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During the COVID-19 pandemic and the subsequent years,

the global economy experienced significant volatility. Supply
chains were disrupted due to labor shortages, factory closures,
transportation bottlenecks, and geopolitical conflicts. While
industries such as healthcare, pharmaceuticals, and technology
thrived, others—Ilike restaurants, leisure, automotive, and airlines—
faced considerable challenges. Additionally, borrowing costs rose
as interest rates and inflation increased, with the Federal Reserve
recently lowering rates by 0.25 percentage points in November
2024, marking the second cut of the year!

This level of uncertainty can lead many investors to panic and make hasty decisions, often resulting
in skewed logic and poor outcomes. Although it's nearly impossible to eliminate emotions from
our actions, investors must strive for balance by adopting strategies that help mitigate emotional
responses. To assist you in making more informed investment choices, we present four strategies
designed to help you pause and think critically before acting.

UNDERSTAND YOUR PAST BEHAVIORS

The way investors make decisions is significantly influenced by behavioral finance, an economic theory
that links irrational behaviors to psychological factors such as fear, anxiety, and eagerness. These
emotions can manifest both consciously and unconsciously, leading to mistakes in the stock market.

To navigate these challenges, investors must recognize common cognitive biases and learn to
identify them in their own decision-making processes. Here are five prevalent biases that can impact
investment choices:

Herd Behavior

This occurs when individuals follow the actions of a large group of investors without
conducting their own research. A notable example is the GameStop phenomenon in 2021,
where retail investors rallied on platforms like Reddit and X (formerly Twitter), driving the stock
price up. While some profited, many others faced significant losses. This event even prompted
the SEC to propose new regulations addressing conflicts of interest in financial firms' use of
predictive data analytics.?

Mental Accounting

Mental accounting refers to the tendency to assign specific values to different types of money
and investments, treating them unequally despite their equivalence. For instance, investors
might categorize losses as “affordable” without acknowledging that any loss still impacts their
overall financial health.
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Anchoring Bias

This bias occurs when investors give disproportionate weight to the first piece of information
they encounter, often ignoring subsequent data that could provide a fuller context. Frequently,
this initial information is anecdotal rather than factual, leading to assumptions made without
thorough research.

Overconfidence

Overconfident investors often credit their skills for successful investments while attributing poor
performance to external factors. This mindset can lead to impulsive decisions, as they fail to learn
from past mistakes.

AVOID CONSUMING TOO MUCH FINANCIAL MEDIA

There are numerous sources of financial information, including television, print media, YouTube,
and social media. Many investors rely on these channels to stay updated on market developments.
However, with so many voices sharing opinions on various stocks and market movements, it can be
challenging to cut through the noise and find reliable information.

To focus on what truly matters, investors need to be discerning in how they consume financial

media. This involves applying fundamental investing principles, such as analyzing a company's
financials, historical trends, corporate governance, and growth potential, rather than being swayed by
sensational headlines.

If you're active on social media, it's crucial to follow reputable news sources like Bloomberg, Forbes, or
Nasdaq. This approach helps mitigate the risk of being influenced by viral trends or falling victim to
misinformation.

TAKE A BREATHER

When markets indicate a potential economic downturn, it's common for investors to feel anxious
and make hasty decisions to safeguard their investments. However, before taking action, it's crucial
to pause and consider how a short-term choice might impact your portfolio in the long run. For
instance, research indicates that investors under 45 were more likely to withdraw funds from their
retirement accounts in response to rising living costs after the pandemic.® While this may alleviate
immediate financial pressure, it can significantly harm your retirement savings, especially if you're
young and missing out on the benefits of compound interest.

Before reacting, reflect on your biases and how they have influenced your past decisions during
major economic events. Taking this extra time to think can help you identify the best course of action.

Talk with your advisor

To help ensure your financial strategy aligns with both your short- and long-
term goals, it's wise to consult with your financial advisor. Their experience
allows them to see the bigger picture and provide sound advice, helping you
avoid risky decisions. If you have any questions or concerns about your portfolio,
please don't hesitate to reach out to us.
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