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Why investors can't gauge their
own risk tolerance

Quizzes that purport to test risk tolerance are often ineffective, since they
don't really put investors under actual stress.

Fear is a greater motivator than greed. In good times, few check in on how
investments are doing. In bad, they swamp advisors with panicked calls.

For happy investing, develop a real understanding of how you want to invest
your money with both risk and reward.
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When people start investing money, one of the exercises they engage in
is determining their own risk tolerance. Usually, this process is handled
by filling out some sort of questionnaire, such as the one below, that
has multiple-choice questions:

If you had $10,000 to invest, would you:

• Be willing to chance earning 30 percent growth knowing you
could lose 30 percent? 
• Be willing to chance earning 10 percent growth knowing you
could lose only 5 percent? 
• Be willing to lose nothing, knowing you could earn no more
than 5 percent?
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We often whiz through these quizzes at a blazing pace because, in a
simulation exercise, we know exactly who we are. However, there are
two types of behaviors that we have within our personality: How we act
in a natural state, when we are relaxed and have no pressure, and the
adaptive state, when we are under heavy pressure. Unfortunately, these
quizzes don't really put us under any pressure, so they don't really tell
us how we would react when markets are in roller coaster mode.

With the Dow Jones Industrial Average experiencing two 1,000-point
drops in recent weeks, and having fielded many, many investors' calls, I
was reminded that investors truly do not know how to measure risk.

More from Advisor Insight: 
The bad things people do with 401(k) plans 
What sort of insurance do you need? 
Most consumers confused about credit, debt

Measuring reward is easy. You can clearly see if your 401(k) plan is up
or down 20 percent by just opening up your statement and seeing it on
the front page. The number that you don't see is the risk that it took
you to get to that 20 percent mark ... until the markets start to turn due
south, and that is when you turn to the state of panic.

The Dow Jones didn't have a single down month in 2016. Not one. The
two main emotional drivers in the stock market are greed and fear. So,
when the markets are going up month after month without any sign of
slowing down, our Cheshire cat grin of greed is secretly getting larger
as we see our statements grow every month. It's funny, because
nobody ever calls up and asks, "Ted, how much did we make today?" or
"Ted how much are we up this week?"

When the markets are climbing, people just sit back and enjoy what's
happening without hardly any questioning at all.
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This is why there is no doubt that fear is a much stronger emotion than
greed. The moment that investments start to turn south, everybody
wants to know what's going on and whether it will continue, even
though the loss may only happen over a few days and not even months
or years. Fear is the real driver that can tell you what your real risk
tolerance is because, when the roller coaster hits, its first large drop will
really reveal whether or not you are ready for the ride.
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'Smart beta' investing no longer has any
meaning: expert

While names of these funds abound, they all
aim to beat the market, either with better
performance or risk management.

The biggest reasons every entrepreneur
should have a financial plan

Being an entrepreneur has many payoffs, but
small-business owners need a good financial
plan in place to attain them.

It’s time to ditch those excuses and start
saving money now

Here are five common roadblocks to saving,
along with tips on how to get over the hump
and just start saving now.

Do you know your advisor's 'investment
philosophy'?

Investors often ask about advisors' investment
philosophies but the term means different
things to different people.

Investors see gold in blockchain technology
These four investing biases can trip up even the most
self-aware investor
If you received a 401(k) plan refund check, here’s what
to do
Head off a large tax bill in 2019 by checking your pay
stub now
Privatization is really a plan to dismantle Social Security
Watch the Fed's GDP tracker for signs stock earnings
growth is about to peak
The 'dirty dozen' tax scams the IRS wants you to watch
out for in 2018
Seeking downside protection, investors show interest in
actively managed ETFs
Financial advisors agree with Warren Buffett: Don’t
waste your hard-earned cash on bitcoin
Homeowners can take advantage of this tax loophole —
at their own risk

These states offer an attractive tax
credit for charitable residents
It's not just New York and New Jersey. Could
the IRS examine other states' charitable
programs?

A Social
Security
Administration
office in San
Francisco.

3 ways you can keep your Social
Security number … secure
With data breaches so commonplace these
days, it's crucial to recognize the dangers and
how you can protect yourself.

Congress
is looking at
how it can
simplify and

Solving America's retirement
security challenges
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You may think you know how risky you really are, and you may be able
to answer it in a natural state, but how did you really respond over the
past week? If you were too nervous to log in online to see how things
did or too nervous to even turn on the television, maybe that should tell
you a thing or two on how risky you really want to be. Just because you
don't shoot for double-digit returns doesn't make you a bad person; it
just makes you the investor that you really are when you put your
money on the line.

"Get a real understanding of how you want to
invest your money with both risk and reward,
and you'll be a much happier investor for the
long haul."

Happiness is about expectations met or unmet.

If you want to be a happy investor, take a look in the mirror and decide
what kind of investor you want to be. Don't take the losses out on your
friends, your family or your advisors because you don't know what kind
of investor you want to be. Get a real understanding of how you want to
invest your money with both risk and reward, and you'll be a much
happier investor for the long haul.

— By Ted Jenkin, co-CEO and founder, oXYGen Financial
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modernize
the US'
retirement
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With an entire generation about to retire, it's
time to modernize the rules governing
retirement plan administration.

Global Investing Hot Spots
A globe-trotting look at the world of investing,
from developed Europe and Asia trends to the
least-traveled frontier markets.

senior
couple on
beach

Fixed Income Strategies
A fixed-income strategy is key for investors
who are retired or are approaching retirement.
This special report details the range of tools
and strategies used to manage a fixed income
portfolio.

Financial
Advisor

Straight Talk
Featuring CNBC's Financial Advisor Council,
this video series will aim to educate investors
with straightforward financial advice.

Louis Barajas
Sophia Bera
Douglas A. Boneparth
Lazetta Braxton
Joshua M. Brown
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