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Highlights

The Crucial Role of Trading Psychology

Unravelling the Top 4 Behavioral Biases
e Confirmation bias
e Representative Bias
e Loss Aversion
e Overconfidence Bias

Key Takeaway




Understanding
Trading

'ﬁlgx pcs!c!hgc!g? g¥s to the study

and mastery of the emotional and
psychological factors that influence a
trader or investor's decision-making
process in financial markets.

It involves recognizing and managing
emotions, avoiding impulsive actions,
and adhering to a disciplined investment
strategy.




Unravelling the
Top 4
Behavioral
Biases




The tendency to seek out and
prioritize information that confirms
pre-existing beliefs while disregarding or
undervaluing contradictory data.

Traders may:
e Focus solely on positive
information about an investment.
e Ignore or downplay negative
information.
e Under-diversify portfolios, resulting
in excessive risk exposure.
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Guidance for Overcoming
(Confirmation)

e Seek out information that
challenges your existing beliefs.

e Look for corroborating support for
investment decisions.

e Emphasize the importance of
conducting additional research.




The inclination to classify new
information based on past experiences and
pre-established categories.

Traders may:

e Form views or forecasts primarily based
on limited or new data.

e Rely excessively on small or biased
samples of information.

e Assume that because a certain economic
data release caused an upward
movement previously, it will do so again.




Stay vigilant about potential
statistical errors.

Consistently question whether past
experiences are truly representative
of the current investment situation.

Encourage a broader and more
objective assessment of available
information.




Loss Aversion Bias

Definition: The tendency to strongly
prefer avoiding losses over achieving
gains in trading

Consequences: Traders may:
e Become overly risk-averse, closing
positions prematurely at minor
gains.

e Hold losing investments for longer
than is justifiable, hoping for a
turnaround.




Set clear and well-defined stop-loss
levels for each trade.

Develop and adhere to a trading plan
that includes predetermined exit
points.

Maintain discipline and objectivity in
trading decisions, focusing on risk
management.




The inclination to place
unwarranted faith in one's own intuitive
reasoning, judgments, and cognitive
abilities, often leading to self-attribution
bias.

Traders may:
e Underestimate risks.

e Maintain poorly diversified
portfolios, resulting in lower
returns.




Guidance for
Overcoming
(Overconfidence)

e Regularly review their trading
records objectively.

e Seek external feedback and
different perspectives.

e Stay humble and open-minded in
their decision-making.




e Hungry for Money
e Angry (irate/annoyed/bad-tempered)
e Tired (Sleepy/sick/over-tried)

® Set your own principal

® Do risk management
® Protect your capital




Trading is a lifelong
journey; learning and evolving your strategies is
vital for long-term success.

Success hinges on emotional
mastery. Avoiding impulsive decisions is key to
consistency.

The trading world is
diverse and dynamic; be adaptable and commit
to constant learning.

Control your emotions, not the
other way around. Maintain discipline for sound
decision-making.
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Thank You




