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The study of behavioral finance, which examines the psychology behind investor decision making,
is now a standard component of modern portfolio management. However, the recognition of
behavioral finance by academia has been fairly recent. In fact, foundational work in the field
originated outside finance completely and was only later applied to investor behavior. For
example, one of the pioneers in behavioral finance was Daniel Kahneman, a psychologist, who
won the Nobel Prize in Economics in 2002 for his groundbreaking work in this field. Kahneman’s
initial work focused on the military, healthcare, and sports. But as Kahneman and others
learned, the investment field is rife with some of the most obvious examples of cognitive biases
that can hurt a person’s decision-making abilities.

We have to look no further for evidence of the harmful effects of human bias in investing than to the frequent underperformance
of active asset managers relative to major indexes over long time periods. In an attempt to avoid this seemingly predetermined
fate, many within the industry have adopted the lessons of behavioral studies in an attempt to enhance rational investment
decision making.
Those who argue for a passive investment approach will say that markets are efficient, that new information is priced into
the market too quickly to take advantage of the new data, and as such, an investor shouldn’t bother trying to beat the market.
Behaviorists would offer a different view. They would argue that all investors are subject to inherent biases, which causes them
to fail to maximize their returns. Some common examples of these cognitive biases are:
Anchoring: People are over-reliant on the first piece of information they hear.
Availability Heuristic: People overestimate the importance of information that is easily available to them.
Confirmation Bias: People tend to listen only to information that confirms their perceptions.
Overconfidence: People are too confident in their abilities. Experts tend to be more confident than laypeople.
There are many other cognitive biases, too many to list. Cognitive bias is essentially a pattern of deviation in judgment that occurs
in particular situations, leading to perceptual distortion, inaccurate judgment, and just plain irrationality. Collectively, behaviorists
would argue, biases are the reason investors, both lay and professional, are not adept at selecting stocks that outperform the
broader market over time.
If you accept that argument, then one would conclude that being able to minimize the negative effects of behavioral issues could
be as significant as the investor’s method of selecting securities. Maybe beating the market isn’t an issue of more or better
information, but rather it’s the discipline in implementation. To beat the market, it’s not a matter of knowing more than anyone
else, or having better ideas about certain securities, the key factor is having a disciplined process designed to build a portfolio
with characteristics that have a positive correlation with improving stock prices.
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AVOIDING BIAS DEFINES OUR APPROACH
Active portfolio management must be able to add value, net of fees, to the investor in order to compete with the returns
of passive index strategies. We believe our approach of factor-based investing is the way to add sustainable value. Our
process is centered on an investment strategy in which we choose securities based on quantifiable attributes that are
associated with higher returns. This requires detailed analysis to determine distinctions between factor drivers and their
correlation to excess returns.
Analysts have a tendency to fall for the power of a narrative. That’s why we believe the basis of security analysis should
be constructed using an objective lens and rely on facts and procedure. The fallacy of abandoning evidence in favor of
a good story is associated with people’s vulnerability towards over-interpretation. This is generally how investors find
themselves chasing returns, which inevitably fall back towards relative valuations. The goal of the Advantage Equity
process is to keep these subjective factors in check.

THE ADVANTAGE EQUITY PROCESS
Our process starts with our multi-factor model. It ranks securities within our investable universe using growth, value,
and quality factors; factors which are quantifiable, based on sound academic evidence, and have shown strong historical
correlations with predicting stock price movement. Equipped with this quantitative assessment, we then conduct a
fundamental analysis of the securities to make an investment decision. Imperatively, it is the data which drives our
decision-making process. Portfolio construction takes into account our reward-risk framework and adheres to the
sector guidelines suggested by our multi-factor model.
Behavioral finance plays an important role throughout our investment process, but it plays a particularly significant role
as we monitor the holdings in our portfolio. Our investment criteria are strict, and if a security violates our investment
process, it will be removed. In our view, we are able to minimize cognitive biases and narratives through the objectivity
of our process and the minimization of subjective inputs. It’s these same foundational principles that we believe make
our process highly repeatable.
Behavioral biases, coupled with advanced degrees and industry credentials, can be a toxic combination if one is not
careful. We believe that in investing, adherence to a process ultimately dictates success. As professional investors, it
is central to how we invest client assets. It’s important to remind ourselves that we can’t intuit relationships between
factors and we’re subject to narrative biases, so we would be better served by focusing on objective analysis.
None of us are here to say that we’re immune to these biases. In fact, we’re habitual offenders. What’s important is
that we stay committed to our process. It can be agonizing to miss a big inflection in a stock price based on a company’s
latest narrative. However, we remind ourselves, if it is truly impactful, the opportunity will express itself in earnings
expectations and we’ll pick it up on our model. If we ignore our process, we risk experiencing a dislocation between
the stock’s price and it underlying economics. To that effect, we intentionally don’t know the price of our stocks as we
analyze them, but we do know their factor scores.

KUDZU OF THE MIND
The year 1876 was not only our country’s first centennial, it was also a year that lives in infamy for many southerners.
Let us explain. Kudzu was introduced from Asia to the United States at the 1876 Centennial Exposition in Philadelphia. It
is a Japanese vine that is ornamental in nature, can shade porches, and can be very effective in managing soil erosion.
For laudable reasons, it flourished during the Dust Bowl of the early to mid-1930s.
The problem is that kudzu is also very invasive. It can choke off ecosystems, destroying native plants, including trees. It
is also immune to most commercial herbicides. We may not have realized its deleterious effects for decades, but today,
kudzu is facetiously referred to as the “vine that ate the South,” due to the South’s favorable climate that fuels its broadbased infestation.1 People have learned to control kudzu by physical means, but it is a relentless commitment.
How is this relevant to behavioral finance? Because we believe behavioral biases can be thought of as the “kudzu of the
mind”—they won’t go away, you need to control them, and it requires an arguably lifelong commitment. If we accept this
reality, we’re better able to stick to dispassionate, objective decision making, which is one of our core tenets of investing.
And yes, we keep our metaphorical “sickles” handy at all times.
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In many respects, Kudzu suffers from its own narrative biases. Bill Finch’s September 2015 Smithsonian Magazine’s article, “The True
Story of Kudzu, the Vine That Never Truly Ate the South” (http://www.smithsonianmag.com/science-nature/true-story-kudzu-vineate-south-180956325/), objectively explores the myth versus reality of Kudzu. It may be a decent metaphor, but it’s not as invasive
as many believe.
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This publication is for informational purposes only and reflects the current opinions of PNC Capital Advisors, LLC as of July 2018.
Information contained herein is believed to be accurate, but cannot be guaranteed. Opinions represented are not intended as an
offer or solicitation with respect to the purchase or sale of any security and are subject to change without notice. Statements in this
material should not be considered investment advice, a forecast or guarantee of future results. To the extent specific securities are
referenced herein, they have been selected by the author on an objective basis to illustrate the views expressed in the commentary.
Such references do not include all material information about such securities, including risks, and are not intended to be
recommendations to take any action with respect to such securities. Indices are unmanaged, do not reflect the deduction of any
fees normally associated with an investment management account, including investment advisory fees. Indices are not available
for direct investment.
The information provided is not directed at any investor or category of investors and is provided solely as general information
about the products and services of PNC Capital Advisors, LLC and to otherwise provide general investment education. None of the
information provided should be regarded as a suggestion to engage in or refrain from any investment-related course of action as
PNC Capital Advisors, LLC is not undertaking to provide impartial investment advice, act as an impartial adviser, or give advice in
a fiduciary capacity. PNC Capital Advisors, LLC does not provide legal or tax advice. The information contained in this piece should
not be considered legal or tax advice; questions regarding your specific situation should be directed to your legal or tax advisor.
This publication has been prepared without taking into account your objectives, financial situation or needs. Before acting on this
information, you should consider its appropriateness having regard to your objectives, financial situation or needs. If you are an
individual retirement investor, contact your financial advisor or other fiduciary about whether any given investment idea, strategy,
product or service may be appropriate for your circumstances. Past performance is no guarantee of future results.
PNC Capital Advisors, LLC is an SEC-registered investment adviser, offering an array of investment strategies. Registration with
the SEC does not imply any level of skill or training. PNC Capital Advisors, LLC is an indirect subsidiary of The PNC Financial
Services Group, Inc. PNC Capital Advisor’s strategies and the investment risks and fees associated with each strategy can be
found within Part 2A of the firm’s Form ADV, which is available at https://pnccapitaladvisors.com.
PNC Capital Advisors, LLC serves as investment adviser and co-administrator to PNC Funds and receives fees for its services.
PNC Funds are distributed by PNC Funds Distributor, LLC, which is not affiliated with the adviser and is not a bank. PNC Funds
Distributor, LLC is a registered broker-dealer and a member of the Financial Industry Regulatory Authority, Inc. (“FINRA”).
Before investing in any mutual fund, you should consider the investment objectives, risks, charges and expenses carefully before
investing. A prospectus or summary prospectus with this and other information for PNC Funds may be obtained at 1-800-622-FUND
(3863) or www.pncfunds.com. Please read it carefully before investing.
Investing involves risk, including the possible loss of principle amount invested.
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