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(UBS)

May the force (of compounding)
be with you, always

01 May 2025, 6:09 pm CEST, written by UBS Editorial Team US Editorial Team

In honor of Star Wars Day (“May the Fourth be with you!”), let’s ignore Han Solo’s request (“Never tell me the
odds!"”) and explore why understanding the odds is actually crucial for investors.

For example, looking at the historical probability of gains and losses in the S&P 500 over different time horizons shows
that the probability of seeing a loss on any given day is about 46%, but losses have been much less common for longer
time horizons. Stocks have never experienced a loss over a 20-year period. Balanced, well-diversified portfolios' gains are
even more consistent, especially over longer time frames.

This has two main consequences:

1. Short time horizons make investing feel riskier.
Unless you're a droid, it's likely that you suffer from a behavioral bias known as “loss aversion,” which means that you
will tend to feel the pain of losses about twice as strongly as the pleasure from gains.

The effect of loss aversion can be supercharged when it's combined with the fact that losses are much more common
over short holding periods. This combined effect (which behavioral economists call “myopic loss aversion,” referring to
myopia/short-sightedness) means that you will experience more stress and fear when you look at returns more frequently
and over shorter time frames.

2. Short-term investing requires a different approach.
Each dollar (or Imperial Credit) in your portfolio is earmarked for spending at some point in the future. It's likely that
the bulk of your portfolio is earmarked for spending that's more than a decade away, in which case there is a very good
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chance that you will be able to grow your investment considerably, and only a small chance that you will experience a loss
—especially if you are invested in a balanced, well-diversified portfolio. If you do have cash flow needs from your portfolio
in the next few years, focus your attention on protecting that part of your portfolio first and foremost.

Recommendations

Shortsightedness can skew your perception of risk and reward. The more often you check your portfolio, the more likely you
are to encounter losses, which can trigger anxiety and lead to impulsive decisions—like selling in response to a temporary
market decline instead of sticking with your long-term plan.

The good news is that we have some powerful tools to help us combat myopic loss aversion:

1. Focus on long-term returns. As we've discussed, short-term returns are chaotic, testing your patience and tempting
you to overtrade your portfolio. Choosing to focus on long-term returns—and the context of your goals—can help you
foster a healthier perspective of markets' risks and opportunities.

2. Use others' fear to your advantage. When we look at investor sentiment, we find a “pessimism paradox”: when
investors are fearful or pessimistic, it tends to precede higher-than-average market returns.

3. Switch off your targeting computer. Rather than relying on forecasts to determine when you need to protect yourself
against a potential bear market, we recommend building a portfolio that structurally protects you from the risk of poor
short-term returns.

4. Give yourself credit for your progress. Loss aversion is one reason we don't generally become happier with our
portfolios over time. If you are in a balanced, well-diversified portfolio, its long-term growth is likely to be far more durable
than its short-term losses.

5. Embrace illiquidity. Consider adding illiquid investments to your portfolio—for example, private markets (equity, credit,
infrastructure, real estate), hedge funds, and structured investments. These investments may help you to improve your
return potential without increasing your anxiety.

Conclusion
Resisting the urge to focus on short-term market moves and embracing the long-term probabilities can help you become
a more powerful investor than you can possibly imagine.

To paraphrase Master Yoda: “Fear is the path to underperformance. Fear leads to myopia, myopia leads to loss aversion,
loss aversion leads to underperformance.”

To learn more about our solutions and recommendations, see the full report: Fear is the path to underperformance,
30 April 2025.

Disclaimer

This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by
FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes former
Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS AG and a
member of FINRA/SIPC. Additional Disclaimer relevant to Credit Suisse Wealth Management follows at the end of this section.
This document and the information contained herein are provided solely for your information and UBS marketing
purposes. Nothing in this document constitutes investment research, investment advice, a sales prospectus, or an offer or
solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security, investment
instrument, or product, and does not recommend any specific investment program or service.

Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be suitable
or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal
restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No
offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any person
to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the
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information contained herein. The views and opinions expressed in this material by third parties are not those of UBS.
Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising
from the use or reliance of all or any part thereof.

All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or
elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly stated,
no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.

Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures
may not be based on complete 12-month periods which may reduce their comparability and significance. Historical performance
is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document
may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the extent permitted
by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or
duty of care for any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance
on the information contained in this document or for any decision based on it.

Additional Disclaimer relevant to Credit Suisse Wealth Management: Except as otherwise specified herein and/or
depending on the local entity from which you are receiving this document, this document is distributed by UBS Switzerland AG,
authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Your personal data will be processed
in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website
https://www.credit-suisse.com. In order to provide you with marketing materials concerning our products and services, UBS
Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you
notify us that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your
Relationship Manager.

Please visit https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-
disclaimer.html to read the full legal disclaimer applicable to this document.
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