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The Life of a Turkey
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Historical Observations
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Evidence-Based Projections
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A Black Swan Event...
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.
What Is a Black Swan?

» Outlier
» Extreme impact
» Rationalised in hindsight
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Some Examples...

» Rise of the Internet

» The personal computer

» World Warr |

» Dissolution of Soviet Union
» 11 September 2001 attacks

10



Presenter
Presentation Notes
Some examples Nassim mentions in his book. These events are all outliers. Nobody really predicted them. They all obviously had a huge impact. And if you picked up a history book you would most likely see them explained as predictable, the result of a clear chain of events.
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Complexity Rising

Interdependencies

Nonlinear Responses
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Predict, Optimise, and Control
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Cognitive Biases

We edit and reinforce some
memories after the fact.

What Should We
Remember?

W discard specifics
1o form ganeralities

We edit and reinforce
some memaries after the fact

We favor simple-locking options
and complete information over

complex, ambigueus options

To avoid mistakes.
we aim 10 preserve autonomy
and group status, and avoid
irreversible decisions

To get things done, we tend
to complate things wa've
invested time & energy in

Ta stay focused, we favor the
immediate, relatable thin
in frant of us
Need To
Act Fast

To act, we must be confident we
can make an impact and feel what

we do is important

COGNITIVE BIAS CODEX

We store memories differently based We notice things already primed in
on haw they were experienced O risionin m;md A

We reduce events and lists
Bizarre, funny, visually-striking, or
to their key elemants

anthropomarphic things stick ot more
than non-bizarre/unlunny things

We are drawn
that confirm

our
existing beliefs.

to details
own

Too Much

Information

We notice when
’ ® omething has changed

oxisting beliafs

We are drawn to details
. ’ @ that confirm our own

A We natice flaws in others
- y than than we
natice flaws in ourselves

We tend 10 find stories and
@ panemns even when looking

at sparse data

®

and prior histories

We imagine things an
we're familiar with or fond
a3 better

@

We simplify probabilities and numbers
® o rmake them easier to think about
@ We think we know what
o ® i thinks
assumptions onto the past and future other people are thinking

We project our current mindset and

DESIGNHACKS.CO + CATEGORIZATION BY BUSTER BENSON

ALGORITHMIC DESIGN BY JOHN MANOOGIAN Iil (JM3) - DATA BY WIKIPEDIA @ggatve

Eommons D@ <

Not Eno

Meaning

We fill in characteristics from
stereotypes, generalities

We simplify probabilities
and numbers to make them
easier to think about.
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Three Categories

Robust Beyond Robust...

277
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Thank You

Matt Bilderbeck

Email: m.bilderbeck@navi Ilting. @
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JUST A NORMAL DAY AT THE NATIONS MOST IMPORTANT FINANCIAL INSTITUTION...
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Mediocristan vs. Extremistan
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Decentralisation
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The Precautionary Principle
(with Application to the Genetic Modification of
Organisms)

Massim Nicholas Taleb*, Rupert Read’, Raphael Douady*, Joseph Norman',Yaneer Bar-Yam'
*School of Engineering, New York University tNew England Complex Systems Institute
! Institute of Mathematics and Theoretical Physics, C.N.R.S., Paris
iSchool of Philosophy, University of East Anglia

Abstract—The precauionary principle (PP) states that if an action
or palicy has a suspected risk of causing severe harm to the public
domain (atecting general health or the emviranment globally), the action
should nat be taken in the absance of scientific near-certainty about its
sataty. Under these conditions, the burden of proof about absence af
harm falls on thase proposing an action, not those oppesing it. PP is
intended to deal with uncertainty and risk in cases where the absence
af evidence and the incompleteness of scientific knowledge carries
prafound implications and in the presence af risks of "black swans”,
unforesaan and unforeseable evants of extramea comsaquenca.

This non-naive version of the PP allows us to avoid parancia and
paralysis by confining precaution io specific domains and problams.
Here we formalize PP, placing it within the statistical and probabilistic
structure of “ruin™ problems, in which a system is at risk of total failure,
and in place of risk we use a formaltragility” based approach. In these
prablams, what appear to be small and reasonable risks accumulate
inevitably to certain ireversible harm. Traditional cost-benefit analyses,
which seek 1o quantitatively weigh outcomes to determine the best
policy option. do not apply, as outcomes may have infinite costs. Even
high-benefit, high-probability oulcomes do not outweigh the existence
of low probability, infinite cost options—i.e. ruin. Uncertainties result in
sensitivity analyses that are not mathematically well behaved. The PP
is increasingly ralevant due to man-made dependencies that propagate
impacis of policias across the globe. In conirast, absant humanity the
biosphere engages in natural experiments due to random variations

with only local impacts.

PP states that if an action or policy has a suspected risk
of causing severe harm to the public domain (such as
general health or the environment), and in the absence
of scientific near-certainty about the safety of the action,
the burden of proof about absence of harm falls on those
proposing the action. It is meant to deal with effects of
absence of evidence and the incompleteness of scientific
knowledge in some risky domains.!

We believe that the PP should be evoked only in
extreme situations: when the potential harm is systemic
{rather than localized) and the consequences can involve
total irreversible ruin, such as the extinction of human
beings or all life on the planet.

The aim of this paper is to place the concept of
precaution within a formal statistical and risk-analysis
structure, grounding it in probability theory and the
properties of complex systems. OQur aim is to allow
decision makers to discern which circumstances require
the use of the PP and in which cases evoking the PP is
inappropriate.

2 DECISION MAKING AND TYPES OF RISK
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Links

Real World Risk Institute:
» realworldrisk.com

New England Complex Systems Institute:
» necsi.edu
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