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It seems that new records are regularly set these days - the lowest oil prices ever; the steepest drop in the stock-market; 
the highest unemployment figures and the largest ever government stimulus. 

Those in finance used to watching screens have often been flabbergasted by the cartoon-like trends. Even seasoned hands 
say they have never seen anything like it before. It is not difficult to go through a whole spectrum of emotions. Most of us 
are learning to deal with ‘regret’: the endless cycle of ‘shoulda woulda coulda’ can cause powerful emotions which eat 
people up and stop them from learning how to cope with the uncertainties of the new reality. People suffer more from 
negative regret emotions when they believe they could have chosen other options; they have had near misses; the 
problem was to do with errors of commission rather than omission. They can often get paralysis after loss; not taking the 
action they could and should do to prevent further loss. Some are extremely reluctant to admit being a loser and making 
mistakes. They torment themselves with imagining what might have been. 

Perhaps now, more than ever, investors need to monitor particular biases which could impair their decision making.  

In the current Covid-19 environment, the following maybe most common: 

1. Myopic loss aversion –Short term views on investments characterised by a high sensitivity to capital losses. We 
tend to treat losses and gains quite differently. Data has demonstrated that people give twice the weight to the 
pain of loss than they do to the pleasure of gain. We are therefore risk averse in the realm of losses, but risk 
prone in the realm of gains. This is almost the opposite of what most people suspect. People’s decisions are 
powerfully influenced on how they frame and describe situations.   The good advice is to diversify your 
investments; focus on the big picture and fundamentals, the broader whole, the wider issues; forget the past 
because you are not there to justify earlier behaviours; reframe losses as gains like lessons learned. 
 

2. Heuristic bias - Letting your heart rule your head; your emotions and your cognitions. Usually the most common 
heuristic bias is overconfidence. This hubristic behaviour can be broken down into overestimation, which refers to 
an inflated self-view of a person’s ability level or performance, and over-precision, which results when an 
individual has exaggerated confidence concerning the accuracy of one’s beliefs.  

Naïve hubristic complacency can easily be replaced by panicky depression or anxiety. The social isolation probably 
does not help. 

We know that chronic and acute emotional states have a bad effect on decision making whether it is buy or hold 
or sell. So this is something to watch out for. 

3. Herding: It is sometimes believed that the ‘trend is your friend’, and a ‘word from the herd’ and ‘everybody’s 
doing it’ imparts good advice. Much has been written about conformity and unthinkingly following the crowd but 
it may be harder to resist in times of exceptional turbulence. Where is the smart money going? What is the ‘Sage 
of Omaha’ thinking? It is very hard to stick to one’s principles and philosophy in times of massive uncertainty; to 
be overly influenced by others who seem to know some secret that you don’t know. 
 

4. Peak-end rule:  This is the massive decline in the value of investment (peak) and continuing current value (end) 
which, of course, changes each day. The evaluations we keep in mind of previous experiences are based on the 
peak of either how pleasant or how unpleasant they were, and how the event was perceived at its end. Events 
are not evaluated rationally, considering how pleasant the experience was on average.  

Over-estimating how good things were a year or two ago is as dangerous in believing how grim things are now. 
Both can lead to bad decision-making. 

5. Availability – We are influenced by negative news which can make us more risk prone. This bias is based on the 
notion that the more often a particular event occurs, the more mentally available this is for retrieval – and this 
factor is used to estimate likelihood of occurrence. The trouble is that the frequency with which particular events 
come to mind is usually not an accurate reflection of their actual probability in real life. 
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This short cut also leads to illusory correlations: people can relatively easily recall events that occurred at much 
the same time, so it is believed they were related to each other.  

6. Sunk cost is the situation of throwing good money after bad; of continuing a loss-making project to “justify” the 
amount of money already spent.  

The cost can be measured in terms of time or money. Financial investors have to put a great deal of effort into 
getting the data upon which to make profitable decisions. This can involve buying data sets, hiring staff, travelling 
to specific sites. This can mean being very reluctant to let things go, for example selling a weak stock when one 
should. 

7. Endowment - People have a tendency to overvalue things they own. We place a higher value on things that we 
personally own (shares) than their actual, sometimes even printed, actual market value. 

These products seem endowed with extra value. People overvalue what they have: they endow it with 
psychological wealth and are misguided about actual worth. This can lead them to be very disappointed when 
selling items, but can make others rich when they explore this heuristic. 

There are many other biases and heuristics that behavioural economists write about which may also be relevant. But the 
bottom line is the same: We are not as coolly rational as we think we are. This is particularly true in these challenging 
times and we all need to check carefully that we are not prey to these biases. We need to think slow, rather than fast and 
act logically, not psycho-logically.
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