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ZIYen Overview

e Special T the foremost risk/reward management
f)mia commerci al Nt hi nko

@ Services 1 Intelligence, research, projects,
coaching/training, expertise on demand

@ Sectors 1 technology, finance, voluntary,
professional services, outsourcing

@ Some highlights T Clean Business Cuisine,
DERA/QIinetiq, Taskforce 2000, Investment
Banking CCCO0s, DTI Smar
PropheZy, DTI Foresight Challenge Award for
Financial Laboratory, IT in for Not-for-Profit

LT Sector, Global Financial Centres Index, Global

Intellectual Property Index, London Accord ~ winner




I

Some Clients

@ Finance - Reuters, Morgan Stanley, Merrill Lynch,
HSBC, Citibank, Deutsche Bank, GA Partners,
Thomas Miller

e Voluntary Sector i Unison, British Red Cross,
Cancer Research UK, The
Barnar doos, RNI B, Char.

@ Technology 1 3Com, Hitachi, QinetiQ, Scottish
Universities, Medicsight, Eyebright, Eland, PCU,
Gl axoSmit hKIl 1 ne, Eur opea
Association

@ Professional Services i ICAEW, Hill & Knowlton,
e Kroll, Johnson Controls

7 msYe Government i Cabinet Office, MoD, East Sussex
.4 CC, Advantage West Midlands, Gambling
P Commission
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Outline
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e Dynamics of risk

e Dissonant regulation &
market excess

o Four fundamental
fallures

e Six feed-through
effects

NnGet a detail ed ¢
Chao Kli Ning
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Scrunch

To ¢crush, crunch, Cr

V4

e and then throw awa

The Case for Fundamental Reform



el Traditional Risk/Reward Analysis
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Ignoring Fundamentals: Fat Talls

Fundamental (enhance, keep, sell, forega

Strateqgic -

Tactical

Reward

Likelihood
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Circular World Of Risk
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Outcomes @ Macro-economic or

@ historical T i wh a t
analysts write

about and central
Feed bankers dc

Forward o Ocular or social i
m nwhat we ¢
Feed  policy-makers
L8 Through wat c ho

Feed Ocular e Micro-economic or
processi n wh at
goes on day-to-

o 00 5 day; what
X w regul ator s

P Processes



v/ Systemic Drivers:
— Human & Mechanistic

Exogenous factors: Technology, globalisation &
environmental change

Expectations & aims & ’
are changed by m
A Desires & fears

A Values, virtues &

vices Feed Connectivity is
A Cultural assumptions Forward changed by:
A Regulation
Feed A Financial
Perceived events are a Ocular Through lnnovat|on_
mix of Feed A Technological
A What happened? Back innovation
A What we recorded &

had access to?
5 Yo 9.4 A How we interpreted it?
L7244 A How transparent were  systemic drivers: VeIOC|ty & volatility of events, degree of
S .
QP the linkages? homogenised behaviours, macro constraints & opportunities
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More Numbers

e Pillars of Wisdom i Seven

e Tragic Flaws - Two

e Fundamental Failures T Four
e Systemic Exacerbations T Six
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Seven Pillars Of Wisdom

@ Risk Is not a number
e Conservation of risk
e Second law of tail risks
e Risk uncertainty principle
e Misrule of mistrust: caveat emptor
o Inefficient market hypothesis
e o Incompleteness theorem of risk models



Risk Versus Likelihood Of Loss

Risk
Mitigation

Expected
‘ likelinood of
loss
/Risk Is a function of each
transaction in its systemic
context, macro, micro &
ocular. Risk mitigation
impacts the likelihood of
loss under given

conditions,
ever change the risk.

Actions
Events




Hedging Reduces Likelihood Of Loss, But
Increases Complexity & Connectivity

Risk
Mitigation

Conditions

Likelihood of
L oSS

Risk is additive for each transaction.
Hedging, as risk mitigation, only reduces
the likelihood of loss under certain
historical/ macro conditions. Under
different conditions the hedge will fail.




Conservation Of Risk
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Estimated ex ante, Assessed ex post

Credit Risk
Currency Risk‘ - Market Risk

Reqgulatory

Risk Liquidity Risk

Risk
Zyn.oom Reputational t Operational &
5 Risk Funding Systemic Risk

P Liquidity Risk



Human, All Too Human
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o Alpha seeks to anticipate
conventional wisdom (Keynes)

oBeta relies on t he 8

o So hedge funds & entrepreneurs are  EaHR
contrarian and innovative

@ Yet investment advisors profit by
sailing close to the wind

@ So greed, deception & criminal arts
iInevitably thrive where regulatory
o= 4  barriers create excessive profits
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Viable Systems Model

Governancel
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smzyencom Input >> Process>> Output>
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Feedthrough




S]. Barometer Or Thermometer?
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Leptokurtic Fat Talls

Probabili

.092

.069

.046

.023

.000

Ov erlay Chart

People versus Random

Normal Distribution
Mean = 22.76
Std Dev = 2.21

P eople Values
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Not A Discrete Number

@ Current risk measures act like a thermometer,
t hey reveal our Vview O

e What we need Is a barometer to give early
warning of tomorrowos

e That means we need to focus on the higher
moments of risk:

Probability distributions

Variance

Confidence levels

Cross asset correlations

Evolving trends

I
I
www.zyen.com '
I

Source: Claudio Borio, BIS Working Paper 251, 2008
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Seven Pillars Of Wisdom

@ Risk Is not a number
e Conservation of risk
e Second law of tail risks
e Risk uncertainty principle
e Misrule of mistrust: caveat emptor
o Inefficient market hypothesis
e o Incompleteness theorem of risk models
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Liquidity: What Went Wrong?




