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Market Insights for Week Ending Sept 21, 2018 
 

 
 

Why Think About Tomorrow When I Can Worry About Today? 
 
When was the last time you picked up your cell phone?  There is a good chance it has 
been in the last hour.  The answer to the question may seem inconsequential, but it 
can tell us a lot about how behavioral biases can directly affect your decision making 
process, both in investing and in life.  Some recent research has suggested that being 
on our devices (phones, computers, and tablets) can be bad for our health in the long 

run.  However, our brains are hardwired to discount that information and satisfy the need for instant 
gratification, whether that is checking email, opening an app or just seeing if anything has happened in 
the world over the last 10 minutes.  The behavioral finance term for this concept is hyperbolic 
discounting.  It is defined as the need for people to choose smaller, immediate rewards rather than 
larger, later rewards. 

 
 
The chart above shows the returns by year for major assets classes going back to 2003 (click on the 
chart to enlarge).  You can also see a black line going through the middle of the chart.  This line 
connects the squares that show what the return would be for a diversified portfolio in each of these 
years.  You will notice that for the most part, no one asset class stays in the same spot from year-to-
year.   
 
Why Do We Care? 
 
How many of us claim to be long term investors?  My guess is almost everyone reading this piece.  
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With that said, why is it that we check our accounts almost daily?  Will what happened today 
determine whether or not we can successfully retire?!  We decided to run a little experiment with the 
numbers in the chart above and looked at the annualized returns going back to 2004 of two portfolios.  
One will consist strictly of the asset allocation portfolio defined above.  The other will be a portfolio that 
rotates 100% of its assets each year into the asset class that was the top performer from the previous 
year.  So for example, in 2009, the portfolio will consist of 100% fixed income, which was the best 
performer in 2008 at 5.3%. 
 
The results showed that the annualized performance of the diversified portfolio was 9.1% per year 
while the return for the “top performer” portfolio was only 4.8%.  On paper, these results may or may 
not seem very shocking, but think about how we react to this same information every year.  In times 
when diversification may not be working, we begin to focus on the “hot” asset class and begin to 
wonder why we even bother with the other asset classes.  We claim to know that diversification gives 
us the highest probability of retirement success but that short term euphoria of owning the best 
performer tends to cloud our judgement and focus solely on the short term.   
 
The other thing that hyperbolic discounting can lead to is focusing on the outcome instead of the 
process that generated the outcome.  Short term outcomes are more random than most people would 
like to believe.  However, successful long term outcomes require a process to avoid the biases that 
can lead investors to make bad decisions in the short term.  Many investors thought investing was 
easy in 2000 and 2007, only to be reminded that to be successful, you must plan for both good and 
bad markets.  While it seems extreme to rotate assets based on short term performance, many 
investors simply can’t help themselves because they aren’t trained to overcome their inherent 
behavioral instincts. 
 
Ultimately, the outcome experience for clients in 2018 has certainly been different than what we saw in 
2017.  As we head into the 4th quarter, we remain committed to maintaining a clear, consistent and 
repeatable process and in turn, create a positive long-term outcome for our clients. 
 
 
Weekly Focus – Think About It  
 
“Quick decisions are unsafe decisions” 
 
-Sophocles 
 
 
Market Activity 
 
Performance last week for the four major asset classes were: 

➢ U.S. Stocks – Russell 3000 (IWV) – Gain of .57% 
➢ Developed Foreign Markets (EFA) – Gain of 2.80% 
➢ Emerging Markets (EEM) – Gain of 3.03% 
➢ Fixed Income (AGG) – Loss of .20% 

 
 (Note: performance is based on the change in price plus dividends) 
 
 
 
 
Last Week’s Headlines 
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-Global equities moved higher in a week that saw value outperforming growth for the first time in a 
long time.  10-year Treasury yields pushed above 3% and close to 2018 highs. 
 
 -Tariffs of 10% were assessed on $200 billion of Chinese products.  China responded with $60 billion 
on US goods. 
 
Eye on the Week Ahead 
 
-The Fed is expected to raise rates by .25% this week against the backdrop of solid jobs growth and 
inflation.   
 
If you have questions about behavioral biases or our long-term investment strategy please 
contact a member of HCM’s Wealth Advisory Team: 
 
 
Mike Hengehold (Mike@HengeholdCapital.com)  Casey Boland (Casey@HengeholdCapital.com) 
 
Jake Butcher (Jake@HengeholdCapital.com)  Jim Eutsler (Jim@HengeholdCapital.com)  
 
Greg Middendorf (Greg@HengeholdCapital.com)    Steve Hengehold (Steve@HengeholdCapital.com) 
 
Doug Johnson (Doug@HengeholdCapital.com)  
 
 
Disclaimer 
Any tax or other advice contained in this document, including any attachments, is not intended and cannot be used for the 
purpose of avoiding penalties under Internal Revenue Code. No action should be taken on any information contained in this 
message without first consulting with your tax/legal advisors regarding the tax/legal consequences for your particular 
circumstances. 
 
Additional Notes: 

• The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the 
stock market in general. 

• Opinions expressed are subject to change without notice and are not intended as investment advice or to predict 
future performance. 

• Past performance does not guarantee future results. 

• You cannot invest directly in an index. 

• Consult your financial professional before making any investment decisions. 

 
• • • 
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