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* Decisions made in Boards are often dependent on expert advice
» Expert advice often comes with caveats especially over uncertainty

* Boards and their advisors do not always face up to uncertainty

Aim of MWUP: better decision making in the face of uncertainty

Some things are unknown and cannot be modelled

Unquantifiable

Quantifiable Unquantifiable

Quantifiable

A modelling challenge An uncertainty challenge
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Managing Uncertainty Paper

Managing Uncertainty

 Section 1: six principles for improved
decision making

 Section 2: three case studies
We presented this paper to:

+ GIRO (Sep 2018)

* IFoA sessional (Feb 2019)

« WCI INED forum (Apr 2019)

February 2019

Six principles for improved decision
making in the face of uncertainty

Face up to uncertainty

Deconstruct the problem

Don’t be fooled (un/intentional biases)
Models can be helpful, but also dangerous
Think about adaptability and resilience
Bring people with you
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Six principles for improved decision
making in the face of uncertainty

1. Face up to uncertainty

Why don’t people face up to uncertainty?

 Our brains are pattern recognition machines.
Our natural instinct is to apply memories and
experience to predict what happens next

» Short term reward and/or personal risk are
often not aligned to effective uncertainty
management

* Uncertainty is messy and difficult: we don’t
= know what to do g Uncertainty Principles
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Six principles for improved decision
making in the face of uncertainty

2. Deconstruct the problem

The decision making process

Context / framing of the question

The decision making 5 ; s ot
process upporting analysis & modelling

Results communication & interpretation

Who are the different people involved with, or
impacted by, the decision

What is their power/influence vs stake in the
decision

The decision
stakeholders

Consider implicit and explicit assumptions

The assumptions
and types of
uncertainty

Uncertainty is a broadly defined term.
Different types require appropriate
responses

1111141
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Blip or trend?

A reserving actuary has seen a spike in
claims in a particular quarter. How do they
convey to the Reserve Committee that it is a
1 trend, not a blip?

» Current financial pressures may colour

W/ management’s views and perspectives

» Ideally the uncertainty in reserve estimates
should have been addressed in times of
stability, not just times of turbulence

Reserves ($)

» If this is the first time the Committee is
exposed to the issue, and possible
responses, it is too late ...

Six principles for improved decision
making in the face of uncertainty

3. Don’t be fooled (un/intentional biases)
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Two way communication: playing the game

» Biases become powerful where there is
uncertainty

 Real life negotiations are often
characterised by:

Different information Complex payoffs
and perspectives or incentives

* It might not be optimal for either party
immediately to disclose all facts to the other

Six principles for improved decision
making in the face of uncertainty

4. Models can be helpful, but also dangerous
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What do different models forecast for impact on GDP,
of leaving the EU, over the long-term?
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Six principles for improved decision
making in the face of uncertainty

5. Think about adaptability and resilience




24/06/2019

5. Think about adaptability and resilience

Build in preparedness and adaptability to deal with consequences
if things don’t turn out as hoped

Example
Catastrophically wrong
(case study A)
Cyber Risk -
“NotPetya” (2017)

Build in strength and options 5
9 P Disaster Response
Plan for outcomes Boston Marathon (2013)

Clear strategy and approach

What can go wrong?
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Six principles for improved decision
making in the face of uncertainty

6. Bring people with you
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Trust and Communication

What part of
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don’t you understand?

Managing Uncertainty Working Party 2013-2019
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» Martin White (co-chair)
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Disclaimer; The views expressed in this publication are those of invited contributors and not necessarily those of the Institute and
Faculty of Actuaries. The Institute and Faculty of Actuaries do not endorse any of the views stated, nor any claims or representations
made in this publication and accept no responsibility or liability to any person for loss or damage suffered as a consequence of their
placing reliance upon any view, claim or representation made in this publication. The information and expressions of opinion
contained in this publication are not intended to be a comprehensive study, nor to provide actuarial advice or advice of any nature
and should not be treated as a substitute for specific advice concerning individual situations. Not all the material in this paper
necessarily reflects the views of all of the authors. Unpaid volunteers have produced this publication to promote discussion in the
public interest. You are free to redistribute it or quote from it (with acknowledgement) without further permission or payment but you
should quote from the work accurately and in context.
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