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Inside the Mind of the Trader

Understanding Trading Psychologyis a CMC Markets report published in 2026,
exploring the behavioural forces that shape trading decisions in today’s markets.
Drawing on behavioural finance principles and observed trading patterns, the report
examines how psychological biases, emotional responses and risk perceptions

can influence the way traders navigate volatility, opportunity and uncertainty.

While successful trading is often associated with strategy and market knowledge,
execution can be equally influenced by mindset and behaviour.

This report explores the gap that can emerge between planning and action,
and the role behavioural awareness can play in improving decision-making over
time. The insights throughout this report reflect CMC Markets’ ongoing focus
on understanding how clients engage with markets in real-world conditions.
By examining the human side of trading, the report aims to support a broader
conversation around trader behaviour, market psychology and the factors that can
influence long-term outcomes. We thank the following contributors for sharing their
expertise and perspectives in support of this project.

Kurt Mayell Fraser Allan Jimmy Pan Sakis Paratsoukidis

Building Better Trading Habits

Discipline gap
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Building a more consistent approach

Concluding insights
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Kurtis Head of
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over adecade of experiencein
financial markets, Kurt has built deep
expertise across trading, dealing and
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region. He has more
than 15 years of experience working
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and OTC derivatives.
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management across a broad range

of asset classes, including forex,
commodities, indices and equities.
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Executive Summary
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“Markets don'’t just move on
fundamentals, they move

Understanding

the behaviour
behind
every trade

Financial markets are often
viewed through the lens of
data such as earnings,
interest rates, inflation and
economic growth. Yet
beneath every chart and
price movement lies a
series of human decisions.

Tradingis not justa
technical or analytical
activity - itis fundamentally
behavioural.

Every trade reflects a
judgement call made
under uncertainty.
Whether entering a
position, managing risk or
deciding when to exit,
traders are constantly

CMCMARKETS.COM.AU

interpreting information,
balancing risk and
responding to price
movementinreal time.In
doing so, they are
influenced not only by
strategy, but also by
instinctive psychological
responses.

This report explores
the behavioural patterns
that shape trading
decisions. It examines why
traders act the way they
do, how psychological
biases emerge in different
market environments and
what separates consistent
decision-making from
reactive behaviour.

Inan era when access
to markets is widespread
and information is
abundant, the ability to
manage behaviour has
become an increasingly
important differentiator.

The risks of emotional
investing are clear:
DALBAR'’s ongoing QAIB
studies have shown that the
average equity investor
consistently underperforms
the S&P 500 by 1-8
percentage points annually
due to poor timing and
emotional decisions (see
chart right). While the most
recent report records an
investor gap of just 0.72%

- the lowest figure reported
since 2012 -a8.48% gap
was reportedin 2024.
These findings also align
with data from Barber and
Odean’s classic study
Trading is Hazardous to
Your Wealth (2000), which
found that individual
investors trade excessively
due to overconfidence and
underperform the market
by approximately 6.5%
annually net of costs.

on how people interpret and

el react to those fundamentals.
awonmz  Understanding behaviour is

becoming just as important as
understanding the market itself.”

S&P 500 VS AVERAGE INVESTOR RETURN, 2020-25
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03



‘ INSIDE THE MIND OF THE TRADER

®@ © 6 @

® Psychology and Decision-Making

Tradingasa
behavioural

process

WHY DECISION-MAKING
IS RARELY PURELY
RATIONAL

Traditional financial theory
assumes that market
participants act rationally,
processing all available
information efficiently. In
practice, decision-making
is far more complex.

Traders operate in
environments defined by
constant information flow,
unpredictable price
movement and time
pressure. Under these
conditions, the brain
simplifies decision-making
through heuristics — mental
shortcuts that allow for
faster responses.

CMCMARKETS.COM.AU

While these shortcuts
are efficient, they often
introduce systematic
biases. Traders may rely
too heavily onrecent
information, seek
confirmation of existing
views or avoid decisions
thatlockin losses.

These behaviours are
notrandom. They are
consistent and widely
observed across different
market conditions.

A simple example can
helpillustrate this. In2024-
25, Commonwealth Bank of
Australia (CBA) traded well
above what many analysts
believed it was
fundamentally worth. From
a traditional valuation
perspective, this was
difficult to explain.

However, looking at
CMC Markets client activity
tells aclearer story. As

Markets may
evolve, but the
behavioural
patterns that
drive trading
decisions
remain
remarkably
consistent.

CBA's price continued to
rise and attract attention,
more traders began buying
and trading the stock. Later,
as the momentum slowed
and the stock became less
prominent, trading activity
dropped sharply, reflected
in average monthly trades
in 2025 dropping 53% in
2026 up to April. This
pattern suggests that
participation is often driven
less by underlying value
and more by visibility,
familiarity and recent price
movement, a direct
reflection of the behavioural
biases described above.

Sakis
Paratsoukidis
Head of
Quantitative
Trading for
CMCinANZ

“The challenge for tradersisn't
a lack of information, it's how
they processiit. In fast-moving
markets, decisions are rarely
purely rational.”

The following principles can serve as a practical
guide for keeping decisions disciplined.

Have a clear plan before
entering atrade

Consider predefined risk
levels such as a stop loss

Review both winning and
losing trades objectively

Pause before actingon
strong market moves

Be aware of why you're
entering atrade

DON'T

Don't chase trades purely
because prices arerising or
falling

Don'trely only on
information that supports
your view

Don't avoid closing losing
tradesjust to “wait and see”

Don't confuse familiarity with
value

Don't assume high visibility =
high opportunity
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INSIDE THE MIND OF THE TRADER
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Emotion
in trading
decisions

HOW FEAR AND
REWARD SHAPE
BEHAVIOUR

Trading engages the same
neurological systems that
governrisk and rewardin
everyday life.

The anticipation of gains
activates reward pathways,
reinforcing behaviour and
boosting confidence. Atthe
same time, the possibility of
losses triggers stress
responses that promote
caution or avoidance.

This creates a constant
tension between seeking
opportunity and avoiding
risk.

Crucially, these
responses are not evenly

CMCMARKETS.COM.AU
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balanced. Losses are
typically felt more strongly
than gains of the same size.
Thisimbalance influences
how traders manage
positions, often leading to
decisions that prioritise

emotional comfort over
optimal outcomes. In
practice, this can mean:
® Holdingontolosing
positions for too long
or exiting winning trades
tooearly

® Delayingdifficult
decisions onlosing
trades

® Becomingmore
reactive as market
conditions change

“Emotion, instinct, recent

] experience and stress

factorinto the trading

Faserflen— decisions of even

Premium Client 0

Management eXperIenCed tradeI’S -

for CMC 5

inANZ and whenreal capital
isonthe line, those
human factors can have

as muchimpacton
decision-making as the
dataitself.”

Risk
perception

WHY PERCEIVED RISK
OFTENDIFFERS FROM
ACTUALRISK

Risk in trading is not just
objective, it is interpreted.
Two traders can assess
the same market
opportunity and reach very
different conclusions
shaped by their past
experiences, confidence,

recent wins or losses,
and risk tolerance.

When markets are
stable or rising, risk tends
to feel lower. This can lead
traderstoincrease
exposure and become less
cautious. Conversely,
during periods of volatility,
risk feels higher, even
when valuations or
opportunities may be
more attractive.
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‘ INSIDE THE MIND OF THE TRADER

“Many traders struggle not
because they're wrong, but
because they hold onto losing

® Psychology and Decision-Making

™ positions longer than they
awonmz  planned. This highlights the

Loss aversion Thisis further importance of having an exit
supported by the chart . c . m
ONEOF THE HARDESS  (right) which highiights the plan and sticking tot.

DECISIONS IN TRADING basic findings of

How traders
Kahneman & Tversky’s respond to
1979 paper Prospect losses often JOY AND PAIN SCALE
Loss aversion is one of the Theory: An Analysis of :Eatt‘:s more
5 A . an how
most powerful and well- Decision Under Risk. The they identify
documented biases in study describes how opportunities.
trading. traders assess wins and The difference
. . between strong
Losses are not losses inan asymmetrical and weak
experienced evenly. manner. As you can seein performanceis
frequently not

Instead, they tend to feel
significantly more intense

than gains of the same size.

As aresult, traders often
prioritise avoiding losses
over achieving returns.
This often resultsin:

® Holding losing positions

the chart the curve for
losses is much steeper
than the curve for joy,
indicating that the pain of a
$50 loss is greater than the
joy of a $50 gain. Thisis an
important phenomenon for
traders to understand if

the quality of
the trade, but
the discipline to
exitwhenitno
longer works.

LOSSES GAINS

longer than intended they are to ensure that
® Reframinglosses trading decisions are -$50
as temporary guided by strategyand gy 4
@ Closing profitable not emotion.
PAIN
trades early to

secure gains

Source: Loss Aversion in Riskless Choice, Amos Tversky and Daniel Kahneman
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@ Behavioural Biases in Markets

Overconfidence

HOW SUCCESS CAN
LEAD TO INCREASED
EXPOSURE

Confidence s essentialin
trading, but
overconfidence can
become a significant risk.

After periods of
success, traders may
increase position sizes,
take on additional risk or
move away from
structured processes. This
is typically driven by the
belief that recent success
reflects skill rather than
favourable market
conditions.

As aresult, exposure
tends torise at exactly the
point when conditions may
be most fragile.

This dynamic was
evident in the October

CMCMARKETS.COM.AU

2025 crypto market rally,
which saw Bitcoin hitting
USD $126,080 amid
growing optimism and
strong market
participation. As prices
climbed, traders continued
to add exposure at
increasingly elevated
levels, reinforcing the
trend.

This left the market
more vulnerable to shiftsin
sentiment. A subsequent
wave of profit-taking,
combined with growing

concerns around valuation,

contributed to a sharp
reversal, with Bitcoin falling
below USD $90,000in
November and continuing
lower into early 2026.
CMC Markets client
trading data shows that,
compared with December
and January, Bitcoin trade
counts dropped by 27%,

while gold trade counts
rose by 44%. This
suggests a shift from
risk-on positioning,
following a period of bullish
overconfidence, towards
safe-haven assets, as gold
climbed to all-time highs
and Bitcoin slumped over
40% from ATH.

GOLD AND BITCOIN TRADING TRENDS

(

GOLD-CASH TRADES

)

+44%

Dec 2025

Jan 2026

(

BITCOIN (USD) TRADES )

=

Dec 2025

Jan 2026

Source: CMC Markets
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“Bythetime atradeis
widely discussed, alot
of the opportunity may

@ Behavioural Biases in Markets -

Herd

mentality
THE INFLUENCE OF

2021. GME was trading
below $10 between 2016
and 2020.Itwas a
struggling company that

Fraser Allan
Head of
Premium Client
Management
for CMC

in ANZ

already be reflectedin
the price.”

COLLECTIVE THINKING . believed Withthe
many investors believed to GameStop
be overvalued, with many saga, many buy
Markets are highly hedge funds taking short :(’:ies’:d"::e""
influenced by shared positions. However, in RS GME STOCK PERFORMANCE, SEPTEMBER 2019-FEBRUARY 2021
narratives. News, social January 2021, alarge group fundamentals.

media and price momentum

of retail traders on online

Instead, they
were reacting

8,000%
7500%

allcontribute toinfluencing forums began sharing to what others 7000%
market movements and bullish cases for the stock. were doing and 6,500%
shaping what traders More and more people saw jumping on th? cotos

) ) ) ) trend in pursuit 5500%
perceive as opportunity. the potential and piled on, of easy gains.

This oftenleads to
increased participationin

popular assets and themes,

particularly during strong
market trends.

While this canreinforce
momentum, it also creates
concentrationand
increases the risk of sharp
reversals.

This was evidentin the
GameStop [GME] rally and
subsequent crashin early

CMCMARKETS.COM.AU

leading to a spike in buy
trades and a sharp price
increase. Thisrally received
significant coverage in both
press and social media
forums. GME stock’s price
rose sharply above $80, but
the momentum was not
sustainable. Eventually, fear
and panic settled in, leading
the price to crashjust as
rapidly to below $12 within
afewdays.

5,000%
4,500%
4,000%
3,500%
3,000%
2,500%
2,000%

Sep Oct Nov Dec 2020 Feb Mar

1,500%

GME: +1,115.78%
500%

0%

-500%

Apr May Jun  Jul Aug Sep Oct Nov Dec 2021Feb

Source: Tradingview
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Recency bias

WHEN RECENT
OUTCOMES DOMINATE
DECISIONS

Recency biasis the
tendency to give more
weight torecent events
than to longer-term
patterns. In trading, this
means recent wins, losses
or market moves can
disproportionately

influence decision-making.

This canresultin:

® Adjusting strategies too
frequently

® Overreacting to short-
term volatility

® Assumingrecent
performance will
continue

Over time, this canreduce

consistency and can

weaken long-term

outcomes.

CMCMARKETS.COM.AU

Recent
outcomes
often feel more
meaningful
than they are,
leading traders
to chase short-
term patterns
at the expense
of long-term
discipline.

Jimmy Pan
Head of Retail
Trading for
CMCinANZ

“Short-term market
moves can feel more
significant than they are,
which canlead tradersto
change strategies

too quickly.”

FOMO

WHY TRADERS FEEL
COMPELLED TOACT

The fear of missing out -
knownas FOMO -isa
maijor driver of trading
activity, particularly during
strong market moves.

It canlead to decisions
that prioritise participation
over process, including
entering trades without a
clear plan or atless
favourable price levels.
Because FOMO trades are
oftenreactive, they are less
likely to align with a broader
strategy, increasing the
likelihood of inconsistent
outcomes over time.
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® Behaviour Under Pressure
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“Trading behaviour
tends to move incycles,

Behavioural

cycles

HOW PSYCHOLOGY
EVOLVES OVER TIME

Trading behaviour often
follows recognisable
cycles, moving from
optimism and confidence
through to anxiety and
reflection.
Thesecyclesare
influenced by both market
conditions and individual
experiences, and they can
affect how traders
approach risk and decision-
making over time.
Understanding these
cycles canhelp traders
identify when behaviour
may be shifting away from a
structured approach.
This chart below visualises
the emotions traders
typically experiencein

CMCMARKETS.COM.AU

relation to the market cycle.
As optimism builds,
confidence grows to the
point of euphoria before
giving way to anxiety
around a potential reversal.
This leads to fear, panic and
capitulation resulting in
confidence and risk
appetite plummeting before
the cycle restarts.

It'simportant
foryouto
know where
you are in the
cycle of market
sentiment. This
can help you
manage your
emotions and
avoid making
decisions that
go against your
strategy.

so understanding

™ where you are in that
awonmz  CycCle can helpimprove

decision-making.”

THE CYCLE OF MARKET EMOTIONS

Euphoria

Anxiety

Thrill
l Denial

Excitment Fear

Point of
maximum
financial

A Optimism
risk

Desperation

Point of

optimism maximum
3 financial i
Panic opportunity Relief
Hope
Capitulation
Depression

Despondency
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® Behaviour Under Pressure
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Market

volatility

HOW VOLATILITY
CHANGES DECISION-
MAKING

Volatility doesn't just
change markets - it
changes how traders
behave.

In fast-moving and
volatile conditions,
psychological biases
become more
pronounced. Decisions are
made more quickly,
emotional responses
intensify and maintaining
discipline becomes more
difficult.

At the same time,
volatility often creates
opportunity, leading to
increased trading activity
- particularly during
market declines.

CMCMARKETS.COM.AU

This was evident during
the 2026 Iran conflict. As
uncertainty surged, trading
activity rose sharply, witha
significant shift towards
commodities. Brent crude
oil trade counts on the
CMC Markets platformin
Australiaincreased by
1193% month-on-monthin
March 2026.

This spike illustrates
how attention can rapidly
concentrate in markets
most directly linked to the
underlying event. As
volatility rises, decision-
making tends to become
more reactive, with traders
gravitating towards assets
that appear to offer
immediate opportunity.

Sakis
Paratsoukidis
Head of
Quantitative
Trading for
CMCinANZ

Volatility
amplifies
emotional
decision-
making, often
leading traders
to act faster
and with less
discipline at
precisely the
moments that —.
require the
most control.

“Volatile markets present traders
with high levels of both risk and
opportunity. It takes significant
discipline to stick to your strategy
during major market moves, but
that discipline often pays off
when the dust has settled.”
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® Building Better Trading Habits

“Don't eliminate emotion
— build processes that

Discipline gap “The challenge

WHY EXECUTION i i

REMAINS THE BIGGEST : Of tradlngls nOt .
CHALLENGE W necessarily knowing

Fraser Allan

what to do, but

A consistent themein Head.Of ) o o

o Premium Client manag"']g tO dO |t
trading is the gap between Management .
intention and execution. TO;?\I'\Z/'C COﬂSIStently when

This gap is most visible n E HH
during periods of volatility, uncertal nty’ volatil Ity
where pre-defined and pressure are at
strategies are often . . ”
overridden by real-time thelr hlgheSt'

emotional responses.
Most traders
understand the
importance of planning,
risk management and
consistency. However,
real-time decision-making
often deviates from these
principles due to emotional
pressure and changing
market conditions.

CMCMARKETS.COM.AU

stop it from making

e decisions for you.”
CMCEANZ

Consistency

under stress

APPLYING

BEHAVIOURAL

AWARENESSIN

PRACTICE

While psychological biases

cannot be eliminated, they

can be managed through

structured approaches.

Thisincludes:

® Defining decisions
before entering trades

® Applying consistentrisk
management

® Reviewing behaviour
regularly

® Focusingonlong-term
outcomes rather than
individual trades

These practices help

reduce emotional influence

and improve consistency

over time.
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® Building Better Trading Habits

Concluding
insights

THREE KEY TAKEAWAYS
FROM TRADING
PSYCHOLOGY

@ Behaviour shapes
outcomes

Trading performance is
defined both by
performance and by the
consistency with whichitis
executed - especially
under pressure.

@) Biasesare
predictable

Loss aversion,
overconfidence and
FOMO are systematic risk
factors. They do not occur
inisolation,and are
repeatable across different
market conditions.

CMCMARKETS.COM.AU

€ Disciplineis a
differentiator

In markets where
information is widely
accessible, the ability to
manage emotions and
stick to a process
becomes a defining
advantage.

FINAL THOUGHTS

As markets move faster
and become more
accessible, the ability to
manage behaviour may
prove to be one of the most
important advantages a
trader can have.

For traders, the goalis
not to eliminate emotion,
but torecogniseits
influence and manage it
effectively.

Kurt Mayell
Head of
Markets for
CMCinANZ

“In modern markets,
what increasingly
differentiates outcomes
isnotaccess to
information, but how
investorsinterpret that
information and behave
under pressure. The
real edge comes from
discipline, timing and the
ability to stay consistent
when sentiment is
shifting.”

Founded over 35 years
ago, we remain dedicated
to supporting our clients
on their trading journey.
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Disclaimer

Past performance is not a reliable indicator of future performance.
CMC Markets provides general information only and does not take
into account your individual objectives, financial situation, needs
or circumstances. CMC Markets makes no representations as to
the accuracy or completeness of such information and accepts

no responsibility or liability in connection with any reliance on such
information.

Investing in derivatives products carries significant risks and is not
suitable for all investors, as you don’'t own or have any interest in the
underlying assets. Spreads may widen dependent on liquidity and
market volatility. We recommend that you seek independent advice
and ensure you fully understand the risks involved before trading.

The examples and the trading strategy demonstrated in this report
are hypothetical and are provided for illustrative purposes. They are
not intended to suggest how an underlying asset might perform or
how CMC Markets might exercise its power or discretions. Fees,
charges and margin rates are subject to change.

Please seek independent advice and ensure you fully understand
the risks involved before trading. It's important for you to consider
our Product Disclosure Statement or Information Memorandum (for
CMC Pro accounts) when deciding whether to invest. Please also
refer to our Financial Services Guide containing details of our fees
and charges and our Target Market Determination for CFD products,
whichincludes a description of who our financial products are
suitable for. These documents are available at cmcmarkets.com.au.

CMC Markets Asia-Pacific Pty Ltd ABN 11100 058 213, AFSL
No.238054.




