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BAD BEHAVIOR IS HAZARDOUS TO YOUR WEALTH  
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No ammo?  
No Kevlar?  
No water?  

Combat Ready?  

No ammo?  
No Kevlar?  
No water?  

Combat Ready?  

Rational People  Irrational People  

Environment + Emotion + Stress = Irrationality  

Haditha , Iraq  
Al Anbar Province  

2006  

Haditha , Iraq  
Al Anbar Province  

2006  
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The Mind Plays Tricks  

üQ:  Is  A darker  than  B?  

 

Source: http://persci.mit.edu/gallery/checkershadow  

http://persci.mit.edu/gallery/checkershadow
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Beware of Overconfidence  

It ain't  what you don't know that gets you into trouble. It's what 
you know for sure that just ain't  so.ò      

   ïMark Twain  

 

http://persci.mit.edu/gallery/checkershadow
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Source: http://www.tim - richardson.net/misc/estimation_quiz.html  

 

Overconfidence Test (90% Confidence)  

http://www.tim-richardson.net/misc/estimation_quiz.html
http://www.tim-richardson.net/misc/estimation_quiz.html
http://www.tim-richardson.net/misc/estimation_quiz.html
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6 
Source: http://www.tim - richardson.net/misc/estimation_quiz.html  

 

1. 39 years  
2. 4,187 miles  
3. 13 countries  
4. 39 books  
5. 2,160 miles  
6. 390,000 pounds  
7. 1756  
8. 645 days  
9. 5,959 miles  
10. 36,198 feet  

Stock Forecast for Next Year?  

Overconfidence Test (90% Confidence)  

http://www.tim-richardson.net/misc/estimation_quiz.html
http://www.tim-richardson.net/misc/estimation_quiz.html
http://www.tim-richardson.net/misc/estimation_quiz.html
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üñEconomanò 

Ç100% Rational  

ÇOptimize well -being  

 

 

 

üHumans  

ÇSystem 1 (ñInstinctò) 

ÇSystem 2 (ñCalculatedò) 

 

 

Nobody is Perfect  

How Does The Mind Work?  
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I MPORTANT BEHAVIORAL  BIASES  

We are all a little bit crazy  

But Whatôs the Solution? But Whatôs the Solution? 

***KNOWLEDGE***  



COMMON BEHAVIORAL BIASES  
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Source: Simonson I, and A Drolet , 2004, Anchoring Effects on Consumersô Willingness-to -
Pay and Willingness - to -Accept, Journal of Consumer Research 31, p. 681 -690  

 

Anchors matter  

What is my Revenue Growth Projection?  

Anchoring Bias  
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Framing Bias  
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üDo you prefer ground beef that isé 

Ç 75% lean  

Ç 25 % fat?  

üDo you prefer a medication thaté 

Ç 90% chance of keeping you alive?  

Ç 10% chance of killing you?  

 

Advisor 1  

üStocks are great :  

Ç 1/1/1927 to 12/31/2013  

Ç Stocks earn 9.91%/year  

üRecommendation:  

Ç Buy a low - cost index  

üStocks are great:  

Ç 1/1/1927 to 12/31/2013  

Ç $100 to $ 371,451.75!  

üRecommendation :  

Ç Pay me to invest  

 

Advisor 2  

Framing Questions  Framing Questions  

Am I Being Manipulated by Framing?  
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Availability Bias  

Anyone Want to Buy Earthquake Insurance?  


