Behavioural biases
INn a modern world
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Tax Seeking safety
Coffee Groups
Social distance Fairness
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The inspiration

~ HOW MUCH
‘ BLOOD LOSS IS

ANTICIPATED?
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AUTHORITY
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AUTHORITY

2/3rds of volunteers were prepared to administer a
fatal shock, when told to by a legitimate figure.

(A man in a white coat!)
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AUTHORITY

Why this is important
Experts to assist with decision-making

Defer to someone else’s experience

Defer to their authority on a subject in
which they are knowledgeable

X « « «

Give people’s opinions more weight in
subject areas in which they’re not an
‘authority’.

Bottom line
Dangerous if an influential figure is out of their domain of
expertise, and wrong.
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AUTHORITY

| am not allowing a person’s
experience from a different
domain to unduly influence me
In this domain. Don’t bow to

authority.

& iapf ean

Behqve London representing pension save



HERDING AND GROUPTHINK
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HERDING AND GROUPTHINK

Why this is important
/ Generations ago, sticking with the
group provided a greater chance of
@ survival than being alone.
)( Your herding instinct still remains

Bottom line
Decisions shaped by groupthink have a low probability of
achieving successful outcomes for trustees
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HERDING AND GROUPTHINK

| have listened to my ‘gut’, and
spoken without censoring

myself. If | agree with others, it
IS because | have consciously
and effortfully made that
choice.
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LOSS AVERSION
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LOSS AVERSION

Value

Gains

Qutcome

Losses
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LOSS AVERSION

Why this is important
Decision-making is inherently skewed
towards averting loss and the risks
linked to it.

x But...the pain of a loss is greater than
the pleasure of making the same gain.

Bottom line
Decisions shaped by averting loss often ‘feel’ correct

even when they are incorrect.
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LOSS AVERSION

evaluate loss and gain
Oy using calculations and
ogic — my feelings about
either are not important.

& iapf ean

Behqve London representing pension save



ENDOWMENT
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ENDOWMENT

Why this is important
We value what we own, more than
we value what we don’t own.

We are reluctant to give up what is
X already ‘ours’, even when it is clear

that we should.

This includes objects, ideas, or an

existing investment strategy.

Bottom line
If you let the endowment effect drive your decision-making,
you simply will not make any decisions at all (if any)
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ENDOWMENT

| have made this decision ‘as if’
| were not involved previously,
‘as If’ | were giving advice on
someone else’s problem.
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REPUTATION AND RESPONSIBILITY
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REPUTATION AND RESPONSIBILITY

Why this is important

We like to decrease the chance of
being ostracized or abandoned by
our peers.

Often an intuitive, rapid, and
automatic tendency, it can affect us
unknowingly.

Bottom line
When the needs of the fund are not aligned with the
needs of the trustees, fund performance is at risk.
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REPUTATION AND RESPONSIBILITY

@ | have made a choice In
g favour of the best outcome,
Irrespective of what others

- | . \a" may think of me.
P N -
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Don’t transfer authority

=] | INSTEAD OF RISKING ANYTHING NEW,
= LET'S PLAY IT SAFE BY CONTINUING QUR
Make active |
g v
| I -

L
Choose without self-regard

Speak your mind

A Engage
logic

Pretend it’s not yours

&
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STATUS QUO

INSTEAD OF RISKING ANYTHING NEW,
LET'S PLAY IT SAFE BY CONTINUING OUR
SLOW DECLINE INTO OBSOLESCENCE.
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STATUS QUO

Why this is important
/ We are averse to loss and ambiguity

- /We are the product of our cultural norms

INSTEAD OF RISKING ANYTHING NEW,
LET'S PLAY IT SAFE BY CONTINUING OUR

SEORDECONEINIOGB0OLCEIEE. x We are reluctant to switch from a default

7 ///ﬁ”ﬁ Our rapid automatic thinking either fears the
I x downside of change or accepts the implied
T B ‘stamp of approval’ of the default.
Doing nothing is the NOT the absence ¢
decision. It is a decision to do nothing

Bottom line
Whether through fear or implied approval, doing nothing

IS not a ‘free pass’ — it is an active decision
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STATUS QUO

—— ‘ INSTEAD OF RISKING ANYTHING NEW,
5—_—"—’ LET'S PLAY IT SAFE BY CONTINUING OUR
SLOW DECLINE INTO OBSOLESCENCE.
or
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@ marketoonist.com

Should | wish to leave an
option as it is, | make an
active choice to do so —
nothing I do is ‘by default’.
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THE TRUSTEE CHECKLIST

Aon trustee checklist - to
help trustees have better
meetings and keep their
cognitive biases in check.

(over 2000 downloads to date)
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HOW A CHECKLIST IMPROVES DECISIONS

Proportion of less biased

answers Trustees were much
80% less biased when
739% 71.43% using the checklist.

65% THIS MUCH

58.61%
50%

No checklist Checklist
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Trustee confidence in thelr answer

No checklist Checklist
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Make the authority in the room even. Does everyone get a turn to
speak around the table? Do you appoint a devil’s advocate?

e

an

@ @ @ Do you have collaboration, or do you have consensus?

{
P

| A Where do you most discuss/feel loss in the boardroom? Can you
apply alogical framework to it?

= Think of a reversal of the status quo. What is is the downside
-.,‘ of your current status quo?

S8 * What are you hanging on to? What have you ‘endowed’ as yours?

C ~® \Where are you worrying about your reputation over that of the

1 e 5 : Lo
P K scheme? Should you be taking more risk”
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Trustee
Effectiveness tools

Susan Hoare
Principal Consultant
¥ Aon
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1. Planning

Why is this important?
= Understand Working example business plan for your
_ where you wan tto get to DB pension plan for the next three years
— the timeframe for getting there **"**'v*'sg;%ﬂ____
— interim steps needed -
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2. Managing meetings effectively

Why is this important?
» Understand the Behavioural Biases in Meetings to get better outcomes
= Ensure meetings have strategic focus
» Challenge your Advisers

A
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Behavioural Checklist for
Chairing Meetings
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3. Evaluating performance and governance

structures

Why is this important?
= Focus on how the board wants to operate
= Better outcomes

= More effective decision making

= Better decision making

et bt

Trustee

aam rew
——

Governance Viewpoint

Effectiveness \ »
Review.s '
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4. Access to your full suite of tools 24/7

AON =

Empower Results®

Home Products & Solutions About Aon Contact Us Choose Location/Office

Trustee L : j ' . : Improving Governance
Effectiveness | b~

Work in harmony . Our Trustee Effectiveness toolkit
Find out about Aon’s suite () : L \ - \ Trustee Effectiveness Review
of Trustee Effectiveness tools - ; ! " T,

Governance Viewpoints
Aon Hewdtt

The Govemance Challenge

Thought
Products & 5
Home e e In The Press Leade_rshlp & Events Contact Us T A Taeiee Eres i

Insights

Home = Retirement & Investment > trustee-effectiveness EEEnEE e
. Ten Questions to Help Trustees to Challenge

Trustee Effectiveness their Advisers
Trustees are more time pressured than ever: discover how to get back the time Trustee Meeting Framework

you need to complete all the actions Between Meetings Organiser

Behavioural Checklist for Chairing Meetings
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Trustees
and investment
decision making

Betty O'Reilly
Senior Investment
Consultant

Aon
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What does an average trustee look like?

0 : : — :
: : = a 7
The ‘Average @ % o] @0‘7
Trustee Male : 54yearsold : University degree : 10 yearsexperience
Trustees Generfil
Over 70 Under 30 population

DB trustees

_ 0 00O0O :
responsible for :
circa £1.5trillion of :
pension scheme

assets in the UK

Onlylin5trustees : Under7%agedover70 : 78%of trustees educated

are female : andonly25%under30 :  toUniversity level

Compared to only 37%

Asset Sizes £5bn of general population

to <E£15m
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Attributes of an average trustee

"Trustees
e?{hlblt d 72% of trustees scored 5 out of 5
high level on a financial literacy scale*
of financial *van Roofj et al (2011)
ltoracy! GO PP
Average
g : 000 @
Below /i’% Above @ @ @@
average ¢ average

69% of trustees rated 80% invest their own Most characterise
their financial literacy money outside of themselves as
as above average : being a trustee - 'Somewhat risk taking'

ON . 1apl REam
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How does the average trustee board organise
itself?

83% of full trustee On average 10-25% of

.................... hoards meet quarterly meletj.ngs are Spend
on investment matters
. M m . : : :
84(y o/ \o 64% $ t'\$ I"\$ F\$F\$
0 SR -} o i[;x o EM
5 M m : o e Ty
84%thinktheamount : 64%ofschemeshave :  Over3/4of these
of timetheyspend an investment § sub-committees
oninvestment is 5 sub-committee ; meet quarterly

‘about right'
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Costs, Fees and Trustee Decision-Making

A trustee's primary focus is investment strategy,

and asset allocation
Costs and fees are a secondary concern
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Costs, Fees and Trustee Decision-Making

When choosing the best fund......

r Iy

Nearly 50% Investment consultant Majority choose a fund
of trustees pick an recommendation did not with more assets
actively-managed fund sway large numbers of under management
over a passive or balanced respondents over a similarly performing
portfolio emerging fund

AON _ 1aplean

Empower Results® Proprietary & Confidential | 8 March 2018 representing pension savers



Costs, Fees and Trustee Decision-Making

00 Qo (I

Trustees are more Small schemes are less Securities lending,
familiar with explicit fees : familiar with explicit and market-impact costs and
than implicit fees implicit fees than large swinging price are the
scheme trustees least familiar fees
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Selecting Fund Managers and Consultants —
What Do Trustees Look For?

Large schemes value:

O°® @ Investment philosophy,

decision-making and
@ risk managermment

in fund managers
Small schemes value:

= P f |
U [ ()| Pstpertormance,
I{)]@\? m firm size and volatility

in fund managers
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Selecting Fund Managers and Consultants —
What Do Trustees Look For?

0, @ B¢

64% of trustees review 57% review their Changing investment
their investment strategy . investment managers at strategy is the primary
at least once a year least once a year motivation in reviewing

investment management
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Selecting Fund Managers and Consultants —
What Do Trustees Look For?

Schemes value:
@ @ Clear advice, management of risk, understanding
o@o of situation / scheme / goals of trustees

ininvestment consultants
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Selecting Fund Managers and Consultants —
What Do Trustees Look For?

=]
0 O O

O

A A
Trustees place 19% of schemes do not Consultants advice is
considerable emphasis consider alternatives to rarely rejected, 76%
on consultant advice, the consultant advice saying rejection is not
especially small and often

medium schemes
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Managing the Trusteeship Challenge

The spectrum of
governance
Individual Trust Individual Trust Investment 'nglv:cdua! Trulst
with no with some structures rofessiona

Trustee with

delegation delegation delegation

Most involved Fully outsourced

» The Government has published it's Roadmap for Pensions Reform. This outlines stringent
trustee requirements including training, experience, qualifications and CPD

= Qutsourcing/delegating some or all trustee responsibilities can solve a number of headaches for
time poor trustee boards and plan sponsors

= Compliance requirements are fulfilled, potential for cost savings and better outcomes
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Questions
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About Aon

Aon plc (NYSE:AON) is a leading global professional services firm providing a
broad range of risk, retirement and health solutions. Our 50,000 colleagues in
120 countries empower results for clients by using proprietary data and
analytics to deliver insights that reduce volatility and improve performance.

For further information on our capabilities and to learn how we empower results
for clients, please visit http://aon.mediaroom.com.

Aon Hewitt (Ireland) Limited is registered in Ireland No. 356441
Registered Office: Block D, Iveagh Court, Harcourt Road, Dublin 2, Ireland
Aon Hewitt (Ireland) Limited trading as Aon is regulated by the Central Bank of Ireland
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