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What do the CIA and Investors Have in Common?
 

Over the last few decades, significant research has been 

conducted on how cognitive biases can negatively 

impact investors. Studies by 

psychologists such as Nobel Prize winner 

Daniel Kahneman have been used by 

investment researchers to highlight the 

importance of recognizing cognitive 

biases when making investment 

decisions. Many biases appear simple 

and easily avoidable; however, the 

studies have shown that significant 

mental effort is required to prevent them 

from occurring.  

 

The CIA (yes, the Central Intelligence 

Agency) defines cognitive biases as, 

“…mental errors caused by our simplified information 

processing strategies… a cognitive bias does not result 

from any emotional or intellectual predisposition 

toward a certain judgment, but rather from 

subconscious mental procedures for processing 

information. A cognitive bias is a mental error that is 

consistent and predictable.”1  

 

Interestingly enough, researchers found 

that even the most qualified 

investment professionals exhibit basic 

behavioral biases. Some of these 

experts include money managers, 

analysts, and economists. 

Unfortunately, they also uncovered 

that these biases can have a profound 

negative effect on investment returns.  

 

Within our firm’s investment process, 

we attempt to identify and correct 

behavioral biases when making 

investment decisions. Below, we’ve outlined five biases 

investors tend to exhibit and should seek to avoid. 

Additionally, we’ve provided real life examples and 

simple solutions to minimize their impact. 

 

The Five Biases2 

1. Bandwagon Effect  

 Definition - believing or doing something because others around you believe or do it 

 Example - price momentum (positive and negative); creation of price bubbles (e.g. tech bubble) 

 Solution - do your homework; does the investment make sense or are you following the herd? 

 

2. Availability Heuristic  

 Definition - overestimating the importance of easily recalled or confirming information 

 Example - remembering only what you understand or info that confirms your existing beliefs 

 Solution - double check the “facts” with hard data and statistics  

 

3. Confirmation Bias 

 Definition - seeking and prioritizing info that confirms your existing beliefs 

 Example - gravitating toward validating info and avoiding conflicting views 

 Solution - seek out contradictory research and opinions; question your investment thesis 

 

4. Hindsight Bias   

 Definition - believing you could’ve predicted an event after it has occurred  

https://www.princeton.edu/~kahneman/
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 Example - everyone sees the obvious top, bottom, or idea after the fact but rarely do in real-time 

 Solution - evaluate the current environment and attempt to figure out what you might be missing 

 

5. Anchoring Effect  

 Definition - excessively focusing on the first piece of info received when making a decision 

 Example - investors can unknowingly stay glued to initial price targets or price levels and fail to update 

 Solution - be willing to change your forecast or views as market conditions change 

 

These biases are constantly prevalent and fighting to get attention in our subconscious. Not just when we invest, but in 

everyday life as well. Being more aware of them may help you make better decisions and feel better about the decisions 

you do make. 

 

As always, please feel free to contact us with any questions you may have. 

 

 

William Kring, CFP®, AIF® 

Chief Investment Officer 
 
Matt B. Bailey, CFA®, CMT® 
Senior Portfolio Manager 
 

 

Source: 
1. CIA.gov 
2. Valuewalk.com 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.cia.gov/library/center-for-the-study-of-intelligence/csi-publications/books-and-monographs/psychology-of-intelligence-analysis/art12.html
http://www.valuewalk.com/2016/02/the-perfect-short-part-ii-why-the-sp-1926-is-going-to-1110-43/?all=1
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Important Risk and Disclosure Information  
Investing has risks, some of which may be substantial depending on the objective. Investors should carefully consider their 
objectives, risk tolerance and time horizon before investing. There is no guarantee that investment objectives will be achieved. 
Diversification does not necessarily ensure a profit or protect against a loss. Certain investments discussed may not be liquid. ETF’s, 
non-traded securities and closed-end funds and other investments could be worth more or less than their net asset value when 
bought or sold. A complete description of risks can be found in the prospectus for each investment.    

This material is provided on an informational basis only and should not be construed as a solicitation for any specific product or 
service. The views expressed in this report are those of investment professionals and are current only through the date when this 
was delivered, and are not intended as investment advice or a recommendation to purchase or sell specific securities. All discussion 
of asset allocation and/or portfolio diversification reflects general principles and does not represent a recommendation for specific 
action.  

These opinions may change at any time without notice, and there is no assurance that any securities discussed herein, will remain in 
an account at the time you receive this information. It is not possible to invest directly in an Index. Various index names that we 
refer to may be registered trademarks. Past performance does not predict future results. While every effort has been made to verify 
the information contained herein, we make no representations as to its accuracy.    

Wealth and Pension Services Group, Inc., (WPSGI) and its affiliates and its employees are not in the business of providing tax or legal 
advice. Tax‐related statements, if any, may have been written in connection with the marketing of the transaction(s) or matter(s) 
addressed by these materials, to the extent allowed by applicable law. Any such taxpayer should seek advice based on the taxpayer’s 
particular circumstances from an independent tax advisor. You should only rely on your statements from you custodian(s) for 
definitive information about your accounts, holdings and transactions. While we make every effort to ensure the accuracy of reports 
we provide, our company is a registered investment advisor, not a custodian, so we must rely on information from other sources for 
generating reports and cannot guarantee the accuracy of such information.    

WPSGI does not give any representation or warranty as to the reliability, accuracy or completeness of any third party material, nor 
does WPSGI accept any responsibility arising in anyway ( including negligence) for errors in, or omissions from such third party 
material. The fact that third party information was provided through WPSGI does not constitute an endorsement, authorization, 
sponsorship, or affiliation by WPSGI its owners, or its employees. Securities offered through Triad Advisors, Inc. Member, 
FINRA/SIPC. Investment Advisory services offered through Wealth and Pension Services Group, Inc.    

Please see form ADV 2 and part B for a complete description of services, conflicts and disclosures. A copy can be requested by calling 
770-333-0113.  

 


