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Traditional economic models are based on the premise that people make rational decisions to maximize 

economic and financial benefits. In reality, most humans don't make decisions like robots. While logic does 

guide us, feelings and emotions — such as fear, excitement, and a desire to be part of the "in" crowd — are also 

at work. 

In recent decades, another school of thought has emerged. This field — known as behavioral economics 

or behavioral finance — has identified unconscious cognitive biases that can influence even the most stoic 

investor. Understanding these biases may help you avoid questionable financial decisions. 

 

Sound familiar? 

What follows is a brief summary of how some common biases can influence financial decision-making. 

Can you relate to any of these scenarios? 

Anchoring refers to the tendency to become attached to something, even when it may not make sense. 

Examples include a home that becomes too much to care for or a piece of information that is believed to be true 

despite contradictory evidence. In investing, it can refer to the tendency to hold an investment too long or rely 

too much on a certain piece of data or information. 

Loss aversion bias describes the tendency to fear losses more than to celebrate gains. For example, you 

may experience joy at the chance of becoming $5,000 richer, but the fear of losing $5,000 might provoke a far 

greater anxiety, causing you to take on less investment risk than might be necessary to pursue your goals. 

The endowment effect is similar to anchoring in that it encourages you to "endow" what you currently 

own with a greater value than other possibilities. You may presume the investments in your portfolio are of 

higher quality than other available alternatives, simply because you own them. 

Overconfidence is having so much confidence in your own ability to select investments that you might 

discount warning signals or the perspective of more experienced professionals. 

Confirmation bias is the tendency to assign more authority to opinions that agree with your own. For 

example, you might give more credence to an analyst report that favors a stock you recently purchased, in spite 

of several other reports indicating a neutral or negative outlook. 

 



 
 

The bandwagon effect, also known as herd behavior, happens when decisions are made simply 

because "everyone else is doing it." This can result in buying high and selling low — what most knowledgeable 

investors strive to avoid. 

 

Risk of Missing Out 

Emotion-based decisions can have a significant impact on your portfolio over time. Consider how much 

a long-term investor might have lost by shifting in and out of the market due to fear, overconfidence, or 

following the herd, and subsequently missing the best-performing days over the 10-year period ended 2023. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Source: Yahoo Finance, 2024, S&P 500 Index for the period 12/31/2013 to 12/31/2023. The S&P 500 Index is an unmanaged group of securities considered to be 
representative of the U.S. stock market in general. The performance of an unmanaged index is not indicative of the performance of any specific investment. Individuals 

cannot invest directly in any index. Past performance is no guarantee of future results. Actual results will vary. 

 

Recency bias refers to the fact that recent events can have a stronger influence on your decisions than 

those in the past. For example, if you were severely affected by market gyrations in the early days of the 

pandemic, you may have wanted to sell your stock holdings due to fear. Conversely, if you were encouraged by 

the stock market's strong performance in 2023, you may have wanted to pour all your money into equities. Yet 

either of these actions might not have been appropriate for your investment goals and personal circumstances. 

 

 

 



An objective view can help 

When it comes to our finances, instincts may work against us. Before taking any actions with your 

portfolio, it might be wise to seek the counsel of a qualified financial professional who can help you identify 

any unconscious biases at work. 

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. 

PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS – INVESTMENTS NOT FDIC INSURED – MAY LOSE 

VALUE – NO BANK GUARANTEE 

Broadridge Investor Communication Solutions, Inc. does not provide investment, tax, legal, or retirement advice or recommendations. The information presented here is not specific to any 

individual's personal circumstances. To the extent that this material concerns tax matters, it is not intended or written to be used, and cannot be used, by a taxpayer for the purpose of avoiding 

penalties that may be imposed by law. Each taxpayer should seek independent advice from a tax professional based on his or her individual circumstances. These materials are provided for 

general information and educational purposes based upon publicly available information from sources believed to be reliable — we cannot assure the accuracy or completeness of these 

materials. The information in these materials may change at any time and without notice.  

Data sources: Economic: Based on data from U.S. Bureau of Labor Statistics (unemployment, inflation); U.S. Department of Commerce (GDP, corporate profits, retail sales, housing); 

S&P/Case-Shiller 20-City Composite Index (home prices); Institute for Supply Management (manufacturing/services). Performance: Based on data reported in WSJ Market Data Center 

(indexes); U.S. Treasury (Treasury yields); U.S. Energy Information Administration/Bloomberg.com Market Data (oil spot price, WTI, Cushing, OK); www.goldprice.org (spot gold/silver); 

Oanda/FX Street (currency exchange rates). News items are based on reports from multiple commonly available international news sources (i.e., wire services) and are independently verified 

when necessary with secondary sources such as government agencies, corporate press releases, or trade organizations. All information is based on sources deemed reliable, but no warranty or 

guarantee is made as to its accuracy or completeness. Neither the information nor any opinion expressed herein constitutes a solicitation for the purchase or sale of any securities, and should 

not be relied on as financial advice. Forecasts are based on current conditions, subject to change, and may not come to pass. U.S. Treasury securities are guaranteed by the federal government 

as to the timely payment of principal and interest. The principal value of Treasury securities and other bonds fluctuates with market conditions. Bonds are subject to inflation, interest-rate, and 

credit risks. As interest rates rise, bond prices typically fall. A bond sold or redeemed prior to maturity may be subject to loss. Past performance is no guarantee of future results. All investing 

involves risk, including the potential loss of principal, and there can be no guarantee that any investing strategy will be successful. The Dow Jones Industrial Average (DJIA) is a price-

weighted index composed of 30 widely traded blue-chip U.S. common stocks. The S&P 500 is a market-cap weighted index composed of the common stocks of 500 largest, publicly traded 

companies in leading industries of the U.S. economy. The NASDAQ Composite Index is a market-value weighted index of all common stocks listed on the NASDAQ stock exchange. The 

Russell 2000 is a market-cap weighted index composed of 2,000 U.S. small-cap common stocks. The Global Dow is an equally weighted index of 150 widely traded blue-chip common stocks 

worldwide. The U.S. Dollar Index is a geometrically weighted index of the value of the U.S. dollar relative to six foreign currencies. Market indexes listed are unmanaged and are not available 

for direct investment. 
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