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Learning Objectives

How To Properly Assess Active Fund Outperformance Rates

How People & Poor Discipline Drive Poor Outcomes

How To Properly Select & Monitor Funds Over Time



CleverIM. | Who Are We?

Pioneers of tech-driven & transformative investment solutions

Outsourced MPS & In-house CIP Tech

RulesBased Data-Driven | Bias-Free

Built by Advisers | For Advisers

Powered by the CleverEngine

Cut through the noise

Focus on the data

Avoid costly mistakes
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99% of actively managed US equity funds underperform

99 per cent of actively managed US equity funds sold in Europe have failed to beat the
S&P 500 over the past 10 years
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Over 80% of active global equity funds underperform in 2023,
SPIVA Europe finds

According to the S&P Dow Jones Indices' SPIVA Europe scorecard, 84% of actively

S&P World index
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Mutual Fund Managers Are Wrong More Than They're Right

FT Financial Times

. . Active mutual fund managers get more stock picks wrong than they do right, but the
99% of actively managed US equity funds underperform | i F < st

odds are stacked against them

99 per cent of actively managed US equity funds sold in Europe have failed to beat the
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Over 80% of active global equity funds underperform in 2023,
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According to the S&P Dow Jones Indices' SPIVA Europe scorecard, 84% of actively
managed global equity funds failed to beat the S&P World index
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Odds are, you're better off buying an index fund. Here’s why

About 80% of all actively managed U.S. stock mutual funds underperformed in 2021,
according to S&P Dow Jones Indices
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S&P Dow Jones Indices  Our Solutions v Indices v Research & Insights v Governance v SPICE v About S&P DJI

£ United States

Percentage of All Large-Cap funds that
underperformed the S&P 500®

84.34% of funds underperformed the
S&P 500®

15.66% of funds outperformed the
S&P 500®

10 YEARS

Data as of Dec 31, 2024
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S&P Global aUS Equity Fund SPIVA Score Card
[% of Active Funds Underperforming S&P 500]
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CleverIM. ' An Active Style Is Always Outperforming
Growth vs Value in North America a6 month rolling performance vs S&P500

US Growth Style 6m Perf v Index -—-US Value Style 6m Perf v Index
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The Investors Chief Problem aAnd Even His

Worst Enemy als Likely To Be Himself

Authorofbest-« k zzk?& éPrk 7| ®kzzsqgk| ® 7| k«®~?2

Teacher & Mentor of Warren Buffet
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Selling Your Winners & Holding Your Losers Is Like

Cutting The Flowers & Watering The Weeds

Manager of Fidelity Magellan Fund
1977 - 1990
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The secret to Investment success
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The secret to investment failure
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The secret to iInvestment failure

Holding Winners Until They Become Losers
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MCORNINGOTAR

Mind the Gap 2024
Investors lost out on about 15% of the return their funds generated.

Portfolio and Planning Research Executive Summary
Aug. 15, 2024 We estimate that the average dollar invested in US mutual funds and exchange-traded funds earned
6.3% per year over the 10 years ended Dec. 31, 2023. That is approximately 1.1% per year less than the

Contents average fund's total return over the same period assuming an initial lump-sum purchase. The 1.1% "gap”
Executive Summary
Key Takeaways

; Is explained by the timing of investors' purchases and sales of fund shares.
3 Introduction

3

i

Overall Findings Exhibit 1 Investor Return Gaps by US Category Group {10-Year Returns)
By Fund Categories
9 By Fund Types LI.5. Category Group M Investor Return % | Total Retun % 22 Gap
12 By Fund Fees and Vaolatility
14 Results of Dollar-Cost Averaging Allocation 5.3 63 04 |
16 Conclusion and Lessons From the Study Alternative —0.4 0.6 -1.0 |

17 Appendix/Methodology International Equity 4.0 17 07 |

Municipal Bond 1.4 B -1.3 I
Jeffrey Ptak, CFA Nontraditional Equity 1.0 33 -23 |
Chief Ratings Officer Sector Equity 7.0 96 —26

Jeffrey Ptaki@morningstar.com
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Prospect Theory: An analysis of decision under risk

The disposition to sell winners too early and ride losers too long
Are investors reluctant to realise their losses?

What makes investors trade?

Patterns of behaviour of professional investors

An individual level analysis of the Disposition Effect

Is the average investor afraid of losses?

Selling losers & keeping winners
Disposition Effect and return predictability?

Disposition Effect and herding behaviour in cryptocurrency?
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Shefrin & Statman

The disposition to sell winners too early and ride losers too long



The reason we behave like this Is

The Disposition To Sell Winners Too Early &
Ride Losers Too Long

Shefrin & Statman

The disposition to sell winners too early and ride losers too long
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The Disposition Effect
A Mental Balancing Act
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The Disposition Effect : The Drivers

Mental Accounting . | Symmetry
Loss Aversion

Sunk Cost Fallacy. |Doubling Down
Loyalty

Over-Confidence

The disposition to sell winners too early and ride losers too long



CleverIM.  The Problem With People

The Disposition Effect . The Unintended Conseguences

Holding Winners Until They Become Losers
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Investing Is Like A Triathlon
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Growth vs Value in North America a6 month rolling performance vs S&P500
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Growth vs Value in North America a6 month rolling performance vs S&P500
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Holding Good Funds Until They Turn Bad



Active Funds Outperform

People Are The Problem



Processes Are The Cure
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Overwhelming research & support in academic studies

Fama & French (1992), cThe Cross-Section of Expected Stock Returns
Carhart (1997), c<On Persistence In Mutual Fund Performance
4 Factor Performance Model : Market, Value (cheap), Size (small) & Momentum (Top performing)

The foundations of systematic & rules -based investing



0 S

Making Decisions Based On What Is Known

Not What Is Thought
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Eugene Fama is the father of Systematic & Rules-Based Approaches

Eugen Fama

Nobel Prize Winner in 2013
4A"®r k2 ~p 1/ ppsgsk|® ?27"2yk® 6:- 8~®r k «s «i
Distinguished Prof. of Finance at Chicago Booth
PhD Supervisor to :
Mark Carhart : Academic
David Booth : Dimensional [$853 bn]
Ken French : Citadel [$63 bn] Some of the largest and best performing funds
Cliff Asness: AQR Capital [$40 bn]
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Factor Tilts

PhD Supervisor to :
Mark Carhart : Academic
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Some of the largest and best performing funds
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Factor Tilts .
Following

PhD Supervisor to :
Mark Carhart : Academic
David Booth : Dimensional [$853 bn]
Ken French : Citadel [$63 bn] Some of the largest and best performing funds
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Tactical Factor Tilt & Overlays

Some of the largest and best performing funds
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Rank on 12m return
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