


based on a strong understanding of your goals and a strong understanding of 
the tools available to help you achieve those goals. A single good decision can 
lead to a bad outcome. And a single bad decision may lead to a good outcome. 
But the making of many good decisions, over time, should compound into a 
better outcome than making a series of bad decisions. Making good decisions is 
mostly about putting distance between your gut and your investment choices.” 
The bottom line is that because we live in a world of uncertainty, where at best 
we can only estimate the odds of investment outcomes, the quality of a strategy 
should be judged before, not after, the outcome is known. Otherwise, you risk 
the mistake of confusing strategy with outcome. 

Next, the recency effect – in which more recent observations have a larger 
impact on our memory and, thus, perception – is a well-documented cognitive 
bias. It leads investors to focus on the most recent returns and project them into 
the future. This can result in buying what has done well recently at high prices, 
when expected returns are lower, and selling what has done poorly recently, at 
low prices, when expected returns are higher. Buying high and selling low is not 
a prescription for investment success. Yet the research shows that this is exactly 
what many investors do, presumably because of recency bias. 

When it comes to investing, Warren Buffett believes that temperament, a source 
for the discipline to adhere to a well-thought-out plan, is more important 
than intelligence. While achieving diversification is simple, living with it is 
hard. Knowing your level of tolerance for tracking-variance risk, and investing 
accordingly, will help keep you disciplined. Conversely, taking more tracking-
variance risk than you can stomach is a prescription for failure. As Michael 
Mauboussin noted, “A quality investment philosophy is like a good diet: It only 
works if it is sensible over the long haul and you stick with it.” If you have the 
discipline to stick with a globally diversified, passive asset class or factor-based 
strategy, you are likely to be rewarded for it.

Sincerely,
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