
JUNK DRAWERS & INVESTING
Have considered that the same thinking that leads to 
congested closets and jammed attics may also be responsible 
for poor financial decisions? It’s the reason Marie Kondo’s 
book, The Life-Changing Magic of Tidying Up: The Japanese 
Art of Decluttering and Organizing, captured the attention of 
behavioral economists. [1]

One reason for household disorganization is that many 
people struggle with inertia. One definition of intertia is: the 
tendency to stick with the status quo in the absence of a 
meaningful incentive to change.[5] People have a tendency 
to do nothing even if doing something would likely be 
beneficial. This mode of thinking is likely the reason your junk 
drawer is hard to close.[2]

Behavioral economists call this behavior status quo bias, 
and it’s the reason many people fail to save in workplace 

retirement plans. It’s also often the reason they continue to 
contribute to workplace plans once automatically enrolled. [2] 

Overcoming status quo bias isn’t easy. One approach is to 
reverse your thinking. In de-cluttering your junk drawer, a 
change of thinking might mean starting with the idea that 
everything gets tossed unless it meets a specific criterion. For 
Kondo, the criterion is that an item must bring joy. If it doesn’t, 
then it’s not a keeper. [1]

When considering saving for retirement, we tend to 
ask, “should save $250 a month?” What if you were to 
hypothetically ask your older, retired self, “should I pay my 
younger, employed self $250 a month now, or would I rather 
have that $250/month now?” That is the essence of not 
choosing to save for retirement today..

The Endowment Effect:
Another reason we tend to keep so much stuff is the  
endowment effect. We become attached to our possessions 
and believe our stuff is worth more than it is. If you’ve ever  
disagreed with a realtor about the selling price for a home,  
you may have experienced this. [3]

When it comes to investing, people tend to fall in love with  
their portfolios and, as a result, are reluctant to sell any of their  
holdings. Schwab recommends three questions that can help  
test whether the endowment effect is guiding a decision: [3]

 y Would I buy it today?
 y What was my rationale for buying it in the first place?
 y Are there better options?

The last question gets at opportunity cost, which travels  
alongside other cognitive biases. When you have too many  
possessions, you are unable to appreciate what you have. For  
example, if your favorite sweater is buried under a pile of other  
less well-liked sweaters, you are less likely to enjoy it  In fact,.  
You may even forget you have it! [4]

We also have a tendency to hold onto the investments we’ve chosen, even when another opportunity may offer greater return 
potential. Opportunity cost is the difference between what we earn on the investment we did not sell and what is earned by 
the investment we did not buy. [4]
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Talk With A Financial Advisor:
One of the most important and valuable aspects of financial advisory services is behavioral coaching.[6] We take the time 
to talk with our clients about the options available, and help them understand when cognitive biases may lead to poor 
investment decisions. 

If you would like to review your portfolio to elearn more about cognitive biases and the ways these may be affecting your long-
term goals, give us a call. We’re happy to talk with you.

Loss Aversion:
Kondo’s book also highlights loss aversion. People dislike 
losing far more than they like gaining, so it’s easy to rationalize 
keeping everything. Kondo recommends focusing on one 
type of item at a time rather than tidying one room at a time. 
When you see all the books you own in one place, it becomes 
clear they do not all bring you joy. [5]

For investors, experiments have shown the pain of a loss is 
twice as great as the pleasure of a gain. In some cases, this 
may cause investors to avoid risks they should take. Loss 
aversion may help explain why investors tend to sell during 
market downturns. [5]


