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Actuaries are human too!

Managing behavioural risks in expert judgement
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Focus of today

Our aim: To highlight the “behavioural biases”
that impact our work

Look at these in the context of expert
judgement

... And what we can do to mitigate their
Impact
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We are constantly influenced

Behavioural biases shape all of our decisions

Loss Backfire Hindsight Zero-risk
aversion effect bias bias

Anchoring

Curse of Reactive Endowment
knowledge devaluation effect

Identifiable Over- Liquiditv bias Courtesy Framing
victim effect confidence q y bias effect

Omission Status quo Confirmation Mental @

bias bias bias accounting
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Just how human are we?

Reserving actuaries’ views on behavioural bias

Reserving actuaries reflecting on
behavioural bias

of our reserving

bias in my work

Strongly disagree
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Source: LCP reserving roundtable, 13 October 2022

| believe behavioural bias does have an impact on aspects

| have personally takenstepstoaccount for behavioural

My company has put in place procedures to manage the
influence of behawoural bias when applying judgement

Strongly agree

How prevalent are some example
biases in reserving?

Anchoring / Status quo
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Availability / recency bias
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Confirmation bias .

né e;f}\
I 3. Z |
T

Not at all prevalent

Group think
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Just how human are we?

Reserving actuaries’ views on behavioural bias

T
Anchoring / Status quo
g/qﬂ More self aware of
c | __ _ B ~ estimation biases?
g Availability / recency bias @
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w5 | Confirmatiop bias - Possibly less aware of
g = —  weaknesses in

decision making?

Group think
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What do reserving actuaries think?

Rank the following items in order of how likely they are to be influenced by
behavioural bias

Setting appropriate stress / scenario tests
to illustrate reserving uncertainty

1st

Selecting information for results
presentation

2nd

Choosing between different statistical
methods (eg paid vs incurred DFM)

3rd

4th

Debating assumptions in a team meeting

5th

Reviewing a DFM / BF method

6th

Performing AvsE analysis

/ Industry groupthink?
Deciding an approprlate segmentation

7th for a reservlng exercise + Institute
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What do reserving actuaries think?

What steps can we take to reduce the impact of behavioural bias on

reserving?

all voices heard in meets
rotation of actuaries
no framework when opining
peer review fresh eyes open discussion external data

& highlight them machine lea ming clarity from lloyds
O data 1 1 . ;
2 ety chasis d Ve rSIty wider expert judgement
remind bias existence peer review
look for freshideas  rotation external review seek challenge
external views : : transparency different experts
o , discussion .
@ 4, £ nedinvolvement consistent processes
o
g 2 & = separation of processes
$ 58 & h licit margi
> 53 % > altapproaches egml show explici gin
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engage with the risk team
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What can we do?

Achieving more robust expert judgement

Acknowledge biases /
open minded Tools and technigues
approach

Reduce pressure and
emotion

Use logical principles Avoid “rules of thumb”
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Inflation rate (% pa)

Using logical principles

Even experts fall foul

In May 2022 we asked circa 100 actuaries about their predictions of CPI inflation and claims
Inflation for some common insurance classes...

UK CPI prediction (May 2022)

2022

2023

2024

ﬂ

2025

2026
ﬂ

Long term
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Inflation rate (% pa)

UK motor damage prediction (May 2022)

2022

2023

2024

2025

ﬁ
2026

—®

Long term

ﬂ

Source: LCP reserving seminar, May 2022

Implied excess

inflation
(Excess = motor — CPI)

\

0.1%
0.1% The implied excess

inflation is MUCH
0.5% lower than

S historically

1.1% observed excess

inflation on UK
1.2% motor damage!
1.8%
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How can we mitigate bias in peer-review?

Achieving more robust expert judgement

Constructive challenge Diverse perspectives,

(two way)

Independence experience...

and risk profile
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How can we improve decisions in teams?

Leveraging diverse personalities

@ Neutral facilitation
Contingency plans
?,

.|.
=8| Test assumptions
%="" Delphi method

W
|

Group idea generation
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How can we improve decisions in teams?

Six Thinking Hats @

Facilitator

N
Devil's
Advocate
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How can you identify groupthink?

More robust and effective teams

- . . éc’ Rationalisation and ignoring warnings

Institute
and Faculty
of Actuaries

|
LCP:=: 234

Adapted from: “Victims of Groupthink: A Psychological Study of Foreign-Policy Decisions and Fiascoes” — Irving Janis, 1972



Why does risk profile matter?

We all interpret and respond to risk differently

Risk tolerance

Emotional response

Risk behaviour and perception of risk

Ability to identify and mitigate risks/opportunities

Detail vs big picture

Proportionality

Ability to respond quickly and dynamically

Positive risk management
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So what?

Where do you go from here?

Remove the emotion where you can

There are tools that can help

Peer review should help challenge
blases, not reinforce them
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