
In a perfect world, the steps to investing for retirement are simple. You select the best investment 
for your risk appetite and time horizon and, if necessary, change course every so often when markets 
or your goals change. For the rest, you sit back and watch your investment grow through cycles of 
market turbulence while you look forward to a comfortable retirement.

Warren Buffett is quoted as saying that this strategy is 
simple, but certainly not easy. The reason is that we are all 
human. We overreact, get scared, jump to conclusions, listen 
to bad advice or no advice at all or simply lose our heads.

Financial advisors report that they often come across 
retirees who have lost a large part of their investment 
stockpile due to rash decisions. This is common and has 
led researchers in psychology to a new field of study called 
behavioural economics, where they try to understand the 
investor rather than the market.

“When you study people and their interactions with 
money in different situations, the results are fascinating. 
Take for instance the behaviour of shoppers during Black 
Friday. For one day at the end of November, retailers offer 
incredible discounts to encourage spending sprees of epic 
proportions,” says financial planner Wouter Fourie.

“Black Friday shopping is a perfect example of herd 
behaviour, which is all too common among investors. We 
rush into the market, or out of it, en masse and in the 
process lose a lot of our hard-earned investment growth.”

Responding to context
Fourie tells of other insights from behavioural 
economics. As investors, we often review our decisions 

in the light of past events and believe that we are much 
better at predicting the future, a habit that researchers 
call hindsight bias. 

Another bias, familiarity bias, keeps many of us in 
low-growth stocks because ‘it’s what we know’. Its close 
cousin, fear of loss, may keep us in an investment too 
long or urge us to pull out of an investment at the lowest 
point of a market cycle because we are scared of taking 
any more losses.

“During the last worldwide recession, we saw countless 
investors panic-sell. It is easy to think you are going to 
lose it all, but is your reaction any different from the 
behaviour of a Black Friday shopper?

“Panicked investors would rationally like to see their 
portfolio grow, but instead sell stocks at their lowest, 
thereby locking in their losses,” says Fourie. 

Human behaviour is a complicated subject at best and 
it is perhaps one of the best reasons to seek the advice of 
an independent financial advisor. Independent advisors 
see all types of retirement investors and their market 
insight and advice can act as a counterbalance to an 
investor’s knee-jerk reactions.
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