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NOT ACHIEVING YOUR DESIRED INVESTMENT RESULTS? THESE THINGS ARE 

STOPPING YOU. (PART 1 OF 2) 

It’s the most-used word in the world of finance; buying low and selling high. It seems simple enough, yet it might 

turn out to be easier said than done. We humans are affected by our behavioural biases and it affects the way we 

analyse and make decisions. If you aren’t aware of them yet, here are a few examples:  

 

 

Recency bias 

 

 

 

 

 

 

 

Herd behaviour 

 

 

 

 

 

Confirmation bias  

 

 

 

 

 

 

 

 

 

GREED AND FEAR       

Have you bought/invested in something because your friends bought it? Maybe you read about 

an investment fad in the Internet, and before you know it, most of the people you know have 

seemingly subscribed to that belief. You decide to jump in. It’s like hopping on the bandwagon. 

The early bird gets the worm. After all, the people bandying it are experts, if it’s no good there 

won’t be anyone buying the idea. How can the combined wisdom of so many people be wrong?  

Well, they can be wrong, and you will be too if you do not conduct your own research.  

The herd mentality is one of 

the main causes why asset 

bubbles are formed eg. the 

Tulip Mania in the 1630s.  

Former Federal Reserve 

Chief Alan Greenspan’s 

speech on “Irrational 

exuberance” also springs to 

mind and with it, the 

Dot.com bubble. 

 

This is the pitfall that most investors fall into and one of the main reasons why they chase the 

investment performance of a certain stock or asset class. They believe that the current situation 

or trend will continue into the future.  

Taking an extreme example, will you invest in shares during a recession?  

The majority of people will not. From what they see, stock prices are falling, times are tough and 

likely to remain so for the foreseeable future. Now that’s recency bias. 

However, the truth is, markets turn fairly quickly and one of the most profitable ways is to invest 

during a market down-turn.   

 

Recall the gold run (2009-

2011) prices are ever 

increasing, and if you don’t 

buy the yellow metal now, 

you will only ever going to 

buy it at a higher price. 

 Well, that was the belief, 

back then. As at the 

beginning of 2016, gold 

prices are down 41% from 

its peak in 2011.  

 

Have you ever so staunchly defended a thought or an idea? You brush aside all other set of 

thoughts or information that does not conform to your own set of thinking. On the other hand, any 

articles or ideas that relate to the same thought only serves to justify and strengthen your belief in 

the particular idea.  

Yes, that is your brain being clouded by confirmation bias, which explains why we tend to actively 

seek out information which already confirms to our existing view while ignoring information which 

challenges our view. Here are a few reasons why: 

 We like to think that we are able to evaluate all facts and data but it’s not possible.  

 Our brain filters out information in a selective way  

 We prefer to listen to stories from people deemed as the “professionals” rather than 

analyse cold hard facts/ numbers  

 We humans have a knack of drawing to our own conclusion   

Try drawing from multiple sources of information with an open mind especially the ones which 

contradict your views.  

 

As a result of confirmation 

bias, overconfidence may 

set in. Discovering that 

other professionals may be 

on the same page as you 

only emboldens your 

decision.  

You may attempt to time 

the market, or even invest 

heavily in that single, 

particular stock. 

Having a selective thinking 

also makes it more likely 

that you tend to put more 

emphasis on news 

favourable to you while 

ignoring the other rational 

viewpoints.  

 

The Biases 
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These are merely 3 of the traits that we talked about in this article, with a longer list yet in the behavioural finance 

study. It’s definitely not easy trying to deal with these behavioural biases as they are inherently human nature, but 

now that you are aware of them, it will be a major step forward in your next investment decision.  

In the 2
nd 

part of this series, we will share with you some strategies you can use; hopefully they can keep the twin 

terrors of Greed and Fear at bay. Stay tuned!   

 

 

 

 

 

 

 

 

 

 

 

 

The harsh truth is that some things on hindsight would have looked so obvious, but during 

that particular time, it made perfect sense. Mainly though, much of the irrationality are 

driven by the typical human emotions of greed and fear.  

Greed - when the stock-market is climbing, hence the fear of missing out on an investment 

opportunity; justifying the action to chase a rising market. How possibly can you miss out 

on that ‘hot’ stock that your friends just told you about? Think about all the extra money if 

that stock goes up a 100%, you’ll probably be able to afford that car of your dreams.   

Fear - when things start to take a turn for the worse. Any negative rumours will spark a 

knee-jerk response and panic selling. Imagine combining all the 3 biases we spoke about 

earlier; confirmation bias, recency bias and herd behaviour. Every news-headline, articles 

and coffee-shop talk only seem to confirm your own set of thinking / nightmare that 

everything truly is falling apart!  

 

How do we, as fund managers 

deal with this? 

 Keep your analysis and 

investment decisions objective.  

 Know why you have bought 

into a particular stock, there 

has to be a valid reason. If that 

underlying fundamental has 

not changed, ignore the market 

noise. 

 Have a set rule or a disciplined 

process in your investment 

process. 

 

 

 

The Human Factors involved 

Conclusion  


