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You did it again today. You may have tried to avoid doing so, but try or 
not, you made some decisions today. Some of them a bit more 
consequential like whether to launch a new product, go ahead with a 
project, buy a new home, or take a new job. Others of them less 
consequential like whether to take a certain route home, buy a shirt, or 
eat lunch at 12@12. But regardless of the case, in the midst of those 
decisions you were probably subject to some rather common pitfalls in 
decision-making. This is because while we all like to believe we make 
decisions rationally and objectively we are all prone to some pretty 
common biases. My hope for today is to identify a few of those biases 
and provide some suggestions as to how those pitfalls might be 
avoided. To do so I will lean heavily on a Harvard Business Review article 
titled “The Hidden Traps in Decision Making.”1  
 
The Status-Quo Trap 
Decision makers display . . . a strong bias toward alternatives that 
perpetuate the status quo. People sometimes, for example, inherit 
shares of stock that they would never have bought themselves. 
Although it would be a straightforward, inexpensive proposition to sell 
those shares and put the money into a different investment, a 
surprising number of people don’t sell. They find the status quo 
comfortable, and they avoid taking action that would upset it. “Maybe 
I’ll rethink it later,” they say. But “later” is usually never. 

Many experiments have shown the magnetic attraction of the status 
quo. In one, a group of people were randomly given one of two gifts of 
approximately the same value—half received a mug, the other half a 
Swiss chocolate bar. They were then told that they could easily 
exchange the gift they received for the other gift. While you might 
expect that about half would have wanted to make the exchange, only 
one in ten actually did. The status quo exerted its power even though 
it had been arbitrarily established only minutes before. 

Businesses that punish those who try new ventures that do not succeed 
are particularly susceptible to the status-quo bias. In those 
environments, phrases like “Let’s not rock the boat right now” or “Let’s 



wait until the situation stabilizes” often keep things unchanged for way 
too long.  

To avoid this trap: 
• Never think of the status quo as your only alternative. Identify 

other options and use them as counterbalances, carefully 
evaluating all the pluses and minuses.  

• Ask yourself what decision you make if given a blank slate. If it is 
different from the status quo, go with it provided the costs of 
change are not too great. 

• If you have several alternatives that are superior to the status 
quo, don’t default to the status quo just because you’re having 
a hard time picking the best alternative. Force yourself to 
choose.  

 
The Sunk Cost Fallacy 
The second trap in decision-making is the sunk cost fallacy. Most of us 
have fallen into this trap. We may have refused, for example, to sell a 
stock or a mutual fund at a loss, forgoing other, more attractive 
investments. Or we may have poured enormous effort into improving 
the performance of an employee whom we knew we shouldn’t have 
hired in the first place. Our past decisions become what economists 
term sunk costs—old investments of time or money that are now 
irrecoverable. We know, rationally, that sunk costs are irrelevant to 
the present decision, but nevertheless they prey on our minds, leading 
us to make inappropriate decisions. 

One group of researchers found that the bankers responsible for 
originating loans that later became a problem were far more likely to 
advance additional funds—repeatedly, in many cases—than were 
bankers who took over the accounts after the original loans were 
made. Too often, the original bankers’ strategy—and loans—ended in 
failure. Having been trapped by an escalation of commitment, they 
had tried, consciously or unconsciously, to protect their earlier, flawed 
decisions. They had fallen victim to the sunk-cost bias.  

To avoid this trap: 
• Seek out and listen carefully to the views of people who were 

uninvolved with the earlier decisions and who are hence 
unlikely to be committed to them. For example, banks that 



found themselves victim to the sunk-cost fallacy began re-
assigning loans whenever problems arose. 

• Examine why admitting to an earlier mistake distresses you. If 
the problem lies in your own wounded self-esteem, deal with 
it head-on. Remember the wise words of Warren Buffett: 
“When you find yourself in a hole, the best thing you can do is 
stop digging.”  

• Build “trip wires” into a decision such that if such and such 
occurs action is taken. That’s what many expedition guides do 
for those climbing Mt. Everest. They announce conditions in 
advance that will have them descend the mountain. They do 
this because they want to prepare people in advance to accept 
the decision even when they feel they must go on because they 
have already come so far.2  

 
Confirmation Bias 
The third decision-making pitfall is confirmation bias. This bias leads us 
to seek out information that supports our existing instinct or point of 
view while avoiding information that contradicts it.  

In one psychological study of this phenomenon, two groups—one 
opposed to and one supporting capital punishment—each read two 
reports of carefully conducted research on the effectiveness of the 
death penalty as a deterrent to crime. One report concluded that the 
death penalty was effective; the other concluded it was not. Despite 
being exposed to solid scientific information supporting 
counterarguments, the members of both groups became even more 
convinced of the validity of their own position after reading both 
reports. They automatically accepted the supporting information and 
dismissed the conflicting information.  

To avoid this trap: 
• Be honest with yourself about your motives. Are you really 

gathering information to help you make a smart choice, or are 
you just looking for evidence confirming what you think you’d 
like to do?  

• Get someone you respect to play devil’s advocate, to argue 
against the decision you’re contemplating. Perhaps invite 
someone into a conversation you know will disagree with you. 
This is what Warren Buffet did in a 2013 Berkshire Hathaway 



shareholder’s meeting. He invited hedge fund trader Doug Kass 
to participate. Kass was a critic of Buffett and his investment 
style, and was actually betting against Buffet’s stock by shorting 
it.  

• In seeking the advice of others, don’t ask leading questions 
that invite confirming evidence. And if you find that an adviser 
always seems to support your point of view, find a new 
adviser. Don’t surround yourself with yes-men.  

 
The Excess Optimism Pitfall 
The final pitfall I’ll address is the excess optimism trap. Research has 
long shown that people on average are overly optimistic about the 
future. That is, we overestimate the positive effect of some action and 
we underestimate the amount of effort it will take to get that effect. A 
recent commercial put out by Prudential illustrates this fact.3 It asks 
participates to post events on a board that represented the past. They 
were asked to use yellow post for positive events and blue posts for 
negative events. As you might expect the past events board was filled 
with both blue and yellow posts. However, when the same participants 
were asked to post what they foresaw in their future, the vast majority 
of the projections were positive events. That is, they expected the 
future to be vastly better than the past. But as the commercial says, 
while it is okay to optimistic, it is best to plan for things to go less than 
stellar.  
 
To avoid this trap… 

• Consider low and high end values in your forecasts and the 
likelihood of events that would lead to each. 

• Track your forecasts to discover any trends. For example, 
managers at Microsoft figured out that programmers tended to 
underestimate the time to complete a task by 30-50%,4 and 
they adjusted their estimates accordingly. 

• Don’t fall prey to the fear that being realistic will temper drive 
for success.  You can have an optimistic attitude and still plan 
realistically. 

One last comment in regard to excessive optimism: sometimes are 
overly optimistic behavior stems from a certain arrogance in our own 



ability to control circumstances. In regards to this, I will end 12@12 
today with the words of James, the brother of Jesus: 

Now listen, you who say, “Today or tomorrow we will go to this or 
that city, spend a year there, carry on business and make money.” 
Why, you do not even know what will happen tomorrow. What is 
your life? You are a mist that appears for a little while and then 
vanishes. Instead, you ought to say, “If it is the Lord’s will, we will 
live and do this or that.” (James 4:13-15) 
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