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						Overoptimism Tendency
January 3, 2018 in Human Misjudgment Revisited					


					
						
													

						Demosthenes said, “What a man wishes, that also will he believe.” He was referring to denial and excessive optimism. There are other factors at play too, and they lead to happy people buying lottery tickets. –Charlie Munger




This article is part of a multi-part series on human misjudgment by Phil Ordway, managing principal of Anabatic Investment Partners.
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Update

Kahneman is also keenly aware of this issue. He cites overconfidence as “the most damaging” thing, leading “governments to believe that wars are quickly winnable and capital projects will come in on budget despite statistics predicting exactly the opposite. It is the bias he says he would most like to eliminate if he had a magic wand. But it ‘is built so deeply into the structure of the mind that you couldn’t change it without changing many other things.’”[63]

Tetlock’s principles for Superforecasting apply here. One giant exercise in learning to apply confidence when you should have it, and avoid overconfidence the rest of the time. “Aggressive open-mindedness.”[64]

	Learn to avoid the gambler’s fallacy of detecting nonexistent patterns.
	Learn to avoid overcompensation for previous mistakes. The false negative of 9/11 à the fall negative of WMD?
	Learn to analyze from the outside in – what is the base rate?
	Learn to apply new information (Bayesian updating) appropriately, avoiding under-adjustment (“This is just a blip”) and over-adjustment (“This changes everything!”)
	Learn to collaborate. Diversity on teams is helpful.
	“You only win a forecasting tournament,” Tetlock said, “by being decisive—justifiably decisive.”


Another favorite example comes from golf. A study found that on shots that were on line but misjudged for distance, eight times as many shots were short as were long.[65] Players routinely overestimate their own abilities, ignore the overall base rate of the shot and/or assume idea conditions and a perfect swing with a given club when calculating yardages.




nextseries start series overview





[63] https://www.theguardian.com/books/2015/jul/18/daniel-kahneman-books-interview

[64] http://longnow.org/seminars/02015/nov/23/superforecasting/

[65] https://www.wsj.com/articles/why-golfers-overestimate-their-ability-1494591233


Keep compounding your investment wisdom:

	
				Appendix — Human Misjudgment Revisited
			
	
				What Good, in the Practical World, is the Thought System Indicated by the List?
			
	
				Say-Something Syndrome
			




												
						
							Tags: human misjudgment, mistakes, principles						


						People: Charlie Munger
					


					
				
			


			
		

	




	
		
					
				
						
							
							
								
																	

								
								
									About The Author: Philip Ordway

									Philip Ordway is Principal and Portfolio Manager of Anabatic Fund, L.P. Previously, Philip was a partner at Chicago Fundamental Investment Partners (CFIP). At CFIP, which he joined in 2007, Philip was responsible for investments across the capital structure in various industries. Prior to joining Chicago Fundamental Investment Partners, Philip was an analyst in structured corporate finance with Citigroup Global Markets, Inc. from 2002 to 2005, where he was part of a team responsible for identifying financing solutions for companies initially in the global power and utilities group and ultimately in the global autos and industrials group. Philip earned his M.B.A. from the Kellogg School of Management at Northwestern University in 2007 and his B.S. in Education & Social Policy and Economics from Northwestern University in 2002.
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			About Us
			Through invitation-only events and member publications, MOI Global fosters a community of intelligent investors united by a passion for lifelong learning.

Chairman’s Letter

Membership Tour

Member Feedback

Member Calendar

“MOI Global is a wonderful way to expose yourself to the thoughts of some of the most successful investors and investment methods out there.”

—Tom Gayner

“Adds value to my research process.”

—Rich Eisinger

“Invaluable.”

—Elliot Turner

“Great content, great people.”

—John Lambert

“Thought-provoking.”

—Amit Wadhwaney

“First class in every way.”

—Jeffrey Stacey

“I enjoy it and others will also.”

—Chuck Royce



		




Online Events
			The fully online conferences hosted by MOI Global bring together great minds from our network of intelligent investors, with a focus on timely ideas and timeless wisdom.

Best Ideas Conference

Wide-Moat Investing Summit

Asian Investing Summit

European Investing Summit

Industry Insights Summit

Meet-the-Author Summer Forum

Intelligent Investing in Crisis Mode



		



Offline Events
			In-person events hosted by MOI Global bring together inquisitive minds to explore ideas of consequence in investing, business, and life.

Local Chapters

Best Ideas Omaha

Ideaweek St. Moritz

Latticework London

Latticework New York

The Zurich Project

The Frankfurt Conversation

“I got more out of Ideaweek than any investing-related event I’ve been to since 1986.” –Peter Leacock, Senior Portfolio Manager, CIBC Wood Gundy



		




Publications
			The member publications, including The Manual of Ideas, have won acclaim for their depth, originality, and breadth of perspectives.

All-Time Favorites

Featured Content

The Manual of Ideas

MOI Global en Español



		



Curated Content
			The editorial team seeks out thought-provoking insights and variant perspectives from across the membership network and beyond.

Timeless Selections

Investment Ideas

Investor Letter Excerpts

Thought Leader Series



		



Podcasts
			Podcasts enable members to enjoy content in a convenient format. Non-members may peek into the world of MOI Global via limited access.

Member-Only Podcasts

Ideaweek Podcast

Latticework Podcast

Zurich Project Podcast

This Week in Intelligent Investing



		




Selected Conversations
			Members enjoy a steady stream of exclusive wisdom and insights from the leading minds in the field of investment management.

Chuck Akre | Sanjay Bakshi | Brian Bares | David Barr | Chris Bloomstran | John Burbank | Joel Cohen | Larry Cunningham | Aswath Damodaran | Christopher Davis | Charles de Vaulx | Fernando del Pino | Pat Dorsey | Jean-Marie Eveillard | James Ferguson | Frank Fischer | Tom Gayner | Daniel Gladiš | Bruce Greenwald | Robert Hagstrom | Connor Haley | Ahron Herring | Michael Huber | Bryan Lawrence | Hendrik Leber | Paul Lountzis | Peter Mantas | David Marcus | Howard Marks | Michael Mauboussin | Chris Mittleman | David Nierenberg | Phil Ordway | Mohnish Pabrai | Francisco García Paramés | Bob Robotti | François Rochon | David Rolfe | Jim Roumell | Chuck Royce | Tom Russo | Dave Sather | Florian Schuhbauer | Adam H. Schwartz | Josh Shores | Guy Spier | Murray Stahl | Sean Stannard-Stockton | Lauren Templeton | Will Thorndike | Elliot Turner | Michael van Biema | Arnold van den Berg | Marcos Veremis | Ed Wachenheim | Amit Wadhwaney | Adrian Warner | Andrew Wilkinson | Jay Willoughby | Josh Wolfe | Don Yacktman | Tim Yates
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