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Crashes, Terrorists,

nmmmmmm}m

and Sharks Oh, My! = ——
Why investors fear the wrong things, and to d@:ﬁ@é

Barry Ritholtz
Chairman & CIO, Ritholtz Wealth Management




Today’s Discussion

What we fear — and why

How this hurts your investments

How to recognize these errors and avoid them

HollisWealth’



How your Brain Interferes With Your Investing

Behavioral Economics Neuro-Finance Risk Aversion

1. Herding, Groupthink 1. Anticipation vs. Rewards 1. Misunderstanding risk
2. Optimism Bias 2. Selective Perception/Retention 2+ Whatyou fear

3. Confirmation Bias 3. Words vs Images 3. Black Swans

4. Expert Opinions 4. Pattern Recognition 4. What will kill'you

5. Recency Effect 5 Data vs Narrative 5. Biggest financial fears
6. Endowment Effect 6. Cognitive Dissonance 6. What hurts portfolios
7. Hindsight Bias 7. Species of Dopamine Addicts

4 HollisWealth’



A Brief Introduction to Understanding Risk

HollisWealth’




We’re all going to die. Here’s how.

"V,;

* Shark: A perfectly evolved killing machine,
immortalized in Spielberg’s 1975 film, “Jaws.” HollisWealth




Investor Performance (10 Years)

10-Year Annualized Returns (2004-2013)
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Sentiment Cycle

~ Point of Maximum Financial Risk
“Wow, am I  Euphoria

> art.” (T3 .
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The Truth

10 People a year are killed by sharks
worldwide

Other large predators:

Lions? (100)
Elephants (100)
Hippos (500)
Crocodiles (1,000)
Snakes (50,000)

Dogs (25,000) almost all due to rabies.
HollisWealth’




More Dangerous than Sharks: Selfies !

Sharks VvS. se|fies 1. An American woman fell to her death while taking
So far in 2015, more people around the world have died as a result of selfie mishaps than have died from a selfie with her boyfriend on a cliff in South Africa.
shark attacks 2. Two Russian men were killed while taking a selfie
with a hand grenade.
i 3. Three Indian students were killed by an oncoming

train while taking selfies on train tracks.

4. A Romanian teenager was electrocuted when she
40 was taking a selfie on top of a train and touched a
high-voltage wire.
5. A Russian teen was also electrocuted after
touching live wires while taking a selfie near railway
tracks.
6. A Russian woman shot herself in the head while
trying to take a selfie with a gun.
7. Awoman in Moscow City died falling from a
bridge, where she was trying to take a selfie.
8. A teenager in Houston, Texas, fatally shot himself
while taking a selfie with a gun.
9. A Japanese tourist died falling down the stairs
while taking a selfie at the Taj Mahal.

ey oo HollisWealth’

Selfie-Related Deaths Shark-Related Deaths




_ 10 Shark Tl world's

et Deadliest
L, Animals
S R

475,000
Human

Mosquitoes are the deadliest
creature on earth;

n (Man only comes in second)

Mosquito




What Killed Americans in 1900 vs. 2010

Causes of death 1900 2010 Deaths per 100,000
-Q%v0 Infectious diseases 579.6
v-97% o
v-81.6% Nephropathies B o
163
= 0 P 106.9
A\ 60.9 /o Cerebrovascular disease B 418
- 0 : B 72.2
\ 4 67.1 /0 Accidents s 2
v-11.29 . 502
11 2 /0 Frallty -44.6
A40.4% Heart disease ﬂ 192.9
4206.1% cancer E— s . :
12 . ' | | . HollisWealth
Source: New England Journal of Medicine, Randy Olson, L. A. Times reporting Kyle Kim / @latimesgraphics



Risk of Terrorism

2010: U.S. noncombatant
fatalities from terrorism
worldwide = 25

2011: Terror deaths = 8

People who die after being
struck by lightning = 29

13 HollisWealth



Your Actual Risk

Table B. Deaths and death rates for 2011 and age-adjusted death rates and percentage changes in age-adjusted ratesh
from 2010 to 2011 for the 15 leading causes of death in 2011: United States final 2010 and preliminary 2011

[Data are based on a

You are

continuous file

of records received from the states. Rates are per 10
on the year 2000 standard: see Technical Notes. For explanation of asterisks () preceding cause- ef death CDdcb see Technlcal Natcs Flgures for 2011 are based on
weighted data rounded to the nearest individual, so categories may not add to totals]

Age-adjusted death rate

35,079 times more
likely to die of heart
disease

33,842 times more
likely to die of cancer

than a terror attack.
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Cause of death (based on the International Classification of Diseases. Death Percent

Rank' Tenth Revision. 2008 Edition, 2009) Number rate 2011 2010 change
Al'CAUSES: sini summi i e SR A T A SR P VR R SR SN it 2512873 8065 7406 747.0 -0.9
1 Diseases of heart . (100-109.11,13.120-151) 596,338 1914 1737 1791 -3.0
2 Malignant nerplaams : . (C00-Co7) 575313 1848 1688 1728 24
3 Chronic lower respuator\, d|seases C(J40-J47) 143382 460 427 422 1.2
4 Cerebrovascular diseases . e Coo.. (le0-189) 128931 414 379 391 =31
5 Accidents (unirtentional iniurieS| SRR ROETE RE B SR 00 5 ; qu1 -X50Y85-Y86P* 122777 394 380 380 0.0
6 Alzheimers disease. . . .. . .. (G30) 84,691 72 246 251 -2.0
7 Digbetes:imellilis s srmimmimmmmpmrrmmrrss wve wis wes wwe wwe ame aes aws sws ae(B10=E14) 73282 235 215 20.8 34
8 Influenza and pneumonia . . . . . T o (Jog-uigt 53.667 172 157 15.1 0
] Nephritis, nephrotic syndrome and nephrm»ls . .~N-C'C'—N“7 N17 N19,N25-N27)° 45731 147 134 153 -124
0 Intentional self-harm (suicide) . . ("U03.X80-X84,Y87. '"'JZ 38285 123 120 121 -0.8
1 Septicemia . .. (Ad40-Ad1) 35538 114 105 10.6 -0.9
12 Chronic liver dlsease and cmhosw e 0h s el SR S SIS So . (K70,K73-K74) 33,530 108 97 9.4 3.2
13 Essential hypertension and hypertensive rcnal dlbease. P ovn s s wh e e an sns o125} 27.477 8.8 8.0 8.0 0.0
14 Parkinson's disease. . . . (G20-G21)° 23107 7 7.0 6.8 2.9
15 Preumonitis due to lelds and I|qU|ds . (JB9) 18,000 58 53 5.1 3.9

Allothercauses......,,,,,........,.,,,...........,,.,,........,,.,iresidualjn 512723 164.6

HollisWealth’
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What are YOU afraid of?

045 percent of world’s wealth @ U.S. Home Prices Take @ Global recession worst since
destroyed: Blackstone CEO Record Plunge Depression, IMF says
M k t C h Reuters — 3/10/09 CBS News — 3/31/09 Associated Press - 4/22/09
a r e ra S e S ® The Dow’s Jump: Just @ FOX News Poll: Worst Is © Swine Flu, the Last Thing
Another Bear-Market Rally? Yet to Come on Economy Economy Needs Right Now
U.S.News & World Report — 3/24/09 FOX News — 4/2/09 Wall Street Journal — 4/27/09
. @ Now the Long Run Looks ® Bankruptcies soaring with
H e r_ I n f I a tl O n Riskier, Too ‘no end in sight’ @ Chrysler files for bankruptcy
y p The New York Times — 3/29/09 Associated Press — 4/14/09 Reuters - 4/30/09
8400
8200 -
Collapse of the
7800 -
Dollar
7400 +
7200
Looking foolish...
6800 -
6600 -
6400




1987 Crash is Imminent!

Marc Faber:

2014 crash will be
worse than 1987’s

—CNBC, 4/10/2014

16

STOCKS PLUNGE 508 POINTS, A DROP OF 22.6%;
604 MILLION VOLUME NEARLY DOUBLES RECORD
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Catastrophizing Markets

Faber on Hyperinflation: “Not A Matter Of If But When” —Business Insider, 9/23/2010

‘The Bear Market Is Starting' Marc Faber —CNBC, August 3, 2011

Faber: The Dollar's Value In The Future Will Be Zero —Business Insider, 4/18/ 2011

Marc Faber: We Could Experience A 1987-Style Crash This Year —Business Insider, 5/10/2012
Marc Faber: Look out! A 1987-style crash is coming. —CNBC, August 8, 2013

2014 crash will be worse than 1987's: Marc Faber —CNBC, April 10, 2014

Dr. Doom calls bubble, adding to gloomy calls —CNBC, Nov 2, 2015

17 My prediction? In 2016, Faber will predict crash . . . HollisWealth
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S&P 500 Declines of 20% or More

10000 -

1000 -

S&P 500 (log scale)
3
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1988

1988

2008
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Pleasure Vs. Pain

Pleasure

Gain

Loss

19 Pain HollisWealth



Investor Performance (20 Years)

Average Investors vs. Markets

January 1, 1990 to December 31, 2010

20 Source: “Quantitative Analysis of Investor Behaviour, 2011” DALBAR, Inc.

10% 9.14%
8%
6.89%
6%
4% 3.83%
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1.01%
0% r -
S&P 500 Index  Average Stock Barclay's US Average Bond Inflation
Fund Investor  Aggregate Bond Fund Investor
Index

HollisWealth



Why Investors Lose Money

1. Lack of Discipline

2. Excess Trading

3. High Turnover = High Taxes

4. Unnecessary Trading Costs/Fees

5. Lack of Diversification

6. Over Confidence

7. Deviating from Strategy (“style drift”)
8. Relying on Forecasts or Predictions
9. Listening to Pundits

10. Emotional Decision making

21 HollisWealth’



2003: Politics and Asset Management Don’t Mix !

These are poorly-designed tax cuts: Stay Out of the Markets!

SPX Heekly == 11-30-07
1,600

1
1
1
1
1
1,300
1
1
1
1
1
1
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2003: Politics and Asset Management Don’t Mix

2003 Tax Cuts > $1 Trillion
How did that political trade — up over 90% over 4 years — work out foryou ... ?

SPX Heekly ==




2009: Political Investing

Obama is a socialist! Stay Out of Markets!

HollisWealth



2009: Politics and Asset Management Don’t Mix

FASB 157, ZIRP, QE +VERY Oversold Markets
Political traders missed a generational rally — Up 250% over 72 months

25 HollisWealth
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This Is Your Brain

Your brain weighs 3 pounds, and is
100,000 years old. It is a“dynamic,
opportunistic, self-organizing system
of systems.” MRIs have revealed to
Neurologists what our brains looks like
when making decisions. We can
observe it 1) in real time; 2) under
actual conditions, and 3) in reaction to
financial risk/reward stimuli.

Once we begin trading stocks,
however, our brains begin to undergo
subtle physical change that we can
actually see in the MRIs of Traders . . .

HollisWealth



27

This Is Your Brain On Stocks

HollisWealth
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The War Between You and Your Brain

Now | understand these cognitive issues,
what can | do about them?




How Investors Can Avoid Losing Money

1. Be Disciplined

2. Don’t Trade -- Rebalance!

3. Keep Tax Costs Low

4. Watch Costs/Fees

5. Be Diversified

6. Be Humble

7. Stay with you Strategy (avoid “style drift”)
8. Don’t Make or Rely on Forecasts

9. Ignore the Pundits

10. Make Rational, Logical Decisions

29 HollisWealth’
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We Have Met The Enemy, and He Is Us

Walt Kelly, Pogo, 1971

SN

WE HAYE MET
THE ENEMY

'ANP HE IS LS.
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My favorite books on these subjects can be found at

Barry L. Ritholtz

http://www.ritholtz.com/blog/behavioral-books

Chief Investment Officer,
Ritholtz Wealth Management
90 Park Avenue, 18! Floor
New York, NY 10016
212-455-9122
Info@RitholtzWealth.com

wealth management {/
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