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Introduction

I meditate upon mankind’s advancement
From flint sparks into million-volted glare
That shows us everything but the future –
And leaves us not much wiser than we were.

Siegfried Sassoon

We make our decisions. Our decisions make us and our 
organisations.

In theory, decision-making is simple. A problem emerges. The 
goal is defined and the possible options for achieving it and solving 
the problem identified. These options are then analysed and the one 
that seems most effective is selected. Powerful mathematical tools are 
available to facilitate the task. Yet if it is so simple, why do businesses 
keep getting it wrong?

There is no shortage of examples of poor decision-making. Lehman 
Brothers might have survived if it had raised more capital or merged 
while it still had the chance. But it left it too late. The Royal Bank of 
Scotland was almost ruined by the decision to acquire ABN Amro. 
Toyota’s reputation was severely dented by the furore caused by its 
reluctance to recall vehicles with potentially lethal faults. Porsche lost its 
independence as a result of a decision to mount a takeover for VW. The 
Deepwater Horizon disaster exposed flaws in BP’s decision-making. 
Many more failures go unreported. Yet the costs, direct and indirect, are 
borne by shareholders, employees, taxpayers and ultimately society at 
large. Those costs, moreover, sometimes involve injury or loss of life.

No organisation makes perfect decisions all the time. Decision-
making is a lot harder than the textbooks suggest. All decisions 
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2 Guide To decision makinG

involving uncertainty risk failing. Ultimately, there is nothing for it 
but for decision-makers to “put up the money and roll the dice”. Yet 
there is no need for firms to learn the hard way. The starting point 
is to distinguish between a mistake made amid the fog of war and 
a systematic error of judgment. We can do nothing about the fog 
of war. But systematic errors are avoidable. This book is about why 
systematic errors are made, how they result in bad decisions and how 
to make better decisions.

Predictable surprises
Failure frequently takes firms by surprise. Lehman Brothers was 
hardly the only firm trading in subprime mortgage derivatives. The 
Royal Bank of Scotland was not the first firm to pay too much for 
an acquisition. Toyota may well have been right about the media 
exaggerating the so-called “sticky pedals” problem. Porsche’s bid for 
VW almost succeeded. BP thought it had instilled a safety culture. The 
point is that in retrospect, failure often seems to have been virtually 
inevitable.

Strictly speaking, if something is inevitable it can hardly be a 
surprise. This book explores that paradox and goes off the beaten 
track in the process. There are no decision trees, no spreadsheets, 
no financial tables and no mathematical models in the text. 
Quantification and analysis have their place. But this book is mainly 
concerned with what lies behind the mask of science – the gap that 
may lie between theory and practice, and between what we know 
and believe to be true and what actually is true.

The main theme of this book is that rationality is not so much a 
guide as an achievement, forged from myriad non-rational influences. 
It explores the nature of these influences and how they can influence 
decisions. For example, in theory firms scan the environment looking 
for threats and opportunities. In practice it may be more accurate to 
describe firms as forever creating their environments and editing out 
the inconvenient elements. By acting as if their creations are real, 
firms can end up occupying a world of fantasy.

Nothing is certain. Not even the “known knowns”. The quotation 
from Siegfried Sassoon’s poem “Cleaning the Candelabrum” reminds 
us that even the most powerful mathematical models of choice offer 
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 Introduction 3

no certainty. But if we understand the uncertainty that lies behind 
them, we can make better decisions.

Where surprises come from
Calamity loves the overconfident. This is because overconfidence 
tempts us to take bigger and bigger risks. Chapter 1 explains why most 
decision-makers are overconfident to begin with and why repeated 
success can amplify the danger. Humility is the cure.

Perception is reality. Yet perception is usually wrong. Chapter 2 
explains why. To make sense of their worlds, decision-makers filter 
information. Filters are double edged. They speed up decision-making 
by enabling decision-makers to separate the wheat from the chaff. 
But filters also distort vision. Since those distortions are systematic, 
provided decision-makers know about them they can correct for them.

Firms use filters too. Chapter 3 explains how and why those filters 
can prevent firms from seeing the blindingly obvious. Particular 
attention is paid to why problem formulation is not a neutral (rational) 
exercise but open to all manner of influences and why “reality” is best 
viewed as a myth. All myths are partly true. Therefore all myths are 
partly false. The trouble is decision-makers forget about the bit that is 
false. Instead of defining reality aggressively, decision-makers should 
treat it as “useful fiction”.

In theory, information keeps decision-makers in touch with 
reality. In practice, it can have the opposite effect. Chapter 4 explains 
why this is so. More specifically, what tends to happen is that the 
decision-maker’s graphs, spreadsheets and the like become the way 
of seeing when these artefacts are only ever a way of seeing. Since 
a way of seeing is also a way of not seeing, information can lead 
decision-makers into a hermetically sealed world where everything 
seems to be under control. But that belief is an illusion. That is why it 
is important for decision-makers to escape to reality.

Chapter 5 focuses on group dynamics. Groups can make better 
decisions than individuals acting alone because they bring diverse 
mindsets and experience to problems. But groups are not only prone 
to making the same errors of judgment as individuals; they can also 
become conspiracies of optimism. Many of the problems of group 
dynamics are hard to eliminate completely. Good leadership is the 
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most important thing.
Chapter 6 is where all the vested interests, truths, half-truths and 

arguments of the day converge. The starting point of this chapter on 
politics and political behaviour in firms is why control is never perfect. 
Not even in the most autocratic firms. The main political tactics that 
people use to influence decisions are then explored, including the 
role of “silent power”. Politics may give rise to the “four deadly Ds”: 
delay, dissimulation, deflection and dilution. Yet this chapter should 
not be read as an argument for banning politics. Politics may explain 
the aphorism that a camel is a horse produced by a committee. But 
the absence of politics may result in something worse.

Chapter 7 explores the “irrationality of rationality”. It takes issue 
with rationality itself. The main idea is that decision-makers can act in 
ways that are logical and purposeful, yet the results are self-defeating. 
An important lesson is that “more” of a good thing is not always better.

Robert Burns, a poet, reminds us in his poem To a Mouse that the 
best-laid plans frequently go awry. Yet we know a lot more about how 
to get firms moving than how to stop them when decisions threaten to 
go awry. Chapter 8 focuses on escalation of commitment. It explores 
why, instead of culling poor projects, decision-makers may reinvest 
in them, only to end up “throwing good money after bad”. Good 
management is the answer.

Chapter 9 considers a more insidious form of “lock-in” known 
as entrapment. Whereas escalation results from deliberate decisions 
to reinvest in failing projects, entrapment happens mainly through 
the simple passage of time. Even so, entrapment may be avoidable, 
provided decision-makers remember three things: the passage of time 
may not be without cost; doing nothing is itself a decision – with 
consequences; more may be lost by not taking a risk.

Chapter 10 deals with options. These are presented as a style of 
thinking. That thinking can be applied to minimise escalation and 
entrapment and even profit from uncertainty. The main types of 
option are discussed as well as some of the pitfalls.

The last chapter discusses controversial research that suggests that 
the most important thing in decision-making is to do what feels right. 
When the time comes to “put up the money and roll the dice”, what 
should have the last word, intuition or analysis?

Better Decision-Making.indd   4 06/06/2012   18:20



1 Illusions of control: the 
confidence trap

“Think it possible that you may be mistaken.”
Quaker Advices and Queries

in ocTober 2008, Wendelin Wiedeking, Porsche’s chief executive, 
announced an imminent takeover of VW. Hedge funds that had bet 
on VW’s share price falling were confounded. Tearful fund managers 
confronted huge losses. Yet within six months, Porsche was almost 
bankrupt. In a humiliating reversal, VW turned the tables on the 
predatory Porsche, which lost its independence – when it had 
seemed to come within an ace of success. Porsche was ruined by 
overconfidence. Yet why was Porsche so sure? What made it believe 
that it could dominate a company 82 times its size?

Calamity loves overconfidence. This chapter explores what causes 
overconfidence and how it can lead to calamity. The starting point 
is that most managers are confident to begin with. Repeated success 
makes them even more confident and therefore more prone to 
behaving recklessly – though without realising it. Business is a game of 
skill and luck. The important thing is not to depend too much on luck.

Illusions of control
In 1980, Shelly Taylor, a psychologist, published a controversial book 
entitled Positive Illusions.1 Taylor’s theme (supported by substantial 
research evidence) is that most people are out of touch with reality 
most of the time. For instance, whereas depression is popularly 
regarded as seeing things as worse than they are, Taylor argues that 
depression is seeing things as they are.

Psychologists call it the illusion of control, a reference to our innate 
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tendency as human beings to overestimate our ability to achieve 
outcomes, even those that are obviously due to chance. For instance, 
would you prefer to choose a lottery ticket or accept a ticket from 
the shopkeeper? (Assume that the shopkeeper is honest.) Logically, it 
makes no difference to the probability of winning. Yet you may prefer 
to choose the ticket – why?

Research into gambling behaviour has shown that players often 
behave as if they can control chance events. For instance, they shake 
the cup hard if they need high numbers on the dice and softly if they 
need low numbers. Then there is the daily “to do” list. Those who 
compile such lists typically overestimate what they can achieve in 
a day. Yet that does not stop them from compiling yet another list – 
as if they never learn. Overconfidence may also encourage frequent 
trading in stockmarkets. That is, frequent traders may assume that 
their stock selections will be so successful that transaction costs will 
prove immaterial.

Our innate tendency to overestimate our abilities means we often 
see ourselves as superior to other people. We also view ourselves 
more positively than others see us. We often overstate the value of 
our own contributions, while undervaluing contributions made by 
other people. For instance, in 1923 two Canadian scientists, Frederick 
Banting and James Macleod, won the Nobel Prize in medicine for 
the discovery of insulin. Banting claimed that Macleod had been 
more of a hindrance than a help while Macleod omitted Banting’s 
name from all the speeches describing the research leading up to 
the discovery. Similarly, in group work, most people remember their 
own contributions rather than those made by other members of the 
group. Negotiators often underestimate the bargaining power of their 
opponents and overestimate the likelihood that their final offer will 
be accepted.

Research has shown that most people value themselves too highly. 
The result may be that they price themselves (or their firms) out of the 
market. The chief executive of a multinational company says:

We needed a piece of research done. Firms in the US and Australia 
wanted around $20 million for the job. A firm in India said they 
would do it if we re-kitted their laboratories – $3 million – and they 
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 Illusions of control: the confidence trap 7

had all the infrastructure and staff in place to support the research – 
same as the US and Australia.

Lesson: be humble.
Overconfidence breeds complacency. When NASA first launched 

the Apollo moon-landing expeditions in the 1960s, it was so afraid of 
failure that engineers had to prove that every launch was safe before 
it could go ahead. As the technology became routine, the system 
developed a false confidence in itself. Safety standards were lowered. 
That meant rockets would be launched unless engineers could prove 
that it was unsafe to do so. The consequences of NASA’s complacency 
were graphically demonstrated when the spaceship Challenger 
exploded on take-off killing all on board – before a television 
audience of millions. Similarly, as memories of Three Mile Island 
and Chernobyl receded, attitudes towards nuclear energy relaxed. 
Then in 2011 an earthquake struck Japan followed by a tsunami. 
Reactors melted down releasing high levels of radioactivity into 
the atmosphere and the ocean. The disaster also exposed systemic 
weaknesses, including poor location of the reactors, poor accident 
preparation, poor emergency response and weak regulation. It was 
the old story. We forget that a history of no accidents does not mean 
something is safe.

Toyota’s leaders inflicted huge damage upon the company by 
refusing to recall vehicles with potentially lethal accelerator pedals. 
Toyota had known about the “sticky accelerator pedal” problem 
for months (possibly years) before reports began appearing in the 
news in late 2009, but acted only when forced to do so by mounting 
public pressure. The company was finally galvanised into action 
following worldwide dissemination of a recording of the last words 
of a passenger in a hired Lexus that allegedly sped out of control. In 
a 911 emergency call made just before the car crashed, Chris Lastrella 
is heard saying, “We’re in a Lexus … and we’re going north on 125 and 
our accelerator is stuck … we’re in trouble … there’s no brakes … we’re 
approaching the intersection … hold on … hold on and pray … pray.”2 
Lastrella was killed in the crash along with the driver of the car and 
two other passengers. Part of Toyota’s problem may have been that it 
simply could not believe that its cars could be less than perfect.
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The confidence trap
Nothing succeeds like success, according to the proverb. Yet repeated 
success can destroy us. This is because, if we are consistently 
successful, we expect to succeed. Just as people who experience early 
wins in games of chance tend to raise their bets, repeated success can 
tempt us to take bigger and bigger risks because we feel invulnerable. 
Barings almost came to grief 100 years before it was destroyed by 
Nick Leeson’s activities in the early 1990s. During the 1880s Barings 
was flying high as evidenced by the runaway success of the Guinness 
flotation of 1886, when investors, desperate to acquire shares, resorted 
to wrapping their application forms round stones and hurling them 
through Barings’ windows. Barings then determined upon an even 
bolder venture, namely a waterworks project in Argentina. This time 
Lord Revelstoke, Barings’ senior partner, decided that underwriting 
was superfluous. The issue failed. Barings was left holding the 
shares. The firm had to be rescued by the government because of 
the systemic threat. The partners lost everything. Lord Revelstoke’s 
mistake was dispensing with underwriting. That decision made the 
venture much more risky. Lord Revelstoke took the decision because 
he assumed that the Guinness success would be repeated. Such was 
his overconfidence that it never occurred to him that it might not be.

Modern firms are by no means immune from the overconfidence 
trap. In 2007, Vodafone triumphantly launched a $10.9 billion 
expansion into India by acquiring a 66% stake in Hutchinson Essar, 
renamed Vodafone Essar. Vodafone expected to acquire a substantial 
share of India’s growing market for mobile telephony. Yet within three 
years, it was forced to write down the value of its Indian business 
by 25%. This embarrassing reversal happened because whereas most 
countries have three or four network operators, India has 15. An overly 
confident Vodafone failed adequately to consider the implications 
of this basic statistic. (The venture has since prospered despite the 
inauspicious start.) Similarly, Porsche’s status as the most profitable 
carmaker in the world may have gone to its directors’ heads. Success 
also boosts our self-esteem. High self-esteem may also explain (but 
not excuse) unethical behaviour. That is, executives with high self-
esteem may believe that they are incapable of acting unethically.
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