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Brandon Averill (00:02):
Hey everybody. Welcome back to another AWM Insights episode. I almost tripped myself up there. It's Halloween, we got a new setup, and so yeah, excited to kick this one off. When we were kind of riffing before this podcast, talking a little bit about what we should talk about, we thought it might be fun to take a little Halloween theme and talk to you guys a little bit, just a couple quick points on what you should be scared about when it comes to your financial structure and what are some of those things that we often get scared about that maybe we shouldn't. Hopefully, it's a fun little episode for you. But yeah, let's start there, Justin. What are some of the silly things that come to mind... I shouldn't say silly, but the things that we're susceptible to as humans when we start to think about our financial structure, and we're certainly influenced or scared by some of these things that come out?
Justin Dyer (00:55):
Yeah, there's going to be a lot of probably overlap or common threads in this whole conversation. I'd say one that immediately comes to mind is just day-to-day consumption of news, specifically news around the markets, news, broadly speaking, but obviously with respect to the markets and investing and reacting to that, "Oh, I saw yesterday the market was down," or, "Oh, the Fed increased interest rates," and then the next day saying, "What should I do differently?" And that behavior... Go back a few episodes, we've talked about this quite a bit, but that behavior just, it's kind of chasing your tail. It's too little too late. It's not the right way in which to invest. Really, the right way to invest is looking forward, understanding there are going to be a range of outcomes, and planning accordingly for that as opposed to looking in the rearview mirror.
(01:45):
One somewhat timely relevant item is, hey, we just officially entered what's called a correction in the marketplace. Basically, all that means is from the most recent top, we're down 10%. And choose your index. The S and P 500 is usually what's cited. Should you change any strategy as a result of that? It's not a bad question to ask, but if you're getting caught up in the emotional side and scared, oh goodness, because we're down 10%, it's going to keep going and we really don't know that at the end of the day. It happens all the time. It actually happens roughly once a year that we see a decline like this. And really at the end of the day, you shouldn't do much.
Brandon Averill (02:25):
And I think maybe to extrapolate that a little bit further, and we've talked about this on the podcast, but it's that media impact what sells. The anxiety sells, it keeps you coming back. It's that dopamine hit. And I'm always reminded, I was reading this earlier today on Ben Carlson's blog, A Wealth of Common Sense. He has a post called The Crash Collars Won't Save You, and he's got a little excerpt. There's a famous financial pundit blogger, Henry Blodget, and he had written this little summary about John Hussman who's an investment manager, but I'll summarize it. Basically, Hussman was talking about how based on all these metrics, the stock market is poised for a 40 to 50% crash and that even if it doesn't crash, we're going to see prices really produce returns of only a couple of percentage points a year.
(03:20):
And Henry basically deduces from all this like, "Hey, if you want to prepare yourself, you might want to be ready for this." And then the punchline comes a few lines later is, this was actually written in 2013. Some pretty smart people, I'll give them that, but trying to predict these things is incredibly difficult. And you could have been sitting there panicked, you're in cash for a 10-year period. What would you have missed out on? Cumulatively over the last 10 years, we've seen the S and P 500 go up by more than 230% or about 12.8% on an annual basis.
Justin Dyer (03:59):
Yeah.
Brandon Averill (04:00):
The cost, I think that's what people sometimes misconstrue. You get scared about the potential for a decline and what you actually are doing is absolutely torpedoing your financial future. Whereas if you focus, like we talk about so often, more on that financial structure and not getting scared by all of these things, you're just going to end up in a better spot.
Justin Dyer (04:21):
Yeah, man, there's so many places we can go from that. I've often joked, but I think this could be an interesting business someday, tracking people like a John Hussman quote and rating them because one of the things that is not done or very, very, very infrequently is these brilliant people... John Hussman is there, he's built a very good reputation. They go out there, they make some sort of prediction. It's taken out of context at times to be fair, but also, hey, sometimes they're putting a big stake in the sand and no one goes back to assess or to look or to validate whether they were right or wrong. Most of the time, they're obviously wrong. You just can't predict the future. And again, reacting to that is just a really, really, really, really, really silly game to play and can cost you, cost you dearly.
(05:05):
One bigger picture theme in all of this is, okay, why has this happened? It's probably happened to some extent really since markets have existed, but also just think about the information feedback loops that we now live in, especially with social media. The radio changed this, and an author by the name of Morgan Household talked about this in a recent book, how radio changed the newspaper business way back when. Then TV turbocharged that. Now we have the internet, now social media, and that's changed things by orders of magnitude and really plays to our psychology. And they're not trying to educate any of us to be better investors. What they're trying to do is get us to click and get us engaged and get us to be fearful and those dopamine hits, if you will, but in a reverse sense of it and really not your friend, especially when it comes to financial management, investment management because time and time again shows you that you're just going to potentially overreact in the wrong way.
Brandon Averill (06:12):
Yeah. And I think it's a good way to turn maybe to some of the things that you should be scared of. I think this should be something that resonates with everybody, but the too good to be true, yes, that's time to be scared. I think really thinking through some of the promises that people are making through different products or whatever it might be always behooves you to take a step back and think about, "Okay, well why on the surface, does this make sense? Who's incentivized and why are they incentivized?" I think life insurance is a great example for me. What is the purpose of life insurance when you boil it down to the very basics? It's there to replace income or sustenance for a family should the primary breadwinner no longer be here.
Justin Dyer (06:58):
Plain and simple.
Brandon Averill (06:59):
Yeah. Or to solve a financial liability that will exist if that person isn't here. So whether it's providing for a life, paying for taxes in an estate planning situation, those are the reasons. You have to start to ask yourself if somebody is trying to sell you a life insurance policy for a newborn or one-year-old or a 2-year-old, I'm pretty sure you're not relying on them for any sort of support to keep your family going. You have to start asking the questions like, "How and why does this make sense? Why does the too-good-to-be-true story make sense?" Sometimes it does. I'll be very clear, I've yet to really find many opportunities for it, but you need to at least have that skepticism, that little bit of that fear. When people are promising you things that just don't make sense on the surface, dig a little deeper, try to understand those different things.
Justin Dyer (07:53):
Yeah. If it walks like a duck, quacks like a duck.
Brandon Averill (07:54):
Yeah.
Justin Dyer (07:56):
There's a great quote, a slightly more serious turn. Charlie Munger, phenomenal investor, Warren Buffett's partner, for those of you who don't know that name basically since the very, very beginning, he said, "Show me the incentive and I will show you the outcome." Kind of a similar vein in that. If it's too good to be true, it really probably is. There's such an obfuscation within modern-day and modern-day investment media specifically that really, really overcomplicates a lot of things. It's not to say financial markets are not complicated, and planning for one's future is not complicated. It does take definitely expertise and measured attention and thoughtfulness and all of that, but creating complicated insurance products, to go back to that example, they're not needed. They are typically there to sell and get a commission, and for the wrong reasons, nine times out of 10.
Brandon Averill (08:58):
Yeah. As we wrap up today, a little bit of a jovial episode here, but there are things that you should be scared of like we just hit on, or at least skeptical of. But then also on this Halloween, hopefully, you think through, what are some of the silly things that we do get scared of. Your little two-year-old or three-year-old jumping out of the closet at you is going to get you every once in a while, but hopefully, it's followed by a smile on your face. And in that same vein, hopefully, you're taking a critical eye at some of these things and hopefully readjusting your expectations. If you're looking at your accounts on a daily basis and getting freaked out, do yourself a favor and stop doing that. Really go back to your financial structure and have confidence that you've built really good habits and systems and you've hired really good people, hopefully, if you're working with us, to help you guys along this process and alleviate some of that natural disposition to get scared about things. It's totally normal, but hopefully, you're able to move past it.
(09:57):
With that, until next time, own your wealth, make an impact, and always be a pro.
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