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There is an old saying on Wall Street that the market is driven by just two emotions: fear and greed. They can be a real disaster as they can affect stock markets and human intentions as well. In the realm of investing, one often hears about, for instance, the contrast of value investing and growth investing. These are important concepts, but human psychology is equally important. There is a vast academic literature, known as "behavioral finance," devoted to the topic. Our goal below is to describe what happens when emotions drive investment decisions [1]. 

The stock market is not a rational place all of the time because of fear. There are different scenarios how this feeling affects the economies. Firstly, when fear overtakes the market and stock prices begin to drop, many investors will shift their money into “safer” investments such as gold, and silver. This means that, in many cases, gold and silver tend to go up at times when the market is going down. It is called gold and silver “Fear Trades”. Secondly, fear in the stock market is almost always a precursor to a bear market at best and a recession at worst. Fear tends to have a domino effect on the market. As more and more people exit the market, it can create a chain reaction that drives the market down to extremely low valuations [2]. 

Panics like this are part and parcel of trading and investing. They come and go. Some of the fears turn out to be justified, as they were in 2008 and 2009, but that was a panic about the very fabric of the financial system. More usually, they end up like the Ebola panic, forgotten and moved on from a few months later [3].

Buffett once said: "Unless you can watch your stock holding decline by 50% without becoming panic-stricken, you should not be in the stock market." This is not as easy as it sounds. There is a fine line between controlling human emotions and being just plain stubborn. People should remember also to re-evaluate their strategy from time to time, be flexible and remain rational when making decisions to change a plan of action in order to save the whole economy.
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