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Nassim Taleb: 'Big corporations will
always fail'

The author and finance scholar argues that we don't fully
understand how financial markets work, making economics based
on risk a recipe for disaster

Tim Adams
\ ‘:\' The Observer, Sunday 20 June 2010

Hidden risk: Nassim Taleb says the financial crash was the inevitable result of an economics based on debt.
Photograph: Linda Nylind for the Guardian

Nassim Nicholas Taleb was born in Lebanon, and lives mostly in New York. His books
Fooled By Randomness and The Black Swan are powerful arguments against a world —

and an economy — based on prediction by "experts". The "black swan" of the title of the
latter — which refers to a medieval-era metaphor for something that could not exist —
is shorthand for the random events and risks that lie beneath our lives, which we fail to
take into account. Taleb has made his fortune putting his money where his philosophy
is, and consistently betting against strategies of predicted growth in financial markets.
The economic crash, he suggested long before it happened, was an inevitable
consequence of an economics based on debt rather than equity, and a global
misconception of risk. A new afterword to The Black Swan is a tangential reflection on
those events.

Your new Black Swan chapter looks back on the financial crash, but it
begins by thinking about what we might have learned from studying the
human body...

The notion of fragility and robustness that I am bringing is applicable across domains.
The human body has built-in redundancies: two eyes, two kidneys, two lungs. It is good
to incorporate that model into everything we create. In financial entities it creates less
growth but more robustness. Also, wherever you have a lot of interactions, it is
important to have nothing too large. Why has evolution made an elephant the largest
thing on land, and in the ocean a whale? You have to have a dogma that mother
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nature knows best.

Would you describe the black swan idea as a philosophy of humility — that
is, we never know as much as we think we do?

I would say it is more making a map of what you don't know and confining it. The
human body — we don't know large parts of it. The economy, likewise. We shouldn't
treat it all the same. We must acknowledge where a lack of knowledge can harm us.
Our lack of knowledge is everywhere, but in some domains, as we have seen, it can
have monumental consequences.

Did you have an "I told you so" feeling about the economic meltdown?

No, there was no schadenfreude, just anger: Why didn't they listen? My book was
selling a lot more before the crisis than during or after. Then, people didn't want to
hear...

You have been invited to many forums looking at how we can learn from
what happened. Have any been useful?

I always had the feeling that these people had just crashed the plane and they had no
idea why the plane had crashed. It was as if they all thought it was because the pilot
was wearing a red shirt or something like that.

Has no one grasped the message?

The only politician who seemed to understand The Black Swan is David Cameron. He
was convinced that there is great hidden risk in the economy in a world that has
become much more complex in the past 25 years. He understood that government
deficit makes you more reliant on forecasting, at the same time that our reliance on
forecasting has proved disastrous.

How much has your own biography taught you about uncertainty?

Not my recent biography, but my heritage. My family worshipped books, and we have
done for six generations. Around 1800 my ancestor was a silk trader, who wanted all
his progeny to be scholars. Even though my father was a doctor, we were taught to
respect the lessons of history not science.

What does the past teach us about the current crisis?

The Romans, the Arabs, the Jews all had an edict against debt. If we had religion with
a tacit prohibition of debt, we would probably not have had this problem. But science,
or scientism, thinks it knows better.

Is there something in that silk trading heritage that you recognise in
yourself?

Commerce in the Mediterranean has always been on a human scale. It is only when
you move from an artisan-style economy to a corporate-style economy that you
develop fragilities. Corporations take the humanity out of trade — they take the
happiness out and replace it with something that is ugly.

Should anything be too big to fail?

I just wrote a paper explaining why size necessarily brings fragility. You have family-
owned businesses that have been around for 500 years. You cannot name a
corporation that survives intact for even a few decades. We should not be concerned



about wealth; we are rich enough, but we should be very concerned about robustness.
Can technology help this process?

The internet allows the small guy a global marketplace. But technology is harmful in
the sense that we get too much information from it. Because of the web we get 10 times
the amount of noise we ever got, which makes harmful fallacies far more likely. I can't
imagine situations in which social networks could be useful except to arrange to have
dinner with someone, and they clearly can be very destructive.

The appetite to restore the economic models to what they were must drive
you crazy?

Yes, but I also have an exit strategy that others don't: I make bets against US Treasury
bonds. People lecture Greece about debt, but the Greeks are not in debt in comparison
with America; in America debt is uncontrollable.

Ads by Google

Black Swans 2010

11 things to watch out for this year. New investor report.
www.WealthDaily.com

Secret War On The Dollar

Read the Shocking Bulletin That Washington Does Not Want You To See
UncommonWisdomDaily.com

GE: Buy, Sell, or Hold?
Don't trade GE until you get our trusted free weekly trading advice!

www.TheBestNewsletters.com

Comments in chronological order (Total 1

comment)
Post a comment
Estaff

€ Contributor

sharkfinn
20 Jun 2010, 10:21AM
It is all about situation and perspective. A lot of Australians probably thought that all
swans were black and were amazed to find out that there were white ones.
Recommend? (0)
Report abuse
Clip |
Link
[ Post a comment |

In order to post a comment you need to be registered and signed in.
Register | Sign in

guardian.co.uk © Guardian News and Media Limited 2010


http://www.google.com/url?ct=abg&q=https://www.google.com/adsense/support/bin/request.py%3Fcontact%3Dabg_afc%26url%3Dhttp://www.guardian.co.uk/technology/2010/jun/20/nassim-taleb-bright-idea-finance%26hl%3Den%26client%3Dca-guardian_js%26adU%3Dwww.WealthDaily.com%26adT%3DBlack%2BSwans%2B2010%26adU%3DUncommonWisdomDaily.com%26adT%3DSecret%2BWar%2BOn%2BThe%2BDollar%26adU%3Dwww.TheBestNewsletters.com%26adT%3DGE:%2BBuy,%2BSell,%2Bor%2BHold%253F%26gl%3DUS%26hideleadgen%3D1&usg=AFQjCNGhjWpiE4vyq8kqhRiDj_wDR9bHsg
http://googleads.g.doubleclick.net/aclk?sa=l&ai=B3tCrz9shTI-QBZX8lQfL8IWSD-7GuqABiJPVnhHAjbcB0LsbEAEYASCFu-gPKAM4AFDuhceZB2DJrqKLwKTYD6AB6JS2-AOyARJ3d3cuZ3VhcmRpYW4uY28udWvIAQHaAVFodHRwOi8vd3d3Lmd1YXJkaWFuLmNvLnVrL3RlY2hub2xvZ3kvMjAxMC9qdW4vMjAvbmFzc2ltLXRhbGViLWJyaWdodC1pZGVhLWZpbmFuY2WAAgGoAwHoA4ME6AOYA-gDzgToA2voA4gE9QMCAAAE&num=1&sig=AGiWqtwtVb0mdfgvhb3cmJFSVk2ueB2g-Q&client=ca-guardian_js&adurl=http://www.wealthdaily.com/aqx_p/18453
http://googleads.g.doubleclick.net/aclk?sa=l&ai=B3tCrz9shTI-QBZX8lQfL8IWSD-7GuqABiJPVnhHAjbcB0LsbEAEYASCFu-gPKAM4AFDuhceZB2DJrqKLwKTYD6AB6JS2-AOyARJ3d3cuZ3VhcmRpYW4uY28udWvIAQHaAVFodHRwOi8vd3d3Lmd1YXJkaWFuLmNvLnVrL3RlY2hub2xvZ3kvMjAxMC9qdW4vMjAvbmFzc2ltLXRhbGViLWJyaWdodC1pZGVhLWZpbmFuY2WAAgGoAwHoA4ME6AOYA-gDzgToA2voA4gE9QMCAAAE&num=1&sig=AGiWqtwtVb0mdfgvhb3cmJFSVk2ueB2g-Q&client=ca-guardian_js&adurl=http://www.wealthdaily.com/aqx_p/18453
http://googleads.g.doubleclick.net/aclk?sa=l&ai=BINscz9shTI-QBZX8lQfL8IWSD8uO-MsB48Hz9Q_AjbcBgKYdEAIYAiCFu-gPKAM4AFDVvegIYMmuoovApNgPoAGHo67tA7IBEnd3dy5ndWFyZGlhbi5jby51a8gBAdoBUWh0dHA6Ly93d3cuZ3VhcmRpYW4uY28udWsvdGVjaG5vbG9neS8yMDEwL2p1bi8yMC9uYXNzaW0tdGFsZWItYnJpZ2h0LWlkZWEtZmluYW5jZYACAcgCz_OyDKgDAegDgwToA5gD6APOBOgDa-gDiAT1AwIAAAQ&num=2&sig=AGiWqtwdXd3m3csQdTChuEi5blfc1BteSg&client=ca-guardian_js&adurl=http://finance.uncommonwisdomdaily.com/roi/war-on-the-dollar.php%3Fsc%3DG100%26ec%3DA97650%26ga_campaign%3Duw%2Bcontent%2B-%2Bgeneral%2Beconomic%2Binfo%2B(95050)%26ga_adgroup%3Deconomic%2Bcrisis-%2Btext%26ga_keyword%3Dcontent
http://googleads.g.doubleclick.net/aclk?sa=l&ai=BINscz9shTI-QBZX8lQfL8IWSD8uO-MsB48Hz9Q_AjbcBgKYdEAIYAiCFu-gPKAM4AFDVvegIYMmuoovApNgPoAGHo67tA7IBEnd3dy5ndWFyZGlhbi5jby51a8gBAdoBUWh0dHA6Ly93d3cuZ3VhcmRpYW4uY28udWsvdGVjaG5vbG9neS8yMDEwL2p1bi8yMC9uYXNzaW0tdGFsZWItYnJpZ2h0LWlkZWEtZmluYW5jZYACAcgCz_OyDKgDAegDgwToA5gD6APOBOgDa-gDiAT1AwIAAAQ&num=2&sig=AGiWqtwdXd3m3csQdTChuEi5blfc1BteSg&client=ca-guardian_js&adurl=http://finance.uncommonwisdomdaily.com/roi/war-on-the-dollar.php%3Fsc%3DG100%26ec%3DA97650%26ga_campaign%3Duw%2Bcontent%2B-%2Bgeneral%2Beconomic%2Binfo%2B(95050)%26ga_adgroup%3Deconomic%2Bcrisis-%2Btext%26ga_keyword%3Dcontent
http://googleads.g.doubleclick.net/aclk?sa=l&ai=BMw-Vz9shTI-QBZX8lQfL8IWSD5TUg4YB_JmtxQ_AjbcB4M0vEAMYAyCFu-gPKAM4AFCvrOqJ_P____8BYMmuoovApNgPoAGr-bb_A7IBEnd3dy5ndWFyZGlhbi5jby51a8gBAdoBUWh0dHA6Ly93d3cuZ3VhcmRpYW4uY28udWsvdGVjaG5vbG9neS8yMDEwL2p1bi8yMC9uYXNzaW0tdGFsZWItYnJpZ2h0LWlkZWEtZmluYW5jZYACAagDAegDgwToA5gD6APOBOgDa-gDiAT1AwIAAAQ&num=3&sig=AGiWqtxZp9NziDx8b0HgVdk36KQ6An7PsA&client=ca-guardian_js&adurl=http://www.thebestnewsletters.com/a/roi/%3Fag%3DGeneral%2520Electric%2520Co%252E%26ss%3DGE
http://googleads.g.doubleclick.net/aclk?sa=l&ai=BMw-Vz9shTI-QBZX8lQfL8IWSD5TUg4YB_JmtxQ_AjbcB4M0vEAMYAyCFu-gPKAM4AFCvrOqJ_P____8BYMmuoovApNgPoAGr-bb_A7IBEnd3dy5ndWFyZGlhbi5jby51a8gBAdoBUWh0dHA6Ly93d3cuZ3VhcmRpYW4uY28udWsvdGVjaG5vbG9neS8yMDEwL2p1bi8yMC9uYXNzaW0tdGFsZWItYnJpZ2h0LWlkZWEtZmluYW5jZYACAagDAegDgwToA5gD6APOBOgDa-gDiAT1AwIAAAQ&num=3&sig=AGiWqtxZp9NziDx8b0HgVdk36KQ6An7PsA&client=ca-guardian_js&adurl=http://www.thebestnewsletters.com/a/roi/%3Fag%3DGeneral%2520Electric%2520Co%252E%26ss%3DGE
http://www.guardian.co.uk/technology/2010/jun/20/nassim-taleb-bright-idea-finance#post-area
http://www.guardian.co.uk/users/sharkfinn
http://www.guardian.co.uk/users/sharkfinn
javascript:void(0)
javascript:void(0)
http://www.guardian.co.uk/users/clippings/add?commentId=10d3b575-7150-4775-9348-7601430648b8&commenterUserName=sharkfinn&r2ContentIdForSSP=363721398
http://www.guardian.co.uk/technology/2010/jun/20/nassim-taleb-bright-idea-finance?showallcomments=true#CommentKey:10d3b575-7150-4775-9348-7601430648b8
http://users.guardian.co.uk/register/1,,-720,00.html
http://users.guardian.co.uk/signup/tr/1,,-720,00.html

