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The investor is often his own worst enemy. That's the           
conclusion of Terry Odean, a finance professor at Berkeley. 
Following are lessons from the growing field of behavioral   
finance - which combines elements of neurology, psychology 
and economics - that can help portfolios from being sabotaged. 
 

Avoid frequent trading 
Odean found unmarried men suffer 
from overconfidence. This leads them 
to trade 67% more frequently than   
unmarried women - and underper-
formed the women by 1.4 % a year. 

Avoid running up costs 
In a Taiwan study, commissions, 
taxes and poor market timing sucked 
a collective $32 billion out of the 
pockets of individual investors over 
five years, Odean found. 

 
Realize your limitations 
Investors don't realize the inherent 
disadvantages they face trading 
against the likes of Goldman Sachs 
and JPMorgan Chase. "It's like  
deciding to play one-on-one with a 
professional basketball player," 
Odean said. "You're going to lose." 

 

Don't follow the herd 
Individuals are much more likely to 
buy stocks like Apple and Google 
that are among the 10% of stocks 
that are in the news - and to ignore 
the 90% of stocks that aren't in the 
current news. 

 

Don't buy on the hot news 
Individuals are much more likely to 
buy a stock the day after it ranks 
among an exchange's top perform-
ers. Over the following month, these 
stocks tend to under perform the 
overall market by 1.6 % points. 

 

 

 

Avoid timing the market 
The stocks that investors sell tend to 
outperform the stocks that they buy, 
Odean has found from his study. 

 

 
Admit when you're wrong 
In a study of 10,000 investors, Odean 
found that individuals are more likely 
to hold onto losing stocks than win-
ners, despite the fact that selling losers 
offers significant tax benefits. 

 

On-line trading isn't smart 
Investors who switched from         
telephone trading to online trading 
went from beating the market by 2% 
annually to lagging the market by 3%, 
Odean found in a 2002 study. The 
ease of online trading allows investors 
to follow their worst instincts. 

 

Avoid investment clubs 
Odean found that 60% of all            
investment clubs underperformed the 
market. One reason is that the average 
club held mostly small-cap growth 
stocks and turned over 65% of their 
portfolios each year. 

I predict ... 

Frequent trading hurts 
your investing performance. 

Income tax payable 

LIMITATIONS 
Sometimes we find out the hard way!  

I WAS WRONG 

CONCLUSION 
 

Work with professionals who have the       
experience to help you  to not  sabotage your 
investments! 


