
How to control your emotions and 
invest wisely



The Prize

On average over long periods of 
time shares have outperformed 

cash and fixed interest by around 
5% annually.



The difference between success 
and failure is not how investment 

markets behave, but how 
investors behave.

The Prize



Emotional investing

Behavioural finance is the link between emotions and investingBehavioural finance is the link between emotions and investing
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The limbic system in action

Source: Roger Shepard (1990)



The sports writers have taken over the financial 
pages and made a blood sport of it



The Manly Daily – 15 October 2008



Be fearful when others are greedy and be greedy 
when others are fearful – Warren Buffet

Optimism Optimism
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Point of maximum 
financial risk

Point of maximum 
financial opportunity

‘Wow, I feel great 
about this 

investment.’

‘Temporary 
setback. I’m a 

long term 
investor.’

‘Maybe the 
markets just 

aren’t for 
me.’
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Shares have always recovered

Source: Bloomberg, AXA. All Ordinaries Accumulation Index 
Yearly data from December1960 to December 2009

Australian sharemarket 1960 to 2010
Between 1992 and 2007, 1 in 8 years negative
Between 1960 and 2010, 1 in 4 years negative
Average Return 14.4%



Market up 54% but there’s 41% more on the table
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12.1%3

Annualised return Years to return to 6829

Expected return if market recovers to previous high

17 Mar 10
6 Mar 09
1 Nov 07

3145Index low
4853Index today

6829Index high

Plus 
dividend 

yield

Source: Bloomberg & ipac.  S&P/ASX200 Price Index (excluding dividends)
Past performance is not necessarily indicative of future performance



Investor behaviours…Framing

Framing

Defined: the manner in which a 
‘rational choice’ problem has 
been presented

Consequence: depending on 
how a choice is framed a 
person’s decision making will 
change



Framing

Always wanted to get off the beaten track?

Lush tropical rainforest, beautiful mountains, enticing 
springs and world-renowned scenery; the Yungas
Road in Bolivia is truly one of the world’s most 
spectacular scenic drives.

Well known to adventurers across the globe it is 
rapidly becoming Bolivia’s must-see driving 
destination.

Go there before the rest of the world beats you to it.



Any takers?

Framing



Perverse reframing – “Come and ride the death 
road!”



Investor behaviours… Framing

Source: S&P/ASX200 Price Movement

Australian shares price movement 2003 – 2007
The same information framed in two different ways
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Investor behaviours…Herding

Herding

Defined: Investors feel a 
strong impulse to do what 
others are doing

Consequence: People put 
more money in the top of the 
market and sell after crashes at 
the bottom of the market



Investor behaviours… Anchoring

Anchoring

Defined: Investors future 
decisions are dictated by past 
experiences

Consequence: Investment 
opportunities are missed



Investor behaviours…Eeny, meeny, miny, mo

Eeny, meeny, miny, mo

Investors are faced with too 
much choice.

Consequence: The more 
choices people face in life the 
more likely they are to simply 
do nothing.



Investor behaviours…Loss aversion

Loss aversion

The pain of loss is about twice 
as great as the pleasure of an 
equivalent gain

Why?

“Loss hurts the wallet but 
regret strikes the heart”



Investor behaviours…Loss aversion

Choice A

Amount
$3,000

Probability
100%

Choice B

Amount
$4,000

Probability
80%

Popularity
$3,200$3,000Expected Value

80% 20%



Investor behaviours…Loss aversion

Choice A

Amount
$(3,000)

Probability
100%

Choice B

Amount
$(4,000)

Probability
80%

Popularity
$(3,200)$(3,000)Expected Value

8% 92%



A 20 year comparison of market returns and the return 
achieved by the average investor

Disciplined Strategy Fear and Greed Strategy

4.3% p.a.
investors’ actual 

experience

11.8% p.a.
market returns

Experience of US investors in equity mutual funds, compared to S&P 500 20 years to December 2007 
Source: Dalbar inc.

What investors really do



Ignoring the sirens

Odysseus, the great sailing adventurer, had to strap himself to the mast 
of his ship when he passed the island of the sirens.



Disclaimer

This presentation has been prepared to provide you with general information only. It is not 
intended to take the place of professional advice and you should not take action on specific 
issues in reliance on this information. In preparing this information, we did not take into 
account the investment objectives, financial situation or particular needs of any particular 
person. Existing or potential investors should base their investment decision on the detailed 
information contained in the current disclosure document and should consult their financial 
adviser. 
Past performance information contained in this publication is generally compliant with 
industry standards but may not meet all of the requirements of ASIC Guidelines relating to 
past performance information for retail clients. Applications for investment in AXA Australia 
products will only be accepted on receipt of an application form accompanying a current 
PDS. Unless specifically stated, the repayment of capital or performance of our products is 
not guaranteed. 

This information is provided for persons in Australia only and is not being provided for the 
use of any person who is in any other country.


