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The Folklore of Finance

How beliefs and behaviors sabotage success in the
investment management industry
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THE INDUSTRY'S MODELS FOR SUCCESS ARE BROKEN







INVESTORS BELIEVE THEY CAN DO THE JOB OF
INVESTMENT PROFESSIONALS, BETTER, AND FOR LESS













The Folklore of
False Comfort

The Folklore of Time







FOLKLORE'S PERPETUATING CYCLE
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Current Allocation of Time, Money and Energy

Bubble Size=Current level of industry focus
Bubble Location=Potential value of activity

High

Realistic
© Self-Assessment

Effective

voidl 4 Information
odeling an Processing
.Valuation Focus . .Empathetic

Tolerance for Pain ..
Communication

Goal Prioritization

Potential Value to Alpha

Traditional Benchmark External Source
Focus Reliance

Low

Low Potential Value to Investors’ Long-Term Goals High







Future Allocation of Time, Money and Energy

.5 | Bubble Size=Current level of industry focus

-~ | Bubble Location=Potential value of activity
Behavioral

" | ® Behavioral Framework (Today) Realistic
Hoomerang: | o Behavioral Framework (Future) Self-Assessment
allocate == Effective

resources I Information .
h Modeling and Processing Empathetic
ere. Valuation Focus Communicatio

Tolerance for Pain

Past Performance
Focus

Goal Prioritization

Traditional

Benchmark Focus
External Source
Reliance

Low Potential Value to Alpha

Low Potential Value to Investors’ Long-Term Goals High




Questions?

For additional information, contact us at:

sdfullerton@statestreet.com
centerforappliedresearch@statestreet.com
http://www.statestreet.com/CAR
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Disclaimer

The views expressed in this material are the views of The Center for Applied Research through the period March 31,
2015 and are subject to change based on market and other conditions. This document contains certain statements that
may be deemed forward-looking statements. Please not that any such statements are not guarantees of any future
performance and actual results or developments may differ materially from those projected.

Investing involves risk including the risk of loss of principal.

The information provided does not constitute investment advice and it should not be relied on as such. It should not be
considered a solicitation to buy or offer to sell a security. It does not take into account any investor ‘s particular
investment objectives, strategies, tax status or investment horizon. You should consult your tax and financial advisor. All
material has been obtained from sources believed to be reliable. There is no representation or warranty as to the
accuracy of the information and State Street shall have no liability for decisions based on such information.

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to
third parties without State Street express written consent.
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