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Overview

1. What is behavioral finance?

2. Why do behavioral biases matter?

3. Where do biases come from? What are some common examples?

4. How can we manage our biases?

5. How does this all fit together?
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What is behavioral finance?

Traditional finance assumes investors are rational and that markets are efficient

Behavioral finance helps us explain the gap between how we should behave and how we actually behave

Source: UBS. For illustration purposes.
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Why do behavioral biases matter?

Average returns

Investor return

Buy-and-hold 
return

Behavior
Gap

Time

$

Growth

Source: UBS, "What are stock investors' actual historical returns? Evidence from dollar-weighted returns" by Ilia Dichev, American Economic 
Review, 2004. For illustration purposes.
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Where do biases come from?

Source: UBS. For illustration purposes.
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Why is investing emotional? Wealth can mean security & freedom

Am I saving enough?

Am I making the right 
investment choices?

What if taxes go 
higher?

What if I lose my job?

What if the market 
drops?

Can I afford this 
lifestyle?

Will I outlive my 
savings?

What if I become too 
sick to work?Source: UBS. For illustration purposes.



What are some common 
behavioral biases?
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Pareidolia: Finding patterns, even in random noise

"The face of Mars"

Pareidolia

File:Martian face viking.jpg

1976 2001

Source: UBS. For illustration purposes.

https://upload.wikimedia.org/wikipedia/commons/3/38/Martian_face_viking.jpg


9 of 32

“Why did markets ____ today?” Often, there is no right answer.“Why did markets ____ today?” Often, there is no right answer...
S&P 500 index level, with callouts for select news items

Source: Bloomberg, UBS, as of 23 January 2026. Callouts from CIO Research report "UBS House View: Presentation: February 2026," published 28 January 2026.
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...and markets tend to climb “the wall of worry” over time
S&P 500 index level, with callouts for select news items

2008 2010 2012 2014 2016 2018 2020 2022 2024 2026
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European economy

Obama: Raise debt ceiling 
or risk global recession

US approaches “fiscal cliff,” and 
world watches from the sidelines

Market “freak out” as 
oil supply glut worsens

A spark in China, and 
flames spread globally 

Is the bull market too 
old for its own good? 

A trade war 
between America 
and China takes 

shape
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change the 
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Ukraine

Software stocks 
crash on fears 

of AI disruption

5500

NVIDIA becomes 
the world's 

largest company

Source: Bloomberg, UBS, as of 23 February 2026.

Time to say it: A double-dip 
recession may be happening
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Recency bias: We tend to chase performanceRecency bias

Peak

Trough
Apathy

Reluctance

Reluctance

Exuberance

Optimism

Denial Fear

Anxiety

Panic

Capitulation

Despondency

Depression

Indifference

Greatest opportunity for gain

Greatest risk of loss

Market cycle

Emotions of the market cycle , but feels safe

, but feels risky

Source: UBS. For illustration purposes.
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Loss aversion: We feel losses more powerfully than gains

Pain from 
losses

Pleasure
from gains

Loss aversion

Source: UBS. For illustration purposes.
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Mental accounting: We treat some dollars differentlyMental accounting

vs.

vs.

Source: UBS. For illustration purposes.
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Endowment effect: We grow attached to what we ownEndowment effect

Source: UBS. For illustration purposes.
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Recap
File:Martian face viking.jpg

1. Pareidolia We are hard-wired to find patterns, even 
in random noise

2. Recency bias We tend to chase performance

3. Loss aversion The pain of losses is about twice as 
powerful as the pleasure from gains

4. Mental accounting We create arbitrary categories 
that can cloud our judgement 

5. Endowment effect We grow attached to what we 
already own

Source: UBS. For illustration purposes.

https://upload.wikimedia.org/wikipedia/commons/3/38/Martian_face_viking.jpg
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Bonus: Political bias skews perception
University of Michigan Consumer Sentiment by political party affiliation of survey respondents
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2006: Midterm 
election, Pres. Bush 

2008: Pres. Barack 
Obama elected

2010: Midterm 
election, Pres. Obama

2012: Pres. Obama 
re-elected

2014: Midterm 
election, Pres. Obama

2016: Pres. Donald 
Trump elected

2018: Midterm 
election, Pres. Trump

2020: Pres. Joe 
Biden elected

2022: Midterm 
election, Pres. Biden

2024: Pres. Donald 
Trump re-elected

Source: Bloomberg, UBS, as of 23 February 2026.
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These biases may lead to some common investor mistakes

Chasing
performance

Panic
selling

Loss
anchoring

Sticking with 
losers

Silo
thinking 

Overtrading
Over-

concentration

Source: UBS. For illustration purposes.
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Unfortunately, knowledge alone isn't enough to dispel biases
These lines are horizontal and parallel!

Source: UBS. For illustration purposes.



How can we manage our biases?
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Reduce the noise, avoid “doom scrolling”

Being informed is a virtue. It helps us make better decisions and 
encourages us to take action.

Getting hooked on an endless scroll of media inputs is not the same as 
being informed. There’s long been a business model of urgent news 
(“man bites dog!”), but now it’s been leveraged, amplified and 
optimized to suck people in for hours at a time. And division is much 
easier to sell than progress.

If it’s not helping you take action to make things better, what’s it for?

—Seth Godin, Doom scrolling

Source: Godin, S. (2020, July 10). Doom scrolling. Seth’s Blog. https://seths.blog/2020/07/doom-scrolling/

“
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Prioritize attention
The ingredients of investor success

Picking stocks and 
funds

More media 
attention 

(lowest common 
denominator)

More important 
(personalized)

Planning & behavior

Asset allocation

Taxes

Source: UBS. For illustration purposes.
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1999 -7% 7% 12% 18% 21% 21% 26% 27% 33% 62% 66%

2000 -31% -28% -22% -14% -14% -12% -9% -3% 6% 7% 8%

2001 -29% -21% -21% -20% -16% -14% -12% -6% -6% -3% 2%

2002 -28% -22% -20% -19% -16% -16% -16% -15% -10% -10% -6%

2003 29% 30% 30% 32% 34% 34% 36% 39% 40% 47% 56%

2004 6% 11% 15% 15% 16% 16% 18% 20% 20% 20% 26%

2005 5% 5% 5% 7% 7% 11% 13% 14% 16% 26% 34%

2006 6% 9% 15% 16% 18% 21% 22% 26% 27% 31% 32%

2007 -4% -2% 0% 5% 5% 6% 8% 11% 12% 12% 39%

2008 -53% -48% -43% -42% -41% -38% -37% -37% -34% -30% -29%

2009 6% 20% 25% 26% 27% 32% 35% 37% 40% 43% 79%

2010 8% 9% 12% 13% 15% 15% 16% 17% 19% 25% 27%

2011 -18% -14% -12% -7% -7% -4% -3% -2% 0% 2% 3%

2012 8% 15% 15% 16% 16% 16% 17% 17% 18% 18% 20%

2013 -3% 21% 23% 23% 27% 27% 32% 33% 33% 35% 39%

2014 -5% -5% -4% -2% 0% 4% 5% 13% 13% 13% 14%

2015 -15% -8% -4% -4% -2% -2% -1% 0% 1% 6% 10%

2016 -5% 0% 1% 2% 7% 8% 11% 12% 14% 17% 21%

2017 14% 15% 19% 22% 22% 23% 24% 24% 25% 30% 37%

2018 -15% -14% -14% -13% -11% -9% -9% -9% -8% -4% -2%

2019 18% 20% 21% 22% 26% 27% 27% 31% 31% 32% 36%

2020 -10% 3% 8% 12% 14% 16% 17% 18% 18% 20% 38%

2021 -3% 2% 11% 15% 18% 19% 19% 23% 25% 28% 29%

2022 -29% -20% -20% -18% -18% -18% -17% -17% -14% -8% -5%

2023 10% 11% 14% 16% 17% 17% 18% 20% 22% 26% 43%

2024 -2% 4% 8% 8% 8% 12% 14% 15% 17% 25% 33%

2025 11% 13% 16% 18% 19% 22% 25% 31% 33% 34% 35%

2026 -5% 1% 4% 6% 7% 7% 7% 9% 9% 12% 13%

1996-2026 results
Annualized return 5.0% 5.1% 5.6% 6.7% 7.0% 7.9% 8.5% 8.6% 8.8% 8.8% 9.8%

Standard deviation 21.4% 19.9% 19.7% 17.0% 18.7% 15.8% 18.3% 17.3% 21.4% 30.6% 18.4%

Diversification is great, but often uncomfortable Legend

Japan

Switz-

erland

United 

Kingdom

Global stocks

(MSCI ACWI)

Emerging 

markets

Developed ex-

US

US (S&P 500)

US Large Cap 

Growth

US Large Cap 

Value

US Mid Cap

US Small Cap

Annual "quilt chart" of asset class calendar returns, ranked from worst (left) to best (right)

Source: Bloomberg, UBS, as of 23 February 2026.
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Ignore short-term returns
Frequency of gains and losses, S&P 500 Index, rolling returns since 1926

Source: Bloomberg, Morningstar Direct UBS, as of 23 February 2026
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70% 74%
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93% 97% 100%
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1 year 5 years 10 years 20 years

Gains Losses



24 of 32

Beware the “pessimism paradox”
S&P 500 returns based on American Association of Individual Investors survey results since January 1999

S&P 500 returns

Criteria
Avg 6m 
return

Freq. of losses 
(6m returns)

Avg 12m 
return

Freq. of losses 
(12m returns)

All periods 5.9% 24% 12.0% 18%

Bullishness <50% 6.3% 23% 13.0% 16%

Bullishness <45% 6.4% 23% 13.2% 16%

Bullishness <40% 6.6% 23% 13.6% 16%

Bullishness <35% 7.0% 23% 14.3% 16%

Bullishness <30% 7.6% 21% 15.3% 15%

Bullishness <25% 9.1% 21% 16.8% 13%

Bullishness <20% 9.1% 24% 16.1% 13%

Bullishness <15% 18.3% 0% 24.3% 0%

Source: Bloomberg, UBS, as of 23 February 2026
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Contextualize and personalize risk

If you know the enemy and know 
yourself, you need not fear the 
result of a hundred battles.

If you know yourself but not the 
enemy, for every victory gained you 
will also suffer a defeat.

If you know neither the enemy nor 
yourself, you will succumb in every 
battle.

—Sun Tzu, The Art of War

A “pre-mortem” to help identify risks

1. Assume that you failed

2. Identify the likely culprit

3. Assess potential protection strategies

4. Repeat

“
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$10

$100

$1,000

$10,000

$100,000

$1,000,000

Manage risk, but don't avoid it
Cumulative growth of $100 invested in December 1945, various asset allocation mixes (US large-cap stocks and intermediate US 
gov’t bonds), logarithmic scale

$540,858 100% Stocks

$5,196 100% Bonds

$104,907 60/40 Portfolio

$2,057 Cash

Source: Bloomberg, Morningstar Direct UBS, as of 23 February 2026.
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Think holistically 

Are we on track? 
Can we do more?

Savings
strategies

Insurance 
planning

Estate 
planning

Asset 
allocation

Probability
of success

Where do we 
want to go?

Education

Major 
purchases

Health
care

Retirement

Gifting

How do we get 
there?

Liabilities Company
stock

Assets Social 
Security

Components of building and implementing a financial plan

Source: UBS. For illustration purposes.
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Align the portfolio with goals

Liquidity
Cash flow for short-

term expenses

Longevity
For longer-term 

needs

Legacy
For needs that go 
beyond your own

The next 3-
5 years

5 years ₋
lifetime

Now ₋ 
beyond your 

lifetime

To help maintain your lifestyle

• Entertainment and travel

• Taxes

• Purchasing a home

To help improve your lifestyle

• Retirement

• Health care and long-term care 
expenses 

• Second home 

To help improve the lives of others

• Giving to family 

• Philanthropy

• Wealth transfer over generations 

Time frames may vary. Strategies are subject to individual client goals, objectives, and suitability. This 
approach is not a promise or guarantee that wealth, or any financial results, can or will be achieved. 
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Recap: Tips to help avoid common mistakes

1. Prioritize attention on what matters most

2. Avoid “doom scrolling”

3. Ignore short-term returns, focus on the 
big picture

4. Don’t avoid risk. Manage risk

5. Build a purpose-based foundation

“
You have power over your mind—
not outside events.

Realize this, and you will find 
strength.

Marcus Aurelius, Meditations
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Any questions?

Source: UBS. For illustration purposes.
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Important Information and Disclosures
Purpose of this document: This is marketing material intended to help you understand services and investments we offer. It should be used solely for the purposes of discussion with your UBS Financial Advisor and 
your independent consideration. UBS does not intend this to be fiduciary or best interest investment advice or a recommendation that you take a particular course of action.

Personalized recommendations or advice: If you would like more details about any of the information provided, or personalized recommendations or advice, please contact your UBS Financial Advisor.

Conflicts of interest: UBS Financial Services Inc. is in the business of establishing and maintaining investment accounts (including retirement accounts) and we will receive compensation from you in connection with 
investments that you make, as well as additional compensation from third parties whose investments we distribute. This presents a conflict of interest when we recommend that you move your assets to UBS from 
another financial institution or employer retirement plan, and also when we make investment recommendations for assets you hold at, or purchase through, UBS. For more information on how we are compensated 
by clients and third parties, conflicts of interest and investments available at UBS please refer to the ‘Your relationship with UBS’ booklet provided at ubs.com/relationshipwithubs, or ask your UBS Financial Advisor 
for a copy.

Important information about brokerage and advisory services: As a firm providing wealth management services to clients, UBS Financial Services Inc. offers investment advisory services in its capacity as an 
SEC-registered investment adviser and brokerage services in its capacity as an SEC-registered broker-dealer. Investment advisory services and brokerage services are separate and distinct, differ in material ways and 
are governed by different laws and separate arrangements. It is important that you understand the ways in which we conduct business and that you carefully read the agreements and disclosures that we provide 
about the products or services we offer. For more information, please review client relationship summary provided at ubs.com/relationshipsummary.

Important additional information applicable to retirement plan assets (including assets eligible for potential rollover, distribution or conversion): This information is provided for educational and 
discussion purposes and are not intended to be fiduciary or best interest investment advice or a recommendation that you take a particular course of action (including to roll out, distribute or transfer retirement plan 
assets to UBS). UBS does not intend (or agree) to act in a fiduciary capacity under ERISA or the Code when providing this educational information. Moreover, a UBS recommendation as to the advisability of rolling 
assets out of a retirement plan is only valid when made in a written UBS Rollover Recommendation Letter to you provided by your UBS Financial Advisor after a review of detailed information that you provide about 
your plan and that includes the reasons the rollover is in your best interest. UBS and your UBS Financial Advisor do not provide rollover recommendations verbally. With respect to plan assets eligible to be rolled over 
or distributed, you should review the IRA Rollover Guide UBS provides at ubs.com/irainformation which outlines the many factors you should consider (including the management of fees and costs of your retirement 
plan investments) before making a decision to roll out of a retirement plan. Your UBS Financial Advisor will provide a copy upon request.

No tax or legal advice: UBS Financial Services Inc., its affiliates, and its employees do not provide tax or legal advice. You should consult with your personal tax and/or legal advisors regarding your particular 
situation.

Financial planning services: In providing financial planning services, we may act as a broker-dealer or investment adviser. When we act as investment adviser we charge a separate fee for the service and enter into 
a written agreement with you. The nature and scope of the services are detailed in the documents and reports provided to you as part of the service. 

http://www.ubs.com/relationshipwithubs
http://www.ubs.com/relationshipwithubs
http://www.ubs.com/relationshipsummary
http://www.ubs.com/relationshipsummary
http://www.ubs.com/irainformation
http://www.ubs.com/irainformation
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Important Information and Disclosures
As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment 
advisory and brokerage services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different laws and separate contracts. It is important that you carefully read the 
agreements and disclosures UBS provides to you about the products or services offered. For more information, please see www.ubs.com/workingwithus

There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for individual investors and are produced by UBS Global Wealth Management (which includes UBS 
Financial Services Inc. and UBS International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors. The two sources operate independently and may therefore have 
different recommendations. The various research content provided does not take into account the unique investment objectives, financial situation or particular needs of any specific individual investor. If you have any questions, 
please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of UBS AG and an affiliate of UBS International Inc.

© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC
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