
Investment Commentary

Following a tumultuous end to a year in the markets, volatility - and the emotion it can 
evoke - remains top of mind on the part of many investors.  We are reminded of an arti-
cle written by Jason Zweig back in 2008 titled ‘How to Control Your Fears in a Fearsome 
Market’.  The article was an outgrowth of his book titled Your Money and Your Brain. His 
research uses the science of neuroeconomics – a discipline that combines psychology, 
neuroscience, and economics - to better understand financial decision-making.

The book shows what happens in our brain when we think about money, and as 
Zweig points out, “what happens is not necessarily good for our financial health”.  It 
goes on to show investors how to take control of the battlefield between reason and 
emotion and offers practical steps to help investors make wiser decisions.  So, if you’ve 
ever looked back on a financial decision and asked yourself, “How could I have been 
so stupid?” you may enjoy reading his book.  In the meantime, we hope you find the 
learnings from his article to be of interest.  Please note that this article was published 
in the Intelligent Investor section of the Wall Street Journal July 19th, 2008 during the 
Great Recession.

HOW TO CONTROL YOUR FEARS IN A FEARSOME MARKET
Scientists Show How to Erase Your Fright So Your Portfolio Survives

     By Jason Zweig 

What goes on inside your head when your portfolio implodes?  One of the fear centers 
in your brain, the amygdala, can respond to upsetting stimuli in 12 milliseconds, or 
one-25th the time it takes to blink your eye.  These brain cells fire when an attack dog 
snarls at you, a spider drops down your shirt or the Dow Jones Industrial Average takes 
a dive.

Merely reading the words “market crash” in this sentence can instantaneously jack up 
your pulse and your blood pressure, the output of your sweat glands and the tension 
in your muscles.  Stress hormones will flood your bloodstream.  Your eyes will widen 
and your nostrils flare, making you hypersensitive to any further danger.  All this occurs 
automatically, involuntarily and unconsciously.  You can’t be an intelligent investor if, 
without even knowing it, you are thinking with the panic button in your brain.

The countless people who bailed out of the market in the horrifying plunge of October 
2002 missed out on the generous returns of 2003 through 2007, when stocks returned 
12.8% annually.  The same is likely to be true of those who cut and run in today’s tur-
bulent market.  Fortunately, you can train your brain to stay calm when the markets are 
gripped by panic.  Last week, I spent an afternoon in Kevin Ochsner’s neuroscience lab 
at Columbia University in New York, practicing what he calls “cognitive reappraisal.”

I sat at a computer and viewed a series of photographs, each preceded by one of two 
words: look or reappraise.  Look was my cue to respond naturally without trying to 
change my feelings. Reappraise told me I should “actively reinterpret” the photo, using 
my imagination to spin another, less emotional scenario that could have resulted in 
the same image.

Dr. Ochsner had warned me to eat an early, light lunch, and I immediately realized 
why: I gasped at the sight of a man’s hand from which most of the fingers had been 
freshly hacked off.  But my instruction had been to reappraise, so I forced myself to ask 
whether this image might actually be a still from a horror movie.  Magically, the mo-
ment I imagined it was a film prop, the raw flesh seemed to look a bit like plastic, and I 
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   4th                Annual
   QTR     1 YR        3 YR         10 YR
Index                                  Returns (As of 12/31/18)

S&P 500 (inc. div.) -13.5% -4.4% 9.3% 13.1%
Russell 2000 -20.2% -11.0% 7.4% 12.0%
MSCI ACWI xUS -11.5% -14.2% 4.5% 6.6%
REITs -6.0% -4.0% 4.3% 12.1%
Barcap Agg. Bond   1.60% 0.0% 2.1% 3.5%
90 Day T-Bills 0.6% 2.0% 1.1% 0.4%

     Trade wars, midterm elections, and 
market volatility highlighted 2018 for 
investors.  In an attempt to reduce the trade 
deficit, President Trump pushed to rewrite 
trade agreements with several long-time 
trade partners of the United States.  Trump 
amended the trade agreement with South 
Korea, imposed tariffs on steel and alumi-
num, and renegotiated the North American 
Free Trade Agreement (now called the Unit-
ed States-Mexico-Canada Agreement).  But 
the trade war with China has been the most 
compelling and impactful, not only to the 
countries directly involved, but to much of 
the global economy.  Reciprocal tariffs were 
imposed by each economic giant through-
out the year.  There was a temporary truce 
achieved following the Group of 20 summit, 
but there was no definitive agreement 
reached.

     Elections in November showed how 
politically divided the nation is. 
Democrats picked up 40 congressional 
seats to win control of the House of Repre-
sentatives for the first time since 2011.  On 
the other hand, Republicans maintained 
control of the Senate.  The end result is a 
Congress that has become more divided, 
at least politically.  As 2018 closes and 2019 
begins, the federal government remains 
shut down due to a budgetary stalemate 
between President Trump and Congress.

     For the year, the stock market reached 
new highs and gave it all back by the end 
of December.  “Volatility” is the word that 
best describes the market in 2018.  Despite 
the economy expanding at a rate not seen 
in many years, favorable corporate earn-
ings reports, strong consumer spending, 
tepid inflation, and plenty of jobs to be 
had, stocks floundered.  Trade wars con-
tinued, the Federal Reserve hiked interest 
rates, oil prices bottomed out, and long-
term bond prices rose.  The Chicago Board 
Options Exchange (CBOE) Volatility Index 
(VIX), which provides a measure of market 
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felt myself exhale.  If I can think away blood, you can calmly face the red arrows on 
a market website.  “Emotions are malleable,” Dr. Ochsner said, “but people often 
don’t realize how much [of what you feel] is under your own control.”

Here are some ways you can control your fears:

Reappraise
Forget what you paid for that stock or fund; instead, imagine it was a gift.  Now 
that it is priced, say, 20% more cheaply than in December, should you want to 
return the gift?  Or should you buy more while it is on sale? (If rethinking a fallen 
price this way doesn’t make you feel better, maybe you should sell.)

Step outside yourself.
Imagine that someone else has suffered these losses.  Think of questions 
you might ask to give that person advice: Other than the price, what else has 
changed?  Is your original rationale for this investment still valid?

Control your cues.
Even witnessing someone else’s pain, or glancing into another person’s frightened 
eyes, can fire up your amygdala.  Because fear is as contagious as the flu, quar-
antine yourself from anyone who obsesses over the momentary twitching of the 
Dow.  Tear yourself away from the computer or television; better yet, while the 
market is closed, make an advance date with friends or family to get your mind off 
stocks during market hours.

Track your feelings.
Fill in the blanks in this sentence: “Today the Dow closed down [or up] _____ 
points, and that made me feel ____________________.”  Your emotions shouldn’t 
be hostage to the actions of the roughly 100 million other people who compose 
the collective beast that Benjamin Graham called “Mr. Market.”  You need not be 
miserable just because Mr. Market is.

Finally, if the market is open, your portfolio should be closed.  Sleep on any sell 
decision until the next day, when your fears may have faded.  Intelligent investors 
act out of patience and courage, not panic.

Source: The Wall Street Journal

Cybersecurity Corner
Strong passwords are key to remaining secure online.  Despite the rampant hacks and reports of compromised corporate data, it is
estimated that 92% of people still use the same passwords across multiple sites, and that the passwords “123456” and “password” remain 
the most popular.  A good password should—above anything else—be long.  A common method to gain access to password-protected 
information is a “brute force attack”, wherein a computer program designed specifically to crack passwords runs through every possible 
permutation of symbols, numbers, and letters to hack your password.  One simulation run by the website BetterBuys estimates a three 
character long password will last about three seconds against such an attack, an eight character password would take five hours, while a 
nine character password, five days.  Keep your passwords long, varied from website to website, and free of personal information.

risk and investors’ sentiments, spiked in 
February, then was relatively stable through 
much of the summer.  However, by the end 
of December, the VIX jumped again.  Stocks 
were sold, bought, and sold again in rapid 
order, causing benchmark indexes to post 
noteworthy gains and losses on an almost 
daily basis.  As a result, investors rode a 
roller coaster of stock prices throughout the 
year with most stock indices posting losses.

(See Index Results illustrated above).

     The year saw some positive highlights as 
well.  The economy expanded at an annual 
rate exceeding 3.0% for the first time in 
several years.  The unemployment rate hit 
the lowest mark since 1969.  The Feder-
al Reserve, based on the strength of the 
economy and labor market, raised interest 
rates four times during the year.  Consumer 
income rose and purchases increased, and 
inflation exceeded 2.0% midyear, only to 
fall back below that target by the end of 
2018.

     The economy grew at a respectable 
rate in 2018.  Will it continue along the 
same path in 2019?  Fears of an economic 
slowdown lingered at the end of last year 
and may be realized in 2019.  The housing 
market hasn’t picked up the pace and is 
generally lagging behind other economic 
mainstreams.  Also, with inflation inching 
ahead, economic stimulus may be easing, 
which could lead to tighter financial condi-
tions moving ahead.  Certainly, if the global 
trade wars between the U.S. and China 
continue, not only will the impact be felt 
domestically, but a rift between the world’s 
two largest economies is sure to affect 
global economies and markets as well.

(Source:  Broadridge Inv. Comm. Solutions, Inc.)


