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 Do you Suffer from 
Herding Bias? 

Investing biases are irrational preferences 
that affect investing decisions and 
subsequent outcomes. They are errors in 
logical thinking. Biases distort our ability to 
make rational decisions based on objective 
facts or evidence.

“A lots of people with high IQ’s are 
terrible investors because they’ve got 
terrible temperaments…temperament 
is more important than brains.  You 
need to keep raw irrational emotion 

under control”
-Charlie Munger, American Billionaire & 

Businessman

Understanding Bias is critical to preserving 
investment returns and achieving one’s 
financial objectives. This is the first in a 
series of educational content on Bias.
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What is Herding Bias? 

Herding is said to be perhaps the most pervasive bias investors fall 
victim to. It describes an investor following the trend of their peers 
piling into a particular stock or fund.  We often hear herding described 
as “jumping on the bandwagon.”

Humans naturally want to be part of a community. Following the 
crowd, or at least being influenced by what the crowd is doing is 
human nature. Sometimes this isn’t necessarily a bad thing such as 
following traffic patterns or leaving burning buildings. In regards to 
stock selection, the investor may be able to turn a quick profit if they 
can get in on the “trend” early enough to ride the wave upward.

In many cases herding can be very detrimental and irrational. Taking 
investment action simply because others are taking the same action, 
or holding onto a company because Gramps said to never sell it. 
Herding can result in bubbles and panic selling such as the Dotcom 
bubble and subsequent crash is a perfect example.  The crowd ran 
stock market valuations too high in no way reflected the fundamentals 
resulting in major loses for investors as things collapsed.

At Three Peaks Wealth we avoid herding bias by pay little attention to 
the news pundits, and other sensationalized headlines, however, we 
also try to benefit from herd mentality by follow a disciplined trend 
analysis which allows us to take action ahead of the crowd by being 
early to trends, or exiting trends when the data changes negatively.

What is trend analysis?  Very simple, stocks go up when there is more 
buyers than sellers.  Stocks go down when there is more sellers than 
buyers. Trend analysis is the implementation and study of market/
stock trends to improve investment results.  While no strategy is 
perfect we continue to have great results by not following the (herd) 
crowd. 

Trend following also allows for a concise “buy” strategy, and more 
importantly what most investors lack, a concise “sell” strategy.  It is all 
very non-emotional.

Next month we will look at Confirmation Bias.
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Important Disclosures 

The proprietary market indicators and all other information contained herein is for informational purposes only, is not 
personalized investment advice and should not be construed as a recommendation to purchase or sell any security, sector, or 
strategy to any individual or entity. Information may change at any time, without notice. There is no assurance that the view or 
opinions discussed will materialize 

Investment decisions should not be acted on without consideration of your personal financial situation, investment objectives and 
risk tolerance. Please consult with your financial advisor prior to making any investment decisions. 
Past Performance should not be considered as an indicator of future results. 

Technical trading indicators are based upon information derived from multiple sources deemed reliable and may change at any 
time, without notice. Technical trading indicators and models are mathematically derived based upon historical data and trends of 
domestic and foreign market trading activity, including various industry and sector trading statistics within such markets. 
Technical analysis, through mathematical algorithms, is designed to identify when markets are likely to increase or decrease and 
identify appropriate entry and exit points. The primary risk of technical trading analysis is that historical trends and past 
performance is no indicator of future results and cannot predict future trends. There is no assurance that the mathematical 
algorithms employed are designed properly, updated with new data, and can accurately predict future market, industry, and sector 
performance. 

If you would like a copy of the NewEdge Advisors, LLC doing business as Three Peaks Wealth Management Form ADV Part2A, 
ADV Part 3 Form CRS, privacy policy, or our individual ADV 2B brochures, you may do so by sending a written request to: 

Three Peaks Wealth Management 
240 N. East Promontory, Suite 200 

Farmington, UT 84025 
(385)-312-9200 

NewEdge Advisors, LLC doing business as Three Peaks Wealth Management, a registered investment advisor. NewEdge Advisors, 
LLC and NewEdge Securities, Inc. are wholly owned subsidiaries of NewEdge Capital Group, LLC
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