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INTRODUCTION
FOUR PAIRS OF SKIS



THIS is a book about how you can make good money decisions.

I am not talking about which investment to buy or how much to invest in the stock market.

I am talking about decisions that are in tune with reality, with your goals, and with your values.

Why would anyone not make decisions that way?

Well, we get confused. We get scared. We get carried away.

That’s why this is also a book about how to avoid confusion, how to cope with fear, and how to stay grounded when making financial choices.

That sounds hard—and as we’ll see, it’s not always easy. But it’s pretty simple. In fact, simplicity is one of the keys.

I live in Park City, Utah, where some of us take skiing pretty seriously. One morning some years back, a friend swung by my house to pick me up to go backcountry skiing. I ran into the garage to grab my skis. I stood there for a second looking at my four different pairs of skis, each designed for particular conditions, and suddenly, I was paralyzed. I just couldn’t choose.

My friend sat in the car honking the horn—Let’s go, Carl! Move it! The sun’s coming up! The snow’s getting soft!—while I stared at those skis. It was ridiculous. I’d spent all that money and time and energy collecting these skis so I would be ready to deal with any situation—and now I just felt powerless.

That day was a turning point for me. I got rid of three pairs of skis, and kept my favorite pair: the ones that would let me do what I really care about doing, which is to move light and fast through the backcountry.

The skis I kept aren’t perfect in every condition. They’re actually a pretty bad solution in heavy snow or in really steep terrain. So what? They’re a decent compromise in most situations, and they work beautifully in the conditions I like best.

Now I don’t have to think about which skis to bring on a trip. I just grab the ones I have and go. I trust my experience and my instincts and my luck to make it through situations when my equipment isn’t perfect.

Lots of people think that to make good money decisions you need to have a plan for every situation. You need insurance for every possible setback, and investments for every market condition. All of your assumptions about the future need to be refined to perfection, so that you will never be surprised. You need to know and understand everything about the financial markets, and you need to budget your spending to the last dime.

That kind of thinking is based on fear. We fear (naturally enough) life’s uncertainty, its ups and downs. And so we make plans that we hope will give us the power to control our future. If I do this, that will not happen; if I sell now, I will avoid the coming downturn; if I pick the right investments, I will be financially safe; if I worry enough, I will be ready when bad news comes.

Trouble is, the real world is complicated: we don’t know what’s going to happen.

That means that most of our plans are useless. When I had four pairs of skis, I was always choosing the wrong ones anyway!

The point is, no plan will cover every situation—and that’s okay. You don’t have to choose the perfect investment or save exactly the right amount or predict your rate of return or spend hours watching television shows about the stock market or surfing the Internet for stock picks. You don’t need a plan for every contingency.

So if planning isn’t the solution to our money problems, what is? More simply, what can we do to get what we really want?

We can stop chasing fantasies. We are not going to get what we want by beating the market or picking the perfect investment or designing the perfect bulletproof financial plan. In fact, when we try to do those things we get into big trouble.

We can protect ourselves—to a point. Risk is what’s left when you think you’ve thought of everything. Our assumptions about the future are almost always wrong. We can never think of everything—but we can take sensible steps to protect ourselves from life’s inevitable surprises.

We can embrace uncertainty. Change isn’t always a problem. Many—perhaps most—of life’s surprises are good news. If we aren’t locked down into a rigid plan, we can recognize and seize opportunities when they come up.

We can decide what we really want. When someone asks you what you really want out of life, you’re probably not going to say you want an investment that delivers good returns. Like the rest of us, you want to be happy and fulfilled. Your financial decisions should align with what you know about yourself and the world. The more you know about yourself, the more successful your investments will be—that is, the more they will align with your true goals as a human being. Deciding what you really want takes an awful lot of work, which is one reason why most of us don’t do it. But once you know what you (and your family) really want, you will know what to do—how much insurance to buy, where to invest your money, whether to quit your job and start a new venture.

We can make decisions that make sense. We can’t control the markets or the economy, but our behavior is up to us. It’s true that the outcomes of our decisions may vary. In fact, you can make a good decision and have a bad outcome. But sensible, reality-based choices are our best shot at reaching our goals.

We can trust our luck. Most financial planners don’t like to talk about luck. The idea that some things just happen by chance can be a scary one. But I think it’s really cool that we don’t control our destinies. We can stay open and respond creatively. And sometimes the things that happen to us are much better than anything we could plan ourselves.

My wife and I met at a ski shop when we were college students (luck). We married (smart behavior, at least on my part) in 1995, when I was still an undeclared major at the University of Utah and digging ditches for a landscaping company. Cori decided that digging ditches wasn’t a long-term career path for me, and we found a want ad for what we thought was a job that had something to do with security—being a security guard? working with alarm systems?—you know, keeping things safe.

It turned out the job was in the securities industry, with a mutual fund company (luck). The interviewers narrowed the pool of applicants down to two of us. The other guy and I sat next to each other in a waiting room while they decided whom to hire.

The door opened. A young woman informed us that they’d picked the other guy. He looked at me and said, “I don’t want it. You can have it” (luck).

So I got the job. I’ve spent the past fifteen years giving people financial advice. Every great thing that has happened (and there have been a bunch) has been at least partly a matter of luck. Even the setbacks have taught me important lessons, including some that I’ve tried to pass along in this book. One of those lessons is that you aren’t in charge of everything. Do what you can, and then relax.


We can trust ourselves. Of course, luck is only part of it. One day my supervisor at that same mutual fund company informed me that my shift had changed, and I’d have to work on Sunday. I had other commitments on Sunday, and I told her so. She told me to choose, so I quit. That led to my next job, which led to my next, which led to my business, which eventually led to a regular blog for The New York Times and this book and all kinds of great stuff.

I stood by what really mattered to me—I wanted Sundays off—and I lost my job. What a disaster, right? And so far, at least, that decision—and that disaster—have made all the difference.

I don’t believe that there is a secret to getting rich. But in the end, financial decisions aren’t about getting rich. They’re about getting what you want—getting happy. And if there is a secret to getting happy, it’s this: be true to yourself.

Maybe you’ve heard that one before.

But I’ll bet you haven’t read it in a book about money.








1. 

WE DON’T BEAT THE MARKET, THE MARKET BEATS US


 



COMPANIES like Morningstar and Dalbar have done a bunch of studies that try to quantify the impact of investor behavior on real-life returns. The studies typically compare investors’ actual returns in stock funds to the average returns of the funds themselves. Just to be clear, they’re trying to compare the returns investors get to the returns investments get.

Is there really a difference? Oh, you bet there is. Typically, the studies find that the returns investors have earned over time are much lower than the returns of the average investment.

What that means is that we’re leaving money on the table.

Take mutual funds. All we had to do was simply put our money in an average stock mutual fund and let it sit there.

But most investors didn’t do that. Instead, they moved their money in and out of stock funds. Their timing was miserable—and it cost them dearly.

I coined the term “behavior gap” to label the gap between investor returns and investment returns, and I started drawing the sketch you see here on every whiteboard I could find. Since then, I’ve used the behavior gap to describe all kinds of situations where our behavior leads us to subpar results, and I’ve drawn many sketches to help my clients and readers understand what’s really driving their actions. But this sketch is the original.

It’s clear that buying even an average mutual fund and holding on to it for a long time has been a pretty decent strategy. But real people don’t invest that way. We trade. We watch CNBC and listen to Jim Cramer yell. We buy what’s up and sell what’s down. In other words, we do exactly what we all know we shouldn’t do.
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I know it’s time to be cautious when I get lots of emails from readers of my New York Times blog urging me to add stocks to my holdings. Likewise, I know it’s probably a good time to be hopeful about the market’s prospects when certain friends and colleagues are anxious to sell stocks.

What’s incredible is that they know it, too! We laugh about it together. They know their impulses to buy and sell are dangerous. They rely on me to help them keep those impulses under control.

Back in the spring of 2009, my clients were very worried indeed. Three of them came in together to see me one day. Like most of us, they were scared to death. The market had plunged, and they’d sustained significant losses.

The conversation quickly turned to how scary the stock market was.

Them: Hey, Carl, we think it’s time to sell.

Me: Are you suggesting that we sell something simply because it’s down 30 percent?

Them: Well…you know…are we just going to keep sitting here while this thing goes down?

Me: The damage has been done, guys. You may feel like selling, but does it make any sense to sell now?

Them: It’s scary!

Me: It’s okay to be scared, but it’s a bad idea to act on your fear.


Them: But this is just too painful! If things continue at this rate we’ll have no money by the end of the year!

Me: Actually, stocks were a lot riskier when they were more expensive. But back then, you were happy to hold them. Why sell now?

Them: So what do we do instead?

My answer to that one was pretty simple. I told them we should do absolutely nothing. Instead, we’d wait for things to calm down a bit, and then review their plans to make sure they still made sense.

Fast-forward a couple of years. The same three guys came to see me again. Stocks had rebounded sharply, and we had a very different conversation.

Them: Should we move more of our cash into stocks?

Me: Uh, why?

Them: Because the market’s done so well lately!

Me: You mean you want to buy more stocks because stocks are more expensive?

Them: Well, they might keep going up!

Me: We have no idea what the market will do in the future. Why don’t we stick with our plan?

I have these conversations all the time. In early 2011, with gold up 80 percent over two-plus years, everyone wanted to know if they should be buying it. For a while that was the most common question I got.

I answered that gold was now riskier than it had been in a very long time. If it wasn’t already part of their plan, why add it now?

My friends and clients (often the same people) aren’t the only investors tempted to do the wrong thing. In 2008, 2009, and most of 2010, mutual fund investors consistently took more money out of stock mutual funds than they added. In December 2010 alone, we pulled $10.6 billion out of equity mutual funds.
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Then, in January 2011, someone hit a switch: that month, we poured an estimated $30 billion into the market. Investors had decided that it was time to get back into stocks. This decision came after an almost 100 percent gain from the market bottom in 2008.

Is it rational to pour money into an asset that has doubled in value in less than two years? Would you buy a house that had climbed in value from $300,000 to $600,000 in two years? (What’s that? You did? How’d that work out?)


Let’s go back to early 2000. The dot-com market is booming. The NASDAQ has gained better than 80 percent during the past year. People are borrowing against their home equity and using the cash to buy stocks—especially technology stocks.

Investors put close to $44 billion into stock mutual funds in January 2000, according to the Investment Company Institute, shattering the previous one-month record of $28.5 billion.

We all know the story from there. Money continued to pour into stock funds, breaking records for February and March. The NASDAQ climbed to 5,000, only to plummet, losing something like half its value by the end of the year.

But if you think we get irrational at market tops, wait until you see how we behave at market bottoms. October 2002 was the fifth month in a row that investors pulled more money out of stock mutual funds than they put into them—the first time ever such a streak had occurred.

Just take a wild guess at when the market hit bottom. October!

Stop and think about this for a second. At the market peak, we were borrowing against our homes to buy over-priced technology stocks. At the bottom, we couldn’t sell stocks fast enough. And where was all the money going? Investors were using it to buy bond funds, which recorded record cash inflows during the period—even though bond prices were by some measures higher than they’d been in more than forty years.

This is nothing new. We do it all the time. We did it with emerging markets in 2004, with real estate in 2006 and 2007…Repeat until broke.

No wonder most people are unsatisfied with their investing experience.

The more expensive stocks (or houses) are, the more risky they are—yet that’s when we tend to find them most attractive. In short, investors as a group tend to be horrendously bad at timing the market.

It makes far more sense to ignore what the crowd is doing and base your investment decisions on what you need to do to reach your goals. But man, is that hard to do.

It’s not that we’re dumb. We’re wired to avoid pain and pursue pleasure and security. It feels right to sell when everyone around us is scared and buy when everyone feels great.

It may feel right. But it’s not rational.

Investment Mistakes Are Investor Mistakes

I am more convinced than ever that all investment mistakes are really investor mistakes.

Investments don’t make mistakes. Investors do.

When you invest, you’re making a choice. That’s the part we often forget. At some point, we said yes to the investment. We had control over everything leading up to that point. We decided which (if any) questions to ask about the investment. We decided whom to ask. We decided how much to invest and when to invest.

If an investment performs well, we like to think, “I picked a winner.” And hey, it’s nice to take credit when things go well.
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But when one of our investments tanks, it’s someone else’s fault. We blame the guy who sold it to us, the rogue investment bankers who wrecked the economy, out-of-control government spending, lies in the media, bad weather in Brazil…just about any scapegoat will do.

It all reminds me of that time I ran over a sprinkler head with my parents’ lawn mower. I remember running inside to tell my mom that the lawn mower had hit the sprinkler. She patiently taught me that lawn mowers don’t hit sprinklers; ten-year-old boys pushing lawn mowers do.

We do the same thing when it comes to investing. If we haven’t done our research (figured out where the sprinklers are) and we behave poorly (run over the sprinklers), we’re not going to like the results.

And we can’t blame the investment for our decisions. At some point, we must accept responsibility. Otherwise we’ll keep making the same mistake. And in that case, we might as well give up trying to invest, put all our savings in fixed-rate bank CDs, and go enjoy our lives.

One definition of insanity goes something like this: insanity is when you keep doing the same thing (in this case, blaming your investments for your losses) and expect a different result (in this case, good returns).

Let’s stop acting crazy.

Long-Term Memory Loss


There are ways to try to close the behavior gap. But before we set out to change our behavior, we need to understand it.

For starters, there’s that natural tendency of ours to avoid pain and seek pleasure. Beyond that, we’re downright terrible at predicting the future.

Boom-and-bust cycles are largely a function of our collective expectations. Expectations drive our behavior—but they are almost always wrong.
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Typically, expectations are based on our recent—often our very recent—experiences. One day, your neighbor’s house sells for a big profit. Then your brother’s house sells for an even bigger profit. Things have changed. After a while, you adjust your expectations. You now think (assume) that values will continue to rise. And you start to behave differently based on those expectations. Maybe you borrow against your home’s rising value and spend the money on a nicer car or a family vacation.

Home prices (and our related behavior) may eventually reach dangerous extremes. At that point, prices may collapse and fall well below any realistic estimate of what homes are worth in the long run. Boom-and-bust cycles often take prices to incredible extremes in both directions. Looking back, it’s almost always painfully obvious that we allowed our expectations to get out of whack. At the time, though…things are not so clear.

It’s important to avoid getting caught up in these cycles. One way to avoid them is to lengthen our definition of the past.

History is so important. It has been said that the three most important words in the English language are “remember, remember, remember.”

More specifically, we need to think back past the trends of the very recent past, and remember those times in our lives when things changed in ways that really surprised us.

We don’t have to look to ancient history for useful examples. Most of us can remember the end of the boom in technology start-ups a decade ago…the end of the housing boom…the 2008 debt crisis that sent world markets plummeting…

You’d think such events would be easy to recall. But we sometimes push such memories aside—especially when things are going well. Truth is, we like the new trend. When home prices were rising, we were really happy about it. Why worry about the past when the present is so pleasant?

Because, as the historian and philosopher George Santayana said (more or less), those who don’t remember the past just get hammered again and again.


A Little Experience Can Be a Dangerous Thing

When we ignore history, we end up basing our actions on our own limited experience. That can be very dangerous.

I was pretty careful the first time I climbed the Grand Teton. Like most climbers, my partner and I hiked up into the mountains and spent the night so we could rise early and head for the summit before dawn. Everyone said we should get up to the top as early as possible, and head down by ten o’clock in the morning; that way, we’d avoid afternoon thunderstorms.

It was a beautiful day: warm, sunny, almost no wind. We ended up taking a nap on the summit in shorts and T-shirts. We headed down around noon. No worries.

Based on that experience, I took a different approach the next time I set out to climb the peak, this time with a party that included my dad. I wasn’t as worried about getting up and down early. We got a late start…and we ran into cloudy weather. There was snow on the route. On the summit, we hit an electrical storm. We felt our hair stand up, and we could hear our metal ice axes buzzing. My dad got knocked down by lightning strikes—not once, but twice.

It turns out that there is a reason climbers like to get off the summit of the Grand Teton early. Thunderstorms are common on the summit of the peak in August. We were like tourists who visit Seattle on a sunny day and decide that all those stories about how much it rains are just a myth designed by the locals to keep people from moving there.

Many investors now approaching retirement came of age back at the beginning of the greatest bull market in history—which began almost thirty years ago. They figured investing was easy. So they took on more and more risk. Then the clouds rolled in.

Mountains are dangerous. That doesn’t mean you don’t go climbing (although maybe you don’t). But it does mean that if you want to stay alive you’d better respect those dangers.

The same is true of stocks. They’re dangerous. When we pretend otherwise, we get into trouble.

Pick Your Poison

We often treat fear and greed—the primary drivers of most of the big behavioral mistakes investors make—as flip sides of the same coin. But they’re really two very different emotions. It’s important to figure out which emotion is the bigger issue for you. That knowledge will help you manage your behavior during periods of fear and periods of greed.
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If you’re like most people, you will find that the pain of loss outweighs the pleasure you get from gain. In that case, you can manage your portfolio to reduce the pain to a level that you can manage even during truly bad market downturns. That just means being more conservative with your investments. You may miss out on some gains when the market rises—but you’ll know that your risk is reasonable.

But what if you have the opposite problem? What if you just can’t stand sitting on the investment sidelines and hitting singles and doubles while your brother-in-law brags about hitting home runs? Then you need to tilt your portfolio toward investments that will get you your share of gains when greed is rampant on Wall Street.

If you pursue this more aggressive investment strategy, you will always be positioned for bull markets. But you’ll suffer the brunt of the next downturn. That’s fine—just make sure the portfolio isn’t so aggressive that you can’t handle those times.

What I’m saying here is that you can’t have it both ways. Building an investment strategy that leans toward managing fear is fine. Building a strategy that leans toward managing greed is also fine. Each path has its benefits and its penalties. The idea is to aim for a balance that truly reflects your own emotional strengths and weaknesses—so that you won’t feel compelled to jump in and out of the stock market, shifting back and forth between a more aggressive (managing greed) and a more conservative (managing fear) approach.

I repeat: you can’t have it both ways.

And yet we try to do that all the time. When the market soars or hits a rough patch, there’s a natural tendency to do something. Fast. Our natural reaction is to sell after bad news (when the market is already down) and buy when news is good (after the market is already up), thus indulging our fear and our greed.

It’s an impossible strategy.

Overconfidence

Overconfidence is a very serious problem. If you don’t think it affects you, that’s probably because you’re overconfident.

In fact, the people who are most overconfident are the ones least likely to recognize it.

Worse, as the level of overconfidence increases, the cost of our mistakes increases as well, since our confidence makes us willing to take on more and more risk.
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Long-Term Capital Management was a hedge fund run by extremely smart people (Nobel Prize winners, in fact). The geniuses at Long-Term were positive that the most they could ever lose in a single day was $35 million. Then one day in 1998 they lost $553 million. The fund ended up losing $3 billion.

Alan Greenspan, chairman of the Federal Reserve System under four presidents and the subject of countless raves in the financial press, could do no wrong. Yet Mr. Greenspan’s steadfast belief in the validity of the models he had used for almost forty years contributed to the worst market crash since the Great Depression. In October 2008, Mr. Greenspan admitted to Congress that he was “shocked” when the models he had used so confidently turned out to be flawed.

It would be nice if only Nobel Prize winners and Federal Reserve Board chairmen were prone to overconfidence—but reams of research show that the rest of us have a similar problem. Fortunately, we can do something about it.

We can recognize that we’re not as smart as we think we are. In fact, the smartest investors are the ones who acknowledge that they’re not smart enough to forecast events or pick the best stock or avoid every scam or…

The next time you’re about to make an investment decision because you’re sure you’re right, take the time to have what I call the OC (Overconfidence Conversation). It’s been a truly powerful tool to help people in their decisions. Find a friend, spouse, partner, or anyone you trust, and walk them through your answers to the following questions:



	If I make this change and I am right, what impact will it have on my life?

	What impact will it have if I’m wrong?

	Have I been wrong before?



A guy I know had his money invested in his company’s stock. He had enough money to retire comfortably, but he believed there was a good chance the value of the stock could continue to rise—maybe even double. He wanted to know if he should sell the stock upon retirement, or hang on and wait for the stock to go up further.

We had the Overconfidence Conversation.

I asked him three questions and we answered them together.

Question one: What happens if you hold the stock and you’re right—the stock doubles? Answer: You’ll have more money.

Question two: What if you hold the stock and you’re wrong? Answer: You’re going back to work—maybe for twenty years.

Question three: Have you been wrong before? Answer: Yes.

He sold the stock.

Greater Fools and Your Money

Let’s go back again to the late nineties, when people were taking cash out of their homes to buy technology stocks.

That buying frenzy was not based on in-depth analysis, and it continued for so long simply because the market seemed to go nowhere but up. It didn’t make any sense. In fact, it was dumb.

Many investors in technology stocks knew the shares they bought were hugely overvalued—but they bought them anyway. Why? Because they figured they would find some idiot (the Greater Fool of stock market lore), and sell the stock to him at an even more ridiculous price.

But what happens when we run out of Greater Fools?

I’m reminded of Warren Buffet, who once said that when the tide goes out, we find out who was swimming naked.

Before you invest your hard-earned money, ask yourself: Are you buying a particular investment because you think it’s a good investment? Or are you relying on a Greater Fool to come along? If so, doesn’t that make you—no offense—a bit foolish yourself?

A Losing Pattern

One day I was reading the paper, and I came across the weekly survey of investor sentiment done by the American Association of Individual Investors. This survey reported that investors hadn’t been so bullish since the market peak some months earlier.

Hmmm. I seemed to recall that the same survey just two weeks earlier had found that investors were more bearish than they had been in more than a year.

What had changed in two weeks? The only thing I knew for sure was that the market was up 5 percent between the time investors wanted to sell and the time they wanted to buy.

It was the usual insanity.
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Once again, people were excited about buying stocks because stocks had just become more expensive.

Sigh. We’ve been doing this for a long time. We do it because we make investing decisions based on how we feel rather than what we know. Falling stocks scare us; rising stocks attract us. But we know buying high and selling low leads to losses—and we need to stop doing that if we want to get different results.

Can we stop, though? Some of us can. But many of us can’t help ourselves. We are going to continue to run away from stocks when they cause us pain.

If you find yourself routinely buying or selling at the wrong time, it’s time to do something different. One alternative—admittedly a pretty drastic one—is to swear off the stock market forever.

I’m not kidding. If you can’t stand the heat (and the record clearly shows that most people can’t) then maybe you should have the sense to get out of the kitchen. Whatever the experts may claim, steering clear of stocks isn’t stupid. You’ll just be following Will Rogers’s advice: focus on the return of your money instead of the return on your money.

Of course, if you avoid stocks altogether, you will be giving up some potential returns. You will need to compensate by saving more or adjusting your goals.

That would be better than continuing to buy high and sell low.

But maybe there’s an even better alternative. Maybe you should get help from a financial professional you really trust, who will help you make better decisions. Sometimes we just need someone to walk us in off the ledge when we’re about to do something dumb.

Even if you get trustworthy professional help, you need to stay involved in the process. This is what the process should look like:


	Have a real plan. I am not talking about one of those two-inch-thick books we’ve come to know as financial plans. I’m talking about deciding where you are today, where you want to be later, and how you will behave in order to get there.

	Find investments to populate your plan. This comes at the end of the planning process, after you’ve established your goals and put together a road map to reach them. You would never spend time researching and debating whether to travel by plane, train, or car until you figured out where you were going.

	Admit there is a problem. The first step to quitting a destructive habit is to admit that you have a problem in the first place. Reviewing past decisions will help. Did you get caught up in the tech bubble in 1999? How about real estate in 2006? Did you sell stocks in 2002, late 2008, or early 2009?

	Face the fact that cash is not a solution to a crisis. Going to cash until things “clear up” is like jumping out of the frying pan into the fire. Normally, people go to cash to alleviate their stress: they just can’t handle the pain anymore. But when you sell you have a new problem: when to get back in. The most common “solution” to that problem is to buy back in when things have “cleared up.” Of course, when things have “cleared up,” the market will be higher. So what we’re talking about is engaging in a plan to sell low (now) and buy high (later) on purpose. That’s a bad plan.


	Develop a checklist of questions to ask before you make major financial decisions. How are you feeling? Are you acting out of fear or greed—or do you have a clear take on what’s going on? Are you reacting to the media? Are you doing this because other people are doing it? Are those people good role models? Does this decision flow naturally out of your plan and support your goals? This checklist approach works for pilots and doctors. Likewise, it will help you avoid mistakes in investment behavior.

	Take your time. Try writing down any proposed change in your investment portfolio and then let it sit for twenty-four hours. Maybe call a trusted friend or advisor and walk them through your thinking before you make the change. Often just hearing yourself will convince you to forget the whole thing.

	Incorporate new information slowly. You can learn things during market corrections, and what you learn may have implications for your strategy and your goals. During the decline of 2008 to 2009, many of us learned that risk is not simply an abstract concept. That experience might have led you to scale back your goals. That would be a reason to make a change to your investments—perhaps becoming less aggressive. But take your time. Wait until things settle down and you can think rationally about the next course of action.

	Focus on your own behavior, not the market’s behavior. “Have you seen what the market is doing?” People often say this when they are in a state of shock or exhilaration. They’re ready to go to cash until things “clear up,” or they’re preparing to load up on stocks before it’s “too late.” Notice the implication that the market is “doing” something right now. In reality, we only know what the market has already done. It may be peaking or bottoming out and ready to reverse course.



We don’t know what comes next for the financial markets. In the end, our own behavior is all that we can control—and ultimately, our behavior can make a huge difference in our financial success and our personal happiness.

In other words, it’s up to us to close the behavior gap.
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