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Abstract

Nearly a century ago, Frank Knight famously distinguished between risk and uncertainty
with respect to the nature of decisions made in a business enterprise. He associated
generating economic profit with making entrepreneurial decisions in the face of
fundamental uncertainties. This uncertainty is complex because it cannot be reliably
hedged unless it is reducible to risk. In making sense of uncertainty, the mathematics of
probability that is used for risk calculations may lose relevance. Fast-and-frugal heuristics,
on the other hand, provide robust strategies that can perform well under uncertainty.
The present paper describes the structure and nature of such heuristics and provides
conditions under which each class of heuristics performs successfully. Dealing with
uncertainty requires knowledge but not necessarily an exhaustive use of information. In
many business situations, effective heuristic decision-making deliberately ignores
information and hence uses fewer resources. In an uncertain world, less often proves to
be more.
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The title of this paper was inspired by Frank Knight's Risk, Uncertainty, and Profit, a work that
underlies a major part of the arguments presented here. The authors are grateful to Florian
Artinger, Nathan Berg, Jerry Busby, Mario Fific, Mirta Galesic, Kevin Gluck, Hans Haller, Edi Karni,
Christian Kim, Sharon Kim, Konstantinos Katsikopoulos, Amit Kothiyal, Adam Litwin, Julian
Marewski, Henrik Olsson, Phil Phan, Markus Raab, Florian von Wangenheim, Arch Woodside, and
Meng Zhu for providing valuable input in developing this volume, and for pointing us to related
literature for this article. Comments and discussions following presentation of this paper at the
Department of Economics at Virginia Tech were also extremely helpful. The usual disclaimer
applies.
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