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If it were not such a serious topic, it would be almost laughable 
at the sheer volume of investment experts these days.  For 
many, the ink has yet to dry on their diplomas, if they earned one, 
yet they hail themselves as a financial genius, a mastermind of 
wisdom beyond their years, just waiting with bated breath to impart 
their knowledge. I suppose all professions have persons with such 
wisdom—a little experience augmented with a little book learning, 
but self-proclaimed experts, nonetheless. The upper left side of the 
Dunning-Kruger Effect at work, I presume. The Effect applies across 
disciplines, professions, vocations, and industries. The weaker the 
education and experience, the stronger the confidence.  

As one who has earned his keep managing large investments, all 
grounded with a strong formal education, I have watched 
investments dissolve into dust from decisions rendered by poorly 
educated and weakly experienced professionals—pseudo-experts, if 
you will. Likewise, I have witnessed countless financial failures 
resulting from overconfident leaders with weak competencies who 
had strong opinions but little else. Companies have remained 
steadfast, plowing ahead while stubbornly refusing to heed strong 
financial and investment advice to invest, or not, due to pride coupled 
with incompetence.  

The CEO of a mid-sized corporation proudly invested $150 million 
in a new financial stream, only to be left hanging onto the mounting 
streams of capital, operating, and opportunity losses 10 years into 
the “investment.” Why? Because the CEO resides on the “upper left 
side,” refusing to sell; he knows best. Of course, it is always easy to 
spend other people’s money. “Oh, it will improve. Besides, I took a 
finance course in college, and I’ve worked here 20 years. I know the 
business.” I have personally witnessed such ill-advised decisions for 
more than 30 years. “We can’t sell now. We are too invested. 
Besides, what will others say?” The truth be known, they’re going to 
say, “They lost everything,” if the investment isn’t righted. Would you 
rather sell and pay what is now a $300 million investment loss, or 
allow debt to continue to mount as you work your way toward 
insolvency? Sadly, most work their way toward insolvency.  

Similar thought processes play out whether they involve capital 
investments, securities investments, or otherwise, but in the end, 
failures could have been avoided had competent persons made 
and managed the investment decisions. How I wish I had a nickel 
every time a corporation has moved forward, and failed, after I 
developed 200 pages of calculations resulting in a probability 
coefficient of profitability of only 0.3 (30.0%). It’s as if they take 
it as a personal objective to prove me wrong. 

A few years ago, we were retained to conduct scientific research 
on a complex investment scheme of just over a billion dollars for 
a corporation. While the investment had numerous dynamic 
variables, the analyses, modeling, and forecasting were no 
different than any other investigations we have conducted. After 
developing some 75 or more models for projecting various 
returns from the numerous dynamic variables, we then 
conducted the risk engineering for each risk. Finally, we 
synthesized our returns, noting our methodologies, analyses and 
modeling, findings, and recommendations for investment 
consideration. Only then did the challenge arise.  

The board of directors consisted primarily of multi-millionaires 
and billionaires, most of whom who were well educated with 
graduate degrees in management, engineering, and economics; 
one even had a PhD. They managed some of the largest 
companies in the country. Of the group, the engineering and 
economics graduates understood roughly half of our analyses 
and modeling techniques and trusted us with the rest. The MBAs 
understood less than those with graduate degrees in engineering 
and economics, but they appeared stronger at leading the board 
toward a definitive decision. Regardless, every board member in 
this specific portion of the group remained confident, yet 
respectful. They asked intelligent questions and took notes as I 
stood at dry erase boards for what seemed like weeks explaining 
our methodologies, findings, and recommendations.  
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So far, so good. Now enter the other side of the equation, the board 
members holding only undergraduate degrees or less, those who 
were placed on the board as a favor. For over 30 years, this group 
has remained challenging when explaining complex methodologies 
and findings, especially those with no education. Frankly, this group 
was lost. They understood little to none of the methodologies we 
employed and none of the analyses and modeling. But, overall, they 
had a strong opinion. Their opinions were grounded in little to no 
education, but their opinions were boldly presented with all the 
confidence they could muster, and while their accommodating 
reasons for or against the investment were founded upon nothing 
resembling sound decision making, they nonetheless presented them 
confidently. And after weeks of wrangling with this group, the strongly 
educated and experienced group of chairpersons, CEOs, CFOs, and 
vice presidents cowered to the overconfidence and sway of the 
uneducated, or lesser educated, group, opting to disregard our 
recommendations and delay the investment indefinitely. Cost of their 
decision not to invest, you might ask? $7.8 billion 

The stories I could tell… This situation had two psychological 
dynamics playing out within the group, one, groupthink, and two, the 
Dunning-Kruger Effect, a subject we will discuss later. Groupthink is 
a phenomenon occurring within groups where more educated and 
experienced professionals yield to lesser educated and experienced 
professionals who are overconfident in an effort of maintaining 
harmony and conformity within a group, which in turn, leads to poor 
decision-making, and often financial failure. Groupthink can be loosely 
compared to homoscedasticity, where there exists minimal digression 
of variance. Coined in the 1950s, groupthink wreaked havoc in this 
group, resulting in its ill-advised decision to disregard our investment 
recommendation. Unfortunately, after being led off the cliff by a 
poorly equipped board member, the board eventually dropped the 
investment altogether and moved forward into what would also 
become another prime example of groupthink coupled with one living 
on the upper left side. Again, billions lost, but what do I know?  
 
Professionally, I am an engineer, economist, and researcher. I have 
34 years of formal education and 36 years of experience (No, I am 
not 70+; rather, I worked full time and attended school full time). I 
have managed and advised on billions of dollars in capital and equity 
investments. I have wrestled through countless investment decisions 
and schemes over the years, from multi-billion-dollar capital 
investments to huge equity investments, and in my experience, the 
primary reason investments fail is due to overconfidence—
overconfidence grounded in weak education and experience. Over 
and over such has held true; unbridled confidence with little to 
support that confidence has resulted in investment failure.  
 
For years I recognized this pattern in professionals via my personal 
empirical data, and sometimes with only anecdotal data, to support 
my growing opinion. It seemed persons with the weakest educations 
and experiences had the boldest opinions, not that they could 
support their claim with a strong education and experience; they 
simply had an opinion. I suppose the squeaky wheel receives the oil. 
 
To my surprise, others had experienced similar attitudes with 
professionals across industries. Dr David Dunning and Dr Justin 
Kruger investigated the relationship between confidence and ability, 
finding an inverse relationship between confidence and ability. In lay 
terms, they determined that poorly prepared persons, those with 
weak educations and experience, or both, overcompensate with 
unmerited confidence. The weaker their ability, the stronger their 
confidence. The same holds true with investment professionals. 

Most investment professionals are poorly educated, and 
because they are poorly educated, their experience is weak. 
Their experience is a derivative of their education; as such, 
experience is never a substitute for education. For the 
investment professional, they may have a bachelor’s degree in 
finance, but that major offers very little by way of serious 
financial inquiry, nothing serious in modeling, statistics, 
econometrics, decision science, nor the like. Worse, many 
investment professionals today major in financial planning or risk 
management programs with essentially no elementary 
quantitative courses, let along serious coursework in modeling, 
statistics, econometrics, decision science, or other 
mathematically intensive courses.  
 
Subsequently, these professionals will never rise to the level 
mathematically to wrestle through advanced probability theory, 
game theory, and other decision modeling techniques necessary 
to understand computational finance and investment economics. 
The field is simply too complex for less than a strong graduate 
degree, or two, in financial engineering or similar field of inquiry. 
 
Oh, these professionals can discuss risk for hours, but they 
cannot calculate a risk coefficient. 😉 They can discuss all day 
how one should invest, but they cannot prove it with Monte 
Carlo simulation, dynamic autoregressive modeling, multi-variate 
time series modeling, or the like. Hence, very poor investment 
decisions are made daily. I see them. As recent as yesterday an 
investment professional recommended a potential client invest 
millions of dollars in one of the Vanguard funds. Why? The fund 
has averaged an annual ROI of 4.47 percent the last 10 years! 
And 30,000 runs in our modeled Monte Carlo simulation 
projected an annual ROI only 1.21 percent. Unbelievable! The 
potential client is taking a huge gamble on a potential 1.21 
percent upside. That can be earned before the market opens.  
 
Today’s investment professional needs graduate coursework in 
advanced calculus, linear systems, financial engineering, 
engineering mathematics, engineering problem-solving, 
economic systems, risk engineering, and decision theory, 
coupled with advanced statistics, econometrics, probability 
theory, and game theory, with heavy concentrations on 
statistics, econometrics, and probability theory. Additionally, the 
investment professional needs multiple graduate level courses in 
scientific research, including research design, research 
methodology, measurement, validity, and reliability; he must fully 
understand and appreciate the scientific method of inquiry for 
solving complex problems. Such can never be learned on-the-
job, as these persons have missed the fundamental courses 
involving problem solving. Conversely, the finance, financial 
planning, and risk management graduate’s background is 
grounded in soft coursework like banking, management, finance, 
planning, insurance, marketing, and sales, coursework of no 
value in investment economics, let alone computational finance. 
 
Earning strong competencies in investment economics, as well 
as those seemingly ancillary disciplines that augment and 
complement investment economics, serve all professionals in 
business and finance well, not to mention the financial 
economist, hedge fund manager, fund manager, and portfolio 
manager. Without having such often forces professionals to work 
outside their competencies, altogether. Hence, one of the 
primary reasons investments fail, be them capital, securities, or 
similar. 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Take a broker for example. A broker serves his own pleasure, as he 
has no fiduciary responsibility to the client. His responsibility is solely 
to he and his firm. Brokers and other mouthpieces with huge 
followings at JP Morgan, Smith Barney, Wells Fargo, Barclays, UBS, 
Deutsche Bank, Goldman Sachs, Citigroup, HSBC, Merrill Lynch, as 
well as a host of small local investment professionals, spout off 
erroneous advice daily. Consider a recent investment professional at 
UBS. He boldly claimed in December of 2022 that the market (S&P 
500) would hit 1,500 first quarter, 2023—he, along with multiple 
other pseudo investment experts. Well, here we are in June, and we 
are still waiting. As for our firm, we substantiated our projection that 
the market would hit 3.650, then turn upward, with complex scientific 
research, analyses, and modeling We missed that projection by a 
negligible 1.8 percent. Correct. Again. And again.  
 
Incompetencies coupled with unwarranted confidence can harm 
not only the market but the entire economy. Unfortunately, this 
plays out in the world of investment, as well as business and industry, 
daily. When we allow overconfidence to supersede sound 
competency, we set investments up for failure. But fortunately, many 
corporations and individuals have learned to appreciate the sheer 
volume of differences between an employee with no education, or 
only a bachelor’s degree and experience, with a highly qualified 
employee with a master’s degree or higher in a quantitative discipline 
with substantial experience. These professionals are not on the same 
plane. Watch this idea play out from a measured perspective through 
the Deming Kruger Effect; and while doing so, remember to 
incorporate “groupthinking” into the mix. 
 
High school graduates with only experience live in the “upper left 
side” of the Dunning-Kruger Effect. Individuals in this group may have 
great experience, but they have no education to serve as the 
foundation of their decision making…nor experience; their ability is 
constrained with a lack of education, and such especially holds true 
when attempting to operate in a world where decision-making and 
execution are primary elements to success. Nonetheless, somehow, 
these persons protect their egos by covering their lack of education 
with unbridled confidence, and in turn, offer their opinions boldly to 
whomever will listen. Such can be costly for organizations.   
 
Next, we find physicians (and dentists); again, poorly educated and 
grossly overconfident. MD degrees do not require a bachelor’s 
degree, master’s degree, doctoral coursework, nor scientific research 
for admissions, nor graduation. The MD degree is a 3-4 year training 
diploma, not an academic degree. See Yale, Chicago, Emory, Baylor, 
Virginia, and numerous other schools). This explains why physicians 
can set a broken bone (c.f. carpentry), stitch a punctured organ (c.f. 
tailoring), or replace a valve (c.f. pipe fitting), but are lost when it 
comes to issues associated with physiology and mental health; the 
latter requires real doctors, the PhDs, those who have educations, at 
least 12-16 years’ worth, not only a little training. As a point of 
emphasis, who develops the research to understand the interactions 
between the brain and heart? The physician or the doctor (PhD)? 
The doctor. Who develops the drugs to keep the disabled heart 
beating? The physician or the doctor (PhD)? The doctor. Who 
develops the research and development for new medical devices to 
keep the heart beating in rhythm? The physician or the doctor 
(PhD)? The doctor. 
 
The difference between education and training could not be more 
apparent here; hence, the reason physicians (and dentists) are not 
considered real doctors, especially in academic institutions, think- 

tanks, and research organizations, where having substantial 
education is key to understanding—and wisdom. Preparation for 
physicians and dentists is merely a few years of training that we 
all receive, as opposed to the preparation of a real doctor who 
spends decades engaged in deep learning. Subsequently, when 
we begin to understand the differences between vocational 
training and academic “education,” we begin to realize why 
thousands of patients are killed annually by physicians. But, of 
course, this does not stop these professionals from having 
substantial confidence in their abilities. And for the record, this 
is why medicine is referred to as a “practice,” rather than a 
profession; medicine is overwhelmingly vocational.  
 
Still residing at the upper left side, we move to our first real 
professional, those persons holding a bachelor’s degree… not 
as confident as the physician due to having a stronger education 
than the physician, but most often, very confident. Unfortunately, 
the undergraduate level is where we have witnessed most 
investment failures, which admittedly, is better than the deaths 
caused by physicians. The undergraduate degree holder is likely 
rich in professional failure, but often unwise to accepting that 
their incompetence caused the failure. Most often, it is someone 
else’s fault, or at a minimum, they can explain away the failure, 
especially to those lesser educated and experienced. It is almost 
akin to the psychopathic trait of manipulation. Bold. Confident. 
Fearless. And dangerous.  
 
Representing only 3 percent of society, we then find 
experienced professionals with graduate educations, those with 
a master’s degree or law degree. Through more advanced 
academic education, coupled with experience, these 
professionals begin to see the world differently, as they begin to 
realize what little they know; and such humbles them. For some, 
they begin asking fundamental questions of inquiry as to why 
we do things the way we do as their level of understanding 
deepens in their respective discipline. It is now that their 
unbridled confidence begins to slightly wane, not yet worthy of 
the word tempered, but waning, nonetheless. It is now that the 
professional becomes more useful in problem solving, decision-
making, and execution. They know enough to know some of 
what they do not know, but not enough such that it impacts the 
execution and management of their decisions; they far exceed 
the ole BS-er in decision making, execution, and management.  
 
Finally, we find the doctor residing alone—the one percenter. 
His world is dedicated to learning, understanding, and solving 
complex issues. He makes the world better through discovery. 
His ability to solve financial, investment, technical, and other 
problems is unsurpassed by other groups. He is a master at 
higher order thinking and easily applies it to wrestle through 
difficult financial, economic, and investment problems. He 
operates in a world known only to other one percenters, the 
Club, as it is referred. However, he struggles to accept that 
others do not understand his decisions, let alone his 
methodologies, despite that he realizes others have not invested 
a lifetime learning and applying sophisticated mathematics, 
statistics, econometrics, probability theory, game theory, and 
similar disciplines, all under the umbrella of the scientific method 
of inquiry.  
 
However, in time, he realizes that it is these years of inquiry that 
have tempered his professional confidence, as he learned that  
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even with his level of understanding, he has only scratched the 
surface of wisdom. He knows what he knows, and he is cautiously 
confident, but arguably and perhaps more importantly, he knows 
what he does not know. Decades of critique by other doctors, can 
have that effect. So, he moves methodically with every decision, not 
slowly, but systematically following a well-defined plan of attack 
against complex problems, knowing he is supremely qualified to 
make sense of confusion and chaos, that within the investment 
community and elsewhere. It is only when he is right does he say he 
is correct. Otherwise, his confidence forces him to say, “I don’t 
know.” 

To this end, both the Dunning-Kruger Effect and 
groupthinking explain why investments fail, at least from the 
author’s personal perspective. After 36 years of observation, 
these constructs remain the most definitive in describing why 
investments fail. Let the reader make their own observations, but 
as for this author, inability bolstered by supreme overconfidence 
remains the single most observable reason investments fail.  
 
Est quod id est. 


