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H U M A N  E M O T I O N  A N D  I N V E S T I N G

How Cognitive Bias Can Affect Investing 
Why do investors sometimes fall into the trap of buying high or selling 
low? Why do many of us procrastinate in saving for retirement, despite 
knowing its importance? Behavioural economists have shown that 
cognitive biases can prevent us from making the best decisions. 
Our brains operate in two cognitive states: automatic and reflective. 
Our automatic system is uncontrolled, fast and unconscious. Our 
reflective system is controlled, effortful and deductive. Cognitive biases 
occur when the automatic system, often influenced by the current 
environment, dominates the reflective system. 

These behavioural biases can affect the way we invest. “Herd 
behaviour,” the tendency to follow the actions of a larger group, 
can cause investors to buy or sell due to pressure from others who 
are doing the same. “Recency bias” causes investors to believe that 
recent patterns or events in the markets will continue into the future. 
According to scientists there are 188 known cognitive biases that can 
lead us astray. The visual shows just a handful. See the full infographic 
at: www.visualcapitalist.com/every-single-cognitive-bias/ 

The good news? With a bit of effort, we can learn to control these 

behaviours. Some of 
the most seasoned 
investors have 
trained themselves 
to avoid emotional 
impulses. We can also 
integrate techniques 
into our investing 
programs, like 
regularly rebalancing 
portfolios, using 
managed products to put buy and sell decisions in the hands of experts, 
or incorporating systematic saving or investing programs to avoid 
market timing.  

Most importantly, don’t forget the influence these biases can have on 
investing and plan ahead before they can have an impact. This may 
include sticking to your wealth plan during volatile times or avoiding 
the urge to react to social and media pressure. We are also here to 
help as we work with you towards achieving longer-term success.

R E T I R E M E N T  P L A N N I N G

Get Ahead with These Six RRSP Considerations  
It is Registered Retirement Savings Plan (RRSP) season once again! 
Beyond the importance of contributing to the RRSP to grow funds for 
retirement, certain practices can also help to save tax or create a bigger 
nest egg for the future. Here are six considerations:

Making In-Kind Contributions — Some investors may choose to 
move investments from non-registered accounts to fund their RRSP. If 
you are considering making in-kind RRSP contributions, be careful not 
to transfer investments that have declined in value. You will be deemed 
to have sold these investments at fair market value when transferring 
them to the RRSP, yet any capital loss will be denied. Instead, consider 
selling them on the open market and contribute cash to the RRSP so 
you can claim the loss. Be aware of the superficial loss rules if you plan 
on repurchasing them.

Timing Your Deduction — With any RRSP contribution, you’re 
entitled to a tax deduction for the amount contributed so long as it is 
within the contribution limit. Keep in mind that you don’t have to claim 
the tax deduction in the year that the RRSP contribution is made. You 
may carry it forward if you expect income to be higher in future years 
such that you may be put in a higher tax bracket, potentially generating 
greater tax savings for a future year.

Updating Beneficiary Designations — It may be beneficial to review 
account beneficiaries on a periodic basis, especially in light of major life 
changes. For example, in the event of separation or divorce, be aware 
that named beneficiaries may not be revoked, depending on provincial 
laws. Therefore, the designation of an ex-spouse may still be in effect. 

Benefiting from a Spousal RRSP — For couples in which one spouse 
will earn a high level of income in retirement while the other may have 
little retirement income, a spousal RRSP can potentially be a valuable 
income-splitting tool. However, don’t forget that the attribution rules 
generally apply to a spousal RRSP. If the higher-income spouse has 
made contributions to the spousal RRSP in the year or in the immediate 
two preceding years, and if funds are withdrawn from the plan, they 

may be taxed to the higher-
income spouse, as opposed 
to the lower-income spousal 
RRSP owner. 

Engaging in a Meltdown 
Strategy — There may be 
benefit in gradually drawing 
down RRSP funds as you 
approach retirement. This may be useful if an individual is currently in 
a lower tax bracket than they expect to be in future years. Others may 
seek to limit future sources of taxable income in order to minimize the 
possible clawback of income-tested government programs such as Old 
Age Security. One strategy may be to use RRSP withdrawals to fund 
Tax-Free Savings Account (TFSA) contributions. As the TFSA grows, there 
may be greater flexibility to receive tax-free income that can augment or 
replace Registered Retirement Income Fund (RRIF) withdrawals later. At 
death, TFSA funds can pass tax-free to heirs, unlike residual RRSP/RRIF 
funds that are subject to tax, potentially at high marginal tax rates.

Seeking Other Options to Pay Down Debt — Consider the 
implications of making taxable withdrawals from the RRSP to pay 
down short-term debt. You may be paying more tax on the RRSP 
withdrawal than you’ll save in interest costs. In addition, once you make 
a withdrawal from the RRSP, you won’t be able to get back the valuable 
contribution room. There may be other options, such as a TFSA where 
contribution room resets itself in the following calendar year. 

Seek assistance from tax professionals regarding your situation.

Source: Visual Capitalist, attributed to designhacks.co; 
www.visualcapitalist.com/every-single-cognitive-bias/

The Cognitive Bias Codex: An Excerpt

RRSP Contribution Deadline: March 1, 2022, 
for the 2021 tax year. Contributions are limited to 18 
percent of the previous year’s earned income, to a 
maximum of $27,830 (for the 2021 tax year).
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