
S H O R T - S I G H T E D
How Loss Aversion Hurts 
Long-Term Returns



Bear Market 
Territory



When Markets Fall, 
Investors Panic

• As unrealized losses mount, investors sell to 
avoid further pain

• But selling locks in losses 

• Worse, it can lead to permanently lowered 
returns

• That is because when an investor exits the 
market, they risk missing the recovery days 
that account for a substantial portion of 
long-term returns



Missing Just a 
Handful of Good 
Days Can Hurt



Selling Low, 
Buying High

• A wise investor would buy stocks when the 
market hits a low and shares are cheap, and 
would sell when valuations are high

• In practice, however, few investors succeed 
at timing the markets—most buy when 
prices are rising and sell when they fall

• This can dramatically lower their long-term 
returns



Imagine Four Hypothetical Investors

Peter Perfect, a perfect 
market timer who 
invested $2,000 at the 
lowest closing point every 
year from 2001 to 2020

Ashley Action, who 
invested $2,000 on the 
first trading day of every 
year from 2001 to 2020

Rosie Rotten, a poor 
market timer who 
invested $2,000 at the 
market’s peak each year 
from 2001 to 2020

Matthew Monthly, who 
divided $2,000 into 12 
equal portions, which he 
invested at the beginning 
of each month between 
2001 and 2020



The Risk of Poor 
Market Timing 
Outweighs 
the Benefit of 
Getting It Right



Why Do We Sell 
When Prices Fall?

• Because we allow emotions to drive our decisions

• Specifically, we sell in response to an emotional 
force known as myopic loss aversion



What is Myopic Loss 
Aversion?

• We fear losses more than we value gains

• As a result, we try to avoid the pain of 
market losses by selling during downturns—
we focus on avoiding short-term losses at 
the cost of achieving long-term gains



Loss Aversion is Part 
of How Our Brains 
Work

• It arises from the fear center in our brain

• It is a powerful emotion that can temporarily 
override our logical minds



Evidence Suggests That Older People May Be More 
Vulnerable To Loss Aversion

• During Q1 2020, markets fell 
sharply due to the pandemic

• In that period, older investors 
were more likely to shed 
equity—they experienced 
more loss aversion and sold in 
response

• There are both practical and 
biological reasons for this



How Can You Prevent Loss Aversion From Harming 
Your Long-Term Returns?

1
Work with your advisor to 

establish a long-term financial 
plan—then stick to it.

Do not check your portfolio 
balances too frequently, 

especially during downturns.

Consult your advisor before 
making any changes to your 

plan or portfolio.

Try to focus on the long term, 
not the short term.
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