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27  ANCHORING

“No man is happy but by comparison.” 

Thomas Shadwell 

Wikipedia defines anchoring as a “cognitive bias that 

describes the common human tendency to rely too 

heavily on the first piece of information offered (the 

‘anchor’) when making decisions.”  The concept was 

introduced in 1974 by Amos Tversky and Daniel 

Kahneman in a paper titled Judgment Under 

Uncertainty:  Heuristics and Biases.1   While they 

portrayed anchoring as a common and useful 

heuristic for making sense of the world, they also 

framed it as an inescapable and hazardous bias that 

corrupts our judgments.   

How reliably people tend to fall for anchors has not 
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gone unnoticed in the field of marketing.  For 

instance, it is a well-known trick for restaurant 

owners to add a remarkably expensive dish to the 

menu in order to drive up the overall check.  The 

Economist uses a similar trick when it prices its print + 

digital offer next to the print only and the digital only 

options, all for the same price.  Any rational being 

will not only prefer the print + digital alternative, but 

they will also tend to be irrationally attracted to the 

bargain.   

In the book Absolute Value, Professor Itamar Simonson 

tells the story of how Williams Sonoma turned 

around sales of a particularly poor-selling bread 

maker by introducing a more expensive, less 

attractive version of the same product.2  Simonson 

goes on to argue that the ability to manipulate 

consumers with such anchors has been diminished by 

the internet.  In an online setting, he claims, an 

abundance of information will tend to weaken the 

impact of any one anchor in driving decisions.  

Indeed, while today’s well-informed consumers are 

better guarded against the anchoring techniques that 

tripped up their less-informed predecessors, there is 

no doubting the influence of anchors on the online 

shopper. 

Susceptibility to anchoring extends beyond the price-

setting domain.  As Psychology Professor Dan Ariely 

explains in the 2012 book titled Predictably Irrational, 

“we are always looking at the things around us in 
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relation to others.  We can’t help it.  This holds true 

not only for physical things – toasters, bicycles, 

puppies, restaurant entrees, and spouses – but for 

experiences such as vacations and educational 

options, and for ephemeral things as well:  emotions, 

attitudes, and points of view.  

… We not only tend to compare things with one 

another but also tend to focus on comparing things 

that are easily comparable – and avoid comparing 

things that cannot be compared easily.”3 Ariely 

argues that some decisions that are inspired by easy 

anchors are often not even worth making.  An 

attraction to GM, for instance, can be simply driven 

by the existence of Ford.  Meanwhile, other perfectly 

good stocks might go neglected just because they lack 

an appropriate peer. 

Corporations are just as susceptible to anchors as the 

individuals that run them. Ariely offers the case of 

exorbitant CEO pay as evidence of how anchoring 

wreaks havoc in the corporate world.  “Once salaries 

became public information,” he writes, referring to 

the SEC’s new disclosure rules that went into effect in 

1993, “the media regularly ran special stories ranking 

CEOs by pay.  Rather than suppressing executive 

perks, the publicity has CEOs in America comparing 

their pay with that of everyone else.”  Much like 

consumers at a mall or patrons at a restaurant, 

companies will tend to spend more on executive 

compensation when higher-priced comparisons are 

made available.  As Ariely humorously comments, if 
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everybody knew everybody else’s pay, all but the 

highest-paid individuals would feel underpaid – and 

most would be looking for another job.  As far as 

salaries go, perhaps it was Mark Twain who put it 

best when he said that “comparison is the death of 

joy.” 

Beyond prices and values, we are also biased by 

historical anchors.  We go back in time to compare 

presidents and business cycles, wars and political 

regimes - and we invariably use these comparisons to 

draw distorted conclusions.  In his seminal book 

about risk, Against the Gods, Peter Bernstein provides 

an example of this behavior in action.4  “In the late 

1950s,” he writes, “a relationship sanctified by over 

eighty years of experience suddenly came apart when 

investors discovered that a thousand dollars invested 

in low-risk, high-grade bonds would, for the first time 

in history, produce more income than a thousand 

dollars invested in risky common stocks.  In the early 

1970s, long-term interest rates rose above 5% for the 

first time since the Civil War and have dared to 

remain above 5% ever since.” Ironically, Bernstein’s 

book was published in 1996, when it was practicably 

inconceivable that rates would proceed to fall for the 

next 20 years.          

The anchoring effect may be difficult to dodge, but 

that doesn’t keep people from trying.  In an article 

posted on the subject in Psyblog, Dr. Jeremy Dean 

offers suggestions on how to avoid the negative 
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influence of anchors.5  His approach involves not only 

the gathering of as much information as possible 

before making decisions, but also trying to free 

oneself from the “anchor state” by thinking about 

other less-obvious comparisons.  Whether it’s with 

emotional matters or different forms of decision-

making, thinking of alternative anchors under 

different contexts can indeed be helpful in identifying 

when our perception is being distorted by an anchor.   

As Dr. Dean explains, people tend to anchor to how 

they feel at the particular moment. This is what 

makes them feel like they will never be hungry again 

after having a good meal, or that they will never 

invest again after taking a big loss.  Similarly, when 

faced with waves of bad news, people tend to think 

that it will never be good again.  But as Warren 

Buffett reminds us, the time to be greedy is when 

others are fearful. 

In summary, while anchoring provides a useful way 

for making sense of the world, it can also produce a 

distorted view of reality.   As investors, we cannot 

avoid being tripped up by anchors, even when we 

acknowledge their existence.  Yet, as the 17th century 

British playwright Thomas Shadwell must have also 

known, making no investment is unacceptable, at 

least by comparison. 
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