
HUMANS ARE HORRIBLE INVESTORS
The average investor ends up with only about half the market 
returns over long periods of time. The U.S. stock market return 
(Standard & Poor’s 500 index) has been 9.85% per year over 
the past twenty years through 2014. The average equity mu-
tual fund investor’s actual return over that same time period 
has been only 5.19% per year, according to Dalbar, Inc. How can 
investors be so bad?

ARE HUMAN BRAINS HARD-WIRED  
TO BE HORRIBLE AT INVESTING?
Humans are emotional, and emotions are one of the key  
enemies of successful long-term investing. Our brains are hard-
wired to be good at surviving by running away from danger. If 
we come across a bear in the woods, we run away from danger 
and towards safety. If we experience a scary bear market, we 
want to run away from danger, and toward safety, by selling stocks (typically after they are already down significantly) and run to 
cash. Fear often takes over long-term rational thinking. The opposite happens in a bull market, where greed often takes over ratio-
nal long-term thinking. In a bull market, people want to buy more of whatever has been going up the most, because it seems like 
fast money, and everyone else is doing it. Most investors know they should buy low and sell high, but their emotions cause them to 
sell low and buy high repeatedly. Investments are one of the few products where people naturally want to buy less of them when 
they are on sale, and more of them when they are marked up. 

TYPES OF BEHAVIORAL MISTAKES
Emotions and behavioral mistakes leading to poor investment decisions is the single largest contributor to the huge underperfor-
mance most investors experience. Panic selling (loss aversion) is one of the most common mistakes. After a drop in the market, 
many investors feel anxious and uncomfortable and want to sell stocks (low) to prevent further possible losses. When stocks drop 
in a bear market, it often happens quickly and dramatically. Studies have shown that investment losses hurt twice as much as gains 
make us feel good. Many investors also make decisions about one part of the portfolio without considering the effects on the total 
(narrow framing). Other common behavioral mistakes include following what everyone else is doing (herding), not making a deci-
sion because of regret of a previous failure, lack of diversification, and being overly optimistic about future returns. Many investors 
also project recent trends (good or bad) to forecast the long-term future (recency bias). When the recent trend changes, they often 
are surprised and panic or overreact. Our brains are excellent at quickly spotting patterns or trends, when often in reality there is 
not a reliable pattern or trend. We often confuse correlation with causation. 

MARKET VOLATILITY INCREASES EMOTIONS
When the markets experience a sudden drop in value, emotions are usually triggered. Investors often feel pain, sick to their stom-
achs, anxious, and uncomfortable. Our brains are naturally wired to want to “do something” to avoid the danger and seek safety. 
Those fears can be compounded by the barrage of media outlets that “fan the flames” of those fears to benefit themselves. Often 
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the best response for investors after a market drop is to do nothing, which is not a natural response. Investor feelings about the 
volatility of the markets and their portfolio is usually directly related to how often they check them. If the volatility is bothering 
you, ignore the markets in the short-term and stop watching it daily/weekly.

THE FINANCIAL MEDIA ARE NOT HELPFUL
The purpose of the financial media is not to help you become a better long-term investor. They seem to do everything they can 
to throw investors off course by focusing on the short-term noise. Their job is to attract viewers and sell ads to make money 
for themselves. The media tries to keep people watching by focusing on the action, the short-term, the volatility, and making it 
seem exciting. They try to entertain people, create a sense of urgency, and to sensationalize the news and market moves. They 
want you to feel like you need to do something, anything, about your portfolio right now. They project the illusion of certainty 
with “expert” forecasters. These experts forecast the markets (next week) with absolute confidence and certainty. They act 100% 
confident in their forecasts, in spite of only being right approximately half of the time. Our brains hate uncertainty, so we want to 
believe the experts who present their forecasts about where the market is going with confidence and certainty. In reality, these 
experts have no idea what will happen in the future, and why should we even care what happens in the markets in the next 
week or month?

AVOIDING BEHAVIORAL MISTAKES
The key to avoiding emotional investment mistakes is to have a solid, long-term investment plan and strategy and stick with 
it. Hope for the best, but be prepared for the worst. Remember that financial markets are not predictable in the short-term. 
Forecasts by “experts” are usually not accurate. Don’t invest based on someone’s prediction or forecast. Past (or recent) returns 
are not indicative of future returns. It is not possible to consistently and successfully “time the market.” It is not wise to “chase 
performance” or to panic and sell low after a significant market drop. Be sure the risk of your portfolio is conservative enough 
that you can handle a downturn without losing sleep. Focus on the long-term and stop checking the markets and the value of 
your portfolio too often. The best default reaction to nearly any piece of news is likely to do nothing. Remind yourself that there 
are certain things you cannot control, such as the future market direction, the economy, interest rates, etc. Focus on what you 
can control such as your savings rate, diversification, portfolio risk, investment strategy, and investment costs. Remember that the 
long-term direction of the market is up, and it typically does not take all that long for the market to recoup losses experienced 
in a bear market.

THE VALUE OF AN UNEMOTIONAL INVESTMENT ADVISOR
Investor returns can be improved dramatically if these natural emotional tendencies to 
“buy on greed” and “sell on fear” are replaced with a disciplined, long-term investment ap-
proach. These mistakes are costing investors on average 4%-5% per year in returns, and are 
having devastating effects on their ability to retire comfortably and reach their long-term 
goals. Closing this large performance gap by eliminating common behavioral mistakes is 
just one important way we add value for our clients. It is also very helpful to have a good 
advisor to talk through your feelings when the markets get volatile and you are feeling 
uncomfortable. It is completely normal to feel anxious when the market is dropping sig-
nificantly, but how we react (or don’t) to these feelings is critical. We help clients take the 
emotions out of investing by using a disciplined, long-term, steady, proven approach to building wealth. 

“Our mission is to save 

people from the financial 

services industry, and 

from themselves, one 

investor at a time.”


