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32   GOODHART’S LAW 

 “What we observe is not nature itself, but nature 
exposed to our method of questioning.” 

Werner Heisenberg 

According to Wikipedia, Goodhart’s law states that 

when a measure becomes a target, it stops being a 

good measure.  While measurements and targets are 

essential in managing complex systems, bad 

interpretations of reality and the flawed decisions 

they inspire can result from ignoring this simple law.           

Charles Goodhart introduced his law in a 1975 paper 

titled Problems of Monetary Management:  The UK 

Experience, in which he argued that a policy of 

monetary targeting by the Bank of England had been 
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inappropriate and should therefore be abandoned.1  

“As soon as the government attempts to regulate any 

particular set of financial assets,” Goodhart stated, 

“these become unreliable indicators of economic 

trend.”  

Some have argued that the law is essentially the social 

science equivalent of physicist Werner Heisenberg’s 

uncertainty principle, which was introduced in the 

1920s.  In its simplest interpretation, Heisenberg’s 

principle proposes that a system cannot be observed 

without also being disturbed.  In fact, this observation 

applies as well to inflation targeting, election polls, 

standardized tests, and earnings management as it 

does to quantum particles. 

Contemporary examples of Goodhart’s law in action 

are plentiful.  The September 24, 2016 issue of The 

Economist, for instance, ran an article titled Why Bad 

Science Persists, which blamed a flawed system of 

incentives for a persistent abundance of bogus 

scientific research.  Quoting a recent paper by Paul 

Smaldino of the University of California and Richard 

McElreath at the Max Planck Institute, the article 

states that when a laboratory’s success is determined 

by its ability to publish in large volumes, then the 

system will favor those that are able to cut corners.  

They proceed to conclude that “the way to end the 

proliferation of bad science is not to nag people to 

behave better, or even to encourage replication, but 

for universities and funding agencies to stop 
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rewarding researchers who publish copiously over 

those who publish fewer, but perhaps higher-quality 

papers.”  In other words, the article advocates 

avoiding undue focus on any specific target, 

concentrating, instead, on the overall quality of the 

research.  This is, essentially, what Goodhart’s law 

would dictate. 

In an extreme example of how targeting a given 

metric can make such metric dangerously misleading, 

a June 2010 piece in the New York Times titled Under 

Pressure, Teachers Tamper with Tests blames the 

targeting of test results as a measure of school 

performance for the increase in the incidence of 

institutionalized cheating by educators.2  To quote the 

article: “Of all the forms of academic cheating, none 

may be as startling as educators tampering with 

children’s standardized tests.  However, 

investigations in Georgia, Indiana, Massachusetts, 

Nevada, Virginia and elsewhere this year have 

pointed to cheating by educators.  Experts say the 

phenomenon is increasing as the stakes over 

standardized testing ratchet higher — including, most 

recently, taking student progress on tests into 

consideration in teachers’ performance reviews.”  In 

this case, a seemingly well-intentioned policy 

designed to improve national education, ended up by 

producing the opposite result. 

Perhaps the best-known tale of Goodhart’s law in 

action is that of the Soviet nail factory which was 
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blindly managed to meet quotas.  When central 

planners set the factory’s quotas by quantity, it 

churned out hundreds of thousands of tiny, useless 

nails.  Upon being informed of the problem, the 

planners dutifully abandoned the volume-based 

quota in favor of a weight-based one, which resulted 

in the production of oversized individual nails that 

were equally useless.  The bottom line is that the 

unilateral targeting of one metric or another often 

fails to produce the desired outcome.  A similar 

phenomenon takes hold when portfolio managers 

target a particular portfolio metric without careful 

consideration of why and when it should or should 

not work. 

The book Capital Returns, which compiles a collection 

of essays by the co-founders of global investment firm 

Marathon Asset Management, shows how investors 

can also be vulnerable to Goodhart’s law.3  They tell 

the story of Ahold, the infamous Dutch food retailer 

that would come to be known as Europe’s Enron.  

Prior to the eruption of the accounting scandal in 

2003, Ahold had been celebrated for achieving 23 

consecutive quarters of double-digit EPS growth.  

Indeed, the management of Ahold was unwavering 

in its focus on EPS, as were the many analysts that 

followed it.  The lesson that Marathon derives from 

the Ahold case is not that EPS is useless, but that once 

it becomes a closely followed target, it can itself 

distort value.  Those who focus on any given metric 

too intensely are less likely to appreciate the very 
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property that such metric was design to capture.  

In summary, targets have a bigger impact on metrics 

than is often appreciated.  While there is no lack of 

strategies for identifying relevant metrics that can be 

used as targets, less attention is paid to how such 

targets impact actual performance and vice versa.  

When a company places undue attention on any 

particular metric, the onus befalls to the investor to 

consider whether the metric has lost its relevance or, 

worse yet, has become an instigator of bad decisions.  

As Heisenberg must have surmised, everything is 

relative.  What he may not have appreciated, though, 

is how well his insights on quantum physics would 

apply to investing.  
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