
 
 

 

         

 

 
Market Roundup - August 24 

BEHAVIOURAL FINANCE 
  

“Know when to pull the plug” 

 
The Escalation of commitment bias, more commonly known as the Sunk Cost Fallacy, is 
characterised by the action of investing additional resources in an apparently unprofitable or 
losing proposition, based on what has already been invested. This is highly common in new 
project funding, and other areas such as research & development, where outcomes are 
anticipated but not necessarily guaranteed. However, the bias can also apply to everyday 
scenarios such as purchasing an industrial generator that turns out needing additional repairs 
every week, and deciding to keep this in justification of initial amount spent of on its acquisition.  
 
Example 1: 
Company XYZ is developing a new solar plant. A couple of millions into the project ($ 150 
million to be exact), a second assessment of the plant and plant building materials reveals the 
plant was started with an unstable base material, which increases the risk of the plant 
breakdown in the future. To avoid this breakdown, the company would need an additional 
upkeep of about $20 million a year - for at least the next 30 years.  Management is deciding 
whether to continue with the project (at a further $130 million) or forego development in its 
entirety. Management reckons they have already spent so much money on development, and 
hence decide to continue with construction on plant. 
 
In this case, the company is faced with a sunk cost of $150 million which they failed to 
acknowledge as such. What has already been spent should not be factored into the decision 
process. There exists a greater financial burden for the plant upkeep, should construction 
continue. The most effective decision might have been to discontinue current construction, and 
look into restarting the project with suitable material. 
__________________________________________________________________________  
 
The Escalation of commitment is very similar to the anchoring bias, but different in the sense 
that, with the former bias, individuals will spend additional amounts to justify their initial 
spending decision. 

BLOOMBERG CLOSING PRICES 
 

Closing Price 
August 20th, 
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August 21st,  

Friday  

CURRENCIES 
    

£/$ 0.6374 
 

0.6371 
 

$/€ 1.1242 
 

1.1386 
 

£/€ 0.7164 
 

0.7255 
 

   
  
 

R/$ 12.9352 
 

12.9695 
 

     

COMMODITIES (in $) 
    

Gold 1152.20 
 

1160.77 
 

Brent Crude 46.62 
 

45.46 
 

Platinum 1032.23 
 

1019.50 
 

     
INDICES: 

   
% Perf. 

         

 



S&P 500 2035.73 
 

1970.89 -3.2% 

FTSE 100 6367.89   6187.65 -2.8% 

MSCI World 4571.504   4447.17 -2.7% 

MSCI US 5556.278   5384.957 -3.1% 

MSCI UK 8928.132   8679.14 -2.8% 

MSCI Europe ex. UK 198.72 
 

192.68 -3.0% 

MSCI Emerging Markets 354.707 
 

347.069 -2.2% 

ASX 200 5288.584  5214.6 -1.4% 
 
Source: Bloomberg 

NEWS 

1. China fears wipe quarter of a trillion euros off Europe's blue-chips  
2. European Stock Selloff Intensifies as DAX Heads for Bear Market 
3. Rand hits R14/$ as commodities tumble 
4. China's Stocks Sink Most Since 2007 as State Intervention Fails 
5. Crude oil collapses to a stunning new low 
6. Commodities Slump to 16-Year Low as China Slowdown Roils Markets 
7. 'I'm very scared': Russians brace for a ban on medical imports 
8. Sensex falls nearly 6 pct, biggest fall in 6-1/2 years 

INTEREST ARTICLES 

 A Sprawl of Ghost Homes in Aging Tokyo Suburbs 

 Remember the Ice Bucket Challenge? Here's What Happened to the Money 

 India tries to calm jittery investors as markets tumble 

 The falling FTSE: How worried should we be? 

 Ashley Madison Faces $578 Million Class Action Lawsuit 

 Venezuela seeks to deport some 800 Colombians in border row 

 The EU's new competition chief will have to rule on a wave of mergers 

 Streaming TV threatens SA broadcasters - expert 

 4 technologies that could kill the password 

 The artist who 'paints' with recycled plastic 

 Biggest populations in 2050: Move over Russia and Mexico. Here comes Africa 

 Philippines flies aid to thousands of marooned as typhoon toll rises 

 Is driving NASA's Curiosity Rover like running a business? 

 How the economic crisis is affecting higher education in Greece 
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