
HOW TO MANAGE WEALTH GIVEN 
OUR BEHAVIOURAL BIASES 
There are four common key biases in the wealth management industry which can negatively impact
investing. Matt Bailey, Wealth Manager at Peregrine Wealth (PWL), offers his insights into these and what
measures can be put in place to overcome them.  

Life for early humans was often nasty, brutish and short. To ensure the survival of the species in a generally
hostile environment, the human mind evolved a set of mental short-cuts, or ‘heuristics’, to enable swift and
efficient decision making and avoid unnecessary physical risk. These heuristics served the hunter-gatherers
of the late Pleistocene well, aiding the proliferation of the homo sapiens species, however they do not always
translate as well to the profoundly more comfortable lives that we enjoy today.    

The conceptual framework of heuristics was first developed in the 1940s and was expanded upon two
decades later by the Nobel-prize winning research of Amos Tversky and Daniel Kahneman, who identified an
array of related cognitive biases which serve to cloud human judgement. Kahneman’s best-selling book on
the subject, Thinking, Fast and Slow, helped embed these concepts in the public consciousness, however
despite this increased awareness cognitive biases continue to affect the decision-making of people the world
over.   

BEHAVIOURAL SHORTCOMINGS IN THE CONTEXT OF WEALTH MANAGEMENT 

One of the areas of modern life in which these cognitive biases become most apparent is personal finance
and investing. We look below at four of the most common biases and how one can mitigate their impacts.   

OVERCONFIDENCE BIAS 

Issue: We believe ourselves to be luckier than average, smarter than average and more attractive than
average. In short, we have an excessively optimistic view of ourselves and our abilities, meaning we
overestimate the probability of success for our investment ideas.    

Solution: It is important that we recognise what we do not know and that, however certain we are in an
assertion or idea, we may be wrong – fallibility is inherent in the human condition. Portfolio diversification is
key here as it serves to protect a portfolio’s value in the event that investments originally considered an
inevitable success do not perform as anticipated.       

FAMILIARITY BIAS  

Issue: Comfort is taken from the familiar, whilst the unknown is considered menacing and laced with risk. In
investment terms, this can cause investors to conflate a recognisable name with a secure investment or to
persistently invest in the same type of asset regardless of market conditions, as it may have brought success
in the past. This severely limits the breadth of investment opportunities and can lead to portfolios with lop-
sided exposures.    

Solution: A willingness to explore new ideas and step outside of one’s comfort zone is helpful, but again,
diversification is critical. Exposure to a variety of asset classes, investment styles, geographical regions and
industrial sectors means that investors avoid concentrations in specific areas of the market resulting in better
risk-reward profiles.    
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ATTENTIONAL BIAS 

Issue: Human beings have finite attention spans and limited time in which to gather and process information.
Ancient humans dealt with this cognitive weakness by focusing on the information most critical to their
survival. In the context of present-day investing, investors pay too much attention to investment
recommendations in the media in lieu of conducting their own research. This can lead to many investors
crowding into the same investment idea and significant losses when sentiment towards the investment
turns.  

Solution: It is important that investors adopt a ‘mosaic theory’ approach, deriving investment information
from a wide variety of sources. However, it is ultimately impossible for one investor to conduct independent
research on the entire universe of investment opportunities. Delegating this function to specialist fund
managers and discretionary investment managers with the resources and expertise to conduct detailed
research on both broad and specific areas of the market can help.      

LOSS AVERSION  

Issue: The emotional hit from a loss is felt much more keenly than an equivalent gain. This can lead to the
disposition effect, whereby investors hold onto underperforming assets for fear of crystallising a loss,
preferring instead to take profits on a position which may have further to run.   
 
Solution: A more systematic approach to running a portfolio e.g. building a rules-based approach into trading,
can serve to offset the more deleterious impacts of this bias. Again, professional investment managers can
assist in removing some of the emotion from trading decisions.   

All of the above can also be mitigated by working with an experienced financial advisor or wealth manager
who can provide objective and dispassionate advice on how to structure investment portfolios. Utilising this
expertise ensures that the desired outcomes are achieved and the type of behavioural pitfalls outlined above
are avoided.   

At Peregrine Wealth we work with you to help you understand your own risk appetite, as well as the
behavioural biases which can influence your investment decisions. This means that you can feel more
confident in your investment plan, knowing the potential pitfalls in advance and taking positive steps to
avoid them, putting you on the best path to building a lasting legacy. 

Contact Matt as your first step to discuss behavioural biases and their impact on your wealth at +44 1481 758
615 or at matt@peregrine.gg.  
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