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Foreword

Weall liveinaworld full of risk, and on adaily basiswe can either choosetotakea
decisionwherethe outcome isuncertain, or choose not to. Faced with innumerable
risks, most people have developed habits and strategies for dealing with the
uncertainty in such away that their lives'free-flow' most of thetime. Itisonlyinthe
presence of an extraordinaryriskthat peopleare usually consciousd theneed to make
achoice.

The management of these extraordinary uncertain situations has become a
disciplineinitsownright over the past decades, particularlyin abusinesscontext, but
increasingly alsoinasocial setting. Asaresult many aspects of risk management are
well defined, tried, tested and trusted- though not al.

Thisbook addresses onefacet of risk management that is not well understood,
namely risk attitudes. Our motivation hasbeen toshed light onan areathat ontheone
hand isseen asrational andlogical, but on theother involvesthe deepest workings of
the human brain. Weaimto sharewith our readers our fascination with thehuman
influenceon decision-makingin risky situations.

Our intention isto provide abook that isinformative and thought-provoking, yet
practical in nature. Working to understand risk attitudesisaworthwhileexerciseonits
own, but it isinfinitely morevaluablewhen combined with practical waysto manage
thoserisk attitudesso that they support achievement of objectives.

Many readerswill want to learn how to understand and manage risk attitudesso
that they can apply the learning to risky business situations, for example those
associated with safety risk, project and programmerisk, financial risk and so on. The
book will certainly hel pwith theseareas. Even moreimportantly though, we hopethat
business readers will engagewith the text at a personal level and learn more about
understanding and managing their own risk attitudesin lifesituationsoutside the
workplace.

It isour expectation that those readers who apply what we have written to their
professional liveswill benefit through deliberatel y understanding and managing their
risk attitudes. Beyond that, however, it is our hope that many will reflect on the
relevance of theseissuesto all aspectsof their personal lives, and try applying the
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guidancewe have offered. This broader approach will undoubtedly bring greater
benefitstothosepreparedtotakeamorehalisticview.

DAVIDHILLSON
RUTH MURRAY-WEBSTER



Preface

Risk management isrecognizedasan essential contributor to business and project
success, sinceit focuseson addressing uncertaintiesin a proactivemanner in order to
minimizethreats, maximizeopportunities and optimizeachievement of objectives.
Thereiswideconvergenceand internati onal consensuson the necessary el ementsfor
arisk management process, and thisissupported by agrowing range d capabletools
and techniques, an accepted body o knowledge, an academi cand research base, and
wideexperienced practical implementationacrossmany industries.

Despitethisvision, in practicerisk managementoftenfailsto meet expectations,as
demonstrated by the continued history of businessand projectfailures. Foreseeable
threats materializeinto problemsand crises, and achievabl eopportuniti esare missed
leadingtolost benefits. Clearly the mereexistence d accepted principles,well-defined
processesand widespread practiceis not sufficientto guaranteesuccess. Some other
essential ingredientismissing.

Themost significant Critical Success Factor for effectiverisk management isthe
one most often lacking: an appropriate and mature risk culture. Research and
experience both indicate that the attitude of individualsand organizations has a
significant influence on whether risk management deliverswhat it promises. Risk
management isundertaken by peopleacting individuallyand in variousgroups. The
human element introduces an additional layer of complexityinto the risk process,
withamultituded influencesboth explicit and covert. Theselead to adoption of risk
attitudes which affect every aspect of risk management. Risk attitudes exist at
individual,group, corporate and national levels,and can be assessed and described
with somedegreed accuracy,alowingsourcesd biasto bediagnosed, exposingtheir
influenceontherisk process.

But diagnosisisdifferent from cure. Wherethe risk attitude currently adopted by
an individua or group is not conduciveto effectiverisk management, action may be
required to modify that attitude. Recent advancesin thefield of emotional intelligence
and emotionalliteracy providea meansby which attitudinal change can be promoted
and managed,for bothindividual sand organizations.

Thisbook bringstogether | eadi ng-edgethinking on risk attitudesand emotional
literacy to gui dethose wishingto move beyond mereimplementationd arisk process
and towards a people-centred approach for risk management. It offersa unique
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framework for understanding and managing those human elements which are
essential for effectiverisk management. The combination generates powerful insights
into how the application of emotional literacy to risk psychology can deliver
significantbenefitsto every businessseeking to manage uncertainty and itseffects.

Following the thesis offered here requires no prior knowledge of emotional
literacy, sincethisisardatively newfield, neither isunderstanding of risk attitudesor
psychology assumed. However, thereader should befamiliar with the purpose and
basic processes of risk management - such knowledgeisreadily availableand there
aremany booksalready published on thissubject.

Instead, the mainaim of this book isto provide athought-provoking but usable
referencefor risk practitioners, enabling them to consider and manage theimpacts of
the human dimension on risk management. This will allow risk professionals to
diagnose practicallyreal situations and devel opstrategiesfor good practice, aswell as
minimising the impact of situationswhere current risk attitudes may be counter-
productive.

Anyoneinvolved withimplementing risk management will benefit from thisbook,
including risk practitioners, senior managers and directors responsible for corporate
governance, project managersand their teams. It will also be of interest to human
resource professionals and others interested in organizational or behavioural
psychology,aswell asstudents, researchersand practitionersin thefield of emotional
literacy, although theapproachispragmatic rather than theoretical or research-based.
Indeed anyone whoseinterests include both the effectivemanagement of riskand the
complexity of human behaviour will find much of value here, covering each of these
two fascinating topics, but more particularly dealing with their interaction. If thegoa
isboth to understand and to manage risk attitude, this book pointstheway.

DAVID HILLSON
RUTH MURRAY-WEBSTER
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PART 1

TheProblem



CHAPTER 1

Risk Management Status Quo
— Efficient but not Effective?

THE RISK ENVIRONMENT

The Danish Nobel Prize-winning physicist NidsBohr (1885-1962) rightly said that
'Predictionisvery difficult,especially about thefuture.' And yet peopleconstantly seek
tolook ahead in an attempt to seewhat might be coming, to preparethemselvesto
respond appropriately and to be best positioned for all eventualities. Thisistrue o
individuals, families, communities, teams, organizations, businesses and nations.
Eachtriesindifferentwaysto predict thefuturefor their own advantage. Thismay bea
uniquecharacteristicd humansasweattempt to makesensed our environmentand
our placewithinit, since forward planning seems to be both an innate skill and a
psychological necessitythat featuresin nearly all human activity.

Thekeyfactor underlyingthedifficulty in predictingthefutureisthe existence of
uncertainty. As Plato( 427- 347 sc) realized, The problemwiththefutureisthat more
thingsmight happen thanwill happen.' With aninfinitenumber of possibilitiesahead,
it is hardly surprising that the task of selecting the one which will eventually
materializeisproblematic. And asthetimehorizon d predictionextendsfurtherinto
the future, the number of degrees of freedom increases exponentialy, further
complicating the ability to predict. In the desire to increase predictability,
considerable attention has therefore been paid to defining, understanding and
managing uncertainty. Many philosophers, theol ogiansand scientists through the
ageshave addressedthisissue, taking aranged different approachesto the problem,
and arriving at significantly different proposed responses and solutions. At one
extremeisthe suggestionthat the universeisinherently unknowabl e, ineffableand
‘other’, so thesearchfor understanding, certainty or predictability isfutile. Theother
extremehol dsthat advancesin human science and technol ogy constantly reducethe
scoped uncertainty, improvingtheability to understand and predict the behaviour of
the observed universe, and that ongoingdiscoverieswill continuethistrend.

Itisneither possiblenor desirableto detail herethefull scoped the debate on the
nature of uncertainty. It is, however, useful to distinguish two key elements which
contribute to uncertainty, since these are fundamentally different, and require
managing in different ways. These two aspects of uncertainty are variability and
ambiguity.
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e Variabilityrefersto the situation when ameasurabl efactor can takeoned a
range of possiblevalues. Theclassicexampleisdice. Eachdie hassixfaces
marked 1-6, and athrow dwaysresultsin onesidefacingupwards. Thereis
nodoubtthat theresultwill beoned the numbers1-6, andthechanced any
particular number resultingfrom athrow isonein six, but the precisevaue
o theresultfor agiventhrow isnot predictablein advance(assumingthedie
isfair and unbiased). Thistypeof uncertainty isknownasaleatoric,fromthe
Latinalea (agamed chanceusingdice). Theeventisdefined butitsoutcome
isuncertainbecauseitisvariable.

Arnbiguityisdefined on the other hand as uncertainty o meaning. It can be
used about whether or not a particul ar event will happen at al, or whether
something el se unforeseenmight occur. Heretheissueisnot the probability
of an event producinga particul arvaluefrom within aknown range; instead
there is uncertainty about the event itself, with lack of clarity over some
aspect of its existence, content or meaning. This type of uncertainty is
describedas epistemic(from the Greek episteme, meaning knowledge) ,since
thereisincompl eteknowledgeabout the situation under consideration.

Both variabilityand ambiguity must be recognized and actively managed if the task of
predicting the futureisto be attempted. Thesetwo typesof uncertainty existin al
areas o life, and humansreact to themin avariety of ways. Human behaviour in the
presencedf uncertainty isnot dwaysrational, but efforts can and should be madeto
understand the possible range o such behaviours so that they can be managed
appropriately. This book aims to make a significant and positive contribution to
creatingsuch understanding by addressingthe specificquestion o risk attitudes.

Thisintroducestwo moretermswhich deserve careful definition, namely risk and
attitude. Theseareaddressedin the next two sections.

WHAT IS RISK?

Risk isnot the same as uncertainty, so how arethe two related?Theword 'risk' isa
common and widely used part of today's vocabulary, relating to personal
circumstances (health, pensions, insurance, investments and so on), society
(terrorism, economic performance, food saf ety and so on), and business (corporate
governance, strategy, business continuity and so on). Yet, somewhat surprisingly,
thereisstill no broad consensus on the meaning of thisterm. Various national and
international standardsand guidelinesexist which mention risk, but there are many
different definitionsand underlyingconceptsin thesedocuments. Even among risk
practitionersin the variousprofessional bodiesthere isan ongoing debate about the
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subject matter at the heart of their discipline. And of coursethereishugevariationin
thegenera literature, reflectingthelack of officia agreement on the basicdefinition o
risk.

Despitedifferencesdf detail, all definitionsagreethat risk hastwo characteristics:
itisrelated to uncertainty,and it has consequences. Risk, however, isnot thesame as
uncertainty, whether aleatoric variability or epistemic ambiguity. The key distinction
between uncertainty and risk arisesfrom consideration of the consequences. Perhaps
thesimplest definition of risk is'uncertainty that matters, since uncertainty without
conseguence poses no risk. Inthissense, risk cannot bedefined unlessit isrelated to
objectivesaf somekind.

A morecomplete definition of risk would therefore be'an uncertainty that could
affect one or more objectives. This recognizes the fact that there are some
uncertainties that do not matter in therelevant context. For exampleaparticular child
may betakingan examination tomorrow with an uncertain (variable)outcome (thatis
passor fail), but thishaslittleor noimpact on anyoneoutside thechild, thefamily and
theschool. To most peopl e the exam result isan uncertainty that does not matter, and
soitisnotarisk. Uncertainty (ambiguity) about whether or not it will rain heavilyin
Kazakhstan tomorrow isirrelevant to the majority of businessesor individuals,so this
too doesnot posearisk. If, however, thechildisaKazakh and hisfather has promiseda
fishingtrip asarewardfor passingtheexam, both uncertainties becomerelevantinthe
context, and represent risksto thedesired objectivedt goingfishingtomorrow after a
successful exam result.

Linkingrisk with objectivesmakesit clear that everyfacet of lifeisrisky. Al typesof
human endeavour are undertaken in order to achieve objectives of some sort,
including personal and informal objectives (for exampleto be happy and healthy),
project objectives (including delivering on time and within budget) and corporate
business objectives (such as to increase profit and market share). Since the
environment within which these human endeavoursare undertaken isinherently
uncertain, it followsthat wherever objectives are defined, therewill berisksto their
successful achievement.

Defining thislink between risk and objectives isessential to the processof risk
management, sinceitisaprerequisitefor identifying risks, assessingtheir significance
and determining appropriate responses. It is also, however, a crucia factor in
understanding risk attitudes, sincethese aredriven by the objectivesd theindividual,
group or organization concerned, and theextent towhichtherisk 'matters.

Another interesting trend emergesfrom the definition debate when thevarious
officia published risk management standards are examined. Thisalso arisesfromthe
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concept o risk as 'uncertainty that matters', since it relates to the nature o the
consequence.

e Before 1997, dl official published risk management standards used an
exclusvdy negativedefinitiond risk, with theterm being synonymouswith
danger, hazard, loss and so on. In these definitions, risk was seen as 'an
uncertainty that could haveanegative/harmful/adverse/unwelcome/bad
effect on oneor moreobjectives, that is, risk equal sthreat.

e From 1997 onwards, standards publications started to appear which
presented either aneutral risk definition of ‘an uncertainty that could affect
oneor moreobjectives (wherethetyped impact isundefined), or abroad
definitionincluding both downsideand upsideimpact: 'an uncertainty that
could haveapositiveor negativeeffect on oneor moreobjectives. Thesegive
a definition of risk including both negative threats as well as positive
opportunities.

® Since 2000 the clear majority of newly published or updated officid
standards relating to risk management have explicitly treated risk as
includingboth threatsand opportunities.

Although the definition debate is continuing and not al risk practitioners agree,
adoption of awidened concept of risk seems to be growing. Thereisincreasing
awarenessthat risk management can and should be used to minimizethe negative
effect of downsidethreat-risks, whilea soattemptingto maximizethe positiveeffect of
upsideopportunity-risks,inorder to optimizeachievement of objectives.

For the purposes o this book, the broader definition of risk isused. Thisisnot
simply to reflect the current trend in the definition debate. Itisalsorelevant to the
subject of risk attitudes, sincethe perception of risk isakey driver of attitudeto risk.
Clearly peoplewho seerisk aswholly negativewill haveadifferentapproachtoit from
thosewho areasoawared potential upside. Therecognitiond opportunitieswhich
can be proactively managedisasignificant influenceon risk attitude, and it can also
providea powerful motivationfor attitudinal managementand modification.

WHAT IS ATTITUDE?

Attitudeisanother word used commonly but loosely, and in a book dealingwith risk
attitudesit isessential that thistooisclearly defined. Dictionariesoffer twodiffering
definitions. Thefirst relatesto theinner working of the human mind, where'attitude’
is'state of mind, mental view or disposition with regardto afact or state’. Asecond
equally valid definition describes the positioning of an object in space, such asan
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aircraft, spaceship, or missile,where'attitude' issaid to mean 'orientation of axesin
relationto somereferenceplane, usually the horizontal'.

Itisinteresting to note that both definitionsinsist that attitude can only existin
relationto adatum point - either afact towardswhich one holdsamental disposition,
or areference planesuch asthe horizon against which orientation ismeasured. In this
respect ‘attitude' issimilarto'risk’, whichisdefinedintermsof objectives.

Although at first sight mental viewsand aircraft positioning do not seemto have
much in common, in fact the two definitions of attitude are not incompatible or
unrelated. Thesecond meaning givesthe sense of attitudeas describing 'direction of
lean'. This can be seen as a metaphor for the internal approach adopted by an
individual or group towardsagivensituation, and a number of useful insightsariseas
corollariesof thisview, with each individual or group being the pilot of their own
attitudmal aircraft.

e Justasthe pilot makesadecision on what attitude to adopt for theaircraftin
three-dimensional space in order to position it to execute the desired
manoeuvre, so an individual or group can makean attitudinal choicetolean
towardsa particular desired response, behaviour or outcome.

e Theattitudeof anaircraft doesnot initself resultin motion, althoughitisa
directinfluence onthedirectiontaken. In addition to attitudesomeforce
must act on theaircraftto generate motion- anal ogousto motivation.

e Aircraft attitude needs to be followed by movement if it isto result in
execution of amanoeuvre, and similarlyindividual or group attitudes must
betrand ated into action if the desired outcomeisto beachieved.

Attitude in space can be described using a number of elements, usually
termed 'pitch’ (rotation about the axis from wing tip to wing tip), 'roll'

(rotationabout the axisfrom nosetotail) and 'yaw' (rotationabout theaxis
from ceiling to floor). It isalso possibleto subdivide human attitudesinto
their component dimensionsto enable them to be better understood and
managed.

As the number of degrees of freedom for aircraft movement is almost
unlimited within the three dimensions of space, so thereisabewildering
array o potential attitudesthat can bechosen in any given situation.

® It is possible for extremes of attitude to make an aircraft unstable (for
examplestall or spin), resultinginlossof control and potentially catastrophic
consequences. Similarly asense of balance isrequired for individualsand
groupsif their attitudesare not tolead to undesired outcomes.
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e Different extremes of attitude require different types of response. For
exampleif an aircraftfindsitself inastall (resultingfrom alack of laminar
flow over the aircraft'swingswhen the angle between theaircraft'sdirection
d motionand thedirectiondf air flow istoo high),thecorrect responseisto
do nothing, dlowing theaircraft to self-correct. In the case of spin, however,
(wherethereisalack o laminarflow over theaircraft'swingsand theaircraft
is rotating about its yaw axis) emergency action is required to bring the
aircraft under control. In thesameway someextremesadf human attitudeare
sdlf-correctingwhereothersrequireaggressiveintervention.

e Whilethere may be a preferred response (initial default positioning), the
final outcomeremainsamatter of choice.

Asaresult o thiscomparison,theterm 'attitude’ asapplied to internal human mental
processesand positioningis used hereto refer to chosen responsesto situations. Some
attitudes may bedeeply rooted, representing corevaluesfor theindividual or group,
but they neverthel ess represent a choice. Other attitudes may be more malleable.
Attitudesdiffer from personal characteristicsin that they aresituational responses
rather than natural preferencesor traits, and chosen attitudes may therefore differ
depending on a range of different influences. Clearly if these influences can be
identified and understood, the possibilitydf changing them isintroduced, allowing
individualsand groups to manage their attitudes proactively-whichisthe basisof
emotionalliteracy.

Thefact that attitudescan be modified isessential to thecasefor understanding
and managing risk attitudes. If attitudeswerefixedinherent attributesaof individuals,
inbornand unchangeabl e, then whileit might be possibleto under stand themit would
never be possibleto managethem. Theattitudes of individualsor groupswould then
not becomparabl eto an aircraft flyingfredy throughtheair, but would instead belike
acruisemissilepre-programmedto strikeafixedtarget.

Thebest that could beachieved withfixed attitudeswould beto react or respondto
their presence. Thefact that some people act asif their attitudeswereindeed fixed
('It'sjusttheway | am and | can't helpit’) doesnot changetheredlity that attitudesare
chosen, evenif thechoiceismade at adeeplevel of consciousnessnot evidentto the
individual. Thefirst objectived understanding attitudesin general, and risk attitudes
in particular, isnecessary in order to achievethe second objectivedf beingableto
managethem proactively andintelligently.

Theway inwhi ch?ndivi dual sand groupschoose or adopt attitudesin situationsof
uncertainty is addressed in more detail in Part 2, and optionsfor modifying these
choi cesusingemotional literacy approachesare presentedin Part 4.
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RISK MANAGEMENT IN TODAY'S BUSINESS

Given its significance in facilitating achievement of objectives, the structured
application of risk management in theworld of business has become increasingly
widespread. Risk management has become recognizedasa management disciplinein
itsownright,withabroad supportinginfrastructure. Elementsaf thissupport include:

@ Academicbase. Many universitiesand educational establishments offer basic

and advanced teachingin risk management, at degree, mastersand doctoral
levels, and both theoretical and applied research programmes are also
available.

e Literature. Inaddition tothewiderange of national andinternational risk

management standards and guidelines, there is a number of refereed
journals covering thetopic, aswell asahuge variety of books on various
aspectsdof risk.

® Process. Over time a broad consensus has developed on the elements

required for an effectiverisk process, includinganinitial planning phaseto
define the context, followed by risk identification, assessment and
prioritization using qualitativeand quantitative methods, development of
appropriate responses, implementation of agreed actions, risk
communication and review.

a Professional bodies. Many professi onal soci etiesexist specificallyto promote

and support thedisciplined risk management. Among the most prominent
arethelnstituteof Risk Management (IRM) and theA ssociation of | nsurance
and Risk Managers (AIRMIC)in the UK, the Global Association of Risk
Professional S(GARP), the Public Risk M anagement Association (PRIMA)the
Risk Management Association (RMA), the Federation of European Risk
Management Associations (FERMA) and the European Institute of Risk
Management (EIRM).Other professional bodies in different sectors also
have specificinterest groups (SIGs) coveringrisk management, for example
the Project Management Institute (PMI), the UK Association for Project
Management (APM), the International Association of Contract and
Commercial Managers (IACCM), the International Council on Systems
Engineering (INCOSE), the Insurance Institute of America, the Risk
Management Institute of Australasia (RMIA) and the Professional Risk
Managers I nternational Association(PRMIA). [Website addressesfor these
organizationsaregiven at theend of thischapter.]

Qualifications. A range of examinationsand qualifications areavailablefor
the risk professional, though there is no clear consensus on a single
certification which is recognized across all industries or countries. In
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additionto academicqualificationsavailablethrough universities, it isnow
possibleto becomea Certified Risk Professional (seewww.bai.org/CRP), a
Certified Practicing Risk Manager or a Professional Risk Manager (see
prmia.org/certification/cert.php), a Finance Rik Manager (see
www.GARP.com/FRMexam), or an Associate in Risk Management (see
www.aicpcu.org/flyers/ ARM.htm), or to take examinationsleading to the
IRM Diplomain Risk Management or the ARM Project Risk Management
Caertificate (d soavailablethrough|RM).

Took. Softwarevendorsoffer awidevariety of toolsto support all aspectsof
therisk process,aswell asspecializedtoolsfor particularapplications. There
isa so agrowing market in enterpriserisk management sol utions, providing
an integrated approach to managing risk across the organization. The
current generation o risk tools have powerful functionality, good user
interfacesand increasingintegrationcapability.

Consultancies. Solution providers aso offer risk management support,
dlowingclientsto benefit from their expertiseand experience,and sharing
best practice thinking and practical implementation. The growth in
popularity of risk management hasincreased the number of consultancies
offeringsupport inthisarea, though purchasersdf risk support servicesneed
to exercisediscretionin sel ectingsupplierswith genuineability rather than
marketinghype.

In paralel to developmentd asubstantial infrastructureto supportimplementation
of risk management, applicationdf risk processeshasreached ever further acrossthe
boundaries of business. Risk management is not only practised formally in most
industries, in many countries, and in both government and the privatesector, but it

dso playsanimportant roleat al level sin organi zations. Thetypesd risk addressedin

businessesincludethefollowing:

@ corporategovernance

® businessrisk

® reputationrisk

e businesscontinuity

o disaster recovery

o drategicrisk

o financial/credit/treasury risk

e countryrisk
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o market risk

a project risk

e operational risk

o technical risk

¢ healthand safety

¢ environmental risk.
This breadth of application emphasizesthe need for a joined-up approach to risk
management whichis holistic and integrated across all levels of the organization,
includingimplementation of the risk processand itssupporting infrastructure. Asa

result o thiswide-rangingscoped risk affecting theentire business, risk management
needsto befully effectivein order to meet the challenge.

IS RISK MANAGEMENT EFFECTIVE?

Efficiency describesthe applicationd resourcestoinputsin order to generateoutputs
with minimal waste. Effectivenesson the other hand isnot just about the ratio of input
to output, but instead relatesto the extent to which a measurableresultisobtained. A
third related measure can al so be defined, namely efficacy, describing the power to

D Cc

(a) Efficiency (b) Effectiveness (c) Efficacy

KEY :
A. B, C, D, E = Key objectives

| = Required outcome

=Actual outcome

Figure 1.1  Efficiency,effectivenessand efficacy (fromBull, 2005)
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achievethe desired result, measured against defined objectives. The relationship
between efficiency, effectivenessand efficacy isshownin Figurel.1, which compares
outcomesagainst objectives. In Figurel.1a, an efficient resultisobtai ned, but without
fully meeting therequired objectives. Effectivenessisillustrated in Figure 1.1b, where
application of resources showsa definite result, but the result does not match the
requirement. Findly Figurel.1c showsefficacy, wherethe outcomelargelyfulfilsthe
desired objectives. [Forsimplicity,the two termseffectivenessand efficacyare often
combinedintoasingleattribute, and thiscombined senseisused here)]

It is clear that risk management success should be determined in terms of
effectiveness(and efficacy) rather than mereefficiency, sincethevery purposed risk
managementisto maximizeachievement of objectives.

Theprecedingsectionin thischapter hasshown that awarenessand appli cationof
risk management has penetrated widdy into theworld o business,and itisnow seen
as a key contributor to business and project success. Risk management tools,
techniques and processes are being implemented with increasing efficiency as
organizationsseek to reap the promised rewardsdf proactivelyaddressingtheeffects
d uncertaintyon achievement of objectives.

However, despitethisrecognition of theroledf risk management, busi nessesstill
struggle,surprisesstill occur, projectsstill fail and thefutureremainsunpredictable. In
other words, risk management as commonly implemented may beefficient,using the
processes, tool sand techniqueswithlittlewasted effort, but it isoften not effective, not
achievingtheset objectivesor deliveringthe promised benefits. Thisisnot to say that
risk managementcan changetheinherently uncertain nature of thefuture; rather that
it should improvetheability of individualsand organizationsto predict and manage
futureuncertainty. And yet experienceconti nuesto demonstrateotherwise.

Why should thisbe?Isit the result of somefailuredf risk managementin principle,
with aflawed concept or theory?Or perhapsthe processisfaulty, andisnot adequate
to thechallenged exposing and addressing uncertai nty?Maybestaff are not being
properlytrainedin how to apply risk management,or thetool sare not up tothe job?

Therisk literaturediscussesanumber of Critical SuccessFactors (CSFs) which
havethe potential to influence risk management effectiveness. The broad conclusion
is that nothing is wrong with the concepts or theory, and that inadequate tools,
techniques or training cannot bear the whole blame for lack of risk management
effectiveness. Instead the problem lies in how risk management is actually
implemented.

Most commentatorsagreethat the most significant CS-influencing effectiverisk
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management implementation is the one most often lacking: an appropriate and
mature risk culture. Research and experience both indicate that the attitude of
individual sand organi zationstowardsrisk hasasignificantinfluenceon whether risk
management deliverswhat it promises. Risk management isundertaken by people,
acting individually and in various groups. Each group exercisesagreater or lesser
degree o influence over others, with varying levels o overlap, creating complex
hierarchical setsd” membershipand influence,assummarizedin Figurel.2.
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Figurel2 Hierarchiesof membershipandinfluence(nottoscae)

The human element introduces an additional layer of complexityinto the risk
process, withamultituded influencesboth explicitand covert. Theseact assourcesof
bias, creating preferred risk attitudeswhich affect every aspect of risk management.
Thisissueisexploredfurther in Chapter 2, wheretheimportanced human factorsin
therisk processisexaminedin detail.

Risk attitudes exist at individual, group, corporate and national levels, and
attemptscan be madeto assessand describethem. Thisallowssourcesd biasto be
diagnosed, exposingtheirinfluenceon therisk process. Diagnosisshouldthenlead on
to treatment, taking action to modify risk attitudeswherethe existingsituationis not
conduciveto effectiverisk management.
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PURPOSE AND STRUCTURE OF THIS BOOK

Thehuman aspectsof risk management are acknowledged as beingcritical to success,
but very littlehas been written about what thisreally meansin practice, or about how
tomanageproactively theinfluenced human behaviour on therisk process. Apeople-
centred approach for risk management would address this issue and alow risk
attitudesto be both understood and managed. Thiswould providepractical guidelines
dlowing individuals, senior managers and risk professionals to diagnose real
situationsand devel op strategiesfor good practice, aswdl asminimizingtheimpact of
situationswhererisk attitudes may be counter-productive.

Thisbook isdesigned to defineand bridgethisgap. Havingintroducedin Part 1the
current statusof risk management and outlinedwhy human factorsmatter, Part 2 that
follows defines and details the range of possible risk attitudes, looking both at
individualsand groups. Thisisfollowedin Part 3 by areview of recent advancesinthe
field of emotional intelligence and emotional literacy, which provide a means by
which attitudinal change can be promoted and managed, for both individualsand
organizations.

Finally the two areas are brought together in Part 4, applying the insights of
emotional literacy tothefield of risk attitudes. Thisis presented in a practical and
applied framework rather than as a theoretical or academic treatise, based on the
authors' shared experiences and expertise rather than on empirical research. This
combinationd twoleading-edgeareascreatesauniquely powerful approach alowing
risk attitudesto be understood and managed, and so addresses the most common
shortfall in risk management implementati on: failureto managethehuman aspectsd
therisk process. Thereasonswhy these aspects areimportant to risk management
effectivenessareaddressedin the next chapter.

Webaddressesfor professional bodiesrelated tori sk management:

e UK Instituted Risk Management (IRM) www.thelRM.org

e UK Association of Insurance and Risk Managers (AIRMIC)
WwWWAIRMIC.com

o Globa Associationdf Risk Professional sS(GARP) www.GARP.com
e Public Risk Management Association (PRIMA)www.PRIMAcentral.org
® Risk Management A ssociation (RMA) www.RMAhg.org

e Federation of European Risk Management Associations (FERMA)
www.ferma-asso.org

e Europeanl|nstituted Risk Management (EIRM) www.EIRM.com
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o Project Management Institute Risk Management Specific I nterest Group
(PMI Risk S G) www.RiskSIG.com

o UKAPM Risk S Gwww.eurolog.co.uk/APMRiskSIG

® |nternational Associationof Contract and Commercial Managers (IACCM)
Risk WorkingGroup www.JACCM.com/risk.php

e International Council on SystemsEngineering (INCOSE) Risk Management
WorkingPartywww.INCOSE.org

@ |nsurance | nstitute of America www.aicpcu.org

o Risk Management Institute of Australasia(RMIA,formed by amerger of the
Association Risk & Insurance Managers of Australasian ARIMA with the
Austrdian I nstitutedf Risk Management AIRM) www.arima.com.au

e Professional Risk Managers International Association (PRMIA)
http://prmia.org



CHAPTER 2

Thelmportanceof Human
Factorsin Risk Management

Every aread endeavour hasanumber of elementswhich must be present for it to be
undertaken. But many of these are 'necessary but not sufficient', in other wordsthey
arefactorswhichareessential but which are not the main key contributors to success.
Aninfluence which directly determines whether or not the endeavour succeeds is
called aCritical Success Factor. A CS-issomethingwhich really matters. If it ispresent
theendeavourismorelikely to succeed, but if it isabsent the chancesof failure are
significantly increased.

A number of CSFs have been identified for risk management. These arelistedin
Table 2.1 (not in order of importance or priority). From these, there is general
agreement among risk practitioners and usersd risk management servicesabout the
most significant CSF. Thisisusually called ‘human factors', though the phrase needs
careful definition. It originated i n scientific studiesof the human-machineinterface,
particularly in the field o ergonomics though more recently encompassing
psychological aspects; and the concept was then expanded to refer to individual,
group and organi zational factorswhich can affect saf ety at work. M ost recently human

Table 2.1 Ciritical SuccessFactorsfor effectiverisk management

Shared understandingof key concepts and principles of risk management
Agreed definitions of key risk managementterms, common language

Simple and scaleable processfor risk management

Efficient proceduralframework to support the risk process

Proven methods and techniquesto implement all elements of the risk process
Capable tools to supportrisk techniques

Skilled and experienced staff to contributeto the risk process

Clear objectivesfor risk management, at business, strategic and projectlevels

Auvailability of adequate resources for implementationof the risk process (human, financial,
technical, organizationaland so on)

Availability of adequate resourcesfor implementationof agreed risk responses

Buy-infrom all stakeholdersin the risk process, including agreement to contributeinputs where
required, and commitment to use outputs

Risk-aware organizationalculture, which recognizesthe existence of uncertaintyin businessand
projects and determines to addressit proactively

Acceptance of the need to changein response to risk, at both strategicand tactical levels
Suitable contractualframework to facilitate the risk process
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factors have been defined as 'individual, group and organizational factors which
influencethebehaviour of peopleand thework environment in away which can affect
achievement of objectives, and this broader approachistheonefollowedhere. Itis
interestingto notethat, likedefinitions of 'risk' and 'attitude’ discussed in Chapter 1,
‘human factors' can only bedefined in relation to obj ectives. Thisbeginsto makeclear
thelink between human factors, risk and attitude, sincedl threerelateto achievement
of defined objectives.

The'factors encompassed by theabovedefinition can bedescribed at threelevels:

e | ndividual factors,such ascompetence, capability, skills, knowledge, stress
levels, motivation, emotional health, cultural background and so on.

e Group factors,includinginterpersonal issues, leadership style, hierarchical
power, communication approach, coordination, supervision, empower-
ment, task focusand so on.

e Organizational factors, likecorporate ethos, policies, standards, previous
experience, market positioning, senior management style, systems and
procedures, and soon.

Giventherange of possibleinterpretationsfor the term 'human factors, other names
have become common, such as people aspects, soft elements, the cultural dimension
and so on. Whatever name is used, the point remains that people are the most
important contributor to risk management effectiveness,for both good andill. There
isanumber of reasonsfor this, at both personal and corporate levels, exploredfurther
below.

But whether human factors are considered for individual s or groups, the main
reason that thisaffectstherisk management processistheinfluencedf risk attitudes. It
isimportant to recognizethat risk attitudesdo not only existin the headsand hearts of
individuals. Groups of peoplealso holdidentifiable attitudes towards risk, which are
not necessarily thesum or averaged therisk attitudes of the constituent individuals.
And corporate risk attitude drives action at the group level, especialy decision-
making, assurely asindividual actionsareinfluenced by personal risk attitude.

Both personal and corporate risk attitudesare considered in moredetail in Part 2 of
this book. But before undertaking a detailed examination of risk attitudes, it is
important to understand why they are important in the context of the risk
management process. Surely if risk management is well understood, with clear
principles, defined processes, user-friendly tools, efficient techniques, trained and
skilled people, and so on, then itsimplementati onshould not bevariable. Applyingthe
standard approach to managing risk should deliver resultsevery time.
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Experiencetellsadifferent story: despitethe presence of all the 'necessary but not
sufficient' elements such as processes, tools, techniques and training, lack of
understandingand management of the soft side of risk management can sabotagethe
processand lead to ineffectiveness. Why isthisthe case?

WHY HUMAN FACTORSMATTER TO RISK MANAGEMENT

Risk management isnot done by machinesor robots. Thereasonissimple-it requires
human judgement. Itisnot aquestion of mathematical cal culation or measurement,
neither isit acase of straightforward extrapolation frominput data usingwell-defined
rules to generate unambiguous outputs. Consequently risk management cannot
be undertaken mechanistically, although automated tools are very useful in
handling largeamounts df data, and in performing complex cal culations rapidly and
reliably.

Infact onedf themain benefitsof astructured approachto risk managementisthat
it providesaframework for application of humanfactorsto the processof managing
businesses and projects. This includes judgement, insights, intuition, previous
experiences and so on, all of which providearich source of additional information
about the risks faced by the project or business. To ignore these inputs would
impoverish risk management andlimit it to dry considerations of measurabl e facts.
Human factors represent animportant aspect of therisk process, particularly in risk
identification, risk assessment and risk response devel opment.

It isvital to recognize that all contributions made by human factorsto the risk
management process are affected by those characteristics which distinguish human
beings from machines (andindeed from animals). Whilethisisan enormous topic
spanning psychol ogy, physiology, sociology, anthropol ogy, philosophy and so on, the
discussioninthisbookislimited to the specificaread attitudes, and most particularly
attitudes towardsrisk. But beforegoing onto consider thesein detail in Part 2, itis
important to reflect on how human factorscan affect the risk management process. It
is useful to separate this into two elements: the influence of individuals on risk
management, and the behaviour of groups.

RISK MANAGEMENT AND THE INDIVIDUAL

The entire risk management process is undertaken by people, acting either
individuallyor ingroups. Thekey influencingfactor, however,istheindividual,since
groupsare made up of individuals makingtheir own contributionsintheform of data,
information, choices, decisions, opinions and actions. Asaresult it isessential to
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Figure2.1 Typical risk management process (basedon APM, 2004)

understand theeffectswhich the attitudesof individual scan haveon therisk process,
inorder to beableto moveon to manage these effectsappropriately.

Individuals contribute to the risk management processin many ways, each of
whichisaffectedby their risk attitude. A typical risk processisdescribed in Figure2.1,
withthefollowingstages:

e First is an initiation phase, ensuring that objectives are agreed and
understood by all stakeholders, and determiningthelevel of detail required
for the risk process, driven by the perceived riskiness and strategic
importance o the project or businessarea under consideration.

e After definitionisriskidentification, using techniquessuch as brainstorms,
workshops, checklists, prompt lists, interviews, questi onnairesand so on.
Here, careisneeded to distinguish between risksand related non-risks (for
exampleproblems, issues, causesand effects).

e Thesignificancedf identified risksneedsto beassessed, prioritizingkey risks
for further attention and action. Assessment can be qualitative (describing
characteristics of each risk in sufficient detail to alow them to be
understood),or quantitative (usingmathematical modelsto simulatethe
effect of riskson project outcomes).
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Next comesr esponseplanning, when strategi esand actions are determined
todeal with risksinaway that isappropriate, achievableand affordable. Each
action should be agreed with stakehol dersand all ocated to an owner, thenits
effectivenessshould beassessed.

e Planning must lead to action, so it is important to implement planned
actions, monitor effectivenessand report resultsto stakeholders. Duringthis
implementation phase, risk exposure is actually modified as a result of
takingsuitableaction.

e | astly, there must be a pr ocessmanagement step, including reviewsand
updates. Risk is dwayschanging so the process must be cyclic, regularly
reviewingrisk exposure, identifying and assessing new risks, and ensuring
appropriateresponses.

Figure2.1 showsthat therisk management processishighly iterative, with each stage
potentially leading back to previous stages. The main update cycleis shown with
thicker arrowsinthefigure, withinternal processcyclesshownlighter.

Before considering the contributions of individuals to each of these stages, a
preliminary outline of risk attitudesis necessary at this point. Thissubject isdiscussed
indetail in Part 2, but hereit issufficient simply to statethat individual risk attitudes
existon aspectrum, rangingfrom peoplewho are very uncomfortablein the presence
of uncertainty (‘risk-averse') through to those who view uncertainty asawelcome
challenge (‘risk-seeking'). Thisspectrum isacontinuum, and although itisconvenient
for diagnostic and didactic purposes to identify and label a small number of
representativestates along the spectrum, it must be recognized that each personisa
complex individual whose attitudes may defy simple categorization. Nevertheless
when outlining theinfluence of individualson the risk management process, such
|abel soffer auseful shorthand.

Itisalsoimportant to realize that a person's risk attitude is not fixed. There are
many factorswhichinfluencetherisk attitude of individuals, and these are discussed
in Chapters 3 and 4. Thissection considersthe waysinwhichindividual risk attitudes
exertaninfluenceon therisk processitsalf (groupinfluencesarediscussedlater inthis
chapter).

So how do the'soft factors' of individuals affect the risk process?What difference
does one particular person's input make to risk management as opposed to the
contribution of another?At each stagein the risk process, different individual risk
attitudes can lead to very different outcomes. Thisis discussed in the following
paragraphs and summarized in Table2.2, usingtheshorthand labels'risk-averse' and
'risk-seeking' torepresent two points at either end of the risk attitude spectrum.



Table 2.2 Influenceof individual risk attitudeson risk management process

Process stage (main aim)

Influence ofrisk-aversion

Influence of risk-seeking

INITIATION OF RISK PROCESS

Set appropriate level of detail for risk process
based on perceived riskiness and strategic
importance

RISK IDENTIFICATION
Identify all foreseeable uncertaintieswith
the potential to affect objectives

QUALITATIVERISK ASSESSMENT
Prioritize identified risks for further attentionand
action

QUANTITATIVERISK ANALYSIS
Develop models to analyze effect of risks on
overall outcome

Oversensitiveto negative risks (threats), but not

prepared to pursue positive risks (opportunities).

Prefer detailed or intensiverisk processto
respond to perceptionof higher risk.

Not confidentin ability of normal processesto
dealwith levelof risk faced.

Pessimism.
Identificationof many threats, including

insignificantones that may not deserve attention.

or obscureonesthat are unlikely to occur.
Overlook opportunities.

Focus onimpact ratherthan probability. Threats
are seenas potentially severe, but any
opportunitieswill only be small.
Overallassessment leads to many major threats
and a few small opportunities.

Inputdata has wide ranges, especiallyon down-
side, reflecting significantuncertainty.

High worst-case estimatesfor threats, with

high max figuresin 3-point estimates.

Best-case close to most-likely for opportunities,
reflectinglack of confidencein ability to create
additionalbenefits.

Cautious or pessimistic interpretation of
analyticaloutputs.

Tendency to downplay negativerisks (threats) and
be optimistic about positive risks (opportunities).
Preferinformalrisk process since risk exposure
perceived as low.

Confidentthat normal processescan cope with any
risks thatmay arise.

Optimism.

Unaware or unconcernedabout threats, treating
them as 'business as usual' ratherthan specific items
to be addressedby risk process.

Tendencyto overplay opportunities.

Focus on probabilityratherthanimpact. Threatsare
unlikely whereasopportunitiesare probable.
Overallassessment leads to few minor threatsand
significantopportunities.

Input data has narrowranges reflecting confidence
inplan and ability to manage.

Reduced worst-case estimates for threats, with low
max figuresin 3-point estimates.

Best-case significantlylower than most-likelyfor
opportunities, reflecting confidencein ability to
exploitthem.

Optimisticinterpretation of analytical outputs.

Continued
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Table2.2 Concluded

Process stage (main aim)

Influence ofrisk-aversion

Influence ofrisk-seeking

RISK RESPONSE PLANNING
Select appropriaterisk responses strategies
and agree actions

IMPLEMENTATION
Take actions as planned and monitor
effectiveness

PROCESS MANAGEMENT
Review and update risk information

Prefer aggressiveresponses for threats {avoid-
ance, minimization, transfer).

Welcomerrisk transfer options for threats, and
tend to abdiwte responsibilityonce transfer

Is agreed.

Under-reaction to opportunitiesor ignore them.

Seek Immediateimptementation of agreed
responses.

Conscientiousabout completingactions.
Tendency to gold-plateresponses 'just in case'.
Reporthigh levels of threats, downplay
opportunitiesand recommend proaction action.

Highlevelof commitment to risk process.
Regular provision of updated risk information,
identifying new risks, participatingin risk
reviews and so 0N.

Acceptthreats passively, or ignore them, relying on
contingency plans or reactive actions if threats
materialize.

Regardrisk transfer of threats &s a sign of weakness
or inadeguancy.

Select aggressiveresponsesfor opportunities
(exploit, capture, maximize).

Relaxed attitude to impfementing responses.
Lack of commitment to perform proactive actions.
Tendency to take short-cuts.

Reportgood chanceof success, with low threat
levels and significantopportunities for
Improvement.

Lowlevel of commitment torisk process.
Failure to update risk infermation, identify new risks,
or participate in risk reviews and so on.
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INITIATION

Risk management is not a 'one-size-ffits-all' process, and different depths o
implementation are possible, depending on the particular requirements o the
situation. In somecircumstancesit isenoughto adopt aninformal approach, passing
rapidly throughthevariousstepsin the risk process, quickly identifying key risksand
determining appropriate responses. This limited process might be suitable for a
simple project or a situation which is similar to one encountered previoudy.
Alternativelythe organi zation may decideto implementamoredetail ed approachto
risk management, spending significanttimeand effort to involve stakehol dersin the
process, using avariety o techniques to identify and analyze risks, with teams of
specialistsworking to addressthe risksin detail . Such an in-depth approach could be
appropriatefor a highly innovativeor complex project, or to deal with a business
situationwherethestakesare particularlyhigh.

Oned themainamsd the Initiation phaseisto set an appropriatelevel of detail
for the risk process, driven by perceived riskiness and strategic importance of the
project or situation under consideration. The key word here is 'perceived’, since
perception can vary significantly between individuals. One may see a particular
projector businessdecision asentirely straightforward and routine, not deservingany
special attention. Another person may consider the same situation to beextremely
risky and requiringahigh degreed focused risk management.

Without understandingthat these perspectivesare driven by risk attitudes, the
differentviewpointscan beattributedto other factorssuch asseniority,experienceor
personality. Thiscanlead to adecisionon theamount o effort to beexpended on the
risk management processwhich isdriven by unconsciousattitudinal factorsrather
than by thereality of thesituation. And an inappropriate risk processislikely to be
inefficient or ineffective,eitherfailingto meet therisk chalengeif toolittleattentionis
given to risk management, or imposing unnecessary constraints and process
bureaucracyif toohighaprocesslevd ischosen.

RISK IDENTIFICATION

Thisstage seeksto identify al foreseeabl euncertainties with the potential to affect
objectivesfor better or worse. It isclear that anindividua's attitudeto uncertainty will
haveasignificantinfluenceover what is perceivedto bearisk. Faced withthesame
situation,individual swith different risk attitudeswill not identify the sameset of risks.
Theextent towhich ariskis'foreseeable dependson thefiltersthat influenceeach
individual's perception: someseethrough attitudinal ‘magnifymg glasses that make
risks appear to be larger or nearer, while others wear conceptual 'blinkers' that
obscurevishility of risksand createblind-spots.
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Therisk-averse person who is uncomfortablein the presence of uncertainty is
likely to be over-sensitized to negative risks (threats), and will tend to see them
everywhere. They might al so be expected to overlook potential opportunities, or see
them as'too risky'. Thiswill result in identificationof many threat-risks including
insignificantonesthat might perhapsnot deserveattention, and missingopportunity-
risksincluding those that could deliver significant additional benefits. Identifying a
large number of risks can create 'noise' in the risk process, obscuring the major
uncertainties that could affect achievement of objectives. It al soleadsto ahigh process
overhead, since the significance of each identified risk must be assessed and
appropriate responses must be determined. Theremay also be animpact on team
moraleif many of therisks passing through the processare seen to be'too small to
bother about'.

By contrast, risk-seeking individualsmay fail to identify somereal threatssince
they are not worried by uncertainty. They might also be tempted to over-play the
importance of opportunitiesastheseareseen asachallenge. Thereisatendency to
regardthreat-risk as part of 'business asusual’, and not deserving of special attention.
Consequently arisk-seeking person may discount a number of threatswhich should
receive proactive attention, viewing them as 'normal’, and instead concentrate
disproportionately on opportunities. Thesmaller number of identified negativerisks
and more positiveonesmay givetheimpression that therisk exposuredf theproject or
businessdecisionislower thanit redly is, and lead to complacency or selection of an
inappropriatestrategy. Itisalsolikely to reducetheeffort applied to risk management,
sincethelevel of risk appearsto below. And of courseif threatsactually occur that
were not identified, or expected opportunities fail to materialize, the validity and
credibilityof therisk processcan beundermined.

RISK ASSESSMENT

Givenalist of identified risks, the next stepisto prioritize them for further attention
and action. Assessment can be qualitative (describingcharacteristicsof each riskin
sufficientdetail to allow them to be understood), or quantitative (usingmathematical
models to simulate the effect of risks on project outcomes). Assessment of both
qualitativeand quantitative prioritization criteriaisdriven by risk attitude, asoutlined
below:

e Qualitativerisk assessmenttypicallyconsiders two dimensions for each risk:
the probability that the risk might occur, and its potential impact on
achievement of objectivesif it did occur (recognizingthat arisk can beeither
athreat with an adverseimpact, or an opportunitywith a beneficialimpact).
Risks are prioritized taking account of both dimensions, with high-
probabilitylhigh-impact risks treated as top priority. Probability and
impacts can be described using labels (high, medium, low and so on) or
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using numerical rangessuch as 10-30 per centfor probability or 34 weeksfor
timeimpact (delayor saving).Evenif the problemsd definingtermsare set
aside, assessmentsdf probability and impact for agivenrisk areinevitably
subjective (unless there is relevant previous data or experience).
Consequently,different risk attitudes will resultin different assessmentsaof
thesamerisk. Intheextreme,arisk-aversepersonwould tend to overestimate
both probabilityand impact o agiventhreat (‘It'salmost sureto happen and
if it doesitwill bevery bad'), and seek to downplay opportunities(‘Better not
take chances). Risk-aversion also tends to lead to a preoccupation with
impact rather than probability,sincetheindividua ismoreconcerned about
what might happen that with how likely it isto occur. Risk-averseassessment
resultsin many apparently major threats and afew small opportunities. On
the other hand, a risk-seeking person is likely to underestimate threats
(‘Nothingtoworry about'), and beopti misticabout opportunities('Toogood
to miss). Thefocusison probability (threatsare unlikely, opportunitiesare
highly probable), rather than i mpact. The resulting ri sk-seekingassessment
in this case suggests few minor threats but significant opportunities - the
preciseconversed theassessment by arisk-averseperson.

Quantitative risk analysis involves developing models o the project or
businesssituationinto which theeffectsdf risk areadded. Computer-based
simulationsthen indicatetheranged possibleoutcomes, giventheinput
data. Severa quantitative techniques are commonly used, including
decisiontrees, influencediagrams, MonteCarlo analysis, sensitivityanalysis
and so on. The operation o the various simulations is of course not
influenced by theattitudes of individuals, sincecomputerizedtoolsmerely
perform defined transformations on input data to generate analytical
outputs. Thereare, however, two distinct elementsd quantitativeanalysis
which aresubject to the effectsof risk attitudes- generation of input data
andinterpretationd outputs:

- Input. Asfor qualitative assessments of probability and impact, data
intended for input to quantitativerisk model scan beinfluenced by therisk
attitude of the person preparing it. Risk-averse people produce wider
ranges (reflecting more perceived uncertainty) and higher maximum
figures (worstcase) for threats, whereas risk-seekershavelower ranges
and maxima. For opportunitiesthe converseistrue, with datafrom the
risk-averse personindicatingsmaller potential benefitsthoughtill with a
wideranged uncertainty, compared with the risk-seeking person whose
view of opportunity leads to an enhanced best-case minimum and a
reduced spread d uncertainty.

- Output. Results from quantitative risk analyses require careful
interpretationif they areto beused properlytosupport strategicor tactical
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decision-making. But interpretation is subject to the attitudes of the
decision-maker, with arisk-averse person tending to be more cautious
than therisk-seeking colleague.

RESPONSE PLANNING

Theaim hereisto select appropriaterisk response strategiesin order to minimizeand
avoid threats and to maximize and exploit opportunities. The influence of risk
attitudesisevidentindifferingviewsof what is'appropriate’.

Thus the risk-averse person will probably over-react and prefer aggressive
responses to threat-risks, since they are particularly sensitive to these types of
uncertainty and will seek to minimizeor avoid them wherever possible. Risk transferis
seenasagood optionfor threats, sinceliability and ownership passtoathird party, but
thereisalsoatendency to abdicate responsibility rather than retainit. Conversely the
risk-averseresponseto opportunity-risks isusually to under-react, or eventoignore
them, sincetheindividual will be uncomfortable or unwillingto take special measures
to addressan opportunity in casesomething goeswrong.

Risk-seekingindividual s,however, are proneto the opposite pol aritiesdf response
preferences. Threatsarelikelyto beaccepted or ignored, withtheattitudethat they are
part of normal lifeand can be addressed without special action. Indeed the need to
respond proactively to athreat may even be seen asasign of weakness by therisk-
seeker, who takes pride in the ability to cope with emergent risks or problems.
Contingency may beconsidered for seriousthreats, but therisk-seekerismorelikelyto
rely on reactiveaction taken if/when thethreat turnsinto areal problem. Risk transfer
o threatswill beseen asthelast refugedf theinadequate, admitting that thechallenge
of aparticular threat istoo difficult. The risk-seekingresponse to opportunity isoften
to be overconfident, choosing inappropriately aggressive response strategiesin an
attempt to captureadditional benefits.

IMPLEMENTATION

The Implementation stage involves taking planned actions and monitoring their
effectiveness. It is at this point in the risk management process that many
organizations fail to reap the rewards of the preceding stages. Identification,
Assessment and Response Planning are merely gathering information about the
various risks faced by the project or the business, analyzing its significance and
determining options for action. But it is only when those actions are actually
implemented that risk exposure ischanged, by minimizing or removingthreats, and
by maximizingor capturing opportunities.

The degree of commitment shown by individuals during the Implementation
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phase is driven by their risk attitude, with risk-averse people tending to be very
conscientiousin compl eting agreed responses, and pressing for immediate action.
Their sensitivityto the presenced uncertaintydrivesthem to takewhatever measures
are necessary to reducerisk exposure, and i ndeed they may even go beyond the scope
of agreed actions, gold-plating the response ‘just in case'. Risk-seeking people by
contrast are more likely to lack commitment to implementation of proactive risk
responses, takingshort-cuts where possible, preferringto 'take their chancesand see
what happens', confidentin their ability to deal with whatever occurs, and relishing
thechallenged beatingthe odds.

Similar discrepanciesarelikdy to occur when reporting risk results. Arisk-averse
person will emphasi zethe presenced threats and play down possibleopportunities,
whilefocusing on the need for proactive action. A risk report describing the same
situationbut written by arisk-seeking person will downplay any negativeimplications
of uncertainty and ismorelikey to state that everythingis proceeding accordingto
plan, with significant opportunitiesfor improvement.

PROCESS MANAGEMENT

Thefinal phaseintherisk management processisto reviewand updateallinformation
in order to ensurethat the current position isreflected. The changing nature of risk
requirestherisk processto becycdlic, regularly reviewing risk exposure, identifyingand
ng new risks, and ensuring appropriate responses. Asfor previousphases, the
degree d commitment shown to keeping the risk management process aive and
current will vary accordingto therisk attitude o theindividual concerned, with risk-
aversionincreasingcommitmentand risk-seeking reducingit.

RISK MANAGEMENT AND THE GROUP

Considerationdof theeffect of therisk attitudes of individual son the risk management
process can form a basisfor looking at group influences, since groups are made up
fromindividuals. It is, however,important to remember that the characteristics of
groupsare not merely thesum or theaveraged their component parts. Thisistruefor
risk attitudes in group settings. although individual risk attitudes are significant
influenceson the approach taken by thegroup to uncertainty, there are other factors
involvedwhich createacorporateperspective.

Groupsoperateat anumber of level s, bothformal andinformal,including:
® projectteams
® peer groups

e technical specialistcommunities
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e functional departments

e theorganization

e friendsand colleagues

e social groupswithinthework context

e societal groupsoutsidework.

To consider each of these groups separately is beyond the scope of this book, and
would introduce aconfusinglevel of granularity to the discussion without shedding
significant additional light onthe underlying influences. It is, however,importantin
the context of understanding and managing risk attitudes to distinguish betweenthe
small working team and the overall organization, since these are the two primary
groups which tend to exert asignificant influence over risk-based decisionsin the
workplace. Itisnecessary to understand why and how the approach to risk displayed
by groups at the working team and overall organizational levels can modify the
effectivenessof the risk management process both for projectsand for the business.
Oncethisisunderstood, steps can betaken to addressthegroup influencein order to
enhance risk management eff ectiveness.

WORKING TEAM INFLUENCES

Theworkingteam istaken hereto mean the smallest functional unit responsiblefor
completing adefined task. Most commonly thiswill bea project team, constituted for
the life of a particular project and mandated to achieve a specified scope and
objectives.

The discussion above on the influence of individual risk attitudes on the risk
management process might suggest the possibility of building 'risk-balanced teams'
contai ning representatives acrossthe range of possible risk attitudes. Thisconcept
would seem to bea natural extension of well-established work on teamwork which
recommends that other aspects of personality should be assessed and considered
when constructing a new workingteam. Frameworkssuch asthe Myers-BriggsType
Indicator, BelbinTeam Rolesand theMargerison-McCann Team Management Wheel
illustrate the value of such an approach. However, although some of these existing
frameworksinclude assessment of some elementsaf risk attitude, theideadf therisk-
balanced team isquitedifferent.

Building such ateam would require each individual to adopt a consistent risk
attitudein all situations, so that their position on therisk attitudespectrum could be
reliably characterized. But the particular risk attitude of agivenindividual can vary
according to a number of criteria (asdiscussed in Chapter 4). The same person might
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berisk-aversein onesituationand risk-seekingin another. Risk attitude issituational,
eventhough individuals may have habituated a particul ar default attitude which acts
astheir starting point in most situations. Consequentlyit isnot possibleto build arisk-
balancedteam of different risk attitudesin the sameway ascan bedonefor personality

types.

Neverthelessthe same result can be obtained in adifferentway. If theaimisfora
working team to have the optimum balance of risk attitudes shared between its
members, and if each person can choose an appropriate risk attitude, then the
necessary balanceisachievable. It requireseach individual in theworkingteam to be
sufficientlyself-awared their risk attitude, and alsofor them to be ableto modifytheir
attitudestowardsrisk where needed. | n thiscasethe team becomesautomatically and
organically'risk-balanced', withmembersadopting appropriate positionsin response
tothecurrent situationand the needsd the team.

The value d such arisk-balanced team isself-evident. Clearly a workingteam
whereall the membersshared the same prevailingrisk attitude would suffer fromthe
same issues that affect individuals, as outlined in the preceding section. In fact a
homogeneous team would exhibit enhanced biases since the influences of team
members would reinforceone another, leading to even more extreme effectson the
effectivenessdf the risk management process. A wholly risk-averseteam might never
takeany risks, becomingparalyzedwithfear in caseany threatsmaterialized. Similarly
a working team comprising al risk-seekers might take unnecessary risks that
jeopardizeproject or organizational wellbeing, encouragingone another to ever more
daringfeatsd bravado.

If it were possibleto build arisk-balanced team whereindividual preferenceswere
identified and understood (without blameor criticism),then instead of the negative
aspects of each risk attitude type prevailing, the team could reach a position of
synergy, wherethe strengths of onerisk attitude complement the strengths o others.
Insuch ateam the risk-seekingindividual swould encourage the team to step out of
the comfort zone, to be prepared to reachfor opportunitiesand challengethreats, and
to accept that adegreed risk-takingisrequiredin order to achieveany objectivesthat
areworthachieving. Their natural inbuilt optimismwould betempered by the caution
o their risk-aversecolleagues,who would be ableto play devil's advocate and point
out potential pitfals, avoidingunnecessaryriskswithout becomingoverly pessimistic.

Theset o skills requiredfor such self-awarenessand sensitivity to the attitudes of
otherscomes under the heading o ‘emotional literacy', and isthe subject of Part 3df
thisbook. Hereit isenough to say that a successful risk-balancedworking team must
haveahighdegreed emotional literacy.
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ORGANIZATIONAL INFLUENCES

The second level of group where risk attitudes exert an influence is the overall
organization. Likeaworking team, the organization itself possesses and displaysa
corporaterisk attitude. However, whereasthe approach to risk of aworkingteamis
largely afunction of therisk attitudesof theconstituent individual s,an organizationis
different. Each organization can besaid to haveitsowndistinct 'corporate risk culture'
whichinfluencesevery action and decision, oftencovertly,and whichismorethan the
sumdf itscomponent parts.

While the area of individual risk attitudes has been well characterized and
understood, parallel issuesrelating to corporate risk culture arelesswell recognized.
Indeed it is often not readily accepted that an organization can have a distinctly
defined approach to uncertainty, in asimilar way that individualshold risk attitudes.
Thisispartly driven by thewider discussionover whether an organization asan entity
can have a'company culture' or display 'organizational psychology' or 'corporate
behaviour'. One useful working definition of cultureis'the shared beliefs, valuesand
knowledgedf agroup of peoplewithacommon purpose’. Clearly thisdefinitioncan be
applied to theapproach adopted by a given organization towards risk, whether this
forms part of a broader culture or not. And the natural expression of such shared
beliefs, valuesand knowledgeisfound in the attitudes displayed by the organi zation.
In the context of this book, these can be termed 'corporate or organizational risk
attitudes'.

Thedriversof corporate risk culture aremany and varied,andinclude:

e theinfluenced organizational history and corporate memory

e recent eventshavingasignificanteffecton theorganization

e reputational issues, pastand present

e stakeholder expectationsand influences

e theleadershipstyleadopted at al levelsin theorganization

e characteristicsdf theindustry sector withinwhichtheorganization operates
e thecurrent economicenvironment and conditions

e thenational andinternational contextfor corporate activities.

Each of thesefactorsexertsasignificantinfluenceover theorganization's approach to
uncertainty, whichinturn hasan effect on theway projectsand the businessarerun.

A number of strategic decisionsare made by organizations which haveadirect
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effect on the management of risk in specific projects and more generdly in the
business. Each is an expression o corporate risk culture, and as such it will vary
accordingto organizational risk attitude. Similar shorthand phrases can be used to
describe the polarities o organizational risk attitude as were used above for
individuals,namely 'risk-averse' and ‘risk-seeking’. Theseattitudesresultin different
outcomesand behavioursin anumber o key areaswhich haveadirect effect on risk
management eff ectiveness,as discussed below (andsummarizedin Table2.3):

® Settingrisk thresholds. Every organization hasto decidethe degreed risk
which it is prepared to take, both for the businessasawhole and for its
operations, programmesand projects. Thisisknown asthe 'risk threshold',
and it may be expressed in various ways at different levels of the
organization. But senior management cannot simply decide their risk
threshold in isolation; they must aso take account of theviewsd awide
ranged stakeholdersat dl levelsd the business,each o whom hasdifferent
interestsand concerns.

Somestakeholdersareindividuals,othersare groups o varioussizes,
some are internal to the organizationwhileothers are external; some are
independent while others are connected and influenced by each other.
Stakeholdershavedifferentinterestsin differentlevel sof the organization,
with some being concerned for the overall businesswhileothers are only
interested inindividua projects. Thedegreed influencestakeholderscan
exerciseover thebusinessor itsproj ectsa sodifferswiddy.

The web o interleaving interests and influences is necessarily very
complex, but itismade moreso by thefact that each stakehol der (whether
individual or group) also possessesa particular attitude to risk, aswell as
their own risk threshold. Thesewill influencethe overall risk attitude of the
organization, either directly or in more subtleways, |eadingto modifications
of the risk threshold set by corporate management. The risk-averse
organizationislikelyto set low risk thresholdsand reduce them further in
responseto stakehol der influence, whereasthe risk-seeking organization
will prefer higher threshol dsand will resist any outsideinfluenceto modify
them.

e Determining contingency levels.Senior management must set the corporate
policyfor contingency,including thelevel of additional resourcesto beset
asideto respond toemergent risk (boththreatsand opportunities) aswel as
the subsequent contingency management process. Contingency may be
divided into various elements to be managed by different parts of the
organization, from 'management reserve for senior management, to
'project contingency' for whichthe project managerisresponsible.
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One key area o contingency management which is significantly
influenced by corporaterisk cultureisthe attitude taken towardscontingency
funds. If risk management is seen as an unwelcome overhead or a
bureaucrati cnecessity, andif there iSno genuinecommitmenttoitsproactive
use, contingencyfundscan be regarded as'hidden profit' to betaken back at
any time. A more mature attitude to risk would recognizethat contingency
existsto be spent in order to avoid or minimize threats and to exploit or
maximizeopportunitiesso that achievementd objectivesisoptimized.

A risk-averse organization might be expected to over-provide in its
contingencyfund, sequestering resourcesthat might otherwisebeavailable
forinvestment or additional projects. A risk-seekingorganizationconversely
might under-provide, limiting the ability to respond when threats or
opportunitiesmaterializewhich requireadditional resources.

Otherfinancial objectives. Organizationsset avariety o financial targetsfor
thebusiness and operational elements, including margin, profit, return on
investment (ROI), internal rate of return (IRR) and so on. Similar to
contingency funding, thelevelsat which these targetsare set isdetermined
by corporaterisk attitude. Risk-aversonmight result inlower targetsthat fail
to stretch the organization, but which are easier and lessrisky to achieve.
Targetsset by risk-seekingorgani zationsor management teamsarelikely to
bemorechallenging.

Approachtorisk-taking.Closdlylinked to thesettingd financial targetsisthe
way the organization viewsrisk-taking by employeesat al levels. If risk is
welcomed asa natural consequence of being in business, and the need to
take sensible risks in order to reap benefits is recognized, then the
organizationshould be prepared to reward those membersdf staff who take
risksappropriately. Thisistrue from senior managersto shop-floorworkers,
wherethe risk-mature organi zationwill view risk-taking asgood practiceas
longasitisinthe context of effectiverisk management. Organizationswhose
approach to risk management islessmaturewill not be so enlightened, and
will tend to penalize staff for taking risks or spending time on the risk
management process, either because they are perceived as acting
irresponsibly (theviewpointof therisk-averseorganization),or becausethey
areseen aswastingtimeon aneedl ess process(therisk-seeking perspective).
The consequence o these attitudes to risk-taking is to discourage
expenditure of effort on risk management, withinevitableimplicationsfor
projectand businessperformance.

I nvestrnentstrategy. Thestrategy for growth and development adopted by
the organi zation will bedriven by the corporaterisk culture, asaspecial case
o theeffect on risk-taking. Thisis particularly likely to influenceinvestment
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strategy, including the approach to mergers and acquisitions, since the
organization may either be prepared to take on such business riskseven if
the benefits are not clear or guaranteed (risk-seeking), or may be overly
cautious (risk-averse)and losethe benefits.

Portfoliomanagement. The organization's approach toitsoverall risk profile
isalso affected by the corporaterisk culture. Theaim should beto produce a
'risk-balanced portfolio', containing anumber of low-riskinvestmentsand
projectswhere alower return might also be expected, balanced with some
high-risklhigh-returninitiatives, aswell assome 'business as usual' work.
Risk-aversionislikely to tip the balance towardsthelow-risk elements of the
miX, whereas risk-seeking will encourage the organization to take on more
high-riskventures.

Strategic positioning (marketingand product development).Another area
influenced by therisk attitude of theorganizationisthestrategic positioning
of the business within itschosen market, together with theambitionsand
targets set for thefuture. Organizationsless comfortable with uncertainty
will tend to maintain the status quo and belessinnovative, running therisk
of stagnation and decline. Thosewith a proclivity towardstakingriskswill be
more fluid and responsive to the marketplace, though they may fail to
consolidate gains, and may also over-reach themselves by taking on too
much risk. Similar arguments apply to the new product development or
innovation strategy .

Resourcingrisk management. Thefina areainfluenced by theorganizational
attitude to risk is the amount of resource made available for risk
management, both in terms of funding the risk process and aso in
committing additional resources to implementation of agreed risk
responses. I n risk-seekingorganizationswheretherisk processisseen asan
unnecessary burden preventing creativity and restricting the ability of the
business to react, under-investment is common. This produces avicious
circlewherelack of investment i n risk management resourcesleadstofailure
to manage risks effectively, and threats materialize into problems while
opportunities are missed. The risk-seeking organization therefore hasto
spend moretimefire-fightingin crisismanagement mode. They canend up
spending more on recovery than was saved by not implementing the risk
process, leaving less resources available to invest in risk management in
future. Thiscycleisillustrated in theleft-hand loop of Figure2.2.

By contrast, risk-averse organizations who are nervous about risk are
more likely to over-invest in risk management, and may introduce a
restrictive framework that hindersexecution of normal business. Herethe
risk process can become such a burden that it ceasesto be effective, with the
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Figure 2.2 Effect of corporate risk attitude on risk management resourcing

same result that threats occur and opportunities are lost. Again a self-
fulfilling prophecy occurs, where the fears of the risk-averse organization
become reality as a direct result of their over-burdensome risk process,
leading them to introduce even more rigorous risk procedures which worsen
the effect (see the right-hand side of Figure 2.2).

It is interesting to note from Figure 2.2 that both risk-averse and risk-
seeking organizational attitudes are likely to affect risk management
effectiveness adversely, emphasizing the importance of understanding and
managing risk attitude at corporate level as well as for individuals.

DIAGNOSIS IS NOT THE SAME AS TREATMENT

The discussion in this chapter has demonstrated that the approach to uncertainty and
risk adopted and displayed by individuals and groups exerts a significant influence
over the effectiveness of the risk management process for both projects and the
business. There is no doubt that these ‘soft factors’ have a concrete impact.

However, it is also true that this whole area is generally not well understood and
therefore not well managed in business. Human factors are often seen as the realm of
the personnel department, who deal primarily with staff issues such as recruitment,
training and development. There seems to be no natural home in the organization to
take responsibility for understanding and managing the risk attitudes of individuals,
teams or the organization itself.
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Thisis largely the reason why risk management fails to deliver the expected
benefitsto projectsand businesses. Chapter 1 demonstrated that risk management
matters, asit offersaframework for proactively addressing the effectsof uncertainty
on achievement of objectives. This chapter has listed a range of Critical Success
Factors(seeTable2.1), and asserted that the most important isthe human element,
sinceit exertsinfluenceat both individual and group levelsover the effectivenessof
risk management acrossthe organization.

If risk management isimportant but not performing, and if human factorsarethe
most influential CS- over risk management effectiveness, there is a clear need to
understand and manage these soft aspects, at both individual and corporatelevels.
Unfortunatelythereiscurrently no structured way to do this. Traditional approaches
to risk management rely mainly onimplementation of a methodol ogy,with suitable
process support fromthe "Three Ts (tools,techniques and training). However, risk
management islikely to continuetofail until organizationsfind away of dealingwith
thesoftside.

Giventhat understanding is an indispensabl e precursor to management, it is now
necessary to considerin detail how risk attitudesarise, and what influencesthem. This
can be addressed at individual and group levels, and these are covered in Part 2.
Having understood theissuesto be tackled, it isthen possibleto consider candidate
approaches for managingthese risk attitudes proactively and effectively, drawingon
thefield of emotional literacy asdescribed in Part 3. Finally understanding can be
translated into action asshown in Part 4, which reachestowardsthe ultimate goal of
effectivemanagement of risk attitudes.



PART 2

Under standing Risk
Attitudes




CHAPTER 3

General Principlesof Risk
Attitudes

Sincehumanfactorsingeneral, and risk attitudesin particular, havesuch asignificant
influence over therisk management processat both individual and group levels, as
discussedin Chapter 2, they clearly require proactivemanagementif therisk processis
to beoptimally effective. However, thefirst step to being able to manage somethingis
to understand it. Thischapter therefore addressesthe general topic of risk attitudes,
with particular influencesover risk attitudesbeing coveredin thefollowingchapters.

In Chapter 1 'risk' was defined as'an uncertainty that could have a positive or
negativeeffect on one or more objectives, and ‘attitude’ wasdefined as'chosen state
of mind, mental view or disposition with regard to afact or state'. Combining thetwo
givesaworking definition of 'risk attitude' as'a chosen state of mind with regard to
thoseuncertainties that could havea positiveor negativeeffect on objectives, or more
simply 'a chosen responseto perception of significant uncertainty'. Sinceperception
isinherently subjective,it naturally followsthat therisk attitude of a particular person
or group towards a given uncertain situation might be different from the attitude
adopted by others.

Thediscussion of risk attitudesin thischapter coversboth individual sand groups,
based on the principle outlined in Chapter 2 that the attitudes of groups arelargely
(though not exclusively) influenced by the constituent individuals. The factors
affectingtherisk attitudes of individualsand groupsarethen coveredin more detail in
later chapters.

THE RISK ATTITUDE SPECTRUM

A range of possible attitudescan be adopted towards the samesituation, and these
result in differing behaviours, which lead to consequences, both intended and
unintended, as illustrated in Figure 31. Indeed behaviour is the only reliable
diagnostic indicator of inner attitude, and considerabl eattention hastherefore been
paid to behavioural psychology and management by those seekingto understand and
manage theeffectsof human factorsin business. Another approach, however, which
might prove more fruitful, is to seek to understand and address the underlying
attitudes, rather than concentrating on the presenting behavioural symptoms.
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A 77 e

Figure31 Attitude behaviourand consequences

Although attitude manifestsitself through behaviour, there are other driversd

behaviour which can displace the chosen or preferred attitude. Theextent towhich
thisoccursdependson the perceptiond thesituation towardswhichthe attitudeis
beingdirected. Thisisbest understood by consideringthetwo extremes, wherethe
situationisperceived asgood or neutral,and whereit isseen asbad:

e Favourable or neutral situation. When a situation or environment is

perceived as positive or benign, behaviour is driven largely by attitude
(Figure3.2). Inthiscasetheattitudinal choiced theindividua or groupisthe
key determinant of behaviour. For examplewhen faced with an existing
client who is open to the possibility of taking on new business, an
organization may decideto pursuethe opportunity or toignoreit (‘takeit or
leaveit’). Thischoiceishot mandated by the situation, and the organization
isfree to select its preferred response. People who adopt this attitude
consistently may be labelled as optimists, since they tend to view dl
situations as equally positive. This helpsthem to retain control o their
behaviour since the key driver when the environment is positiveis the
chosen attitude, alowingaproactiveresponseto the prevailingsituation.

Unfavourableor hostilesituation. When an individual or group perceivesa
situation or environment as negative, the resulting behaviour is largely
determined by adirect responsetothesituation, and attitudeplaysasmallex
role. Thisisillustratedin Figure3.3. For examplein asetting whereone's
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personal safety is threatened, the fight or flight or freeze' response is
adopted almost unthinkingly, regardless o the prevailingattitude of the
individual. Indeed a negative situation may force behaviour which is
contrary to that preferred by attitude, leading to a more reactive stance.
I ndividual swho regularly adopt reactive behaviour driven by aperception
that theenvironmentis negativemay betermed pessimists, and in extreme
casesthismay evenleadto paranoia.
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Figure 3.4 Behaviourinuncertainenvironments

Although the responsesto positiveand negativesituations suggest at first sight that
environment or situation isthe primedeterminant of behaviour,infactitishow the
environmentis perceived by each person, sinceasituationthat appearshostileto one
may seem benign to another. Thisraisesthe question d what influencesbehaviour
when the situation is uncertain. In this case the important driver of behaviour is
whether uncertainty is perceived as favourable, neutral, unfavourable or hostile
(Figure3.4). Thisreaction to uncertainty is'risk attitude', defined aboveas'chosen
responseto perceptiond significantuncertainty'.

Risk attitudes have been studied by a range of academic and organizational
researchers in recent years, and there is a considerable and growing body of
knowledge and evidencein thisarea. Much o this has been obtained by studying
behaviour in games d chance, financial investments, gamblers (includinglottery
players) and peopl e betting on sports (especiallyhorse racing). Given the practical
focusd thisbook and theaim of understandingin order to manage, such researchis
not detailed or repeated here. Thediscussionthat followshowever drawson thisbody
o knowledge, andisfully consistentwithitsfindings.

Onekey conclusion on which researchersand practitionersare agreedisthat risk
attitudes exist on a spectrum. The same uncertain situation will elicit different
preferred attitudes from different individuals or groups, depending on how they
perceivethe uncertainty. And since attitude drivesbehaviour, different people will
exhibit different responses to the same situation, as a result o their differing
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underlying risk attitudes (sometimescalled 'perceptual dissonance') - asituation
regarded astoo risky by one personwill be seen asacceptabl eby another.

Thereare, however,anumber of other situationswhich might causethe position
ontherisk attitude spectrumtovary, in addition tothe natural variation in perception
between individuals and groups. Asthe degree or intensity of uncertainty changes
(eitherin reality or through changed perception), thestrength of reaction of agiven
individual or groupal so changes. And therearearanged influencesbothinternal and
external which can movean individual or agroupfrom one position on the spectrum
to another. These are considered below, after first addressing the basic alternative
positionson therisk attitude spectrum.

BASICRISK ATTITUDES

Thevariety o possibleresponsesto agivenlevd of riskisillustrated by the curvein
Figure3.5. The preciseshape d the curveis not significant for thisdiscussion, but its
general characteristics exposesome important aspects of the range of risk attitudes
displayed by individual sand groupswhen faced with uncertainty. The curve hastwo
halves, representing those individuals and groups who are uncomfortable with
uncertainty (lower-left)and those who are comfortable (upper-right). Thereisaflat
sectioninthecentrewhereindividual sor groupsaremoreor lessindifferent about the
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givenleved o uncertainty, but the response becomes more extreme (either comfort or
discomfort)towardstheendsof thespectrum.

Given this basic shape, it ispossibleto distinguish a number of key regionsonthe
curve, and to uselabelsof convenienceto describeeach area Theterm 'risk-averse'is
used for thosewho regard risk asunwel comeand to befeared and avoided. Thosewho
seerisk asachallengeto be overcomeare called 'risk-seeking'. Thereare clearly more
extreme positions which might be called 'risk-paranoid' (paralyzed by any form of
uncertainty) and 'risk-addicted’ (anunhealthy preoccupation with uncertainty), but
these are not common and probably represent attitudes and resultant behaviours
requiring correctiveintervention. Between thetwo usual polaritiesdf risk-averseand
risk-seeking are two other common positions. A 'risk-tolerant' person or group hasan
attitudewhich isambivalent or accepting of risk, viewingit asa normal part of life.
'Risk-neutral' on theother hand (not shown in Figure3.5) isneither risk-averse nor
risk-seeking, describinga personor group tending to view riskimpartiallyin theshort-
term, but preparedto takeriskif thereisasignificantlong-term benefit.

Thefour basic risk attitudes are well understood and can be clearly defined, as
follows:

e Arisk-averseperson or group feelsuncomfortablewith uncertainty, hasalow
tolerancefor ambiguity,and seekssecurity and resolutionin thefaceof risk.
Peoplewho arerisk-aversetend to be practical, accepting and havecommon
sense, enjoying facts more than theories and supporting established
methods of working. Whenapplied to threatsthisattitudeislikely tolead to
increased sensitivity and over-reaction, asthe presence of athreat causes
discomfort to peoplewith arisk-averseattitude. Thishasasignificant effect
onall aspectsd therisk process, asthreatsare perceived more readily by the
risk-averse and are assessed as more severe, leading to a preference for
aggressiverisk responsesto avoid or minimize asmany threats as possible.
When applied to opportunities, however, arisk-averse attitudeislikely to
lead to the opposite result, as the person or group may not see as many
opportunities, or may tend to underratetheir significance, and may not be
prepared to take the steps necessary to enhanceor capture the opportunity.
Asaresult, risk-aversion tendsto over-react to threats and under-react to
opportunities.

e Risk-toleranceimpliesbeing reasonably comfortablewith most uncertainty,
acceptingthat it existsasanormal feature of everyday life, including projects
and business. Therisk-tolerant person or group tendsto take uncertainty in
their stride, with no apparent or significantinfluenceon their behaviour. For
both threats and opportunities thismay lead to afailure to appreciate the
importanceof the potential effect of the risk on achievement of objectives,



GENERAL PRINCIPLES OF RISK ATTITUDES 47

whether theimpact isupside or downside, asthelaissez-faireapproachfails
toresult in proactiveaction. Thismay bethemost dangerous of all therisk
attitudes, sincethe acceptanced risk aspart of the'normal situation' may
mean it is not managed appropriately, leading to more problems from
impacted threats, and loss of potential benefits as a result of missed
opportunities. Risk-tolerancemay appear balanced, but progresscannot be
madewhileremainingperfectly balanced.

a Arisk-neutral attitude sees present risk-taking asa price worth payingfor
future pay-offs. Risk-neutral individual sand groups are neither risk-averse
nor risk-seeking, but rather seek strategiesand tacticsthat have high future
pay-offs. They think abstractly and creatively and envisage possibilities,
enjoying ideas and not being afraid of change or the unknown. For both
threats and opportunities this risk-neutral approach is quite mature,
focusingon thelonger term and only takingactionwhenitislikely tolead to
significant benefit.

a People and groups who are risk-seeking tend to be adaptable and
resourceful, enjoyinglife and not afraid to take action. Thiscan lead to a
somewhat casual approach towardsthreats, asthe risk-seekerwel comesthe
challenge of tackling the uncertainty head-on, pitching their skills and
abilitiesagainst the vagariesdf fate. Thethrill of the chase can outweighthe
potential for harm, leadingto unwisedecisionsand actions. Duringtherisk
processthe risk-seekingperson or groupislikdy toidentify fewer threats as
they seetheseas part of normal business.Any threatsthat areraised arelikely
to be underestimated both in probability and possible impact, and
acceptance will be the preferred response. The effect of risk-seeking on
opportunitiesisquite different, however. Risk-seekerswill be sensitive to
possi bleopportunities, may overestimatetheir importance and will wishto
pursuethem aggressively.

Itisimportant to note from Figure35 that risk attitudesare not discrete, but occupy a
continuous spectrum with no clear boundaries between the various headline
attitudes. It isthereforepossiblefor a particul arindividual or groupto be'highly risk-
averse' without being risk-paranoid, or 'slightly risk-seeking’ without being risk-
tolerant. It isalso true that the same individual or group may exhibit different risk
attitudes under different circumstances. Itistherefore a mistaketo think that every
person or group can be unambiguously labelled with asingle risk attitude, although
the four common terms represent real and distinct typical states. Most people and
groups appear to be habituated to a single preferred risk attitude which might
represent their natural first responseto uncertainty (unlessthey aresufficientlyaware
and emotionally literate to be able to modify this), but this starting point can be
influencedby anumber of factors, asdiscussed below and inlater chapters.
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SITUATIONAL INFLUENCES ON PREFERRED RISK ATTITUDE

Individual risk attitudestend to bedriven by subconsciouspreferencesdevelopedina
personover along period o time, partly asaresult of persona upbringingand partly
in responseto previousexperiences. Similarly groupsexhibit a preferred risk attitude
based ontheir past history.

However, the current environment in which individuals and groups find
themselvesa so hasasignificant effect on theway uncertaintyisperceived. Therearea
largenumber of situational factorswhich can modify the preferredrisk attitude. These
typicdly act by influencingwhether a particul ar situationis perceived asuncertainor
not, and the preferred attitude (and resulting behaviour)isthen driven by whether
that uncertainty isperceivedaswel comeor unwelcome.

Thesesituational factorsincludethefollowing:

e Led o relevant skills, knowledgeor expertise.Wherean individual or group
isconfrontingan uncertai n situation of which they have no prior knowledge
or experience, thetendency isto perceivethesituationasmorerisky, leading
to amorerisk-aversereaction. If, however, the situation existsin adomain
wheretheindividual or group have proven skills or expertise, the degree of
risk is played down and amorerisk-seeking responsemay be adopted. Both
d thesesituationsmay resultin unrealisticor inappropriateassessmentsd
theleve o risk, with undueweight being given to the presenceor absenced
relevant skills, knowledgeor expertise.

e Perception of probability or frequency of occurrence. If the risk under
considerationisbelieved to be unlikely to occur, the preferred risk attitude
tendsto shift towardstherisk-seeking end o thespectrum. Higher perceived
probabilityleadsto increased risk-aversion. Thisperceptionmay beheldin
contradictionto theexistenced datademonstrating actual frequency.

e Perception of impact magnitude, either severity of negativethreatsor sizeof
positiveopportunities. Asfor risk probability, perceptiond possibleimpact
shouldtherisk occur caninfluencerisk ettitude. If theriskisathreat witha
high perceived negativeimpact, risk attitude becomes more risk-averse.
Likewisea higher degree of risk-seeking is encouraged by opportunities
whose potential benefitsare perceived as significant and also by threats
whosepossibleadverseeffectsareseen assmall.

e Degreed perceived control or choicein thesituation. Manageabilityisakey
factor in assessment o risk, and will influencethe preferred risk attitude.
Wherethe extent to which an individual or groupisableto affect arisk is
perceived aslow, either proactivelyin advanceor reactively should the risk
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occur, amorerisk-averseattitude tendsto betaken. If manageability isseen
ashigh, risk-seekingisencouraged.

e Closenessof therisk in time. Uncertain eventsthat could occur inthenear
future (‘temporal proximity") are perceived as more risky than thosefurther
away, even if an objective assessment of probability, impact and
manageability suggestsotherwise.

e Potential for direct consequences. Uncertain eventsthat could haveadirect
effect ontheindividual or thegroup are also perceived as moreimportant
than those which affect others. (For individualsthis factor is sometimes
termed 'personal propinquity'.)
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Theeffect of thesesituational factorson preferred risk attitude areillustratedin Figure
36.

Theexistenced thesefactorscreatesasituational aspect torisk attitude. Thesame
individual or group may exhibit different risk attitudesin different situations. For
examplean individual may be conservativein their approach towork or career (risk-
averse) but may undertakefreefall paraglidingasa recreati onal hobby (risk-seeking).
This difference in chosen or preferred risk attitude is driven not by some innate
generic characteristic, but by situational perceptions. Perhapsthisindividual may
consider that their job is under threat as a result of a corporate reorganization or
market changes, so they feel reluctant to take unnecessary riskswith their career.
However, when relaxing outside work they may feel the need to compensate for the
restrictionsdf their employment situation by engagingin arisky pastimewhich they
do not seeasathreat sincethey havebeen doingit for sometime.

INTERNAL INFLUENCES ON PREFERRED RISK ATTITUDE

The situational influencers of risk attitude described above mainly arise from the
perception of the external environment. Thereis, however, aninternal environment
whichhasan equally profoundeffect on theway uncertainty is perceived,and henceis
able to influence the preferred risk attitude of an individual or a group. These
underlying psychological influenceswhich affect attitudes towards uncertainty are
knownasheuristics.

A heuristic is defined as'an approach to inferring a solution to a problem by
reasoning from previous experience, when no relevant algorithm or dataset exists.
Thetermisderivedfromthe Gresk word heuriskein, meaningto discover,implyingan
attempt to makesense of anewsituation by referringto what already exists. Heuristics
offer a proven approach to problem-solving and learning, with widespread
applicationsin mathematicsand science, and the heuristicapproach isalso used asa
teaching method where pupilsare encouragedto | earn for themsel vesthrough guided
experiment,investigationand discovery.

In the context of risk attitudes, heuristics describe attempts by an individual or
group to analysean uncertain situation and determinethe appropriate response by
referring to some previousexperience. Thisoften occurssubconsciouslyasan integral
part of the assessment of risk, leadingto sourcesdf biaswhen consideringasituation
wherethe answer isunknown or unfamiliar, and wherea personisrequiredto makea
judgement with insufficient information. O courseif the operation of a particular
heuristicisidentifiedit can becountered and adjustedfor, sinceall heuristicsfunction
inasystematicmanner.
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CONCLUSIONAND SUMMARY

Thischapter hasintroduced theconcept of therisk attitude asachosen response to
uncertainty, driven by whether that uncertainty is perceivedaspositiveor negative.A
range of possibleattitudes are possible, from risk-averse through risk-tolerant to risk-
seeking, each of which carriesimplications for the approach to risk management
adopted by theindividual or group. Each individual and group has a preferred or
default attitude to risk, arisingfrom their previousexperienceand past history. There
are also however many situational influences with the ability to modify the preferred
risk attitude d anindividual or agroup, includinginternal and external factors.

I ssues present in theexternal environment are relatively simpleto identify, and
their influence over risk attitudesisusually fairly explicit. Asaresult itisusually quite
straightforward to compensate for them. Internal heuristics are, however, more
difficult to identify and manage since they arise in the personal or collective
subconscious. The next two chapterstherefore concentrate on thesefactors, with the
most typical heuristicsinfluencingindividual risk attitudesdiscussed in Chapter 4 and
group heuristicscoveredin Chapter 5.



CHAPTER 4

Individual Risk Attitudes
and Heuristics

Previous chapters have developed an understanding of risk attitudes as chosen
responses to uncertain situations, driven by whether uncertainty is perceived as
favourable, neutral or hostile. A ranged possiblerisk attitudesexists, from risk-averse
to risk-seeking, reflecting the preferred response to a given level of perceived
uncertainty. The same principlesapply equally toindividual sand to groups, with a
rangeof possibleresponses determined by perception of uncertainty.

Itisimportant to realizethat risk attitudesare driven by perceptions, which may
not necessarilyreflect reality. For both individual sand groups, there are many factors
which influence how uncertainty is perceived. Some of these factorsare overt and
visible, whileothersare covert and hidden. However, although groups are made up of
individuals, the factors affecting individual risk attitudes are different from those
influencinggroups.

Overt influences are more readily managed since they are straightforward to
identify. Itismoredifficult however to deal with the covert factorsinfluencing risk
attitude. This chapter addresses a range of such influences which can operate on
individual sfacinguncertainty, with group influencescoveredin thefollowingchapter.
Thisallowsabottom-up approach, consideringfirst those ‘internal’ influencesarising
from within individuals, then addressing how these might be modified by group,
organizational or national contexts. Of coursethere are also group-specific factors
which are not simply the aggregate of influences over theindividual comprisingthe
group, and theseareal sodiscussedin Chapter 5.

COVERT FACTORS INFLUENCING INDIVIDUAL RISK
ATTITUDE

Attitudestowardsuncertainty are affected significantly by underlying psychological
influencesknown as heuri sti ¢s, asdiscussed in the previouschapter. Many of these
influenceswerefirst described in the context of decision-making by AmosTversky,
Daniel Kahneman, Paul Slovic and their collaboratorsin the 1960sto 1980s, and their
seminal work isnot reproduced heresince our interest isspecifically in the effect of
heuristicson risk attitudes.
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Heuristicscan subconsciouslyand systematically introduce sources o biaswhen
considering a situation where the answer is unknown or unfamiliar, and where a
personisrequiredto makea judgement withinsufficientinformation. Their operation
can berecognized by the use o several alternativeterms, such as'rule-of-thumb', 'gut
fed' or 'intuition’. Thesecommon namesindicatethat heuristicsdo not operateinthe
conscious realm, but are covert influences on thinking and decision-making
processes. They al so suggest that heuristics are used to s mplify decision-making by
providing a short-cut which produces an answer without the need for rigorous
analysisor calculation. Each heuristic resultsin consideration of only a subset of
availabledatain order to reach ajudgementon thedegree of uncertainty presentina
givensituation.

Whilethiscould be seen asamore efficient way of assessing uncertainty, it also
resultsin a number of biases due to the subconscious nature o the influence of
heuristics.When the operation o a heuristicishidden itseffectscannot be managed.
If, however, the presenced aparticular heuristicisidentified, it can becountered and
adjustedfor,sinced| heuristicsfunctionin asystematic manner.

Behavioural psychologists have identified alarge number of heuristicswhich
operate at the subconsciousleve, but not al act directly on risk attitudes. The most
typical heuristicsinfluencingindividual risk attitudesare:

@ availability- morememorabl eeventsaretreated asmoresignificant;

® representativeness - using similarity to stereotypes as an indicator of
significance;

e anchoringand adjustment- starting from an initial estimate and varying
around it, evenif theinitial valuehasno objectivebasisinfact;

e confirmation trap- seekingand weightingevidencewhich substantiatesa
prior conviction, and ignoringcontrary data.

Other heuristicsoperate at the organi zational and group level and these are discussed
in Chapter5.

Itisimportant to understand thesefactors capable of influencingindividual risk
attitudes, so that their effect can be countered and managed proactively where they
leadtoinappropriateresponsesto uncertainty.

The followingsections discuss each of the major individual heuristicsin turn:
defining the source of bias, describing how it influences risk attitude, providing
examples and outlining its relevance to risk process. Part 4 of this book presents
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drategiesfor usingtheinsightsand approachesadf emotional literacyto diagnoseand
addresstheseheuristics.

THE AVAILABILITY HEURISTIC

Imagine a school classroom where the teacher has just asked the childrena
question. A large and loud child in the front row immediately puts up his hand
and waves it enthusiastically, saying '‘Oooh, oooh, I know, me, me, pick me...,
while allthe other children sit quietly behind him. Which child will the teacher
tendto chooseto give an answer?

When considering how to respond to an uncertain situation which has not
previously been encountered, the human brain performsasubconscious search for
relevant data to use as a basis against which to compare the present situation.
Memoriesare rapidly accessed in an attempt to find something to useasareference
point. &f courseagreat deal o dataresidesineach person's memory, so somefiltering
processisrequired in order to determinewhichinformationisrelevant. Oned the
mai n subconsciousfiltering processesisthe availabilityheuristic. The basicprinciple
in operationhereisthat if a particulardataitemiseasier to recal than others, then its
relevanceisassumed to be higher. The primary driver isthe extent to which thedata
itemisavailabletothememory.

Significance

Attention

Figure4l Theavallabilityheuristic
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Whilethisseemssensibleat first, there are several factorswhichinfluencetheease
withwhicha particular dataitem can berecalled. In particular, itemswhichare more
recenttend to beeasier to recall than those which are more distant in time, and more
dramaticitemsare more memorablethan thosewhicharecloser to theaverage. Figure
4.1 illustrates this effect, with attention drawn to recent events, aswell asto two
dramaticeventsinthepast, butignoringthe bulk of averagedata.

Theway inwhich a past event can beassessed asdramatic isalsoimportant here.
Clearly some events are significant because of their high impact on objectives (for
example particularly costly, verylate or unusually good reputational impact). Butitis
also possible for past eventsto be moreavailable to the memory if they have higher
emotional content; that is, they matter moreto the person making the assessment.
Perception of emotional content isafunctionof emotional literacy,whichisdiscussed
inalater chapter.

These available events have a clear effect on risk attitudes. Where the present
uncertain situation is perceived as being similar to something elsewhich iseasy to
recall, then the level of risk will be deemed to be similar to what was previously
experienced. Recent and dramatic events have a disproportionately significant
influence over the perception of thedegreeof risk associated with anew uncertain
situation. Itisalsothecasethat the most memorable events (thoughnotdl) tendto be
negative, leading to undue pessimism when these are perceived asindicators of the
current situation.

Theinfluence exerted by recent memoriesleadsto afailureto takefull account of
thecompl ete set of relevant experiences, and can contributeto ase f-fulfillingtrend. If
themost recent avail ablememorywasof arisky situationwhoseoutcomewasadverse,
the present uncertain situation will tend to be perceived as adverse, with a
corresponding influence over risk attitude. Similarlyif dramatic dataismoreavailable
than usual, it will exert abiasinginfluence over the perception of current uncertainty,
maskingtheproper consideration of al relevantexperiences.

A good example of the availability heuristic wasthe reaction of the UStravelling
publicintheaftermath of theterrorist attacks on 11 September 2001. The eventsin
New Y ork and Washington were so dramatic that they exerted an extremely strong
influence over the attitudes of those assessing therisksdf air travel, especialyinthe
months immediately following the attacks. The normal degree of uncertainty
associated with air travel still existed and waslargely unchanged, but thethreat level
wasperceivedas much higher, resultingin asignificantand sustained reduction in the
number of peoplechoosingtofly.

A similar effect is evident in the perception of WK parents regarding the
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vulnerability of children to abduction and assault. Theleve of concern became much
higher in the 1990sfollowingaseriesaf high-profile caseswhich attracted sustained
media coverage, and led parentsto perceivethat the risk wassignificantlyincreased.
However recent research by Professor Colin Pooley of Lancaster University (reported
in August 2004) based on actual dataindicatesthat thelevel of abductionsor assaults
onchildreninthe K today hasremained almost exactly thesamesincethe1940s. The
only differenceisthe public awareness of each incident, leading to a perception of
increased risk. Theavailability of datathrough the mediahasinfluenced the perceived
leve of threat, though the reality remains unchanged.

The availability heuristic can influence several points in the typical risk
management process. For example, use dof checklistsfor risk identification can result
in memories of previousrisks being activated, leading to an increased tendency to
identify these same risksin the current situation. Exceptional occurrences of risks
(eitherthreatsor opportunities) onthelast project can resultinahigher assessment of
the probability of thesamerisk recurring on thecurrent project, onthebasisthat 'it
happened beforesoit can happenagain'.

The main protection from the effect of theavailability heuristicisto consciously
reviewd| availabledatawhen assessing a new uncertain situation, instead of relying
onwhat comes easily to memory. Thisistherole of post-project reviews, lessons
learned reports, knowledge management and so on, making previous experience
availablefor current decision-making.

THE REPRESENTATIVENESSHEURISTIC

| am a middle-aged middle-class Englishman living in the south of England.
Can you suggest what some of my characteristics might be? What automatic
assumptions haveyou madeabout me?

In the same way that the availability heuristic providesafilter when an unconscious
search of memory is performed, the representativeness heuristic also operates to
select somedataitems over othersasrel evant reference pointsfor assessinguncertain
situations. However, where the availability heuristic givesgreater weight to those
items more easily accessibleto the memory, a different criterion isapplied by the
representativeness heuristic. In thiscaseasubconscious search isundertakento match
the present situation withanumber of exemplars,each of which represents agroup of
similar situations. In common parlance, an attempt ismadeto pigeonhole or classify
thecurrent situation by comparing it withasmall ranged stereotypes (asillustratedin
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Figure 4.2). The closer the match between the uncertain situation and one of the
stereotypical comparators, the stronger is the influence exerted by the prior
experience, since it appears that what happened beforeisan accurate representation
of what will happen this time. The stereotype is viewed as representative of the
situation under consideration.

OF course someti mes stereotypescan bea useful starting and accurate point, but
they could also be misleading and result in a bias of the assessment process. The
direction of biasexerted by astereotype on theperception of risk can beeither positive
or negative, depending on thelevel of risk associated with the reference situation
(though this may also be influenced by the affect heuristic recently described by
Slovic). If amatch is made with a prior situation perceived aslow-risk or offering
significantopportunity, asimilarly positiveassessment will bemorelikely concerning
the risk exposure associated with the new situation, leading to an optimistic risk
attitude. Equally a perceived link between the current situation and a previous
negative experience which involved high levelsof threat will bias therisk attitude
towards pessimism.

Thistype of heuristicischaracterized by statements or beliefswhich feature the
words 'always' or ‘usualy’; for example 'All software integration projects always
overrun and overspend' or 'We usually experience performance shortfalls and
interface problems with equipment from this supplier' or 'This project manager
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alwayswinstheclient's confidence and minimizes scope changes. When a current
situation is judged to belong to the same dataset as one of these stereotypes, the
starting point for theeval uation of riskisbiased by thegenericassessment.

The representativenessheuristic a sotendsto result in undue attention on those
aspects df the current situation which most closely resemblethe selected exemplar. At
the sametime, other characteristics tend to beignored, especially where they are
absent from the stereotype, producing an incompl ete assessment of the degree of
current risk exposure.

There are two problems with the way that the representativeness heuristic
operates. Thefirstisthe natural variationwhich existswithin populations, such that it
isnot'aways truethat al membersof agivendataset performinanidentical manner.
Soevenif thecurrent situation isgenuinely similar to others previously experienced,
thelevel of risk may infact besignificantly differentthistime. Asecond problemisthat
items may appear superficialy to besimilar but mayinfact not belongtothesameset.
Thesame symptoms may arisefrom differing underlying causes, |leadingto erroneous
alocationd aparticular instance to thewrong pigeonhole.

As a source o bias to the perception of uncertainty, the representativeness
heuristictendsto result in alessrigorousassessment of risk in the current situation,
arising from a reliance on the perceived similarity with a situation previously
experienced. Thisoften meansthat unique risksspecific to the current situation are
overlooked or giveninsufficient weight, sincethey did not featurein the reference
situation.

The representativeness heuristic can be countered by adopting a conscious
inductiveexamination of thesituation at hand, seekingto determineitscharacteristics
per se rather than using the subconscious and biased deductive approach of
comparing with pre-existingstereotypes.

THE ANCHORING AND ADJUSTMENT HEURISTIC

Someone once told me that the population of Turkey was 38 million. What do
youthink?Whatis your best estimate of the population of Turkey?

Aninteresting effect has been observed when people are asked to estimate avalue
when they haveno hard datato makea judgement. It appearsthat peopledo not make
arandom guess, but instead they select astarting point and then adjust their estimate
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from there. The subconsciousthinking accompanying this processisasfollows. The
first number I think of isagood placefrom which to start; if any other number had
been a better starting place | would have thought of that number first.' The
irrationality of thisthinking isevident, but it isneverthel ess a powerful influence on
estimating under conditions of uncertainty. Thissubconscious processiscalled the
anchoringand adjustment heuristic,since thevaluefirst selected actsasan anchor for
theassessment of uncertainty, around whichan adjustmentismadeeither up or down
toreach an assessment whichisregarded asrealistic (seeFigure4.3).

° All possiblevalues

Anchor

j—— Limited adjustment

Figure4.3 Theanchoringandadjustment heuristic

Asfor theother heuristics, anchoring and adjustment areameansdf reducing the
field to be considered when addressing uncertainty. Instead of havingto think about
al possible values, thetask ismade more manageable by limiting it to thevaluefirst
thought of, plusor minussomeamount.

The'vaue first thought of can arisefromanumber of sources. For exampleit may
be suggested by avalue contained in a planning or scoping document, or avalue
containedintheinitial formulation of the problem, or asuggestionfrom acolleagueor
comparison with prior experience. Ananchor need not necessarily beafalseguideto
the true situation, since it can arise from an accurate source. It is, however, a
dangerous method for assessing uncertainty, sincetheselection of theinitial valueis
usually madesubconsciously and theref orecannot bechallenged.

Atypical exampled thisheuristicin operation can befound during thegeneration
o input data for a quantitative risk analysis model, where a typical three-point
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estimate requires determination of the best case (realistic minimum, or optimistic
value), most-likely value and worst case (realistic maximum, or pessimistic value).
Often therisk model is based on abaseline plan, which isused asastarting-point to
which the effects of uncertainty are added. Of course the baseline plan contains
estimates of cost, duration, resource requirement and so on, for each of the
constituent elements. When an estimator isasked to produce athree-point estimate
for a given element, the anchoring and adjustment heuristic resultsin atendency to
start with the planned valueand vary around it. So duration uncertainty for atask with
a planned value of 10 weeks might be reflected as a three-point estimate with a
minimum of 7 weeks, amost-likely valuedf 9 weeks, and a maximum of 15weeks. The
initial valueof 10 weekstendsto act asan anchor for theestimation of uncertainty. In
reality of course the uncertainty on this task might be more significant, and the
original 10-week estimate might be quite unrealistic, or could contain an excess
amount of contingency. A more realisticthree-point estimatefor thetask in thiscase
could be4/6/20 weeksor 10/15/35 weeks.

Another problem when the anchoring and adjustment heuristicisin operationis
the tendency to underestimate the spread of possible values, with insufficient
adjustment around the anchor. Thiscan lead to a significant under-assessment of
uncertainty.

Other placesintherisk processwherethisheuristic can exert aninfluenceinclude
attempting to determinetherequired level of contingency, or setting thresholds for
acceptablelevelsd risk exposure, or assessing the probability or impacts of specific
risks. Wherever there is a requirement to select a value from a continuum and
significant uncertainty existsabout the'right value', the anchoringand adjustment
heuri stic caninfluencethe outcome.

The effect of the anchoring and adjustment heuristic on risk attitudeisfor the
person makingtheassessment to become more reactiveand lessconsidered, withthe
perception of uncertainty being driven by the'valuefirst thought of . If an individual
makes an initial anchoring assessment that a situation is very risky and should
thereforebeavoided, thefina risk attitudeislikely to besomevariety o risk-aversion,
more or less. Similarly if a situation first appears to be attractive and presents
significant opportunities, thisanchor could lead to a risk-seeking attitudewhere the
onlyvariableishow muchriskisactually accepted.

Overcomingtheeffectsof thisheuristic requiresaconscioussetting aside of any
initial value or assessment which might influence thefinal estimate. Thisiseasier to
say than to do, asthemind can display an obstinate persistenceonceit haslatched on
to something. Tellingoneself to ignore something might even reinforce thestrength
with which it isremembered! In this case, outside assistance may be required, for
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example a risk facilitator might try to remove all pre-existing cues before asking
subject-matter experts to assess uncertainty or produce estimates. Alternatively
outsiders might beinvited to makeclean estimates of valueswithout prior knowledge
of theexpectationsor assumptions of theoriginal plan.

THE CONFIRMATION TRAP

'For Loveis blind alday and may not see,' (The Merchant's Tde, Geoffrey
Chaucer, 1340-1400). Research from University College London by Dr Andreas
Bartels and Professor Semir Zeki in June 2004 used functional magnetic
resonance imaging to measure brain activation related to maternal and
romantic love, and found that activated areas included those related to a
rewarding experience. But the research also showed deactivation of areas of
the brain responsible for negative emotionsand critical social assessment. It
seemsthat neuroscience has proved thetruth of Chaucer's assertion.

Another method for making ashort-cut in the decision-making processisto assume
ananswer thenlook for evidenceto support or refutetheassumption. Thisapproachis
thebasisdf thescientific method, also known asthe hypothetico-deductivemethod,
first proposed by Karl Popper (1902-1994) along with his FalsifiabilityPrinciple. The
hypothetico-deductive method begins with the postulation of a hypothesis (an
educated guessthat explainssome phenomenon), fromwhich can bededuced certain
explicit, observabl e predictions. The researcher then provesor teststhishypothesis
through prediction and experimentation. Observations which run contrary to those
predicted are taken as evidence against the hypothesis; observations which arein
agreement with those predicted are taken as corroborating the hypothesis. After
gatheringinitial evidencethe hypothesisshould be modifiedto beableto account for
al theobservations, and new experiments should be devel oped to test the improved
hypothesis. When sufficient tests have been undertaken to provethe hypothesis, it
may be accorded the statusof atheory (ascientifically acceptable principle which
explainsavast body of facts, and issupported by an overwhel mingbody of evidence).

Popper's Fal sifiability Principlestatesthat it isimpossibleto provesomethingtrue;
rather itisonly possiblewith certainty to provethat somethingisfase. For example, al
theevidenceso far may suggest that theeffect of gravity makessomething goverticaly
downwardswhenitisdropped, as predicted by gravitational theory. But we cannot be
surethat thisisalwaystrue; it would only take oneinstance of somethinggoingina
differentdirectionto disprovethe hypothesis.
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Thescientificmethod only workswhen thereisgenuineexperimentationwhichis
opento the possibility of falsifyingtheinitial hypothesis. There are many examples
where enthusi astic scientists have chosen to record or publish only that datawhich
supportstheir preconceptiond 'the right answer', leading to theorieswhich havel ater
been demonstrated to befa seascontrary evidencecomestolight,and such practiceis
rightly condemned asunscientific.

A similar effect can occur subconsciously when people haveto make decisions
under conditionsof uncertainty. Inthismore general case, thesourced biasiscalled
the confirmationtrap. Here the person facing an uncertain situation subconsciously
brings a pre-existing judgement to the task of ng the level of risk. The
preconception may be based on prior experience, or may result from oned the other
heuri sticsmentioned above, or may beanirrati onal assumption. Whatever thesource,
the individual approaches the new uncertain situation with a feeling of some
familiarity. Thisheuristicissometimesa so known asthecorollarysyndrome,sincea
prior decision has been madefromwhich supporting evidenceseemstofollow.

Thedescriptionsdf other heuristicsaboveindicatethat eachisashort-cut to assist
in nguncertainty by reducingtheamount of datathat hasto beconsidered. The
confirmation trap heuristic hasthe same effect, but operatesin a different way to
reduce the dataset. When this heuristicisin operation, any contrary evidencewhich
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Figure4.4 Theconfirmationtrap
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doesnot fit apre-formed explanationisrejected or forced tofit, whileadll confirming
evidence which is consistent with or supportive of the preferred explanation is
accepted uncriticallyand givenfull weight in the decision-making process. Figure4.4
illustratesthe effect o this perceptual block in reducingthe data beingconsidered by
theobserver.

Examples of the confirmation trap in operation include the approach of
experienced engineers to new projects. Confidencein their track record of solving
technical problemson past projectscan lead to an under-assessment of the degreedof
risk whereinnovation isrequired. The confirmation trap resultsin unduefocuson
those partsdf the new project which aresimilar to previousexperienceandwhich are
wdl understood, confirming the view that this new project is'just likeal therest'.
Dissmilaritiesareoftenignored or dismissedasminor details. Similar judgementscan
be made by general management facing organizational change or during the due
diligence processin merger and acquisition activities. Subconsciousrelianceonapre-
formedpositionresultsinfailureto consider dl theavailabledata.

Theresult of theconfirmationtrapisto increaseconfidencein judgementsmade
under conditionsdf uncertainty. O coursethe assessment of the uncertain situation
could be biased towardseither pessimismor optimism, dependingon the nature o
thesubconscioudy-held prior position, but the confirmationtrap | eadstheindividual
to associategreater certainty to their judgement than should bethecase.

The operation of this heuristic is therefore often demonstrated by confident
assessmentsdf theleve of uncertainty associated with agiven situation. Thisislikely
to lead to a more risk-seeking attitude than might normally be adopted, sincethe
situationisperceivedaslessrisky.

Aswith the other individual heuristics, thesolutionto the confirmationtrapisto
involve others in the decision-making process and to make the underlying
assumptionsexplicitwherever possible.

UNDERSTANDING INDIVIDUAL HEURISTICS

Thestudy of heuristicsisan activearead research withwideapplicabilityinanumber
o fields. Heretheconcernisspecifically about how heuristicsinfluenceindividual risk
attitudes. Chapter 3 hasdefined risk attitude asa'chosen responseto perception of
significant uncertainty', and one of the key questionsishow to determinewhether
uncertainty issignificant and in what way. This chapter has shown that heuristics
operate precisaly in the area o significant uncertainty, offeringshort-cut rules of
thumb to individualstryingto assesstheleve of risk associated with an uncertain
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situation. As a result heuristics have a direct effect on individual risk attitude,
influencingthe chosen response based on subconsciousframesdf reference.

Heuristics have a number of common features. For exampleevery heuristicisan
attempt to simplify the decision-making process, to offer ashort-cut by reducing the
amount of datato be considered, tolead theindividual more rapidly to asolution.
However, the most important common characteristic of heuristicsisthefact that they
operate subconsciously, and aretherefore not actively selected or controlled by the
individual . Asaresult there neither can be nor should beany blameattached to biases
resultingfrom heuristics.

Thediscussion abovehasconcentrated on four of the most common subconscious
sourcesof biasaffectingindividualswhen they face uncertain situations, and several
other individual heuristics have been identified and discussed in the literature.
Treating each heuristic separately allowsafocus on the specific causes of biasand
improves understanding of how each particular influence operates. However, it is
important to realize that heuristics do not usualy act in isolation. Any individual
facinga particular uncertain situation and trying to determine the appropriate risk
attitude will be influenced by several heuristics at the sametime. For examplethe
representati veness heuri stic may suggest a prior experiencewhich mightformauseful
starting-point for understanding the new situation, then the confirmation trap could
act asafilter onwhat evidenceisconsidered, withtheavail ability heuristicresultingin
over-emphasison particular data points.

Whilethediscussion of sourcesaof subconsciousindividual biasmay beinteresting,
two further stepsarerequired. Firstly it isimportant to recognizethat heuristics also
operatetoinfluencegroupsat variouslevels,and thisisaddressed inthe next chapter.
But secondly, whether for individual sor groups, theimportant questionishow these
might be overcome. Of course awarenessdf theexistenceand operationdof heuristicsis
an essential first step, but diagnosisisthe not the same as cure. Part 3details the
insights offered by emotional intelligence and emotional literacy, relating to both
individuals and groups, leading to Part 4 where these insights are applied to the
challengedf managing risk attitudes.



CHAPTERS

Group Risk Attitudesand
Heuristics

Havingaddressed the influences of subconscious heuristicson risk attitudes adopted
by individuals, it is now possible to consider the situation with groups. Here the
proverbistruethat "'Thewholeisgreater than thesum of its parts, sincethe behaviour
of groupsisinfluenced by morethan just their constituentindividuals.

In addition to their business relationships, individuals are members of awide
range of non-work groups, including families, friendships, clubs, local communities,
nations, social interest groupsand so on (seeFigurel.2). Individualsin businessare
also organized into various groups, such as teams, committees, departments,
functional communities, professional associations, divisions, companies, corpor-
ations, partnerships, alliances and so on. While each group, whether business or
otherwise, hasadistinct set of beliefsand behaviours which formsitsculture, the
scope of the discussion in this chapter islimited to groups relevant to business. A
significant exception is nations, since there are indications that national
characteristics may influence group attitudes towards risk, and thisisal so covered
later inthischapter.

All groups are made up of individuals, and it is therefore inevitable that a
significant factor in group risk attitudeswill be some composite function of therisk
attitudesdf individual sinthegroup - but thisdoesnot entirely define how a particular
group will respond or react to uncertainty. Simple examination of the behaviour of
groups clearly shows that groups display distinct risk attitudes, which are chosen
responses to significant uncertainty adopted by the whole group, and which can
sometimes bedirectly contrary to the preferred risk attitudes of some or even most of
theindividualsmakingup thegroup.

Similarlytheinfluenceson corporate risk attitudeinclude the combined operation
o individual heuristics, but there are also covert factorswhich operate specificallyat
group level to influence the response to uncertainty adopted by the whole group.
Influencesonindividual risk attitudes have already been discussed in Chapter 4, and
thischapter considerstheeffect of heuristicson group risk attitude.
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UNDERSTANDING GROUP RISK CULTURE

In the same way that individuals have an attitude to risk which affects their
participationin the risk process, groupsalso havea'risk culture' which affectsthe
preferred approach to dealing with uncertainty. While the area of individual risk
attitude has been well characterized and understood, the parallel issuesrelating to
group risk culture are less wel recognized, particularly in relation to business
organizations.It isoften not readilyaccepted that an organi zation can haveadistinctly
defined approach to uncertainty, or that it ispossiblefor thisto be determined and
modifiedin asimilar way asindividual risk attitudes. Thisispartly driven by thewider
discussionover whether an organizationasan entity can havea'company culture' or
display 'organizational psychology' or 'corporate behaviour'.

Thedefinition of cultureas'the total of theshared bdiefs, valuesand knowledged
agroup of peoplewithacommon purpose' indicates both an individua dimension
and a corporate dimension. The culture of the group isdetermined in part by the
peoplewho make up the group, but thereare al so other elementswhich arisefromthe
groupasawhole.

Specificallyinthearenad approachestorisk, it seemsclear that agroup can adopt
adistinct risk attitude or chosen response to significant uncertainty. At the simplest
level, organizations and other groups can be divided into the same categories as
individuals,on aspectrum from risk-aversethrough risk-tolerantand risk-neutral to
risk-seeking (seeFigure3.5).A ranged organizational risk culturesare possible, at one
extremeleadingtoaversionto risk, or even hogtility in some cases: We don't haverisk
inour projects- we’re professionals/engineers/scientists ...’ Thisdenial resultsin
important risksbeingignored, and decisions being taken without cognizanced the
associated threatsand opportunities. At the other end of the scaleisthe risk-seeking
organization, and some may even become risk-addicted. A gung-ho attitudeto risk
will inevitablylead to disaster when the amount of risk exposuretaken on exceedsthe
organi zation'sability to manageit.

Therearesevera overt factorswhich drivethe risk attitude of an organization,the
most obviousof which isitsindustry sector. For examplerisk-aversiontypically may
be displayed by providers of banking and financial services, nuclear and energy
sectors, and government departments. Risk-seeking organizations might include
venture capital companies, the pharmaceutical and biotech sector, or marketing
agencies, aswell assmall entrepreneursand start-ups. The effect of these explicit
driversd risk attitude iseasy toidentify, and it can therefore be taken into account
when monitoring the approach to uncertainty adopted by organizations in each
industry sector.

Lesseasy toidentify, however, areheuristicswhich affect corporaterisk attitudein
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ahidden manner. Theseare underlying innate paradigms deep within the organiz-
ational psyche (thatisthey are 'subconscious' to the group), and often individual
managersor decision-makers are unaware of their existenceor influence. The most
common corporate risk heuristics relate to group dynamics which operate when
makingdecisionsunder conditionsd uncertainty,including:

@ 'groupthink’ —membersof acohesivegroup prefer unanimity and suppress
dissent;

® 'the MosesFactor' — aninfluential person'srisk attitude isadopted against
the personal preferencesa’ group members;

a 'cultural conformity’ - making decisions which match the perceived
organizational ethosor cultural norms;

¢ 'risky shift' - the tendency of a group to be more risk-seeking than its
constituent individuas,

e 'cautious shift' - theopposite o 'risky shift', when the group becomesmore
risk-aversethanitsindividual members.

Thefollowingsectionsin this chapter address each of these group heuristicsin turn,
providing definitions and examples of their influence on group risk attitudes. Itis
important to notethat these group heuristicsoftendo not occurinisolation, and there
may beareinforcingor causal rel ationshi pbetweenthem. Whilethisisnot awaysthe
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Figure 5.1 Groupheuristicspossibleinterrel ationships
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case, and any one heuristic can exist alone, one mightimagineasituation wherethe
influenced acharismaticleader (theMosesFactor) leadsto adesireto toethe party
line (cultural conformity),whichin turn resultsin the group adoptinga moreextreme
positionthanindividual smight wish (riskyor cauti ousshift),at which point thegroup
becomeslocked into the consensus(groupthink). Thispossiblesequenceisillustrated
inFigureb.1.

Thereisa soanother important factor which can influencecorporaterisk culture
in addition to group heuristics, namely the prevailingrisk culture o thesociety in
which the organization exists. In the same way that organizations can display a
coherent risk attitude, soit is possibleto definea preferred approach to risk withina
given national or social setting. Thisisa sodiscussedtowardstheend of thischapter.

THE GROUPTHINK HEURISTIC

'So we've all agreed to approve this strategic three-year plan to expand our
business into China by merging with our key competitor and introducing a
new product line through the office which we'll establish next month in
Shanghai. At this late stage are there any dissenters, does anyone want to
voice any last-minute concems, this is your final chance to say what you think
-no?Sit's agreedthen, let's doit ...

Groupthink isamoded thinkingthat peopleengageinwhenthey aredeeply involved
in a cohesive group, when the members' strivings for unanimity override their
motivationto redlistically apprai seaternative coursesof action. Theterm wasfirst
coined by psychol ogistI rvingJani s(1918-1990) following the notori ous1959-61 Bay of
Pigsfiasco, when members of the US Kennedy administration al agreed with the
apparent consensusto invadeCubawhileprivately holdingseriousreservations.

Sinceitsorigina definition, use o theterm groupthink hasevolvedto describea
subconscious factor which blinds group members to the existence of alternative
optionsdifferent from the group consensus. Thisisdifferent from the original Bay of
Fgssituation,wherepartici pantsknowingly suppressedtheir dissent.

Groupthink in the current understanding is therefore characterized by a
subconscious desire on the part of group members to avoid confrontation, and to
protect whatever consensushas been reached, not to 'speak out of turn’. Whiledesire
for consensusisalaudableaim, it can lead to suppression of dissentingopinionsand
failureto consider risksopenly and appropriately. If it appearsthat thegroup hasa
settled opinion or judgement on the matter being considered, individualswith a
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contrary opinionwill experienceacovert senseof pressureto conformto the majority
view, seekingsafety in numbers. Expressing doubtsor concernsisviewedasasign of
not belonging to the group, which isapowerful motivator especially where the group
isparticularly eshesive. Inthesame ‘way, being part o thein-crowd providesasensedf
invulnegbility through shared responsibility and accountability,sincetheindividual
cannot beblamedfor thedecisiond thewholegroup.

These strong influences usually of:erate below the level of consciousness of
individual sor the group, leadingto silent sel f-censorshi pwhich may be hidden from
thosewhoit affectsthe most. Andsinceal membersdf acohesivegroup arelikelyto be
affected by groupthink to agreater or lesser degree, thereisoften no one present to
offer achallengeor ask pointed questionsto test the conclusionsd thegroup.

Whilegroupthink exertsamajor influenceover all aspects of decision-making, it
has a particular effect on the risk attitude of a group. When facing an uncertain
situationthedynamicsaf the group may initially lead eachindividual to bereluctantto
express their opinion. In these circumstancesit is likely to be difficult to reach a
consensuson the appropriate responseto uncertainty, and the group may strugglein
the decision-making process. Asaresult, when progressappearsto be madetowardsa
settled view, the pressure agai nst dissent increases, and the closer thegroup getstoa
decisionthegreater isthe tendency to mai ntai n consensus. And whatever risk attitude
isprevailing at the time that consensus is reached will tend to be the risk attitude
adopted by the groupand protected as'the right approach'.

Thismeansthat groupthinktendsto operate most powerfully towardstheend o a
deci sion-makingprocess, or when some progresshas been madetowardsestablishing
consensusonapreferred risk attitude in responseto agiven uncertain situation. There
isanumber of other heuristicswhich might comeinto play before groupthink and
which determine what that preferred risk attitude might be. Theseinclude the so-
calledMasssFactor, cultural conformity,and risky and cautiousshifts, each of whichis
coveredinthefollowingsections.

THE MOSES FACTOR

'If that's what Jack wants, then that's what Jackwill get.' 'Who's Jack? "Well
he is the boss, but he has lots of experience and knows what he's talking
about. And he's areally nice guy, though you wouldn't like him when he's
Cross.

Another key source of influence can be identified, which isrelated to the cultural
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conformity heuristic, but instead of followingthe prevailing styleor ethos of the group
or organization,thisheuristicisfocused around a person. Named after Moses(though
other inspirational leaders could be substituted, such as Mandela, Montgomery,
Kennedy or Ghandi), the Moses Factor heuristic operates when the group
subconsciously follows the example of a charismatic person and adopts their
preferred risk attitude even when it may contradict the personal preferences o
individual group members. The person exerting this influence is often the group
leader or asenior manager in the organi zation,though thisis not dwaysthe case.

It isimportant to recognizethat individualscan exercisedifferent formsof power,
each of which can resultin thistyped influenceover the group's chosen risk attitude.
Fvesourcesdf power can bedistinguished, namely:

e Referent power. Thisis based on the personality of theindividual, whois
regarded asarole model by others. Itisthe strongest sourced power sinceit
derivesfromwho the personisin themselves, rather than what they do or
how they perform. Followersseek to identify with a person demonstrating
referent power, choosingtofollow based on trust and respect.

o Expert power. Based on knowledgeand expertisein arelevant domain, the
person exercisespower and influence over others through demonstrating
technical competence and specialized skill. Many senior managers in
organizations have been promoted from functional roles where they
excelled, and can retain thisreputation evenwhenthey nolonger operatein
thetechnical domain.

e Reward power.Leadersoften havetheability to meet the needsof othersina
variety of ways, including financial, emotional, professional, statusand so
on. Rewardsshould begivenwhich arevalued by recipients, and inreturnfor
recognized performance, rather than as bribes to produce desired
behaviour. Peoplewill often defer to someonein recognitiondf their ability
todeliver such rewards.

e Coercive power. Thisisafear-basedsourcedf power, recognizingthat leaders
canimposesanctionson othersin thegroupif theyfail tocomply. Whilethis
may beeffectivein theshort termitisultimately theleast effectiveinfluence
sinceit leadsto resentment and lack of motivation. Coercive power isthe
opposite of reward power, relying on a desire to avoid negative
consequences.

e Legitimate power. Thisderivesfrom theformal position of theleader inthe
group or organi zation,which givesrightful authority to makedecisionsand
impose policy and direction. Asasource of power, however, it may bewesk
sincepeoplemay respect the position but not the person.
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Thestrength o each of these sourcesdf power will vary depending on the prevailing
cultured the organization,and can a so beinfluencedby national characteristics(see
below). It is, however,important to recognizethat peopleexert influenceover others
throughavariety o mechanisms,and oftenacombinationaf theabovefactorsmay be
inoperationat thesametime.

Intermsdf itseffect on group risk attitudes, the M osesFactor may result from any
oneor severa o the sources of power outlined above, but aswith al heuristicsit
functionscovertly.Asaresult, groupscan besubtly influenced to adopt an approach
to risk which may seem counter intuitiveto itsindividual members. And theinfluence
o thekey person may be unintentional, rather than representing an overt attempt to
manipulate the group. Indeed the Moses Factor can lead to agroup's risk attitude
beinginfluencedby someonewith power whoisnot theformal or officid groupleader
or who does not have organizational position or status. Thisisparticularly the case
wherethe main activefactor isreferent or expert power, which isoften exercised by
admired or respected peoplewith noformal position.

TheMosesFactor can influencerisk attitudestowardseither risk-seeking or risk-
aversion, depending on the perceivedrisk attitude of the person exercisingthe power.
Theword'perceived' isimportant here, asthe heuristicresultsinthegrouptendingto
adopt therisk attitude which they think the influential person hol ds- but they may be
mistaken. Thisheuristicis best overcome through disclosure, with al key players
making their preferredrisk attitude explicit, followed by astated intention to treat all
viewsaseqguallyvalid, and acommitment to reach atrue group consensus not driven
unduly by the positiond one person.

THE CULTURAL CONFORMITY HEURISTIC

'You're the new team aren't you, brought in from headquartersto improve
our procurement process. | can tell, dl that enthusiasm and energy - you
obviously have no idea of the way we do things round here. Just sow down
and gowith theflow. | giveit 9x months, then youll be just liketherest o us'

When agroup hasto deal withanovel or uncertain situation and isseekingguidance
onthe appropriate way to respond, referenceis often madeto previousexperience
within thegroup or itswider context. Whilethisisanimportant part of the rational

decision-makingprocess, and it isclearly important tolearnfrom the past, itisdl too
easy for the organizational context to exert an undue and hiddeninfluenceon agroup
facinguncertainty. In thiscase the group can be subject to the cultural conformity
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heuristic, which biases the group towards making decisions which match the
perceived ethosor styled the organizationat large, thus producing outcomeswhich
arecompliant with theaccepted organi zationalsocial and cultural norms.

Inthiscase, if thegroup perceivesthe wider organizationto be unwillingor unable
to accept thelevel of risk associated with the current situation under consideration,
therisk attitude of the groupwill tend to be morerisk-aversethan it would have been
without such a perception. Theoppositeistrue, withincreased risk-seekingresulting
from a perception that thelevel o current risk exposureis belowtherisk threshold or
risk appetite of theorganization.

A powerful influence on the direction of the cultural conformity heuristic can
result from the presence of astrong leader, whose views are taken by the group as
defining the prevailing culture to which they should conform. If this occurs, it
represents the interaction between the Moses Factor and the cultural conformity
heuristics (seeFigures5.1), and the reinforcing effect of the two together can bevery
strongininfluencinggroup behaviour.

Cultural conformityisdescribed as a heuristic becauseit isa subconsciousshort-
cut to assist decision-making when uncertain. Consequently cultural conformity
operatescovertly, affectingthe adopted group risk attitude without the group being
awared itsexistence. Itsprimary danger isin reinforcingthe perceived risk attitude of
the wider organi zation, making it difficult for the organi zationto devel op or evolveto
meet new challenges. Cultural conformity ensures persistence of the legacy risk
attitude, preventing theflexibility and agility which organizationsneed in order to
respond to the constant changes in their environment. Further to this, cultural
conformity maintainsthe perceived risk attitude, which may besignificantly different
from the actual risk attitude, or the risk attitude required or desired by the
organization'sleaders.

Despiteits powerful influence over groupswithin alarger organization, cultural
conformityisrelatively simpleto diagnoseand treat, sincethe outcomesrarely result
in significant changesor dramatic developments. Intermsof the effect on group risk
attitudes, the cultural conformity heuristic produces pressure for 'no change',
characterized by the statement 'If it ain't broke, don't fix it’, and 'Weve been doingit
thisway for generations-why changenoa? Thistendsto produce moreconservative
risk-averse attitudes in most situations, unless the prevailing corporate culture is
dready particularly risk-seeking.
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THE RISKY SHIFT AND CAUTIOUS SHIFT HEURISTICS

Parentsdf teenagers often wonder how their child can be so wel behaved at
home but get into trouble when out with friends. Somehow it's different
when they're in a group - they do things together that they would never
dream of doing on their own. It only takes one or two troublemakersfor the
whole grouptoend up doing mischief.

Evidencethat arisky shiftisoccurring can be seen when agroup adoptsacorporate
risk attitude which ismore risk-seeking than would be suggested or expectedfrom the
stance o itsconstituent individuals. Thuseven though the clear majority of group
membersmay personally hold arisk attitude withinaparti cular rangeon the spectrum
(seeFigures.2), the effect of the risky shift isfor the group to adopt arisk attitude
shifted towardsthe risk-seekingend o the spectrum (thatistotherightin Figures.2).
Thiscan bedriven by alack of individual accountability, so that group membersare
less concerned about taking risks for which they will not be held personally
answerable, and hence are more relaxed about alowingthe groupto takeon alevel o
risk exposurewhichishigher than their personal risk acceptance threshold. Another
common influence causing risky shift isthe effect of group dynamics, where the
perspectived someindividuals carriesmoreweightin the group than others. Inthis
case if those group members who hold risk-seeking positions are more vocal and
persuasivethan others, or if they hold powerful positionsdf seniority or influence, they
can draw the group towardsadoptingtheir position.

Extreme
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JoA8] HOJWIOD
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Zero

Response to uncertainty
Auieusoun o) ssuodsay

Discomfort level

Figure5.2 Riskyshiftand cautiousshift heuristics



76 UNDERSTANDING AND MANAGING RISK ATTITUDE

Cautiousshiftisthe opposite d risky shift, when the overall risk attitude adopted
by the group becomes more conservative than the attitudes held by its individual
members. Thisisevidenced by agroup position shifted towardsthe risk-averseend of
the spectrum (thatis, to theleftin Figure5.2). Therearea soavariety of driverswhich
can result in acautiousshift. Severa of these arethe converse of risky shift drivers,
such asan over-emphasi sin the group on personal accountability, or influential group
memberswho are themselvesrisk-averse.|n addition to thesefactors, a cauti ousshift
can occur if nooneinthegroupis prepared to take responsibility for risk-taking, or if
thegrouptendsto amiddlecourseas part of the consensus-seekingprocess.

It should be noted that aswith other heuristics, both risky shift and cautiousshift
are hidden influenceswhich operatein the 'corporate subconscious'. They are not the
sameasarational decision-making process during which agroup movestowardsa
shared position based on explicit consideration of all the options. It is of course
perfectly possibleand proper for agroupto determinethat itsattitude towardsagiven
uncertain situation should beeither risk-seeking or risk-averse. If thisisdonethrough
anopen processthereisno problem. Thedifficulty ariseswhen thefinal positiontaken
by agroup hasbeen affected by hidden influencesd whichit wasunaware, sincethe
final position may be materialydifferentfrom the natural outcomethat would have
been reachedin theabsenced theseheuristics.

The main common feature of these two heuristicsisthe tendency of agroup to
adopt positionswhich aremore extremethan the averageposition o its constituent
members. They aresometimesalso described asa'vicious cycle (riskyshift) and a
'virtuous cycle' (cautiousshift), though these labels betray a presupposition that a
risk-seeking approachisinherently bad or dangerous ('vicious),and risk-avoidanceis
adways a good option (‘virtuous) - which are not necessarily the case under al
circumstances. However, the use d the‘cycle’ image (sometimesalsoreferredtoasa
circleor spiral) reflectsthefact that both risky shift and cautious shift are progressive
influenceswhich develop incremental ly during the functioning of agroup. Whilethe
initial tendency towards a particular direction of bias may in itself be amost
imperceptible, if left unaddressed the effect can gather momentum and lead
inexorably towards a biased outcome. If, however, the existence of one of these
heuristics can be recognized and exposed early in the functioning o the group,
counter-measurescan be put in placeto stop further movement up or downthecycle,
resulting in agroup risk attitudewhich properly reflectsthe risk exposure actually
being faced. Thisillustratestheideathat 'behaviour breedsbehaviour', with the risky
and cautiousshiftsleadi ngto extreme behaviour unlessthe cycleisinterrupted, which
requires an active choice to adopt an appropriate risk attitude rather than the one
suggested by thegroup dynamics.
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THE INFLUENCE OF NATIONAL CULTURE

This chapter has so far addressed group dynamics factors which influence the
approach to risk adopted by groups, concentrating on those hidden heuristics which
bias group culture. Thereis, however, another significant sourceof influence which
may have a marked effect on how a group viewsrisk and uncertainty. Thisisthe
national context within which the group operates. All organizations exist within a
particular nation, and many are multinational or transnational. Thosecompanieswith
business unitsin severa countries often comment on the differentwaysadf workingin
thevariouslocations. Similarly, differencesin national culture areimportant issuesto
be addressed during mergersand acquisitions, or when companiesofferproductsand
servicesin other countries.

Theincreasinglyglobal natureof businesstoday meansthat thisfactor needsto be
considered in avariety of contexts, including theapproach adopted to risk. Whilea
number of organizations offer cross-cultural training and support to clients, the
research on national cultural characteristics towards risk islimited. This section
summarizes the main research conclusions and indicates the extent to which any
contributionmade by national context to corporate risk culture should beconsidered.

Seminal research by Geert Hof stede (1928-) in the 1980s explored a number of
characteristics of culture acrossawiderangeof countries, by conducting asurvey of
over 116 000 IBM employeesacrossitsglobal organizationin order toidentify those
factorsdf national culturewhich differentiate one nation from others. Thiswork has
continued and been updated in recent years (for example extending thesurveysto
include former Eastern bloc countries), with the current dataset now comprising over
140000 people.

Hofstede summarized hisresearchinto fiveindependent dimensions of national
cultural differences, whichhedefinesasfollows:

® Power distance - the extent to which the less powerful members of
organi zations and institutions accept and expect that power isdistributed
unequally.

o Individualism or collectivism-thedegreetowhichindividual sareintegrated
intogroups.

o Masculinity or femininity- thedistribution of roles between the genders,
either distinct or overlapping.

e Uncertainty avoidance - the extent to which a culture programmes its
members to feel either uncomfortable or comfortable in unstructured
situations.
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e Timeorientation - attitudesto timeinasocietyintermsof gratificationdf
needs, whether peopleseekinstant sol utionsor are preparedtowait.

Hofstedeasoidentifiedarange o other featuresd national contextwhich can havea
deep effect on the innate or preferred attitude of a national population towards
uncertainty avoidance, and he categorized these under the three headings of
technology,law and religion, each o which can beinterpretedintermsaof agreater or
lesser desireto generatecertainty.

Severd o thefivecultural dimensionscan berelated to the national perceptiondf
risk, but the closestel ementis uncertai ntyavoi dance, indicating how far membersd a
culturefed threatened by uncertain or unknown events, and the degree to which
people therefore seek to avoid uncertainty or ambiguity. Hofstede calculated an
‘uncertainty avoidance index' (UAI) for fifty countries and three regions, and his
origina dataisshownin Table5.1 (togetherwith datafor 'power distanceindex', PDI).
In hisown summary of thisdata, Hofstedestatesthat 'uncertainty avoidancescores
arehigher in Latin countries, in Japanand in German-speaking countries; lower in
Anglo, Nordicand Chineseculturecountries.'

Relatingthisto risk attitude, some have concludedthat a high UAI correspondsto
risk-atersion and low UAI representsrisk-seeking, but morerecently (2001) Hof stede
hasmadeit clear that thisisan oversimplification- thereisnot a positivecorrel ation.
Toquotedirectly, Hofstede states

But uncertai nty avoi dancedoesnot equal risk avoidance... Morethan
toward an escapefrom risk, uncertainty avoidanceleadsto an escape
from ambiguity. Uncertainty-avoiding cultures shun ambiguous
situations. People in such cultures look for structure in their
organizations, institutions and relationships, which makes events
clearly interpretable and predictable. Paradoxically, they are often
preparedtoengagein risky behaviourinorder toreduceambiguities...
Countrieswithweaker uncertai nty avoi dancetendenciesdemonstrate
alower sense of urgency... In such countries not only familiar but
unfamiliarrisksareaccepted.

Uncertainty avoidance in Hofstede's terms represents the extent to which people
prefer to avoid uncertainty through their actionsand choices, or put conversely, UAI
indicatesthedegreeto which peopledesirecertainty. Peoplewith high UAI put ahigh
value on certainty, and this will lead them to take action to address and reduce
uncertainty, in order to increase their comfort level. However, this may resultin
responseswhich are either risk-seeking or risk-averse.Somemay be prepared to take
inappropriate actionswhich increase their risk exposureas part of their search for
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Table5.1 UAland PDI databy country/region (fromHofstede, 1982)

Country Code UAlscore PDlscore
Greece GRE 112 60
Portugal POR 104 63
Guatemala GUA 101 95
Uruguay URU 100 61
Belgium BEL 94 65
Salvador SAL 94 66
Japan JPN 92 54
Yugoslavia YUG 88 76
Peru PER 87 64
France FRA 86 68
Chile CHI 86 63
Spain SPA 86 57
CostaRica COS 86 35
Panama PAN 86 95
Argentina ARG 86 49
Turkey TUR 85 66
South Korea KOR 85 60
Mexico MEX 82 81
Israel ISR 81 13
Colombia COL 80 67
Venezuela VEN 76 81
Brazil BRA 76 69
Italy ITA 75 50
Pakistan PAK 70 55
Austria AUT 70 11
Taiwan TAI 69 58
Arab countries ARA 68 80
Equador EQU 67 78
Germany GER 65 35
Thailand THA 64 64
Iran IRA 59 58
Finland FIN 59 33
Switzerland SWi 58 34
West Africa WAF 54 77
Netherlands NET 53 38
East Africa EAF 52 64
Australia AUZ 51 36
Norway NOR 50 31
South Africa SAF 49 49
New Zealand NZL 49 22
Indonesia IDO 48 78
Canada CAN 48 39
USA USA 46 40
Philippines PHI 44 94
India IND 40 77
Malaysia MAL 36 104
Great Britain GBR 35 a5
Ireland IRE 35 28
Hong Kong HOK 29 68
Sweden SWE 29 3
Denmark DEN 23 18
Jamaica JAM 13 45

Singapore SIN 8 74
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certainty,whichiseffectively arisk-seeking response. Othersmay over-react in their
attemptsto reduce uncertai nty and becomerisk-averse. Peoplewith low uncertainty
avoidanceare comfortablewith not knowing, and therefore are not highly motivated
to addressor resolve uncertainty. Thiscan lead them to adopt a position wherethey
recognizerisk but do not feel the need to act (risk-seeking), or wherethey are not
prepared tolook for riskin casethey find it (risk-averse).

In his origina 1980s publications, Hofstede identified a group o high UAI
countrieswith ahigher anxiety level, concerned about thefuture, driven by fear of
failure,committed to hierarchical structures, resi stingchangeand seeking consensus.
This group includes what Hofstede called the ‘'Latin cluster’, containing Italy,
V enezuel a, Colombia, Mexico and Argentina. On the other hand, low UAI countries
appear to have alower anxiety leve, be preparedto takelifeaday at atime, aredriven
by hoped success, prepared to bypasshi erarchywherejustified, prepared to embrace
change, and recognizethe value o competition and conflict. Theso-called '‘Anglo
cluster' match these characteristics, including Great Britain, USA, Canada, Ireland,
Australia,New Zealand, South Africaand India

O courseit would be a mistaketo consider only uncertainty avoidancewhen
seekingto understand influenceson national risk culture. The other dimensions
identified by Hofstedeareal so rel evant here. For examplepower distanceaffectsthe
degreeto which peoplein agiven national culturewill feel freetoidentify risks, and
a soinfluencestheextent o risk-taking by individual sand groups. Hofstedeexamined
interrel ationshi psbetween thevariousdimensionsand found a positivecorrel ation
between power distance and uncertainty avoidance, as illustrated in Figure 5.3
(plottingdatafrom Table5.1). Taken acrossd| 53datapoints, thecorrel ation between
PDI and UAI isnot strong (R = 0.23, that isjust below the 0.05 leve of significance,
shown by thesolid linesin Figure5.3) suggestingthat power distanceand uncertainty
avoidance are independent. However, when Asian, South American and African
countriesare excluded, PDI-UAI correl ation for European and westerncountriesis
much stronger (R = 0.78, dotted linesin Figure5.3), resultingfrom the influence of
their shared cultural heritage. Other similar correlations exist and these must be
consideredfor afull understanding o thefactorsinfluencingnational risk culture.

There have been some criticismsof Hofstede's origina work, which need to be
taken into account when considering how much weight should be given to his
conclusions. Fivemagjor criticismsareoutlined bel ow

® The first caution arises from the limited dataset used by Hofstede to
determinenational cultural characteristics. For example, calculationd UAI
was based on responsesto only three diagnosticquestions. These covered
thefollowing:
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PDI score

UAI score

Figure 5.3 Correlatingpower distanceindex (PDI) and uncertainty avoidance
index (UAI) (fromHof stede, 2001)

- rule orientation ('Company rules should not be broken even when the
employeethinksit isinthe company's best interests.") with answersona
5-point scalefromstrongly agreeto strongly disagree;

- employment stability ("Howlong do you think you will continueworking
for thiscompany?) with possible answers of <2 years, 2-5 years, >5 years
but beforeretirement,and until retirement;

- stress ('How often do you feel nervousor tense at work?) with a 5-point
scalefromalways to never.

While Hofstedegivesadetailed rationale on how responsesto thesethree
questions can beinterpreted to giveinsightsinto theunderlyingapproach to
uncertainty, some haveargued that thelimited empirical database may have
resulted in oversimplifiedinferencesthat may perhaps go beyond what the
datacan support. Itis, however, creditable that Hof stede has exposed the
sourcedf hisdatato allowindependent verification and traceability.

o A second weakness of Hofstede's work istheaged thedata, sinceit was
based on a survey undertaken from 1968 and 1970, and societies have
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changed dramatically since then (although it can be argued that the
underlyingcultural characteristicsd anationchangemoredowlyasaresult
of that nation's 'deep history"). Some of Hofstede's conclusions are
consistent with other later work, but there hasbeen no confirmatory study
whichisdirectly comparablein scope or scale. (Forexamplerecent studies
by Trompenaars on national cultural characteristics have been based on
over 20000 questionnaires, but theinterpretation of thisdataissomewhat
anecdotal without aclear underlyingconceptual or theoretical framework.)
Since Hofstede's conclusionsare based on the original data of which some
areamost 30yearsold, theoriginal interpretationsmay nolonger bevdidin
thelight of recentglobal and societal changes.

Afurther limitationisthefact that Hofstede's original work wasdoneadl in
onelarge multinational company (IBM) in an attempt to focus the work
entirely on national cultural differences and screen out influences of
differing organizational culture. This probably skewed thedata but in away
whichishardtoidentify and correctfor.

Someequate the conclusionsd thework by Hofstedeand otherson national
culture to simplistic stereotyping, leading to bias, prejudice and
discrimination. While stereotyping isthe basis of the representativeness
heuristic discussed in Chapter 4, it is nevertheless a useful short-cut to
understanding basic characteristics associated with a definable group.
Stereotyping can providegeneral dataasastarting point for understanding
cultural differences,and isonly negativewhenit isfocusedon anindividual,
without recognizingthat each specificindividual within acultural grouping
will vary fromthegeneral or typical stereotype.

Ladly there is the question of multiculturalism, which has increased
dramatically in recent years as a result of globalization, and as a result
monocultures are less common in either nations or organizations. This
meansthat there is unlikely to be asingle culturewithin agiven country,
athough a mgjority perspective may dominate. Similarly many
organizationsare multinational , operating acrossaranged countries, and
so they arenot subjecttoasingle cultural influence. Although local officesof
multinational corporations often display distinct cultureswhichreflect the
host country, it isless clear whether an overarching corporate cultureis
driven by one or more national influences, for examplethe cultureof the
country which is home to headquarters. As for many countries, most
multinational corporations are not monocultures. Indeed even
organizations operating wholly within asingle country may havevarying
subcultures or micro-cultures in different departments, divisions or
locations.
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Oneof themain criticismsaof work on national cultural differencesisthat it encourages
national stereotypesto beformed. Thiscriticism has been directly addressed by the
recent research of GillesSpony in collaboration with Hofstede. Thishas produced an
integrative management model addressing both personality and cross-cultural

differences, and which can be used for in-depth personal coaching, team
development, organizational change and international working. Spony hascollected
data on work val ues (deep motivationsto work) and communi cation styles (observed
behaviours) of managersin morethan 70 countries. Whileaddressing other factors,
thiswork has confirmed the datafrom the original study undertaken by Hofstede,
showing that a number of aspectsof national culture can bedirectly related to risk
attitudes, and that these can bediagnosed for individual sand groups.

Despite criticismsand some practical limitationsof Hofstede's work on national
characteristics, the theoretical foundation of hiswork holdsfirm and is useful asa
starting point to build understanding of somed theinfluenceson national, corporate
andindividual risk attitudes. Itisclear that an organizationislikely to beinfluenced by
theprevailing culture of the country or countriesinwhich it operates. However, itis
not possiblesimplyto correl ate corporate risk culture with national UAT score, both as
aresult of thelimitations in the uncertainty avoi dance concept, and becausethereis
no one-to-one linkage between UAI and risk attitude. The same is true when
considering possible relationships between Hofstede's other dimensions and
organizational risk culture. The best that can be said is that national character
probably hassomeinfluenceon the risk attitude adopted by an organizationand its
individuals,although theextent and nature df that influenceisnot entirely clear.

This reinforces the key point that it is much more useful to understand risk
attitudes and culture at an individual and team level than at the level of the
organization or nation, although the higher levelsundoubtedly haveaninfluence.

MODIFYING GROUP RISK CULTURE

Driversof therisk attitudesadopted by groups are many and complex, arisingfrom
external influencessuch ashost country UAI, internal pressuressuch asgroup risk
heuristicsand the underlyingrisk attitude characteristic o theorganization'sindustry
sector - aswell asthe contributing effectsdf therisk attitudes of theindividualswho
make up the group. Nevertheless, in the same way that awarenessof individual risk
attitudes opensthe door to their modification, so an organization or group which
understandsits preferred approach to risk and which hasidentifiedthe key influences
on that approach can undertakestepsto modify thecorporate risk culture.

Asfor individual risk attitudes, the existing group risk cultureisnot immutable.
Awarenessisthe necessary first step towards change, and an organization can then
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respond to modify its corporate risk attitude to match the demands of particular
situations. A strategic audit of corporate risk attitude can be undertaken to diagnose
the presenceand strength of variousdriversd risk culture described above, defining
routesto improvement and development as part of an overall change programme.
This might require minor adjustments to the way the business operates, or could
involve a more wideranging organizational redesign, aiming to make the
organization alert and responsive to both upside and downside uncertainty. For
examplewhen facing a recession an organization can adopt appropriaterisk-averse
strategiesto protect the core businesswhile remainingalert to possible expansionor
diversificationopportunitiesthat would demand theability to takerisks.

By understanding its preferred or innate risk attitude and the drivers which
influence it, an organization can make the cultural changes necessary to respond
appropriately to its uncertain environment in order to minimize and avoid threats
whilesimultaneously enhancing and capturing opportunities. A powerful means of
generating the required change is to develop emotional literacy across the
organization, in order to encourage the ability to handle uncertainty positively. The
principles and practice o emotional literacy aredetailed in thefollowing chapters
(Part3), leadingto Rt 4 which appliesthem to the understanding and management
o bothindividual and grouprisk attitudes.



PART 3

Under standing
Emotional Literacy



CHAPTERG6

Emotion-Definitionand
Relevance

Everyoneexperiences emotions throughout their wakingand workingday, and even
when they sleep. Yetliketheterm 'risk’, thereisno singlewidely accepted definition
for what we all experience. All standard dictionaries offer definitions for the term
‘emotion’, from 'disturbance of mind' which suggests something moderately
alarming, to 'mental sensation or state' whichat least beginsto hint that theemotions
that everyone experiences are neither positive nor negative, but are neutral. For
examplethefact that a particular personfeelsfear isonly meaningful in context. If the
fearis preventingthe person from pursuing acourse of action that would be beneficial
for them, theemotionisnegative. Conversaly if thefear ispreventing the person from
doing something dangerousthen the emotion is positive. Emotionsin themselves
have no absolute meaning, their significance is only important in relation to the
objectivesthat peopleseek toachieve.

One dictionary definition defines emotions as 'instinctive feelings that arise
spontaneously rather than through conscious effort, often accompanied by
physiological change'. Suchinstinctivefedingsare not reasoned or logical, but neither
do individuals need to be victims of them. Whilst psychologists may differentiate
between emotions, feelings, moods, temperament and other affectivestates, herethe
term 'emotion’ is used to mean all of those instinctive feelings that are held and
expressed. Further, thisdefinition of the term emotion is used making two central
assumptions:

e Emotions can be recognized, understood, appropriately expressed and
managed.

Peoplecan harnessemotionsto hel p themselvesand otherssucceed.

EMOTION IN THE WORKPLACE

However much peoplemay liketo think that in work situationsthey behavelogicdly,
analysingproblems and makingdecisionsin arational way, therealityisthat emotions
arealwayspresent, influencing behaviour and actions.

In just the same way that some people may feel fear if they need to expressan
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opinioninfront of strangers, othersfeel angrythat people 'say what they think others
want to hear' instead of tellingthe'truth’. Emotionsareat play continually,and people
needto understand and deal withthemin order to betruly effective.

Although many researchers have attempted to categorize emotionsinto asmall
number of basicfeelings towards external stimuli, therich English vocabulary has
many wordsto describe how peoplefed. Some emotions however areso primal that
they aredifficulttoignoreor mask. For exampl eif someonefed sfear,anger or desirein
asituation it can be difficult for them to consciously over-ride the subconscious
tendency to 'go withtheir feding'. Lessemotivewords may be used for thesefeelings,
such asanxious, crossor excited, but theeffectisthesame. Resultant actionsthat occur
asaresult of such emotions may be positiveor negative (that isfearlangerldesire can
beempoweringor debilitating), but it iscertain that they will affect behaviour.

Other emotionsthat peoplefeel arelessprimal and more of asecondary response
to some other situation. For exampleif someonefeels sad, worried, happy, joyful,
guilty or remorseful about asituation, thereisastrong likelihood that the decisions
and actionstaken will reflect theemotional state of the personinvolved, unlessthey
consciously managethem.

Not only do emotionsdrive theactionsof individuals, they al so affect thewider
groupsinwhich peoplework, and viceversa: theemotional stateaof colleaguesaffects
decision-making processesif not acknowledged and managed.

Whilst theworld would bealesser placewithout spontaneity, therouteto effective
decision-making beginswith individual s being cognizant of the emotions that drive
them. Thisawarenessdoes not make theemotion go away, although awarenessand
understanding can enable the choice to change, but it does provide the basis for
harnessing emotionsto produce resultsthat |ead towardsrather than away fromgoals.
Accordingly,itisasserted that If you know yourself, youwon't get intheway (... of
your decision-making processes)', and thisisdirectly relevant to decision-making in
general and effectiverisk management in particular.

THE HISTORY OF EMOTIONAL INTELLIGENCE

Althoughtheterm 'emotional intelligence' hasonly been part of common parlancein
thelast decade, the concept, aswith most things, isnot new.

Theword emotion (likemotivation) hasitsrootsin the Latinverb 'movere', which
means to move. This is consistent with the definition of emotion that links the
instinctivefeelingto physiological state. Psychol ogistsin recent times have observed




EMOTION - DEFINITION AND RELEVANCE 89

that thereisadirect relationship between emotionsand motivational states. But such
alink has been recogni zedfor centuries.

In 400 8¢, the Greek philosopher Socrates (469-399 Bc) argued that itisnecessary to
'know thysdlf to bewise' and that 'the unexamined lifeisnot worth living'. Socrates
went onto statethat 'Every pleasureor pain hasasort of rivet withwhichit fastensthe
soul to the body and pinsit down and makesit corporeal, accepting astruewhatever
thebody certifies.' Thiswasperhapstheearliest published recognitionthat in order to
understand oneself, it isnecessary to understand the physiol ogical effectscaused by
emotions, and aso to recognize the emotional effects when we physiologically
encounter similar situations in future. This link between the psychological and
physiological effect of emotions is shown in Figure 6.1. A key part of emotional
intelligence as described today requires people to understand the subconscious
patternsthey create, and if necessaryto beabletointerrupt or modify them.

Understand | . .
previous Emotions @> PhySfIfOIOtglcaI
experience = errects

co ontst

Co mpe &

Interpret Current Observed
current emotional physiological
experience state )

effects

Figure6.1 Link betweenthe psychologica and physiologicd effectsaf emotion

In 1649, the French philosopher René Descartes (1596-1650) wrote hislast major
book called The Passonsdf the Soul (Les passonsdel'éme), and argued that although
six basichuman emotionsaffect al thethingsthat peopledo, onecan knowwhat they
areand learn how to control them. Thesix basic human emotionslisted by Descartes
werewonder,desire, love, hatred, joyand sadness,asillustrated in Figure6.2.

Descartesclaimed that 'all the others (emotions)are either composed from some
of thesesix or they arespeciesdf them'. LikeSocrates morethan 2000yearsbeforehim,
Descartes stressed the importance of understanding what each of these emotions
[passiong] feelslike, aswdl asrecognizing the physiol ogical causesand effectsin the

body. If thisisdone, heargued that al related emotions could be understood and
managed.
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Behaviour

Figure 62 Descartes Sx passions

Descartesasserted that people can become 'masters of their passions and can
‘control themwith suchskill that theevilswhich they causearequite bearableand can
even becomeasource of joy'. Whilgt it isrecognized today that not dl emotionsare
negative, the central premise posed by Descartesisthat emotionswill drivepeople
whether they want that or not, and thereforeit isbetter to understand and harness
thoseemotionsfor postiverather than negativeeffect.

Inthelast hundred years, many people have become aware o the work of the
psychologist Sigmund Freud (1856-1939) in exposing the influence of the
subconsciousmind, and theterm 'Freudian dip' isnow part of everydaylanguage. Itis
recognized that the subconscious hasamuch greater impact on behaviour than the
rational thought of the consciousmind. However, theapplicationd Freud'sworkin
thebusi nesscontext hasbeenlessclear. Thisisin part becausein the early 1900s, the
study of emotionswasexcluded from scientificpsychology because theintrospective
method used wasdeemed to be biased and subject to distortion. In addition, during
the past century, people began to link successin lifewith atype of power wherea
powerful person wasone with 'nerves of steel' and the capacity to be emotionally
detached and cool. In such aworld emotions are best kept under atight rein. These
viewshavechangedin morerecent yearsand it isrecognized that subjectivestudy into
emotions between peopleisvalid, and that personal power depends on having a
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comfortable relationship with emotions. Emotional intelligence requires that
emotionsbelistened to and expressedin a productiveway.

In 1983, the psychologist Howard Gardner (1943-) first published work to
demonstrate that human beings display intelligence inanumber of different ways,
from the classically understood linguistic and logical-mathematical types of
intelligence, through intrapersonal and interpersonal intelligencesto areassuch as
musical intelligence. Gardner's original work described seven intelligencesasshown
inTable6.1. Thiswork wasground-breakingin raisingawarenessthat different people
learn and demonstrate their intelligencein differentways, and that theclassicview of
intelligence (measured by the intelligence quotient (IQ) and focused on the use of
logical reasoning, rational analysisand spatial orientation to solve problems) was not
thewholestory. In more recent times Gardner has extended histhinking to examine
thevalidity of inclusion of other areas including moral, naturalist and existential
intelligences. Thisdemonstratesthe breadth of application of theterm 'intelligence’
beyond traditional interpretations, and laysthe ground for inclusion of emotional
aspectsof thehuman experienceasanother typedf intelligence.

Table61 Gardner'ssevenintelligences

Linguisticintelligence
Sensitivity to spoken and written language, the ability to learn languages and the capacityto use
language to accomplishcertain goals.

Logical-mathematicalintelligence
Capacity to analyse problems logically, carry out mathematicaloperationsand investigateissues
scientifically.

Musicalintelligence
Skillin the performance, compositionand appreciationof musical patterns.

Bodily-kinaestheticintelligence
Potential for using one's whole body or parts of the body to solve problems or fashionproducts.

Spatialintelligence
Potentialto recognize and manipulatethe patterns of wide space as well as the patterns of more
confinedareas.

Interpersonal intelligence
Capacity to understandthe intentions, motivationsand desires of other people and consequently to
work effectivelywith others.

Intrapersonaintelligence
Capacity to understand one's own desires, fears and capacitiesand to use such information
effectivelyin regulatingone's own life.

Accordinglywhen Peter Salovey and JohnMayer in 1989 formally introduced the
term 'emotional intelligence', it made real senseto people who intuitively already
knew that 1Q wasnot theonly determinant of successin a businesscontext. Many will
have smiled at the caricature df theabsent-minded professor who failsto succeedin
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everyday situationsdespite ahigh Q. Some may al so have observed, perhapswith
some concern if they themselveshave high 1Q and a brilliant academic record, that
many of the peoplewho havesucceeded in businessterms, either asentrepreneursor
leadersdf organizations, may not be particularly intelligent in the classical sense, but
that they havesomethingdsethat enabl estheir success.

Someauthorshaveconcluded that traditional intelligence(asmeasured by 1Qtests
and academic qualificationsin rational subjects) contributes only 20 per cent tothe
success a person can achieve. Theaccuracy o thisestimateisnot important. What
mattersisthat for most peoplein most situati ons, successhappens (orfailsto happen)
inasocial context, that isinvolvingother people.

Whilgt it may be possibleto research, describeand theoreticallysolvea problem by
workingal one, implementing the sol ution usually meansbringingothers alongtoo.
Thereareaplethorad management termsthat could be used to describethisability,
from theintangible'charisma’ through to the moreeclectic'leadership'. Whichever
termispreferred,al requirean ability to handleone's own emotions(intrapersonally)
and those of others (interpersonally); al require emotional intelligence, or ahigh
emotional quotient (EQ) toaugment IQ.

The publishedwork of the psychologist and journalist Daniel Golemanand other
authorshas popularizedtheterm 'emotional intelligence over the past decade. There
isnow awedlth of literaturededicatedto thistheme, and designedto helpindividuals
understand how they can become more emotionally intelligent and thus be more
successfulin attai ningtheir godls.

In somerespects, emotiona intelligenceisa'container term’ and clearly everyone
hassome degreeof emotional intelligencethat has been | earned and devel oped more
or lessintuitively. Thekey questionsare:

@ Howdoesnatural,intuitivebehaviour affect actions?

e How can individuals acknowledge it (at least), and continually and
intentionally devel opit (if they chooseto)?

Thechaptersthat follow explorethe component partsof emotional intelligenceas
formally researched by arange of psychol ogists, sociologistsand anthropol ogists, and
demonstrate what thismeansfor individual sand for groups, particularly related to
decision-making in uncertain situations. Before proceeding, however, it isimportant
to clarify thedifferencebetween emotional intelligenceand another related term -
emotional literacy.
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FROM EMOTIONAL INTELLIGENCE TO EMOTIONAL
LITERACY

The purposed thisdistinctionisnot to argueany particular pedantic point, or tolose
theimportance dof the subject in an argument on jargon. Either term can be used as
long as individuals recognize that their ability to understand and manage their
emotionsisnotinherentlyfixed, butiseminently capabledf devel opment.

Theterm 'intelligence' can be unhel pful when thinkingaof emotional devel opment,
partly becausewesternsocietyin recent timeshasconditioned peopleto think o 1Qas
beinginherited, fixed or stable. However, intelligence has al so recently taken on a
somewhat pejorative connotation, for example in the use d the derivative
‘intelligentsia. By contrast theterm 'literacy’, used predominantlyin an educational
context,impliesaskill that can belearned, nurtured and devel oped.

Sincethe early 1960stheclinical psychol ogistClaudeSteiner (1935-) hasreferred
to emotional literacy when working with individualsin therapy (in response to
addictions) and for personal development. Steiner's work importantly relates
emotional literacyto those'ego-states' that form thecore of Transactional Analysis,
thetechniqueoriginally devel oped by Eric Berne (1910-1970) in the 1950s (seeFigure
6.3 and described in more detail in Chapter 7), and to the concept of givingand
receivingpositive'strokes' that isthe other theoretical foundationd thetransactional
analyticstudy of emotions. Steiner isalong-time teacher o emotional literacy and
workswith peoplewho instinctivelyfee that emotional literacy trainingwill lead to a
loss of control and power in their personal and business lives. When trained in
emotional literacy, these peoplelearnthat it doesnot merely involvean unleashing o
the emotions. It aso involveslearning to understand, manage and control them,
gettingemotionstowork for youinstead o againstyou.

Recording of unquestioned:D
or imposed external events D

Data bank ———————— — Decisions

Recording of feelingsin 3
response to external events

Figure 6.3 Transactional Andyss therational adult getsdatafrom threesources
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Others have picked up on thistheme, including the psychotherapist Susie Orbach
and her partnersin setting up Antidotein 1995, whichisa UK -based national charity to
promote emotional literacy (seewww.antidote.org.uk). The definition of emotional
literacy used by Antidoteis 'the practice of thinking individually and collectively
about how emotions shape our actions and of using emotional understanding to
enrich our thinking.' Thisdefinitionisimportant asit acknowledgesthe need for both
individuals and groups (the collective) to be emotionally literateif the quality of
thinkingand decision-makingistoimprove.

Emotional literacy development isnow widely availablefor individualsand teams
intheworkplaceaswell asforindividualson the psychiatrist'scouch. Unfortunatelyto
some, such development has become a consultant's growth business, and in the
workplaceemotional literacy (oremotional intelligence) can be seen assynonymous
with qualitiessuch as mature, stable and/or hard-working, whichisto missthe point.
Whilst such qualities are highly desirable in peopleat work, they arenot thesameas,
nor arethey necessarily indicative of the qualities of theemotional literate person
whichincludetheabilityto beself-aware,empatheticand emotionally resilient. There
ishuge scopefor development of individuals and groupsin theworkplaceif theidea
can bedispelled that beingemotionally literate ismutual ly exclusivewith power or
commercial savvy.

In contrast, emotional literacy has become a significant subject matter for
educational authorities and schoolswherechildren areincreasingly being educated
about their differentfeelings, how to speak about them and how to expressand control
them appropriately. This bodes well for future recognition of the importance of
emotional literacyin business, asemotionally literate children and young people grow
upandtaketheir placeinsociety.

For most adults, emotional development isacomplex process and at a basic level
involvesboth:

e temperament, whichislargelyinherited and isoften described asnature,and

e environmental factors,whichare productsdf experiencessuch as parenting,
friendships, education and passive uptake of information from the media
and can bedescribed asnurture.

Itisnot necessary hereto debate the relativeimportance of nature and nurtureand
relatethistoemotional literacyasitistheoverall effect rather than therelativeimpacts
o the constituent parts that matter. The important thing is to acknowledge that
everyone has emotions, and emotions can get in the way of decision-making and
successin attaining goals. To prevent emotionshavinga negativeeffect on success, or
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to avoid leaving the emotional element of successto chance, thestarting premiseis
that peoplearenot victimsadf their emotions but can chooseto becomeincreasingly
emotionally literate and thus take greater control of their destiny, both in their
personal privatelivesandinthework environment.

Accordingly, and inlinewith the published work of educationa psychologist Peter
Sharp, thedefinition of emotional literacy used hereistheabilityto:

@ recognizeemotions,
¢ understand emotions,
@ appropriately expressemotionsand

@ dea withemotions

insuch away that it facilitatesachievement of businessand personal goals. In short,
theaimisfor peopleto know themsel veswell enough that they don't get in theway of
thesituation. Thisapproach is powerful when adopted at an individual level, but the
potential impact of emotionallyliterate groupsisimmense.

EMOTIONAL LITERACY AND RISK MANAGEMENT

Itisinherent inthenaturedf riskmanagement foritto beexposedto sourcesdf explicit
and implicit bias, since all elements o therisk process are performed by individuals
and groups of peoplewhoserisk attitudesaffect every aspect of risk management. Part
2 of this book has shown that risk attitudes exist at individual and group levels, and
these can be assessed and described with some degree dof accuracy. Sourcesdf biascan
alsobediagnosed, exposingtheir influenceon therisk process.

But diagnosisisdifferent from treatment. Wheretherisk attitude adopted isnot
conducive to effective risk management, action is required to modify attitude.
Emotional literacy providesameansby which attitudinal change can be promoted
and managed, for both individual sand groups.

Risk has been defined as uncertainty that matters, including both uncertainties
that pose athreat and uncertaintiesthat present opportunities. In a similar way,
emotional literacy inthe context of risk management isabout emotionsthat matter.
Thisrecognizesthat emotions can assist peoplein managing risk, or they can bea
hindrance. All elementsof therisk processareaffected by theemotional literacy of the
stakeholders, at both individual and group levels,including:

@ identificationdf uncertainties;

¢ assessment of probabilityor likelihood of theuncertainty occurring;
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@ assessmentd potential impactshould the uncertaintyoccur; and/or
o decidinghow to respond to assessedrisks.

The assertion that emotional literacy aids effective risk management can best be
demonstrated by consideringanumber of scenarios. Each o thefour examplesbelow
presents a realistic (thoughfictitious) case, alowing the effect of emotionsto be
considered in the context of specificelements of the risk management process, and
exposing the different outcomes that might result if the people involved were
emotionally literate or not. After outlining each scenario, the implications for an
emotionally literate response are summarized. Readers are invited to read each
scenario and think about the different ways in which emotions might affect the
outcome, beforereadingthesummary.

SCENARIO 1

The effect of emotional literacy on identification of uncertainties

Manager A feels very pleasedthat his company's most recent project to offer
servicesin a new geographic region has met all the business objectives set at
the start. He feels confident, despite some opposition, that his personal
leadership of the project was pivotal to the success. He asserts strongly that
'‘people are people' the world over and that there is no need to pay any
particular attention to national cultural differences when planning such
market extensions. The company is now planning to extend service provision
further and is holding arisk workshop to identify the potential threats and
opportunities which it will be necessaryforthecompany t o manage. Manager
A is frustratedthat some members of his management team seemto think
that there is a number of threats associated with the new venture that he
does not see; he wants to press on quickly and build on the success of the
previous project.

Summary of the influence of emotions in Scenario 1

If Manager Awereemotionallyliterate hewould recognizehisfeelingsof pleasurein
past efforts, confidence in himself and frustration that others might see potential
problemsthat he doesnot see. Hewould beawarethat theseemotionsmight resultin
him doing the wrong thing in the risk workshop. He would recognize the need to
identify al uncertaintiesand the need tolook for both threatsand opportunities.

However,if Manager A lacksemotional literacy, he may usehispositiond power
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in the management team to close down creativity and bully colleagues into
conformingwith hisviews, not recognizing or caring about the effect heishaving on
othersand theresultant potential effect on thelatest project.

If Manager Awereto misusehispower inthisway, emotionallyliterate colleagues
may recognizehow this behaviour makesthem fed and havetheability to control the
effect o this.

SCENARIO 2

The effect of emotional literacy on accurate assessmentof probability

Manager Bis resentful of the actions of a previous colleague when they were
involved in a joint business venture. This resentment was debilitating for
Manager Bfor along while, but a business opportunity has arisen with a new
company that, if successful, would damage the business of the former
colleague. Manager B is excited about this opportunity for revenge. Her
management team has identified a number of threats and opportunities
associated with the new venture. Manager Bs view is that the threats are
minimal (this won't happento us) and the opportunities are massive (we can
definitely make this happen).

Summary of the influence of emotions in Scenario 2

Actingwith emotional literacy, Manager B would understand that her past fedingsd
resentment and desirefor revenge may resultin her making thewrongdecisionsabout
the new business venture. She would have developed strategies to cope with the
feelingswhen they arose, and would recognizethe supporting rolethat colleagues
could playin counteringher reactions.

Anemotionalyilliterate Manager B may be ableto convince her colleaguesthat
sheisright about theassessment o probability of theriskidentified, unawarethat this
assessmentisdriven by her unconsciousemotions.

Emoationallyliterate colleaguesmay be ableto recognizethefeelingsd Manager B
and findwaysd hel pingher seethat itisnot sensibleto jeopardizethe newventure by
biasingdecisionsbased onfedings.
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SCENARIO 3

The effect of emotional literacy on accurate assessment of impact on
objectives

Manager C is the sole shareholder in a company who made a loss in the last
financial year due to an investment made in a new product that, to date, has
not met sales targets. The causes of the disappointing results were due to
changes in market conditions that could not have been foreseen or managed
by the company. A new opportunity has been identified to design a further
new productto meet amarket need. Investmentappraisal has shownthat the
initiative should pay back the initial investment of £2M within 12 months of
product launch with an ongoing contribution to company profits of
£5M/annum from this product line. Manager C is keen that on this occasion
the team identifies all the potential threats and assesses their probability of
occurrence and impact should they occur, as he is frightened that the
company is going to make another expensive mistake that may 'take
the company down'. The team has identified a long list of potential
threats, assessed the probability of each and is assessing the impact should
each occur.

Summary of the influence of emotions in Scenario 3

If heisemotionallyliterate, Manager C would recogni zeand acknowledgethat hisfear
o failuremay resultin him overplayingtheimpact o threatson objectivesfor the new
venture. He would recognizethe value of colleaguesin balancing thisview and in
providing objectiveevidence.

Lack of emotional literacy may mean that Manager C might try to convince
colleaguesthat the project isso risky that it should not be pursued, thus panderingto
hisfear and preventingthe companyfrom taking theopportunity.

Emoationallyliteratecolleagues may beableto counter thefearsdf their boss, or at
least be ableto acknowledgehis position and deal with their ownfedlingsinarationa

way.
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SCENARIO 4

The effect of emotional literacy on risk response decisions

Manager D has just joined a new company as Health and Safety Manager. At
her previouscompany, an employee suffered afatal injury and the resulting
enquiry criticized the management for failing to provide adequate
supervisionfor the activity being undertaken. The employee that died wasa
personal friend of Manager D and shedtill grievesthe lossand blamesherself
for the situation although it has been explained many timesthat she was not
actually personally responsible in any way. The new company is building a
new facility and Manager D isleading the hazard and operability (HAZOP)
studiesfor the development.

Summaryof the influence of emotions in Scenario 4

Anemotionally literate Manager D would recognize that her grief and guilt may bias
her assessment of the hazardsin the new situation, and she would seek the advice of
other colleaguesto support her and bring objectivity to the assessment.

Without emotional literacy Manager D may have enough influence toimpose her
viewson the other HAZOP team members, and result in inappropriate safeguards
being made.

Emotionally literate colleagues may be able to support Manager D to the extent
that her grief does not interferewith her ability to make judgementsin future.

CONCLUSION

Theimportanceof beingableto recognize, understand, expressand manageemotions
asameansof controlling behaviour has been recognizedfor centuries asexpressed by
philosophers, psychologists and educators aike. In recent times, writers have
popularized thefact that successin both a personal and business context requires
emotional aswell astraditional intelligence. A significant body of evidencealsoexists
todemonstratethat emotional intelligencecan be devel opedwherethereisadesireto
doso, and that accordingly peoplecan becomeemotionallyliterate.

Decision-makingisan activity that consumes alarge percentage of timefor many
individual sand groups, particularlyin theworkplace, and thisisdefinitel ythecasefor
people involved in the discipline and profession of risk management. However,
decision-making in uncertain situations is affected by the numerous sources of
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explicitand implicit biasasdescribed in Part 2, and these biasesexert asignificant
influence over individual and group risk attitudes. This chapter has asserted that
another significant contributorto risk attitudeistheemotional state of theindividual
or groupinvolved, and thereforedevel opment of emotional literacy will haveadirect
effect on theefficacy o therisk management process.

Theremainder of Part 3focusesonamorein-depthexaminationd thecomponent
partsd emotional literacyfor individua sin Chapter 7, followed by examinationof the
applicationd emotional literacy to groupsin Chapter 8.




CHAPTER 7

Emotional Literacy for
Individuals

'‘Something we were withholding made us weak, until we found out that it was
ourselves.' Thisquotation from the poem "The Gift Outright', written by American
poet Robert Frost (1874-1963) in 1942 and recited at the 1961 inauguration of US
President John F. Kennedy, is directly relevant to the development of emotional
literacy. Emotionally literate individuals are able to recognize, understand,
appropriately express and deal with the emotions that they experience both
psychologicallyand physiologically.In doingso they areableto usetheir instinctive
feelingsto help both themselvesand otherssucceed in the tasksthey set themselves.
Armedwith thisability people nolonger need to weakenthemselvesby letting their
emotionsmanagethem, rather than takingcontrol.

TRANSACTIONAL ANALYSIS AND EMOTIONAL LITERACY

InChapter 6, thelink wasmade betweenemotional literacy and the pi oneeringwork o

Eric Berneon Transactional Analysis. At the heart of Transactional Anaysisisthe
concept that within each person there exist three 'ego-states' or 'life-states: the
Parent, the Adult and the Child. Every interaction that an individual experiencesis
played out from one of these ego-states. Critically, this is the case whether the
interactionreally happenswith another person, or whetheritisplayed out inthemind
asinternal self-talk; the brain records a memory whether interactions are real or
imagined. Only the Adult stateisrational, takinginformationfrom al possiblesources
and making aconsidered response (seeFigure6.3). Responsesthat are most effective
when makingdecisionsin uncertainsituationsundoubtedly comefrom the Adult, but
in many casesthisdoes not happen and an individual reactsfrom the Parent or Child
state.

I nteractionsfrom the Parent state are based on unquestioned or imposed external
eventsthat wereexperienced in early life, thingsthat weresaid or demonstrated by
anyonein influential parental-type roles. Transactional Anaysishasdifferentiated
between the data held by the Parent state as Critical Parent and Nurturing Parent.
Theselabel sclearly describethe sort o memoriesor 'tapes' that one hasrecordedin
responseto early management, from 'Go and clean yoursalf up, cleanlinessisnext to
Godliness or 'Clear your plate, there are millionsdf starving peoplein theworld', to
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'Please don't do that, I'm worried you'll hurt yourself.! Whilst fortunately for most
peoplethe tapesthat wererecordedweredone for good reasonsin thefirstinstance, it
doesnot stop davish adherenceto them beinginappropriatein thefuture.

In contrast to the Parent state, interactions from the Child state are based on the
feelings experienced in response to external events. These tapes are made
simultaneously with those in the Parent state and mean that whenever a similar
situation happens at any time in the future, immediately the same feelings are
invoked. Asmost Parent state tapes aredealing withwhat to do or what not to do, how
to do something or how not to do something, the Child state tapes are the small
person's emotional reactionto that experience.

All this becomesvery relevant on examinationd four possible'life positions' that
areborneout of these early sources of data. Life positions are automatic responses.
They areconclusionsthat the brain drawsfrom past experiencesunlessover-written
by adifferent picture.

Firstly, most very young children adopt thelifeposition ‘I'm not OK you'reOK as
their parental figurescorrect, cajoleand reinforcewhat they aredoingwrong, but doit
with careand accompanied often by 'positive physical strokes. Accordingto Berne’s
research, asignificant majority of children do not movefrom this position. Instead
they carryit forwardinto adult life becoming the sort of personwhoseinitial reaction
toevery situation isthat they are at the mercy of othersand that they need constant
recognitionand supporttofed that they are OK.

Othersmovefromthisfirst to the secondlife positiond'l'm not OK, you'renot OK.
This position tends to be adopted where the critical and nurturing parenting
continues but where the physical positivestrokesgradually reduceand perhaps stop,
for examplein the casewhere the family situation is not tactile. Although the growing
child may be happy at aconsciouslevel,what isrecordedat asubconsciousleve isthat
lifeisan ordeal to besurvived alone. Again,some children carry thispositionthrough
to adult life becomingthe sort of personwho seesfaultin everyone, eventhemselves.
Life becomes a continuation of the ordeal and physical and mental struggle they
perceivedin childhood.

Somemovefromthefirst or second to the thirdlife position of '1'm OK, you're not
OK. This position is evidence that the young person has learned how to give
themsel vespositiverei nforcementso that although'Lifeistough' then'lI'm toughtoo'.
Thesmall percentaged peoplewho arereportedto carry thislifepositionthroughinto
adulthood arelikdy to collect peoplearound them whowill reinforcetheir positionas
inthecased 'yesmen'.
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It is easy to see that al o the first three life positions as described could
significantly hinder the development of emotional literacy asthe rationa judgements
and decisionsmade by the Adult state are overpowered by theirrational subconscious
influencesd the Parent and Child.

Berne'swork showed how individual scan chooseto makethe step changefrom
one o thethreelife positionsthat represent unchallengedearly lifeexperiencesbased
solely on feelings, to a position based on thought and faiththat is‘I'm OK, you're OK’
(see Figure 7.1). The move to the fourth position requires a person to build and
maintai n self-esteem by provingtheir worth to themselves, whilst simultaneously
dispellingthethoughtsthat trigger emotional responses that other peopleare 'not
OK'. Ano-blamecultureisrequired: no blamed sdf or others.

Not OK OK
- +
Conscious awareness
and effort is always

. . . . required to break the
= N 1st life position 4™ ife position barrier and move to the
@) O + 4", desired position.
> With conscious effort this
A I'm not OK 'I'm OK can be achieved from any
= You're OK' You're OK' of the other positions.
=
2
e
a J N
3 ™
= . . . .
® 2nd |ife position 3 life position
> O _ o —
= 3 'I'm not OK 'I'm OK

You're not OK' You're not OK'

Figure7.1 Interplayd Transactional Analysslifepositions

Somechildrenarehelpedin early lifetofind that they are OK by repeated exposure
to situationsinwhich they can provetheirworth to themsel vesand othersand hence
movefromthefirst to thefourthlifepositionwith ease. Othersarenot sofortunateand
thetransformationto hold afundamental perceptionadf theworld that thereisgoodin

everyonetakesconsciouseffort over time. Many peopleneed support fromfriends,a
coach or atherapistto makethismove.

However, this fourth life position I'm OK, you're OK' is a necessary and
fundamental starting pointfor emotional literacy.
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OPEN LOOP SYSTEM

Thehuman brainisquiteobvioudy acomplexorgan. Itiswiddy understood that the
part of the brainthat differentiateshumansand someother higher-ordermammals
from other speciesisthe neo-cortex. Representingapproximately two-thirdsd the
brain massdf atypical human, the neo-cortexistherational, logical centre of the
brain, the part that makeshumanssuperior intermsd abstract and creativethought.
Dividedintotwo parts,commonly referredto asleft and right brain, theneo-cortexhas
becomethepart of the human brainthat most peoplewould relateto theskillsand
behavioursnecessaryfor businessmanagement in general, and for the management
o risk specifically.

However, the neo-cortex is not the whole story. The pioneering work of
neuroscientistDr Paul MacLeanin 1966 hasshown that the human brainisactually
madeup o threedistinct evolutionary parts, built over time. Thethree parts, which
MacLean cdlstheTriuneBrain,areredly threeinterconnectedbiologica computers.

Thestructured the TriuneBrainisshownin Figure 7.2, and can be envisaged
usingthissimplethree-part physical illustration:

Level 3
Neo-cortex
Intelligence Quotient
IQ

Level 2
Limbic system
Emotional Quotient
EQ

Level 1
Brain stem
Physical Quotient

PQ

Figure7.2 Adepictiond theTriuneBrain (adaptedfrom Paul MacLean)
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1. Holdyour leftarm up with the hand at eye level and with the fingers
extended

Thisrepresentsthe most basic part of the brain, the brain stem and cerebellum that
controlsall automati c bodily functionssuch asbreathing. L abelledthearchipal liumor
reptilian brain by MaclL ean, the brain stem producesrigid, obsessive, compulsive,
ritualistic, paranoid behaviour. Itisessential for those thingsthat require automatic
function, likethe heart to beat. It also governsthe 'fight, flight or freeze' reactionsthat
everyonehasin responseto aperceptiond fear and danger.

Asdescribed in Chapter 3, arisk attitude can be defined asa'chosen responseto
perception of significant uncertainty'. In some circumstances the perception o
significant uncertai nty will lead peopleto react entirely fromthe reptilian brainwitha
fight, or flight or freezereaction. Thisisnormal behaviour, but not necessarilyeffective
behaviour. Awarenessisthefirst stepto devel opmentdf moreappropriate responses.

2. Withyour left arm still held up, make a fist with your left hand

This represents the emotional centre of the brain or the limbic system. Labelled
palleomammalianby MacL ean, the limbicsystemisthe primary seat of emotion and
of emotion-charged (affective) memories. Basically, thelimbic system only sees the
world as either agreeable or disagreeable and it seeksto avoid pain and/or repeat
pleasure. Thispart of the brain createsdilemmasfor the rational human being, and
resultsin the needfor emotional literacy.

3. Withyour left arm still held up with the hand in a fist, grip the left fist
with your right hand

Thisrepresentsthe position of the neo-cortex asthethird evolutionary stratum, the
most devel oped part of the brain labelled the neopallium by MacL ean. Without the
neo-cortexahuman would beavegetabl e, incapabled any functionsother than those
to sustain actual life. However, it isthelimbic system, alower order brain that isthe
'seat of all valuejudgements made by a person. It isthelimbic system, not the neo-
cortex, that decideswhether an ideaisgood or not; hencethe need for anindividual to
gainunderstanding and control of theemotional aswell astherational part of their
brain.

In Primal Leadership: Learning to Lead with Emotional Intelligence (Dani€l
Goleman, RichardBoyatzis and AnnieMcKee) the concept of thelimbicsystem, or the
emotional centredf the human brainasan'open loop', isdiscussed. Thisconceptisdf
foundational importanceto the developmentdf emotional literacy asit demonstrates
that in contrast to 'closed loop' systems such asthe human circulatory system that
regul atesitself, 'open loop' systemsare affected by and regulated by largely external
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influences. Thismeansthat for emotional stability, most peoplerey on connections
with other people.

Thisrelianceon othersfor stability makesthefourth Transactiona Anadysslife
positiond’ | mOK, you'reOK’ moredifficultto achieveyet even moreimportant. The
feedback received by the brain, whetheritisintentional or not, isregisteredas redl. Itis
critical that feedback reinforces'lI'm OK, you're OK'. How a persontreatsthemselves,
treatsother peopleandistreated by othersa | haveanimpact on behaviour.

A MIND-SET OF CHOICE

Another prerequisite for emotional literacy is a mind-set that truly believes that
individuals can choose their attitude to situations, that no single response is
mandatory if weare prepared to accept the consequencesd our choices. Chapter 1
defined theterm'attitude’, makingit clear that inal| thingsattitudinal (includingrisk
attitudes) the position an individual adopts is based on either conscious or
subconsciouschoiceand that even those peoplewho believethat their responsesare
inherentlyfixed areinfact choos ngto reinforcea previousposition, thuschoos ngnot
tochange.

Emotional literacy first requires recognition of feelings and emotions so that
understanding can be achieved. From this position o understanding people can
choose what to do next. In practical termsthe choiceof how to respond to agiven
situationisnot obviousif thereisno recognitionand understanding of the causesof
the underlyingemotional state.

Linkingthis back to the Parent, Adult and Child ego-states within each person,
individua shavetheability to either react from the Parent or Child ego-statewithout
any understanding of why the reaction happened or how it could bechanged, or to
respond from theconsidered positiond the Adult ego-statewhichrationaly takesinto
account the Parent and Child tapes and allowsachoiceto bemade (asillustratedin
Figure6.3).

Thecentral thesisd thisbook isthat the attitudesthat peoplechooseand holdin
responseto uncertai nsituationscan be understood and managed. The decisionsthat
peoplemakeand the behavioursthat they display may appear rational and logica, but
they areinfact drivenby a part o the brainthat isonly concernedwith avoiding pain
or repeating pleasure. Theconceptsd the TriuneBrain and the open loop nature of
the limbic system help to explain why it is important for people to be able to
understandtheir emotional reactionsand responsesas abas sfor makingmorelogica
and rational choices. Transactional Analysisand thefourthlife positionof |'' mOK,



EMOTIONAL LITERACY FOR INDIVIDUALS 107

you're OK providesoneway for individual sto begin to analysetheir own behaviour
and exposetheinternal drivingforcesbehind the outward expression.

COMPONENT PARTS OF INDIVIDUAL EMOTIONAL
LITERACY

Although there is no absolute agreement between authors on the features that
together make an emotionally literate person, there is considerable overlap and
enough synergyto draw conclusi onsabout thecritical dimensions. Thedimensionsdf
emotional literacy related to some of the main diagnostic toolsare outlined in the
Appendix, but in thissection the generally agreed component partsareidentifiedand
mappedto thefour major elementsd emotionalliteracy, namely:

1 recognizeemotions

2. understandemotions

3. appropriately expressemotions

4. handleemotions.
Thesecomponent partsarelistedin Table7.1, and each componentisthen detailedin
thesectionsbelow, together with how they relateto risk management. Thistabledoes
not representasinglediagnostictool for ngemotional literacy, but nevertheless

isa meaningful composite o the components contained in the various available
diagnosticframeworks.

Table7.1 Componentdiagnosticelementsd emotionalliteracy for individuals

1. Recognize emotions 2. Understand emotions
® Self-awareness e Relativeregard
o Empathy o Personal power and self-confidence
o Organizational awareness o Flexibility/behavioural adaptability
3. Appropriately express emotions 4. Handle emotions
® Goal directedness and emotional self- e Intentionalitylimpulsecontrol
control o Emotional resilience/stress tolerance
® Personal openessand emotional honesty e Interdependence
® Assertivenessand conflicthandling o General healthand quality of life
® Optimism
o Constructive discontent

1. RECOGNIZE EMOTIONS

Thefirg steptoemotional literacy isan ability to recogni zethe existencedf emotions
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in sdf and others. This has four essential components: self-awareness, empathy,
organi zational awarenessand trust, asdescribed bel ow.

Self-awareness

Central to emotional literacy istheability to be self-aware, to recognizeone's own
fedlingsaccurately. All the diagnosti ctool sfor emotional intelligenceand emotional
literacy includeasdl f-assessment el ement. Often thissel f-assessmentisbalanced with
feedbackfromothers, but in thefind analysis, anindividual must beableto accurately
recognizetheir own emotionsin order to be ableto moveforward along the path to
emotional literacy.

Oned the main emotional literacy tools notesthat accurate self-assessment is
highly correlated with effective performance. Sel f-assessmentiswhere people must
start.

Empathy

Beingawared sdf isonly half of thestory. Beingawareadf othersand beingableto
intuit what they are feeling is also essential. This social awareness, often called
empathy, requireslisteningwith al the sensesandisredly the buildingblock for dl
that follows. In making judgementsabout sdf and others, it iscritical to remember
that redlityisnot an absol utebut ismerely arepresentationdf what aperson perceives
at thetime. Oned thekey tenetsof the American/Polish semanti cistAlfred Korzybski
(1879- 1950) isthat 'the mapisnot theterritory'.

Organizational awareness

Another aspect of recognizingemotionsistheability for organizational awarenessasa
basis for understanding the wider cultural and political aspects that affect the
behaviour of groups. Thisaspect of emotional literacy for groupsisdiscussed further
in Chapter 8 and builds on Chapter 5 where the effect of group processes and
behaviour on risk attitudeswasexamined.

Awareness and risk management

Thereisnow agrowingrecognitionwithinthosegroupsthat study risk and behaviour
in risky situations that the combination of motivational and emotional factors
influencingrisk attitudestend to bespecifictoindividual srather than being truefor dl
peopleeverywhere. Asaresult, it isimportant for each individual to beawared their
ownset of influences.

Writingin 1987, LolaL opescommentsthat
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Psychologistswho study risky choice don't talk about asurprisingly
large number of factorsthat are psychologicallyrelevant in choosing
among risks. Words such as fear, hope, safety, danger, fun, plan,
conflict, time, duty and custom are not to befound in thetheoretical
vocabulary, nor can thesewords be given meaningin psychophysical
or rational theories (including Expected Utility Theoriesand Prospect
Theory).

Paul Slovicet al (2004) confirmthat "There are two fundamental waysinwhichhuman
beingscomprehend risk: theanalytic system using formal logicand normative rules,
and the experientia systemwhichisintuitive and not awaysaccessibleto conscious
awareness.' Slovic’s experientia systemisdefined by the'affect heuristic', whichisa
subconscious process that evaluates risks and decisions based on the underlying
feeling of goodness or badness as perceived by theindividual. Asamajor player in
decision research and the rational, scientific approach torisk, itissignificant that
Slovic goes on to comment that 'Proponents of formal risk analysistend to view
affectiveresponsesto risk asirrational . Current wisdom disputes thisview.'

Other authors have commented that it ishuman behaviour rather than processes
or proceduresthat are therisky factor in decision-making. Asfar back asthe1978 BBC
Dimbleby Lectureon 'Risk’, Lord Rothschild advocated that it was necessary 'to go
insidethe head of thebeholder and understand how he or sheseesthesituation that is
thought to berisky. What isdone about therisk dependsentirely on how the person
seesit.'

Giventhisinformation, and asillustratedin Figure7.3, itisclear that being ableto

How do they
fed about the

e choice?
?

How do | fed ? B

about the A

choice?

What will we choose and why?

Figure73 Theneedfor awarenessof sdf and others
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recognizethoseinstinctivefedingsthat drivebehaviourin onesalf andin other people
isanecessaryfirst stepin understandingrisk attitudesand managingrisky situations.

Trust

To completethe challengeof recogni zi ngenot i ons, thefeatur eof emotional literacy
that isgenerallylabelled trust isnecessary asameansaf allowing thebrain tohave
confi dence in thedatait perceivesabout seif and others. Theterm 'trust’, likemany of
theother featuresof enot i onal literacy, hasmoret han one aspect It relatesto:

o Sdf-trust- that behaviour will beconsistent, coherent andinlinewithinner
values.

e Trustworthinessof others- that another individual can berelied upon to act
withintegrityand transparency.

e Propensitytotrust- thedegreetowhichapersontendstotrust othersaround
them, particularly where concrete evidence of trustworthiness is not
available. Thisdimensionislabelled'trust radius by someauthors.

Without trust expressed in these three ways, accurateassessment of emotion and
prediction of emotion-driven behaviour is difficult. However, everyone has
exper i enced thedi si ngenuous personor the per son so motivated by 'saying the right
thing' that it isthenimpossibleto find thetrue path forward. I n thissituationit would
be easy foratrustworthyand trusting person to benaive and gullible. Theenot i onal | y
literateper son at least recognizesthar own fedingsand emotionsinsuch asituation
and maintains ahealthy balancebetweentrusting too much andtoolittle thatis,is
disposedto trust but isalso careful totake care of oneself inrelationtoothers.This
requi r es thefollowingquestionsto be answer ed:

e Dol trustme?
e Canl trustyou?

e Will | trustyou?

e How will | fed and respond if my judgement about you is proved to be
wrong?

2. UNDERSTAND EMOTIONS

Ifthefirst step along the road to emotional literacy i san ability to recognizeand define
emotionsinsf and other s, thesecond stepisto understand thoseemotionsas abasis
for beingableto expressand nanage them appropriately, Thekey elements hereare
rel aive regard, personal power and self-confidence, andflexibility.
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Relative regard

Itis possibleto recognizean emation, for examplethat a person isfeelingangry about
asituation, and perhaps even to understand theoretically why they arefeelingangry,
but yet fail to really understand thesituation fromtheir point of view. In other words
onecan easilyfail to empathize. When individual s cannot seesituations through the
eyesd another they risk adopting @' You'renot OX' attitude. Similarlyfor self, it may be
possibleto recognizeafedingdf guilt, but not really understand and acknowledgethe
cause of thefeeling. Asaresult thefeeling is pushed away as something negative,
rather than being acknowledged as real and something to be dealt with. In this
situationan I'mnot OX' positionisadopted. The‘I'm OK, you're OK positionisfound
when both self-regardand regardfor othersisdisplayed. Thisrelativeregardisnot the
samething as ‘liking what you see and what people do’. Many parents may remember
sayingtoalovedone'l loveyou, but right now | don't likeyour behaviour.' Separating
behaviour from the person helps to understand the behaviour. Moreover,
understanding behaviour requires separation of what a person does from who a
person is, as shown in Figure 7.4. Regard for self and regard for others that is
unconditional on behaviour isnecessaryforemotional literacyto bedevel oped.

Must separate

Behaviour Person

(Could be me or someone else)

What the person does Who the person is

Choicesmade Vaue judgement

To achieve accurate assessment of situations

Figure7.4 Theimportance of regardfor sdf and others

Relativeregard and risk management

Relativeregardisdirectly relevant to risk attitudes. Valueis often associated with the
adoption of particular risk attitudesin particular situations. Thismay beassimple as
an individual thinking they are right and others arewrongto be risk-averse with a
financial investment, or may beassociated with thinking that risk-seekingbehaviouris



112 UNDERSTANDING AND MANAGING RISK ATTITUDE

o greater valuein an entrepreneurial businesscontext. Thetask of understandingrisk
attitudes and managing them will aways be easier if the risk attitude, or what the
person has chosen to doin a particular uncertain situation, isseparated from any
judgement about what that choice may mean about who the personis. Regardfor self
and othersisanecessary platformfor accurateassessment of attitudesand situations,
and accordinglyitispivota toemotional literacy.

Another specific area where relative regard has a direct impact on risk
management is during a creative process such as brainstorming. When using a
technique such asthisfor risk identification, thequality of the output (all knowable
risks identified) is directly related to the quality of the input. The process is
compromisedif individual slimit themsel vesthroughlow self-regardor limit othershy
usingovert or covert put-downs. Itisclear that incompl ete risk identificationisnot
good for risk management and that human aspects haveadirect part to play in this
process.

Best practicerisk identificationusescompl eterisk descriptionsthat separate the
cause(s) of theuncertaintyfromtheuncertainevent itsdf and fromtheeffect(s). Using
such risk 'meta-language’ has many practical and beneficia effects, nonelessthan a
clear understanding of the 'uncertainty that matters' in the particular situation.
Emotionallyliterateparticipantsin arisk management processwill understand where
their emotions and the emotions of others may be the cause of an uncertainty, or
representariskitself. Examplescould be:

o Emoationasacaused a threat- for exampleapersonwhoisakey resourcefor
aprojectisanxiousabout a personal situation. Thismay cause them to be
absent fromwork at acritical timewhichinturn would causeadelay to the
proj ect end-date and major problemswith stakehol der satisfaction.

e Emotionasa causedf an opportunity- for exampletwo membersof ateam
beginaromantic, personal rel ationship. Thismay causethem to want to be
at work together for longer periodsdf timethan usual whichwould enable
somecritical activitiesto becompleted ahead of plan.

e Emotion as a threat - for example an employee contravenes safety
regulationsand theregulator takesaction to restrict operations which has
caused adelay to adelivery to akey customer. The customer may bevery
angry resultingin them transferringtheir allegianceto acompetitor.

e Emotion asan opportunity- for exampleahusband and wifecouple have
decided to movetheir homeand childrento aforeign country. Thechildren
may bevery excited and motivated tolearn the new languageand makenew
friendsand makethe movepostivefor dl thefamily.
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Emotioncan alsobeadirect or indirect effect of risk, that isthething that mattersif the
uncertainty occurs. A direct examplewould bein asituation whereacalmdisposition
and cool head was required for a negotiation with a foreign government. Any
uncertainty that would affect theability for the negotiator to remain calm would bea
risk withadirect emotional effect.Indirectly,there aremany situations whentheeffect
of one risk occurring would causea person to becomeemotionally upset in someway
whichwould directly effect objectives- such instancesd emotion-rel ated secondary
risks are commonplace, but are rarely explicitly defined by the risk management
process.

Emotionallyliterateindividual swill al so recognizeand understand wherefeelings
will beinfluential either in supportingarisk response, such as pity for a person that
resultsin greater support, or asa hindranceto such a plan of action, such asanger at
past actions causinga person towithhold cooperation.

Thelinks between risk management and emotion aremany. Relativeregard for sl f
and othersisafoundational requirement for management of theselinks.

Personalpower andself-confidence

Directly related to self-regard, the degree to which anindividual accepts and values
themselvesis the dimension of emotional intelligence which can be described as
‘personal power'. Alternatively described asself-confidence or self-esteem, people
who display high levels of personal power believe they are in charge of their own
destiny, rather than seeing themselves as passive or powerless victims of
circumstances, they believethey can makeadifference,and thereforethey do.

Personal power should not disregard others. It should bean' I' mOK, you're OK
position which does not fear other people, but neither doesit seek to overpower or
ignore them. Having personal power isnotthesameashavinglegitimate, reward or
expert power (asdiscussed in Chapter 5). Many people can exert power and influence
over other people and situations because of their job title, expert knowledge or
history in a situation. People with high levels of personal power have the self-
confidence to know whether and where they can make a difference. They also have
the self-confidence to do so and the humility to understand that others are
bringing their own contribution to the proceedings. The concept ishighly correlated
with the referent power that is an essential element of being an effective project
manager.

Personal power and risk management

Thereisaninteresting connection between the processdf devel opingpersonal power
and risk attitudes. One of the waysdf devel oping personal power isto set challenging
targets and then achievethem. The processaof achievement builds confidenceto try
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the next stretch target: it isavirtuouscycde Work by personality-focusedpsychologists
who adopt apersonol ogistview of the psychology of risk hasshown that choicesthat
individualsmakearelinked not only to the person's assessment o the probability of
successor fallure, but alsoto thesatisfactionthey perceivethey will gainfrom achieving
the challenge. Some peoplewould rather fail at achallengingtask (risk-seeking)than
succeed at an easy one (risk-averse) .Peoplewith high personal power will tend to be
achievement-motivated and thereforewill tend to percelvetheir probability of success
morefavourably than peoplewith alower achievementmotivation and lower level sdf
personal power. In situationswhere the uncertainty iscaused by lack of knowledge
(epistemic ambiguity) rather than because thesituationisinherently uncertain, like
throwing adice (aleatoricvariability), this perception d probability of successisa
significantfactorin actual success. Peoplewho believethey can succeedin opening up
their brainto producedriveand cresativity do so. Successcan breed successin theright
environment.Somewoul d say that 'people maketheir ownluck'.

Formal studies examining risk-taking and achievement motivation have used
gamesd pure chance and haveshownthat achievement-motivatedpeopleprefer the
shortest odds they can get - the safest bet rather than the large prize with alow
probability. Thisisbecausethey do not seek risk wherethey do not fed they can make
adifferencethrough their own efforts. Infurther studies published by Bown et alin
2003, the'lure of choice' heuristicwasdescribed, suggestingthat 'peopl e often prefer
to obtain an outcome by making achoice, rather than allowit to be predetermined or
decided by chance, even where making achoicedoes not improvethe outcome'. In
individualswith highlevelsd personal power, this'choosing to choose' phenomenon
isseenwherethe choicesarelimited, asthe processdf choosingbringsa perceptiond
control over the situation. Where there is too much choice, such individuals will
probably not bother to choose unless they believe the choice can be influenced by
them personally. Peoplewithlow personal power are unlikely to havethe confidence
to choose and may prefer pre-determined outcomes or choices made by others to
whichtheywill commit, but for whichthey will not be personally accountable.

Insituationswhere an uncertain situation istypified by ambiguity and not 'pure
chance, it is reasonable to assume that high levelsof personal power and self-
confidenceor esteemwill fuel risk-takingand push the prevailing risk attitude towards
therisk-seekingend of the spectrum (seeFigure3.5).

Intermsdf understandingemotions, it isimportant that people can understand
their personal driveand motivation in arisky situation and be able to describe (to
themselves at | east) how they feel now about the situation, and how they will feel
afterwardsgiven either a positiveoutcomeor anegativeoutcome. Thisunderstanding
will help their decision-making and help them focus on the driversof othersinthe

group.
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Flexibility or behavioural adaptability

So far the influences of self-regard, regard for others and personal power/self-
confidence have been related to understanding emotions and to the effect on
decision-making in risky situations. These dimensionsbuild on the self-awareness,
awareness o others, empathy and trust elements needed to recognizeemotions. The
final element of emotional literacy that needsto be explored before movingonto the
dimensionsrelated to appropriately expressing emotionsisthe one of flexibility, or
behavioural adaptability.

Theimportanced the'l'm OK,you're OK lifepositionintheearlier dimensions has
been shown and thisisnolessthe casewith flexibility. Peoplewho adopt an 'I'm not
OK' position tend to beinflexibleor rigid, clinging to what they know and believeand
to their habitual patternsfromfear because they do not valuethemsel ves. Peoplewho
adopt a'You're not OK' position display asimilar inflexibility but thistime because
they arefearful of othersandwhat might bedoneto them.

An emotionally literate person will recognize and understand where their
tendency isto act in an habitual and rigid way, and will also understand underlying
reasons. They will recognize the physiological effectstriggered by the prospect of
behaving differently from usual, and be ableto understand why thisisthe case. This
understanding then givesthem the raw material to be ableto explorewaysto become
more comfortablewith change.

Flexibility and risk management

Theeffect of inflexibilityon decision-makingin risky situationsisobvious:such atrait
will almost certainly trigger risk-aversion. In somesituationsthiswill be appropriate.
Habitual behaviourisnot alwayscounter-productiveand in many situationsit provides
the baselinefromwhich peoplecan becreativeand effective. For exampleitisdifficult
to do creativewritingstraight intoword-processing softwareif the processof typingis
not habitual . Similarly, a person who has not habitualized the processof calculating
oddsand optimal stakeson ahorse-raceisunlikelyto engagein the gamble, whereasa
personwho hasattai ned that skill asafree-flowingpart of themismorelikely totakethe
risk. Itiswell knownthat particul arly creativeskillssuch asmusical improvisationare
only possiblewhen the basic technical skillsdf the craft are deeply habitualized. The
same principlesholdtruefor creativityin thebusinessenvironment.

Insomesituationsitwill beappropriatefor aperson tointerrupt and modify habits
that are counter-productive. In other situations, the habit can beleft uninterrupted.
The ability that separates the emotionally literate person from the rest is the
recognition of wherethe habitual behaviour issub-optimal inrelation to thegoa and
beingableto do something about it, asdepicted in Figure7.5.
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Figure7.5 Achievingappropriatebehavioural flexibility

3. APPROPRIATELY EXPRESS EMOTIONS

Armed with an internal understanding of thoseinner feeingsand emotionsthat drive
behaviour, the next step in devel oping emotional literacy isto learn how to express
emotions appropriately so other people are able to understand clearly, and so the
emotionscan bechannelled positivelyrather thanignored or left tofester fromwithin.
Thefollowingcomponentsarerequired for this: goal-directednessand emotional self-
control, personal openness and emotional honesty, assertiveness and conflict-
handling, optimism, and constructivediscontent. Each of theseisdetailed below.

Appropriatel y expressingemotionsisnot just about expressing positiveemotions
that lift self and othersto seethe possibilitiesthat lieahead. Emotionssuch asanger,
disappointment, frustration and despair also need to be appropriately expressed. In
theclosest of relationshipssuch emotions are easily expressed and therefore can be
dealt with and actually serveto maketherelationship aliveand real. Skilful two-way
communication of 'hot' emotionscan havethesame effectin business relationships.

The Greek philosopher Aristotle (384-322 sc) writing in 350 Bc was already
commenting on the difficulties of being emotionally intelligent when it comesto
expressingfeelingsdf anger. Hesaid'Anyone can become angry—that iseasy. Butto be
angry with theright person, to theright degree, at theright time, for the right purpose,
andintheright way - thisisnot easy.'
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Goal directedness and emotional self-control

Thefirststepinthisprocessisafeaturedf emotional literacy typically labelled as'goal
directedness' which represents initiative, and a willingness and readiness to act
towards the achievement of long-term goals. For many people, itismuch easier to
keep emotional thoughtsand fedingsinsideand choosenot to divulgethem to others
rather than to expressthem appropriately.Express ngemotﬂons inaway that they can
beheard poditively takesskill and in some cases bravery. Sometimesthe motivationto
take this step is only for long-term rather than short-term gain. The emotionally
literate person recognizeswherethey need to bewillingand ready to appropriately
expressemotionsevenif the short-term effect isstressful or takesup valuabletime. In
contrast, some people are too ready to express their emotions and engage in
inappropriate emotional 'dumping’ - thisiseither doneintentionally and without
personal integrity, or naively. Whatever the cause, the right balance between
expressingand withhol dingemotions needs to befound, as shownin Figure7.6. The
abilitytofind thisbalanced positionisanother dimension of emotional intelligence,
usualy labelled 'emotional expressionand emotional self-control'.

Personal openness and emotional honesty

Closdlylinked to both goal directedness and emotional expression and control isthe
issuedf personal opennessand emotional honesty. Dr Samuel Johnson (1709-1784} is

Emctiond
expression GOAL
barier
Emationd ©
dumping
barrier
CURRENT
SITUATION
Takes skill, time
and bravery to
overcome
NO
GOAL

Restraint is
needed to avoid

Figure7.6 Emotiona expressionand self-control
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Figure7.7 AdaptedfromthelLuft andingham JohariwWindow

Table7.2  ExplainingtheJohariwindow (fromLuft andIngham, 1955)

Open area

The open area is that part of our conscious self, our attitudes, behaviour, motivation, values, way of
life of whichwe are aware and whichis known to others. We move within this area with freedom. We
are 'open books'.

Hidden area

Our hidden area cannot be known to others unless we discloseit. There is that which we freely keep
within ourselves, and that which we retain out of fear. The degree to which we share ourselveswith
others (disclosure)is the degree to which we can be known.

Blind area

There are things about ourselves which we do not know, but that others can see more clearly; or
things we imagine to be true of ourselves for a variety of reasons but that others do not see at all.
When others say what they see (feedback)in a supportive, responsibleway and we are able to hear
it, in that way we are able to test the reality of who we are and are able to grow.

Unknown area

We are more rich and complex than that which we and others know, but from time to time something
happens - is felt, read, heard, dreamed - something from our unconscious is revealed. Then we
'know' what we have never known before. This discovery of the unknown can be by self, by others
or shared.

It is through disclosure, feedback and discovery that our open area is expanded and that we gain
accessto the potential within us representedby the unknownarea.
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quoted assaying’A man, Sir, should keep hisfriendshipsin constant repair.' Relation-
ships with others, be they close personal relationships or business/professional
associations, need to be maintained. Theconcept that 'to haveafriend you needto be
afriend' appliesto amyriad of situations. Oneway to achieve thisisfor peopleto be
open and emotionally honest with the peoplethey interact with, so buildingagreater
understandingand acloser bond that will support therelationshipinfuture.

One popular model for hel ping individual s handl e disclosure about themselves
and feedback from othersisthefour-segment Johari Window, named after JosephLuft
and Harry Ingham who developed the model in the 1950s. The Johari Window is
illustrated in Figure 7.7 with explanatory notesin Table 7.2. Thefigureindicatesa
number of strategies to expand the'open area’ inwhich knowledged saf by oneself
and othersismaximized.

Thereisclearlyariskin being open with peoplefor thefirst time. The person you
shareinformation with may choose to seeyou as'Not OK' inthissituation. Cautionis
needed, combined with intuition about the other person. Somesignificant peoplewill
not be emotionally literate, but they may be organizationally powerful. They are
unlikely to betheright people onwhich to start practising greater emotional honesty.
Trustiscentral to movingforward, both theability to trust othersand the abilityto be
trustworthy.

Of course, emotional honesty and openness appliesequally to sharing difficult
emotions and positiveones, to sharing why you have a problem with the behaviour of
another person, being prepared to give, and to receiveconstructive criticism not just
praise.

Assertivenessand conflict handling

Assertivenessrequires acombined concern for one's own needs and the needsof the
other party. Peoplewhofindit difficultto assert their rightsusually haveadopted alife
positionwhereone party isseen as'Not OK'; either themsel vesor others.

Avery useful techniquefor peopleto useto develop appropriateassertivenessis
the'l' statement as promoted by The Conflict Resolution Network of Australia (see
www.crnhq.org). Using an'l' statement a person can communicate clearly their
perception of and feelingsabout a situation without attacking, blaming or hurting the
other person. Thisopensadiscussion without eliciting defensivenessfrom the other
person and givesthe best opportunity for ameaningful discussion that will leadtoa
resolution of any i ssues.

An'l' statement hasthree parts: an objectivedescription of theaction, astatement
of thefeeling the action causes without any blame and astatement o the preferred
outcome, for example:
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When changes to our plans have been finalized beforel havea chance
to contribute, 1 fed angry. What I'd like in future isto have more
involvementin thedecision-making process.

Conflict between peopleisan inevitable part of life. It may be appropriateto avoida
conflict fromtimeto time (‘to winthewar not the battle") or to forceyour ideason
another person (for example, where safety isconcerned), but an approach to conflict
where every party winssomething o value to them is necessary to build long-term
relationships.

Contemporary attitudesto conflictviewit asneither positivenor negativebut just
assomethingthat is;an opportunity to be madethe most of. Resolvingconflictisrarely
about whoisright; it isabout acknowledgement and appreciation o differencesand
achievement o the positive benefitsthat aretherefor theskilful to reaize. Somedf the
positiveaspectsof conflictare shownin Figure7.8.

Opportuni

Team
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Figure7.8 Potential positiveoutcomesaf conflict

Table 7.3 bringstogether the Transactional AnalysisLifePositions, theritualistic
reactionsd the'reptilian' part of the Triune Brain, conflict handling modes and the
need to separate issues and behaviour from personal judgements. Thismodel shows
theoptimal approach to behaviour in conflict, in contrast with the moreinstinctive
but |esseffectiveapproaches.

Optimism

One way of dealing with conflict, particularly with people within an existing
relationship, isthrough the use of positive humour. Earlier in this chapter it was
highlighted that the part of the human brain that istheemotional centre (thelimbic
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Table 7.3 Behaviourinconflict

Transactional Triune Conflict Outcome Resulting
Analysis Brain handling behaviour
I'm OK, Fight 1 win, Hard on the Ineffective
You're not OK (aggressive) You lose person,

Hard on the

issue
I'm not OK, Flight | lose, Softon the Ineffective
You're not OK (submissive) Youlose person,

Softonthe

issue
PPm OK, Flow 1 win, Soft on the Effective
You're OK (assertive) You win person,

Hard on the

issue

system)isan'open loop' relyingon external stimuli for regulation. Thissimply means
that theemotions of other people affect our emotionsand therefore our physiology.
Thisiseasilyillustrated by imaginingtheeffect on you emotionally when someoneyou
careabout isopenly distressed; the effect isboth mental and physical. Barsade and
colleaguesat YdeUniversity havefound that some emotionsare spread with greater
ease than othersthrough what scientistscall 'interpersonal limbic regulation’. The
quickest transfers areemotionsrel ated to cheerfulness and warmth, with smilesand
laughter beingliterally contagious.

It followsthen that enthusiasm and optimism accompanied by emotional signals
such assmilesandlaughter are key dimensions of emotional literacy.Whilst it may be
possiblefor some peopleto fakeasmilein somecircumstances, itisalmost impossible
for human beingsto fakelaughter that is perceivedas genuine by others. Thisisnot to
say that emotionally literate peopletell lots of jokes. The emotion that makesthe
differenceisthe genuine pleasure related to a situation that matters. The laughter
associated with thepunch-lineto ajokerarely achievesthis.

Constructivediscontent

A key element of emotional literacy is what some authors label ‘constructive
discontent'. Asthe name suggests, this is the ability to discover and use human
discontent for aconstructive, positive purpose. It isabout harnessing the power of
emotionsthat would be negativeif |eft unexpressed, and turning them into something
positive.

Inacontext of ‘I'm OK, you're OK’, the power of constructive discontent holds no
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bounds. Alternatively stated with a quotation from the chewing-gumindustrialist
William Wrigley, I (1861-1932), 'When two peoplein businessawaysagree, one of
themisunnecessary'. Thisaspect of emotional literacyis particularlyimportant in
groupworkingand isdiscussedfurtherin Chapter8.

4. HANDLE EMOTIONS

Given theability to recognize, understand and appropriately expressemotions, the
final step isto devel opthetoolsto beableto handleemotions- of sdf and othersona
continuing basis. Somekey dimensionsd emotional literacy are specifically relevant
to this step, including intentionality, emotional resilience, interdependence and
attentiontolifequalityissues.

Intentionality or impulse control

Firstly, some authorsrefer to adimension they label 'intentionality’, whichisabout
impulsecontrol and delayed gratification. Theword 'intentionality' isderivedfrom
the commonly used word 'intention’, originally fromthe Latin to mean 'to stretch
forward'. Peoplewho display highlevelsd intentionalityarefocused on devel opment
o themselves, being prepared to take temporary setbacks en route to their godl.
Ancther aspect d thisdimensionistiming. In thesection on appropriatel yexpressing
emotionsit wassuggested that it isawaysbest to expressan emotion, but thisis best
done'at theright time'. Emotionalyliterate peopleare ableto judge'the right time'
and wait to express their emotions at this time. Early experiments on delayed
gratification involving children and marshmallowsillustrate the point well. Is it
preferable to have one marshmallow now, or three later?Thisisnot an issue of the
children taking arisk asthree marshmallowswould be availablelater. Theissueis
whetherimpul sescan becontrolled and whether waitingispossible. Peoplewho ‘want
ital,andwantit now' are not displayinghighlevel sof intentionality.

Emotional resilienceor stress tolerance

Thesecond pivotal aspect of handling emotionsisemotional resilience, often called
stress tolerance. Simply put, thisis the degree to which people are able to pick
themselves up and bounce back when things go badly for them. In relation tolife
positions,'|'m OK you're OK isfundamental to emotional resilience. 'I'm OK' is
needed for people to hold on to their sense of worth and ability in the face of
disappointment or rejection. 'Y ou're OK' isneeded to remain hopeful and positive
about thefutureinaworldfull of other peoplewho cannot becontrolled.

Interdependence

Related closely to emotional resilienceis the concept of interdependence. Some
authorsdescribeinterdependenceas beingthe healthy bal ance between dependence
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(onother people) and independence (which can make othersfeel excluded). In his
bestselling book The Seven Habits of Highly Effective People, Steven Covey described
andillustrated interdependencein thisway:

Lifeis, by nature, highly interdependent. To try to achieve maximum
effectivenessthrough independence isliketryingto play tenniswitha
golf club; thetool is not suited to the reality. Interdependence isa
mature and advanced concept and is a choice only independent
people can make. Dependent people cannot choose to become
interdependent because they don't ownenough o themselves.

Reflection on how society hasdeveloped in the western world in recent timeswill
illustrate how many rel ationships, certainly socially, but often too in business have
becomedependent. Thistendsto sap energy from at | east one party and can represent
alifeposition whereaperson feelsthey are'Not OK' on their own and alwaysneed the
help of others. The person being relied upon can aso develop a'You're not OK'
attitudeto thedependenceover time. The other extremeisindependent, whichin
recent decades has been a highly valued attribute particularly for business. However,
thishasdownsideswhere theindependent person then strugglesto let othersinto the
picture, fedingthat 'I'm OK' but "Y ou're not OK' asyouinterfereinwhat | want to do.

Interdependenceis not easy to achieve, but isanecessary position for handling
emotionswherethedriveto work with emotional honesty with othersisjust asstrong
asthedriveto beableto achievethingsalone.

General health and quality of life

Thefinal stepin handling emotionsinvolvesgeneral health and quality of life. Itis
neither possible nor desirable hereto outline best practice for physical, behavioural
and emotional health. However, it isclearly difficult for aperson to develop the other
attributes of emotional literacy if they are over-tired, under-nourished, lacking in
exercise, lacking intellectual stimulation or experiencing any of a myriad of other
symptoms of suboptimal lifestyle. Developing emotional literacy thereforerequiresa
holistic approach to mind and body where theinterconnections between thetwo are
fully recognizedand respected.

STAGES OF INDIVIDUAL EMOTIONAL DEVELOPMENT

Having understood the componentsof emotional literacy, individuals need to know
how to devel opthem.

Many diagnostic tool sfor assessing emotional literacy are availablecommercially
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(seeAppendix),and the companiesthat promotethesetool sal so offer services to help
individual sthrough their journey to greater emotional literacy. Such support typicdly
involvesfeedback and someelement of coaching. In addition, someorganizationsare
proactivein supportingindividual sthrough coachingand mentoringinterventions.

For individuals seeking to understand how to develop their own emotional
literacy, it isimportant to understand the basic stages that humans experience as
emotionsdevelop, asshownin Figure7.9. Theseare derivedfrom ClaudeSteiner's
book Emotional Literacy: I ntelligence with a Heart, and have been developed asa
result of many yearsof experienceworkingwith peopleto developemotional literacy.
Steiner, as a psychologist and therapist, works with some people who are deeply
emoctionallyilliterate, at thestart of the spectrum, and who are numb to emotions. He
asoregularlyworkswith peoplewho by all other measuresare'successful’ in business
or personal terms, but where their success achieved through traditional intellect,
money or other sourcesd external power hasbecomestifled by theirlack of emotional
literacy and personal power. For many people, theverbal barrier of Figure7.9 (also
shown asthe emotional expression barrier in Figure 7.6) remainsto be overcome.
Until an individual can describe specifically what emotions they are presently
experiencing, they cannot move forward to understanding causes o their own
emotions and into understanding others: without thisthere can be no meaningful
control; emotions will influence either positively or negatively and people will
succeed, or not, by accident.
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Figure7.9 Stagesinemotional devel opment (adaptedfrom Steiner)
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To want to overcomethisverbal barrier, people must believethat appropriate
expression and handling of emotions is central to personal effectivenessin any
situation.

Inthefinal analysis, the choiceto becomemoreemotionallyliteratelieswith each
individual . For thosewho makethe choice, thereare many sourcesd hel pand support
available. For thosein any position d |eadership, whetherin afamily, asocial group or
aworkplace, Goleman'swordsinPri nal Leadershipmay strikeachordand providea
challengeto take somefurther devel opment steps: 'No creature can fly with just one
wing. Gifted leadership occurswhen heart and head - feelingand thought — meet.
Thesearethetwowingsthat alow aleader to soar.'

Developing emational literacy inindividualsis powerful and can have adirect
effect on theability to make good decisionsin uncertai nsituations. Risk management
in organizations, however, isnot typically controlled by an individual, but needsto be
acollective effort. Accordingly, thereisan imperative to build emotionally literate
groups to prevent the emotions of the collective becoming a barrier to effective
decisionmaking. Chapter8exploresthisaread group emotionalliteracy.



CHAPTER 8

Emotional Literacy for
Groups

Inturning thefocusof attention to theemoational literacy of groups, it isimportant to
remember that groups, that iscollectionsdf individuals, operate at a number of levels
asdefinedin Chapter 2. Thispointed out that the characteristic of any group, beit risk
attitude or level of emotional literacy, is not merely the sum or the average of the
component parts. However, just as the risk attitude of a group is fundamentally
influenced by therisk attitudesdf theindividual smaking up the group, theemotional

literacy of any group will bedirectly affectedby theemotional literacy of the members
of that group.

In considering groups, the primary focusdf thischapter isthe small working team,
that isacollection of individual swho areworking together for acommon purpose.
Thismay be a project team at work or in acommunity setting, or aspecialist team
workingtogether in afunctional department. Similarlythesmall working team may be
a company board or senior management team. Whilst the risk attitude of an
organization will be affected by issues relating to the deep-rooted culture of the
company itsalf and thesector and national context, asdiscussedin Chapter 5, itisalso
afact that thedaily decisionsin anorganization can besignificantly affectedby therisk
attitudesof the membersof the senior management team.

As previously discussed, whatever the goals of individuals may be, success
happens (orfailsto happen) inasocial context. Theopenloop nature of theemotional
centre of the human brain means that for emotional stability, people rely on
connections with other people. The more positive these connectionsare, themore
emotionally stable each individual will be. It isobvioustherefore that any group of
people, whether afamily group, a project team, asocial group or any sort of larger
organization, will havea better chance of harnessing theemotional energy withinthe
groupfor positivebenefit if the membersareemotionallyliterate asindividuals.

Regardingdecision-making and making choicesin risky situationsin particular,
theemotional state of thegroupwill getintheway o the processif itisnot recognized,
understood, appropriately expressed and managed. In the context of risk
management, it is critical to identify and deal with those 'emotions that matter’,
namely those feelingsthat will prevent the group from achieving the best solution if
they areleft unacknowledgedor unmanaged.
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Whereat |east some of the powerful membersadf agroup areemotionallyliterateas
individuals, it isrelatively easy to build aculture within the group where feelingsare
openly discussed and handled in away that protectsthe person involved. With skilful
handling, the development of emotional literacy across the whole group can then
move quickly asavirtuouscycleisgenerated. Behaviour breeds behaviour. Theeffect
onthegroupwill bepositiveif behaviourispositive, encouraging and supportive, if the
prevailingculture withinthe group isonewhere peopleare'hard on theissue and soft
ontheperson', if thelink between emotional literacy and success can be established,
andif emotionally damaging behavioursare rejected by thegroup. Thegroup Wl soon
know themselveswell enough that they don't get in theway of their decision-making
processes.

Conversely, the way forward for the group will be more difficult if the powerful
members of a group are the sorts of peoplewho believe that emotional literacy is
mutually exclusivewith business acumen, that emotionsare private and should be
kepttightlyreinedin, or that feelingsareirrational and haveno placealongsidelogical
decision-making.

Sofaritisclear that emotion hasadirect effect on risk management and can be
managed. Individual s must accept thechallenge to analyse and enhancetheir own
emotional literacy. Accepting this challenge for oneself then makes usfit for the
purpose of promotingemotional literacy and helping othersin thegroupsand teams
inwhichwework and play.

COMPONENT PARTS OF GROUP EMOTIONAL LITERACY

There has been little specific research into the emotional literacy of groups. Most
published work takesthe dimensions of emotional literacy asapplied toindividuals
and appliestheseto groups. All of the elements of emotional literacy examined in
Chapter 7 arerelevant to groups since they affect the constituent individuals within
the group, but somefactorsare morespecifically relevant to understandinghow the
emotional literacy of groups affects risk attitudes. Thesearelisted in Table 8.1, and
discussed below under thefour major elementsof emotional literacy,asin Chapter 7,
namely:

1. recoghizeemotions
2. understand emotions
3. appropriately expressemotions, and

4. handleemotions.
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Table81 Rdevantdiagnosticelementsadf emotional literacy for groups

1 _Recognizeemotions 2. Understand emotions
® Group 'self -awareness o Relativeregard
o Organizationalawareness

3. Approprlately express emotions 4. Handle emotions
® Personal openness and emotional honesty o Intentionality/impulse control
® Assertivenessand conflicthandling o Emotionalresiliencelstresstolerance

1. RECOGNIZE EMOTIONS

Group'self'-awareness

Itisimportant for groupsto recognizeany habitual, rigid patterns of behaviour that
havebecomeestablished asthenorm. As previouslydescriq‘ed, habitual behaviour has
many positiveaspects: it alows peopleto flow and take decisions easily and without
stress. There can also, however, beanumber of detrimental effectsdf habitsadopted

by agroup.

Pre-forming

Lifetime of group >

Figure8.1 Stagesingroup development (after Tuckman)
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N 1965, Bruce Tuckman introduced hismodel for group devel opment highlighting
the stages a group passes through to become a 'performing' team, asillustrated in
Figure8.1. Inthe'norrning' stage, Tuckman expla nedhow groupshavefound away for
theindividual memberstowork together without negative conflict, but they have not
yet reached alevel of maturity wherethey are ableto expressthemsel vesand harness
the poditiveaspectsdf di sagreements. Experiencehasshownthat many groupsbecome
'stuck’ at the norming stagewherethey are havingfun together and workingefficiently
on the tasksthat they are set, including making decisions in uncertain situations;
however, they are not chall engingeach other and usingconstructivedi scontentto push
the boundariesthat would makethem effectiveaswd| asefficient.

Habitual behaviour within groupsisclosdly linked to the heuristicswhich affect
group behaviour in general and group risk attitudesin particular as described in
Chapter 5. Heuristicswork at asubconsciouslevd and in asystemati cway to short-cut
the mental process. They can bevery useful rulesof thumb, but can a so biasdecision-
makingin an unwanted way if |eft unrecognizedand unexarnined.

Groupsthat demonstrate habitual behaviours, such as alwaysadopting arisk-
seeking attitude, may be adopting the 'cultural conformity' heuristic - making
decisionsthat match the perceived expectation o the organizationor cultural norm.
Alternatively the group may be locked into ‘groupthink’ where the members of a
cohesivegroup chooseto preserveharmony and not challengethe status quo. Insuch
situations, it may bethat there arefew strong emotions associated with adopting the
usual risk attitude, wherethe security of ahabitualized approach can becompelling,
but also blinding. In contrast, however, if strong emotions are felt by individual
membersbut not expressed thiscan bedeeplyineffective, bothintheshort termif the
group decisiondid not take into account al relevant factors, and in thelonger term if
the burying o the emotion wasleft unresolved. If strong emotions about theissue
being discussed or about other members of the group areappropriately recognized,
understood and expressed, there isachancefor different behavioursto be displayed
and amodifiedrisk attitude to be adopted if appropriate. An examplemight bewherea
group member hashad a previousencounter with aclient and no trust exists between
thetwo parties. The group may chooseto adopt a more risk-averse stancewith the
client given this knowledge, or to buildin safeguardsto counter the chancethat the
client cannot betrusted thistime. Conversdly,the group may choosenot to adapt their
tacticsinthelight of thisinformation,but can neverthel essbeempathetictothegroup
member and willingto helpthem throughtheir personal difficulty.

It isthereforeimportant for groupsto find away o reflecting on their current
normalized patterns and deciding whether they are optimal. If the group has no
mechanism for dealingwith the emotions of theindividual membersitislikelyto be
operatingsub-optimally.
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Organizational awareness

Thisisone of theelementsdf emotional literacythat playsaroleat both anindividual
and group level, determining how social relationships are managed. Awareness of
cultural, political or sociological aspectsof an organization's context isthefirst step
towards effective management within that context. Techniques such as PESTLE
analysis are commonly used to prompt research into and understanding of
organizational context (seeFigure8.2). Similarly, stakeholder analysiscan be helpful,
usingasimplemodel to consider the power and interest of key individual sand groups
who can help or hinder progress.

Type of factor

External examples

Internal examples

economic variations, e.g.
taxation or interest rates

P = Political Central or local government | Within the business - interplay
of power and motivation
E = Economic Sensitivities to macro Financial considerations such

as profitability, cash-flow or
return on investment

S = Sociological

Expectations or attitudes of
society at large
National cultural issues

Organizational cultural issues
Attitudes to change

T = Technological

Changing technological
capability and expectations

Attitudes to technological
change

renewable energy, future
disposal

L = Legal Statutory requirements and | Local application of statutory
legal obligations requirements
Attitudes to legal obligations
E = Ecological Changing legislation and Local attitudes to ecological
{environmental) attitudes to issues such as | issues

Figure82 FESILEanalysis

Havingcarried out thisfirst step to gain arational awareness, thesecond step isto
understand how the group feels about the situation, what emotions are held and
whether they matter. If thisisnot done, any strong emotionswhich arefelt but left
unmanaged will deflect attention from successful achievement of the group goal
whatever that may be.

2. UNDERSTANDING EMOTIONS

When a group has been able to recognize that emotions are affecting the shared
decision-making process, they then need to understand those emotionsasa precursor
to expressingthem appropriately.
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In a group situation, it isimportant to be able to understand the difference
between emotionsthat are personal to an individual,and emotionsthat areshared by
alarger number of people. All individualsareimportant, but theroutefor exploringa
personal emotion that is getting in the way may not be in the group context.
Devel opinggroup emotional literacy should be managed so it does not turn into group
therapy. Emotionsshared by anumber of people, however, arevery likely to affect risk
attitudes and decision-making and therefore they need to be understood so they can
be managed for positiveeffect.

Relativeregard

Thevaluedf relativeregard isessential for devel opment of group emotional literacy.
Eachindividual inthegroup needsto feel that they are'OK' and are worthy of being
heard, and that othersare'OK' and can betrusted to empathizeand support them.

Understanding emotionsinagroup situation relieson each individual being able
to seethesituation through theeyesdf others and then being ableto rationalize this
dataand seeaclear path forward that respects how othersare thinking and feeling.
Thisiseasy to say but not alwayseasy to do, asour own emotionsoften get in theway
of understanding and respecting another who seestheworld differently. Inagroup
context the need for relativeregardisfundamental and critical to effectiveness.

3. APPROPRIATELY EXPRESSING EMOTIONS

Personal openness, emotional honesty and assertiveness

In Chapter 5, the effects of national cultural differences on risk attitudes were
discussed, focusingonthework of Hofstedein definingthedistinguishingdimensions
of anational culture. Thisisalsodirectlyrel evant to expressingemotionsin groups.

Hofstede's Power Distance dimension of national culturedealswiththeextentto
which asociety seesinequality between people and a hierarchical structure to society
asanecessary evil, or afundamental basi sfor societal order. Table5.1 showsthe power
distance index (PDI) for the countriesstudied by Hofstede. In acountry with ahigh
PDI,inequalitiesare expected and desired by theless powerful. In acountry withalow
PDI, inequalitiesare barely tolerated, and areonly done so for the purposes of basic
order, for examplein government.

Thesignificancedf thisfor expressingemotionsisthat inaculturewithahigher PDI,
the acceptanceand respect for superiors limit the extent to which peoplefee they are
free to expresstheir viewsand emotions, whereasin aculturewith alower PDI, itis
acceptableand desirableto question authority. It ismuch easier for communication to
beopenand two-wayin agroup that hasalow power distanceindex
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Linkedtothisresearchisthework of Edward Hall on high-context and low-context
cultures. In ahigh-context culture the meaning of wordsand actionsare derived and
contextualized from the environment. Communication isheavilyimplicit and such
cultures rely on intuition, reflection and sensory perception of issues. Koreaand
Middle Eastern countriesaretypically high context. I n contrast, low-context cultures
rely on explicit verbal communication to convey meaning. In such cultures the
content of thecommunication isfar moreimportant than the meansof delivery of the
message. Whilst non-verbal communication inevitably playsapart it haslessof an
impact than thewordsthemsel ves. Scandinavian countries aretypicallylow context.

Whilst thereis no definitive correlation between Hof stede's power distance and
Hall's highllow context, cultureswith ahigher PDI appear likely to be higher context
thanthosewithlow PDI.

The consequences for the emotional literacy of individuals and groups are
significant, since appropriateexpression of emotion will mean different things to
different people. In some cultures, appropriate expression will be subtle and non-
verbal relyingontheintuition of other group membersto recognizeand understand it.
In other cultures, appropriate expression will beexplicit and verbal, thistimerelying
on theability of the other group membersto be ableto deal with thisdirect approach.
Inamulticultural team thevalued understanding other people at anindividual level
cannot beover-stated if communication and decision-makingareto beeffective.

Itis perhaps significant that the devel opment and popularization of emotional
literacy hastaken placein countrieswith culturesthat tend to belower power distance
and lower-context. Chapter 7 showed that working with individual sto build emotional
literacy hasrelied on people beingableto cross the 'verbal barrier' and develop an
ability totalk about emotionsto atrusted other person. It hasbeen demonstrated that
development only occurswhen peoplefind away o talking about their emotionsinan

appropriateway.

Inagroup situation theverbal barrier is perhaps even higher with greater levelsof
risk for individual sto disclosefeelingsin agroup context. Group emotional literacy,
however, still depends on emotional expressionfor devel opment.

4. HANDLING EMOTIONS

Intentionality /impulse control

At itsmost basiclevel, handling emoti onsdependson deciding what emotions matter
—-which emotions can take the group forward towards their goal, and which will
detract fromthegoal.
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Recognizing, understanding and appropriately expressingemotionswithinthe
groupwill build trust and effectiveness. However, in just thesameway that individual s
needto choosetheright moment to expressemotionsto others, groupsalsoneedto be
ableto make judgementsabout 'the right timeand place’ and deal with emotionsso
that the onesthat impact on goalsare heard, and the onesthat don't are dealt with
within the group. For example, a group may collectively feel trepidation about a
projectthey areengagedin becauseno oneisvery experiencedinthefield and because
theyfed they haveapoint to proveto their management. It would beappropriate for
thegroupto confronttheir feelingsd trepidation, understand wherethey comefrom
and work together to deal with them. It would be inappropriate to share their
trepidationwith anyonewho may passon theinformationto the management team.
Discussingissues privately withinagroup and then not passingtheinformation fredy
onto othersrequiresintentionality— an intentionto achievethegoal rather than be
side-tracked by issueson theway.

Resiliency/stresstolerance

Theability for agroupto pick themsel vesup and bounce back whenthingsgo badly for
themiscentral to effectivenessand can bedevel oped. In just thesameway that an
individual'sself-esteemand personal power can gointo anegative (vicious)cycleor a
positive (virtuous)cycleastheir performancereinforcestheir internal image, thesame
istruefor groups. Somegroupsare not resilientand thingsthat go badly haveadeep
effect on the group esteem aswell ason individual membersdof agroup. Conversely,
other groupsare robust and sometimesarrogant, with littleexternal influence having
an effect.

Theredlityisthat neither typed group isemotionally literate. Theemotionally
literate group is resilient and tenacious, but reaches this position after looking
honestly at thetruth of thesituation,includinghowindividual sfed.

Sometimesasafe placefor agroup to start to exploreemotionsisfollowingaset-
back. Understandingwhat peoplefee about the situation can help both the group
effortand theindividual sthemselves.

THE ROLE OF LEADERSHIP

Thedevelopment of emotional literacy for anindividual ischallengingenough and
typicaly relieson that person having good support from others around them. The
developmentd emotionally literategroupsisafurther step requiring positiveintent,
tenacity and skill. The challengecallsfor leadership of the highest order to act asa
catalyst for the group and to be a role model going forwardto a more emotionally
literatefuture.
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Whilstthewholefield of |eadership isextensively covered in theliterature, there
aresome aspectsof |leadershipthat arerelevant to emotionally literate groups, and
theseareexplored below.

OBJECTIVE SETTING

Emotional literacy insiststhat awareness must precede action. Thisissupported by
Covey who asserts that 'private victories precede public victories, emphasizing the
need for people and groups first to understand themselves, their feelings and
motivationsbeforemakingdecisionsand influencingothers.

Since both risksand attitudes aredefined in termsof objectives,itisnot possible
for agroup to act effectively unless those objectivesare clearly defined and agreed by
dl key stakehol ders. One major roledf |eadership in projects, teamsand organi zations
isto ensure that objectives are set in an emotionally literate way. This requires
alowingthegroupfirstto reflect upon and discusswhat itsautomati c response would
beto therisksassociated with thesituation, and determiningthe possible effect on
achievement of objectives. With time, relativeregard and intentionality in place, the
group could begin arich discussion about how to modify their subconscious risk
attitudein order to set appropriateand achievabl eobjectives.

GROUP MOTIVATION

Theterm 'alignment’ isoften used to describe leading a group of peopletowardsa
common goal, drawing on a magnet metaphor indicating the need to get all the
constituent parts pointing in the right direction. Rational descriptions of goals,
objectives or project success criteriamay be somewhat bland, but the organization
expectsthat peoplewill alignto them and be motivated to achievethem.

Considering this analogy in terms of the Triune Brain explained in Chapter 7,
rational languagespeaksto the neo-cortexwhichisthelogical centred the brain, and
completely bypassesthe part of the brain concerned with emotion and feeling. Asa
result, rational language does not usually engender passion and commitment.
Understanding this, US leadership expert Warren Bennis suggests that effective
groups should work on 'attuning' rather than 'aligning'. For musical instruments,
attuning describes the process of bringing harmony by achievingaresonance. The
emotional intelligenceequivalent means accessingwhat peoplefeel about thegoa as
ameansadf harnessing acollectiveenergy and passion about movingtowardsit.

Psychologist Lou Ticesaysthat 'all meaningful and lasting changestartsonthe
insideand worksitsway out', and thisistruefor groupsaswell asindividuals. Soif a
group choosesto modifyits natural risk attitudes in a particular situation, this\ only
beeffectiveif thegroupisattuned tothe objectivewith their heart aswell astheir head.
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CULTURAL FLUENCY

Theeffectsof national cultural differenceson risk attitudes and on emotional literacy
cannot be ignored, and multicultural groups fail to understand the effect of the
cultural mix at their peril. Clearly thereisamajor rolefor leadership to ensurethat this
isaddressed in thegroupsfor whichthey areresponsible.

For example, thefollowingnational cultural stereotypes might be exhibited by a
group made up of individualsfrom Norway, Malaysiaand France who have been
brought together within their organization to manage the introduction of a new
technologyintoanew market:

o The Norwegianswouldtend to be comfortablewith ambiguity,intolerant o
inequalities and very focused on verbal rather than non-verbal
communication.

® TheMalaysianswouldsimilarlytend to becomfortablewith ambiguity but in
contrast seeinequalities in society as being essential and be high context
with non-verbal communication being more important than the words
spoken.

e The French would tend to be uncomfortable with ambiguity and would
prefer a hierarchy of power within society. Verbal and non-verbal
communication would playan equal part.

If these cultural factors were left unmanaged, there would be a high chance that
communication would beineffective and the group might have no mechanism for
determining an appropriateattitude to the uncertaintiesinherent in their situation.
Decision-making would be at best slow and at worst non-inclusive, with the most
powerful group member(s) imposing their preferenceson thegroup.

The purposed thisexampleisnot to focus particularly on these three nations, but
to demonstrate that cross-cultural working is mostly complex and full of hidden
dangersthat aredirectly applicableto risk attitudes and risk management, and that
understanding national cultural differences can help manage these challenges. This
could be achieved by agroup leader who ensured that the group focused on their goal
while allowing each person to communicate their feelings about the goal and the
associated risks. Thiswould create shared understanding and permit the group to
chooseaway forwardwith an agreed group risk attitudefor thesituation.

USE OF POWER

Every member of agroup contributesto theoverall degree of emotional literacy of the
group, but thegroup leader hasa particularly influential position, sinceemotionsare
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contagious and behaviour breedsbehaviour. A skilful leader will balance objective
setting and decision-making with attention to the relationships between group
members. In contrast, leaders can wreak havoc by displaying counter-productive
emotions, allowing negative competition to develop within the group, or ridiculing
attemptsfor greater communication at an emotional level.

The different sources of power that leaders can exercise have been discussed
earlier, and these can have amajor influence on the emotional literacy of the group.
Theideal situationisclearly wheretheofficial groupleader (thatisthe person with
legitimateand reward/coercion power)isemotionally literate. The next best situation
iswhere thegroup|leader themself may not beemotionally literate, butisopentothe
concept and is prepared to allow another group member to lead this aspect of the
group's devel opment andwork, based on their referent or expert power.

MEETING BEHAVIOURS

Giventhat alarge percentage of group work isconducted i n a meeting setting, one of
the main responsibilities of theleader istowork to ensure that meetings are positive
and supportive of thegroup'semotional development aims.

Communication in group situationshasadirect effect on success. Muchtimein
organizations tendsto be spent i n formal meetings. these can beinspiring gatherings
that achieve much, but the reverse is experienced too often. Hendrie Weisinger
suggeststhat team communication in meetingscan befostered by:

e using and encouraging self-disclosure, sharing thoughts and feelings
relatingdirectlyto thesituation beingdiscussed;

® practising and encouraging dynamic listening, using restatement, reality
checkingand buildingonreplies,

e engagingin problem-solving, usingsol ution-focused thinking;

@ using assertiveness and constructive criticism, since emotionally literate

groups welcome honest exchange and robust debatefocused ontheissue
not theindividual sintheteam.

Thisapproach issupported by research conducted by Cary Chernisinto emotional
intelligence in organizations. Herecommends handing out alist of 'process norms
alongsidetheagenda at the beginning of a meeting, to remind group members of their
behavioural responsibilitiesaswell asthework to bedone. Theseprocessnorms might
include:

e keepingontrack;

e encouragingtheinput of others;
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e use d clarification and summary to make sure there is a shared under-
standing;

o listeningand buildingonwhat otherssay.

This requires the leader of the group to be sufficiently emotionally aware and
confident to takethisapproach. Such leadership behaviourisessential if emotional
development withinagroupisto beconsistentand progressive.

USE OF LANGUAGE

Neuro-Linguistic Programming(NLP) has become popularized in recentyears. It was
developedinitialy by Richard Bandler and JohnGrinderintheearly 1970s, who set out
to identify the patterns used by outstanding therapi stswho achieved excellent results
with clients. Oneaspect of NLPinvolves buildingrapport with others, whichisakey
element of emotional literacy of direct relevancetogroupworking.

Individua srepresent informationinternally through their basic senses, that isin
pi ctures(visual) sounds (auditory) fedings(kinaesthetic), taste (Qustatory)and smell
(olfactory).Thismanifestsitsdf in thelanguage peopleuse, for examplesome people
will automeatically say 'that looksgood to me', otherswill say 'sounds right' and yet
otherswill say 'that feelsgood'. They all mean the samething, that thesituationis
good, but the representational system they useto communi cateisdifferent. Excdlent
communi cators,often ingtinctively, recogni zethe representational systemspreferred
by othersand work with them. They usedifferent representati onal systemstoinclude
and reach each member df thegroup, and giveeach person an opportunityto relateto
and engagewiththe message.

RelatingNLP to risk attitudes, each group member will havetheir own mental map
of each uncertain situation that exists. Theskilful |eader will enable each member of
thegroup to verbalizetheir understandingdf thesituation. Thesensory languagethat
different peopleusewill vary and thismay resultin theexpressiond their risk attitude
alsovarying. Group members may actually agree, for example, that somethingisa
good opportunity, but counter thiswith different attitudes to the actionsthat should
betaken next. Thiscouldlead to group membersfailingto understand how each other
isfeelingabout the uncertainty, for exampl e, believingthat they are disagreeingwhen
infact they haveconsiderablecommonground. A skilful leader will recognizethisand
beableto usearanged sensorylanguageto build rapport and understandingwithin
thegroup.

Another areawherethegroupleader should beawareof theeffect of languageis
the usedf humour. Sometimesthiscan mask sarcasm, prejudiceor personal criticism.
Chapter 7 outlined the importance of optimism as part of the development of
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emotional literacy and theimportanceof laughter in building genuine relationships
with othersand building attitudes that seethefuturein a positive, opportunity-laden
light. Unfortunately, not al types of humour achievethis, with someappearing to be
funnyin theshort term but actually only being destructiveto development of effective
emotionallyliterategroupsinthelonger term. Negativehumour destroystrust and the
relative regard required for people to openly state their viewpoints, and damages
respect within the group. Effectivel eaders recognizethisand makesurethat thistype
o languageisknownto be unacceptable.

GOING FORWARD

Thevalue of developing emotional literacy within groupsat all levelsisundeniable.
Thisistrueinbusiness, for project teams, departments, divisionsand organizationsas
awhole. Itisalsotrue outside work,infamilies, communities, clubsand social settings.
Whiletheemotional literacy of constituent individualsisamajor contributor tothe
emotional literacy of the groups to which they belong, thereisa number of group-
specificfactorsto beconsidered. Somedf these requireattention by thegroup working
together and othersarethe particular responsibility of thegroupleader.

Whether at individual or group level, however, emotional literacy doesnot just
happen. Chapters 7 and 8 haveoutlined thecomponent partsdf emotional literacyfor
both individuals and groups in order to promote awareness of the issues to be
addressed. But awareness must be followed by action, in order to gainthe benefits of
emotionallyliterateteamsand groups.

Thisisclearlyimportant to individual sand organizationsfor anumber of reasons,
since emotions have a significant effect across the business environment, both
positively and negetively. There is, however, a particular application to the
understanding and management of risk attitudes. Part 2 developed a framework
describingrisk attitudesat both individual and group levels,and Part 3hasdetailed the
componentsadf emotional literacy. Thesecan now be brought together to exploreways
inwhich application of emotional literacy can allow risk attitudesto be understood
and managed, |eading to more effectivemanagement of risk whereverit isfound. Part
4 presentssuch an approach, applying the principles of emotional literacy directly to
risk attitudes.
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Applying Emotional Literacy
toRisk Attitudes

Having described the problem with risk management effectiveness and the role of
human factorsasaCritical SuccessFactor,anumber of issuesarise. Central todl these
istheinteraction between peopleand uncertainty, crystallizedintheir risk attitude-
the chosen response to significant uncertainty. Risk attitudes are displayed by both
individuals and groups, and there are many influences on these, both open and
hidden. Peopleadopt an attitudeto each risky situation that reflectstheir perception
of the degree to which the uncertainty mattersto them, and their emotional feelings
towardstheuncertainty.

Risk attitudes are usually adopted subconsciously, theexception being when the
person or group involved consciously decidesto over-ride their automatic response
because they want to understand thesituation more clearly, and makean appropriate
rather than automatic choice.

Free-flowingsubconscious behaviour can begood in that it allowspeopleto make
good decisions in uncertain situations quickly and without effort. For example a
person who tendsto be risk-aversein uncertain situationsaffecting personal safety
would not hesitate to leave a building that was burning down rather than delay to
collect personal possessions. It can also be bad if the habitual behaviour isineffective
and continually resultsin sub-optimal decisions being made. An examplehere might
be a person whose subconscious risk attitude is risk-averse who, faced with an
opportunity in abusinesswith ahigh chance of occurrence, would automatically say
no, focusingonly on thereasonswhy the chancemay not work out for them.

Asdiscussedin previouschapters, thereare many factorsthat affectanindividual's
natural, subconsciousrisk attitudein agiven situation (seeChapter 4). For groups o
people, an even greater number of factorscomeinto play (Chapter 5). Nevertheless
both individuals and groups, faced with an uncertain situation, will adopt a risk
attitude that fallssomewhere on therisk attitude spectrum shown as Figure9.1. As
outlined in Chapter 2, each personisacomplexindividual whoseattitudesdefy simple
categorization; neverthel esstherisk attitude spectrum isa useful tool todemonstrate
the potential range of risk attitudesthat could be adopted, and to focusattention on
one'sownhabitual behaviour whenfaced witharisky situation.
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Tomanagerisk attitudesit important to understand how aninitial unmanaged risk
attitudeisadopted, recogni zingthat thisisasubconsciousprocess. Thereappear to be
two distinct alternatives for how a particular individual or group might respond
subconsciouslyto an uncertain situation, and definitiveevidencedoes not currently
exigtto determinewhich might beamoreaccuratereflectiond redlity:

e Thefirst possibilityisthat a personor group hasa particul ar default position

on the risk attitude spectrum from which they dwaysstart, and then they
subconsciously adjust from this depending on theinfluence of perceptual
factors or heuristics. This is illustrated in Figure 9.2, which shows an
individua who dwaysstartsasdightly risk-averse, but who can be moved to
beeither risk-tolerantor morerisk-averseby the effect of perceptionand/or
heuristics. Similarly agroup isshownwhich isgenerally quite risk-seeking,
but which can beinfluencedto beeither moreor lessso.

An dternativeisthat thestarting positionontherisk attitude spectrum taken
by an individual or group is variable, depending on the specific
characteristics of the uncertain situation, but that this position isadopted
without consciousthought, asshownin Figure9.3, whereagivenindividual
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might adopt differinginitial risk attitudes depending on their subconscious
perceptiond thesituation.

Intime, scientificresearch may be able to distinguishbetween thesetwo positions, or
to demonstrate some other option, but currently itisnot possibleto determine how
risk attitudesareinitially adopted by individual sand groups.

Irrespectived precisely how individualsand groupsarrivesubconsciously at their
initial risk attitudein thelight of agiven uncertain situation, it remainsthe casethat
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risk attitude (likeall other attitudes) isin fact achoice. However some do not seeit as
such, describing themselvesas'usually risk-averse' or 'dways risk-seeking'. Thisis
because the choice may have become so deeply habitualized that the outcome is
largely constant unlessthereisan extraordinaryreasonfor it to bedifferent. Asaresult
the person or group actsasif they had no choice, simply acceptingthe attitudewhich
has been adopted subconscioudy. Thismay be describedas'choosing not to choose'.
In contrast other individuals and groups have learned to assess each situation
internally,and then to choosearisk attitude explicitly, sel ectingthe attitudewhich is
most appropriate to thesituation and which offersthe best chance of achievingtheir
objectives.

Clearly the emotionally literate approach to thisinvolves both awareness and
action, whichislikely to be more effective than choosing not to choose and simply
adopting whatever risk attitude comes naturally. Thefirst step towards proactively
understanding and managingrisk attitudesin thisway isto devel opastrong senseof
self-awareness, whichisoned fundamental buildingblocksof emotional literacy.

Self-awareness has a key role in making decisions, to understand what the
individual or group isthinking and feeling and how that affectsjudgement. It also
plays a part following each decision, knowing what has just happened, why the
decisionwastaken, how theindividual or groupfed sabout it and what would bedone
differently next time. Self-awareness can be developed, and its importance in
determining the quality of decision-making (seeFigure9.4) should ensurethatitis
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given considerable attention, so that people are not operating more by luck than
judgement. Thefigureshowsthat high self-awareness allowsgood judgement, which
should producehigh-quality decision-making unlessoneisunlucky. If self-awareness
islow, then failureand poor decisions areto beexpected, unlessone just happensto
belucky and makeagood decision.

This relationship between self-awareness and good decision-making is
directly relevant to the management of risk attitudes, sinceindividual sand groups
cannot hope to adopt appropriate risk attitudes without a high degree of self-
awareness.

EMOTIONALLY LITERATEMANAGEMENT OF RISK
ATTITUDES

Thestarting premisefor emotionally literate management of risk attitudesisthat each
individual can over-ride their subconsciously chosen risk attitude in a particular
situation if they have a sufficiently strong desire to do so. The motivation will be
strongest in situations when it matters, when emotions are either preventing the
person from taking a risk that could have a favourable outcome for them, or
encouraging them to take arisk unwisely. New thinking patternsmust be established
which reflect emotional literacy, and which will initially seem uncomfortableand
counterintuitive. Atfirstthiswill need to beavery consciousand deliberate process. As
with the development of any skill or habit, with repetition the process will be
internalized and becomeanatural behaviourin itsaf.

Itisclearthat emotionallyliterateindividual sform theessential raw material foran
emotionally literate group. Just as individuals need to take responsibility for
development of their own emotional literacy (inall areas, not just asapplied to risk
attitudes), so each group will need to consider theissuesinvolved and decidewhether
and how to apply them. Managingrisk attitudesusingemotional literacyisnot aquick
fix that can be applied to every group interaction. Aswith all thingsworthwhile, an
investment isneeded, and oneroleof theleader isto decidewhether for a particular
groupinaparticular context, theinvestment isjustified.

In order tolearn how to manage risk attitudesin agroup, one hasto slowdownin
order to speed up. Todevel opgroup emotional literacy,thegroup needsfirstto beself-
aware, and that means slowing down, taking time to reflect and discuss as an
investment i nthefutureefficiency and effectivenessof thegroup.
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Figure 9.5 Applyingemotional literacyto changerisk attitude

MAKING THE CHANGE

For both individuals and groups, application of emotiona literacy to the
understanding and management of risk attitudesrequiresadeliberate process. This
can besummarized in four stepswith decision points between each one, asillustrated
in Figure9.5. The processisillustrated in detail in Table9.1 for each of thefour steps,
with each step describing the questions that a person or group needsto addressin
order to:

e analyse their current risk attitude in a particular situation and their
motivationto changeit;

e preparethemselvesfor makingthechange;
e makethechange;

e monitor theeffectsandlearnfrom theexperience.

The processisthesamefor individualsand groups, though some of the stepsdifferin
detail. Table9.1ispresented asachecklist, and readersshould refer back into earlier
chaptersfor explanatory detailson each question, or revision of thekey conceptsand
issuesassociated with each element of the change process. |mplementation of this
process can be performed by anindividual or group workingalone, though it may be
moreeffectiveto useaskilledfacilitator ableto reflect back and encourage change.
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Table9.1 Managingrisk attitudes

STEP 1-UNDERSTAND CURRENTRISK ATTITUDE AND THENEED FOR CHANGE

Describe and capturein writing:

What is the situation—current reality?

What objectivesneed to be achieved in this situation?

What are the mainrisks (threats or opportunities)?

How likely is it that the risks will happen?

Are the possible effects perceivedas good, bad or neutral?

Are there obvious actionsthat can be taken to reduce the threatsto an acceptablelevel?

Are there obvious actionsthat can be taken to make the opportunitieshappen?

What perceptual factors might influence assessment of the risks, e.g. level of relevant skills,
perception of impact magnitude, degree of perceived control, closeness of the risk in time,
potential for direct consequences?

Are individual heuristics having an effect, e.g. availability, representativeness, anchoring and
adjustment, confirmationtrap?

Are group heuristics having an effect, e.g. cultural conformity, risky shift, groupthink?

What emotionsare felt when the risks are considered?

Do the emotionsfelt have a physiologicaleffect?

Withoutany amendment, what risk attitude would be adopted?

Is this an appropriaterisk attitude in the situation given the objectives, and if not, what risk attitude
might be more appropriate?

What would be the consequencesof amending risk attitude in this way — upsides and downsides?

How will feelings differ if anotherrisk attitude is chosen?

Is this good?

Who else willbe affectedif an amended risk attitude is chosen?

What will be the impact of the choice on objectives, or the objectivesof others?

Decision 1- choose to change risk attitude (yes orno)?

STEP 2-MAKING THE CHANGE INTERNALLY

Describe and capturein writing:

The situation with the new risk attitude -what does it look and feel like?

What habits need to be amended to move forwardto the goal?

What needs to change so that everyone feels 'I'm OK'?

Are people confidentin their ability to make this change?

What must people do to get confidentand stay confident?

What feelings exist about the others directly involvedin the situation— what must change so people
feelthat 'They are OK*?

Is it necessary to stop judginga person (me or someone else) by their actions?

What needs to happento stop other people constrainingprogress?

Whose helpis needed for support ?

Who needs to be trusted? Will they be trusted and trustworthy?If not, how will that be dealt with?

What tactics will be adoptedto stay resilientif things don't go well?

What tactics will be adoptedto keep humility and a sense of perspectiveif things go very well?

What feelings exist now, both internal thoughts and external effects?

Decision 2- choose to live out the changedrisk attitude (yes orno)?

Continued
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Table 9.1 Managingrisk attitudes- concluded

STEP 3 - MAKING THE CHANGE EXTERNALLY

Write downplans forhow the choice willbe made:

In what circumstanceswill the goal be revealed to others, when will it help, when would it be best to
controlimpulses?

How will the goal be describedto others - pre-prepareassertive 'I' statementsso everyone is ready
and doesn't slip into being aggressiveor passive?

How will focus and optimism be maintained? How will problems be acknowledged but channelled
into a positive outcome?

What tactics will be adopted to make sure that 'old' emotionsin the situation do not take over and
detract from the goal?

How will people 'take care of themselves' -it's hard to make personal changes when over-tired,
over-wrought, under-nourished etc?

Decision 3 - doit (yes orno)?

STEP 4 - MONITORTHE EFFECTS

Capture thoughts andfeelings, whathappenedand whatcanbe learnedfrom the experience:

What happened?
Howdo I or we feel now?
How do othersfeel now?
Was it worthit?

Decision4 - wouldl doit differentlynext time (yes orno)?

SUMMARY AND FIRST STEPS

Risk attitudesfor individual sand groups can be managed once the starting premise -
the need for self-awareness- has been embraced. Thisformsthe basisfor anessential
prerequisite to effective management of risk attitudesat both individual and group
levels, namely understanding, which would not be possiblewithout adegree of self-
awareness. Althoughindividual sand groups are complex, both internally and in their
interrelationships, a structured process as depicted in Table 9.1 can provide a
framework for applying theinsights of emotional literacy to the management of risk
attitudesinan open manner.

Thereis, however,no quickfix and thosewishingto understand and managetheir
attitudesto significant uncertainty must be prepared toinvest in the process. But this
investment promises considerable returns, asindividuals and groups learn more
about their inherent responses to uncertainty, and devel op effective mechanismsfor
makingappropriateadjustments.



CHAPTER 10

Final Thoughtsand the
WayAhead

Thisbook isbased on the premise that there isa problem with risk management as
currently understood and practised. Despite many years of devel opment, with good
agreement on the key principles and concepts, a proven toolkit with mature
infrastructure support available, and a broad base of ongoing research, the areas
whererisk management issupposed to add val uestill continueto experiencedifficulty
andfailure. Thereasonsare many and various, but acommon root istheeffect of the
human dimension in risk management. Too many risk practitioners (and the
recipientsof their services) act asif they believethat effectiverisk management simply
requiresattention totoolsand techniques, systemsand processes. They seem to forget
that theseareall operated by people, each of whom isacomplexindividual influenced
by many different factors. This is further complicated by the fact that most risk
management is undertaken by people working in groups, introducing additional
layersaf complexity through rel ationshipsand group dynamics.

Intheory, implementation of risk management should besimple, whether it be
strategic (mission, corporate governance, reputation and so on), tactical (bid, project,
programmeand so on), or operational (safety, security, business continuity and so
on). There are many standards and guidelines defining current best practice for risk
management in these different settings, and thereiswideagreement on therequired
components of an effective risk management process. Standards are supported by
books, journalsand trai ning courses explaining how to do it in practice. Professional
bodiesoffer qualificationsto certify capability,and consultancies provideexpert i nput
for specializedapplications.

SIMPLE BUT DIFFICULT

With thiswealth of resources, why then doesrisk management so often fail to deliver
the promised benefits?One key is the recognition that just because something is
simpledoes not mean that it iseasy. It issimple to state that risk exists and can be
identified (definedas uncertainties that if they occur would matter since they would
havea positiveor negativeeffect on achievement of objectives).Itisalsosimpleto say
that risk should be managed proactively. The risk management process can besimply
explained (define objectives; identify risks; assess their significance; determine
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appropriate responses; implement responses and monitor their effect; feedback,
review and update). Most of the common risk techniques are simply structured
common sense (thoughit istrue that common senseis not very common), and are
simpleto understand.

If it isal so simple, there must be some other reason to explain why risk
management is not working as expected. If simple isnot thesameaseasy, what isit
that makesthevarioussimplecomponentsd risk management hard toimplement?

Theearlier discussionidentified awiderange of Critical SuccessFactors(CSFs) for
effective risk management (see Table 2.1}, each of which is required if risk
management isto succeed. But CS- might also stand for 'Critical Source of Failure',
sincetheabsence o thesefactorswill ensurethat risk managementisunabletoddiver
the promised benefits. Most agree that theinfluence of peopleontherisk processis
themost significant CS, in both sensesdf the phrase, since peoplecan either makeor
break the effectiveness of risk management. Wherethe effect of human factorson risk
management is understood and managed intelligently, the people element actsasa
CS- and promotes risk management effectiveness. Conversely where peopl e aspects
are ignored or unmanaged, this becomes a Critical Source of Failure, leading to
ineffectivemanagement o risk, with theinevitableadverseimpact on achievement of
objectives(seeFigurel0.1). Itisthiscentral influencedf peopleontherisk processthat
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is largely responsible for making simple risk management hard to implement
successfully and effectively.

Human factorsinfluence risk management in awiderangeof ways, and attention
hasincreasingly been focused on these asameans of increasing risk management
effectiveness. Theterm 'risk attitude' encapsul ates much of thehuman factor domain,
referringto theway in whichindividual sand groups choose to position themselvesin
relation to significant uncertainty. Consequently it can be argued that an ability to
understand and manage risk attitudeswould be amajor stepforwardinimprovingthe
management of risk. And sincerisk attitudesexist at all levelsin an organization, from
theindividual through working teams, departments, divisions, functional groups,
management teams, the whole organization and even its cultural environment,
understanding and managing risk attitudes can contribute to all levels of risk
management.

Twokey elementsarerequired to enabl ethisto beachieved:

e understanding of risk attitudesat al level swherethey existand matter;

e approacheswhichallow proactivemanagement d risk attitudes.

DIFFICULTIES IN UNDERSTANDING RISK ATTITUDE

Earlier chaptersin Part 2 have presented a coherent framework within which risk
attitudes can be defined and understood, describing the risk attitude spectrum on
whichthechosen response of each individual or group can be placedinrelationto any
given uncertain event or situation. Thisrepresentsacontinuous rangeof attitudes,
though it isuseful to definesome positional shorthand termssuch asrisk-averse, risk-
tolerant, risk-neutral or risk-seeking. However, the use of these should not tempt
peopleinto thinking that each individual or group must fall into one of four well-
defined camps. Realityis much more complex than that, adding to the'simple but
difficult' dimension.

A number of factorscan beidentified which complicate the understanding of risk
attitudes, includingthefollowing:

e Risk attitudesare situational. Consequently neither individuals nor groups
dwaysdisplay thesame risk attitude under all circumstances. In some cases
aperson or group may berisk-averse, but thesame person or group might be
risk-tolerant in another situation. Therisk attitudes adopted by individuals
and groups are affected by perceptual factors, which influencetheway in
which uncertainty is perceived in agivensituation. Althoughthesefactors
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andtheir effectscan bedescribed with some precision, they areoften present
in combination and interact with each other, makingit harder to predict how
they will influencerisk attitudein practice.

The position occupied on therisk attitude spectrum isinfluenced by the
action of heuristics, of which therearealarge number capabledf affecting
both individualsand groups. Like perceptual factors, each heuristic can be
defined clearly in isolation, but in practice they operate together,
complicatingtheir influence on risk attitude. Someheuristicsreinforceeach
other (forexample cultural conformity and groupthink), where others have
opposing effects (such as the Moses Factor and cautious shift). Further
complexity arises through the interaction of heuristics with perceptual
factors.

The initial risk attitude displayed by an individual or a group is usually
adopted subconsciously, though the precise mechanism by which this
position isreached is not fully understood. Two competing theories exist
(illustrated in Figures 9.2 and 9.3), differing in when the influence of
perceptual factorsand heuristics occurs. One possibility isthat a particular
individual or group dwaysadoptsthe samedefault risk attitude, whichis
then modified by the effect of perception and heuristics. Alternatively the
influencingfactors might operate prior to the subconscious selection of risk
attitude. In either case, the subconscious element of the process by which
risk attitudesare adopted makestheir diagnosi ssignificantly moredifficult.

Groupsarecomprised of individuals,and although therisk attitudesof group
members play asignificant part i n influencing the approach to risk adopted
by the group as a whole, the effect of group dynamics at various levels
complicatesthesituation. Each workingteam existsinacomplex network of
hierarchical and overlappinggroups, with many interactions whichare hard
to defineand harder to understand.

Each risk attitude held by any individual or group isa choice, at least in
theory, although the operation of strong and long-held habitscan givethe
impression of involuntary adoption of a particular position. Thismeansthat
thepositionontherisk attitude spectrum occupied by anindividual or group
can bevaried consciously, depending ontheir level of emotional literacy.
Sinceit isnot possible for an outside observer to determine precisely how
emotionally literate an individual or group may be, the extent to which
choice is operational and freely exercised cannot be measured
unambiguously.

Theseand other factorsresultinsignificantchallengesfor thosewishingto understand
risk attitudes asaprecursor to their proactive management. Oversimplificationisthe
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enemy of understanding, though it isa common strategy, and the danger is that
thinking becomessimplistic. AsAlbert Einstein (1879-1955)said, 'Everythingshould
be made as simple as possible, but not simpler." And his close contemporary, the
Americanauthor and humorist Henry L ouisM encken (1880-1956)is quoted assaying
'For every complexproblem, thereisasolution that issimple, neat and wrong.'

DIFFICULTIESIN MANAGING RISK ATTITUDE

If understanding risk attitudeisdifficult,then itsmanagement is moreso. Thisisnot
only because understanding must precede management, and any difficultiesin the
understanding element will beinherited when it comesto management. Thereare
also features inherent in the management process itself which are necessarily
complex, and which cannot besimplifiedwithout | osingeffectiveness.

It might appear straightforward to say that having identified the current risk
attitude of anindividual or group, all that is needed isto determine whether thisis
appropriate, and changeitif required. Whilethisstatement issimple, each of itsthree
component partsissignificantly complextoimplement:

e ldentify current risk attitude. There are no reliable or precise diagnostic
indicators of risk attitude currently available. It istherefore not possible to
define unambiguously either the starting point for the change, or thedesired
end-point. Simpleinstruments exist which can divide peopleor groupsinto
the four main headline categories of risk-averselrisk-tolerantlrisk-
neutral/risk-seeking, but thismay not givetherequired degreed granularity
tosupport change. For examplein one caseit may simply be necessary to
move from risk-seeking to risk-averse, and the use of these genericlabels
may besufficient. However, thesituation isdifferentif therequired changeis
from strongly risk-tolerant to slightly risk-seeking, and without high-
granularity diagnostictool ssuch termscannot beinterpreted objectively.

e Determine whether current risk attitude isappropriate. Itisnot clear how to
determine unambiguously what risk attitude might be appropriate for a
given situation. The key element to be considered is the effect on
achievement of objectives,asemphasized by the key definitionsof risk (‘any
uncertainty that if it occurred would affect achievement of one or more
objectives),and attitude (‘'chosen state of mind or dispositioninrelationtoa
given objective). In both cases the main element to be considered isthe
potential for affecting objectives, leading to a working definition of risk
attitude as 'a chosen response to perception of significant uncertainty'.
Despite these clear definitions, it is not always immediately clear how
selection of different risk attitudes would in fact affect achievement of
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objectives. For examplewhereatroubl e-shootinginterimmanager hasbeen
brought in to rescuean ailingdepartment, isit moreappropriate to berisk-
averseand seek to remove uncertai ntyfrom thesituation, or isarisk-seeking
approachrequiredtotacklethecrisisand bringradical change?

e Changeriskattitudeifrequired. Thechange processinvolvesasignificant
degree of investment and commitment. The previouschapter outlined a
processfor applyingthe conceptsdf emotional literacy toidentificationand
modificationd risk attitude (Figure9.5 and Table9.1), which can beapplied
tobothindividual sand groups. Though thisprocessappearsto besmpleitis
by no means easy. Each step in the process asks a number of subsidiary
questions,and answeringtheseisnot trivid. A degreed objectivity and sglf-
awarenessisrequired, which may not come naturally to someindividuals
and groups. Indeed the use of askilledfacilitator to assist an individual or
group through the process might be required (bearing in mind that
'facilitator' isderivedfromtheLatin 'facilis meaning easy - theroled the
facilitatoristo makethe processeasy for the participants).

Itisthereforeclear that a processfor managing risk attitudemay besimpleto define
and describe, but therearesignificant difficultiesinitsimplementation.

TOO HARD?

It may never be possibleto produce a consultant's model for understanding and
managingrisk attitude using applied emotional literacy. The complexitiesinherentin
each dimension of the problem militateagainst devel opinga genericapproach which
can be applied off-the-shelf by followinga predetermined process. Given that the
challengeto understand and managerisk attitudeissimple but difficult, the question
arisesd whetheritisworththeeffort. Wouldit not be better to stick to thoseelements
o risk management which arewd| defined and provenWhy not invest inimproving
thetoolsand techniques, systemsand processes, instead of worryingabout the soft
sided risk attitudeswhich seemsso hard to grasp and even harder to modify?

Theanswer istwo-fold. Firstly, incremental improvements in the mechanics of
managing risk will never deliver the level of effectivenessrequired to match the
relentlessand increasi nguncertai ntyfacing every individual and organi zation. Formal
approaches to risk management have been in existence for many years, yet the
shortfall between promiseand delivery remains. It isdoubtful whether any radical
improvementin risk management effectivenesscan be achieved by smply doing the
samething but better. Quoting Einsteinagain, 'lt isnot possibleto solveaproblem
usingthesame thinking that created it.' If effort issoldly devoted to devel opingnew
toolsand techniques, improvingthe system or streamliningthe process, it islikely to
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produce only marginal increasesin effectivemanagement of risk. Instead, attention
must be paid to identifying and implementing those CSFs whose presence promote
effective risk management (Critical Success Factors), and whose absence lead to
failure (Critical Sources of Failure) —chief among which isthe need to addressthe
human element of risk management.

Secondly, thebenefitsavailablefrom proactivemanagement of risk attitudesareso
significantthat they cannot beignored. Theseinclude:

e ability to focus on objectives instead of being distracted or diverted by
unmanaged personal issues,

e identification and remova of barriers to group performance posed by
intrapersonal or interpersonal issues;

e improved motivation, both for individual sand for groups;

e moreeffectiveteamwork, understanding and building on the strengths of
each member;

e increased individual and group health and wellbeing, throughintegration of
chosen attitudeswith corevaluesand external requirements;

@ reduction of stress which would otherwise arise from discord within
individual sor teams, whether expressedor hidden;

e moreeffectiveleadership;

e abilitytolearn, bothindividual (personal development) and corporate (the
learning organization).

Theseand other benefitsareavailableonly if therealitiesd therisk attitude challenge
are recoghized and tackled. The search for emotional literacy for individuals and
groupsisnot an ethereal exercisein navel-gazing or self-discovery; instead it offers
hard benefits to individuals and groups in terms of optimized performance and
achievement of objectives. Although the processdf understanding and managing risk
attitudesthrough devel opment of emotional literacy isnot simple, it isworth doing,
not only for the benefits available to the group or organization, but also for its
contributiontothewellbeingand health of theindividual .

FUTURE DEVELOPMENTS

In many waysthe approach outlined in this book to understanding and managing risk
attitude breaksnew ground; yet the component parts already existed. Researchersand
practitioners havefor yearsknown about theimportance of risk attitudes, and have
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sought to understand them so that they can be managed. Similarly the field of
emotional intelligenceis not new, havingits rootsin ancient wisdom, though it has
enjoyedarecent resurgenced interest. What isnew isthe recognitionthat emotional
literacyisan essential prerequisiteto both understandingand managingrisk attitudes.
Applyingtheinsightsof emotional literacy to the challenged risk psychology offersa
wealth of new avenues to explore, in both theory and practice. While the separate
elementsdf risk psychology and emotional intelligencehaveexistedfor sometime,
eachwithitsownindustryand infrastructure,thesynergisticapproach described here
of using applied emotional literacy to understand and manage risk attitudes is
innovative.

Thereis, however, anumber of areaswherefurther developmentisneededif this
approach isto befully effective, and for it to be widely adopted into the business
community. Followingthe steps presented in Chapter 9 will give individualsand
groups a good start in being able to understand how they initially respond to
significant uncertainty, whether thisisappropriate, and how to changetheir current
risk attitudeif thisisboth necessary and desirable. Figure9.5 and Table9.1 outlinea
generic processfor achievingthis, which can be applied by any individual or group
wishingto addressrisk attitudes proactively. But the complexitiesdf thesituation, in
terms of both risk and emotion, require further work to develop a more robust
approach which can beapplied in al circumstances. Areasfor future devel opment
mightincludethefollowing:

e Riskattitudediagnostic tools. In order to answer the questions about what
risk attitudeiscurrently in placeand what risk attitude might beappropriate
for thesituation, itisnecessaryto beableto diagnoserisk attitudewith some
degreed accuracy. Current toolsarequite crude, and most areonly ableto
distinguish between the four main headline attitudes of risk-averse/risk-
tolerantlrisk-neutral I risk-seeking, but models are required to providea
more preci sediagnosticframework on which detailed change can be built.
Researchiscurrently underwayin several academicinstitutions,but awiddy
availablediagnosticframeworkfor risk attitude seemssomeway off.

o Emotional literacydiagnostic tools. Similarly,whilethere are several well-
accepted frameworksfor assessingemotional intelligenceagainst different
underlying models (see Appendix), those currently available lack the
necessary diagnostic precisionto be useful in assisting peopleto apply the
approach torisk attitudes. It would be helpful for individualsand groupsto
be ableto assesstheir degree of emotional literacy asanindicator of how
successfully they might manage their risk attitudes, to benchmark their
current emotional literacy and to measureimprovement.

e Robust genericmodels of risk attitude. Thisaread risk psychology isstill
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quite soft, with competing theories, developing concepts and emerging
understanding. Development of the underlying theoretical framework
would beuseful, to provideaconsensual foundation on which practitioners
canbuild.

e Specific instantiations of the generic model. When agreement has been
reached on aframeworkto represent risk attitude in general terms, it will be
necessary to obtain data on how thisapplies specificalyin different settings,
for example job roles, industry types, or cultural variants. These specific
applications can then act as a normative benchmark against which
individuals, groups and organizations can assesstheir current position and
determinewhat might beappropriatein given circumstances.

o Casestudies. Aswith most emergingdisciplines, progresswill be madeinthis
areathrough both theoretical advancesand practical experiences. Much can
be learned through recording, sharing and analysing instances where
individuals, groups and organizations have attempted to use applied
emotional literacy to understand and manage risk attitudes. Both success
and failurestorieswill providedatato refineand improvethe approach, and
early-adopter individualsand organizations should be encouragedto share
their experiences, both good and bad.

CONCLUSION

Risk matters. Humanfactorsmatter. Risk attitudes matter. Emotionsmatter.

Each of these statements isconnected by afocuson achievement of objectives,
which arethe measure o 'mattering'’. Thevariousdimensionsof risk, human factors,
risk attitude and emotionscan each be described and assessed in i sol ation using well-
proven models and frameworks. But they interact in powerful ways, and those
interactions play asignificant part in determining the effectivenessof each separate
part. For individual s,groups and organi zationswho need to ensure that management
of riskiseffective, it isessential that they understand and manage all elementsof this
complexweb. What part do human factorsplay in the risk management process?How
are risk attitudes adopted and modified? How does the perception of risk affect
behaviour and deci sion-makingVhy areemotionsimportant in theworkplace?

Despitethe complexitiesd this challenge, some core conceptshave been defined
and clarifiedin the preceding chapters. Thebroad outlines of asolution havebeenlaid
out, together with some suggestionsfor how the details might befilledin. For those
pioneerswishing to take alead in understanding and managing risk attitudesusing
applied emotional literacy, theinsights presented here provide sufficient detail for
them to begin. Applying the proven techniques discussed i n these pageswill start to
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unvell themysteriesd risk attitudesand dlow stepsto betaken towardsimprovedrisk
managementeffectiveness.

Unmanaged risk attitudesposeasignificantthreat to theability o individualsand
groupsto achievetheir objectives. Developingemotional literacy at both individua
and group levelsoffersaroute towards understandingand managing risk attitudes,
allowingthe undoubted benefitsto be reaped and creating aframework for ongoing
learningandincreasedrisk management effectiveness.




APPENDIX

Emotional Intelligencel
Literacy Tools

A widerange of diagnostictoolsisavailable for individuals to useto help them self-
assess, and gain feedback from others, about the presence or absence of arange of
dimensions o emotional intelligence/literacy. This is a mature market and the
diagnostictoolsavailablearesolidly researched.

Productsto assess risk attitudes are currently not availableat the same degree of
maturity, though work isunderway inthisarea.

Sincedeveloping emotional literacy isan important aspect of understanding and
managing risk attitudes, itisimportant to be aware of the main diagnostictoolsinthe
areadf emotional literacy.

Inclusion or omission of atool in thisappendix does not imply the existence or
absenceof endorsement, promotion or recommendation by theauthors.

All thediagnostic toolsare questionnaire based and designed for self-assessment
by an individual asaminimum, and ideallyfor use on a360" basisby theindividual's
manager(s), subordinate(s) and anumber of peers.

All information presented about diagnostictool swascurrent at thetime of writing.
Therelevant company names and web addresses should be consulted for up-to-date
versions.
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EmortionAL INTELLIGENCE INDIVIDUAL DIAGNOSTIC
QUESTIONNAIRE

CENTRE FOR APPLIED EMOTIONAL INTELLIGENCE

www.appliedei.co.uk

166 questions answered usinga5-point scale

Scalel: Sef-regard

Scale2: Regardfor others

Scale3: Self-awareness

Scale4: Awarenessdf others

Scaleb: Emotional resilience

Scale6 Personal power

Scale7: God directedness

Scale8: Flexibility

Scale9: Personal openness

Scale10: Trustworthiness

Scalel1: Trust

Scale 12: Balanced outl ook

Scale 13: Emotional expressionand control

Scale 14: Conflict handling

Scale15: Interdependence

Scale 16: Accuratesel f-assessment
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EmoTtioNAL COMPETENCY INVENTORY

HAY ACQUISITION COMPANY INTERNATIONAL INC.

www.ei.haygroup.com

110 questionsanswered usingan8-point scale

163

Per sonal Competences- determine how wemanage ourselves

Self-awareness
Emotional awareness
Accurateself-assessment
Sdf-confidence

Self-management
Sdf-control
Trustworthiness
Conscientiousness
Adaptability
Achievementorientation
I nitiative

Social Competences- determinehow we handlerel ationships
Socid awareness
Empathy
Organizational awareness
Serviceorientation
Socidl skills
Developingothers
Leadership
Influence
Communication
Changecatalyst
Conflict management
Buildingbonds
Teamworkand collaboration
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BARON EmotionAL QuoTient INvEnTORY® (BARON

EQ-I)

MHS EMOTIONAL INTELLIGENCE

www.emotionalintelligencemhs.com

133questionsansweredusingab-pointscale

Intrapersonal scal es
Sdf-regard

Emotional self-awareness
Assartiveness

I ndependence
Sdf-actudization

Inter per onal scales
Empathy

Socid responsibility
Interpersonal relationship

Adaptability scales
Redity testing
Hexibility
Problem-solving

Stressmanagement scale
Stresstolerance
Impulsecontrol

Generalmood scales
Optimism
Happiness
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EQ MaArP™ QUESTIONNAIRE

Q-METRICS
www.gmetricseq.com

262 questions answered usinga5-point scale

Section 1: Current environment
Scalel: Lifeevents
Scale2: Work pressures
Scale3: Personal pressures

SectionIl: Emational literacy
Scale4: Emotional self-awareness
Scale5: Emotional expression
Scale6: Emotional awarenessdof others

SectionIL: EQ competencies
Scale7: Intentionality
Scale8: Crestivity
Scale9: Resilience
Scalel0: Interpersonal connections
Scale11: Constructivediscontent

SectionIV: EQ valuesand beliefs
Scale12: Compassion
Scale13: Outlook
Scalel4: Intuition
Scalel5: Trust radius
Scalel6: Personal power
Scalel7: Integrity

Section V: EQ outcomes
Scalel8: General health
Scalel9: Quality of life
Scale20: Rel ationshipquotient
Scale21: Optimal performance
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EmoTioNaAL SMARTS™ QUESTIONNAIRE

DONALDSON & ASSOCIATES, INC.

www.emotiona smarts.com

94 questionsansweredusinga4-pointscale

Awar enessskills
Emotional self-awareness
Emotional management
Assartiveness
God achievement
Optimism

Behavioural skills
I ndependence
Stress management
Impulsecontrol
Conflict management

Contact skills
Relationshipbuilding
Empathy
Socid responsibility

Decison-makingskills
Problemidentification
Cretivity
Selectingsolutions
Redlity testing
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In addition, we publish monthly Lucid Thoughtson our website and in the UK
project management journal Project Manager Today. Lucid Thoughtsare personal
reflectionson an aspect o project or programmemanagement uponwhichwe havea
particular and someti mescontroversial view. Feedback from Lucid Thoughtsreaders
encourages networkingand debate on some o the hot topics related to managed
changeinorganizations.

Asoned themanagingpartnerswithin Lucidus Consulting, Ruth Murray-Webster
bringsher parti cul arfascination with theimpact o human beingson organizational
changeto the company. If people make projectswork then understanding human
behaviour when working to deliver unique objectivesthrough a transient, multi-
functional team o peoplewithinthe constraintsdf time, cost and specification must
beapriority. Risk attitudes, asexplored in this book, form an important part of this
story.

Full detailsdof the businessare at www.lucidusconsulting.com, Thewebsite also
offersRuth's papersfor download aswell asafull set of Lucid Thoughts.



Understandingand Managing Risk Attitudein action

David Hillson and Ruth Murray-Webster are pleased to offer readersand othersasuite
o interventionsdesigned to implement theideaspresented in thisbook. Thesecover
thetwo key requirementsdof understandingand managing, and addressthe needs of
bothindividual sand teams. Eachevent can berun on anin-housebasi sfor clientswho
wish to maximize the benefits to their staff and teams. Public events will also be
scheduled fromtimetotime (contacttraining@risk-attitude.com for full details).

Thestarting placefor everyoneinterestedin developingtheir ability to manage risk
attitudeistheone-day Under standing Risk Attitude \Workshop.

Facilitated by both David and Ruth, this workshop coversall the main themes and
learning contained within the book in a practical and fun way. Designed for a
maximum of 12 peopleto maximizeinteraction, the workshop requires no previous
knowledge or experienced risk attitudes or emotional literacy. However, maximum
valuewill begained by peoplewho have already read the book and who havethought
about theconceptsand principles.

For thosewho havecompl etedthe UnderstandingRisk AttitudeWorkshopthereare
two optionsfor support with ManagingRisk Attitude:

e individuas, David and Ruth offer a Personal Coaching Dayto provideone-
to-one support asthe personworksthrough a processd understandingand
managing their own risk attitude in respect of a particular uncertain
situation.

e For groupswithacommon objective, David and Ruth offer aTeam Coaching
Workshop where the members of a group facing a particular uncertain
situation can together work through the process o understanding and
managingtheir grouprisk attitude.

Further detail sof these and our other servicesare availablefrom David and Ruth at
training@risk-attitude.com.
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