





Choices

e Ingram’s Law of Risk &




Eyes Shut
Quick Look




yes Shut

Taking Risk =
Choosing to do something when you ¢




Eyes Shut Risk View

* Disdain for analysis
e “Knows” that the risks tha
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Quick

e Seen this before?
 If no, Reject










» Risk has two aspects

« Might be short ter
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O View

Tries to look at all aspects of risk
e Full Loss Distribution

e Multiple Time Frames
Impact of degree of




Can readily de
risk reward tra




sometimes ignore ‘non-traditic n:

Expensive. Risks sele
towards concentra
not measure :







e Self made billionaires
e Microsoft

» Berkshire Hathaway
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Two Ca g

e Lucky
» See Taleb Book “Fooled by Random
e Survivor Bias

 Transcendently Talented
« Garry Kasparov - World Chi
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e Risks In the light shrink, Ris
dark grow




Eyes

May Choose Anything

No specific view of appropria
Return for Risk

May grawtate to are
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Quick Look'™

Usually stay with the same risks
Margins may decrease over tim

gnore new a




One Eye

 Analysis will allow ranking of risk |
setting minimums, allocating res
to achieve max risk reward

e But risks chosen wiII tend t




One Eyed

» With protection against g_.
dimension ”




360 View'

 In theory will see all aspects of
« And look to get paid appropriate
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Aspects of
For 360 view

Type A Risk - Short Term Volatility of cash flows in 1' Qa _
Type B Risk - Short Term Tail Risk of cash flows in 1 ye"

Type D Risk - Inexperience Risk relative to full multip
cycles

Type E Risk - Correlation to a top 10
Type F Risk - Market value volatility in 1 yeal

Type G Risk - Execution Risk regardlng dif
; operatlonal losses
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How will these v
Interact in the m
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Risk & Reward
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Risk & Reward

A0% Insurance Pricing
(ROE)
35% B -
A ] Bﬁ
30% -
) y
/

[~
m 25% /\__/D .
0 20% . * Mmarke
o /

— Linear (market)
15% / -\
10%
/ T~ i
Insurance Pricing
3%

(Std Dev)

0% . .
0% 50% 100% 150%

PCT EAR




Risk & Reward
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Risk & Reward
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Risk & Reward
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Risk & Reward
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What is he talking about???




Structu red Pro ucts

e More like insurance than tr
securities

 Unique construction
. Thmly traded




different opportunities

The _V|_ews of the _other mark
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Two Eyes risk ew r
all that bad?

e |Interest rate Risk - Duration
eye view

» Need convexity & maybe KR
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£ What can you DO witt

1. Examine your organization’s risk view.

place
Use principal component analys
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