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INTRODUCTION

Risk management is recognised as an essential contributor to business and project success,
since it focuses on addressing uncertainties in a proactive manner in order to minimise
threats, maximise opportunities, and optimise achievement of objectives. There is wide
convergence and international consensus on the necessary elements for a risk management
process, and this is supported by a growing range of capable tools and techniques, an
accepted body of knowledge, an academic and research base, and wide experience of
practical implementation across many industries.

Despite this vision, in practice risk management often fails to meet expectations, as
demonstrated by the continued history of business and project failures. Foreseeable threats
materialise into problems and crises, and achievable opportunities are missed leading to lost
benefits. Clearly the mere existence of accepted principles, well-defined processes, and
widespread practice is not sufficient to guarantee success. Some other essential ingredient
is missing.

The most significant Critical Success Factor for effective risk management is the one most
often lacking : an appropriate and mature risk culture. Research and experience both
indicate that the attitude of individuals and organisations has a significant influence on
whether risk management delivers what it promises. Risk management is undertaken by
people, acting individually and in various groups. The human element introduces an
additional layer of complexity into the risk process, with a multitude of influences both explicit
and covert. These act as sources of bias, creating preferred 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 some degree of accuracy. This allows
sources of bias to be diagnosed, exposing their influence on the risk process.

But diagnosis is different from cure. Where preferred risk attitude is not conducive to
effective risk management, action is required to modify attitude. Recent advances in the field
of emotional intelligence provide a means by which attitudinal change can be promoted and
managed, for both individuals and organisations.

It is important firstly to understand risk attitudes and the impact they can have on the risk
management process if their presence and influence are not recognised or managed. It is
also important to understand how development of emotional intelligence can provide
practical and powerful tools for modifying risk attitudes.
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WHAT IS RISK?

The word “risk” is a common and widely-used part of today’s vocabulary, relating to personal
circumstances (health, pensions, insurance, investments etc), society (terrorism, economic
performance, food safety etc), and business (corporate governance, strategy, business
continuity etc). Yet somewhat surprisingly, there is still no broad consensus on the meaning
of this term. Various national and international standards and guidelines exist which mention
risk, but there are many different definitions and underlying concepts in these documents.
Even among risk practitioners in the various professional bodies there is an ongoing debate
about the subject matter at the heart of their discipline. And of course there is huge variation
in the general literature, reflecting the lack of official agreement on the basic definition of risk.

Despite differences of detail, all definitions agree that risk has two characteristics : it is
related to uncertainty, and it has consequences. Risk however is not the same as
uncertainty, whether aleatoric variability or epistemic ambiguity. The key distinction between
uncertainty and risk arises from consideration of the consequences. Perhaps the simplest
definition of risk is “Uncertainty that matters”, since uncertainty without consequence poses
no risk. In this sense, risk cannot be defined unless it is related to objectives of some kind. A
more complete definition therefore might be “an uncertainty that could have a positive or
negative effect on one or more objectives”. This is illustrated in Figure 1, where risk arises
from uncertainties that if they occurred might affect the typical project objectives of
time/cost/scope.

Defining this link between risk and objectives is essential to the process of risk management,
since it is a prerequisite for identifying risks, assessing their significance, and determining
appropriate responses. It is also however a crucial factor in understanding risk attitudes,
since these are driven by the objectives of the individual, group or organisation concerned,
and the extent to which the risk “matters”.

Risk arises from interactions between objectives & uncertainty

TIME

COST SCOPE

Figure 1 : Risk, objectives & uncertainty

WHAT IS ATTITUDE?

Attitude is another word used commonly but loosely. Dictionaries offer two differing
definitions. The first relates to the inner working of the human mind, where “attitude” is “state
of mind, mental view or disposition with regard to a fact or state”. A second equally valid
definition describes the positioning of an object in space, such as an aircraft, spaceship, or
missile, where “attitude” is said to mean “orientation of axes in relation to some reference
plane, usually the horizontal”.
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It is interesting to note that both definitions insist that attitude can only exist in relation to a
datum point — either a fact towards which one holds a mental disposition, or a reference
plane such as the horizon against which orientation is measured. In this respect “attitude” is
similar to “risk”, which is defined in terms of objectives.

Although at first sight mental views and aircraft positioning do not seem to have much in
common, in fact the two definitions of attitude are not incompatible or unrelated.

e Just as the pilot makes a decision on what attitude to adopt for the aircraft in three-
dimensional space in order to position it to execute the desired manoeuvre, so an
individual or group can make an attitudinal choice to lean towards a particular desired
response, behaviour or outcome.

e The attitude of an aircraft does not in itself result in motion, although it is a direct
influence on the direction taken. In addition to attitude some force must act on the
aircraft to generate motion — analogous to motivation.

o Aircraft attitude needs to be followed by movement if it is to result in execution of a
manoeuvre, and similarly individual or group attitudes must be translated into action if
the desired outcome is to be achieved.

e Attitude in space can be described using a number of elements, usually termed
“pitch”, “roll” and “yaw”. It is also possible to subdivide human attitudes into their
component dimensions to 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 there is a bewildering array of potential attitudes
that can be chosen in any given situation.

e |tis possible for extremes of attitude to make an aircraft unstable (for example stall or
spin), resulting in loss of control and potentially catastrophic consequences. Similarly
a sense of balance is required for individuals and groups if their attitudes are not to
lead to undesired outcomes.

o Different extremes of attitude require different types of response. For example if an
aircraft finds itself in a stall the correct response is to do nothing, allowing the aircraft
to self-correct. In the case of spin however emergency action is required to bring the
aircraft under control. In the same way some extremes of human attitude are self-
correcting where others require aggressive intervention.

e While there may be a preferred response (initial default positioning), the final
outcome remains a matter of choice.

As a result of this comparison, the term “attitude” as applied to internal human mental
processes and positioning is used here to refer to chosen responses to situations. Some
attitudes may be deeply rooted, representing core values for the individual or group, but they
nevertheless represent a choice. Other attitudes may be more malleable. Attitudes differ
from personal characteristics in that they are situational responses rather than natural
preferences or traits, and chosen attitudes may therefore differ depending on a range of
different influences. Clearly if these influences can be identified and understood, the
possibility of changing them is introduced, allowing individuals and groups to manage their
attitudes proactively — which is the basis of emotional intelligence.

This attribute of attitudes to be capable of modification is essential to the case for
understanding and managing risk attitudes. If attitudes were fixed inherent attributes of
individuals, inborn and unchangeable, then while it might be possible to understand them it
would never be possible to manage them. The attitudes of individuals or groups would then
not be comparable to an aircraft flying freely through the air, but would instead be like a
cruise missile pre-programmed to strike a fixed target.
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WHAT IS RISK ATTITUDE?

If “risk” is defined as “an uncertainty that could have a positive or negative effect on one or
more objectives”, and “attitude” is defined as “chosen state of mind, mental view or
disposition with regard to a fact or state”, then combining the two gives a working definition
of “risk attitude” as “chosen state of mind with regard to those uncertainties that could have a
positive or negative effect on objectives”, or more simply “chosen response to perception of
significant uncertainty”.

B
e

Figure 2 : ABC of risk psychology

A range of possible attitudes can be adopted towards the same situation, and these result in
differing behaviours, which lead to consequences, both intended and unintended (see Figure
2). Indeed behaviour is the only reliable diagnostic indicator of inner attitude, and
considerable attention has therefore been paid to behavioural psychology and management
by those seeking to understand and manage the effects of human factors in 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.

Although attitude manifests itself through behaviour, there are other drivers of behaviour
which can displace the chosen or preferred attitude. The extent to which this occurs depends
on the perception of the situation towards which the attitude is being directed. This is best
understood by considering the two extremes, where the situation is perceived as good or
neutral, and where it is seen as bad.

e Favourable or neutral situation. When a situation or environment is perceived as
positive or benign, behaviour is driven largely by attitude. In this case the attitudinal
choice of the individual or group is the key determinant of behaviour. For example
when faced with an existing client who is open to the possibility of taking on new
business, an organisation may decide to pursue the opportunity or to ignore it (“take
it or leave it”). This choice is not mandated by the situation, and the organisation is
free to select its preferred response. People who adopt this attitude consistently may
be labelled as optimists, since they tend to view all situations as equally positive. This
helps them to retain control of their behaviour since the key driver when the
environment is positive is the chosen attitude, allowing a proactive response to the
prevailing situation.
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e Unfavourable or hostile situation. When an individual or group perceives a
situation or environment as negative, the resulting behaviour is largely determined by
a direct response to the situation, and attitude plays a smaller role. For example in a
setting where one’s personal safety is threatened, the “fight or flight or freeze”
response is adopted almost unthinkingly, regardless of the prevailing attitude of the
individual. Indeed a negative situation may force behaviour which is contrary to that
preferred by attitude, leading to a more reactive stance. Individuals who regularly
adopt reactive behaviour driven by a perception that the environment is negative may
be termed pessimists, and in extreme cases this may even lead to paranoia.

Although the responses to positive and negative situations suggest at first sight that
environment or situation is the prime determinant of behaviour, in fact it is how the
environment is perceived by each person, since a situation that appears hostile to one may
seem benign to another. This raises the question of what influences behaviour when the
situation is uncertain. In this case the important driver of behaviour is whether uncertainty is
perceived as favourable, neutral, unfavourable or hostile. This reaction to uncertainty is “risk
attitude”, defined above as “chosen response to perception of significant uncertainty”.

One key conclusion on which researchers and practitioners are agreed is that risk attitudes
exist on a spectrum, as shown in Figure 3. The same uncertain situation will elicit different
preferred attitudes from different individuals or groups, depending on how they perceive the
uncertainty. And since attitude drives behaviour, different people will exhibit different
responses to the same situation, as a result of their differing underlying risk attitudes
(sometimes called “perceptual dissonance”) — a situation regarded as too risky by one
person will be seen as acceptable by another.
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Figure 3 : Risk attitude spectrum
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WHAT IS EMOTIONAL INTELLIGENCE

Everyone experiences emotions throughout their waking and working day, and even when
they sleep. Yet like the term “risk”, there is no single widely-accepted definition. All standard
dictionaries offer definitions for the term “emotion”; from “disturbance of mind”, to “mental
sensation or state”. The fact that a particular person feels fear is only meaningful in context.
If the fear is preventing the person from pursuing a course of action that would be beneficial
for them, the emotion is negative. Conversely if the fear is preventing the person for pursuing
a dangerous course of action then the emotion is positive. Emotions in themselves have no
absolute meaning, their significance is only important in relation to the objectives that people
seek to achieve.

However much people may like to believe that in work situations they behave logically,
analysing problems and making decisions in a rational way, the reality is that emotions are
always present, influencing behaviour and actions. The rich English vocabulary has many
words to describe how people feel. Some emotions are so primal, e.g. fear, anger or desire
that it is difficult for people to consciously over-ride their subconscious drive to “go with their
feeling”. Less emotive words may be used for these feelings, e.g. anxious, cross or excited,
but the effect is the same. Resultant actions may be positive or negative, empowering or
debilitating, but it is certain they will affect behaviour. Not only do emotions drive the actions
of individuals, they also affect the wider groups in which people work, and vice versa.

Whilst the world would be a lesser place without spontaneity, the route to effective decision-
making begins with individuals being cognisant of the emotions that are driving them in any
particular situation. This awareness does not make the emotion go away, although
awareness and understanding enables the choice to change, but it does provide the basis
for harnessing emotions to produce results that lead towards rather than away from goals.
Accordingly, it is asserted that “If you know you, you won't get in the way (... of your
decision-making processes)”, and this is directly relevant to decision-making in general, and
effective risk management in particular.

This assertion leads to two central concepts :
¢ Emotions can be recognised, understood, appropriately expressed and managed
e People can harness emotions to help themselves and others succeed

Emotional intelligence offers an approach towards achieving these two aims.

Although the term emotional intelligence has only been part of common parlance in the last
decade, the concept, as with most things, is not new; philosophers and psychologists for
centuries have been stressing the importance of understanding one’s own emotional state.
However, up until recent times, business attitudes in the West at least have tended to favour
a view that “emotions are best kept private and under a tight rein”. Personal power for too
long has been linked to “nerves of steel” and the capacity to be emotionally detached and
cool. These views have changed in more recent years and it is recognised that personal
power depends on having a comfortable relationships with emotions. Emotional intelligence
requires that emotions be listened to and expressed in a productive way.

In 1983, the psychologist Howard Gardner demonstrated that human beings display
intelligence in a number of different ways, from the classically understood linguistic and
logical-mathematical types of intelligence, through intra-personal and inter-personal
intelligences to areas such as musical intelligence. The classic view of intelligence
(measured by the Intelligence Quotient (IQ) and focused on the use of logical reasoning,
rational analysis and spatial orientation to solve problems) was not the whole story.
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Accordingly when Salovey and Mayer in 1989 formally introduced the term “emotional
intelligence”, it made real sense to people who intuitively already knew that 1Q was not the
only determinant of success in a business context. Daniel Goleman popularised the term,
and there is now a wealth of literature dedicated to helping individuals understand how they
can become more emotionally intelligent and thus be more successful in attaining their
goals.

Although there is no absolute agreement between authors on the features that together
make an emotionally intelligent person, there is considerable overlap and enough synergy to
draw conclusions about the critical dimensions. These dimensions can then be mapped to
the four major stages that individuals and groups need to go through to become emotionally
literate as shown in Table 1. Emotional literacy takes the components of emotional
intelligence and applies them so that emotions are not just recognised, understood, and
appropriately expressed, but also managed.

1. RECOGNISE EMOTIONS 2. UNDERSTAND EMOTIONS
e Self-awareness e Relative regard
e Empathy e Personal power and Self-confidence
e Organisational awareness o Flexibility/Behavioural adaptability
e Trust

3. APPROPRIATELY EXPRESS EMOTIONS 4. MANAGE EMOTIONS

e Goal directedness and Emotional self- e Intentionality/Impulse control

control e Emotional resilience/Stress tolerance
e Personal openness and Emotional ¢ Interdependence

honesty e General health and Quality of life

e Assertiveness and Conflict handling
e Optimism
e Constructive discontent

Table 1 : Components of emotional literacy

EMOTIONAL INTELLIGENCE AND RISK MANAGEMENT

Decision-making is an activity that consumes a large percentage of time for many individuals
and groups particularly in the workplace, and this is definitely the case for people involved in
the discipline and profession of risk management.

As previously stated, it is inherent in the nature of risk management for it to be exposed to
sources of explicit and implicit bias, since all elements of the risk process are performed by
individuals and groups of people whose risk attitudes affect every aspect of risk
management..

Where the risk attitude adopted is not conducive to effective risk management, action is
required to modify attitude. Emotional literacy provides a means by which attitudinal change
can be promoted and managed, for both individuals and groups.

Risk has been defined as uncertainty that matters, including both uncertainties which pose a
threat or uncertainties that present opportunities. In a similar way, emotional literacy in the
context of risk management is about emotions that matter. This recognises that emotions
can assist people in managing risk, or they can be a hindrance. All elements of the risk
process are affected by the emotional literacy of the stakeholders, at both individual and
group levels, including:
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e Identification of risks
o Assessment of probability of the risk occurring
o Assessment of potential impact should the risk occur

o Deciding how to respond to assessed risks

The main reason why emotional literacy is needed to understand and manage risk attitudes
is that risk attitudes are usually adopted sub-consciously and therefore are lived out without
any conscious validation. Free-flowing subconscious behaviour can be good in that it allows
people to make good decisions in uncertain situations quickly and without effort. It can also
be bad if the habitual behaviour is ineffective and continually results in sub-optimal decisions
being made. Like any other attitude however, risk attitudes represent a choice for an
individual or group. Some people may not immediately accept this, describing themselves or
others as inherently risk averse, or risk seeking and this is most likely to be because the
choice has become so deeply habitualised that the person behaves as if there is no choice.
In contrast other individuals and groups have learned to assess each situation internally, and
then to choose a risk attitude explicitly, selecting the attitude which is most appropriate to the
situation and which offers the best chance of achieving their objectives.

Clearly the emotionally literate approach involves both awareness and action, which is likely
to be more effective than “choosing not to choose” and simply adopting whatever risk
attitude comes naturally.

Figure 4 presents a simple process where the application of emotional intelligence and
emotional literacy can be used to assess risk attitude and to modify it where necessary.
Each step in this process can be implemented by addressing a series of questions designed
to encourage self-awareness and promote self-modification. The same process can be
applied by either individuals or groups. [Full details of this process are available from the
authors on request.]

Step1:

UNDERSTAND A

CURRENT RISK CAANGES

ATTITUDE & NEED '

FOR CHANGE MAINTAIN

STATUS
Quo

Y

Step 2 :
MAKE CHANGE
INTERNALLY

Step3d:
MAKE CHANGE
EXTERNALLY

Decision 3 :
Doir?

Step 4 :
MONITOR
EFFECTS

Figure 4 : Applying Emotional Intelligence to assess and modify risk attitude
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CONCLUSION
Risk matters. Human factors matter. Risk attitudes matter. Emotions matter.

Each of these statements is connected by a focus on achievement of objectives, which are
the measure of “mattering”. The various dimensions of risk, human factors, risk attitude and
emotions can each be described and assessed in isolation using well-proven models and
frameworks. But they interact in powerful ways, and those interactions play a significant part
in determining the effectiveness of each separate part. For individuals, groups and
organisations who need to ensure that management of risk is effective, it is essential that
they understand and manage all elements of this complex web. What part do human factors
play in the risk management process? How are risk attitudes adopted and modified? How
does the perception of risk affect behaviour and decision-making? Why are emotions
important in the workplace?

Despite the complexities of this challenge, some core concepts can be defined and the
broad outlines of a solution exist. Applying the proven techniques of emotional literacy will
start to unveil the mysteries of risk attitudes and allow steps to be taken towards improved
risk management effectiveness.

Subconscious and unmanaged risk attitudes pose a significant threat to the ability of
individuals and groups to achieve their objectives. Developing emotional literacy at both
individual and group levels offers a route towards understanding and managing risk
attitudes, allowing the undoubted benefits to be reaped and creating a framework for
ongoing learning and increased risk management effectiveness.
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