ACADEMIC READING (1)


Paragraph B

In the 1960s a young American research psychologist, Daniel Kahneman, became interested in people's inability to make logical decisions. That started his career in showing just how irrationally people really behave.  When they first began working, Kahneman and his colleagues met with a lot of disbelief .The idea of applying psychological insights to economics and business decisions was seen as rather strange. But in the ten years the areas of behavioural finance and behavioural economics have grown. In fact, in 2002 Kahneman shared a Nobel prize in economics for his work.  Today he is in demand by business organizations and international banking companies. However, he maintains there are many institutions that still fail to understand the causes of their bad decisions. 

Paragraph D

An additional source of wrong decisions is linked to the decisive effect of the first meeting, particularly when negotiating about money. It is referred to as the 'anchor effect'.  As soon as a figure has been mentioned, it takes a strange grip on the mind. For instance, the asking price quoted in a house sale tends to become accepted by all parties as the 'anchor' around which negotiations happen. This also occurs with salary negotiations or mergers and acquisitions. If nobody has much information to go on, a figure can provide comfort - even though it may lead to a terrible mistake.

Paragraph E

Moreover, mistakes may arise due to people being stubborn. Nobody likes to discard a cherished belief, and the earlier a decision has been taken, the more difficult it is to discard it. Drug companies have to make early decisions about cancelling an unsuccessful research project to avoid wasting money. However, they may find it difficult to accept they have made a mistake. Similarly, analysts may have become wedded early to a single explanation that affected their perception. A fresh eye can always help matters.

Paragraph F

Also, people tend to place a lot of importance on things they have seen and experienced themselves. However, this may not be the best guide to decision-making. For instance, somebody may purchase a share which has been over-valued. This is because a relative had made thousands on it, only to get his fingers burnt. As regards finance, too much emphasis on information close at hand helps is another problem. This explains why most investors tend to invest only within the country they live in. Despite the fact that they know diversification is useful for their portfolio, a large number of both Americans and Europeans invest far too heavily in the shares of their own countries. They would be much better off spreading their risks more diversely.

Paragraph G

Extra information is helpful in making decisions. However, according to Kahneman, people spend a great deal of time on small decisions and not enough time on the big ones. Consequently, they need to adjust the balance. During the highly successful years, some companies put the same effort into planning their office party as into considering strategic mergers.

Paragraph H

Finally, regrets are simply a waste of time; it also often influences people's perceptions of the future. A number of stock market investors trade far too often because they are chasing the returns on shares they wish they had bought earlier.

Gap-filler exercise

Paragraph B

In the 1960s a young American research psychologist, Daniel Kahneman, became interested in people's inability to make (1)______ decisions. That started his career in showing just how irrationally people really behave.  When they first began working, Kahneman and his colleagues met with a lot of disbelief. The idea of applying psychological insights to economics and (2)________ decisions was seen as rather (3)______ But in the ten years the areas of behavioural finance and (4)__________ economics have grown. In fact, in 2002 Kahneman shared a (5)______ prize in economics for his work.  Today he is in demand by business organizations and international (6)________companies. However, he maintains there are many institutions that still fail to understand the causes of their (7)____ decisions. 
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