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28   HALO EFFECT 

 “The difference between a lady and a flower girl is not 
the way she behaves, but how she’s treated.” 

George Bernard Shaw 

The halo effect is a type of confirmation bias, wherein 

people tend to overlook contradicting evidence once 

their mind is made up.  Wikipedia defines it as “a 

cognitive bias in which an observer’s overall 

impression of a person, company, brand, or product 

influences the observer’s feelings and thoughts about 

the entity’s character or properties.”  Professor 

Edward Thorndike of Teachers College, Columbia 

University, coined the term in a 1920 paper titled A 

Constant Error in Psychological Ratings.1  While 

Thorndike’s work related to biases in the assessment 
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of student aptitude, the term today applies more 

broadly to include products, companies, and 

concepts. 

In Blink, Malcolm Gladwell warns of the halo effect as 

a caveat to the powers of rapid cognition.2  He claims 

that people have a level of “unconscious prejudice” 

that they are not aware of, and that this bias affects 

the kinds of conclusions they reach about others.  

Gladwell pointed to the fact that most Fortune 500 

CEOs are tall men as evidence that such a prejudice 

exists.   

Work by Timothy Judge at the University of Florida 

supports Gladwell’s observations.  In a 2004 paper 

titled The Effect of Physical Height on Workplace Success 

and Income, he shows how “taller individuals are 

judged as being more persuasive, more attractive as 

mates, and more likely to emerge as a leader of other 

people.” 3  Judge’s observations about the halo effect 

of height extend beyond the workplace.  He mentions 

how the last time the U.S. elected a president whose 

height was below average was in 1896.  His point is 

not that voters tend to prefer tall men, but that such 

preferences are somehow wired into our 

subconscious. 

The halo effect is not always a bad thing.  As a 

heuristic, or rule of thumb, it can help people make 

objective decisions when confronted with incomplete 

or ambiguous information.  A solid track record, for 

instance, can be a useful guide for new investors, 
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much like a reputation for quality or strong customer 

service can drive sales of new products.  The 

difficulty with halos, however, is that they can 

unknowingly distort the way we assess talent or 

reputation.  A 1974 paper by Barry Staw of the 

University of Illinois demonstrated how this can 

happen.4  In a controlled experiment, Staw asked 

groups of participants to estimate a company’s future 

sales and earnings per share based on a set of 

financial data.  Afterward, he told some groups they 

had performed well, and others that they had done 

poorly, regardless of the actual results.  He then 

asked the participants to evaluate their groups on a 

variety of qualitative factors.  When told they had 

performed well, people tended to describe their 

groups as having been highly capable, effective, and 

motivated.  When told they had performed poorly, 

people tended to describe their groups as 

dysfunctional and unmotivated. 

The halo effect can show up in many places, and it is 

particularly prominent in the business world.  In a 

book titled The Halo Effect, Professor Phil Rosenzweig 

of Switzerland’s International Institute for 

Management Development provides a wealth of 

examples of how the halo effect impacts our ability to 

determine what truly drives corporate excellence.5  

According to him, “so many of the things that we – 

managers, journalists, professors, and consultants – 

commonly think contribute to company performance 

are often attributions based on performance.”  To those 
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attempting to understand what makes some 

companies thrive while others struggle, the halo effect 

is an essential consideration.  But as Rosenzweig 

points out, most of the management books and 

academic research on this topic do not pay enough 

heed to the distortions caused by halos. 

Rosenzweig tells the story of network gear provider 

Cisco Systems and Swiss-Swedish conglomerate ABB 

to illustrate how the halo effect can distort 

perceptions both positively and negatively over time.  

Prior to the bursting of the Nasdaq bubble, Cisco was 

highly admired for its culture, focus, and execution.  

After the technology cycle turned and the stock 

collapsed, however, the company was repeatedly 

criticized for lacking culture, straying from its core, 

and being the victim of poor execution.  A similar fate 

struck ABB and its CEO, Percy Barnevik, who was 

widely revered in the 1990s while his company was 

performing well, only to be ostracized for his bloated 

pay package, misguided acquisitions, and bad 

leadership after the cycle turned against the company 

in the 2000s.  Rosenzweig’s point is that Cisco and 

ABB changed far less than the halo-induced swings in 

perception would imply.  

In summary, the halo effect can distort our 

interpretation of reality by making things seem better, 

or worse, than they really are.  In prospecting for 

outstanding companies, it is essential that we account 

for this effect by observing behaviors and perceptions 
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during both good and bad times.  Our goal as 

investors is not necessarily to avoid halos, but to 

determine when they are unjustified.  To borrow from 

George Bernard Shaw, few opportunities are more 

rewarding than finding a lady when she is being 

treated as a flower girl.  
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