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Behavioural Finance

• In the five years from October, 2002 to its peak in October 2007 the Australian 
share market generated a total return of 178% (as measured by the S&P ASX 200 
Accumulation Index). Since that time the Index has fallen by 20.5%.

• 121%

• Loss Aversion – Research from the field of ‘behavioural finance’ suggests that 
investors feel the pain of a loss much more deeply than the pleasure of an equal 
gain. This behaviour – known as loss aversion – can have a significant effect on how 
investors act.



• The value function is defined on deviations from a reference point and is normally 
concave for gains (implying risk aversion), commonly convex for losses (risk seeking) 
and is generally steeper for losses than for gains (loss aversion)



• SBS aired a documentary “Foolproof Equations for a Perfect Life” illustrated Loss 
Aversion example

Presented different passerby's with a situation involving money and risk with a slight twist:
1. Gave one group £20 and offered the chance to gamble it in a game of Roulette to 

win £50
2. Gave the other group £50; took back £30 and offered them chance to “win it back” 

in a game of roulette

• Expected outcome of scenarios is exactly the same, however the reaction of the 
groups were starkly different

• Loss Aversion induced a disproportionate number of participants to behave irrationally 
and gamble in second situation vs. first situation people happy to walk away with £20

How Loss Aversion affects decisions



• Refers to our tendency to think of currency in nominal, rather than real (purchasing 
power) terms.

• Disputed by some economists who contend that people act rationally.

• Look at the way people talk about their own house prices.

Money Illusion



Important notice 
This document comprises general advice only. In preparing it, JBWere Pty Ltd (JBWere) did not take into account the investment objectives, 
financial situation or particular needs (‘financial circumstances’) of any particular person. Accordingly, before acting on any advice contained in 
this document, you should assess whether the advice is appropriate in light of your own financial circumstances or contact your adviser. If you 
were referred to JBWere through an investment adviser, that adviser may receive a financial benefit from JBWere for dealing in financial products 
on your behalf. Your JBWere adviser will give you precise details of any benefit payable to the investment adviser who referred you to JBWere. 
This document has been prepared by the Private Wealth Management team at JBWere. It is not a product of the JBWere Investment Research 
Department. The views and opinions expressed here may differ from the views and opinions expressed by the JBWere Investment Research 
Department or other departments or divisions of JBWere. To the extent that this document discusses general market activity, industry or sector 
trends, or other broad based economic or political conditions, it should not be construed as research or investment advice. To the extent it 
includes references to specific securities, those references do not constitute a recommendation to buy, sell or hold such security, and the 
information may not be current. Past performance is not a reliable indicator of future performance. The information contained in this document is 
based on our general understanding of taxation and other laws. You should consult with your taxation adviser before acting on the information or 
data contained in this document or contact your JBWere adviser if you require further assistance. JBWere Pty Ltd, JBWere and their respective 
related entities distributing this document and each of their respective directors, officers and agents (' JBWere Group') believe that the information 
contained in this document is correct and that any estimates, opinions, conclusions or recommendations contained in this document are 
reasonably held or made as at the time of compilation. However, no warranty is made as to the accuracy or reliability of any estimates, opinions, 
conclusions, recommendations (which may change without notice) or other information contained in this document and, to the maximum extent 
permitted by law, the JBWere Group disclaims all liability and responsibility for any direct or indirect loss or damage which may be suffered by any 
recipient through relying on anything contained in or omitted from this document. © 2011 JBWere Pty Ltd ABN 21 68 137 978 360, AFSL 341162. 
All rights reserved. No part of this document may be reproduced without the permission of the JBWere Group. Notice to recipient: This 
communication is being furnished to you solely for your information and may not be copied or redistributed to any other person. This information is 
only for distribution in Australia and New Zealand. In particular, the information may not be redistributed in the United States or to U.S. Persons via 
e-mail or otherwise. 
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