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| never stop being surprised by the variety of special interest that
people are passionate about. Some are very interested In ancient
Egyptian pharaohs. Others are passionate about researching various
aspects of tanks in World War |l. Kyoto University in Japan offers a
doctoral programme in "manga,” or comics originating in Japan.

In finance, there is one topic that | find particularly interesting. Which |
think explains In large part why stocks are priced the way they are. This
super Interesting topic is "hyperbolic discounting".

The discounting of cash flows in the dividend discount model are
discounted using what iIs called "exponential discounting". This
discounting method iIs the standard method for discounting cash flows.
We all know it by heart from our business school exams. All investors
use It, because most have probably only learned about this discounting
model. But what does this way of discounting cash flows actually mean,
and iIs It the right way to discount cash flows?

The traditional way of discounting, exponential discounting, is "time
Insensitive”", meaning that you have the same relative decline in the




