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IT'S BRACKET TIME AGAIN 
 
Between Selection Sunday and the tip-off of Friday’s games, Americans will fill out roughly  
70 million March Madness brackets, guided by some mix of faith, hope, intuition, knowledge  
and … a few behavioral biases that inevitably creep into our decisions.

If those biases point you in the wrong direction, don’t worry. The stakes in your March Madness 
office pool are probably low. But the behavioral biases lurking behind bracket picks are 
nevertheless instructive, as they are the same mistakes many people make with investing. 

In the spirit of the season, this paper shares some of the common behavioral biases that  
affect decision making, with examples of how they affect your March Madness choices and  
your investments. 

RECOGNIZING COGNITIVE LIMITS AND EMOTIONAL BIAS

There are two main types of bias that affect our decisions: cognitive and emotional. Cognitive 
errors result from faulty reasoning. Some of the most common cognitive errors include:

•	 Representative Bias: Assessing new information based on past experiences. 

	 Examples: When filling out your March Madness bracket, perhaps you avoid picking a top-
seeded team because they let you down in the past. (Here in Seattle, Gonzaga has broken 
our hearts plenty of times.) But last year’s tournament has no real bearing on future results.

When investing, representative bias may steer you away from an asset class or style box that 
has underperformed in recent years. For example, value stocks have underperformed growth 
stocks since the financial crisis, so it might be tempting to steer your allocation more heavily 
toward growth investments. This bias can keep you from being diversified and cause you to 
miss out on an asset class that may be the next top performer.

•	 Confirmation Bias: Looking for and/or utilizing only the information that confirms your view 
while disregarding conflicting data. 

	 Examples: When it comes to the tournament, maybe you have a hunch that a particular 
12 seed will upset a 5. But how are you making your choice? Are you only focusing on that 
12 seed’s one or two impressive wins in the regular season, and completely ignoring its 
embarrassing losses? If so, you may be falling victim to confirmation bias.

It’s easy for the same bias to affect your investment choices too. There is no shortage of 
financial resources, from the Wall Street Journal to Reddit. If you are only reading the positive 
articles you want to believe and ignoring the warning signs from others, confirmation bias may 
steer you toward a riskier investment than you realize.
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•	 Anchoring and Adjustment Bias: Focusing on a single data point and actively discounting new 
information that counters it. 

	 Examples: If you only have time to watch a handful of basketball games in a season and weight your 
March Madness decisions solely around those, you’re falling victim to anchoring.

In the investment world, anchoring occurs when someone piles into an investment or asset class after 
seeing one news article or video. This may be in stark contrast to what the data actually says, and 
could lead to poor financial outcomes. 

•	 Recency Bias: Placing greater importance on the most recent event. 

	 Examples: A common mistake in March Madness brackets, recency bias occurs when we weight 
too much significance on a team’s performance in the conference tournament preceding the big 
dance. Perhaps a middling team in conference play skated through their conference tournament due 
to some good fortune and upsets of other teams in the bracket. That success does not necessarily 
portend a long run in the next tournament.

For investors, recency bias occurs when we favor, and overweight, an asset class based on the most 
recent results. For example, you may think you only need exposure to U.S. stocks, since they have 
significantly outperformed emerging market and international stocks over the past decade. This 
overlooks the fact that U.S. stocks returned nothing from 2000 to 2010.

EMOTIONAL ERRORS 

Cognitive errors aren’t the only ones that can bust your bracket. Emotional errors arise from personal 
feelings and are manifested subconsciously, making them the hardest to realize and combat. Some of 
the most challenging emotional errors are:

•	 Loss Aversion: Focus on avoiding losses, regardless of true cost. 
 
Examples: Our fear of avoiding a loss causes some basketball fans to favor the top seeds in the 
bracket too much. It’s not always the worst strategy – those teams are a top seed for a reason – but 
to win your bracket competition, you’ll likely have to go out on a limb and predict that a few top 
teams get upset.

Loss aversion can also undermine an investment portfolio. If you are unable to accept the risk that 
comes with the stock market, you may invest only in less-risky bonds. While those bonds are not 
likely to experiences losses, you are probably sacrificing the portfolio growth needed to achieve 
some of your long-term retirement objectives.

•	 Overconfidence (Illusion of Knowledge): Thinking you know more than you do. 

	 Examples: When making March Madness selections, overconfidence may manifest itself in your belief 
in a select conference. Perhaps you went to an ACC school, and are of the belief that it is a superior 
basketball conference, so you predominantly pick schools from that conference to win games.
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For investors, overconfidence can manifest itself in many ways. Perhaps you’ve inherited company 
stock options from your employer. Given your confidence in the business, you simply keep 
collecting those options without diversifying into other opportunities or assessing whether the 
value of those options alone are enough to fund your retirement needs.

•   Status Quo: Getting complacent about what you currently own. 

	 Examples: The March Madness equivalent to status quo is sticking with those “blue blood” 
basketball schools that are traditional stalwarts, even though the current team may not be as 
strong. This year, status quo could be particularly perilous, as some traditional power houses are 
having poor seasons relative to their recent histories.

When managing wealth, status quo means sticking to what’s already worked. For instance, after U.S. 
stocks experienced the strongest gains over the past decade, it may be tempting to leave yourself 
overexposed to that market, instead of rebalancing the portfolio toward international or emerging 
markets. The decision to stay put could leave you underexposed to other markets at precisely the 
wrong time.

•	 Halo Effect: The tendency for positive impressions of a person, brand or company to positively 
influence one's opinion in other areas. 

	 Examples: For basketball, if you read a touching story about a particular player, it may influence 
your opinion of the player’s entire team, creating the belief they are a Cinderella story destined for 
the Final Four despite a middling record.

The technology stocks that have outperformed since the pandemic serve as a potential example of 
the halo effect in markets. Many of these are quality businesses, but valuations have been pushed 
up in part because people appreciate the role these companies played in helping us through a 
stay-at-home environment, and have thus heavily invested in the stocks. 

 
•   Herd Mentality Bias: The tendency to follow what other investors are doing. 
 
     Examples: If you are picking the same number one seed to win the championship that every pundit  
     is talking about, you’re probably herding. And while there is a decent chance that team may win,  
     your bracket likely won’t be differentiated enough to take home your bracket contest prize.

In the investment world, examples of herding run the gamut. An investor may see friends buying 
properties to take advantage of a hot real estate market, then purchase their own second home 
even though it may be out of their means or the market is overheated. 

The Takeaway: As the examples highlight, behavioral biases can easily influence your decisions. It’s 
our job to help you filter them out. At Laird Norton Wealth Management, we build portfolios that are 
designed to get you the highest net return based on your personal risk tolerance and tax situation. But 
that is only the beginning of the relationship. We stand by as an objective partner, removing bias and 
emotion from investing, so your portfolio stays on that pre-designed path. 

https://lairdnortonwm.com


DON'T BUST YOUR BRACKET THIS MARCH
Take Some Cues From Behavioral Investing

4© Laird Norton Wealth Management  					              	    206.464.5100    lairdnortonwm.com 

ABOUT LAIRD NORTON WEALTH MANAGEMENT

With $6 billion in assets under management, Laird Norton Wealth Management is the Northwest’s premier wealth management 
company. Founded in 1967 to serve the financial management needs of the Laird and Norton families, the firm now provides 
integrated wealth management  solutions to more than 700 individuals, families, business leaders, private foundations and nonprofit 
organizations.

801 Second Avenue, Suite 1600, Seattle WA 98104   206.464.5100    800.426.5105   lairdnortonwm.com

DISCLOSURE

All investments involve a level of risk, and past performance is not a guarantee of future investment results. The value of investments and the income 
derived from them can go down as well as up. Future returns are not guaranteed and a loss of principal may occur. All investment performance can 
be affected by general economic conditions and the extent and timing of investor participation in both the equity and fixed income markets. Fees 
charged by LNWM will reduce the net performance of the investment portfolio. 

The information presented herein does not constitute and should not be construed as legal advice or as an offer to buy or sell any investment product 
or service. Any opinions or investment planning solutions herein described may not be suitable for all investors nor apply to all situations. All opinions 
expressed are those of Laird Norton Wealth Management and are current only as of the date appearing on this material.

Any accounting, business or tax advice contained in this presentation (or communication, including attachments and enclosures) is not intended as a 
thorough, in-depth analysis of specific issues, nor a substitute for a formal opinion, nor is it sufficient to avoid tax-related penalties.

Some investments may not be publicly traded and they may only allow redemptions at certain times conditioned on various notice provisions and 
other factors as more fully described in the related offering and subscription documents provided at the time of the investment. Due to the nature of 
these types of investment funds, hedge funds, fund of funds, and similar partnership-like investment vehicles, they should be considered illiquid. In 
addition to restrictions on redemption, they often include holdback provisions that may delay a full redemption for several months or longer. There is 
no guarantee that the amount of the initial investment can be received upon redemption. Due to the nature of the tax reporting that may be available 
from these types of investments, clients should expect to extend the filing of their tax returns.

A benchmark is an unmanaged index, and its performance does not include any advisory fees, transaction costs or other charges that may be incurred 
in connection with your investments. Indices are statistical composites and are shown for informational purposes only. It is not possible to invest 
directly in an index. Indices are unmanaged and are not subject to management fees. Any benchmark whose return is shown for comparison purposes 
may include different holdings, a different number of holdings, and a different degree of investment in individual securities, industries or economic 
sectors than the investments and/or investment accounts to which it is compared. Comparisons of individual account or portfolio performance to an 
index or benchmark composed of indices are unreliable as indicators of future performance of an actual account or portfolio. Actual performance 
presented represents past performance net of investment management fees unless otherwise noted. Other fees, such as custodial fees or transaction 
related fees may not be reflected in the actual performance results shown.

Certain information herein has been obtained from public third party data sources, outside funds and investment managers. Although we believe 
this information to be reliable, no representation or warranty, expressed or implied, is made, and no liability is accepted by Laird Norton Wealth 
Management or any of its officers, agents or affiliates as to the accuracy, completeness or correctness of the information herein contained. In 
addition, due to the nature of an investment or the date of the creation of the attached presentation, some values shown or used in the calculation of 
performance may be based on estimates that are subject to change.

All data presented is current only as of the date thereon shown. Laird Norton Wealth Management is comprised of two distinct entities that may 
offer similar services to clients and both operate under the name of Laird Norton Wealth Management. Laird Norton Trust Company, LLC is a State of 
Washington chartered trust company. Its wholly owned subsidiary, Laird Norton Wealth Management, LLC, is an investment advisor registered with the 
Securities and Exchange Commission. Such registration does not imply any level of skill or expertise.
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