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Wasn’t it ever such?

“... contrast the great certainties in economic thought in the last century with
the great uncertainty we face in our time.

In the last century capitalists were certain of the success of capitalism,

socialists of socialism, imperialists of colonialism, and the ruling classes knew
they were meant to rule.

Little of this certainty now survives.”

J K Galbraith, The Age of Uncertainty, 1977
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Investment-relevant 70s unexpected events

Economic, political, environmental, technological, social

Watergate Oil Shock (x2) Kerr

End of gold standard ~ Microchip Into China
US Price controls Stagflation The Pill....
Wars (x6) Green Revolution
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Same thing every time?

“The only real certainty at the moment is that markets are deeply uncertain ...

this confusion betrays a deeper problem: All of us are desperately trying to
prise out some when there

may not be one. There are certainly lots of different themes ... and cycles

playing out at the moment. It’s just that they may not add up to anything in
particular”

David Stevenson, FT, 5 January 2018
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A Decade After Bear’s Collapse, the Seeds of Instability Are Germinating
Again

A big financial-firm collapse in near future is exceedingly unlikely, but another crisis isn't

ByGregIp

March 14,2018 946 am GREAT( I.‘ pesTon

. STUDIOS
L T T
Since the bailout of Bear Stearns Cos. a decade ago this week and the failure of Lehman

Brothers six months later, regulators have made it their mission to prevent a repeat.

Yet even though a big financial-firm collapse in the near future is exceedingly unlikely,
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A premium from political uncertainty?

Why investors are ignoring war, terror

and turmoil

& By Gideon Rachman

‘ Global political change has done more to create opportunities

than to destroy them




Uncertainty arising

Black Monday*

OPEC |, Arab-
Israstl War

Cambodia, Kent| Franklin National
State financlal crisls

JFK

assassinated IEGSREY S

turning point
Afghanistan,
Iran Hosiages

OPECH

Cuban l
mizscila
crizis

£
£
-
=
B
3
%
1
£

=

1960 1985
Year
henie S

1870 1975 1980

Actusi Volatility

1865

Cradit crunch*

M1

+ WorldCom &

Russian & Enron

LTCM

Defaudt
Gulf

b War il

Gulf War |

e T T
1990

1985 2000 2005 2010

—__impéiad Volatiitty

——»

Nicholas Bloom, “The impact of uncertainty shocks.” Econometrica, 2009



Investors hate* * & respond to uncertainty

Rising Uncertainty, Rising Safe Havens
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Wool wool

Pensions

Investing

January 6, 2014
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THE INTERNATIONAL NEWSPAPER OF MONEY MANAGEMENT

Uncertainty dogging institutions

Fed tapering, asset allocation
decisions make execs nervous

By RICK BAERT

Uncertainties about what to do in rebal-
ancing and the uncharted waters of central
bank accommodation are among the things
that'll bring sleepless nights to investment
executives and money managers in the com-

scary thing is the thing you don't ex
yhane, president and CEO of

of Ontario Pension Plan,
Toronto. “It's hard to know
what there is in store.”
“Everything keeps me
up at night” said David
Cooper, chief investment
officer of the $28.3 billion
Indiana Public Retirement
System, Indianapolis.
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What's ahead in the new year for:
® The economy, hedge funds and
private equity: Page 3

m Defined contribution: Page 6

= Real estate and regulation:
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Two centuries of mnsights

“People are so hungry for certainty that they readily subordinate
consciousness and conscience to it.”
Frederick Hegel, c.1800

“We know for certain only when we know little. With knowledge doubt
increases.”

Wolfgang Goethe, 1810

BRCDKVINE



Two centuries of mnsights

“Today’s obsession with risk management focuses too intently on the measurement
of risk. All too often, reason cannot answer ... what matters is the quality of our
decisions in the face of uncertainty.”

Peter Bernstein, 2006

“The major fortunes in finance ... have been made by people who are effective in
dealing with Radical Uncertainty (Unknown Unknowable aka Ignorance.) This will
probably be truer still in the future.”

Richard Zeckhauser, 2006
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Ellsberg’s Paradox, ¢.1970

100 balls:

50 Red
50 Blue

BRCDKVINE

Uncertainty

100 balls:

X Red
(100-x) Blue
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Fllsberg’s Paradox....

Risk

100 balls:

50 Red
50 Blue

BRCDKVINE

extended

Uncertainty

100 balls:

X Red
(100-x) Blue

lgnorance

100 balls & ?

Red & Blue &
maybe a
bomb or S1b
or..?
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Decision-making report card

Risk Uncertainty
Examples Public equity  Private equity

States of the Known ** Known **
World

Probability Known ** Many
Distribution

Decision-Making
Quality

** Common assumption (or pretence or fantasy?)
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Ignorance

Start-ups

Unknown

Unknowable
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Start-up opportunity...1909
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Start-up opportunity...2018
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RWANDA'S
INVESTMENT WORKS

WITH ONE OF THE MOST OPEN ECONOMIES AND TRADING REGIMES IN SUB-SAHARAN AFRICA,

RWANDA HAS FULLY EMBRACED THE PRINCIPLES OF PRIVATE INVESTMENT SUPPORT. EMBARKING ON A COMPREHENSIVE LIBERALIZATION
OF ITS ECONOMY, PROMOTING FREE TRADE AND PURSUING REGIONAL INTEGRATION TARGETS, RWANDA HAS REDUCED ITS TARIFF RATES
AND ELIMINATED ALL EXPORT TAXES AND OTHER NON-TARIFF BARRIERS. NOW, THE TIME HAS COME FOR DISCERNING BUSINESSPEOPLE TO
IDENTIFY THE BUSINESS OPENINGS IN THIS OUTSTANDINGLY DETERMINED COUNTRY. THE RWANDAN INVESTMENT AND EXPORT
PROMOTION AGENCY (RIEPA), OPERATES AS A ONE-STOP CENTER FOR INVESTORS, WHILE THE PRIVATIZATION SECRETARIAT IS ACTIVELY
ENCOURAGING FOREIGN INVESTORS TO BID ON GOVERNMENT-OWNED ENTERPRISES. QUALITY COFFEE AND TEA PRODUCTION,
HORTICULTURE, TELECOMMUNICATIONS, INFORMATION AND COMMUNICATION TECHNOLOGY, ENERGY INFRASTRUCTURE, TRANSPORT

AND MAINTENANCE ARE JUST SOME OF THE SECTORS RWANDA IS STRIVING TO DEVELOP.

MINISTRY OF COMMERCE, INVESTMENT AND TOURISM
RWANDA TOURISM
WWW.RWANDATOURISM.COM
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Ignorance opportunities...

(i) Avoided by process/regulatory-driven investors
(ii) Typically can’t be scaled

inappropriate for large or institutional funds

Requirements ...

* A partner with complementary skills/information
* Ensure genuine partnerships (they are possible)
* Make trust explicit, eg, Co-investment, VC, FoF

* Be aware of Caveat Emptor and Caveat Venditor

BRCDKVINE
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T'rust 1s (almost) all we have

All transactions, relationships and society depend on trust especially so in an
environment of ignorance.

In investing .....

Intangibles + Informational asymmetry + Noise

mm) Quality can’t be tested
=) Trustis (almost) all we have ... but ...

Trust increases vulnerability

- Affinity crimes

- Prisoner’s Dilemma

BRCDKVINE
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DMUU: Behold Herbert Stimon

“(We) construct a simplified model of the real situation in order to deal with it; ... (we) behave
rationally with respect to this model. But such behaviour is not even approximately rational
with respect to the real world [uncertainty].”

Nobel 1959

* We are boundedly rational ... neither rational nor irrational

* We can/should satisfice ... not optimize

BRCDKVINE
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10 flawed heuristics/technmques for DMUU

1
2
3
4
5
6
7/
8
9

[EN
o

Approach

MaxMin payoff

MaxMax payoff

MaxMin regret

Maximise average payoff

Delay (or avoid)

Incrementally adapt

Partner with complementary skills
Amplify weak signals

Seek control

Increase margin of safety

BRCDKVINE

Comments

Pessimistic bias

Optimistic bias

Hedge career risk

Hard to assess

Opportunity cost vs Immediacy cost
Hedge career risk; Reduces Opp cost
Access to new information & Opps
Capture diverse views

Can reduce uncertainty

Beyond margin for risk
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5 tlawed criteria for DM UU

‘Right” temperament

‘Right’ org culture

BRCDKVINE

Patient; Ambiguity & career risk tolerant

Open; Strategic; Encourage dissent
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The Abiline Paradox

- @eT To BE
KIPpING! -

“41I those in favor say Aye.””

“Aye.” o Aye.”
> Aye.” )
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5 tlawed criteria for DM UU

Scenario playing

Bias to satisficing

Diverse learning

BRCDKVINE

Not planning
Know when not to optimise

DM in Politics, War, Medicine, ....
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Thank you
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