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Observations on Behavioral Finance

m The topic is interesting

m The topic is logical

m The topic confirms much of what | already know
m | leave training having been entertained

m | don’t get concrete, actionable ideas to help me manage my business
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Presenter
Presentation Notes
The bottom line is, through this process:
For you, is to change your position from just the client’s advisor to a more proactive role as the family’s advisors and legacy facilitator.
For your clients, to preserve their legacy– values, traditions and assets – and to keep their families together.



Disclaimer

The content of this presentation is for entertainment purposes only. Itis intended to
be logical in nature and seeks to confirm much of what the audience already
knows. This content, can in no way, be used by audience participants to improve
business practices. Any attempt to use this content to improve business practices
will be deemed by audience members to be extremely hard, uncomfortable,
impractical, and, could result in improved business practices should it actually be
implemented. All concrete, actionable ideas contained in this presentation should
be considered useless unless actually used by audience members. After all,
phycology is the study of the mind and is believed by many in the academic world

to be “crazy science,” ..... pun intended.
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Winning by Not Losing: We'll Discuss

Secrets of the Greatest Investors

The Impediments to Investment Success

Action Steps
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Presenter
Presentation Notes
That’s what we’re here today to talk about as we prepare to climb the family tree.
The agenda is as follows:
Secrets of the Greatest Investors
The Impediments to Investment Success
Action Steps
Does that sound like a good plan? If you have questions, please hold off on them until the end, because we have a lot to cover.



The Secret

7/ ...Sell High!

Buy Lc)w.../\\/
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The Effect of Fear and Greed
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Presenter
Presentation Notes
Putting some historical numbers on this, this slide shows how greed and fear, the two emotion-based behaviors, affected investment performance.

The bars represent the monthly net new flows into large cap growth mutual funds from September 1996 through September, 2008. The orange line represents net new flows into the category. The blue line represents the rolling 12-month performance after purchase. 

As you can see, recent performance strongly influenced the buy or sell decision. A strong market prompted high net flows into large cap growth funds in 1999 and 2000—investors got greedy just as the dot bom bubble was breaking. Two years later, investors continued net outflows after the events of September 11, 2001—investors got fearful only to miss out on the biggest rally of the decade. 

This points up the value of consistency when investing—a logical approach. Showing how humans emotional reactions to money can hurt them may reverse their biases.
 
Be careful, though. There’s another, slyer kind of bias that thinks it’s being logical when it is not. 




Hominid Brain

Mammalian Brain

Reptilian Brain
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Communicating with Clients:
Concrete, Actionable Ideas

m We weren’t put on this earth to be investors
m We were put on this earth to be survivors!!!
m Investing is simple, but it's not easy.

m Successful investing mandates decisions which are logically correct, but
emotionally uncomfortable.
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Human Biases

Confirmation Bias
Familiarity Bias

Loss Aversion
Recent Bias

Snake Bite Effect

Herding & Social
Conformity

Selective Inattention

Hindsight  overconfidence
Blas Hoyse Mental Accounting

MO N ey Affirmation Bias
Effect
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Loss Aversion

m Science has proven investors prefer not to lose
money rather than to make it.

= Fact: Investors are 7.5 X more sensitive to
losses than they are euphoric about gains.
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Loss Aversion:
Concrete, Actionable Ideas

m Invest to minimize losses
m Build globally diversified portfolios with equal weights in each asset class.
m Incorporate the use of “Active Share” to select managers

m Employ a tactical strategy for accepting / avoiding risk.
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Global Asset Allocation — Effective Diversification

A broadly diversified global strategy produced better performance — with lower risk —

than a common mix of U.S. large-cap and EAFE equities plus corporate bonds.

Barclays
Aggregate Corp
20%

MSCI EAFE
10%

SP500
70%

Annual Return 9.8%

Standard Deviation 13.5%

Index returns for the period 04/30/03 — 04/30/13: S&P 500, S&P 400 Midcap, S&P 600 Smallcap, MSCI EAFE, MSCI BRIC, Barclays U.S. Corporate Bonds, Barclays
U.S. Treasury Bonds, Barclays Global Aggregate Bonds, Barclays U.S. High Yield Bonds, NAREIT REIT. For illustration only. Past performance is not a guarantee
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of future results. Investors cannot invest directly in an index.
Source: FactSet. Returns data from 04/30/03 — 04/30/13.
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Effective Diversification

Returns for a globally diversified strategy over the last 10 years refute the notion of a “lost decade”.

Equity Worst 15 Year Return
S&P 500 10% 0.8 1.8 324 160 21 151 265 (37.00 219 147 21.2 7.4
S&P Midcap 10% 0.4 3.0 335 179 (1.7) 266 374 (36.2) 212 134 24.9 10.1 10.7
S&P Smallcap 10% 0.7 11 413 163 10 263 256 (31.1) 278 16.0 26.2 10.1 11.1
Global REITs 10% 0.5 4.0 22 298 (8.1) 20.0 413 (48.9) 0.3 7.5 22.2 6.7 10.3
EAFE 10%  (0.6) 0.8 233 179 (11.7) 82 325 (431) 180 7.7 16.6 7.0 4.9
Emerging Mkts 10% 3.1 0.4) (2.3) 186 (18.2) 19.2 79.0 (53.2) 0.9 (2.5) 14.8 105 10.3
Average 0.8 1.7 21.7 194 (6.1) 19.2 404 (416) 147 9.4 21.0 8.6 8.6

Fixed Income
Corporate 10% 0.1 29 (25 98 81 9.0 187 (4.9 15 6.1 9.7 5.3 6.2
U.S. Treasury 20+ 10% 0.8 7.7 (139) 34 338 94 (21.4) 337 (4.5) 9.3 4.4 6.3 7.0
Global Aggregate  10% (0.1) 24 (26) 43 56 55 6.9 4.8 1.9 2.8 5.1 45 5.2
High Yield 10% 0.2 3.0 74 158 50 151 582 (26.2) 75 9.0 18.2 8.7 7.6
Average 0.3 4.0 (26) 83 132 98 156 19 1.6 6.8 9.4 6.2 6.5

No Lost Decade

Overall Average* 0.6 2.6 109 152 15 16.1 29.6 (29.9) 9.3 8.8 16.8 8.3 8.4

The Overall Average model allocation includes 10 asset classes, equally weighted: S&P500, S&P400 Midcap, S&P600 Smallcap, MSCI U.S. REIT Index/FTSE EPRA
REIT Index, MSCI EAFE Index, MSCI BRIC Index, Barclays U.S. Corporate Bonds, Barclays U.S. Treasury Bonds, Barclays Global Aggregate Bonds, Barclays U.S.

High Yield Bonds. Returns are annualized for periods longer than 1 year. Source: FactSet, FTSE NAREIT, Voya Investment Management.
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Selecting Funds Using Active Share

Active share helps identify potentially better-performing funds. Active funds show
evidence of skill; investors should avoid less active funds.

Active 60-100% 1.1-1.4% 1.3t01.4%
Market-Oriented 30-60% 8-1.1% -.510 .8%
Pure and Closet 0-30% 450 910 -1.1%
Index

m Only active stock selection is consistently rewarded
m Active fund excess returns have better persistence

m Fund size is negatively correlated with active management

Percent of all fund assets, expense ratio range and excess return potential are summarized from Petajisto data.

Source: Adapted from Petajisto (2011): How Active Is Your Fund Manager? Active Share and Mutual Fund Performance.
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Fundamentals Drive the Market

Advancing earnings drive markets up, and negative earnings drive markets down,
albeit with a reporting lag.
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Source: Standard & Poor’s, First Call, FactSet, Voya Investment Management
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Earnings Per Share vs. S&P 500 Prices

Since 1999, earnings have grown 280% — from $39 to $110 in 2013 — and are on track
to reach even higher levels for 2014 while the price level is only 18% higher,
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House Money Effect

m Science has proven that people tend to take more risk with “gains” than
“principal.”

m Investments get riskier as prices increase. Yet, when they are riskiest, investors
find them most attractive.

m Examples: Tech Stocks circa 1999, Real Estate in 2007, Bonds in 2012.
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House Money Effect:
Concrete, Actionable Ideas

» Rebalance portfolios at pre-defined
intervals.

m Force “Buy Low”, “Sell High”
behavior.
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Benefits of Portfolio Rebalancing

Over 35 years, regular rebalancing increased returns and reduced risk compared to a
buy and hold approach, which allows allocations to drift away from the intended

targets.
J Initial Portfolio Buy and Hold Rebalanced
60/40 Allocation 72/28 Average Allocation 60/40 Average Allocation
Value: $2.7 million Value: $2.9 million

Value: $100,000

Barclays
Aggregate Bond

S&P 500
Stocks

Return 9.67% Return 9.88%
Risk 11.70% Risk 9.90%

Note: Based on index return data for the period 01/31/76 — 09/30/11, compounded annually. Initial hypothetical portfolios comprised of 60% S&P 500, 40% Barclays
U.S. Aggregate Bonds with rebalancing for the rebalanced portfolio on a quarterly basis. Risk equals historical annualized standard deviation. For illustration only.
Past performance is not a guarantee of future results. Investors cannot invest directly in an index. Portfolio rebalancing may include trading costs and fees.

Source: FactSet, Voya Investment Management. V Oy n
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Selective Inattention:
Concrete, Actionable Ideas

m Every day, a gorilla is in front of us
beating his chest.

m You can’'t see him if your not looking for
him.

» Find positive information to share with
clients every day.
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Tectonic Shift: Trade

Economic growth fuels demand for imports, aggravating the trade deficit, which hit a
10-year low in the great recession as demand dwindled. Exports have since expanded,
reaching their highest level ever.
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Tectonic Shift: Energy

The abundance of natural gas in North America and the ability to extract oil from shale are changing
the global energy landscape. The IEA recently forecast that the U.S. will be the world’s largest oil

producer by 2020.
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N

Voya Global Perspectives™ delivers timely, comprehensive, actionable insights
on markets to help guide investment decisions.

m Markets — Market and macroeconomic trends and data, all in one place
= Insights — Expert analysis that makes quick sense of complex markets

m Opportunities — Practical support to help maintain effective long-term, goal-
oriented investment strategies — well aligned with today’s markets

To access the wealth of tools and resources designed to help you build your
business, visit

voyaglobalperspectives.com. There you can find the very latest data, commentary
and investment ideas in a variety of formats.

y Follow us on Twitter @VoyaFA You View the latest video on the
Voya Global Perspectives Youtube
Channel
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Summary

m Investing is simple.....but not easy.
m Money is emotional:
» We don't think.....we “respond”.

m The person most emotionally attached to money is...
the person who owns the money.
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The Next Steps:

1. Acknowledge that Ben Franklin got it right.

» “Don’t put all your eggs in one basket.”
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The Next Steps:

1. Acknowledge that Ben Franklin got it right.
» “Don’t put all your eggs in one basket.”
2. Work closely with your clients.
» Be passionate about helping them achieve goals.

» Employ an investment strategy which seeks to avoid losses, is time tested
and scalable for your practice.

INVESTMENT MANAGEMENT VoyAm

For financial professional or qualified institutional investor use only. Not for inspection by, distribution or quotation to, the general public.

Winning by Not Losing 27



Winning by Not Losing

Thank You
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Presentation Notes
Thank your for attending!
Solicit questions.
Close session. 



Voya Investment Management

Voya Investment Management

Our Promises

® (Clients first
® | ong-term perspective
® Unmatched service m
® Disciplined processes
® |ntensive research v
® Expert portfolio construction
® Equities
® Fixed Income
B Multi-Asset Strategies and Solutions

A reliable partner committed to reliable investing

$204 Billion AUM* | Over 850 Employees | Over 200 Investment Professionals

Statistics are as of 12/31/13.

*Data is as of December 31, 2013. Voya Investment Management ("Voya IM") assets of $203,726 million include proprietary insurance general account assets

of $83,987 million on a market value basis. Voya IM assets, as reported in Voya SEC filings, include general account assets valued on a statutory book value
hasis and total approximately $199,286 million.sets.
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Www.voyainvestments.com

This information is proprietary and cannot be reproduced or distributed. Certain information may be
received from sources Voya. Investment Management (“Voya IM”) considers reliable; Voya IM does not
represent that such information is accurate or complete. Certain statements contained herein may
constitute "projections,” "forecasts" and other "forward-looking statements" which do not reflect actual
results and are based primarily upon applying retroactively a hypothetical set of assumptions to certain
historical financial data. Actual results, performance or events may differ materially from those in such
statements. Any opinions, projections, forecasts and forward looking statements presented herein are valid
only as of the date of this document and are subject to change. Nothing contained herein should be
construed as (i) an offer to buy any security or (ii) a recommendation as to the advisability of investing in,
purchasing or selling any security. Voya IM assumes no obligation to update any forward-looking
information. Past performance is no guarantee of future results.

This information should not be used as a basis for legal and/or tax advice. In any specific case, the parties
involved should seek the guidance and advice of their own legal and tax counsel.

CID# 9585
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[Read slide]
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