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WHAT ARE 
BIASES?



Biases: 
Gaps between philosophy and implementation
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WHY DO BIASES 
EXIST?



REACTIVE BRAIN (HOT STATES)

“HOT STATES” FIGHT, FLIGHT, 

FREEZE
Reptilian (Caveman) 

Brain

EMOTIONAL
Limbic (Mammal) Brain



CAVEMAN BRAIN

Source: yourgenome.org



WHICH LIGHT BLUE CIRCLE IS LARGER?



LOGICAL BRAIN

EMOTIONAL 

BRAIN

Hot State

LOGICAL BRAIN 

(NEOCORTEX)

Cold State



WHAT LEADS TO HOT STATE DECISIONS?

Source: Klein, Gary. Sources of Power: How People Make Decisions. MIT Press, 1999.

❑ Complex problem

❑ Incomplete or changing information

❑ Shifting or competing goals 

❑ High stress, due to time constraints or high stakes

❑ Decisions require interaction with others
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TOOLS TO 
OVERCOME BIAS



OVERCOMES HERDING, RECENCY, FRAMING & INFORMATION 
BIASES 

SECOND-LEVEL THINKING

FIRST-LEVEL THINKING SECOND-LEVEL THINKING

▪ Non-linear and complex 

conclusions  

▪ Logical thinking, difficult and 

high effort

▪ Difficult and unconventional

▪ Separates great outcomes from 

ordinary

▪ Linear and simple conclusions

▪ Emotional thinking, intuitive 

and fast

▪ Safe and obvious

▪ Likely to yield same results as 

everyone else



▪ PE firm raising Fund I 

▪ Spun out of reputable large firm

▪ Limited access for LPs, 

highly exclusive

EXAMPLE OF BIAS
HERDING, NARRATIVE & SAPIENS BIASES IN PRIVATE MARKETS

Example of investment 

decisions made due to 

connections rather than 

fundamentals

Shared Connection Bias

Same School Bias

Peer Bias
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CONCLUSION
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Crown Publishers, 2010. 

▪ Harari, Yoval Noah. Sapiens: A Brief History of Humankind. HarperCollins Publishers, 2015.

▪ Hoff, Benjamin. The Tao of Pooh. Penguin Group, 1983.

▪ Marks, Howard. It’s Not Easy. Oaktree Capital Management, 2015. 

https://www.oaktreecapital.com/docs/default-source/memos/2015-09-09-its-not-easy.pdf

▪ Montier, James. The Little Book of Behavioral Investing: How Not to Be Your Own Worst Enemy. 
John Wiley & Sons, Inc., 2010.
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Q & A



These materials were prepared by NEPC, LLC, an affiliate of Hightower Advisors, LLC., and are intended for informational and discussion purposes 

only. The information herein involves views and judgment of NEPC’s professionals that cannot be guaranteed and is subject to change without 

notice. This presentation does not constitute an offer to sell or a solicitation of an offer to buy any securities and may not be relied upon in 

connection with any offer or sale of securities. The information should not be relied upon to make any investment decision and does not consider the 

investment objectives, financial situation and particular needs of the recipient. Recipients of the information presented herein should neither treat nor 

rely on such information as advice relating to legal, taxation or investment matters and are advised to consult their own professional advisors. 

The opinions presented herein represent the good faith views of NEPC as of the date of receipt and are subject to change at any time. There can be 

no assurance regarding the accuracy of such views, including with respect to any forward-looking information or other commentary that is subject to 

uncertainty, future contingencies or other market factors. The information is not, and does not purport to be, a complete discussion of all relevant 

considerations, risks and other applicable factors. The performance information of any indices or strategies represented herein is based on third-

party sources, and such performance information does not necessarily represent the performance or experience of any NEPC client. The information 

in this material has been obtained from sources NEPC believes to be reliable. While NEPC has exercised reasonable professional care in preparing 

this material, we cannot guarantee the accuracy of all source information contained within. Neither NEPC nor any of its affiliates has any obligation to 

update the information contained herein. 

Past performance is no guarantee of future results. All investments carry some level of risk. Diversification and other asset allocation techniques do 

not ensure profit or protect against losses. The performance information of any indices represented herein is based on third-party sources, and such 

performance information does not necessarily represent the performance or experience of any NEPC client. This presentation identifies potentials 

benefits relating to NEPC’s services to its clients and/or its commentary regarding current market events and investment considerations. Although 

NEPC believes it and its personnel may have certain competitive advantages regarding investment management, there can be no guarantee that 

NEPC will be able to maintain such advantages over time, outperform third parties or the financial markets generally, implement its investment 

strategy or achieve its investment objectives for a client or avoid losses. 

Additional information about NEPC can be found in its form ADV, which includes a discussion of clients, risks, conflicts of interest and fees, among 

other matters, and is available at the SEC’s website www.adviserinfo.sec.gov or upon request to NEPC. Registration with the SEC does not imply a 

certain level of skill or training. Any references made herein to certain licensures or accreditations including CFA® (Chartered Financial Analyst), and 

CAIA ® (Chartered Alternative Investment Analyst), CPA (Certified Public Accountant) are for informational purposes only. Federal and/or state law or 

regulation do not require investment advisors to obtain these credentials.

This document may contain confidential or proprietary information and is intended only for the designated recipient(s). If you are not a designated 
recipient, you may not copy or distribute this document.

IMPORTANT DISCLOSURES
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THANK YOU
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