasn’t “everyone” profiting from

it? You don’t need forecasts.
2. “I only invest in ‘blue-chip’ companies.” People often gravitate to
the familiar and to shares they see
as solid. But a company’s profile
and whether or not it is a good
investment are not necessarily
correlated. Better to diversify.
3. “I’m waiting for more certainty.”
The emotions triggered by volatility are understandable, but acting
on those emotions can be counterproductive. Uncertainty goes with
investing. Historically, long-term
discipline has been rewarded.
4. “I know about this industry, so
I’m going to buy the stock.”
People often assume that success
in investment requires a specialist’s knowledge of a sector. But
that information is usually already
in the price. Trust the market
instead.
5. “It was still a good call, but no
one saw this coming.” Isn’t that
the point? You can rationalize a
stock-specific bet as much as you
like, but events or external influences can conspire against you.
Spread your risk instead.
6. “I’m going to restrict my portfolio
to the strongest economies.” If
an economy performs strongly,
that will no doubt be reflected in
stock prices. What moves prices
is news. And news relates to the
unexpected. So work with the
market.
7. “OK, it was a bad idea, but I
don’t want to sell at a loss.” We
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A Personal Note
From Global
Wealth Advisors
s I considered what topic
to discuss in this quarter’s
column, I thought about my
recent family vacation to Washington
DC and this quote from George
Bernard Shaw: “People who say it
cannot be done should not interrupt
those who are doing it.”
The architecture, museums,
monuments and artifacts are
incredible. But what left the greatest
impression on me was seeing the
actual documents that made this
country possible. I was reminded
of the history of how and why the
founding fathers sacrificed everything
for the dreams of a new nation. They
did not let those who said it could not
be done get in their way.
As we visited the many places,
we were reminded of our forefathers’
drive for liberty and freedom, through
human ingenuity and sacrifice that
has been repeated over and over
again in our nation’s history. It is
such a stark contrast to what is being
broadcast 24/7 in this news-snippet
environment that we witness today.
If one simply ignores the pundits and
naysayers and instead focuses on
the real accomplishments that don’t
make the headlines, like advances in
science, technology and medicine,
we can remember that this is truly an
incredible place to call home! Happy
Birthday America!

Simple Steps
Quick Facts: Retirement
According to Aon Hewitt’s “The Real Deal” 2012 study, an average full-career
for Late Savers 1. contributing
employee needs 11.0 times pay at age 65, after Social Security, to
he sooner you start putting
aside money for retirement, the
more you might have once that
highly anticipated day arrives. Saving
for college tuition, purchasing a new
home, unforeseen medical expenses,
or life’s other necessities, surprises, or
even enjoyments can cause investors
to postpone saving. Starting the retirement planning process late in one’s life
can be daunting, but it is by no means
impossible.
Crunch the Numbers: The first
step to getting back on track is to put
together a budget—this will force you
to focus on your financial situation and
can serve as a road map to success.
Once you have outlined all of your
expenses, simply subtract the total from
your net income. The result will give
you a clear indication of how much
you can potentially save, and also help
you identify areas in which you may be
spending too much.
Cut Any Unnecessary Expenses:
There are essential expenses that cannot be eliminated: food, electricity,
etc. However, most people can identify
some areas, like entertainment, that are
not vital to one’s existence and can be
cut back on. The more areas that you
can trim will lead to more money that
can be earmarked for retirement.
Take Advantage of Catch-up
Contributions: Catch-up contribution limits allow investors age 50 and
above to increase their contribution.
For example, they can make an extra
contribution of $5,500 to their 401(k)
in 2014, equating to a maximum contribution of $23,000. IRA catch-ups are
$1,000 in 2014, leading to a maximum
contribution of $6,500.
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expect to have sufficient assets to last through retirement. For example, if your
salary is $80,000, you will need to have accumulated $880,000 by the time
you’re 65 and ready to retire.
In reality, the same employee is expected to have only 8.8 times pay in resources at retirement, which translates into a 2.2 times pay shortfall. To reuse the
example above, this means you’d be $176,000 short.
The 2013 Transamerica Retirement Survey found that the percentage of participants who have taken a loan from their 401(k) plan has increased from 16% in
2008/2009 to 21% in 2012, then slightly decreased to 17% in 2013.
Wells Fargo conducted a survey of 1,000 middle-class Americans. The study
shows that across middle class members of all generations, only 24% are confident in the stock market as a place to invest for retirement. The apprehension
about the market is stronger for those age 25 to 29, with 56% expressing fear
of losing their nest egg. When asked if given $5,000 for retirement where they
would invest, 58% of those age 25 to 29 said they would invest in a savings
account/CD.
Only 18% of workers are very confident they will have enough money to live
comfortably in retirement (according to the EBRI 2014 Retirement Confidence
Survey).

Sources: Aon Hewitt’s “The Real Deal: 2012 Retirement Income Adequacy at Large Companies.”
“14th Annual Transamerica Retirement Survey of American Workers,” Transamerica Center for Retirement Studies, July 2013. Wells Fargo news release, “Middle Class Americans Face a Retirement
Shutdown,” October 2013.

Tune Out the Noise
here’s a reason that investors tend to only hear about “looming” market
doom or “imminent” market growth. While many news outlets have
incentive to draw viewer attention with wildly bullish or bearish predictions, these sensationalized views may be a distraction to a sound investment
approach. When tempted to make a radical change to your investment portfolio
based on these headlines, it is important to recall some basic fundamentals to keep
your plan on track.
Drown out the noise. Market movements are notoriously difficult to predict.
The media outlets that scream the loudest are not always the most accurate. The
fallout from attempting to time the market in response to one of these predictions
can be dangerous to your portfolio.
Look, but don’t stare. While it’s important for investors to know the performance of their accounts, short-term market fluctuations can be quite volatile.
While the probability of realizing a loss within any given day is high, the likelihood of realizing a loss historically has decreased over longer holding periods.
Periodic review of an investment portfolio is necessary, but investors shouldn’t let
short-term swings affect their view of the future.
Stay focused on the long term. Investors who have taken the time to determine a sound investment plan based on specific goals and risk tolerances are best
advised to stick to that plan. While it may not always grab headlines, a sensible,
tailored investment plan may be the best solution to meeting long-term goals.

Large Stock Dividend Yield
Versus 10-Year Treasury Yield
n the recent context of likely-to-rise-at-any-time interest rates, it may be
interesting to take a look at the historical relationship between stock and bond
yields. As illustrated in the image, stock dividend yields were much higher
than 10-year government-bond yields before 1957, with dividend payouts a form
of compensation for the additional risk of investing in stocks.
In the more modern period, this relationship has changed. As capital appreciation became a bigger driver of stock performance, bonds became the main engine
for potentially steady income generation. After 10-year Treasury rates significantly declined following the 2008 financial crisis, stocks yielded more than 10-year
Treasury bonds for the first time since 1957. Recent rising interest rates, however,
have pushed government yields above stock dividends once again.

Five EstatePlanning Tasks
That You
Shouldn’t Put
Off
eeping tabs on the estateplanning rules during the past
few years has been a little like
watching Olympic-level table tennis:
The action moves quickly, and it’s difficult to keep up. However, no matter
how laws and rules change, there are a
few basic tasks that are actually pretty
evergreen and that everyone should execute. Five such estate-planning to-dos
are outlined below.
1. Update Beneficiary Designations.
Even people who have never set
foot in an attorney’s office may have
laid the groundwork for an estate
plan if they filled out beneficiary
designation forms for their financial accounts. Those designations,
in fact, trump other estate-planning
documents when it comes to distributing assets, so it’s worthwhile to
review them periodically to make
sure they’re up-to-date with your
current situation—if you’ve gotten
married or divorced, for example.
(How would your spouse feel if you
inadvertently left your IRA account
to your brother?) People who have
drafted estate-planning documents
such as wills should ask their attorneys to help them review beneficiary
designations to ensure that they sync
up with other estate-planning documents.
2. Designate Legal Guardians. Parents of young children should designate legal guardians who will look
after their children if the parents
should die or otherwise be unable to

care for their minor children. It is important to focus
the discussion on actual child-rearing abilities and
willingness to do the job. What is not helpful is to
get hung up on hurting anyone’s feelings or bypassing friends or family members who might expect to
be guardians but aren’t the best choice. Most importantly, a guardian should be willing and able (emotionally and financially) to take care of your children
if the need arises, so an essential step is to discuss the
responsibilities with the potential guardian beforehand.
3. Create a Living Will and Last Will and Testament. A living will tells your health-care providers
and your loved ones how you would like to be cared
for if you should become terminally ill and unable to
express your wishes yourself. It is called a “medical
directive” in some states. This document details your
views toward life-support equipment. Not to be confused with a living will, a last will and testament details how you’d
like your assets and possessions distributed after your death.
4. Draft Powers of Attorney. A basic estate plan should also address what would happen to your affairs if you are still
living but incapacitated. A power of attorney is a document that specifies who will handle your affairs if you are unable
to do so. You’ll need to draft two separate documents: one that names your agent for health-care decisions and another
for financial matters.The person you entrust as your patient advocate for health care will, ideally, live in close geographic
proximity to you. The person you name on your durable power of attorney form should be detail-oriented and comfortable
with financial matters.
5. Name an Executor. Your executor (personal representative) will gather all of your assets after you’re gone and make
sure they are distributed in accordance with your will. Ideally, your executor will be someone who’s comfortable with
numbers and good with details, and will also be able to find the time to work on your estate. It’s common to name family
members as executors, but in more complicated situations it might be preferable to use a professional, such as a bank trust
officer, to serve as your executor. It’s a good idea to tell your executor that you’ve named him or her, and also provide
details on how to obtain access to important documents, such as your will and a master directory detailing all of your accounts.
This information is for informational purposes only and should not be considered as legal or financial planning advice. Please consult a legal and/or
financial professional for advice specific to your individual circumstances.
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can put too much faith in individual
stocks, and holding onto a losing
bet can mean missing opportunities
elsewhere. Portfolio structure affects
performance.
This is by no means an exhaustive
list. In fact, the capacity for human beings to delude themselves in the world
of investment is never-ending.

But overcoming self-deception is not
impossible. It just starts with recognizing that, as humans, we are not
wired for disciplined investing. We
will always find one way or another of
rationalizing an emotional reaction to
market events.
But that’s why even experienced investors engage advisors who know them,
and who understand their circumstanc-
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es, risk appetites, and long-term goals.
The role of that advisor is to listen to
and acknowledge our very human fears,
while keeping us in the plans we committed to at our most lucid and logical.
We will always try to fool ourselves.
But to quote a piece of folk wisdom,
the essence of self-discipline is to do
the important thing rather than the urgent thing.
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