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Understanding the
emotions of investing
W

hat does human
nature really mean
when it comes to
planning our lives and saving for
the future?
Nobel prize winning research
Andy
over many years has challenged
Robinson
the notion that we are naturally
Financial
rational investors, and this area
Planner
of human study has reached
interesting conclusions on how we
instinctively think when looking
to invest and save. Our desire to think things
through, and be as rational as possible, can
sometimes be well and truly scuppered by the
natural biases we will all carry.
Here are six of the emotional behaviours
that may derail the journey towards your
long-term goals. By understanding these, we
can manage some of the natural instincts
that we all carry, and this will help improve

decision making and the resulting financial
outcomes.
Anchoring is a tendency to allow a
particular reference point undue influence
on our decisions. We will all have fallen
for a sales discount and perceived a bargain
regardless of the true value of the product.
The same applies when investing in a
“bargain” because it has fallen in value
regardless of its true, rational worth.
Loss aversion describes how as savers we
feel financial losses to a greater extent than
equivalent gains. It can make the ups and
downs of sensible long term investments
feel like an emotional rollercoaster.
These may even be unrealised or “paper”
positions, but we’ll still feel the losses more
than we value the gains and this can affect
the actions we take. Understanding this
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impact on our rational thinking can
really help our financial decisions.
Aretha Franklin joins Jimmie Hendrix,
Bob Marley, Amy Winehouse and Prince
on a list of celebrities who have died
intestate. It is a common misconception
that if you die without a will, your
closest relatives will decide how assets
are split. This is not the case. There
are rigid rules and in some cases the
government can collect the lot.
About 30 million adults in the UK do
not have a will and, more worryingly,
this includes 54 per cent of people with
children, and 64 per cent of unmarried
couples, according to Will Aid, a charity
that encourages people to make a will. Yet
failing to make provision for your loved
ones when you die can lead to confusion
and heartache. Your wealth could go to
people you did not intend it to go to,
depriving those you cared for most. We
answer your questions on what happens if
you die intestate.

Mental Accounting is when an investor
treats money differently depending upon
the source of that money. For example,
“found” money, including tax refunds
and work bonuses as well as gifts, tends to
be spent more freely than money earned
through normal income. But money is
money and it all has the same actual value!
Herd behaviour reflects our understandable
propensity for following the decisions
of a larger group, whether or not those
decisions are rational. Buying and selling
an investment in line with our peers is a
good example but is this the best tactic?
The “dotcom bubble” of the 1990s is a
really good example of investors following
a trend regardless of the return prospects.
Availability bias explains how individuals
tend to weigh their investment decisions
more heavily toward recent information.
Our opinions and resulting actions may
therefore become biased toward the latest
news even if we have a long-term horizon
for our financial plan.

What if we don’t have children?
The estate will pass to the deceased
person’s parents, if one or both are alive.
Failing that, it would be divided equally
between any surviving brothers and
sisters, or failing that, to any half-brothers
and half-sisters.

“Failing to make
provision for your loved
ones when you die can
lead to confusion and
heartache.”
Next in line come any grandparents.
Followed by aunts and uncles, then halfaunts and half-uncles. If there are no
surviving relatives in these categories,
the estate passes to the Crown.

We are married with no children. Will my
spouse inherit everything when I die?
Yes. Your surviving spouse will inherit the
entire estate. Emily Wiggins, a partner
at Hart Brown, a Surrey law firm, says:
“While this is beneficial for the spouse, it
eliminates any claims for other relatives,
including parents.” The same rules apply to
civil partnerships.

Confirmation bias blurs rational clarity
further as investors tend to be more
attentive toward information which
confirms a preconceived opinion or belief…
this is a natural bias that can hold across
all human thinking although when saving
and investing it can lead to decisions being
made on an incomplete picture.
Great financial decision making isn’t
always about intellectual capacity or
financial literacy, as everyone has these
competing and perfectly natural biases.
The good news is that once we are aware
of these, we can think more rationally
and build a financial plan based on
strengthened foundations.
Whether it’s unnecessary anchoring,
availability bias, or simply following the
herd, chances are that we’ve all indulged
at least some of these human traits. So
when you feel your emotions beginning
to get the better of you, take a “timeout”
and work with your financial adviser to
review your goals before making what
could be an emotional investing decision.
Your portfolio and your future self may
thank you.

Under the intestacy rules, the deceased
person’s estate would be shared equally
between the children.

Say a little
prayer
This may be of little help if your loved
one dies without a will...

Elliot Clark
Financial
Planner

What happens if we have children?
The surviving spouse would inherit the
first £250,000 of the estate, all personal
items and half of whatever remains. The
other half is inherited by the children and
is divided equally between them, although
they cannot gain access to the estate until
they are 18. This applies to all children
of the parent who has died, even if they
come from different relationships. A quirk
of this is that the share of any estate that
does go to children may be subject to
inheritance tax.
We are an unmarried couple living
together, with children. What happens
when one of us dies?
The key thing is that the surviving partner
does not inherit anything, because the
term “common-law partner” has no legal
standing. Therefore, it is so important
for couples in this position to make wills.

If there are no surviving blood
relatives, what happens then?
The estate passes to the Crown under
a process known as bona vacantia. The
Crown can grant shares in the estate to
those who can prove that they have an
entitlement, although it is under no
obligation to do so.

Aretha Franklin joins
Jimmie Hendrix,
Bob Marley, Amy
Winehouse and Prince
on a list of celebrities
who have died intestate.

When a parent dies intestate,
does care of any dependent
children pass automatically to
the surviving spouse?
It doesn’t, and more than half of those
with dependent children do not realise
this. This is another example of how
the importance of making a will goes
well beyond simply disposing of an
individual’s wealth.
What happens if both partners
die at the same time?
The same rule applies: custody of the
children will not go automatically to
the relatives or individuals whom they
intended it to go to if they have not
made their wishes clear in a will.
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What a dreary subject this is!
But a topic we feel is really
important to address at
some stage.
Writing a will is a priority during
the financial planning process,
but the softer aspects of how
your estate should be dealt with if
you die, could be seen as equally
as important. Hence, we have
now created a document which
enables our clients to record their
wishes in a formal way.

Investing through volatile times

A

Philip Harper
Financial Planner

Stay invested: The perils of
missing the best days
When markets are volatile, it is often
tempting to exit the market or switch
to cash in an attempt to reduce further
expected losses. However, it is impossible
to time these movements correctly as
no-one has a crystal ball to predict future

Andy and Elliot meeting with
Trevor Greetham at Royal London
for a market update.

IMPACT ON
RETURNS
Stay Invested

£59k
Missed 5 best days

£45k
Missed 10 best days

£37k

movement, so being out of the market
for just a few days can have a devastating
effect on returns. Using UK equities as
an example, the chart (right) shows how
missing just a few of the best days can have
a devastating impact on returns.
Over the last 25 years, using the example
of a £10,000 initial investment, an investor
who stayed in the markets throughout the
period could have a potential return of
more than double that of an investor who
missed the best 25 days.
Invest for the long-term: Our
proposition rewards the patient investor
Wise investors know that investing is
a long-term commitment. Historically,
investors who have been able and willing
to ride out the periods of decline in the
markets have seen their investments
recover. Investing with a long-term
outlook and with long-term goals is the
best way to reduce the impact of stock
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“When I’m gone”

Navigating the
turbulent seas
of fortune

nyone who reads the papers
knows that the world’s economies
are going through a period of
uncertainty. It’s natural at these times
for some investors to get twitchy, which
only serves to make the situation even less
predictable.
The truth is that share prices invariably
rise and fall, but for the long-term
investor, this shouldn’t need to be the
primary concern. Historically, long-term
performance tends to even things out
and there are even good reasons to see
opportunity where other investors are
seeing only gloom.
The world of investing is overflowing with
metaphors, adages and fables, so here are our
top seven principles for keeping your head
when all about you are losing theirs.
Investing can feel like a hazardous voyage
particularly during turbulent times. This is
when our horizon can veer towards the
shorter term, we have selected three of our
principles to focus on that are particularly
relevant to current market conditions.
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Missed 15 best days

£31k
Missed 20 best days

£26k
Missed 25 best days

£23k
Source: FE Analytics, period
31/03/1993 to 31/03/2018

1. Have an
investment plan
and stick to it
2. Start investing
as soon as
possible
3. Don’t just
invest in cash
4. Diversify and
always consider
your investments
as a whole
5. Invest for
the long-term
6. Stay invested
7. The best
investment
is advice

market fluctuations and see out periods
of volatility. Taking the last 25 years, there
have been many examples of short-term
volatility but over the long term the trend
is a rising one.
Steering a course towards a longer-term
investment horizon will always require
a steady hand on the tiller in the shorter
term. These fundamental principles are a
useful reminder of the strategies that will
continue to benefit our clients.
Don’t just invest in cash:
The eroding power of inflation
It is often tempting to see cash as a safe
haven against all market volatility. However,
recent years have seen higher rates of inflation
and lower rates of interest on your cash. The
pressure that inflation can place on your cash
can be very debilitating and in the long run
not being invested in the markets can be
inherently riskier than being invested.
At just 2.5% inflation, an investor would
lose nearly half of their purchasing power
over 25 years. So, £10,000 today would only
have the purchasing power of £5,310 in 25
years’ time.
Interest rates have always historically
outstripped inflation. Investing in a
standard interest-bearing bank account
would have provided some protection
against the ravages of inflation. However,
looking forward interest rates are expected
to stay below inflation.

Where to find documents, music at the funeral,
on-line accounts and care for pets are some of
the areas covered and it is a vital document
to keep with your will.
Please make contact should you wish to receive
a hard copy or download from our website.
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Release tax-free cash from
the value of your home.
Unlock a better retirement.

Independent Financial Advice
Contact us: 01494 817151 vanessa@fmifa.com
www.fmequityrelease.com

6 fm

fm

Review

Three frequently
asked questions…
Philip Harper
Financial Planner

Unsurprisingly,
we at fm find
the same
questions crop
up over and over
again. Here are
three…

1 Should I
take tax-free
cash from
my personal
pension?

I

n years gone by, pretty much everyone
who reached retirement age, the first
thing they did was extract the 25% tax
free cash from their private pension.
However, in recent years we have certainly
seen this trend change and we will now
encourage clients to pause for a moment
and consider which of the three main
options most suits their needs.

1

Take the 25% lump sum if there is an
obvious need for it. This might be to repay
a mortgage, help children onto the property
ladder or perhaps to provide a lump sum to
help fulfil your retirement needs.

2

Take the lump sum in a series of chunks
as and when needed. This is probably
becoming the most popular option as you
do not lose any entitlement by not taking
the 25% in one go, the balance just stores
up in reserve for a later date, if required. The
main advantage of this route is you leave
your funds in a tax efficient environment with
the potential for further growth, whereas
transferring into a bank account continues to
deliver poor returns.

3

Don’t take any immediate lump sum
but arrange for your monthly pension
income to be a blend of taxable income and
tax free cash. This results in your pension
income being more tax efficient and suits
an individual who feels they have built up
sufficient lump sum savings elsewhere as
they reach retirement.

2 Do I need
to complete
a tax return?

A

common comment we hear is
“I haven’t completed a tax return
for years because HMRC don’t send one
to me anymore.” This is because this
process stopped when Self-Assessment
was introduced in 2004.
Everyone has a responsibility to selfassess and decide whether they need
to make a return and for many people
in retirement the conclusion might be:
not required. Nevertheless, we also see
examples where clients have not been
submitting a return when in fact they
should have. So when might this be?
Here are a few examples:
•If you receive dividends from shares or
income from investment funds (non-ISA)
• If interest from deposits accounts
exceeds your Personal Savings Allowance
(PSA)
• If you receive income from a trust
• If you trigger a capital gain (from the
sale of a property for example)
• You are a higher rate tax payer and
make pension contributions
We have a strong network of tax
advisers who can assist you, if you are
unsure of your position or need help
completing a return.
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Case study:
my pension on death
3 The value
of my ISA
has dropped,
should I stop
contributing?

I

n most cases our advice is no, as long
as these remain affordable. We will
remind clients that positive ISA returns
are awarded to the patient investor.
The government are quite stingy
with offering tax breaks to us and we
therefore recommend clients try to take
advantage of those that are available.
ISA investing has different dynamics to
a variety of clients but the most common
is to build up a healthy ISA portfolio
whilst working and convert this into
an income version when retirement
arrives. There is no better way to deliver
income than from an ISA, as not only is it
completely tax free, it does not even need
to appear on a tax return!
Over the past 10 years or so we have
been arranging ISA income portfolios
that have consistently seen annual
income yields in excess of 4% and
although there have been times when
capital values have dipped, the result
for our patient investors is good tax-free
income with some added growth.
It’s also worth being reminded
that married couples can inherit
each other’s ISA portfolios on death,
meaning the portfolio remains intact
and continuing to deliver tax free
income to the surviving partner.

Matthew
Wright
Financial
Planner

Questions in this area come up time and time again and it
is hardly surprising because the government continues to
tinker with the rules. The case study of Sally is a common
scenario where Sally is looking forward to enjoying a full
and active retirement, but she also wants to pass on a good
inheritance to her four children without them having to
pay inheritance tax, if possible. She is not quite sure yet
how much money she will need to support her retirement
plans, and so does not want to gift any money to the
children at this stage.

Sally, aged 66
Sally is a widow and owns her own
home worth £600,000 with no
outstanding mortgage. She has a final
salary pension income of £35,000 pa, a
full State Pension of £8,500 pa and also
a personal pension pot of £450,000.
Lastly, she has an additional £25,000 in
savings. The final salary pension does
not quite cover her income needs and so
she will need to draw a further £10,000pa
from her personal pension, and she does
not want to pay tax on this if possible.
We recommended that Sally utilises the “flexi access drawdown” option
in her pension and rather than draw all of the 25% tax free cash in one
lump sum, she can draw a regular income from the tax-free element only.
This will provide her with the additional tax-free income she needs, and
the bulk of her money will remain invested in a tax efficient investment for
as long as possible. Should Sally need further income, she can increase
the withdrawal from the pension at any time. Once the tax-free cash
element has been used up, the remaining income is taxable.
If Sally dies before age 75, her children, as named beneficiaries, will
inherit the balance of her pension fund free of all tax. If she dies after age
75, any withdrawals made by her children will be subject to income tax,
but with advice this can be mitigated.
Not all pension arrangements allow the
flexibility shown above and it is important
to ensure pensions are reviewed regularly to
ensure they provide full access and flexibility
at retirement and on death. The approach
shown also ensures that any balance personal
pension fund is passed on without liability to
inheritance tax, much to Sally’s reassurance.
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Estate Planninge Tax
and Inheritanc
wealth
Protecting your
rations
for future gene
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 Call if you would like a copy of our brochure
on Estates and Inheritance Tax Planning.
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