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The Wisdom of Crowds is about the proposition that groups of people can be smarter than any individual in them.  James Surowiecki demonstrates that groups often behave that way, but they often behave foolishly as well, and he tries to explain what makes the difference.

To introduce his point, Surowiecki cites some surprising examples.  If a group of people try to guess the number of jelly beans in a jar or the weight of an ox, the average of their guesses will commonly beat the best guesses of any individuals in the group.  When the space shuttle Challenger exploded in 1986, the stock market decided within hours that Morton Thiokol was the NASA contractor most likely to be responsible, a conclusion born out by official investigations only months later.  Since 1988, a small investment market in Iowa which lets people place bets on the outcome of elections has beaten the accuracy of opinion polls 75% of the time.  And so on.

At the same time, groups can make notoriously bad collective decisions.  Stock markets regularly stumble into bubbles and crashes.  Mobs will commit crimes or acts of cruelty that few individuals in them would ever commit alone.  What makes one group wise and another foolish? Surowiecki identifies three requirements for a group to behave wisely:

· Diversity.  More specifically, cognitive diversity: groups must include people with different perspectives and sources of knowledge.

· Independence.  Members of the group must make their own decisions and contribute them to the group, rather than following what they believe the group decision to be.

· Decentralization.  In moderation, that is -- groups should be decentralized enough to foster specialization and local knowledge, but not so much that opinions from the periphery can't make it back to the center.

In chapters on each of these requirements, Surowiecki discusses what happens when a group fails to meet them.  Groups which are not diverse enough exaggerate their members' errors rather than canceling them out.  Groups in which individuals don't make independent decisions suffer from "groupthink" or the herd or mob mentality we often associate with group decisions.  (Surowiecki goes into considerable detail about "information cascades," a form of this problem in which the decisions of early or outspoken members get reinforced by others in the group, a process which leads directly to pathologies like bubbles and crashes.)  And a group which is not properly decentralized will fail to take advantage of its diversity or simply operate on a top-down command-and-control model.

The problems which groups are good at solving can be considerably more complex than estimating the number of jelly beans in a jar. Surowiecki devotes a chapter to each of three broad categories:

· Cognition problems have a definitive answer, like the weight of an ox or the outcome of an election or sporting event.  Cognition problems are commonly solved with remarkable accuracy by markets, the systems bookmakers use to set the odds for gambling, or other methods of aggregating individuals' estimates of a probability or a value.  Markets are so good, in fact, that they have been used in surprising ways, such as the election-predicting Iowa Electronic Markets.

· Coordination problems require decisions that take the possible decisions of others into account.  How to move efficiently through traffic or how many widgets to manufacture are classic coordination problems.  Coordination problems can be maddeningly tricky and sometimes insoluble -- some scientists believe that traffic jams create themselves, without requiring the trigger of construction or an accident.  And yet in many situations groups of individuals acting independently will spontaneously find optimal solutions to problems of traffic or load balancing.  

· Cooperation problems are those which involve mutual benefit or the common good.  There are many domains in which individual sacrifices reap large collective rewards.  I may be able to stop paying taxes and get away with it, and furthermore the fire department will still put out a fire at my house whether I pay taxes or not, but it's only because most people pay their taxes that we all share in fire protection. Surowiecki views our ability to transcend a narrow definition of self-interest as another form of the wisdom of crowds.

I have described Surowiecki's categories of problems and requirements in general terms, but his book is rich with specifics.  He goes into the Quakers' 18th-century discovery that the cost of doing business is less for an honest merchant than an untrustworthy one, the economics of reputation that drives scientific collaboration, the peculiar simulation games used by economists to discover patterns of economic behavior in humans (and occasionally in chimps), and the phenomenal mid-20th century bubble in the bowling industry.  Best of all, he does so with the stylistic polish and ability to hook our interest one would expect given his day job as a staff writer for the New Yorker.
Of particular importance from a knowledge management perspective are his chapters on decision-making dynamics in small and large groups.  Studies of juries, for instance, show that diversity makes a large difference in their behavior.  A jury which has an apparent consensus is less likely to look closely at the evidence or follow a series of logical steps to reach a verdict.  That is not to say that a dissenting opinion on a jury is likely to convince the other jurors, but that the presence of multiple points of view may cause everyone to be more careful in their work.

Regarding large organizations, he discusses the history of organizational structure and management techniques in American corporations, and he uses NASA's handling of the Columbia disaster as an example of how not to delegate to a group: NASA missed the importance of damage to the shuttle's wing essentially because the committee which was on the right track was not encouraged to share what it knew.

But perhaps the most interesting point in the book from a knowledge management perspective is his suggestion that knowledge, or at any rate information, may be overrated.  In discussing cascades, and particularly the herd behavior exhibited by financial markets since the advent of MSNBC and other sources of constant financial news, he makes the argument that more information can sometimes lead to worse decisions, not better ones.  An obsession with news, in particular, can lead to the overemphasis of certain pieces of information and the exclusion of others.  And a market must have a balance between independent and dependent decision makers.  As he puts it, "The problem is that once everyone is piggybacking on the wisdom of the group, then no one is doing anything to add  to the wisdom of the group."  

The book is not without its weaknesses.  Some of his historical examples have no known mechanism to explain how a group could have reached a particular result; for example, a study of the Morton Thiokol losses after the Challenger explosion found no explanation of how the market knew to blame that company over the other suspects.  Some of his proposals for decision markets seem foolish if only because of their potential vulnerability to manipulation, such as the FutureMAP program which would have created a market in futures predicting events in the Middle East.  Unless the market were exceedingly well capitalized, it doesn't take much imagination to consider it likely that Al Qaeda or other players would buy shares calculated to send false signals.  To this non-economist his use of the term "rational" to mean "narrowly self-interested" seems parochial.  Although his discussion of cooperation problems criticizes traditional economics on this point, he seems to start with an assumption that promotion of the common good falls outside the bounds of self interest.  And he neglects to address a potential application of the wisdom of crowds to the intensely debated topic of mass culture: is the success of Britney Spears and reality television not a classic example of a cascade effect driving better answers out of the discussion?

So we are left with many questions: can knowledge management systems be built which do not excessively favor speed over deliberation?  Does the explosion of weblogs and related grassroots media increase the risk of cascades by amplifying the opinions of A-listers or does it make us collectively smarter by spreading information from the "long tail"?  (I suspect both.)  Are internal decision markets really a viable way for an organization to find out what it knows?  And can knowledge management systems be designed so that individuals learn from the group wisdom while retaining enough independent decion making to contribute to it? 

