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About the author > &

Nassim Nicholas Taleb (born 1960) is a literary
| essayist, epistemologist, researcher, and former
practitioner of mathematical finance.

"My major hobby is teasing people who

take themselves & the quality of their

knowledge too seriously & those who

donot have the cour age
.QJ say.: | donbt know

(You may not be able to change the
world but can at least get some
entertainment & make a living out of the
epistemic arrogance of the human race).
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ldentifying a Black Swan %

ldentifying a Black Swan Event

1.
2.
3.

The event Is a surprise

The event has a major impact

After the fact, the event Is rationalized by
hindsight , as if it had been expected .

The highly expected not happening 1s also a black
swan . Note that , by symmetry , the occurence ofa
highly improbable event is the equivalent of the
nonoccurence of a highly probable one.
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Example Black Swans of the past centur

C World War 11914

C Stockmarket crash 1928

C World War 11 1939

C Elvis Presley 1956 (he got famous)

C Oil crisis 1973

C Dutch Soccer Team World Champion (NOT) 1974
C Tsjernobyl 1986

C Stockmarket crash 1987

C Windows 1995

C Google

C NY Twin Towers 2001

C Mobile Phones

C Tsunami 2004

C Cirisis of Trust 2008

CWhat 6s the next one???27?27?77?
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Epistemology x

Epistemology or theory of knowledge  Is the
branch of philosophy concerned with the nature and

scope (limitations) of knowledge.

It addresses the questions:
AWhat is knowledge?
A How is knowledge acquired?
AWhat do people know?
A How do we know what we know?
AWhy do we know what we know?
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Empiricism

In the philosophy of science, empiricism emphasizes those
aspects of scientific knowledge that are closely related to
evidence, especially as discovered in experiments.

It is a fundamental part of the scientific method that all
hypotheses and theories must be tested against observations
of the natural world, rather than resting solely on a priori
reasoning, intuition or relevation. Hence, science iIs considered
to be methodologically empirical in nature.
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Sceptical Empiricism x

A scientific (or empirical) skeptic is one who questions the
reliability of certain kinds of claims by subjecting them to a
systematic investigation. The scientific method details the
specific process by which this investigation of reality is
conducted.

[Nassim Taleb considers himself to be a skeptical empiricistj
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Induction Problem > &

The technical name for the Black Swan is the
Induction Problem

The problem of induction is the philosophical
guestion of whether inductive reasoning leads
to truth?
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Induction Problem > &

Inductive Reasoning, thatis, what is the justification for:

Generalising about the properties of a class of
objects based on some number of observations of
particular instances of that class.

For example, the inference that "all swans we have

seen are white, and therefore all swans are white,"
before the discovery of black swans.
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Induction Problem > &

Inductive Reasoning,  That is, what is the justification for:

Presupposing that a sequence of events in the
future will occur as it always has in the past. For
example, that the law of physics will hold as they
have always been observed to hold.

|l nducti on Problem = Bl ack Swe¢
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The Turkey
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The turkey before and after thanksgiving.

From looking at the history of a process of a thousand days
one cannot make up what is going to happen next.
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Where do Black Swans occur? > &

Mediocristan:

The country dominated by the mediocre, with few
extreme sucessesor failures. No single observation can
can meaningfully affect the aggrigate. The Bell Curve
(Gauss Normal Distribution) is grounded in
Mediocristan. This is where the white swans live.

Extremistan:

The country where the total can be conceivably
Impacted by a single observation!
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Mediocristan vs Extremistan > &

Mediocristan Extremistan

Non Scalable Scalable

Mild, or type 1 randomness Wild (even super Wild) or type 2
randomness

(Height, weight, calorie (Wealth, income, Sales of books,

consumption, income of non damage caused by earthquake,

scalable profession, etc.. deads in war, size of planets, Income
of scalable profession, financial
mar ktes, etce

Winners get a small piece of the pie  Winner takes all effect
Yesterdayos audi enodagbsaAudpenae of

singer

More likely to be found in ancestral  More likely to be found in modern
environment world

Impervious to the Black Swan Vulnerable to the Black Swan
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Mediocristan vs Extremistan > &

Mediocristan Extremistan

Subject to gravity There are no physical constraints on
phy
what a number can be.

Total is not determined by a instance Total will be determined by a small

or observation number of extreme events
When you observe for a while you It takes a long time to know what is
can get to know what is going on going on

Easy to predict from what you see Hard to predict from past information
and extend to what you do not see

History Crawls History makes jumps

Events are Normally distributed or The distribution is either

I to0s variations. Mandel brotian nGray
(tractable scientifically) or totally
intractible Black Swans.
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Opacity of History (Incomplete information

The human mind suffers from three
allments as it comes into contact
with history: the #riplet of opacity :

a) The illusion of understanding
b) The retrospective distortion
c) The overvaluation of factual information
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Opacity of History

The illusion of
understanding

Or how everyone thinks
he knows what is going
on in a world that is
more complicated (or
random) than they
realize;
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Opacity of History

The retrospective
distortion

Or how we can
assessmatters only
after the fact, as if
they were in a
rearview mirror
(history seems
clearer and more
organized in history
books than in
empirical reality)
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Opacity of History

The overvaluation of factual information
and the handicap of authoritative and learned people,

particularly when they create categoriesd when they
"Platonify."
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Epistemic Arrogance X

Measure the difference
between what someone
actually knows and how
much he thinks he knows.
An excess will imply
arrogance, a deficit will
imply humility.

An Epistemocrat
(epistemologist) is
someone of epistemic
humility, who holds is
own knowlegde in
greatest suspicion.
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Platonification

Plato : realm of ideas World
Taleb : Platonification can
be misleading.
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Umberto Eco's Anti-Library x

"Read books are far less valuable than unread
ones."”

Our tendency to seek for acknowledgement
when trying to gain insights.

Survival analysis: do not forget the graveyard
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Platonic Fallacy (illusion) x

Tal eb beli eves that most peop
we are more comfortable seeing the world as something
structured, ordinary, and comprehensible. Taleb calls this
blindness the Platonic fallacy, and argues that it leads to three
types of distortions:

ANarrative Fallacy
A_udic Fallacy
fStatistical Regress Fallacy
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Narrative Fallacy x

IS creating a story post-hoc so that an event will
seem to have an identifiable cause.

A Naive empiricism

A Story telling (gathering & storing of
iInformation is expensive > we need stories to
add structure so we can remember more
easily. That is just how Human Brains work.)
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Ludic Fallacy %

Is the belief that the unstructured randomness found in life
resembles the structured randomness found in games. This
stems from the assumption that the unexpected can be
predicted by extrapolating from variations in statistics based
on past observations, especially when these statistics are
assumed to represent samples from a bell curve.

These concerns are often highly relevant to financial markets,
where major players use Value at Risk (VAR) models (which
Imply normal distributions) but market return distributions

have fat tails .
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Statistical Regress Fallacy x

We need data to discover a probability distribution.
How do we know we have enough data?

We need a probabilty distribution to tell how much
data is enough!

This causes a severe regress argument, which is
somewhat shamelessly circumvented by resorting
to the Gaussian and 1to0

Al so known as the probl em

from Datato |nformationto Knowledgeto W isdom



¥

Hindsight bias

Is a delusion that allows history to be perfectly understood after the fact.
For Example: Experts at back testing stock market performance fall victim -
and often lose money - to this bias.

Survivorship bias

Can make the results of intelligence investigations invalid because the weak
die and are thus not included in the findings - skewing results toward the
successes still alive. And randomness may well be the explanatory culprit
with such intelligence. Given a large enough starting sample and at least a
small likelihood of success, many survivors might be expected by chance
alone.
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Coping with Black Swan Events

The main idea in Taleb's book is not to try to predict Black
Swan events, but to build robustness to the negative ones,
while being able to exploit positive ones. (Halter Strategy)

Taleb considers that a Black Swan depends on the
observer . A Black Swan surprise for the turkey is not
going to be a Black Swan for the butcherd hence his idea
IS "to avoid being the turkey" by finding out where one

may be exposed to be a turkeyd and "turn Black Swans
white".
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Serendipity

Be open to meet SERENDIPITY
positive black swans!

The classical
model of
discovery
You search for what

you know and find
something you did
not know was there.
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What can we learn from Taleb b @

n Isubmit that we are unprepared to handle
the Black Swan with current Bl technology
and practices . In fact, current Bl does more

harm than good, by giving us a false sense of
reliability in what we think we know 0

By Richard Hackathorn
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What can we learn from Taleb b @

nBottom line Is that even though no one can
predict 6 Bl &wdn Events 0 Qrganizations
need to have a well thought out agile Business
Strategy to navigate under every
circumstances O

By Mike Atkinson
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What can we learn from Taleb _@%

Nit occurred to me while reading the book that we
need to rethink how we use data to build
Insights. Sometimes we lose valuable
Information about the future by relying on bell
curve-based statisticso

By Jeremy Shapiro
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What can we learn from Taleb b @

NThe current crisis is not just a Black Swan, but also
based on the illusions encoded in the Bl models. You
need to read Gigerenzer , Taleb, Damasio , Minsky and
a few others to realize that intelligence is linked to
making good decisions on limited information. More
Information turns everything into noise. And even
when you get good information then you will find that
the context and the related interpretation of the user
Is as iImportant as the data themselyes.

By Silvia Mihailescu
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What can we learn from Taleb b @

NThe assumption of randomness that dominates Taleb's
thinking is an excellent point of departure for BI.
Randomness, or the absence of a systematic explanation for
performance outcomes, represents the null hypothesis
(Falsification) that must be disproven by
Intelligence/research. Only when a well-designed "study"
finds strongly related performance factors should the

explanation of simply random results be considered for
rejection.o

By Steve Miller
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What can we learn from Taleb b s

By Michael Doves
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