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Who Is Joep Steffes?

Entrepreneur & Decision Professional (past 20 years). Various roles:

» Decision Architect (content / decision & business modelling)
» Decision Facilitator (process facilitation & project management)

e Decision ‘Psychologist’ (promoting clear thinking/debiasing) g /"
» Decision Coaching & Training ) : B )
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University of Applied Sciences in onder wijs

Other credentials:

 MSc Business Administration (Erasmus University Rotterdam); Strategic Decision & Risk Management,
professional certificate (Stanford University/US); PhD — expected 2019 Debiasing Strategic Decision
Making (Nyenrode Business University)

. lI;/Ily skpgr?)time: my family, playing (rock)guitar and practising & teaching Shotokan Karate (2" degree
ack belt
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Why should risk and uncertainty be on a decision makers mind?

If the future isn't what i1t used to be...

“The Americans have need of the telephone, but we do have not.

We have plenty of messengers boys.”
Sir William Preece, Chief Engineer, British Post Office, 1878

“I think there is a world market for about five computers.”
Thomas J. Watson, chairman of IBM, 1943

“We don't like the sound. Groups of guitars are on the way out.”
Decca Recording Co., turning down the Beatles in 1962

"Two years from now, spam will be solved."
Bill Gates, founder of Microsoft, 2004

“The Federal Reserve Is currently not forecasting a recession.”
Ben Bernanke, 10th January 2008

.... how should we decide under risk & uncertainty?
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Why should risk and uncertainty be on a decision makers mind?

Research on the success of decision making reveals:

e Half the decisions in organizations fail... (professor Paul Nutt);

« M&A success rate: in 85% the expectation has not been met, 60% Is sold within 10 years
(professor Hans Schenk);

 Researchers estimated that the rate of diagnostic error in clinical medicine was approximately
15% ... leading to longer hospital stay and increased patient mortality;

e 30,000 new consumer products are launched annually, about 80% of them fail (Harvard
Business School professor Clayton Christensen);

e |n 2013, less than one-third of all projects were completed successfully (Source: Standish
Group).

There Is enough to worry about when it comes to making decisions.
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The risk of ‘making strategic decisions wrong’ is based on...

 a flawed decision making process and roles and responsibilities.

e wrong content including missing risk and uncertainties, framing issues and missing
out on alternatives.

e biased thinking corrupting the decision making process.



The risk of a flawed decision process...

According to decision scientist professor Ralph Keeney decision should be resolved by
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How to deal with this type of risk .... a full (proof) decision making process

Decision | Recognize | Approve Approve Make Approve

Maker Situation |Frame/Values § Alternatives [y Decision Implegllea?]tation

Frame & Alternatives )( 'nformation & Follow
Values ‘ Reasoning Through

Project Assess Develop Evaluate Plan for
Team Situation g Alternatives & Alternatives Implementation

(Adapted from: SDG)
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The risk of getting roles and responsibilities wrong...

Lets consider this question: who decides in your company? Is it about...

 Global versus local decision making (e.g. local marketing, brand building or global product
development, pricing decisions)

 Center/headquarters versus business unit/subsidiaries decision making (e.g. capital
Investments close to the customer or bigger picture)

 Function versus function decision making (e.g. new product development — marketing versus
R&D)

* Inside versus outside partners (e.g. outsourcing, joint ventures, franchising)

Wrongly assigned roles and responsibilities lead to slow down or even stalled decision making!

(based on — Rogers, P., Blenko, M.W., “Who Has the D?..., HBR jan 2006 issue)



The risk of getting roles and responsibilities wrong...

... IS mitigated by assigning clear roles and responsibilities:

e Decide: formal decision-maker, accountable for the decision, 1 person or group (board).

 Agree: who has veto power - yes or no - over the recommendation (not decision) — e.g.
regulatory or legal issues, IT-architecture, HR (working conditions), health and safety.

« Recommend: responsible for making a proposal, gathering input, and providing the right data
and analysis to make a sensible decision in a timely fashion. Usual 1 person.

 Perform: executing or implementing the decision, multiple persons.

* Input: consulted on the decision, non-binding input, multiple persons with knowledge and
experience.

* Inform: who gets informed about the decision.

(based on Bain & Company, Inc. — RAPID® decision making model)
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The risk of getting the content of a decision wrong

Main ingredients of a decision:

= What do | want?
= What are my options?
= What do(n't) | know?

—
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The Decision Canvas

Commitment &
involvement

(Group dynamics,
decision styles,
Rapidi roles, decision
acceptance)

—

What are our values%&f

Goals & criteria,
weighing and trade-
off, moral compass

— =

What are our ﬁff
options?

Creative &
distinctive options

Purpose, scope and
perspective

-

What do we know? [Eﬁi

Relevant and reliable
data & information

By: loep Steffes, 2019 {v0.2 EN)

1?
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Context of Decision

‘@

Wat don't we know?

Risk & uncertainty

5 ©

o o

Decision logic and
reasoning

Decision modelling,
process rationality,
biases & debiasing




The risk of biased thinking (and deciding)

» Groupthink

» Sunflower management
» Organizational pressure
* Dominant logic

* Anchoring and adjustment
» Sunk-cost fallacy

= Status quo bias

» Loss aversion

» EXcessive optimism

= OQverconfidence

= Competitor neglect

/

arise from the preference for

-

Social biases

harmony over conflict.

\

/

/

L

Stability biases

uncertainty.

\

create a tendency toward
Inertia in the presence of

~

Action-oriented biases

drive us to take action
less thoughtfully than we

_

should.

N - Misaligned individual incentives
 Inappropriate attachments

» Misaligned perception of corporate goals
 ‘Pet’ projects

e

-

arise in the presence of conflicting
Incentives, including nonmonetary
and emotional ones.

\

Interest biases

_/

Pattern-recognition
biases

lead us to recognize

are none.

N

patterns even where there

/

= Confirmation bias

» Management by example
» Misleading experiences

* Power of storytelling

= Champion bias

(based on McKinsey Quarterly - A language to discuss biases)



Do you want to know more about biases ... Cognitive Bias Codex

COGNITIVE BIAS CODEX

We store memories differently based

. We notice things already primed in
on how they were experienced

memory or repeated often

We reduce events and lists

What Should We to their key elements
Remember?

We discard specifics
to form generalities

We edit and reinforce
some memories after the fact

We favor simple-looking options
and complete information over
complex, ambiguous options

To avoid mistakes,

we aim to preserve autonomy
and group status, and avoid
irreversible decisions

To get things done, we tend
to complete things we've
invested time & energy in

To stay focused, we favor the
immediate, relatable thmg
infront of us

Need To “,;;”\;ﬁi':"
Act Fast '

To act, we must be confident we
can make an impact and feel what
we do is important

We project our current mindset and
assumptions onto the past and future

DESIGNHACKS.CO - CATEGORIZATION BY BUSTER BENSON - ALGORITHMIC DESIGN BY JOHN MANQOQGIAN Il (JM3) - DATA BY WIKIPEDIA

Bizarre, funny, visually-striking, or
@ anthropomorphic things stick out more Too Much

than non-bizarre/unfunny things "
Information

We notice when
something has changed

o We are drawn to details
/ that confirm our own
existing beliefs

We notice flaws in others
@ more easily than than we
notice flaws in ourselves

f validit We tend to find stories and
! patterns even when looking
at sparse data

We fill in characteristics from
stereotypes, generalities,
and prior histories

We imagine things and people
we're familiar with or fond of
as better

We simplify probabilities and numbers Not Enou g h

to make them easier to think about .
Meaning
We think we know what

other people are thinking

@ggﬁ#’-’uﬁns ® @ attribution - share-alike

https://commons.wikimedia.org/wiki/File:Cognitive_Bias Codex - 180%2B biases, desighed by John_Manoogian_Illl_(jm3).jpg
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How do we deal with the risk of a biased decision making process?

[ Minimize time pressure ]

[ System 2 check J

Timeout M. '

o Meta cognition, Mindfulness, and Reflection

[ Data blinding ]1

. [ Disconfirming strategy ] =:1
[ Decision Support Systems ]( X | ] Increasg- T ]

l"'-._ - l[Cagnitive engineering] ___________________________________________________

) S— _ .
----------------------------- (o)

_

a{(r}untiblhl’f { gil'l'lll'!g ]
Be more slrcptlcally -
[ Check colleagues, 4 eyes principles ]' Group Decision Strategy

[ From syst:m 1 to system 2

[ Generating altematives Ji

Bias

[ Standing rules ]l g
mitigation

[ Until proved otherwise ]l

Specific forcing (Debiasing)

strategies

[ Rule out worst case scenario ]1 (

Personal

Motwatlon

Get more information

(e {3

[ bt ]‘ !".J [ Structured data acquisition ] __ sz:'{';
[ Disbelieve ] l[ Challenge data ] ' Decision

Making

[ Interview, checklist ]

Inspired on: Croskerry, P. (2017) Diagnosis Interpreting the shadows. Debiasin g ... an unc harted universe
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5 Lines of defence against (the risk of) biased thinking

Lines of defence against bounded rationality and biases

Action-oriented biases

Bounded

Self-interest & Rationality

motivational bias

Pattern-recognition biases

Social &
group dynamics

biases

RISK AWARENESS WEEK:
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| Motivating decision makers to put more cognitive effort into the
decision making tasks through incentives and increased
accountability.

Il Enabling decision makers to deploy more cognitive capital towards
decision-making tasks through cognitive debiasing techniques,
critical thinking, group decision making and organised contradiction,
decision modelling and IT support.

Il Agreeing between decision makers and (supervisory) boards on
how a decision should be made through procedures, protocols,
committee’s, supervisory teams, and other governance mechanisms.

IV Monitoring the outcomes and progress of decisions by post-audit
and review teams and applying ‘stage-gate’ of ‘optional’ decision
making methodologies.

V Changing the context of a decision by moderating the internal or
external environment, the role perceptions of boards or decision
characteristics.

(Source: PHD dissertation: Debiasing Strategic Decision Making, Joep Steffes, 2019, work in progress)



Debiasing instruments (1)

How

| Motivating Use of 'incentives and accountability' so  Calibrate moral compass
that decision-makers put more cognitive  Public / internal accountability
effort into the decision-making process e Result-oriented 'reward'

* Increase stake (stakes)
e Intrinsic incentives

Il Enabling Strengthening cognitive capacities  Training and coaching (statistics, scientific reasoning,
(cognitive capital) so that decision-makers  etc.)
have more opportunities to decide more o Critical and creative thinking (biases, causality,
rationally perspectives, etc.)

« Cognitive engineering (consider the opposite, devils
advocate, outsider view, reference class forecasting,
re-framing, dialectical inquiry, nudging)

» Group decisions (wisdom of crouds)

e Decision models ICT (Decision Support Systems, Al,
machine learning, serious gaming, simulation)

o
-
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Debiasing instruments (2)

How

lIl Agreeing Discipline and correct decision-makers
with a system of governance.

IV Monitoring Monitor outcomes of a decision and adjust
If necessary

V Context change Reducing uncertainty, complexity or
dynamics of the external or internal
decision making environment

o
-
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e Supervisory Board / Supervisory Board
e Governance teams (e.g. takeover team)
 Steering committee and project team

e Establish (employee) participation

» Organized contradiction/friction

e Procedures & protocols

 Post-audits / review team
e Integrating options into decision making (stage-gate
product development, real option theory)

« Uncertainty analysis and risk management

* Reduce complexity through standardization

e Reduce environmental dependency through hedging,
Insurance, JIT production



Wrap up

 Why should we care about risk & uncertainty when making decisions?

o0 We are nog very good when dealing with future (risky and uncertain) events...

o which could lead up-to failure-rates of more than 50% when making decisions...(with
significant costs in terms of money, resources wasted and even our health and safety).

* The risk of making decision wrong can be decomposed to:

®

a flawed decision-making process and unclear roles and responsibilities,

O wrong content including missing risk and uncertainties, framing issues and missing out on
alternatives,

O biased thinking corrupting the decision-making process.

g 10
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Wrap up

 We can mitigate or overcome those risks by:

o following a structured dialogue between the ©
decisions that matter occur (otherwise clear-t

O assigning clear roles and responsibilities to a

ecision-makers and the project team when
ninking/partial analysis sufficient);

| Involved In the decision, that is: who decides,

who agrees, who performs, who recommend the decision, who delivers input and get

Informed:

O using a Decision Canvas to make sure all relevant content (e.g. goals, alternatives, information

and risk/uncertainty's) Is covered,

0 debiasing thinking by motivating and enabling decision-makers to put more cognitive effort in
the decision-making process, agree about the process and monitor the outcomes of a decision

or by changing the context of a decision.
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Thank You For Joining This Session

If you require more information about:

Consulting Engagements / Project Management / Decision Modelling

Workshop Decision Quality (open & in-company)
Decision Coaching & Training P

Contact me at:

|.steffes@steffes.nl

or directly at Joep Steffes

+31(0)6 270 407 53 (Central European Time)
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