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“Investing is not a game where the guy with the 160 IQ beats the guy with the 130 IQ…Once you 
have ordinary intelligence, what you need is the temperament to control the urges that get 
other people into trouble in investing.” 
 
… Warren Buffett                                                                                                                                                                  

 
 
 
 
Is the stock market a person?  One individual who believes so is Warren Buffett.  He calls it Mr. 
Market.  The original creator of this idea was Benjamin Graham in his 1949 book, “The 
Intelligent Investor”.  I have often wondered, why that particular title?  Perhaps he looked 
around at the time and saw just the opposite; that people were not very intelligent about 
investing and he wrote the book to explain why this was the case. 
 
Mr. Graham concluded that the market was indeed a person by virtue of the fact that it would 
fluctuate and that these fluctuations could be anywhere from extreme pessimism to wild 
optimism.  He determined therefore that Mr. Market was emotional! 
 
So here is what we have.  A market that in and of itself fluctuates and tends to not be rational.  
It offers to buy your shares or sell your shares at a given price with the full understanding that 
that offer can and likely will change and do so in short order.  You as an investor can decide to 
accept or decline that offer also knowing that the price will change.  And here is where it can 
get dicey. 
 
Humans by nature are emotional creatures and as investors are being tasked with making 
decisions about what to buy/sell and when to buy/sell.  Yikes!  Sounds like a recipe for disaster 
which is borne out by the numbers.  Over the last twenty years as of December 31, 2017, the 
average investor’s annualized rate of return of 2.6% is beating inflation by only one half of one 
percent(.5%).  Compare this with the 7.2% return of the S&P 500 Index over the same time 
period. (1) 
 
Which brings me to the topic of this missive: behavioral finance.  This is a relatively new area of 
study.  It looks to combine human behavior with economics and finance to try to understand 
why individuals make financial decisions that tend to not be in their own self-interest. 
 
 
 



In psychology, cognitive dissonance is the mental stress or discomfort experienced by an 
individual who holds two or more contradictory beliefs, ideas, or values at the same time; 
performs an action that is contradictory to their beliefs, ideas, or values; or is confronted by 
new information that conflicts with existing beliefs, ideas or values. (2) (3) 

 

 

If you are experiencing cognitive dissonance, the immediate response is to return to normal 
and restore balance.  In this chaotic and disruptive world today, people are looking for 
consistency.  Unfortunately, Mr. Market is not the place to find it.  People are motivated to 
restore balance, and when confronted by new information that runs contrary to what they have 
come to believe and know, they can and will make financial decisions based on a need to 
restore balance.  I will posit that this is not a workable investment plan.  To muddle the process 
even further, look at the list of cognitive biases that follows that can impact decision making.  
As you no doubt have realized, these biases apply to other areas of life as well as finance. 
 
When your emotions are driving your decision making, stop, take a deep breath and ask 
yourself, “What would a rational, prudent, objective person do?” 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
Any opinions are those of Jean Kahl and not necessarily those of Raymond James. Expressions of opinion are as of this date and are 
subject to change without notice. The information has been obtained from sources considered to be reliable, but we do not guarantee that the 
foregoing material is accurate or complete. Any information is not a complete summary or statement of all available data necessary for making 
an investment decision. This material is being provided for information purposes only and is not an endorsement or solicitation for the book 
The Intelligent Investor. Investing involves risk and you may incur a profit or loss regardless of strategy selected.  The S&P 500 is an 
unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market. Keep in mind that individuals 
cannot invest directly in any index. 

 
 

1. J.P. Morgan Guide to the Markets, 3Q 2018 
2. Festinger, L. (1957). A Theory of Cognitive Dissonance. California: Stanford University Press. 

3. Festinger, L. (1962). "Cognitive dissonance". Scientific American. 207 (4): 93–107.  

https://en.wikipedia.org/wiki/Stress_(psychological)
https://en.wikipedia.org/wiki/Belief
https://en.wikipedia.org/wiki/Idea
https://en.wikipedia.org/wiki/Value_(ethics)


Page 1 of 2 
 

 

 

 



Page 2 of 2 
 

 

 


	Mr Market 2.pdf
	20CognitiveBiases

