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The turkey illusion is a fun metaphor for what behavioral economists call “availability bias”—we tend to develop a model of the world based on our
own experiences and the events that we witness. (UBS)

What can the "turkey illusion”
teach us about investing?

20 November 2024, 3:21 pm CET, written by UBS Editorial Team US Editorial Team

The "turkey illusion" alludes to a story that was popularized by Nassim Taleb, author of The Black Swan. In the
story, a turkey is given food by the farmer every morning for 1,000 days. Over time, the turkey grows to trust
the farmer, and this pattern solidifies an expectation that the farmer’s arrival will always come with food.

This seems like a natural expectation; after all, that's the only thing the turkey has ever experienced. But then, on the
1001st day—as Thanksgiving approaches—the farmer brings an axe instead. The turkey's expectations are subverted, and
they find that their expectations were fatally flawed.

Taleb’s advice? “Let’s not be turkeys.”

The turkey illusion is a fun metaphor for what behavioral economists call “availability bias”—we tend to develop a model
of the world based on our own experiences and the events that we witness. This model of the world skews our risk
assessments, favoring events that we have experienced and can easily recall and discounting events that we have not
experienced or which didn’t leave a lasting impression. This tendency can mislead us to spend too much time ‘fighting the
last battle’ (for example, being more willing to pay for insurance after we have experienced or heard about a particular
risk event). At the same time, the availability bias can blind us to the risks that we haven't experienced. As Taleb puts it,
“Just because you never died before, doesn’t make you immortal.”

One strategy that we recommend for combating the availability bias is to work with your financial advisor to go through
a "pre-mortem” thought process, which goes like this:
1. Assume that you failed
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2. Identify the likely culprit
3. Assess potential protection strategies
4. Repeat

The advantage of a pre-mortem analysis is that it encourages you to think outside of the box and focus on risks that are
more likely to be “fatal” to your plans. For example, if we start with the assumption that you will run out of savings in
retirement, we can start to address one risk at a time.

For example, bear markets are painful, and you will probably experience several during your working years and in your
retirement years. However, it is relatively easy to protect against the risk that bear markets will leave lasting damage on
your retirement plan (see ubs.com/bearmarketguidebook).

While many risk assessments focus on disastrous events happening, the truth is that sometimes risks can be caused by
events that are otherwise good. For example, one potential culprit for the “death” of your retirement success could be
living longer than you expected. If you plan for a 30-year retirement but end up living 50 years into retirement, there is
a good chance that this could deplete your wealth or require you to cut back on your lifestyle and philanthropic goals.
Annuities are one solution to this risk, providing a lifetime income stream that can keep the rest of your wealth from
being depleted prematurely.

The best strategy for implementing a pre-mortem analysis is to follow this process with a financial advisor: they have seen
risks and pitfalls that you may never have heard about, and their expanded perspective can help you to put risks into a
broader context. As Eleanor Roosevelt put it: “Learn from the mistakes of others. You can't live long enough to make
them all yourself.”

To learn more about the Turkey illusion, and hear about action bias and anchoring bias, please listen to our podcast,
Behavioral finance: Anchoring, Action Bias, and the Turkey illusion, featuring Ainsley Carbone, Justin Waring, and
Katie Williams from the UBS Chief Investment Office.

The document and the information contained herein isintended for UBS internal use only and solely for the UBS employee to whom it was provided. It may in no circumstances be distributed outside of
UBS. Information contained in this document has not been tailored to the specific needs, investment objectives, personal and financia circumstances of aclient or any other recipient outside of UBS. This document
shall not be construed to include any legal or tax advice, investment research, sales prospectus, an offer or a solicitation of an offer to enter in any investment activity. Neither UBS nor its directors, employees or
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Important information

Asafirm providing wealth management servicesto clients, UBS Financial Services, Incis 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 isimportant
that you carefully read the agreements and disclosures UBS provides to you about the products or services offered. For more information, please visit our website at www.ubs.com/workingwithus.

© UBS 2024. All rights reserved. UBS Financial ServicesInc. isasubsidiary of UBS AG. Member FINRA/SIPC.

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 sourceis UBS Group Research, whose primary business focusisinstitutional 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 Financia Services Inc. isasubsidiary of UBS AG and an affiliate of UBS International Inc.
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