The Psychology of Money:
Why People Make Emotional
Financial Decisions

Most people understand the basics of good financial behavior. They know that saving matters, that
markets fluctuate, and that long-term plans typically work better than emotional reactions. Yet many
still find themselves second-guessing decisions, avoiding money conversations, or reacting strongly
during uncertain times.

This disconnect isn’t about intelligence or discipline. It's because money decisions are often about more
than just numbers—they're also shaped by emotions, habits, and experiences. Recognizing these influences
is the first step toward building healthier financial habits over time.

@ Your Money Story Shapes Your Money Habits
Financial behavior is rarely the result of one major decision. More often, it’s influenced by
patterns repeated over years—spending routines, saving behavior, and reactions to market
changes that develop gradually and become automatic.

These habits tend to be affected by early experiences with money: how your family talked about
it (or didn’t), moments of financial stress or abundance, and lessons learned during formative
years. Someone who grew up experiencing financial instability may prioritize safety above all else.
Someone whose family had steady financial growth may feel comfortable with uncertainty. If your
parents never discussed money, you might avoid financial conversations even when they’re
urgently needed.

Understanding your personal money history helps explain why certain financial situations feel
comfortable or uncomfortable to you. That self-awareness is the foundation for
meaningful change.
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@ 2 Emotions That Drive Most Money Decisions

Fear is a typical reaction during times of uncertainty, such as market volatility, economic
headlines, health concerns, or job transitions. Fear can lead to thoughtful caution, which is
valuable. But it can also result in paralysis: avoiding investment conversations, keeping too much
in cash, or postponing important decisions entirely.

Optimism often surfaces during periods of stability or growth. It fuels confidence and action,
which can be productive. However, it can also lead to overconfidence—taking on excessive risk,
assuming favorable conditions will continue indefinitely, or underestimating how quickly
circumstances can change.

Both of these emotions can affect financial decisions, but neither is the enemy. Problems arise
when decisions are made entirely from an emotional place, without considering logic or data.
When that happens, choices may reflect immediate feelings while ignoring longer-term intentions.

@ The Power of the Pause

You don’t need to eliminate emotions or analyze every purchase. But you can develop one simple
habit that can dramatically affect financial outcomes: pause before acting.

When you're about to make or postpone a financial decision, ask yourself three questions:

Am | reacting to something recent or following my long-term plan? If the news cycle or a recent
event is driving this decision, a 48-hour pause before acting could help clarify things.

Am | trying to avoid short-term discomfort or build long-term security? Sometimes avoiding
discomfort is wise. Other times, it's procrastination in disguise.

Would this still make sense if circumstances changed? If your reasoning works only in one
specific scenario, the decision might be too narrow.

These questions can help create a balance between impulse and action. That pause allows
decisions to be guided by perspective rather than emotion, so they make sense in the long term.

9 The Power of the Pause:
e 3 Questions to Ask Before Making a Money Decision

When emotions are running high, pause before you act. A short pause can help
turn a reactive moment into a more thoughtful choice. Ask yourself:

. . Would this still
What's driving this What am | 3 ” i
decision right now? *  trying to solve? jy mate sensel
’ ’ things changed?
Am | responding to recent Am | trying to relieve anxiety or Would | feel comfortable with
news, a market swing, or a uncertainty right now? this choice if circumstances

? i ?
stressful event? Or am I supporting financial looked different?

Or does this decision align stability over time? Does it rely on one specific

with my longer-term priorities? Why it matters: Avoiding outcome?
Why it matters: Short-term discomfort can feel helpful in the Why it matters: Decisions that
events often feel urgent, but moment, but it may delay progress work across multiple scenarios
they don’t always warrant if it becomes a habit. tend to be more resilient.

long-term decisions.

The Takeaway: You don't need perfect answers. The pause itself is the point. Creating space
between emotion and action helps decisions feel more intentional—and easier to live with later.
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What This Looks Like in Practice

Consider someone checking their investment account daily during market volatility. Each check
triggers an emotional response—anxiety when values drop, relief when they rise. Before long,
they’re thinking about selling to “stop the losses” or “lock in gains.”

The pause questions help here: Am | reacting to something recent? Yes—today’s market drop. Am
| avoiding discomfort or building security? Avoiding discomfort. Would this make sense if
circumstances changed? If the market recovered next month, I'd regret selling.

That awareness doesn’t guarantee the “right” decision, but it helps to make a more intentional
one. Maybe they decide to check their account monthly instead of daily. Maybe they reaffirm their
long-term strategy. Either way, they’re responding thoughtfully rather than reacting emotionally.

A Professional Perspective

One of the most valuable aspects of working with a financial advisor isn’t just technical
expertise—it’s the outside perspective. When you'’re in the middle of an emotional reaction, it's
difficult to see clearly. An advisor can help separate feeling from fact, especially during major
transitions or periods of volatility.

Building a Healthier Relationship with Money

A healthier relationship with money develops through understanding personal tendencies and
building systems that account for real human behavior. This doesn’t mean achieving perfect
rationality or never feeling anxious about money; it means recognizing patterns, creating helpful
structures, and making intentional choices.

Some people benefit from automating savings so emotion doesn’t enter the equation. Others
need to limit how often they check account balances. Some find it helpful to establish decision
rules in advance; for example, “ won’t make investment changes based on single-day market
moves” or “I'll wait 24 hours before any purchase over $500.”

The specific strategies matter less than the underlying principle: acknowledge how psychology
influences your choices, and then design systems that work with your tendencies rather than
against them.

Start small. The next time you feel an urge to make a financial move, just pause. Notice how
you're feeling. Ask yourself those three questions. Then decide.
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