
©2017 Morningstar, Inc. All rights reserved. 

Heather Dawson

Head of Business Development, Morningstar Australasia

Regan van Berlo

National Manager – Adviser Distribution, Morningstar Investment Management

Simply Human: The Behavioural Biases That 
Prevent Most Investors From Sticking With 
Their Plans and How Advisers Can Help



Advising is much more than this



Four common investment biases
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Individual Investor Returns versus Portfolio Turnover

Overconfidence bias in action

Source: B. Barber and T. Odean, “Trading is Hazardous to Your Wealth”, 2000.
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Confirmation bias in action during the US election
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When shown a distribution of 1-year 
returns, investors allocated 40% to shares.

When shown a distribution of 30-year 
returns, investors allocated 90% to shares.

Shares

Bonds

Recency bias in action with investment selection

Source: Shlomo Benartzi and Richard H. Thaler, “Risk Aversion or Myopia? Choices in Repeated Gambles and Retirement Investments,” March 1999.
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See page 31, “Resources to learn more” and page 8, “Our 
Investment Management group’s approach”

Valuation-driven investing is about psychology
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See “Why we shoot ourselves in the foot”

A new guide for you to apply behavioural science
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1. Chasing short term returns
2. Abandoning long term plans
3. Not meeting one’s goals

Common investor biases can lead to:
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i. Explain the “ETISOPPO”
ii. Know client’s financial personality

How you can help
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See “Why we shoot ourselves in the foot”

Financial Personality Quiz

See page 19, “Survey for clients”
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See “Why we shoot ourselves in the foot”

Financial Personality Quiz

See page 19, “Survey for clients”
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See “Why we shoot ourselves in the foot”

Financial Personality Quiz

See page 19, “Survey for clients”
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See “Why we shoot ourselves in the foot”

Interpreting your results

See page 20, “Interpreting the results (Scoring)”
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Long-term focus,
Internal locus of controlA
People in this quadrant will tend toward good 
savings habits and long-term investment 
strategies. They will generally have a positive 
emotional experience with their money.

Short-term focus, 
Internal locus of control
May have generally positive feelings about their 
finances, a short-term mental focus is inherently 
problematic with respect to long-term planning. 
Look for ways to lengthen their view in small 
increments over time.

Long-term focus,
External locus of control
May have higher financial anxiety. Watch for signs 
of passivity in financial decisions.

Short-term focus, 
External locus of controlD
This is the most at risk type. The combination of 
short-term focus and external locus of control can 
result in high debt and high anxiety. Empower them 
by working toward small, manageable savings goals 
and building their financial skills over time.
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Financial Personality Matrix

See page 21, “Financial Personality Matrix”
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1. Chasing short term returns
2. Abandoning long term plans
3. Not meeting one’s goals

Common investor biases can lead to:
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Acting on emotions can effect investment outcomes

See page 2, Figure 1, “The Importance of Staying Invested”
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VALUE

TIME

MARGIN OF SAFETY

FAIR VALUEPRICE
(MR MARKET)

GREATER POTENTIAL
FOR RETURNS

LOWER POTENTIAL
FOR RETURNS

LOWER POTENTIAL
FOR LOSSES

GREATER POTENTIAL
FOR LOSSES

Change the narrative

See page 9, Figure 2, “We’re valuation-driven investors”
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See “Why we shoot ourselves in the foot”

Write a letter to your future self

See page 23, “Letter to your future self”
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1. Chasing short term returns
2. Abandoning long term plans
3. Not meeting one’s goals

Common investor biases can lead to:
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1.Understand the 
cash flow

2.Identify the needs
3.Change the 

strategy, but meet 
the need

Personal Economy Worksheet

See pages 14-17, “Understanding the total financial picture”
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1. Chasing short term returns Financial Personality Quiz
2. Abandoning long term plans   Letter to Your Future Self
3. Not meeting one’s goals Personal Economy Worksheet

Summary of the practical tools you can use 
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Client engagement tools to help in your advice process
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**NEW**Commentary & Articles

**NEW**
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Monthly and Quarterly Reports, and Trade Updates 
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Bringing Managed Funds to Life 
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Monthly Portfolio Update Portfolio Trade Update Suggested SOA Wording

Templates to support client communication



112

1. Circle   YES   on your feedback form

2. Go to : morningstarinvestments.com.au/register-infolibrary

3. Speak to your local Relationship Manager

Three easy ways to register:
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This document is issued by Morningstar Investment Management Australia Limited (ABN 54 071 808 501, AFS Licence No. 228986) (‘Morningstar’). 
Morningstar is the Responsible Entity and issuer of interests in the Morningstar investment funds referred to in this report.

© Copyright of this document is owned by Morningstar and any related bodies corporate that are involved in the document’s creation. As such the 
document, or any part of it, should not be copied, reproduced, scanned or embodied in any other document or distributed to another party without the 
prior written consent of Morningstar. The information provided is for general use only.

In compiling this document, Morningstar has relied on information and data supplied by third parties including information providers (such as Standard 
and Poor’s, MSCI, Barclays, FTSE). Whilst all reasonable care has been taken to ensure the accuracy of information provided, neither Morningstar nor its 
third parties accept responsibility for any inaccuracy or for investment decisions or any other actions taken by any person on the basis or context of the 
information included.

Past performance is not a reliable indicator of future performance. Morningstar does not guarantee the performance of any investment or the return of 
capital. Morningstar warns that (a) Morningstar has not considered any individual person’s objectives, financial situation or particular needs, and (b) 
individuals should seek advice and consider whether the advice is appropriate in light of their goals, objectives and current situation. Before making any 
decision about whether to invest in a financial product, individuals should obtain and consider the disclosure document. For a copy of the relevant 
disclosure document, please contact our Adviser Distribution Team on 02 9276 4550.

Important information
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