BEHAVIORAL FINANCE 101  CONFIRMATION BIAS

November is election month and voters are heading to the polls to voice
their opinions.

We are flooded with information, or perhaps disinformation, on the various
candidates. And with the limited time each of us has, we need to decide
which articles, interviews, etc. to pay attention to. "Confirmation bias" comes
into play as we make these decisions.

Suppose you are faced with one article that appears to generally concur
with your own viewpoints and another article that seems to take the opposite
side of the political argument. Which article do you read? What if you are
watching an interview and the speaker is agreeing with your beliefs, but is
followed by a speaker that is challenging those deeplyheld beliefs.

Most of us tend to tune in to the things we read or hear that agree with our existing worldview while tuning
outideas and opinions that challenge or disagree with our worldview. This is known as the “confirmation
bias.”

The confirmation bias is a belief perseverance bias whereby we look for information that aligns or confirms
to our own beliefs while ignoring contradictory information. Note that this does not mean our beliefs are
right or wrong or that the contradictory information is right or wrong – it just means this tendency is a
behavioral tendency that we need to be aware of – and that it has consequences.

When it comes to financial decisions, a confirmation bias means that we may look only for positive
information about existing investments. After all, if you already own something, you want to feel good about
your decision, so it is natural to seek comforting information that offers confirmation for your decisions. But,
this may have unpleasant consequences for your portfolio.

What about an investment you don’t like? If you dislike or distrust stock or stock fund investments your eye
is caught by scary headlines of market volatility, which confirms your suspicion that the market is rigged or
that it is just too risky for you. And, you may ignore more positive information that contradicts your negative
view.

This is not to say that your existing point of view either for or against a particular investment is not valid or

reasonable. But, it is a difficult and ongoing task for all of us to maintain intellectual honesty with ourselves
about our worldview, investments, political choices, etc. How do we do this?

I believe we need to be open to receiving information that challenges our beliefs. Wrestling with this new
information sharpens our thought process, and, at a minimum leaves us better equipped to defend our
current beliefs.

This article is part of our behavioral finance series. Other topics in the series have
included Anchoring, Framing, Hindsight,Loss Aversion & Endowment, Mental Accounting, and many
others.
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