
NewSquare Capital LLC | 16 Campus Blvd | Suite 100 | Newtown Square, PA 19073 | 610-325-5909 | newsquarecapital.com 1

If you checked your equity investment account 
during the fourth quarter of 2018, it probably hurt, 
because the S&P 500 Index dropped approximately 
20% through Christmas Eve. Seeing, say, a 
$500,000 balance turning into $400,000 can make 
for a stomach-churning, sweaty-palms experience. 

You may have been tempted to cut your 
losses, play it safe, or even pull out of the 
market entirely. Hopefully, you didn’t, 
of course, because the market came 
roaring back (this particular time!). The 
index notched new record highs by April. 
Of course, all drawdowns and potential 
recoveries are different, and we never 
pretend to know where the market’s 
headed in the short term. 

Still, if you felt that way during the last correction, 
or any of the longer market declines of the past, 
you’re not alone. That kind of emotional response 
is part of being human, hardwired into everyone’s 
brain. Behavioral scientists tell us we all have 
emotions and built-in biases from the days when 
fight-or-flight responses dictated our daily survival. 
These biases once helped us react quickly and 

instinctively to threats. As investors today, they 
can cloud our decisions and push us to make 
mistakes. In short, they can cost us money.

This is not a new idea. Benjamin Graham is 
known as the father of value investing, famous 
for advancing the idea that buying cheap stocks 
and holding onto them would drive long-term 
investing success. He would have celebrated his 
125th birthday in 2019, but he knew all about 
behavioral finance, even before it became 
something of a buzzword: “The investor’s chief 
problem—and his worst enemy—is likely to be 
himself,” Graham said. “In the end, how your 
investments behave is much less important than 
how you behave.”

The key to behaving in your own best interests is 
to be aware of these biases, understand them, and 
learn how to handle them. 

We’re all prone to error

As investors, we all make mistakes. We buy high 
and sell low. We hold onto some investments 
too long, and sell off others too soon. We chase 
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performance, or we try to do the impossible: time the markets. 
Often, we’re driven to do these things—against our better, purely 
intellectual judgment—by our inherent human biases. Chances 
are, you’re like many others before you and have made at least 
one poor decision due to at least one of these… 

• Anchoring can make us rely too much on one piece 
of information, such as the price we paid for a security. 
Imagine you paid $50 for a share of stock, but the stock’s 
value falls to $30 a share. You may be tempted to ignore 
other relevant information and hang onto the stock, 
irrationally expecting it to rebound to your arbitrary $50.

• Recency bias is the tendency to place too much weight 
on recent events. It’s easy at times, in a decade-plus bull 
market where the recovery began in 2009, to think that 
equities will just keep going up. It’s just as easy, when 
confronted with a short-term market dip or seemingly 
ominous financial news, to think that a recession is 
imminent. In reality, we don’t know what’s going to happen. 
No one does with certainty.

• Overconfidence bias leads many investors to believe that 
they have an advantage over other investors. Rather than 
sticking to a well-thought-out investment process, designed 
to help them reach their goals and maintain their risk 
tolerance, they resort to buying when they’re feeling overly 
confident and overriding an already well-established plan. 

The investors with overconfidence bias override models 
and data because they convince themselves that they know 
better.

• Outcome bias can lead us to place too much weight 
on outcomes, rather than process, which can lead to 
second-guessing and unnecessary risk. We might choose 
an investment manager based on a few years of strong 
performance, without studying his or her process. Or, we 
may identify an excellent process, then discard it at the first 
sign of weak, short-term performance. Imagine a poker 
game in which you hold pocket aces, statistically the best 
starting hand in poker, but you lose the hand to a much 
weaker pair of pocket twos. You’d probably feel some 
emotional pain, but you’re not going to promptly fold the 
next time you get pocket aces, right? Why would you make a 
similar decision when it comes to your portfolio?  

• Disposition bias is our tendency to avoid selling stocks at 
a loss, and being prone to selling stocks that have increased 
in value too early. We sell our “winners” to lock in gains, 
often to “prove” we were right on the investment. When was 
the last time you sold a stock when it was up marginally, 
only to watch the stock continue much higher without 
you? We also hold onto our “losers” so we can avoid the 
pain of recognizing a loss—regardless of the investment’s 
fundamental strengths or weakness going forward.  
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Putting a price on poor decisions

Falling victim to these biases can be costly, because emotion-driven decisions clearly cause 
investor returns to lag indexes. Since 1994, Dalbar, a Boston-based financial services firm, 
has tracked the difference, and found that through rallies and downturns, the typical investor 
consistently earns less than the market, and the difference is costly. Here’s a look at how much 
investor returns have trailed the S&P 500 (as a proxy for the market) over five, 10, and 20 years:

Patience really is a virtue

At NewSquare Capital, we’ve witnessed these mistakes. We know of investors who were chased 
out of the market after downturns in 2002 and 2008, and never came back. They’ve missed all 
of the gains many have enjoyed since. We’ve also made mistakes ourselves. We’ve done our 
best to learn from them, so we can avoid making them again. 

The truth is, there will be bull markets. There will be corrections, and even lengthy, painful 
market drawdowns. Further, even the best investment processes will have periods of 
underperformance. Noted value investor Joel Greenblatt, a Columbia University professor and 
co-founder of Gotham Asset Management, often points to a study that examined the top-
performing investment managers over a recent 10-year period.1    

Of those who ranked in the top 25% of returns for the whole decade…

• Nearly all (96%) spent at least one 3-year period in the bottom half of the performance 
rankings.

• More than three quarters (79%) had at least one 3-year period in the bottom quartile.

• And nearly half (47%) spent at least three of the 10 years in the bottom 10%.

1 Source: Davis Advisors. 176 managers from eVestment Alliance’s large cap universe whose 10-year average annualized performance ranked in the top quartile from January 1, 2000 – December 31, 2009. 
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Fig. 1: Investor Returns
(Annualized through 2017)
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Source: DALBAR, Inc., Quantitative Analysis of Investor Behavior Study 
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How many investors, he wondered, reaped all of the returns from 
that last group without pulling the plug during a dark stretch? 
“The message is clear,” Greenblatt wrote. “Invest in a strategy and 
a process that makes sense and stick with it.” We recognize that’s 
easier said than done, but we believe it is the key to building 
wealth over the long term.

The NewSquare difference

If the typical investor isn’t able to keep up with the broader 
market, how can you position your own portfolio to correct these 
issues and rise above mediocrity? The answer lies in managing 

your emotions and 
understanding your 
investments’ edge in the 
market. 

The first step toward 
taking the emotion 
out of investing is 
recognizing that these 
biases exist and may be 

affecting your own decision-making. The second step takes time 
and effort, but it’s worth it: Choose a well-thought-out investment 
plan, one that matches your risk tolerance and gives you the 
peace of mind to avoid common behavioral mistakes. And this 
is hugely important: Make sure you take the time to completely 

understand the process your investment professional uses to 
manage your portfolio and market risk. 

At NewSquare Capital, we know that markets are unpredictable. 
We know we can’t eliminate risk, volatility, or the emotions that 
flow through every investor. That’s why we try to manage money 
with a disciplined, long-term approach that aims to reduce the 
significant impact of market losses and position ourselves to take 
advantage of market gains. 

We believe our process can help prevent the kinds 
of poor decisions that we’re all prone to make, and 
that’s anything but typical. 

The first step toward 
taking the emotion out of 

investing is recognizing 
that these biases exist and 
may be affecting your own 

decision-making. 
link www.newsquarecapital.com

To learn more, click here to 
visit our website:

NewSquare Capital is an SEC registered investment advisor. Registration of an investment advisor does not imply any specific level of skill or training. Information pertaining to the registration 
status of NewSquare Capital can be found at www.adviserinfo.sec.gov.

Please remember, past performance may not be indicative of future results. Investing in any investment vehicle carries risk, including the possible loss of principal, and there can be no assur-
ance that any investment strategy will provide positive performance over a period of time. The asset classes and/or investment strategies described in this publication may not be suitable for 
all investors.

The opinions expressed herein are those of NewSquare Capital as of the date of writing and are subject to change. The material is based on NewSquare Capital proprietary research and analy-
sis of markets and investing.

Due to various factors, including changing market conditions and/or applicable laws, 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 newsletter serves as the receipt of, or as a substitute for, personalized investment advice from NewSquare. To the extent that a reader has 
any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. 
NewSquare is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of the NewSquare’s 
current written disclosure Brochure discussing our advisory services and fees is available upon request

If you are a NewSquare Capital client, please remember to contact NewSquare Capital, in writing, if there are any changes in your personal/financial situation or investment objectives for the 
purpose of reviewing/evaluating/revising our previous recommendations and/or services. Any off er to invest in the firm’s investment strategies can be made by a written agreement only.

The information in this document is intended for U.S. residents only. Before investing, an investor should carefully consider the portfolio objectives, risks, charges, and expenses. For more 
information on NewSquare Capital and its investment strategies, visit www.newsquarecapital.com.
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