’ AJSYears

BEHAVIORAL FINANCE

A World of Chance: Betting on Religion, Games, Wall Street

August 1, 2008

Cambridge University Press

When people do not know how to solve some problems, when they do not know how to calculate risks yet they must decide on a course of
action, they have to “manage” that risk. But how do we manage when facing such uncertainty, when there are no probability distributions to
guide us but we must still claim legitimacy for the decision and have the authority to act?

Throughout history, people invented a maze of institutions to answer this question and ways to bestow legitimacy on such decisions,
although there was nothing we would call scientific to underlie them. Institutions and traditions created perceptions as if there were no
uncertainty or the uncertainty were mitigated, backed occasionally by what contemporaries claimed was scientific.

Financial markets often try to distance themselves from gambling, but the two have far more in common than is usually thought. When
there were no financial institutions such as banks, people disposed of expensive items and governments raised money quickly through
lotteries. Gambling tables fulfilled the roles that venture capital and banking do today.

Gamblers created clearinghouses and sustained liquidity. When gamblers created prices in futures markets, they were redefined as
speculators. Today they are hedge fund managers or bankers.

Although the names have changed, the actions undertaken by these parties have essentially stayed the same. This book discusses
chance, risk, gambling, insurance, and speculation to illuminate where societies stood, where society is today and where we may be
heading.

This documrent is not intended to, and does not relate specifically to any investrrent strategy or product that AQR offers. It is being provided merely to provide a framew ork to assist
in the inplemmentation of an investor's own analysis and an investor’s own view on the topic discussed herein.

This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an offer or any advice or recontrendation to purchase
any securities or other financial instruments and may not be construed as such. The factual information set forth herein has been obtained or derived fromsources believed by the
author and AQR Capital Managenent, LLC (“AQR’) to be reliable but it is not necessarily all-inclusive and is not guaranteed as to its accuracy and is not to be regarded as a
representation or warranty, express or inplied, as to the information’s accuracy or conrpleteness, nor should the attached information serve as the basis of any investment decision.
This document is not to be reproduced or redistributed to any other person. The information set forth herein has been provided to you as secondary informetion and should not be
the primary source for any investrrent or allocation decision. Past performance is not a guarantee of future performance. Diversification does not eliminate the risk of experiencing

investrent losses.

This material is not research and should not be treated as research. This paper does not represent valuation judgments with respect to any financial instrument, issuer, security or
sector that may be described or referenced herein and does not represent a formal or official view of AQR The view's expressed reflect the current views as of the date hereof
and neither the author nor AQR undertakes to advise you of any changes in the views expressed herein.

The information contained herein is only as current as of the date indicated, and may be superseded by subsequent market events or for other reasons. Charts and graphs provided
herein are for illustrative purposes only. The information in this presentation has been developed internally and/or obtained fromsources believed to be reliable; how ever, neither

AQR nor the author guarantees the accuracy, adequacy or conpleteness of such information. Nothing contained herein constitutes investrrent, legal, tax or other advice nor is it to



be relied on in meking an investment or other decision. There can be no assurance that an investrent strategy will be successful. Hstoric market trends are not reliable indicators of
actual future market behavior or future performance of any particular investment w hich may differ materially, and should not be relied upon as such. Diversification does not
elirnate the risk of experiencing investment losses.
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