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“Success in investing doesn't correlate with IQ ... what you need is the temperament to control the 
urges that get other people into trouble in investing” – Warren Buffet 

 
 Let’s admit it. We are emotional beings; and, whether we like it or not, many of our decisions 
are made not because it is the rational thing to do but because “it feels right”. This is true for decisions 
as simple as ordering dessert or buying that new phone to as major as making a career change or 
investing money. 

 Unfortunately, emotions are not the best compass to use when making investment decisions. In 
fact, more often than not, it translates to less than stellar returns. Let me illustrate this further. The 
normal market cycle includes periods of prosperity and periods of decline. When the market soars to all 
time highs, we are filled with excitement and have great confidence in the market. This leads most of us 
to flock the market and buy securities. When markets fall, so does our trust and confidence in the 
economy. Here, many of us are uncomfortable holding on to our investments and end up liquidating our 
holdings. In a nutshell, we are buying securities at a premium and selling them once they are 
undervalued – the complete opposite of the buy low, sell high mantra of investors. 

 The key to avoid making the same mistake as millions of emotional investors is temperance – or 
in other words mind control. This is more important than a genius IQ or a graduate degree in financial 
modeling because keeping a level head saves us from making brash decisions. So the next time the 
market shakes you (up or down), take a moment to follow these three simple rules: 

1. Be aware of your emotions 

 It is in our nature to feel emotional pressure. So it just makes sense to understand how much 
our emotions can sway our decisions. According to behavioral economist Dan Ariely in his book 
Predictably Irrational, “Although there is nothing much we can do to get our Dr. Jekyll to fully appreciate 
the strength of our Mr. Hyde, perhaps just being aware that we are prone to making the wrong 
decisions when gripped by intense emotion may help us.” 

 Just recognizing that this can happen to us can help tremendously in curbing our own irrational 
behavior. This helps us recognize our triggers as well as our specific physical and mental manifestations 
of emotional turbulence. The sooner we catch ourselves on an emotional ride, the sooner we can take 
measures to steer ourselves back on track. 

2. Keep the noise out 

 We live in a world where information overload is a constant. We have access to live market 
streams of exchanges across the world, ready connections to news giants such as CNN and BBC, and we 
are just a few clicks away from reading press releases from almost every listed stock across the globe. 

 Although information is necessary when making investment decisions, trying to keep up with 
market movements not only clouds the bigger picture but also leads us to make sudden changes that 
could be detrimental to our portfolio. Daily movements in price do not necessarily reflect the long term 
direction of a particular investment. So paying very close attention to those movements, although 
entertaining, can be a waste of time. Remember that we are investors with solid financial needs and 
long term goals, not speculators or Wall Street traders who chase short term gains. 
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 To avoid being swayed off course, try to review your investments only at regularly scheduled 
times or when one’s financial situation changes (i.e. newly married, new job, new child, etc). This way 
you avoid making sudden changes to your portfolio because of day to day price movements. 

3. See the big picture 

 Remember your investment goals and that success cannot be measured in a few days or weeks. 
Daily fluctuations in prices should not make much difference because most of us have investment 
horizons that far exceed 24 hours. Keep in mind that the most successful investors did not make money 
in a hurry. Rather they (1) built a portfolio of assets with strong fundamentals, (2) matched their 
investment choices to their specific risk tolerance and time horizon, and most importantly (3) stayed the 
course.  

 An interesting study by Dalbar, a research firm specializing in investor behavior, helps drive this 
point across. They found out that over the 20 years ending in December 31, 2009, the average stock 
investor’s return was 5% lower than the returns of the S&P 500. In other words, they missed out on half 
the returns the market put out year after year.  The difference in returns arises mostly from investors 
who have liquidated their assets during market declines and missed our when the market improved. 

 To help build a portfolio one would be comfortable holding on to, it is important to ensure that 
the securities selected for the portfolio match our risk appetite. We recommend working with an 
Investment Counselor (IC) who can guide you through the process of assessing one’s risk profile and 
matching it with the appropriate asset mix. The table below illustrates BPI Asset Management’s 
recommended asset allocations given a specific risk profile or investment horizon. 

 Investing can get personal. After all, we worked hard to be able to have resources to invest. So it 
may be difficult to just sit on the sidelines, stay calm and let things run its course. But sometimes, that’s 
just what we need to do. Just remember to be aware of your emotions, pay attention to only the things 
that matter, and remember to keep the big picture in mind. If we do, we will probably fare better than 
the greater majority of investors. 
  


