Introduction of the Van Lanschot Lecture by Professor Robert C. Merton on June 11th, 2009 in the Auditorium of Tilburg University
Ladies and Gentlemen,

Professor Robert C. Merton will give the fourth Van Lanschot Lecture ‘On the Science of Finance in the Practice of Finance: Challenges and Opportunities from the Financial Crisis’. Professor Merton is not only one of the founding fathers of the analysis of financial derivatives for which he received in 1997 the Nobel Prize in the Economic Sciences, but also an important advisor and practitioner in the world of the haute finance. We could ask ourselves: how does it feel to be one of the founding fathers of the financial derivatives, which have played such a crucial role during the financial crisis in the last two years, and what are the lessons to be learnt from this unprecedented financial crisis as a ‘founding father’?

One of his predecessors as a recipient of the Nobel Prize in the Economic Sciences was Professor Robert Solow, who received the Prize exactly ten years before, in 1987. It was the same Solow, who believed that there is a trade-off between rigor and relevance in economic sciences. More rigor means less relevance and more relevance implies less rigor. The development of the economic sciences in the last two decades showed that Solow was wrong and it is possible to shift out the rigor-relevance curve. One of his successors as recipient of the Nobel Prize in the Economic Sciences, Robert Merton, proved that Solow was too pessimistic in making this statement. Another example of the shifting out of the rigor-relevance curve was the development of game theory for which Harsanyi, Nash and Selten received their Nobel Prize in 1994. There are many other examples of achieving more rigor and more relevance in the economic sciences. It takes a clear and open mind to reinvent the world every day. Zen Buddhists call this a ‘beginners mind’ being the highest achievable state of mind. 
Robert C. Merton is currently the John and Natty McArthur University Professor at the Harvard Business School. After receiving a Ph.D. in Economics from Massachusetts Institute of Technology in 1970, he served on the finance faculty of MIT's Sloan School of Management until 1988 when he moved to Harvard. Professor Merton is past President of the American Finance Association, a member of the National Academy of Sciences, and a Fellow of the American Academy of Arts and Sciences. He received the Alfred Nobel Memorial Prize in the Economic Sciences in 1997 at the remarkable young age of 53 years “…for a new method to determine the value of derivatives”. Robert C. Merton and Myron S. Scholes have, in collaboration with the late Fischer Black, developed a pioneering formula for the valuation of stock options. Their methodology has paved the way for economic valuations in many areas. It has also generated new types of financial instruments and facilitated more efficient risk management in society.

Before I give the floor to Professor Merton, I would to share with you an anecdote, which I have experienced more than six years ago with the former President of Tilburg University, Mrs. Yvonne van Rooy. It was Spring 2003, when I had my first sabbatical at Harvard University, when Yvonne van Rooy and I were paying a visit Robert Merton at Morgan Hall. It was a rainy day and we couldn’t find his residence. We asked a student passing by who guided us to Morgan Hall. Looking around Yvonne said: “What a beautiful buildings”. Then, this student replied: “But, Madam, we pay for this and after twenty five years, when we have made our fortune, they come again!”.  I have never heard a shorter summary of the American business school and ivy-league university system.

Ladies and Gentlemen, may I ask your attention for the lecture by Professor Merton!
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