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No matter your field, industry, or specialty, as a leader you make a series of crucial decisions
every single day. And the harsh truth is that the majority of decisions—no matter how good the
intentions behind them—are mismanaged, resulting in a huge toll on organizations, the people
they employ, and even the people they serve.So why is it so hard to make sound decisions? In
Think Twice, now in paperback, Michael Mauboussin argues that we often fall victim to simplified
mental routines that prevent us from coping with the complex realities inherent in important
judgment calls. Yet these cognitive errors are preventable.In this engaging book, Mauboussin
shows us how to recognize and avoid common mental missteps. These include
misunderstanding cause-and-effect linkages, not considering enough alternative possibilities in
making a decision, and relying too much on experts.Through vivid stories, the author presents
memorable rules for avoiding each error and explains how to recognize when you should “think
twice”—questioning your reasoning and adopting decision-making strategies that are far more
effective, even if they seem counterintuitive. Armed with this awareness, you'll soon begin
making sounder judgment calls that benefit (rather than hurt) your organization.

“… a fine pick for any business collection strong in management issues, and addresses some of
the predecessors of bad mistakes.” — Bookwatch--This text refers to an alternate kindle_edition
edition.About the AuthorMichael J. Mauboussin is Chief Investment Strategist at Legg Mason
Capital Management. He has been an adjunct professor of finance at Columbia Business
School since 1993. BusinessWeek's Guide to the Best Business Schools highlighted him as one
of the school's "Outstanding Faculty"-a distinction received by only seven professors.--This text
refers to an out of print or unavailable edition of this title.
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including finance, academia, and the law. He ended the book with helpful advice on becoming
less gullible.The second was the exposure of the greatest Ponzi scheme in history, run by
Bernard Madoff, which cost its unsuspecting investors in excess of $60 billion. A Ponzi scheme
is a fraudulent operation in which a manager uses funds from new investors to pay off old
investors. Since there is no legitimate investment activity, it collapses when the operator can’t
find enough additional investors. Madoff’s scheme unraveled when he couldn’t meet requests
for redemptions from the investors stung by the financial meltdown.The irony is that Greenspan,
who is bright and well regarded, lost 30 percent of his retirement savings in Madoff’s Ponzi
scheme.1 The guy who wrote the book on gullibility got taken by one of the greatest scammers
of all time. In fairness, Greenspan didn’t know Madoff. He invested in a fund that turned the
money over to the scheme. And Greenspan has been gracious in sharing his story and
explaining why he was drawn to investment returns that looked, in retrospect, too good to be
true.If you ask people to offer adjectives they associate with good decision makers, words like
“intelligent” and “smart” are generally at the top of the list. But history contains plenty of
examples of intelligent people who made poor decisions, with horrific consequences, as the
result of cognitive mistakes. Consider the following:In the summer of 1998, Long-Term Capital
Management (LTCM), a U.S. hedge fund, lost over $4 billion and had to be bailed out by a
consortium of banks. The senior professionals at LTCM, who included two recipients of the
Nobel Prize in economics, were highly successful up to that point. As a group, the professionals
were among the most intellectually impressive of any organization in the world and were large
investors in their own fund. They failed because their financial models didn’t sufficiently consider
large asset price fluctuations.2On February 1, 2003, the U.S. space shuttle Columbia
disintegrated when reentering the Earth’s atmosphere, killing all seven crew members. The
engineers at the National Aeronautics and Space Administration (NASA) were considered the
best and the brightest in the world. Columbia broke up because a piece of foam insulation broke
off during the launch and damaged the shuttle’s ability to protect itself from heat on reentry. The
problem of foam debris was not new, but since nothing bad had happened in the past, the
engineers overlooked the issue. Rather than considering the risks from the debris, NASA took
the lack of problems as evidence that everything was okay.3Within a few weeks in the fall of
2008, Iceland’s three largest banks collapsed, its currency dropped by more than 70 percent,
and its stock market lost more than 80 percent of its value. After the banking sector was
privatized in 2003, the large banks increased their assets from roughly one times Iceland’s GDP
to close to ten times GDP, “the most rapid expansion of a banking system in the history of
mankind.” Known as a country of well-educated and measured people, Iceland’s citizens went
on a debt-fueled spending spree, driving up asset prices. While each person might be able to
rationalize his own decisions, collectively the country ran off an economic cliff.4No one wakes
up thinking, “I am going to make bad decisions today.” Yet we all make them. What is particularly
surprising is some of the biggest mistakes are made by people who are, by objective standards,
very intelligent. Smart people make big, dumb, and consequential mistakes.Keith Stanovich, a



psychologist at the University of Toronto, argues that the intelligence quotient (IQ) tests we rely
on to judge who is smart do not measure the essential raw materials for making quality
decisions. “Although most people would say that the ability to think rationally is a clear sign of
superior intellect,” he writes, “standard IQ tests devote no section to rational thinking.”5 Mental
flexibility, introspection, and the ability to properly calibrate evidence are at the core of rational
thinking and are largely absent on IQ tests.Smart people make poor decisions because they
have the same factory settings on their mental software as the rest of us, and that software isn’t
designed to cope with many of today’s problems. So our minds frequently want to see the world
one way—the default—while a better way to see the world takes some mental effort. A simple
example is an optical illusion: you perceive one image while the reality is something
different.Beyond the problem of mental software, smart people also make bad decisions
because they harbor false beliefs. For instance, Sir Arthur Conan Doyle, known best as the
creator of the detective Sherlock Holmes, believed in many forms of spiritualism, such as the
existence of fairies. These beliefs prevent clear thinking. To make good decisions, you frequently
must think twice—and that’s something our minds would rather not do.This focus on mistakes
may sound depressing, but this book is really a story of opportunity. The opportunity comes in
two flavors. You can reduce the number of mistakes you make by thinking about problems more
clearly. According to research by Stanovich and others, if you explain to intelligent people how
they might go wrong with a problem before they decide, they do much better than if they solve
the problem with no guidance. “Intelligent people perform better only when you tell them what to
do!” exclaims Stanovich. Also, you can see and capitalize on the mistakes that other people
make. As shrewd businesspeople know, one man’s mistake is another’s opportunity. Over time,
the most rational thinker will win. Think Twice is about identifying these opportunities.I will take
you through three steps:Prepare. The first step is mental preparation, which requires you to learn
about the mistakes. In each chapter, I discuss a mistake, with examples from a range of
professions, and use academic research to explain why you make them. I also examine how
these mistakes have big consequences. Even though they have the best of intentions, investors,
businesspeople, doctors, lawyers, government officials, and other professionals routinely botch
their decisions, often with extremely high costs.Recognize. Once you are aware of the
categories of mistakes, the second step is to recognize the problems in context, or situational
awareness. Here, your goal is to recognize the kind of problem you face, how you risk making a
mistake, and which tools you need to choose wisely. Mistakes generally arise from the mismatch
between the complex reality you face and the simplifying mental routines you use to cope with
that complexity. The challenge is to make intellectual links between realms that may not appear
similar on the surface. As you will see, a multidisciplinary approach can yield great insight into
decision making.Apply. The third and most important step is to mitigate your potential mistakes.
The goal is to build or refine a set of mental tools to cope with the realities of life, much as an
athlete develops a repertoire of skills to prepare for a game. Many of these tips involve keeping
your intuition in check while using an approach that feels counterintuitive.By the way, I claim no



immunity from these cognitive mistakes and still fall for every one that I describe in the book. My
personal goal is to recognize when I enter a danger zone while trying to make a decision and to
slow down when I do. Finding the proper point of view at the appropriate time is critical.Prepare,
Recognize, Apply—and Win a T-ShirtLike many instructors of finance, I do experiments with my
students to show how bright people fall into traps while making decisions. In one experiment, I
present the class with a jar of coins and ask everyone to bid independently on the value of its
contents. Most students bid below the actual value, but some bid well above the coins’ worth.
The highest bidder wins the auction but overpays for the coins. This is known as “the winner’s
curse.” It’s important in corporate mergers and acquisitions, because when companies bid
against one another to buy a target corporation, the highest bidder frequently pays too much.
The experiment gives the students (doubly so the winner) firsthand experience.6To spice up
such experiments, instructors often turn them into contests with prizes for the individuals who do
best. I attended a two-day conference on “Investment Decisions and Behavioral Finance” at
Harvard University that included a couple of those contests. My reading and teaching had
familiarized me with these experiments. When I first tried them, I did poorly—below average. But
I then studied the principles, practiced identifying the problems, and learned the techniques to
approach them properly.The first was a test of overconfidence. Richard Zeckhauser, a political
scientist at Harvard University and a champion bridge player, gave each participant a list of ten
unusual questions of fact (e.g., gestation period of an Asian elephant) and asked for both a best
guess and a high and low estimate, bounding the correct answer with 90 percent confidence.
For example, I might reason that an elephant’s gestation is longer than a human’s and guess
fifteen months. I might also feel 90 percent assured that the answer is somewhere between
twelve and eighteen months. If my ability matches my confidence, then I would expect the
correct answers to fall within that range nine times out of ten. But, in fact, most people are
correct only 40 to 60 percent of the time, reflecting their overconfidence.7 Even though I didn’t
know the answers to those ten questions, I had a sense of where I might go wrong, so I adjusted
my initial estimates. I won that contest and got a book.The second experiment showed the
failure of pure rationality. Here, Richard Thaler, one of the world’s foremost behavioral
economists, asked us to write down a whole number from zero to one hundred, with the prize
going to the person whose guess was closest to two-thirds of the group’s average guess. In a
purely rational world, all participants would coolly carry out as many levels of deduction as
necessary to get to the experiment’s logical solution—zero. But the game’s real challenge
involves considering the behavior of the other participants. You may score intellectual points by
going with naught, but if anyone selects a number greater than zero, you win no prize. The
winning answer, incidentally, is generally between eleven and thirteen.8 I won that contest too,
and got a T-shirt.As Thaler tossed me my prize, he grumbled, “You don’t deserve this because
you knew what was going on.”Yes, I did know what was going on. That was the point. And that is
the point of this book.The Magic Square: Making Hard Problems EasyPreparation and
recognition give you new points of view that can make tough problems simpler. One example is



a game called Sum-to-Fifteen, conceived by the celebrated economist, Herbert Simon. You lay
nine cards, numbered one through nine, face up on a table. Two players alternate selecting
cards with the goal of collecting three cards that add up to fifteen. If you’ve never played the
game before, try it. Or offer to try it on some friends or colleagues and watch carefully as they go
back and forth.The game is moderately hard, because you must keep in your head a running
total of your numbers as well as those of your opponent. You must think offensively, getting three
cards that add up to fifteen, as well as defensively, preventing your opponent from doing the
same. It is common for one person to win as his opponent gets tangled in the numbers.Now I’ll
introduce a magic square that makes the game much easier:Note the numbers sum to fifteen if
you look at them vertically, horizontally, or diagonally. All of a sudden, the game becomes very
easy: it’s the childhood favorite, tic-tac-toe (also known as naughts and crosses). Once you
perceive the game as tic-tac-toe, the winning path is much clearer. A tie should be a worst-case
scenario, and losing is, well, inexcusable.9Most people do not find it natural to match ideas from
their mental database to tricky situations in the real world. Our brains are not wired for the
process of moving from preparation to recognition. Indeed, typical decision makers allocate only
25 percent of their time to thinking about the problem properly and learning from experience.
Most spend their time gathering information, which feels like progress and appears diligent to
superiors. But information without context is falsely empowering. If you do not properly
understand the challenges involved in your decision, this data will offer nothing to improve the
accuracy of the decision and actually may create misplaced confidence.10Process or Outcome:
Which Should You Focus On?Three factors determine the outcomes of your decisions: how you
think about the problem, your actions, and luck. You can familiarize yourself with common
mistakes, recognize the situation you’re in, and take what appears to be the correct action. But
luck, by definition, is beyond your control, even though it may determine the outcome (especially
over the short term). That statistical reality begs a fundamental question: should you evaluate the
quality of your decisions based on the process by which you make the decision or by its
outcome?The intuitive answer is to focus on outcomes. Outcomes are objective and sort
winners from losers. In many cases, those evaluating the decision believe that a favorable
outcome is evidence of a good process. While pervasive, this mode of thinking is a really bad
habit. Kicking the habit opens up a world of insight into decision making.Our most challenging
decisions include an element of uncertainty, and at best we can express the possible outcomes
as probabilities. Further, we must make decisions even when the information is incomplete.
When a decision involves probability, good decisions can lead to bad outcomes, and bad
decisions can lead to good outcomes (at least for awhile). Say, for example, that you are playing
blackjack in a casino and are dealt cards that add up to eighteen. Going against standard
blackjack strategy, you ask for a hit and the dealer flips a three, making your hand. That’s a poor
process and a favorable outcome. Play that same hand a hundred times, and you will lose on
average, as standard strategy acknowledges.In a probabilistic environment, you are better
served by focusing on the process by which you make a decision than on the outcome.



Blackjack is a game of chance. That means you will do best by following a rule that reflects the
real probability of being dealt the right cards: don’t hit when you’ve been dealt a seventeen or
more. But it’s crucial to bear in mind that because of the substantial role that luck plays in this
process, good decisions don’t ensure attractive outcomes. If you make a good decision and
suffer a poor outcome, pick yourself up, dust yourself off, and get ready to do it again.When
evaluating other people’s decisions, you are again better served by looking at their decision-
making process rather than on the outcome. There are plenty of people who succeed largely by
chance. More often than not, they are completely unaware of how they did it. But they almost
always get their comeuppance when fortune stops smiling on them. Likewise, skillful people who
have suffered a period of poor outcomes are often a good bet, since luck evens out over
time.11Picking the Main Mistakes We Professionals MakeThe primary audience for this book is
investors and businesspeople, although the concepts are relevant for other professionals as
well. This book is neither a survey of common mistakes nor an exposition of one big theme. For
instance, most books focus either on the components of prospect theory (loss aversion,
overconfidence, framing effects, anchoring, and the confirmation bias) or they dwell on one
important idea.12 Rather, I have tried to select the concepts that I have found most useful,
based on my experience in the investment industry and through my study of psychology and
science.Each of the following chapters discusses a common decision mistake, illustrates why
that mistake is consequential, and offers some thoughts on how to manage the problem.
Specifically:Chapter 1, “The Outside View: Why Big Brown Was a Bad Bet,” describes our
tendency to consider each problem as unique rather than considering carefully the experience
of others. This mistake helps explain why executives express near-universal optimism when
acquiring other companies, despite the poor record of acquisition success.Chapter 2, “Open to
Options: How Your Telephone Number Can Influence Your Decisions,” deals with tunnel vision,
the failure to consider alternatives under certain conditions. Our minds want to reduce the
options at times when we should keep our alternatives open. Also, incentives may encourage
certain choices that are good for one person but not another.Chapter 3, “The Expert Squeeze:
Why Netflix Knows More Than Clerks Do About Your Favorite Films,” highlights our uncritical
reliance on experts. Experts tend to know about very narrow fields, justifying a skeptical view of
the claims and predictions they make. Increasingly, people can more effectively solve problems
by making models of decisions using computers or by accessing the wisdom of crowds than by
relying on experts.Chapter 4, “Situational Awareness: How Accordion Music Boosts Sales of
Burgundy,” underscores the crucial role of context in decision making. As much as we like to
think of ourselves as objective, the behavior of those around us exerts extraordinary influence on
our decisions. It also shows why we should not be too quick to judge the behavior of others
without fully appreciating the context of their decisions.Chapter 5, “More Is Different: How Bees
Find the Best Hive Without a Real Estate Agent,” explores the pitfalls of understanding complex
systems on the wrong level. Attempting to understand macro behavior by aggregating micro
behavior fails because the total is greater than the sum of the parts. You can’t understand an ant



colony by watching what one ant does. The chapter also shows that it is nearly impossible to
manage a complex system, a lesson the U.S. government learned as it coped with the financial
crisis of 2007–2009.Chapter 6, “Evidence of Circumstance: How Outsourcing the Dreamliner
Became Boeing’s Nightmare,” cautions against predicting cause and effect for a system based
on attributes rather than circumstances. The answer to most questions in life is, “It depends.”
This chapter explores how to think about what it depends on.Chapter 7, “Grand Ah-Whooms:
How Ten Brits Made the Millennium Bridge Wobble,” covers phase transitions, in which small
perturbations to a system can lead to large changes. Since cause and effect are difficult to
identify when phase transitions occur, it’s almost impossible to predict the outcome. That’s why
no one knows where the next hit movie or song will come from.Chapter 8, “Sorting Luck from
Skill: Why Investors Excel at Buying High and Selling Low,” deals with the role of skill and luck in
outcomes and emphasizes the concept of reversion to the mean, which is often misunderstood.
For example, sports reporters and business commentators are generally oblivious to roles of
skill and luck as they report on successes and failures.The conclusion, “Time to Think Twice,”
summarizes advice on how to think about the mistakes discussed throughout the book. It also
recommends some specific techniques for gaining a decision-making edge, such as maintaining
a decision journal, to put these ideas into practice.Daniel Kahneman, a psychologist at
Princeton University who won the 2002 Nobel Prize in economics, once noted his surprise at
how ambivalent people are about the process of decision making.13 While they talk about
improving, very few are willing to spend the time and money necessary to learn and, ultimately,
to change. In the following chapters, I will introduce concepts that can help you make better
decisions. I hope you will also have some fun along the way.I chose the themes for each chapter
with three criteria in mind. The issues had to be common. Once you internalize a few of these
concepts, you will see them everywhere—in the decisions you face as well as in the decisions of
others. The concepts had to be identifiable. The themes here are not meant to be subtle or
nuanced, and you will see them pop up in places where you may have overlooked them before.
Finally, the mistakes associated with the themes had to be preventable. While I can’t guarantee
you success, I can help you improve how you make decisions.CHAPTER ONEThe Outside
ViewWhy Big Brown Was a Bad Bet“IT’S A FOREGONE CONCLUSION.” So proclaimed Rick
Dutrow on the likelihood that his race horse, Big Brown, would capture the coveted Triple Crown
in 2008. Winning the Triple Crown is a tremendous feat. A horse must win the Kentucky Derby,
the Preakness Stakes, and the Belmont Stakes on three tracks of different lengths over just five
weeks. Before Big Brown’s attempt, only eleven horses had succeeded in the preceding century,
and none had done so in the previous thirty years. Here was Big Brown, only one race away from
horse-racing “immortality.”1Dutrow, the horse’s trainer, had reason to be optimistic. Not only was
his three-year-old colt undefeated in his first five starts, he was dominant. Although the odds
makers placed only a 25 percent probability on his winning the Kentucky Derby, Big Brown won
by four-and-three-quarters lengths. He was stronger still in the Preakness, crossing the finish
line five-and-one-quarter lengths ahead of the field, even though his jockey eased him coming



down the home stretch. In his last race, the Belmont, Big Brown faced mediocre competition,
and his biggest challenger, Casino Drive, dropped out of the race at the last minute.Not
surprisingly, enthusiasm for Big Brown built. Sensing opportunity, UPS, the company after which
Big Brown was named, signed a marketing deal that included a corporate logo on the jacket of
Big Brown’s outrider. A majority of racetrack pros picked him to win the race. And then there was
Big Brown himself. He was portrayed as strong, confident, and ready. Dutrow gushed, “He looks
as good as he can possibly look. I can’t find any flaws whatsoever in Big Brown. I see the
prettiest picture. I’m so confident, it’s unbelievable.”2 The fans agreed: attendance for the pivotal
race was double what it had been in the previous year despite the sweltering heat, as the crowd
yearned to see history made.Big Brown made history, all right. It just wasn’t the kind of history
everyone expected. He finished dead last, which no Triple Crown contender had ever
done.3Veterinarians gave Big Brown a full physical exam following the race and he appeared to
be fine. His capricious performance evoked what lab researchers call Harvard’s Law, “Under the
most rigorously controlled conditions of pressure, temperature, volume, humidity, and other
variables, the organism will do as it damn well pleases.”4However, there was another way of
looking at Big Brown’s chances of winning the Triple Crown, one that was far less optimistic
about his prospects of joining the pantheon of horse racing. This point of view asked a simple
question: how successful were other horses when they were in Big Brown’s position?Steven
Crist, a talented writer and renowned handicapper, provided some sobering statistics.5 Of the
twenty-nine horses with a chance to capture the Triple Crown after winning the Kentucky Derby
and the Preakness Stakes, only eleven triumphed, a success rate less than 40 percent. But a
closer examination of those statistics yielded a stark difference before and after 1950. Before
1950, eight of the nine horses attempting to win the Triple Crown succeeded. After 1950, only
three of twenty horses won. It’s hard to know why the achievement rate dropped from nearly 90
percent to just 15 percent, but logical factors include better breeding (leading to more quality
foals) and bigger starting fields.While a 15 percent rate of success may raise some concern, it
doesn’t take into consideration Big Brown’s innate ability and impressive track record. After all,
not all of the horses in a position to win the Triple Crown had similar talent. One way to compare
horses is the Beyer Speed Figure, which assigns a number to a horse’s performance based on
the time of the race and the speed of the track, given the weather conditions. Higher speed
figures are better.Table 1-1 shows the speed figures in the first two Triple Crown races for the
last seven aspirants, including Big Brown. The sample is small because speed figures have
been widely available only since 1991. While his jockey’s actions likely pared a few points from
his Preakness figure, Big Brown looked downright lead-hoofed when compared to the other
horses. Even considering the so-so Belmont field, it was obvious that Big Brown was not certain
to win. Yet the bettors had Big Brown’s odds at a euphoric three-to-ten, implying he had more
than a 75 percent probability of winning the final leg. Crist and other sharp handicappers had the
horse sense to recognize the tote board substantially overstated Big Brown’s chance of
winning.These contrasting points of view reveal our first mistake, a tendency to favor the inside



view over the outside view.6 An inside view considers a problem by focusing on the specific task
and by using information that is close at hand, and makes predictions based on that narrow and
unique set of inputs. These inputs may include anecdotal evidence and fallacious perceptions.
This is the approach that most people use in building models of the future and is indeed
common for all forms of planning. Rick Dutrow and the other fans of Big Brown dwelled largely
on the inside view, including the horse’s wins and imposing physical appearance. This comes
naturally but almost always paints too optimistic a picture.TABLE 1-1Beyer Speed Figures for
Triple Crown contendersHorseKentucky DerbyPreaknessTotalSilver Charm115118233Smarty
Jones107118225Funny Cide109114223War Emblem114109223Real
Quiet107111218Charismatic108107215Big Brown109100209Source: Steven Crist.The outside
view asks if there are similar situations that can provide a statistical basis for making a decision.
Rather than seeing a problem as unique, the outside view wants to know if others have faced
comparable problems and, if so, what happened. The outside view is an unnatural way to think,
precisely because it forces people to set aside all the cherished information they have gathered.
Handicappers using the outside view judged Big Brown to be a very poor bet, as the experience
of other horses in the same spot suggested a probability of winning that was much lower than
what was on the tote board. The outside view can often create a very valuable reality check for
decision makers.Why do people tend to embrace the inside view? Most of us are unduly
optimistic a good deal of the time. Social psychologists distinguish three illusions that lead
people to the inside view.7To introduce the first illusion, take a moment to answer (honestly!) the
following questions either yes or no:I am an above-average driver.I have an above-average
ability to judge humor.My professional performance places me in the top half of my
organization.If you are like most people, you said yes to all three questions. This shows the
illusion of superiority, which suggests people have an unrealistically positive view of themselves.
Of course, not everyone can be above average. In a classic 1976 survey, the College Board
asked high school test takers to rate themselves on a host of criteria. Eighty-five percent
considered themselves above the median in getting along with others, 70 percent above the
median in ability to lead others, and 60 percent above the median in sports. One survey showed
that more than 80 percent of people believed that they were more skillful than half of all
drivers.8Remarkably, the least capable people often have the largest gaps between what they
think they can do and what they actually achieve.9 In one study, researchers asked subjects to
rate their perceived ability and likely success on a grammar test. Figure 1-1 shows that the
poorest performers dramatically overstated their ability, thinking that they would be in the next-to-
highest quartile. They turned in results in the bottom quartile. Furthermore, even when
individuals do acknowledge that they are below average, they tend to dismiss their shortcomings
as inconsequential.FIGURE 1-1The least competent are often the most confidentSource: Justin
Kruger and David Dunning, “Unskilled and Unaware of It: How Difficulties in Recognizing One’s
Own Incompetence Lead to Inflated Self-Assessments.” Journal of Personality and Social
Psychology 77, no. 6 (1999): 1121–1134.The second is the illusion of optimism. Most people see



their future as brighter than that of others. For example, researchers asked college students to
estimate their chances of having various good and bad experiences during their lives. The
students judged themselves far more likely to have good experiences than their peers, and far
less likely to have bad experiences.10Finally, there is the illusion of control. People behave as if
chance events are subject to their control. For instance, people rolling dice throw softly when
they want to roll low numbers and hard for high numbers. In one study, researchers asked two
groups of office workers to participate in a lottery, with a $1 cost and a $50 prize. One group was
allowed to choose their lottery cards, while the other group had no choice. Luck determined the
probability of winning, of course, but that’s not how the workers behaved.Before the drawing,
one of the researchers asked the participants at what price they would be willing to sell their
cards. The mean offer for the group that was allowed to choose cards was close to $9, while the
offer from the group that had not chosen was less than $2. People who believe that they have
some control have the perception that their odds of success are better than they actually are.
People who don’t have a sense of control don’t experience the same bias.11I must concede that
my occupation, active money management, may be one of the best examples of the illusion of
control in the professional world. Researchers have shown that, in aggregate, money managers
who actively build portfolios deliver returns lower than the market indexes over time, a finding
that every investment firm acknowledges.12 The reason is pretty straightforward: markets are
highly competitive, and money managers charge fees that diminish returns. Markets also have a
good dose of randomness, assuring that all investors see good and poor results from time to
time. Despite the evidence, active money managers behave as if they can defy the odds and
deliver market-beating returns. These investment firms rely on the inside view to justify their
strategies and fees.The Odds of Success Are Poor … But Not for MeA vast range of
professionals commonly lean on the inside view to make important decisions with predictably
poor results. This is not to say these decision makers are negligent, naïve, or malicious.
Encouraged by the three illusions, most believe they are making the right decision and have faith
that the outcomes will be satisfactory. Now that you are aware of the distinction between the
inside and outside view, you can measure your decisions and the decisions of others more
carefully. Let’s look at some examples.Corporate mergers and acquisitions (M&A) are a
multitrillion dollar global business year in and year out. Corporations spend vast sums
identifying, acquiring, and integrating companies in order gain a strategic edge. There is little
doubt that companies make deals with the best of intentions.The problem is that most deals
don’t create value for the shareholders of the acquiring company (shareholders of the
companies that are bought do fine, on average). In fact, researchers estimate that when one
company buys another, the acquiring company’s stock goes down roughly two-thirds of the
time.13 Given that most managers have an explicit objective of increasing value—and that their
compensation is often tied to the stock price—the vigor of the M&A market appears moderately
surprising. The explanation is that while most executives recognize that the overall M&A record
is not good, they believe that they can beat the odds.“A high-quality beachfront property” is how



the chief executive officer of Dow Chemical described Rohm and Haas after Dow agreed to
acquire the company in July 2008. Dow was undaunted by the bidding war, which had driven the
price premium it had to pay to a steep 74 percent. Instead, the CEO declared the deal “a
decisive step towards establishing Dow as an earnings-growth company.”14 The enthusiasm of
Dow’s management had all the hallmarks of the inside view. When the deal was announced, the
stock price of Dow Chemical slumped 4 percent, putting the deal on top of a growing pile of
losses suffered through acquisitions.Basic math explains why most companies don’t add value
when they acquire another firm. The change in value for the buyer equals the difference between
the increase in cash flow from combining the two companies (synergies) and the amount over
the market value that the acquirer pays (premium). Companies want to get more than they pay
for. So if synergies exceed the premium, the price of the buyer’s stock will rise. If not, it will fall. In
this case, the value of the synergy—based on Dow’s own figures—was less than the premium it
paid, justifying a drop in price. Glowing rhetoric aside, the numbers were not good for the
shareholders of Dow Chemical.15The Plural of Anecdote Is Not EvidenceA few years ago, my
father was diagnosed with late-stage cancer. After the chemotherapy failed, he was basically out
of options. One day, he called seeking my advice. He had read a magazine advertisement about
an alternative cancer treatment that claimed near-miraculous results and pointed to a Web site
full of glowing testimonials. If he sent me the information, would I tell him what I thought?It didn’t
take long to do the research. No well-constructed studies had shown the treatment’s efficacy,
and the evidence in favor of the approach amounted to a collection of anecdotes. When my
father called back, I could hear in his voice that his mind was made up. Despite the substantial
cost and taxing travel, he wanted to pursue this long-shot alternative. When he asked me what I
thought, I told him, “I try to think like a scientist. And based on everything I can see, this won’t
work.” Hanging up the phone, I felt torn. I wanted to believe the story and go with the inside view.
I wanted my father to be well again. But the scientist in me admonished me to stick with the
outside view. Even considering the power of the placebo effect, hope is not a strategy.My father
died shortly after that episode, but the experience compelled me to think about how we decide
about our medical treatments. For a long time, the paternalistic model reigned in relationships
between physicians and patients. Physicians would diagnose a condition and select the
treatment that seemed best for the patient. Patients nowadays are more informed and generally
want to take part in making decisions. Physicians and patients frequently discuss the pros and
cons of various treatments and together select the best course of action. Indeed, studies show
that patients involved in making those decisions are more satisfied with their medical
treatment.But research also suggests that patients regularly make choices that are not in their
best interests, often due to a failure to consider the outside view.16 In one study, researchers
presented subjects with a fictitious disease and various treatments. Each subject had a choice
between two treatments. The first, the control treatment, had 50 percent effectiveness. The
second was one of twelve options that combined a positive, neutral, or negative anecdote about
a fictional patient with four possible levels of effectiveness, ranging from 30 percent to 90



percent.The stories made a huge difference and swamped the base-rate data in the decision-
making process. Table 1-2 tells the tale. Patients selected a treatment with 90 percent
effectiveness less than 40 percent of the time when it was paired with a story about a failed
patient. Conversely, nearly 80 percent of the patients selected a treatment with 30 percent
effectiveness when it was matched with a success story. The results of this study were fully
consistent with my father’s behavior.TABLE 1-2Are anecdotes more important than antidotes?
Percent of subjects choosing the treatmentBASE RATE90%70%50%30%Positive
anecdote88929378Neutral anecdote81816929Negative anecdote3943157Source: Angela K.
Freymuth and George F. Ronan, “Modeling Patient Decision-Making: The Role of Base-Rate and
Anecdotal Information,” Journal of Clinical Psychology in Medical Settings 11, no. 3 (2004): 211–
216.While it’s good for patients to be informed and engaged, they run the risk of being
influenced by sources that rely predominantly on anecdotes, including friends, family, the
Internet, and mass media. Doctors might find anecdotes to be an effective way of getting their
points across to patients. But doctors and patients should be careful not to lose sight of the
scientific evidence.17On Time and Within Budget—Maybe Next TimeYou will be familiar with
this example if you have ever been part of a project, whether it involved renovating a house,
introducing a new product, or meeting a work deadline. People find it hard to estimate how long
a job will take and how much it will cost. When they are wrong, they usually underestimate the
time and expense. Psychologists call this the planning fallacy. Here again, the inside view takes
over, as the majority of people imagine how they will complete the task. Only about one-quarter
of the population incorporates the base-rate data either from their own experience or from that of
others, while laying out planning timetables.Roger Buehler, a professor of psychology at Wilfrid
Laurier University, did an experiment that illustrates the point. Buehler and his collaborators
asked college students how long it would take to complete a school assignment with three levels
of chance: 50, 75, and 99 percent. For example, a subject might say that there was a 50 percent
chance that he would finish the project by next Monday, a 75 percent chance he’d be done by
Wednesday, and a 99 percent chance by Friday.Figure 1-2 shows how accurate the estimates
were: when the deadline arrived for which the students had given themselves a 50 percent
chance of finishing, only 13 percent actually turned in their work. At the point when the students
thought there was 75 percent chance they’d be done, just 19 percent had completed the project.
All the students were virtually sure they’d be done by the final date. But only 45 percent turned
out to be right. As Buehler and his fellow researchers note, “Even when asked to make a highly
conservative forecast, a prediction that they felt virtually certain that they would fulfill, students’
confidence in their time estimates far exceeded their accomplishments.”18This work has an
interesting twist. While people are notoriously poor at guessing when they’ll finish their own
projects, they’re pretty good at guessing about other people. In fact, the planning fallacy
embodies a broader principle. When people are forced to look at similar situations and see the
frequency of success, they tend to predict more accurately. If you want to know how something
is going to turn out for you, look at how it turned out for others in the same situation. Daniel



Gilbert, a psychologist at Harvard University, ponders why people don’t rely more on the outside
view, “Given the impressive power of this simple technique, we should expect people to go out
of their way to use it. But they don’t.” The reason is most people think of themselves as different,
and better, than those around them.19FIGURE 1-2
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BPB, “Useful for everyone. This is a thought-provoking book, supposedly a business book but
one that offers insights to people like me who only have to make the decisions of everyday life.
Since reading it, I keep seeing examples of the inside view and the outside view in making
decisions both by myself and by others. I live in a hurricane-prone area. After a natural disaster,
we have to deal with property damage, insurance companies, and scam artists posing as
contractors. How to sort it all out? Those who take the inside view are trusting to luck, while the
cautious people who examine the situation by taking the outside view are more likely to recover
from the catastrophe. How about investment decisions? It's the same thing. Those who take
the inside view may get lucky, or maybe they'll end up cursing their "luck." What's this business
about the inside and outside view?  Read the book.”

T. Pryor, “We need to teach decision-making. I borrowed this book title and some of the author's
advice in a speech to accounting students. My speech title was Think Twice ... ten illogical
actions to have a successful accounting career.Author Michael Mauboussin states on page 143
that almost everyone agrees decision-making is important yet we don't teach students how to
make good decisions. I recommended Think Twice plus Decisive by Chip & Dan Heath to the
students.I was not wow'ed by this book (therefore 4, not 5, stars) but had several Aha's:1. A
crowd of partially informed is more accurate than a handful of experts.2. Peter Drucker's
question to Campbell Soup leaders : "If we did not do this (promote tomato soup) already, would
we, knowing what we do now, go into it?" Drucker was one of the best at posing questions
instead of giving answers.3. To improve a team or organization, don't rely on bringing in a star.
Instead improve the whole instead of adding or subtracting one person.”

AdamSmythe, “Forewarned is forearmed.. This short and easy-reading book packs a real wallop
when it comes to identifying and explaining common mental tendencies that can impair our
judgment. These tendencies may be hard-wired into our DNA as a result of events thousands of
years ago. For example, suppose that while two cavemen were walking down a path, they both
heard a sound in a nearby bush. One caveman bolts immediately, while the other stops and
thinks to himself, "I wonder what that is?" While he's thinking, a rattlesnake strikes out and bites
him--and he dies shortly thereafter. That caveman's DNA didn't get passed on to future
generations, while the DNA of the caveman who ran first and thought later does. So it may make
sense that in uncertain or stressful situations, we have a tendency to react quickly. But modern
society's situations may call for careful thought more than immediate reaction, so at times even
smart people can be led by their instinctive responses into poor decisions. As author Michael
Mauboussin puts it, "Smart people make poor decisions because they have the same factory
settings on their mental software as the rest of us."This book is filled with interesting examples of
how our instinctive first responses can lead to less than optimal choices. I'll relate two of the



book's examples, so you can get a feel for what's in the book, and then you can hopefully
decided better whether you want to buy it. The first example that comes to mind may be called
the "inside versus outside" view. To illustrate "inside" thinking, consider the case of race horse
Big Brown in 2008. He won the Kentucky Derby by four and three-quarters lengths, and then he
won the Preakness Stakes by five and one-quarter lengths. Prior to Big Brown's attempt to win
the Belmont Stakes (and thus capture racing's Triple Crown), he looked great, and his owner
expressed a lot of confidence. On race day for the Belmont, Big Brown's odds were 3 - 10,
making him the easy (75% likelihood of winning) favorite. That's the details-oriented "inside"
view. The "outside" view is that of the 29 prior horses to compete in the Belmont after winning
both the Kentucky Derby and the Preakness, only 11 won the Belmont (about 38%). Further,
since 1950 (perhaps when better training methods were more commonly practiced) only 3 of 20
horses (15%) with a chance to win the Triple Crown won the Belmont. In short, the inside view
was optimistic, but the outside view wasn't. It turns out that Big Brown finished ninth in the
Belmont.A briefer second example of how our "mental models" affect our thinking and decision
making, concerns French and German wines available for sale in a store. When French music
was played, customers chose French wine 77% of the time, yet when German music was played
in the store, customers chose German wine 73% of the time. The customers were asked
whether they heard the music and whether it affected their choices. Most customers recalled
hearing the music, but they denied that it had anything to do with their choices.Okay, perhaps
these examples will help you understand the kind of reasoning processes that author
Mauboussin examines and discusses in Think Twice. Indeed, the book's title is the shortest
advice he has to give to people facing situations where instinctive responses may impede the
best decisions.  As they say, forewarned is for forearmed.”

Peter Sainsbury, “Don't think twice about reading this book. In many ways this book distills the
work of Tetlock into a much more digestable format. The book talks about how people are
unable to properly calibrate evidence, feeling like they have made progress through capturing
more and more information, taking the outside view, etc.The book is so much more than this,
and I definitely recommend reading it. Maubousssin highlights the importance of diversity,
aggregation and incentives in markets. If one or more of these factors is deficient then markets
are unlikely to be efficient. The author also highlights how we fail to understand the context (e.g.
in how people behave under different situations) and this leads us into making mental
shortcuts.One off the main recommendations from the book is to start using a decision journal to
capture your thoughts when making a decision - whether it is your reasoning for making a
certain investment or something more important like where to live, who to marry and so on.”

Shashank V. Nerurkar, “The Process of Decision Making. This is a short book which covers
different aspects of decision making. The author with his successful career in the field of
investing has explained the common pitfalls in decision making process with a number of



practical situations. At the end of each chapter he suggests steps to avoid the pitfall. The last
chapter 'Think Twice' is a summary and is immensely useful for all decision makers. The book is
highly recommended for Investors and Business Executives.”

Obede Davi, “a compiled of books that make us think better. I would say the book is a compiled
of hundreds of books/articles including famous ones like Thinkink Fast and Slow, Nudge, The
Halo Effect among others. I would recommend it, cause is a easy, fast and a very informative
reading.For sure it will help u think better.”

MD SAFDAR IMAM FATMI, “INFORMATIVE BOOK. a class book”

OliilO, “Re-Think your Thinking. Fascinating topics brought to life through the use of interesting
annecdotes. A book to keep close for reference on how to avoid unintentional missteps in
decision making.I Intend to read the other works of this author and look forward to future
publications.”

The book by Michael J. Mauboussin has a rating of 5 out of 4.5. 123 people have provided
feedback.

Copyright Dedication ACKNOWLEDGMENTS INTRODUCTION CHAPTER ONE: The Outside
View CHAPTER TWO: Open to Options CHAPTER THREE: The Expert Squeeze CHAPTER
FOUR: Situational Awareness CHAPTER FIVE: More Is Different CHAPTER SIX: Evidence of
Circumstance CHAPTER SEVEN: Grand Ah-Whooms CHAPTER EIGHT: Sorting Luck from
Skill CONCLUSION: Time to Think Twice NOTES BIBLIOGRAPHY ABOUT THE AUTHOR



Language: English
File size: 1119 KB
Text-to-Speech: Enabled
Screen Reader: Supported
Enhanced typesetting: Enabled
X-Ray: Enabled
Word Wise: Enabled
Print length: 222 pages
Lending: Not Enabled
Simultaneous device usage: Unlimited

http://ebook-download.neutronbyte.com/pdf-file/Wa18oYTP/d

