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BROKEN PROMISES
Why Most Investors Don’t Get What They Expect?
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“There are many ways to run into a 
secure and comfortable retirement, 

but doing nothing is not one of them!”
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While the inability to participate in the markets is certainly a major issue, the biggest reason for underperformance 
by investors who do participate in the financial markets over time is good, old-fashioned psychology. 
Behavioral biases that lead to poor investment decision-making are the single largest contributor to underperfor-
mance over time. Dalbar defined nine of the irrational investment behavior biases specifically: “The biggest of 
these problems for individuals is the “herding effect” and “loss aversion.”These two behaviors tend to function 
together compounding the issues of investor mistakes over time. As markets are rising, individuals are led to 
believe that the current price trend will continue to last for an indefinite period. The longer the rising trend last, the 
more ingrained the belief becomes until the last of “holdouts” finally “buys in” as the financial markets evolve into a 
“euphoric state.” As the markets decline, there is a slow realization that “this decline” is something more than a “buy 
the dip”opportunity.  As losses mount, the anxiety of loss begins to mount until individuals seek to “avert further 
loss” by selling. This behavioral trend runs counter-intuitive to the “buy low/sell high” investment rule” & is one of 
the main reason investors rarely perform as well as the market averages.

For years, average investors have been 
told a bit of a story. That it’s best to buy 
stocks and forget about them. Investors 
have come to know (because it’s so 
often reported), that over last 75 or 100 
years, the average annual rate of return 
(S&P) has been about 10% and they 
have come to think that will always be 
the case. Investors were promised 
something that, in many cases never 
materialized - leaving a shortfall in their 
retirement savings. The chart (below 
and to the right) provides some 
prespective.

This chart illustrates the difference between expectations 
and reality. The illustration shows the difference between the 
inflation-adjusted return on a $100,000 investment in the 
S&P 500  growing at 8% annually as opposed to the impact of 
gains and losses in market returns over time. 

It’s not you, it’s me...Well, actually, it’s YOU!


