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MONEY IN THE BANK: Practical Problem Solving

Heuristics are strategies we use to organize our worlds ad to help us make decisions. Although this approach
allows for rapid processing of information and decision making, It is not always accurate. In fact, a heuristic can
make you quite prone to errors. Heuristics are especially tempting when time is of the essence — when you think
you don’t have the time the extensively or exhaustively review all the available options.

The world of high finance demands the rapid processing of large amounts of information. Imagine that you are a
consultant, hired to work with investors to help them make the wisest choices with their money. How could you
use an understanding of the risk of using heuristics to help your investors make, rather than lose, money? How
does the use of heuristics relate to confidence or overconfidence in decisions? If you need a suggestion to help you
get started, focus on the availability heuristic. Identify what the availability heuristic is, how it might lead to errors
that could cost investors money, and what strategies the investors might use instead of relying on his heuristic.

What would you tell investors about heuristics?

What could you tell them about overconfidence and the way it might affect their investing decisions?

What is availability heuristic and how does it specifically affect investment decisions?

What is representative heuristic and how does it specifically affect investment decisions?
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What is anchoring heuristic and how does it specifically affect investment decisions?

What strategies should investors use instead of relying on heuristics?

COGNITIVE BIASES: Perspective Taking

Identify and explain the cognitive bias in each of the following situations.

1. Richard would rather drive 1,000 miles than fly because it is safer.

Not only did Frank choose to go to a party 45 minutes away, but he convinced three other friends to go
along. Even though no one had a good time at the party, Frank said that he had having a good time..
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Jane doesn’t want to get married and John does. When discussing the issue, Jane brings up only troubled
relationships she knows of and cannot think of any of the happy relationships.
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