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There are now so many stock-trading apps that you can find lists ranking the top ten. Investors now have the ability to buy
and sell securities on the phone they keep in their pockets and purses. They can make big moves while they’re at the
beach or on the train. Some folks champion that access. Not us.
Imagine that your investors chose to pull out of the market on March 23 this year—when the S&P 500 closed at 2,237.40.
They would have missed a three-day bounce up to 2,630.07—17.6%. Think about that: just three days.
What prevented many investors from making a mistake that big? Their advisors.
You’ve heard us say it before, but we’re saying it again: Russell Investments believes in thevalue of advisors. And we
believe communicating that value to your clients is more important than ever. That’s why we propose this simple formula:

Value of an Advisor = A+B+C+P+T
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In the first blog post in this five-part series, we discussed thevalue of annual rebalancing. In this post, we’ll tackle the
behavioral mistakes that investors typically make and the value advisors provide in helping investors avoid those
mistakes.
Check out the chart below. You’ve likely heard many comparisons between the current markets and the Global Financial
Crisis in 2008-09, so keep this fact in mind: From January 2000 to December 2019, $100 constantly invested in the Russell
3000® Index more than tripled in value. And those who chose to stay in cash during that period missed a cumulative return
of nearly 250%, based on the Russell 3000® Index. Left to their own devices, many investors buy high and sell low.
Helping your clients avoid pulling out of markets at the wrong time and sticking to their long-term plan is one way that
advisors provide substantial value.
Page 1, © 2020 Advisor Perspectives, Inc. All rights reserved.

Data shown is historical and not an indicator of future results. Sources: Monthly mutual fund, passive ETF flows and
Russell 3000® Index, Morningstar, Direct. Data as of December, 2019. Index performance is not indicative of the
performance of any specific investment. Indexes are not managed and may not be invested in directly.
The cycle of investor emotions
The number above is based on 2019 and earlier. So it doesn’t even take into account the volatility of 2020. We all know
that this year has been a wild ride so far, and we’ve heard from advisors that they’ve recently delivered more value in this
area than they have for some time.
Investors, like all humans, look for patterns, even when they shouldn’t. And sometimes, looking for patterns can get
investors into trouble, especially when their pattern-chasing inclinations cause them to make the wrong decisions at the
wrong times. They also tend to follow the herd. Left to their own devices, the investor herd, overall, is inclined to do
precisely the wrong thing at exactly the wrong time. The herd tends to leave the market when it is down—meaning
investors tend to sell low. And the herd tends to enter the market when it is up—meaning investors tend tobuy high.
Obviously, this investor behavior can hurt investor returns. Practically speaking, if an investor’s personal situation really
hasn’t changed, then staying the course and riding through these periods of volatility is the logical course. But that is
humanly hard. So what can a good advisor do, since we can’t control the markets? We can control—or at least help control
—this very behavior. So that, instead of opening Robinhood or E*Trade and pulling out of the market at precisely the
wrong time, an investor will have a conversation with his or her advisor. And that conversation—just that simple
conversation—could save them from making a costly mistake.
What do some of those advisor-client conversations about the emotions of investing look like? They are interactive, they
are transparent. And yes, they’re often emotional. As an advisor, you can’t stop the wave, but you can teach your investors
how to surf.
To help support those surfing lessons/conversations, especially in today’s virtual meeting setting, we recently launched a
new piece of digital content on our website: The cycle of investor emotions. If you haven’t seen it yet—be sure to check it
out!
Click image to enlarge

Page 2, © 2020 Advisor Perspectives, Inc. All rights reserved.

With this interactive chart, advisors can illustrate for their clients that the very point where investors feel the most
despondent—where they may have the highest desire to leave the market, may also be the point of maximum financial
opportunity. It’s the advisor’s role to coach them through this cycle—and what a cycle it’s been in 2020. We believe having
an accountability partner, like a skilled financial advisor, gives the investor a significantly better chance at making good
decisions during periods of both emotional and market volatility.
Behavioral economics: Where finance and psychology meet
Behavioral economics is the academic body of work that recognizes the difference between what human investorsshould
do and what they actually do. This is where traditional finance and economics meet psychology.
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One of the key beliefs of behavioral economics is that changing bad investor behavior begins with awareness. These may
sound like tricky conversation with clients—convincing them that they are not experts—but they don’t have to be. One way
we often help increase awareness in presentations—let’s say to a room of 30 people—is to go through some deceptively
simple brain teasers and confidence questions like Are you an above average, average or below average driver? The
audience experiences first-hand some of their false assumptions, their overconfidence, their biases. They surprise
themselves by shouting out the wrong answer to the easy brain teasers, they all raise their hands to indicate they are
above-average drivers. Obviously, most people can get the brain teasers right if they take the time to think, and not all of
them can be above-average. They just think they are. It’s that unconscious thinking that we as advisors want to get to when
making clients aware of their emotionally-driven (and hence often flawed) investment rationales.
Five common investment biases
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Within the science of behavioral economics, there are over 200 identified biases that impact their money decisions.
Here
are the five we consider to be the most common—and the most important for advisors to address.

1. Loss aversion – Humans tend to prefer avoiding losses more than acquiring equivalent gains. In other words,the
pain of loss is a more powerful force than the gratification of gain. This fear of loss may cause your investor clients to
want to sell winning securities too early. And the fear of missing out may cause investors to hold onto losing
securities too long.
2. Over-confidence – Investors tend to over-estimate or exaggerate their ability and expertise. In other words,they
tend to believe they are experts when they are not. Their belief in their ability to time the market, for example, may
cause them to trade too often or at the precisely wrong time. Or their belief in their ability to identify opportunities may
cause them to risk too much exposure on a perceived hot stock.
3. Herding – Humans tend to mimic the actions of the larger group. When the herd tends to sell and pull out of the
market, individual investors tend to join in, even if it means selling low. When humans tend to buy, individuals tend to
jump on the bandwagon, even if it means buying high.
4. Familiarity – Humans tend to prefer what is familiar or well-known. We see this in the way investors tend to
overweight their portfolios toward their home countries, even when there might be a recommendation to diversify
globally.
5. Mental accounting – Investors tend to attach different values to money based on its source or location, or based on
a gut feeling. This from-the-gut approach to investing may put investors at serious risk,and can cause them to avoid
proven, sophisticated tools such as Monte Carlo simulations, multi-asset investing, or even basic diversification.
The bottom line
In the formula of advisor value, B is for the behavioral mistakes investors typically make. This value strikes a
significant chord this year, when market volatility has been so stark. The good news is that you, the advisor, can have a
huge impact on correcting investor behavior. Doing so can have an equally huge impact on your clients’ investment
outcomes. In fact, addressing the investment behavior of your clients may be the greatest value you provide.
To learn more about the 2020 Value of an Advisor Study,click here.
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Source: Investments & Wealth Monitor, May/June 2017, p. 5

Disclosures
The S&P 500® Index: A free-float capitalization-weighted index published since 1957 of the prices of 500 large-cap
common stocks actively traded in the United States. The stocks included in the S&P 500® are those of large publicly held
companies that trade on either of the two largest American stock market exchanges: the New York Stock Exchange and
the NASDAQ.

The Russell 3000® Index measures the performance of the largest 3000 U.S. companies representing approximately 98%
of the investable U.S. equity market.
Indexes are unmanaged and cannot be invested in directly. Returns represent past performance, are not a guarantee of
future performance, and are not indicative of any specific investment.
Past performance does not guarantee future performance.
These views are subject to change at any time based upon market or other conditions and are current as of the date at the
top of the page. The information, analysis, and opinions expressed herein are for general information only and are not
intended to provide specific advice or recommendations for any individual or entity.
This material is not an offer, solicitation or recommendation to purchase any security.
Forecasting represents predictions of market prices and/or volume patterns utilizing varying analytical data. It is not
representative of a projection of the stock market, or of any specific investment.
Nothing contained in this material is intended to constitute legal, tax, securities or investment advice, nor an opinion
regarding the appropriateness of any investment. The general information contained in this publication should not be acted
upon without obtaining specific legal, tax and investment advice from a licensed professional.
Please remember that all investments carry some level of risk, including the potential loss of principal invested. They do
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not typically grow at an even rate of return and may experience negative growth. As with any type of portfolio structuring,
attempting to reduce risk and increase return could, at certain times, unintentionally reduce returns.
The information, analysis and opinions expressed herein are for general information only and are not intended to provide
specific advice or recommendations for any individual entity.
Russell Investments’ ownership is composed of a majority stake held by funds managed by TA Associates with minority
stakes held by funds managed by Reverence Capital Partners and Russell Investments’ management.
Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights related to
the Russell trademarks, which the members of the Russell Investments group of companies are permitted to use under
license from Frank Russell Company. The members of the Russell Investments group of companies are not affiliated in
any manner with Frank Russell Company or any entity operating under the “FTSE RUSSELL” brand.
The Russell logo is a trademark and service mark of Russell Investments.
Copyright © Russell Investments Group, LLC 2020. All rights reserved. This material is proprietary and may not be
reproduced, transferred, or distributed in any form without prior written permission from Russell Investments. It is delivered
on an “as is” basis without warranty.
Russell Investments Financial Services, LLC, member FINRA (www.finra.org), part of Russell Investments.
RIFIS: 22956
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