
     Behavioural Finance 

The basis of Modern Portfolio Theory is 
based on the idea that investors are rational 
and that the financial markets are efficient. 
If this were true then bubbles would never 
exist and investors would never buy high 
and sell low. But unfortunately they do!

Behavioural Finance examines how our 
emotions and psyche effect our decision 
making when it comes to one of the most 
important things in our lives – our financial 
well-being. It helps explain the gap between 
what should happen in theory and the real 
world. 

The example to the right shows the returns 
if you had remained invested in the stock 
market versus what investors actually 
received due to their buying and selling 
decisions. Clearly there is a significant gap, 
but what is the cause?

There are many aspects to behavioural 
finance, we will take just one, our emotions, 
and look at its effect on investing.

“People don’t buy for logical reasons. 
They buy for emotional reasons.” Zig Ziglar.
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*Average stock investor as calculated using data supplied by the Investment Company Institute. Investor 
returns are represented by the change in total mutual fund assets after excluding sales, redemptions, and 
exchanges. This method of calculation captures realised and unrealised capital gains, dividends, interest, 
trading costs, sales charges, fees, expenses and any other costs. Source: Dalbar, Quantitative Analysis of 
Investor Behaviour, March 2011. Dalbar is an independent financial research firm.  Behaviour, March 2011. 
Dalbar is an independent financial research firm.
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© 2014 Sanlam Global Investment Solutions.  All Rights Reserved. 
P2 and the P2 family of service marks are owned by P2international, Ltd., a Sanlam company.  

Investments with P2strategies are subject to market risks. Investments can go down as well as up as a result of changes in the value of the 
investments. There is no assurance or guarantee of capital or performance. Investors may lose money including possible loss of capital.
This document was developed to provide a brief description of P2strategies. It does not constitute an offer or solicitation to anyone in any 
jurisdiction in which an offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation. For more information, 
please speak to a financial advisor. P2strategies is not available in the United States or to citizens or residents of the U.S. or Bermuda.  This material 
is not to be distributed to any person while such person is physically present in the United States.
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Emotions affect our decision-making 
capabilities, clouding our judgement. “Buy 
high, sell low” shouldn’t just be a saying 
investor’s laugh about; it should be a 
warning to everyone. Investors are human, 
and humans are not rational all of the time, 
especially when they are overconfident or 
frightened.  
 
As markets rise investors are overconfident 
and buy more at continually rising prices, as 
they believe the risks to be less. However, 
as markets fall, investors hold onto losing 
investments for too long, selling them near 
market lows. Unfortunately, they often miss 
out on the most significant market recovery 
and their portfolio suffers in the long term. 
They tend to repeat this cycle. 

The cause of these emotional reactions is volatility. Even moderate volatility can drive investors to exit the market in 
fear, but history shows that this usually harms their returns more than if they had stayed invested. 

Emotions have a negative effect on investing

P2strategies is designed to help minimise 
the impact of major market drawdowns and 
actively reduce portfolio volatility, while 
allowing dynamic participation in rising 
markets giving investors the confidence to 
stay invested. 

P2strategies uses a systematic investment 
process run by one of the largest risk 
management and actuarial firms in the 
world. They apply a mathematical rule 
based program removing emotions from 
investment decisions. Additionally, the 
strategy is monitored 24 hours per day to 
provide human oversight. 

There is an alternative to emotional decision making
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This hypothetical illustration is based on a $100,000 initial investment in the Sanlam P2strategies Global 
Fund in December 2004 and is net of fees. The values shown for the Sanlam P2strategies Global Fund 
reflect the historical returns for the MSCI World Index with the assumption of a P2strategies overlay. It is not 
intended to project or predict future investment returns. Past performance is no guarantee of future returns.

P2strategies is designed to provide a smooth investment experience 
giving investors the confidence to stay invested over the long-term
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