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Let's play a hole of golf to appreciate how two distinct aspects of golf provide valuable lessons for
investors.

You tee off with a driver on a 450-yard par four hole. Your drive is perfect. Not only does the ball
land in the middle of the fairway, but you only have 200 yards remaining to the pin. Next, you pull
out an iron, hit a beautiful shot, and the ball bounces onto the putting green. With only 40 feet
between the ball and the pin and over 95% of the hole behind you, you think a birdie is possible,
and in the worst case, you can get a patr.

Your birdie putt misses by 10 feet. You come up just short on the next putt, and your confidence
turns to angst. Finally, the third putt rattles into the cup, scoring a disappointing bogey.

Your long and straight 250-yard drive counts precisely as the 3-foot short putt you missed for par.
Similarly, an investment idea backed by a well-thought-out macro thesis is only as good as
adequately navigating the many short-term factors that can threaten investment
performance. ¢

Investing's Long Game

The long game involves forming expectations of economic growth and how revenues and earnings
for sectors and industries may change with the economy as it cycles through your big-picture
thesis. More simply, the long game is investing based on a macroeconomic outlook.
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Macroeconomic Analysis

Macroeconomic analysis studies the behavior and performance of a country's economy and its

interaction with the global economy. It focuses on broad aggregate variables, including existing

economic trends, business cycles, productivity, demographics, geopolitics, governments/central
banks, credit, and technological change.

An increasingly important part of macroeconomic analysis is assessing how fiscal and monetary
policies might affect economic growth and price trends.

As we have recently witnessed, fiscal spending can have a massive impact on economic activity
and inflation. However, as we may find out, it can also be a drag on economic activity in future
years. Similarly, a central bank's monetary policy, including how it manages interest rates and
asset holdings, often dictates liquidity and financial conditions, significantly influencing asset
markets and the economy.

International trade and finance, including geopolitics, can play noteworthy roles in macroeconomic
analysis. This incorporates trade balances and exchange rates, which are predicated on interest
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rates and inflation. Other factors include competitiveness, foreign relationships, and foreign
investor cash flows.

While longer-term views on the factors we note are critically important, we must also appreciate
shorter periods in which our long-term thesis may seem out of favor. Importantly, we must assess
whether aberrations to longer trends are short-term or new trends being established.

Similar to golf, an excellent long investing game is crucial to understanding the economic path that
directly feeds corporate earnings and consumer and government spending behaviors. Think of the
long game as a road map, and your goal is to get from point A to point B. Therefore, assessing the
most efficient route is your paramount task.
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Investing's Short Game

As we now discuss, an investor's short game is equally important. These are the inevitable traffic
jams, accidents, and weather conditions that will force you to stray from the long game.

Investing's short game includes market conditions, narratives, personal biases, behavioral traits,
liquidity, and other factors that briefly influence asset prices away from longer-term trends.

Even if you have an outstanding macroeconomic outlook, ignoring the short game, like
being a lousy putter in golf, virtually ensures a bogey or worse on your investment
performance.

Biases and Behaviors

We have written numerous articles on our inherent biases and behavioral traits. For example, our
latest on the topic, Behavioral Traits That Are Killing Your Portfolio Returns, reviews five traits that
often hurt investors' performance. We share a summary below, along with a bit of advice.

Confirmation Bias: favoring information that affirms your beliefs. Therefore, read investment
advice that goes against your views and may be uncomfortable. It will strengthen your convictions
or help you appreciate where your thesis may prove wrong.

Gamblers Fallacy: believing that future outcomes will follow prior outcomes. Today's hot assets
are often laggards tomorrow. While tracking and investing in today's popular stocks is worthy, keep
an open mind that some other stock or asset will likely be tomorrow's winner.

Herd Bias: doing what everyone else is doing. The thought process is rooted in the belief that if
"everyone else" is doing something, | must do it to be accepted. As we wrote in Behavioral Traits:

Investors generate the most profits in the long term by moving against the "herd." Unfortunately,
most individuals have difficulty knowing when to "bet" against the stampede.

Trading with the "herd" can be profitable at times. However, we must understand the inherent flaws
in group logic and always appreciate the contrarian opinion.

The table below provides a few more examples.
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COGNITIVE BIAS

Anchoring Bias

Authority Bias

Availability Heuristic

Bandwagon Effect

Confirmation Bias

Dunning-Kruger Effect

Endowment Effect

Halo Effect

lllusory Correlation

Negativity Bias

Outcome Bias

Recency Effect

Self-Serving Blas

Spotlight Effect

Sunk Cost Fallacy

WHICH MEANS?

You rely heavily on the first
piece of information you
receive.

You trust opinions from
perceived authorities more.

You judge things based on info
readily available or easily
recalled.

You tend to follow popular
opiniens or trends.

You favor information that
confirms your existing beliefs.

You overestimate your ability
when you know little about
something.

You value things more when you
own them.

You judge a person's character
from an overall positive
impression.

You mistakenly believe two
unrelated things are connected.

You focus more on negative
events than positive ones.

You judge a decision by its
outcome, not the
decision-making process.

You give more weight to the
latest information or
experiences.

You credit your successes to
yourself and blame your failures
on others.

You think others notice your
mistakes or appearance more
than they do.

You stick with a choice even if it
becomes clear it is a bad one.

FOR EXAMPLE

Seeing a high starting price
makes discounts seem better.

Trusting a health tip because a
doctor mentioned it.

Thinking flying is unsafe after
hearing about a plane crash.

Wearing a fashion trend
because everyone else is.

Ignoring data that contradicts
your political views.

Believing you're good at chess
after a few games with
friends.

Pricing your used car higher
than market value because it's
YOUrs.

Assuming a neat person Is also
punctual.

Associating the number 13
with bad luck.

Remembering the one bad
review among many positive
ones.

Praising a risky investment just
because it succeeded.

Choosing a movie based on
the last trailer you saw.

Claiming & win was due to
your skill, but blaming the
weather for a loss.

Worrying everyons saw you
spill your drink.

Finishing a meal you don't like
because you paid for it.
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Technical Analysis

Technical analysis is one of the best clubs in our short-game bag. While it can be
inconsistent, as with every other forecasting model, it is the best tool for quantifying investors'
collective behaviors. Historical price and volume data provide a critical context for various
price levels likely to motivate buyers and sellers.

Technical analysis helps detect trend changes. Like reading a putt, technical analysis can help us
grasp the risks and rewards a market offers. Furthermore, it can provide price levels with which to
buy or sell. In turn, limits allow us to separate our trading actions from our behavioral traits.
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Liquidity Drivers/Fed

Financial market liquidity is impossible to quantify, even though investors throw the word around
like it's a known commodity. Liquidity refers to the funds available for investors to invest. When
liquidity is plentiful, investors tend to take more risk. Conversely, when liquidity is lacking, investors
are often risk-averse.

While liquidity is often considered part and parcel with actual investible dollars available,
it's more a function of investors' cumulative actions. For instance, the Fed supplied the market
with ample liquidity in late 2008, but a meaningful fear of significant bank failures crippled many
investors. Sellers were plentiful, and buyers were hard to find. Liquidity was poor. The result was a
sharp drawdown in equity prices with high volatility.

The Fed supplies monetary liquidity to the banking system through interest rate policy and its
balance sheet. Furthermore, as their role seemingly becomes more dominant with time, their
actions become more impactful to markets. Consequently, as we see today, the stock market
rallies as prospects of the Fed providing more liquidity via lower interest rates.

Domestic and Global Events

War, weather events, terrorism, political instability, and other local or global events can move
markets. Quite often, event-driven trends are short-lived. During event-related volatile periods,
investors should try to remain cool and calm. It's easy to sell into a fear-laced narrative. It's
much harder to buy in such an environment. To quote Warren Buffett:

Be fearful when others are greedy and be greedy only when others are fearful.
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Summary

A well-thought-out long-game thesis can stay intact for long periods with slight adjustments when
needed. Like a long and straight drive in golf, when your macroeconomic thesis proves correct, a
good portion of your investing job is done.

But, like golf, letting your irrational behaviors control your investment acumen, not appreciating that
markets are sometimes foolish, or misdiagnosing what the Fed is doing can devastate shorter- and
longer-term results.

Do not forget the two-foot putt counts the same as a daunting drive off the tee box.
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