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Are Insolvency Practitioners Human? On the
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in Insolvency Situations
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Abstract

This article adopts a psychological lens to investigate wheth-
er cognitive biases might obscure insolvency practitioners’
perceptions. Through an experimental study among mem-
bers of INSOL International (N = 272), we find that insolven-
cy practitioners’ judgments of business valuations and busi-
ness valuators in an insolvency situation are affected by (1)
the degree of perceived similarity with the valuator (i.e. sim-
ilarity bias) and (2) the outcome of a bankruptcy deal in which
a valuation is used (i.e. outcome bias), such that their judg-
ments are more favourable in case of higher perceived simi-
larity and in case of a positive outcome. Furthermore, we find
that male insolvency practitioners have more trust in male
valuators than in female valuators, suggesting that (3) gen-
der biases play a role as well. These findings shine a light on
decision-making in business rescue and bankruptcy cases
and the insolvency industry in general. The findings call for
further research on cognitive biases in insolvency-related
matters including possible implications for policymakers.

Keywords: similarity bias, outcome bias, gender bias, legal
psychology, business valuation.

1 Introduction

It is very common for parties involved in insolvency sit-
uations to perceive the value of a distressed company
differently. Consider, for example, financiers who disa-
gree with shareholders on the going-concern value of
the company where a debt-for-equity swap, debt-write-
off (‘haircut’) or other financial restructuring measures
are proposed. Disagreements may also arise on the
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transfer of assets in a formal bankruptcy procedure in
which an appointed administrator or liquidator at-
tempts to negotiate the best deal for creditors by selling
the bankrupt company, or pieces thereof, on a go-
ing-concern basis. Such divergent value perceptions are
often a source of conflict.

In these conflicts, insolvency practitioners — a common
name for lawyers, accountants and other experts who
specialise in dealing with companies in financial dis-
tress — are confronted with complex valuation issues.
Ideally, in evaluating business valuations and valuators,
the judgments are based solely on the correct applica-
tion of the relevant valuation method. However, busi-
ness valuations are complex and technical exercises
that require extensive experience and advanced quanti-
tative and financial expertise. This then begs the ques-
tion — on which grounds do insolvency practitioners (ei-
ther as a representative of a stakeholder or as a repre-
sentative of the court) evaluate valuators and their
valuations, since most of them are not trained in this
field?

This question is important for at least the following rea-
son. The instances in which insolvency practitioners are
confronted with valuation issues are expected to in-
crease. In the context of (near) insolvency, for example,
insolvency practitioners are already increasingly pre-
sented with complex valuation issues because of the
global trend towards business rescue (rather than hav-
ing businesses file for bankruptcy). Specifically, follow-
ing the example of Chapter 11 proceedings in the US in
which debt restructurings allow businesses to continue
as a going concern, other countries are now adopting
laws and regulations that aim to provide businesses
with a second chance. For example, the UK has its so-
called scheme of arrangements (Companies Act, 2006)
in which the court arranges debt restructurings and
forms agreements between shareholders and creditors
with the goal of facilitating a fresh start. Similar proce-
dures are found in, for example, Australia (Corporations
Act, 2001) and South Africa (Companies Act, 2008). Like-
wise, the European Committee is actively working on
harmonising its nation-states’ bankruptcy laws with the
purpose of enabling business rescues to run more
smoothly. In that spirit, The Netherlands introduced a
rather sophisticated scheme of arrangement procedure
in 2021, called the Act on the Confirmation of Private
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Restructuring Plans (ACPRP), or “‘Wet Homologatie On-
derhands Akkoord’ in Dutch (WHOA). With this growing
focus on business rescue, valuation issues are becoming
increasingly common. For example, based on a valua-
tion of a company’s earning capacity, bankruptcy judges
must determine (to minimise damages for creditors)
whether a business is more valuable as a going concern
or whether its liquidation is more economical.

Given the inherent complexity of judging valuations on
their own merit, we investigate which factors might un-
justifiably influence insolvency practitioners’ judgments
of valuators and their valuations. Specifically, we aim to
explore whether cognitive biases can affect the trust
that insolvency practitioners have in valuators and in
the soundness of these valuators’ valuations. In this
way, we seek to not only expand the existing literature
on biases in judicial proceedings by examining cognitive
biases in an insolvency and business valuation context,
but, more importantly, to further our understanding of
potential issues that might arise in the numerous cases
where insolvency practitioners are confronted with
(subjective) decision-making under uncertainty and
ambiguity, for example, debtor-creditor negotiations,
director liability assessments, management evaluations
in debtor-in-possession procedures, or reorganisation
plan examination.

In the following, we present our theoretical framework
and introduce the concept of cognitive bias, for which
we draw from the voluminous literature on biases in ju-
dicial decision-making. Next, we introduce our experi-
mental study into the role of these biases in insolvency
practice and later present a general discussion of the
findings.

2 Theoretical Background and
Hypothesis Development

2.1 Biases in Legal Decision-Making
The notion that humans can deviate from the rational
standard as a result of heuristics and biases has been
well established! and has also been extended to legal de-
cision-making.? Indeed, over the past few decades, am-

1 E.g., A. Tversky and D. Kahneman, ‘Judgment Under Uncertainty: Heuris-
tics and Biases’, 185(4157) Science 1124 (1974); D. Kahneman and A. Tver-
sky, ‘Prospect Theory: An Analysis of Decision under Risk’, 47(2) Econo-
metrica 263 (1979).

2 E.g.,C.Guthrie, J.J. Rachlinski & A.J. Wistrich, ‘Blinking on the Bench: How
Judges Decide Cases’, 93 Cornell Law Review 1(2007). See also S.D. Franck
etal., ‘Inside the Arbitrator’s Mind’, 66 Emory Law Journal 1115 (2017) for
astudy among arbitrators; also, N. Steblay et al., The Impact on Juror Ver-
dicts of Judicial Instruction to Disregard Inadmissible Evidence: A Me-
ta-analysis’, 30 Law & Human Behavior 469 (2006) for a meta-analysis (of
75 hypotheses tests from 48 studies examining 8,474 participants) show-
ing that judicial instructions to disregard inadmissible evidence impact
verdicts in ways consistent with the content of the inadmissible evidence.
For evidence on in-group bias, analysing 1,748 judicial decisions, see M.
Shayo and A. Zussman, ‘Judicial Ingroup Bias in the Shadow of Terrorism’,
126(3) The Quarterly Journal of Economics 1447 (2011). For intervention
strategies, see J. Kang et al., ‘Implicit Bias in the Courtroom’, 59 UCLA Law
Review 1124 (2012). For a recent overview of the field, see J.J. Rachlinski
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ple evidence has been gathered on how cognitive bias
and intuitive thinking impact decision-making by legal
decision-makers such as judges and jurors.® For exam-
ple, in an seminal experiment with 167 federal magis-
trate judges, Guthrie, Rachlinski and Wistrich examined
five biases (i.e. anchoring effect, framing effect, hind-
sight bias, representativeness heuristic, egocentric bias)
and found that each of these impacts judicial deci-
sion-making.* They extended these findings to adminis-
trative law judges (ALJ) in separate work and found that
ALJs “tend to make ordinary judgments in a predomi-
nantly intuitive way”.’

The notion that intuition and extra-legal factors can
play a role in legal decision-making and thus that it not
necessarily follows the typically prescribed formalistic
model - one in which judges merely apply the relevant
laws to the facts of a case in a mechanistic fashion - is
widely recognised. For example, in their theory of juror
decision-making, Pennington and Hastie propose story
construction as the central cognitive process in juror de-
cision-making.® Jurors choose from various stories (i.e.
narrative summaries of events under dispute) the most
coherent (i.e. consistent-plausible-complete) story, af-
ter which they reach a verdict if the accepted story fits a
verdict category as instructed by the judge. According to
their story model, extra-legal factors are most likely to
enter the decision-making when there is little informa-
tion on which a narrative can be based or when the ex-
tra-legal information is consistent with the constructive
narrative.

The story model displays similarities with an alternative
model developed by Simon, which aims to reconcile the
rationalist/formalistic models and the critical models
(with their roots in legal realism) and recognises as well
the processes that deviate from the formalistic ‘ideal’.
Simon’s cognitive coherence-based reasoning model
has as its starting point the notion that people are gen-

and A.J. Wistrich, ‘Judging the Judiciary by the Numbers: Empirical Re-
search on Judges’, 13 Annual Review of Law & Social Science 203 (2017).

3 For examples concerning discrimination and equal employment opportu-
nity, hindsight bias and anchoring bias in tort law, and law-making, see L.H.
Krieger, ‘The Content of Our Categories: A Cognitive Bias Approach to
Discrimination and Equal Employment Opportunity’, 47(6) Stanford Law
Review 1161 (1995); E.M. Harley, ‘Hindsight Bias in Legal Decision Mak-
ing’, 25(1) Social Cognition 48 (2007); P.G. Peters Jr., ‘Hindsight Bias and
Tort Liability: Avoiding Premature Conclusions’, 31(4) Arizona State Law
Journal 1277 (2000); J.K. Robbennolt and C.A. Studebaker, ‘Anchoring in
the Courtroom: The Effects of Caps on Punitive Damages’, 23(3) Law and
Human Behavior 353 (1999); N. Strohmaier, H. Pluut, K. van den Bos, et al.,
‘Hindsight Bias and Outcome Bias in Judging Directors’ Liability and the
Role of Free Beliefs’, 51(3) Journal of Applied Social Psychology 141 (2021);
W. Eskridge and J. Ferejohn, ‘Structuring Lawmaking to Reduce Cognitive
Bias: A Critical View’, 87(2) Cornell Law Review 616 (2002).

4 C. Guthrie, J.J. Rachlinski & A.J. Wistrich, ‘Inside the Judicial Mind’, 86 Cor-
nell Law Review 777 (2001).

5 C.Guthrie, J.J. Rachlinski & A. J. Wistrich, ‘The “Hidden Judiciary”: An Em-
pirical Examination of Executive Branch Justice’. 58 Duke Law Journal 1477-
1530 (2009).

6 N. Pennington and R. Hastie, ‘A Cognitive Theory of Juror Decision Mak-
ing: The Story Model’, 13 Cardozo Law Review 519 (1991). See also M. Vorms
and D. Lagnado, ‘Coherence and Credibility in the Story-Model of Jurors’
Decision-Making: Does Mental Simulation Really Drive the Evaluation of
the Evidence? 49 Studies in Applied Philosophy, Epistemology and Rational
Ethics 103 (2019).
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erally cognitively lazy and that the mind therefore aims
to transform complex decision-making tasks into more
simple ones, such that stronger, more confident conclu-
sions can be reached.” The model suggests that people
shift between rationalist and intuitive modes of reason-
ing and that these two modes interact in such a way that
the presented facts and legal rules drive our intuitive
sense-making process, but also that our formed intui-
tions and preferred conclusions subsequently influence
our reconstruction of case facts and legal rules, thus cre-
ating a bidirectional mechanism between reason and
intuition.

In summary, consensus exists regarding the idea that
legal decision-making is not necessarily a logical and
rule-bound process based on deductive reasoning, as le-
gal formalists claim. Complex psychological mecha-
nisms are involved in which unconscious systematic er-
rors (i.e. cognitive bias) can exert considerable influence
on legal decision-making.?

In addition to biases in legal decision-making, biases in
financial decision-making have also received ample re-
search attention.’ For example, in the context of invest-
ments, overconfidence of investors typically results in
overvaluing a particular firm.!° In the context of person-
al bankruptcy proceedings, anchoring effects were found
inasmuch that courts rarely deviate from the debtor’s
payment plan as recommended in the official receiver’s
financial report, which provides the main facts and a
recommendation for the court’s final decision.!! Howev-
er, to our knowledge, little research has been done on
the cross-section of the two fields covered in the present
article — law and finance - and no empirical research has
yet investigated how biases might affect insolvency

7 D. Simon, ‘A Third View of the Black Box: Cognitive Coherence in Legal
Decision Making’. 71 University of Chicago Law Review 511-86 (2004).

8 L.J. Curley, J. Munro & L.E. Dror, ‘Cognitive and Human Factors in Legal
Layperson Decision Making: Sources of Bias in Juror Decision Making’,
62(3) Medicine, Science, and the Law 206 (2022).

9 E.g., B.N. Adebambo & X. Yan, ‘Investor Overconfidence, Firm Valuation,
and Corporate Decisions’, 64(11) Management Science 5349 (2018); M.
Baker, R. Ruback & J. Wurgler, ‘Behavioral Corporate Finance) in B.E. Eck-
bo (ed.), Handbook of Corporate Finance: Empirical Corporate Finance (2007);
I.Ben-David, J.R. Graham & C.R. Harvey, ‘Managerial Overconfidence and
Corporate Policies’, NBER Working Paper Series (2007); E. Bikas, D. Jure-
viéieng, P. Dubinskas, et al., ‘Behavorial Finance: The Emergence and De-
velopment Trends’, 82 Procedia - Social and Behavorial Sciences 870 (2013);
K. Daniel, D. Hirshleifer & A. Subrahmanyam, ‘Investor Psychology and
Security Market Under- and Overreactions’, 53(6) Journal of Finance 1839
(1998); W.F.M. de Bondt and R.H. Thaler, ‘Financial Decision Making in
Markets and Firms: A Behavorial Perspective, in R. Jarrow, V. Maksimov-
ic & WT. Ziemba (eds.), Handbooks in Operations Research and Management
Science (1995) 385; J.B. Heaton, ‘Managerial Optimism and Corporate Fi-
nance’, 31(2) Financial Management 33 (2002); R. Roll, ‘The Hubris Hypoth-
esis of Corporate Takeovers’, 59(2) The Journal of Business 197 (1986); H.
Shefrin and M. Statman, ‘The Disposition to Sell Winners Too Early and
Ride Losers Too Long: Theory and Evidence’, 40(3) The Journal of Finance
777 (1985); R.J. Shiller, ‘From Efficient Markets Theory to Behavorial Fi-
nance, 17(1) Journal of Economic Perspectives 83 (2003); P. Slovic, ‘Psycho-
logical Study of Human Judgment: Implications for Investment Decision
Making’, 27(4) The Journal of Finance 779 (1972).

10 B. Nikolic and X. Yan, ‘Investor Overconfidence, Misvaluation, and Cor-
porate Decisions’, 2(1) Journal of Financial Economics 52 (2014).

11 Y. Mugerman, N. Neta & O. Moran, ‘Are Courts Biased? The Anchoring
Heuristic and Judicial Decisions in Personal Bankruptcy Proceedings’, in
I. Venezia (ed.), Behavioral Finance: A Novel Approach. (2020), 99-128.
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practitioners in the context of disputes involving busi-
ness valuations. We consider this gap important to fill,
as further insights into the dynamics of decision-mak-
ing by insolvency practitioners increase legal certainty
and fairness. Moreover, insights into biases affecting in-
solvency practitioners when dealing with valuation is-
sues can possibly help these professionals avoid the un-
necessary loss of social and economic value — including
loss of employment — when viable business activities are
liquidated that could have been saved.!?

Having described the general context of the present re-
search, we now turn to a brief discussion of the relevant
literature regarding the specific biases that are the focus
of the experiment discussed below, and we also intro-
duce our hypotheses for the biases.

2.2 Similarity Bias

Similarity bias is usually conceptualised as prejudice to-
wards and a biased perception of another individual
based on sharing certain traits with that individual, such
that those who are perceived to be more similar are
evaluated more positively.!® Similarity bias has been
shown to affect perceptions and judgments across a
wide range of contexts, such as performance evalua-
tions,!* hiring decisions'® and cooperative behaviour.!®

Most important for the present purposes, similarity bi-
ases have also been found in legal decision-making. For
example, it has been shown that minority participants
(acting as jury members) showed positive in-group bias-
es when evaluating the culpability of rape offenders,
such that perpetrators were more often judged to be
guilty when the rape victim was of the same ethnicity as

12  Considering the current developments in the field of Al, a relevant ques-
tion becomes as to what extent Al may assist (or one day replace) insol-
vency practitioners in dealing with valuation issues or assist or replace
valuators in conducting valuations. However, even if Al would assist in
business valuation conflict situations, as Al may do better in statistical
prediction and risk assessment - e.g., see C.R. Sunstein, ‘Governing by Al-
gorithm? No Noise and (Potentially) Less Bias’, 71(6) Duke Law Journal 1175
(2022), or C. McKay, ‘Predicting Risk in Criminal Procedure: Actuarial Tools,
Algorithms, Al and Judicial Decision-Making’, 32(1) Current Issues in Crim-
inal Justice 22 (2020) - it will still be a long time before bias-free judicial
decision-making becomes a reality. Whereas in the view of Carl Sunstein
- see C.R. Sunstein, ‘Algorithms, Correcting Biases’, 86(2) Social Research:
An International Quarterly 499 (2019) - algorithms do much better than
real-world judges in various court decision contexts, and there is evidence
that Al contains cognitive bias or that cognitive biases hold advantages
for Al (e.g. effort reduction, speed). For evidence that Al contains cogni-
tive bias, see e.g., M. Abudy, I. Gildin & Y. Mugerman, ‘Do Computerized
Traders Follow Social Norms? Evidence from the Holocaust Remembrance
Moment of Silence’, 48 Finance Research Letters 102914 (2022). For the
advantages of cognitive biases for Al, see T. Hagendorff and S. Fabi, ‘Why
We Need Biased Al: How Including Cognitive Bias Can Enhance Al sys-
tems’, Journal of Experimental & Theoretical Artificial Intelligence, online first
(2023).

13 E.g,D.E.Byrne, The Attraction Paradigm’, 3(2) Behavior Therapy 337 (1972);
C.H. Vivian Chen, H.M. Lee & Y.J. Yvonne Yeh, ‘The Antecedent and Con-
sequence of Person-Organization Fit: Ingratiation, Similarity, Hiring Rec-
ommendations and Job Offer’, 16(3) International Journal of Selection and
Assessment 210 (2008).

14 E.g.,D.B.TurbanandA.E. Jones, ‘Supervisor-Subordinate Similarity: Types,
Effects and Mechanisms’, 73(2) Journal of Applied Psychology 228 (1988).

15 E.g.,VivianChenetal., above n. 13.

16 E.g.,D.Balliet, J. Wu & C.K.W. de Dreu, ‘Ingroup Favoritism in Coopera-
tion: A Meta-analysis’, 140(6) Psychological Bulletin 1556 (2014).
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the participant.'” Moreover, jury members who saw
themselves as similar to the defendant in terms of relig-
iosity were typically less certain of the defendant’s cul-
pability.!® Also, mock jury members perceived an expert
witness as more credible when they also perceived the
expert witness to be more similar to themselves in terms
of personality.’* Importantly, these effects seem not to
be limited to lay people (i.e. jury members); they appear
to affect legal practitioners as well. Specifically, it has
been found that justices’ votes in the US Supreme Court
freedom-of-expression cases reflected their personal
preferences towards the speech’s ideological grouping
(i.e. conservative or liberal), concluding that the US Su-
preme Court judges can be affected by in-group biases.?
However, it remains uncertain whether similarity bias
can affect insolvency practitioners when dealing with
business valuation matters, especially because the evi-
dence of similarity bias in financial decision-making is
scarce. Nonetheless, some research suggests financial
judgments are not immune to similarity bias. For exam-
ple, venture capitalists have been shown to evaluate op-
portunities more favourably when these are represented
by entrepreneurs who ‘think’ in ways similar to their
own and that they tend to favour teams similar to them-
selves in type of training and experience.?! Also, recent
work has shown that when financial analysts perceive a
CEO to be similar to themselves in terms of personality,
they will issue more positive forecasts of the CEO’s com-
pany than when they perceive the CEO to be dissimilar??
We consider it an interesting and relevant question to
test empirically whether insolvency practitioners are af-
fected by similarity bias when judging valuators and
their work. Could it be, for example, that insolvency
practitioners have more trust in a valuation made by a
valuator who they perceive as similar to themselves,
even though this valuation might actually be of lesser
quality than one conducted by a valuator who they per-
ceive as less similar? To examine the potential existence
of such a similarity bias, we formulated the following
hypothesis:

17  N.A.Rector and R.M. Bagby, ‘Minority Juridic Decision Making’, 36(1) Brit-
ish Journal of Social Psychology 69 (1997).

18 M.K. Miller, J. Maskaly, M. Green, et al., The Effects of Deliberations and
Religious Identity on Mock Jurors’ Verdicts’, 14(4) Group Processes and In-
tergroup Relations 517 (2011).

19 B.O.Gardner, C. Titcomb, R.J. Cramer, et al., ‘Perceived Personality Simi-
larity and Perceptions of Expert Testimony’, 34(4) Journal of Individual Dif-
ferences 185 (2013).

20 L.Epstein, C.M. Parker & J.A. Segal, ‘Do Justices Defend the Speech They
Hate? An Analysis of In-Group Bias on the US Supreme Court’, 6(2) Jour-
nal of Law and Courts 237 (2018). See also M. Shayo and A. Zussman, ‘Ju-
dicial Ingroup Bias in the Shadow of Terrorism’, 126(3) The Quarterly Jour-
nal of Economics 1447 (2011).

21 N.Franke, M. Gruber, D. Harhoff, et al.,'‘What You Are Is What You Like -
Similarity Biases In Venture Capitalists’ Evaluations of Start-up Teams),
21(6) Journal of Business Venturing 802 (2006); C.Y. Murnieks, J.M. Haynie,
R.E. Wiltbank, et al., “I Like How You Think”: Similarity as an Interaction
Bias in the Investor-Entrepreneur Dyad’, 48(7) Journal of Management Stud-
ies 1533 (2011).

22 J.Becker, J. Medjedovic & C. Merkle, ‘The Effect of CEO Extraversion on
Analyst Forecasts: Stereotypes and Similarity Bias’, 54(1) The Financial Re-
view 133 (2019).
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H,.: When insolvency practitioners perceive a valuator
to be more similar to themselves, they have more trust
in the valuation.

In addition to testing the hypothesised link between
perceived similarity and trust in a valuation, we are also
interested in the extent to which perceived trustworthi-
ness of the valuator mediates this relationship. We ex-
pect that the higher the similarity between an insolven-
cy professional and a valuator, the more trustworthy the
valuator will be perceived to be and, consequently, the
more trust the insolvency professional will have in the
valuator’s valuation.

The distinction between trust and trustworthiness de-
serves further consideration. The act of trusting a valu-
ation outcome and using that outcome in subsequent
negotiations is considered an act of trust, as trust can be
defined as the willingness to take a risk in a relationship
or as “a psychological state comprising the intention to
accept vulnerability based upon positive expectations of
the intentions or behaviour of another”.?* Trustworthi-
ness is different in that it is a quality of a particular per-
son rather than an action. An insolvency professional
who considers a valuator to be trustworthy believes that
valuator is competent, benevolent and honest, which
together lead to heightened trust in the valuator.?
Hence, we expect perceived trustworthiness of a valua-
tor to mediate the relationship between perceived simi-
larity and trust in the valuator’s valuation.

There is evidence for the notion that perceptions of
trustworthiness can be affected by the degree a person is
perceived as similar by an observer.? For example, even
when people only match in terms of facial features, this
is sufficient to increase perceptions of trustworthiness,?®
as well as subsequent cooperation.?” Therefore, based on
the above we formulated the following hypothesis:

23 R.C.Mayer, J.H. Davis & F.D. Schoorman, ‘An Integrative Model of Organ-
izational Trust’, 20(3) The Academy of Management Review 709 (1995). See
also D.M. Rousseau, S.B. Sitkin, R.S. Burt, et al., ‘Not So Different after All:
A Cross-Discipline View of Trust’, 23(3) The Academy of Management Re-
view 393 (1998).

24  Mayer et al., above n. 23.

25 E.g, JA. Cazier, B.B.M. Shao & R.D. St. Louis, ‘Sharing Information and
Building Trust through Value Congruence), 9(5) Information Systems Fron-
tiers 515 (2007); S.S. Lui, H.Y. Ngo & A.H.Y. Hon, ‘Coercive Strategy in In-
terfirm Cooperation: Mediating Roles of Interpersonal and Interorgani-
zational Trust’, 59(4) Journal of Business Research 466 (2006); P. Racherla,
M. Mandiviwalla & D.J. Connolly, ‘Factors Affecting Consumers’ Trust in
Online Product Reviews’, 11(2) Journal of Consumer Behaviour 94 (2012);
H.E. Yildiz, “Us vs. Them” or “Us over Them”? On the Roles of Similarity
and Status in M&As', 25(1) International Business Review 51 (2015).

26  L.M. DeBruine, ‘Trustworthy but Not Lust-Worthy: Context-specific Ef-
fects of Facial Resemblance’, 272(1566) Proceedings of the Royal Society B:
Biological Sciences 919 (2005); H. Farmer, R. McKay & M. Tsakiris, ‘Trust in
Me: Trustworthy Others Are Seen as More Physically Similar to the Self’,
25(1) Psychological Science 290 (2014).

27 L.M.DeBruine, ‘Facial Resemblance Enhances Trust’, 269(1498) Proceed-
ing of the Royal Society B: Biological Sciences 1307 (2002); M.E. Kret, A.H.
Fischer & C.KW. de Dreu, ‘Pupil Mimicry Correlates with Trust in In-group
Partners with Dilating Pupils’, 26(9) Psychological Science 1401 (2015); D.B.
Krupp, L.M. DeBruine & P. Barclay, ‘A Cue of Kinship Promotes Coopera-
tion for the Public Good’, 29(1) Evolution and Human Behavior 49 (2008).
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H,,: Perceived trustworthiness of the valuator mediates
the relationship between perceived similarity and trust
in the valuation.

2.3 Outcome Bias
Outcome bias is the tendency to take the outcome of a
certain decision into account when evaluating that deci-
sion, “in a way that is irrelevant to the true quality of the
decision”.?® In other words, people tend to judge the
quality of an earlier decision for a large part on its out-
come rather than on evaluating the elements that led to
the decision.
A substantive body of literature has been published on
outcome bias across a range of different contexts. For
example, in a medical context it has been demonstrated
that when people are asked to evaluate a surgeon’s deci-
sion to perform an operation on a patient, this decision
is judged more negatively when (all else being equal) the
operation ultimately fails and the patient dies, com-
pared to when the operation is successful and the pa-
tient recovers.?” In financial decision-making, people
believed an auditor to be more negligent after an ad-
verse outcome (i.e. business failure) compared to when
these individuals remained ignorant of the outcome.>
Also, when finance managers had to evaluate their
agents’ investment strategies and assign bonuses ac-
cordingly, these managers evaluated the same strategy
more favourably when it resulted in a good payoff, even
if they otherwise had a negative perception of the in-
vestment strategy.*!
Outcome biases can also be found in legal decision-mak-
ing. For example, evaluations of medical negligence
were strongly influenced by the knowledge of an adverse
outcome, such that the same actions of a medical spe-
cialist were evaluated less harshly if one was ignorant of
any adverse outcome.?? There is also some evidence that
legal professionals such as judges can be affected by
outcome information.
We investigate whether insolvency practitioners are af-
fected by outcome information when evaluating a busi-
ness valuator. Specifically, when a business valuator

28 J. Baron and J.C. Hershey, ‘Outcome Bias in Decision Evaluation’, 54(4)
Journal of Personality and Social Psychology 569, at 570 (1988).

29 O.Sezer, T. Zhang, F. Gino, et al., ‘Overcoming the Outcome Bias: Making
Intentions Matter’, 137 Organizational Behavior and Human Decision Pro-
cesses 13 (2016).

30 K.Kadous, The Effects of Audit Quality and Consequence Severity on Ju-
ror Evaluations of Auditor Responsibility for Plaintiff Losses’, 75(3) The
Accounting Review 327; M.E. Peecher and M.D. Piercey, ‘Judging Audit Qual-
ity in Light of Adverse Outcomes: Evidence of Outcome Bias and Reverse
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conducts a valuation and this valuation is used to nego-
tiate a deal, will insolvency practitioners evaluate the
valuator more negatively when the deal turns out to be
a bad one compared to when the deal turns out to be a
good one? Outcome bias can be disadvantageous for
valuators as this may result in increasingly negative
perceptions of both the valuation and the valuator when
the outcome of a deal is unfavourable. Hence, valuators
might be exposed to the ris