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By DianE COLE

- ~ ow is it that so
many people make
decisions that,
from their per-
spective, seem SO
rlght—and turn out so wrong?

Blame it, in part on think-

“fa.st.”

That’s the message that
Daniel Kahneman, psychologist
and Nobel Prize winner, deliv-
ers in his new book, “Thinking|
Fast and Slow.”

"

Typically, he says, people
rely on blink-of-an-eye judge-
ments, driven by emotion and
impulse, in navigating life—

even when we should be think-
ing “slow,® using reason, delib-
_ eration ami logic to welgh our
optio

idea of how to improve deci-
a sion making, particularly in
later life, we spoke with Mr.
Kahneman from his home in
3 New York.
Here are edited excerpts of
that discussion.

Ii's Mot Just the Epead
WS.: Why do people get
tripped up by thinking “fast’—
going with gut feelings—in-
stead of thinking “slow” and
seeking out factual informa-
tion?
ViR, “AHNENIAM: The real gues-
tion is whether we would do
better if we slowed ourselves
dowmn: Could we avoid mistakes
that we make when following
intuition?

If you are going to make a
mistake whether you think fast

| estimates can in retrospect

at to do? To get a better

or slow, there is little payoff in
thinking slow.

WSk Could you give an exam-
ple?

MR, KAHNEMAN: If you are go-
ing to spend the slow time
looking for rationalizations for
opinions you formed without
reasoning, vou are not gaining
mu 5
To avoid mistakes, we must
both slow down and fry to
think differently. That is hard
to do.

W5k In your book, you discuss
overconfidence as a common
pitfall What impact does that
have?.

MR. KAHNEMAN: Overconfi-
dence is everywhere. We all
have clear and certain beliefs,
and our certainty is not im-
paired by the fact that other
people hold contradictory be-
liefs. We just think they are hi-

When optimism and over-
confidence come together, you
get many mistakes. Optimistic

seem almost delusional. One
example is that people end up
paying about twice as much as
they originally expected to pay

WSk Is there a way to keep
our self-certainty from block-
ing out other evidence?

MR. KAHNEMAN: You can imag-
ine yourself trying to make the
case for ~your belief before a

It is even better to try to
construct the best possible
case against your own posi-
tion, becanse searching for ar
guments that support your po-
sition is unlikely to lead you to
correct your mistakes. )

The Agz Facter

VsJ: Does age affect our deci-
sion making?

MR. “AMNMEAARN: People become
less impulsive with age. They
also get some wisdom from ex-
perience at work, unless the
situation they face is rapidly

Decision making deteric-
rates with more advanced age.
It becomes difficult to follow
complex arguments, and confi-
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) ‘We all have clear and certaln bellefs
and our certainty is not impaired
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hold contradictory-beliefs.

by the fact that other people \
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dence diminishes. This is why
the old are often victims of fi-
nanciel predsators.

Wsk Any advice on how fo
avoid overconfidence in finan-
cial decisions?

RMR. KAHNEMAN: I don’t think
individuals should be in the
business of picking individual
stocks, because they will be
taken advantage of What hap-
pens is that when the market
is doing well, it is populated
by geniuses who think they
can try it for themselves, It's
natural and inevitable that this
leads to overconfidence and
foolish actioms. .

W5 Can peaple learn from er-
rors of financial overconfi-
dence?

MR. KAHNEMARN: The first thing
for people to know Is to accept
the limits of their knowledge.

When youw're young, you
have time to make up for fi-
nancial losses. But when you
are older, it is a very concrete
matter.

You should be thinking
about how much you need to
spend every month. And many
investment professionals are
quite aware of that, so they
steer people on a path toward
diminishing risk, because those
people don’t have enough time
to recover a 10ss.

Heality Checks

Wsi: In your book, you also
discuss “the planning fullacy”:
making decisions based on.
begt;_ase-ssemﬂmaws
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' Let’s say rhat a person :s o tﬁinidpg-"abbut moving to a dif-
.. thinking about movmg to a dif- ~ ferent chmate, as well. Fxpert-
- feremt locale - . mentation and observatmn are

P d.'o_e_s one avp that hmkmg very Impurtant

Ci WSk That sounds like a scien-
"._tific approach. Would you ad-
- vise people, in general, to think
more like a scientist?
" MR. KAHNEMAN: I don’t think
Ippi ) . that people should generally
ike yon, . ;try to think like scientists. .
_;Asumlar 1evels -of expense_ ‘Most of the time, it does not
( can af “matter, and being yourself is
B - ‘the best you can do.
s like Amazon, suggestmg \ On some occasions, when
i what books ;vou‘ll Iike based on the stakes are high, examining
what you‘ve Tead. before but in{ the evidence more systemati-
C __ | cally—especially the evidence
" that makes you uncomfort—
able—ls bkely be worth-

7 _wsg- Car we know in advance
"\ what will make us happy in the
E _fut[{re?

0: ..ay_cmlgﬂstsdis

~54 ction in life and

= . 7sort.of routine HAPPMESS.
{There is a fair amount -of evi- ~

y 'n'_‘dence that keeping involved

o As I conceme of 1;,_happ1-‘

. ness hasalof to do with how

“much thne you spend in situa-
[t

.'.Ieave‘ behmd a warm glow.

: 'ev' Tl 11T OWI
- is detenmnedby the goals you
... BELYO
L our ach:evements 1o those of
-pthers. There is clear evicence
that generosity brings its own
feward, m ToTe

b S+ Ms.Cole'ls a writer in New York She

- canbe reached at next@wsj.com.
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