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The behavioural-finance analysis explores

risk appetite, overconfidence, self-

education and the line between

productive focus and compulsion.

JOHANNESBURG, GAUTENG, SOUTH

AFRICA, September 1, 2026

/EINPresswire.com/ -- This is a

behavioural-finance review examining

the psychology of investors and

traders. Its central conclusion is that

willingness to accept uncertainty may

bring people into markets, but durable

decision-making depends more on process, emotional control and continuous learning than on

fearlessness.

The review follows 2026 FINRA Investor Education Foundation research showing a knowledge-

confidence gap among investors who used social media or followed financial influencers. The

groups answered an average of 42% of objective investment-knowledge questions correctly,

while 63% rated their knowledge as high. The finding does not describe every market participant,

but it illustrates why confidence is not a substitute for competence.

Risk appetite is an entry trait, not a complete advantage

Investors generally commit capital over longer horizons, while traders usually respond to

shorter-term changes in price, liquidity and information. Both make decisions before outcomes

are known. That creates an entrepreneurial resemblance: resources are committed under

uncertainty, and judgment must be updated as evidence changes.

However, a Harvard Business School review of entrepreneurial personality research found

substantial differences across entrepreneurs and continuing disagreement about how

personality connects to performance. The parallel for markets is important: appetite for risk may

influence entry, but it does not establish skill. More useful questions concern which risks are

accepted, how exposure is limited and whether new information changes the original

reasoning.

http://www.einpresswire.com


The mind does not treat gains and losses equally

Prospect theory, developed by Daniel Kahneman and Amos Tversky, showed that decisions

under risk are shaped by reference points and by different responses to gains and losses. In

markets, this helps explain the disposition effect: the tendency to sell winners too quickly while

holding losses too long. An Investor.gov behavioural review also identifies active trading,

familiarity bias, manias, noise trading and inadequate diversification as behaviours that can

undermine outcomes.

Discipline often looks like inactivity

In a study of more than 60,000 brokerage households, Brad Barber and Terrance Odean found

that the most active group earned materially lower net returns than the broader sample during

the 1991-1996 study period. The research on trading frequency is historical and does not predict

an individual's result, but it challenges the idea that constant action is evidence of expertise.

Self-discipline therefore includes the capacity to wait, reject weak opportunities and distinguish a

sound decision from a lucky outcome. Self-education is similarly active: it requires comparing

credible sources, testing assumptions, understanding costs and recording errors rather than

collecting information that merely confirms an existing view.

When precision becomes compulsion

A strong desire to get decisions right can support preparation and review. It becomes less useful

when it produces endless monitoring, revenge decisions, neglected responsibilities or an inability

to stop. Research on sleep and risky decision-making is not uniform, but a 2025 scoping review

found that sleep deprivation can impair attention and alter decision processes. Sustainable

performance therefore depends partly on life outside markets, including recovery, financial

boundaries and routines that preserve judgment.

Five habits that support durable decision quality:

* Written reasoning: record the decision, assumptions and evidence that would invalidate it.

* Pre-commitment: set exposure and loss boundaries before emotion is heightened.

* Probabilistic thinking: work with scenarios and ranges rather than certainty.

* Process review: evaluate whether the method was followed, not only whether money was

made.

* Selective attention: protect time for study and recovery, and recognise that no action is also a

decision.

No checklist can guarantee success, and temperament alone cannot overcome inadequate

capital, poor information or excessive risk. The most realistic approach is not prediction but self-

observation: understanding how uncertainty, losses, boredom and confidence change

behaviour. 

This review concludes that durable market participation resembles entrepreneurship at its best:

https://kahneman.scholar.princeton.edu/document/11
https://faculty.haas.berkeley.edu/odean/papers/returns/returns.html


curious, adaptive and willing to take calculated risk, but sustained through restraint rather than

appetite alone.
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