
Investment Commentary
 Over the past few decades, a field has emerged that examines how human 
psychological factors influence economic and financial decisions. Understanding these 
biases may help you avoid questionable calls in the heat of the financial moment.

Investor, Know Thyself: How Your Biases Can Affect Investment Decisions
Traditional economic models are based on a simple premise: people make rational 
financial decisions that are designed to maximize their economic benefits. In reality, 
however, most humans don’t make decisions based on a sterile analysis of the pros 
and cons. While most of us do think carefully about financial decisions, it is nearly im-
possible to completely disconnect from our “gut feelings”, that nagging intuition that 
seems to have been deeply implanted in the recesses of our brain.
Over the past few decades, another school of thought has emerged that examines 
how human psychological factors influence economic and financial decisions. This 
field--known as behavioral economics, or in the investing arena, behavioral finance  
has identified several biases that can unnerve even the most stoic investor. Under-
standing these biases may help you avoid making poor or untimely investment deci-
sions.

Sound familiar? Following is a brief summary of some common biases influencing even 
the most experienced investors. Can you relate to any of these?

•   Anchoring refers to the tendency to become attached to something, even when 
it may not make sense. Examples include a piece of furniture that has outlived its 
usefulness, a home or car that one can no longer afford, or a piece of information that 
is believed to be true, but is, in fact, false. In investing, it can refer to the tendency to 
either hold an investment too long or place too much reliance on a certain piece of 
data or information.
•   Loss-aversion bias is the term used to describe the tendency to fear losses more 
than celebrate equivalent gains. For example, you may experience joy at the thought 
of finding yourself $5,000 richer, but the thought of losing $5,000 might provoke a far 
greater fear. Similar to anchoring, loss aversion could cause you to hold onto a losing 
investment too long, with the fear of turning a paper loss into a real loss.
•   Endowment bias is also similar to loss-aversion bias and anchoring in that it en-
courages investors to “endow” a greater value in what they currently own over 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 simply having so much confidence in your own ability to select 
investments for your portfolio that you might ignore warning signals.
•   Confirmation bias is the tendency to latch onto, and 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”. For an example of this, one might look 
no further than a fairly recent and much-hyped social media company’s initial public 
offering (IPO). Many a discouraged investor jumped at that IPO only to sell at a signif-
icant loss a few months later. (Some of these investors may have also suffered from 
overconfidence bias.)
•   Recency bias refers to the fact that recent events can have a stronger influence 
on your decisions than other, more distant events. For example, if you were severely 
burned by the market downturn in 2008, you may have been hesitant about continu-
ing or increasing your investments once the markets settled down. Conversely, if you 
were encouraged by the stock market’s subsequent bull run, you may have increased 
the money you put into equities, hoping to take advantage of any further gains. 
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 Returns as of 12/31/15

 4th        Annual
 QTR 1 YR 3 YR 10 YR

Index 
S&P 500 (inc. div.) 7.0% 1.4% 15.1% 7.3%
Russell 2000 3.6% -4.4% 11.7% 6.8%
MSCI AC World xUS 3.2% -5.7% 1.5% 2.9%
MSCI AC World 5.0% -2.4% 7.7% 4.8%
REITs 7.2% 2.1% 9.8% 6.3%
Barcap Agg. Bond -0.6% 0.6% 1.4% 4.5%
90 Day T-Bills 0.0% 0.1% 0.1% 1.2%

Volatility may best describe the equities 
markets for the majority of 2015, as they 
were impacted by economic stress in 
China and Greece, coupled with 
underwhelming corporate earnings 
reports, falling oil prices, and terrorist 
attacks here and abroad. While some 
economic sectors, such as housing and 
labor, offered favorable news, others, 
including exports and wages, showed little 
in the way of positive movement. 
Nevertheless, despite inflation running 
below the Fed’s target rate of 2.0%, there 
were enough signs of overall economic 
growth to prompt the Federal Open 
Market Committee (FOMC) to raise interest 
rates in December.

After a lackluster start, domestic equities 
spent much of the year riding a wave of 
peaks and valleys. Favorable labor and 
unemployment figures pushed the 
markets higher, only to see them recede 
with news of poor exports, stagnant 
inflation, mediocre earnings reports, and 
falling oil prices. After three straight years 
of double digit returns, as well as a strong 
4th quarter (up 7.0%), the S&P 500 posted 
only a slight gain of 1.4% for the year. The 
Russell 2000 small cap index and the MSCI 
AC World XUS Index (International stocks) 
took the biggest hits, finishing down 4.4% 
and 5.7%, respectively.  REITs saw positive 
gains of 2.1%.

A strong dollar, continued uncertainty 
surrounding the global economy, and low 
inflation made Treasuries an appealing 
investment choice, keeping Treasury prices 
up and yields low closing at 2.26% year-
end.  At the same time, there was a sell-off 
in High Yield bonds as weakness in the 
commodities driven sectors began to spill 
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Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any spe-
cific investment, investment strategy, or product made reference to in this commentary, will be profitable, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio. Due to 
various factors, including changing market conditions, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in this 
commentary serves as investment advice from New England Guild Wealth Advisors, Inc. To the extent that you have any questions regarding the applicability of any specific issue discussed above to your individual 
situation, you are encouraged to consult with the professional advisor of your choosing.
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Consider that neither of these perspectives may be entirely rational given that investment 
decisions should be based on your individual goals, time horizon, and risk tolerance.
•   A negativity bias indicates the tendency to give more importance to negative news 
than positive news, which can cause you to be more risk-averse than appropriate for your 
situation.

An objective view can help. 
The human brain has evolved over millennia into a complex decision-making tool, 
allowing us to retrieve past experiences and process information so quickly that we can 
respond almost instantaneously to perceived threats and opportunities. However, when it 
comes to your finances, these gut feelings may not be your strongest ally, and in fact may 
work against you. Before jumping to any conclusions about your finances, consider what 
biases may be at work beneath your conscious radar. (Source: Broadridge)

over into the broader market. The Barclays 
Aggregate Bond Index ended the year up 
a modest 0.6%.  

As oil producing countries flooded the 
market, oil prices remained below $40 a 
barrel. While falling energy stocks had an 
effect on the stock market, the plunge in 
oil prices helped fatten consumers’ 
wallets, with prices at the pump hovering 
around $2 a gallon for regular gasoline.  
At the same time, falling oil prices, 
coupled with the expectation of higher 
interest rates, helped boost the U.S. 
dollar, which continued to rise over the 
course of the year. The strong dollar 
raised new concerns that countries and 
foreign corporations hurt by lower oil 
prices might have trouble repaying debt 
in currencies that were substantially 
weaker against the U.S. dollar.  In addition, 
although international stocks finished in 
positive territory in local currency, those 
gains became losses when translated into 
U.S. dollars.

For most of 2015, economic problems 
overseas impacted the United States and 
contributed to the Fed’s caution with 
raising interest rates. To help stimulate 
the Eurozone economy, the European 
Central Bank extended its program of 
buying bonds, cut key interest rate to 
-0.2%, and passed measures to pressure 
banks to lend more. In addition to 
Greece’s problems, 2015 also saw China’s 
economy slow to a growth rate of about 
7% (down from an average annual rate of 
10%) prompting several government-
backed measures intended to support 
growth.  Challenging weather, a strong 
dollar and lower oil prices, slowed 
economic expansion in the U.S.  That said, 
steady improvement was seen in the 
housing & job markets. (Source: Broadridge)

Social Security Strategies Eliminated

 For years couples have been using a pair of Social Security claiming strategies 
to maximize their retirement benefits. With the recent House Resolution 1314 - The 
Bipartisan Budget Act of 2015, Congress has ended the Social Security filing methods 
of “File and Suspend” and “Restricted Application” for all clients who did not attain the 
age of 62 by the end of 2015. Clients who were 62 years or older by the end of 2015 
may still be able to take advantage of these filing methods.
 Before Congress passed the Bipartisan Budget Act of 2015, file and suspend 
allowed a client to file for their Social Security retirement benefits at their full retire-
ment age and then immediately suspend the benefit. Since the client filed, the co-cli-
ent then becomes eligible to file for spousal benefits on the client’s record. Because the 
client subsequently suspended, thus not receiving any benefits, they were eligible to 
earn delayed retirement credits. These credits increased the client’s retirement benefit 
by about 8% per year until age 70. This strategy is no longer an option for clients who 
are not age 66 or will not reach age 66 by April 29, 2016. If a client has attained age 
66 before April 29, 2016 and they would like to use this strategy, they must file and 
suspend before that date in order to be grandfathered under the old provision.
 The second strategy that will be going away is the restricted application filing. 
This strategy differs from file and suspend in that the restricted filer opts to receive a 
spousal benefit at their full retirement age while at the same time delaying their own 
benefit until age 70, receiving delayed retirement credits. The client can only file a 
restricted application for spousal benefits if the co-client is currently receiving their 
Social Security retirement benefits. This strategy is only an option for clients who were 
age 62 or older at the end of 2015.
 In addition to the above, there are some other nuances to the new Social 
Security rules. We have spoken with some clients about these changes already. If you 
think that you might qualify and would like to take advantage before the deadline 
please feel free to contact us for a more in depth conversation. 

(Kitces, Michael. “New Rules for Social Security.” Financial Planning December 2015: 70-72. Print)

Professional Development at NEGWA

 We are pleased to announce that Bill Pfeiffer, an Investment Advisor here at the Guild, passed the CFP® Certification Examination 
administered by the Certified Financial Planner Board of Standards (CFP Board).  The CFP® marks identify those individuals who have met the 
rigorous experience and ethical requirements of the CFP Board, have successfully completed financial planning coursework and have passed 
the CFP® Certification Examination covering the following areas:  the financial planning process, risk management, investments, tax plan-
ning and management, retirement and employee benefits, and estate planning. Please join us in congratulating Bill on this achievement!


