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Introduction

I believe that managing wealth has become a
daunting task for most people. The world is changing in significant ways that complicate this even
further. After almost two decades advising clients,
I am convinced of the following:
• Most people need professional advice to
be successful.
• Most people question whether they are
appropriately managing their wealth.
• Most people can achieve confidence and
peace of mind if they take the right steps.
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Introduction

I know that you may have bought this book
because you are uncertain about your future. You
may have been through some very uncertain times
and worry whether you will fulfill your life’s dreams.
You may simply lack confidence in your ability to
manage your wealth as life becomes more complicated. You may simply have a gnawing sense of fear
and anxiety about how the world is changing. My
goal in writing this book is straightforward. I set
out to identify the most important challenges facing successful individuals and their families today
and then provide a roadmap for how to address
each of them. I have made every effort to explain
a number of complex concepts in simple language.
At times, what I cover in this book may seem basic;
however, each chapter is there for a reason. If you
read them all, you will definitely be ready for the
future of your wealth.
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Chapter 4

Don’t Let Your Emotions
Dictate Your Financial Future
When I was first starting out in my career as a financial advisor, one of my mentors gave me a piece of
advice. “Matt,” he said, “I don’t care who you work
with or how smart they are, the truth is that most
people don’t know what to do with their money.”
My initial thought was that this was a rather low
view of people. Most of the clients I’d worked with
so far seemed to have a solid understanding of the
markets and definite ideas about how they wanted
to invest their money.
It wasn’t until years later that I understood what
my mentor was really talking about. It wasn’t that
people were ignorant, and it wasn’t that they were
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incapable of analyzing investment opportunities.
The challenge was that their emotions often got
the better of them. They became too optimistic and
enthusiastic after investments had gone up, and too
fearful and skeptical of investments that had gone
down. Their feelings about their investments were
more affected by recent performance than by the
underlying fundamentals for the future worth of
those investments.
In my experience over the years, I’ve found that
human emotions are probably the largest detriment
to investor performance. I believe that the investment industry should and will be focusing more and
more on the impact of psychology on managing
wealth—and I predict that we’ll see this becoming
a much bigger component of wealth management
in the future. Here is a concern that I have always
had: most of the economic models taught to economists and applied today in the financial markets
rely upon the assumption of rational (unemotional)
human behavior. The Capital Asset Pricing Model,
the Efficient Market Theory, Modern Portfolio
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Theory, etc., all rely heavily on this assumption.
However, I’ve never really believed that the assumption holds true, and new models have emerged that
take this into account. The Capital Asset Pricing
Model claims that if there is perfect information
and all actors are rational, the price of a security
will always reflect its intrinsic value. In other words,
rational people who have all the relevant information at their fingertips would never pay more or less
for a security than it’s actually worth. Of course, in
the real world, this isn’t the case—people do not
always act rationally. Psychologists and experimental economists have been verifying this for years
and they have documented a number of ways in
which actual human behavior deviates from rational
behavior (these human biases include overreaction,
loss aversion, overconfidence, as well as a number of
mental shortcuts that lead to irrational decisions).
I believe this is a primary reason why economics
cannot be applied the same way as other sciences
such as physics or mathematics. Economics involves
systems of millions of human interactions, making
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things much more complex than systems involving
inanimate objects - governed by known laws, formulas and relationships.
The deepest (and therefore least controllable)
parts of the human brain developed first (mostly
during a primal time when humans were not faced
with the complexities of the modern world). This
primitive part of our mind is designed to automatically seek things that we feel will improve survival
and avoid the opposite. Chemicals and circuits in
our brains reinforce this so that we unconsciously
crave rewarding feelings and avoid what we perceive as risky or threatening. This reflexive system
allows us to quickly identify patterns, react without thinking, focus on the most critical stimuli
and identify the most immediate threats. This
served us well in less complicated times as these
instinctive responses conserved energy (it takes a
lot of energy to consciously and reflectively think
how to respond) and allowed us to react instantly.
Unfortunately, when the old brain mixes with
the modern world, it tends to leap to automatic,
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unconscious, uncontrollable and usually inaccurate
(irrational) conclusions. Our impressive ability to
recognize and react to simple patterns does not
work well when applied to the more complex systems of modern times. These natural impulses
may have served us well on the savannah, but they
don’t translate into effective skills when it comes to
investments. Nobody likes to think of themselves
as driven by their emotions (let alone the reptilelike part of their brain). However, it can be shown
that this is exactly how most people respond to
complex investment decisions. When the markets
are down, most investors see “danger”—so they
panic and run away. When markets are up, feelings
of wellbeing (and even greed) instinctually kick
in and people want to invest more. I believe that
money is often made and wealth often preserved
by going against our gut instincts. Warren Buffett
once advised investors to “be fearful when others
are greedy and greedy when others are fearful.”
In other words, making smart investment choices
often requires us to think counter-intuitively.
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Investors have to realize that their knee-jerk reactions often have little to do with the true merits
of an investment opportunity. In fact, knowledge
and studied analysis alone do not necessarily translate into investment success unless you are able to
control emotion.
Let’s look at mutual funds to demonstrate. For
almost twenty years, the research organization
DALBAR has conducted a quantitative analysis of
investor behavior that measures the effects of investor decisions to buy, sell and switch into and out of
mutual funds. Each year, DALBAR compares the
performance of mutual funds to the actual results
that investors, who invested in those same funds,
received. Consistently, this research shows that the
investors receive only a fraction of the actual returns
of the funds they were invested in. Why is this?
The studies indicate that it is primarily due to the
emotionally driven behavior of investors. People
become more optimistic and confident when a fund
has been performing well. In response to these feelings, investor tend to buy (or buy more), chasing
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past results and ultimately “buying high”. When a
mutual fund goes through a down cycle, investors
become pessimistic and fearful. In response to those
feelings, investors tend to sell, in effect, locking in
losses and “selling low.” In other words, most investors are missing a big portion of the rate of return
on their investments not because of the actual performance of the investment, but because of their
emotional buying (high) and selling (low). It has
been said that investing is the only market where
customers sell when prices drop but buy more when
prices rise.
I believe that mass psychology is the primary
cause of market volatility. The fact that prices of
assets fluctuate far more than their underlying value
is the best evidence of this phenomenon. Earnings of companies do not fluctuate 20 percent from
quarter to quarter, yet stock prices can easily do so.
Economic growth (such as GDP) does not fluctuate 50 percent from one year to the next, yet market
prices can easily do so. If it weren’t for the vacillating optimism and pessimism of investors, the
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market should track earnings growth and the economy more closely than it does.
Creating a Buffer of Expertise
Obviously, it’s impossible to completely separate
your emotions from your finances. But you can create distance between your emotions and your money
by putting experts in the middle. If you’re managing your wealth on your own, then your money is
directly exposed to your emotions with no offsetting
influence—that’s simply asking for trouble. But if
you have advisors and experienced professionals
who create a buffer of expertise, you’re much more
likely to avoid emotional reactions and big financial
mistakes.
During the financial crisis, I had a number of
clients who would have made painful mistakes if
I hadn’t helped them manage their emotions. A
number of clients were saying “I just want to get
out.” A lot of folks were panicking, and some people really thought the world was coming to an end.
“Just sell everything, the whole banking system is
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going to collapse!” they said. “The market is going
down to nothing!” It took real effort to calmly
explain why this was unlikely to happen. I spent a
lot of time during the crisis years reading, studying,
and gathering concrete information about what was
taking place and mapping out the facts for clients.
This process allowed me to provide some rational
thought and peace of mind to help clients manage
their emotions.
One of the most important aspects of my job
is to insulate my clients’ reactionary impulses from
their investment strategies and look at the facts for
what they are. Occasionally, when a client is still so
distraught that I cannot assuage their fears, I need
take those fears (i.e., “Just sell everything the whole
banking system is going to collapse!”) and walk the
client through to their logical conclusion.
“Ok,” I say. “Well, what are you going to do with
the cash if you liquidate your portfolio?”
“I’ll take it home, put it in a safe and ride out the
storm,” they might respond.
“All right, and what are you going to do next?
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If the banking system collapses, that means that
within days, there won’t be any food in the grocery
story. That would mean your power will go off and
the water will stop running.”—“Well, I have hurricane supplies in the garage … you know, extra
food and water.”—“Yes, but if the system collapses,
your neighbors are going to be knocking at your
back door, trying to feed their starving kids. You
may need to get a gun and a guard dog on the way
home today. Do you really think that’s where we’re
headed? Is that the world you want to plan for? If so,
there are more important things to do than just selling your portfolio? Think Mad Max, which is what
will happen if the system collapses. If it does not
collapse, and I truly believe it will not, then it will
recover from these panic levels.” At this point, they
would usually acknowledge that end-of-the-world
scenario wasn’t a probable outcome. I’ve found that
sometimes it’s best to simply acknowledge people’s
pain and carry their fears to their logical ends (look
into the abyss), so that people can put things into
perspective and work through their emotions.
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Over the years, I have discovered that another
way to help manage emotional reactions is to talk
about fear and panic (and the circumstances that
will trigger them) with clients ahead of time, so
we can preemptively prepare how we will respond
when an unforeseen event does occur. I tell each of
my clients, “The worst time to sell investments is
when everyone is panicking (which is precisely the
time you are most likely to be really scared). So, at
some point, and I don’t know when, we’re going
to be sitting here and your portfolio is going to be
down twenty, twenty-five percent, and you’re going
to want to sell something or even everything. At
that point, I’m going to remind you of this conversation we’re having right now, so you can mentally
bring yourself back to this time and recall why you
should not give in to your emotions.” Having that
conversation up front helps clients understand how
their behavior and their emotions could negatively
impact them. These talks make them aware of their
own emotions and prepare them for the bad times
in advance, so that they’re better able to manage
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their reactions. I believe that investors’ tolerance for
risk actually changes over time. When things are
going well, investors tend to feel that they can tolerate more risk than when their portfolio is actually
going down.
I also try to steer my clients away from investments that—although they have a very high rate of
return—will fluctuate too much for them to tolerate. Many times, I’ve had to say, “Listen, I know
that emerging markets fund has gone up twenty percent a year and you’d like to put all your money in
it, but you will not be able to handle it when the
market drops and it goes down seventy percent. You
just can’t handle that.” Honest and up-front conversations like these help protect my clients from
making the kinds of decisions that will cause them
too much pain and stress in the future.
Doing the Tough Thing
Of course, financial advisors are human beings
too. We too experience emotions during market
crashes and other startling events. To some extent,
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we feel the pressure during difficult times even
more acutely than the investors themselves, since
the collective fear and anxiety of all of our clients is
projected upon us.
After all, advisors have people’s lives—their
retirement, their way of life, and the legacy intended
for their children—resting on their shoulders. There
are hundreds of people looking to each of us, counting on us, and that pressure can be overwhelming.
In some ways, being a financial advisor is similar to
being a doctor: during a bear market, it’s like there’s
an outbreak of the plague; our clients are getting
very sick but the medicine isn’t working yet.
I believe this is one of the reasons why few people
who set out to become a financial advisor succeed in
making a career of it: Not many people can handle
the emotional side of the investment business. It
requires shouldering the emotions of a lot of people
while managing your own emotions so you don’t
succumb to the same panic or excessive enthusiasm.
It’s crucial for financial advisors to maintain control
of their own emotions, so that they can continue
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to make the rational decisions for the clients that
are depending on them. Making tough decisions
is what good financial advisors prepare themselves
to do. It’s incredibly easy for an advisor to take the
path of least resistance. It’s easy to let clients buy the
latest hot stock (ignoring its expensive price) when
investor excitement is high, but that’s likely the
wrong thing to do. The more difficult—and probably more beneficial—choice would be to make an
investment that, while unpopular and out of favor,
is attractively priced.
It’s not easy to do the “tough” things (after all
… they’re tough!), but an important job of a financial advisor is to manage emotions and do what is
best for clients. There are times—particularly during extreme events—when I’ve had to say to myself,
“Look, today is going to be rough, but it’s my job to
be the rock—the voice of reason. I don’t care how
worried I am, how upset I am that things are scary
out there. It’s my job to NOT project these fears
back to my clients. They have the luxury of venting to me; I do not have the luxury to vent to them.
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It’s my job to gather the strength to absorb their
pain so they can get through these tough times.” I
think this is similar to how soldiers gird themselves
for combat. I believe soldiers are just as scared as
anyone would be. The difference is that they have
mentally prepared themselves to keep it together
and continue doing what needs to be done in the
face of the carnage and danger. Their bravery is not
a result of the absence of fear but comes from their
ability to function in the presence of that fear (we
could all take a lesson from them).
Knowledge Breeds Confidence
My personal experience is that knowledge
breeds confidence. The more I can educate clients
about how markets work, and the cycles that they
go through, and what is going on now, the more
confidence I believe those clients will have in their
investment strategy. It seems to me that people
tend to get more emotional about things they don’t
completely understand—I think that’s basic human
nature.
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I feel that the time I invest preparing clients
to be more confident is well spent. After all, if my
clients are more knowledgeable, comfortable and
confident, then they will be less reactionary. Most
of my clients reach a point of confidence where they
rarely react to short-term, news-driven events. That
ultimately pays off in extra time I have to devote to
the analysis, research, and skills that allow me to
provide them with better results, service and proactive recommendations. In my professional practice,
we also keep our clients informed through regular
communication. If the market has a big move in
a day, we send out a notice by email to everyone,
explaining what is happening. So, if a client comes
home and turns on CNBC and finds that the market is up or down significantly, they already have
our thoughts as to what is going on (right at their
fingertips). Whether markets are turbulent or not,
we write a weekly newsletter and quarterly “Global
Market Commentary.” These include our views
regarding what has happened, what is happening,
and what we think will be happening. All of this
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allows us to keep our clients informed and breeds
confidence and peace of mind year-round.
In 2010, I hired a consulting firm to coach my
team through a unique set of in-depth interviews
with some of our best clients. Over the course
of a year, we asked clients a few very candid and
open-ended questions. One question we asked
was, “Of all the services we provide to you, what
do you value the most and why?” We meticulously
documented their responses (word for word) and
then took a thoughtful look at what each of them
said. From this we found a number of consistent
phrases and we were surprised by the results. We
expected things like, “my financial plan,” “my rate
of return,” “the results in my portfolio.” However,
almost every client’s answer included, “confidence,”
“peace of mind,” and “I can sleep at night.” I don’t
believe that necessarily comes just from financial
results. Rather, I believe that confidence and peace
of mind are generated through the time we spend
helping our clients understand their wealth through
the knowledge, education and communication we
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provide to them. Armed with this, our clients are
able to make the best possible decisions for the
future of their wealth.
I have come to understand that people work
with a financial advisor primarily because they want
to feel secure and confident in their financial decisions. Regardless of how rich you are, if you don’t
have peace of mind, you’re not leading a joyful life.
If your money is causing you worry, stress and confusion, you may be happier buying a boat, gifting
away your money and moving to Costa Rica to live
on the beach.
It goes without saying that in addition to peace
of mind, our clients also want concrete results. Fortunately, these two things go hand in hand. As I
mentioned, getting results depends largely on an
investor’s ability to remain calm and rational in
turbulent times. If clients don’t stay calm—if they
don’t stay the course, then they’re not going to get
the results that they should. You can pick all the
right investments, but they won’t do you any good
if you bail out on them the first time they drop in
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price. If you handle your emotions poorly, you risk
losing a lot of money—as well as missing out on
potential returns.
The Power of Optimism
Today I believe the number one emotion that
clouds the future is pessimism. Even though we’re
coming out of the “Great Recession” and things are
starting to improve, a lot of people are still scarred
by their experiences of the past decade, fearful that
our world has permanently changed and we face
insurmountable problems. There’s a general sense
that the best days are behind us and the future will
remain forever dangerous and bleak. Such pessimism
and fear can be just as detrimental to an investor’s
decision-making as excessive optimism. There’s an
old dictum about auto-racing: “If you think about
hitting the wall, you’re going to hit the wall.” The
same logic holds true for investment opportunities:
cynicism ultimately becomes a self-fulfilling prophecy because you’ll overlook the opportunities that
do exist.
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I believe today’s pessimism is shortsighted. When
you look at history, it becomes clear that recessions
and tough times have functioned as cleansing periods—times during which inefficient and outdated
modes of business are replaced with innovation and
a renewal of the entrepreneurial spirit. This happened during the 1970s, when the industries that
disappeared were then replaced (in the ’80s and ’90s)
with game-changing technologies like personal
computing, the Internet, and mobile telecommunications industries. No one could have imagined
these new industries before they emerged (outside
of a science fiction novel). I believe a similar process
is taking place today with the emergence of “BigData” analytics, energy innovations, 3-D printing,
genomics, and other technological developments.
These emerging technologies promise to create new
jobs and deliver a substantial boost to our GDP over
the next decade. The reality is we’re approaching a
time where more optimism is warranted.
When clients express to me their worries about
the future, I ask them to think about the big picture.
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There are currently seven billion people on this
planet, and every day these seven billion people
wake up and go out into the world and try to make
things better for themselves. This is ultimately what
makes economies grow—it’s what creates progress,
technological innovation, and improved standards
of living. And when you’re invested, you own a share
of that process. You’re participating in that journey
of global growth, renewal and hope, and you’re getting returns based on that collective effort. When
you think about this larger picture, it’s difficult not
to reclaim some level of optimism. Sure, sometimes
there are setbacks and progress slows down, stalls,
or even goes backwards for a while.
Most of the time, you can’t control the circumstances around you, but you can always control your
attitude. You ultimately get to choose how you think
about the world around you, about the future, about
how you are going to proceed. Your emotions can
be your biggest detriment but managing your mindset can be your biggest asset. In today’s economy,
it’s easy to get sucked into the mass psychology of
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doom and gloom. However, by surrounding yourself
with experts who bring fact-driven information into
the decision-making process, you can avoid falling
prey to these alarmist and emotional reactions and
achieve the peace of mind that allows you to truly
enjoy your wealth and optimistically position yourself for the future.
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