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Your Optimist of Last Resort

David McGruer CFP, Financial Advisor

Dundee Private Investors Inc.

Optimism:  The belief that all is going to turn out well

Optimist: A person disposed to take a favorable view of things.
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Disclaimer

This presentation is solely the work of David McGruer, CFP who is a Financial Advisor with Dundee Private
Investors Inc., a DundeeWealth Inc. Company. This is not an official publication of Dundee Private Investors Inc.
and the author is not a Dundee Securities Analyst.  The views (including any recommendations) expressed in
this presentation are those of the author alone and they have not been approved by and are not necessarily
those of Dundee Private Investors Inc. The statements and statistics contained herein are based on material
believed to be reliable but are not guaranteed to be accurate or complete.

Any rates of return or mathematical tables shown are for illustration purposes only or based on past results and
may not reflect future values or returns on investment.  Fluctuations are an inherent part of investment markets.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund
investments. Please read the prospectus before investing. Mutual funds are not guaranteed, their values change
frequently and past performance may not be repeated.

Any reference to tax or estate planning is for illustration purposes only and the services of a qualified tax and
legal professional should be sought before implementation.

Insurance products provided through Dundee Insurance Agency Ltd.
Mortgage products provided through Dundee Mortgage Services powered by Invis.
Dundee Wealth Management is a DundeeWealth Inc. Company
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Agenda

• How I try to help clients
• Some interesting aspects of investor behavior
• The effect of this behavior on investor results
• The shape of recovery - what will happen, how it might

happen
• Conclusions
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How I try to help clients

• Three principles
• Faith in the future

(2008, 2009)

• Patience
• Discipline

• Three practices
• Asset allocation (2008)

• Disciplined diversification (2007)
• Behavioral approach to financial

advice (2009)

The only investors
who shouldn't
diversify are those
who are right 100%
of the time (1983) -
John Templeton

Optimism is the faith
that leads to
achievement.
Nothing can be
done without hope
and confidence.
Helen Keller

Successful long term Investing in equity mutual funds requires three principles to
be applied and three practices to be implemented.
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How I try to help clients

• My choices:
• Offer to sell what prospects think they want

(and therefore will eagerly buy) or...
• Define my beliefs and invite prospective clients to

carefully do what I know they need (and therefore have
a hard time doing)

A pessimist sees the difficulty in every opportunity; an
optimist sees the opportunity in every difficulty.
- Winston Churchill

How easy would it be for me to find equity mutual funds that have done well
recently and recommend that clients switch into them?

Would this make any sense?

Does it make more sense to focus on what clients actually need and explain this to
them or what they think they want?
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Warren Buffett, on being a good investor

• If you are in the investment business and you have a high
IQ, sell 30 points to the next person.

• You do not have to be a genius at all. But you do have to
have emotional stability and you have to have some peace
about your decisions.

• I don't know how much is innate and how much can be
taught. If you have that quality you will do very well.

• As I have said many times it is simple but not easy

� � � � � �	 � � � 	 ��� � 
 � � � ��� � �� � � � � � �� � � 	 � � 	 ! 	 "

Successful long term equity fund investing is not something people are born with .
It is an attitude which must be learned and nurtured.

Our basic emotions normally lead us to make mistakes and we must use reason to
overcome these tendencies.
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When Stocks Beat Bonds

Source: Stocks For The Long Run, 2008, by Jeremy J. Siegel. Published by McGraw Hill.
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This is data from the US equity market.  I use it as a reasonable proxy for
expectations from global equity mutual funds over the long term.  From this, it
would seem simple to build rational portfolios and make money over time...
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The Cycle of Market Emotions
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Investing may be simple, but easy?  Not so fast.

When investing in equity mutual funds, that have natural and sometimes large
fluctuations in price, there is a cycle of emotions that investors naturally experience
and the economic cycle repeats itself.
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Some aspects of investor behavior

• Fear drives decisions, truth is ignored
• Myopic loss aversion - the illusion of control
• Trading - driven by news and desire to act - the illusion of

knowledge
• Self-attribution bias - thinking you caused a result
• Chasing performance - the illusion of knowledge
• Individuals fare much worse than their own investments

I am going to share some of the behaviors of equity fund investors that academic
research has discovered.  This knowledge can be used to improve your knowledge,
investment choices and long term wealth.
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Truth : Production by
businesses (equities) is the

source of all wealth

• The man who maintains
heating and air conditioning
systems every day

• The widow working at a
furniture store part time

• The engineer helping
produce radioactive
medical products

When you own an equity mutual fund your money participates in the ownership of
some of the great businesses of North America and the world.
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Measures of fear

• Canadians are sitting on $1Trillion of cash, earning
nothing

• In the bear market $800 million was withdrawn from the
RBC Canadian Money Market Fund - even treasury bills
were not considered safe enough

Faith in the future from an investor’s perspective is simply the only
worldview which squares with the historical record.  We who are
endowed with long-term optimism espouse it not in spite of the
facts but because of them.  In short, we regard optimism as the
only realism.

– Nick Murray

While many investors are informed enough to know equity funds produce better
long term returns than things like money market funds, last year was a time when
even money market funds apparently did not meet their definition of “Safety”
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Myopic loss aversion
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At critical market junctures, nothing is almost
impossible for most people to do.  You need a really
outstanding advisor to convince you to do nothing
when it really counts.

Although this study examined investors trading individual stocks, It seems clear that
equity mutual fund investors who actively move their assets around are very
likely to experience lower returns than those who rationally buy and hold.
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Rational man?
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There is reason to believe that women can be better equity fund investors than
men.  All involved, especially the advisor, need to be aware of this tendency
towards overconfidence.
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Trading on news
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Although this study examined individual stock trades, there is good reason to
believe that equity mutual fund investors will react similarly to news.
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Farce
or
Fact?

How many people buy or sell on nothing but news and rumor?
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Chasing performance
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There is clear evidence to show that equity fund investors prefer to buy funds that
have seen a recent high performance.  This naturally leads to lower returns.
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Investors behaving badly

Annual return 1989-2008

2.89%

0.77%

1.67%

1.87%

8.35%
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Inflation

Bond Fund Investor

Asset allocation investor

Stock fund investor

Stock market 
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In this gigantic study of the entire US mutual fund market, Dalbar Inc. regularly
finds that mutual fund investors manage to position themselves to miss most of
the long term returns offered by equity mutual funds, asset allocation funds and
even bond funds.
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What comes around occasionally?

Halley’s Comet and the 1929 market crash.
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In just one lifetime...

• My grandmother was born in 1903 when the Wright brothers first flew;
her life expectancy was 48 years and she lived to 98.

• My father was born in 1938; his life expectancy at birth was 63 and he
presently manages three homes and plays golf and tennis all winter.

• I was born in 1962; my life expectancy at birth was 72 and I have had
one hospital stay in my life for knee surgery.

•   My daughter was born in 1991; her life expectancy at birth was 82
and she has had her adenoids removed.

•   This four-generation jump in life expectancy of about 30 years is
roughly equal to the increase between the age of the neanderthals
35,000 years ago and the birth of my grandmother.

• The science of medicine is only about 100 years old and is still in its
infancy.

A client recently passed away after enjoying a rib festival in Brockville - my great
aunt.  She became a client about 15 years ago.  I recommended she invest her
money in equity mutual funds for the long term security of her income and capital.
She withdrew money from her account for 15 years but she planned on doing so
even longer.  She was only 98 after all...
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Total Real Return Indexes to end of 2008

Source: Siegel, Jeremy, Stocks for the Long Run (2008 updated)
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“Yet despite mammoth changes in the basic factors
generating wealth for shareholders, equity returns have
shown an astounding stability.” (p.14)

“The change in the monetary standard from gold
to paper had a far greater impact on the returns of
fixed-income assets than on stocks.” (p.15)

In the long run gold offers investors protection against inflation, but
little else.  …holding these assets will exert a considerable drag on
the return of a long-term investor’s portfolio.” (p.10)

74� 8$/ 24

This data is for investment market indexes and its lessons can be reasonably
applied to equity, bond and  money market mutual funds, which invest in the
asset classes shown on the graph.
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The Shape of Recovery?

5 yrs

10 yrs

15 yrs

2000 2008 2018

Patience: a decision not to do something wrong.

Discipline: the decision to keep doing the right
things.

When equity markets and the average equity mutual fund gets above the trend
line they will eventually return back down to the mean.  When they go below the line
they will eventually return back up to the line.

This graph shows the returns required to return back up to the mean as of the end
of 2008.  We have started this return to the mean but still have a long way to go and
it may take years, which is okay.
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The Shape of Recovery from end of 2008?

   Gains along trend line Catch-up Total Total Compound
Years Real return Nominal return gain (vertical) real return nominal return annual return

5 40% 54% 65% 131% 154% 20.5%
10 97% 137% 65% 225% 291% 14.6%
15 176% 264% 65% 355% 501% 12.7%

Actual real return 1802-2008 7%
Assumed inflation rate 2%
Assumed nominal return 9%

The undisciplined investor reacts.  The disciplined investor
continues to act.

These calculations are from the previous chart illustration and provide a more
precise look at what returns may occur as reversion to the mean takes place.  After
an equity mutual fund has experienced a low or even negative ten years, it is
logical to expect the next ten years to be much better.
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Will this help you recover from  the
temporary price decline?

$ 1.6% - Core Inflation per Bank of Canada Aug.09
$ 0.4% - Canada Savings Bond year 1 rate
$ 1% - Typical high yield savings account as of Oct. 15
$ 3.14% - 10 yr gov’t of Canada bond as of 13 Oct.
$ 3.5% - One of the top 5yr GICs as of Oct. 15

While is may feel difficult to stick with your equity mutual funds after a very trying
ten years, there is (as usual) not a good answer to be found in fixed income
investment alternatives.
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Is it different this time?

• Nobody who sells out of fear admits to himself that that’s
what he is doing.  No one says “I see clearly that I’m
mistaking volatility for risk and have given in to fear, but I
can’t stop myself from making this emotional decision
which I’m going to regret for the rest of my life.”

• Instead, the rationalization is some form of “This time it’s
different!”

I will tell you the secret
of getting rich on Wall
Street. You try to be
greedy when others
are fearful, and you try
to be very fearful when
others are greedy. -
Warren Buffett

"This Time It's
Different" are
among the most
costly four words
in market history
(March 1994) -
John templeton

When investing in equity mutual funds, individuals often suffer from all too typical
behaviors such as overconfidence, myopic loss aversion, over-trading, an affinity for
news and  performance chasing.  They end up drastically under-performing their
own investments (the average equity mutual fund) as a result of these behaviors.

It is my task as an advisor to help client understand and avoid making such
mistakes.
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The shape of recovery so far

March 09 June 01 Change Oct. 20 Change 
Mar-Jun Mar-Oct

Trimark Select Grow th 9.43 10.5 11% 11.51 22%
Cundil l  Value 5.99 7.5 25% 8.54 43%
AGF Int©l Stock 6.97 9.72 39% 11.57 66%

This is non-standard period price data intended to show short term changes only

Never underestimate the ability of your equity mutual funds to rebound after a
period of decline.  Never believe that the declines are bigger than the rebounds or
that you will “always lose money” in equity mutual funds.  The recovery can be
and often is faster and stronger than even optimists like me expect or can conceive.
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Price and value are
inversely related
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If your equity mutual fund price went down by 50% does this suggest you would
be better off to buy more at low prices or should you perhaps wait until prices rise
back to their normal level until you buy more?

If your cupboard is already full of items purchased at regular prices and current
prices fall, do you empty your cupboard and return the items for a refund at today’s
lower prices (thus locking in a loss)?
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IS it different this time?

• Yes, there are unique aspects to the story lines
• No, the underlying cause is state interference in the

economy and the consequence is excesses that need to
be wrung out

• Yes, the specific market pattern is different
• No, the recovery is inevitable and already underway as

people adapt to change and always will

In 2007-2008 most equity mutual funds experienced a sharp decline in their price.
Economic activity slowed, some businesses lost money while others closed.
Unemployment is up.  House prices are mostly down.

In 2009 most equity funds are beginning to return to the long term average but still
have a good way to go.  Will it take one year, five years, ten years or more?  No one
knows.

What you need to believe is that such a recovery WILL occur.
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Conclusions
• To achieve lasting financial security most people need to

place and keep the large majority of their investments in the
shares of the great businesses of North America and the
world

• Global equity mutual funds offer an easy, efficient and
effective way to make this investment real.

• The behavior of equity fund investors is strongly tilted
towards several cognitive errors that have historically led
them to poor investment results.

• Without the advice of a caring behavior-oriented investment
counselor, most individuals will not achieve lifetime financial
independence.

• Tell your friends...

Lasting financial security can be achieved using global equity mutual funds
combined with rational behavior.  Simple, but certainly not easy.


