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Abstract

The negative impact that cognitive biases can have on the quality of strategic decision making
is increasingly recognized by academics and business practitioners globally. These biases
manifest themselves across all industries but are exacerbated within the resources industry
(e.g. mining, oil and gas etc.) as a result of three specific characteristics:
•
•
•

Relatively slow structural supply demand cycles (clock-speed)
Requirement for large capital investments to add new capacity
Typically long payback periods for investments.

The authors’ identify seven cognitive biases with greatest impact on the resources industry
along with three core principles for mitigating these biases when formulating strategy.

1. Introduction

The pace of change in the global economy means that companies which fail to grasp major
shifts are at real risk of being displaced by more insightful and nimble competitors. A
“perennial gale of creative destruction”1 is how Schumpeter describes exponential economic
change. Timely creation of viable strategy is therefore an imperative, enabling companies to
navigate the inevitable economic storms and prosper.
However, the challenge in strategic decision making is typical not only of the uncertainty in
economic or industry shifts, but also the executive’s inability to objectify and act on these
shifts due to inherent cognitive biases. In this paper we examine cognitive biases that
significantly affect strategy through the lens of the resources industry, in particular iron ore, a
key bulk raw material in steel-making.
The global iron ore industry is highly instructive in revealing biases in strategy making.
Industry cycles are often decades long. This exacerbates a tendency to anchor obsolete
perspectives. In addition, greenfield capital investments are typically large (US$5-20 billion
in cases where new rail and port infrastructure is required2), and payback periods long, which
can distort objectivity due to size and/ or perceived risk. Finally, as a US$250-300 billion global
industry second only to oil in size3, iron ore is highly consequential from both economic and
industrial development perspectives.
The authors’ aim is to help improve the quality of strategic decision making within all industrial
sectors but specifically within the resources industry. The paper relies on extensive resource
industry experience including close observation of executives over several decades under a
range of diverse economic circumstances. Key characteristics of the resources industry, as well
as particularly prevalent cognitive biases and their impacts are highlighted through a series of
case studies. Finally, key principles for mitigating biases in strategy making are proposed, most
of which have broad application across the resources industry and beyond.
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2. Characteristics
of the Resources
Industry

Biases impacting strategy and decision making are latent in all industries. They manifest
differently depending on the inherent characteristics of an industry. For example, in fast ‘clock
speed’ industries4 such as telecommunications and information technology, rapid change
in the external environment means that negative consequences of strategic biases become
apparent relatively quickly. By contrast, technology shifts in the resources industry are slower
to impact, barriers to entry driven by capital and infrastructure requirements are larger, and
structural industry cycles are often decades long. Biases can therefore remain unchallenged for
extended periods of time (10+ years). Consequently entrenched biases have the potential to
reduce perceived attractiveness of value creation opportunities and amplify perceived value
destruction threats. This is a key reason why the resources industry is such an instructive case
study of the impact of biases on strategy making.
Broadly, the characteristics of the resources industry which tend to exacerbate critical decision
making biases include:
•
•
•

Slow ‘clock speed’ where the length of structural supply demand cycles can be 		
decades long;
Large capital investments typically required to install new supply capacity;
Long payback periods for large resource development projects.

Slow ‘clock speed’ enables mental models which guide decision making to become more
entrenched than in industries where cycles are shorter and more abrupt. For example, many
mining executives who were at the height of their careers when the China driven demand
boom became undeniable in the early 2000s, had only experienced low demand growth
and unrelenting margin pressures during their entire management careers. Consequently,
they were typically ill-equipped, at least initially, both from an experiential and a mind-set
perspective to manage and prosper in the new high growth environment. Slow ‘clock speed’
also fosters anchoring and recency biases, as well as reliance on single point forecasting
because change is expected to be incremental and predictable.
The large capital decisions inherent in the resource industry feed incentive and herd biases.
Commonly, executives are punished heavily for making mistakes but rarely censured as
severely for inaction that results in opportunity loss which is harder to measure. This
risk reward trade-off is likely to promote over-cautiousness, resulting in both deferred
investments and short-sighted divestments. At its most costly, over cautiousness results in
deferred investment through downturns, with herd pressures building until value destroying
investments are ultimately made too late in the cycle. When this investment occurs
simultaneously with competing producers, it amplifies the value destructive nature of the
investment.
The long payback periods typical in many large resource development projects also have
important implications for decision making and are impacted by cognitive biases. For instance,
executives making vital investment decisions during their tenure are unlikely to know if the
project was a long term success. This can lead to distortion of assumptions underlying long
term project decisions in favor of decision outcomes aligned with short term incentives, such
as market share growth.
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This means poor projects are at risk of being approved or current earning are maximized
while better prospective longer term opportunities are not taken. Furthermore, because
long payback periods mean that forecasts underlying the business case are in the realms of
extreme uncertainty and the capital stakes are high, decision makers will be tempted to be
overly deterministic and simplistic in their analysis. This encourages a misplaced confidence
in the decision. A more effective management of the uncertainty would have been to treat
the decision as a series of option pathways. Rarely is all pertinent information available when
a large project is in its initial phase, making this type of stepped approach to decision making
generally more appropriate.

3. Observed
Cognitive Biases
in the Resources
Industry

Based on the authors’ experience, the seven cognitive biases with greatest impact on the
quality of strategic decision making in the resources industry are:
•

Developing constrained mental models through experiences which become obsolete
over time as industry conditions shift

•

Giving undue import to recent information, resulting in a tendency to extrapolate
forward from current trends

•

A desire to reduce complexity through single point forecasts and deterministic 		
processes, which are easier to manage and satisfy the organizational need for order

•

Confirmation bias where information supporting strongly held beliefs is accentuated,
while information that does not confirm these assumptions is screened out

•

Incentive bias where short-term metrics are more likely to drive personal rewards,
which are satisfied at the expense of long-term value

•

Herd mentality where the fear of being an outlier causes group-think

•

Inability to recognize inherent cognitive biases making it problematic to manage
them

Many more biases are outlined in the literature5,6,7 and can be observed in resource industry
executive teams. However, given the high impact of biases on decision making outlined above,
addressing this limited sub-set in an effective and sustainable way should be a priority for any
organization.
An overview of how these biases are exacerbated by the specific characteristics of the
resources industry is summarized in Table 1.
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Table 1: Cognitive biases and the resources industry

4. Cases of
Cognitive Biases
across Resource
Industry Cycles

Churchill once offered: “the longer you can look back, the farther you can look forward”8. This
advice is particularly relevant in respect of human behavior which drives industry cycles.
Applying this aphorism to the iron ore industry, Figure 1 portrays the real prices, volumes
and key global events of the last 100 years. This historical perspective is illuminating on two
counts: the interplay of industry cycles; and the response of players to them.
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Figure 1: Iron ore demand and price epochs
At least three cycles are evident in the iron ore industry, each with varying duration:
•

Short-term volatility, driven by global economic dynamics, one-off shocks or events,
and short-term inventory fluctuations. These factors can influence pricing for a period
of weeks to one or more years and are often driven by sentiment and speculative
trading activity.

•

Medium-term cycles, shaped by structural supply/demand change. Prices strengthen
when supply is stretched as a result of regional economic development surges, such as
in post-war Europe and Japan, and more recently in China. Prices soften, often rapidly
and significantly, when major suppliers increase capacity in unison and 			
demand growth fails to meet expectations. These cycles can endure for decades
because of the scale and lead time of new capacity and infrastructure developments.

•

Long-term socioeconomic trends driven by population growth, economic and 		
technological development, urbanization and environmental pressures. The world’s
urban population, roughly 2.5 billion in 1950, and presently 7 billion, could expand to
well above 10 billion by 20509.

Medium term cycles are a key driver of asset values, and of critical importance to investment
strategy in the resources industry given the multi-decade perspective that is typically required.
During these cycles, asset values can vary radically making timing of major capital investments
(including M&A) crucial. Ideally high quality assets which offer optionality are acquired when
prices are low and earnings are harvested aggressively when prices are high.
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While arguably the medium-term cycle is most important to many industries, if a firm cannot
survive the short-term volatility it becomes at best, trapped in pro-cyclical investment
strategies and at worst, it fails. The reality is that the company must be successfully positioned
across each time period. Finely tuned mindsets and approaches are typically required to
optimize value across time.
The resources industry history is studded with ‘learn-from’ examples which includes both
those where value has been created when biases were conquered and those where value was
lost when judgments were clouded. Here are a few of these case studies offered in the spirit
of George Santayana who demonstrated that: “those who cannot remember the past are
condemned to repeat it”. The common theme in each of these stories is the recurrence of the
biases of model anchoring, recency, complexity aversion, confirmation, incentive, and herd
biases acting against clear thinking and sound decision-making.

4.1 The Rise of
Japan

Japan’s development through the 1970s had a similar, albeit smaller, impact on bulk
commodity industries to what China is having today. Rapid industrialization and urbanization
drove a step change shift in demand for steel and associated raw materials including iron ore
and coking coal. Australian suppliers responded with large capacity increases, underpinned or
in many cases financed by Japanese companies securing supply through long term contracts.
Towards the end of this cycle in the late 1970s extrapolative forecasts of Japanese demand
growth encouraged development of multiple new supply projects. Australian production
capacity increased significantly and a Brazilian mining company Vale, formerly Companhia Vale
do Rio Doce or CVRD, emerged as the world’s leading iron ore exporter.
In 1979/80, Japanese domestic steel production reached a post ‘oil crises’ peak of around 111
Mtpa which by 1986 declined to less than 100Mpta10. Significant oversupply resulted and
weak iron ore prices were a legacy for decades. At the low point of this cycle major projects
were shelved and some existing mines mothballed, as mining companies ground out lower
than expected returns, while demand slowly caught up with the over-optimistic expectations.

4.2 The Flat Earth
Paradigm

The shock of oversupply and the plunge in commodity prices in the mid 1980s, led to the
emergence of a new mind-set strongly influenced by prevailing low demand growth and
declining prices. For nearly two decades, from the mid-1980s to the early 2000s, a new
managerial norm was cemented. Mental models locked in on a view that demand growth
would be incremental, real prices would reduce by 1-2% annually, and costs must do likewise.
Projects or asset investments could only be justified by hurdle rates predicated on falling longterm prices. Strategies were framed around tight cost controls, reduced capital expenditure,
and maximising productivity from existing infrastructure.
This strategy made sense in the slow growth era, but by the early 2000s this flat earth model
was so rigid that potential step change growth arising from China’s emergence was overlooked
by many executives despite fast mounting evidence to the contrary. Within many large
resource companies, the prospect of accelerating China growth was canvassed, but senior
executives were reluctant to be the outlier in acting on this probability.
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Consequently when China did reach its steel demand ‘inflection point’, many resource
companies were ill prepared from a capability, infrastructure and resource knowledge
perspective. In the early 2000s many were engaged in widespread cost cutting, encouraged by
career advancement incentives to do so. This impaired capability to be at the ready for one of
the biggest resources booms the world will probably ever see.

4.3 Winning
Options during the
China Boom

It was precisely the entrenched mental models of the 1990s and early 2000s that enabled the
far-sighted to make moves that would yield substantial value in the upturn of the latter 2000s.
Two of the most profitable resulted from timely acquisitions. The Rio Tinto Group bought the
Australian based North Limited, and Andrew Forrest’s formed Fortescue Metals Group (FMG)
based on purchase of discarded exploration leases. The extent to which these strategies were
deliberate versus serendipitous can always be debated, but what cannot be disputed is that
these two examples of counter-cyclical investing created huge shareholder value.
In 2000 Rio Tinto the world’s second largest iron ore producer outbid competitors for North
Limited by a margin of several hundred million dollars, gaining control of North Limited’s
extensive iron ore assets, adjacent to its existing operations in the Pilbara region of Western
Australia. These assets were priced for a low growth world and were instrumental in providing
the infrastructure optionality that allowed Rio Tinto to expand its export capacity at low cost
when China boomed. The accretive value was ultimately at least an order of magnitude more
than the total cost of the purchase price of North Limited.
Soon after Rio Tinto’s acquisition Andrew Forrest began to assemble exploration leases in
the Pilbara. These leases had been discarded by other mining companies who considered
their low-grade deposits to be uneconomic in a low growth environment. Andrew Forest
exemplified an entrepreneurial spirit willing to take large risks, counter to the herd, based on a
future growth perspective which ran against prevailing industry pessimism. The rest is history
with FMG emerging as the third largest Australian iron ore business with a turnover in 2012 of
US$67 billion based on resources whose value had not been fully appreciated by those who
had extrapolated from existing growth trends11.

4.4 The Unfolding
Story

Were this paper to be written in a decade’s time, there would be a raft of new stories on how
cognitive biases have created winners and losers in iron ore and other resource businesses.
If history is a guide, anchoring, herd instinct and other biases will continue to play a role and
global economics, politics and technology developments will continue to surprise. Perhaps
most threatening of all will be the ongoing tendency to oversimplify analysis of the future to
provide certainty in how it is to be dealt with.
Businesses which examine the newly forming norms and test these vigorously will most likely
be the winners. In the words of Charlie Munger: “invert, always invert”12. For example, the
consequence of China’s overwhelming growth leads naturally to the questions: “who will
follow China?”, and “when will India drive growth?”.
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Perhaps there will not be another single country driving growth, but global economic
development will take a more multi-country route as many, smaller countries reach what some
economists see as their tipping point in terms of commodity intensive growth, for example
GDP/capita of US$3000 according to Bloxham et al13.
Internally, businesses will inevitably become more conservative as China’s growth tapers and
margins contract. The question executives need continuously ask themselves is: “Are we
being prudent, or are we in fact ‘locking-in’ on an outdated view of the world and incurring
a disproportionately high opportunity cost?”. Identifying and testing the ‘new norms’ is
challenging, but will remain a constant in the primary strategic leadership role of all senior
executives.
The remainder of this paper is directed towards elucidating principles that can potentially
mitigate the value destructive effects of cognitive biases.

5. Mitigating
Biases in Strategy
Making

In developing recommendations for the mitigation of biases in strategy making we are acutely
aware of the challenge in tackling deeply rooted human behavior and pervasive corporate
culture. Biases do not manifest themselves in isolation. Notably they interact with and reenforce each other and as a result there are no easy or permanent fixes.
“As often happens in such cases when there are no certain facts, people believe the truth to be
whatever it is they most desire.” 2nd century Roman philosopher, Arrian of Nicomedia14
Notwithstanding the size of the challenge to mitigate cognitive biases in strategic decision
making, our joint first-hand experience in the resources industry over several decades leads
us to offer three principles which we believe can have a significant impact on the problem.
These principles in turn should have broad applicability to strategy practitioners and executives
irrespective of industry focus:
•

Make space for strategy work to develop perspectives on potential industry futures,
interpreting these in the interests of the business, and questioning the status quo and
entrenched beliefs

•

Build capability and culture conducive to strategy making, by embracing diversity,
both internal and external, and creating an environment of trust which encourages
honest challenge

•

Make strategy visceral creating a pull to the future by making this as real and vivid as
possible and creating a push through deep dissatisfaction with the status quo.
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Table 2: Principles for overcoming cognitive biases in strategic decision making

5.1 Make Space
for Strategy

For effective dynamic strategy making, deliberate space must be allocated outside the
operating hierarchy and planning process. This work requires the imprimatur of the business
head and protection through deliberate structuring. If this is not done, strategy making
will typically be rendered ineffectual, as it is overrun by urgent matters and routinized by
organizational process. The power of vested interests who oppose change needs to be reduced
during the initial strategy formulation process.
Making space for strategy to distinguish it from the planning process is an essential initial
step (see Figure 2) Strategy making should be run parallel with business planning activities,
influence planning, and be informed by current performance against plan. It should not
however, be one of the sequential steps in the calendar based planning process as is
sometimes the case, in planning orientated companies common in the resources industry.
The reason for this delineation is that the optimum ‘mindsets’ for strategy and planning
respectively have fundamentally different bents.
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Figure 2: Illustration of an adaptive strategy making process
Strategy making has two basic requirements, the ability to identify the ‘big drivers’ shaping the
industry outlook and the freedom to critique current norms. Nothing is sacrosanct, including
existing assets and plans. Strategy making is led by inductive thinking and underpinned by
rigorous analysis of global market conditions and strategic hypotheses. Its environment is
highly creative, values diversity of thought, is comfortable with ambiguity and uncertainty, and
is focused on achieving deep value creating insight.
In contrast to strategy, business planning is focused on aligning the total organization around
efficient allocation of resources to deliver what has been promised. Its focus is on what needs
to be done, how best to do it and how much this will cost. The environment is convergent,
values compliance with performance systems and is focused on delivery of tangible outcomes.
Business planning’s aim must be to take strategy and transform it into a profitable way
forward.
Despite inherent differences strategy making cannot be disconnected from planning. The two
are essentially interactive. The insights from the strategy process need to inform planning
just as tactical developments within planning are invaluable inputs to strategy making.
The challenge is to maintain both processes within respective teams while simultaneously
preventing unformed strategy from interfering with the operating business.
Separate organizational structuring is critical for sustaining effective strategy-making. Given
its creative nature, and need to test norms, strategy work does not sit well nor endure
within the typical hierarchy of large businesses, where complexity and uncertainty are often
perceived as synonymous with inefficiency. Strategy needs its own space. In challenging
environments a ‘skunk works’ structure is sometimes appropriate, with a high degree of
autonomy unhampered by bureaucracy. This is essential because the best ideas do not
respect hierarchical or organizational boundaries, as exemplified to great effect within one
of the world’s leading seaborne iron ore producers as it responded to the shifting external
environment of the mid-2000s.
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Locating the strategy group separately is potentially problematic only if it is not integral, and
seen to be integral to the overall business planning process. It must be anchored through the
direct involvement of the business head, who is in effect a ‘pro-tem’ design member of the
team, and by its objective dedication to sustainable commercial outcomes. The team should
also, ideally, be refreshed regularly to mitigate cognitive biases. For instance, over time
strategy teams may be particularly susceptible to confirmation biases as they become vested
in previous recommendations, and to incentive biases as they seek to enhance and maintain
an influential position. Group think and herd behavior can ossify if a team becomes static.

5.2. Build
Capability and
Culture Conducive
to Strategy

A critical principle in mitigating biases within strategy making is to build a team culture within
the organization, capable of recognizing and resisting the formation of strong biases. Perhaps
its most vital element is diversity, which naturally attracts a wide range of mental models.
Strategy making is most likely to contribute effectively when its distinctive subculture and
capability sits easily with the organization.
“You must know the big ideas in the big disciplines and use them routinely – all of them, not
just a few. Most people are trained in one model – for example economics – and try to solve all
problems in one way. You know the old saying: ‘To the man with a hammer, the world looks like
a nail’.” Charlie Munger, Berkshire Hathaway15
Diversity manifests itself in many ways, but it starts with the selection of team members
and associates. We humans are naturally attracted to people with similar backgrounds and
perspectives16, but this is counter-productive when attempting to produce effective strategy
for a volatile global market Important dimensions of diversity include ethnicity, sex, age, lateral
thinking and experience. Some resource companies, and indeed many other businesses, fail
the diversity test. Perhaps a concentration of culturally homogenous staff is one reason why
many western resource companies were slow to recognize, and in some cases dismissive of,
early signs of growth in China, thus contributing to substantial opportunity cost. It may be
why the resources industry has found difficulty positioning its brand positively within some
communities. This was recently exemplified when the Australian government confidently
increased mining company taxes without seriously reducing political support.
Personality type diversity17 is also vital in the strategy team. Sometimes overlooked, this
category of diversity transcends the more traditional forms outlined above. It can add ‘spice’
strongly influencing the mix against complacency. Diversity of personality types will influence
whether a more data driven/ analytical or inductive/ creative approach is taken towards
strategy making. It can also ensure that strategy is comprehensive and practicable.
Perhaps the most potent prevention of the ossification of mental models that leads to suboptimal strategic decision making is to adopt the principle of ‘bringing the outside in’. In doing
this, executives look externally for inspiration, and seek continually to expose the business to
challenge from independent thinkers. The practice is widely recognized, but often adopted
only sporadically, hampering a company’s ability to achieve sustained competitive advantage.

Copyright © Virtual Consulting International 2013. All Rights Reserved.

12

For example, a cycle commonly evolves as follows: the business has a deep problem; it is
then forced to look outside for inspiration; consequently it achieves an advantage; it gains
confidence and closes boundaries to protect its advantage; the closure of boundaries leads to
it being overtaken by competitors. This circular problem needs to be circumvented.
Ultimately, effective bias management will demand that leaders simultaneously consider
opposing concepts, their own mental models and those of a diverse strategic group, without
the immediate pressure to choose one over the other. This is the essence of Janusian
thinking18, and is an inherent attribute of people with high capability or mode as defined by
Jaques19. Notwithstanding assiduous attention to process, structure, diversity and outside
engagement strategic decision making will still be adversely impacted by obdurate cognitive
biases. However, applying the principles outlined, it is likely even at this late stage that these
biases become apparent to by executives with leadership or strategy influence inside the
business. The last line of defense in this battle of the biases lies in creating a participatory
culture where staff trust the executive and recognize permission to respectfully challenge
decisions aware that meritorious challenge is not merely tolerated but expected.

5.3 Make Strategy
Visceral

Strategies fail for various reasons. Inadequate logic, an unclear argument, or ineffective
implementation capability are well known. A less acknowledged but common cause is
executive failure to act on insightful and well-argued strategic recommendations. Why then,
do the actors most critical to business success; resist acting when presented with a compelling
pathway? The source of this resistance lies largely in the cognitive biases previously outlined.
Commonly observed drivers of executive resistance to act include:
•

The strategy does not confirm or is not aligned with past experiences (constrained
models)

•

Scenarios or forecasts in the strategy are discredited because they do not support
recent decisions (confirmation bias)

•

Moving first and being an outlier (herd mentality) is seen as risky; current geographic
or functional power bases (incentive bias) are threatened

•

The inevitable lack of precision in later stages of the implementation pathway is seen
as too ambiguous (complexity reduction)

Copyright © Virtual Consulting International 2013. All Rights Reserved.

13

Perhaps most significantly, executives typically act in good faith and will not or cannot
recognize that inherent biases are stopping them from moving on strategy implementation,
which could be putting the business at risk.
Resistance within the executive is largely sub-conscious and deeply entrenched. Consequently
further logic and analysis will most likely be ineffective. The response lies instead in making
the strategy visceral for executives i.e. creating a palpable impulse for change, and an intention
to move forward to achieve the persuasive vision implicit in the strategy. This will most likely
succeed with some form of experiential involvement, which changes perspectives in relation
to personal incentives and aspiration. Perhaps the most challenging aspect of strategy is that
it requires courage and creativity. The principles enunciated are by no means a complete
‘playbook’ of responses for meeting this particular challenge.
Making the vision and strategy visceral, requires that it becomes tangible to the executive
for their assessment. The intent is to create a strong and inevitable pull towards the vision.
That is, once the end state has been grasped there no turning back to the status quo. The
question turns on how this is best achieved given that the vision is just that, a vision and not
reality. The answer lies in something that the highly successful former Nike and Motorola
Marketing executive Geoffrey Frost once identified: “the alphas are among us”20. This implies
that if one looks hard enough, samples of the future are already apparent in the present, but
they may well be outside the executive’s focus. Exposing executives to these ‘alpha’ exemplars
experientially first hand can have a powerful impact on gaining commitment to the vision. The
writers have been privileged to witness such a dramatic conversion to a new vision.
Directly creating deep discomfort with the current state is one of the more common
techniques for making strategy visceral. However, because this approach is essentially
leveraging fear and uncertainty, care needs to be taken not to create undesirable side effects.
The challenge lies in creating discomfort with the status quo in a way which compels positive
action and alignment with the vision, but does not paralyze the business or catalyze reactive
strategies which damage the company’s long-term prospects. The authors have found that
experientially based industry gaming exercises are one very useful avenue for both exposing
the weaknesses of the status quo, while creating insight into successful pathways that can
catalyze positive action. Another technique lies in appealing to the competitive tendencies of
executives, in particular their natural desire to achieve or retain industry leadership positions.
This characteristic is illustrated graphically by John Chambers of CISCO systems:
“I came out of IBM and Wang Laboratories. Each company was on top of the world and then
fell from Grace. Once you’ve experienced that and the pain that goes with it, the one thing
you’re not going to do is not change…”21
The strategy team ultimately faces the huge challenge of channeling their product to decision
makers in the executive and the board room. Catalyzing the movement to implement change
requires the strategy team gain the support of a member or members of the executive team
trusted by the business head and willing to advocate the strategy in the board room.
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Potential career risk may be incurred, but if this is the right person motivated by the right
reasons, and with sufficient influence, the effect can be catalytic. For the strategy team this
critical maneuver requires understanding the personal and career aspirations of primary
executive and assessment of their power to influence the board room. By making the strategy
visceral to a select few on a personal level, the strategy process has its best chance of success.
Ultimately, strategy and change are indivisible and transformational change commands
unswerving commitment from the outset.

6. Conclusions

Strategy making, though exacting, is conceptually simple: understand the external
environment with all possible clarity; separate the ‘knowns’ and ‘unknowns’; translate this
external picture into an objective set of implications for the business; create a pathway of
options for competitive advantage; and act decisively on those implications and options to
create maximum value. However as humans we do not easily see the external world with
clarity, or interpret implications with objectivity, or contemplate option pathways beyond the
status quo, or act decisively without a precise plan. One reason we do not always succeed as
we would wish lies in inherent cognitive biases.
These biases are deeply rooted in human evolutionary survival responses22 and are not easily
overcome. Evolutionary selection favored those who could extrapolate from past experiences,
make rapid causal assumptions on threats, abhor environmental uncertainty, stick to the
pack for security, and see change as inherently risky. Such responses manifest themselves
in cognitive biases which have often been reinforced in the resources industry (see Figure
4) by the length of structural cycles, the large capital expenditure and long payback periods.
Winners in the resources business, tend to be those who can overcome natural biases, remain
eternally alert and clinically (or forensically) objective in decision making. These attributes
enable them to make large capital investments or divestments on the basis of future expected
but unpredictable shifts in the volatile external environment.

Figure 3: Impact of biases on strategic decision making
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Recommendations which can assist in effectively mitigating biases in strategy making,
particularly within the resources industry, include:
•

Be vigilant and rigorous, almost but not paranoid, in seeking out cognitive biases in the
strategy development and executive decision making process, particularly where
personal incentives distort objectivity and desire for certainty leads to 			
oversimplification

•

Foster diversity as a core tenet; diversity in mental models, diversity in teams, diversity
in partners and diversity in methodologies, and consult outside the business

•

Create sufficient trust in relationships, particularly within strategy development and
executive teams, where views can be challenged robustly and potential biases flagged

•

Make space for strategy, differentiating it from business planning and resourcing it
effectively. Planning and strategy have distinctive objectives and flourish in different
but interrelated environments.

•

Make strategy visceral through experiential process, create both a pull to the future
by making this as real and vivid as possible, and create a push through well-founded
dissatisfaction with the status quo.

Strategy’s purpose is to enable business to be more profitable in the long-term by positioning
to make the most of opportunities and navigate threats in the short-term. In a constantly
evolving socioeconomic climate, only insightful and nimble leaders, with the awareness
to recognize and challenge their own inherent cognitive biases, the openness to welcome
diversity in all its guises, the capability of holding multiple perspectives simultaneously
(Janusian thinking), the clarity to formulate strategies that can translate ambiguous signals into
practical strategies, and the decisiveness to take responsive action can expect to succeed.
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