What It Means to Be a Long-Term Investor
By Josh Hile
COVID-19 has sparked unprecedented challenges around the world, affecting
our personal and public lives. What we are living through is known in risk
management as a “black swan” or “left tail” event, meaning a hard-to-predict
event at the extreme negative end, or tail, of the probability curve. While the
extent of the human devastation to be inflicted by this new coronavirus remains
unknown, the economic impact is becoming more apparent. And investors have
some tough decisions to make. It is these decisions, typically made during a
down market, that distinguish a long-term investor from the speculators.
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It is easy to say: “Of course I’m a long-term investor,” when markets are relatively
stable and losing maybe up to 10% here and there. But what really defines
long-term investors is their behavior when the markets are down and the news
is scary. That is when we here at LNWM make extra efforts to keep in touch with
clients, provide perspective, and counter the urge to sell out of fear. At the same
time, as long-term investors, we look for new opportunities created by the panic.
By contrast, speculators are concerned with timing. Their main focus is:
“What will the market do next?” Especially in the near term, no one really
knows, regardless of the credentials and insights they may have. By contrast,
a long-term investor does not spend a lot of time trying to figure out timing,
especially at times of high uncertainty when the world is facing two pandemics
– COVID-19 and financial fear — as famed economist Robert Shiller of Yale
University put it recently. Instead, a long-term investor focuses on valuation,
because when prices fall, stocks become cheaper as long as their business
models and competitive advantages stay intact. That in itself – lower prices –
is an advantage, not a threat.

The Danger of Getting Whipsawed
Day traders are professional speculators who try to profit from timing the market,
and they routinely use stop-losses to limit the downside. That may sound like a
great solution – say you place a stop-loss of 15% on your portfolio – and you sell
most or all equity positions when that drop happens. The market then goes down
another 10% and you are feeling vindicated. But then the market rebounds by
20%; you have then lost ground because of your trade and will likely continue to
lose as you reestablish your position. The result is that you can get “whipsawed."
At times of extreme market volatility, as experienced recently (see chart on
next page), getting whipsawed is a big risk. This is why day traders are most
profitable when the market is generally moving in one direction – either up or
down – creating a trend for them to exploit.
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US Stock Market Volatility
Jan. 1, 2007 - March 31, 2020
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Just as important, a speculator must decide not just when to sell but also when to buy back in. And that
greatly increases the chances of missing days of major gains. Markets today have the potential to be
extremely volatile relative to the past, as we saw in March 2020, with more than 5% daily losses as well as
gains. That’s mainly because of these three factors: automated selling driven by algorithms – essentially
computerized stop-loss orders on a massive scale; prevalence of ETFs (Exchange Traded Funds) whose
individual holdings may not be able to be sold as fast as the ETF itself; and leveraged hedge funds and
other investment vehicles that need to sell or buy assets to cover their exposures. All these factors can
reverse very quickly from selling to buying. And if you are on the sidelines, this can mean missing some
of the best days in the market. As the chart below shows, missing the best days in the market can have
dramatic long-term results.

Missing the Best Days in the Stock Market*
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Taking the Long View
Here at LNWM, we remain long-term investors through bull and bear markets. That does not mean we
stand still. It means these three things: (1) Understanding how portfolio risk is changing, and if risk is
rising, making adjustments to bring it down to levels that are manageable, including raising a certain
amount of cash to have available to invest as the market shows signs of long-term recovery; (2) Accepting
that stock markets can move significantly down and stay down for quite a while; and (3) Evaluating each
client’s financial situation to make sure they have enough cash outside their investment portfolios to feel
comfortable through a downturn.
While it is impossible to tell when the selling pressure will ultimately subside, market drops create
valuation discrepancies. This is not surprising, considering that indiscriminate selling tends to happen
across all asset classes as investors raise cash. The economy might well be heading into a recession, and
is likely already in one. But that is when long-term investors are at an advantage. Recessions can present
very significant investment opportunities due to lower equity valuations but also from shifts in the economy
and the marketplace, as there are changes in consumer preference/habits, business strategies, and
government policies/regulations.
As long-term investors, we take comfort in the following characteristics of our portfolios:

Diversification
During the sell-off in March 2020, diversification across asset classes proved its merit, as our allocation to
high-quality bonds held up relatively well compared to equities. Within equities, our portfolio allocation to
infrastructure equities performed relatively well compared to other global equities (measured by the MSCI
All Country World Index), as we expected it to. Further, our allocation to Asian emerging markets has been
faring relatively well, given the ability of countries in that region to more quickly contain the virus. China,
the biggest emerging market, has been one of the best-performing equity markets in the world so
far in 2020, with the Chinese portion of the MSCI Emerging Markets Index down about 10% during the first
quarter of 2020.
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High Quality
We make it a priority to invest with asset managers that focus on high-quality stocks and bonds. In equities,
this means our managers tend to prefer companies with strong competitive advantages or “moats,”
strong management teams, good balance sheets (lower debt levels), and relatively high free cash flow.
Companies in hard-hit industries can actually grow during economic downturns as weaker competitors
suffer and give up market share. And companies that were once high-flyers may find that the market
dynamics have changed, making their operations less profitable than before.

A Big Difference: High-Quality vs. Low-Quality Bonds
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Active Investing
Investing via actively managed funds in markets that are the most inefficient — such as US small
stocks and foreign equities — is more important than ever. During the past five years, the stock market
has essentially been a tide that lifted all ships; everything seemed to go up in value. The fight against
COVID-19 will create market winners and losers and significant marketplace shifts. We believe this will
magnify the importance of in-depth analysis and active management (as opposed to index investing) in
assessing which companies are worth investing in based on operational measures, such as supply chain
strength, management capabilities, labor and government relations, competition, and new technology.
Several of the equity managers we use in our portfolios were quick to get defensive, raise cash, and sell
shares of companies hurt by changing supply/demand dynamics across the world. Subsequently, they
have started upgrading their portfolios to stocks that are rarely cheap but have been indiscriminately sold
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as investors rush for safety. While none of them will be able to call the bottom, and we don’t expect them
to, this reshuffling sets up their portfolios for strong performance on the other side of the pandemic as
investors again reward the best companies.

The Way Forward
Famous value investor Benjamin Graham provides guidance that is hard to listen to at the moment
but has proven prescient: “Price fluctuations have only one significant meaning…an opportunity to buy
wisely when prices fall sharply and to sell wisely when they advance a great deal.” Further:
“The investor who permits himself to be stampeded or unduly worried by unjustified market
declines in his holdings is perversely transforming his basic advantage into a basic disadvantage…
[He] would be better off if his stocks had no market quotation at all, for he would then be spared
the mental anguish caused him by other persons’ mistakes of judgment.”
Here at LNWM, we have helped our clients navigate through many market declines over the past
50 years. It is especially during times of great uncertainty that keeping emotions out of investment
decisions is imperative. That is what we help clients do by addressing their concerns as they arise,
while also looking for new opportunitiies to add value to their portfolios.
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About the Author
Josh Hile is a Senior Investment Research Analyst within Laird Norton Wealth Management's Investment Strategy and Research Group. He
is responsible for analyzing developments in global equities markets and providing recommendations to LNWM’s Chief Investment Officer, as
well as conducting ongoing due diligence and monitoring of equity asset managers, including mutual funds, separately managed accounts and
limited partnerships. Josh is a Chartered Financial Analyst® (CFA®) and a Certified Public Accountant. He earned his MBA at the University of
Washington.

About Laird Norton Wealth Management
With nearly $5 billion in assets under advisement, Laird Norton Wealth Management is the Northwest’s premier wealth management company.
Founded in 1967 to serve the financial management needs of the Laird and Norton families, the firm now provides integrated wealth management
solutions to more than 600 individuals, families, business leaders, private foundations and nonprofit organizations.

Disclosure
All investments involve a level of risk, and past performance is not a guarantee of future investment results. The value of investments and
the income derived from them can go down as well as up. Future returns are not guaranteed and a loss of principal may occur. All investment
performance can be affected by general economic conditions and the extent and timing of investor participation in both the equity and fixed
income markets. Fees charged by LNWM will reduce the net performance of the investment portfolio.
The information presented herein does not constitute and should not be construed as legal advice or as an offer to buy or sell any investment
product or service. Any opinions or investment planning solutions herein described may not be suitable for all investors nor apply to all situations.
All opinions expressed are those of Laird Norton Wealth Management and are current only as of the date appearing on this material.
Any accounting, business or tax advice contained in this presentation (or communication, including attachments and enclosures) is not intended
as a thorough, in-depth analysis of specific issues, nor a substitute for a formal opinion, nor is it sufficient to avoid tax-related penalties.
Some investments may not be publicly traded and they may only allow redemptions at certain times conditioned on various notice provisions and
other factors as more fully described in the related offering and subscription documents provided at the time of the investment. Due to the nature
of these types of investment funds, hedge funds, fund of funds, and similar partnership-like investment vehicles, they should be considered illiquid.
In addition to restrictions on redemption, they often include holdback provisions that may delay a full redemption for several months or longer.
There is no guarantee that the amount of the initial investment can be received upon redemption. Due to the nature of the tax reporting that may
be available from these types of investments, clients should expect to extend the filing of their tax returns.
A benchmark is an unmanaged index, and its performance does not include any advisory fees, transaction costs or other charges that may be
incurred in connection with your investments. Indices are statistical composites and are shown for informational purposes only. It is not possible
to invest directly in an index. Indices are unmanaged and are not subject to management fees. Any benchmark whose return is shown for
comparison purposes may include different holdings, a different number of holdings, and a different degree of investment in individual securities,
industries or economic sectors than the investments and/or investment accounts to which it is compared. Comparisons of individual account or
portfolio performance to an index or benchmark composed of indices are unreliable as indicators of future performance of an actual account or
portfolio. Actual performance presented represents past performance net of investment management fees unless otherwise noted. Other fees,
such as custodial fees or transaction related fees may not be reflected in the actual performance results shown.
Certain information herein has been obtained from public third party data sources, outside funds and investment managers. Although we believe
this information to be reliable, no representation or warranty, expressed or implied, is made, and no liability is accepted by Laird Norton Wealth
Management or any of its officers, agents or affiliates as to the accuracy, completeness or correctness of the information herein contained. In
addition, due to the nature of an investment or the date of the creation of the attached presentation, some values shown or used in the calculation
of performance may be based on estimates that are subject to change.
All data presented is current only as of the date thereon shown. Laird Norton Wealth Management is comprised of two distinct entities that may
offer similar services to clients. Laird Norton Trust Company is a State of Washington chartered trust company. Its wholly owned subsidiary, Laird
Norton Tyee Asset Strategies, LLC, is an Investment Advisor registered with the Securities and Exchange Commission. Such registration does not
imply any level of skill or expertise.
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