PROLOGUE

ON THE PLUMAGE OF BIRDS

Before the discovery of Australia, people in the Old World were convinced
that all swans were white, an unassailable belief as it seemed completely
confirmed by empirical evidence. The sighting of the first black swan’
might have been an interesting surprise for a few ornithologists (and oth-
ers extremely concerned with the coloring of birds), but that is not where
the significance of the story lies. It illustrates a severe limitation to our
learning from observations or experience and the fragility of our knowl-
edge. One single observation can invalidate a general statement derived
from millennia of confirmatory sightings of millions of white swans. All
you need is one single {and, [ am told, quite ugly) black bird.*

I push one step beyond this philosophical-logical question into an em-
pirical reality, and one that has obsessed me since childhood. What we call
here a Black Swan {and capitalize it) is an event with the following three
attributes.

First, it is an outlier, as it lies outside the realm of regular expectations, .
because nothing in the past can convincingly point to its possibility. Sec-
ond, it carries an extreme impact. Third, in spite of its outlier status,

* The spread of camera cell phones has afforded me a large collection of pictures of
black swans sent by traveling readers. Last Christmas [ also got a case of Black
Swan Wine {not my favorite), a videotape (I don’t watch videos), and two books.
I prefer the pictures.
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human nature makes us concoct explanations for its occurrence after the
fact, making it explainable and predictable.

I stop and summarize the triplet: rarity, extreme tmpact, and retrospec-
tive (though not prospective) predictability.* A small number of Black
Swans explain almost everything in our world, from the success of ideas
and religions, to the dynamics of historical events, to elements of our
own personal lives. Ever since we left the Pleistocene, some ten millennia
ago, the effect of these Black Swans has been increasing,. It started acceler-
ating during the industrial revolution, as the world started getting more
complicated, while ordinary events, the ones we study and discuss and
try to predict from reading the newspapers, have become increasingly
inconsequential. _

Just imagine how little your understanding of the world on the eve of
the events of 1914 would have helped you guess what was to happen next.
{Don’t chear by using the explanations drilled into your cranium by your
dull high school teacher.) How about the rise of Hitler and the subsequent
war? How about the precipitous demise of the Soviet bloc? How about the
rise of Islamic fundamentalism? How about the spread of the Internet?
How about the market crash of 1987 (and the more unexpected recov-
ery}? Fads, epidemics, fashion, ideas, the emergence of art genres and
schools. All follow these Black Swan dynamics. Literally, just about every-
thing of significance around you might qualify.

This combination of low predictability and large impact makes the
Black Swan a great puzzle; but that is not yet the core concern of this
book. Add to this phenomenon the fact that we tend to act as if it does not
exist! [ don’t mean just you, your cousin Joey, and me, but almost all “so-
cial scientists” who, for over a century, have operated under the false be-
lief that their tools could measure uncertainty. For the applications of the
sciences of uncertainty to real-world problems has had ridiculous effects;
I have been privileged to see it in finance and economics. Go ask your
portfolio manager for his definition of “risk,” and odds are that he will
supply you with a measure that excludes the possibility of the Black
Swan-—hence one that has no better predictive value for assessing the total
risks than astrology {we will see how they dress up the intellectual fraud
with mathematics). This problem is endemic in social matters.

* The highly expected not happening is also a Black Swan. Note that, by symmetry,
the occurrence of a highly improbable event is the equivalent of the nonoccurrence
of a highly probable one.
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