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w(h)ealthy living

Overconfidence Bias:

Overconfidence can be summarized as unwarranted 
faith in one’s intuitive reasoning, judgements and 
cognitive abilities. 1

Another form of this often-misplaced self-perception is certain-
ty overconfidence. If one is unaware of this trait or fails to 
address it, it could be hazardous to one’s health and have serious 
consequences. To bridge the subtle correlation between mental 
health and wealth brings to mind a true story.

Many years ago, there was a young entrepreneur who became 
one of the founders of a NASDAQ listed security. It began as a 
family-owned business that advanced the net worth of this young 
man. After developing an elaborate, elegant financial plan that 
included an estate team, accountant, investment manager, insur-
ance experts, property managers and even a life coach, the lion 
share of the wealth was in this one publicly traded stock.
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We help clients manage and generate wealth, worry less about 
money, live life to its fullest, and better plan life transitions.

PUTTING CLIENTS FIRST

There were several investment options provided. Taxes and 
diversification were considered in all the strategies, none of 
which appealed to this individual. Further[FA1], the client was 
introduced to spreading some of the risk by transferring shares 
to a Charitable Remainder Trust in order to avoid capital gains, 
realize a deduction, receive life-time income, and remove the 
asset from his estate at death. To top it off, a life insurance con-
tract would be purchased and placed into an irrevocable trust to 
replace the asset when it ultimately goes to his favorite charity 
when he passes.

“The stock is definitely going to $20 per share!” he insisted with 
conviction. “I’m not paying those fees when I know the stock still 
will hit that target soon.” The stock never hit $20 and the company 
ultimately went bankrupt. His wealth consisted of multiple busi-
ness interests and real estate – all leveraged, convinced the stock 
would be the ticket to his total wealth and early retirement at 50.

The story does not end well. Debt started to all of a sudden 
become stressful as cash flow was tight. The 2008 crash and 
burn recession added layers of stress and diminished options to 
the plan. While the Charitable Trust became the one source of 
liquidity that did not fail, his retirement and legacy plan took on 
a different path. Regrettably, at a young age and deteriorating 
health, he passed.

While consciously leaving this individual’s identity out of the 
story, I did have his permission to tell it through a thesis called 
Anchoring Wealth in 2014 2. There is more detail about minimiz-
ing concentrated stock risk. This article is a tribute to his courage 
and ownership in what did not work. The key in avoiding cogni-
tive biases is to be willing to understand such traits after becom-
ing aware that they exist in all of us. Being true to self was one of 
his charter beliefs. It is tragic that this discovery came after the 
judgement to hold the stock for too long.

This is a hypothetical situation based on real-life examples. 
Names and circumstances have been changed. Material is 
for informational purposes only and not intended as specific 
advice. Consult your advisor to determine what is appropriate 
for your situation.
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