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Overconfi am:om

. ,._.zm mm._u 500, Bom:% n&ma&»ma its mcs
. anniversary.

* On March 5, 1957, it's first am< of trading, it
closed at 44.52.

* On March 5, 2007, it closed at 1374.12.

* Note: The S&P 500 price does not incluide
dividends.

+ What would the value of the S&P 500 be if the
dividends were reinvested each year?

« Answer with 30% confidence.
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s §m:< wilt g uess too low by “anchoring” on
1347 and then adding an appropriate amount
to compensate for the dividends.

L __._mo:smzo: m.._a o<m_.mmﬁ_3mnm our skill
"~ Tdo much trading

— Affects risk-taking behavior
: = Musion of knowledge (heuristics)

rm— -

— Hlusion of control

+ Overconfidence increases when there's a
feeling of control of the cutcome.
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and Environmental Studies. Which is most
probable?

—Mary is a librarian

—Mary is a librarian and member of the Sierra
Club

~Mary works in the banking industry

+ Which of these is most probable?
7™ First National
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. _smé is nEmn mna_o:m and very no:nmamn E_E

. social issues. She majored in English Literature

._.wm Eoﬂ zxma. m:mimn is banking. Hrma mE

many more’ umov_m mz,.n_cwma in. cm:xsm thanin:
libraries — but this is not representative of what
we know ahout Mary.
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- Tend to revert 6 mean ﬁmﬁzﬁ&
« ‘Familiarity, .

— Famillarity cqm.gm 5<mm§m:» ua_u,maﬁ
+ Creates distorted perception
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. .OQ:mE_Q S_m émmmﬂ , ‘
" — Heads you win $20, tails you lose $20
- Would you take this gamble? )

* You lost $20 earlier
— Now woukd you take this gambie?

* You won $100 earlier
— Now would you take this gamble?
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. "+ There is o one :msn answer: but this mroc_n @mﬁ :
" you to think about using the pastto evaluate a
risky decision.

* Investors tend to take more risk when they have
experienced a recent gain - playing with “house
money”.
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‘a gain-or profit, people take-more risk:
.~ Gamblers ao_._; view.new money as §m= own
Risk Aversion (snake bite)
= After a loss, people are fess willing to take risk
+ Trying to Breakeven
— Double or nothirig._. ...
= Memory Effect
* Cognifive Dissonance
- Brain filters out negative information and fixates on
pasitive,
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v You :mﬁw been mm_mﬁ_:m the same uonma‘ ”_nwm* ’
| numbers every week for months and have not
won. A friend suggests a different set of
numbers.

+ Do you change your numbers?

1
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._.:m oaam Qs_zn_zm mE Em mmEm ucﬁ Ema mmw __.

* two answers here: co

— Stick with the old m_c:._una m_._a the niew ::aum..m win
{regret of omission)

~ Change to the new numbers and the oid numbers win
(regret of commission) — much mire painful,

‘1
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-~ Sell E.:sma Eo mm.._q _._o_n _ommmm 30 Snm
* Wealth -
— Tax implications
. * News and regret
“TTETREgret 18 strong when your stock falls in a rising
rnarket

- If your stock declines atong with market, “act of God”
and regret is weak
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 Fear of Regret (cont)

+ Reference Points (anchoring) -
- Comparing current price tv some other price
+ Purchase price
+ 52 week high or low
» Recent high or low

- Zm:&mﬂcaa mcmmmmﬁn _u_._$ .ﬁmw

— Discount Price $149

- Today's sale price . $o8
* Have you saved $100 or spent $897
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.a_,mma <momao: héme i:.ow 5m< soum . wc< in ’
5 years. .:_m< are eaming 3% in a CD.

+ They just uo_._m:» a car for $11,000 which they
» finarted With &3 year car loan at 7%.

R

o <<:m,n are the ramifi omaosm of this decision?
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Menttal Accounting Answer

.+ Wouldn't the J's have been excited to find a .

safe investment eaming 7% for their vacation
home funds? . .

* They could have used some of the vacation

home funds fo buy the car and paid themselves
TY%!

1 i

*+.Mental accounting.and portfolios
, — Place each investment into separate méntal

 and

account — discount interaction between accounts

* Perception of Risk

— Not the risk of each asset, but how they combine to
reduce risk
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Types of Money Behavior

'R |Knowledgeable m:ﬁ«mnﬂmnm:ﬂ_

e

t

v

,” Guardian Celebrity
—Risk—
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- Understand the bias .~
- Im_um &void them - L
[« Know Ew_< you are _=<mma=m
— Be dlear about goals
» Use sound investment criteria -

« Diversify
« Control your investing environment
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