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formance were a clear instance of substitution, and of the representative-
ness heuristic in particular. Having observed one hour of a soldier’s behavior
in an artificial situation, we felt we knew how well he would face the chal-
lenges of officer training and of leadership in combat. Our predictions were
completely nonregressive—we had no reservations about predicting failure
or outstanding success from weak evidence. This was a clear instance of
WYSIATI. We had compelling impressions of the behavior we observed
and no good way to represent our ignorance of the factors that would even-
tually determine how well the candidate would perform as an officer.

Looking back, the most striking part of the story is that our knowledge
of the general rule—that we could not predict—had no effect on our confi-
dence in individual cases. I can see now that our reaction was similar to that
of Nisbett and Borgida’s students when they were told that most people did
not help a stranger suffering a seizure. They certainly believed the statistics
they were shown, but the base rates did not influence their judgment of
whether an individual they saw on the video would or would not help a
stranger. Just as Nisbett and Borgida showed, people are often reluctant to
infer the particular from the general.

Subjective confidence in a judgment is not a reasoned evaluation of the
probability that this judgment is correct. Confidence is a feeling, which re-
flects the coherence of the information and the cognitive ease of processing
it. It is wise to take admissions of uncertainty seriously, but declarations of
high confidence mainly tell you that an individual has constructed a co-

herent story in his mind, not necessarily that the §tbrji"i§ true.

THE ILLUSION OF STOCK-PICKING SKILL

In 1984, Amos and I and our friend Richard Thaler visited a Wall Street firm.
Our host, a’senior investment manager, had invited us to discuss the role of
judgment biases in investing. I.knew so little about finance that I did not
even know what to ask him, but I remember one exchange. “When you seli
a stock;” I asked, “who buys it?” He answered with a wave in the vague direc-
tion of the window, indicating that he expected the buyer to be someone else
very much like him. That was odd: What made one person buy and the other
sell? What did the sellers think they knew that the buyers did not?

Since then, my questions about the stock market have hardened into 2
larger puzzle: a major industry appears to be built largely on an illusion of
skill. Billions of shares are traded every day, with many people buying each
stock and others selling it to them. It is not unusual for more than 100 mil-



