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  Foreword


Right from the front cove, this book challenges us. The very notion of Never Go with Your Gut seems anathema at a time when so many are telling us to do the exact opposite: “Trust your instincts,” “Go with your intuition,” and make decisions in a “blink,” or rely on “what you feel.” We are choosing leaders based on how they make us feel, rather than what they know and can do. Of course, understanding our emotional reactions is valuable, and there may, in fact, be times when our instincts are on point and where quick decisions work out, but as Gleb Tsipursky has shown us in this valuable text, that is often just plain dumb luck, and more often can lead to challenges, problems, or even disaster.


Gleb has done an excellent job of helping ...





  Introduction


The biggest falsehood in business leadership and career advice may also be the most repeated: “Go with your gut.” Surely you hear this advice often, as well as some variations, such as, “Trust your instincts,” “Be authentic,” “Listen to your heart,” or “Follow your intuition.”


I'm deeply frustrated, saddened, and angered when I see highly profitable companies, top-notch careers, and great business relationships devastated because someone bought into the toxic advice of going with their gut. Someone returning home from a guru's seminar and starting to behave like their “authentic self” shoots themselves—and their business—in the foot. Our authentic selves are adapted for the ancient savanna, not the modern business world. Following your intuition in today's professional environment can lead to terrible decisions. For the sake of our bottom lines, we need to avoid following our primitive instincts, and instead, be civilized about how we address the inherently flawed nature of our minds.


In your company, what percent of projects suffer from cost overruns? When was the last time a leader resisted necessary changes? How often are people on your team overconfident about the quality of their decisions? What proportion of workplace plans overemphasize smaller short-term gains over larger long-term ones? How frequently are people reluctant to discuss potentially serious issues? All of these problems, and many others, come from following our gut reactions. You can see a longer list of issues and evaluate their impact on your workplace in the assessment in Chapter 7.


If repeated frequently enough, these mistakes can and do result in disasters for successful companies and bring down high-flying careers, especially when they face smart competitors who educate themselves on and avoid such problems. By contrast, if you are the one to learn about and defend yourself from these errors, you can take advantage of rivals who go with their guts and make devastating mistakes, which enables you to gain a serious competitive edge.


Tragically, current business strategic assessments meant to address the weaknesses of human nature through structures and planning are deeply flawed. The most popular of them, SWOT, has a group of business leaders figure out the strengths, weaknesses, opportunities, and threats facing their businesses. However, SWOT assessments usually fail to account for the dangerous judgment errors we make due to how our brain is wired—mistakes that are often exponentially increased in group settings. SWOT and similar strategic assessments give a false sense of comfort and security to business leaders who use them; these comforting techniques result in appalling oversights that ruin profitable businesses.


Surprisingly, sports have pulled ahead of the vast majority of business in recognizing the value of avoiding gut reactions, as popularized by the 2011 film Moneyball. The movie chronicles the 2002 season of the Oakland Athletics baseball team, which had a very limited budget for players that year. The general manager, Billy Beane, adopted a very unorthodox approach of relying on quantitative data and statistics to choose players: He used his head rather than the traditional method of trusting the team scouts' intuitions and gut reactions. By hiring players who were undervalued by other teams that used old-school evaluation methods, the Oakland Athletics won a record-breaking twenty games in a row. Other teams have since adopted the same approach, and statistics now dominate over gut reactions in decision-making regarding players as well as what plays to make. Reliance on quantitative data has grown in popularity for other sports as well. For example, punting in football is decreasing because of evidence-based approaches that show punting is a bad idea statistically, despite gut reactions that suggest punting works well.


What if you could introduce a similar revolutionary innovation in your business that rewards you with record-breaking growth twenty quarters in a row? You will hit a home run when you go with your head and avoid your gut.


If our intuitions are such a bad match for the modern world, why is the advice to “go with your gut” so widespread? Because trusting our instincts feels comfortable. We tend to choose what's comfortable rather than what's true or good for us, even in the face of very strong evidence suggesting otherwise.


“Go with your gut” is the business advice equivalent of the chocolate caramel brownie with mint chocolate chip ice cream dessert. It contains more calories in a single serving than we should eat in a whole day, but our gut tells us to go with the brownie instead of the fruit platter. Too often, we choose a dessert that we later regret (myself included).


In the ancient savanna, it was critical for humans to eat as much sugar as possible to survive. In the modern environment, our gut reactions still pull us to do so, despite the harm caused by eating too many brownies. Simply knowing the drawbacks is insufficient protection. I'll admit that cheesecake is my Achilles' heel, although I've gotten much better at making wiser decisions—in my eating, business, and other life areas—using the strategies described in this book.


Making a business decision based on gut reactions comes from the same impulse as eating brownies instead of fruit, even though the business decision might have more devastating consequences. However, unlike the extensive research-based public messages regarding our health, we have only recently started to discover and popularize research about how to manage our intuitions around business decision-making to ensure the health of our businesses and careers.


You might convince yourself that you've made a lot of good decisions when you follow your gut. Unfortunately, the term gut reaction is used broadly in business contexts to refer to all sorts of internal impulses. This excessively fuzzy concept spans both very useful and trustworthy habits you developed for making quality decisions on the job as well as dangerous intuitions and instincts from our ancestors. As a leader, you might have learned counterintuitive behaviors to delegate tasks effectively and avoid micromanaging, or how to glance quickly at a department's profit and loss statement and recognize what needs to be addressed, or hear a sales pitch and immediately evaluate whether it's a good fit for your needs.


Your decisions might be quick, intuitive, and accurate, and it might feel like you're going with your gut. However, remember that these are acquired skills for which you had to learn to do the right thing rather than trust your instincts, just like you learned to drive a car and can now do so automatically.


Our minds can't tell the difference between our natural, primitive, and often dangerous instincts and our learned, civilized, and effective decision-making impulses. It can feel just as intuitive and comfortable to grab another brownie as to decide which sales pitch to consider and which to ignore. That's why business leaders should never trust their instincts and intuitions or go with their gut. Instead, you should evaluate to see if this internal impulse comes from a place of extensive experience from which you learned to make correct decisions; if so, trust that instinct. If it comes from elsewhere, such as, “This just doesn't feel right” or “This just feels right,” the gut reaction might be one of the many dangerous judgment errors we all make as human beings. Verify whether this gut reaction points to a business threat or opportunity, instead of going with your heart and following your instincts on a business decision.


Studies from behavioral economics, psychology, cognitive neuroscience, and related fields reveal the many types of dangerous judgment errors—what scholars term cognitive biases—that we make in business and other areas. More importantly, the last few years have witnessed cutting-edge findings in debiasing—the practice of reducing or eliminating cognitive biases—that provide us with many new techniques to address dangerous judgment errors in our professional lives.


Unfortunately, popularizing this research is very difficult, at least in business contexts. Unscrupulous actors in the food industry are feeding us as many empty calories as they can for the sake of profit, despite the tragic consequences to our health and research showing the dangers of eating such unhealthy food. Similarly, powerful business gurus have built their careers by claiming that we should follow our guts regardless of the catastrophic consequences for our profits. Fearing for their livelihoods, they rail against hard-nosed, research-based business advice about distrusting our intuitions.


I hope you would fire your personal trainer if they told you to eat caramel brownies instead of fruit. Unfortunately, no business consultant, coach, speaker, author, or other expert is afraid of being fired for telling you to follow your gut.


The opposition of prominent business gurus to this paradigm shift is a major reason why this is the first book to focus on cognitive biases in business leadership and how we can fight these cognitive biases effectively. Don't believe me? Google it, and you'll see that although there are plenty of books on cognitive biases, none of them offer a book-length deep dive on understanding and solving the problems they cause for our businesses and careers.


I've lost count of business book publishers who told me that they like my writing style and find the mounds of research convincing, but would not publish this book. They claim they want to avoid books that directly contradict the popular business authors they work with for whom “follow your gut” is a central message. Other writers who follow a research-based approach to gut reactions experience similar challenges.


I self-published several books, most notably the bestselling The Truth-Seeker's Handbook (available on Amazon), which focuses on evaluating reality clearly in different areas of our lives, business and otherwise, to arrive at the best decisions. However, self-published books don't have major reach and don't offer much credibility. I'm deeply grateful that Career Press decided to take a risk and publish this book, despite the strong headwinds.


You should read this book if you're an executive in a Fortune 500 company, a small business owner, or a nonprofit executive director who wants to lead your organization safely and securely into the increasingly disrupted future and avoid the trip wires that will cause your competitors to stumble. You should read this book if you're an HR leader or midlevel manager in a large or midsize business that wants to improve internal processes, improve employee engagement, reduce unhelpful team conflicts, improve teamwork, and cultivate a flourishing internal culture in your organization, team, or unit. You should read this book if you're a future leader and want to guide your supervisors to make the best decisions for your organization. You should read this book if you're a professional who wants to avoid disastrous judgment errors in managing your present and future career.


If you know any such folks, give them a copy of this book; it will be the best gift you can give them in regard to their businesses and careers. Given they read it and apply these strategies, it will mark a paradigm shift in their professional lives. You should especially give it to them if they believe they are immune to dangerous judgment errors. That belief is one of the most dangerous cognitive biases, called the bias blind spot, which tends to impact successful people the most.1 As the Bible says in Proverbs 16:18, “Pride goeth before destruction, and a haughty spirit before a fall.”


About Me


My deep passion about this topic, as well as a streak of determination (some might say stubbornness), makes me willing to be a maverick and take on entrenched interests in pushing for a counterintuitive, research-based, data-driven paradigm shift to improve business health. This passion is personal.


As a kid, my dad told me with utmost conviction and absolutely no reservation to “go with your gut.” I ended up making some really bad decisions in my professional activities, which included wasting several years of my life pursuing a medical career. I also watched him follow his gut and make some terrible choices that harmed my family, such as hiding some of his salary from my mom for several years. After she discovered this and several other financial secrets he kept, her trust was broken, which was a major factors that led to their prolonged separation; fortunately, they eventually reconciled, but the lack of trust could never be fully repaired.


My conviction that the omnipresent advice to “follow your gut” was hollow grew stronger as I came of age around the turn of the millennium during the dotcom boom and bust, and the fraudulent accounting scandals. Seeing prominent business leaders blow through hundreds of millions in online-based businesses without effective revenue streams (Webvan, Boo.com, Pets.com) was sobering, especially as I witnessed the hype that convinced investors to follow their intuitions and put money into dotcoms. At the same time, I learned about how the top executives of Enron, Tyco, and WorldCom used illegal accounting practices to scam investors. Since it was inevitable that their crimes would be discovered and eventually lead to ruined reputations and long jail sentences, the best explanation for their irrational behavior came from their willingness to follow their guts.


Later, I read with sadness (but no surprise) in Paul Carroll and Chunka Mui's Billion Dollar Lessons that, in 46 percent of the 423 American companies with assets totaling more than $500 million that filed for bankruptcy between 1981 and 2007, the causes of bankruptcy could have been avoided if the leaders had made wiser strategy judgments (read: where the leaders did not follow their guts).2 In many of the remaining 53 percent, better decisions would have substantially reduced the problems and likely prevented bankruptcy. Poor strategic leadership decision-making is responsible for such disasters, yet neither these leaders nor their followers received professional development in making decisions, despite the abundance of evidence that it's easy to improve one's judgment skills.


It was especially depressing for me to read the accounts of employees, stockholders, and communities devastated by the bankruptcies, especially in cases such as Enron, where the corporate leaders encouraged their employees to buy stocks while the leaders themselves were selling as the company danced on the brink of disaster. On a smaller but much more widespread scale, according to the US Small Business Administration, about half of all small businesses fail within the first five years.3 The decisions made by their owners explain much of why they failed.


As someone with an ethical code of utilitarianism—desiring the most good for the largest number—I felt a calling to reduce suffering and improve well-being through helping business leaders and professionals avoid dangerous judgment errors. Therefore, while I pursued a doctorate that focused on decision-making in historical settings at the University of North Carolina at Chapel Hill, and later taught as a tenure-track professor in Ohio State University's Decision Sciences Collaborative and History Department, I also started to popularize these topics outside of academia. Eventually, I shifted away from academia to devote my full-time efforts to consulting, coaching, speaking, and writing as the CEO of the boutique consulting and training firm Disaster Avoidance Experts (www.DisasterAvoidanceExperts.com). Our clients range from midsize businesses and nonprofits to Fortune 500 companies such as Aflac, Fifth Third Bank, Honda, IBM, and Nationwide Insurance. With this book, you can get an in-depth look into the methods and techniques for which such clients paid five and six figures.


My paradigm-shifting content was featured in more than 400 articles I wrote and more than 350 interviews I gave to popular venues that include Fast Company, CBS News, Time, Scientific American, Psychology Today, The Conversation, Business Insider, Government Executive, Inc. Magazine, and CNBC. You might have learned about this book from one of them. If you liked the style of one or more of those mainstream venues, you will like the engaging and absorbing style of this book.


Moreover, there are three things that I can promise you about the book's content. These three commitments are based on more than two decades of my work in consulting, coaching, and speaking, while conducting my own research as well as reading studies by others on how to avoid dangerous judgment errors.


First, if you read thoroughly, do the exercises, and apply the strategies to your organization, you can feel secure that you will avoid a host of potential disasters, and you will be empowered to seize unexpected opportunities. This puts you head and shoulders above your competitors and will maximize your bottom line. Second, you will be truly confident and sleep soundly knowing that you will exceed expectations for everyone around you because you won't fall into cognitive biases. Third, you will experience a decrease in stress and anxiety during your workday because you substantially improved your relationships with coworkers and other business collaborators.


If you are in a leadership position, and/or in a position to influence your organization's professional development and training policies, you get the additional benefit of greatly improving your team and organization when you bring them this knowledge. Discounts are available on bulk orders of the book (contact Info@DisasterAvoidanceExperts.com), and the exercises in the book are excellent for group-based professional development. Likewise, you can use this information to inform and improve your organization's business system and internal processes, subtly shaping the decision-making structure to minimize dangerous judgment errors.


What you will not find in this book is unethical strategies, such as how to most effectively exploit your employees or manipulate your customers. Sure, behavioral economics research can be used for these unethical purposes, and unfortunately some scholar-practitioners (whom I won't name) sell expertise on how to do so. My sense of ethics around preventing suffering and improving well-being and my commitment to integrity does not permit me to offer such advice, and you won't find any in this book or other offerings from Disaster Avoidance Experts.


Eight-Step Decision-Making Model


It is tragic that business leaders consider making the best decisions as the key hallmark of business success, yet they treat the process of decision-making as something intuitive and almost magical, to be acquired only by hard-earned experience or possessed by a select few genius CEOs who deserve a top-notch pay package. The reality is that a first-rate decision-making process is teachable and learnable, and it boils down to an eight-step model for any significant decision. Unfortunately, the leaders of small, midsize, and large businesses and nonprofits often skip critical steps of the model, leading them to the fate of the bankrupt companies discussed by Carroll and Mui.


1. IDENTIFY THE NEED FOR A DECISION TO BE MADE.


Such recognition bears particular weight when there's no explicit crisis that cries out for a decision or when your intuition make it uncomfortable to acknowledge the need for a tough decision. The best decision-makers take initiative to recognize the need for decisions before they become an emergency, and they don't let gut reactions cloud their decision-making capacity.


2. GATHER RELEVANT INFORMATION FROM A VARIETY OF INFORMED PERSPECTIVES ON THE ISSUE AT HAND.


Value especially those opinions with which you disagree, because they empower you to distance yourself from the comfortable reliance on your gut instincts and help you recognize potential bias blind spots.


3. DECIDE ON THE GOALS YOU WANT TO REACH, AND PAINT A CLEAR VISION OF THE DESIRED OUTCOME.


Use the data from step two to accomplish this step. It is particularly important to recognize when a seemingly one-time decision is a symptom of an underlying issue with processes and practices. Address these root problems as part of the outcome you want to achieve.


4. DEVELOP CLEAR DECISION-MAKING CRITERIA TO EVALUATE OPTIONS.


These criteria will show you how to get to your vision.


5. GENERATE VIABLE OPTIONS THAT CAN ACHIEVE YOUR GOALS.


We frequently fall into the trap of generating insufficient options to make the best decisions, especially for solving underlying challenges, so it's important to generate more options than seems intuitive to us. Also remember that this is a brainstorming step, so don't judge options, even though they might seem outlandish or politically unacceptable. In my experience, the optimal choice often involves elements drawn from out-of-the-box and innovative options.


6. WEIGH THESE OPTIONS AND PICK THE BEST OF THE BUNCH.


Mix and match parts of different options as seems best suited to the situation at hand. When weighing options, beware of going with your initial preferences, and try to see your preferred choice in a harsh light. Moreover, separate the option from the person who presented the option to minimize the impact of personalities, relationships, and internal politics on the decision.


7. IMPLEMENT THE OPTION YOU CHOSE.


Before and during the process of implementation, consider how your decision can go wrong and guard against these failures. Most importantly, ensure clear accountability and communication around the decision's enactment.


8. EVALUATE THE IMPLEMENTATION PROCESS AND REVISE AS NEEDED.


Note that you'll often go back and forth among these steps. Doing so is an inherent part of making a significant decision, and it does not indicate a problem in your process. For example, say you're at the option-generation stage, and you discover relevant new information. You might need to go back and revise the goals and criteria stages.


Unfortunately, dangerous judgment errors at any stage can cause disasters for businesses and careers. If we flinch away from unpleasant information—a typical problem in the business settings discussed in this book—we may not sense that a decision needs to be made. We'll wind up like Kodak, whose leadership ignored very clear evidence that digital cameras were gaining ground in the 1990s but chose to remain aboard the sinking ship of photographic film, resulting in its 2012 bankruptcy. Perhaps we'll make the all-too-common mistake of failing to generate sufficient options. This error happens in situations where CEOs are fired a short time after being hired, which is good evidence that the board of directors failed to consider a strong enough slate of candidates. John Flannery served as CEO of General Electric for just over a year, from August 2017 to October 2018, before being ousted. Maybe we'll fail to weigh options wisely and make a bad mistake, such as when Time Warner merged with a greatly overvalued AOL in 2000 for $165 billion, the largest merger in history at that time. When the dotcom bubble burst shortly after the merger, it decreased AOL stock from a valuation of $226 billion down to about $20 billion.


This book focuses, not only on the cognitive biases that can derail us at any stage of the decision-making process, but also on how we can resolve these issues. If you're in a crunch time right now and lack the time needed to read the whole book before making important decisions, then read the latter part of Chapter 1, which offers a series of applicable techniques. If you don't have time for that, and need a super-quick tactic right now, here's something you can use immediately: five questions you should ask about any decision to minimize dangerous judgment errors and maximize the likelihood of making the best decision and implementing it well. You should also think about these questions as you go through the eight-step decision-making model outlined on pages 13–15.


Five Questions to Avoid Decision Disasters


1. WHAT IMPORTANT INFORMATION DIDN'T I YET FULLY CONSIDER?


A common danger involves looking only for evidence that supports your preferred option, so look twice as hard for evidence that goes against it. Another aspect of important information means generating sufficient options to find the best option, as opposed to taking a mental shortcut by settling on the first attractive option. Find at least five highly attractive options to help you make a wise choice. At the same time, you want to avoid gathering too much information and getting stuck in what's known as “analysis paralysis.” Focus on gathering only truly important information. Ideally, you should take time to consider what kind of information is truly important before making the decision, so that you don't have to make that determination in the heat of the moment during the decision-making process.


2. WHAT RELEVANT DANGEROUS JUDGMENT ERRORS DIDN'T I YET ADDRESS?


There are many different kinds of cognitive biases, some more relevant than others to specific kinds of decisions. This book will guide you to understand the most significant ones for business settings; for a very quick and rough overview, check out the assessment in Chapter 7, specifically the section that discusses the biases that commonly harm businesses.


3. WHAT WOULD A TRUSTED AND OBJECTIVE ADVISER SUGGEST I DO?


I hope you have mentors, coaches, consultants, and other experts to whom you can turn to help you make a good decision. Decisions that we make by ourselves or in small groups with a powerful leader lead businesses and careers into the dust. By now, you know to beware of advisers who tell you to trust your instincts, follow your intuition, and be authentic. If you don't have anyone to ask, try to imagine what a trusted and objective adviser might tell you; doing so can have a positive impact on your decision-making outcomes and lead you to recognize some biased mental patterns.


4. HOW HAVE I ADDRESSED THE WAYS IT COULD FAIL?


This question is a transition from the decision-making stage regarding which option to choose into implementing that option to achieve your goals. Indeed, if you chose the best available option but dropped the ball on implementation, you're not going to reach your goals. This question helps to ensure you will achieve your envisioned outcome. Although you're mostly settled on your choice, and you're thinking about the challenge of what happens when the rubber hits the road, be ready to rethink the option if you discover truly momentous obstacles in enactment. Sometimes, as you evaluate how you're going to implement it, the option that appears best on your initial decision-making criteria doesn't work, and then it's time to go back and revisit earlier stages with this new information.


5. WHAT NEW INFORMATION WOULD CAUSE ME TO REVISIT THE DECISION?


I've seen business leaders weighed down by bitter attacks of self-doubt about a decision they made. I've also observed teams of executives fight after a decision is made, with those who preferred a different option criticizing any sign that the chosen option has problems, even ones anticipated from the beginning. To avoid these scenarios, and to provide you and your team with the ability to focus your full attention and energy on implementation, you need to avoid reconsidering the decision whenever any potentially relevant data pops up. Take time to evaluate what new information—including quality and quantity—would cause you to revisit the decision. For instance, you can set a financial trigger ($30 million in sales), a survey trigger (15 percent increase in customer satisfaction), a prospect trigger (thirty new prospect meetings within the next six months), or a combination of any of these as a means of evaluating whether it's time to revisit the decision. In short, answering this question in advance will help you down the road.


Although you would benefit from using these five questions for any decision, reading the rest of the book will provide you with the true in-depth immersion to avoid dangerous judgment errors that have previously been available only to my consulting, coaching, and speaking clients. Chapter 1 provides a broad overview of the latest research on how we think and feel in business settings, and the specific techniques we can use to address dangerous judgment errors. The subsequent five chapters go through the thirty or so cognitive biases that hold the most threat for business decision-making and offer concrete solutions for each of these problems. The final chapter provides an assessment tool to evaluate yourself and your team, which enables you to adapt the information in the book to your own business context and take the necessary steps to address any problems you may discover.


Throughout, the hard science that backs up the dangerous judgment errors is made relevant to business settings mainly through stories of my consulting, coaching, and speaking clients, as well as famous business case studies from the United States and around the globe. I focus on stories from my clients (without naming specific names or organizations) because I know intimately the kind of challenges that they experienced and how they resolved them, or failed to do so. I also share several stories of my own failures and successes in addressing dangerous judgment errors. Hey, no one is perfect, and I never claimed to be. Many more materials relevant to the book, such as worksheets, manuals, and a digital version of the assessment, can be found at www.DisasterAvoidanceExperts.com/NeverGut and you can sign up at www.DisasterAvoidanceExperts.com/Newsletter to receive additional resources on this topic.


It is my fervent hope that you can learn from the experiences and research presented here to reduce suffering and improve well-being for yourself, your employees, your investors, and your communities through protecting and maximizing your bottom line. I'm eager to hear about your experiences. Please write me at Gleb@DisasterAvoidanceExperts.com. Now, take the next steps to making the best decisions for your business and career by diving into the book!







  Chapter 1


The Gut or the Head?




Chapter Key Benefits





[image: Image] Identify the systematic and predictable situations in which we are most likely to make bad business decisions by understanding how our brain is wired.


[image: Image] Learn the principles and broad strategy behind effective tactical techniques to prevent poor decisions.


[image: Image] Discover twelve cutting-edge tactical techniques used by pioneering business leaders to address dangerous judgment errors in their everyday ...





  Chapter 2


Who Wants to Be a Loser?




Chapter Key Benefits





[image: Image] Uncover how our intuition and natural tendency to avoid losses counterintuitively results in much greater losses for ourselves and our businesses.


[image: Image] Recognize the systemic and predictable dangerous judgment errors that result from our gut reaction to defend ourselves from losses.


[image: Image] Protect yourself from the often-disastrous consequences of these judgment errors through gaining specific techniques to solve loss aversion.


Patricia certainly didn't want to be a loser. She's a top-notch CPA and worked long hours in her big accounting firm. She received frequent praise from her boss for the quality of her work, including excellent performance reviews. Her coworkers came to her when they had questions and needed insights on challenging issues, loving her willingness to help out.


Yet she kept getting passed over for promotion, year after year, despite making requests and networking with higher-ups. She'd already learned everything there was to learn in her current position and was just going through the motions. She thought about looking for a new job for a couple of years and knew in her heart that a serious job search was long overdue. Unfortunately, she hadn't been able to do it and she didn't know why.


Patricia's dilemma reflects a typical problematic gut reaction that undermines the success of many professionals, including business leaders. However, before talking about this dilemma, let's talk about luck.


Do You Feel Lucky?


It's your lucky day! You meet a kind stranger who offers you a great deal, something for nothing. No tricks! You're getting a free lunch. She offers you a choice: A) She'll give you $45; B) She'll give you a chance to flip a quarter from your pocket. If it's heads, then she'll give you $100. If it's tails, you get nothing.


Which do you choose? Do you want $45 in cold, hard cash, or are you willing to take a chance with the coin flip? Decide before reading further. Keep your choice firmly in your mind.


The next day you have some bad luck. You are stopped by a police officer for going just over the speed limit. He's bored and wants to entertain himself, so he offers you a choice: A) He'll fine you $45; B) He'll give you a chance to flip a quarter from your wallet. If it's heads, he'll fine you $100. If it's tails, he'll let it slide.


Now which of these do you want? Again, make a choice, and keep it firmly in mind. Do you want to try to avoid any losses with the coin flip or hand over your $45?


When I present this scenario in my speeches to business audiences, about 80 percent say they'll take the $45 from the kind stranger, and about 75 percent want to flip a coin to see if the cop will let it slide. So if you made either or both of these choices, you're in good company.


Upon first learning about this scenario from the professor who mentored me in graduate school, I made the same choices. Indeed, the $45 offered by the kind stranger is a sure thing, and it felt good to have the money in my pocket. Wouldn't I feel foolish if I let this certain thing go for just a chance at getting the $100?


By the same token, in the second scenario, I didn't want to lose the money. If I gave the cop $45, that would be a sure loss. If I took the chance at a coin flip, I might not have to pay anything.


So in both cases—the gift and the fine—my gut reaction was to avoid losing out. After all, who wants to be a loser?


My mentor told me that studies on this topic showed that most people made the same choice that I did. Then, he told me to take out a quarter and flip it.


I got heads, so I would have gotten $100, losing out on my choice. Then, he asked me what would happen if I flipped it 10 times, 100 times, 1,000 times, 10,000 times, then 100,000 times. At 100,000, he told me, on average I would get $5 million if I chose the coin flip for $100 each time, versus $4.5 million if I chose $45. The difference: a cool $500,000.


Thus, choosing $45 as my gift and the coin flip as my fine resulted in losing out in both cases. The right choice—the one most likely to not make me a loser—is to choose the coin flip as the gift and the $45 as the fine. Otherwise, over multiple coin flips, I'm very likely to lose.


I was surprised, confused, and hard-pressed to believe him, or at least my autopilot system felt that way. He convinced me by running the numbers. Let's go with the gift first. You're flipping a coin from your own pocket, so you know it's fair. The chance of getting heads is 50 percent, so in half of all cases you'll win $100, and in the rest you won't win anything. That's equivalent to $50 on average, versus $45.


The fine has the same math. By choosing the coin flip, I was giving up $50 on average versus $45.


But wait, Prof. You presented this as a one-time deal, not a repeating opportunity. Maybe if you told me it was a repeating scenario, I'd have thought about it differently.


That didn't fly. He told me that research shows our gut treats each individual scenario we see as a one-off. In reality, we face a multitude of such choices daily in our professional lives. Our intuition is to treat each one as a separate situation. Yet, they form part of a broader repeating pattern where our intuition tends to steer us toward losing money.


Then, he told me something I would never forget: my life—anyone's life—is made of 100,000 coin flips. If we are trying to seize an opportunity, we can either win $5 million or $4.5 million. If we are trying to avoid a threat, we can lose either $4.5 million or $5 million. To avoid having our gut lead us into gaining $500,000 from opportunities and not losing $500,000 from threats throughout the course of our lives—a nice $1 million in total profit—we need to decide right now to see all risks as broad repeating patterns and treat them accordingly.


His words changed my life, and so many things fell into place. I began to see patterns of risk and reward in all repeating situations in my life, both professional and personal. It proved a monumental and very lucrative change in my feeling and thinking patterns.


How can you apply this paradigm shift to yourself? Think about your business. Every day, you face a series of situations for which you need to decide whether to take the course that feels most comfortable by avoiding losses, or the course that feels less comfortable and leads to more gains over time. We're not talking about huge bet-the-company risks, which require a different approach, but the kind of small decisions that add up to large sums over time. If you just go with your gut instead of doing the calculations and going with the data, you are likely to lose much more money by not taking the course that feels most risky.


Now, the difference between $45 and $50 might not seem like much. However, repeated multiple times a day, it means a lot. The difference between these two numbers is 10 percent. If every time you face a business decision—whether addressing threats (fines) or seizing opportunities (gifts)—you take the choice that feels most comfortable to your gut by avoiding losses, the annual cost is 10 percent of your revenue.


Let's say you have a personal income of $100,000 per year. After paying expenses, you save $20,000 a year. That's your profit. If you lose 10 percent of your revenue, or $10,000, you only have $10,000 profit a year. In other words, 50 percent of your profit is wiped out by trying to avoid losses.


Now, reflect on your earlier choices. Did you choose the $45 gift and the coin flip as the fine? In that case, you are vulnerable to both aspects of this problematic gut reaction. Maybe you selected the coin flip as the gift, and the same for the fine? In that case, you are probably more vulnerable to loss aversion when you address threats rather than when you face unexpected opportunities, and will be most vulnerable when unexpected problems arise. How about if you chose $45 for both the fine and the gift? Then you're most likely to be hurt by loss aversion when things are going well and will fail to seize unexpected opportunities, going for the option that feels safest rather than the one that will most help your bottom line.


Perhaps you chose the coin flip as the gift and the $45 as the fine, and are in the minority who focus on making the most profitable decisions. Well, kudos to you!


How about other employees in your organization? Let's say your company has an annual revenue of $50 million, and a healthy profit of $7.5 million. Regardless of the choice you're making, if other employees in your organization are going with their gut to avoid losses, and the company loses 10 percent of its revenue or $5 million per year, then two-thirds of your profit will be wiped out, leaving only $2.5 million.


Incidentally, while 80 percent of all business audiences in my speeches prefer $45 as the gift and 75 percent the coin flip as the fine, the numbers are different when I present to top executives: it's closer to 50 percent for both. Executives are more used to checking their intuitions against profit and loss statements and making decisions that are most profitable. Still, the fact that 50 percent chose to lose 10 percent of their revenue in each case highlights the grave danger of our tendency to avoid losses.


Loss Aversion


The cognitive bias behind our faulty decision-making is called loss aversion, our tendency to prefer avoiding losses over getting higher gains. While I used 10 percent as my example, the original research on loss aversion by Amos Tversky and Daniel Kahneman suggests that for many people, the tendency to avoid losses may be twice as strong as their desire for gains.1


What explains loss aversion? Let's consider the evolutionary context of the savanna environment in comparison to today's world.


Back then, we had no way of saving resources for the future. If you killed an animal too large for your tribe to eat before it rotted, you couldn't use the remaining meat. If you made too many tools, you couldn't carry them with you when your tribe migrated in search of better hunting grounds. By contrast, if you took risks that caused you to lose the few resources you had, you might easily die in the dangerous savanna environment.


It's no wonder that our ancestors developed an intuitive aversion to losing resources, compared to gaining them. Our gut reactions retain this reluctance in our modern environment, in spite of the much lower danger associated with losing resources now. It's unlikely we will die if we take reasonable risks. Moreover, the banking system and property law enable us to accumulate resources, and the stability of modern life enables us to be relatively secure in this resource accumulation.


Going against your gut intuitions on loss aversion will be worth hundreds of thousands to you personally and many millions to your business throughout the course of your career. What would you pay to get 10 percent higher revenue that adds to your profit margins without any associated costs? It might take much less than you think: simply a slight adjustment in your decision-making strategy.


EXERCISE


Not doing the exercises in this chapter will inhibit your ability to apply these strategies in your professional life. Take the time to reflect on the following questions for a few minutes and write down your answers in your professional journal:


[image: Image] Where have you fallen for loss aversion in your professional activities and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


Pragmatic Dangers of Loss Aversion


How does loss aversion play out in real life? Let's go back to Patricia, the CPA who had difficulty deciding to leave her job. She came to me for coaching on making this decision after being one of the 80 percent at my speeches who indicated she would rather keep the $45 than take the mathematically most profitable option of the coin flip.


She's an accountant and the math proved very convincing for her. What she found more difficult was deciding how to deal with the contradictory impulses she experienced between her gut and her head. After all, having your intentional system know about the problem of loss aversion doesn't mean that it's magically fixed, because the autopilot system still makes avoiding losses the most comfortable option.


In Patricia's case, loss aversion led her to overvalue her current situation and feel reluctant to change it in the face of the uncertainty of a job search, even if she knew intellectually that she was highly qualified and would very likely find a much better job. This excessive orientation toward stability over change is a cognitive bias related to loss aversion called status quo bias.2


Any leader who tried to launch a change effort is familiar with stubborn resistance from staff who fear any change, even when it is desperately needed. Status quo bias and loss aversion combine to undercut many change efforts. Leading and managing change requires a complex approach that draws on the strategies in the second half of this book.


Status quo bias often comes along with a tendency to try to find excessive information before making decisions. This mental failure mode bears the name information bias, informally known as “analysis paralysis.”3 You'll often see someone who opposes healthy and needed change demand more and more information, even if that data has no real relevance on the decision at hand.


I've seen the combination of information bias and status quo bias have an especially damaging impact on companies whose growth curve is plateauing. For example, a technology company experienced rapid growth with a couple of innovative products. However, its growth started to decrease following the typical S-curve growth model.


This model accurately predicts the large majority of growth scenarios for successful products, or other successful endeavors. First comes a slow and effortful start-up stage, followed by rapid growth stage. After a while comes a slowdown in growth, often following market saturation or competitive pressure or other factors, where the product reaches maturity. If nothing changes, an inevitable revenue decline follows, due to a combination of external market changes and internal stagnation.





[image: Image]





It's common for business leaders to express surprise and confusion over the plateau and decline, despite the typical nature of this growth cycle. The time to change things up and launch new offerings comes during the rapid growth stage, not during the plateau stage. Leaders aware of the S-curve invest into R&D and innovation most when things are going well with established products, to have new products ready to go that would maintain rapid growth.


Unfortunately, the technology company failed to do so. Instead, its leadership focused on analyzing the market to find the cause of the problem when growth began to decrease. There were a couple of executives in the company who proposed launching new products, but most of the leadership was cautious. They kept asking for guarantees and assurances that the products would work out, demanding more information even when additional information wasn't relevant. They instead preferred to double down on the successfully performing products, tinkering with them in hopes of reviving growth.


EXERCISE


Take the time to reflect on the following questions for a few minutes and write down your answers in your professional journal:


[image: Image] Where have you fallen for status quo bias in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


[image: Image] Where have you fallen for information bias in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


You Sank My Battleship!


Another typical business example of loss aversion causes many problems for small business owners. How often have you walked into a small business and felt surprised at the dinky furnishings? Many small business owners try to avoid losses by getting cheap décor, yet this strategy ends up costing them more in the long run.


First, low-quality furniture wears out more quickly and has to be replaced more often. Second, and perhaps more importantly, I'm sure I'm not the only one who chose not to work with a small business that conveyed a penny-pinching appearance. After all, if they penny-pinch on their daily surroundings, how do they treat clients?


Unfortunately, the owners of small businesses that are growing into midsize businesses—a group that form a substantial portion of my coaching clients—often feel reluctant to dispose of such furnishings. They suffer from a cognitive bias related to loss aversion called sunk costs, which means once we invest significant resources into initiatives and relationships, we tend to hold on to them far longer than we should, even when they no longer provide an acceptable return on investment.4 It takes a lot of effort to convince them that the money they invested in the décor is gone and they need to focus on projecting a classy appearance to their future customers.


Our propensity to pay excessive amounts to avoid a loss is exemplified by a problematic tendency that I've seen in both small and large businesses: extended warranties. Studies find that such warranties are usually not worth it and are a major profit leader for equipment manufacturers. As long as you have sufficient money to replace the piece of equipment, avoid getting extended warranties.


In general, insurance is structured so that the insurer wins and you lose. Thus, the only insurance that makes sense is coverage for significant problems that you can't easily address through your existing cash flow. Fire insurance makes a great deal of sense; smartphone insurance does not. We tend to place excessive value on products we own, a cognitive bias called the endowment effect, which makes it easy for those who understand this quirk of our psychology to take advantage of us.5


EXERCISE


Take the time to reflect on the following questions for a few minutes and write down your answers in your professional journal:


[image: Image] Where have you fallen for sunk costs in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


[image: Image] Where have you fallen for endowment effect in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


My Baby Is the Most Beautiful Baby


Finally, let's consider a consulting client of mine, a B2B software company that needed my help to improve employee engagement and motivation in selling the company's services. At the tail end of my engagement, the company experienced a serious challenge when a larger company entered the market with a product that competed against one of my client's three flagship products. My client had a relatively small full-time sales force, which made it hard to protect client relationships.


The sales force spread itself thin trying to convince all existing customer accounts to stay with them and avoid switching to the competitor's product. After considering the previous scenario in which the cop levied the fine, this behavior was a mistake. They didn't want to lose any accounts, but of course they would inevitably lose some; the competitor wasn't stupid and was going to gain at least some market share. They suffered from a form of loss aversion known as the IKEA effect, where we tend to value too much what we ourselves create in comparison to how much it's actually worth on the open market. In this case, they overvalued the customer relationships they built. The opposite bias happens as well, called not invented here, where organizations, teams, and individuals place a too-low value on ideas, products, and techniques found elsewhere.6


In the previous example, it would have been much wiser for the sales force to triage aggressively and focus on cultivating the few most important accounts from which the company made most of its money. About twelve accounts out of forty-nine made up more than 70 percent of the company's money, a reminder of the general validity of the Pareto principle (most of the value comes from relatively few sources).


I encouraged the company's VP of sales to change his strategy. I asked him to agree to the loss of many smaller and less important accounts (giving up the $45) in exchange for protecting himself from a much bigger loss (a coin flip for $100, although the company's chances of keeping all the accounts were much lower than a coin flip). We worked together to create a plan where the sales team focused on cultivating the twelve accounts through relationship building and improved customer service, while highlighting the risks of switching to the unproven product offered by the competitor. In the end, the B2B firm managed to keep all twelve large accounts, and more than half of the smaller ones that preferred to stick with the proven product despite the cheaper introductory price offered by the competitor, especially because the bigger accounts did so.


EXERCISE


Take the time to reflect on the following questions for a few minutes and write down your answers in your professional journal:


[image: Image] Where have you fallen for IKEA effect in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


[image: Image] Where have you fallen for not invented here in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


Solving Loss Aversion & Co.


Mindfulness meditation is an excellent practice that will build up your debiasing ability overall, and applies to all judgment errors rather than any one in particular. Thus, I will only discuss it as a solution in this chapter so I don't have to repeat it every time, but keep in mind that it applies to all of the cognitive biases described throughout the book. Note that I focus only on research-backed meditation practices; other approaches exist, and they may be effective, but they haven't been studied enough by academic research for me to be comfortable putting them forward.7


A daily sitting practice of just ten minutes a day will substantially improve your ability to solve all sorts of cognitive biases. Due to the general applicability of mindfulness meditation for debiasing, along with other mental and physical well-being benefits, I cannot stress enough the importance of taking up a daily meditation practice.


For those not familiar with meditation, a breathing practice offers a good place to start. Free up thirty minutes for your first meditation session. For future sessions, ten to twenty minutes should be sufficient. Start by sitting in a comfortable position. Then, take in a long breath, counting to five slowly as you breathe in. Hold in your breath for the same five-count length, then breathe out while counting to five. Then, wait for another count of five before breathing in again.


Repeat this cycle a couple more times until you grow comfortable with it. Then, at the start of the next cycle when doing the five-count breathing in, focus on the sensations in your nostrils when the air moves past them. Focus fully on that sensation while still maintaining the pace of slow breathing in. Once you breathe in, keep focusing on your nostrils for the five-count while holding your breath, and notice how they feel different with no air rushing past them. Then, focus once again on air rushing past your nostrils when you breathe out to the count of five, and then once again on the nostrils with no air moving past them while you wait for a five-count before breathing in. Keep doing the five-count breath cycle combined with focusing on your nostrils for twenty minutes. Notice whenever your attention wanders away from your nostrils, and bring it back.


That's not too hard, right? To build up this practice, first you need to make a personal commitment to free up ten to twenty minutes a day. The twenty minutes will give you flexibility for those inevitable days when some unexpected emergency occurs. Those are the days when we feel least capable of meditating, yet counterintuitively, these are the days when meditation can most help us avoid mistakes and make better decisions.


Then, learn about different approaches to meditation and experiment with the three major ones: focusing on breathing, focusing on letting go of thoughts (zazen), and focusing on body awareness. You can search for this information online or read books about it.


After you choose an approach that works best for you, decide on a specific time and place in which you'll engage in your sitting practice. I do my meditation in the morning, shortly after I start my work tasks, as my first break of the day. What reminders will you use to help you remember to pursue this practice? Write down your commitment in a journal or email to yourself, and share with others in your life about your new mental exercise routine.


Be forgiving of yourself if you slip up, and simply get back on the wagon. New habits are notoriously difficult to build. Remember, this mindfulness practice is one of the best things you can do to improve your overall ability to fight dangerous judgment errors in all of your professional activities.


Let's move on to specific techniques for debiasing the cognitive biases described in this chapter, starting with delaying decision-making. This technique offers a critical barrier to avoid the temptation of making a choice that causes us to avoid any and all losses. When making any choice that involves a sure but smaller loss or gain, versus a more risky but larger loss or gain, take a minute to consider your options.


For instance, when shopping for computer equipment, cars, washers, dryers, or anything else for which the sales staff offer you an extended warranty, take a minute to think. Will it really pay off to buy it? Most likely not, according to research by Consumer Reports and others.


When trying to retain your customers under attack from an aggressive competitor, don't try to protect all of your accounts. Instead, triage to make sure you're investing your sales resources in the most effective manner. What about when you decide to go to an hour-long networking event? You might meet some valuable contacts (or not), but you will definitely lose the resources invested. Consider the mix of potential contacts at the event and how many you'll meet in an hour, and decide whether the time and money you invest are worth the possible contacts you'll gain.


Now, you might think that while the answer is obvious for extended warranties (my apologies for any readers who sell extended warranties, but you know it's one of your biggest profit leaders), the answers are less clear regarding whether to go to the networking event or which accounts to protect from competitors (although you shouldn't try to protect them all). That's fair: it's much easier to address loss aversion and related thinking errors with solid numbers such as $45 versus 50 percent of $100 than in situations with fuzzy and uncertain outcomes.


For these less certain outcomes, the key tool is the technique of probabilistic thinking. With my B2B client facing an attack on its market share from the aggressive competitor, we turned to this technique to decide which accounts to protect. They already had solid numbers on the costs of recruiting new customers versus retaining current ones (it was about six times cheaper to retain current customers). Then, we estimated how the numbers would change as a result of this market change, while supplementing our guesstimates with hard data as it became available. We calculated that the company could likely protect the twelve most important accounts out of forty-nine by dedicating about 60 percent of its sales resources to these large accounts, but we assigned 85 percent to provide a significant margin of safety.


In the case of the technology company, another aspect of probabilistic thinking really helped—launching experiments and making bets—along with the strategy of predicting the future. I know about this story because one of the executives who wanted the company to push toward innovative products was a coaching client of mine. He asked for my help in convincing the company to get past information bias and status quo bias.


I suggested that he propose a market research experiment: Would the company's existing customers be more interested in what most of the senior management wanted—a slightly improved version of their current products—or some of the suggested ideas bouncing around in the R&D department? A part of the experiment would involve the leadership team predicting what would be of most interest to customers, and making a bet with the company's financial resources on what customers most wanted.


At first, he ran into resistance. First, revealing the R&D ideas seemed foolish to some other senior executives, as competitors might find out and develop these ideas themselves. He pointed out that these offerings wouldn't get developed anyway if the company didn't invest in them. After all, most of the senior leadership wanted to focus on tinkering with existing products. He also proposed to limit the scope of this market research to the trusted contacts within their clients.


Second, the more conservative senior leaders did not want to make a prediction and bet prior to the results of the market research experiment. Yet getting this commitment was fundamentally important to overcoming information bias. They'd otherwise find more ways to obstruct new products, especially because some of them had fiefdoms to protect that were tied to existing products. Eventually, after a private conversation with the CEO, the senior leadership agreed.


You won't be surprised to learn that the market research showed that customers were quite a bit more interested in the new ideas than a slightly improved old product. The company did make an investment into a couple of the new products. Although two failed to make much of an impact, one of the products went on to have even more success than the products that originally launched the growth of the company.


For the networking event and similar scenarios, combine probabilistic thinking with the technique of considering your past experiences. At comparable events in the past, how many long-term connections did you make, and how valuable did these connections prove to be? A good way to assess how many connections you typically make is to use the strategy of betting. Would you bet $100 that you would make two connections at this event? How about three connections? When we force ourselves to stake money on the outcome, our thoughts often become much clearer.


If you have difficulty estimating the value of connections, an easy way to do so is to consider how much money you would accept to give up a particular connection. Thus, if you make an average of two connections at an event, and you would give up each of these connections for $80, then the expected probable value of an average event is $160. Reflect on how much time, energy, and money you would have to expend to attend this event, and ask yourself whether it's more or less than $160.


Some of my coaching clients experience challenges when they think about relationships in numerical and especially financial terms. There's something about our tribal background that causes us to treat relationships as distinct and separate from other forms of resources, such as money, time, and reputation. I find such difficulties especially prevalent with clients from East Asia and Latin America, where there's a higher emphasis on group belonging.


However, to avoid judgment errors and avoid relying on our (thoroughly unreliable) gut reactions regarding relationships, we need to tap our intentional system instead of our autopilot system. Using numbers is the easiest and simplest way to do so. Work on de-anchoring yourself if you experience such difficulties. Recognize that your connections are a resource just like everything else.


It's especially tough to recognize the dangers of loss aversion and the related status quo bias when you face a decision to make a major change with uncertain consequences. As a result, evaluating long-term consequences and repeating scenarios is a critical tool for solving loss aversion. Patricia's career choice is a perfect example.


When I asked her why she was so reluctant to look for a new position, she revealed that money was not the only or even biggest issue facing her. She felt comfortable in her current position; she had a clear and steady routine doing the same things every day.


This is a personality trait common to many CPAs. Changing to a new company involves learning a whole new set of systems, processes, and practices, and becoming socialized into a new set of unwritten social norms and rules. Patricia did not look forward to that. Moreover, she genuinely liked her colleagues; she had a positive and supportive social network in her current position. As an introvert, Patricia was worried about the substantial challenges she would experience trying to fit into a new workplace community.


It was no wonder she felt so reluctant to launch a job search. I asked her to imagine her long-term future and repeating scenarios, another very useful debiasing strategy for addressing loss aversion. She had been thinking about a new job for the last couple of years. How would she feel if another couple of years elapsed with no promotion and no job search? Patricia had an immediate and visceral reaction of anger and frustration, and surprised herself with the strength of her emotions. She definitely didn't want to be in this dead-end job for another two years!


Then I asked: What is the likelihood that she would be promoted at her current job in the next two years? “Next to none,” she answered. To that I replied, “If that's the case, why not simply launch the job search now, and spare yourself the trouble of waiting a couple more years until your anger and frustration overcome your reluctance to get used to new routines and figure out a way to fit into a new work community?”


With that framing, Patricia's internal resistance to finding a new job melted away. She soon launched a job search. In less than two months, she found a more desirable position.


The last important strategy for addressing this category of cognitive biases involves setting a policy to guide your future self and organization. Regarding the coin toss, to prevent your intuition from leading you astray, adopt a policy of letting the data lead you, instead of relying on your intuitions. For each decision you face, envision it as a repeating pattern instead of a one-time decision: run the numbers, account for the role of uncertainty, and take the course most likely to lead to the biggest profit. Treating each choice as part of a broader pattern might feel counterintuitive, uncomfortable, and unsafe. Yet the course that feels safe in terms of avoiding losses is actually much more dangerous for your bottom line.


Say you are reluctant to buy more expensive options that will be better for you in the long run. For example, you a small business owner that springs for nice furniture and decorations rather than getting them from a thrift shop, or you pay a website designer to make your website rather than doing it yourself. If so, you can make a personal commitment to go for a more expensive option as your default strategy, thus you have to prove to yourself that it's worthwhile to go for a cheaper option. This approach might feel uncomfortable, but remember that the literature on de-anchoring—and my extensive consulting and coaching experience—suggests that we all tend to undercorrect for our problematic predispositions. It's much better to try to overshoot than to go for what feels comfortable. The same approach applies to setting organizational priorities.


Loss aversion–related cognitive biases are some of the most dangerous ones around for protecting the bottom line of your business; the strategies in this chapter help protect you against them. The next chapter gets into attribution judgment errors, which pose massive threats to the health of your professional relationships.


EXERCISE


Don't lose the benefits of driving these strategies home and figuring out how and where you can best apply them! To ensure you get this value, take a few minutes to reflect on the following questions, and write down your answers in your professional journal:


[image: Image] How will you use delaying decision-making to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use probabilistic thinking to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use making predictions about the future to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use considering past experiences to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use considering the long-term future and repeating scenarios to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use setting a policy for your future self and organization to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


CHAPTER SUMMARY


[image: Image] Our brain is wired to avoid losses even if we can make larger gains on the whole, a dangerous judgment error called loss aversion.


[image: Image] Although loss aversion helped our ancestors survive and reproduce in the savanna environment, it devastates our bottom lines in today's business environment.


[image: Image] A particularly dangerous cognitive bias related to loss aversion is status quo bias, our reluctance to undertake necessary changes to adapt to the rapidly shifting business context of tomorrow.


[image: Image] Another threat that relates to loss aversion is the judgment error known as sunken costs, when we fail to cut our losses into projects and relationships that no longer provide an adequate return on investment. To address dangerous judgment errors related to loss aversion, you can use debiasing techniques that include:


[image: Image] delaying decision-making


[image: Image] probabilistic thinking


[image: Image] making predictions about the future


[image: Image] considering past experiences


[image: Image] considering the long-term future and repeating scenarios


[image: Image] setting a policy for your future self and organization







  Chapter 3


Who's the Bad Guy?




Chapter Key Benefits





[image: Image] Learn to mistrust our intuitive evaluations of others that attribute their problematic behavior to their personality and character, while attributing our faults to the external context.


[image: Image] Prevent incorrect snap judgments that harm our professional relationships with clients, peers, vendors, investors, and other stakeholders.


[image: Image] Put into your leadership toolkit the most important techniques for addressing ...





  Chapter 4


What Color Are Your Glasses?




Chapter Key Benefits





[image: Image] Learn about the dangerous judgment errors that result from our gut reaction of seeing the world through filters that match our beliefs, as opposed to seeing reality clearly.


[image: Image] Understand the business risks for ourselves and our organizations failing to overcome our predilection to fall for the comfort of seeing the world through rose-colored glasses.


[image: Image] Secure for yourself and your team the most effective tools to overcome the dangerous judgment errors resulting from failing to perceive uncomfortable truths.


I was struck by a sentence buried deep in a 2018 Reuters article about the bankruptcy of the number two US nursing home chain, HCR ManorCare, that accrued more than $7 billion of debt. ManorCare, based in Toledo, Ohio, transferred ownership of its assets, valued at $4.3 billion, to its landlord, Quality Care Properties, with which it signed a master lease for 289 facilities in 2011.


Here's the sentence that struck me (see if you can spot what made me do a double-take): “ManorCare said revenues have failed to cover monthly rent obligations since 2012, a year after the master lease was signed.”1 That's right, only a year after the lease was signed, ManorCare couldn't make its rent.


It kept sliding deeper into debt for the next five years until it declared bankruptcy. ManorCare blamed a range of problems, such as decreased government reimbursement rates, low occupancy in its nursing homes, and a shift to alternative nursing care services such as home health care and retirement communities.


The question that popped into my head was: Why didn't ManorCare's executive team foresee these problems down the road? They didn't know that the government reimbursement rates would decrease? Didn't they have statistics on the occupancy in their nursing homes? Wasn't the shift to home health care and retirement communities obvious as well?


I was paying particular attention to ManorCare because I had a speech lined up later that year at the Ohio Health Care Association. As I do for all of my speeches, I read up on the region's industry to customize my content and make it highly relevant to the audience. After my presentation, I talked with a number of long-term health care executives about the ManorCare fiasco. They all told me that the trends on which ManorCare blamed its problems were clearly visible long before 2011, the year it signed the contract that doomed it.


Perhaps you are wondering if ManorCare had new leadership, and because of that change, they couldn't have predicted this problem? Nope. CEO Paul Ormond was at the company's helm for thirty-two years before he left (or was forced out of) his position in September 2017. It was under his leadership that ManorCare became one of the two largest nursing home operators in the nation. Incidentally, he got a payment of more than $116 million as part of the bankruptcy proceedings.


So how could this long-time executive and his well-experienced team drive a billion-dollar giant over a clearly visible fiscal cliff? More importantly, if it happened to them, could it happen to you?


Seeing Is Believing? Not Really!


Research shows it can happen to all of us—yes, including you and me. No one is immune. If you think you might be, go back and reread the first chapter about gut reactions.


Remember what I mentioned in an earlier chapter about the four-year study by LeadershipIQ.com, which interviewed 1,087 board members from 286 organizations that forced out their chief executive officers?2 It found that almost one quarter of CEOs—23 percent—got fired for denying reality. In other words, they refused to recognize clearly visible negative facts about the organization's performance. Plenty of top executives join Paul Ormond in failing to see very obvious and very unpleasant facts about their businesses.


In September 2015, the German car giant Volkswagen acknowledged that it used cheating software in its VW and Audi cars to give false readings when the cars underwent emission tests. Known as Dieselgate, the revelation shook up the car industry and led to the resignation of CEO Martin Winterkorn, along with several other top leaders. VW's stock fell more than 40 percent throughout the next few days, and the overall cost of the scandal to the company has been estimated at more than $20 billion. Of course, the discovery of this falsehood was inevitable, just as Enron, WorldCom, and Tyco's accounting frauds were.


It is mind-boggling that top CEOs can ignore facts, but they are not the only ones guilty of doing so. Indeed, a Harvard Business School professor, Richard Tedlow, wrote a book dedicated to the topic of denial in business settings. He found that such denialism is a fundamental component of many business disasters, calling it the greatest obstacle business leaders face.3 I wouldn't go as far as he does when he says “greatest obstacle.” Still, my experience as a consultant and coach agrees with his and others' research findings: failing to see a business reality that's in front of your nose is a huge problem at all levels in all organizations, as well as for solopreneurs.


Whereas ManorCare, Enron, and Volkswagen are billion-dollar disasters, smaller versions of the same problem occur every day. Why do you think research shows that most restaurants fail in less than three years after opening their doors?3 It's not like their owners set out to fail. It's simply that they didn't (or didn't want to) see the truth about the marketplace.


After all, staring unpleasant truth in the face challenges our self-identity as successful. Many leaders work very hard to convey an appearance of success to themselves and others, and reject any sign they might have made a mistake. This unwillingness to acknowledge mistakes is one of the worst—and unfortunately all too common—qualities of leaders who are otherwise excellent.


Perhaps you're neither a giant like Volkswagen nor a small business like an independent restaurant, but somewhere in the middle market, with a revenue of $10 million to $1 billion. Nope, still not safe.


As a small example, many midsize businesses lose—sometimes dramatically—when pursuing what they see as winning synergy through mergers and acquisitions. Their leadership doesn't pay attention to extensive research that shows mergers and acquisitions fail to increase value for shareholders between 70 to 90 percent of the time.5 These failures happened, not in companies run by dummies, but by experienced, smart people who had a great deal of success in the past. If you're pursuing a merger or acquisition, you better be very confident that you are much, much better than the people who ran those companies, and understand thoroughly everything that made their merger or acquisition a failure before you pursue your own. The takeaway from this is that the old phrase “seeing is believing” simply doesn't apply to uncomfortable business realities.


Confirming Our Biases


So what's going on here? Why do so many business leaders who are generally perceived as highly competent and successful wear rose-colored glasses that prevent them from seeing obvious points of failure—everything from minor bumps to fiscal cliffs?


They are brought down by a series of related mental errors, the most prominent and well known of which is confirmation bias.6 It involves two parts. First, we look only for information that confirms preexisting beliefs, as opposed to disproving them. Second, we actively ignore any information that contradicts these beliefs, rather than putting a high value on this information.


You can hear echoes of the second part of the confirmation bias in Upton Sinclair's famous phrase: “It is difficult to get a man to understand something, when his salary depends on his not understanding it.” Paul Ormond still received a nice salary while driving ManorCare deeper into debt between 2011 to 2018, instead of admitting his grave failure of signing a terrible lease and trying hard to change the situation while ManorCare still had the financial resources to do so.7 According to investigators who charged Martin Winterkorn with fraud and conspiracy in May 2018, the former Volkswagen CEO apparently approved the use of the “defeat device” to falsify emissions standards, despite the obvious fact that eventually word would leak and the company, as well as his personal reputation, would be devastated.8


When you look for examples of information that confirms preexisting beliefs, you find leaders of large or midsize businesses who launch mergers and acquisitions, as well as entrepreneurs who start up restaurants, without first examining thoroughly the base rates and typical causes of failure for both types of endeavors. It's very typical for business leaders at all levels to look only for information that justifies their business case. I've sat in on more than a dozen meetings for clients during which senior executives waxed enthusiastically about a proposed acquisition or merger. Yet, not a word was uttered about the all-too-typical failures of such ventures. Fortunately, I was able to provide the needed (even if not very popular) service of throwing some cold water on these hyped-up plans. What about the numerous meetings where I—or someone else who could provide this dose of reality—wasn't present?


It takes a lot of guts for someone from inside an organization to break the atmosphere of “make nice” if the organization doesn't have a culture of healthy disagreement and searching for potential problems. Moreover, besides the confirmation bias, they have to face the related problem of belief bias, a mental failure mode where our desire to believe the conclusion warps our evaluation of the evidence.9 Combined with the confirmation bias, belief bias makes it very hard to oppose strategies when high-level executives explicitly endorse them.


Although theses biases are obviously very dangerous for the health of our bottom lines in the modern context, they helped facilitate our survival in the savanna. Back then, it was much less important for us to figure out what was true than to align our perceptions about reality with those of our tribe. We are the descendants of those early humans who succeeded in doing so. As a result, our gut reaction is to be very uncomfortable when we face information that goes against the beliefs of others in our tribe, especially authority figures such as the CEOs of ManorCare, Volkswagen, or Enron, or a top executive dead set on a foolhardy acquisition.


EXERCISE


I know it can be really uncomfortable to face the cold, hard truth of reality, and I believe in your ability to stretch your comfort zone and avoid the harsh fate of many leaders and professionals who fell into denialism and ruined their careers. You can advance that outcome by doing all the exercises in this chapter. Take the time to reflect on the following questions for a few minutes, and write down your answers in your professional journal:


[image: Image] Where have you fallen for confirmation bias in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


[image: Image] Where have you fallen for belief bias in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


Stick My Head Where?


Scholars have a specific term for what happens when we actively deny negative reality that's staring us in the face. You won't be surprised that it's called the ostrich effect, a cognitive bias named after the (ironically mythical) notion that ostriches stick their heads in the sand whenever they see a threat.10


I fell for it during the economic downturn following the 2008 fiscal crisis, when a number of clients stopped returning my calls. I didn't want to face the negative economic reality and failed to reorient as quickly as I should have in pursuing a more appropriate business strategy. In the midst of recovering from the tough times they faced, clients didn't have the energy or focus to invest in my services, even if that was when they could have used them most to avoid problems down the road. I eventually had to cut expenses much more drastically than would otherwise have been the case, and I still regret making that mistake.


What exacerbated the problem for me in 2008 was the normalcy bias, our tendency to underestimate both the probability and the impact of a major disaster.11 I did not realize the devastating extent of the Great Recession; I believed it would be a much shorter and quicker crisis than it proved to be.


The normalcy bias applies to individual companies and people as well as major global disasters. Consider the 1995 collapse of the Barings Bank in London. Nick Leeson, its head derivatives trader in Singapore, made a series of unauthorized bets on the Japanese markets from 1992 to 1995. He was able to hide more than $1.3 billion (yes, that's a “b,” not an “m”) in losses, due to what a later investigation called “a failure of management and other internal controls of the most basic kind.”12 The bank went bankrupt, all because its leadership could not imagine—and did not institute appropriate controls on—the kind of disaster that Leeson brought about.


Let's consider another example at a real estate management company for which I consulted. A manager refused to acknowledge that a person hired directly by her was a bad fit, despite everyone else in the department telling me that the employee was holding back the team. The other members dropped hints to the manager but didn't want to bring up this matter directly. She was known to express anger at those who brought her bad news, a cognitive bias known as the MUM effect, and more colloquially as shooting the messenger.13 Not a healthy tendency for avoiding confirming our biases, as you can well imagine.


EXERCISE


Take the time to reflect on the following questions for a few minutes, and write down your answers in your professional journal:


[image: Image] Where have you fallen for the ostrich effect in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


[image: Image] Where have you fallen for normalcy bias in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


[image: Image] Where have you fallen for the MUM effect in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


I Can Do Anything Better Than You!


Let's move on to a different failure mode affiliated with confirmation bias, a problem I often see undermining teamwork and collaboration, namely, when people tend to claim credit for success and deflect blame for failure. You might call this human nature, but behavioral science scholars call this the self-serving bias.14


When I conducted a needs analysis on improving employee engagement and teamwork for a US factory of a large international car manufacturer, I noticed that the teams the organization tried to build experienced substantial internal tensions. The existing culture favored individualism and competition over teamwork and collaboration, an atmosphere in which self-serving bias thrives. We had to address this problem as part of the broader effort to increase teamwork in the factory.


A related problem at a biotechnology company for which I consulted stemmed from the rumor mill, which passed along gossip that included many outright lies. Unfortunately, the more frequently people hear a claim, the more they believe it, regardless of whether it's true, a phenomenon known as the illusory truth effect.15 In other words, hearing the same falsehood over and over again, whether from the same person or not, makes us more likely to believe it's accurate. See what I did there? I had two sentences that meant exactly the same thing, but you believed me more after reading the second sentence. That's a perfect illustration of the illusory truth effect.


This cognitive bias is a specific case of a broader phenomenon known as the mere exposure effect, where simply being exposed to some external stimulus reduces the perception of novelty and potential threat, and makes us more comfortable with it.16 Hearing the same rumor many times makes people more comfortable with the rumor. Our gut reactions mistake the feeling of comfort for the feeling of truth, and employees believe the rumors.


EXERCISE


Take the time to reflect on the following questions for a few minutes and write down your answers in your professional journal:


[image: Image] Where have you fallen for self-serving bias in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


[image: Image] Where have you fallen for illusory truth effect and mere exposure effect in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


Halos and Horns


Our tribal nature causes us to ignore negative information about people we perceive as part of our tribe, and vice versa for those we don't, which leads to two linked cognitive biases. The halo effect describes a mental error we make when we like one important characteristic of a person; we then subconsciously raise our estimates of that person's other characteristics. Conversely, the horns effect reflects the mistake of subconsciously lowering our estimates of a person when we don't like one salient characteristic.17


These biases usually start with our perception of tribal affiliation, meaning whether that person belongs to a group with which we identify. If you ever walked into an office and were struck by the similarities between the personalities, physical appearance, and background of the staff, then you know what I mean. The halo effect and the horns effect are especially dangerous in promotion and assessment.


They critically undermine diversity and inclusion efforts, which not only lead to calamitous legal action and terrible PR crises, but are simply bad business. Much research suggests that visible diversity—for example racial and gender—improves a company's bottom line. Likewise, invisible diversity such as differences in personality and perspectives facilitates better decisions, which also improve profits.


EXERCISE


Take the time to reflect on the following questions for a few minutes, and write down your answers in your professional journal:


[image: Image] Where have you fallen for the halo effect in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


[image: Image] Where have you fallen for the horns effect in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


Taking Off the Rose-Colored Glasses


Taking off the rose-colored glasses of confirmation bias and similar biases is easier said than done! Doing so goes directly against our intuitions, even more so than most other cognitive biases, as it may mean sacrificing our sacred cows. It's especially important to train ourselves to turn on our intentional system and avoid relying on the autopilot system to protect ourselves from confirmation bias.


Fortunately, there's extensive research on debiasing this bias; scholars focus on it because of how dangerous this problem tends to be. The most important strategy with the strongest impact as shown by research involves considering alternative options and explanations. For instance, if you hear consistent rumors through the grapevine about proposed layoffs, before polishing your resume, look for disconfirming evidence to fight the illusory truth effect. Is the economic situation in your industry or your company looking up or down? Is your supervisor looking worried or relaxed?


Take a similar approach to shaping the strategy of a company. As I talked several clients out of mergers and acquisitions (M&A) initiatives, and encouraged others to pay a much lower price than they intended, I focused on getting them to consider what would happen if their envisioned synergies didn't materialize and what would happen if they uncovered unexpected problems. After all, investment banks that facilitate mergers and perform “due diligence” are highly incentivized to make a sale to get a high fee. It's essential to have someone who doesn't have a stake in the deal to defend the company's money by arguing thoroughly for the alternative perspective and find evidence that casts doubt on an acquisition. Consider getting a retired company executive, an outside consultant, a member of the board of directors who wasn't involved in the acquisition planning, or someone else who can be maximally impartial.


As an example, one midsize law firm of several hundred lawyers was considering an acquisition of a smaller firm (just under a hundred employees). However, the area of expertise did not line up well with the expertise of the smaller one, and the price was pretty steep because the smaller one had other suitors. Likewise, the initial acquisition conversations showed some clashes between the internal culture at the two firms.


Another thing that helped convince the client to avoid the acquisition was the strategy of probabilistic thinking, particularly considering the base rates. I showed them—and every other client considering acquisitions and mergers—the astoundingly high failure rate of such endeavors. From a probabilistic perspective, it was even more likely for such failure to occur in cases where the leadership did not have extensive M&A experience. The law firm's leadership did not.


I was hired to argue for the “no” side and encouraged the client to compare the acquisition of this smaller firm to the next best alternatives, which in this case included saving money and time and focusing on their own business, or finding another firm to acquire. Eventually, my client decided to let go of this opportunity and undertake due diligence for future acquisitions that considered more thoroughly both expertise and cultural alignment. They did end up acquiring a smaller firm just over a year later after performing a much more thorough due diligence. The firm was much more aligned both culturally and in expertise, and the merger was quite successful.


We know that we tend to overvalue other people who are like us, and undervalue those who are not—the halo effect and the horns effect. So how do we go against our intuitions and address these problems to hire a diverse work force? That was the question posed to me by the regional manager of a New York City clothing store chain who oversaw about 4,000 staff members. She saw a presentation I did on diversity and inclusion at an HR conference and brought me in to consult on the lack of diversity in the store sales staff, which was causing a problem with selling to the diverse customers who entered the stores. Based on testing, the clothing store chain found that stores with more diverse staff (and everything else being equal) had higher sales volume.


The manager adopted the standard approach of using a structured interview process with points for each question to incentivize diversity hires, along with training in cultural competency to facilitate effective recruiting and interviewing. However, she still did not have nearly as much diversity as she wanted.


After I examined her hiring process, I helped her recognize the problem. The traditional approach to incentivizing diversity hires, while crucial, only helps address the horns effect, the tendency to avoid hiring people who are different. Unfortunately, it does not address the halo effect, the tendency to hire people who are like you.


So we worked to revise the structured hiring process. We specifically focused on the structured interview process, and combined probabilistic thinking and the use of numbers with the strategy of setting a policy to guide the organization. To address the horns effect in a more thorough manner, we had interviewers give interviewees positive points for all characteristics in which the interviewee and interviewer differed. These characteristics included traditional diversity categories but also less visible ones, such as socioeconomic backgrounds, accents, cultural preferences, and so on. In turn, to address the halo effect, we had the interviewer give the interviewee negative points for any characteristics, visible and invisible ones, in which the interviewer and interviewee were similar. We also gave additional positive points for the specific areas of diversity that the manager felt were lacking in each store.


It took some time to change the hiring process. We faced some resistance from the hiring staff at first, especially about giving negative points for similarities. They did not feel it was fair to “punish” job candidates just because they were similar to the interviewer. It took substantial training to get them to see that it's a natural human trait to rate people more highly if they liked one aspect of the person. Eventually, we were able to get the hiring staff on board and implement the new process. As a consequence, the new hires grew much more balanced and resulted in the kind of diversity—and eventually the kind of sales revenue—the regional manager wanted.


The probabilistic thinking base rate approach also applies to opening new restaurants. Prior probability suggests it's a very risky idea, so your restaurant business plan better have some special sauce (insert drum roll here) before you proceed.


Let's say you decide to proceed with your restaurant or merger effort despite the base rate. To help improve your estimates of success, use the probabilistic thinking approach of launching experiments to gain additional valuable information and update your probabilities of success or failure before you go all-in on your bet. Can you rent a food truck to see whether your recipes have sufficient appeal? Can you launch a partnership prior to the merger to see if the envisioned synergies on increased revenue or lowered costs actually exist?


To protect yourself from the ostrich effect, consider the long-term future and repeating scenarios and combine that with another strategy, making predictions about the future, in the areas of potential threat and revising your predictions regularly. Doing so can tell you whether your current course is serving you well. If I had made predictions during the 2008 fiscal crisis, I would have had a hard time fooling myself about my client base drying up. If ManorCare's leadership had considered the long term, it would have seen that there were no good options if it chose to proceed with the existing lease instead of admitting they goofed when signing it and renegotiating the agreement. If Volkswagen's executives made predictions about future threats, they would have had a hard time approving the cheating device, due to the catastrophic legal and PR threat it entailed.


Fixing the problem of self-serving bias necessitates the strategy of considering other people's perspectives. If you were in their shoes, how would you decide who deserves credit and who deserves the blame? It helps to make this explicit by talking about this issue in a team, and putting numbers on credit and blame. It might sound weird at first, and it takes some time to integrate into a team, but it works wonders to address hidden resentments and frustrations. That approach helped improve teamwork and collaboration for the car factory I mentioned earlier.


To address the problem of the MUM effect, it greatly helps for those in leadership roles to use the strategy of making a precommitment by very explicitly showing in words and actions that they reward and celebrate those who bring them true but negative information. If you are a leader, make such statements often, and then praise publicly those who bring you such information; integrate doing so into the evaluation process for bonuses, raises, and promotions to show that you're not giving lip service to this notion. If you're not in a leadership role, underline and show this section of the book to your supervisor (or buy him a copy) and talk with him about how much the organization can gain from this practice.


I know what you might think at this point: That's all very nice, and I am totally committed to avoiding the confirmation bias and affiliated cognitive biases. However, how do I address a situation in which a colleague, especially someone above me in the hierarchy, falls into these problematic modes of thinking?


That's one of the most frequent questions I get asked in the Q&A during my presentations when I bring up the problem of confirmation bias and other similar judgment errors. Fortunately, one of my areas of academic research—as well as my consulting and coaching practice—focuses on how to get people to accept uncomfortable facts.


Doing so involves a technique distinct from the ones you use when addressing cognitive biases within your organization, team, or yourself. It requires that you have a great deal of evidence to support your position, as well as some practice in low-risk settings with this technique. Otherwise, you're liable to use it incorrectly and have it backfire. Don't blame me if it happens, so proceed at your own risk.


Remember the manager at the real estate management company who was reluctant to acknowledge she had hired the wrong employee? I was in a somewhat precarious political position with her; although she was the subordinate of the person who hired me, if I pissed her off, she could complain to the big boss who hired me or subtly resist the change efforts I was working on inside the company.


The technique I used with that manager, and in many similar situations, can be summarized under the acronym EGRIP (emotions, goals, rapport, information, positive reinforcement). EGRIP offers a highly useful tool to get professional colleagues to change their minds toward the truth.18


Rather than offer facts, as most of us are tempted to do, start by figuring out the emotions that inhibit your colleague from seeing reality clearly. Use curiosity and subtle questioning to figure out her goals so that you understand the kind of underlying framework that results in false beliefs on the part of your colleague. Once you understand your colleague's perceptions of the situation, build up rapport by showing you care about her goals and empathizing with her emotions. Doing so cultivates both an intellectual and emotional bond, tapping into the mind and heart alike, and places you within her tribe. Now you can work together to address mutual concerns.


Remember the manager with the problematic employee? I had a conversation with her about the role she saw her current and potential future employees playing in the long-term future of her department. I echoed her anxiety about the company's financial performance and concerns about getting funding for future hires, which gave me an additional clue into why she was protecting the incompetent employee.


After placing yourself on the same side of building trust and establishing an emotional connection, move on to the problem at hand: the employee's emotional block. The key is to show the person without arousing a defensive or aggressive response, how his or her current truth denialism undermines the employee's own goals in the long term. This is the first step where you share uncomfortable information—step four, not step one.


I asked the manager to identify which of her employees contributed most to her goals for the department's long-term performance, which contributed the least, and why. It was crucial for me to have the numbers available without revealing that I had this information. I also asked her consider who contributed the most to the team spirit and unit cohesion, and who dragged down morale and performance. Knowing that she valued behavioral economics, I brought up research on why we sometimes make mistakes when we evaluate colleagues and how to avoid them.


After some back and forth, she acknowledged that the employee in question was a poor performer and a drag on the group. Together, we collaborated on a plan of proactive development for the employee; if he did not meet agreed-upon benchmarks, he would be let go.


For colleagues accepting the facts, conclude your conversations with positive reinforcement without any hint of condescension, an effective research-based tactic for changing people's behaviors through getting them to feel positive emotions about new behaviors. If the person can associate positive emotions with the ability to accept negative facts as an invaluable skill, the less likely it is that anyone will need to have the same conversation with her in the future. I praised her for the courage it took to make a tough decision about the employee, and she expressed appreciation for my positive words, which she acknowledged she got too seldom in her role.


Does that sound manipulative? Step back and recognize that all of our social interactions with each other are manipulations of some sort or another. Some people are just naturally better at it than others and we call them “leaders with charisma” or “good salespeople.” Hundreds of my clients prevented disasters for their organizations' bottom lines by using evidence-based methods like EGRIP, which only works when the person whom you're trying to convince holds false beliefs at odds with their own goals. I welcome you to use it throughout your business career as well. And if you ever see me holding mistaken beliefs, I urge you to use it on me too!


Deploying these strategies will empower you and others around you to avoid business disasters by fixing biases that prevent us from seeing reality clearly. In the next chapter, you'll gain the benefit of knowing when and how to be confident about your judgments.


EXERCISE


To avoid confirming your preexisting beliefs and help others in your organization and professional network do so as well, complete these exercises before going to the next chapter! Take a few minutes to reflect on the following questions, and write down your answers in your professional journal:


[image: Image] How will you use considering alternative scenarios and options to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use probabilistic thinking to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use making predictions about the future to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use considering the long-term future and repeating scenarios to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use considering other people's perspectives to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use making a precommitment to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] Finally, how will you use EGRIP (emotions, goals, rapport, information, positive reinforcement) to help those in your organization and professional network fight these biases? What challenges do you anticipate in implementing this strategy, and what steps will you take to overcome these challenges?


CHAPTER SUMMARY


[image: Image] We usually deny unpleasant business realities when they are uncomfortable to our gut.


[image: Image] Our intuitions push us to look for information in making business decisions that matches our existing beliefs, as opposed to evidence that might go against these beliefs.


[image: Image] We greatly underestimate the possible business impact of major disasters.


[image: Image] Our instinct is to claim credit for ourselves for success and deflect blame for failure.


[image: Image] We fall too easily for repeated rumors in business settings.


[image: Image] When we like one important characteristic of a person, our gut moves us to overestimate all other positive aspects of that person and downplay any negatives; the reverse happens when we don't like one important characteristic.


[image: Image] To address these tendencies to confirm our predispositions and instead see reality clearly to make good decisions, the following techniques are most helpful:


[image: Image] considering alternative scenarios and options


[image: Image] probabilistic thinking


[image: Image] making predictions about the future


[image: Image] considering the long-term future and repeating scenarios


[image: Image] considering other people's perspectives


[image: Image] making a precommitment


[image: Image] EGRIP (emotions, goals, rapport, information, positive reinforcement)







  Chapter 5


Should You Be Confident?




Chapter Key Benefits





[image: Image] Identify the business situations when confidence is critically important, and when it's very dangerous.


[image: Image] Grasp the financial risk of following typical advice to leaders to go forward confidently through learning the dangerous judgment errors associated with such behavior.


[image: Image] Navigate safely through the hidden rocks of confidence-related errors by gaining the techniques needed for you and your ...





  Chapter 6


Are You Paying Attention?




Chapter Key Benefits





[image: Image] Develop an appreciation of the problems that stem from allowing our gut reaction to determine the object of our attention.


[image: Image] Learn the dangerous judgment errors that result from paying attention to the wrong thing at the wrong time or in the wrong way.


[image: Image] Place into our arsenal needed techniques to manage the cognitive biases that result from attention-related judgment errors.


One of our most valuable resources is our attention. Yet, if we don't apply this resource effectively, we can lose many other resources: time, money, social capital, and so on. Research shows that when we are intentional in how we deploy our attention we can avoid disasters of all sorts.


While I learned the theory behind the dangerous judgment errors associated with attention in graduate school many years ago, I felt it on my own skin more recently. My own judgment error occurred when I hired a graphic designer to create the layout and graphics for a booklet that included an assessment called “Dangerous Judgment Errors in the Workplace” (you'll see the assessment in the next chapter).


My preference is to hire vendors through recommendations from my professional contact network. Unfortunately, no one knew a designer with experience in booklet layouts. So I went on Upwork.com, a website I use to hire virtual contractors for various virtual tasks when I can't find one through personal references.


In my request for proposals, I said I'd provide the text and some samples of booklet layouts and graphics I liked, and then have the contractor come up with the final design that matched some of the other booklets they designed in the past. I asked the graphic designers to provide links to booklet layouts and graphics in their portfolios, so I could be sure I liked their design styles.


My proposal received dozens of bids. I communicated with a number of potential vendors and evaluated the quality and thoroughness of their communication. Finally, I selected one: not the cheapest bid, but the one with a highly impressive portfolio and great communication. I believed this contractor would do a quality job to match the high standards we have at Disaster Avoidance Experts, while also being easy to work with, saving me time and energy.


As you might have guessed by now, my expectations weren't matched by what happened in reality. The problem? Designing the layout and graphics for a booklet is a task that involves a great deal of detailed work. The graphic designer, whose portfolio featured great work, repeatedly made small mistakes and failed to follow directions.


For example, the assessment has thirty questions, and I asked him to standardize the graphic style of the questions. When he sent me the rough draft, I found that about one-third had some sort of issue with the layout. I felt frustrated. Why didn't he see the obvious graphic design problems? I asked him to fix the mistakes, but he only fixed about half of them, with five questions still screwed up. I went through all the questions, and specifically pointed out all the problems, numbering them one through five. He fixed three of the five. I asked him to fix the remaining two, and then he did so.


The same song and dance went on for the rest of the sections of the assessment. If I hadn't prepaid for the project (per the terms of Upwork), I would have found someone else. Yet it was too late at that point, as incompetence doesn't violate the terms of the contract. Heck, I would have left the money as sunken costs, yet I knew the time and effort it would take to get another graphic designer was not worth it.


I'll be honest: I'm not a detail-oriented person. I'm best at the 30,000-feet-in-the-air level. Moreover, I get frustrated quickly when I see incompetence and stupidity (which makes it difficult for me to deal with government bureaucracy).


Fortunately, my wife and business partner, Agnes, is better at those things, so I got her involved. She's more detail oriented and patient when dealing with people, which is why she makes the vast majority of customer service calls for our business. She was also pretty frustrated with the innumerable small mistakes made by the vendor, but dealt with it better than I did.


Eventually, we got the assessment booklet done to the high-quality standards that we have at Disaster Avoidance Experts. Yet getting the graphic designer to do little things and address the problems was like squeezing blood from a stone. It sucked up a surprising amount of time from Agnes and I, and caused us both a lot of stress, frustration, and anxiety.


Later, when I evaluated the problems that occurred to learn from the situation, as I do after every failure on my part, I realized I paid attention to the wrong things when I looked for a graphic designer. Specifically, I focused on the information I had available and considered important and impressive: the emotionally appealing graphic designs in the contractor's portfolio, and the speed and thoroughness of his communication.


Indeed, the vendor had technical competence in execution, but terrible detail orientation and ability to follow instructions. Those two soft-skill failures don't come through in his initial communication or portfolio, which had plenty of quality work. In fact, he eventually added the booklet he designed for me to his portfolio. It made me wonder if all those other clients whose work he added to his portfolio had to struggle to get him to do a good job.


As a result of that situation, I learned to pay attention to important elements of a situation, project, or person that aren't immediately obvious. From now on, when I hire someone who shows me examples of their previous work, I look for the best samples in that person's portfolio and request to speak to those references. I ask those people what they liked about working with this person and what could have been improved. If I had done that in the first place, I would have saved a lot of time, energy, stress, and negative emotions.


Attention Retention


What I fell for with the graphic designer is a cognitive bias called attentional bias, a dangerous judgment error in which we tend to pay attention to the most emotionally salient factors in our immediate environment—the ones that feel like they are the most critical—whether or not they're actually the most important ones.1 Attentional bias causes us to forget that other factors beyond what we're seeing are important too, as I did with the vendor. It can also cause us to overemphasize the importance of emotionally arousing elements in our surroundings.


When I was hired to improve the internal and external risk management processes for a biotech start-up, I noticed a problem in the boardroom. The two cofounders failed to get along with each other on a regular basis. They engaged in destructive conflict over frequently minor issues. Now, constructive conflict—during which you debate anything from the strategic questions of the company's future to tactical issues about how to get there—can be very healthy, as long as it doesn't bleed over into destructive conflict, with the focus turning to personalities and cliques.


I learned from other employees that the cofounders came from an entrepreneurial culture, so they didn't have the experience to work out problems diplomatically in a healthy conflict, which is necessary for business leaders in most Fortune 1000 companies. Technical geniuses, the cofounders lacked important soft leadership skills including social intelligence, which is the ability to evaluate and influence other people's emotions and relationships. As the start-up grew bigger, they had to address more and more significant issues. They didn't have a healthy approach to hashing out divergent visions.


Senior employees that were hired from bigger companies lacked the political power to address the issue head-on, and the cofounders didn't read their indirect hints well. One of these employees, the chief risk officer who hired me as a consultant, suggested to the two cofounders that their conflictual relations represented a risk. So, he proposed that we meet to see if the situation could be improved. As an external consultant, if I pissed off one or both of the cofounders, it was only a four-month consulting contract that was on the line, not my job in the company.


When I got the two of them together, I asked why they originally wanted to start the company. They both passionately described the problem their company was trying to fix and how none of the existing biotech companies had the unique solution they offered. Next, I asked what brought the two of them together to found the company. With some initial reluctance, they described the value that the other person brought to their partnership. I then asked them to outline what they agreed on regarding the strategy and the tactics of the company. After that, I asked them to outline areas of disagreement, both strategic and tactical. Both expressed some surprise that their strategic vision overlapped almost completely, and that they differed in only two out of twenty-seven tactical areas.


Following that, we talked about how with their extensive history, their monumental accomplishments in building the start-up to many millions in revenue and several dozen employees, and overwhelming agreement on strategy and tactics, it was a shame that their conflicts in the boardroom were so divisive. Both of them acknowledged being headstrong personalities who sometimes let their passion in the heat of the moment overcome their common sense and diplomacy.


After that, I brought up the problem of attentional bias in conflicts, where we often tend to focus on the 1 percent on which we disagree and disregard the 99 percent on which we agree. We talked about how the area of disagreement feels more important and authentic to our gut, even though objectively it's not. They both agreed that they made this dangerous judgment error many times during disagreements with each other.


They committed to focus and remember the areas of agreement during disagreements. We came up with a nonverbal signal that they could use to remind them: raising nine fingers on their hands, as a reminder of “99 percent agreement.” When I checked in a year later, the two cofounders were still doing well together, and the start-up's revenue had grown by more than 80 percent.


It's easy to understand the attentional bias from an evolutionary perspective. In the ancient savanna, paying excessive attention to emotionally salient features of our environment proved crucial for survival. Emotions that caused us to jump when we saw a sudden movement on the ground saved our ancestors from snakes and other dangerous creatures. It was better for our survival to jump at a thousand shadows than be bitten by one snake. Similarly, perceiving conflict as a huge threat was critical for people living in tribes because being thrown out of a tribe usually meant certain death. We are no longer in that environment. Still, our emotions act like we are. When you follow your gut it will result in losing money, time, social capital, and other resources because you pay attention to the wrong things in the wrong manner at the wrong time.


EXERCISE


Pay attention to where you might make attention mistakes by doing this and all the other exercises in this chapter. Reflect on the following questions for a few minutes, and write down your answers in your professional journal:


[image: Image] Where have you fallen for attentional bias in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


What Gets Measured Gets Managed?


The well-known business saying “What gets measured gets managed” contains a lot of wisdom. However, like many wise sayings, it can be taken too far and make us excessively complacent. The problem is an attention-related cognitive bias called surrogation, our tendency to equate the measure that we're using with the outcome that we want to measure.2


Surrogation can get us into a lot of trouble. Say you're going to host an important prospect who is coming to town to evaluate whether you'd be a good vendor for his needs. You ask your executive assistant to find a good restaurant. The assistant checks out the Yelp.com reviews and reserves a restaurant with great reviews. When you get there, you find the food overdone and overpriced, and the service to be just a bit faster than a snail's pace. Later, you read an article about how that restaurant was caught paying a shady marketing company to improve its Yelp and other online reviews. A classic case of surrogation: you thought that reviews measured quality of food and customer service, but the restaurant fudged the numbers.


Perhaps you're too smart for that. Well, here's a situation that happened to a coaching client of mine, a regional manager of a large retail chain. In one of our coaching conversations a couple of years ago, she brought up something that was bugging her. The retail chain conducted monthly employee satisfaction surveys. Stores that had higher employee satisfaction almost invariably had higher employee retention. Store managers were rewarded with bonuses for improving and maintaining high employee satisfaction.


However, a few months ago, she noticed a weird dynamic in a store in her region. Employee satisfaction increased in those stores, but employee retention decreased. She didn't pay too much attention at first, thinking it an outlier situation, but the trend persisted.


I advised her to investigate the details of how employee satisfaction was measured. She pushed back and said the survey was anonymous and conducted by email, so there would be no way to mess with it. Still, I persisted, and pointed out surrogation as a cognitive bias that makes us too confident in our measurement systems.


It turned out that one store manager created an effective strategy to mess with the employee satisfaction survey process. He tied the bonuses that employees in his store received (which he controlled) to the ratings on the employee satisfaction survey. Doing so didn't go against the letter of company policy, but of course went against the spirit of the survey. His actions resulted in store staff pressuring each other to give unrealistically high employee satisfaction ratings. The store manager got a higher bonus for his employees reporting higher satisfaction and also put less effort into ensuring that employees actually felt satisfied. As a result, the store's employee retention naturally decreased, both because of his lesser efforts to improve employee satisfaction and because of the discomfort of the more ethical employees.


The regional manager, upon finding this out, disciplined the store manager. Yet, as I gently pointed out to her, part of this was her fault. She focused her messaging to her store managers on customer service. A very important message, no doubt, and a bit too much of a good thing at the same time. She did not provide adequate leadership to convey the importance of long-term employee satisfaction to store success. She resolved to do better in the future, and also reported the employee satisfaction incident so the company policy could be adjusted to prevent future problematic out-of-the-box thinking by store managers.


EXERCISE


Reflect on the following questions for a few minutes, and write down your answers in your professional journal:


[image: Image] Where have you fallen for surrogation in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


It's No Hyperbole


Like the store manager who undermined the employee satisfaction survey, we too often exchange higher long-term gains for smaller short-term ones. Scholars use the term hyperbolic discounting for this dangerous judgment error, highlighting that we excessively discount value in the future for the pressing urge of what we want right now.3


This tendency happens at all levels within organizations, including the highest ones. Think back to the creative accounting that brought down Enron. Under pressure from quarterly earnings reports to Wall Street, and worried about losing high status from Enron's previous success, its leadership pushed the accounting department to falsify Enron's books. The game couldn't continue for too long, and those leaders knew it, but they still pursued a course that eventually landed them in the headlines for all the wrong reasons, and then in jail.


More broadly, quarterly earnings are a frequent complaint for prominent business leaders and investors who are concerned with the short-term focus showed by most CEOs. People like Jamie Damon, the CEO of JPMorgan Chase; Bob Lutz, a former executive at Ford, General Motors, and Chrysler; and Warren Buffet, CEO of Berkshire Hathaway, have all called for the abolition of the quarterly guidance by companies. A focus on quarterly earnings inhibits long-term planning and causes CEOs to focus on maximizing immediate profit goals, which drives up stock price in the short term while harming a company's bottom line down the road.


What kind of critical issues get left behind with excessive focus on the short term? At the most fundamental level, emphasizing the immediate level makes it hard for organizations to invest into organizational change. Any organizational change will involve short-term resource investments for the sake of long-term gains. In the large majority of cases, such future benefits will not show up in the next quarter's earnings. Thus, resources that could have been invested into boosting earnings instead go into changing the organization. It takes strong and intelligent leadership both to recognize and push through initiatives that delay short-term profits for long-term positive change.


As a rule of thumb, an organization should spend at least 10 percent and generally no more than 20 percent of its resources working on the business, rather than in the business. “Working in the business” refers to anything related directly to external output, such as creating your product or service, marketing and selling it to clients, and post-sale customer service. “Working on the business” means improving the way your organization conducts its business, such as professional development for leaders and employees, developing and improving internal processes and measurements, and conducting strategic and tactical planning. The latter usually don't show up in quarterly earnings reports, but show up a year down the road in improved earnings and result higher stock prices.


Why the large range, from 10 to 20 percent? The key is to time your work on the business wisely and match the current situation in your company as well as broader market conditions.


The most strategic and experienced business leaders know that they need to put the most effort into working on the business during good and quiet times for the company. It may sound counterintuitive to do so, but then this whole book is counterintuitive, right?


Consider why periods of healthy company growth and calm external environment represent the best times to work on the business. It's easiest to find resources for improving your company when you're not in the midst of a crisis situation and your balance sheet looks healthy.


You can also plan ahead effectively for working on the business. If you're a publicly traded company, you can give slightly lower earnings guidance to account for additional investment into working on the business; privately held companies and nonprofits can include such work in their annual budgets. By doing this work, an organization will minimize potential threats and be most prepared to seize unexpected opportunities, as well as figure out the best places to decrease costs and increase revenue.


Yet even in the midst of harsh market conditions or a crunch time for your company, you don't want to stop process and people improvements completely, although you might want to decrease such work. Otherwise, you'll have a heck of a time restarting the process later. Working on the business has a great deal of momentum involved, and you'll lose a lot of gains by stopping the process.


The best strategy to work on your business involves an explicit ability to ramp up and scale down depending on market conditions and your company's current situation. For instance, I consulted for a manufacturing company with about 1,400 employees on setting up a leadership development system. Previously, it had an ad-hoc leadership development process, dependent on when the C-suite decided to do a retreat or when local leaders sought out their own professional development for themselves and their employees.


With the new system, its ninety or so frontline leaders get together for a mutual learning retreat one day a month on average. Each learning retreat day involves several elements. The company's executives present a brief report on the health of the company and progress against goals from the strategic plan. Next, in small groups, the frontline leaders discuss ideas for strategy and innovation, and present the most worthwhile ideas as selected by the group. After that, they get back into small groups to learn best practices from each other and problem-solve issues each one experienced, with another presentation about what each small group judged most important. Next, an outside speaker presents to help the frontline leaders learn new ideas from external best practices. Afterward, small groups discuss how the speaker's content might benefit their everyday activities, with reporting out of the best ideas. The day concludes with a social event to build community and mutual trust among the leadership. In addition, each frontline leader takes an average of half a day a month for professional development on their own, whether that involves going to relevant conferences, meeting with a coach, taking online courses, and so on. (They receive funds to do so.)


Then, the frontline leaders invest two days per month into using this information to improve processes and professional development for their teams. They take half a day per month to gather their team for a mini-retreat. There, the frontline leader reports on the team's progress against strategic goals and also on what they thought most useful to the team from the leadership retreat day. Next, they have team members discuss how to integrate the best ideas from the leadership retreat into their activities and improve processes. They also have their team generate ideas for innovations and best practices, and conclude with a social event. Sometimes, they have an outside speaker. For the weeks without a mini-retreat, the team conducts an hour-long meeting during which they problem-solve various issues that come up. The frontline leaders then bring what they see as the most helpful ideas and problems they couldn't easily solve themselves, or think might benefit from broader discussion, to the monthly leadership retreat.


The rest of the team's professional development and process improvement time of a day and a half per month is up to each individual manager. It depends on their team's needs and goals, with some funding dedicated for group training activities. Furthermore, the company gives each employee half a day per month and some money for individual professional development based on the employee's personal priorities.


With this system, each frontline leader spends on average three and a half days per month on professional development and process improvement, which represents just over 15 percent of the average of twenty-two working days per month; each employee spends about two-and-a-half days a month on these activities, so just over 10 percent. The beauty of this system involves a combination of some standardized professional development and process improvement practices across the organization with flexibility for each team, leader, and employee to pursue additional learning and improvement based on local and personal needs and goals.


Moreover, the system provides the ability to scale up and down depending on the economic situation of the company and broader market conditions. When things are going well and the company is not busy, the leadership schedules additional time for learning retreats, making them two days instead of one, and devoting the whole second day for an external speaker to conduct a day-long seminar. When things aren't going as well, whether that means a decrease in available resources or during a busy season for the company, the company reduces the learning retreats to half a day instead of a whole day. The same kind of dynamic occurs at the frontline level in the teams themselves.


Additionally, the learning system offers flexibility in scheduling for different kinds of teams. A case in point, if the company's production facilities weren't operating at desired capacity due to insufficient orders from customers, the manufacturing frontline leaders and employees spend more time doing professional development and process improvement, while the marketing and sales team focuses more on promoting the company's products and making sales.


To ensure effective management of this learning system, the company's chief learning officer implemented and adjusted the system as needed. I later learned she added semiannual executive retreats for the C-suite as a part of this system. With this combination of flexibility and standardization, the company's top leaders succeeded in overcoming the hyperbolic discounting that undercuts the long-term success of many organizations in working on the business.


EXERCISE


Reflect on the following question for a few minutes, and write down your answers in your professional journal:


[image: Image] Where have you fallen for hyperbolic discounting in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


Ignorance Is No Excuse!


A dangerous judgment error called omission bias refers to when you evaluate the negative consequences of not taking an action as less bad than the negative consequences of taking an action.4 If you're a philosophy fan, you might be familiar with the quote from philosopher William James: “When you have to make a choice and don't make it, that is in itself a choice.” This refers to the omission bias.


I fondly remember shopping at Circuit City for my computer needs at the start of the millennium, as I was completing graduate school at the University of North Carolina at Chapel Hill while moonlighting as a consultant and coach. It was distressing to see the headlines in November 2008 that Circuit City declared bankruptcy, although I got a few good deals at the going-out-of-business sale at my local store. I decided to investigate further and found that the most crucial reason for Circuit City's bankruptcy stemmed from its leadership, especially CEO Phillip Schoonover. The leadership failed to act in a timely manner to address the crisis in flat-panel TV sales throughout the last several years. Its executive team focused a critical part of the Circuit City revenue model around selling flat-panel televisions and accessories such as speakers, cables, and brackets, as well as extended warranties. (As I mentioned earlier in the book, extended warranties are not worth the investment.) While flat-panel TVs sold at Circuit City for $2,400 in the fall of 2005, only a year later, Walmart and Costco offered them for $995, severely undercutting Circuit City's business model, both in the margins for flat-panel TVs and accessories.


Schoonover acknowledged his failure to heed clear warning signs that the bottom would drop out of flat-panel TV sales, and tried to deal with the drastic revenue drop through a wide variety of measures.5 Unfortunately, one of his decisions involved cutting wages and laying off experienced (and better-paid) staff, which resulted in a drastic drop in morale, bad PR, and slower sales. Schoonover resigned in September 2008, two months before Circuit City entered bankruptcy proceedings. Failing to heed warning signs and make wise choices while Circuit City still had time—and cash—resulted in bad crisis judgment under pressure, and the eventual bankruptcy of the number two appliance retailer in the United States.


Have you ever heard the phrase “Fiddling while Rome burns”? The phrase refers to the supposed story that Roman emperor Nero played the fiddle while Rome burned during the great fire of CE 64. The story is false—what we call fake news nowadays—but nevertheless the phrase refers to occupying yourself with unimportant but simple matters while you neglect more important but complex priorities. This too-common judgment error bears the name bikeshedding, also known as Parkinson's law of triviality.6


Perhaps you've sat through a boring meeting during which a long-winded colleague focused the group's attention on some unimportant matter while critical issues got ignored. Or perhaps those in the meeting drilled down deep into a trivial matter while they let key but complex topics go by. As an example, I sat in on a client's C-suite meeting during which leadership discussed the online marketing strategy proposed by the marketing team. The top leaders got into the minute details of messing around with the design of the website home page and spent about an hour on that topic.


Unfortunately, they only gave a few minutes to the much more important but complex matter of the variety of strategies to get clients to visit the website. It's much easier to pass judgment on the location and content of tabs on the top row of the website than inbound marketing, yet building a nice website won't matter if it doesn't get visitors. I was hired to address a different matter and chose not to bring up this issue, even though I thought the marketing department's strategy for bringing clients to the website was wrong. Indeed, my client ended up revising the marketing strategy after six months, when their website visitors were 60 percent below projections.


EXERCISE


Reflect on the following questions for a few minutes, and write down your answers in your professional journal:


[image: Image] Where have you fallen for omission bias in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


[image: Image] Where have you fallen for bikeshedding in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


Don't Argue With Success?


One of the most challenging and counterintuitive cognitive biases, outcome bias refers to the dangerous judgment error of judging decisions by paying attention to their outcomes rather than focusing on the process of making the decision.7 In my consulting, coaching, and speaking experience, business leaders struggle with the concept that they should occasionally argue with success and sometimes reward failure. After all, companies almost always reward decision-makers by the outcome of their decisions, such as a CEO for her investment into a profitable new product category or an investment portfolio manager for the growth of his portfolio.


Successful people are uncomfortable with the realization that luck sometimes plays a much larger role in the success of decision-makers than skill. The best that decision-makers can do is maximize the possibility of success, and then roll the dice. The wisest course of action—the one most likely to produce the best incentives for future success—is to reward decision-makers for how well they maximized the possibility of success, regardless of the outcome of their decision.


To demonstrate the danger of rewarding outcomes over process, let's use portfolio managers as an example. Imagine you know someone who has outperformed the stock market for more than a decade, and he offers you a chance to invest into his private, exclusive mutual fund. Would you do it? Most people would say yes, and gladly make the investment of their hard-earned cash.


Let's dig deeper. Say there are 100,000 portfolio managers who operate simply based on random blind luck. Throughout the course of a year, 50,000 would underperform the broad stock market and 50,000 would outperform the market. The next year, out of the 50,000 who outperformed the market, 25,000 would under-perform the market, and 25,000 would outperform the market. If this trend continued for ten years, you'd find that by the end of a decade, fifty portfolio managers would outperform the market by blind luck alone.


What would happen then? They'd make the headlines in Forbes, Fortune, CNBC, and elsewhere as the stock gurus of the decade. They'd write bestselling books about their stock-picking strategies: How I Went with My Gut and Beat the Odds. Money would flow into the mutual funds they manage.


Yet next year, twenty-five of them would underperform the market, and twenty-five would outperform it. The situation is similar to having 100,000 people toss a coin ten times each. Fifty of them on average will get all heads, like the portfolio managers who have ten good years in a row; there's no guarantee that they will be lucky next year. Indeed, research strongly suggests that the vast majority of mutual funds are not worthwhile investments, and seeming success results simply from random statistical fluctuations, meaning luck.8 Yet outcome bias results in all sorts of made-up stories about portfolio managers who are geniuses at picking stocks.


Luck also plays a role, although a smaller one, in business decision-making. You know this. You've certainly worked on projects where you did everything right, made the best choices possible and implemented them as well as you could, only to have circumstances outside your control wipe out all your hard work. By contrast, how often did you make choices that, looking back, you'd consider subpar? Or perhaps you made some implementation mistakes, only to have some good luck come along to help you out and save the day?


Happens to all of us, right? We're not perfect; we're human.


Luck plays the smallest role in organizational settings on the lower levels. On the front lines, where the rubber meets the road, the consequences of decisions usually reveal themselves very quickly. Is your client satisfied with the customer service you provided or not? Did you make the sale or not? Has the online advertisement driven sufficient traffic to the website or not? Does the website convert prospects into joining the email list or not? It's easy to repeat the steps or tweak the process on the front lines, and learn to do better going forward. As a result, frontline employees and their immediate supervisors get valuable experience that improves their future decision-making.


The higher up the food chain you go, the longer it takes for strategic decision-making to play out. What's going to be the consequence of a strategic partnership? Will the newly hired CEO take the company in the right direction? Is outsourcing to China or the Philippines the best option? Only time will tell, and it often takes years rather than months for the outcomes of decisions to be revealed. Moreover, strategic decision-making is more vulnerable to luck than frontline work because many more factors impact strategic decisions. Finally, due to these long-term cycles, the decision-maker might have moved on to another role before the consequences of their decision fully impacts the company.


As a result, it's critical to evaluate decision-making at the managerial and especially executive level by the process used to reach a decision. Did the decision-maker(s) take the steps needed to avoid dangerous judgment errors and maximize the decision's likelihood of success? If so, their performance deserves to be rewarded and incentivized, regardless of the outcome. The outcome should not be ignored, of course, because it provides valuable evidence about the quality of the process. Still, the role of luck in the outcome needs to be considered as a critical factor in the incentive structure if we want to create truly successful organizations.


I present this point toward the end of my half-day or full-day workshops, after laying the groundwork with less controversial and more easily graspable concepts. It's often at this point in my talks that the senior business leaders in the audience cross their arms and adopt a defensive posture.


I understand their feelings, as I felt the same way when I learned about the outcome bias. I think of myself as highly successful, so it was rough to realize that luck had a significant role in my success.


What helped these business leaders lower their defenses and accept the concept was reminding them of the many failures of highly competent, smart executives. Pretty much every CEO and their C-suite team consists of people who worked for many years to make their way to the top, on the basis of top-notch performance when they were climbing the corporate ladder. Unfortunately, a number of CEOs who were celebrated at one time ended up castigated later for a series of mistakes that either undermined or destroyed their companies, such as Bernard Ebbers at WorldCom, Chuck Conway at Kmart, John Rigas at Adelphia Communications, Juergen Schrempp at DaimlerChrysler, Kay Whitmore at Eastman Kodak, and many others.


At the height of their careers, these business giants stood at the forefront of their industries; yet how the might have fallen. Their examples provide an invaluable lesson in humility and disaster avoidance for the rest of us. We can't rest on our laurels. We need to do everything possible to improve the quality of our decisions, rather than believing that our past success will guarantee our future success.


A related cognitive bias that confounds our intuitions when we evaluate success and failure is known as survivorship bias. This happens when we pay attention only to the information that survived to reach us and fail to consider the information that did not.9 You know all those books written by or about successful business leaders and companies? The message they convey: follow the steps of these ultra-successful folks and companies, and you're golden!


Unfortunately, there are hidden dangers in doing so. First, you don't know which of these leaders and companies are truly successful. The CEOs and companies I listed as dismal failures were once celebrated as business geniuses. Even ones who succeeded during their business careers might have made choices that doomed the future of their companies. For instance, former CEO of GE Jack Welch, who headed the company from 1981 to 2001, saw its share price grow 4,000 percent under his leadership.10 Yet, his handpicked successor, Jeffrey Immelt, made a series of problematic decisions that resulted in a stock price drop of more than 30 percent and was pushed to retire in the summer of 2018. Welch placed most of the blame for the company's poor performance on Immelt. Given that Welch personally chose Immelt, some of the blame for these failures resides with Welch, which negatively colors his reign as a CEO.


Second, you don't know which of the decisions by these leaders and companies actually led to their success. After all, both luck and context—being at the right place at the right time with the right people—plays a large role in success. To know which decisions led to success with confidence, you need to have information about what would have happened if they made different decisions.


While that's impossible, we can look at other unsuccessful companies and leaders in a relatively similar position and compare their decisions to those who succeeded. For example, I'd love to see a book that compares the success of Best Buy to the failure of Circuit City, or the success of Facebook to the failure of MySpace.


However, it's very rare to see a book written about failures, because readers aren't interested in knowing about them. A typical case of survivorship bias; most readers don't recognize the value of understanding why something failed, as they focus only on emulating success. By contrast, the wisest business leaders know that they and their companies will fail, and their most important job is to avoid failure. For example, in a November 2018 meeting with employees, Amazon CEO Jeff Bezos stated, “Amazon is not too big to fail. In fact, I predict one day Amazon will fail. Amazon will go bankrupt. If you look at large companies, their lifespans tend to be thirty-plus years, not a hundred-plus years. . . . We have to try and delay that day for as long as possible.”11 There's a leader who knows the importance of studying failure, and in turn tries to prevent it (or at least delay it).


Although one-to-one comparisons of failure and success are valuable, there's a better way to obtain the critically important information about what brings true success: assessing a number of companies and leaders in the same industry and/or with similar characteristics to figure out best and worst practices. That's what behavioral economists do when they use large data sets to evaluate wise and poor decision-making strategies by individuals and companies. This research forms both the basis for this book and all of our consulting, coaching, speaking, and other services and products at Disaster Avoidance Experts


An example involves circumventing the problem of survivorship bias by helping a consulting client figure out important information that doesn't survive unless you deliberately look for the information. A direct-to-consumer retailer wanted to learn more about customers who stopped purchasing its products, but its customer satisfaction surveys didn't provide useful information. After all, the customer satisfaction survey only conveyed information about existing (surviving) customers, not those who did not survive. To address this issue, we created a “Customer Dissatisfaction Survey” and sent it to former customers. We also included an incentive of a chance to win a new laptop as well as a coupon from the company if the customer completed the survey. The retailer received very valuable information about why customers left. There were reasons under the company's control, such as website usability issues and problematic customer service experiences, in addition to factors not under my client's control, such as customers whose economic situation changed. Such information would not have survived to reach the company through typical channels. As a bonus, the coupon encouraged a fraction of those who filled out the survey to re-engage with the company.


EXERCISE


Reflect on the following questions for a few minutes, and write down your answers in your professional journal:


[image: Image] Where have you fallen for outcome bias in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


[image: Image] Where have you fallen for survivorship bias in your professional activities, and how has doing so harmed you? Where have you seen other people in your organization and professional network fall for this bias in their professional activities, and how has doing so harmed them?


Solving Attention Judgment Errors


One of the most effective techniques to solve attention-related cognitive biases involves considering alternative explanations and options. When you focus on this, you can immediately turn your attention to aspects of the issue at hand that are not immediately visible or don't have the gut feeling of importance.


The Customer Dissatisfaction Survey represents one clear way to consider such alternative, not immediately visible information. By implementing that survey, my client received insights regarding the concerns of former customers that caused them to stop purchasing the company's products. Without such knowledge, the client would have not been able to learn about and address the factors under its control. However, after my client gained this knowledge, they worked to develop customer service by improving both wages and quality controls among its call center staff, as well as improving website design.


On an individual level, review your major decisions during the last few years and consider the alternative by evaluating what would have happened if luck didn't go your way or vice versa. How would your business and career be different? Then, reflect on what you can do to luck-proof your decisions in the future, by minimizing downsides if luck doesn't go your way and maximizing upside if it does. If you are in a leadership role in an organization, what systems can you create that luck-proof decisions?


Probabilistic thinking offers another excellent way to address attention judgment errors and reward wise decision-making. For instance, after I gave a speech at a technology conference, the chief operations officer of a database company recognized that her firm's sales incentive system relied too much on luck because it rewarded those who exceed monthly quotas. In their existing system, a sales person could hit a monthly quota by catching a break with one big sale to a large client and take it easy the rest of the month when all the quotas zeroed out.


Moreover, sales staff did not have accountability for post-sale customer experience, which created incentives to make sales of expensive database products that might not be the best fit for the customer's needs. The customer often figured out that the database, while performing to specifications, failed to match the purpose for which they purchased it. Yet the customer's dissatisfaction was not reflected in the sales staff compensation plan, despite the harm to the company's reputation and bottom line of such outcomes.


The system exemplified the faults of outcome bias by rewarding luck over wise decision-making, and making the big sale over making the right sale. Disaster Avoidance Experts worked with the company to luck-proof the sales compensation plan and make it probable that the sales staff would sell customers what they truly needed. We changed the compensation structure from simply rewarding outcomes to rewarding staff who took the appropriate steps needed to maximize the probability of making the right sale to the right client. To do so, we looked at the typical behaviors of sales staff who outperformed others consistently both in exceeding their sales quote and in the lowest number of complaints post-sale. Then, we crystallized these behaviors into a model for the rest to follow.


The model had a series of steps that ranged from building a relationship and figuring out true customer needs to checking in three and six months after the sale to see how the database addressed customers' needs. The plan included sales staff documenting the steps. Performance evaluations and bonuses depended on three factors: 1) following the sales model; 2) making the sale; and 3) high customer satisfaction six months after the sale. That way, good salespeople who got into unlucky streaks could still be rewarded for following desired behaviors. In turn, failures in making sales or high customer complaints could be addressed by sales managers who checked whether the salesperson actually followed the model. Often, it turned out that crucial steps were skipped, and the sales manager then coached the salesperson on following the model. Throughout the next twelve months, both sales and customer satisfaction increased by more than 15 percent.


The related strategy of making predictions about the future helps address judgment errors such as bikeshedding. Before going into the weeds of making a decision or evaluation a proposal, it's useful to discuss what you perceive as the more and less important aspects of the issue at hand. Then, you can choose to invest your time and energy on the most important ones, even if you are tempted to argue about website home page tabs rather than discuss the complexities of inbound marketing strategy.


Likewise, it's important to place red flags on your predictions of future market conditions, especially ones most important for your business model. Circuit City's leadership failed to do so in its flat-panel TV pricing predictions. As a result, the shareholders and employees paid the price for the leadership's failure when Circuit City went bankrupt because of unwise crisis decision-making.


By considering past experiences with similar activities, you can address various attention judgment errors. For instance, when I reflect on my experience with the graphic designer it motivates me to ask for references and focus my attention on soft skills necessary for good collaboration with a vendor, regardless of technical competence. The store manager finessing the employee satisfaction survey made the district manager much more aware of how the retail chain's business systems might be undercut by employees for their own benefit.


The temptation to take shortcuts for immediate profit over much larger long-term gains can be addressed by the technique of considering the long-term future and repeating scenarios. The creative accounting that brought down leading business figures—often under pressure from quarterly reports—could have been addressed through this strategy because it would have inevitably been discovered. On a broader societal level, the subprime mortgage crisis of 2008 resulted from chasing short-term gains that would inevitably be undone when house prices collapsed.


Within an individual business, the consulting client for whom we created the leadership development process exemplifies this strategy. The system enabled a constant but flexible investment into the future of the company through continual improvement of its leaders, staff, and processes. You can apply the same approach to your own business or even your own career by developing a system that enables you to invest more efforts into improvements during good and calm times and scale down somewhat during busy or rough times.


Last but not least are two strategies: setting a policy to guide your future self and organization as well as making a precommitment. The two cofounders whose destructive conflicts threatened their company's future worked out a policy for their future selves that focused on the 99 percent of what unites them rather than the one percent that divides them. Moreover, they made a public commitment to each other of doing so and created a system to remind the other of these commitments in the heat of the moment.


The techniques in the last section of this chapter empower you and others in your organization and professional network to know what truly deserves your attention and what does not. In the next chapter, you'll get to combine everything you took from the chapters that detailed specific dangerous judgment errors and see how and where they show up in your workplace.


EXERCISE


Make sure you get the full benefit of paying attention to this chapter. Reflect on the following questions for a few minutes, and write down your answers in your professional journal:


[image: Image] How will you use considering alternative scenarios and options to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use probabilistic thinking to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use making predictions about the future to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use considering past experiences to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use considering the long-term future and repeating scenarios to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use setting a policy to guide your future self and organization to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


[image: Image] How will you use making a precommitment to fight the biases described in this chapter? How will you help others in your organization and professional network use this strategy? What challenges do you anticipate in implementing this strategy and helping others do so, and what steps will you take to overcome these challenges?


CHAPTER SUMMARY


[image: Image] Attention is the scarcest resource for business leaders, rather than money or time, yet we tend to underestimate the importance of this resource, and the fact that we can manipulate this resource effectively to achieve our business goals.


[image: Image] When going with our gut, we pay too much attention to the most emotionally relevant factors in our immediate environment—the ones that feel like they are the most critical—whether or not they're the most important ones.


[image: Image] Our intuition causes us to forget or deemphasize factors other than the ones right in front of our nose, meaning the ones to which we're paying attention in the moment.


[image: Image] Our instinct is to focus excessively on the quantified measurements that we can see, as opposed to the actual outcomes that we want to achieve, which are often distinct from the measurements.


[image: Image] We give short shrift to the future of our business activities, paying too much attention to short-term achievements at the expense of more important long-term ones.


[image: Image] We underestimate the dangers of not taking actions.


[image: Image] We tend to equate success with business competence, and ignore the role played by luck.


[image: Image] Our gut reaction is to ignore important missing information, paying attention only to information that reaches us as opposed to looking for data that we should have but don't.


[image: Image] Solving attention-related judgment errors requires us to use techniques that include:


[image: Image] considering alternative scenarios and options


[image: Image] probabilistic thinking


[image: Image] making predictions about the future


[image: Image] considering past experiences


[image: Image] considering the long-term future and repeating scenarios


[image: Image] setting a policy to guide your future self and organization


[image: Image] making a precommitment







  Chapter 7


What Are the Dangerous Judgment Errors in Your Workplace?




Chapter Key Benefits





[image: Image] Learn how to use a research-based assessment tool that identifies the prevalence of dangerous judgment errors in any workplace.


[image: Image] Use this tool to identify the most common and impactful dangerous judgment errors for yourself and your organization.


[image: Image] Decide on what specific judgment errors you and your team will work on next to protect yourself from business disasters. ...





  Conclusion


Many high-flying professionals, including business leaders at the very top, shrink away from learning about dangerous judgment errors because doing so can be hard and unpleasant. It's counterintuitive and takes them outside their comfort zone of going with their gut. It goes against the typical structures and incentives in teams and organizations that usually favor trusting intuition and being authentic.


Moreover, many (not all) of the most successful leaders and professionals believe they are perfect decision-makers. After all, they have succeeded so far!


Unfortunately, the greatest disasters happen to those who have been most successful, usually because they continue to use methods that worked for them in the past in new contexts where their previous methods no longer apply. They also get cut off from previous trusted sources of key information as they advance in their careers, which results in more and more distortions, and in turn, results in worse and worse judgments. This tendency helps explain this book's many examples of highly competent and successful business leaders who steered their companies and careers into destruction.


Having read this book, you're in a vastly privileged position compared to these business leaders and any other professionals who are unaware of the dangers of typical judgment errors in the workplace. The thirty cognitive biases described here represent the biggest threats to your business and career success. Let me repeat: the biggest threats.


From the extensive research cited in this book—as well as my clients' case studies—you know that the external context represents a much lesser danger to businesses than poor decisions in strategic direction, in business relationships, and in project implementation. If you and your organization can avoid even a fraction of the dangerous judgment errors we suffer because we're adapted for the ancient savanna and not the modern businesses environment, you set yourself on the path to success.


To do so, make sure to spread the paradigm shift in this book to your team and those in your professional contact network who you don't want to see suffer from business disasters. My personal code of ethics—minimizing suffering and improving well-being—impels me to spread this message as widely as possible. I invite you to join me in doing so for those whose success you care about. You'll find that some are resistant at first because of the unfortunate advice from prominent business gurus who encourage their followers to trust their guts. Keep at it, and demonstrate why savanna-adapted intuitions are a horrible guide for the modern business environment. They will thank you for your persistence.


Let me be clear: like a broken clock that's right twice a day, it doesn't mean that your or their gut is never right. It's simply the case that you should never go with your gut because of the overwhelming number of scenarios in which it misfires in the current business environment. If you feel discomfort with a situation, don't just rely on your instincts and go with your autopilot system. Instead, turn on the intentional system to analyze what's going on. Evaluate whether you are impacted by any of the thirty cognitive biases, and use one or more of the debiasing strategies to address the potential for judgment errors.


It's hard to keep all of the thirty judgment errors in mind without extensive practice, and I struggled to do so when learning about them. Keep the book close by to review these cognitive biases and the specific strategies most useful in addressing them. At regular intervals, such as once a quarter, review your answers to the exercises, which I'm sure you did in order to defend yourself from suffering the disasters of failing to integrate these strategies. Update your answers based on your experiences that quarter.


It's easy to read this book. The harder thing to do is the challenging reflection required to protect yourself and your business from judgment errors. It is even more difficult to integrate what you realized into your day-to-day work.


So what kind of story do you want to tell about yourself three months from now? Do you want to be the person that read a paradigm-shifting book but work got away from you and you let these strategies slip away, suffering the disasters that followed? Alternatively, do you want to tell the story that you read a paradigm-shifting book, did all the exercises to adapt the new information into your professional context, and invested the efforts to integrate these strategies into your work to take your and your team's performance to the next level and leave the competition in the dust?


Which of these stories reflects the kind of leader you want to be and the future in which you want to live? The choice is yours.


If you're the second type of leader, I can promise that you'll achieve the three commitments I made at the beginning of this book. First, you'll stand head and shoulders above the competition when you defend yourself from numerous potential threats and are optimally prepared to take advantage of unexpected opportunities, thus maximizing your bottom line. Second, you can feel safe and confident, sleeping soundly at night knowing that by avoiding dangerous judgment, you will automatically exceed expectations for your clients, colleagues, vendors, investors, and any other internal and external stakeholders. Third, you'll have much less frustration, stress, and anxiety in your day-to-day work because of your ability to have outstanding business relationships inside and outside your organization. Those to whom you spread this information will get similar benefits.


The eight-step decision-making model provides much-needed guidance for pulling together and implementing the debiasing strategies in this book when the rubber meets the road:




	Identify the need for a decision to be made.


	Gather relevant information from a variety of informed perspectives on the issue at hand.


	Decide on the goals you want to reach, and paint a clear vision of the desired outcome.


	Develop clear decision-making criteria to evaluate options.


	Generate viable options that can achieve your goals.


	Weigh these options and pick the best of the bunch.


	Implement the option you chose.


	Evaluate the implementation process and revise as needed.





Using these steps for any significant decision—either one-time decisions with a substantial impact or a series of repeating decisions—will automatically address most cognitive biases.


Make sure to ask the five key questions to avoid decision disasters as you go through all of these steps:




	What important info didn't I yet fully consider?


	What relevant dangerous judgment errors didn't I yet address?


	What would a trusted and objective adviser suggest I do?


	How have I addressed all the ways it could fail?


	What new info would cause me to revisit the decision?





Ask these questions especially when you are under intense pressure to make decisions quickly and don't have the chance to go through each of the eight steps thoroughly.


When you integrate the eight-step decision-making model and the five questions as key processes, not simply for yourself, but also for your team and organization as a whole, you will maximize your chances of besting your competition and bringing the most value to your customers and investors. For more than twenty years, my consulting and coaching clients, ranging from Fortune 500 companies to midsize businesses and nonprofits, have benefited greatly from these and other strategies described in this book. Now, you can do so as well.


You can find many more resources adapted to business needs at www.DisasterAvoidanceExperts.com/NeverGut. For bulk discounts, write to Info@DisasterAvoidanceExperts.com. I'm eager to hear your questions at Gleb@DisasterAvoidanceExperts.com.


The most important—and most challenging—takeaway is: What feels comfortable is often exactly the wrong thing for our bottom line. In our technologically disrupted environment, the future is never going to be like today. We have to adapt constantly to an increasingly changing environment to ensure the success of our business and our careers. That ever-intensifying pace of change means our gut reactions will be less and less suited in the future, and relying on our autopilot system will lead us to crash and burn.


The ones who survive and flourish in the world of tomorrow will recognize this paradigm shift. They will adopt counterintuitive, uncomfortable, and highly profitable techniques to avoid business disasters, and make the best decisions by relying on their intentional system to address the systematic and predictable errors we all tend to make. It is my fervent hope that you join them and minimize suffering and maximize well-being for you, your team, and everyone with whom you share this paradigm shift. To your good judgment, my friends!
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