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lead to an increase in the degree of efficiency, according to the Efficient Markets 

EMH is true, prices are fair and give the return investors deserve. Security prices are 

are constantly changing does not contradict this. Prices are simply reacting to new 

clever fundamental analysis (i.e. examination of drivers of value such as profits, 

same. However, if there is semi-strong EMH, even fundamental analysis would not 
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latest news into securities prices. If this is the case, paying a portion of investment 

correctly even information that is confidential at the moment and incorporate into 
prices. That is rather uncommon as even developed markets dynamics usually puts 

The financial market volatility and efficiency of its functions depends on the 

individual investors may still play a significant role in pricing securities. Even if we 
assume that the market efficiency provides the same information at the same time to 

method, risk perception, timing and formal restrictions in potential decisions. In that 
case individual investors may act different than institutions and if they are a leading 
group of the market agents an informal and intuitive process of incorporating infor-

called quasi rational or irrational. Financial market activity of irrational investors 
leads to an increase in market volatility. Empirical studies show that only one third 

considered as drivers of rational expectations. The remaining part of the volatility of 
stock prices is largely the result of the activity of irrational investors.

-
ing financial decisions. None of the tools and methods of analysis, however, explain 

-

The modern theory of finance does not pay much attention to the irrationality of 
investors. It was assumed that they were an easy prey for other investors who were 

-
sion. On the other hand waves of optimism due to increases of stock market indices 
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and the waves of pessimism due to their declines prevailing among individual inves-

Rational investors follow the course of events assuming that since the fundamental 

investors acting as noise traders than reacting to change in fundamentals (Focault, 

to formally estimate the fair value of instruments as a reference value when mak-
ing investment decisions. That says individual investors do not have the appropriate 
decision-making tools. They rather use their intuition or simplified calculations due 

-
strictions. Hence, the common practice of their formal valuation method are simple 

other hand formulating of comprehensive forecasts and expectations regarding the 
situation of issuers, predicting revenues, expenses, profits, cash flows etc. exceeds 
the capacity of most individual investors though is necessary when the most complete 

-

simplicity of multiples as well as complexity and consistency of discounted cash 

The paper presents concept of such tool and tests its usefulness in application at 
still emerging Polish stock market over 2000–2013 period. The sample of 415 com-

were provided to test whether the use of the heuristic pricing model would improve 

stand-alone and consolidated financial statements. The concept of the model and its 

individual investors.
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Empirical researches of investors’ activities at the stock market highlight some 

Numerous researches show inclination to follow heuristic thinking and cognitive 

stochastic of price changes, pricing securities, portfolio management strategies and 

investors expecting index to continue rising the following week and investors expect-
ing index to fall. Moreover, investors’ sentiment depends on market performance 

individual investors use formal pricing models, while using informal information 
-

ing heuristics is a common practice. Individuals consider stocks that recently grew 

investors do not use formal strategy rules and most of their decisions are random and 

-

consideration of individual responses to different risk domains is another interest-

field. Authors found that while the degree of risk perceived in a situation could vary 
according to the characteristics of the situation, attitude to perceived risk (the degree 

a significant portion of their sample. Researches in this area (Fagley and Miller, 1997; 

one’s life and risk averse in others while having a relatively consistent view of risk.

IPO success in Finland and the interest in participating another initial offer. That is 
house-money effect. 

Authors stress that although there is still a some empirical evidence of how investors 
-
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effect, overconfidence and representativeness. Moreover, effects of disposition and 
overconfidence were stronger than compared to American investors and experienced 

information is analyzed and processed. On the one hand they proved that experience 

and integrating information differ with professional and individual investors (Elliot 

Taipei and Shanghai stock exchanges proved that market overreactiveness is a feature 
of markets with a relatively short history. The younger the market the lower risk of 

is investors’ reaction as well as market volatility. On the other hand, market develop-
ment covering at least a few cycles of economy experiences investors and causes the 

Methods of using multiples as well as discounted cash flows to estimate fair 

markets. For institutional investors or investment recommendations they are common 

factors and procedures of valuation.
DCF valuation has the most solid fundaments in theory of finance and furthermore 

all other methods of valuation origin from the analysis of discounted cash flows. The 

-

term forecasting of all investment ventures. At the same time a long perspective of 

sensitive to changes of parameters.
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method as well as computational simplicity even to individual investors. Selection 

history or short term forecast. Nevertheless, this is the most common procedure for 
simple valuation.

information.

-

of the company is higher or lower than expected.

aforementioned disadvantage of DCF valuation for all investors is sensitivity to as-
sumptions and forecasts. If DCF value is calculated on 20 years of forecast what is 

1. 
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2. 

–1 –4 –2 –5

3. 

statement is announced.
4.  Investors need a simple method of estimating residual value of the company 

5. 
current market level for similar companies.

6. 

7. 
detailed information from the valued company so they assume that when CAPEX 

-

8. 
9. 

-

3

1 1
1

1
13

1
1 13

(1 )
(1 )

(1 )
, 0

(1 )
(1 )

0,99 0,01 , 0
(1 )

QT
QT QT QT QTi

i

QT
QT

QT
QT

QT QT

FCF er
EV RV NOA ND

WACC
FCF er

if FCF
WACC WACC

RV
FCF er

RV if FCF
WACC WACC

− −
=

−
−

−
− −

⋅ +
= + + −

+

⋅ +⎧
>⎪ + ⋅⎪= ⎨ ⋅ +⎪ ⋅ + ⋅ ≤⎪ + ⋅⎩

∑

Pobrane z czasopisma Annales H - Oeconomia http://oeconomia.annales.umcs.pl
Data: 29/07/2025 01:17:05



74 MARIUSZ KICIA

EV
RV
FCF

NOA
ND

3
1

1

1 1 1 1

1 1 1 1 1

(1 )
(1 )

, 0

0,99 0,01 ( ), 0

QT
QT QTi

i

QT QT QT QT
QT

QT QT QT QT QT

FCF er
EV RV

WACC
TFA CA LR if FCF

RV
RV TFA CA LR if FCF

−

=

− − − −

− − − − −

⋅ +
= +

+

+ − >⎧⎪= ⎨ ⋅ + ⋅ + − ≤⎪⎩

∑

EV
RV
FCF

TFA
CA
LR

NOA
ND

{ }1 1 1max 0;10QT QT QT QTEV EBITDA NOA ND− − −= ⋅ + −

EV

NOA
ND

Pobrane z czasopisma Annales H - Oeconomia http://oeconomia.annales.umcs.pl
Data: 29/07/2025 01:17:05



75HEURISTIC VALUATION AND INVESTMENT PERFORMANCE OF INDIVIDUAL INVESTORS 

financial companies listed at the Warsaw Stock Exchange’s main market valuation 

with reference values of all selected companies 500 hypothetical transaction (e.g. open 
-

testing. That said if market price was higher than a heuristic fair value shares were 
recognized as overvalued and hypothetical investor stayed passive. The average annual 

-

-

could improve their results comparing to random investing. The same procedures 
were provided using stand-alone and consolidated financial statements. 

strong EMH of Polish stock market in 2000–2012. 

I II III

IV V VI

Financial statements
stand-alone stand-alone stand-alone

consolidated consolidated consolidated

Initial sample of companies
415 415 415

415 415 415
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Applied model of valuation
I II III

I II III

288 178 181

238 226 172

Companies with improved results using model

No. of stocks with increased results (statistically 20 7 10

24 10 11

Average increase of returns – only cases with 
statistically significant difference in returns

No. of stocks with decreased results (difference 33 7 31

23 11 22

Average decrease of returns – only cases with 
statistically significant difference in returns 

selection securities over the analyzed period valuation itself will not separate stocks 

their portfolio results as those who would face downgrading their effectiveness. Pos-

increase for opposite securities. The one case is experiment IV with Model I and the 
use of financial information from consolidated statements.

In general, all the results indicate that simplifying valuation in for proposed meth-

This result is not surprising if we take in mind that individual investors usually are 
not the group influencing market prices due to their capital dispersion. They could 
impact market prices in a long time if a large enough group of individuals would 
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selling at almost the same moment. Herding effects that appear in those circumstances 
could cause waves of growth or decline to the market. Shallow markets with rather 

-
firming that it is easier to manipulate prices in that case. At the developed markets 

Although presented results of experiments do not seem optimistic for individual 
investors and their strategies for the market as a complex system are promising. Among 
others they confirm that the Polish stock market is effective in at least semi-strong 
level of EMH as other most developed markets.
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