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Don’t Be Your Own Worst Enemy

Provided by Liberty National Wealth Management

One of the most well-known investors of the 20th Century, Benjamin Graham, said that "the investor's chief
problem—and even his worst enemy—is likely to be himself."

What Graham understood—and modern research is catching up to—is the idea that we all have emotions and
biases that affect our decision-making. The innate wiring built to survive pre-modern times can be
counterproductive in our modern world, especially when it comes to investing.

Let's take a quick look at a few of the human emotions and biases that can adversely impact sound investment
decision-making.

Fear and Greed — These are the two most powerful emotions that move investors and investment markets.
Each emotion clouds our capability for rational and dispassionate decision-making. They are the emotions that
lead us to believe that prices may continue to rise (think the Tulip price bubble of 1636) or that everything has
gone so wrong that prices may not recover (think Credit Crisis of 2008-2009).

Some investors have found a way to conquer these emotions, be brave when everyone else is fearful, and resist
the temptations of a too-exuberant market.

Overconfidence — Peter Bernstein, a noted economic historian, argued that the riskiest moment may be when
we feel that we are right. It is at that precise moment that we tend to disregard all information that may conflict
with our beliefs, setting ourselves up for investment surprise.

Selective Memory — Human nature is such that we tend to recast history in a manner that emphasizes our
successes and downplays our failures. As a result, we may not benefit from the valuable lessons failure can
teach. Indeed, failure may be your most valuable asset.

Prediction Fallacy — Humans have an innate desire to recognize patterns and apply these patterns to
predicting the future. We erroneously believe that because "A" occurred and "B" happened that if "A" happens
again, we can profit by anticipating that "B" will repeat. Market history is littered with examples of "rules of
thumb™ that have worked until they no longer worked.

Eliminating Emotion. Many investors “stir up” their investments when major events happen, including births,
marriages, or deaths. They seem to get a renewed interest in their stocks and/or begin to second-guess the
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effectiveness of their long-term strategies. A financial professional can help you focus on your long-term
objectives and may help you manage being influenced by short-term whims.

Financial markets are complex and unpredictable. Our endeavors to tap their opportunities to pursue our
financial goals are best realized when we don't burden the enterprise by blindness to the inherent behavioral
obstacles we all share.

If you are interested in learning more about the services Liberty National Bank can provide, please
contact us for a free consultation at our wealth management locations in Downtown Sioux Falls or
Dakota Dunes.
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