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33   NEGATIVITY BIAS 

 “The future influences the present just as  
much as the past.” 

Friedrich Nietzsche 

Wikipedia defines negativity bias as “the notion that, 

even when of equal intensity, things of a more 

negative nature have a greater effect on one’s 

psychological state and processes than do neutral or 

positive things.”  While a measured dose of 

pessimism can be helpful in managing risk, the 

negativity bias, when left unchecked, is one of the 

biggest obstacles to long-term compounding.   

In an often-cited academic paper titled Bad is Stronger 

than Good, the authors review a vast body of research 



Victori Capital 

in which psychological experiments were used to 

verify the hypothesis that humans are hard-wired to 

be negative.1  They claim that negative events cause 

people to engage in a greater search for meaning than 

positive events and that this search can, in turn, 

reinforce the negativity to irrational levels.  

Throughout history, and across a broad range of 

financial and social conditions, humans have wrestled 

with a seemingly unique and profound fear of the 

future.  No matter how good a particular past may 

seem in hindsight, it is always possible to find people 

who were just as frightened of the future then, as 

many are today.  Consider the early years of the great 

bull market that ran from the 1980s through 2000.  

Who would have guessed in the mid-80s, when the 

US and the Soviet Union had enough nuclear 

weapons pointed at each other to wipe out the planet 

at the push of a button, that stocks would keep 

compounding at double-digit rates for the next 

twenty years?  All the time and energy that was spent 

worrying about nuclear war may have helped to 

avoid it, but it didn’t help you stay invested in stocks. 

In The Science of Fear, reporter and author Daniel 

Gardner claims that modern humans inherited the 

fear instinct from their cave-dwelling ancestors.2  “If 

the history of our species were written in proportion 

to the amount of time we lived at each stage of 

development,” he writes, “two hundred pages would 

be devoted to the lives of nomadic hunter-gatherers.  
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One page would cover agrarian societies.  The world 

of the last two centuries – the modern world – would 

get one short paragraph at the end.”  The main point 

of his book is that, while the fear mechanism that 

evolved in humans may have been valuable in coping 

with risk in prehistoric times, it is not so useful with 

many of the new challenges presented by the modern 

world.  Thanks to the internet, Gardner concludes, the 

culture of fear that results from our negativity bias 

may be getting stronger, even while our collective 

quality of life continues to improve. 

Gardner’s book provided a wealth of examples on 

how the media’s negativity bias amplifies the public’s 

fear, often to levels that are disconnected with reality.  

The media is naturally biased towards negative news, 

because that is what their readers want to read.  As 

Gardner puts it: “More fear, more reporting.  More 

reporting, more fear.  Like a microphone held too 

close to the loudspeaker, modern media and the 

primal human brain create a feedback loop.”  It is not 

surprising, then, that the title of the most read article 

on Bloomberg in 2015 was a doom-filled one: S&P 

Corrects, Oil Routed as Selloff in Risk Assets Deepens. 

This particular article ran on August 24th, just one day 

before the S&P 500 registered its lowest close of the 

year.  

A common form by which the media exaggerates risk 

is what Gardner calls denominator blindness.  He gives 

the example of an editorial in The Times of London 
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claiming that the number of British people murdered 

by strangers had increased by a third in eight years.  

“Most people would find that at least a little scary.  

Certainly, the editorial writers did.  But what the 

editorial did not say is that there are roughly 60 

million Britons, and so the chance of being murdered 

by a stranger rose from 99 in 60 million to 130 in 60 

million.  Do the math and the risk is revealed to have 

risen from an almost invisible 0.0001 percent to an 

almost invisible 0.00015 percent.” 

The way that the market reacts to good news says a 

lot about investor sentiment.  In a 2005 book titled 

Anatomy of the Bear, Russell Napier draws lessons 

from Wall Street’s great bear markets with the 

ambitious, if not illusive, goal of spotting the next 

bottom.3  By studying contemporary media reports, 

Napier exposes the myth that stock market lows lead 

economic recoveries by six to nine months.  Instead, 

he shows how economic improvement and better 

news in the media actually led the four major, 20th-

century bottoms of 1921, 1932, 1949, and 1982.  Napier 

concludes that “bear market bottoms are 

characterized by an increasing supply of good 

economic news being ignored by the market.”   

As risk managers, we cannot ignore our fear of the 

future.  After all, being scared is safer than being 

bold.  That said, serial compounding accrues only to 

those who have the courage to stay invested, in spite 

of their fears.  There is no single formula for dealing 
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with fear, but an investment process should not 

revolve around it.  If we spend most of our time 

researching what we fear, we are less likely to find 

the better opportunities.      

In summary, to be negative is human, yet investing 

for the long-run demands a counter-dose of 

optimism.  Awareness, critical thinking, and a 

diligent process all count, but as Nietzsche would 

agree, a view of the future that is too negative is likely 

to produce a negative result in the present. 
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