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Behavioural biases potentially affect’
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By understanding behavioural biases, valuation practitioners and all financial market
participants may be able to moderate or adapt to the biases and as a result improve
the valuation outcomes. These biases may be categorised as either cognitive errors or

emotional biases.

Cognitive Errors represent systematic deviations
from rational financial decision-making processes.
They arise due to limitations in information
processing, memory, or statistical reasoning.

Emotional Biases are emotional influences that can
lead to suboptimal financial choices. Unlike cognitive
errors, emotional biases are not based on faulty logic
but rather on the influence of feelings, attitudes, and
intuition.

Our focus is cognitive errors which can be classified
into two categories

Belief perseverance biases: These biases
stem from our tendency to hold onto
existing beliefs even when presented with
new information. This can lead to clinging
to under/over estimating risk premiums and
discounts, country risk, company specific
risks, ignoring market signals and over-
/under-estimating the potential of a
particular company based on past
success/failure.

Information processing errors: These
errors occur when a valuer processes
information in a way that leads to irrational
outcomes or over-/under-stated values.

In this article we discuss belief perseverance biases
which include:

Conservatism Bias: This decision-making error
makes people cling to initial views and downplaying
new information. It combines statistical and
information-processing flaws. People overweight first
impressions and underestimate new data, leading to
slow adjustments and missed opportunities.

Confirmation Bias: This bias describes the tendency
for valuers to selectively seek out and interpret
information that reinforces their pre-existing financial
views, while disregarding or downplaying
contradictory evidence. This can lead to suboptimal
investment values by overlooking risk factors in an
investment that aligns with existing views'.

Consequences:

1. Opting to maintain a prior belief rather than
deal with the mental stress of updating beliefs
given complex data.

2. Slow adjustments or a failure to react
altogether to new developments for example:
Expecting a new product launch to boost
value, when the launch is delayed, the valuer
might downplay the news, clinging to the
original belief in a successful launch. This
could lead to understating a company’s
specific risk.



Representativeness Bias': This bias occurs when Hindsight biasiii is a bias with selective perception

valuers classify new financial information based on and retention aspects. People may see past events
stereotypes or past experiences, leading to as having been predictable and reasonable to
suboptimal investment values. They overemphasise expect. This behaviour is based on the obvious fact
the similarity of a new situation to a pre-existing that outcomes that did occur are more readily evident
category and fail to adequately consider the broader than outcomes that did not occur.

context or potentially contradictory evidence.

Consequences:
Consequences:

1. Consider only the positive information about
an existing investment and ignore any
negative information.

1. Consider only the positive information about
an existing investment and ignore any

negative information about the investment. _
2. Unfairly assess company performance.

Based on their ability to look back at what has
taken place in the economy, performance is
compared against what has happened as
opposed to expectations.

2. Develop screening criteria and ignore
information that either refutes the validity of
the screening criteria or supports other
screening criteria.

Cognitive errors are statistical, information-
processing, or memory errors that result
faulty reasoning and analysis. The
individual may be attempting to follow a
rational decision-making process but fail to

do so because of cognitive errors. If these
errors are drawn to the attention of an
individual attempting to follow a rational
decision-making process, he or she is likely
to be receptive to correcting the errors.
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