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17   RADICAL UNCERTAINTY 

 “It is better to be roughly right than  
precisely wrong.”  

John Maynard Kaynes 

The concept of radical uncertainty refers to relevant 

information that escapes detection and does not lend 

itself to any form of statistical analysis.  It is the class 

of uncertainty that former US Secretary of Defense, 

Donald Rumsfeld, famously described in a televised 

response to a CNN reporter’s question in February 

2002 about the lack of concrete evidence surrounding 

Iraq’s possessions of weapons of mass destruction.  

“There are known knowns; there are things we know 

we know.  We also know there are known unknowns; 

that is to say we know there are some things we do 
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not know.  But there are also unknown unknowns—

the ones we don’t know we don’t know.”      

While often neglected in politics, the concept of 

radical uncertainty is not new to economics.  In a 1921 

book titled Risk, Uncertainty and Profit, Frank Knight, 

who was Milton Friedman’s professor and one of the 

founders of the Chicago school, described it as an 

uncertainty that “must be taken in a sense radically 

distinct from the familiar notion of risk, from which it 

has never been properly separated.”1  The type of risk 

he described would later become known as Knightian 

uncertainty, which Wikipedia defines as “risk that is 

immeasurable, not possible to calculate.” John 

Maynard Keynes would come to agree with Knight 

that there exists a category of risk, which he called 

“uncertain knowledge,” that has “no scientific basis 

on which to form any calculable probability 

whatsoever.”  Then in 2007, Nassim Taleb coined the 

term black swan to describe essentially the same 

phenomenon.    

Whether in economics or philosophy, the need to deal 

with "unknown unknowns" represents a formidable 

challenge.  The bottom line is that the complexity of 

not just markets, but life generally, far exceeds our 

capacity to understand everything that matters, let 

alone what has yet to matter.  Faced with such a 

precariously uncertain reality, investors must find a 

way to cope.  

In his 2016 book, The End of Alchemy, NYU Professor 
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and former head of the Bank of England, Lord 

Mervyn King, proposes the adoption of simple coping 

strategies to handle the radical uncertainty 

phenomenon.2  Whereas behavioral economists warn 

against an over-reliance on heuristics (i.e. rules of 

thumb), Lord King advocates their use for dealing 

with challenging tasks such as banking, investing, 

and government intervention.  King gives the 

example of JP Morgan’s CEO in the 1990s, Sir Dennis 

Weatherstone, who swore by a heuristic that would 

have avoided a lot of trouble in 2008.  He simply did 

not approve new financial products he could not 

understand.  “Investment has to be rational,” he used 

to say.  “If you can’t understand it, don’t do it.” 

Lord King was not the first to propose simple ground 

rules for coping with highly complex systems.  Nobel 

Laureate Herbert Simon, whom some consider the 

father of artificial intelligence, introduced the notion 

of satisficing in 19473.  Simon’s theory broke with the 

more traditional view of how economic agents 

behave.  He showed how, in practice, decision-

makers are not well-informed agents that follow 

rational choice theory.  Instead, they make decisions 

under circumstances in which an optimal solution 

cannot be determined, and they seek to compromise 

more than they optimize. ”Decision-makers can 

satisfice either by finding optimum solutions for a 

simplified world,” he observed, “or by finding 

satisfactory solutions for a more realistic world.”  

Simon concluded that, for natural problems, where 
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information is lacking and explanatory formulas are 

intractable, mathematical optimization procedures 

simply do not apply.  In other words, you cannot 

model a black swan. 

Some have argued that just because human nature is 

hard to model does not mean we should not try.  In 

an influential 1953 essay called The Methodology of 

Positive Economics, Milton Friedman argued that one 

should not evaluate a theory based on the validity of 

its assumptions, but, instead, on the accuracy of its 

predictions.  He observed that, if billiards players 

who do not understand Newtonian mechanics can 

still play as if they did, so too can economic agents 

invest as if they had full understanding of rational 

choice theory.4  A generation of quant investors 

would evolve after Friedman’s endorsement of the 

very sort of mathematical modeling that his mentor, 

Frank Knight, dismissed, but the controversy remains 

to this day.  John Kay, for instance, who is a respected 

British economist and a Professor at the London 

School of Business, recently wrote in the Financial 

Times that “Friedman was wrong.”  He continues: 

“There are things we do not know because we cannot 

imagine them.  If you had described your smartphone 

to Mr. Friedman in 1976 he would not have 

understood what you were talking about, far less 

been able to speculate intelligently on the probability 

that it would be invented or bought.  

… There is a world of difference between low-

probability events drawn from the tail of a known 
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statistical distribution and extreme events that 

happen, but had not previously been imagined.  And 

it is usually the latter that gives rise to crisis – and 

opportunities.”   

In summary, reality is hard to understand and coping 

with it is an even bigger challenge.  This is why it 

pays to keep an open mind and to follow basic rules 

of thumb that make sense.  Investing in solid 

businesses with underappreciated secular growth is 

one of our simple rules.  Another is to focus on 

important knowables, such as management track 

record.  Finally, we do not lose sight of the fact that 

the only way to benefit from an uncertain future is to 

endure.   
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