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Abstract

Decisions based on randomness are often taken to be “irrational” or “arbitrary”. The
conventional strategy is to fight randomness; a more recent one is to accept and
even celebrate randomness. We focus on a third approach that employs randomness
as a managerial and social decision-making mechanism in a purposeful way. We ar-
gue that Controlled Random Decisions provide considerable advantages. They allow
outsiders as well as novel ideas to have an influence, and they work against corrup-
tion. When persons and projects are selected, there must be a careful pre-selection.
Controlled Random Decisions should be discussed and employed more extensively.

Keywords:  decision making, risk, (fundamental) uncertainty, randomness
(JEL: D81, D83, M12, M14, M38)

Introduction

In managerial decision making randomness or luck is mostly considered to be irra-
tional or arbitrary, and a nuisance to be eliminated. External forces are assumed to
lead to unpredictable outcomes; they therefore have to be detected and translated
into manageable risks. Randomness has to be fought by intense information acqui-
sition, proper statistical methods, or good heuristics.

However, this view has been questioned by the experience of financial shocks, natu-
ral and nuclear disasters, and disruptive innovations. They prompted the idea that
in managerial decision-making we do not only have to face risks, i.e. conditions in
which the probabilities of possible alternatives are known, or uncertainty, i.e. situa-
tions in which the probabilities of possible alternatives are unknown. Rather we
have to take into account fundamental uncertainty or ambiguity as a special kind of
randomness. (Knight, 1921; Taleb, 2001, 2007). In this case the alternatives that
may occur are unknown. We have to deal not only with “known unknowns” but
“unknown unknowns” (Luft & Ingham, 1955) or “Black Swans” (Taleb, 2007) that
are so unexpected that they are not considered. They can neither be anticipated on
the basis of experience or theories nor on the basis of additional information (Min-
kler, 1993). Examples are e.g. the colossal underestimation of the importance of
home computers in the 1980ies (Courtney et al., 1997), the opening of the Berlin
Wall and of the inner German border in November 1989, and the financial crisis in
2008. The latter prompted Queen Elizabeth II to ask why nobody had noticed that
the credit crunch was on its way (Besley & Hennessy, 2009).
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Recently, a third form of randomness in managerial decision-making has been con-
sidered. It has a long, but little-known, history: the use of randomness in a purposeful
way. It has been successfully applied in ancient Athens and the “golden times” of
Venice (see e.g. Buchstein, 2009, 2020). It is presently discussed as a decision mech-
anisms that contributes to reforms in the political sphere (e.g. Frey & Osterloh,
2016; Van Reybrouck, 2016), but in the management literature is rarely featured as
a decision-making mechanism for business processes, (for exceptions, see Dwenger
et al., 2014; Zeitoun et al., 2014; Liu & De Rond, 2016; Berger et al., forthcom-
ing; Osterloh & Frey, 2019). Neither is it used in today’s political decision making
(for exceptions see e.g. Buchstein, 2009; Van Reybrouck, 2016).

Our paper discusses three different ways of dealing with randomness, their advan-
tages and disadvantages, and how to profit from it in the field of managerial deci-
sion-making and in politics. Section II shortly discusses the conventional strategies
to come to grips with unforeseen events, namely fighting randomness. Section III
considers accepting randomness and to even celebrate it. The insight that funda-
mental uncertainty is unavoidable can indeed be exploited to the advantage of firms
as well as individuals. Section IV analyzes possibilities to employ randomness as a
managerial and social decision-making mechanism in a purposeful way. This section
forms the major part of our paper. It deviates basically from taking randomness as
an irrational feature of life. Rather, randomness is used to improve business and so-
ciety in various respects.

Fighting Randomness

In conventional management decision-making random events are seen as distur-
bances disrupting plans and thwarting strategies. Consequently, randomness is con-
sidered to be incomplete knowledge and as a failure to be overcome. It constitutes
the opposite of a causal explanation of events. Hence an effort must be made to
identify the hidden causal structure of cause and effect.

Statistical theory offers a host of procedures to determine whether, and to what ex-
tent, one variable influences another variable, including the possibility that the
causal effects may take place simultaneously in both directions. The theoretical
background consists in models of rational behaviour that imply omniscience.

Later on the models of costly rationality (Radner, 2000), bounded rationality (Si-
mon, 1955; Grandori, 2013), and ecological rationality (Gigerenzer et al., 1999)
gained influence. They take into account the limited ability of people to deal with
random events. In order to overcome this weakness and to fight randomness,
heuristics were recommended that focus on the most relevant aspects of a situation
and lead to accurate inferences. In this vein Gigerenzer et al. (1999; see also
Gigerenzer & Selten, 2002) developed an “adaptive toolbox” to find out domain-
specific heuristics as responses to a world of uncertainty and randomness.
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“Behavioural Economics” (more appropriately called “Psychological Economics”) as
introduced by Tversky and Kahneman (1974) is more sceptical whether “ecological
rationality” can overcome uncertainty. It links heuristics to cognitive biases and
demonstrates that individuals often fail to make accurate decisions. People find it
difficult to deal with randomness. They systematically tend to overestimate or
underestimate probabilities e.g. in the form of representativeness bias (judgments
influenced by what is typical), availability bias (judgment based on what comes easi-
ly to mind) or anchoring (judgments relying on what comes first) (see Russo &
Schoemaker, 1989; Kahneman, 2011; and for many examples, Dobelli, 2013).
However, Behavioral Economics tends to disregard that while individuals are not
well prepared to deal with probabilities this need not necessarily be the case in the
aggregate. Markets are sometimes able to reduce and even eradicate biased evalua-
tions of probabilities by individuals (Frey & Eichenberger, 1994; Frey & Stutzer,
2006a; Frey & Gallus, 2013). Recently “Nudging” (Thaler & Sunstein, 2009) has
been heavily discussed as a tool to overcome decision traps and the failures when
dealing with randomness.

All these endeavors to overcome the disturbances caused by uncertainty have in
common that the underlying normative goal is to fight randomness in a rational
way. Nevertheless it is claimed to have abandoned the rational “homo oeconomi-

cus” (Sugden, 2017).

Accept and Celebrate Randomness

Randomness in the form of fundamental uncertainty is unavoidable and can be
fought only to a certain extent (for examples in Strategic Management see
Schrey6gg & Steinmann, 1987; Simons, 1995; Courtney et al., 1997). This insight
leads to approaches that accept randomness and even celebrate it in order to exploit
randomness to the advantage of firms as well as individuals (Arenberg, 2020).

Taleb (2001, 2007) made these approaches popular. He argues that individuals tend
to see causalities where there are none. They have an inner drive to deal with the
world they live in by making an effort to explain it. The education received — espe-
cially in Western countries — strongly supports this attitude. We are taught, and
pressured by our environment, to seek an explanation for events — even if they are
purely random. But the possibility to do so is highly overestimated; we are “fooled
by randomness” (Taleb, 2001). Randomness is closely connected to fragility, where
an object or person is damaged by an unexpected shock. The intuitive reaction is to
resort to robustness. However, that means a situation of not being affected by un-
foreseen events. The true opposite to fragility is something quite different, namely a
situation in which unexpected events are beneficial. Taleb (2012) calls them “an-
tifragile” as there is no word in any language to positively describe this. In this view,
uncalculated randomness has not to be reduced, but must be celebrated in such a
way that business and society can benefit from it. Antifragility gives us the opportu-
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nity to learn from failures, to grow from mistakes, and to be open for unexpected
discoveries.

Openness to unexpected discoveries has for a long time been celebrated with the
idea of serendipity (Merton & Barber, 2004). Serendipity effects provide answers to
unasked questions (Stephan, 1996; Simonton, 2004). The best-known cases are the
discovery of America, or the discovery of Penicillin, due to chance events which
were skillfully exploited. Other examples are the invention of dynamite, X-rays, ra-
dio activity, LSD, or post-its. Serendipity and luck also play a role in management
(Barney, 1986; Liu & De Rond, 2016). For example, Bill Gates (as quoted in Glad-
well, 2008, p. 55) explains his success as an incredibly lucky series of events. In any
case, one has to be open for unexpected events, as “chance favours the prepared
mind”, as a quote attributed to Louis Pasteur says.

Another approach to celebrate randomness is to exploit the biases of other actors in
order to gain a competitive advantage for a firm (Amit & Schoemaker, 1993; Den-
rell et al., 2019). Such biases caused by misinterpretations of randomness only then
create a strategic opportunity if there are barriers that are not easy to detect and to
take advantage of. Misattribution of luck or randomness is such a barrier, in partic-
ular ignoring the “regression to the mean”. Extreme performances tend to be fol-
lowed by less extreme ones. Supreme performance usually is associated with extreme
luck unlikely to persist. The process is characterized by randomness. Therefore fu-
ture performance will regress to the mean. Nevertheless most people tend to explain
extreme performance causally. Such misattributions can be exploited if a firm over-
comes behavioural barriers to learn about them more effectively than rivals (Denrell
etal., 2019).

Randomness can also be exploited by individuals for their own benefit. Drastic ex-
amples are managers who regularly attribute success to their own activities while
failures are said to be due to bad luck (Liu, 2020). Exceptional management perfor-
mances may indicate luck because extreme performances are more likely to result
from extreme circumstances (Denrell & Liu, 2012). As the skill level of CEOs of
prominent firms can be assumed to be quite similar, different outcomes are strongly
determined by situational factors. These star performances attract media attention.
The extreme personalization of prominent CEOs in the media reinforces the ex-
treme overestimation of their abilities and performance, which is further reinforced
by so called “CEO profiling”.! It conveys to the public the idea that the success of a
company depends solely on top management.

There are several reasons why such an attribution is doubtful (Liu & De Rond,
2016). The first is the common bias to ignore “regression to the mean” that often is
exploited by managers in order to profile themselves as heroes. The second reason is
that one does not know what would have happened without the particular manager

1 Seee.g. Peel (2018) on ,how do you leverage your executives in PR superstars?“.
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being in charge. A satisfactory counterfactual analysis cannot be undertaken as it is
impossible to determine the initial conditions affecting the subsequent course of
events. The third reason relates to how individuals build alternative histories after an
event occurred. What has happened in fact is more salient than what did not hap-
pen. This has been experimentally established by the hindsight bias (Fischhoff,
1975). Forth, those who are successful will be increasingly supported which is
known as the Halo and Matthew effect (“the rich get richer, and the poor get poor-
er”). Lucky managers receive more and better resources, higher promotion opportu-
nities and more attention because they are allegedly so skillful. As a result they in-
duce other people to overestimate the role of skill and to underestimate the role of
randomness to their advantage. They thus create an naive meritocracy (Pluchino et
al., 2018) serving to provide legitimacy to huge management salaries.

Consciously Applying Random Decision-Making

Purposefully applied random choice is an underdeveloped research area though in
every day life we know random decisions in various applications and for different
goals (see e.g. Heinzmann, 2020). An example is the random selection of tourists
and business people for security control at airports. The goal is to create purposeful
uncertainty in order to discourage terrorists. Another example is the allocation of
indivisible goods between children (or green cards, college opportunities or even
kidneys between adults) if demand is higher than supply. Here the goal is fairness.
A third example relates to surprise menus at restaurants or last minute holiday
bookings. The motive might be the pleasure of being surprised, the avoidance of
having made difficult trade-offs, or the psychic costs of decision-making (Simonson,
1990; Dwenger et al., 2014).

Less known are random decision-mechanism to take socio-political decisions. Such
random procedures were successfully applied in ancient Athens, in Venice and Flo-
rence in the Medieval Age, and in many countries in Europe until the French Revo-
lution (see e.g. Manin, 1997; Buchstein, 2009; Sintomer, 2011; Van Reybrouck,
2016). In the 18 century at the university of Basel vacant professorial chairs were
filled by lot from a list of three candidates (Burckhardt, 1916; Stolz, 1986; Frey &
Osterloh, 2016; Berger et al., forthcoming).

Today, few organizations apply random selection methods (Frey, 2020). The Coptic
Pope is appointed by random selection from three candidates, the Amish choose
their leaders randomly (Shoucri, 1991; Boochs, 2004; Frey & Steiner, 2014). Well
known is the random selection of juries in Anglo-Saxon legal systems like the UK
(Crown Prosecution Service, 2018) and United States (Administrative Office of the
U.S. Courts, 2019; see also Sintomer, 2011). The movement for deliberative
democracy (Fishkin, 1991; Dryzek, 2000; Habermas, 2006) suggests that the citi-
zens participating in the consultation or decision-making process should be chosen
by lot. Similar suggestions have been made with regard to national politics (Mans-
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bridge, 2005), international organizations (Frey & Stutzer, 2006b), and decision
making at the workplace (Emery, 1989). Grants are sometimes partially allocated by
random selection methods.? Partly random selection to choose the papers to be
published has been suggested (Oswald, 2019; Ostetloh & Frey, 2019). In Switzer-
land, a popular initiative has recently been started to draw federal judges from a
pool selected by an expert committee.? Recently, the media shows some interest in
random selection of politicians (Bridle, 2018). However, modern organizations
rarely use partly random choice methods.

Random choice (sometimes called sortition or aleatoric procedures, derived from
the Latin word alea for dice) is one among several socio-political decision-making
mechanisms such as the market, democracy, hierarchy (bureaucracy), bargaining or
tradition (Frey, 1983). It has many desirable characteristics but, of course, also some
negative aspects. Advantages and disadvantages must be compared to those of other
social decision-making procedures.

Advantages of Purposeful Random Selection

Random procedures have the following advantages over other decision-making sys-
tems (e.g. Frey, 1969; Intriligator, 1973; Carson & Martin, 1999; Buchstein, 2009,
2010, 2020; Sintomer, 2011, 2018; Frey & Osterloh, 2016). First, random deci-
sions make it possible to well represent the underlying basic population. The weight
of each group is reflected according to its weight in the basic population. Those
parts of the population otherwise disregarded in the political process are adequately
represented. Quotas are no longer needed to attain a representative selection.

Second, random procedures help to prevent undue influences on public decisions. If
correctly made, they are immune to human intervention. The influence of particu-
lar interest groups via spending money, old boys networks, and corruption is re-
duced. Random choice prevents discrimination according to race, sex, age or origin.

Third, creative outsiders gain easier access to influential positions. The lottery is
therefore a true search engine for new ideas and talents. Conversely, people who
otherwise have little preference for competition are encouraged to apply. Thus, the
pool of qualified candidates is enlarged.

Fourth, interests neglected at the time of a political decision are automatically repre-
sented according to their importance in the basic population. Random choice takes

2 Examples are the Health Research Council of New Zealand (2019) and the German Volkswa-
gen Foundation (2018).

3 See https://www.bk.admin.ch/ch/d/pore/vi/vis486.html, retrieved 17.7.2019.

4 Competition is by no means always beneficial, in particular with competition characterized by
contrastive comparison. This kind of competition emphasizes individual’s inferiority in com-
parison to others, leading to feelings of envy. In contrast, assimilative comparison focuses on
feelings of aspiration, see Sapienza & Weibel (2017).
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into account aspects previously unknown and therefore impossible to represent by
quotas.

Fifth, random choice maintains the stability and continuity of government when
there are strong conflicts between various groups in the population. Each of these
groups sees a chance to exert influence in the future, even if at present an opposing
group is in power. No group feels oppressed in future periods.

Finally, random selection enables a different form of representation in basic decision
bodies like parliaments, local citizen forums, or working teams. The person selected
randomly is not an agent or a representative of other people to whom he or she is
accountable. Instead, the person selected by lot stands for him- or herself. He or she
is representative solely in a statistical sense. Therefore, no principal-agent-conflict,
nor conflict between the elected representative and his or her constituency, can
arise. Instead, there is an obligation to take part in deliberative processes in the
community one is member of.

Disadvantages of Purposeful Random Selection

The following undesired effects of random decisions should be taken into account.
First, random procedures do not identify skills and qualifications. Persons selected
by lot may be incapable of performing the required tasks. Random mechanisms
make sense if the basic population is determined according to the skill and qualifi-
cations needed for a certain task. It also makes sense in generating collective deci-
sion-making bodies that represent the preferences of different groups. These bodies
then select the best candidate according to conventional criteria. Therefore most ap-
plications of random selection mechanisms use a two-step procedure of convention-
al pre-selection and random selection, called focal random selection.

Second, in politics randomly chosen citizen may refuse to take the political offices to
which they are selected. This problem can be mitigated by appealing to every person
to follow his or her citizen duty. A more effective procedure may be to offer ran-
domly chosen persons a financial compensation inducing them to accept the at-
tributed political task.

Third, people might believe that random selection is irrational or arbitrary. To
counter this argument one should take into account the possible damages produced
by corruption as well as by many decision anomalies and biases, as impressively
shown by Kahneman (2011). In many cases controlled randomness is less irrational
than uncontrolled biases, corruption or old boys” networks.

The conditions under which the advantages of random decisions outperform the
disadvantages must be carefully investigated. In the following we sketch possible ap-
plications in the management field and in politics.

5 See also the difference in the theory of representation of Hanna Pitkin (1967) between “stand-
ing for” and “acting for”.
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Application to Management

In management, random selection can be applied on various levels. On the Corpo-
rate Governance level companies could install a second chamber in the supervisory
board formed according to a random choice among stakeholders in order to give
them a vote. This procedure has been suggested by Zeitoun et al. (2014). According
to the Resource-Based View of Strategic Management (Barney, 1991), sustainable
competitive advantages can be gained only if stakeholders’ non-contractible firm-
specific investments are protected. In order to make this possible, the many differ-
ent stakeholders (such as employees, suppliers, customers, and the local communi-
ty) could be selected randomly to participate in the decision bodies of the firm,
preferably in the board. They have the task to reconcile the interests of the various
stakeholders in such a way that they are encouraged to undertake firm-specific in-
vestments.

On the top-management level focal random selection could also be used in order to
improve management quality. A shortlist of candidates could first be determined
competitively. The strict selection process ensures that the candidates in the pool
have the required skills and characteristics. Out of this shortlist the winning candi-
date is chosen randomly. This procedure has been suggested by Frey et al. (2020). It
has several advantages: First, managers selected for a top position in a firm by a ran-
dom draw out of a shortlist of able mangers are less susceptible to hubris and abuse
of power. Excessive manager salaries are less likely to occur under these conditions.
Second, losers retain their face and self-confidence, therefore cooperation between
winners and losers will be improved. 7hird, candidates who are otherwise afraid of
losing face will compete, thereby increasing the pool of candidates. Fourth, people
act more socially when they know that they have been favored by fate (Frank,
2016). This has been recently tested and confirmed in a laboratory experiment
(Berger et al., forthcoming). Fifth, when a careful pre-selection has taken place, the
selected top candidates may meet different performance criteria, but all on the short
list would have the necessary qualification for the vacant post. The better the pre-
selection, the smaller is the difference between candidates with respect to suitability.
Under this condition, random selection is fairer than conventional procedures dur-
ing which old boys” networks may play an unfavorable role.

Random selection out of a pre-selected shortlist may also help to mitigate the gen-
der gap in top management. Today, women have a better formal education and
achieve higher scores than men (OECD, 2015). Female representation in top man-
agement is positively associated with organizational performance (Rost & Osterloh,
2010; Dawson et al., 2014) and less irregularities in financial statements (Gupta et
al., 2019). Yet, women are still heavily underrepresented at upper echelons of man-
agement. Recently, this gap has been explained by the difference in competitive be-
haviour between men and women. It has been demonstrated that on average wom-
en — especially high-performing women — are less willing to compete than men.
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They opt out of competitions more than men, even when they are equally or more
qualified (Niederle & Vesterlund, 2007, 2010; Balafoutas & Sutter, 2012; Niederle
et al., 2013). In order to encourage high-ability-women to “throw their hat into the
ring” (i.e. to become a candidate for the shortlist) it might be useful to avoid com-
petition within the ring. Such a procedure has been proposed by Osterloh et al.
(2019). With conventional pre-selection, a shortlist consisting of suitable candi-
dates could be made along with announcing that the vacant position is drawn by lot
from the shortlist. It is expected that more women apply in the final round through
this process. This proposition can be tested in laboratory and field experiments. If it
works, then not only the gender gap in top management could be mitigated, but
the pool of high-quality candidates would be increased.

Applications to Politics

In politics random selection is a measure to integrate people who otherwise would
not take part in political decision-making. In most democracies, the political pro-
cess is characterized by strong social segmentation. On the one hand, high-income
recipients and educated people are overrepresented in parliament and other political
decision bodies. On the other hand, voter turnout is socially selective. High-income
earners and educated people vote much more often than low-income recipients.
This means that the concerns of the low-paid and less educated are not adequately
represented in the political decision-making process. As a result, their political
interest decreases (Benz & Stutzer, 2004). Here, random selection favors social
groups that were previously underrepresented in the political process. The members
of parliament can be randomly chosen to a second chamber. The members of the
first chamber would be determined according to the traditional election procedure.
In analogy to the British “House of Lords” this could be called “House of Lots”
(Buchstein, 2009).

So-called “Citizen Forums” are a weaker form of this idea. (see Heinzmann, 2020).
100 to 200 citizens are randomly drawn into a committee in which they discuss po-
litical issues. The result better reflects the social discourse than the procedures in
representative democracy. Such Citizen Forums have been convened in the Nether-
lands, Ireland and the Canadian provinces of British Columbia and Ontario. In Ire-
land, Citizens’ Forums have led to two major constitutional changes in recent years.
The first Forum took place in 2012. The panel’s recommendations on “marriage for
all” were endorsed by parliament and finally adopted in a referendum with high ap-
proval. A subsequent Citizens' Forum in 2016 discussed, among other things, the
legalisation of abortion. All participants were chosen by lot from the population in
order to weaken the influence of politicians. The recommendation by the Citizens’
Forum on abortion was also adopted with high approval in a 2018 referendum.

Random selection can also be envisaged for the executive branch, provided a formal
minimal qualification is secured. The members of government could be chosen by
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lot from the elected members of parliament. This would over time guarantee a com-
position of the government according to the strength of parties, gender, religion and
regions. Also International Organizations that are subject to democracy deficits
could be fruitfully reformed by a random selection of representatives (Frey &
Stutzer, 2006b).

Concluding Remarks

Decisions based on randomness may be considered “irrational” or “arbitrary” by the
public, and therefore taken to be illegitimate. However, each of the various ways to
deal with randomness has its advantages and disadvantages: The conventional strat-
egy is to fight randomness; a more recent one is to accept randomness and to even
celebrate it. We focus on employing randomness as a managerial and social deci-
sion-making mechanism in a purposeful way. This approach deviates basically from
taking randomness as an irrational feature of life. Rather, randomness is used to im-
prove business and society in various respects.

Controlled Random Decisions provide considerable advantages compared to other
decision-making systems. In particular, they allow outsiders as well as unconven-
tional and novel ideas to have an influence, and they work against corruption and
old boy’s networks. Random decisions do not take into account issues of content.
As a consequence, when persons and projects are selected, there must be a careful
pre-selection. Thus, usually persons must be chosen that are able to master the given
task. For this reason, random decisions cannot be used in all instances but only un-
der conditions for which a careful balancing of the advantages and disadvantages
has been undertaken. They must be put into the context of other decision-making
procedures like e.g. markets, hierarchical selection, bargaining, voting or delibera-
tion.

Controlled Random Decisions should receive more attention than has been the case
in modern times. Future research should analyse specific applications of this ap-
proach in various situations, in particular in the context of firms. It can be speculat-
ed that there are many conditions in which Controlled Random Decisions are suit-
able and may raise economic and social welfare.
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