
PERSPECTIVES

Too Good To Be True
 
Cosmetics with slimming ability. Buy twelve records for a penny. The Cabbage Soup Diet. The world 
is replete with examples of things that are, ultimately, too good to be true.  When applied to investing, 
this typically involves people being greedy when others are greedy, and fearful when others are fearful. 
Swayed purely by price action, they sell low and buy high. In this nine-year-long bull market, investors 
may be taking on more risks than they should by not rebalancing their portfolios in line with their 
Investment Policy Statement: a guide to their life long investment journey. This is human nature and 
typifies common behavioural finance biases. During a recent keynote speech at the 70th CFA Annual 
Global Conference, Richard Thaler, a renowned U.S. Economist, noted that “It’s easier to make money 
catering to consumers’ biases than by correcting them.” Prudent advisors are unemotional, they are 
conscientious about fulfilling their fiduciary duties and will ultimately act in the best interest of clients. 

There are countless examples that illustrate misplaced investor confidence, where the perceived investment 
return clouds the underlying risk associated. Here are a couple: 

A common mistake by investors is to naively reach for additional yield in stocks and bonds without 
understanding the underlying businesses involved. Investors who simplistically bought a basket of the 
highest dividend yielders in America have earned returns over the past decade that fall short by 3% annually, 
versus those who focused on the “sweet spot” of stocks with a slightly lesser yield but better dividend 
growth.  The discipline to invest in safe and growing dividend stocks requires ongoing due diligence and 
research. Going back in the “time machine” to find more disastrous circumstances of investors reaching 
for that extra bit of yield are the asset-backed, commercial mortgage and income trust markets of just over 
a decade ago, both of which ended poorly after an extended bull run. Pigs get fat, and hogs get slaughtered.  

Closer to home, Canadian regulators have recently issued warnings and suspensions against real estate 
related investment firms selling speculative products to unsophisticated investors and guaranteeing 
high returns. Fortunes have been made in Canadian real estate in recent years and the current 
environment is red hot, making it ripe for scams and high risk offerings. Lately, however, newspaper 
headlines are beginning to surface projects gone wrong and, with that, investor capital evaporating. 
That being said, sound real estate investments have been part of investment portfolios from the 
beginning of time but, like many things out there, if it sounds too good to be true – it probably is. 

It is unlikely that an investor will have the time, passion or expertise in all things related to markets. So 
the emphasis sits squarely on the most significant decision an investor makes related to their wealth. That 
decision is to work with an advisor you trust, who has expertise in wealth management and works with a firm 
with the breadth and depth of investment markets far and wide. We are going to end this month’s Perspectives 
Letter with a key reminder: Put more weight on return of capital than return on capital. That’s the truth.
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