
What	are	bad	recommendations	you	hear	in	your	profession	or	area	
of	expertise?
Virtually	all	investors	have	been	told	when	they	were	younger—or	implicitly	
believe,	or	have	been	tacitly	encouraged	to	do	so	by	the	cookie-cutter	
curriculums	of	the	business	schools	they	all	attend—that	the	more	they	
understand	the	world,	the	better	their	investment	results.	It	makes	sense,	doesn’t	
it?	The	more	information	we	acquire	and	evaluate,	the	“better	informed”	we	
become,	the	better	our	decisions.	Accumulating	information,	becoming	“better	
informed,”	is	certainly	an	advantage	in	numerous,	if	not	most,	fields.
But	not	in	the	field	of	counterintuitive	world	of	investing,	where	accumulating	

information	can	hurt	your	investment	results.
In	1974,	Paul	Slovic—a	world-class	psychologist,	and	a	peer	of	Nobel	laureate	

Daniel	Kahneman—decided	to	evaluate	the	effect	of	information	on	decision-
making.	This	study	should	be	taught	at	every	business	school	in	the	country.	
Slovic	gathered	eight	professional	horse	handicappers	and	announced,	“I	want	to	
see	how	well	you	predict	the	winners	of	horse	races.”	Now,	these	handicappers	
were	all	seasoned	professionals	who	made	their	livings	solely	on	their	gambling	
skills.
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their	gambling	skills.
Slovic	told	them	the	test	would	consist	of	predicting	40	horse	races	in	four

consecutive	rounds.	In	the	first	round,	each	gambler	would	be	given	the	five
pieces	of	information	he	wanted	on	each	horse,	which	would	vary	from
handicapper	to	handicapper.	One	handicapper	might	want	the	years	of
experience	the	jockey	had	as	one	of	his	top	five	variables,	while	another	might
not	care	about	that	at	all	but	want	the	fastest	speed	any	given	horse	had	achieved
in	the	past	year,	or	whatever.
Finally,	in	addition	to	asking	the	handicappers	to	predict	the	winner	of	each

race,	he	asked	each	one	also	to	state	how	confident	he	was	in	his	prediction.
Now,	as	it	turns	out,	there	were	an	average	of	ten	horses	in	each	race,	so	we
would	expect	by	blind	chance—random	guessing—each	handicapper	would	be
right	10	percent	of	the	time,	and	that	their	confidence	with	a	blind	guess	to	be	10
percent.
So	in	round	one,	with	just	five	pieces	of	information,	the	handicappers	were

17	percent	accurate,	which	is	pretty	good,	70	percent	better	than	the	10	percent
chance	they	started	with	when	given	zero	pieces	of	information.	And
interestingly,	their	confidence	was	19	percent—almost	exactly	as	confident	as
they	should	have	been.	They	were	17	percent	accurate	and	19	percent	confident
in	their	predictions.
In	round	two,	they	were	given	ten	pieces	of	information.	In	round	three,	20

pieces	of	information.	And	in	the	fourth	and	final	round,	40	pieces	of
information.	That’s	a	whole	lot	more	than	the	five	pieces	of	information	they
started	with.	Surprisingly,	their	accuracy	had	flatlined	at	17	percent;	they	were
no	more	accurate	with	the	additional	35	pieces	of	information.	Unfortunately,
their	confidence	nearly	doubled—to	34	percent!	So	the	additional	information
made	them	no	more	accurate	but	a	whole	lot	more	confident.	Which	would	have
led	them	to	increase	the	size	of	their	bets	and	lose	money	as	a	result.
Beyond	a	certain	minimum	amount,	additional	information	only	feeds—

leaving	aside	the	considerable	cost	of	and	delay	occasioned	in	acquiring	it—
what	psychologists	call	“confirmation	bias.”	The	information	we	gain	that
conflicts	with	our	original	assessment	or	conclusion,	we	conveniently	ignore	or
dismiss,	while	the	information	that	confirms	our	original	decision	makes	us
increasingly	certain	that	our	conclusion	was	correct.
So,	to	return	to	investing,	the	second	problem	with	trying	to	understand	the

world	is	that	it	is	simply	far	too	complex	to	grasp,	and	the	more	dogged	our
attempts	to	understand	the	world,	the	more	we	earnestly	want	to	“explain”
events	and	trends	in	it,	the	more	we	become	attached	to	our	resulting	beliefs—
which	are	always	more	or	less	mistaken—blinding	us	to	the	financial	trends	that



are	actually	unfolding.	Worse,	we	think	we	understand	the	world,	giving
investors	a	false	sense	of	confidence,	when	in	fact	we	always	more	or	less
misunderstand	it.
You	hear	it	all	the	time	from	even	the	most	seasoned	investors	and	financial

“experts”	that	this	trend	or	that	“doesn’t	make	sense.”	“It	doesn’t	make	sense
that	the	dollar	keeps	going	lower”	or	“it	makes	no	sense	that	stocks	keep	going
higher.”	But	what’s	really	going	on	when	investors	say	that	something	makes	no
sense	is	that	they	have	a	dozen	or	whatever	reasons	why	the	trend	should	be
moving	in	the	opposite	direction	.	.	.	yet	it	keeps	moving	in	the	current	direction.
So	they	believe	the	trend	makes	no	sense.	But	what	makes	no	sense	is	their
model	of	the	world.	That’s	what	doesn’t	make	sense.	The	world	always	makes
sense.
In	fact,	because	financial	trends	involve	human	behavior	and	human	beliefs	on

a	global	scale,	the	most	powerful	trends	won’t	make	sense	until	it	becomes	too
late	to	profit	from	them.	By	the	time	investors	formulate	an	understanding	that
gives	them	the	confidence	to	invest,	the	investment	opportunity	has	already
passed.
So	when	I	hear	sophisticated	investors	or	financial	commentators	say,	for

example,	that	it	makes	no	sense	how	energy	stocks	keep	going	lower,	I	know
that	energy	stocks	have	a	lot	lower	to	go.	Because	all	those	investors	are	on	the
wrong	side	of	the	trade,	in	denial,	probably	doubling	down	on	their	original
decision	to	buy	energy	stocks.	Eventually	they	will	throw	in	the	towel	and	have
to	sell	those	energy	stocks,	driving	prices	lower	still.

When	you	feel	overwhelmed	or	unfocused,	what	do	you	do?	What
questions	do	you	ask	yourself?
When	I	am	feeling	unfocused,	the	first	question	I	ask	myself	is,	“Am	I
rehearsing	my	best	self?”	And	if	the	answer	is	no,	I	ask	myself	how	can	I	reset.
Each	day	presents	us	with	86,400	seconds,	which	means	each	day	presents	us
with	virtually	countless	opportunities	to	reset,	recover	our	balance,	and	continue
rehearsing	our	best	selves.
If	I	realize	my	focus	is	off,	and	certainly	when	I’m	experiencing	any	negative

emotions,	I	ask	myself,	“Where	should	my	attention	be	right	now?”
Almost	always,	the	answer	is	“my	mission,”	which	is	like	a	beacon	that

always	beckons.
But	sometimes	I	take	on	too	many	commitments.	Because	I	sometimes	have

trouble	saying	no	to	others	eager	to	work	with	me,	I	can	become	overcommitted
and	overwhelmed.
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