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• The "Halo Effect" occurs when people ascribe positive attributes to a person or 
company, even without evidence that the positive traits, in fact, really exist.

• The halo effect is rooted in cognitive dissonance theory: people want a cohesive 
picture of the world, and so they disregard facts that don't fi t that framework.

• Some famous business books were based on delusions about company 
performance. The authors were victims of the halo effect, snowed by fl eeting 
success and shallow data.

• Most business studies try to extrapolate upbeat results from meager correlations. 
• Real performance emanates from inside a company and its market. 
• Tom Peters, co-author of In Search of Excellence, said its data was “faked.” 
• The stock prices of more than half the top companies in Built to Last did not beat 

the S&P 500 in the fi ve years after the book was published.
• Company performance is relative; to assess it, see it in a competitive context. 
• Long-term success is comprised of a series of short-term successes. Companies 

that adapt have a greater chance of sustained success.
• Beware of "storytelling that masquerades as science."
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  Relevance

What You Will Learn
In this Abstract, you will learn: 1) What the “Halo Effect” is; 2) Why it is so powerful; 
3) Why managers believe nine delusions about building high-performance companies; 
and 4) What characteristics make a company an actual top performer.

Recommendation
This serious book will change the way many people think about the pursuit of managerial 
excellence and, indirectly, about the criteria they use for managing (and coincidentally) 
investing. Phil Rosenzweig provocatively challenges prevailing concepts about the traits 
that drive corporate performance. He asks revealing questions about previous research 
assumptions that labeled companies “excellent.” It seems that earlier accolades about 

“the best” companies – including the claims in some blockbuster books – were based 
on faulty research techniques that led authors to mistakenly attribute achievements to 
companies that did not accomplish them or could not sustain them. Rosenzweig distills 
his compelling ideas clearly, and buttresses his case with specifi c examples and original 
research, adding to the book’s power. As a result, getAbstract would compare this very 
readable, focused book to fi ne brandy: palatable, enjoyable, memorable, a little heavy 

– and imbued with the potential to change your mind. Highly recommended.

  Abstract

The Great Delusions
Investors and business managers operate under a variety of illusions. Since they face 
tremendous pressure to produce fi nancial results, both crave simplistic, instructive 
stories about how great CEOs turned their companies into well-oiled, profi t-generating 
machines. A plethora of books by consultants and professors retells these fables, which 
managers study as new, easy lessons about replicating the success of industry icons.

But fallacies are at work here. These company performance stories are delusions. Worse, 
their oversimplifi ed explanations lure managers into thinking that a white knight CEO or 
a new business plan can easily rectify their problems. To counter these rampant fantasies, 
managers have to become more critical of business stories’ sources, and more selective about 
what they believe and consider actionable. They must overcome emotional involvement 
and avoid quick-fi x ideas. Critical examination shows that many of the solutions described 
in business stories are based on delusions about results and performance. 

The business press attributes good qualities – without suffi cient evidence – to companies 
that are doing well, and then abruptly turns negative about the same companies when 
their stock prices decline. Take Cisco Systems, which hit the peak of shareholder value 
when its market capitalization reached $100 billion in record speed. From 1995 to 2000, 
Cisco added $250 million in market capitalization daily. During this spectacular growth, 
the media praised CEO John Chambers lavishly – until his strategy failed.

ABB, the Swedish-Swiss industrial engineering company (merging Sweden’s ASEA and 
Switzerland’s Brown Boveri), also earned media praise. ABB captured attention when 
it bought related businesses across Europe to provide a range of services from power 
generation to robotics. The press lauded CEO Percy Barnevik as a master strategist when 

“If we want to 
answer the mother 
of all business 
questions – what 
leads to high 
performance? 
– one thing is 
already clear: 
We have to avoid 
the Halo Effect.” 

“The bigger the 
claim, the larger 
the headline…
the greater 
the temptation 
to overlook 
rival explanations.” 

“We want the 
world around us 
to make sense.”
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he cut costs and closed plants while increasing sales and profi ts. Revenues doubled to 
$34.7 billion and profi ts tripled from 1988 to 1996, while market capitalization jumped to 
$40 billion. As with Chambers, the media loved Barnevik, but as soon as profi ts and share 
prices fell, it castigated both CEOs as insular men who overstepped their bounds and 
pursued reckless expansion. What explains the media’s sudden switch? It’s that halo.

“Delusion One: The Halo Effect”
If you have a positive general impression about a company, you will tend to ascribe 
positive attributes to everything about it, even without evidence. Conversely, if you feel 
negatively about a business, it’s easier to rate everything about it poorly. This is the halo 
effect, and it applies to companies and people. It is rooted in psychology’s cognitive 
dissonance theory, which fi nds that people want a cohesive picture of the world so 
much that they disregard facts or impressions that don’t fi t their preconceived images. 
People crave consistent conclusions, even about disparate events. Once one element of a 
company is seen as good, the drive for a unifi ed, encompassing worldview makes people 
see every other element – related or not – as good, also. The same holds true for negative 
conclusions. For example, people who were told at random that their test group answered 
questions correctly said the group was collegial and motivated. Those who were told 
that their group answered incorrectly said it was ineffective and lacked ambition. People 
assign “one set of characteristics to groups they believe are effective” and lesser traits to 
groups they fi nd weak. Positive or negative, that’s the halo effect.

“Delusion Two: The Delusion of Correlation and Causality”
The halo effect weakens most efforts to assess leaders’ performances, because it falsely 
imbues leaders with attributes which people believe boost performance. Actually, these 
great traits could be related or not. Are a leader’s positive characteristics the by-product 
of performance or the cause? Many studies mistake correlation for causality, or try to 
extrapolate very positive results from a meager correlation. To explain causality or to 
isolate the impact of just one variable, you must compare data over time. Meanwhile, to 
isolate the halo effect’s power, analysts run experiments using dependent and independent 
variables to quantify corporate performance. This requires good fi nancial performance 
data plus subjective data on leadership, culture and tactics. Some researchers have relied 
on business magazine articles or studies of corporate culture, but the halo effect taints 
these as well. Most studies of leadership, customer focus, workplace culture and such 
elements rely on self-reporting, which produces halo-skewed results. 

“Delusion Three: The Delusion of Single Explanations” 
Performance stems from various factors inside a fi rm. You can’t measure it accurately by 
using just one criterion. Yet numerous studies and books have tried to link performance to 
a single, specifi c move in HR management, corporate social responsibility or leadership. 
These studies fall short because they rely on only one explanation, or they fail to account 
for how an isolated variable, such as leadership, correlates with other key variables, such 
as HR management. “Since many of these factors are highly correlated, the effect of 
each one is usually less than suggested.”

“Delusion Four: The Delusion of Connecting the Winning Dots”
When researchers seek common traits or patterns among top companies, they are engaging 
in this delusion. Since researchers are drawn to good performers, they essentially prescreen 
their samples, so it is impossible to determine how a poorly managed company compares 

“Once 
people…believe 
the outcome is 
good, they tend 
to make positive 
attributions about 
the decision 
process; and 
when they believe 
the outcome is 
poor, they tend 
to make negative 
attributions.” 

“We may not 
really know what 
leads to high 
performance, 
so we reach for 
simple phrases 
to make sense of 
what happened.” 

“The social 
psychologist Eliot 
Aronson observed 
that people are 
not rational beings 
so much as they 
are rationalizing 
beings.”

“Numbers don’t 
lie, we like to 
say, which is why 
Enron, Tyco, 
and a handful 
of other recent 
scandals shake 
our confi dence 
so deeply.” 
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to the sample. The watershed bestseller In Search of Excellence by Tom Peters and Bob 
Waterman commits this error and has other research fl aws. The book, which examines 43 
companies and lists eight factors that great performers share, was presented as the result 
of rigorous research. But in 2001, Peters said the authors “faked” their data and chose 
top companies before fi nishing their research. Thus, they picked their subjects under the 
impact of the halo effect. By not reaching beyond star companies, they created bias in 
their sample selection. Despite its faults, Excellence was a blockbuster for three reasons: 
It told a story people wanted to hear; it came at a time when Japanese automakers were 
beating U.S. companies; and it concentrated on straightforward factors such as customers, 
planning and personnel. But the book leaves a question unanswered: Did the factors the 
authors identifi ed “drive” performance, or are they traits “based on” performance?

Another popular business book, Built to Last by Jerry Porras and Jim Collins, succumbed 
to other structural problems, although it compared “visionary” companies with less 
successful companies in the same industries. To make valid comparisons, the authors 
did extensive subjective research, including studying stories from the business media. 
Much like In Search of Excellence, this book concludes that the best companies focus 
on personnel, values, corporate culture, action and specialization. This raises a pivotal 
question: Do these traits cause good performance – or result from it? 

“Delusion Five: The Delusion of Rigorous Research”
Solid research methods, including working with a large sample selection, can produce 
good results, but everything hinges on the right techniques and high-quality data. Built 
to Last used strict research methods and lots of information, but its results were severely 
tainted because the authors included conclusions shaped by the halo effect. The quality 
of all your data matters.

“Delusion Six: The Delusion of Lasting Success”
Built to Last’s “visionary” companies did not endure as top stocks. Six of the 16 top 
performers from 1991 to 2000 failed to match S&P 500 index returns during the fi ve years 
after the book’s publication. Most likely, the traits that the authors said made companies 
great were by-products of these companies’ efforts. The touted characteristics did not 
cause great performance – they were its outcomes. While you may be surprised that the 
Built to Last companies did not last as stock market stars, the reality is that consistently 
outperforming the market is an evasive accomplishment. Explaining in hindsight what 
made these stocks out-perform is even more diffi cult. A closer look at the full data as time 
lapsed shows that their performance was not linear or consistent, but erratic and declining. 
Over time, performance reverts to the mean due to market forces, such as competition, 
imitation and turnover. Success is normally elusive and hard to maintain. No clear-cut 
plan assures permanent victory. You can only study sustained success in retrospect. Long-
term success is made of a series of short-term successes. Focus on those instead.

“Delusion Seven: The Delusion of Absolute Performance”
In a competitive economy, you cannot view performance in isolation. Compare your 
company with the performance of others in the same industry, where competition occurs. 
For instance, a major study severely criticized Kmart because it failed to meet several 
performance criteria. From 1994 to 2002, Kmart greatly improved inventory turnover, 
a key effi ciency measure, but even its biggest gains paled beside improvements at Wal-
Mart, a major competitor. Since “company performance is relative, not absolute,” put any 
attempt to measure it into a competitive context. 

“There’s a natural 
tendency, even at 
leading business 
publications…to 
exaggerate the 
highs and lows, 
and to rely on the 
simple phrases 
to explain a 
company’s 
performance.” 

“The business 
world is full 
of…books and 
articles that claim 
to be rigorous 
scientifi c research 
but operate mainly 
at the level 
of storytelling.”

“Now, there’s 
nothing wrong with 
stories, provided 
we understand 
that’s what we 
have before us.”

“This is the West, 
sir. When the 
legend becomes 
fact, print the 
legend!” [ – The 
Man Who Shot 
Liberty Valance]
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“Delusion Eight: The Delusion of the Wrong End of the Stick”
In Good to Great, Jim Collins writes that managers who have a consistent viewpoint and 
pursue goals methodically often do better than those who follow a variety of strategies. 
Collins theorized that a constant persistent approach produced better performance. In 
contrast, an extensive study found that people with “fl exible” worldviews who consider 
more information make more accurate predictions than people with rigid ideations. 
Collins suggested that great companies should follow a constant direction, unwavering 
even in the face of new developments. Research supports the opposite: companies that 
adapt have better outcomes. While successful businesses may pursue pinpoint strategies, 
this does not guarantee that such strategies will automatically succeed. 

“Delusion Nine: The Delusion of Organizational Physics” 
Very few things in business are certain. The precision of science doesn’t apply to 
business. Universal “laws of nature” do not govern business; no formula “replicates” 
good management. Managers cannot predict or reproduce the steps that make companies 
succeed, no matter how nice it would be to get guaranteed results. That only happens 
with science experiments.

Great Expectations
The popularity of prominent business books such as In Search of Excellence, Built to 
Last and Good to Great, varies according to how well their authors tell their stories, 
not according to their reliance on solid research and data. The bestsellers tell appealing 
stories about how small, struggling businesses turned into global cash machines.

Business schools also pursue explanations of how companies become outstanding. 
Scholars dissect organizational performance and conduct studies of new techniques. 
They try to discover how some small aspect of organizational improvement can enhance 
performance, albeit within strict experimental guidelines. The unfortunate result is the 
popularization of business stories disguised as science. This approach is often hugely 
popular, which explains how Peters can charge $85,000 for a speech and Collins can 
charge $150,000. Do the managers who attend these speeches or read these books really 
learn the secrets of top corporate performance? Probably not. While companies can 
boost performance many ways, managers have few reliable scientifi c guidelines. Instead, 
managers should focus on setting strategy and building effective operations. 

Don’t get entangled in the strategy versus execution debate. In many cases, poor 
performance is due to poor strategy, not poor execution. The most risky delusion is that 
you can just decide to make your company great, so you are to blame if it isn’t. Business 
doesn’t work like that. In reality, no quick answer or formula can tell you how to make 
a company great. Corporate success is short-term and evasive. Most strategies are risky. 
The approach that makes one company great might undermine another. A good decision 
doesn’t always lead to a great result. Don’t get complacent; a creative deliberate approach 
based on good management principles always beats inertia. Go for daily victories. If you 
have to pick one touchstone, try “persistence.”

  About The Author

Phil Rosenzweig, Ph.D., is a professor at IMD, the International Institute for Management 
Development, in Lausanne, Switzerland. He holds a Ph.D. from the Wharton School, 
University of Pennsylvania, and taught at the Harvard Business School.

“The dreariness 
in so much 
business stems 
from wanting to 
sound as though 
we have all the 
answers, and from 
a corresponding 
unwillingness 
to recognize 
the limits of 
what we know.” 

“Enduring 
greatness is 
neither very likely, 
nor, when we fi nd 
it, does it tend to 
be associated with 
high performance.” 

“Success is not 
random – but 
it is fl eeting.”


