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This note is one of a series of thought pieces produced by members of ‘Actuaries 
for Transformational Change’, a group of leading actuaries who came together 
to stimulate thinking on how actuarial practice can be transformed to help to 
achieve the social impact goals of our time. 
 
 
 
Tackling uncertainty: a topic for our times, for all actuaries to embrace 

Policymakers, faced with pressure to “make a decision”, can easily be tempted to listen to experts 
that claim to have clear and definitive answers to their questions.  And the design of financial 
regulation often includes the idea that the more detailed effort that is put in, the more ‘rigorous’ the 
modelling, then the more confidence can be placed in the estimates produced for the purposes of 
financial reporting and risk assessment.  But recent events and our developing knowledge have 
rudely awoken the world to the problem of radical uncertainty, the fundamentally unknowable 
nature of the future, for which highly complex statistical approaches and economic theories may be 
of limited value, and can often lead to false confidence about tomorrow. 

Three rude awakenings come easily to mind.  In 2008, during the global financial crisis, the Queen 
famously asked academics at the London School of Economics why no one had foreseen the crisis.  
Then, in 2019, whilst awareness of climate change and its catastrophic consequences had been 
growing for many years, the UK became first country to declare a 'climate emergency'.  And the 
devastating impact of Coronavirus, today in 2020, is yet another illustration that, in thinking about 
the long term future, the recent past is not much of a guide. We feel this more acutely in the midst of 
the Coronavirus crisis, but it was none the less true a year ago. 

Triggered by the global financial crisis, much fresh thinking is already under way and we will refer 
briefly to some of this, including some within the actuarial profession.  The actuarial profession is not 
an island; some of the most important ideas on which we implicitly rely are thought of as belonging 
to the realm of economics.  There is a vast community of economists in business and academia, and 
we need to engage more with them on the questions that are hugely uncertain but vital, such as 
understanding what the range of potential long term real returns might be over planning horizons of 
many decades. 1  2 

 
1 https://www.actuaries.org.uk/system/files/field/document/Economic_Thought_and_Actuarial_Practice_0.pdf   This 
paper, published in 2019, makes recommendations for how actuaries might better engage with economic thought. 



There are good reasons for thinking that a desire for problems to be “mathematically tractable” has 
led the world into false confidence.  To quote from “Radical Uncertainty” 3 by John Kay and Mervyn 
King, “Many people who have been trained in economics, statistics or decision theory find it difficult 
to accept the centrality of radical uncertainty.”  In contrast, also from the same book: “Most people 
find the concept of radical uncertainty natural and indeed obvious.  For them the challenge is not to 
accept the existence of radical uncertainty, but to find ways of coping with it”.  This puts ordinary 
people’s lack of confidence with financial planning into a new light; they are aware how little they 
know about the future, yet the financial sector on which they place some reliance has arguably been 
over-confident. 

The term “actuarial judgement” implies proper use of both evidence and experience.  It is thought of 
as an essential skill, which is developed over time.  However, we are now better aware of the extent 
to which a lack of recognition of radical uncertainty has permeated economic and financial thought. 
We would like to raise towards the top of the actuarial agenda the importance of any actuarial 
analyses being explicitly framed within the context of the uncertainty of the world we live in.  
Judgement is necessary and inescapable.  In the face of an unknown future, we can’t make decisions 
on the basis of what will happen.  Instead, we have to consider what might happen, and plan for this 
while trying to build in resilience, flexibility, and redundancies into our plans.  Developing an 
“understanding of what is really going on” is something that needs careful thought and open dialogue 
with others, where sharing insights is the essential first step, rather than jumping into arguments 
about which strategy to go for. 

 

We now set out some themes that we would like to see attracting increased attention by all 
actuaries, including those engaged in research, and which should influence future training and 
ongoing continual professional education. 

 

1) Recognise the central importance of facing up to uncertainty, as essential to delivering on public 
expectations for the profession. 

The financial world, and financial regulation, has focused on volatility, or short term risk, but to 
deliver on society’s expectations, we need to grapple with Knightian, or radical, uncertainty – the 
unknowable nature of the future.  Prompted initially by concern over false confidence arising from a 
one-year solvency horizon, an actuarial working party presented a paper at Staple Inn in 2019 
“Managing uncertainty: principles for improved decision making”. 4  This paper discussed how easy it 
was to ignore difficult questions, and proposed six principles to help people tackle them, of which the 
first and the last are the most important.  These are “to face up to uncertainty” in the first place and 
“to bring people with you” in understanding the problem, the ways it’s been analysed, and the 

 

2 Following the recommendations in the Economic Thought paper, a special member interest group was set up to discuss 

those recommendations and to engage in a dialogue that will extend more widely than the actuarial profession.  
https://www.actuaries.org.uk/practice-areas/finance-and-investment/member-interest-groups-migs/economics-mig  
 
3 Radical uncertainty, by John Kay/Mervyn King (2020).  Video discussions can be found at 
https://www.johnkay.com/2020/04/11/radical-uncertainty-video-recordings/ 
 
4 https://www.actuaries.org.uk/system/files/field/document/MUWP%20paper%20Feb%202019%20Final_X3.pdf   This 
paper, Managing Uncertainty: Principles for improved decision making sets out the following six principles;  1) Face up to 
uncertainty; 2) Deconstruct the problem; 3) Don’t be fooled (un/intentional biases); 4) Models can be helpful, but also 
dangerous; 5) Think about adaptability and resilience; 6) Bring people with you. 

https://www.actuaries.org.uk/practice-areas/finance-and-investment/member-interest-groups-migs/economics-mig
https://www.johnkay.com/2020/04/11/radical-uncertainty-video-recordings/
https://www.actuaries.org.uk/system/files/field/document/MUWP%20paper%20Feb%202019%20Final_X3.pdf


implications of uncertainty on decision making.  Sometimes the process of facing up to and thinking 
about uncertainty will reveal that some of the uncertainty will have been caused by lack of thought or 
effort, a psychological defense mechanism to protect ourselves from discomfort.  

 

2) Alongside the context of the responsibilities as set out in the Actuaries Code including ethical 
considerations, engage widely within the profession on the implications for actuarial work of more 
explicitly recognising radical uncertainty within actuarial techniques, actuarial reporting and actuarial 
training, emphasising the importance of judgement and the limitations of models. 

 

The Actuaries Code contains six principles: integrity; competence and care; impartiality; compliance; 
speaking up; communication.  These set the ethical framework for actuaries, and are focused on 
delivering on the expectations that society reasonably has for professional advice.  Sometimes, we 
may be asked a particular question to which the professional response is to explain how there is no 
simple answer, but instead to discuss the situation in a way that is helpful to making a judgement in 
the face of uncertainty.  Many important strategic decisions involve making such judgements, and, in 
the face of uncertainty, models can have significant limitations. 

 

3) Recognise that it is human nature to under-estimate the likelihood of things being different in the 
future, and the scale of that difference.   And that if you look back long enough, there are examples of 
massive shifts and disturbances that provide useful insight; and such disruptions will also occur in 
future. 

The financial regulations and the models used to implement them before the Global Financial Crisis 
were founded on a confidence that we could draw useful information for the future of financial 
markets from their behaviour in the recent past.  The data used to drive risk models typically did not 
have, for example, the “shifts and shocks” such as the experience of the 1920s and 1930s.  This 
caused those models to be of little use for what society really needs, which is long term resilience.  
Tackling that does not only need a recognition that the outcomes can be extremely uncertain, but 
also a recognition that system design is also important, for which the question that always needs to 
be asked is “what is really going on here?”. 

 

4) Recognise importance of building resilience, informed by systems thinking. 

Systems thinking is the approach needed to understand what is going on when the world is complex 
and there are inter-dependencies that evolve over time.  The human condition and how the world, its 
ecology, the economy, people’s beliefs and actions evolve – all these comprise a complex system.  
We will never fully understand the full drivers of the issues with which we grapple to plan the 
financial future, but we need always to be trying to improve our understanding.  Curiosity is an 
essential mind set, and for actuaries that curiosity needs to extend beyond the narrow confines of 
our training.  Redington coined the phrase “An actuary who is only an actuary is not an actuary” to 
reflect precisely this idea. 

We occasionally hear “theory tells us that…”.  This should be a red flag.   Theories in economics and 
human behaviour cannot be proved in the sense that they can in physics.  We should always be 
searching to improve our understanding.  Models can be extremely useful to give insight, but they 
can never give a complete answer. 



By asking questions such as “what really drives behaviour”, for example in corporate decisions and 
the behaviour of financial markets, we will find that regulation is only one part of the picture.  There 
can be stronger personal motivations than regulation.  For example, what behaviour is likely to get a 
“well done” from one’s bosses? The natural need to feel useful and appreciated can conflict with 
addressing the true nature of the problem and highlighting inconvenient uncertainties. 

In designing a resilient financial sector, for example, we have to consider how well the system will 
survive a set of challenging scenarios.   The question to ask is not how likely a scenario is to occur, but 
to conceive of what scenarios might occur, together with their consequences; indeed, this 
questioning process can lead to valuable additional insight. And identifying challenging scenarios 
might help us consider for each scenario the extent to which the outcome under the current 
framework of rules falls short of the policy objective. 

 

5) Make best use of today’s hot topics.  The pandemic & climate change are illustrative of a need to 
face up to uncertainty much more proactively, with a narrative that gets attention.  

Today, with the pandemic changing the world for ever, we have a superb opportunity to reconsider 
how we continually work to understand and plan for the future.  This applies to the world as a whole, 
but also specifically to the actuarial profession.  A realisation that we must now deal with heightened 
uncertainty drives a need for better ways to deal with uncertainty.  In consequence, we look forward 
to seeing an increased energy in actuarial discussions; especially those that members engage in to 
further each other’s understanding.  
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