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Recency bias - the scourge of investors

Unfortunately, as humans, we are poorly neurologically wired to be good investors. The
reptilian depths of our brains, which promote survival instincts - such as fight and flight, fear
and greed and an aversion to losses — help us to survive but can lead us into bad investing
ways. For many investors a propensity to place too much weight on recent events in terms

of what the future may look like is quite common. This is known a ‘recency bias’. Charles
Schwab, a major US broker, sponsored some research on its own client base to identify which
behavioural biases predominate in their clients and recency bias was the one most commonly
exhibited’. Around 50% to 60% of all investors appear to suffer from recency bias, and the
number is even higher for younger investors, possibly due to the influence of social media.

The death of the office

Let’s look at an example of recency bias in action. Some investors may include global commercial
property (e.g. shopping malls, offices, industrial buildings, logistics hubs and data centres) in the
growth assets portion of portfolios to provide a bit of diversification to their pure equity exposures.
It is not guaranteed to work all the time but can be beneficial at times. The logic and empirical data
supports a reasonable case for inclusion. Yet, of late, global commercial property has been under
pressure on account of lifestyle and work-pattern changes, driven in part by covid lockdowns. Add
in rapidly rising interest rates and the ‘story’ sounds quite bleak. In 2022 the asset class was down
by around -14%, whilst the UK equity market was up by about +7%. It is down again in 2023.
Some may be tempted to consider abandoning it as an asset class, as the future ‘obviously’ looks
bleak, and its recent run of poor performance is thus likely to persist. Yet that is to ignore a central
tenet of systematic investing that all this doom and gloom is already reflected in market prices for
global commercial property. It may go higher or lower from here, not because of what has recently
happened but what new information the market receives. Take a look at the chart below.
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Figure 1: Every asset class has its bad and good periods (rolling 10-year returns)

Data: Morningstar Direct © All rights reserved
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It is evident that each of the three asset classes has had better and worse times and - over this
period - global commercial property has been the most consistent. A rational investor might
reasonably want to own all three asset classes in some proportion. Abandoning or adding to a
portfolio simply by extrapolating what has recently done well or badly is not a great strategy and is
likely to lead to constant portfolio change, less-well diversified portfolios and poorer outcomes. In
2022, commodity futures — after many very poor years — were the star asset class in a year when
bonds and equities were down, returning around +30%. In 2023 they are down around -15%. When
gold rises in price, investors’ interest is always piqued.

If thinking that the recent past somehow presages future outcomes and picking what has just done
well and avoiding what has just done badly, is a winning strategy, then investors who follow this path
are likely to be disappointed.

Perhaps reflect a while on these wise words written by Charles D. Ellis in his excellent book Winning
the Loser’s Game? (Ellis, 2002):

‘The hardest work in investing is not intellectual, it’s emotional. Being rational in an
emotional environment is not easy. The hardest work is not figuring out the optimal
investment policy; it’s sustaining a long-term focus at market highs or market lows and
staying committed to a sound investment policy. Holding on to sound investment policy at
market highs and market lows in notoriously hard and important work, particularly when
Mr. Market always tries to trick you into making changes.’
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Other notes and risk warnings

Use of Morningstar Direct© data

© Morningstar 2023. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/

or its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate,
complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising
from any use of this information, except where such damages or losses cannot be limited or excluded by law in your
jurisdiction. Past financial performance is no guarantee of future results.

Risk warnings

This article is distributed for educational purposes only and must not be considered to be investment advice or an
offer of any security for sale. The reference to any products is made only to make educational points and must, in no
circumstances, be deemed to be any form of product recommendation.

This article contains the opinions of the author but not necessarily the Firm and does not represent a
recommendation of any particular security, strategy or investment product. Information contained herein has been
obtained from sources believed to be reliable but is not guaranteed.

Past performance is not indicative of future results and no representation is made that the stated results will
be replicated.

Errors and omissions excepted.

Barnett Ravenscroft Wealth Management is a trading name of Barnett Ravenscroft Financial Services Ltd which is
authorised and regulated in the United Kingdom by the Financial Conduct Authority FRN: 225634 and registered in
England and Wales under Company No. 04013532.

The registered office address of the Firm is 13 Portland Road, Edgbaston, Birmingham, B16 9HN
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