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Market Ups and Downs 
 

We began our financial planning business in 2001, just before the tragedy of 9/11. The 
impact of that tragedy on the financial markets gave us our first glimpse into the power 
investors’ emotions play in making financial decisions. Since then, we have 
experienced some of the worst market downturns in recent history; and as a result, we 
have learned many valuable lessons.  

Many investors are their own worst enemies when it comes to making smart 
investment decisions. The most recent example is the severe market downturn in the 
last quarter of 2018, when many investors panicked and sold their stocks. In 2008, the 
worst recession since the Great Depression, investors became really spooked, and 
many bailed out, some permanently, when they saw their investments drop as much as 
57%. This of course was triggered by the proliferation of sub-prime mortgages, the 
subsequent real estate bust and banking crisis.   

From 2002-2007, however, the markets re-bounded and stock prices doubled after the 
dot-com bust. Beginning in March of 2009, after devastating losses in 2008, the 
longest bull market in history began and lasted 9 years. The year 2018 ended that bull 
run.  Many investors who exited in 2008, however, never returned to the market or 
were very late to the party. 
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The below chart demonstrates the importance of staying disciplined and not allowing 
major events to derail one’s long-term investment strategy. 
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Mistakes Investors Make 
 

The markets can be your best friend and create substantial wealth for you and your 
family. They can also be your enemy when you see your hard-earned money suffer 
devastating losses, and you feel intense emotions about those losses. 

 

Irrational Exuberance 
 

The term “irrational exuberance” was coined in the late 1990’s when investors bought 
up dot-com stocks in droves, even though many of these stocks never made money or 
had nosebleed price to earnings ratios (valuations) if they did show a profit. We 
remember watching many market analysts call Warren Buffett a “dinosaur” since he 
didn’t buy into the internet mania. His simple explanation was that he didn’t 
understand these stocks and what made them so attractive since they never turned a 
profit. The end of the Nasdaq’s 1990’s bull market run began on March 10, 2000, the 
day when the index topped and then quickly turned into a bear market, which is 
described as a loss of 20% or greater from a market’s high. 

 

Timing the Market 
 

Perhaps the biggest mistake that investors make is believing that one can time the 
market. In a downturn we often hear financial TV pundits telling investors to take their 
profits and move to cash, which creates emotions of fear causing many investors to 
panic. The problem is that the “experts” never tell investors when to get back into the 
markets. Oftentimes, it is too late to get back in once a market rebounds, and once you 
are out of the market for a while, you leave money on the table as the market goes up 
quickly and unexpectedly. So, timing the markets correctly requires knowing exactly 
when to get out and when to get back in, which is a nearly impossible task. 
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Biases that Derail Your Investments 
 

Successful investors possess the important trait of emotional stability, meaning they 
base their investment decisions on practical and calculated information. Emotional 
investors, on the other hand, are guided by their emotions. So, how can you determine 
the inclinations allowing your emotions to sabotage your finances? 

Eric Reed from “thestreet.com” proposes the top biases that often derail investors’ 
plans and portfolios:  

 

• Focusing on an actual or perceived expertise on a narrow slice 
of the market. 
 
This bias is often exhibited by the overconfident braggards who know less than 
what they think. They become overconfident in specific areas and fail to 
diversify. Many day traders in the 1990’s who also used margins to boost the 
amounts they could invest, went bankrupt. They were brilliant investors who 
could do no wrong during those heady times! 
 

• Feeling like you never know enough to make an investment. 
 
Underconfident investors don’t believe in their own base of knowledge, and this 
results in stagnation and the inability to make decisions. This also often results 
in a portfolio stuck for years, when some changes should have been made. 
 

• Being too worried about risks to make gains. 
 
Investors must be concerned about the paralysis of “risk aversion.” This may 
result in a portfolio that is overly conservative for younger investors, such as a 
portfolio made up solely of fixed income holdings such as Treasury bonds or 
cash. 

 “A bulletproof portfolio won’t shrink, but it won’t grow 
either.” 
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• Responding to whatever the latest news was, good or bad. 
 
A “recentist” tends to invest based on the latest thing the investor heard about, 
the latest and greatest stock tip or rumors. Many investors get very excited 
about the latest IPO, only to see their investment drop 30% within a month. 
 

• Going along with the latest hot trend. 
 
This is the “herd mentality,” chasing investments and jumping on the latest 
trends. Many of the most publicized stocks, ETFs or mutual funds invariably lose 
market valuation once they are touted and pushed by TV pundits and financial 
magazines. We have observed this phenomenon repeatedly over the past 30 
years. 
 
As individual investors, we made the mistake of investing in a hot Biotech fund 
in late 1999, only to see the fund tank 80%. Needless to say, it taught us a 
valuable lesson, and we no longer chase the number one or highly touted fund 
in any area. 
 
It’s a fool’s game. Often, a hot fund manager will attract a lot of assets and then 
lose the ability to manage them. Most actively managed funds underperform 
passive funds over the long-term. 
 

• Reacting by gut instead of thinking something through. 
 
This is the investor who wants to jump at every new opportunity or exit the 
market impulsively to protect his assets.  The decisions are based on gut not on 
thoughtful research. 
 

• Seeking an investment because of a personal attachment. 
 
This bias is evident when someone develops a portfolio around what they know 
or with what they are familiar. A prominent example was Enron, where 
thousands of investors lost their life savings by investing solely in the company 
for which they worked because they were familiar, comfortable and confident in 
Enron. They completely lacked diversification. 
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• Overreacting to a past experience, usually through avoidance. 
 
This often occurs when an investor has been badly burned, (e.g., the dot-com 
crash or real estate crash), and vows to never repeat the error. Real money is 
most often made incrementally over time rather than with the “big win.” 
 
You can become a millionaire with incremental gains, developing your goals and 
financial plan, then patiently sticking with them. The power of compounding is 
so powerful, especially when you start investing young. 
 

• Ignoring the personal aspect of investing to the point of regret. 
 
You cannot ignore the emotions involved with investing, you must recognize and 
acknowledge them, and be certain that you are comfortable with your 
investments. Avoid the natural tendency to buy high and sell low. If you find it 
difficult to control your emotional investing, it may be time to seek professional 
financial planning advice. 
 

  



 

7 EMOTIONS: DON’T LET THEM SABOTAGE YOUR FINANCES 
© Copyright 2019 Gold Canyon Financial Planning, LLC 

Be Aware of the Emotional States 
 

There are many emotional states that sabotage your investing behavior. As the market 
starts to rise, investors are first reluctant, then optimistic, excited and exuberant. As 
the market begins to go negative, there is denial, fear, desperation, panic, and finally 
capitulation, despondency and depression at the market’s bottom. As the market 
starts to climb out of the bottom, often investors will feel apathetic, indifferent or 
reluctant to invest again.  

Often, investors make the absolute wrong decisions when they are anxious and lose 
focus on their long-term goals. Investors will experience vastly more volatile returns if 
they focus on a short-term horizon. Ninety-six percent of the time, 10-year returns are 
positive, while 1-year returns will be much more volatile.  

Ironically, the most active traders’ (those who have a 25% investment turnover per 
month) actual returns are less than investors who trade much less frequently. In fact, 
the vast majority of investors would do much better if they invest all their long-term 
wealth and then mostly leave it alone.  

In times of crises, investors tend to sell far more often because they are scared, 
stressed and anxious, not because they need to be in cash. According to a recent 
article written by Steve Wendel in the “Journal of Financial Planning,” the cost of 
selling investments during downturns is about 1% to 1.5% annually. Those costs really 
add up over time. That’s what happens to people who panic and hit the trade button. 
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Ask Yourself, “Can I Sleep at Night?” 
 

Risk tolerance is a term familiar to most investors. We like to think of the term as, “Can 
I sleep at night?” Historically, an all-stock portfolio yields the greatest wealth over time. 
However, over the past 45 years, such a portfolio’s performance has been negative an 
average of every 4-5 years. Of course, it would also take the greatest hit during 
recessions and in times of major crises.  

If you cannot bear seeing losses and are constantly checking your portfolio and 
the markets; you don’t belong in such an aggressive portfolio, and your chronic 
anxiety is not worth it.  

We like showing the best and worst years’ performance for various portfolio mixes 
when meeting with new clients. It helps them understand the trade-off between risk 
and return. Once we settle on the appropriate risk level for clients, we can effectively 
invest and create a financial plan and portfolio suitable to that specific client. Sticking 
with a long-term plan in which you have confidence is the best way to meet your goals 
and ignore all the market noise. 

 

Beware of the Pundits 
 

Beware of the financial news media and the “pundits” who are often on the extreme 
ends of the prediction spectrum. They’ll either promise that buying certain assets (e.g., 
gold) will make you super-rich or scare you into believing that the sky is falling and 
convince you to sell all your stocks/funds.  

Warren Buffett has often stated that he has no idea what the market direction will be in 
the short term. You would be wise to give this statement thoughtful consideration since 
he is a very successful multi-billionaire and certainly no “dinosaur.”  

If you get hooked into the pundits’ message, you will often find that they have a 
newsletter subscription or other product to sell to you. Many are in the business of 
making money off doomsday predictions and scare tactics. 
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Optimizing Your Investment 
Portfolio 
 

Diversification and Discipline are the real keys to optimizing your financial plan and 
portfolio and taking you out of the emotional traps of investing. By not letting any stock 
or fund dominate your portfolio, the overall asset allocation and the asset classes that 
we select help build solid portfolios for the best long-term results. This means having 
investments in US large cap stocks, small and medium cap stocks, international and 
emerging markets, fixed income and other asset classes as appropriate.  

A well-designed portfolio will match your risk tolerance and be consistent with 
your long-term goals. Of course, as you get older and/or as major life events 
happen, your portfolio will likely need adjustments becoming less risky. 

 

 

Major Takeaways 

✓ Develop your long-term plan. 

✓ Know your risk tolerance. 

✓ Diversify your investment 
portfolio. 

✓ Ignore all the market noise from 
the pundits. 

✓ Resist the urge to check your 
portfolio often. 

✓ Seek professional financial 
advice. 

 

Conclusion 
So, enjoy life, shut off the financial 
channels, stop checking your returns on 
a regular basis, ignore the 
daily/weekly/monthly fluctuations and 
“expert” pundits, and trust us to 
navigate the twists and turns of inherent 
market volatility. One of the most 
valuable services that we can provide is 
“talking you off the ledge” by avoiding 
costly decisions driven by emotions. 
Don’t worry, be happy!
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