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BEHAVIORAL FINANCE

Prevalent Themes
1. Heuristics

2. Framing
3. Market Inefficiencies
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PROSPECT THEORY

e Editing Stage
e Evaluation Stage
- Reference dependence
o Loss aversion
- Non-linear probability weightings
- Diminishing sensitivity to gains/losses
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HISTORY OF BEHAVIORAL FINANCE

¢ Journal of Finance

¢ Dr. Daniel Kahneman awarded
Nobel Prize in Economics

¢ Dr. Richard Thaler awarded Nobel
Prize in Economics
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1972 JOURNAL OF FINANCE

Dr. Paul Slovic

A full understanding of
human limitations will
ultimately benefit the
decision maker more
than naive faith in the
infallibility of his
intellect.
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2002 NOBEL PRIZE IN ECONOMICS

Dr. Daniel Kahneman

Many ideas happen to
us. We have intuition,
we have feeling, we
have emotion, all of that
happens, we don't
decide to do it. We
don't control it.
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2017 NOBEL PRIZE IN ECONOMICS

Dr. Richard Thaler

In the 1940s, economics started
getting highly mathematical. It
was basically because economists
weren't smart enough to write
down models of real behavior that
they started writing down models
of highly rational behavior - and
they kind of forgot about humans.
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EMOTIONAL TIMELINE
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ANXIETY REGRET
| DECISION WAIT OUTCOME >
15 @
HEURISTICS & BIASES
Loss Aversion Regret

Anchoring

Hindsight bias

Frame dependence

Representativeness

IRVESTMENT MAMAGEWENT

Status Quo bias

Availability

Overconfidence

)
®

Self-attribution

Aversion to
ambiguity

Confirmation
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WHAT WOULD YOU CHOOSE?
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PORTFOLIO RIGHT-SIZING

Current Right-Sized

Cash
S4.0million
Earning 1.00%
Cash
$20.0million

Earning 1.00%

Core
S16.0million

Earning 2.00%

Projected Additional Interest Income of $160,000
[ MEEDER
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PORTFOLIO RIGHT-SIZING

Public Entity Portfolio

Cash vs Core

Cash
Core
Total

Maturity Distribution

3,500,000
3,000,000 -
2,500,000
2,000,000 -
1,500,000

1,000,000 -
550,051

500,000
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1,112,000

S 73,746
$8,938,051
$9,011,797

3,205,000

2,342,000

1,729,000

12%

0-1year 1-2 years 2-3years 3-4 years 4-5 years
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INTEREST RATE EXPECTATIONS

For Bond Investors, Low
Expectations in
a Low-Yield World

Source: New York Times, Jan 12,
2018

Why investors
shouldn’t panic
over falling bond
prices

Source: MarketWatch Feb 13, 2018
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Interest rate hikes
create ‘fragile’
economic situation,
Marty Feldstein

warns
Source: FoxNews, Mar 12, 2018

What Goes Up, Must Come
Down Is Why U.S. Inflation
May Be Tamer

Source: Bloomberg News, Mar 12, 2018
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SAMPLE ECONOMIC INDICATORS

Yield Curve Inflation
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INTEREST RATE EXPECTATIONS

Average STAR Ohio Yield
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3.00%
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1.00%

0.00%
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
ytd
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INTEREST RATE EXPECTATIONS

There are known knowns. These
are things we know that we know.

There are known unknowns. That
is to say, there are things that we
know we don't know.

But there are also unknown
unknowns. There are things we

don't know we don't know. Donald Rumsfield
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INTEREST RATE EXPECTATIONS
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"My therapist says it’s a defense mechanism.”

[ MEEDER
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INTEREST RATE EXPECTATIONS

EGO DEFENSE MECHANISMS

If only....
Ceteris Paribus
| was almost right
It just has not happened yet

Single prediction

[ MEEDER 5 @O

INVESTMENT SELECTION

Permissible Investment
Public Entity Portfolio Options

M Local Bank CDs

B US Treasuries

US Government Agencies
M FDIC Insured CDs
m Commercial Paper

m MEEDER = Municipals
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INVESTMENT SELECTION

SAMPLE CD INDICATIONS

sruTon
ALYBANK

ATLANTICSTEWARDSHIP BANK

BANK OF BARODA

BANK OF DELIGHT

BANKUNITED, NATIONAL ASSOCIATION

BV HARRS BANK NATIONALASSOCIATION
B BANK OF NORTH AMERICA

BOSTON PRIVATE BANK & TRUST COMPANY
B

(CENDERA BANK, NATIONAL ASSOCIATION
ONNECTONE BANK.

Fam

FALLRIVER FIVE CENTS SAVINGS BANK

FRST8ANK

FIRSTVIRGINIA COMMUNITY BANK
RONTIER BANK

IONALBANK
ISRAEL DISCOUNT BANK OF NEW YORK
JPMORGAN CHASE BANK, NATIONAL ASSOCATION
S STATEBANK

MB FINANCIALBANK, NATIONAL ASSOCIATION
MaANK

MEDALLION BANK

MERRICK BANK

MORGAN STANLEY BANK, NATIONAL ASSOCIATION
MOUNTAIN AMERICA FCU

NORTHPOINTE 8ANK

PARKWAY BANK AND TRUST COMPANY.

PINNACLE BANK

READING CO-OPERATIVE BANK

SIGNATURE BANK OF ARKANSAS.

SIMMONS 8ANK

ST POINT BANK
WESTERN ALLIANCE BANK.
WESTERN BANK OF WOLF PONT
WeXBANK

INVESTHENT MAMAGEWENT
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SAMPLE US GOVERNMENT AGENCY INDICATIONS

FED HOME LN BANK

FED HOME LN BANK.

121919
032221
0327720
oefoe/22
1201622

o3/08/21
307723

SNCGMO INC

ARS40363 Corp
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https://research.fdic.gov/bankfind/detail.html?bank=57803&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=26390&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=33681&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=99&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=58979&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=16571&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=35141&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=24811&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=16450&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=18503&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=3098&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=57919&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=57135&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=34742&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=57293&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=28262&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=9963&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=23286&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=5907&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=58696&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=15545&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=28670&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=13058&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=19977&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=628&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=19899&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=3628&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=14816&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=57449&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=34519&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=32992&tabId=3
http://mapping.ncua.gov/SingleResult.aspx?ID=24692
https://research.fdic.gov/bankfind/detail.html?bank=34953&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=19008&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=35583&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=26620&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=89&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=3890&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=57968&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=18297&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=33682&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=57813&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=27314&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=6560&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=58457&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=17208&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=12166&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=57512&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=341&tabId=3
https://research.fdic.gov/bankfind/detail.html?bank=34697&tabId=3
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THOUGHTS FOR OVERCOMING BIASES

« Know thyself

« Be more humble

- Develop a disciplined process

- Recognize your level of emotional engagement
- Avoid historical perceptions

« Try to learn from your mistakes

[ MEEDER
WE HAVE MET
THE ENEMY
AND HE IS US
;f’ , il
[ MEEDER
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THANK YOU
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INVESTMENT MANAGEMENT
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Disclosure

MEEDER PUBLIC FUNDS (WHICH ALSO DOES BUSINESS AS PRODUCTIVE CAPITAL MANAGEMENT) AND
MEEDER ASSET MANAGEMENT (BOTH SUBSIDIARIES OF MEEDER INVESTMENT MANAGEMENT) ARE
REGISTERED INVESTMENT ADVISERS WITH THE SECURITIES AND EXCHANGE COMMISSION (SEC) UNDER
THE INVESTMENT ADVISERS ACT OF 1940. THE OPINIONS EXPRESSED IN THIS PRESENTATION ARE
THOSE OF MEEDER INVESTMENT MANAGEMENT AS OF 1/29/2015. THE MATERIAL PRESENTED HAS
BEEN DERIVED FROM SOURCES CONSIDERED TO BE RELIABLE, BUT THE ACCURACY AND
COMPLETENESS CANNOT BE GUARANTEED.

ANY RATES AND YIELDS SHOWN ARE FOR ILLUSTRATIVE PURPOSES ONLY. ANY SECURITIES SHOWN ARE
FOR ILLUSTRATIVE PURPOSES ONLY AND SHOULD NOT BE ASSUMED TO BE ELIGIBLE INVESTMENTS FOR
YOUR ENTITY. YOU SHOULD REVIEW ANY INVESTMENT’S ELIGIBILITY BASED ON OHIO REVISED CODE
AND YOUR ENTITY’S INVESTMENT POLICY.

PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS. OPINIONS AND FORECASTS ARE ALL
SUBJECT TO CHANGE AT ANY TIME, BASED ON MARKET AND OTHER CONDITIONS, AND SHOULD NOT BE
CONSTRUED AS A RECOMMENDATION OF ANY SPECIFIC SECURITY. INVESTING IN SECURITIES INVOLVES
INHERENT RISKS, INCLUDING THE RISK THAT YOU CAN LOSE THE VALUE OF YOUR INVESTMENT. THERE
IS NO ASSURANCE THAT THE INVESTMENT PROCESS WILL CONSISTENTLY LEAD TO SUCCESSFUL
RESULTS. THE INVESTMENT RETURN AND PRINCIPAL VALUE OF AN INVESTMENT WILL FLUCTUATE SO
AN INVESTOR’S SHARES OR UNITS, WHEN REDEEMED, MAY BE WORTH MORE OR LESS THAN THEIR
ORIGINAL COST.
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