
STRATEGIES TO HELP CLIENTS AVOID OVERCONFIDENCE:

INVESTOR BEHAVIOR: 

OVERCONFIDENCE 
WHEN CLIENTS TAKE UNNECESSARY RISKS

If you ask someone what kind of driver they are, chances are they’ll say above average.  
But statistically speaking, it’s not possible for everyone to be above average.  
The response is due to overconfidence — the most significant and common human bias. 

Sometimes it’s good to have an exaggerated sense of personal capabilities because it 
can increase ambition, morale, resolve and persistence. But when it comes to investing, 
overconfidence may contribute to excessive rates of trading in the stock market.  
And this can lead to unnecessary risks. 

Explain how overconfidence can lead to a poorly diversified portfolio.  
Successful investors usually overestimate their own contributions because they’re 
confident in the stocks they own. But decisions informed by knowledge, not a sense 
of self, usually do better in the long run. 

Encourage your clients to recognize the signs of overconfidence.  
Over-trading, low diversification or a high-risk portfolio may mean that they need 
a more analytical perspective. 

Help them remain grounded and realistic. It’s important for them to understand that 
equity investing requires humility, patience and self-critique. 

Encourage your clients to be more open-minded. You want them to actively seek out 
disconfirming information. Most importantly, encourage them to take their time to 
make investment decisions.

Overconfidence isn’t always bad, but it can hurt your clients when it comes to investing. 
Be proactive about discussing this bias before a major decision is made.
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