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Information Overload: Unraveling The Paradox Of
Investment Knowledge

| receive a never-ending stream of investment research and news emailsin my inbox. Most of them are
unsolicited, and | usually ignore them. But arecent email from arespected research firm piqued my
interest; it contained a 60-dlide deck of fascinating economic and investment charts. The deck was
fantastic, highlighting various quirks of the current state of the economy and markets compared to the
past. My perusal of the slides makes me feel better informed.

But am | really? What if all the information | gained from the slide deck is counterproductive?

Too Much Information

In 1956, George Miller published one of the most famous papersin the history of psychology called: “
The Magical Number Seven, Plus or Minus Two: Some Limits on Our Capacity for Processing
Information.” In the paper, Dr. Miller described the phenomenon of us being able to only store five to
nine items of information in our working memory (or “seven plus or minus two”). Working memory
has a duration of about ten to fifteen seconds and contains information that hel ps us move from one
thought to the next and allows us to do quick and dirty calculations. It’s where we do our thinking.

As we move through our lives, making decisions and guessing what the future holds for us, we don’t
usually think about the limits of our working memory. Typically, we like to have more information,
not less. Thisis especially true when faced with uncertainty because collecting more information isa
primary strategy for battling uncertainty. But possessing more information can inflate our confidence
without improving our predictive or decision-making abilities.


https://www.oxfordlearnersdictionaries.com/us/definition/english/peruse
https://psycnet.apa.org/doiLanding?doi=10.1037/h0043158
https://psycnet.apa.org/doiLanding?doi=10.1037/h0043158
https://psycnet.apa.org/doiLanding?doi=10.1037%2Fh0043158
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For example, researchers from the University of Chicago and the University of Toronto tested college
football fans' ability to predict the outcome of games by using differing amounts of information. In the
experiment, team names were replaced with letters (e.g., Team A, Team B, etc.). In the first round, the
fans were given six items of information about each team and asked to predict winners. Thiswas
repeated for atotal of six rounds, but at each round, the subjects received six more items of
information about the teams (i.e., in round one there were six items of information, in round two there
were twelve, and so on).

How did the fans do? Pretty well. They picked winners about two-thirds of the time. However, that
success rate hardly budged throughout the six trials. Having additional information didn’t give them
any significant advantage. What did increase with each round, however, was their confidence in their
predictions (see figure below).

Accuracy and Confidence of
Predictions from Participants

0.9
= (O = Confidence

@ Accuracy
0.8

0.7 ‘O

Proportion Correct

0.6

0.5

04 T T T T

Trial

Predicted versus actual proportion of correctly
chosen winners in Experiment 1

Increasing information leads to greater confidence but doesn’t increase accuracy.
FROM: CLAIRE TSAl, JOSHUA KLAYMAN, AND REID HASTIE, * EFFECTS OF AMOUNT OF INFORMATION ON JUDGMENT ACCURACY AND
CONFIDENCE,” ORGANIZATIONAL BEHAVIOR AND HUMAN DECISION PROCESSES 107, NO. 2 (2008).

The same thing happens in the investment realm. More information |eads to more confidence, but
after acertain point it impedes the ability to make decisions. For example, a study of venture
capitalists found, “the more information about the venture provided to the [venture capitalists], the
less able they were at predicting outcomes.” Multiple other studies reach this same conclusion:
seeking more information is counterproductive.



https://www.researchgate.net/publication/220534740_The_Effectiveness_of_Simple_Decision_Heuristics_Forecasting_Commercial_Success_for_Early-Stage_Ventures
https://www.researchgate.net/publication/220534740_The_Effectiveness_of_Simple_Decision_Heuristics_Forecasting_Commercial_Success_for_Early-Stage_Ventures
https://www.sciencedirect.com/science/article/abs/pii/S0749597808000460?via%3Dihub
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How to Fight the Information Paradox

Should investors eschew al news and information and have agoal of complete ignorance? No. But
drinking from afire hose of information and drowning ourselves in datais not the answer. Here's
what you should do instead:

e Limit your consumption of financial news. You don’'t need to know everything going onin
the markets and economy to be a successful investor. Instead of immersing yourself in the
daily torrent of news, try limiting yourself to just 10 — 15 minutes a day of news consumption.
If you are abig consumer of financial information, thiswill be hard because we get a hit of
dopamine (which signals feelings of pleasure to the brain) when we take in information, which
makes our brains crave more.

e Create alatticework of mental models. Mental models are conceptual structures that help us
understand how the world works. They are bits of knowledge or wisdom we file away in our
heads to help us make decisions. As| write in my book, The Uncertainty Solution: How to
Invest with Confidence in the Face of the Unknown, great investors create a latticework of
mental models to help them make decisions. Reading books about investing is a great way to
gain investment wisdom and build a latticework of investment mental models — my book
contains 35 essential investment mental models. Here' salist of good investment books for
beginning investors.

e Practice humility. Realize that the information paradox applies to you and not just to other
people. The more information you consume, the more confident you'll be about what you think
will happen. Y et, because of brain limitations, that additional information harms your decision-
making capabilities. Always keep in mind that more information isn’t always better.

It's hard to turn off the noise swirling around us and to focus on what matters; we've evolved to
crave information. But by pulling back, taking a bigger-picture view, and building investment
wisdom through mental models, you' [l have less worry and, ultimately, more money.

S. Louis Trust & Family Office is an independent, multi-family office and trust company that advises
clients on more than $10 billion of investment assets and more than $12 billion of total wealth.
Founded in 2002, &. Louis Trust & Family Office provides halistic, high-touch client service
including customized, independent investment management and a full range of family office and
fiduciary services. The firm serves a limited number of clients with substantial wealth in order to
maintain very low client-to-employee ratios. Visit stlouistrust.com to explore how the firm manages
complexity with unmatched expertise and focuses on Family, Always.
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https://johnmjennings.com/the-uncertainty-solution-better-investing/
https://shepherd.com/best-books/novices-to-learn-about-investing
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