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‘Rebalancing your portfolio to maintain diversification’

The psychology of investing: Managing fear and greed

By NBK Wealth

H{:w do your investments make
vou feel? This might seem like
an odd question, but it is a crucial
one. Emotions play a significant
role in investment decisions, often
influencing outcomes more than we
realize. Among the many emotions
investors experience, fear and greed
are perhaps the most dominant forces
shaping investor and market behav-
ior.

“I'will tell vou how to become rich.
Close the doors. Be fearful when oth-
ers are greedy. Be greedy when oth-
ers are fearful.” - Warren Bu ffet

Fear can lead to panic selling and
missed opportunities, while greed can
drive reckless risktaking and specula-
tive bubbles. For long-term investors,
understanding these emotions is key
to building wealth.

Fear in Investments

Ome of the most common expres-
sions of fear in investing is “loss aver-
sion” the tendency for individuals to
feel the pain of losses more intensely
than the pleasure of equivalent gains.
This psychological bias can lead in-
vestors to hold onto losing positions
for too long, hoping to recover losses
rather than making rational choices
based on market conditions. During
periods of heightened market volatil-
ity or economic uncertainty, fear can
drive investors to panic sell, locking
in losses rather than maintaining a
long-term perspective. This behav-
ior exacerbates market downturns,
as widespread fear-driven selling
accelerates price declines. A classic
example of this was the 2008 finan-
cial crisis, when many investors lig-
uidated their portfolios at or near the
market bottom, missing out on the
subsequent recovery.

Beyond loss aversion, fear also
manifests as the “fear of missing out™
(FOMO). This psychological trig-
ger compels investors to chase after
trending stocks or other speculative

NBK
Wealth

NBK Wealth logo

assets without due diligence. FOMO
fuel impulsive decisions, often based
on hype rather than sound fundamen-
tals,

Understanding these fear-based bi-
ases is crucial for building a success-
ful long-term financial strategy.

Greed in Investments

While fear drives investors to sell
at the worst times, greed has the op-
posite effect—it encourages exces-
sive risk-taking in pursuit of quick
profits. Greed can manifest in dif-
ferent ways, including speculative
trading. overleveraging, and chasing
unsustainable returns. One of

the most destructive consequences
of greed is the formation of asset
bubbles, where investors irration-
ally inflate prices to unsustainable
levels. The dot-com bubble of the
late 1990s and the housing bubble of
the mid-2000s are prime examples
of greed-driven markets. During the
dotcom bubble, companies with no
earnings or a clear business plan saw
their stock prices skyrocket, fueled
by speculative trmoil Investors,
lured by the promise of exponential
gains, ignored fundamental valuation
metrics and poured money into assets
with little intrinsic value(1 ).

When reality set in, the resulting
crashes wiped out trillions in market
value.

Beyond asset bubbles, greed also
manifests in the dangerous practice of
overleveraging. Investors borrow ex-
cessively to amplify potential returns.
While leverage can enhance profits
in a rising market, it significantly in-
creases the risk of substantial losses
during downturns.

Measuring Fear and Greed in
the Market

To better measure and understand
how fear and greed drive market be-
havior, investors can consider several
indicators that measure sentiment:

The Volatility Index (VIX) — Often
referred to as the “fear gange,” the
VIX measures expected volatility in
the S&P 500 stock market over the
next 30 days. A high VIX indicates
heightened investor anxiety, while a
low VIX suggests complacency.

Fear & Greed Indices(2) - A com-
posite measure of market sentiment
that aggregates various indicators. It
aims to measure the overall emotion-
al state of investors and determine if
the market is driven by fear or greed.

Investor Surveys and Sentiment
Reports — Surveys such as the AAII
(American Association of Individual
Investors) Investor Sentiment Sur-
vey(3) measures the percentage of
individual investors who are bullish,
bearish. or neutral on the stock mar-
ket. By tracking these indicators, in-
vestors can gain insights into market
psychology.

Key considerations: How to
Manage Fear and Greed in Invest-
ing

Managing fear and greed requires
self-awareness, discipline, and a
structured  investment  approach.
While emotions cannot be complete-

ly removed, they can be controlled
through effective strategies:

1. Know Yourself and Your Risk
Tolerance Investors should assess
their risk tolerance based on their
financial sitnation, investment goals,
and emotional resilience. The risk
tolerance should then guide the con-
struction of the investor’s portfolio so
that losses are likely to be within an
acceptable range.

2. Follow a Disciplined [nvestment
Strategy

Having a well-defined investment
plan, investing continuously (dollar-
cost averagingh(4), ensuring an ad-
equate level of diversification, and
an asset allocation that reflects the
investors risk tolerance will all help
miti gate emotional decision-making.

3. Avoid Market Timing

Consistently  predicting  market
tops and bottoms is nearly impos-
sible. Instead of trying to time the
market, investors should focus on
long-term wealth accummulation and
staying invested during market fluc-
tuations.

4. Rebalance Your Portfolio Regu-
larly

Rebalancing involves periodically
adjusting a portfolio to maintain the
desired asset allocation. This practice
forces investors to reduce their expo-
sure to assets that may have become
overvalued and buy undervalued as-
sets.

5. Seek Professional Guidance

A financial advisor or investment
professional can provide objective
insights and help investors avoid the
pitfalls of emotionally driven choices.

6. Adopt a Long-Term Perspective

Short-term market fluctuations are
inevitable, but successful investors
focus on long-term trends and funda-
mental value.

Ultimately, successful investing is
not just about choosing the right as-
sets, it is also about mastering our
own emotions and the psychology of
investing.
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The psychology of

investing: Managing
fear and greed

ow do your investmenls make yvou feel? This

might seem like an odd question, but it is a cru-

cial one. Emotions play a significant role in in-
vestmenl decisions, oflen inflluencing oulcomes more
than we realize. Among the many emolions inveslors
experience, fear and greed are perhaps the most dom-
inant forces shaping investor and market behavior.

“I will tell you how Lo become rich. Close the
doors. Be learful when others are greedy. Be greedy
when others are learful:” Warren BulTet

Fear can lead to panic selling and missed opporiu-
nilies, while greed can drive reckless risk-laking and
speculative bubbles. For long-Lerm investors, under-
slanding these emolions is key Lo building wealth.

Fear in investments

UOne of the most common expressions ol lear in
invesling is “loss aversion” the lendency for individ-
uals Lo leel the pain of losses more intensely than
the pleasure of equivalent gains. This psychological
bias can lead investors Lo hold onlo losing positions
for wo long, hoping w recover losses rather than
making rational choices based on markel conditions.
During periods of heighlened market volatility or
economic uncerlainty, fear can drive inveslors Lo
panic sell, locking in losses rather than mainlaining
a long-term perspective. This behavior exacerbales
markel downlurns, as widespread lear-driven selling
accelerales price declines. A classic example of this
was Lhe 2008 linancial crisis, when many investors
liquidated their portfolios al or near the markel hot-
Lom, missing out on the subse Juent recovery.

Beyvond loss aversion, lear also manifests as the
“lear ol missing oul” (FOMO). This psy chological
rigger compels investors Lo chase aller trending
stocks or other speculative assels without due dili-
gence. FOMO luel impulsive decisions, often based
on hype rather than sound lundamentals. Under-

standing these lear-based biases is crucial for build-
ing a successlul long-Lterm financial strategy.

Greed in investments

While fear drives investors Lo sell al the worst
times, greed has the opposite effect—il encourag-
es excessive risk-laking in pursuil of quick prol-
its. Greed can manifest in dilferent ways, including
speculative  trading, overleveraging, and  chasing
unsustainable returns. Une of the most destructive
consequences of greed is the formation of assel
bubhles, where investors irrationally inflate prices Lo
unsuslainable levels. The dot-com bubble of the late
1990 and the housing bubble of the mid-2000s are
prime examples of greed-driven markets. During the
dol-com bubble, companies with no earnings or a
clear business plan saw their stock prices skyrocket,
[ueled by speculative turmaoil. Investors, lured by the
promise of exponential gains, ignored lundamental
valualion melrics and poured money into assels with
little intrinsic value( ). When reality set in, the resull-
ing crashes wiped oul trillions in market

To belter measure and understand how fear and
greed drive markel behavior, investors can consider
several indicalors thal measure senliment:

The Volatility Index {VIX) — Often referred Lo as
the “lear gauge,” the VIX measures expected vola-
tility in the S&P 500 stock markel over the next 30
days. A high VIX indicales heightened investor anxi-
ely, while a low VIX suggests complacency.

Fear & greed indices

A composile measure of markel sentiment that
aggregales various indicalors. IL aims Lo measure the
overall emolional slale of inveslors and delermine if
Lhe markel is driven by lear or greed. Investor Surveys
and Sentiment Reports — Surveys such as the AAl
{American Association of Individual Investors) Inves-
Lor Senliment Survey measures the percentage of in-
dividual investors who are bullish, bearish, or neutral
on the stock markel. By tracking these indicalors, in-
veslors can gain insighls into markel psy chology.

Key considerations: How Lo manage lear and
greed in investing
Managing lear and greed requires sell-awareness,

NBK
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discipling, and a struclured investmenl approach.
While emotions cannol be completely removed, they
can be controlled through elfective stralegies:

1. Know yoursell and your risk lolerance

Investors should assess their risk Lolerance
based on their financial situation, investmenl goals,
and emotional resilience. The risk tolerance should
then guide the construction of the investor's port-
[olio so thal losses are likely Lo be within an accepl-
able range.

2. Follow a disciplined investment strategy

Having a well-defined investment plan, investing
conlinuously (dollar-cosl averaging), ensuring an
adequale level of diversification, and an assel alloca-
tion thal reflects the investors risk Lolerance will all
help miligale emotional decision-making.

3. Avoid markel liming

Consistently predicling markel tops and holtoms
is nearly impossible. Instead of trving to lime the
market, investors should focus on long-term wealth
accumulation and slaying invested during markel
Muctuations.

4. Rebalance your portlolio regularly

Rebalancing ln\'nll\'o.t.' periodically  adjusting a
portlolio Lo maintain the desired asset allocation.
This practice lorces investors Lo reduce their expo-
sure Lo assels thal may have become overvalued and
buy undervalued assels.

3. 5eek professional guidance

A financial advisor or investment professional can
provide objective insights and help investors avoid
the pitfalls of emotionally driven choices,

6. Adopl a long-Lerm perspective

Short-lerm market (luctualions are inevilable, bul
successlul inveslors focus on long-lerm trends and
[undamental value. Ullimately, successlul investing
is nol just aboul choosing the right assels, il is also
aboul maslering our own emoltions and the psychol-
ogy ol invesling.

23-03-2025
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