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A NOTE BEFORE YOU READ

This work is offered for education and leadership development. It is not legal, financial, accounting, investment, medic-
al or psychological advice; take the advice of a qualified professional who knows your circumstances. Companies and
events are described from the public record as the author understands it; characterisations are the author’s analysis. Ex-

amples are illustrative, and no particular outcome is promised to any reader.

ABSTRACT

The two words get used as synonyms and they are nearly opposites in structure. Reputation is a stock of
statements — the reviews, the coverage, the analyst notes, the thing a friend says at dinner. It is back-
ward-looking, socially transmitted, and cheap to accumulate. A company can buy reputation. It cannot
be bought quickly, and it cannot be bought entirely, but with enough spend, enough sponsorship,
enough consistent visual identity and enough well-run PR, a firm can substantially manufacture what
is said about it. Trust is a forecast. It is a prediction, held by a specific person about a specific counter-
party, concerning behaviour under a specific condition: the condition of divergent interest. It is not "l
like them." It is "I believe that when it costs them, they will still do it.” That prediction cannot be
bought, because the thing being predicted is behaviour under cost, and the only admissible evidence is

prior behaviour under cost. Advertising is evidence of a budget. It is not evidence of anything else.
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THE RESIDUE OF EXPENSIVE DECISIONS

Reputation is what is said; trust is what is forecast

The two words get used as synonyms and they are nearly opposites in structure. Reputation is a stock of
statements — the reviews, the coverage, the analyst notes, the thing a friend says at dinner. It is backward-
looking, socially transmitted, and cheap to accumulate. A company can buy reputation. It cannot be
bought quickly, and it cannot be bought entirely, but with enough spend, enough sponsorship, enough
consistent visual identity and enough well-run PR, a firm can substantiaiiy manufacture what is said about
it.

Trust is a forecast. It is a prediction, held by a specific person about a specific counterparty, concerning be-
haviour under a specific condition: the condition of divergent interest. It is not "I like them." It is "I believe
that when it costs them, they will still do it." That prediction cannot be bought, because the thing being
predicted is behaviour under cost, and the only admissible evidence is prior behaviour under cost. Advert-

ising is evidence of a budget. It is not evidence of anything else.

This is Why the distinction is load—bearing rather than semantic. Reputation and trust track each other
closely in calm conditions and detach violently under stress, which is exactly when you need to know
which one you had. Firms with immense reputation and no trust exist in large numbers, and they discover
the difference all at once. The 2008 credit rating agencies had reputation measured in decades and regulat-
ory mandate; what they did not have was any record ofhaving told a paying client something the client did
not want to hear at a moment when the fee was at risk. The reputation was real. The forecast it appeared to
support was never justified, and when conditions changed, the gap between the two closed in about ninety

days.

Buffett, on a balance sheet that was already burning

In August 1991, Warren Buffett took over as interim chairman of Salomon Brothers in the middle of a
scandal that had a realistic chance of ending the firm. A trader had submitted false bids in US Treasury
auctions; management had learned of it and had not promptly told the regulators. The threat was not
primariiy the fine. It was that the Treasury would bar Salomon from bidding, and that the firm's counter-
parties — who funded it overnight, on trust, in enormous size — would simply stop rolling the paper. A se-
curities firm is a balance sheet held up by other peopie's Wii]ingness to keep 1ending against it. When that

willingness goes, the firm goes, and it goes in days.

Buffett's line to Salomon's employees, delivered in that context and repeated to Congress and in his lecters
afterward, was that losing money for the firm was understandable, but losing a shred of reputation would
be met without mercy. What is interesting is not the sternness. It is where he was standing when he said it.
He was not delivering an ethics homily from a position of comfort. He was performing, in real time, an

emergency recapitalisation of an asset that appears nowhere in the accounts — and he was doing it by
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spending money. Salomon cooperated with regulators at cost to itself, disclosed at cost to itself, and

pushed out its own leadership at cost to itself. The firm survived.

Buffett's frame was that reputational capital behaves like capital: it can be accumulated, it can be drawn
down, it can be destroyed faster than it was built, and it has to be defended with real resources. That frame
is correct, and this book is 1argely an argument about what follows from taking it htera]ly. But it needs a
mechanism attached, because "reputational capital” as a phrase has been quoted in ten thousand keynote
slides without anyone specifying how a deposit is made. The mechanism is the expensive decision. Capital
accumulates when the firm pays something it did not have to pay, in a way the counterparty can see. Every

dollar of that payment converts into forecast. Nothing else does.

\X/hy your Instruments cannot see it

Consider what a satisfaction survey actually measures. A customer completes a transaction — the order ar-
rives, the claim is paid, the ticket is closed — and is asked how likely they are to recommend the company
on a scale of zero to ten. The instrument is honest and the data is real. But look at whose data it is. It is
overwhelmingly the data of people whose interests have never diverged from the company's. They wanted
the thing; the company wanted to sell them the thing; the thing arrived. Interests were aligned throughout,
so no prediction about divergence was ever tested, and none of these respondents holds information about

the question trust actually asks.

Sampling is the whole problem. The population that could tell you something about trust is the population
that got into a situation where the company had a live financial reason to treat them badly: the customer
who wanted a refund outside the window, the one whose data was in the breach, the one whose edge case
the policy did not cover, the one who tried to cancel, the one whose claim was denied. These people are a
small minority of respondents, they are frequently excluded from surveys by construction — you don't sur-
vey the churned — and where they do appear their scores are read as a service problem to be remediated

rather than as the only real signal in the dataset.

So the instrument produces a number that goes up when the operation runs smoothly and tells you noth-
ing about the forecast. And here is the sharper version of the difﬁculty: a high score and a low score are
equally uninformative about trust, but the high score is dangerous in a way the low score is not, because it
is actively reassuring. A company with a 71 NPS and a decade of untested customers has a management
team that believes it is sitting on an asset. It isn't. It is sitting on a reputation, and reputations are only ever

tested once.
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A stock and a flow

Model the thing properly and most of the confusion resolves. Trust has a stock — the accumulated balance
a company holds with a given customer or market, built from every prior instance of the expensive choice

being made visibly. And it has a flow — the deposits and withdrawals of the current period.

Deposits are decisions in which the customer's interest and the company's near-term interest genuinely di-
verged, the company chose the customer, it cost something real, and someone outside the building could
tell. All four conditions matter. A choice that cost nothing is not a deposit; it is an alignment, and align-
ments carry no information because a company with the opposite intentions would have made the same
choice. A choice nobody outside could observe is not a deposit either; it may be integrity, and integrity is
worth having for its own reasons, but the customer's forecast cannot update on evidence they never re-
ceived. Deposits are, structurally, small: a fee waived, a proactive notification sent, a refund honoured past

the window, a limitation disclosed before purchase, a sale not made.

Withdrawals are the reverse: divergence, and the company chose itself, and it showed. The pricing page
that hid the mandatory fee until checkout. The renewal that fired without warning. The support policy
that made the customer prove harm. The outage that was called "degraded performance” for six hours while

everyone watching knew it was down.

Every quarter contains both. Here is what is strange about how firms account for this: almost every com-
pany books the withdrawals and none of the deposits. Withdrawals arrive labelled — as complaints, escala-
tions, incidents, churn reasons, regulatory contacts, a bad thread with traction. They have owners and
root-cause analyses and remediation timelines. Deposits arrive labelled too, but labelled as something else
entirely. They are booked as credits issued, discounts given, revenue not recognised, write-offs, cost-to-
serve, leakage. Every deposit into the trust account is recorded in the actual accounts as a loss, which is
Why the pressure on it is permanent and one-directional. There is a standing organisational campaign to

reduce the deposit rate, and it is called margin improvement.

This is the quiet spending. Not a decision to spend trust — nobody would authorise that — but a hundred
decisions to reduce a cost line that happens to be the deposit line, each of which is individually correct on

the numbers presented, and which sum to a firm that has stopped funding the only asset it cannot replace.
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The asymmetry that governs everything else

HAUTE LUMIERE - EARNED - CHAPTER ONE

ThC asymmetry that gOVCI‘HS everything 6186
Deposits are small and slow. Wicthdrawals are total and inscant.

A single visible expensive choice moves a customer's forecast a lictle. It takes a pattern — years of them,
spread across enough situations that the customer believes the behaviour is scructural racher than accident-
al — before the forecast becomes confident enough to carry weight. That is the accumulation curve, and it

is shallow and long.
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The withdrawal curve is not a curve. One sufficiently clear instance of the company choosing itself; in a do-
main where it had claimed it would not, and the forecast collapses — not degrades, collapses — because a
single counterexample is logically decisive in a way that a single confirmation never is. The customer was
holding a prediction of the form "they won't do X to me." They now hold a demonstration that they will.
Every prior deposit becomes retroactively suspect, reread as luck or as absence of tempration rather than as

evidence of character.

This asymmetry is not a rhetorical flourish about how hard it is to rebuild a reputation. It has a direct op-
crational consequence, and it is the reason the second half of this book is about machinery rather than in-
tention. If the payoft structure is many small deposits, one catastrophic withdrawal, then the binding con-
straint is not your average behaviour. It is your worst behaviour, at your least supervised moment, by your
least empowered person, under your most pressured quarter. Averages are irrelevant in a system with a

single-point failure mode. A company optimising its mean is optimising the wrong statistic entirely.

Four decades Of interest on one quarter's Cost

In the autumn of 1982, seven people in the Chicago area died after taking Extra-Strength Tylenol capsules
that had been laced with cyanide. Johnson & Johnson had not been tampered with in its own factories; the
contamination was introduced after the product reached retail shelves. The company was, in the narrow

legal and Causal sense, not at fﬂult.

It pulled the product nationally anyway — an enormous recall — and did it before it was compelled to,
while the known incidents were still geographically confined. It warned the public against consuming the
product. Then it rebuile the packaging around tamper-evidence and effectively led the industry into a new

standard.

The number that matters here is not the recall cost, large as it was. It is that Tylenol was one of the most
profitable products the company had, and the recall put its continued existence in serious question. The
consensus in the marketing world at the time was that the brand was finished — that you could not put a
product back on shelves after it had killed people, whoever had done the killing. So the decision was not
”spend some money and preserve the franchise.” The decision was made without knowing whether the fran-
chise would survive the decision, which is precisely what made it expensive, and precisely what made it a
signal. A company that was quietly Wil]ing to trade customer lives against quarterly revenue could not have
afforded to do what J&]J did, and everyone watching understood that. That is the whole mechanism, and it

is the subject of the next chapter.

Four decades on, that recall is still cited — in business schools, in crisis manuals, in the pages of books like
this one — which means it is still generating returns on a cost incurred in a single quarter of 1982. It is
worth naming what that longevity implies about the accounting. Under any standard framework, the recall

was a Catastrophic quarter. The asset it created has no 1ine, no amortisation schedule, and no owner. It has
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simply been paying, invisibly, ever since. This is the estimation problem that Chapter 11 exists to solve, be-

cause an asset nobody books loses every budget argument to assets that do.

And now the turn, which is the thing this chapter has been assembling and which most executives get

backwards.

A company with excellent satisfaction scores and no expensive decisions on its record does not have weak
trust, or immature trust, or trust that needs a bit more work. It has none. It has an untested reputation —
which is indistinguishable from trust, in every instrument you own and in every conversation you have
with your board, right up to the second it matters, and then distinguishable instantly and permanently.
The absence of tests is not a clean record. It is an absence of evidence, and both you and your customers are

in exactly the same position of ignorance about what your company would do.

Which inverts the usual instinct completely. The reflex of every well-run firm is to avoid the test: keep the
incidents down, keep the disputes out of public view, keep the divergence from ever surfacing. But the test
is not the threat to the asset. The test is the only thing that produces the asset. A company that has never
been tested has not been building trust during those quiet years; it has been deferring the entire question
to a moment of its own choosing — which is to say, to no moment of its own choosing at all, since the first

real test will arrive on the day the stakes are highest and the company is least ready.

So the goal is not to avoid tests. It is to arrange to be tested early, cheaply, and visibly, while the stakes are
still survivable. Deliberately put the firm into situations where its interest and the customer's diverge, at
small scale, and choose the customer where everyone can see it. Publish the failure rate before anyone asks
for it. Refund something you were entitled to keep. Tell a prospect the product is wrong for them. Every
one of these is a test you scheduled rather than one that was scheduled for you, and each one buys evidence

at a price you set.

The failure mode

Here is where this frame inverts and does damage, and it does damage most often to the companies that

take it most seriously.

Trust modelled as a level to maintain produces an organisation terrified of every test. If the number must
not go down, then every divergence is a hazard, every incident is a threat to the score, and the rational re-
sponse is defensive: reduce exposure, minimise disclosure, avoid the situations that generate tests at all.
Firms in this posture become brittle in a specific and recognisable way. They over-lawyer their communica-
tions. They stop shipping into ambiguous territory. They treat the customer who complains publicly as an
adversary because that customer is damaging the asset. They confuse an unblemished record with a strong
balance, when in fact an unblemished record most often means an unspent one, and an unspent balance is

one that was never verified to exist.
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Trust modelled as a balance to spend produces something else. A balance is for drawing on. It is what lets
you ship the ambitious thing, enter the adjacent market, survive the incident, ask the customer to trust
you through a migration. A company that has never drawn down its balance has not been prudent; it has
been holding an asset it never put to work, which is the same error as a firm sitting on cash it refuses to in-
vest — with the added problem that this particular asset decays if not periodically demonstrated, because

the forecast is about current behaviour and the last piece of evidence is always ageing.

The discipline is to spend deiiberateiy and replenish faster than you draw, which is oniy possible ifyou

know the balance. Which brings us to the practice.

What to do this week

Take the last four quarters and build the ledger. One row for every decision your company made where the
customer's interest and the quarter's interest genuinely came apart — not where they merely might have,
but where someone in a room actually had a choice with money on one side of it. Pricing changes. The re-
newal terms. What you did about the outage. The claim you denied. The disclosure you shortened. The data
you shared with a partner. The fee you introduced. The exception you refused. Go and find them,; they will
not be in a report, because no report tracks this. They are in the decisions your executives remember ar-

guing about.

For each row, write four things and no more: what the divergence was, what you chose, what it cost — in
currency, not adjectives — and whether anyone outside the company could have known. That last column
is the one that will disturb people, and it should. A decision that cost real money and was invisible outside

the building was an act of integrity that bought no asset. Note it, honour it, and count it as zero.

Then read the ledger for its shape rather than its contents. Count how many rows you have across four
quarters, and count how many of them went the customer's way at genuine cost with genuine Visibility.
Most firms doing this exercise honestly find between zero and three, and the reason is not that they are
dishonest. It is that the deposits were never anyone's job7 never anyone's metric, and never survived contact

with a forecast.

The empty rows are the finding. Not the full ones. Every quarter with no expensive decision in it is a
quarter in which your trust position did not improve and your reputation aged another ninety days
without acquiring any evidence behind it — and it is also, quietiy, a quarter in which you learned nothing
about what your own company would actually do. That is the balance you are carrying into your worst day.

You are entitled to know its size before it arrives.

YOUR PAGE
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Chapter One, carried forward. Which decision in front of you this week is a deposit, and what will it cost

you to make it?

The Briefs

Chapter One, in instruments
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Trust Is a Forecast, Not a Feeling
HAUTE LUMIERE - EARNED - BRIEF 1.1

BRIEF 1.1

Trust Is a Forecast, Not a Feeling

A customer returns a cracked phone not because they love your brand, but because they calculated the
probability of repair would exceed the cost of replacement, and your policy reduced that probability to

zero. Trust functions as a Bayesian prior in the customer's decision engine. The customer updates this prior
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based on the likelihood of the company acting against its own interest to serve the customer. This is not

sentiment; it is a risk assessment encoded in habit.

The move is to Stop measuring sentiment and start measuring the reliability of the prediction engine em-
bedded in the customer's mind. You must audit the signals your organization broadcasts about its willing-
ness to absorb cost. The mechanism is signal detection under noise. When the signal (an expensive de-
cision) is obscured by noise (marketing, casy features, low friction), the customer's prior decays, regardless
of how "happy” they report being. The mechanism requires that the signai be costly to fake. If any firm can
replicate the signal, the signal carries no information, and trust cannot form. The condition is that the cus-

tomer must perceive the cost as material co the company, not just to the customer.

When you manufacture trust through low-cost signals, you build "trust theater." The market recognizes the
theater. The failure mode is credibility inversion: when a real crisis hits, the customer assumes the previous
signals were also theater, and your trust balance drops below zero, not because of the crisis, but because
the crisis reveals the signals were decoupled from outcome. You end up with a deficit larger than if you had

never signaled at all.

Trust is not the absence of risk; it is the quantification of risk reduction provided by the company's past
willingness to eat the cost. The insight is that trust is inversely correlated with perceived ease in complex
services. When you remove all friction, you may also remove the evidence of sacrifice, signaling that you

have no stake in the customer's difficult moments.

Audit the last five customer escalations where your policy allowed a refund or resolution without a receipt.
Did the system record the cost? Did the customer perceive the cost as absorbed by you? If the answer is no,
record the divergence between your internal cost and the customer's perception of your commitment. That

divergence is the leak in your trust engine.
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Reputation, Brand, Satisfaction, Trust

HAUTE LUMIERE - EARNED - BRIEF 1.2

BRIEF 1.2

Reputation, Brand, Satisfaction, Trust

Your quarterly report lists rising brand awareness, higher NPS scores, and glowing press coverage, yet the
churn rate in the enterprise segment remains stubborn, driven by risk officers who have never met your

sales team. The error lies in treating these four words as synonyms. They describe different altitudes of the
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same relationship, activated by distinct triggers, and optimizing one while neglecting the others creates a

portfolio of happy customers who will abandon you the moment a complex problem arises.

Separate the categories by their temporal horizon and the cost structure of the judgment they represent.
Reputation is the aggregate of external observations about your behavior, activated when information
asymmetry is high. Brand is the cognitive shortcut used to navigate choice under cognitive load, activated
when the decision is routine. Satisfaction is the retrospective evaluation of a single transaction, activated
when expectation comparison occurs. Trust is the forward-looking prediction of alignment during mis-

alignment, activated when conflict of interest is imminent.

The mechanism relies on mapping which metric your stakeholders are actual]y using in their decision cal-
culus. If you optimize for satisfaction, you remove friction from casy transactions, raising NPS, while leav-
ing friction in the critical moments of divergence. The customer experiences high satisfaction but zero
trust, because no deposit was made during the casy times. The condition is that you must identify the spe-
cific scenarios where the customer fears you will act in self-interest, and ensure you generate visible depos-

its in those scenarios, not just frictionless flows.

Confusing these terms leads to "satisfaction theater." You will invest heavily in brand and satisfaction, see-
ing high scores, while the trust stock remains negative. When the market improves, your customers will
leave first, because they have nowhere else to go, and will leave fastest when the barrier lowers, revealing

that your growth was built on liquidity constraints, not loyalty.

The insight is that trust is the only metric that cannot be gamed by removing friction; it requires the ac-
ceptance of friction. The failure mode is "trust blindness," where high satisfaction masks a negative trust

balance, leading to a collapse in retention when complexity inevitably rises.

Review your dashboard definitions. If one metric can be high while another is low without explanation, re-
name or retire the metric until the distinction is operationally clear. If your team cannot articulate the dif-

ference between a satisfied customer and a trusted one, your strategy is optimizing the wrong variable.
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The Deposit and Withdrawal Ledger

HAUTE LUMIERE - EARNED - BRIEF 1.3

BRIEF 1.3

The Deposit and Withdrawal Ledger

The finance team approves a 2% price increase for legacy contracts with no notice, citing margin targets,

while the support team reports a 15% spike in cancellation requests from the same segment. The discrep-
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ancy is not an anomaly; it is the ledger balancing itself. You have recorded a financial profit but made a

trust withdrawal, and the market is settling the account through churn.

Implement a ledger that records every instance where the company's interest diverged from the customer's,
and tags whether the resolution constituted a deposit or a withdrawal. The mechanism is interest-rate
alignment. When the company absorbs the cost of a divergence, the stock increases; when the company en-
forces its interest, the stock decreases. The ledger forces the identification of "silent withdrawals"—diver-
gences where the customer bears the cost but the company records no loss, which are the fastest path to in-
solvency of trust. The condition is that the ledger must be accessible to those making decisions, not just

auditors, and must track value, not just sentiment.

A ledger that records only financial transactions misses the "social cost” deposits, such as granting a refund
without asking for a receipt. lfyou restrict deposits to quantiﬁabie P&L impacts, you will over-optimize
for short-term gain and under-invest in relationship equity, which may have higher long-term value but
lower immediate accounting Visibility. The failure mode is "accounting myopia," where the 1edger shows
healch but the relationship has decayed, because the most valuable deposits are often non-financial, such as

respecting the customer's autonomy or sharing proprietary insights.

The insight is that the ledger reveals many "costs” are actually deposits, and many "profits” are withdrawals;
the error lies in the accounting class, not the behavior. Trust is a stock; decisions flow as events. The ledger

makes the stock visible.

Pull the last chirty days of support interactions where a refund or credit was issued. Classify ten as deposit,
withdrawal, or neutral based on whether the customer's long-term interest was preserved, and note the

counterfactual. If you cannot classify a transaction, your policy is unclear, and you are leaking trust.
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Untested Reputation

HAUTE LUMIERE - EARNED - BRIEF 1.4

BRIEF 1.4

Untested Reputation

You have been in business for twelve years with no major PR crisis, your competitors have smaller margins,

and yet prospective clients in regulated industries hesitate to sign, asking for references from companies
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that have faced similar operational shocks. Your reputation is untested. It is a placeholder, not an asset. The

market cannot verify your propensity to make expensive choices because you have never been forced to.

Determine whether your reputation is untested by identifying the stress tests your competitors have sur-
vived and your customers have not seen you face. The mechanism is stress testing by the market. If a com-
pany has never been forced to make an expensive choice, the market cannot Verify its reliability. The repu-
tation is a claim waiting to be falsified, and the longer it goes unchallenged, the greater the shock when it
ﬁnally is. The condition is that you must identify the speciﬁc scenarios where the customer fears you will

act in self-interest, and verify you have no data on your response.

When you manufacture a crisis or exaggerate your resilience, you risk ”Credibility inversion." If the market
detects the test was staged or the outcome engineered, the penalty is not a return to zero trust but a shift
to negative trust, as the deception itself signals a higher risk of future misalignment. The failure mode is
"phantom resilience,” where your untested reputation collapses faster than a competitor's tested reputa-

tion, because the competitor has built stock through visible sacrifices, while you have built only claims.

The insight is that an untested reputation is a liability, not an asset. It creates a "volatility trap” where any
minor shock causes mass churn, because there is no stock to absorb the shock, and the shock reveals the

absence of evidence.

Interview three churned customers who cited "risk” as a factor. Ask specifically: "What is the one disaster
rou feared we would handle poorly, and did we ever prove we wouldn't?” Record the answer. If the answer
you feared Id handle poorly, and did p ldn'e?" Record th If cth

is "You never faced it," your reputation is untested, and you must find a way to generate evidence of resili-

ence, even if it costs you margin.

BRIEF 1.5

What NPS Is Actually Measuring

Your Net Promoter Score rises to 60 after a campaign focused on ease of use, yet the account management
team reports that clients are increasingly resistant to expanding scope, fearing hidden costs and rigid
terms. NPS measures satisfaction with the current state of the relationship, not trust in the future align-
ment of interests. High NPS can coexist with zero trust, and relying on NPS in high-stakes contexts creates

"trust blindness."

Recognize that NPS is a measure of likelihood to repeat purchase or recommend, driven by the absence of
friction. The mechanism is friction minimization. When friction is low, NPS is high. However, trust is gen-
erated when the company accepts friction or cost to protect the customer. If you remove all friction, you

may also remove the evidence of sacrifice. The mechanism requires that the customer perceives the com-
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pany's willingness to absorb cost. The condition is that NPS is a valid proxy for trust only in low-complex-

ity, low-stakes environments where divergence of interest is rare.

Relying on NPS in high-stakes contexts leads to "trust blindness." You will optimize for ease while eroding
the mechanisms that signal reliability, leading to a collapse in retention when complexity inevitably rises,
because you have trained the customer to expect ease, not alignment. The failure mode is "friction addic-
tion," where the customer rewards you for ease but abandons you when the problem requires depth, be-

cause no deposit was made to signal your willingness to endure the cost of complexity.

The insight is that trust is often inversely correlated with perceived ease in complex services. The friction is
the signal of the Company's commitment, and removing it can signal abandonment of the customer's in-

terest. Trust is not the absence of pain; it is the assurance that the pain will be shared.

Correlate your top detractors with the volume of "expensive decisions" your team made on their behalf in
the last quarter. If the correlation is negative, your NPS is misleading your strategy. You are measuring sat-

isfaction, not trust, and you are optimizing for the wrong outcome.
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The Asymmetry Table

HAUTE LUMIERE - EARNED - BRIEF 1.6

BRIEF 1.6

The Asymmetry Table

Your pricing team argues that a 10% service fee waiver is negligible, while legal argues that a data breach
notification is existential, yet both events carry the potential to reset the customer's trust prediction to

zero. Trust exhibits loss aversion. The mechanism is asymmetric decay. One withdrawal of high salience can
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erase the stock built by hundreds of small deposits. The Asymmetry Table maps the ratio of stock des-

troyed by a single withdrawal versus the stock accumulated by a deposit of equivalent cost.

Map the asymmetry between deposits and withdrawals by quzmtifying the ratio of stock destroyed by a
single withdrawal versus the stock accumulated by a deposit of equivalent cost. The table forces the identi-
fication of "catastrophic withdrawals" that require disproportionate deposits to repair. The condition is
that the asymmetry must be calibrated to the specific customer segment, as a fee waiver may be trivial to a
corporation but catastrophic to a non-profit. The table reveals that trust is not a linear scale but a cliff-
edge system. The priority is not maximizing deposits but eliminating the withdrawals that cause cliff-falls,

because the repair curve is asymptotic.

An Asymmetry Table that focuses only on financial loss ignores "reputational contagion.” A withdrawal in
one segment may destroy trust across all segments if the underlying mechanism is a violation of core val-
ues, making the repair cost effectively infinite regardless of the financial deposit size. The failure mode is
"reputation contagion,” where a local withdrawal triggers a global collapse, because the market interprets

the withdrawal as a signal of structural decay racher than an isolated error.

The insight is that the table reveals trust is a cliff-edge system. The priority is eliminating withdrawals, not
maximizing deposits. The failure mode is "asymmetry blindness,” where you invest heavily in deposits while
ignoring the withdrawals that cause cliff-falls, leading to a sudden collapse when the inevitable withdrawal

occurs.

Identify the three withdrawals in your history that caused the fastest loss of key accounts. Estimate the de-
posits required to restore those accounts. If the ratio exceeds 10:1, mark those withdrawal triggers as "Zero
Tolerance" in your policy manual. If you cannot eliminate them, you must accept that trust in this segment

is structurally fragile, and price accordingly.
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Reading Salomon Brothers, 1991

HAUTE LUMIERE - EARNED - BRIEF 1.7

BRIEF 1.7

Reading Salomon Brothers, 1991

In 1991, Salomon Brothers used its trading position in US Treasury auctions to bid illegally, gaining mil-
lions, and faced the threat of dissolution when the regulator moved to revoke its license, forcing a choice

between defending the traders or saving the firm. The response was not a moral triumph but a structural
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revelation of how a firm prioritizes its own survival when the cost of loyalty to a few is the loss of the

whole.

Analyze the Salomon response as "structural 10yalty.” The mechanism is the realization that the firm's exist-
ence depends on the trust of the market, not the wealth of the traders. When the CEO publicly sur-
rendered the traders, the firm made a deposit so massive it saved the institution, but destroyed the trust of
the traders. The mechanism works because the market observes the sacrifice of the powerful. The condition
is that the deposit must be visible and costly to the decision-maker's immediate circle. The insight is that
trust can be manufactured in a single event of extreme cost, but that event must be interpreted by the

market as a ChOiCC7 not a mandate.

When the sacrifice is perceived as coerced rather than voluntary, the market may view it as a calculated
risk management move rather than a trust deposit. If the firm subsequently reinstates the traders or min-
imizes the damage, the deposit is reversed, and the firm enters a "trust deficit” where every future action is
scrutinized as posturing. The failure mode is "posturing detection," where the market discounts the deposit
because it perceives the sacrifice as the only rational choice given the threat, racher than a genuine align-

ment with custcomer interest.

Salomon proves that trust is manufactured when the market believes the company has no choice, and then
reveals it did. The failure mode is "agency erosion," where the firm's actions are seen as forced by regulation

rather than chosen by principle. The market rewards agency, not compliance.

Review your incident response protocols. If the first response is to minimize liability rather than maximize
customer protection, rewrite the protocol o require a customer-centric action before legal review, and test
it in a simulation. If your team cannot make the choice voluntarily, you have not built the machinery of

trust, and you are one crisis away from dissolution.
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Trust in Low-Frequency Purchases

HAUTE LUMIERE - EARNED - BRIEF 1.8

BRIEF 1.8

Trust in Low—Frequency Purchases

You sell surgical robotics. A hospital buys once every five years. The procurement committee is evaluated

on cost savings, the surgeons on outcomes, and the risk officer on liability, creating a trilemma where any
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deposit you make may fail to register with the primary decision-maker. In low-frequency purchases, trust is

not built through repeated transactions but through "signaling reliability” across the decision units.

Design deposits that aiign with the specific risk profiie of each stakeholder in the purchase cycie7 recogniz-
ing that trust is fragmented across multiple actors who may not share your value system. The mechanism is
multi-actor alignment. You must generate deposits that reduce the speciﬁc risk each actor faces. The condi-
tion is that the deposit must be visible to the actor and reduce their personal or institutional exposure. The

insight is that in low—frequency markets, trust is not a singie asset but a bundle of micro-trusts. Failure to

Failure to cross-verify these micro-deposits ensures that the trust account remains overdrawn in the very
units that hold veto power. Consider the 2018 procurement cycle for the da Vinci Xi system by a mid-Ac-
lantic academic medical center. The chief of surgery required a clinical outcomes deposit: a three-year peer-
reviewed iongitudina] study tracking Compiication rates, funded upfront by the manufacturer, with data
ownership transferring to the hospital’s quality board upon implant. The chief financial officer required a
capital expenditure deposit: a usage-based pricing model that converted fixed capital costs into variable
procedural costs, capped at a predefined threshold. The risk management director required a liability de-
posit: a mandatory independent incident review board with full subpoena power over maintenance iogs,
operating under a shared governance charter that removed the manufacturer’s legal counsel from the initial
findings. Trust emerged not from the equipment’s specifications, but from the structural aiignment of
these three deposits. Each actor saw their specific exposure reduced. Each deposit was visible to the actor
who needed it. The mechanism works because it externalizes the manufacturer’s risk appetite into the hos-
pital’s governance architecture, turning a purchase into a shared operating protocol. The condition for this
mechanism is institutional capacity. The hospital must have a quaiity board that meets monthiy, a finance
team authorized to renegotiate variable contracts, and a risk officer empowered to halt procedures without
executive override. Without that capacity, the deposits remain paper shields. The failure mode is gov-
ernance capture: when the manufacturer designs the review boards, writes the clinical protocols, and
audits the financial capping, the hospital’s decision units become rubber stamps. The trust account is then
a fiction, and when a complication occurs, the primary actor defaults to personal liability protection, the
secondary actor reverts to cost containment, and the tertiary actor triggers contractual indemnification.
The system fractures. The insight is that micro-trust in low-frequency markets does not aggregate; it multi-
plies. A single unaligned deposit cancels the others, leaving the organization exposed to the exact risk it

sought to mitigate.

The consequence is that low-frequency sellers cannot outsource trust to brand equity. Brand equity decays
when transaction velocity drops below a threshold of roughly three interactions per year, because the cog-
nitive heuristic that substitutes for verification disappears. Without repeated transactions, the buyer’s or-
ganization must manufacture its own verification loop. This requires the seller to cede control over data,
pricing, and liability assessment at the exact moment the contract is signed. The mechanism operates

through recursive transparency: the seller provides the raw operational data, the buyer’s committees inter-
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pret it through their own risk matrices, and the resulting friction generates the trust deposit. The condi-
tion is that the seller accepts negative interpretation as a feature, not a flaw. The failure mode is defensive
curation, where the seller filters data to present a favorable narrative, which immediately triggers the buy-
er’s threat-detection protocols and voids the deposit. The real-world example is the 2021 shift in commer-
cial aviation engine leasing, where Rolls-Royce replaced fixed-hourly maintenance contracts with
totalCare usage-based agreements. The airlines required flight data streaming, maintenance scheduling
autonomy, and guaranteed payload availability. Rolls-Royce provided open telemetry, predictive failure
modeling, and financial penalties for unscheduled groundings. The mechanism worked because it aligned
the airline’s operational risk with the manufacturer’s engineering incentives, turning engine ownership
into a shared performance liability. The insight is that trust in low-frequency markets is not earned
through promises of reliability, but through the voluntary surrender of control over the metrics that define
it. When the seller stops protecting its own margin at the expense of the buyer’s risk profile, the trust ac-
count begins to compound. The residue is no longer a marketing claim; it is a structural guarantee. The sys-

tem stabilizes. The organization survives the next crisis. The choice becomes automatic. The machinery

holds.
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The essays - Chapter One

HAUTE LUMIERE - EARNED - CHAPTER ONE

The Essays

Five assignments for the long evening

ESSAY 1.1

The prompt — A regional bank in a country that has not had a banking crisis in living memory advertises

its unbroken record: no run, no failure, no depositor loss, twenty years clean. Every competitor can advert-

business.hautelumiere.life/library/earned - business.hautelumiere.life 28


https://business.hautelumiere.life/library/earned
https://business.hautelumiere.life/

THE RESIDUE OF EXPENSIVE DECISIONS

ise the same. The record is real, the disclosures are audited, and yet a rational customer trying to predict
what this bank will do when the funding market seizes has, arguably, learned nothing at all — because the
record was produced by an environment, not by a firm. On the other reading, the absence of a test is itself
a substantive finding: it tells you the industry's stress has been pooled and deferred rather than absorbed,
that whatever machinery exists for the expensive choice has never had to run, and that the first firm to be
tested will be tested along with everyone else, which changes what defection costs. Argue whether a spot-
less record in a stress-free industry is evidence of trustworthiness, evidence of nothing, or evidence of
something worse — a system in which the untested and the fragile are indistinguishable by construction,
and in which a customer's confidence is therefore an artifact of the sampling, not of the firm. The strong
form of the opposing case is that behaviour under ordinary conditions is not nothing: a firm that declines
small profitable exploitations daily is showing you its function, and stress merely amplifies what is already

there.

What a serious answer has to do — It must distinguish c]early between three states that Colioquial usage
collapses: untrusted (evidence of defection), untrusted-for-lack-of-evidence (no observations), and trusted-
by—absence (observations exist but were generated under conditions where the interests never diverged).
Then it has to say what would count as a substitute test — whether small-stakes divergences observed at
high frequency can stand in for a rare 1arge—stakes one, and under what statistical and structural conditions
that inference holds rather than merely feels sound. Evidence that would count: cases where a firm's minor-
stress behaviour did and did not predict its major-stress behaviour, and any instance where an industry—
wide first stress revealed that supposedly comparable firms had radically different internal machinery all
along. The cheap answer to argue past is "no news is good news, so a clean record is a weak positive” —
cheap because it treats the record as a sample from a distribution the essay has not established was ever

sampied.

Where to look — Insurance and reinsurance are the natural field, because the entire industry is organised
around the difference between a firm that has paid claims and one that has merely priced them; cata-
strophe lines in particular offer decades where the tested and untested sit side by side. Deposit insurance
and the history of banking supervision repay attention for the way an explicit backstop converts a firm-
level test into a system-level one and thereby destroys the information content of survival. In the methodo-
iogicai literature, look at survivorship bias and at the difference between reiiability engineering’s proven-
in-use argument and its formal safety-case argument — the distinction between "it hasn't failed" and "here
is why it cannot fail this way" is exactly the distinction the essay needs. Airline and nuclear safety cases are
useful precisely because those industries formalised the answer: they stopped accepting clean records as

evidence and demanded demonstrated mechanism instead.

The length — 2,500 words minimum.
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ESSAY 1.2

The prompt — Buffett's formulation — lose money for the firm and I will be understanding, lose a shred of
reputation and I will be ruthless — is not a moral claim but an arithmetic one, and the arithmetic depends
on two conditions he happened to hold: an intended holding period of forever, and an owner concentrated
enough that reputational loss lands on an identifiable person who cannot diversify away from it. Strip both
and the equation changes sign. A venture-backed company with a five-year expected life to exit is not the
residual claimant on its own reputation; the acquirer or the public market is, and the founders' payoff'is a
function of growth at the moment of sale, not of the discounted value of a reputation that pays out in year
nine. Meanwhile the venture fund holding it is indexed across forty companies in the sector, several of
them competitors, so reputational damage that shifts customers from one portfolio company to another is,
at the fund level, approximately free. Argue whether the reputational-capital frame survives this. The
strongest counter is that it does, transposed: the exit price is itself a discounted claim on future trust, ac-
quirers diligence for liability, and a founder's personal reputation is the concentrated, undiversifiable asset

that Buffett's structure supplied at the firm level.

What a serious answer has to do — It has to be explicit about who the residual claimant on reputation is
under each ownership structure, and to show — not assert — where the claim gets severed from the party
making the daily decisions. It must then test the transposition argument on its merits: does acquirer dili-
gence actually price the trust stock, or does it price only the legally cognisable subset of it (contingent liab-
ilities, regulatory exposure, disclosed disputes) while the rest is transferred free? The essay needs at least
one worked case where a firm's trust stock survived an ownership change intact and one where it was vis-
ibly spent down by the new owner, with the mechanism of the difference identified. The cheap answer to
argue past is "short horizons make companies behave badly" — true-sounding, unfalsifiable as stated, and

useless because it names no mechanism and predicts no exceptions.

Where to look — Partnership-to-corporation conversions are the cleanest natural experiment available, be-
cause the ownership form changed while the business did not: the investment banks that were partnerships
with unlimited liability and then were not, and the accounting and law firms that resisted the conversion,
are worth studying against each other. Look also at the mutual and cooperative forms in insurance and
banking, where members are simultaneously owners and customers and the divergence Buffett worries

about is structurally I‘lZLI'I'OWde7 and at Wh'(lt happened Where mutuals demutualised. In the venture contexe,
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the useful material is the design of founder control provisions, dual-class structures, and public benefit
corporation charters — instruments explicitly built to re-concentrate a claim that the ownership structure
had dispersed. The literature on agency costs and on horizon effects in executive compensation supplies the

analytic vocabulary without supplying the answer.

The length — 2,500 words minimum.

ESSAY 1.3

The prompt — Satisfaction measures whether the last interaction went well; trust measures what the cus-
tomer predicts about interactions that have not happened yet, especially the ones where the firm's interest
and theirs will point in opposite directions. The two can move independently, and routinely do: a customer
can rate a frictionless experience nine out of ten and still not lend the company money, leave a child wich
it, or accept its account of a dispute it is party to. Worse, the mechanisms that raise satisfaction are often
the same ones that spend trust — the fee disclosed late so as not to spoil the flow, the support agent
trained to resolve rather than to be right, the default that is convenient because it is not the one the cus-
tomer would have chosen. Argue where this gap opens most dangerously, and prescribe what a firm should
actually do in the specific and common situation where its satisfaction scores are rising quarter over
quarter while its trust stock is being drawn down. The strongest opposing case: the gap is an artifact of bad
measurement rather than a real divergence, and a properly speciﬁed satisfaction instrument administered

after the moment of divergence would capture everything trust is supposed to capture.

What a serious answer has to do — It must give a real account of why the two can diverge — not merely
that they measure different things, but what structural feature of a business makes the divergence wide
rather than narrow, and it should predict the categories where the gap should be largest before checking
whether it is. It needs to confront the measurement objection seriously, because the objection is partly
right: much of what passes for trust measurement is satisfaction with a longer recall window. The essay
must then produce a prescription with teeth — a firm cannot act on "build trust”, so it has to name what a
manager Watching good scores and bad stock should measure instead, and what they should be Wil]ing to
let get worse. The cheap answer to argue past is "satisfaction is short-term and trust is long-term", which

restates the phenomenon as its own explanation.
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Where to look — Credence goods are the analytic home of this problem: the economics of markets where
the customer cannot evaluate quality even after consumption — auto repair, medical procedures, financial
advice, legal work — is where the divergence is structural racher than incidental, and the literature chere is
rigorous about mechanism. The history of the fiduciary standard and of the fights over what advice-giving
requires is a live case of a whole industry trying to legislate the gap closed. On the measurement side, the
design history of satisfaction and loyalty instruments, and the internal critiques of them, is worth reading
skeptically — including what happens inside firms when a score becomes a compensated target. Regulated
disclosure regimes, and the empirical work on whether disclosure actually changes behaviour, will tell you

a good deal about how much a satisfied customer knows.

The ]ength — 2,500 words minimum.

ESSAY 1.4

The prompt — Make the case, in its strongest form, that trust is not an asset but a liability. What accumu-
lates is not a stock of goodwill the firm can draw on but a stock of expectations the firm must keep meet-
ing, and expectations are claims held by outsiders on the firm's future conduct — which is the definition of
a liability, not an asset. The trusted firm cannot price like its competitors, cannot enter the adjacent mar-
ket with the aggressive product, cannot run the experiment, cannot take the partner, cannot fail visibly;
every one of those constraints is a foregone option, and options have value. On this reading, the "trust
premium” is simply the compensation the firm receives for having sold optionality it can never buy back,
and firms with less trust are not poorer but freer. The counter-case is that the same constraint is precisely
what makes the asset real: an unbreakable promise is worth more than a breakable one exactly because the
promisor cannot escape it, and what looks like lost optionality is the mechanism by which the customer's

prediction becomes possible at all.

What a serious answer has to do — It has to take the 1iability framing further than a rhetorical inversion —
that means actually accounting for it: what sits on which side, how the obligation is valued, what dis-
charges it, and what it would mean for the firm to be, in this sense, over-levered on expectation. The essay
then has to adjudicate rather than split the difference, and the honest resolution probably requires distin-
guishing which components of trust are constraint and which are capability. Then it must deliver on the
applied question, which is the sharp end: the trusted firm entering an adjacent market faces a specific and

predictable trap — the same expectations that let it enter cheaply are the ones the new market's economics
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will force it to violate — and the essay must say concretely how a firm should decide whether to enter, and

under what structure. The cheap answer to argue past is "it's both”, which is true and does no work.

Where to look — Brand extension is the empirica] field, and its failures are more instructive than its suc-
cesses: look at cases where a firm trusted in one category entered another and found the trust either non-
transferable or actively Costly. Franchise and 1icensing arrangements are useful because they make the liab-
ility literal — the licensor's stock is spent by a licensee's conduct, and the contracts written to prevent this
are a map of what the parties believed was at risk. In finance, the treatment ofcontingent liabilities and of
reputational risk in regulatory capital frameworks shows what happens when someone actually tries to put
a number on this. And the professional-services world — where a firm's name is on the opinion and the
constraint on what it may sign is absolute — is where the constraint-as-capability argument gets its best

Cases.

The length — 2,500 words minimum.

ESSAY 1.5

The prompt — The asymmetry is not in dispute: a deposit into the trust stock requires years of expensive
choices observed and remembered, while a withdrawal can be a single afternoon's decision made public,
and no amount of subsequent good behaviour reverses it at the rate it was lost. Taken alone this arithmetic
says the incumbent is structurally advantaged and the entrant structurally doomed, since the entrant must
accumulate at the slow rate while the incumbent need merely not spend faster than it earns. And yet
entrants do win, sometimes very quickly, and not always because the incumbent collapsed. Argue whether
a new entrant can accumulate trust faster than an incumbent spends it, and if so, name the conditions pre-
cisely. The strong opposing case is that entrants never actually accumulate faster — they simply arrive
when a discontinuity has already destroyed the incumbent's stock, or they borrow a stock from elsewhere
(a founder, a regulator, a platform, an existing brand), so the appearance ofrapid accumulation is either in-

heritance or the incumbent's own withdrawal misread as the entrant's deposit.

What a serious answer has to do — It must first establish whether the deposit rate is genuinely a constant
of the world or a variable the entrant can act on — whether, for instance, an entrant can compress years of
evidence by manufacturing occasions for expensive choices at high frequency, by making its choices unusu-

ally legible, or by binding itself structurally so that the customer needs less evidence to make the predic-
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tion. That is the crux, and the essay must take a position on it. It then has to deal honestly with the bor-
rowing objection, which is strong: much apparent fast accumulation is transferred stock, and the essay
should say what distinguishes a genuine deposit from a transfer, and whether transfers behave differently
under stress. The cheap answer to argue past is "entrants win by being more trustworthy”, which assumes

the outcome and skips the arithmetic entirely.

Where to look — Regulatory and structural bonding mechanisms are the richest vein: escrow, custody ar-
rangements, third—party audit, insurance, bonded warchouses, and the historical institutions merchants
buile specifically to let strangers trade — the medieval merchant courts and the guild systems that let an
unknown trader borrow the collective's stock are the deep version of this question. Payment networks and
marketplaces repay study because the platform explicitly lends its trust stock to entrants and prices the
loan. Look also at histories of industries after a scandal-driven discontinuity, where an entire incumbent
cohort's stock was destroyed simultancously and the question of who accumulated next was decided in the
open. The literature on signalling — specifically on costly signals and on bonding as a substitute for reputa-

tion — supplies the mechanism the essay needs to argue rather than assert.

The length — 2,500 words minimum.
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