
Investing and Emotions

It's not a surprise that Canadians are emotionally connected to their investments, especially those nearing 
retirement. For most their investments involve decades of savings, and sacrifices, to meet their retirement 
goal. But while investors have an emotional connection, they should also be aware how that connection can 
influence their decision making. The chart below highlights how some investors emotions change with the 
market cycles. 

Investing based on emotions is the main reason why 
so many people are buying at market tops and selling 
at market bottoms. 

When markets become volatile, some investors 
are prone to overreact and sell at the wrong time, 
accepting losses. Over the long term, markets are 
resilient and investors who stay invested can recover 
their losses and grow their wealth.

Removing emotions from investing is easier said than 
done, but there are some techniques investors can 
practice that can prevent the Buy High and Sell Low 
emotional cycle. Bottom line is to understand your 
own risk tolerance and the risk of your investments 
is the most important basis to start off with. Consider 
building a checklist for evaluating investments to curb 
the emotional impulse to follow the herd.
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 Optimism
“The markets are going up, 
 this might be a good time to buy.” 

Optimism

 Hope
“Things are turning around, but 
 I’ll wait before investing again.”

Relief

Excitement Euphoria
“I need to buy more now!”

Depression

Anxiety 
    “This is just a temporary setback”

Fear

Panic  
“Enough! I’m selling.”

TOP OF THE STOCK MARKET CYCLE

BOTTOM OF THE
STOCK MARKET CYCLE

Quick Investment Checklist Change No Change

Confirm your investment 
time horizon

Confirm your investment 
objectives

Confirm your risk tolerance

Let's 
revisit your 
investment 

portfolio

Ride it out

Source: Hays Advisory 
This chart is an example and does not represent the performance 
of any actual investment. For illustration purposes only.
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Investment Tools
The key is to understand your motivations behind emotional investing and avoiding euphoric and depressive stages 
which lead to poor decision-making. To take some of the emotions out of investing many investors use Continuous 
Savings Plans (CSPs), diversify their investments and take a long term approach to investing.
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Benefits of Asset Allocation

Diversification through asset classes: By investing in only one asset class you may miss out on potential gains.

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
European 
Equities 
17.3%

U.S. 
Equities 
41.3%

U.S. 
Equities 
23.9%

U.S. 
Equities 
21.6%

Canadian 
Equities 
21.1%

Emerging 
Mkt Equities 

28.7%

U.S. 
Equities 

4.2%

U.S. 
Equities 
24.8%

Emerging 
Mkt Equities 

16.6%

U.S. 
Equities 
27.6%

Emerging 
Mkt Equities 

16.0%

European 
Equities 
34.4%

Balanced 
Portfolio 
11.6%

International  
Equities 
19.5%

U.S. 
Equities 

8.1%

European 
Equities 
17.9%

Global 
Bonds 
1.9%

Canadian 
Equities 
22.9%

U.S. 
Equities 
16.3%

Canadian 
Equities 
25.1%

International  
Equities 
15.3%

International  
Equities 
31.6%

Canadian 
Equities 
10.6%

European 
Equities 
17.1%

Emerging 
Mkt Equities 

7.7%

International  
Equities 
17.4%

Canadian 
Bonds 
1.4%

European 
Equities 
18.3%

Balanced 
Portfolio 
10.4%

European 
Equities 
16.0%

U.S. 
Equities 
13.4%

Balanced 
Portfolio 
16.5%

Global 
Bonds 
9.4%

Balanced 
Portfolio 

7.6%

Balanced 
Portfolio 

6.6%

U.S. 
Equities 
13.8%

Cash 
1.4%

International  
Equities 
16.5%

Canadian 
Bonds 
8.7%

Balanced 
Portfolio 
12.0%

Balanced 
Portfolio 

8.5%

Canadian 
Equities 
13.0%

Canadian 
Bonds 
8.8%

Canadian 
Bonds 
3.5%

Global 
Bonds 
3.5%

Canadian 
Equities 

9.1%

Balanced 
Portfolio 

-1.2%

Balanced 
Portfolio 
16.1%

International  
Equities 

6.4%

International  
Equities 
10.8%

Canadian 
Equities 

7.2%

Emerging 
Mkt Equities 

4.3%

Emerging 
Mkt Equities 

7.0%

Emerging 
Mkt Equities 

2.4%

Canadian 
Bonds 
1.7%

Balanced 
Portfolio 

8.8%

International  
Equities 
-5.6%

Emerging 
Mkt Equities 

12.9%

Global 
Bonds 
6.0%

Cash 
0.2%

Global 
Bonds 
5.3%

Cash 
1.0%

International  
Equities 

4.1%

Global 
Bonds 
1.9%

Cash 
0.5%

Canadian 
Bonds 
2.5%

Emerging 
Mkt Equities 

-6.5%

Canadian 
Bonds 
6.9%

Canadian 
Equities 

5.6%

Global 
Bonds 
-2.3%

Canadian 
Bonds 
3.6%

Global 
Bonds 
1.0%

European 
Equities 

2.8%

Cash 
0.6%

International  
Equities 
-2.0%

Global 
Bonds 
1.8%

European 
Equities 
-6.6%

Global 
Bonds 
6.9%

European 
Equities 

4.1%

Canadian 
Bonds 
-2.5%

Cash 
1.0%

Canadian 
Bonds 
-1.2%

Cash 
0.9%

Canadian 
Equities 
-8.3%

European 
Equities 
-3.2%

Cash 
0.6%

Canadian 
Equities 
-8.9%

Cash 
1.6%

Cash 
0.9%

Emerging 
Mkt Equities 

-3.1%

 � International Equities 
MSCI EAFE Index

 �  U.S. Equities 
S&P 500 Total Return Index

 � Canadian Equities 
S&P/TSX Composite Index

 � Canadian Bonds 
FTSE TMX Canada Universe Bond Index

 � Cash 
FTSE TMX Canada 91 Day T-Bill Index

 � Global Bonds 
Citi World Government Bond

 � European Equities 
MSCI Europe Total Return Index

 � Emerging Market Equities 
MSCI Emerging Markets 
Total Return Index

 � Balanced Portfolio 
40% FTSE TMX Canada Universe 
Bond Index 
40% MSCI World Index 
20% S&P/TSX Composite Total 
Return Index

Source: Morningstar Direct. All returns in C$ and are calendar year returns to December 31, 2021.

Highest 
Return

Lowest 
Return

CSP Calculator
Continuous Saving Plan (CSP) is a pre-authorized plan that withdraws 
funds from an account you select, and deposits them into a Savings or 
Investment account on a regular schedule. It’s free to set up, and you can 
start with as little as $50 per month.

•	 Take advantage of compound savings growth
•	 Choose how you want to contribute
•	 Set goals and easily stick with them

The Big Picture Chart
The Big Picture Chart is appropriate for discussions focused on addressing 
challenges investors are facing with current market changes through its 
interactive design and 85.5-year breadth, the Big Picture chart can help 
you convincingly address each of these audiences:

•	 Risk, return and diversification
•	 Inflation which is a constant risk
•	 Importance of staying invested
•	 Downturns and recoveries

Benefits of Asset Allocation
Diversification allows investors to spread their investment holdings and 
potentially minimize risk. A key element is strategic asset allocation, 
which means establishing a mix of equities, fixed income and cash that 
is best suited to your risk tolerance and investment objectives, while 
holding this mix consistently over the term.    
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This article is for information purposes. The information contained herein is not, and should not be construed as, investment, tax or legal advice to 
any party. Particular investments and/or trading strategies should be evaluated relative to the individual’s investment objectives and professional 
advice should be obtained with respect to any circumstance. 
Commissions, trailing commissions (if applicable), management fees and expenses all may be associated with mutual fund investments.  Please 
read the  fund facts or prospectus of the relevant mutual fund before investing.  Mutual funds are not guaranteed, their values change frequently 
and past performance may not be repeated. Distributions are not guaranteed and are subject to change and/or elimination.
For a summary of the risks of an investment in  BMO Mutual Funds, please see the specific risks set out in the prospectus.. 
BMO Mutual Funds are managed by BMO Investments Inc., which is an investment fund manager and a separate legal entity from Bank of Montreal.
BMO Global Asset Management is a brand name that comprises BMO Asset Management Inc. and BMO Investments Inc.
®/™Registered trade-marks/trade-mark of Bank of Montreal, used under licence.

To learn more about the connection between the emotional investing and market 
cycle, please talk to your BMO Investment Professional who can help with rational 
advice when markets are irrational.

Index returns do not reflect transactions costs or the deduction of other fees and expenses and it is not possible to invest directly in an Index. Past 
performance is not indicative of future results.

https://www.bmo.com/main/personal/investments/savings-calculator/
https://www.bigpicapp.co/clients/bmo/index.php
https://bmogamhub.com/system/files/benefits_of_asset_allocation_-_sales_concept_-_client_-_both_-_eng.pdf?file=1&type=node&id=109687
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