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Mercer : Who we are

A GLOBAL FORCE OF MORE THAN
21,000 INDIVIDUALS

PASSION FOR ENHANCING THE HEALTH, WEALTH, AND CAREERS OF
MORE THAN

110 MILLION PEOPLE WORLDWIDE

UNITED BY A SINGLE IDEA:

TO MAKE LIVES BETTER TOMORROW
THROUGH ACTIONS WE TAKE TODAY

s ¥ ##CongresoFiapAsofondos



BEHAVIORAL FINANCE
AN INTRODUCTION

XI

CONGRESO X V]| SEMINARIO

FIAP - ASOFONDOS

@

FIAP

INTERNACIONAL

A




SEMINARIO

A asofondos | INTERNACIONAL

»Homo Economicus

LY GKS2NEX FR n |:} Q_Jﬁ\]-é(ﬂ
HU(E}E E ! LUXU..'I
~- WG%YI I'::I “h
Wi,

MANY  CORWET

¥ ##CongresoFiapAsofondos



' o’ SEMINARIO

A-asofondos ‘ A INTERNACIONAL

»Shopping for Electronics
IPod $100 S65

NES

20 Minutes

iPad $1,000 $965
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| Lindsey accepts Neil Neil and Lindsey ge
decision what Neil said

Neil decides on
division between
himself and Lindse
Neil and Lindsey ge
decision nothing
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» Ultimatum Game: $1,000 (A)

Neil offers Lindsey $200
(i.e., Neil will keep $800)

If you were Lindsey, would you:

wAccept the offer
wReject the offer

¥ ##CongresoFiapAsofondos




v SEMINARIO
A asofondos ‘ u XI INTERNACIONAL

» Ultimatum Game: $1,000 (B)

If you were Lindsey, would you:

wAccept the offer
wReject the offer

Neil offers Lindgey $450
(i.e., Neil will keep $550
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» Ultimatum Game: $100,000 (C)

Neil offers Lindsey $20,000
(i.e., Neil will keep $80,000)

If you were Lindsey, would you:

wAccept the offer
wReject the offer
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®» Behavioral Biases

HINDSIGHT
LOSS AVERSION ENDOWMENT EFFECT

HYPERBOLIC DISCOUNTING

PROSPECT THEORY OVER CONFIDENCE
MENTAL ACCOUNTING DISPOSITION EFFECT
ANCHORING
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®» Endowment Effect

Offered

. Mug
10% take
Mug
Offered
: Pen
12% take

Pen

Knetsclk WIE O]l [® 6MpppOd a! 88 YYSHINRO QI f dzt (i A 2 yEcahdmicThbuiyy38, 18841R f 2aaSa | yR LINBFSNByO
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» Overconfidence

Howwould you rate your
skillsas afund manager
comparedto your peers?

Above Average Equal to or Below Average

Montier, James. 2006. Behaving Badly. Lond@rnesdneiKleinwort Wasserstein Securities.
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» Hyperbolic Discounting

[ Which would you choose” Which would you choose?

Ve

A . $100 | n a
time

A. $100 today

-

(B. $105 in a year and|a
week

B. $105 in a week

-

¥ ##CongresoFiapAsofondos



SEMINARIO

A asofondos ‘ S INTERNACIONAL

¢ Prospect Theory and Loss

Aversion

People value gains and losses
differently, and will make
decisions on perceived gains
LOSSES GAINS .

rather than perceivediosses

Investors sell winners too quickly a

keep losers too long
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Impact of
» Behavioral Finance
In Pensions

Participant
decision
making

Investment
management

Fiduciary
decision

making
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PPro-default: Inertia

Newton's first
law of motion:

Auto-enrolliment,

target date funds,

Inertia auto-escalation
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¥ Status Quo Bias + Hyperbolic Discounting
a{ | S az2NB ¢2Y2NNRJE

78% of participants
HA@SV I OOS

80% of participants Average participant
were still in the contributions nearly

azNb ¢2Y2
adopted it

program after their quadrupled from 3.5%
fourth pay raise to 13.6% In three years

Benartzj Shlomoand RichardThalerd H 1 1 n 0 More Tofdrr@hvs Y ! & Ay 3 Econorfidé to MarendN LI 2 & S SJo . RofitBalFéonomy112 (S1)S164S187
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» Anchoring and Framing

Which contribution rate
would you like to enroll at? By

BO%0

8%
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» More Framing

Participants asked to select an investment mix given 2 fund options

Group 1 Group 2 Group 3
Choice between two @ Aequity fund Aequity fund Abond fund
funds ) ) )
Abond fund Abalanced fund Abalanced fund
Average equity 5494 24% 3504
allocation

A common strategy was to choose a 50/50 mix of the two funds offered

Benartzj Shlomg andThalet Richard H., 2008, b | O3S 5A GSNEAFAOI GA 2y SavinglPiaB Arelcan Ecghontic R&viw (5 R998.2 Y I NA 6 dzi A 2 v
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» How Do Retirees Think About Risk/Return?

o “PERS ON A Protéctivse Assets.
Goal: Do NofeopardizeSandard of Living

“ASPI RATI OMgplratidghal 846€ts.
‘ Goal: Enhance Lifestyle, Increase Wealth Relative to Others

Chhabr& ! ®. ®Y oHnnp0LY a. S@2yR al Nyl 2gA0GT Y | /[ 2 MLyNSSKadovrahitbiiGealth Slanbgérient (4, ppB38.F G A 2y CNJI Y S g
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» Wealth Effect

P Ad 6 &so estimatehat automaticenrollmentraises auto and
o first mortgage debtat three to four years ofi S Y dzNB £

€. 2NNBBaveZK S LYLI OG 27F | dzii 2 Y BohriB&hearfadhRut Unwé&sityian®NBER Samés §. Choi Yale University and NBER,
DavidLaibsorHarvard University and NBER, Brigittd/@drianHarvard University and NBER, WilliarSkimmyhorrUnited States MilitaryAcademy

ASThe perceivedncrease in wealth from compulsory
contributions, growing superannuation balances and rising
house prices hagersuaded people to use debt to fund a
current higherstandard of livingpb €

G¢oSyite @SFENR 2F (GKS {dzZLISNI yydz- A2y DdzZr N} yiSS Y ¢KS +SNRAOGET /t! 1 dz&a0dNFEAFS 1 dz3«
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®» International Differences in Investor Patience
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Inclination to Bet on Extremely Unlikely Events with a
Very Positive Outcome

0.8
0.6
High T
inclination
02 _|
a
w dalels o 0 @@ 4w EW oo v = glma uwo o oom ojlu R I L (i ui
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Meta,Renisa(2015)..Behavioral-Finance. The Psychology-of InveBaisgdon-Studyby-Professor-Dr.-Mel\WWanBrofessor-Dr..Marc.Oliv&iegerand.-Professor.DiT-horsteRd10)
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e

Tulipmaniain Holland in the
1630s

®» Are Behavioral Problems New to
the Investment World?
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®»Behavioral Problems Continue Today

(Overconfidence)
Portfolio turnover Mean monthly Average annual
and return turnover portfolio return
20% least active 0.19% 18.5%
traders
20% most active 21.49% 11.4%
traders

BradBarber and Terrenc®dean(1999)d ¢ Kdbirage of misguide® 2 y @ A (FinanigAGatysts JournaNovember/December, p50.

¥ ##CongresoFiapAsofondos



F I A P

A asofondos ‘ 5

SEMINARIO

INTERNACIONAL
FIAP

» Low Volatility Equity Strategies?

Return

Lower risk exposure
Lower expected return

Risk/Return Tradeoff

Higher risk exposure

Higher expected retur

Risk
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»Low Volatility Equity Strategies?

World Minimum Volatility '
275 Ave Monthly Return (Geo) 0.71% 0.95%

295 StdDeviation(Monthly returns) 14.4% 10.5%
175
125
75 Low volatility equities have a greater
ability to protect capital in falling markets
25
o ) Q Q & N % V) Q Q N N v v > > ™ ™ \e) \e) © © A A
S & & & & & 8 & F P DI I I Y I NIy
6\/\’1, A LA VN G 0\,\q’ 6\\’1, Q\/\q, 0/\\% AV WV Q/\\q, NV 6\\% 0\,\'\, \ Q\,\’1’ 6\\’1, Q'\/\’l, v 6\\'1,

QA 4 &
"J\’\ ”)\'\0 ’b\’\g ”3\’\0 ”3\’\0 0),\/\° ”)\'\ ”)\’\ ’b\’\ Y ")\’\Q ”)\'\0 ”3\’\0 ’b\’\ ”3\’\0 ")'\’\ ”)\’\ ”3\’\0 ’b\’\ ”3\’\ ”)'\’\ ”)\’\0 ”9\’\0 ”)\’\

em\SC| World e \SCI World Minimum Volatility
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» How Can We Address our Irrationality

OTo invest successfully over a lifetime does not require a
stratospheric 1Q, unusual business insight, or inside informatio

What isneeded is sound Intellectual framework for |
decisions and the ability to keep emotions fro
corroding that fr ame

-Warren Buffett

¥ ##CongresoFiapAsofondos
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» Understand Biases : An Analytical Approach

By
: Where . .
t%ndanZIcr:]gn gL Vgg;lcsh Vlglmlcsh 08 ele
quan%ify add_value work work TR
: selling or differ?
behavioral bUViNG? best? best?
uying’~

biases

Portfolios engaged in deliberate improvement are, on average, adding approximate

basis points of incremental relative return year afyear

1Basedon a study of over 80 professionally managed portfolios across-gdimetimeframe. For more information see: "Improving Dedldiely with Cabot", available from Cabot Research LLQ
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» One Example

If share
appreciates 509

Sell onecthird
Buys shares wit

50% upside anc

33% downside Refer to a new

analyst

If share falls 33C
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Individuals

Behavioral
science (or
finance)
pervades
pensions

Fiduciaries
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IMPORTANT NOTICES

References to Mercer shall be construed to include Mercer LLC and/or its associated companies.

© 2018 Mercer LLC. All rights reserved.

Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney before ngadanigians with tax or legal implications.
This does not constitute an offer to purchase or sell any securities.

This does not contain investment advice relating to your particular circumstances. No investment decision should be ndamretb&ss@formation without first obtaining appropriate
professional advice and considering your circumstances.

Information contained herein has been obtained from a range of third party sources. Although the information is beliexeelitible, Mercer has not sought to verify it independently. As
such, Mercer makes no representations or warranties as to the accuracy of the information presented and takes no regporigbility (including for indirect, consequential or incidental
damages) for any error, omission or inaccuracy in the data supplied by any third party.

No investment decision should be made based on this information without first obtaining appropriate professional legeal aizcoanting advice and considering your circumstances.

Investing involves risk. The value of your investment will fluctuate over time and you may gain or lose money.

Mercer Investment Management, Inc. and Mercer Investmept Cgnsulting LLC are fedetaIIQ/ registered investment adyisors nmdsfritent Advisers Act of 1940, as amended.
wSIAAUNIUAZ2Y a | AYOBSauYSyu FTRAaAaSNI RZSa y2Uu AY Libeobthinedby Wditdn kegfuest dirédted to: Zamplaadca £ € 2 NJ 0 |
Department, Mercer Investments, 701 Market Street, Suite 1100, St. Louis, MO 63101.

MMC Securities LLC is a registered broker dealer and an SEC registered investment advisor. Securities offered throughithds]8eter FINRA/SIPC, main office: 1166 Avenue of the
Americas, New York, New York 10036. Variable insurance products distributed through Marsh Insurance & Investments Lh@yadaesi8 Investments LLC in California, and Marsh

Insurance Agency & Investments in New York. Mercer, Mercer Investment Consulting, LLC, Mercer Investment Managemen@ampen®t Oliver Wyman, Marsh and Marsh &
McLennan Companies are affiliates of MMC Securities.

¥ ##CongresoFiapAsofondos



v o SEMINARIO
A asofondos | w INTERNACIONAL

FIAP

g ‘
s \ _— 3‘ 45'-"“‘\\% g g‘
& \ ‘2\ Y
4 \

8 ( - - "““’j e
1 —— ,,-'—"“"r-""‘\' [ | o . ¥
I .)?‘@"""‘;l f &5‘-@'«’/ ;* \-’ﬁiz" ' &-‘&;\-,—s::f:‘. *‘-s-i_g-z ; 04

¥ #CongresoFiapAsofondos

Q www.asofondos.org.co o Asofondos O@fondosdepension



