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“Wall Street makes its money on activity; you make your money on inactivity.”
— Warren Buffet
THE GROUNDBREAKING WORK of psychologists Daniel Kahneman and Amos Tversky
in the 1970s to 1980s and follow-up research conducted over the last three decades have
revealed striking insights on the complex ways in which the human mind operates. In his
2011 best-seller Thinking, Fast and Slow, Kahneman, winner of a Nobel Memorial Prize in
Economic Sciences, crystallized those theories, countering traditional economic theory
by demonstrating that humans are not always rational in their decisions, that we make
financial decisions based on emotions and cognitive biases.
Such behavior results in several tendencies that are counterproductive to our efforts as
investors. One of the most common, according to behavioral finance, is loss aversion.
Research shows that we feel twice as bad about a financial loss as we feel good about
a gain; the pain of losing is twice as intense as the pleasure of gaining. This has a huge
impact on us as investors. Our aversion to loss, our anxiety and fear, can stand in the way
of investment success. We need look back no further than last March, as the COVID-19
pandemic cratered our economy, to demonstrate the theory at work. Investors dumped
stocks as the markets declined, then didn’t get back into the markets until June or July.
They lost on both sides, selling undervalued equities and paying too much when they
bought back.
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Loss aversion plays out in other ways in portfolios. Portfolios can be too conservative;
investors fearing volatility hold cash as perceived security. But that security comes
at a sneaky cost, as inflation erodes purchasing power. We advise our clients to have
enough cash to pay their bills for six months and their mortgage for up to two years,
should their income be interrupted. Being too conservative is the main reason investors
underperform in the market.
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There are ways to outsmart our behavioral tendencies. One is to review your financial
goals routinely, to remind yourself why you decided to invest. We got into the market
because we want to make money passively. The average annual return of the U.S. stock
market over the last 50 years is 10.9 percent; historically, stocks have grown, on average,
more than 10 percent a year. Of course, there are ups and downs; markets rise and fall.
Another weapon against loss aversion is a properly diversified portfolio. Work with
your advisor to create and maintain a portfolio that balances your goals and your risk
profile. Don’t let the financial media deter you. Don’t change your allocation based on
your relatives’ or friends’ portfolios. Stay the course. Heed Warren Buffet’s warning:
“Wall Street makes its money on activity; you make your money on inactivity. I mean
if everyone in this room trades their portfolio around every day and with every other
person, you know, you’re all going to end up broke and the intermediary’s going to end
up with all the money.”
Dollar cost averaging is another way to avoid losing money to your emotions. Just as you
divide investing a significant sum of money over a period of months, consider the same
approach to selling stock. A client who wanted to withdraw $100,000 last March was
able to save a substantial amount of money by taking out $20,000 each month over the
next five months, instead of all at once.
You have invested money because you want to build wealth for your family or to retire
securely. Keeping that at the forefront of your thinking will help you stay your investment
course and avoid substantial losses in volatile markets.
IMPORTANT DISCLOSURES
The information included in this document is for general, informational purposes only. It does not contain any investment advice and does not address
any individual facts and circumstances. As such, it cannot be relied on as providing any investment advice. If you would like investment advice
regarding your specific facts and circumstances, please contact a qualified financial advisor.
Any investment involves some degree of risk, and different types of investments involve varying degrees of risk, including loss of principal. It should
not be assumed that future performance of any specific investment, strategy or allocation (including those recommended by HBKS® Wealth Advisors)
will be profitable or equal the corresponding indicated or intended results or performance level(s).
Past performance of any security, indices, strategy or allocation may not be indicative of future results.
The historical and current information as to rules, laws, guidelines or benefits contained in this document is a summary of information obtained from
or prepared by other sources. It has not been independently verified, but
was obtained from sources believed to be reliable. HBKS® Wealth Advisors does not guarantee the accuracy of
this information and does not assume liability for any errors in information obtained from or prepared by these
other sources.
HBKS® Wealth Advisors is not a legal or accounting firm, and does not render legal, accounting or tax advice. You should contact an attorney or CPA if
you wish to receive legal, accounting or tax advice.
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Denise Williams is a financial advisor in the HBKS® office in Naples, Fla. Her
industry expertise includes construction, agriculture and workers’ compensation.
In addition to her designation as a Certified Financial Planner, she is a CPA, having
joined HBK CPAs & Consultants in 2005 as an auditor. You can reach Denise at
239-919-1268, or by email at dwilliams@hbkswealth.com.
Investment advisory services are offered through HBK Sorce Advisory LLC, doing business as HBKS Wealth Advisors. NOT FDIC INSURED - NOT
BANK GUARANTEED - MAY LOSE VALUE, INCLUDING LOSS OF PRINCIPAL - NOT INSURED BY ANY STATE OR FEDERAL AGENCY
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Emerging
markets require
a higher risk
tolerance than
the equities
of developed
nations. But
they also offer
the potential of
greater rewards.
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