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| Description |

The current crisis also represents a crisis irctassical financial theory which was developed in
the USA in the sixties following theorists suchMarkowitz, Sharpe, Fama, Black, and Scholes.
From that era French mathematician Benoit MandeKl@oares up against certain diminutive or
straight out erroneous hypotheses. In particulatdr®unces the use of the normal distribution
(or the Gauss curve) to gauge variations in thekstearket. The so called ‘random hazard’ of
financial markets largely exceeds what may be tmerdy this distribution. Likewise he rebukes
notions of market efficiency or rationality of ardand instead he updates a dissertation on stock
prices. Mandelbrot combines this idealime (Mis)behavior of Marke(2004) and he will be
followed suit by others, in particular the Lebanéseerican Nassim Nicholas Taleb witlne
Black Swar(2006). However, nothing comes in the way of tredpminance of the classical
model, which establishes itself equally in compargnagement and thus takes part in « the
financialization of the company. »With the startlod crisis in September 2008 Mandelbrot
came back in the picture and he has been quoteahn@rous articles since. This book evaluates
the criticism against the classical theory andine$l new approaches in a didactical way. They
allow a better understanding of financial markethaisms and the economy. A change of
paradigm is necessary. This book also highlightiedging threats and possible regularisation
of the financial world.



| The public, the market \

This book aims deliberately at the general pubtid,anore specifically, professionals and
students. It offers a general overview and tiegtiogr the most recent events. It is written from
both a didactical and pedagogical point of view.p¥evious mathematical or financial
knowledge is required. When the normal distribuieomentioned, it is explained in terms of a
plain construction (like a stockpiling game). Fedstare clearly explained etc. This book starts
with a description of Monopoly which facilitatesderstanding of the differences between
normal distribution and the power laws, the two kkyers to understand chance and
uncertainty.

To date no book has clearly presented MandelbofTateb’s approaches of finance. Obviously
other books have been published on these two autHomwever, they are rather lengthy and
sometimes, one might say, a little confusing inrtiigroductions (similar ideas are presented
from several different angles, there are numeraogressions regarding Taleb’s ideas....). There
are also some other books on this topic but theygaared towards well-informed readers with a
very good level of maths.

Judging by the number of quotations of Mandelbrat @aleb in the press, one may say there is
a latent demand for a book which allows a betteleustanding of these new approaches. (Let's
guote for example « A special report on finandsk » in The Economist of 11 February 2010).

| The author: Philippe Herlin |

Financial researcher, course leader at the CNAM$Evatoire National des Arts et Métiers,
one of the large French universities) and actualhD, Graduate in International Finance from
the University of Paris-Dauphine, Master’'s Degre&conometrics from the University of Paris-
Nanterre. Is working on alternative approacheséoctassical financial model as developed in
particular by Benoit Mandelbrot and Nassim Nichdlageb.

He has published « Théorie des marchés financrergenir aux concepts fondamentaux »
(theory of financial markets: a return to fundana¢cbncepts) at Club Finance HEC (the leading
business school in France) October 2008.

He has published several columnd.es EchosLa Tribune (the two major financial daily
newspapers in France) and on different internes sitith titles such as « The fundamental
misconceptions of finance », « The role of Fairdéain crisis time », «Do banks calculate risk
correctly?», «The nature of chance on financialkeiss>, etcAll of these titles have been
published in French.

He has delivered speeches on radio and TV. Forvarview of his speeches, please consult his
website: www.philippeherlin.com

He has set up a special group on Facebook wittt aflfinancial articles quoting Mandelbrot
and Taleb : ‘Finance & Mandelbrot’
http://www.facebook.com/group.php?gid=53108760302
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| Excerpts

Prologue
Small detour based on Monopoly

Before tackling the thick of things, let’s take &alr via one of the most famous social games:
Monopoly. It will actually increase understandirffgloe book’s core reasoning, the distinction
between the two types of chance as encountereatinfinance and economy. A game of
Monopoly unfolds in two sequences. In the firstt pdayers buy land in an effort to accumulate
as much as possible. When all ownership titles lh&es sold, a period of exchange begins
during which each player tries to form one or salpieces of land of the same colour, thus
allowing him to “build” (buy) houses and hotels.@®should actually have all cards of one and
the same colour in order to be able to build tleesestructions. After that the second, and most
exciting, part unravels. The players try to budd,quickly as possible, houses and hotels whilst
aiming at the competitors’ demise.

The face of the game is changing between thes@#ne and it’s this interval which is most
interesting to us. To be more precise: risk ancettamty, and their implications on both game
and players, will reveal two different principlesthe outcome of the game.

During the first part:
* Itis virtually impossible to go broke. Pieces afdl actually cost between 6 000

(Boulevard de Belleville) and 40 000 euro (Ruea®4ix) while players earn 20 000
euro with each turn. This is on top of a start tdpiWhen one gets stuck on a piece of



land already acquired, then the price to pay iserateé (between 200 and 500 euro, the
rent of a piece of bare land)

* You obviously can’t win or lose the game with oheotv of the dice (you would have to
be double or triple lucky to form a group of thengacolour. This would be an advantage
over the other players but certainly not a guaetdenin the game)

» At the start of part one, players will have mordess the same number of pieces of land.
Taking for example 4 players then they would si22@ieces of land (the stations which
cannot be used for construction aside), hencetipieces each. Of course, the set-up
will be different from one game to the other. Thermways a lucky player who acquires
7 or 8 pieces of land and a less fortunate playdr enly 3 or 4 pieces. It is extremely
unlikely though that one player puts half or twodh of the pieces in his pocket.
Distribution is usually very even following sevegames.

» Likewise, differences in capital between the plagehe first and the one in the last
position are moderate.

Part two completely changes the deal

» Bankruptcy becomes extremely likely! The game sigieed for that. The winning
person claims his money and the pieces of landhitne fallen in his lap. Indeed, a stop
at a hotel on Boulevard de Belleville costs 25 80fb, 100 000 euro at Place Pigalle,
115 000 euro at Place de la Bourse and 200 000a¢UrRae de la Paix. The 20 000 euro
each player earns at the throw of the dice hasrbe@negligible amount of money!

* One can win or lose in a single throw of the ditéwo players are close in terms of
capital and constructions, the first one that fatksy to the other has to seriously
mortgage his chances. Obliged to resell (at halllsofalue) his houses and hotels to the
bank in order to pay the rent, he acknowledgedaydehich proves to be fatal most of
the time.

» The allocation of land between the players becam@® and more dishevelled. The
winning player gradually claims the land of theyglawho has gone broke and forces
him to pay off his debts by selling properties.

» Of course, differences in capital will increasertemndously, right at the end when the
winner owns the whole set of land and available eyon

* Aninteresting phenomenon pops up during the sebaffdthe leading player is
increasing his lead, which is a result from thegeadamoney makes money”. The player
with the most developed pieces of land is leapimgpd, he earns more and more, builds
again and reclaims land from players that are brblkeputs in place houses and hotels
and spreads his possessions on the board. Whilg tlas, he bends the leeway to his
advantage. One usually notices soon who will wengame and it then consists of
retrieving as much as possible at the moment ofrioigtcy.

One has clearly encountered two ways of functioniwg types of radically different risks.
However, what is the fundamental explanation oé¢hepposites? One should take a look at the
figures. In the first half, price margins are smathm 6 000 to 40 000 euro in order to buy a
piece of land, from 200 to 5 000 euro to claimecpialready belonging to someone. It concerns
a gradual series that goes from 6 000 to 40 000 iel22 steps (the 22 pieces of land). The price
increases with an average of 1546 euro each til@ -6 000/22). In that case risk is very



limited, uncertainty is weak and the risk of bankay is almost impossible. It's the average
which dictates its force here. The four players \Mdwave 22/4 = 5.5 pieces of land each, with a
more or less limited difference. The chance that player would retrieve half of the land would
be marginal. This is the world of Gauss, dictatgdhe Gauss curve, in which risk is subdued,
causing neither a crisis nor a bankruptcy whilergnteeing a very even distribution of
resources.

On the other hand, when stepping on a piece ofwatidone, two, three, four houses or a hotel
the price to pay increases rapidly. For Bouleva@dlleville it goes up from 200 euro (bare
land), to 1 000 (1 house), 3 000 (2), 9 000 (3)0@6 (4), 25 000 (hotel). For Rue de la Paix, it is
5 000, 20 000, 60 000, 140 000, 170 000, 200 06OAFenue de Neuilly : 1 000, 5 000, 15 000,
45 000, 62 500, 75 000. These increases point tsithe so-called power laws, based on the
formula f(x)= X, x to power k. The adjustment is obviously appneatie. They aren't purely
mathematical functions but segments (1, 2, 3, é‘ses,thotelg that generally move closer. For
Avenue de Neuilly, the exponent k varies from 1(2800d-?**= 5 000) to 1.01 (62 568

=75 000). Hence we are in the realm of the poaws] in which risk is very important,
bankruptcies are frequent, and the distributiooagfital is very unequal. Moreover, the adage
“money makes money” gains momentum here.

It is important to understand that we are dealiith wwo radically different types of chance.
Each has its own characteristics, appearance, atttematical roots. Saying that the risk
increases the moment one goes from the first tee¢lend part of the game, is too partial an
answer; we are changing worlds, which is exacttyitigenuity of the game.

One can easily guess to what type of chance thadial world is attached. One often talks
about the « finance casino », but it is a mistakeasino is governed by the Gauss curve.
Winning once at the one-armed bandit or at theetteitable doesn’t increase the chance to win
a following time. Each time the player has a — $malrobability to win and this probability
remains constant (ignoring the effect of trainingeth would follow the principle of “money
makes money”). Notwithstanding, casinos have rebugpne bankrupt. In Monopoly however,
the player that takes in his competitor’s land eatehis position on the board and thus his
chance to win. Finance is not the same as a cdsithopore like Monopoly full of hotels! We
will see that the power laws, applicable to fingraze also applicable to the economy......

Invented in the USA in 1934, that is to say righeathe crisis of 1929, Monopoly presents a
playful means to understand the two types of chaooehich we are confronted in the

economic life. One being peaceful and harmlessté@alibus) and based on the Gauss curve. The
second being thrilling and risky, following the pemlaws (one either walks away with

everything or one goes bankrupt). It is exactlyhistory of finance and the economy as we will
see.

Let’s finish with a remark. As we know, each houddrsorts out the Monopoly rules and this is
also what makes the game appealing. So let’s aslelves a question: what rule should be
changed to avoid bankruptcies in spite of the gfnamcertainty of the power laws? The answer
is straightforward: money creation. In fact, eatdypr makes 20 000 euro when he passes the
starting point (see here: money creation). Thisarhof money is enough in the first part but
becomes trivial in the second part. It would beugtoto reach to 200 000 or 300 000 euro and



none of the players would go broke. This is whatdtntral banks have done since the crisis of
September 2008. However, isn't this settlemenh8lygexcessive?

Chapter IV : The company infected by the finance ofSauss

The classical financial model hasn’t limited itspact on the financial market. Its success has
lead to a remarkable entrance in the business world

Financial corporate management has long been @ehfma calculation of flux and ratios in a
mechanical sense, such as accountancy. Accountantd calculate the gross surplus of
operations, cash flow needs, the capacity forfemdiacing, profitability before taxes etc. They
were able to elaborate on different scenarios (wpiofitability for such and so turnover) but

that remained in the framework of strict accounyamisk though is an integral part of a
company and the question is if it takes this rigk iaccount. Should it develop blank techniques?
Some well-informed and some less hurried spiritetraflected it would be a waste of time as
financial theory simply creates a range of toots. this reason the CAPM and the theory of
options have been gradually integrated into finaln@rporate management.

We now know that the hypotheses of these modelmeoerect. Especially common distribution
largely underestimates the risk on financial magk&he risk related to companies is not
necessarily as important as the one prevalentesttitk market. However, it suffices to take a
look at the lifespan of companies to realise thatiot just the placid and kind idea of normal
distribution that governs them! Incorporating thesgthematical tools that reduce risk may
therefore have more or less serious consequendd® aecisions the company takes. This is the
so-called “financialization of the company”, whisheven more twisted than when it's based on
incorrect maths......

Chapter 1V : The company infected by the finance of5auss
The tyranny of the WACC?

Under the pretext of integrating the classicalfiicial model one will see how the market
imposes its point of view on the company in oraecdlculate the WACC (Weighted Average
Cost Of Capital). The price of money is not how mitccosts you but what investors (“the
market”) expect to generate......It is a conjutimgk. From the company’s point of view, what
should equity capital actually cost the company®dtild depend on the amount of dividend paid
to shareholders. If the company just gives a sdiaitlend then its equity capital costs him little,
and vice versa. Instead of this, it returns teskleiss rate and to a risk-related bonus (the
coefficient beta of segmental volatility) thanks Bharpe!

Next, in order to calculate the WACC one doesrKetthe ratio debts / company equity but the
average ratio of companies in the sector (thankdifiani-Miller!). As a result the company is
back to a WACC of 10 — 15 % per year! As the WAE@@resents the cost of capital, the
company has to clear a profitability which is highiean this figure. The last one is calculated by
another well-known ratio, the ROCE (Return On Capmployed). See here the origin of this



15% profitability on equity capital which becomesat of “categorical imperative” for all
companies!

A healthy and profitable company which has few deltd pays minor dividends, finds itself
offside with these new rules. The market requir@gfCC of 10 % which results in relocation

of production, dividing up of real estate etc. Arggany in good financial shape is no longer
solvable because it is endued with a set of ortkdithancial rules imposed by money lenders. It
is now a company that creates its own value bediesexpected profitability on its invested
equity is higher than the demanded profitabilitysiént backers.

Something has been forgotten though. When a t@atapares two assets, one with a
profitability of 10% and the other of 15%, he knovesy well that the level of risk isn’t the

same. Even if the realised benchmark underestintiaigetevel of risk because the trader uses the
Gauss curve, he is perfectly aware of the elevededomitant of both profitability and risk. In
other words, the ROCE and WACC are tokens withaytresk attached to either! Likewise, one
could wonder, everything else equal, why a compalngse profitability has increased from 5 to
10% sees its risk increasing, its rate becomingkegats turnover becoming more volatile, its
return to the market getting more difficult. Howemne ones that introduced the CAPM to
financial management didn’t have any concerns alouking out a risk assessment method, a
small warning light that could have lit up from &no time.....How could a stock be risky if the
underlying company wasn’t? The advocates of thesatal theory could answer to this that the
actualisation rate includes a risk. | agree, bi# he risk of the market - or better: the sector-
that stems from the shareholders and that doesétinto account the financial structure of the
company. Thus, this doesn’t involve an identifiali for the average company. The use of the
CAPM to calculate a risk premium implies that othlg systematic risk has been considered (i.e.
the risk of the market or sector, but not the oinign@ company, which is called specific or
idiosyncratic risk).

This 15 % rate of “equity capital return” becomesite the main objective that should be
achieved and maintained. One quickly understaratsrttan economy with an average growth
of GDP of around 3%, this figure turns into muclcbéllenge. Only the sectors with
considerable expansion can aspire to this, burg®h@nce a company has relocated its
production and divided up its real estate, howitanssibly maintain this performance? There
are two solutions.

1) Share repurchase

The company buys its own shares back with its ogunite capital, which will automatically
increase the profitability of the equity used, R@CE Return On Capital Employedhe ratio
increases because the denominator — equity capitetreases while the numerator — the
operating result- remains constant.) Of courss,hiard to imagine a stock as anti-economic,
anti-entrepreneurial as this one. Instead of inrgsind developing, the company weakens its
liquidities for nothing! In order to please its shlaolders, it applies an intrinsically stupid
behaviour. Advocates of this idea will see thiaidifferent light, the one exclusively of the
shareholders that are influenced by the theoridédaskowitz and friends. “Each euro issued by
the company shall only be invested at a rate ditatnlity which is at least equal to the one



demanded by equity suppliers, the average cosieotdpital weighted. Otherwise, it leads to
value destruction and it will be better to handKotdgs euro,” it is the definancialization of the
Share repurchase.

2) debt increase

If the increase of company profit is mainly finaddgy running into debts during which equity
capital remains constant, the ratio calculatioberiefits on equity capital will increase. QED.

The two methods are routinely used but it's thesdwne that offers the most potential, if it
weren’t for fear (of bankruptcy) which it arouseghin the company and of the motivation
which follows suit. In other words — and to use fillenula by Henri Kravis (one of the founders
of KKR, a common equity on huge OPA and LBO), dafthils “a creating specialism”. Debt
accumulation is also preferred because the tarmsyst favourable both in the USA and in
Europe. Creditor payment is deducted based oncalesibn of taxes on the corporations, while
payment of the shareholder, which consists of #reqf profits reinvested in the company or the
paid dividends, isn’t. And so it becomes extremmlyfitable to use a helping hand in order to
increase the payment of equity.

However, a major debt accumulation increases #hkeafi bankruptcy of the company....Who
may not be keen on this, it suffices to createezi$ipc insurance product, the CDS (Credit
Default Swap)! A CDS is an insurance to which ocegutarly transfers an amount of money. In
this case it covers the risk of bankruptcy of goooation (or of a country, or a financial asset)
and one receives an amount equal to damages. pdriant corporations of the global stock
markets have their CDS. The game of the large tovegbanks, hedge funds) is therefore
simple: they push companies to increase their ROBE.ones that do so on a large scale run
into debts and, if that works, the investors petdividends in their pockets, or, when the
companies go broke, they snatch the CDS. In amg, ths investors walk away as the winning
party. It is like throwing a coin: “heads, | wirgils, you lose.”

The CDS is a bit like “a return of the repressedfeturn of risk that financial management has
forgotten on purpose while embracing the CAPM. \&eehsaid this before. However, it
obviously concerns a second-best, imposed by tlikathand which the company, with its logic
and complexity, could not have but put up with.

Chapter VI : The fractal company
The specifying analytical criterion: scalable/non salable

The distinction normal distribution / power lawessential in order to understand the nature of
chance with which we are confronted. How to dedidgyactical terms, to which one belongs
what in a company and in finance? This is the nmpbrtant preliminary question because, as it
concerns decision-taking, it allows us to know tack frame it applies. Then, one could address
more specific questions but skipping this stage ordy lead to erroneous evaluations.



Taleb provides a very simple tool to recognise wtirame it concerns, even though he doesn’t
work out this idea adequately. It is pivotal to tnib the economic activity is « scalable » or
« non scalable ». From this starting point we wdlhsider two very easy examples.

1) The sale of take-away pizzas

Mr X. decides to open a take-away restaurant insy Btreet in Paris. This business is « hon
scalable »: in order to make more pizzas he hasyonore ingredients (flour, vegetables,
tomato sauce etc), work longer hours, recruit pareb buy a larger fridge etc. Output and input
are increasing at the same time. One doesn’t mehgee the economy of scale which is real of
course — a larger fridge costs less than two redutiges, so doubling its size will save some
money, however, this remains negligible with regard/hat we are talking about here.

The rule is simple: what is non-scalable correspamith normal distribution. This business
belongs to the Gauss curve.

Taking into account location and the product salthke-away specialist could say how much
average turnover Mr X would make at which error gimarHe would probably be right. The
average and the standard deviation make legitiaradaealistic sense here (they are, let’s recall,
the two variables belonging to normal distributiod) X is obliged to take into account the
average price of take-away pizzas the moment Iseupeshop in Paris. He could sell a little

more expensive if he adds an additional service i(lgredients, bigger choice etc.) or a little
cheaper if he wants to take a considerable chutikeofmarket. These decisions belong to the
«entrepreneur » but he has to think about it. Atdhme time, this is a reassuring business, risk is
weak, the economy of scale guarantees a certan galume. While working meticulously Mr

X is certain of a turnover and a regular monthlyoime. He won’t make a fortune but his income
is steady and regular. (this is the comforting sifithe Gauss curve).

2) The art gallery

Mr Y decides to open an art gallery in Paris deiddo young artists. This type of activity is

« scalable »: He can increase the turnover of&ieny without being forced to increase his
space or recruit personnel. It is enough to sellenexpensive paintings in a larger number, while
focusing on promising artists and convincing oined &re hot to exhibit in his gallery.

The rule is: what is scalable corresponds withpihveer law.

One has seen what the power laws imply: risk i& higpartition is extremely differentiated from
the companies’ turnover (“the winner takes all’ptdns of average or standard deviation are
meaningless here. The average price of a paingiragymung artist in Paris doesn’t mean
anything. He combines well-known names that sgdeasive with unknown artists that put their
canvases forward for hundreds or thousands of elitesstandard deviation is endless. Opening
a gallery while saying that one is going to exhibit paintings and that one hopes to sell them at
the average recorded price in Paris, shows comialelteof understanding and will be
catastrophic! This works for pizzas, but not fompags. The power law works in two manners:



either making a lot of money with limited meanswark tremendously without having sold a
single painting at the end of the month!

One shouldn’t apply these conceptual tools of its¢ ¢ase to the second or one runs into failure.
One can't say « I've opened an art gallery, I'vakenl 60 hours per week and I've failed, it's
unfair ».No, it is an error of judgement. In thase, one should have opened a pizzeria. One has
to realise that an activity dictated by the povesy requires more than meticulous labour; one
needs an idea, a concept, a vision otherwise @t sworth trying. One needs to understand the
market that will be truly backed up, constructetj different from or opposite common

concepts. One needs to be convinced to bring iredang original and so, eventually, success
will follow suit (chance counts a lot) but it worstiffice to « do a good job ».

Scaling law, power law, and scalability law aredheme has understood by now, perfect
synonyms and point out the same mathematical yedlite term « scalable » reflects more
practically to an economic reality that each omesy assess around him.

From an economic point of view it is essential talerstand the difference between the two
paradigms: the network effect, which is zero oradhzero in the first case but decisive in the
second.

One only talks to colleagues about the local piaz€&ne doesn’t encourage friends that work on
the other side of town to go over at noon. Custsméthe pizzeria aren’t united by a single link.
People come here because they work in the custoaeiment area and because they fancy a
pizza that day. These people are independent femin ether, as are the values in normal
distribution. On speaks about the same thing, aheesphenomenon.

On the contrary, one will speak to one’s friendswdta gallery with particularly interesting
young artists. Newspapers and media will highlighas well as social networks. People that go
to this gallery are almost all connected to eatleiotia word-of-mouth and the buzz. One
actually plans a trip to an art gallery and obvigumt to a sandwich shop. At the same time, the
customer catchment area is a void concept andyicase insufficient to live off. It's all in the
game of this activity. People that visit this gallare linked together, in other words: they are
not independent. Therefore, we are dealing witbvago law. The network effect implies an
activity corresponding to a power law.

The network effect turns out to be crucial for atée activities. It even has an accelerating effect
as indicated by the law of Metcalfe: The usefulress network is proportionate to the square
number of its users (the number of potential libksveen n people: n (n-1)/2 that is n2/2 when n
tends towards the indefinite, that is 1 relationZgeople, 10 for 5, 66 for 12, etc.).

The network effect counters independence of ewgpisal of normal distribution. The moment
people start talking about the gallery, they geteeaadifferentiation, a hierarchical organisation,
a sequence (but a very unstable one) which is igedisr their behaviour. Another essential
difference, which directly results from the netweifkect, is the non-existent brand in the first
case. However, this constitutes a decisive eleif@nasset) in the second case. The brand allows
the network effect to crystallise, to reinforcentake it more sustainable, to act as a sign of
recognition.



To come back to our table presented at the entayter three which compares normal
distribution and the power law, particularly frohetangle of « the fundamental value », one
may say it is its absence, for a power law, it® aaterential dimension, which allows it to be
scalable. The fundamental value in normal distidyuaippears as a centre of gravity which
blocks the possibility to change scales.

This distinction scalable/non-scalable is not anpof view but inferred from a mathematical
reality (normal distribution/ power law). It is ale but not a magical one. Its purpose is to
determine which frame it concerns without givingdg-made answers. It is still necessary to
specifically analyse the sector, the company orclwbne would like to focus. At least this
distinction will avoid a vital error by wanting sipply a Gaussian reasoning on an item which
belongs to power laws.

Chapter VI : The fractal company
The road to wealth

Hence one understands that the road to growth mmchenent consist of going from non-
scalable to scalable. Profits and perspectiveslarmusly incomparably higher when one knows
how to use the power of scalability. Thus it's angeof knowing how to create a network effect
and a brand. Let’s have another look at the prevexample: one develops the concept of a bio
pizza or a pizza light, one sparks off journalist$erest, one creates a buzz, then the brand and
its concept will be known, established and devedope

In all sectors, when one classifies companies basatkcreasing turnovers, one gets to the
typical curve of power laws (or a straight lineaitogarithmic graph) with leaders that dominate
and monopolise a large part of sales (the onesktieat how to create a brand), followed by a
couple of medium-sized companies and after thatemaos independent workers. Mandelbrot
has likewise focused on this phenomenon (the difgeccompanies in an industrial sector, from
the powerful Microsoft emporium to the numerous ksaftware companies, follows a fractal
scheme). All sectors are involved without exceptioom take-away pizzas and sport shoes to
vacuum cleaners and the financial sector of course.

To come back to our restaurant that launches #ee ofl a bio pizza or a pizza light, how will it

be developed in practical terms? Thanks to fraechisich does nothing more but separating the
scalable (the brand, communication, creation, nexsyrcts and profits) from the non-scalable
(the shops, salaries, the stock, a slow cash-flow).

[.]

Epilogue
The end of capitalism?

On 18 December 2009 low-cost carrier Ryan Air amoed it would cancel its order of 200
airplanes of the Boeing B737 series. It didn’t wishurn to another airplane constructor. At the
same time Ryan Air declared that a large parto2ib billion euro in liquidities would be



redistributed to shareholders in the form of ane@tional dividend or a buyback of stocks. See
here the end of capitalism, dead simple. The compaturns its money to the shareholders!
Seek your own solution! How otherwise interprestinicredible decision? The company says

« stop ». The cycle of creating stock value stalg. With this brash gesture the director of
Ryan Air, Michael O’Leary, wants without a doubhde¢he WACC to the countenance of the
shareholders «do you want more than 10% profitgtol shareholders equity while pushing the
economy into recession? You know very well guys thiimpossible! Take your money back! ».
Another version of « take your dough and run »sThb billion euro could have been invested
to consolidate part of the market of the compamyliversify in additional services in order to
make the company more resilient. However, the netar shareholders’ equity would have
wavered at 3 -4 %. « “Insufficient’ ordains the rket, ‘inconceivable’ maintain management
manuals, give the money back! » However, wheretivdse shareholders find a profitability of
10% in the current year? Nowhere. Even worse, whif@verishing the company in this way, it
becomes weaker and it risks bankruptcy in caseradiss problems and so shareholders will
have lost everything.

«This crisis is an opportunity to return to thedaments of long-term and tenable weaittas
Didier Sornette. righteously recommends. The Gauadsnance has already wreaked havoc on
financial markets and among companies, it is tiongltandon this model, especially because it
seems to design a spiral of stock value destrudiéaling us towards « the zombie economy ».It
is also time to say to shareholders: « Do you wahte for money? And a lot? Then set up your
own company! »

The short-sightedness of the markets is the oriddbles through Gaussian glasses! One should
defend entrepreneurial capitalism that is long-tand takes better into account exceptional
phenomena while opposing financial capitalism whiedsons with the blinkers of the Gauss
curve. Recognising the presence of power lawsarettonomy will even allow the reconciliation
of the two and improve communication between bb#&wtorld of the company and of finance.
Let’'s keep our fingers crossed. Recognising theomamt frequency of extreme stock values
equally leads to revalue what in the economy issSia, stable, and recurrent. This also
constitutes the preservation of a large middlesglascessary for both economic growth and
political stability.

One shouldn’t fear this sometimes harsh realitpasiel Zajdenweber iEconomie des
extréme&teaches us: “In all cases of target, profits andges, extreme stock values aren't alien
in regular economic functioning. Certainly, withabéem, there won’t be any major catastrophes.
Moreover, without them, there won’t be any film gocers or artists, or laboratories taking the
risk to invest in devising treatments against qurodronic diseases, or te&art-up or

innovators investing in new technologies. Will gadle another period of economic growth?”
Our world is more uncertain than we would likehank but it should be considered a chance, an
extraordinary chance.

! Didier Sornette, Ryan WoodardFinancial bubbles, Real Estate bubbles, Derivatiubbles, and the financial
and economic crisis,Working Paper May 2009.
2 Daniel ZajdenwebeEconomie des extrémddammarion 2009, p. 207



