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FOREWORD

This essay is designed to help yowselect under-valued, quality stocks.
It should also keep you from devastating stock losses;
the ones where thecompanies and their shares have
little to no prospect of recovering their former:
high quote price; business position;
or reach some brilliantly imagined future .

Buying on afabulous future (paying now for thguesstimatedterminakvalue of asseds
is not the same aspurchasing an established pastand present, with
reasonableand historically grounded prospectsf or t he futur eé
at adiscount to afair-value measurement.

)

Atés far better to buy a wonderful company at a f
than to buy a fair company at a wonderful price.o
Warren Buffett

Investing Goals

1) Preservationf Capital(no permanenior significantiossof capita)

2) Stableto Increasing Incomeir(relation to thecurrent and expectedprice-level)

3) Maintainingand Enhancing Portfoli&/alues s tooperatingquality and free-cashflow;
capital gains will folloy

Equity 1is wealth? that is willing to bear losses.

It is one thing to have your quality stock drop in quote while still
receiving a good incame from a strong company. It is another
thing to have speculative shares drop 50% while still being over
valued based ona negative free-cash-flow (or someexaggerated future).
Just to break-even they have to come back 100%;
dondét wait &tooccut (dpporsunityrtosy @ c$ el |

iSi gni ficant volatility doesndédt indicate the market is bro
It is the price of admission investors must be willing to pay
to achieve returns greater than are offered in less-volatile assets.0

Morgan Housel

Establish your Primary Equity Portfolio first, before
you create: debt (CDs, bills, noteshonds, etc); speculation; trading portfolios.
The investment world is subject to the issues of the greater world;
therefore prudence is your wiser guide than mere hope or luck.
Piggy-backing on dominant, quality companies from a
discounted, entry price is a sensible way to build income from equity shares.
Further, if you have selected dominant and quality companies
you should have few or no occasiors to dismount them.
The market moves from weakerto stronger hands - from traders to owners.

"Bull markets are
born on pessimism,
grow on skepticism,
mature on optimism,

and die on euphoria."

Sir John Marks Templeton
founder of Templeton Growth Fund Ltd.

1 Equity is the portion of the balance-sheet that is represented by the common-shares of stock issued by a company.
St o ¢ k h &quitye=rAsséts i Liabilities. Liabilities (bond and other debt instruments + other obligatigrs Assets i Equity.
Any fiGoodwilld[intangible assefsfound on the balance-sheet represent the future economic benefits expected to be derived from
these assets. It is evaluated once a year; it can be lowered or written-off entirely but not officially raised [possible hidden value].
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AMoney. .. money C h"acm@gleuper ever yt hing

My first link to this song was without advertisements; next came ads; then a $0.99 charge; how long for this 4™ URL? é
money does change everything.

http://www.bing.com/search?q=money+changes+everything+video&qs=AS&pg=money+changes&sk=AS3&sc=8-
13&sp=4&cvid=8AC2CDC054874AF5A684545212B1CF19&FORM=QBLH

On Investment

An Essay ona Basic Approach to
Understanding, Constructing, and Managing Your
Primary Equity Portfolio * underthe se goals:

Preservation of Capital - Yield from Capital - Appreciation of Capital

A fiwe dondt get paid for activity; we g
As to how |l ong weodl/l wai t, we a
Warren Buffett at 8erkshire Hathawagnnual meeting

A "We have two classes of forecasters:
Those who don't know i and those who don't know they don't know."

John Kenneth Galbraith

A Altds easier to fool people than to convince
that they have been fooled. o
Mark Twain

Examples of what other portfolios would hold are: bonds or debt; mutual funds; ETFs; IPOs; indexes; commodities; geographic

regions and various speculation categories by style as to: business-sector; momentum; information-flow; chart or tape reading;

social trends; etc. As to stock options read: Characteristics and Risks of Standardized Optionsé
http://www.optionsclearing.com/components/docs/riskstoc.pdf

The conception of personal, equity investing must be distinguished from mere financial speculation. A category that some are
more than satisfied to have remain unexplored as to all of its consequences for the speculators themselves, the financial and
business community, as well as those who choose not to provide the capital for these questionable plunges; but are effected
anyway to various degrees. Finally, you invest thru the Market; this is where the convergence occurs of: multiple facts; with
many interpretations; under the various circumstances peculiar to the times and the buyers andsellers involved.


http://www.bing.com/search?q=money+changes+everything+video&qs=AS&pq=money+changes&sk=AS3&sc=8-13&sp=4&cvid=8AC2CDC054874AF5A684545212B1CF19&FORM=QBLH
http://www.bing.com/search?q=money+changes+everything+video&qs=AS&pq=money+changes&sk=AS3&sc=8-13&sp=4&cvid=8AC2CDC054874AF5A684545212B1CF19&FORM=QBLH
http://www.optionsclearing.com/components/docs/riskstoc.pdf

Introduction

| have engaged in equity investing since 192.
This provides me with some degree of perspectiveand experience.

Economic works [Adam Smith; Ludwig von Mises; Milton Friedman; Robert Mundell; Joseph Schumpeter ;
John Maynard Keynes; Friedrich von Hayek; William H. Hutt; Hyman P. Minsky; Paul Samuelson; etc.] and

investment readings provide the balance of my knowledge. | claim no extraordinary skill,
wondrous methodology or unique, intuitive insight into the workings of the Market.
| do offer a belt and suspendersapproach and leave to others those "huge, fantastic opportunities.”

| believe On Investment will provide you with a sense of

my operating principles. For some it may lack specificity; they
might prefer what is found at Investing Formulae (pdf-p.19).
But that would be a cookbook approachand it is not recommended.

Adam Smith limits human concerns to three areas:
"our body @ - "our fortune & - "our reputation &

You certainly have many interests, but at least one of these
three i ¢ 0 n ¢ il modify th oseinterests.
I am primarily focusing on the subject of

fortune

and topicsthat relate to it.

It is best to just jump in and let this material provoke you to:

think about inves

ting .

While some parts may not appear to be
directly related to that theme, nevertheless,
they are all constituent aspects or tools for that task.

WIA|E Ordonnance-Economics Investments ©
was a non-commercial, investment blog. It commenced on January 22, 2009

was closed onApril 30, 2012.
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go to: pdfp.174

Index
Portfolio Investing- pdf-p.6-7
The Economy pdf-p.8
Investing Formulae pdf-p.19
Links to Sources pdf-p.22
Investing and the Future pdf-p.25
Ideasg Conclusiong Action - pdf-p.32
The Basis for the Investment Worldpdf-p.47
The Investment Process pdf-p.69
George Washington pdf-p.95
Portfolio Comparisons- pdf-p. 140
Afterword - pdf-p.143-153
Final Addendum on Global Warmingpdf-p.154
Disclaimer- pdf-p.158
Additional material- pdf-p.160- 174

and

On Investment is an edited and expanded version of that blog.

1 Body - as it relates to our: physical encounters with the world; health; sexual appetites; bodily condition (nutrition, strength,
healthflexibilitymental acutenessc); various physical skills; and physical appearance.

2 Fortune - we are concerned with our financial state as it relates to: work and employment; saving; investing; and speculating.
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3 Reputation - we are concerned as to what others think of us eg.do they consider me as honest or, untrustworthy; praise-
worthy or, susceptible to blame; all of our actions eventually return to how others (and airselve$ judge those
acts as they relate to our reputation (and sejudgmen). See: Honest Services Fraud i AppendixA ¢ pdf-p.96
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Contact at: ordonnance@ hotmail.com

tu quoque = Ayou al soo0 backagainsbthetaccuser a critique

My approach might not provide enough sizzle for someof you. | suggest you search elsewhere for the latesthot-money guru or
product; usually found in followers of momentum. A current personality is CNBC-TV stock tout, Jim Cramer (I am sure his books
have valuesee footnote pdip.137); but P.J. Bolster and E.A. Trahan of Northeastern University describe his results thus:

"Overall, the results suggest that, while Cramer may be entertaining and mesmerizing
to many of his viewers, his aggregate or average stock recommendations are
neither extraordinarily good nor unusually bad,"
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1407081

Gossip on Cramer é http://alephblog.com/2014/12/04/5heci@meselithestreedr-quitcnbe

I only put him in because anyone who recommends an E&P stock (CHK especially under CEO Aubrey McClendona speculative,warrant
heavy issue EAND to a general audience, on a TV show, should be viewed witttaution. Remember Louis Rukeyser (calm- measured
on PBS on Friday nights versus Jim Cramer, everyday (fevered- excessivi how times have changed. Another example of why to
remain cautiousis Suze Orman fooled or tricked into endorsing the Money Navigator of Mark Grimaldi ... go to:

1  http://blogs.reuters.com/felix-salmon/2012/01/22/suze-ormans-bad-investment-newsletter/
1  Orman severed her relationshipwith Money Navigator on 4/24/12; Grimaldi changed the name to: Money Compass

From the past is Bernie Comfeld of Investors Overseas Services-fi Do You Si ncer el ylatdMeotedby Robert V&g Ri ch?0 (
and replaced today by the infamous Bernie Madoff. He has becomethe poster boy for diversification 1. The loss is put at$17.2
billion. 1 tis believed that Madoff started his schemein the early 1970sandkept it going for over 30 years ; till his arrest on
Dec.11,2008; these socalled investors have received over $9 billion; due diligence would have avoided this historical scam
read at https://www.propublica.org/blog/item/sét-the-hot-seatfacing-ongoingfundingfight-and-criticism-over-ethics

Public Equity Firms

You mighexamine the quotehistory (use charts that can beead orput inlog scalg for the Blackstone Groug BX (PO at $31.0Q 6/22/2007

at 133333 mil.shs.; as of 2@they havel.146 bil.diluted shresfor a 759%ncreasd. Their IPO thrud/30/16 had anannuattotal-return of 3.9%

read: http://online.wsj.com/articles/investas-risk-getting-spun-at-blackstoneheard-on-the-street 1412976 745?KEYWORDS=blackgtone
KohlberyKravisRoberts & Co(formerly KKR Private Equity Investonss listed a&PE.AS, then KKR.NX; it is now KKR dW\S@&fter a7/15/2010 IPO at
$10.50. Their IPO thr®/30/16 had anannuattotal-return is16.9% which is odd since for the years: Zhru 2015 their Net Cash Provided by
Operating Activities $11.178 bil.but their DividendsPaid = $60.887bil.; it seems KKR is saved@erFnancingActivitiesat $41.427bil. and
FreeCashFlow= $10.913 bil. Thoughhow this is generated with very low Returron-Capital igiot obvious[could it bedividend-recapitalizatior];
YYwQa -onTofakzaifal is: 2009 = 4.9%; 2010 = 5.0%; 2011 = 2&2A = 1.7%; 2013 = 1.82014=1.5% 2015= 1.0%Value Ling
2/12/2016). The financial ability to maintain such operating financials +Retwrn-on-TotalCapital, while simultaneously providing positive
returns thruprofit-distribution, must be thedefinition of: financial wizardy. Fortress InvestmerntFIG (PO at $18.50 i2/09/2007). Their
annuattotal-return to 9/30/16 =0.05% Finally, he disparity imaverageyeaty returns between these thregather similarfirms isat least
puzzlingif not disturbing BX =3.9%e .. for 9.3yrs; KKR 16.9%y: . 0ver6.2yrs.; FIG 9.05%,, over96yrs);L 1y 26Y ¢ KS RAGARSYR OK¢
and the principals of these firms always make their moft@yefore nomajor problemscan possiblexig8 £ & Gvih Madof) A Read The Glory Days of Private
EquityAre Overby Andy Kessler 3/30/15 http://iwww.wsj.com/articles/andykesslefthe-glory-daysof-private-equity-are-over-1427661933?KEYWORDS=andy+kessler

Still want to venture into stock market investing? Letusbegi n i n t Whenaenayr | cyo nép0adbnsy wi t h filatemd cs o0 i n t
be any stock witldot-comin the namg or ficonglomeratesdwere hot. Then came theNifty -Fifty of the early 70&. The market took off in

August of 1982 (along with growing debt issuance) and all went well (exceptBlack Monday 1987) till the Fed-supervised bailout of the

hedge fund Long-Term Capital Management in 1998; because it gave a@green-light| to Wall Street to keep leveraging up . We finish

with the bubbles in: Internet/tech; mortgage debt; private equity/hedge fund s/‘commodit y indexes; Wall Street investment houses

and the T-B-T-F banks. Currently hot are social -media stocks (most being supported by advertising revenue; and having their own

negative issues; Google will be 20 years old in 2018; at which its investment value will bere-evaluated); we 61 | S guete, im relatiort th e i r
Free-Cash-FIow exdividend, WOrks out. Who knows where you will be enticed to place your capital in the next-big-thing or, this-time -is-

different financial product . Most of my stocks arecoveredby: Morningstar ; Value Line; Standard & Poors Outlook.

1MartyWhitman(rhirdAvenueManageme)wt says that diversification, i adpa i cemrc omesa@r ouuwsrre


http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1407081
http://alephblog.com/2014/12/04/should-jim-cramer-sell-thestreet-or-quit-cnbc/
http://blogs.reuters.com/felix-salmon/2012/01/22/suze-ormans-bad-investment-newsletter/
https://www.propublica.org/blog/item/sec-in-the-hot-seat-facing-ongoing-funding-fight-and-criticism-over-ethics-
http://online.wsj.com/articles/investors-risk-getting-spun-at-blackstone-heard-on-the-street-1412976745?KEYWORDS=blackstone
http://www.wsj.com/articles/andy-kessler-the-glory-days-of-private-equity-are-over-1427661933?KEYWORDS=andy+kessler

Portfolio Investing

Or letds just make it real -page®iel € é |dtoowp trheea chidnvg seend hgea et o pdf

You invest in a business thru the convenience of their being
publicly traded stock.
Al am pi ckandvilimptowait. My style eequires that | find a counterparty who is in a big hurry

and not too hung up on price. When we find each other, there is usually a trade that serves each of our interests.
Chris DeMuth Jr.

Since you are a micro -owner your compensation is from: secureandgrowing dividend s'. While it may make
sense to sell covered -calls or even sell outright at times, when the stock reverts to a Fair-Value or higher,
thisis notthe primary go al . Buy 0 oawdrepeat feefiul entlylisia tattidbest left to the traders 1.

* Does Dividend Policy Foretell Earnings Growth? 1/07/02
3. Abstract http://papers.ssrn.com/sol3/papers.cfm?abstract_id=295974

fiThe historical evidence strongly suggests that expected future earnings growth is fastest when
current payout ratios are high and slowest when payout ratios are low. 0

fil suggested that companies should be required to pay out 100% of their net income as cash dividends
If companies needed money to reinvest in their operations, then they would have to get investors to buy new
offerings of stock . Investors would do that only if they were happy both with the dividends they'd received
and the future prospects of the company. 0 Peter L. Bernstein

CKAA 62df R AYyOBAGS YdOK Ot 24 S NI snddNatzhdmys®d X2 1 KISNBFZNByY 3 G4 627 6S 5 E0Sy

Stocks - equity : conjectural returns awarded by the m arket
Bonds - debt: contractual returns guaranteed by their issuers

Derivatives : ultimately deriving their value based on factors
related to stock and bond quotes

See Appendix iBnvestmerroverbspdfp.1@

AiThereds no education in the
second kick of a mule, 0

Mitch McConnell

Pa965

1 You will be considered pattern day trader under FINRA and NYSE rules if you bugndsell the same stoak option on thesame trading
day fouror more times within a period of five trading dagsd this activity makes up more than six percetyoof trading activity.


http://papers.ssrn.com/sol3/papers.cfm?abstract_id=295974

Portfolio Investing

To invest in relationship to your entire portfolio and financial condition; to manage your portfolio in relationship

to the economic environment. The primary-portfolio holds equity shares (common stocks; master limited partnerships
MLR real estae investment trusts REIT subsequent references to: stocks; equitias) shareswill refer tothose three
categorie$ which produce free-cash-flow (~CF). It does not include holdings of: residenceemergencysavings;
insurance]POs; starups;stodk speculationscommercial reakstate;farmland/forestry;forex; commodities;gold; plus:
jewelry; automobileB)ehistorical oil paintiagdcontemporaayt;furniturgapestrieandrugs; porcelastatuaryhistoricasterling
silverandcolectablestampscoinshbooksmapshistorical documgntatchegspolsanddevicespbjed 6 a r t etc

active management by you - think in terms of years - long only [shorting is acceptabiéyou have the skills- high quality holdings -
buy shares at discount to a Fair-Value metric to enter (buy additional shares I®eling CashCoveredPutsfor even lower entry: sell
partial position as Covered-Calls for a very high exit (option level 2 - NO use of leverage (margin dept some diversification of
positions (15 stocks could be consideraaaximumg see bottom pdip.145) - maximum 33% foreign sales from U.S. stocks andADRs;
to moderate the negative aspects of foreign exchange (forexq the firms will allocate their capex between developed developing
nationg - study macro andmicro economics (for this is theenvironmenwithin which you placeyour capita) - buy at a discount to fair-
value with a three to five year horizon for reversion to Fair-Value; but holding periods can be forever if the company continues to
generate F-C-F + dividends - stocks are not a claim to a few years of cash flows, but decades and decades of them; equity
positions are decidedly along-term proposition.

No day-trading No 'technical’ analysis or, use of Stock Trader's Almanac type data
No: sector rotation - concept i story i momentum i opportunity or next big thing plays*
No direct commodities: energy / ores / base metals / precious metals / rare earths / grains / foods
No leveraged, financial products: financial-indexes or options/futures (CashCovered Puts & Covered Call§; ETFs; etc.

Not discussed arbonds: corporate; junk; convertible; muni; revenue; genesdlligation; foreign; and U.Sreasury oagencydebt. Especially when many
governmetts areX disguisingi K S A NJ (i NHzS F A lyvbuyd Gnly lude shOreesmRIPS forgoyffdiié stability + inflatiorideflation protection + liquidity.

Risk versusUncertainty Statement ~

Businessrisk is understandable, quantifiable andmanageable to some degree; but human generated activity necessarily contains a

fair amount of uncertainty . Investing is not risk -insurable as fire-insuranceona hous e é esesnes demenstiated by the

recent Great Recession of 2609). My approach is to be aware of the nature of the uncertainty facing your investments andhedging

that uncertainty. A The road to higher returns i s ne anteftapty aJohnGayey Theeeforethy wi t h t he
degree of uncertainty-taking is hedged by limiting stock selection to companies that have presented most of these modes or

qualities: significant firmsizeto industry (¢Quantity has a quality allitsows ¢ {fiTHeAypr oduct t hat we offer has been cor
the lowest ost will ultimately be the winnerdowest cost requires scale 6 Sor e n ofAPMuoller-M@est The wor | ddés biggest container
operator by capacijy- multiple/ stickydemandsources- high quality seasoned- displaysnetwork-effects - customer stickineseconomically

foundational (inelastior annuity like)- the mainspringor other: businesss or consumers an organization thatreatesand supplies

services- values responsivenessuses strategic partnerships manages cyclicality good stewardship- ethical - consistent, operating

history + organic growtbpportunity'susingcontinuous innovatiorfIP) - engages inconsolidationsrollups;acquisitions (strategier pre-

emptive) - history of generatig free-cashflow per shargexdividend - most holdings paying dividendand no cuts - pricemakers? -

economiccapital recyclingnto: physical capitaedndhuman capital- cost reducers- industry leadingeturn-on-total-capital - not encumbeed

by debt - dominant market share oligopoliesto monopolies(see pdfp.68) - thatl &1 Y &L & { Kdreéxpehsgor AAKYSEBNG (6YF Syi (S K ¢
shareholder friendlyn other words  Go topdf-p.168 for The Mortgage Crisis and the Great Recession

~ While | differentiaterisk from uncertainty and will use the term risk, when uncertainty, as deflaesf, i s mor e appropri ate, d
two as a basis for investing judgmen®e do not have 100% certainty in regards to the fuhuewe d not act as though it is 100% uncertain

either Volatility is a form of risk and can be measurBetg is the terrof-art for volatility). The degree and nature of uncertainty, as to the

investing future, requires many levels of judgment on your pésti cannot avoid uncertainty but yshouldattempt to lessen its negative

aspects see: http://bfi.uchicago.edu/sites/default/files/research/Veuger_Uncertainty_and_the_Geography_of_the_Great_Recession.pdf

1 The word "opportunity” is usedthen there is no financial value to discouNext-Big-Thing: "The tendency of analysts to baserything
ona thesis. Athesis is an idea or concept divorced from underlying fundardeatatgpepr a fear, that ultimategiumph or ultimate defeat
lies just around the corner,Tiernan Ray
* This includes these short-term, debt issues: equity linked structured products andtrigger yield optimization notes. High-yield but
containing naked-puts using selected stock; issued by J.P. Morgan Chase; Morgan Stanley; UBS; Barclays; and others. Full
disclosure was not a priority when selling $722 million of these notes in 2012. They can use any high-flying stock to protect
t hemsel ves. Whywoudeanksoffes 10% intérest when mostone-y e ar debt was palgsongeigabout 1 %?,
Citigroup is transferring it's default risk, on their ocean shipping, company bonds, to hedge-funds in exchange for yields of 13%
to 15%; good-luck, owners of these funds. See: http://structuredproducts.org/education/equity-linked-cds/

2 A price-maker must be able to convince their customers of the value i the benefit versus the cost i of their product or service.
The customer who sees benefit and return-on-investment in acquiring your technology will still have an acceptable range of
price, but that range will differ substantially from a customer who perceives your technology it he s ame atsrdngetohe curren
product options or, firi skier o t ha nPride-makersanerablestoneducatep ibforno, ansl persuade the market that
their particular product has added value, quality, impact, differentiation, and results, beyond the other alternatives. Price-makers
have an element of branding, marketing, and product features which enable them to position, not on price alone but on: form;
function; value; delivery; and uniqueness. To become a price-maker, begin by understanding the market and its needs. Does the
market recognize the need for another solution? Has it been searching for fithe answero? Or
imaki nandfdroeds, i st i n dre thehnzarkel playe?s currently price-takers or are they price-makers? Who are the
market leaders and how do they compete? Price-makers can enter markets which have been commoditized (are pricetakerg and
succeed. They do so by moving the market through innovation, education, and disruptive technologies (examplesWakMart; Microsoft
StarbucksAmazon Apple Google FacebookAirbnk).  Lea Strickland 9/28/09


http://bfi.uchicago.edu/sites/default/files/research/Veuger_Uncertainty_and_the_Geography_of_the_Great_Recession.pdf
http://structuredproducts.org/education/equity-linked-cds/

How the Economy Grows

Long-run growth is supply -determined . It depends on an economy's ability to produce more andbetter,
goods andservices from one year to the ne  xt; to accomplish that you need four basic ingredients:
1) more specificlabor 2) more capital(equity& debt) 3) better technology 4) an economy that utilizes inputs more efficiently

Alan Blinder , a professor of economics and public affairsratd@ton University andormer vice chairman of the Federal Reserve

Added to these four requirements should be the acknowledgement of uncertainty; which is the cornerstone of economic rationality;

one of the few, though wemr&n anmeeddedogicalmprogosals;bathtof whiohdead tewasteaed

malinvestment®. iLong periods of free money and subsidized credit are asso
malinvestment i which do not augur well for long-termgrowth or f i nanci al s i former Faderay Reserv&Kgowetinar. War s h
As t o @ mo theinceas@andspréad of government entitlements is closely connected to a decline in the savings rate; which

is offset by foreign borrowing. Finally, non-productive debt (for current consumption or unrelated to productivitvill have an increasing cost

(burden) under deflation or insufficient inflation; which makes such debt harder to manage and the economy to grow.

Read:Held Back by UncertaintyMF ¢ March2013 http://www.imf.org/external/pubs/ft/fandd/2013/03/pdf/bloom.pdf

Anot her viewé
x  Increase in supply oflabor (positivéirth ratémmigratiotgbor participai rateallqualified as to: skill; training; mojivation
x  Increase in productivity (economy widdility afloingmore, good things with less jmpotiuctivity can be impprted

Productivity* change in the non-farm business sector

1947- 1973 197371 1979 1979- 1990 1990- 2000 2000 - 2007 200771 2014
2.8% 1.2% 1.5% 2.2% 2.6% 1.4%
http://www.bls.gov/news.release/prod2.toc.htm http://www.bls.gov/Ipc/prodybar.htm for above table

* Net productivity = value at net, retail pricing / the cost per unit produced at its wholesale price

EXAMPLE
1900 average wagef all industries = $43Ber year/ 2,700 hours= $016 per hour, one dozen eggs cost $0.23, r43 hours of work
2015 ave. hourly earningsf production& nonsupervisory employees = $20.88 hour, dozen eggs cost $2.00, 6r10 hours of work

dunn /2dzyiNAS&T wnn ,SIENBRZI n aAydziSaé
Hans Rosling, BBC https://www.youtube.com/watch?v=jbkSRLY8o

Productivity underCapitalism

Electric lighting is no great boon to anyone who has money enough
to buy a sufficient number of candles and to pay servants to attend b them.
It is the cheap cloth, the cheap cotton and rayon fabric, boots, motorcars, and so on
that are the typical achievements of capitalist production,
and not as a rule improvements that would mean much to the rich man. Queen Elizabeth owned silk stockings.
The capitalist achievement does not typically consist in providing more silk stockings for queens
but in bringing them within the reach of factory girls in return for  steadily decreasing amounts of effort

Capitalism, Socialisamd Democracy- Jogph Schumpeter 1942
Read:Modern Prophets: Schumpeter and Keynb#®://www.druckersociety.at/files/p_drucker_proph_en.pdf

Economies expand and improve ijeas, informationknowledge and how many ideas a society createstprrows
andhow quickly and efficiently they are distribute@aul Romereconomist

x  Availability of funding capital to invest see below on the relationshigapftaltoemploymené
http://online.wsj.com/article/SB10001424127887324110404578630461045403872.html?mod=trending_now_3

There are two sources for U.S. (' or any natiopinve stment: domestic capital (  savingsvhich become loansandforeign direct
investment [ FDI]. Both are primary indicators of the U.S. business environment. For statistics see:

A Foreign Direct Investment in the United States
http://www.ofii.org/resources/foreigrdirectinvestment click oncurrentreports

Output: Gross Domestic Produ¢BDP)is measured under these categorpgersonatonsumptioexpenditures C; 2) business
investment |; 3) government spendingG; 4) net export®f goodse services if we importM more than we expoiX this becomes negatiyie
the formula: GDP = C + 1 + G + (% M). Another measure, GroB®mesticExpenditure ¢DE is about tcdoe adopted by theuBeauof
EconomicAnalysis(4/25/14 as Gross Domestic Income or GOBDE is defined as the valuealf transactions (sales) in the production of new goods
andservices, botlinishedandunfinished, at alstages of productiofGrossOutput or GO + GDPGDE It measuregconomic activitywith the
formula: GDE = C + (I + Intermediate Expense or Sales) + G-M{X GDP data for 2013 puts consumer spending at &8%®P; government
at 17%; followed by business investment &4. Unde GDE consumer spending drops to under 40% and loses its place as the main driver of
the economy. All business spending + capital investment now becomes mds@¥haheconomicactivity. This new measure helps put
consumption in relation witthe otherkey factos of economieactivity: savings; capitalinvestmers; changes iproductivity, andtechnological
advances. Read at: http://discovery.ucl.ac.4/1370604/1/wp113.pdf and BEA: http://blog.bea.gov/tag/gdi/

GrossDomesticlncomeg GDI http://taxfoundation.org/article/walkthroughgrossdomesticincome

IAExpl aining aM@V € niv e g éLsmy mBechtest Actober2005
http://mises.org/journals/scholar/Sechrest10.pdf
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http://www.imf.org/external/pubs/ft/fandd/2013/03/pdf/bloom.pdf
http://www.bls.gov/news.release/prod2.toc.htm
http://www.bls.gov/lpc/prodybar.htm
https://www.youtube.com/watch?v=jbkSRLYSojo
http://www.druckersociety.at/files/p_drucker_proph_en.pdf
http://online.wsj.com/article/SB10001424127887324110404578630461045403872.html?mod=trending_now_3
http://www.ofii.org/resources/foreign-direct-investment
http://discovery.ucl.ac.uk/1370604/1/wp113.pdf
http://blog.bea.gov/tag/gdi/
http://taxfoundation.org/article/walkthrough-gross-domestic-income
http://mises.org/journals/scholar/Sechrest10.pdf

We s h o u Iremaincalien t@ the causes of that wesingandrthe civilization by which they are supported
Jose Ortega y Gasset The Revih of the Masses- 1929

V  See: R.W. Fishepres.of the Dallas Federal Reserven U.S. manufacturing at
http://lwww.dallasfed.org/news/speeches/fisher/2018130822.cfm 8/22/13

V  The Principles of Economics - John B. Taylor http://online.stanford.edu/course/principlesconomicsSummef2014

The complexity and intedependene of an economy is noted in these two, classic references:

V |, Pencil: My Family Tree as told to Leonard E. Read

http://www.ecorlib.org/library/Essays/rdPncl1l.htmDec. 1958
dz Pt <A o " 1 A_  !imsisting on,ltotalcorporate respdnsibility < A 0 ¢ AV

http://www.forbes.com/sites/timworstall/2013/11/08/appleimdenturedservitudei-pencitand-the-socialistcalculationproblem/?partner=yahootix

V  Adam Smith ondivision of labor asexemplified in the manufacture of pins
http://www.libertystudies.org/html/adam_smith.html

Nearly everything that an ordinary American or Spaniard or Australian consumes today is an item that is the result,cayllm®the result,

of the prodictive actions of millions gbeople, almost none of whom is known to the persons doing the consuniimnaround you. What

do you consume that you make from scratch? Nothing (or nearly ndtpirgr haps you grew the t amsdadthist hat you
evening [But from where did you get the tomato pl anhta?] )y.ou6The sclleoetpt
the plumbing that helps make your home habitable, the food that you enjoy and the beettlatwime wash it down with, the aspirin that

youol I swall ow tomorrow morning because you drank onepbdugtionmany gl as
and its availability to you, the efforts titerally millions of peoplé almost none of whom you know or will ever know. CafeHayek.com

Certain economic entities will use political power to maintain tlaeidthktyrtarket:

Vv Paul Volker (former Federal Reserve chairman wr ot e hi s fr ul e 0 havefinished aftqy alggearswit: e gul at or s
936 pages; 2,826 footnotes; and 1,347 questions (Congr ess i s moving to prohibit banks fro
proprietary trading or, activity unrelated to any clierders. Banks are prohibited from invastin hedgeunds or privateequity.

Creation of loopholes thru interpretation issues reniaibec. 2013 by 2015 Congredstroduced thd’romoting Job Creation and
Reducing Small Burdens Aehittps://www.congress.gov/114/bills/hr37/BIL-1$4hr37rfs.pdfi the issue in the AFL/CIO lettewhich points
out how this bill weakens Dodérank so as to publlateralizedoanobligationsandtradederivativesoutside of clearirghouse
supervisiori May, 2015. http://www.aflcio.org/content/download/148821/3785381/file/ ARLIO's%20letter%200pposing%20H.R.%2087.p

V  Government requirements on power utilities as to the percentage of non-carbon based fuel they must use; an example
of ideology (and the cost afleology) imposing itself by over-riding free market choice from Spiegel Online :

German consumers a&ady pay the highest electricity prices in Europe. But because the government is failing to get the costs of its new energy
policy under control, rising prices are already on the horizon. Electricity is becoming a luxury good in Germany r Envimnreent

Minister Jurgen Tritten of the Green Party once claimed that switching Germany to renewable energy wasn't going toecastnotie than

one scoop of ice cream Today his successor Peter Altmaier admits consumers are paying enough to "etitiegeny the ice cream menu."

For society as a whole, the costs have reached levels comparable only to theoBarbailouts. This year, German consumers will be forced to

paye H n  O(326 lillford §6r electricity from solar, wind and biogas plangdectricity with a market price of just overo 0 ABEvénih2 y

FAIAZNB 2F ewnwn oO0AfftAZ2Yy A& RAALMzOFIO0ES AT &2dz Ay Of dzRS Sdlaf fanel§ &8 dzy Ay (G Sy ¥
wind turbines at times generate huge amounfselectricity, and sometimes none at all. Depending on the weather and the time of day, the

country can face absurd states of energy surplus or deficit. If there is too much power coming from the grid, wind har®riesbe shut

down. Butconsumersare still paying for the “phantom electricity" the turbines are theoretically generating. Occasionally, Germany has to pay

fees to dump already subsidized green energy, creating what experts refer hegative electricity prices On the other handyhen the

wind suddenly stops blowing, and in particular during the cold season, supply becomes scarce. That's when heavy giloavet ptahts

have to be fired up to close the gap, which is why Germany's energy producers in 2012 actually releaseatipoordioxide into the

atmosphere than in 2011. . . . In the near future, an average thd&eNB 2y K2 dzaSK2f R gAff &LISYR lo62dzi e dn |
twice as much as in 2000. Segember04, 2013

Corporatism
Germany now has 60 gigawatts of wind and solar capacity; but due to government guarantees households, which use to pagri4 eer

kilowatt-hour, now pay 29 euro cents per kilowdtour; that is al07% increaseD SNXY 'y NByYy Sgl 6t S adzo6daARASA FT2NJ HAd
paid thru a surcharge on consumer power bills.the U.S. 43 statagquire utilities to pay solar householdsidernet metering This concept

forces utilities to pay solagpanel customersheretailLJ2  SNJ NI} G S F2NJ LI2 ¢ SNJ G KS& R2yh@hierthdsda ST GKSasS OF
gK2f SaltS LINAOSa 0SO0IdaAaS (KS& AyOftdzRSY GNIYyaAYAZEAAZ2Y ebprideSiorA SNE 02 4 (

electricity due to govemment policies against fracking, greouse regulations, and coal restrictionSolar astomers sign a contract ceding,

ab ye | yR I ificéntivés; rEneviabl@eRexgy éedits, green tags, carbon offset credits, utility rebates or any othgowen

FGaGNROdzG S&a 2F ( KiSeetisiolisiS SotarCity CorpiBoyequirditieSgovernmentcreditsin orderto investis! £ D2 NS Qa
Generation InvestmeritlanagementLLP Some states are fighting to rationalizet-meteringto get their utiity customers to pay their share

2T (KS 3 NA whZEthejhappiy Gse Wherdstlgiowérc omes up short b uitlet thonomsdar customérs paydor pay f or
my backup poweri in economics thigproblemis termed free riding).

* Pres. Obama saitiat the Affordable Health Care Atouldnot: & X A Y ONBI 88 2dzNJ RSTAOAG 6@ | aAyIES RAY!
2NE d A7 Se 2dzdzNJ LI | yGedmanznoihas 60| gfSvaits af idndsolar capacity; but due to government guarantees,
householdswhich use to pay 14 euro cents per kilowatiour) now pay 29 euro cents per kilowdtbur; that is al07% incease


http://www.dallasfed.org/news/speeches/fisher/2013/fs130822.cfm
http://online.stanford.edu/course/principles-economics-Summer-2014
http://www.econlib.org/library/Essays/rdPncl1.html
http://www.forbes.com/sites/timworstall/2013/11/08/apples-indentured-servitude-i-pencil-and-the-socialist-calculation-problem/?partner=yahootix
http://www.libertystudies.org/html/adam_smith.html
https://www.congress.gov/114/bills/hr37/BILLS-114hr37rfs.pdf
http://www.aflcio.org/content/download/148821/3785381/file/AFL-CIO's%20letter%20opposing%20H.R.%2037.pdf

The Economy

181 Centuryi water+ steampower 19" Centuryi electricity/ steel
20t Centuryi hydrocarbong globalization /computerd Internet 215t Centuryi big data/ cloud /communicatiormobility

J.M. Keynes erroneously (delibemtely? claimed that Jean-Baptiste Say (Say 6s) Lawai d, Athat suppl y creates its

We now have an operating economy resulting in supply (production) anddemand (consumption); with demand ultimately viewed as
a valuing of the services performed by the produced, goods & services. Production not only answers but pays for effective and
final demand; this could also be termed: earned-demand-by-production. As opposed to demand-consumption based upon
borrowing; which, if the debt is to be paid back, reduces future demand, less inflation; this could be termed: unearned-demand-by-
debt (like alcohol, a little goes a long wayAn increase in production can result in increased income and demand elsewhere if prices
do not drop greater than demand increases; for example: 100 Y @ $10 each = $1,000 revenue and 120 Y @ $9 each = $1,080
revenue or, an 8% increase in sales is now available for use by the producing firm elsewhere. This assumes an increase in sales
andmargins that will compensate for the lower unit price. Further, supply creates demand, in the sense that, for example, no one
demanded radio services before there was radio. However, that people demand [want or desiré something that is unrealistic is not
the concern of business. Business andentrepreneurs supply to the economy as they:

conceive it in the present ardvision itin the future
"Men err in their production; there is no deficiency of demand." Davis Ricardo - 1802

"When a great many people want to buy, there is said to be a shortage of goods. When nobody wants to buy, there is said to be an overproduction
of goods. | know that we have always had a shortage of goods, but | do not believe we have ever had an overproduction. We may have, at a particular
time, too much of the wrong kind of goods. That is not overproductiond that is merely headless production. We may also have great stocks of goods

at too high prices. That is not overproductiond it is either bad manufacturing or bad financing." My Life and Times, Henry Ford - 1922

This economy is composed of market forces, political and administrative decisions, human folly; resulting in degrees of uncertainty. And, as noted by
Thomas Sargent, Al nvest mekrstcomesehe prabdecson af a sugply of gdods and seices and then it's consumption. It is
the obligation of the producer to manage their supply as to the changing levels andnature of consumer demand. Increasing population and resource
discovery alter economic relations; the invention of new products and services will greatly change the relationships in an economy. AWith either
monetary or fiscal stimulus, the intended boost in today's spending comes from borrowing against tomorrow's income. Economie s do not
grow because consumers spend more; cons umers can spend more  only if economies grow, oAlan Reynolds

Another form of disturbance appears:

"When the volume of money is elastic, there may exist a lack of rigidity in the relationship
between savings and the creation of real capital," Priees and Production F.A.Hayek

This is when a financial bubble appears fueled by low, interest rates (zIRP) and unproductive: unearned-demand-by-debt * (with

expected or hoped for, future income streams allocated to pay interest + principal). If the unearned-demand-by-debt becomes un-

payable (becomes re-structured to some degree or, totally defaults) then the money-supply has decreased or shrunk by that

amount; this is monetary-deflation; as opposed to productivity-deflation. As to global, public and private debt it has gone from

$142 trillion Q4 - 2007 to $199 trillion Q2 i 2014; this is a $57 trillion increase or three times faster than the growth of world GDP

(Debt and (not much) deleveraging The McKinsey Institute). For perspective global GDP is put at $108 trillion (USD i 2014 by
International Monetary Fund i April, 2015. See pdf-p.120).

* The Keynesian debate over the importance of aggregate-demand continues (it is presented as tiéckereggissug; but the fact remains, there must be
production first, to provide what is to be consumed, and then its consumption. Payment for current consumption is from past production (saving$ or,
present production (current incomgor, future production (deb). Further, this future income (asproductior) must be adequate, not only to handle the next
round of current consumption but to re-pay the past debt and handle demands for using more debt, based on future production. Eventually this
accumulating cycle of living off of debt (futureproductig) reaches a practical limit. Even the central government can't create money (and promise8), with
no end in sight, without eventual, real-world consequences. The bond market will resonate to a truly excessive money supply + Ponzi-debt, and rebel
by demanding ever higher interest rates as compensation.

N The futurepromisesof government camnly be paid or delivered by thactual economy in that future If the future economy can deliver
the moon then you will get the moon; but if this futueeonomy falls short of the ability to supply that promise (natter if it has zero debt
on the books or ngtthen adjustments will be made.

In a reference to Social Security: "Such a system would be based on economic realities,
none of which is more significant than the fact that a nationd young, old, employed, and unemployedd
lives on its current production of goods and services. It does not and cannot, as a natjon, live off the future or the past.”

Editorial by Bernard Kilygr&ig1688 &

Active Producers versusPassive Consumers

The advocates of the neo-Keynesian, demand driven economy inevitably retort: "But no one would produce if there was no demand." Well yes,

no firm makes chocolate covered Brussel sprouts or, keeps the production of Widgets at 100 units per weekhen sales are at 75 units per weeind the
outlook is grim. Government spending can temporarily support parts of the economy. But the Great Recession was a balance-sheet problem,
coupled with a Democratic Congress andExecutive that seemed hostile to the robust, private economy. Government stimulation is offered as a
solution; but, "Excessive growth in government spending is not the economy's salvation, but a principle foe," Kevin M. Warsh, member,Board of

Governors of th&ederal Resery®/28/10.

General, excess production-capacity seems to allow for government induced demand creation; but that is not the parameter that needs fixing.

Further, the producers and taxpayers eventually realize that increased taxes, economic-repression, and higher inflation will be the method of
payback; this causes more un-certainty in the economy. While sympathy and compassion will moderate the solutions to the damaged balance-sheets
of households, the coercive power of reality and bookkeeping will still do their work. This is an economic problem requiring: time - patience -
cooperation - reductions by government as to excessive, future (promisedspending; all to be paid by more debt orruinous taxation andthe
accompanying inflation-expectations.
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As to categories of debt | use Hyman Minskyd s b r e afldebtintorthese three modes :

A Hedge financing units: are those which can fulfill all of their contractual payment obligations by their cash-flows:
the greater the weight of equity financing in the liability structure, the greater the likelihood that the unit is a hedge
financing unit (this would be productive dehtsing its widest definition

1 units: these can only meet their payment commitments on "income account” on their liabilities,
even as they cannot repay the principle out of income cash-flows. Such units need to "roll over" their liabilities (issue
new debt to meet ommitments on maturing deht

1 Ponzi units: where the cash flows from operations are not sufficient to fulfill either the repayment of principal or
the interest due on outstanding debts by their cash-flows from operations. Such units can sell assets or borrow.
Borrowing to pay interest or selling assets to pay interest (dividend§ on common stock lowers the equity of a unit...
as it increases liabilities and the prior commitment of future incomes. A unit that Ponzi-finances lowers the margin-of-
safety that it offers the holders of its debts (this financial entity is the weakeahdmost fragile of the threp

The Financial Instability Hypothesis - p.7, Working Paper No.74, May 1992
http://www.levyinstitute.org/pubs/wp74.pdf e fer e ai né6t no sucthd thing as a free

debt must be able to generate an income stream sufficient to repay principal andinterest (Hyman Minskybecause

debt is future consumption denied (Eugene von BohiBawerk); this makes for an uncertain outlook resulting in

declining velocity-of-money; which is a symptom of extreme indebtedness (Irving Fishe); this is currently handled by:

low interest rates (punishing saverand creditorg); restructuring + defaults on debt; eroding debt by inflation or a weaker currency;
and financial repression.  For\Velocity-of-Money go to: http://research.stlouisfed.org/publications/mt/page12.pdhd Afterword ¢ pdf-p.143

Two Uses of Debt 1) to purchase or create: various tools and devices; software; buildings; other capital goods; infrastructure; etc.
2) for consumption today or more accurately described as: forgone future consumption

fi é o vaeprotracted period of good times, capitalist economies tend to move from a financial structure dominated by hedge
financing units to a structure in which there is large weight to units engaged in speculative andPonzif i n a n heS&B-500 T
began its historical, bull-market in August of 1982 and lasted till 1995; it then made run-ups in 2000, 2007, and2016 (?). The debt
burdens of the past are still with us, since no one will accept responsibility, either personal or corporate or governmental, for any loss
on all of the excessive-debt ( Appendix F pdf-p.120). Aside from robust, real, economic growth the remaining alternatives are
decades of time, with the clouds of inflation and deflation always present; coupled with potential, financial-repression.

International Monetary Fund Finance & DevelopmertJune, 2011 http://www.imf.org/external/pubs/ft/fandd/2011/06/Reinhart.htm

A major source of expanded lending (debt) is the repurchase agreement or repo-market. Where the loan collateral will be
repurchased at a later date andslightly higher price. The lender can then re-use the collateral to borrow themselves; termed re-
hypothecation. Atthe end of 2007 re-hypothecated collateral had been used four times®. The Dodd-Frank Act limits re-hypo-

thecation by requiring that most swap contracts use a clearing organization (tri-party repomarket ; t hi's wor ks d@Afor
cont r ac tSeeiRehgpothegation Amplifies Market Str@insourse the International Swaps andDerivatives Association
members will &nev e r-steptalgcamphance with Bdud-Frank (fatp:/aww2lisla.org/doddirank-documentatiorinitiative/).
Except for H.R.1256: Swap Jurisdiction Certainty Act;seeSec . 2. (d) (1) to make them, ffexempt
Explanation ofe-hypothecation: http://vimeo.com/34569834 6/13/13

The future weighs on the present; each day is the future of soirfengasist wiaE

filnflation is always and everywhere a monetary phenomenon Infl ation: ficuantityi ohnwone¢hat s e i
in the sense that it is and can be produced ondymgre rapid is not ofet by a corresponding increase
increase in thguantity of monethan inoutput. 0 intheneedf or money. 0

Milton Friedman- 1970 Ludwig vorMises The Theorgf Moneyand Credit

See Appendix G Inflation - pdf-p.123

ThomasJefferson wrote tdamesMadison:
i We ar e r ui renbtoveBulerthe principlesiteat
6t he more we owe, the moande prosperous we

f

n

unc

stand:

rom U

shall

60t hpublicdebt f urni shes the means of enterprise. 60

"The stamping of paper is an operation so much easier "The Bank is to make us a NewPaper Mill
than the laying of taxes, that a government, This Paper they say, by the Help of a Quill
in the practice of paper emissions, The Whole nation's Pockets with Money will fill."

would rarely fail in any such emergency Johnathan Swift 1666- 1745
to indulge itself too far."
Alexander Hamilton fA prince, who should enact that a certain proportion
The Works of Alexander Hamilton of his taxes should be paid in apaper money of a

vol.3 Na tio nal Bank Communication to the certain kind, might thereby give a certain value
House of Representatives, Dec.14, 1790 to this paper money.o
Nature and Causesof the Wealth of Nations
Adam Smith 1776

1 http://www.imf.org/external/pubs/ft/wp/2010/wp10172.pdf see p.11 or, pdp.12 of document
2 http://lwww.philadelphiafed.org/researecnd-data/publications/businesseview/2011/g4/brq411_Rehypothecation.pdée report: p.24


http://www.levyinstitute.org/pubs/wp74.pdf
http://research.stlouisfed.org/publications/mt/page12.pdf
http://www.imf.org/external/pubs/ft/fandd/2011/06/Reinhart.htm
http://www2.isda.org/dodd-frank-documentation-initiative/
http://vimeo.com/34569834
http://www.imf.org/external/pubs/ft/wp/2010/wp10172.pdf
http://www.philadelphiafed.org/research-and-data/publications/business-review/2011/q4/brq411_Rehypothecation.pdf

Four Ways to Classify or View: Goodss Services

1. Superior Goods & Services: things of which more are bought as income increases

Neutral Goods & Services: things whose consumption remains constant
over the range of income variation

Inferior Goods & Services: things of which less are bought as income increases
(exception being the theory of a: Giff€ood)

2. People will value goods andservices as to their being:
necessities i for surviving wants T for living luxuries T to show success

As Adam Smith put it: "to the subsistence, to the conveniency, or to the ornament of human life."
Others have described it as: basic possessions - comforts - entertainment.
3. more - goods & services as to: price and value
better - goods & services as to: ordinal judgments (first, second, etc) or appraisement of quality
different - goods & services as to: improvements ; fads; novelty ; fashion; uniqueness ;

stylish; conspicuous consumption.

4. Finally, you could view  goods &services under one concept as: providing  services

Do car companies  only build autos; or ultimately are they providing you with transportation services !
of various types. Everything, in the final analysis, becomes a service. Many services can only be
purchased, while others can be rented or leased or borrowed . For example, you can rent clothes
(clothingerviced. Food is always purchased but it still provides you with many services ; such as: energy;

nutrition; psychic  satisfactions; sociability; entertainment. Therefore, judge a firm by how well they
are satisfyingthe buy erodrsent enrlessseeds many typessendces3demands for

Everything has some type of cost. Most commonly it is paid by money eg. U.S. Diars or Eurpsometimes by bagteude oil for tractors
maybe byBitCoir). But when goods &services are super-discounted or free (especially by governnaetioh the cost is corrected by:
extra time spent waiting; less received; declining quality; less variety or choice; nothing available at thistimeé come back | ater .

From our choosing and social-exchange the economy arises and functions. While our needs are limited, our desires
are infinite. And all of this underlying energy and motive force is summed up, for economic purposes, as ...
"We desire, we pursue, we obtain, we are satiated;
we desire something efsand begin a new pursuit."

The History of Rasselas - Samuel Johnson - 1759

*

Al nventi on i s t he Thogeinleblan 1867f1928 ecessi t y O

Why Is Economic Growth Important?

Without strong growth, our childrerandgrandchildren will not see the great rise in heaittiliving standards that
we enjoy relative to our parerdadgrandparentddVithout growth , our government's already questionable ability to
pay for health care, retiremeadits debt evaporat&Vithout growth , the lot of the unfortunate will not improve.

Without growth, U.S. military strengtlandour influence abroad must fade John H. Cochrane

Read: Empire of Things: How We Became a World of Consumers, From the Fifteenth Century to the Twenty-First by Frank Trentmann
Handbook of Consumer Motivations: The Psychology of the World of Objects by Ernest Dichter

1 Factors: immediate availability for use versus public transportation; total-cost-to-own; quality; extra features; comfort; safety;

prestige; social approval; etc. (automobiles are parked and unoccupied 90% of the Jiméltimately, you do not care about owning the
object; you care about all of the various services it provides eg. not whether it is distriteléestripowerersusinternally generated power

2 A Dutch fashion finud Jeandas customers sign anbihth lease with deposits and monthly installments. You decide to buy the feans, return the
or exchange them for a new adpiaation; they recycle the used jeans or sell them secondhand. This goes beyond renting a tuxedo or pal rdss.
But then ahgcomeRRenThe Runwdy why own f ancy centdhenintps/ wawvhrenttherynovay.caméatn homes s t

3The monetization of complexity that drove the massive creation of market caps in the networking, server and software industries
is being replaced by increasingly service-centric products that deliver APIs (application program interfacdsfrom the cloud.

Pag


https://www.renttherunway.com/rtr_home

The Four Acts of Putting Capital at Risk

[ 1 often use the terntisk when I technically meanncertainty]

Gambling - The Transferringf Money From One Pocket Another - For Ent ertainment Purposes ~ Only.
Speculating - Ranging From Rash Hoper a HugeGainto Well ConsideredExpectations(bets)
Investing - The Discountingof Established Prices Assetsor Values - Prudence
Entrepre neurship - Organizingof Ideasof the Imagination - Creating Value

Entrepreneurship & Investing 8 Trading 0 Speculating 9 Betting 8 Pure Gambling

Risk is not created or destroyed but merely transferfRigk is not a function of how much meyyou will make but
how muchyou will losewhen you are wrongln investingor gambling, you can only participate as long as you have capital.
If you lose too much capitalttaking on excessive risk, you can no longer ineegamble.

Greater complexities are introduced with human beings whose behavior is influenced by their expectations of what

others will do, who realize that others are influenced by their expectationsoft he act or 6s dndwel y behavi
have their own ideas about system effects. This is an area filled with paradoxes and self-reflective phenomena, and

any discussion must be tentative and incomplete. Further complexities are introduced when we look at the

interactions that occur between strategies when actors consciously react to others and anticipate what they think

others will do. Robert Jervis

i Pr o b a bexpedtation fousnded upon partial knowledge. A perfect acquaintance with all the circumstances

affecting the occurrence of an event would changeexpectaton i nt o certaintyé the theory of |
contemplates the numerical measure of the circumstances upon whichexpectation i s f o umedtal gh&nomena
of expectation are founded upon the assumptionthat t he future wildl b e aGeorgeBaol® s e mb | an

fEach new experience changes our perspective
whathashappened ahwhat weexpectto happen.
Thus, time is made up of heterogeneous inst
Subjectivism Intelligibility and Economic Understanding ed. by Israel M. Kirzner

fi Aorobability  is no more than an ordinary fraction between zero and one, a measurement of he likelihood that something
will happen; a value of zeromeansits ur e | y ,andavaue ofone means it surely will
Everything else is between those two extremes. 0
H.W. Lewis - physicist

fRisk means more things can hEzoppnesan, Lohdbh Bushesswchodl | happen, o

As an investor you invest to the most probable eventsand
prepare for the possible, damaging occurrences WwA|E

What does it mean to be an investor as opposedtoa speculator ? Those two words certainly convey some meaning
to you: a specula tor takes much more risk than an investor. However, many people like to view all stock market
purchases as no different than gambling bets; possibly because many people use gaming terminology when
describing their ventures in the stock -market. Butthe use of the term gambling, as a pejorative to describe stock
investing, seems to be motivated more by a desire to elevate their betting by lowering the alternative: rational

investing, to an act that is no better than, "just taking a chance." But playing on a International Game Technology
slot machineat Samo6 s Tisonetn the same as buying 100 shares of IGT or BYD; or buying the trash hauler that
services the casino [ Republic Services HRSG or, the firm that supplies and maintains their computer -server s.

Gambling outcomes are based entirely on probabilities, that are mathematically fixed , before the betis placed

[ perfect knowledge ]. Rolling dice, machine selection of ping -pong balls, spinning a wheel, or receiving cards do not
involve any judgment ; other than the choice to accept the fixed probabilities or not. Also, gambling bets take place
over a matter of seconds, not months or years. Further, the mental state of, "hoping for good luck" has no place
ininvesting . Finally, while investing can be turned into gambling by speculative types ( including professionals ), that
is true of most human activities.

AThe distincti on ardepeavlatiennin commorestotksasatways been a useful one and its disappearance

is a cause for concern. We have often said that Wall Street as an institution would be well advised to reinstate this distinction and

to emphasize it in all its dealings with the public. Otherwise the stock exchanges may someday be blamed for heavy speculative

losses,whi ch those who suffered them ha @obenHdaystromE€®Annsigemesingr | y warned agali



firhere are always three games going on in the market at any time: a game of chance, a game of
skill and a game of strategy. Games of chance are gambling; games of skill are speculating; and

games of strateqy are investing. The best way to understand this is to look at the definitions. What is

the underlying value of a company. The time horizon is the same time horizon it takes to work out the
strategic plan, usually years and decades.
value of the company. He cares about the underlying demand of buyers and sellers in the stock. He is
looking at the beauty-contest aspect: will people like the stock and bid it up or not (see pdip. 21). And the
is just a more speculative specul ator,

companyods

gambl er
what 6s ¢

Gambling = a transfer

o i AR. Berkeley

any financial entity  (bank, investment house, hedge fund, insurance company, state
retirement fund ) takes part in a trade that is a zero -sum game they have
gambled [ this does not refer to locking  -in prices using options or futures as commercial

insurance |; any event that involves a single risk at zero sum *. No technical

gambling takes place  when: the seller is satisfied with the asking quote
terms and the buyer is satisfied with the bid quote and terms. If any one

of money based ona hope for good luck ( azerosumgame ); when

and

of the parties becomes dissatisfied with the closing of the trade they have
not engaged in a commercial or investment trade... but have gambled and

lost (but most stocks do not go to a zero qupthough some come cloje

"Hope is never an investment philosophy
but we're all subjec tto it once and a while," Louise Yamada

" For example, futureand options tradingare zero-sum gamesecause for every holder of a profitable contract, there is
another investor or series of investors holding the losses reflected in the otfeoéithat contract. Wealth is onlyshifted

among traders participating in the market, minus broked exchange fees that facilitate the exchangeaftracts. Which

is fine for trades betweenommercial accountsr, a traditionalspeculatorand acommercial account

"Those who trust to chance must abide by the results of chance." Calvin Coolidge 1872 - 1933

Speculating ! = putting capital into exciting prospects that are multiplied (PE) to create an
expected , future price against which the current quote might seem like a
bargain; itis based more on  hope than on straight thinking. This top -side view
is from an imagined or hoped for goal -price, in the future |  ooking backward to a
lower quote; this  gives the appearance (illusion ) of a low, entry price and therefore,
areasonable entry price with large, expected capital gains. This does not refer to
persons and organizations engaged in the research and development of new

products or services. There is always that important difference between the business
and, the sharesinthe firm fl oated on a stock exchange. There are certainly many
valid, speculative investments; but that is a determination that can only be made

with hindsight . Speculating is generally ~ best done thru :

hedge funds  or venture capital or angel networks or crowd funding

That you know someone who got lucky by "riding the news flow" ( J. Montier) on a speculative purchase is
nothing more than that. This TV game show, Golden Balls , is an example of a type of speculative behavior:

http://iwww.youtube.com/watch?v=p3Uo§AJ0 3:53 minutes.

Investment s, "forecasting the prospective yield of the asset over its whole life"
Speculation is, "forecasting the psychology of the markets." J.M. Keynes

"The speculators and momentum players would rather look for companies with 100% top-line growth

and no bottom line, and dream about future monetization,"
Martin Sass, founder dfl.D. Sass & Ca Manhattan investment firmwith $6 billionAUM

maki ng

1 Report on tH688 booKhe Confusion of Confudigniseph Penso de la Vega. This is the earliest know work on markets and speculation:
http://www.concentrigliterature.url.tw/issues/Who%20Speaks%20for%20the%20Human%20Today/5.pdf

Molycorp Inc. (ICB is an example of speculating at three levasa commodity play orare-earthsbased on demand or growth forecasts

for their use; Chinaxport policyrestrictingaccess toare-earths, andad | | LILJIe2 a §J¥ - & X0 2 Y R

http://online.wsj.com/article/SB10027834323829104578622011650335422.htmI?mod=WSJ_business_Lead Btr9aa8llection
http://online.wsj.comvakarticles/SB10001424052702303870704579298810741503846?mod=WSJ_hp_LEFTWhat88lawsCollection
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http://www.youtube.com/watch?v=p3Uos2fzIJ0%20%20
http://www.concentric-literature.url.tw/issues/Who%20Speaks%20for%20the%20Human%20Today/5.pdf
http://online.wsj.com/article/SB10001424127887323829104578622011650335422.html?mod=WSJ_business_LeadStoryCollection %20%20
http://online.wsj.com/news/articles/SB10001424052702303870704579298810741503846?mod=WSJ_hp_LEFTWhatsNewsCollection

AFor as | ong as | <can remember i laneohgaehemirhave hesniwareirg sabhoethe and i nv
dangers of irrational stock speculation and hammering away at the theme that stock certificates are deeds of
ownership and not betting slipsé The professional investor has no choice but
day, until the enthusiasm or panic of the speculators and non-professionals has been spent. He is not impatient, nor

is he even in a very great hurry, for he is an investor, not a gambler or a speculator. The seeds of any bust are

inherent in any boom that outstrips the pace of whatever solid factors gave it its impetus in the first place. There are

no safeguards that can protect the emotional investor from h i ms e J. Haul Gétty

Anyone who believes exponential growth can go on forever is either
a madman or an economist - Kenneth Boulding

Thetrader is accredited by thERS when they seek to profit from daily market movements; their trading must be substantial,
continuousandregular; at a minimum, traders should agerd,000 trades per yeandexecute three to four days per week.
Laura Saunder§WSJ- Sep.28, 2013

"Philip Carret, who wrote The Art of Speculation (1930), believed motive was the test for determining the

difference between investment and speculati on. fAThe man who bought United St
in anticipation of selling at a profit is a speculator. . . On the other hand, the gentleman who bought

American Telephone at 95 in 1921 to enjoy the dividend return of better than 8% is an investor. 6 Carr et
connected the investor to the economi c Spealftiot hewbaoateé ne s
C a r r real he ddfined as the purchase or sale of securities or commodities in expectatigafiting by

fluctuations in their pricesd

Benjamin Graham, along with David Dodd, attempted a precise definition of investing and speculation
in their seminal work Security Analysis (1934) .An ifivestment operation is one which, upon thorough
analysis, promises safety of principal and a sadistory return. Operations not meeting these requirements are

speculative 6 Despite besiergrtihg fAhadrysofs, 06 Grahamés definit
0 a fact he confessed years later when he wrote The Intelligent Investor (1949) .  fé Whhiavie clung
tenaciously to this definition, o0 said Graham, Ait is v

in the use of the term 6investoré during this period. ¢
now being applied ubiquitously to anyone and everyone who participated in the stock market. He

explained: fAThe newspaper employed the word O6investor¢
language of Wall Street, everyone who buys or sells a security has become an investor, regardless of

what he buys, or for what purpose, or at what price, ¢
to say: iSince there is no single definition of invest

to define it pretty much as they please. Many of them deny that there is any useful or dependable
difference between the concepts of investment and of speculation. We think this skepticism is
unnecessary and harmful. It is injurious because it lends encouragement to the innate leaning of many
people toward the excitement and hazards of stock-mar ket specul ation. 0o

John Maynard Keynes, best known as one of the founders of modern macroeconomics, was also a skilled
buyer and seller of stocks, bonds, commaodities, and currencies. In addition to thinking about economics,
he was intrigued with the stock market. Tucked inside his magnum opus, The General Theory of
Employment, Interest, and Money (1936) is a chapter titled, AThe State o
Keynes gotrighttothep oi nt , d emiogiatatige tetnspedulationfor the activity of forecasting the
psychology of the market, and the terranterprise[a word he used for investméntor the activity of forecasting the
prospective yield of assets over their whole life®ut the breadth of the chapter has less to do with the
difficulty of defining investment and speculation and more to do with the observation that the lines between
the two approaches had blurred. It is the same point that is driven home 75 years later in, The Clash of
the Cultures: Investment vs. Speculation (2012). In his book, Bogle argued that in the minds of most
individuals, investment and speculation are now indistinguishable.

All market activity lies on a time continuum. Moving from left to right, we observe buyi sell decisions in

the stock market that occur in microseconds, minutes, hours, days, weeks, months, years, and decades.

Although it is unclear exactly where the demarcation line is located, it is generally agreed that activity

occurring on the left side of the time continuum is more likely to be speculation, whereas activity residing

on the right side is thought investmemt meansiomngeterrh ownegship | n Bo gl
whereas speculation is more: short-term trading.

Carretconcurr e d ,  wThe timie reguisite for the accomplishment of the adjustment of prices to values
is a factor of great weight to the speculator. Here he parts company with the investor, to whom it is of little
concern 0

Let me be clear: this not a sneaky attempt to demonize speculation and declare that only investing is



sacrosanct... a speculator that provides insurance and liquidity for the risk-averse farmer who wishes to

enter into a forward contract etrabdel Inelxits memea é&nt Adti ttso ¢
economic model of mutually beneficial exchange that ir
Milton Friedman told us that specul ators who practice
should be thought of as talented researchers who work aggressively to close the pricei value gap. Carret

shared the same opinion. He wrote: fAThe specul ator i ¢
as such, acts as At he adyv an alwaysdogpeng marketfpricéstinge linewithe st or , ¢
invest ment values. 0

AThere is intelligent speculation as there i
Butt here are many ways in which wop@aanl ati on may b

Investing = the production of w  ealth based on contracts and judgments of uncertainty;
coupled with reasonable valuations of cash -flows being discounted to
arrive atan entry  -price. Toinvestin common stock equities  is to place
money into companies  that produce goods & services that are valuable to
others. Itis to pool risks. This bottom -side view is from a discounted,
cash -flow price looking up to a quote; if entry can be made from the
discounted -price and an evaluation of the stock shows at least modest,
long -term growth, coupled with a secure dividend, then a purchase should
be termed an investm  ent. The lowerthe entry price, ceteras paribas , the

more compelling the purchase becomes. Judgments asto the quality of
management and finances sort out the poor prospects. Investing is a
claim on a real, operating business and their recurring cash-flow .
Note: As in many ventures, there are gradations of risk in going from gambling, thru speculating, to investing.
But the fact of gambling as a transfer of wealth, speculating a s the imagining of  wealth, and investingas the
discounting of  productive shares  of wealth, remains. While investing is concerned with the past, present, and
future, itisthe  future that provides the most difficulty; for it is the one time period that is never settled as to itébs
conditions anddata. So the investor has to make assessments about the: current market sentiment; wide  -spread,
economic conditions; a firm's financial status & operating conditions... now and in the future based on an initial,
sorting of claims about these factors using the criteria:  feasibility and probability .

aLdQa |ttt | o 2pebabilitiésksyguicahdn youk side ang Baving a number of things that you think you have
a reasonablechanceof understandingand that you believe arsustainableX ¢ KSy 82 dzNJ 2dzi O02YSas 2y | @8
FlI @2dzNF 6t S 6 K\Bligm Brof8S a G Ay IS é

Entrepreneurship =" What induces an entrepreneur to embark upon definite projects is

neither high prices nor low prices as such, but a discrepancy
between the costs of production, inclusive of interest on the capital
required and the  anticipated prices of the products. The real
entrepreneur is a speculator ( see note belpp@a man eager to utilize his
opinion about the future structure of the market for business
operations promising profits. This specific anticipative
understanding of the conditions of the uncertain future defies any
rules and systematization. It can be neither taught nor learned.
Those who confuse entrepreneurship  and management close their
eyes to the economic problem. In labor disputes the parties are not
management and labor, but entrepreneurship ( or capital ) and the
salaried or wage -receiving employees. The capitalist system is
not a managerial system; it is an entr epreneurial system. I't
is impossible to eliminate the entrepreneur from the picture
of a market economy . The various complementary factors of
produc tion cannot come together spontaneously. They need to
be combined by the  purposive efforts of  men aiming at certain ends
and motivated by the urge to improve their state of satisfaction. In
eliminating the entrepreneur one eliminates the driving force of the
whole market system ." Ludwig von Mises

Note: von Mises skips the gambler but states that, "The real entrepreneur s a speculator.” 1, however, have used

the term "Speculator" in the more common usage to describe a person who has  not seena realistically possible

future but merely a person who has become excited or entranced by the salesmanship of  others ; or captured by
the idea of making a big score or, suddenly becoming very rich.

Pagé.5



"If human nature felt no temptation to take a chance there might not be much int erest,
merely as a result of cold calculation,” J.M. Keynes

Note: As Secretary Clinton said in launching Partners for a New Beginning in April 2010, "Entrepreneurship is a way
of looking at the world and seeing not just obstacles, but opportunities; not just the world as it is, but the
world as it could be; and then having the confidence, the determination, and the resources to move those
worlds closer together."

Note: entre preneurship is the igniting and motivating force for enterprise; all other acts either enhance andsupport
or, burden andhinder such ventures.

Note: Global Entrepreneurship Monitor - http://www.ge  mconsortium.org/

Note: People who can not defer current gratification tend to fail; as sacrifice  is part of entrepreneurial success.

Northwestern University professor Steven Rogers  has shown that the average entrepreneur:
fails about four times before succeeding

Note: the entrepreneur was differentiated by Adam Smith as:
"the difference between the man of enterprise and the man of dull regularity.”

fit's easy to be a starter, bu are you a sticker too?
It's easy enough to begin a job, it's harder to see it through.”
father of Margaret Thatcher in, Margaret Thatcher: The Downing Street Years

Note: Admiral Zumwalt had a military view of entrepreneurship as those active -mined, e nergetic, savvy

commanders who are in constant friction with officers who have long since decided that the best course to

further promotion is to avoid risk and keep their heads down. An example of this can be found here
http://iwww.aei.org/article/palitisublieopinion/betrayingeoftheciasbandofsisters/?utm_source=today&utm_| medlum—web&utm _campaign=040213

AHIi storical analysis shows that pioneers mostly failtermrmakete a | ower
leaders seldom are pioneers. Rather, they are ones who appreciate the discoveries of pioneers, envision the mass market and
expl oit i tGergrdJoTeliist peofedsor & director of the Center for Global Innovation at the University of &ou@elifornia.

CORPORATISM = cronyism= rent -seeking :
Using government power to deliver a private profit, beyond what the competitive system would deliver.

The Market and Bubbles & Momentum 0 Expectations - Cash

The world of investing is always capable of disappointing us, as shown by the recent Financial Crisis. Whose roots were :
financial deregulat ion; Congressional mandate sandcontinued by Congress andPresidents; supported by the  Gree nspan
put ; and super -excess savings from developing nations being placed into Treasury debt, lowering rates ; neglected by
mostly clueless regulators; blessed by the credit  -rating firms; while the institutional investors, bankers, = andhedge funds ran
with it; but the public paid forit . This resulted in a decline in public respect for financial firms . Perhaps if we could rein in,
othose who live on chances(and) conduct the machines of these speculation® we could get the market back to its work as:

a source for re-allocating investment capital andproviding liquidity for investment positions; not a platform for short -

term, speculation -money or to act as a casino table for  traders.6?!

pricing commodities futures  only between the commodities actual : producers ; merchants ; processors; end -users and

another commercial -user or, a traditional/intermediating  -speculator |IFa commercial hedger is absent from the

transaction. Futures trade sonly between commodity -index speculatorswho ,01 ack any r el e & xposur€ o mmer ¢
by either count e rppoaibitedy.dReadhis redortdon burresspeculators at:

http://bettermarkets.com/sitesdefault/files/CFT€620Ci%20Position%20Limi#%20210-14-%20Final. pdf

But | am not waiting for the curtailment of financial speculation andfinancial gambling ; nor is the battle to

gain political power 6 @ C2 NJ @ 2 dzNJ 2 ¢ Ygoiga®cRahge. 2 Ts inG@eatdmNde Sust operate within the

market as it is currently constituted. All you can do is avoid poor offerings and keep holding or buying

quality shares ( at a discoun; plus avoid those bubbles. The economy has now changed with the Federal

Reserve having two policies:  1)the MBS + T-bond purchases ( QE-3=$85bil. permonth ar e there to 0O0sti:l
GDP; talk of tapering should be viewed as: less stimulus(not rate tightening this confusion roils the markeas of 2015 they

1 fiJPMorgan Chase: Out of Control @raham Fisher & Cq.3/03/13 http://www.scribd.com/doc/130291230/GEoJPMOutof-Control

Talk of a final settlement with Federal & state governments at $13bil. is undeeveayr3), with the loss put at $6 bil.; more reports on JPM

available at the above sit€éhe Federal ReserveeBn k of New York failed to examine J.P. Morgan (
banko6s fiLondon Whaledo trading debacl e, despite a redmnmeaded,at i on fr c
accordingtoareportfltheFed 6 s Of f i ¢ e o fthis tradirsgsteatedy came dbteohithiefdnestment Offiqg10). Further, it

was initiated, approved, mandated, and monitored by senior management atthe CIO. Thenewasut hor i zed or dirogue tr ac
Bruno Iksil was repeatedly instructed to execute their strategy despite his several warnings. Jame<BithonJPM, when publicly hearing

that the London positions had become dangeroespotobd Mnvesksi $ what
wrong doing by both the U.K.d&s Financi al Conduct Authority and the


http://www.gemconsortium.org/
http://www.aei.org/article/politics-and-public-opinion/betraying-one-of-the-cias-band-of-sisters/?utm_source=today&utm_medium=web&utm_campaign=040213
http://bettermarkets.com/sites/default/files/CFTC-%20CL-%20Position%20Limits-%202-10-14-%20Final.pdf
http://www.scribd.com/doc/130291230/GF-Co-JPM-Out-of-Control

are continuing to rofover positiony 2)as to short -term interest rates the Fed policy is set thru the Federal Funds
(overnightrate I y & & (i A 3 K (i Byyhe MYAFe)] itivéa s B2 t S0% to ¥4% on 12/16/08 (since raised to %- ¥%on 12/16/15
andto ¥2%- ¥%on 12/14/16) by using open market operations ; the Fed Funds rate is the market rate of interest for
mostly overnight, non -collateral loans between banks with balances held atthe Federal Reservel. Other
Fed options are: Interest On ExcessReserves and Over -Night Reverse Repurchase agreements.

The nation then too late will find, Computing all their cost and trouble,
Directors' promises but wind, South Sea at best a mightybubble *
Jonathan Swift - 1720

* Thebubble metaphor is attributed to Daniel DefoeNfia & dzA S 2F G06dzo6f Sé¢ & UonahanSwiffWratéad G SNY 2y 5
poem in December, 1720 about tigouth Sea Bubblevhich ruined British investors in tf@uth Sea CompanyKeep in mind how

investment bubbles workA bubble always atts with some real factor that takes on increasingly exaggerated importance in the eyes of

investors. The bubble expandsiot on facts buton untethered imagination. People imagine that X will result in eviecreasing prices,

and assume that an etebs crowd of buyers is still behind th&ngéJohn P. Hussman.

An artist explain§inancial bubbleX
http://www.marketwatch.com/video/abubblesartist-explainseconomicbubbles/8CF62DAB532-4B3E923BCIOESFC3AB721.html

AThe common definition of a " bubble " is a condition in which a financial asset or asset class is highly inflated, bearing little relation

to the intrinsic value of the asset. The more practical definition is a market in which all bad news is ignored  and momentum is

the driving factor in the rally . Basically, investors fear being left behind and buy at uncomfortably high levels against better

judgment, oMichael Kahn (hog S@SNE G KA & aoSihihSN adzapaeciSigaiter the\ndarke getliges NS O2 3y AT SR

An explanation and defense of momenturhttps://www.aqr.com/library/journafarticles/factfiction-andmomentuminvesting
fiNo one can see a bubbl eMichatiBuayt 6 s what makes it a

Charles Kindleberger definedbabble as: " a sharp rise in the price of an asset or a range of asset®itiauous process, with the initial rise
generatingexpectations2 ¥ FdzNIKSNJ NA&aSa | yR FGdNIOQlGAy3d ySé6 o0d2@SNEbD 2A0K GKS vy
FaasSd GKIYy AdG& dzaS 2N S| Ny AY DEmdBientdn® AR S TE GANK 4 mBroisiiirtisSdziBdzA fy ae o BM §
sole purpose of selling to others at @avenhigher price. For Kindleberger a large discrepancy between the fundamental price and the market

price reflectedonly excessive debt increas. At some point, perhaps after a prolonged period of time, astute investors will begin to recognize

the gap between marketnd fundamental value. They will begin to sell assets financed by debt or, their creditors may see this gap and deny the
speculates credit. This process of removing some of the excess, debt creation leadspoytpeg of the bubble

Recent bubbles: savings & loan industry in late 1980s - Japanese land & equities in 1989 - tech stocks in 1990 -2000s - housing mortgages in  mid -2000s
The Future
0The future is already hereé

itds just not e wadliamGpsodi stri buted. 6

The future is not exactly knowable; butitis not a complete surprise either. At one level the future, as tomorrow, will

usually closely resemble the past, or yesterday ( till it suddenlyd2 § &)y Ehéiinvesting future is like a great ocean that is

usually calm; but often choppy and occasionally stormy ( sometimes very stormly You need large, modern, well  -maintained

and equipped ships to survive. Only having a really cool yacht is notmy recommendati oné nonudmduntarelr how
action it provides in the meantime.  Finally, maintain a cash -position which can be viewed asa : call -option on the

future ; with no expiration -date ; no strike-price ; for any stock .

fifAgai n and a gm@assion itis drivemhpmet tcdme shat dpportunity is a stern goddess who passes up those
who areunprepared with liquid capital (cash , Bénjamin Rothi July, 1933

To earn the highest returns that are realistically possible, you should invest wipticsiyn Rely on the ordinary virtues that intelligent
human beings have relied on for centuries: common sense, thrift, readigtiectations patience and perseveranc€all them ‘character.’
And in investing, over the long run, character will b&aeded. John Bogle- founderof VanguardGroup

ANOTHER VIEWEBKPECTATIONS 9 @Sy (id I NB y2NXIffeé 0620K FT2NBaSsdDdSy i sy RK HdgySF 2
020K FT2NBaSSIofS YR dzyT2NBaSSH ot S OFaf LISFGH &ixdzNeBS 51 yolidxio AdLd (1C8 yS/s
beforehandd This brings uplivergernt andconvergentexpectationsvhere, d G KS  Fdzi dzZNB A& fF NBHSf & dzyly2.
are bound to entertain different expectations, igivergenexpectationswill be present. Conversely, if the future course of

events is reasonapkertain, different people will have rather similar expectations, in which case we may refer to the presence

of convergenexpectation¥X  w | (efp&ctatiohs models require expectat®ito be convergent #id hocassumptions are to

be avoidedé Subjectivism Intelligibilignd Economic Understanding edited by Israel M. Kirzer

lone of the current, major financial questions i s,hefadlghten,whéenl | t he F

it begins the praodwerlda@omies &e unable to tedligtically seBvice all of the debt currently outstamatingunting

theunfunded obligations) at much higher interest raa@ytighteningwould surely besmall and tentativedéta depende)itand with this comes L\

mar ket fddecviesni dorys what people think the Fed tlonesirkding Institaionhl Sarvicesh a t he

Still, the forces alignedgainstigher rates argreater than the forcésr higher rates. But less Fed stimulursd higher interest rateseans the Fq!

Fed is confident the economy is strengt heni nappenheimetAssddanagemers. i s s%’i I
o


http://www.marketwatch.com/video/a-bubbles-artist-explains-economic-bubbles/8CF62DA4-5532-4B3E-923B-C9E5FC3AB721.html
https://www.aqr.com/library/journal-articles/fact-fiction-and-momentum-investing

Investing Formulae
a1l 25 SOSNI) 0SFHdzli A FdzA& (GKS &0GNI GS3Iegwisstandzhu@h2 d2f R 2001 aA2yl
AArhmet i c tr umps KenlLdwis,\CBQB&Nkdf Arerica2@01- 800% absent countervailing factors

There are two kinds of incomea) contractual income-in economic theory termedrent. It is mainly received by: renteasesyoyalties;
fees; wagegsalaries contracts; and debt instruments b) profit -that which isnot determined beforehand and where the free-cashflow has
not been competed away. The difference between apd b) can be approximately ascribed to thdegree ofuncertainty-bearing each
contains.

Please note that no single formula or combination should be considered determinate in considering to buy or sell a stock. Our goal

is to locate value priced at a discount. We must recognize that, i € p r i csecsrities fnay take a hit, but the underlying values

w o naseott Clemons, chief investment officer @rown Brothers Harriman & Co.Value, to make any sense for investing, must make

some reference to why we hol d t hieisnafershe dbitity tovownvettdhem to casheimbelk eaddny s peaki r
short notice (liquidity), but to generate a cash flow, orincome stream, that continues reliably over some lengthy if not indefinite

period and preserves its purchasing power. Value for this purpose would be the size of such a cash flow that the assets can

support, ®avid C. Patterson, chaiand CEO oBrandywine Trust Group LLC

A c o mp adividénd paying capacity isrelated to average , free-cash-flow. Also consider: near term capitaln eeds;
expansion plans ; debt repayment ; operation scushion (quickratio); all types of contractual requirements ; debt burdens;
past, dividend paying history ; andthe long -term viability of sales /revenue sources. | B Mise8 a free cash flow measure to
evaluate the company@ operating results, plan share repurchase levels, evaluate strategic investments and assess the company@
ability and need to incur and service debt. The entire free cash flow amount is not necessarily available for discretionary
expenditures.o

oUltimately investors have aclaim ,not on oper ati ng &eecashflong& wifatbiMarren Buffett callowner
earning3. Free cash flow subtracts a number of things from operating results, including interest, taxes, preferred

divid ends, and capital spending over  -and -above depreciation . In other words, free cash flow measures what is
actually available to shareholders after all other claims have been satisfied 6. Hussman Funds- John P. Hussman

00ne of t he b eosfitureretuend is igh ofreescash relative to a company's stock  -market value, says Morgan
Stanley's Adam Parker. Free cash, a simple tally of the cash companies clear each quarter, rather than the paper
profits they record, offers a side benefit for investors. It's less subject than non -GAAP earnings to those discretionary
tweaks by managers . 6 Bar r 8/8263

If you are not automatically applying a mechanical formula , then you are operating in this area of intuition, and
if you are going to operate with intuition i or judgment i then it follows that the first thing you have to know is yourself.
The Money Game 1968 edition

d&Three common investing mistakes that invoéraotion: 1) Confirmation biag When people seek out informatigthat confirms what they
are thinking or feeling rather than seeking a contrpoynt of view; 2) Extrapolationg When thinking is hinged around reactions to the latest
piece of news;3) Be active; When people act because they feel pressure to alwayddieg something.In investing, this may mean trading
stock constantly rather than waiting. William Browneof Tweedy, Browne Company LLC

Investing requires a pokuf-view by whichyour fair-valueand quality judgmenfor equity shares can be detereitusing
data from the past five yearsTTM; current operationsetrics judgments as te@stimatesoutlooks; expectations.
And all of this takes place withithe unchanging aspeats factorsof our future §ee pdép.33; c) aprioristi:
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Fair-Value!, Cash-Flow and Free-Cash-Flow + Dividend
FC-F = Operating -Cash-Flow & Sustaining-Capital F-C-Fexpiv. = F-C-Fpershare & Dividend current

F-V = F-C-Fexmicens per snafOr €ach of ten years + TTM times a composite P/E, averaged. Add to this total
their Capitalized Dividend [obviously a stocks divideadmenust have soroepitalization valuapart from any current yigle CajRate
numbeis multiplieoly your Rigkremium rate to get BigidendCapRateThe DCR for 12/25/16 is: 7.0%]. The F-C-Fepividend per shadlUS

the current capitalized-dividend = Fair-Value. F-V = (F-C-Fexov.For gas10- T/ PET Share rorjeas0- 1) / 11)) x P/E ratio +
(current dividend / Dividend Capitalization-Rate) NOTE: Eachstocks FaiValue can also be considered as a percentage ofideek
High orLow; F-V /52-Week Highor Low; this gives you another view as to how the market valuegewsthe F-V.

Note herethe RiskPremium is based on dividirygur future, Treasury interest ratestimates(ratioed) by their current marketrates.

A study by four prominent business school professors on earnings quality shows that 'managed' earnings are not a figment of short-seller imaginations.

In this case, the fudging relies on tools available in the gray area of Generally Accepted Accounting Principles [GAARto make results look better than

the underlying business really is. Based on a survey of 169 public-company chief financial officers (CFQ, with in-depth interviews of 12, the study

concludes that high quality earnings are sustainable when backed by actual cash flows and "avoiding unreliable long-term estimates," TWSJ-

07/19/12The assumption here being that long-term estimates, while unavoidable andnecessary, are inherently #fAunreliable.o

1 GAAP categoizes inputs used in fairalue measurements into three broad levels as folleese! 1: Quoted prices in active
markets for identical assedsliabilities. Level 2 Observable inputs other than quoted prices included in Level 1, such as
guotedprices for similar assetsdliabilities in active markets, similar asseatsiliabilities in markets that are not activecan
be corroborated by observable market datael 3: Unobservable inputs that are supporbgdittle or no market actity and
that are significant to the faialue of the assets liabilities. This includes valuation techniques that involve significant
unobservable inputsl use the actual numbers fromthe company accountsand oneyear out estimates for EPS only



Market Capitalization Rate or cap-rate and Risk-Premium

For my cap-rate | use market and government interest rates. For market rates | use yield on six REITs

(one healthcare; two retail-centers; two multi-sector; one warehouse), one fee-based energy, andtwo, investment-

grade corporate bond index (short + long; finally the 10 Yr.T-bond i TIPS, and Alerian rate; the numbers are
then averaged to produce the cap-rate (before being multiplied by the Rigkemium). Then multiply this cap-rate by
the degree of your requirement for a risk-premium. | use my estimate for the 10Yr. T-Bond and the ratio of
2, 3, 5 year T-Rates to create the risk-premium; it is then multiplied against the unadjusted-cap-rate to get

the: Dividend-Cap-Rate. You still need to create or borrow a formula for your Risk-Premium mark-up
Dividend-Capitalization-Rate.

As of 10/18/1 6 the Ordonnance -E ¢ o n o mi Diveldhd -Cap -Rate = 8.4% = 4.14% unadjusted cap -rate X 2.02 RiskPremium

Free-Cash-Flow Conversion
F-C-F Conversion = F-C-F per sharé Cash from Operations per share

or

As in Fair-Value this can be done for the previous five years plus the current, TTM. This offers a nice comparison for how much a

company can bring their operating-cash to F-C-F . This is where your value will be found; at least for the type of firms | am
interested in following and holding. Examples from May 31, 2013 for, 5 year average:
Verizon VZ = 24% Disney DIS = 48% Novartis NVS = 58% International Business Machitisd = 62%

Margin Adjusted Sales per Share to Lo and Hi Quote per Year

Adjustedalespershareallows you to see how expensive or cheap a stock is in relation to their sales at a
constant net-margin [5%], at historical high or low and current quotes. | do this for the past five years and

the current vy esalesper share. tThermaes ger shaverare adjusted by the net-margin,
which is divided by .05 (the constan) and multiplied against the sales per share. Example: ABC Inc. has
sales or revenue per share of $25.32 and a net-margin of 7.3%. The formula: (.073/.05) x $25.32 =

$36.96 in adjusted-sale-per-share. This is then presented to that years historical high and low price quote
[adj:saleqoershareis divided by their high & low price for each of the past five years + one data set using TTM or current numbers].

As an example: using the $36.96 adj.-sales-per-share if the high quote for a year is $40.00 then you divid
$36.96 by $40 = 0.92 or $.92 in 5%margirsalegpersharefor each dollar of high quote dfitee low quote i

e
S

$30.00 then it becomes $36.96 / $30 = 1.23 or $1.23 in 5%margirsalespersharefor ech dollar of low quote price
Obviously you want more of these 5%margirsalesperdollaper dollar of quote price when you buy a stock.

Adjustedalespershareuse each past years shares outstanding. | use the past five years + TTM. This
becomes one signal that the stock you are considering buying or already own is either valued as:

over -priced ( Sell or Sell Coves@dlls or Do Not Bug under -priced ( Consider Buying or Selling-Caskred Pytor,

somewhere in -between (Hold or Wiitin relation to 5-year+TTMyear-adjustedsalesper-share-averaged

Possible Low or Possible High

Based on the Low-Quote or High-Quote, Margin-Adjusted-Sales-per-Share

Since you have the adjusted -sales-per-share number you can use this to establish a possible
or high quote from the current, sales per share or estimate for the next time period.

low

= (current sales persharex (net margin / .05 )) / (10 + TTMyr. average of adjusted sales perdollar using historicalow quote)

= (current sales persharex (net margin / .05 )) / (10 + TTMyr. average of adjusted sales perdollar using historicahigh quote)

Yield-on-Cost
Your portfolio spreadsheet should have a column where you can maintain the: yield -on-cost
This is simply your averaged cost for a stock, divid ed i nto itds current
of shares divided into total income gives you your portfolio yield -on-cost. While quotes go up
down your cost ( unless you are still adding shares ) will remain constant. If you have selected quality
co mpanies their payout to shareholders should, over time, be increasing . You do not want to

experience: a continuously flat payout; dividend cuts;  and dividend suspensions ( absent any
compensating factors suchtasporaryor shorttermt partial cash oscrip dividends oPIK or warrant compensations

payout.
and
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Other Considerations

Consider the balance -sheet percentages of : equity to liabilities; especially the debt level; andfixed andvariable rate
debt. Return-on-Capital should be higher than any cost to bo rrow; whether thru debt  or newly issued shares.
R-0-C = Cash -from -Operations / (Total -Debt + (Market -Cap or: diluted shares x quot@rice))

0The point | want to make here is that there is a special paradox in the relationship between mathematics andestment attitudes
on common stocks, which is this: mathematics is ordinarily considered as producing preciard dependable results; but in the stock
market the more elaborate and abstruse the mathematics the morencertain and speculative are the conclusins we draw there from.

In forty -four years of Wall Street experience and study | have never seen dependable calculations metateut common stock values, or
related investment policies that went beyond simple arithmetic or the most elementarglgebra. Whenever calculus is brought in, or
higher algebra, you could take it as a warning that the operator wasying to substitute theory for experience, and usually also to give
to speculation the deceptive guise of investmend  Benjamin Graham - The Inelligent Investor 2 revised edition 2003

TheBeautyContest

Anapproachthat is bestleft to full-time speculatorsandtraders

Professional investment may be likened to those newspaper competitions in which the competitors have to pick out
the six prettiest faces from a hundred photographs, the prize being awarded to the competitor whose choice most
nearly corresponds to the average preference of the competitors as a whole; so that each competitor has to pick, not
those faces which he himself finds prettiest, but those which he thinks likeliest to catch the fancy of the other
competitors, all of whom are looking at the problem from the same point of view. It is not a case of choosing those
which, to the best of one's judgment, are really prettiest, nor even those which average opinion genuinely thinks the
prettiest. We have reached the third degree where we devote our intelligences to anticipating what average
opinion expects the average opinion to be. And there are some, | believe, who practice the fourth, fifth and higher
degrees.

Keynesal so anal ogi zed this practice as a gameé

For it is, so to speak, a game of Snap, of Old Maid, of Musical Chairs i a pastime in which he is victor who says Snap
neither too soon nor too late, who passed the Old Maid to his neighbor before the game is over, who secures a chair
for himself when the music stops. These games can be played with zest and enjoyment, though all the players know
that it is the Old Maid which is circulating, or that when the music stops some of the players will find themselves
unseated. John Maynard Keynes

Today you just have to operi® Ameritrade, AMTDF OO 2 dzy i (2 dzaS G KSANJ & ¢ NB yfeatungsb gigeyjout 6 A G G SNE | y
G ONBE2RINDSR YIN] SG AyaRxIKKS YRS sedwBlyedriwhégiukdn haveriow?
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the clients Raghuram Rajan, the governor béReserve Bankf India and among the few economists who foresaw the last financial crisis,

warned last week thdtsome of our macroeconomists are not recognizing the overalkiypitd risks. We are taking a greater chance of having

another crash @& time when the world is less capable of bearing the ¢ogbstors saywe will stay with the trade because central banks are

willing to provide easy money and | can see that easy money continuing into the foreseeabldtfsitinesame old storyThey add'l will get

outbefore everyone else gets oufTthey put the trades on even though tkegw what will happen as everyone attempts to exit positions at the

same time." Aug. 08, 2104 Someone needs to lookup the meaning of: fiduciarfyaufire-door exitissue

Speculating
Some investment cases rest only on légagn optimism. In a model fokmazonstock, published by Morgan Stanley earlier

this month,89% of the nepresentvaluerelated to casklows forecast fo2020 and beyondNow look atTesla A report by

an analyst at Jefferies plac828% of the nefpresentvalueunderlying the analyst's $210 target price relates to ctsivs
expected in”2020 and beyond When JP Morgan Chase raised its target pric&dégtain August86%of the discountedcash

flow valuation related t02020 and beyondThe same figure for a model published last month by Deutsche Ban&##%&s
CKA& Aa Fff KeLsS | yR S Za228haMbBegoyidlils shevaluntiondptiose Limre Gshiio®d & K
discounted to the presentThis is merely done to justify the current quote for the: clients; future cli@antshusiness
relationships. TWSJOct. 2013

A skeptic's viewpoint:
http://www.skepdic.com/economicforecasting.html
The above site, as it relates toOrdonnance-Economics Investments O , does not directly address quality of holdings, purchase of
same at a discountto F-V (except to claim it is not possible), the embracing of modest or realistic goals, and investing in economically
foundational corporations. A You can ovéammeg, fout ai tC wo nRichardéluremtz go t o zer o, O

A five part video of Warren Buffet on investing:
http://www.gurufocus.com/news/697 1/warrentbuffett-mbatalk-at-universityof-florida-videos 9/10/09

The tendency to repeatedly drop strategies that are down_and enter new ones thatare up isamong the main reasons
for poor , long -term investment performance. It demonstrates a lack of  understanding of investing

Howard Marks oDaktree http://www.oaktreecapital.com/MemoTree/Dare%20t0%20Be%20Great%20II.pdf
This is highly recommended reading for thqaitting in many hours per day, every day, into their investing


http://www.skepdic.com/economicforecasting.html
http://www.gurufocus.com/news/69071/warren-buffett-mba-talk-at-university-of-florida-videos
http://www.oaktreecapital.com/MemoTree/Dare%20to%20Be%20Great%20II.pdf

Go to the Sourée
U.S. Governmenidnd Other DataSites

\

Al n God We Trust. E v &Vithgutdatagas W. Edwazrds DelningiomeegsaidD a t a . 0
Michael Bloomberg Ayoudbre just another person \

Recent Balance-sheet Trends: http://www.federakeserve.gov/monetarypolicy/bst_recenttrends_accessible.htm
Money Supply: http://www.federalreserve.gov/releases/h6é see CFS and Divisai M4 below
Velocity of Money: http://research.stlouisfed.org/publications/mt/page12.pdf
Some money will be withheld from circulation to maintain a conditionliofuidity - stability of accounts- security - opportunity

AThe circulation of confi dence 0 James Madisagfourth H.8Fmesidete ci rcul ati on o

x  Federal Reserve Monetary Policy Report - http://www.federalreserve.gov/imonetarypolicy/mpr_default.htm
X FRBSF Research Views: http://www .frbsf.org/economiaesearch/publications/fedviews/
x  Liberty Street Economidsa blog of the Federal Reserve Bank R¥p://libertystreeteconomics.newyorkfed.org/

Federal Reserve Bank of Boston: http://www.bostonfed.org/news/speeches/
New York: http://www.newyorkfed.org/newsevents/speeches/
Philadelphia: http://www.philadelphiafed.org/publications/speeches/plosser/

Cleveland:
http://www.clevelandfed.org/for_the_public/news_and_media/speeches/index.cfm?y=2013&DCS.nav=Local

Richmond: http://www.richmondfed.org/press_room/speeches/president_jeff_lacker/
Atlanta: http://www.frbatlanta.org/news/speeches/

Chicago: http://www.chicagofed.org/webpages/publications/speeches/index.cfm

St. Louis: http://research.stlouisfed.org/econ/bullard/jbotherspeeches.html
Minneapolis: https://www.minneapolisfed.org/news-and-events/presidents-speeches
Kansas City: http://www.kansascityfed.org/speeches/index.cfm?sid=141

Dallas: http://www.dallasfed.org/news/speeches/fisher/index.cfm

San Francisco: http://www.frbsf.org/our-district/press/presidents-speeches/

Federal Open Market Committee i FOMC: http://www.federalreserve.gov/monetarypolicy/fomccalendars.htm
1faz OtA0l 2yY t2tA08 ¢22f4aY 1 AGSY&Ad FyR wSLRNIAY o AdSya X (2L ST

Alternative Measures of Labor Underutilization: http://www.bls.gov/news.release/empsit.t15.htm Note measurementU-6

Go to: icurrent J Ontp7/8wwdls.gop/jiVs 3@n R2iyg lilRzi giiwh g ¢ {atb:Ssa NBEE S aSé
Wages increases for labor is a major component of inflation

Labor Participation Rate: http://data.bls.gov/timeseries/LNS11300000 Start and stop years can be selected from: 1948 to present
Employment Cost Index: http://www.bls.gov/news.release/eci.toc.htm

Employment Diffusion Index: http://www.bls.gov/news.release/empsit.b.htm At bottom¢ read footnote 5

Recent, Federal Reserve, Balance Sheet Trends: http://www.federalreserve.gov/monetarypolicy/bst_recenttrends.htm

Household Debt Service andFinancial Obligation Ratios: http://www.federalreserve.gov/releases/housedebt/
Shows just how regllwell off are the consumers

llputa D2 G2 GKS {2d2NDS¢ K SoNghal Soarbehnt thaBhéraiLtye dnterpretatiGnihatimiaterial kySsomeone
else. While their explanation or use of material may be proper and valuable it does no harm to-doethksources. R.H. Coase wrote an
Saale GAGf SRI a¢KS od. toBKtiexplainzdtBe histgticad ofiging andt private/publia relations of lighthouses. He wrote

GKS LI LISNI aAyO0S (KS af A3IKGK2 dizedne astedtionded tieRecesdity fargov&nmsérdid pfaivelasdnice ( Iyt
GKFG LINAGEGS odzaraySaasSa 02dz Ry Qi ¢ progerylrightsfar cdleStioNdfli§hthousesfeesi Mppérenty2 & Y$
no one bothers to read his wofkst before using the metaphor as a trump card to objections to inordinate, government interfenence I

the marketplace. Recommend you read it athttp://stevereads.com/papers_to_read/the_lighthouse_in_economics.pdf o
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Industrial Production andCapacity Utilization:  http://www.federalreserve.gov/releases/G17/Current/default.htm
Beyond82% - 85%inflationbecomes a worry

Aruoba-Diebold-Scotti Business Conditions Index: http://www.phil.frb.org/resesardtiata/reaimecenter/businessenditionrsmdex/
Tracking the Economy:  http://research.stlouisfed.org/economy/  Industrial Production - Real Retail Sales - Real Disposable Personal Income - Employment
Chicago Fed National Activity Index (CFNAI):  http://www.chicagofed.org/webpages/publications/cfnai/index.cfm

U.S. Economic Activity (Dallas Fed) : http://www.dallasfed.org/assets/documents/research/econdata/us-charts.pdf

Flow of Funds Accounts of the United States (Z1):  http://www.federalreserve.gov/releases/z1/

Beige Book: http://www.federalreserve.gov/imonetarypolicy/beigebook/default.htm

Survey of Professional Forecasters i Phil Fed Res Bank: http://www.philadelphiafed.org/research-and-data/real-time-
center/survey-of-professional-forecasters/

Productivity: http://www.bls.gov/news.release/prod2.toc.htm

TED Spread: http://www.macrotrends.net/1447/ted-spread-historical-chart

Other

Investor-Insights : John Mauldin:  http://www.mauldineconomics.com/frontlinethoughts free subscription

Hussman Funds : http://www.hussmanfunds.com/weeklyMarketComment.html

DiMartino Booth - Money Strong L2 aG Ay 3a |+ i hig/Aindninobaothiceny

John B. Taylor (bio: http://wwyjohnbtaylor.cojn/ http://economicsone.com/

Ti m D biy littp://pdges.uoregon.edulditly/Fed Watch http://economistsview.typepad.com/timduy/

BlackRock - Investment Commentary:
https:/lwwwz2.blackrock.com/webcore/litService/search/getDocument.seam?source=LITMOD&contentld=27789&venuexi3ElB diMRElured28&cmp=r

emc&cid=emc:russk_em:e42:e42

The American Institute of Architects - Architecture Billings Index:  http://www.aia.org/practicing/economics/AIAS076265
go downto: Currentissue

North America Rail Freight Traffic: http:/railfax.transmatch.com/ partial access is free $60 per year

Institute of Supply Management i Manufacturing Index click on: Latest Manufactuéh w h . LG A&a Y2NB | ayz2g
http://www.ism.ws/news/content.cfm?ltemNumber=1318havitemNumber=22307

Project Syndicate: A World of Ideas- Ec o n o mi s t shidp:/A@xNwiprpject-syndicate.org/economists-club

Center forFinancial Stability (CFS) :  http://www.centerforfinancialstability.org/ select: CFS Money SupplRivisia M4 report
See here for an explanation of DividitMAciimateerinvest.blogspot.com/2013/d2dussyppltoforecast.html

Economic Policy Uncertainty :  http://www.policyuncertainty.com/us_monthly.html

Excellent site for economic & investing charts : http://www.advisorperspectives.com/dshort/updates/index.php

Manufacturing & Trade Inventories & Sales : http://www.census.gov/mtis/ click on: Full Publication in PDF

Investment Research Subscriptions - asofi30/z
Morningstar : http://members.morningstar.com/memberstpages/PremMembership.aspwo yearsonlinefor $339
Value Line : http://www.valueline.com/  one year for $95 online
Standard & Poors Outlook :  https://us.etrade.com/home available for EXTRADE customers
The Wall Street Journal :  https://buy.wsj.com/offers/pages/OfferMultila?trackCode=aaqa209l#details online costs 855per year
+ newspaper add $35
Bar r o mtfp:#www.subscription.com/barrons-online/  online costs $2280 per year
Rail Time Indicators i American Association of Railroads: https://www.aar.org/newsandevents/Pages/Rail-Time-Indicators.aspx

Subscription is $5 per yeaii 12 issuesis Pdf see: RailFax - freefor limited data- http:/railfax.transmatch.eo/
see: The Cass Freight Indexhttp://www.cassinfo.com/TransportatidixpenseManagement/Suppi€hainAnalysis/Casd-reightIndex.aspx
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http://www.ism.ws/news/content.cfm?ItemNumber=13130&navItemNumber=22307
http://www.project-syndicate.org/economists-club
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Economic Reading

For aline accessn addition tobookrecommendations ongf-p.137x 32 {2 X

http://oll.libertyfund.org/ipti@Roption=com_ staticxt&staticfile=show.php%3Fcollection=42&Itemid=27
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power is limited; that in a given time, it Bdut a given number of hands, and a given quantity of capital; that by forcing it to enter upon a kind

of work which it did not previously execute, we almost always at the same time force it to abandon a kind of work wiielétdte: whilst

the mostprobable result of such a change is the abandonment of a more lucrative manufacture for another which is less so, and which

personal interesthaR Sa A 3y SRt & 2 BSINEin@drelg dé Risiondi  Political Economy- 1815

How the governmetQ desire toavoid the market as noted by Sismondi above, leads to negative ends; which are far more disruptive and
economically depressing than the market operations beloged by government edict.
http://online.wsj.com/articles/germanggpensivegambleon-renewableenergy1409106602?mod=WSJ_hp_LEFTWhatsNewsCollection

The U.S. Debt Clock

For those not afraif mindumbingly large money numbers
But remember, it will beghkeconomy in 200r30 or 50 years,
regardless of the debt lgnes] that will actually support us.

http://www.usdebtclock.org/

The only source of lasting prosperity is a stronger supply side
It is essential to move away fromdebt as the
main engine of growth, o

Bank for International Settlements - 2014 report

Lord Kelvirhad adictum that when
something cannot be measured expressed in numbers,

"your knowledge is of the meager and unsatisfactory kind."

Climate Updatétimate Change Reconsidered II: Physical Sé@mmgevernmental International d"&tighate Change
http://climatechangereconsidered.org/
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CNN Larry King Weekend i Interview with Bono - December2002

BONO: ... Ireland has a very different attitude to success than a lot of places, certainly than over here in the UnitedrStadJnited
States, you look at the guy that lives lretmansion on the hill, and you think, you know, one day, if | work really hard, I could live
in that mansion. In Ireland, people look up at the guy in the mansion on the hill and go, o‘endgging to get that bastard

fiCircums tances (which with some gentlemen pass for nothing) give in reality
to every political principle its distinguishing color and discriminating effect.
The circumstances are what render every civil and political scheme
beneficial or noxious to mankind.

Reflections on the Revolution in France
Edmund Burke

Pagezg


http://oll.libertyfund.org/index.php?option=com_staticxt&staticfile=show.php%3Fcollection=42&Itemid=27
http://online.wsj.com/articles/germanys-expensive-gamble-on-renewable-energy-1409106602?mod=WSJ_hp_LEFTWhatsNewsCollection
http://www.usdebtclock.org/
http://climatechangereconsidered.org/

Investing andthe Future

A "ltis hard to forecast, especially the future,"

Yogi Berra

A AEverybody has a plané until they get punc
Mike Tyson

Probably said after Tyson (ranked #1 by Ring Magazine ) was knocked -out by

Buster Douglas (ranked #7) on Feb.02, 1990.

Ailt is not given to human beingsé
to foresee or to predict to any large extent
the unfolding course of events. o

Winston Churchill

Three econometricians (named: A, B, J3yo deer hunting. A spots a deer but his shot goes to the right of the deer.
Then B shoots but his bullet goes to the left. C gets all excitedands ay s, fWe got him. o
Funny? No? OK, how about this one é

An old economist joke goes like this: A businessman interviews a mathematician, an accountant, and an economist for a job. He

asks them, AWhat is 2 + 2 2?0 The mathematician answers, stiExactly
depreciation, and t ax @heecanomaistwakpqver o the doar,tsheits gnd lacksat, closes the blinds on the
wi ndow, and | eans over and soft |lyeswsidisight AWhat do you wan:

Unfortunately this is not a joke. There are a sufficient numbe&cohomic aalysis firmsr organization®perating today to supply you with
a lengthy, complicated, welourced report to provide you with thiatellectualcoverto provethat: i 2 G 1S Y2y S& FTNRBY da! é | yF
is both economically reasonable and legalltified @overnment does it all the timje Here aretireeexamples:

1) To hold-off a management reshuffle: William Ackm#&e(shing Square Capital Management)lwénted a new CEO @anadian Pacific

Railwayand said that theoperating ratio(expens as a percentage of revejumuld go to 65%y(/5: A & O2 y &.ATReSchidpiny a 32 2 Ré
paid $5 million forastudyli K & Of F AYSR G(KS GFNBSG 6l az adzyNBIFHfAAGAO FyR dzyl OKASQI ¢
veteran Hunter Harriso. Pershing Squaneill triple their investment It was 69.9% for 2013 and 68.3% for the first half of 2014.

2) To get more for your sale to a ESAR:2007, Joel and Linda Spear decided toSmmithern California Pipeline Construction Ite workers.

The stock plan's appraiser said the Tustin, Calif., water, sewer, and-dtaimpsystem installer was worth about $20 million. The couple then

asked for anew appraisaffrom a different firm, according to a lawsuit filed by a bank that later becimaestock plan's trustee. The second

appraisal came in at $35 million, citing higher revenue projectiwagidedby the couple This resulted in a higher sales price and a larger debt

load for the ESOP to finance the purchase. Bulldozer operatondobent got 18,500 shares of company stock, once valued at roughly

$65,000. Soon after the sale was completed the company cut its revenue projections by roughly 50%. The company sh20@#owisin

ESORhares are now worthless

3) To build what pu want to build: In 2007 a study for estimated ridership of a 16 mile -tgjhsystem between Bethesda and New Carrolton

Maryland (at a cost of $150 million per mile) was too low to receive Federal aid. John RotcadiB f | yeRuQef Trén§obation)in Oct.

2008hired ParsondBrinckerhofflan engineering firmfo do anew study; an presto, ridership estimatesow becamehigh enougho be eligible

for Federal money. In April 2008r.t 2 NOF NA 6 SOFYS t NBadhol YI &3 hkl&ttddaécdmebrioticefr&sidensS G 1 NE ©
andnational directorof strategic consultindorX Parsondrinckerhofk (i K S LINRcEVSAS of AugastGild A £ €

See pif-p.8 fn 1 Reports on: technology; economics; and lavd 2 (i 2 X
A http://www.techpolicydaily.com/technology/thredorms-bad-analysispt-1-bac-
engineering/
A http://www.techpolicydaily.com/communications/thredorms-bad-analysispt-2-
economics/
A hittp://www.techpolicydaily.com/communicatins/three-forms-bad-analysispart-3-law


http://www.techpolicydaily.com/technology/three-forms-bad-analysis-pt-1-bad-engineering/
http://www.techpolicydaily.com/technology/three-forms-bad-analysis-pt-1-bad-engineering/
http://www.techpolicydaily.com/communications/three-forms-bad-analysis-pt-2-economics/
http://www.techpolicydaily.com/communications/three-forms-bad-analysis-pt-2-economics/
http://www.techpolicydaily.com/communications/three-forms-bad-analysis-part-3-law

Investing is choice in the face of bounded uncertainty

A decision can_not _take place if these conditions apply

a) for each act, there is only one outcome | a single result based on one performance 1;

b) the outcomes can be ordered by preference [ social, technical or bureaucratic arrangements |

c) you know, with perfect foresight, the consequences of an act or alack of unce rtainty;

d) it merely becomes a mechanical selection [ routine ; aformulaic or regulatory selection ;

e) there exists  un bounded uncertainty as to consequences [ astate of chaos];

f) the universe is assumed to have a predestined history ; where everyth ing is settled
and determined from the start [ usually in the form of the Will-of-God theory or Fate or very rigid,
social custom ].

iDeci ssonhoice in the face of bounded unce
Decision Order and Time byG.L.S. Shackle

If uncertainty disappears thereisno  basis for choice -

This is noted by Frank Knight  [Risk, Uncertainty and Profit ] where he differentiates between risk as a

"quantity susceptible of measurement" [ eg. risk measurement in the insurance sgnsind "unce rtainty," which is
"unmeasurable.”  For Knight it is this  uncertainty that, "forms the basis of a valid theory of profit." If
uncertainty were to disappear then all future costs and prices would be known in the present. Future

demand would become closet 0 present consumption [ the only alterations being those produced pypulation changes
and resource discovely Most entrepreneurial skills would become useless; economic affairs would stagnate

and management  would become a routine affair. Eventually all business profit disappears, as firms
approach merely break  -even in their account books. Any gains would  decline as contracted returns
shrink, entrepreneurial talents become bureaucratic skills, and innovation 1 evaporates within a rigid

and stagnant, econ omic system ie. theevenly rotatingeconomyof Ludwig von Mises or, the economy minus
entrepreneurship(discovery; choigémaginatioi. http://mises.org/journals/rae/pdf/RAE3_1_8.pdf

We have the needto  reduce our ignorance of the future - "to pierce the thick darkness of futurity.”
Some minds are able, "to grasp existing conditions completely enough for forecasts of the future and,

eventually, appropriate action, to become possible " Prices & Production and Other Works - Friedrich A. von Hayek

Douglas C. North de fin es uncertainty as: "a condition wherein one cannot ascertain the probability

of an event and therefore cannot arrive at a way of insuring against such an occurrenc e," Institutions

Journal of Economic Perspectives, page 106, Winter. 198, you can and do make ( informed) assumptions about the

stability and resiliency of the economic future as to itds |
norms of economi ¢ behavior. And from these assumptions will come your portfolio decisions.

As Buchanan viewed it,  "Costs are normally judged by their money cost. But to the dollar cost
there are added judgments as to: a) individual, imagined costs b) future, commerc ial considerations
c) the weight of political feelings ~. While minor choices can be made based solely on dollar cost, the
balance of decisions in regard to cost is subjective : it exists in the mind of the decision-maker and nowhere
else."

James Bucha nan, Cost and Choice: An Inquiry  in Economic Theory

See: Professor lvan Pongracic s - lectures on Public Choice .
http://www.youtube.com/watch?v=bXIH9Uzs3iA&feature=youtu.be

"Chancethen exists not in nature, and cannoteadst with knowledge; it is merely an expression for our ignorance

of the causem action, and our consequent inability to predict the result, or to bring it about infalltrighability

belongs wholly tahe mind; this indeed is proved by the fact that different minds may regard the very same event at
the same time with totallgifferent degrees of probability.'Wwiliam S. Jevons 1883882

Coase notes, "that government has powers which might enable it to get some things done at lower
cost than could a private organization. But the government administrative machine is not itself
costless. It can, in fact, on occasion be extremely costly" (eg. May 2014 VA scandal. perhaps because,
"The firm hast o make market agreements with the owners of the factors of production that it uses;

the government is able, if it wishes, to avoid the market altogether, which a firm can never do... But

1 "Anything that moves toward one-of-anything, you're going to have less innovation --- one provider, one payer,
one manufacturer,” Hadley Ford, CEO, ProCure Treatment Centers Inc.

Pa9625

~ Definition of a political question: that which is incapable of judicial resolution.


http://mises.org/journals/rae/pdf/RAE3_1_8.pdf 
http://www.youtube.com/watch?v=bXlH9Uzs3iA&feature=youtu.be

the government administrative machine is not itself costless." The c osts are: higher administrative
expenses in government; political pressures that lead to higher costs; "operating without any

competitive check;" and applying inadvisable regulations, "in  some cases in which they are clearly
inappropriate. But equally ther e is no reason why, on occasion, such governmental administrative
regulation should not lead to an improvement in economic efficiency."”

Ronald Coase, "The Problem of Social Cost," Journal of Law and Economics , October, 1960
a) See Appendix H McGoven on regulatiori pdf-p.126

b) To quote on@nalysisof the proposed rule change to the Clean Water Act of 197t he pr eambl e provi des so many
jurisdiction that very few remote and seemingly unconnected ponds, wetlands, or ephemeral washes in a watershed wilhesersoe dee
insignificant that the federal government | eaveswhettegagligis i on t o t he
excludedori s an fiephemer al st r eamo Thaiaténtionabaghiguity éeavestlahdewné&fia perpetupl stadetob ¢ t i t
legal jeopardyThe di stance between the finavi g a isthedifferantecdbetweenocommorhsensdanduro an d
current calamity

c) Many problems arise for society from the pursuipofismorint el | ect ual worry about t hietoosesteasc a | abus.

of interest which activists preféw focus Aside from the economic damage (added debt; jobs lost; declining produdatiorsasing pricéevel)

is the cost to theule-of-law by those seeking bureaucratic power thru:-mgulatory use of guidance documents; creation of ¢ag/al

barriers editing of administrative law; the samdsettle gambit; and the internakpansion of definitions. Finally, using secrecy and stone

walling to: avoid, delayandcomplicate exposure of regulatory abuse by the Congressionadighticommittees anpublic scrutiny. Lookup

thetheory of second best which appears to be a way to avoid the helzayd of governmentSee Ten Thousand Commandments: An Annual

Snapshobf the Federal Regulatory State Competitive Enterprise Institute 2015 Editio
https://cei.org/sites/default/files/10%2C000%20Commandments%202015%200512-2015.pdf

d) Regulations exigb correct some problenthey then evive to: protect existing businesses; provide government revenue; jtstify
bureaucracyincrease Congressional power

Ron Bailey writing atason.com

For decades, an increasingly large percentage of our economic output has been moved from the positive-sum game of markets and
private property to the zero-sum game of government and politics. According to the Office of Management and Budget, total
government spending in the U.S. rose from 17 percent of GDP in 1948 to 35 percent in 2010. As public choice theory predicts, the
more resources government bureaucracies control, the more lobbyists, crony capitalists”, and entitlement clients will appear seeking
to divert handouts into their pockets. Such would-be beneficiaries need experts to construct the facts that they use to justify to
political patrons and agency bureaucrats why they deserve a share of the government's largesse. To the extent that we live in a
"post-truth era," it is in good measure because it pays so well to dissemble, exaggerate, spin for government grants and favors.

Certainty and Investing

fi B yincertain knowledge , let me explain, | do not mean merely to distinguish what is known for certain from

what is only probable . The game of roulette is not subject, in this sense, to uncer tainty é Or, again, the
expectation of life is only slightly uncertain. Even the weather is only moderately uncertain. The sense in which |

am using the term is that in which the prospect of a European war is uncertain, or the price of copper and the rat e

of interest twenty years hence, or the obsolescence of a new invention, or the position of private wealth owners in
the social system in 1970. About these matters there is no scientific basis on which to form any calculable
probability \ddhaMaynare rKkeypes - The General Theory of Employment, Interest, and Money

The factors involved include the present and future state of: the world economy; the national economy; political

and soci al r i isdls;triabor sompettiked gosition; its financial condition (income statement; balance

sheet; cash -flow statement); government regulations; consumer and commercial demand; the violent spread of

that universal ideology : anti-Americanism; radical, jihadist , Islamist upheaval in Saudi Arabia ( collaps of the House of Saud
that originates outside but is supported inside thg; Kirgydaiture to support Israel; Naxalite violence in India; terrorism by

ISIS and i t 6 s i n f(dr $ome othér o skmist terrorist group) ; upheaval in Chinaor  Turkey or Brazil . All these
factors bear, in varying degrees, on your stock portfolio 6 dehavior ; and ultimately all  these factors must be taken
account of based on your:

fisubjective estimate of the relevant probabilities and
assignment of confid ence to the evidence, with an accretion of evidence
increasingtheweight attached to a propositioné and the weight att

to such propositions change, not in a random or unpredictable manner, but
in a consistent manner in response to events." Keyn es by way oMinsky
Aié practically all decisions as to conduct in real |life rest upon c
opinions which, on scrutiny, easily resolve themse)/lfivdeosesi nntoot an opir
expec t to have his expectations verified by the results in every case; the expectations on which he really counts
are based on an average; on an estimate of the long -run value of his  estimates . &isk, Uncertainty and Profit, F. H. Knight

" "Recall the famous case of Paul Wolfowitz who, on becoming World Bank president in 2005, made withholding loans to corrupt
governments an explicit goal of the bank. Like a swamp's toxic gases, the bank's bureaucracy, abetted by amoral Western
governments wanting access to corrupt but lucrative foreign markets, joined to expel Mr. Wolfowitz," Daniel HenningeTWSJ, 4/03/13

" Riskcomesfrom solidarity groupingd®ased on racendblood (the nation)and radicalized faith in religioar ideology.
"Beyond that group, feelings of love and humanity do not apply,” Robert D. K&ptatfor - https://www.stratfor.com/


http://www.gfb.org/ditchtherule/WOTUS_information_toolkit.pdf
https://cei.org/sites/default/files/10%2C000%20Commandments%202015%20-%2005-12-2015.pdf
https://cei.org/sites/default/files/10%2C000%20Commandments%202015%20-%2005-12-2015.pdf
https://www.stratfor.com/

This weight of the evid  ence is a combination of the degree of the evidence's economic relationships and

the size of their impacts, based on the economic magnitude of their withdrawal from or engagement
with the economy (OB over time. Therefore, to invest requires decisions andconative action based on
judgments of uncertain things orevents t o comeé not fixed pr ob absiafisticily es as i n

insurable occurrences  or catastrophic events eg. an immense asteroid hitting the U.S.

Probability % 0 5 10 20 50 80 90 95 98 99 100

Decision Weight 0 132 | 186 | 26.1 | 421 | 601 | 712 | 79.3 | 854 | 90.3 | 100
Thinking, Fast and SlowDaniel Kahneman page 315

Despite the use of fixed numbers above | the pointi s that we value a gain less than  we value avoiding a loss. We
disco unt our estimates of probability, as prudence and experience dictates we should. Avoiding a capital loss or merely
producing a failure to gain or a moderate gain has more value than a large potential gain and its associated risk.

risk is invest ing € the more you increase risk the further from investing

"To trace something unknown back to something known is alleviating,
soothing, gratifying and gives moreover a feeling of power.
Danger, disquiet, anxiety attend the unknown --- the first instinct is
to eliminate these distressing states.
First principle: any explanation is better than none
The causecreating drive is thus conditioned and excited by the feeling of fear.”

Friedrich  Nietzsche

Uncertainty, volatility, andrisk are not the same thing

a) The future isuncertain, nobody knows for sure what an investment will do in the following yeacthe
demand for "certainty" as the future of a stock is not a realistic requeddme persons dislike receivingixed
signalsas to how to proceed but nothing is guaranteed. It seems to boil down to a wish for safetyniotaking
losinga basis for any investment. Perh#pes closest source for minimal risk would Besasury Inflation -
Protected Securities (TIPS). These are securities whose principal is tied to the Consumer Price Index (CPI).
The principal increases with inflatiamddecreases with deflatio When the security matures the U.S. Treasury
pays the originabr adjusted principal, whichever is greater. TIPS pay interest every six momthgpswatch.com/
Maybe using théill -I-can sleepat-nightrule as aguide to percentage weighting. Best to buy quality,
fundamental stocks at a discoantip | a c envestmennefws 0 i nperapedtive.r g e

Uncertainty: ARisk means more things can hap
Elroy Dimsorg London School of Economics

b) Look at an investment under its status as a market participant. An investment's vetgrshoutlook is
subject to many events, both directly and indirectly, and theretoqgeriencegricevolatility . But price
fluctuations can look like opportunity if they are way belew, this is the time to buy or the quote is way
above FV, and youo wn s h a raeallér ssll@ut; lor immaterial if you already own shases discourn
Fairvalug. This would be from droadbased, fundamental valuation peaftview. Also, a time horizon longer
than next week or next month or next quartevese to make today's quote drop or rise uninterestirfipd a
time horizon othree tofive yearsacceptable; for options | use two to four monthasdy going out toa year.

c) Risk could be described as having two modes: 1) making a peestment decision from lack of research &
study andhenpaying too much for iand2) the permanent loss of mastll of the capital placed in any
investment. Playingpennystocksor, trying hotlPOs or, daytrading or,buying the sexy, tery-stock or, using
pricemomentum or, playing the foreigncurrency or commodities markets all wilcreasey our por t f ol i o €
risk; so will those highlycomplex hedging techniques

Uncertainty andvolatility - see pdf-p.33 Nomologic c) i) thru vii) See: The QE Sandpile - Ubiquity, Complexity Theory, and
Sandpiles - http://www.investorsinsight.com/blogs/thoughts_from_the_frontline/archive/2013/05/05/the-ge-sandpile.aspx
"If we define a permanent loss of capital as a decline of 90% or more in a single year (then) In the broad market only around 2%

of stocks suffer such an outcome," Value Investing: Tools and Techniques for Intelligent Investment, James Montier. Another I\
risk is watching your purchase stagnating for yearalso describedas alossthru opportunity -cost or, missed opportunities.
1 Thesan Diego County Employees Retirement Associaiosing leveragendderivatives (on stocks, bonds, commodities) to possibly boost N
performance in their 79% funded holdings for 39,000 active & former emggoyEhe account manag8alient Partners LPis puttingat risk ¢l

almostdouble theamount in theretirement account Perhaps funding 100% of the account wok1 d


http://tipswatch.com/
http://www.investorsinsight.com/blogs/thoughts_from_the_frontline/archive/2013/05/05/the-qe-sandpile.aspx

The risk is not in the stock certificate. It's not in the exchange. It's not in the company fully.
I mean, most companies are much steadier than their stocks are. The risk is in thebehavior of the
investors . And if investors are behaving prudently, that's good.
If investors are panicked and dumping their securities then the market becomes safer
and if investors are buoyant and overconfident then that's dangerous and we should recognize that.

Howard Marks; Oaktree Capital Management

+ The main point is as follows: considering differgissible scenars (incertaintyof the future
butnot an infinitely uncertain futureandthe volatility (nherently creating buying opportunjtpf the
stockmarket, the probabilitgf making a poor investment decisioBKreward in carefully
selected investments isduced by following: proper investment guideliaesmetrics
conservative benchmarksjdmodest, valuing techniques.

During World War Il, Kenneth Arronfjobel Prize in ecssovaiCss a weather officer in the Army Air Corps. He and his

team werecharged with producing monthahead weather forecasts. Being a disciplined analyst, Arrow reviewed the
OAAT OA 1T £ EEO POAAEAOEIT O AT Ah OOOA AT1 OGCER ATT £ZEOI AA OOAOQE

random rolls of dice. He asketb be relieved of this futile duty.! OOT x50 OAAT 11 AAOGEIT 1 £ OEA OAOD
POEAAI AOOq, O4eEA ATi T AT AET C CATAOAT EO xAl 1l AxA@Ami@EAO OEA |
purposess 0

Scott Armstrong, an expert on forecasting at the Wharton School of the University of Pennsylvania, has developed a
"seer-sucker" theory: "No matter how much evidence exists that seers do not exist, suckers will pay for the existence
of seers." Even if experts fail repeatedly in their predictions, most people prefer to have seers, prophets, and gurus
tell them something, anything at all, about the future.

The future: inductive inferences - expectations

Reasons versus Causes
Beware of norhistorical, predictive models. Theathematal theory for any precise, predictive model is dubious;
as they do naind cannotfully look at all the fundamentalglus currentnd historical circumstances that drive
economic cycleandgrowth Then there ishe specificallyunpredictablehuman asgcts ofanyfutureé

"It is like watching two men seemingly walking in the same direction in a large city.
Maybe they are friends and are walking together. They could be total strangers
going to the same location, or they may part ways in the niextbkiloyou know
who the men are and where they are going, using their past travels to predict their
movements is simpiypiessing) (dressedn the garb of mathematigs ~ John Mauldin

"Often people who smoke don't get cancer, and sometimes peogtnitvemoke do get cancer,
but thatdoesn't meanit's smart to smoke. Arthur Laffer

Recursive, interacting minds, theories, strategies, predictions, actions, partial knowledge
bring uncertainty as an unavoidable fact of life in financial markets . Alex J. Pollock

*

Risk is not created or destroyed but merely transferred
You capurchase risk insurance against financial holdings; which ymly means
"...can transfer risks from one party to another but you can't eliminate risks.
Someone ends up holding the bag." /msight - A. Gary Shillingyug. 2004

"People only accept change in necessity and see necessity only in crisis." Jean Monnet

*
Except for Too-Big-To-Fail-Ba n k s . T h e Oiaition ist SnanEia firMssvhodecowners, managers and customers believe
themselves to be exempt from the processes of bankruptcy and creative destruction. They manage to transfer risk, not to the
market participants, but to government (Federal Reserve Systen) and, ultimately the economy andthe taxpayers. The U.S. has 12,
T-B-T-F, mega-banks holding 69% of all bank assets ( 39 Q.2012). There are 5,570 remaining banks in the system.



Generally, the more confident you are in an investment, the larger portion of your portfolio will be placed in that

position. Therefore super-convinced inflationists will load up on gold, and super-convinced deflationists will be

swimminginlong-t er m bonds. I f their predictions are right, theyol]l
however, they will have the second-best-hand problem*d and lose a lot of money.  Vitaliy N. Katsenelson

"BSGdAy3 KSIOGrfta sKSY -8ISYdwhedin fad yod bldzth&sacbHiest pdke haadd S &
Go to pdf-p.162 for essay: Mathematical Proba bility and Subjective Probability

See: "Role of Emotions in Decision Making http://www.indianmba.com/Faculty_Column/FC1151/fc1151.html

Noise and Signa Nassim Taleb May29, 2012

When consuming information, we strive for more signal and less noise. Intuitively we feel like the more
information we consume the more signal we receive. While this is probably true on an absolute basis,
Nassim Taleb argues in this excerpt from his forthcoming book, Antifragile, that it is not true on a relative
basis. He contends that as you consume more data, and the ratio of noise-to-signal increases, the less
you know wh adndtise mgre inadvgrtent trouble you are likely to cause.

"Imagine someone of the type we call neurotic in common parlance. He is wiry, looks contorted, and
speaks with an uneven voice. His neck moves around when he tries to express himself. When he has a
small pimple his first reaction is to assume that it is cancerous, that the cancer is of the lethal type, and
that it has already spread. His hypochondria is not just in the medical department: he incurs a small
setback in business and reacts as if bankruptcy were both near and certain. In the office, he is tuned to
every single possible detail, systematically transforming every molehill into a mountain. The last thing
you want in life is to be in the same car with him when stuck in traffic on your way to an important
appointment. The expression over-react was designed with him in mind: he does not have reactions,
just overreactions.

Compare him to someone with the opposite temperament, imperturbable, with the calm under fire that is

considered necessary to become a leader, military commander or a mafia godfather. Usually unruffled

and immune to small information & they can impress you with their self-control in difficult circumstances.

For a sample of a composed,caimand pondered voice, |isten to intervie
Gravano who was involved in the murder of nineteen people (all competing mobsters). He speaks with

minimal effort. In the rare situations when he is angry, unlike with the neurotic fellow, everyone knows it

and takes it seriously.

The supply of information to which we are exposed under modernity is transforming humans from the
equable second fellow to the neurotic first. For the purpose of our discussion, the second fellow only
reacts to real information, the first largely to noise. The difference between the two fellows will show us
the difference between noise and signal. Noise is what you are supposed to ignore; signal what you
need to heed.

I ndeed, we have been |l oosely mentioning finoinsed earl i e
science, noise is a generalization beyond the actual sound to describe random information that is

totally useless for any purpose, and that you need to clean up to make sense of what you are listening

to. Consider, for examples, elements in an encrypted message that have absolutely no meaning, just

randomized letters to confuse the spies, or the hiss you hear on a telephone line and that you try to

ignore in order to just focus on the voice of your interlocutor.

Likewise those in corporations or in policymaking (like Greenspan) endowed with a sophisticated statistics
department and therefore getting a |l ot of #fAtimelyo dat
information 8 Greenspan kept an eye on such fluctuations as the sales of vacuum cleaners in Cleveland,

id get a precise idea about where t hmanaged ssmmopohposi s goi ng

In business and economic decision-making, data causes severe side effects & data is now plentiful
thanks to connectivity; and the share of spuriousness in the data increases as one gets more immersed
into it. A not well discussed property of data: it is toxic in large quantities 8 even in moderate quantities.

The previous two chapters showed how you can use and take advantage of noise and randomness; but

noise and randomness can also use and take advantage of you, particularly when totally unnatural d the

data you get on the web or thanks to the media. The more frequently you look at data, the more noise

you are disproportionally likely to get (rather than the valuable part called the signal); hence the higher the noise-
to-signal ratio. And there is a confusion that is not psychological at all, but inherent in the data itself.

Say you look at information on a yearly basis, for stock prices or the fertilizer sales of your father-in-l a wo s
factory, or inflation numbers in Vladivostock. Assume further that for what you are observing, at the
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yearly frequency the ratio of signal-to-noise is about one to one (say half noise, half signal) & it means that
about half of changes are real improvements or degradations, the other half comes from randomness.
This ratio is what you get from yearly observations. But if you look at the very same data on a daily basis,
the composition would change to 95% noise, 5% signal. And if you observe data on an hourly basis,
as people immersed in the news and markets price variations do, the split becomes 99.5% noise to 0.5%
signal. That is two hundred times more noise than signal 8 which is why anyone who listens to news
(except when very, very significant events are taking place) iS one step below sucker.

Now | etds add the psychological to this: we are not
emotionally to noise. The best solution is to only look at very large changes in data or conditions, never

small ones. Just as we are not likely to mistake a bear for a stone (but likely to mistake a stone for a bear), it is

almost impossible for someone rational with a clear, uninfected mind, one who is not drowning in data,

to mistake a vital signal, one that matters for his survival, for noise. Significant signals have a way

to reach you.

There was even more noise coming from the media and its glorification of the anecdote. Thanks to it, we
are living more and more in virtual reality, separated from the real world, a little bit more every day, while
realizing it less and less. Consider that every day, 6,200 persons die in the United States, many of
preventable causes. But the media only reports the most anecdotal and sensational cases (hurricanes, freak
incidents, floods, small plane crashes) giving us a more and more distorted map of real risks. In an ancestral

environment, the anecdote, the Ainterestingd is inforr

with explanations and theories the media induces an illusion of understanding the world.

And the understanding of events (and risks) on the part of members of the press is so retrospective that
they would put the security checks after the plane ride, or what the ancients call post bellum auxilium,
send troops after the battle. Owing to domain dependence, we forget the need to check our map of the
world against reality. So we are living in a more and more fragile world, while thinking it is more and more
understandable.

To conclude, the best way to mitigate interventionism is to ration the supply of information (seepage 13-
cowperthwaitd, as naturalistically as possible. This is hard to accept in the age of the Internet. It has been
very hard formetoexplai n t hat the more data you get, the | ess

iatrogenics* you will cause.
*Induced in a patient by a physician's activity, manner, or therapy; used especially of an infection or other complreatioment

"You can't connect the dots looking forward,;
you can only connect them looking backwards.
So you have to trust that the dots will somehow connect in your future.
You have to trust in something - your gut, destiny, life, karma, whatever.
This approach has never let me down, and it has made all the difference in my life."
Steve Jobs

"Life is made up of a series of judgments
on insufficient data, and if we waited
to run down all our doubts
it would flow past us."

Judge Learned Hand, 1939

"We don'tput theories into practice.
We create theories out of practice.”
Nassim Nicholas Taleb

"As soon as government starts getting between us and the consumer,
we quickly find ourselves considering scenarios
that are not based on market realties or consumer needs."

Seth Goldman co-founder ofHonest Tea Inc.

No company can exist unless they have a
changing identity. W|A|E

y 0



Ideas - Conclusions - Action

A Creativity is the ability to introduce order into the randomness of nature.o
Eric Hoffe

A FEAR has at least three times the effect of EUPHORIA
in producing market gyrations

A Those who have knowledge, don't predict. Those who predict, don't have kndwledge,

Lao Tzu

A filn finance, everything that is agreeable is
everythingt hat i s sound is di sagreeable. 0

Winston Churchill- March 15, 1926

A ADepend on it sir, every state of society
is as luxurious as it can be.

Menal ways take the best they can get. o
Samuel Johnsor 1778

A flnterest r aRaebstterdhateheypbe discovesed
in the market place than administratedf r om on hi gh. 0

James Grant

A ANo form of investing is easy
and in many ways all investors are making
different degrees of active bets 0

Ben Carlson
A AiYou wonét get much of a garden, if you rem
because it heansonwbgghogr own f ast

Francois Rochon

A ATime discovers truth.

Lucius Annaeus Seneca
4 BC- 65 AD
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Knowledge of Our World s

For another view of capitalism go to pdf -p.151
DEDUCTION
DEDUCTION: 1) methodological apriorism - see below :
http://www.accessmylibrary.com/article -1G1-148575220/mises -right -ludwig -von.html

"Was Mises Right," Review  of Social Economy, Vol.LXIV, No.2une 2006
2) see: http:/len.wikipedia.org/wiki/Deductive_reasoning

3) i De d uandtImdaction: are the two , logical processes of thought,
and are the reverse of each other in character; th e former being the
process of analyzing a generalization into its particular propositions,
the latter the  process of building up a generalization from a number
of particular  pro positions. The deductive inference must start with a
generalization, and  generalizations are obtainable only in three ways:

i) by complete enumeration of the individual propositions
comprising the generalization or;

i) by hypothesis  or assumption or;

i) by inductive inference from incomplete enumeration.

The first method is not a method of reasoning, since it merely supplies

us with a collective expression for a number of known identical

propositions; the  second becomes inductive as soon as an attempt is
made to bring it  into touch with reality, since the generalization derives
what validity it may obtain from the particular instances found to

support it; the  third is, of course, pure induction. Unless a science is
wholly abstract  or hypothetical, it must therefore rely on inductive
inferences for its fundamental general propositions, and must consist
largely of inductive inference and the deductive application of such
inference to narrower groups of instances."

Jacob Viner, "Some Problems of Logical Method in Political Giewrabiddglitical Econommpl.25, no.3, pp.2360,March, 1917;
George Boolan Investigation of the Laws of Thpagés 4034,1958, Dover Publicatibittebelow: NOMOLOGIC c¢), i) thru vii)

A Knowledge as: NOMOLOGIC - general physical and logical assertions of natural law.

NOMOLOGIC = an object is subject, for example, to the law of gravity; and in physics you are only
concerned with a describable mass acting under gravity, plus other variables , which
require formularic treatment.

This can be understood as
a) propositions which contain no reference to particular moments:

b) Kant's analytic -propositions eg. all triangles have three, straight, connecteides
all bachelors are unmarried

c) for economic purposes the aprioristic  or, necessary and universal,
existent conditions are:

i) time [before - present - after; waiting; past  andfuture conditions;  as repetition J;
i) scarcity [inthe: factors of production; specific land; specific labor; capital 1;

i) uncertainty [asto: future events; business fluctuations; natural phenomena  |;
iv) ch oosing [between : various goods & services; human values; ends & means |;
v) the process  of change [all things are transitory; especially our valuations |;
vi) satiation  [law of diminishi ngreturns ] and habituation [ adaption ];

vii) variety [natural andhumanas to:resources;things;  valuations; andactions ].

See: http://mises.org/books/humanaction.pdf fourth reviseatlition
INDUCTION
INDUCTION: the process by which observation of particular instance(s), in which an abstract notion

is exemplified, enables usto r ealize and comprehend  the abstraction itself - Avristotle


http://www.accessmylibrary.com/article-1G1-148575220/mises-right-ludwig-von.html
http://en.wikipedia.org/wiki/Deductive_reasoning
http://mises.org/books/humanaction.pdf

PURE INDUCTION: based uponthe number ofinstances - most applicable to hard sciencesee Hume
INDUCTION: as arguments based on pure induction + analogy - Keynes

J.S. Mills Fourth Canon: AaSubduct from any phenomena such part as is known b)
the effect of certain antecedents and the residue of the phenomena is the effect
of the remaining Examgleetetre dpgemidms . 0

Knowledge as: ONTOLOGIC - assertions of fact  in regards to circumstance | time andplace ];
propositions which must be stated with reference to particular facts and
qualities; the variables of quantification of the moment .

ONTOLOGIC = for example, a piece of metal, while not ignoring gravity, can be propelled by 150
mph winds into your face. While the law of gravity exerts its forces on the piece of
metal, time and place still intrude into the event and interact with human concerns.

WILLFULLNESS*

We often do what we want, merely because, well, we can gst aith it. To quote aVashington state pitician, "l didn't
know it was illegal, | just thought it wasethical @®ther factors are ordinainitation; the mere fact that others are doing
somethingoftendescribed athe issue of the "madness of was" intruding onto our better judgmerRRelated to that are
examples ohonfeasancethe Congress and Federal regulators stantdiuring the 200:2009 Credit Crisis An example of
malfeasanceanbelaid at thgail door of Bernard MadoffAnd how mary are guilty ofmisfeasanceespecially at the

level of Wall Street banksnvestment houses, and hedge fundswever, from recent testimony and interviavesone
onplanet Eartthad any adverse involvement in the Credit Ciistéepdf-p.167172). We were all justvictims of what..."bad
luck"... other peopl& judgments but not ourswas ita natural event, like the tides\pparently noone isculpable; the Credit
Crisis was 'caused' but has no reason behirfdgthaps the growth of financial sex@s, as a percentage of GDP, from 3.0% in
1965 to 7.5% in 2007, explains something; think of it as meréhaacialtoll on the economyA failure to publicly explore
how our system for managing investmehe use of leveragandcredit becameysfundional will not be conducive to an
adequate remedy.

Another example is between George Bush administration attqloley Yoo being hounded by Harold Koh for his analysis of
what, for purposes of national defense, was tereméthnced interrogatiotorture if you oppose the analydisSuchanalysis being
necessary for the President to aletef, Islamistterrorists were watetboardedby admissiop Mr. Yoo has not altered his analysis or
views on this subjecMr. Koh has since become the Legal Advigetite State Departmerie is now defending the use of
drones to fire missiles at suspected terrorists under Pres. Obama's authdtizatiainuing, imminent threat to US persons” and
only if capturing the terror suspect is "not feasible.Can the weer-boarding of three, highalue 9/11 suspects actually be worse than
killing suspectsglus the collaterainjuries anddeathg by explosions™r. Koh should eitheapologize to MrY oo or resign;at least
subtly acknowledge the contradictidrhis is where the power of willfulness destroys our thinkilge desire to be powerfat
stand next to power overcomes critical thinkingwashes away the feelings giilt or shameor remorse Mr. Koh is simply an
example of the saying, "He who pays the pigfs the tune.” To spare M¢oh from the charge of hypocrisy would tteemake
legal opinions simply a matter of our inAleelingsor personaipreferencer mere seHinterest.

A more recent example is the use of a private, email server by Secretatyaft e H. Cl i nt on. She c¢l ai ms
al | o vbads.@linton or staff ask th&tate Department Office of the Legal Adviempermissiorfor her, private, jury

rigged email arrangemeat did anyone consult thd.S. Office ofsovernnent Ethicgo receive permission for this highly

unusual arrangementOr did she simply decide its legality and security status on her own; a form-ehdelfsemeri

Producing the lawyehatapproweda private, email server for the official busine$she Secretaryf State located in the

basement of her house in New Castle)) dvid the signed/dated documents from Archives would immediately end this issue. As a

graduate of Yale La®chool and dormer,practicing attorney this shoulthvebesna smple task for MsClinton herself or

staff.

At the judicial level is théNinth Circuit Court of Appealsiew (not hearden bancg Oct. 2013 thatany possibility (ot probability)
for hyperspeculativehumancauseeclimatechangéi d a ma ge 0 t rsutmptsu tti hoen 6Go nGaSmme F & 2QaC lgd WF B Y
on pdtp.49,at bottom). An example of deferring tthe secalled fi| e gi s | anttheClevramiadmihisirativg deference.

But even worse is the willful disregard for theparatiorof-powerspracticed by Pre©bama; usually threxecutive orders.

The Constitution provides that the Congress will enact legislation. If itrbéisere are reasons for this inaction; based on the

political situation as determined kjectedRepresentatives ar8enators.In September, 2015 Federal judge Roser@arjyer

ruled that the House claim that P@bama spent subsidy dollars on his ObamaCare plan, without a clear appropriation from
CongresgConstitutiong Art. I, Sec. ) may have created an injuryeth deserves a hearing. AWhen t he
itself circumvented, Congress finds it émyfafuretdyeCpngress,ed of its
Executive,andSupreme Court to ndollow or enforce the Separati@fiPowers doctrine and the Constituti@sults in

progressivisnor fascismimposed the gposite of the Founders intentioho r Amer i cabdés governance.

1 Freewill: many philosophers claim that it does notinititely exist; you only think you exercise free choiBet we contain two versions of m
will; one is termed theompliant willand the other thecommanding wil(JulianBaggini). Those who disagree use logical theory of the
gotchatype;otherspa A i aO02YLI GAOGAE AAYDE 52 LKA f-giltarall)Kn8 A mereupplets totial St A % S
forcesand evolution created, behavioral pathwa$s %
o



Modes of Thought

Appendix | i Binary Opposites T pdf-p.130

Our social world moves between thresodes
a) Coercive Law (two views: constitutionallylimited governmenbr, nothing outside the State, everything within it
b) Obedience to theUnenforceable ( the worldsof civilized life mostly exists here
¢ Complete Freedom  (unconditioned choick.

This arrangement is maintained by: Ideas : knowledge of the various worlds -of-thought ( avoidconfusing beliefvith
knowledge; Facts : experiences of various worlds -of-reality ( R 2 yiriiake theonyor fact); Opini on *: derisively and
falsely criticized as , "just your opinion ", so astodismissit . O pinion is an educated, socially developed conclusion
using: multiple, weighted perspectives (Hypothesizeto think on tentative groundsSupposabr Presupposea propasition that is
assumed for the sake of the argument or, it is a necessary congitid@monstrable, practical factors;  and logic to establish a
final , but not completely final , state -of-agreement .

Thatapoint -of-vi ew or , a ofipndaetrfsotramd¢iomg o ti ®nal does n o torfinmaoknes eints iac aflf.roaud 6
Furt her , -aefesencd (swhicH is inherentis not to be identified with self -preferenceé to act is to cho
where there is choice there may be decision to perform an action whose meaning is the imagined and wished ~ -for
satisfaction of wants which are not the agentodés own but those of ar
and therefore capable of being investigated; and it always invites, if not provokes, further discussion and analysis 2

Arbitrary : ideologicabositionsbased m preference see Wittgenstein pnvate language . Tactical Conjecture: uses little hard
evidence or ignores reality to suit the needfsthe-moment ldeology: main source fopolitical preferencesr narrow, politicalenthusiasms
viewed agre-conceived thoughtsometimes just the words afselfinterested hypocritethe purely ideabknd speculative; it is therefore
limited by being merely, internally consistentdtherefore inflexible often by singthe postmodern disregard for truthPreference? : this
iswhere uncritical belief resides; a simple, personal prefergdge SR (2 R A & 3 dzctudideagybecomésiostréctiztert darigerous

the more they are catered to based only on mggalitical/social weightand contribution$ or PIK assertiors or declaratiors with little to no
rational basis andsuallyignoring all criticism But political preferences eventually will be subjecthe inquiry andjudgmentof time.

Note: lusepreferencen the sense that George Boole uses Anrinvestigation of the Laws of Thought Chapt er | Afconveni e
prescription, individual prefer erﬂreferen(testorAahtylwhichdmmnlsmvbstlgatlorc omes i mpl

and coherence; a conversation to demonstrate and establish @faantalviedge.

The investing worldof any worlg is composed of three modefeality. that which can maintain its independenaed separateness.

Facts whichare the practical, faebf-today; but maybe not so tomorrowTruth: asthe consequences that follow, of a particular kind, from
an ideaor condition. The three conditions above atsed tojudgeandvalueinvestments by thie contribution to investing goals using:
economicimportance;consumerdesirability;operatingstability andquality; relative quantities

1 "Right conclusions are more likely to be gathered out of a multitude of tongues," Judge Learned Hand
fiTruth is the reference of a judgment to something different from itself which is its sufficient reg@asadd - Schopenhauer

2 This is not to suggest that the rational aspects of humaraliéethe preferred ones; life is divided into log@&asoningreality andemotions

feelingsimagination;both have a place and function in our lives; the "ARBITR#&tbn above is used to highlight the abuse of certain
categories of thought, so as to avoid their companion and critic:-legi®ningreality. Reason and emotion each has a role; neither can
usurp the other to become dominant, without drowning out or distorting tuaversationbetween the two(though we know which wjill be dominant

w

Person A: "| prefer vanilla ieweam’; Person B: "I prefer chocolate iceeam”; Person C: "l don't eat iceeam.” Person A: "l prefer to tax

the rich,alot"; Person B: "I prefer to tax the rigkerylittle." As you can see from the above, a persgm&ferencedoes not create or

advance a conversation about iceeam or the taxation policy of higlincome persons; if one stops #iteir mere preference all thinking

ends at that moment.A preference has no meaningful consequences beyond itselficaimdat important mattersof reasonedopinion

(knowledgg as if they weresimply objects of preferenceifvate language and powgis to be either ignorarndr willfully-ignorant ie. you have

the simple, majority vote on your sideig is themight-makesright theoryof politicy. ¢ 2 Yy 2 1S G KS & i dwel, KA di& a2 B diakiS & 15N
2LAYA2YE L gAfft adoaidAridziS a2 yYSiKainydpiniosd whoaldlav@éoplepithloblidtisexieftiGs L2 A y (i A &
not requiring explanatiopto @ 2 NE K A LJ | & verfusG & @y opilfio weisBotildehead énd wil) those who do not worshipurD 2 R X

ourg & d¢ ho @A 2 dza (0K | dzzxny 2 diet$ pieleahid /& tods viok, B yinynanner, createsomeabsurdsubjective

equivalenceprivate propertyv. public ownershipfree worshipv. enforced religiod. Neither may wend thisconversations A 1 K G KISG @& 1Y &

agree to disagreé Which merely meanthat | want to continue believing what | believe and yiewise or, no progress achieved.¥ L Ol y Qi
org2y Qi 2FFSNIFye ol ardaz 20KSNJ GKFy GKS LISNEmekpréfereh®@St Ay3a KSER o0& Y

If | say, o0Two plus two equals four,é and you say, o0No,
and then refuse to accept any contrary facts or evidence
(ascompelled byfactualtruth andreality),t hat 6 s not apertbenhneeae ,. dlonah Soldberg

You might agree with my preference; but that agreement does not alter the fact thaensppal preference is not opinioard neither is your
agreemen). Preference is nothing more than an assertion ofungupportedfeelings presuppositions in this conteare: individualsand
marketsversuscentral governmentsThe instant yowefend your preferend@resuppositionwith factsandreasoning it becomes an opinion
and aconversation can begin. If a taway conversation does not occur then we merely have a shoutiatghor power-struggle without
logicand sympathy(a willingness to fairly consider the other sides peittview). And that leads ugo induction, analogy, metaphotsd, binary
concepts

ANo argument can be so completely drawn as to eliminate d
on undemonstratalel f i r st JpBudziszevssle s . O



Investing  Requires

Conclusions  and Acting
(Modesof Judgmeny

Conclusions use four forms of mediated knowledge that, by inference *, lead to action.

* The preposition  of (to;for; by; in; from; with; a s; many; etc. )" denotes no particular relation, but only
relation in general; and so far as any particular relation is collected from such expressions, itisinferred by the
mind, not from the preposition itself, but from the nature and arrangement of the substantives, between which the
prepositi onAdans Smpth aced. o

A) Induction, analogy, metaphors, and binary -opposites -of-concepts:

1) We develop our inductive  arguments which are based on, "an initial probability derived
from analogy 0 ['which are rational but not conclusive"..."An inductive argument affirms  that
relative to certain evidence there isa probabi lity in its favor"; or, "the observed statistical data is
extrapolated to hypothetical events in the form of probability,"  The Scientific Positivism  of Michael
Oakeshott , Efraim PodoKsik In addition, the ~ use of metaphors  are amajor aid to our under -
standing of things, events, and relationships. Aristotle defined metaphor as a word or phrase
that gives to one thing, "a name that belongs to something else." We come to know the first
thing better by recogniz  ing its similarities to something else. I.A. Richards argued that the
search for resemblances was the essence of how we think: "Thought is metaphoric, and
proceeds by comparison." For Aristotle, a command of metaphor was "the mark of ge nius,

forto make good metaphors implies an eye for resemblances " Eric Felton .

However, our thinking must also recognize the inevitable faults in any use of me taphors as

guides to understanding. We wantto avoid being misl ead by a metaphor thru a failure to fully

comprehend their shortcomings and limitations.  They are useful but  not perfect ["Badmetaphors

make for bad policyPaul Krugmar].  And note that  analogy is based on: proportion andrelat ionship.

6AnalogyA & Y dzOK Y2NB G(KIy + fAy3dzAiadad RSOGAOST AtiQa I TFdzyREYSyidlt s
suggests parallels between two distinct things, explicitly or implicitly. And titbseare most nimble at seeing parallels and
O02yySOlA2yar NIYGKSNI GKIy 2 dzilin PalackWeshizild aRdefaivSe\dBinalGytea tRanr®woffLlIS 1 S 06 Sa
the-mark as to beermed: false-analoges An example can be found in the bo8kK SNB | NB (i KS /Heza SicBwed NB Q | | OK
critiques using the analogizing ostockY I NJ S & 3I2Ay 3 dzLlé a4 AF Al 6SNBcds). LIAadGz2ys |y

2) The phenome na of life are arranged as binary -opposites . All of these pairs are qualified as
to an items position within their specific range, for a given situation or condition by the use  of
adverbs asto: manner or how; place or where; purpose  or why; frequency  or how often; amount
or how much ; andtime or when. See Appendix| i pdf-p.130 for some examples of  binary -opposites .

B) By using the fouritems above we create our inferred premises , which are the basis for our
conclusions . These conclusions can be described as: rational; logical; practical; and meaningful.
However, that a conclusionis meaningful toyou does not make it: rational, logical, or practical.
These final conclusions, which  we infer (abduction : inference to the best explanation ) from the
premises, are probabilistic and logical.

Non sequitur warning on inferences - example s: 1) Men are human; 2) Mary is a human; 3) Therefore, Mary
isa man. 1) CO: heats the atmosphere; 2) Humans put CO : into the atmosphere; 3) Therefore, only humans
heat the planet. NOTE: the simplistic, global -warming -theory -as-disaster has been fully debunked by
reputable scientists of the highest aut hority and exposed for the political science (scientisinitis; American
Physical Society fellow (resigned in 201& Emeritus Prof. of Physics Harold Lewis called global warming theory,

"the greatest and most successful pseudo -scientificf raud | have seen in my long life as a physicist."

Other opponents of  climate hysteria are: lvar Giaever; Freeman Dyson; James Lovelock; Roger Cohen;
Fritz Vahrenholt;  andWilliam Happer. Also  note research onthe Roman and Medieval Warm Peri ods.
Now go to these  nine presentations:

a) http://wattsupwiththat.com/2010/03/08/the -logarithmic -effect -of -carbon -dioxide/

b) http://arctic.atmos.uiuc.edu/cryosphere/ Scroll downon left sideto Compare; also view Southern Hemisplaata

c¢) http://www.sydneyminingclub.org/presentations/2008/november/plimer/player.html 95 slide lecture

d) http://scienceandpublicpolicy.org/images/stories/papers/originals/ten_years_mr_pres.pdf 7/21/13

e) http://www.ncdc.noaa.gov/cag/time -series/us/110/0/tmp/1/3/1895 -

2012?base_prd=true&firstbaseyear=1901&lastbaseyear=2000&filter=true View the chart and decide; is the

temperature operationally increasing or not? Obser ve the green line from the mid -1930s to mid-1960s; and yes ,
climate fluctuates. Scroll down and change fARanko s ext+iaB0fog . Usmg tf
increase in other GHG by year 2100 equalsal.l to 1.2 degree Cin crease ( maybg It would be best to study climate
history and examine the moderating effects  of: water vapor & clouds; evaporation & condensation; the production and (Q
the melting of snow  &ice; andthe energy exchanges involved between thes e eightitems or, the natural, global energy %
-budget (throw inthe Pacific Decadal OscillatiegnMilankovitch cycles o


http://wattsupwiththat.com/2010/03/08/the-logarithmic-effect-of-carbon-dioxide/
http://arctic.atmos.uiuc.edu/cryosphere/
http://www.sydneyminingclub.org/presentations/2008/november/plimer/player.html
http://scienceandpublicpolicy.org/images/stories/papers/originals/ten_years_mr_pres.pdf
http://www.ncdc.noaa.gov/cag/time-series/us/110/0/tmp/1/3/1895-2012?base_prd=true&firstbaseyear=1901&lastbaseyear=2000&filter=true
http://www.ncdc.noaa.gov/cag/time-series/us/110/0/tmp/1/3/1895-2012?base_prd=true&firstbaseyear=1901&lastbaseyear=2000&filter=true

Further reading Benjamin Zycher Response to Bicameral Task Force on Climate CRanged 2 4/12/13
http://lwww.aei.org/publication/benjaminrzycherresponseto-bicameraltaskforce-on-climate-changeround-2/

George C. Marshall Instituténttp://marshall.org/climatechange/

In Defense of Carbon Dioxid&/8/13
http://online.wsj.com/article/SB1000142127887323528404578452483656067190.htmI?KEYWORDS=in+defense+of+carbon

Whatever Happened to Global Warming9/5/14
http://online.wsj.com/articles/mattridley-whateverhappenedto-globalwarming1409872855?KEYWORDS=Whatever+happened-+to+global

SEE - Final Addendum orlobal Warmingor the Latest MemeClimate Changeat pdfp.15% Now back t6onclusionsid Acting

C) The above assume concrete form, for you and by you, thru an integration of A) and B) into a
gestalt or heuristic , modified by 1)  thru 4):

1) appetite  (patho$: your enjoyment; private satisfaction; personal preference; "my feelings."

2) personal endorsement of others (ethod: based on': trust; reputation; credibility; confidence.

3) mental excellence (logos : the integrity and quality of your: logic; reasoning; thought. Which includes
the use of your deductive andinductive powers [ methodological apriorisrasee DEDUCTIQf-p.33, C) i) thru vi]).

4) memory - of past experience as a: judgment; inference; reflection; thought or, an interpreted complete-
world as the mutable, transient practical-world. The world as arbiter-of-facts; which become facts because
they are required for: the coherence of the world-of-experience or the world-as-a-whole. Which are worlds
both: given and made; a datum and a conclusion; that have consequences; contain oppositions to be
balanced; contradictions to be coordinated; a world restrained by prudence and doubt; but still a world to
be superseded. There are six, separate worlds which often interact with each; and they do not remain
untouched by the worlds they enter. These six worlds-of-thought fall under the headings:

practical* - scientific - philosophical - historical = - poeticarts - mathematical
the productionand quantity andrelationship to form a coherent, complete what the evidence creative acts patternsand logic
preventionof change; viewed probabilistically unhindered, and unqualified obliges ugo believe

everyday life experience actually happened

These six worlds are themselves judged by the standards of:

moral intuition / philosophical predilection / politics / judgment/ logical thought / aesthetics

With each, in turn, influencing and regulating the others. As noted above
the categories of Body, Fortune, andReputation also come into play.

"Unless we live rationally we perish physically, mentally, spiritually."  Calvin Coolidge

honor / shame = rule of men and guilt / innocence = rule of law

D) Thisresults in our final, real -world activity ; all based on: action -axioms; ideas; feelings;
premises; and conclusions. The final actions can be performed: well or poorly; inadequately
or completely. They can be: enjoyed or endured; tentative or final; welcomed or dreaded. This will
lead you into dealing  with i ncomparables ( bricks v. ballroomdancing. And this will require you to
go beyond making  meaningful comparisons and engage in the: balancing of interests - weighting
of opinions - calculating of probabilities

The context, which is subject to change, should be expanded as fully as possible so asto create
a hierarchy of:  quantitative and qualitative values;  rules and guidelines; each modifying the other
and subject to changing parameters. Therefore, investing could be described as taking : theories,
ideas, facts, and relationships so as to: financially imagine investment opportunities  and expect
reasonable and possible, future events

1 Lustration

" The practicaworld is composed afnterprise associationshich havejoint purposes eg.a steel mill software companystock exchange

sewage treatment plant; environmental organizatianting club; music society; hospital; school; church; governmathien two or more

persons interact together you hawél as®ciations[in the public realm as well as in private afffishich arepracticescomposed of:

considerations; rules; morals, ethics; and legal relationships seen asamighis s ponsi bi |l ities to be, Avubscribed
It is corcerned withhow something is done and with obligations; not with whatdtuallybeing donewhich isa practicalconsideratior).

"AAll investment re s éxpEectations 1, eé3anjgnonGatanh Amotherwhservaton is thaf) fie future is unknowable
but not un iLmwgyrachmanb Therefare, current pricing reflects the linkage, thru expectatimasmagination, for the near
andmedium term future. Both the pashiftory] and the future gxpectationy meet in the present to judgend price, goodandservices.

" History has come, by turns, under the patronage of: Providence; Reason; Progress; and now Post Modgmidnd s j oke on 6i nt el
AThere is properly nophhVeldotEmerspn. only biography, o Ral


http://www.aei.org/publication/benjamin-zycher-response-to-bicameral-task-force-on-climate-change-round-2/
http://marshall.org/climate-change/
http://online.wsj.com/article/SB10001424127887323528404578452483656067190.html?KEYWORDS=in+defense+of+carbon
http://online.wsj.com/articles/matt-ridley-whatever-happened-to-global-warming-1409872855?KEYWORDS=Whatever+happened+to+global

This foresight of possible futures are based upon modes  of judgment (A, B, C, D aboyeand
creates an acti onable framework  of probable, future, economic and financial conditions.
The investment choices depend on the degree to which you are confident in your
predictions . This, coupled with  financial acts of prudence, leads to a final framework
(e-0) for:

investing

Paraphrased andexpanded from: A Treatise on Probability , J.M. Keynes ; Experience and Its Modes, Rationalism
in Politics and Other Essays andOn Human Conduct , Michael Oakeshott

Investment decisions are made by us; whose talents and flaws are related to how we understand and view the
world. This shapes and distorts our investment activity. It is of no use to claim some supernatural power of

hindsight... there is no un -doing wh at we have done. Nor believe we have more knowledge of the future than can

reasonably be relied upon. Avoid those that use the trick of maintaining or stating a positive  or negative viewpoint ;

sometimes as perma -bears or perma -bullsé of t en us i tvgnuebi; fielpfal whemrebutting charges or,

claiming sound judgment. "But on my website | stated so and so," or, "My newsletter clearly said blah -blah," or,

"Just listen to my interview on CNBC," or "What | said at the recent investors conference," or, "Read my latest

book (blog/article/report)." Given enough word/verbiage production, you can cite any one of them to make your

point. Example: fiWe could see the economy accelerate; we could see this gl
also see thingsgoth e ot her way, where the gl obal e cBriandRehfing,cleadiof glohakfiisedt o we ak e
income strategy aWells Fargo Investment Institute9/28/15 You warrant your investment out look based on aprioristic

factors , established history ( socialpolitical, economic, fingndia¢ current situation and your outlook as to what

constitutes a necessary -future . Therestis posthoc explanation, commentary o, casual prediction. Say
sun will ri se t orpmedcdonwthaefores itis wotsubgectto  predictionrisk.  You are only interested in

a stockbés current quote and business cond-vdlued or, reasonablyopricedo wor,i t r el at e s
under -valued, compared to its Fair ~ -Value measurement s andits operating positionin relationto how it behaved in
the past, the present operations and your judgment for the its future in the E -0.

Very interesting lecture on how the mind/brain works, while having a heartattack, by aneuro-anatomistwho hadone:
http://www.ted.com/talks/lang/en/jill_bolte_taylor_s_powerful_stroke_of_insight.html

"The purpose of economic forecasting is to make astrology look good."
John Kenneth Galbraith

"Every faculty in one man is the measure by which he judges
of the like faculty in another.
I judge of your sight by my sight,
of your ear by my ear,
of your reason by my reason,
of your resentment by my resentment,
of your love by my love.
I neither have, nor can have,
any other way of judging about them."

Adam Smith 1723 - 1790
The Theory of Moral Sentiments - Chapter Il - Of Propriety

"Every error pronounces judgment on itself
when it attempts to apply its rules to the standard of truth."

John Emerich Edward Dalberg-Acton
The History of Freedom and Other Essays

Ailt is an infirmity of our nature to mingle our int
operation of our reasoning powers, and attribute to the objects of our likes and dislikes
gual i ties they do not possess and effects they

Andrew Jackson -
7 President of the U.S. 18291 1837
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Investing  Under

Certainty, Chance, Probability, and Risk
"It is not easy to distinguish between a belief's being the most reasonable
of those open to us to believe, and it's being more  probable than not...[ since]

We may sometimes confuse the practical certainty...
with the more wholly objective certainty of logic...
But the importance of probability can only be derived
from the judgment that it is rational
to be guided by it in action.”

J.M. Keynes

"Nobody knows the future.
Where a wide dispersion
of possi ble futures
is imaginable.”

Holman W. Jenkins, Jr. - Business World
Note: the surprises occur within seemingly stable worlds

Independence and Probability:

two events are causally independent if
no part of either
is a possible caus e
of any part of the other,
relative to their  nomologic data.

Risk derives from the early Italian risicare : "to dare."

" Risk clearly isn't a number. It is a multifaceted concept,
and it is foolhardy to try and reduce it to a single number."

James Montier, GMO Asset Allocation team

AYou cannot pr eplepatet., 0 but you

Oaktree Capital Management co-founder Howard Marks

"There are only a few reliable rules of investing.
One of them is that

perceived risk and actual risk

ten d to be inversely related:
The more dangerous the markets feel today,

the more likely they are to produce
generous returns tomorrow.

Fear has always been the best fertilizer

for future bull markets "

Jason Zweig
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"l kind of believe that the best way to reduce risk
is to take things  out of the portfolio, not add them,"

Ken Grant, president and founder of Risk Resources

Louise Yamada's ( Technical Advisors ) credo has been
that there are two types of risk :
Opportunity -risk and capital -risk.
If you miss an opportunity,
there always will be another to exploit.
But if you lose capital,
you won't be able to take advantage of
the next opportunity.

" The laws of probability, so true in general, so fallacious in particular."
Edward Gibbon

Excellent advice from Jason Zweig:
http://blogs.wsj.com/moneybeat/2013/0&igdlipernvestesavingnvestesfromthemselves/?mod=trending_now_1

Randomness or Probability

"We carry a spare tire in our cars because we assume a flat tire is possible,

not because we forecast that one is going to occur on our next trip."
Russell L. Ackoff

Your specific tire going flat has a certain chance or probability of happening based on aggregate
numbers ; but when it will occur foryou :

a) right in front of a tire store [ that is openand has your tirén inventory];
b) where t here is no, cellphone reception;

¢) never for you, with that tire or;

d) a thousand other circumstances;

isa question that cannot be satisfactorily determined. The equation below cannot take into
account the f actor of when the event will occur,  sinceithasa probability  from an
aggregated and time -extended point -of-view ; and is therefore uncertain from the time -
limited and specific point -of-view . The trouble arisesf or investing by us ing this equation:

(Probability -of-Occurrence) x (Degree -of-Damage) = Degree -of-Consequences

fiConsequences  are more important than probabilites . 0
Peter L. Bernstein

From this equation it appears that the consequences, for any one time period, would be

very small forav ery low risk event. An example would be the total liability for the oil  that
pour ed out fromthe BP (Gulf of Mexico disaster totaled $54 bil. ) oil drilling platform. Remember,
risk occurrence is random or uncertain ; BP should have been cautious and spent the extra
drilling money and budgeted more time  and staff at those critical moments in the drilling
process .

Another example is the failure to cool down, after a huge earthquake, the nuclear power
core, duetoatsunami flooding the backup power sources ( March, 2011 ) at the Fukushima
plant of Tokyo Electric Power Co. ( TEPCO). There were discussions of retrofitting future,
nuclear designs. And just like in the U.S., where house prices never went down nationally,
[ a fact that had no relation to financial p roducts being sold but made for a comforting sales pitch ]in Japan,

"...they just thought that a severe accident would never happen ," Hidekatsu Yoshii .
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"Small probability events carry large impacts...The solution is to take the risks you know
better, m ore aggressively than others; to use skepticism to rank knowledge about risks."
Epistemology and Risk  Management , Nicholas Taleb & Avital Pipel - 2007

"Events that models only predicted would happen once in 10,000 years happened eve ry

day... for three days,” Matthew Rothman - The Quants: How a New Breed of Math Whizzes
Conquered Wall Street and Nearly Destroyed It, Scott Patterson

Low - probability -high -risk events do n ot occur in lock -step with their probability. There is

not an actual time difference of 100 years between one -hundred -year, flood events. The

randomness of occurrence of low -probability -high -risk events makes them worthy of being

adjusted for.  They shou Id not be dismissed as being very unlikely to happen; a judgment

that cannot be made with any real confidence... especial &ngythewi t h ot h
money, not  yours .

James K.Glassman, known for his book titled Dow 36,000: The New Strategy for Profiting
From the Coming Rise in the Stock Market (sept.1999 ), views the market as not very risky at

all since, two -thirds of the time, historical returns have ranged between 8% and15%.
However, "Risk is not about what is expected in the main of the dis tribution but rather

about what is possible in the tails of the distribution. Itisnotan ex-post calculation of what
can happen but rather an ex-ante calculation of what can happen. By Mr.Glassman's logic a
game of Russian roulette with two rounds in t he revolver is not very risky since two -thirds

of the time a participant will emerge from the adventure unscathed,” Clint Myers . And if you are
paid well enough to assume the Russian roulette odds, then a deal should be conttastedlyif the gun $
pointed at your head and not minesothe loss is yoursndthe gain is mine.

"By and large the wealthiest of the wealthy and their representatives have accepted that

most managers are average, and the better ones are able to achieve average ret urns while
exhibiting below -average volatility . By thislogic a dollar  selling for fifty cents one day,

sixty cents the next day, and forty cents the next, somehow becomes worth less than a

dollar selling for fifty cents all three days. I would argue tha t the ability to buy at forty

cents presents opportunity, not risk, and that the dollar is still worth a dollar."

Dr. Mike Burry  of Scion Capital in, The Big Short: Inside the Doomsday Machine , by Michael Lewis

Political Ri sk é

i My ma jsks are not credit risks,
risks of theft, risks of some robber coming in
with a gun in my office; my number one risk

is Federal regulatory risk."

a community banker in Texas

Remember that leverage can never turn a bad investment into a good one,
but it can turn a good investment into a bad one.

Ben Inker - GMO

"Financial markets are a collection of arguments ."

Michael Lewis

You would think having millions to invest would get you pretty good advice.
Leverage used to increase derivativ es bets, fiis |ike playing Russian
roulette with six bullets in thlessohamber, 0o Satyajit Da ¢
$383 million by Ghazi Abbar at Citigroup . Author ofMaster of the Universe and the Cult of Risk



Volatility contributes to risk:
to the degree you  have leveraged (borrowed ) to buy your position
if you entered somuickplayt ockd for the
if your purchase price is far above some reasonable fair -value measurement

What we all wantis  absolute certainty ininvesting . Qualitative risk manage ment or any

other procedure  will not be providing you with this level of comfort. Some risks are
uninsurable; they should therefore be dismissed from your mind eg. cataclysmic  events.
Economic calamities, like troubles while driving, can be mitigated by p rudence eg.driving ina

carwith a s par eseldss tillgoéhaveaflat havi ng a gusaesgda/igSeiéd &2dz R2y Qi ;WavifgR NHzy y Ay 3
a speedometer é useless, unless you think monitoring your speed is pointlesaring a seatbelt é uselesstill that big accident
| think you get the point.

Keynesnoted that, " it is better to be roughly right, than precisely wrong."

"Every event is causally connected with previous events belonging to its own series [thisis

a casually depend entseries |; butitcan not be [ substantially or critically ] modified by contact with

events belonging to a different series." Thus we should be aware of all connections within a
series . While Keynes notes that there might be remote connections, the prese nce of vague
andtenuous relationships speaks for itself. This is when the  butterfly -effect theory is

brought out to justify how everything effects everything; and therefore only government
control can save-the-day; the much ear | i er v er si o rofaiharseshdel Kingdoma n t
was | ost 0 The basiefqrt the butterfly -effect is Edward Lorenz's climate model;

where very small changes in his models initial conditions [on the order of +/ - 0.01% ] produced
extreme variations in the results; this is mere ly a feature peculiar to his mathematical

model (except simple systems and quantum mechanics ). Still, we ultimatelyé

"é wish to know whether knowledge of one fact
throws light  of any kind
upon the likelihood of another." J.M. Keynes

Related concepts are referred to as the: snowball -effect; tipping -point; domino -effect;
the -straw -that - broke -the -camels -back. In economics it is referred to as the marginal
effe cts on economic behavior. Aside from marginal effects, these metaphors are best used

to explain the effects of: a huge , credit expansion  (explosion in the use of debt ); intrusive
government policy;  and major, technological innovation. Relationships do n ot exist when:

"two events may be said to have a chance connection...
when knowledge of the first is irrelevant to our expectations of the second...
When we say that the occurrence of one alternative
rather than another is due to chance
we mean not only that we know no principle
by which to choose between the alternatives,
but also that no such principle is knowable."

J.M. Keynes

Practical economics and business are not affairs of science in the larger sense. In economic science there are

distinct causes ; in business there are many, contributing  events . Major events, "may be abstracted from the world

of history, made free of all its relations and connexions, and then spoken of as the cause of all that followed it or,

of cer tain selected events which followed it [ Experience and Its Modédichael Oakeshdté; but that would only create

a gross simplification  of economic or business history. There is no need to look outside of economic history for the

‘cause’ of historical, b usiness events. History is, "solely what the evidence obliges us to conclude did take place."

Events take place within a complete, historical experience; which must be accepted or rejected, as -a-whole; since it
is composed of a  single, coherent -world -of-ideas. Economic events are unique and take place within a historical

context ; howevert he historical periods quantitative factors do run thru economic laws ( supplyg sellers;demand- buyers
actions atthe-margin;time value of monewutility; variable& fixed costs;etc.) and generate their own specific interpretations

which do not fully explain the current , economic events. Some degree of u npredictability —andindeterminism are
intrinsic to economic activity . Economics is a science which eventually bec omes driven by our psychology. € i nvest
accordingly.
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This follows Vilfredo Paretods assert.i

ithe foundation of political economy and,
is evidentlypsychology o
Economics is, to some degree, a social science whi ch eventually becomes driven by
investaccordingy and note that &

"Everything is vague to a degree you do not realize,
till you have tried to make it precise"

Bertrand Russell

Or, define the situation so as to make it appear to be orderly and predictable ...

In the Polish town of Chelm there was a rule:
fiwhen buttered toast was dsioppeuwdp.ida al ways f el

One day a woman dropped her toast and it landed buttered-side down.

She ran to the Grand lllustrious Council of the Wise Men of Chelm for an explanation
as to how the rule could have been violated.

After much deliberation the Council determined that:

iShe had obvi oummdtonthbwrong sdeedd t he
The Rule was preserved.
Order is better than randomness

A way to discover order is the archery method . Shoot arrows at a target (gather data) and then
paint the target rings andbulls-eye in afterwards (create thetheory and formulas to fit the data ).

Note: A review of  Future Babble by Trevor Butterworth. How bad are expert predictions? Almost predictably bad.

In 2005, Philip Tetlock, a professor at the University of Pennsylvania, publi shed the results of a magisterial 20 -year
analysis of 27,450 judgments about the future from 284 experts. He discovered that the experts, in aggregate
did little better, and sometimes considerably worse, than "a dart -throwing chimpanzee." We are obvious ly addicts
for certainty.  If only we could follow the Rev. Sydney Smith's counsel to Lady Morpeth on how to banish

melancholia: "Short views of life, not further than dinner or tea." Your portfolio should be so constructed that you

can ignore the chatter ~ and noise of the market ; be able to read your Journal a few days late ; no CNBC... just relax.

"To a stranger the probability that | shall send a letter to the post unstamped may be
derived from the statistics of the Post Office; for me those figures would have but
the slightest bearing upon the question.” Keynes

If I'm in a room and flip a coin heads , nine times in a row, the odds for ten times is 1:1,024. Butifyou
enter the room, before the tenth flip, and see thatI'm  about to flip the coin, you would say the odds  for
headsis 1:2. And both odds are correct, from each individuals point -of-view. Therefore: lower your
portfolio uncertainty by selecting stocks of quality companies that provide fund amental, good and services.

fiHeads | wi n, ElleraLangeHarvard@sychaldgiatn c e 0

The St. Petersburg Paradox  paradox works like this: | will toss a coin until it comes up
heads, at which point you get paid and the game ends. You get $1 if the coin comes up
heads on the first toss, $2 if the coin comes up heads on the second, $4 if it is heads on

the third, $8 on the fourth and so on. Your prospective payoff doubles with each

successive flip until the coin finally lands on heads and the game is over.

Investors considering  Facebook should think first about the St. Petersburg Paradox, the

18th -century mathematical riddle that helps explain why growth stocks can get over -valued
so easily. How much would you pay to play? The parado X is that the potential payoff is

infinite; after the first flip, you have a 50% chance of winning $2, plus a 25% chance of

winning $4, plus a 12.5% chance of winning $8 and so forth. You will win $537 million if

you get heads on the 30th toss; on the 50t h, $563 trillion. But psychologists have found

most people won't pay more than $20 or so for a chance to play the game. After all, you

could get heads as early as the first toss, leaving you with only a $1 payoff and no chance

to earn those giant later g ains. With that risk of a quick, sharp loss looming at the outset,

the infinite value of playing the game feels finite to most people é butnotto some traders or gamblers .
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x  For instance, the most consecutive wins in a baseball season, by a National Le ague team,
was by the 2002 Oakland Athletics at 20 games. Ifthe Athletics were a stock the

presumption would be for their growth to continue. In both cases logic  and history says,
a negative experience is forthcoming.  And yet... 20 games in a row is a fifact. 0 Is there
a probability here? Can there be a probability here? And if so of what practical value would
it have?

x  How would you handle this situation? You're investing method provides a high, rate of
return. But once a quarter you must spin a giant wheel, which has 1,000 pockets. If

your number hits,  you lose 99% of your holdings...if not, then you continue on...till the
next quarter.

So what are the odds of losing 99% of your portfolio? Isitl in 1,000 0r,1 in 25 per
year ? If you perform 10,000 spins of the wheel you should approach 1 : 1,000 hits for
your number. But you will not be spinning anywhere close to that number. Let us

assume that you will be holding your portfolio for 10 years; that would result in 40

spins, and your spinning odds willbe: 40/ 1,000 =.04 or 1/25 overtenyears . Financial
products produced high, rates  of return ;t he likelihood of their losing 80% or 90% of the
NAV was considered remote orminimal...1 in 1,000; or is it really: 1 in 257 [ pdf.p88coinflip odds

Let ds | ook at lfligave yolh$ilOsmilliorg i after -tax dollars, on the condition
that you would die if your number came up on the quarterly spin...would you consider
that a reasonable risk  to take? Apparently some speculators do[ butwith your life or money ].

x Inregards tochart -r eadi ng: Al I of these theories are true par
of the ti me. They are, therefore, dangerous, though ¢
Where Arethe Custom er s 6 Yafcthhe ?same could be said of the pracit
to determine whether one should buy or sell Tall except the word O6useful ,b o
seem to be admissible in either case ( page 46 . 0O

x  What about false discovery? You look at the factual evidence presented and invest. Here

are the (Jan.01/Dec.31 closing/ starting ) prices for gold [not adjusted by inflation or price -levels ]:
1970 = $35 1975=%$1 84 1980=% 512 1985=%$3 82 1990=%$3 98
1995=%$38 0 2000=%2 90 2005=%$4 35 2010=% 855 2015 =

Start of Year End of Year Ave. Yr. Change http://www.Ilbma.org.uk/pricingand-statistics
1970 1974 85% Pres. Nixon ends convertibility of USD to gold on 8/15/7
1975 1979 35% Age of Inflation
1980 1984 -5% Oct.1980peak at $682 or, inflation adjusted at $2,200
1985 1989 0% The Great Moderation
1990 1994 0% o}
1995 1999 -4% o}
2000 2004 10% Recession
2005 2009 19% Credit Crisis of 20082009
2010 2014 8% Peaked at $1,896 on Sep. 05, 201$1,187 on 11/28/16

How do the returns look: 1970 to 1979 looks real good; 1980  thru 1999 does not look so
good; 2000 to 2013 looks pretty good. So what can you learn from this data  display?
Perhaps you might think that if you hold on to gold long enough you probably cannot lose
(exceptfor opportu nity costs i see pdf -p.109 ) or, just sell outon any huge run -ups.

After experiencing the price rises from 1970  to 1980 , maintaining gold in your portfolio

from 1980 to 2000 would have  been very difficult, psychologically. See (pdtp.ao7-1BV) at
the bottom for a comparison of gold versuslIBM. Of course, you could select General Motors

[ aM] for comparison. Its range is about $30  to $50; with a peak price  of $87 on 01/04/99

It then traded [  09/09/0pas Motors Liquidation Company [MTLQQ.Jkat $0.77 per share [by the end of
2010 GM want ed to do an IPO; 92.4% of the stock was held by: Uncle Sam; Canada; and United Auto Workers; for
the government to recoup it's 'investment’ in GM the IPO needs to be $133/sh.or, 53% higher than their Jan .1999
high of $87; GM still engages in political donations & lobbyists; the GM IPO came out 11/17/10 at $33/sh.; with it
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came a Series B mandatory convertible (2013 cumulative preferred at 4.75%] . This should be a caution to

be thoughtful in selecting a company and to be vigilant when monitoring its operating and
financial condition. In market invest ing, as described by the distribution of the bell curve ,
for example, a normal statistical distribution of the likelihood  (from December 30,1927 ) of the

S&P500 falling 20% in a single day (  as it did on October 19, 1987 ) is 16 standard deviations away
from the mean. On a normal distribution, that's about as likely as one person winning the

Powerb all lottery four times  and getting struck by lightning four times in a giv en year.
However, research shows that since the early 1900s stocks have, on average, fallen 30%
once per three -year time period. Be prepared for such risks.
Build a Portfolio to Withstand a Black Swan Event Gr egg Fi7®@shizr , Barronbs,

COINCIDENCE: The newspaper The Columbian of Vancouver of Washington got a visit from an
Oregon police detective in 2000, after it published the next day's winning numbers for the
Pick 4 Oregon Lottery  (6-8-5-5). It turns out that a deadline rush to fill in the p rior day's
winning digits led to the retrieval of Virginia's numbers, rather than Oregon's. The winning
Virginia picks, coincidentally though accidentally, selected as yesterday
ended up being Oregon's winners for the next day. What ar e the odds of this ever
happening? This was pure luck. But a real problem is information bias...

see: http://online.wsj.com/article/SB100014240 52748703811604574533680037778184.html 11/13/09

On the Use of Financial Products to Stimulateledge Portfolios

A relationship may be understood asrabability only when the identities concerned are already recognized as the components
of & regulastiés, or casuabnditions which specify processand are not an expression of intelligence whichrbasons

but notcauses.The financial markets agartly based on human intelligenaedardless onickers to the contraly Yet, despite

this condiion people and institutions continue to place capital into certain hedging pr@tlisaises not refer to the traditional use

of options or futures contract® business operations go to pdfp.175 Market stages as human emotipns

As notedon pdfp.14futures and options trading azero-sum gameshecause for every holder of a profitable contract, there is
another investor or series of investors holding the losses reflected in the other side of that contract. Weadthifitedalynong

traders participating in the market, minus broketexchange fees that facilitate the exchange of contracts.
As an exampl¢he San Diego County Employees Retirement Associatiosing leveragendderivatives ¢n stocks, bonds,

commaoditied to possbly boost performance in their 79% funded holdings for 39,000 aatii®rmer employees. The account
managerSalient Partners LPis puttingat risk almostdouble theamountin theretirement account Perhaps funding 100%

of the account would havebee t he wi ser cwitbthateé good | uck

+ "To see what is in front of one's nose needs a constant struggle.”

George Orwell

Aside from the stock specific shocks are and the surprise, major, economically disruptive event s; whivh  are the
unusual occurr  ences which are n ever expected:

a) wide -spread, deadly flu-pandemic ;

b) large, but temporary, food supply disruption S;

¢) anti -Western (American) coup inan economically significant nation ;

d) major trade -war erupts with China ; severe social unrestin China  or India ;

e) extensive, volcanic ash disrupts air traffic for prolonged periods ;

f) other catastrophic natural events i earthquakes (Ring of Firg solar flares; tsunamis or typhoon s;

g) huge, terrorist event (s): Saudi ArabiegyptTurkeySyria; Pakistan; Iramdonesi&ngland; Fran@ermanyRussiat).S;

h) another financial collapse; etc.

for Disclaimer statemengo to last page
So what, exactly is an investor to focus on? | believe you should stabilize your portfolio by holding and
monitoring, high quality, f odeb.dddwiitasmatitipatngaadc k s é

attenuating those aleatory components, present in all specific investments. You have to be able to
identify a stock's constellation of attributes that demonstrate and signal:

past quality; present strength;  and their reasonable, future prospects

Time destroys predictability - w|AJE

Alf you dondt canniebadliszemevayitdulros el f

without

someon


http://online.wsj.com/article/SB10001424052748703811604574533680037778184.html

John Frank, managing principal@aktree Capital Managemern Charlie Munger (Warren Buffets partngr

OHe doesndt get confused about the difference betweerl

and an intellectual understanding. 6

Our underst anding of things is thru relation ; everything is relative to something else; this vital point is usually
left -out.  Any critique or analysis that is dismissed by the casual wuse of the phrase: "
"Everything is relative," must be broug ht back to reality by the empirical test: Y e s é telative to what?
Everything important is rooted or established by some relationship to an enduring condition or natural
requirement. The world is constructed and operates thru ontologic andnomologic f actors. Below are three
observations as to the use of the theory of social relativity or, the sociology of knowledge :

AThe word "good" has many meanings. For e

if a man were to shoot his grandmother
at a range of five hundred yards,
I should call him a good shot,
but not necessarily a good man. o

G.K. Chesterton

During the Cold-War, America and Soviet Union were referred to by some as,
"morally equal." Bill Buckley responded by noting,
"That is like saying that the man who
pushes a ittle old lady into the path of a bus
is morally equivalent to the man who
pushes her out of its path,
because they both push little old ladies around."

To see how deeply ingrained the social relativity theory s, here is a statement by Japanese Prime Minister Shinzo
Abe, AThings that happe nend WUk PeareHarhor; Badatn DeathsMarch; Rape of Nawjihtpok different
depending on which side you view them fr om.assistarfisfar sophonsorest uf f you hee

stud ents at community colleges; and it was uttered by a modern day prime minister ( April, 2013. Apparently

Wi t t g e n stheery ohpdivate -language and self-definition, which makes such ideas unavailable for public

di scour se, hasndt reachkehelsparmlyetmeandnitehat to the Japanese, fWe -
Philippines and China to help them outé they were so ungrateful .o

"There is no opinion so absurd but that some philosopher will express$ iCicero

This song was sung by George Shultz on Milton Friedman's 90th birthday:

A fact without a theory
is like a ship without a sail.
Is like a boat without a rudder.
Is like a kite without a tail.
A fact without a theory
is as sad as sad can be.
But if there's one thing worse in this uni  verse,

it's a theory... without a fact.
(Adam Smith too was distrustful of unsupported theory )

fOne of the great mistakes is to judge policies and programs by their intentions rather than their resultsoé - Milton Friedman

Perhaps these three concepts co uld be considered as unalterable principles for human conduct:

1) inviolable sanctity of human life  2) the unalterable principle of even-handed justice
3) toleration and free choicefor individuals within the constraints of civil -society

The Test : would you want to live in a society where these would be absent and, there would be no guarantee

that: your life would be spared; you would be provided any measure of justice; that your beliefs , ideas, behaviors

would be tolerated , and your free -choice would be limited to the trivial . This absence would make for a civilization

only palatable to the muscular andcunning; and that would politically lean either to anarchy ortyranny . There are

many examples from the recent past. Unfortunately there still are examples : North Korea, with their total -control
orre-education camps eg. Camp 14nd the economically corrupt Office 39; Iran andi t Bv prison ; Republic of Cuba

and their Isle of Pines ... other countries of this type can be found in South America, Africa, and Asia. Who would

choose to live without these principles if presented with a realistic option? Perhaps the already powerful, their

henchmen and hangers -on... but no normal, educate d person would refuse such an offer IF they could escape with

their loved -ones and close friends (to avoid the cruel reprisals historically visited upon those uefoetmate the barbarian lands that are
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The Basis for the Investment World

and how it partly works

Some Historical ExampletFinancial Hope

Tulip Mania0f163637" - South Sea CompaBubble0f1711-21" - Mississippi ComparBubbleof171921

From the 19" Gentury this Listof Financial Ecess

TheErie Canaffinished8BGkduced the cost of shipping a ton of freight from Buffalo to Newk from $10G0 $15.
TheErie Canalvas widely imitated and contributed to the "canal mania" of #820sana830s; canal building ended in 1860.

Railroads start in 1830 with consolidation beginning in 1853; by 1865 there are 35,000 miles of track, reaching 163,00089des
Rai l roads were real investmentsé but plent yjusbdsincadaxcessi ve cl ai
And from the 20" Centurythe Listof Financial Exberance Goes On
The Roaring Twenti€$929 Crash - Socksg A (i K dn2hy afébriconglomeratesn the 1960s- The Niffty Fiftyn the early 1970s
Japanese equitg land bubble of 198% & 2 K S-yDibtcom /telcom buildout bubbleof 1995t 2000 - FinancialCrisisof 2007to 2009

U  You learn from
experiencing your good judgments...

U you learn even more by
experiencing your bad judgments.

Alf it were impossiblings for individual hum
(or a group of human beings)
to act autonomously in effective pursuit
of a common goal,
the game of soccer would not exist.o
Antonin Scalia
In reference to a Supreme Court position in 1986

Vice is a monster of so frightful mien

As to be hated nels but to be seen;
Yet seen too oft, familiar with her face,
We first endure, then pity, then embrace.

Alexander Pope 1688174

" In the20" Century we had those collectabBeanie Babiefsom Ty Inc. Read The Great Beanie Baby Bubhlly Zac Bissonnette.
" Robert Walpoldregarded as thied&rstifister of thegdomiet? KiifZose topower after the bursting of th&outh Sea Bublle

England's first great stock AOEAO AOAOER xEAT EA EEA OEA £ET AT AEA1T AOEI A0 1T £ OEA



You are investing into a democratic-republican, law andrules based economy operating under : choice as to supply and
demand; legal andsocial, incentives anddisincentives; capital accumulation (savings + equily price signaling (supply and
demand inbrmation; the market as a discountingechanism arfiPrice-discovery as the process that happens in an open and competitive and
unregulated market, where the interplay of supply, demand, and cost structures determines the efficient price. Greed-discovery is the process by
which a vastly and unnecessarily complicated financial system is exploited by expert insiders, deremy Grantham); requiring specific labor;
producing targeted innovation; andwhere firms strive for higher revenue with lower costs and reduced risks.

SEC 10-K Instructions
Risk Factorsd go to Part | Item 1A. Risk Factors, p.8
http://lwww.sec.gov/about/forms/form3a0pdf
go to last page  of this essay for Disclaimer

SECdefinitionf armaccredited investoand?.- http://www.sec.gov/answers/accred.htm
CircleUp crowd funding for consumer produetgpstaitps://ctleup.com/gettistgrted/
AngleList publidundraisinghttps://angel.co/public

Indiegogo tech crowfilinding http://landing.indiegogo.com/cimaind/

SeedInvest vetted investment oppoistittps://www.seedinvest.com/

Fundable business croviandinghttp://www.fundable.com/

Kickstarter for cretive ag+ businessttps://www.kickstarter.com/?ref=oaation

=a =4 = =8 -8 A

We invest within an economic-ordonnance [E-O : a universe of reference or theory of economic arrangement]. It is
composed of our: physical; social / individual, political and economic states: past, present, and future; also
included are our moral and ethical obligations and institutional, ethical and legal relationships; finally, the
recognition that there are fundamental, human behaviors and rights, which are universal. Persons’, for the
purposes of the ordonnance-economy, are viewed as an :

investor - entrepreneur - employer - employee - consumer - citizen - taxpayer

operating within the modes of:
limited powers for government - a market economy - free choice - private property - a sense of personal respnsibility

The main economic components of the Economic-Ordonnance being the recognition of:

a) individuality The "I" is recognized by me as the doing or willing self; the masterless person who acts from their
own internal motive-power; the right of private conscience andinner conviction; "The individual is
both logically and ethically prior" (to socie}y George H. Sabijrhis is not an endorsement of lone-
wolf individualism; we all live within multiple groupings; we have obligations to self and others and,
we are acknowledged by the self and others. The provision of economic liberty and equality (dignity)
to individuals; which released human ingenuity for the market-tested betterment of all i D.N. McCloskey

b) natural or civil human-rights To life, liberty, and the pursuit of happiness + Bill of Rights; the self-evident, natural

rights, which are discovered, rather than created; lex naturale or, other than rights
that solely emanate from some well-armed authority aka: thugocracy, dictatorship or,
oligarchy. Examples are: Robert Mugabe; Vladimir Putin; Fidel Castro; Hugo Chavez
(replaced by Nicolas Madbristina Kirchner of Argentina is § 8addam Hussein; The Central
Committee of theCommunist Party of fill -in-the-blank Dilma Rousseff (Workers Party Brazi);
Turkeyds str ong mathmcl®esoiethe IsmidRemulEliaafiran. Natural
rights are composed of axiomatic principles andnecessary deductions.

See: Appendix DT Social Justice - pdf-p.113 andpdf-p.33- c) aprioristic propositions

c) free choice within the law  Your choices will still be evaluated andjudged by others as to their economic andmoral
hazards; that society is subject to moral criticism to which even legally constituted power
is rightly subject; social affairs come down to a: balancing offorces.

fWhen people are free to do as they please, they usually imitate each @ieeHoffer

d) social cooperation Friedrich Hayek: many individuals working toward a single goal... however, there is no single,
common good; but there are many, common objects of good; society is the sum of separate self-
interests;n ot wi t h st a mpemanent andraggegate terests of the community, Bederalist
Papers. the main conditions for a stable society are mutual trust and the keeping of covenants.

fMan, when separated from law and justice is the worst of all animalso - Aristotle

With social cooperation we go beyond this: Thomas Thwaites: How | built a toaster... from scratchor, fiHow t o Make
Sandwi ch i n On itoayter>httpXhomvtetl. com/talks/thomas_thwaites_how_i_built_a_toaster_from_scratch.html
Sandwich > https://www.youtube.com/watch?v=URVW SsAgtJE

*
As investors we think of the economy and companies as-a-whole or, in total. As persons we think of: self; significant other;
our family; our friends; our neighbors; our community; and finally, the world. Therefore | do not own tobacco stocks.

a
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http://www.sec.gov/about/forms/form10-k.pdf
http://www.sec.gov/answers/accred.htm
https://circleup.com/getting-started/
https://angel.co/public
http://landing.indiegogo.com/crowdfunding/
https://www.seedinvest.com/
http://www.fundable.com/
https://www.kickstarter.com/?ref=nav
http://www.ted.com/talks/thomas_thwaites_how_i_built_a_toaster_from_scratch.html
https://www.youtube.com/watch?v=URvWSsAgtJE

e) the recognition of methodological apriorisms or, pre-existent states:
time - uncertainty - choosing - scarcity - change - satiation / habituation - variety

As to fthangeoJoseph A. Schumpeter noted that capitalism, fnever can be stationary... The fundamental impulse that
sets and keeps the capitalist engine in motion comes from the new consumer goods, the new methods of production
or transportation, the new markets, the new forms of industrial organization that capitalist enterprise creates.o

f) that everything is subject to rational criticism and inquiry : customs are various, but reason is one

Qui vult decipi, decipiatur - Let hi m who wi shes to be deceivedé be decei

g) the rule of law by constitution: starting with the Magna Carta in 1215; U.S. Constitution; laws of jurisdictions; ius gentium /
ius civile: that law is ffound,orather than made; all else are simply regulations orcodes ; the Constitutional enumeration of
certain powers to Congress, fpresupposes something not enumeratedoand, fby this tribunal alone can the decision be made,0
Chief Justice Marshall .

h) a democratic voting system within a republican governmental structure: anti-majoritarian Senate; separation
of powers; Electoral College; powers reserved to the states or the individual; society and by extension government, exist to
perform services that are of benefit to as many individuals as possible; an awareness that too much central power comes,
fvith a rigidity which human affairs will not admit.0 LordActon

To suppose that any form of government Our government is structured so that neither
will secure liberty or happiness narrow interest mere numbers might prevail ,
without any virtue in the people fiMediocrity was a safeguard against the pretensions
is a chimerical idea. of superior capacity.
James Madison Lord Acton

Representative government demystifies politics and ethics, as the here-and-now takes precedence over abstract aspirations.
It makes the mundane transcendent. It promotes healthy division because it puts competing visions,
even competing fundamentalist visions, to the vote. Reuel Mare Gerecht

fit is one of the happy incidents of the federal systemthat a single courageous state may, if its citizens choose,
serve as a laboratory, and try novel social and economic experiments without risk to the rest of the country.o

Supreme Court Justice Louis Brandeis - 1932

Tradition matters because it is not given to societies to proceed through history
as if they had no past and as if every course of action were available to them.

Henry Kissinger

i) the existence of natural-law as to property: fthe abstaining from that which is another®, the restoration
to another of anything of his which we may have, together with any gain which we may have received
from it; the obligation to fulfill promises, the making good of a loss incurred through our fault, and

the inflicting of penalties upon men according to their deserts,0Hugo Grotius, Prolegomena, sect. 6.
Natural Law = that which is axiomatic and self-evident or, fconceptions which are beyond question, so that no one
candeny them without doing violenceto himself, 0 sect. 39.

The English word credit derives from
the Latin word credere, which means, to trust .

j) the legal institution of private property: eg. United States, Chile, Botswana, Hong Kong, andmany others that are not
under significant orthe total influence of socialist ideology.

fWithout that sense of security which property gives,
the land would still be uncultivated. 6 Francois Quesnay

k) a sufficient level of trust being placed in other individuals and institutions by individuals.
fiThe blackest despair that can take hold of any society
is the fear that living h onestly is futile. 0
Corrado Alvaro

) ANothing could be more anti-social than to oppose any action which causes any harm to anyone,0
firhe Problem of Social Cost,0Ronald Coase, Journal of Law and Economics, p.435, Oct.1960; Coase received the Nobel
Prize in Economics in 1991 for his theorem on transaction-costs. Coase pointed out that iegulation works so well in the market
for goods& services, then it should work even better in the market for idélais points toa weakness in regulatioand the necessity
to be vigilantas to its use At the opposite pole weirid Vladimir Lenin who explained the totalitarian woi@gw as:

AdWe recognize nothing privates
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The Unfashionabléierkegaard- 1949
http://lwww.druckersociety.at/index.php/peterdruckerhome/texts/theinfashionablekierkegaard?start:


http://www.druckersociety.at/index.php/peterdruckerhome/texts/the-unfashionable-kierkegaard?start=1

fA government strong enough to act in defiance of public feeling
may disregard the plausible heresythat prevention is better than punishment,
for it is able to punish.
But a government entirely dependent on opinion
looks for some security what that opinion shall be,
strives for the control of the forces that shape it .0

John Emerich Edward Dalberg-Acton
The History of Freedom and Other Essays

When done deliberatelthis is referred to asmessagingor spin-control

Otherwise thru selinterest and scial pressurea 2 K| G G KS aSRAI DSdG& 2NBy3d ! o62dzi L&NI St ¢ al Gdx
http://www.theatlantic.com/international/archive/201411/how-the-mediamakesthe-israetstory/383262/

m) fthe inescapable interdependence of market phenomenad Human Action, Ludwig vonMises

Recognizing that default, ad hoc government interventionism is a futile policy response; by merely conforming to the
intellectual andpolitical fashion-of-the-day does provide short-term comfort but leaves society with long-term, unintended
consequences requiring further intervention.

n) the recognition that, iWe have a loss as well as a profit economy,dWwilliam McChesney Martin Jr.,
Chair of the Federal Reserve System (1951 1970

o) that economic ends are taken as given; it is the means which are evaluated as to their efficacy

p) fthat when the Soviet collectivist alternative to capitalism crumbled in hopeless ruin the entire world
accepted there was no substitute for the market,0 Paul Johnson in feeface tAmerica Great DepressimnMRothbard

History of the battle by state and church against capitalism: http://www.edelweissjournal.com/pdfs/EdelweissJournal-010.pdf

Benedikt Kotruljevic wrote a manuscript on doublgry bookkeeping which was pultied in 1573.

fiwell kept accounts improved a merchant® credit
and provided a testament to character.
Good accounting and moral rectitude
have always gone hand in hando
Edward Chancellor

What does this say abostmeott oday és financiers?

While poor or fraudulent accounting by a firm has limited potential for damage; it is the acts by politicians that think like a bad,
Bastiat economist where the real, economic harm occurs or, is encouraged: fAThere is only one difference between a bad
economist and a good one: the bad economist confines himself to the visible effect; the good economist takes into
account both the effect that can be seen and those effects that must béoreseen . Yet this difference is tremendous;
for it almost always happens that when the immediate consequence is favorable, the later consequences are
disastrous, and vice versa. Whence it follows that the bad economist pursues a small present good that will be
followed by a great evil to come, while the good economist pursues a greagood to come, at the risk of a small present
evil.o

From an essay by Frédéric Bastiat in 18608at Which Is Seen and That Which Is Ugseen

fiNo theory of government was ever given a
fairer test or a more prolonged experiment [30 year}
in a democratic country than democratic [ration-book statgsocialism
received in Britain. Yet it was a miserable failure in every respectd

Margaret Thatcher: The Downing Street Years [notesadded

This is not to underestimate the enduring appeal of socialism as a total governing policy; hopefully we will always

avoid measures thatread: i Though the | ion and the ox are both distinguis
there is a single approved condition of the human circumstance for both: the lion shall eat straw liketh e o x . 0
C.S. Lewis

Abraham Lincoln viewed it as:
fall would be |l ost and go to ruin, if t
no one shall have any, for fear al |
Gabor S. Boritt - Lincoln and the Economics of the American Dream p.38

q) social support for entrepreneurial imagination, inventiveness, and social assimilation [meritocracy; ([@))
the open society]; the robust, regenerative, social, economic and political powers of Western %
capitalism ie. the resilience of society and the economy; prime examples being the flexibility of the o
workforce andthe fluidity for the re-allocation of investment capital. g


http://www.theatlantic.com/international/archive/2014/11/how-the-media-makes-the-israel-story/383262/
http://www/
http://www.edelweissjournal.com/pdfs/EdelweissJournal-010.pdf

Entrepreneurial examples: Bill Allen, pres. of Boeing, 1945 to 1970; he bet the company on passenger jets, when not a
single U.S. airline wanted one and, John Fredriksen, shipping tycoon, who ordered two, ultra-deepwater rigs for $900
million, without a drilling contract from an oil company... Seadrill Ltd. paid off in two years. Other examples are: Malcom
McLean i Sea-Land Services Inc.; Chester Carlson i Xerox Corp.; Bill Gates andPaul Allen i Microsoft Inc.; Howard Schultz
Starbucks Corp. (Alfred Peehentore@tarbucksofounder Gerald Baldwin, who later Boeightt fflées& T€hy selling h&t a r holdindgs 6 s
later bought by JABam Walton i Wal- Mart Inc.; Walter Zable i Cubic Corp.; Steve Wynn i Wynn Resorts Inc.; Frank Perdue -
Perdue Farms Inc.; Walt Disney i The Walt Disney Co.; Harold Hamm i Continental Resources Inc.; Karsten Solheim i Ping
Inc.; Bert & John Jacobs i Life Is Good Inc.; Anita Roddick i The Body Shop International; Wozniak, Markkula, andSteve Jobs
i Apple Inc.; Jeff Bezos i Amazon.com Inc.; Rich Kinder i Kinder Morgan Inc.; George Rathmann - Amgen Inc.; Kevin Marcus
A.Blank / R.Brill / P.Farrah i Home Depot Inc.; Kevin Plank i Under Armour Inc.; B. Liu; B. Lee; E. Hartman; R. Shapiro 1
LegalZoom.com, Inc.; Sara Blakely i Spanx Inc.; Thomas Peterffy i Interactive Brokers; Kevin Systrom andMike Krieger i
Instagram; Leonard Marsh i Snapple Beverage Corp.; Sergey Brin andLarry Page i Google Inc.; Charles Schwab i The
Charles Schwab Corp.; J.B.Carpenter i Burton Snow Boards; Tom Dickson i K-Tec(Blendtec); J.P. DeJoria andPaul Mitchell
- John Paul Mitchell Systems; Marc Benioff i Salesforce.com Inc.; Ron Shaich i Panera Bread Co.; David Green i Holly
Lobby Stores Inc.; Mark Zuckerberg, Chris Hughes, Dustin Moskovitz, andEduardo Saverin - Facebook Inc; Steve Ells T
Chipotle Mexican Grill ; Nick Woodman i Woodman Labs Inc; from the past there are: Thomas Edison; Henry Ford ( 57 auto
mobile firms opened for business in 1908ndrew Carnegie; John D. Rockefeller; George Eastman (Eastman Kodak.;dames
Cash Penny i J.C.Penny Co. (SamWalton clerked a@ennystorg ... there were thousands more, both large andsmall ... there will
be thousands more; such as Elon Musk of Tesla Motors andPaul Elio of ElioMotors - http://www.eliomotors.com/my-strengths/
What a car built for people on a tight budget looks like (coming late 208). By the wayside are Fisker Automotive (premium
electric vehiclg andThe Vehicle ProductionGroup LLC(they were going tduild naturatgas poweredyheelchair accessibleans.

fiThe only alternative to profit -seeking businessis bureaucratic management...
Nobody can be at the same timea correct bureaucrat and an innovator. o

Ludwig von Mises - Bureaucracy

fit still holds true that man is most uniquely human é when he turns obstacles into opportunities .0 Eric Hoffer

Vindictiveness andretaliation by the U.S. Consumer Product Safety Commission
http://online.wsj.com/article/SB10001424127887324108204579023143974408428.htm| ?KE)MDR BAraviiat+man

An example of bureaucratic abuse... Gibson Guitar and theLacey Act:
http://www.science20.com/science_20/gibson_guitars_and_lacey act_misused-82210

Read: Three Felonies a Day: How the Feds Target the Innocent, 2011 ed.
and this: AA Doctor& Posthumous Vindication,0Harvey Silvergate, 12/26/12

http://online.wsj.com/article/SB10001424127887323981504578174973015235686.htm|?KEYWORDS=a+doctor%27s+posthumous+vindication

The 1918 Migratory Bird Treaty Act (it protects 1,000 species) and the Bald (1940) and Golden Eagle (1962) Protection Act
do what their names imply. Except when the wind industry is involved; the Fish & Wildlife Service estimates that turbines kill some
440,000 birds per year; they enjoy an exception to these laws. In 2011 Continental Resources was criminally indicted for killing
one bird (Says Phoebethey do not enjoy this legal exception (http://news.yahoo.com/wind-power-us-extends-permit-eagle-deaths-
145931345--finance.html). Also read: A Law Unto Itself: The IRS and the Abuse &fiaepresidential users of IRS power are:
Roosevelt; Kennedy; Nixon; Clinton; andObama i see Treasury Inspector General for Tax Administration report of 5/14/13:
http://bradblog.com/Docs/141504367-Inappropriate-Criteria-Were-Used-to-ldentify-Tax-Exempt-Applications-for-Review.pdf. Go to
page 20, Fi g ur mtruSve, excdssve, Wurdertsame, chilling come to mind. Also see: fi T HRS Scandal Started at
the Top, 0 Kimberl gwSIJStrassel, 5/19/ 13,
http://online.wsj.com/article/SB10001424127887324767004578487332636180800.htmI?mod=trending_now_5

As of Sep. 2013, 61% of workers covered by medical insurance are in self-insured plans; up from 49% in 2000. And 3 out o6

of these plans use stop-loss re-insurance to cover medically catastrophic events. By ERISA rules they escape ObamaCare; big,
medium, small businesses andlabor unionswantt hi sé some st at e iandthaeFReds hatedt; sinoe theylawitl or s
capture by central, regulating authority.

A ship in harbor is safe, but that® not what ships are for.0

Ken Hendricks
foundepwnesentrepreneur Afmerican BuildersiContractors Supply
Firstattributed to John A. Shedd 1928

olf civil society be made for the advantage of man, all the advantages for which it is made become his rightsé t hey
have a right to the fruits of their industry; and to the means of ma
separately do, withoutt r espassing upon others, he has aproperty bfthe titwendamd f or hi mse
notto the demands of the creditor of the state, that the first and original faith of civil society is pledged. The claim of

the citizen is prior in time , paramount in title , superior in equity .6 Reflections on the Revolution in France (1799, Edmund Buré


http://www.eliomotors.com/my-strengths/
http://online.wsj.com/article/SB10001424127887324108204579023143974408428.html?KEYWORDS=what+happens+when+a+man
http://www.science20.com/science_20/gibson_guitars_and_lacey_act_misused-82210
http://online.wsj.com/article/SB10001424127887323981504578174973015235686.html?KEYWORDS=a+doctor%27s+posthumous+vindication
http://news.yahoo.com/wind-power-us-extends-permit-eagle-deaths-145931345--finance.html
http://news.yahoo.com/wind-power-us-extends-permit-eagle-deaths-145931345--finance.html
http://bradblog.com/Docs/141504367-Inappropriate-Criteria-Were-Used-to-Identify-Tax-Exempt-Applications-for-Review.pdf
http://online.wsj.com/article/SB10001424127887324767004578487332636180800.html?mod=trending_now_5

It may be apocryphal, but Henry Ford supposedly said:

fif | had asked my customers what they wanted,
they would have told me a faster horseo

Note: to the 1914 decision by Ford to increase many wofkeages to$5 per day+ reduce burs from nine to eightHenry's primary
objective was to reduce worker attritianlabor turnover from monotonous assembly line work was higtid not involve the progressive
notion about workers being able to buy the stuff they make. This was amaifdrusiness decisiorAs expected, employee turnover
diminished. And, by creating an eighbur day, Ford could run three shifts instead of two, increastiegroductivity of invested capital

fAnything that won & sell, | don@ want to invent.
It & sale is proof of utility,
and utility is success.0

Thomas Edison

fA lot of times, people dond know what they want
until you show it to them.o

Steve Jobs

fl made 5,127 prototypes of my vacuum; 5,126 were failures.
But | learned from each one.
That®& how | came up with a solution.o

James Dyson

fi... whosoever could make two ears of corn or two blades of grass to grow
upon a spot of ground where only one grew before, would deserve better of mankind,
and do more essential service to hiscountry, than the whole race of politicians put together. 6

Jonathan Swift Gullives Travels 1726

In China under Deng Xiaoping a limited number of farmers were allowed to keep anything they produced above some quotacahdalg
yieldsdoubled almost immediately This demonstrates a related aradten quoted meme@nimal spirit®by Keynes as,
fia spontaneous urge to action rather than inaction.é if society allows.

Production always (by factandlogic) precedes consumption
It is entrepren eurs that turn people into new employees(supplyng)
and therefore into new customers(demangd for other firms stuff.

Of course, that production can always be rejected by the consumer; but it will, nevertheless, appear prior to being judged by the
consumer. The producer is the one who evaluates the current andfuture markets and adjusts the manufacturing orsupplying of
products andservices to the consumer (to view the process otherwise is either to be economically ignorant or ideological)y blind
Entrepreneurs create markets, where none existed before. Did consumers demand bottled water from the island of Fiji before FIJI
Water Co.LLC produced it or, the iPad before Apple Inc. introduced it? Also, producers make adjustments to business or personal
demand by: slowing or stopping production; mark-downs andwrite-offs; cost-cutting; selling themselves to other firms; and in some
cases, bankruptcy.

Yes, producers supplying to general, re-current demand do adjust production rates to that demand; but following this obvious

fact puts the cart before the horse. We all require (demandl food; but that fact does not translate into a successful grocery store
food product orrestaurant chain orany other consumer item. Nor does a mere, fl want (demand such nésuchdresult in it being
supplied to you. Further, while an increase ordecrease in demand for a specific item results in the manufacturer raising orlowering
production rates and adjusting inventory levels accordingly, this co-incident relationship does not make demand the senior partner.
While demand is a significant factor, it is still a subordinate factor in the: creation orsupply orproduction equation. Government
aggregate demand management is only a temporary tool of limited value; it should not be used as an excuse orstrategy for
increasing government control of the private economy.

dt is always an illusion to believe that governments could increase total demand
and thereby induce producers to produce more.
Governments can only shift resources from those who have created them to those who havend.
The present state of affairs in countries that engaged in stimulus blowouts in 2008 and 2009
should serve as proof of the failure of the Keynesian model,0

Pascal SalinJniversite Pds-Dauphine
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Current Dissent to Modern, Democratic Capitalism

Dissent to a) thru p) above takes the view that there are economically successful nations (China, 8uthKorea, TaiwaBingapore, e}c
that do not follow Western style human-rights and philosophies and therefore these conditions are not necessary for economic
success. These non-Western societies, under state direction and control, succeeded by piggy-backing or, copying or, imitating
or, faking or, stealing or, improving on the fruits of Western capitalism (this is calledindigenous innovaticghin Chind. That is not
following Adam Smith; it is a caricature of our process for the most part. And one that is composed of so many trade-offs that it is
unrecognizable when you peel away the veneer of China& modern factories and(ghos) cities. fPeople dond trust the government
statistics, they dond trust corporate earnings, they dond trust comments from government officials,0Sun Mingchun of Daiwa
Securities Ltd. The intense anger of the People®& Republic of China [PRCagainst 2010 Nobel Peace Prize winner, Liu Xiaobo and
the wide-spread support of his goals for: ffreedom, equality, and human rights,0and the recognition that these are funiversal values
of humankinddbelies any contrary assertion by the PRC or others; this only reveals the true nature of this state-capitalism
regime. Democracy andconstitutional government are the fundamental framework for protecting these values (see:Charter §;
firhe Chinese government& regard for the rule of law stops at any challenge to its monopoly on power,0 The Wall Street Journal,
fWhere Is Gao Zhisheng?.0 Besides giving Liu an 11-year prison sentence, Mrs.Liu is also under house arrest.

(see Appendi¢ Chinese stateapitalismg pdf-p.114)

Five Views of the Market

Capitalism is formed by consumers (industrial or commercial or individual) engaging in: fbuying or abstention
from buying [which] determines what has to be produced, in what quantity, and of what quality. In buying
what suits them best they make some enterprises profit and expand and make other enterprises lose
money and shrink... society is essentially the mutual exchange of services,0

Liberty & Property, Ludwig vonMises

firhe market is an abstract concept. It is the domain where transactions are negotiated and prices are
determined...All markets have two sides, buyers and sellers...But every buyer is at the same time a seller
since his demand for a good is made effective by his offer of something else in exchange for it. By the
same token every seller is at the same time a buyer since his offer of something to the market implies
the offer of something (usually money) in exchange for it...market equilibrium is established when demand
equals supply; the price prevailing at this time is the equilibrium price. The equilibrium price is the price at
which markets are cleared.0

Robert A. Mundell - Man and Economics: The Science of Choice

fSocialist enterprises manufacture and deliver goods, not because it is profitable but because they have
been commanded to do so... a significant part of the economic activity consists in creating goods and
services that in a free market and democracy neither consumers nor taxpayers would buy.0

Russia: A Long View - Yegor Gaidar

frhis is what we know to be true. Business is good because it creates value. It is ethical because it is based on
voluntary exchange. It is noble because it lifts people out of poverty and creates prosperity.0

Whole Foods Markets, Inc. founder & co-CEO John Mackey andantGMO acolyte

fVirtually every commercial transaction has within itself an element of trust.o
Nobelprize winning economist, Kenneth Arrow

An example of consumer sovereignty is the introduction of New Coke on April 23,1985. Seventy-seven days later,
on July 11,1985, the product was withdrawn and replaced by Classic Coke, the original formula. The Coca-Cola
Company (KO) spent $4 mil. on consumer testing of 200,000 persons plus marketing expenses; bottlers lost $30
million on the concentrate. Despite all of this the firm reversed itself in less than three months. The Consumer had
spoken...as they ultimately do on all market decisions in a free-choice society.

On the other hand this assumes that financial and social incentives are properly established; you act as you are
incentivized to act, with guidance from your moral center; example of an improper incentive andquestionable ethic.
Here is a Merrill Lynch & Co. executive explaining how being a Collateralized-Debt-Obligation (CDQ manager for them
worked:
filan going to make you rich... you just have to be my bitch.o
Banks$B5elfDealing Supe€harged Financial CrisRro Publica, Aug.26, 2010
http://www.propublica.org/articlefbefdealngsupeichargedinanciatrisis


http://www.propublica.org/article/banks-self-dealing-super-charged-financial-crisis

Another voice that reveals the nature of the 2007 i 2009 Financial Recession is an emailby Go | d ma n S-abcide $obirse;
accused by the SEC of misleading investors in a CDO called Abacus 2007-ACI during the implosion of the housing bubble;
Goldman settled in Jul. 2010 and paid a $550 million fine; Tourre left Goldman Sachs at the end of Dec. 2012. Email as sent

0 More and more |l evethgeenhi thesggseemmis about to crumble an
the only pot ential survivor the fabulous Fab (as Mitch would kindly call me, even though there is nothing fabulous abt me
é) standing in the middle of all these complex, highly | eve
without necessarily understanding all the implications o f those monst Updaiesfrom 4/26/83!: ! | 0

http://online.wsj.com/article/SB10001424127887324474004578445083569502750.htmI?madest_pop_newsreel

Just put your favorite investment bank orhedge fund in place of fiXYZoto see the nature of the Financial Recession:

The problems of liquidity were the occasion for the failure or bailout of XYZ, not the cause.
If XYZ& difficulties were solely the result of funding and liquidity problems,
their lasting effects would have been much more limited, including for the taxpayer.

Government enters our economy, in various ways, to require or maintain by law: the price (eg.agriculture); qality of production (eg.

FDA; EPA; and other government, regulatory agejicsasety (eg. OSHA; CP3ine Safety and Health Administratigrthink Massey Energy

Ca; etc); and most importantly, government also enters business thru the tax code® (Internd Revenue Servigand financial oversight

(Federal Reserve Bank; Treasury Dept.; SEQ,; &tthether and to what degree these regulations and taxes are beneficial to most

businesses and consumers or, unnecessary or, harmful to private arrangements | wond comment; other than to note that random

refereeing by Congress and the Executive create uncertainty in business executives and extract money from consumers.

See Hauserdés Law at
http://1.bp.blogspot.com/_5aAsxFJOeMw/Sx6YDGeQZBI/AAAAAAAACTk/ccpEiZ9Bdediakfititbmetax-rate-and
federattax-receipts19462014.PNG

fPoliticians tend to promise too much, and they think that signing an agreement
or making a speech is the solution,06 Cemexhair & CErenzo Zambrano

firhere was always pressure, to which some governments were
all to ready to bend, to come up with forms of words and ambitious commitments
which everyone could accept and no one took seriously.o
Margaret Thateh&he Downing Street Years

However, research on NGO arrangements of private affairs has shown that they often work much better at adjusting conflicting

interests than under government regulations [see work of Noble Prize winner Elinor Ostjori Pe opl e r eal | yrubel i eved a s

economy was the most efficient way of promoting growth. Today nobody believes that, except maybe in NothKor ea, 6 Gary S.

Becker i Nobel Prize in Economics, 3/2EAgh Al Gore appreciates capitalism; though he still believes, too much in my opinion, in the

virtues of the centralized, bureaucratic, regulatory state:
http://online.wsj.com/article/SB10001424052748704853404575323112076444850.htmI?KEYWORDS=toward+sustainable+capitalism

While Fidel Castro states that socialism, fdoesnd even work for us anymore.o Nikolai Bukharin,chair of the Council of People&

Commissars and Politburo member, said in 1925, fiGet rich.0 Deng Xiaoping, transformative leader of China, 1904 -1997, said, firo

get rich is glorious.0 The 18" Central Commi tteeds Third Plenum endorsed Athe idea that
efficiently tWadnglignoWaxinmagazneTWSJ(11/19/13 While these exhortations to become frichoare made by
socialists/communists it is more revealing that they occur when: their ideology is economically failing them. But capitalists say it too:

Donald TrumpinDec.2016, @Al ts OWiletbuwinesses do makemistakes or fail, it is restricted to that business itself

[problems exteding beyond the business are resolved thru the courts, insurance rates, and sendirgpveddés to other firms When

government enters the private world as the righter-of-all-wrongs by over-riding the market, the stage is set for industrial-wide or

nationwide problems. This comes from unstable or uneven government policy:

1 The 2004epatriation tax reduction holidafeffective 2003 lowered the effective rate to a 5.25% tax rate vs. the maximum corporate rate of

35% less any foreign tax paid ® hdzi 2F =Tt nn FANl842 BN%)KsedFtBenifek $99 bifi wrarael Fomé WISSBhl.an 2

2004. There are many waye use foreign deposits without moving the cash back home. The bottom lineefigutive tax rated A 8= F YR g A f ¢

O2yiAydzsS (2 0SSz GKS YSGONRO (KI{G Aa dza SOeloitteFaxRIdPR I SEvEEmziidp OveGda® LIS NF 2 NI

Cash," Kate Linebaugh, 3/28/13, TWSJ at:
http://online.wsj.com/article/SB100014241278873233618045783885223126@#6IKE Y WORDS=foreign+cash+holdings+repatriation
http://blogs.barrons.com/techtraderdail@/2018pleeocookwereanamericasompanwedonistashcash/?mod=BOL _hpp_highlight_bottom

TheEffective Tax Ratfor profitable multinationals in 2010 was abd% - http://www.gao.gov/product§GA013-520. Congressional

Ay@SadAaaridArzy F20dzaiay3a 2y ! LILX SQa F2NBAAY &l fSas uBlaNyAy3Ias FyR GFE

http://www.sec.gov/Archives/edgar/data/320193/000119312513297312/filenamel(R{@2)j1 Bioneywell Chief Financial Officer Tom Szlosek

expects the company's cash and debt to be basically equal by the end of the year, a situation he describessteppowtitbfhow industrial

companies are generally run. "But when you peel it back a little bit you see that almost all of our debt is in the UlSuawcdsh is overseas,"

Mr. Szlosek said. Honeywell's U.S. earnings would be sufficient to pay dendij buybacks and minimal capital expenditure, but not much

more, he said. Yet drawing on its offshore cash would incur a "cost prohibitive" tax hit, so Honeywell instead taps rierkietist "It would

be wonderful to be able to take the cash that wavie overseas and be able to use it," he said, 8/01/14. The tax code allows a company to

AyOf dzRS Ay(iSNBaid SIFNYSR 2y Ada 2FFaK2NB OF &K LAt S einrediégienspohh G SR { G|

i KS T A N¥awig, andthediirmisAeitNhe same economic position as if it had simply repatriated the cestetmotesEdward D.

Kleinbard, former chief of staff to theongressional Joint Committee on Taxation

Growing in popularity is the tactic tdx-inversion; where a U.S. firm buys a foreign compangmoves its incorporation overseas; share
K2t RSNE 2F G(GKS | OljdZANBR O2YLl ye Ydzad NBOSAGS |G t S| Adidlnsnee 2T
2012; seven more are pendjras of July 15, 2014. There are calls to raise acquired equity toHi@¥&ver, foreign firms can still buy a U.S.
companyandachieve the same tax results iasersion (uneven playing field for U.S. firms or, a tactic to be exploited by U.S)firms
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http://online.wsj.com/article/SB10001424127887324474004578445083569502750.html?mod=us_most_pop_newsreel
http://1.bp.blogspot.com/_5aAsxFJOeMw/Sx6YDGeQZBI/AAAAAAAAC7k/ccpEiZ9Bee4/s1600-h/max-income-tax-rate-and-federal-tax-receipts-1946-2014.PNG
http://1.bp.blogspot.com/_5aAsxFJOeMw/Sx6YDGeQZBI/AAAAAAAAC7k/ccpEiZ9Bee4/s1600-h/max-income-tax-rate-and-federal-tax-receipts-1946-2014.PNG
http://online.wsj.com/article/SB10001424052748704853404575323112076444850.html?KEYWORDS=toward+sustainable+capitalism
http://online.wsj.com/article/SB10001424127887323361804578388522312624686.html?KEYWORDS=foreign+cash+holdings+repatriation
http://blogs.barrons.com/techtraderdaily/2013/05/21/apple-ceo-cook-were-an-american-company-we-dont-stash-cash/?mod=BOL_hpp_highlight_bottom
http://www.gao.gov/products/GAO-13-520
http://www.sec.gov/Archives/edgar/data/320193/000119312513297312/filename1.htm

fiThewant of confidencein the public councils damps every useful undertaking success and profit of which may depend on
acontinuance of existing arrangements What prudentnerchant will hazard his fortunes in any new branch of commerce,
when he knows not but his plans may be rendered unléefate they can be executed®hat farmer or manufacturer will
lay himself out for the encouragement given to any particuléivation orestablishment, when he can haveassurance
that his preparatory labors and advances will not render him a victimnoarstantgovernment? In a word, no great
improvement or laudable enterprise can go forwdrith requires the apices of &teady system of national policy
James Madison, Federalist 62 i 1788 [bold added

This is not meant to imply that we do not need government; it obviously has legitimate and critical functions to

perform. The question is do we want, fa free-enterprise society with a solid but limited safety net or, a cradle-to-

grave, re-distribution welfare stated (Arthur C. Brooks. pres. of the American Enterprise Institute and Paul Ryan, House of

Representatives, Wis.-R). | desire a less ambitious government or, one that does not promise benefits beyond (let alone

far beyond) the capacity of the private, economic structure to pay for them; that respects and trusts the individual and

SO recognizes proper limits on its power; that explicitly understands that it will become captured by interests and

therefore regularly purges itself of those biases or conflicts (apparently our voting cycle does not do the job... blame the

voters); this regulatory capture is properly described as an example of government failure [see:Seeing Like a State: How

Certain Schemes to Improve tHaman Condition Have Failethmes GScot]. George Stigler (The Theory Of Economic Regulation

recogni zed Iehegulationifaguiredby ut he i ndustry and is designed and operated
solution is to write simplel aws t hat dondét | end themsel ves t oortheregolggingmani pul ated; e
bureaucracy. See htp://www.jstor.org/discover/10.2307/3003160?uid=3739256&uid=2134&uid=2&uid=70&uid=4&sid=21104852648813

fit will be of little avail to the peo ple, that the laws are made by men of their own choice,
if the laws be sovoluminous that they cannot be read, or soincoherent that they cannot be understoodé
[or] can guess what it will be to-morrow .0 James Madison, Federalist No.62 i 1788

Red Tape Rising: A 2011 Mid-Year Report
http://www.heritage.org/research/reports/2011/07/red-tape-rising-a-2011-mid-year-report
At the end of 2011 there were 82,351 rules in the Federal Register.
3,780 rules were added in 2011 alone; for 2013 there are 4,062 new regulations at various stages of implementation.

Competitive Enterprise Institute - Wayne Crews
http://www.aei-ideas.org/2013/05/red-tape-facts-regulatory-costs-are-now-the-second-largest-item-in-a-typical-familys-budget/
201371 Ten Thousand Commandments: An Annual Snapshot of the Federal Regulatory State (73 page}
http://cei.org/sites/default/files/Wayne%20Crews%20-%2010,000%20Commandments%202013.pdf

firhe regulatory systems in place are a disincentive to innovation. It& intense to fight the red tape.0 Travis Kalanick

The Federal Register: https://www.federalregister.gov/
The Daily Journal of the U.S. Government

http://online.wsj.com/article/SB10001424127887324688404578543824103846736.htmI?KEYWORDS=banning+background+checks
fiBanning Background Checks, 0o st a-t6/16/13i cal checks trump c

AWi sconsi n woalseguiatiod gn4vien the sale of an ice-cream cake is taxable. If the ratio of ice-cream layers to
cake layersistoohigh,sal es tax has 9D, 60046 cdA eBuredle hsSordon Crovieed/29/ITWBX net , O

Regulating bureaucrats are everywhere. The annual Behre Dolbear Country Rankings for Mining Investment (known in the mining world
as theWhereNot-to-Mine-Repor) ranks the U.S at last place; the time it takes to receive a new, mining permit ranges from seven to ten
yearsé hen the actual construction work begins. 173

I would also like to note that a free-market does not mean crony capitalism? or, a free-for-all-market;
despite claims by opponents of the free-market to the contrary. Another throw-away line is: trickle-down-
theory. This is a straw-man concept with no economic theory behind it (it is a pejorative; a jab-in-the-eye to free-
market capitalism); see pdf-p.173. The free-market is a moral, as well as an economic creation.

CAPITALISM: private producers supplying to demand under free-choice, within a social context and a
constitutionally restrained, elected government; all capable of continuous adjustment.

What the fientrepreneur learns is that businessis the art of decision making under
conditions of uncer t a i rRichgrd WOFisher, pres. of thederal Reserve BastiDallas

1 Crony-capitalism - Using governmental power private firms seek: subsidies; mandates; grants; low-cost loans; loan guarantees;
tax credits; targeted tax breaks; no-bid contracts; favorable regulations; monopoly status; barriers to entry rules; protection from
foreign competition; andbailouts. Crony-capitalism is the kissing-cousin of: fascism . When does reasonable aid orhelp become
cronyism? See: http://cronychronicles.org/2012/08/23/video-i-want-to-be-a-crony/
Rent-seekingis where competitorsndideologically motivated interest groups seek to impose conditions that would transfer rents from the
applicants (currendr potential) to themselves other parties while, of egse, cloaking their arguments in a public interest. The damage is from
using a commanednd-control system ie. government regulatargovernment administered markets which results in: higher transaction costs
thru lobbying by business, NGQs\dpoliticians; increased markatdregulatory risks; often significant delaysidresource misallocation.

Federal Communications Law Journaittp://www.fclj.org/wp-content/uploads/2013/09/65-3-Singer.pdf


http://www.jstor.org/discover/10.2307/3003160?uid=3739256&uid=2134&uid=2&uid=70&uid=4&sid=21104852648813
http://www.heritage.org/research/reports/2011/07/red-tape-rising-a-2011-mid-year-report
http://www.aei-ideas.org/2013/05/red-tape-facts-regulatory-costs-are-now-the-second-largest-item-in-a-typical-familys-budget/
http://cei.org/sites/default/files/Wayne%20Crews%20-%2010,000%20Commandments%202013.pdf
https://www.federalregister.gov/
http://online.wsj.com/article/SB10001424127887324688404578543824103846736.html?KEYWORDS=banning+background+checks
http://cronychronicles.org/2012/08/23/video-i-want-to-be-a-crony/
http://www.fclj.org/wp-content/uploads/2013/09/65-3-Singer.pdf

VvV  And this funcertaintyothat every company faces, aside from the general economy and government, is composed
of: 1) the competitors it currently faces; 2) the threat of new competitors; 3) the threat of substitution for its
products and services; 4) the bargaining power ofits suppliers; 5) the bargaining power ofits customers.

Competitive Strategy- Michael Porter

VvV Another approach to competition is pricing; which can be placed under: a) cost-based pricing; b) competition-
based pricing; c) customer,value-based pricing 7 MIT Sloan All related to changes in: products; construction and
production technology; resources; tastes.

The Drivers of the Economic Ordonnance
Appendiki ExcesDebti pdfp.120

The following two lists provide the permanent conditions, modes of being, or dissatisfactions that motivate
our economic activity. Maslow® Hierarchy of Needs can be viewed as the foundation for economic
action; they provide the impetus for the free-market to satisfying our:

a) physiological needs - air (Tokyo oxygen bars; SCUBA; Air Products and Chemicals Inc.; air pollution laws); water
(aqueducts; canals; wells; irrigation systems; branded water eg. Dasani; Perrier; Evian; Aquafina;
Nestlé& Pure Life Purified Water; etc.); food (McCormick; Deere; Cargill; Pillsbury; McDonaldé
Corp.; Whole Foods Market; The Pampered Chef; etc.); sleep (Sealy; Serta; Simmons; Tempur
Pedic; Select Comfort)

b) safety needs - free from physical or emotional harm (alarm companies; private security; police; safe products);

fMen are moved by two levers only: fear and self-interest.0 Napoleon Bonaparte

c) social needs - to give & receive love & friendship; belonging; seeking the good opinion of others;

fPeople want to be valued, cared about, listened to, appreciated, respected, involved and connected,0
Susan Steinbrecher

flConservatism doesnd@ mean d@o it alone.6
God made us as social animals and
asks us to help each other,0 Peggy Noonan

Therefore the importance of avoiding managements that do not take the above into some degree of consideration.

d) esteem needs” - self-respect; achievement; attention; recognition; reputation

e) self-actualization needs - truth; justice; wisdom; integrity; self-worth; satisfying meaning

Finally these relentless dispositions with our current state of affairs and the need to remove them:
1) laziness i need to remove wasted effort, toil, and drudgery (byincreasingroductivily

2) boredom i need for play; to be amused; to satisfy curiosity (Disney; Las Vegas; Discovery Channel; reading; music
travel; sports; games; theater; museums; etc.)

3) vanity / greed / envy i need to maintain youthfulness, health, and a long life; and that feeling that | am,
somehow, better than you or, different than you in the sense of being socially superior or
more valuable to society; and therefore deserving of any advantages or recompense that
| receive; the acquiring of conferred status; il don& want a lot more... | just want more
than you have.d0 Where would the demand for 400 foot yachts and Rolls-Royce& come
from but the mode of greed and envy.* As to vanity: surgically shortened toes, secured
with pins, so as to fit more easily into those three-inch,Jimmy Choo stiletto heels; smile
surgery in Korea; JUVEDERM®; Bosley -4 EA 7 1 O1 Bxdefienced HaibRestoration
Experts, and for a quick, psyche boost there is always TTFFANY & CO.

A Russian billionaire Andrei Melnichenko i http://yachtpals.com/mega-yacht-a-9129
A Middle-East royal family member i http://www.superyachttimes.com/editorial/32/article/id/8786
Rolls-Royce i http://www.rolls-roycemotorcars.com/

" The Inner RingC.S. Lewis- http://www.lewissociety.org/innerring.php

Also see Martin Luther Kinghttp://mlk-kpp01.stanford.edu/index.php/encyclopedia/documentsentry/doc_the_drum_major_instinct/

Pa9655
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Bugatti Veyron 16.4 Grand Sport Vitesse i http://blogs.barrons.com/penta/2013/08/16/the-2-5-million-car/

A multi-million, Airbus A380 jumbo-jet for Prince Alwaleed; this is what he wanted: http://www.dailymail.co.uk/news/article-
2251071/Jumbo-fit-prince-The-240million-private-jet-Turkish-bath-boardroom-concert-hall.html Or did the Prince get carried away
by excessive expectations? This is how it turned out: http://www.forbes.com/sites/kerryadolan/2013/03/13/the-incredible-amazing-
jumbo-jet-that-prince-alwaleed-never-really-bought/

Think of all of the: design; manufacturing; operating; maintenance; andsupplier jobs + the taxes paid. This may not be the

most efficient or best use of labor and capital but it does follow the guidelines of Bernard Mandeville in, The Fable of the Bees

or, Private Vices, Publick Benefits - 1714. Refuted in:An Inquiry Whether a General Practice of Virtue Tends to the Wealth or Poverty,
Benefit or Disadvantage of a PeopieGeorge Blewhitt- 1723. http://www.amazon.com/InquiryWhetherGeneralPracticeDisadvantage/dp/1162617179

"1t is the wvanity,saysbeautyisa fading flower iWisd
not the ease, or pleasure, but it attracts more admiration than
which interests us." wit, goodness or anything else
inthiswor | d. o
Adam Smith Molly Tilghmanmid 1700s
The Theory of Moral Sentiments Perhaps she hadimgead, fiThe Fountainso
Chapter Il by Samuel Johnson

And finally the observation of Thomas Hobbes in Leviathan (1651) that:
"men seek Honour, Riches and Authority."

Or rephrased for todags approval and adulation ; wealth; and power .

All human activity is encompassed by these needs and dispositions; though | am sure there are more
motivations than those presented. Where else would you locate the motive power for the ordering of
glacier water, in a fine restaurant, with a customer or friends, the guard-gated housing developments.
Or, all the games we play and the theater and movies we watch... inventors creating their wonderful
machines and devices to perform our work ... engineers building roads, irrigation works, power stations
and roller-coasters...doctors healing us or, providing cosmetic surgery on already attractive women.

And the social structures we have created for our safety, order, and to provide legal judgments or enforce
preference. Then there are the universities and institutions of learning, research, and speculation. And
finally, the religious bodies which attempt to give us comfort and certainty... in an uncertain world. This is
an adumbration of what has been the impetus for individuals and societies to provide for our needs,
desires, and psychological dispositions... a collected, but not a collective achievement.

"Desires are transferred into preferences
because there are interests to maximize."

Man and Economics: The Science of Chétobert A. Mundell

Free markets promote voluntary cooperation and virtue; the, "Sweet commerce"of Montesquieu.

Unless government (politiciagnterferes with the market: A T h e GEra RootoofitheF i nanci a8/13@3 i si s o
http://online.wsj.com/article/SB10001424127887323477604579000571334113350.htmI?KEYWORDS=the+clinton-
eratroots+of+the+financial+crisis

fiNeed obeysno law and forgets blushing O sir phiip sian ey  1554- 1586

Or as Dante observed
sin makes oOreason sl ave to appetite,
The Divine Comedy 1308-1321
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http://www.dailymail.co.uk/news/article-2251071/Jumbo-fit-prince-The-240million-private-jet-Turkish-bath-boardroom-concert-hall.html
http://www.dailymail.co.uk/news/article-2251071/Jumbo-fit-prince-The-240million-private-jet-Turkish-bath-boardroom-concert-hall.html
http://www.forbes.com/sites/kerryadolan/2013/03/13/the-incredible-amazing-jumbo-jet-that-prince-alwaleed-never-really-bought/
http://www.forbes.com/sites/kerryadolan/2013/03/13/the-incredible-amazing-jumbo-jet-that-prince-alwaleed-never-really-bought/
http://www.amazon.com/Inquiry-Whether-General-Practice-Disadvantage/dp/1162617179
http://online.wsj.com/article/SB10001424127887323477604579000571334113350.html?KEYWORDS=the+clinton-era+roots+of+the+financial+crisis
http://online.wsj.com/article/SB10001424127887323477604579000571334113350.html?KEYWORDS=the+clinton-era+roots+of+the+financial+crisis

"The natural disposition is always to believe.
It is acquired wisdom and experience only
that teach incredulity,
and they very seldom tead it enough.

... the man scarce lives who is not
more credulous than he ought to be

The Theory of Moral Sentiments - Adam Smith

View on: balance of opinion

Today ve recognize thether sideQ goint-of-B3 A S afteh taking
the form ofthe recipe forhorseandrabbit-stew;
whichcalls for: one horseandone rabbit.

Jeff Hawkins (neuroscientist & the PalmPilot inventor) believes,

"that the human brain is basically a
set of prediction machines that work by
forecasting how a pattern of perceptions will develop."”

"Why You Should Bet Big on Bionic Brains," Matt Ridley24/12 - TWSJ

The history of the 20th century could have been quite different if Lenin's revolutionary comrades had spent five minutes
reflecting on his behavior during tirfamous "sealed train" journey from Switzerland to Russia in 19Ife trouble began
when Lenin was interrupted from his writing by a loud argument in the corr@oropening his carriage door he discovered an
enormous queue outside the train's oallet. The returning exiles had obeyed Lenin'ssnkingin-the-carriages directive by
turning the loo into a secret cigar bar.

After expressing much irritation over his comrades' lack ofa®itrol, Lenin decreed that the real culprit was theade
problem of unregulated competition for scarce resour@esy this time, it would be solved in true Soviet styférst, the needs
of the massés in this case, the smokers and the flushemmuld be assessed by a Party expert, namely Léwaxt, the Pay
politburo, also Lenin, would allocate the goods and services of said loo according to revolutionary party prireimihés.
solution to the toilet crisis was to cut up his newspaper into strips. These were doled out as tickets: short fomg fiaish, lo
smoke. Satisfied that order had been restored, Lenin resumed his studies in the quiet of his carriage.

History does not relate how the 26 revolutionaries traveling with him reacted to the sovietization of their toilButifhés not

difficult to imagine what might have followed lively black-market develops behind Lenin's back, with tickets being

exchanged for window seats, sausages and even swigs of vBdka, though, there's dissatisfaction among the smokers and the
flushers over tb length of time allowed per visitA deputation from the two sides goes to see Lenin, which leads to their

banishment to the unheated luggage compartnerthis point, two smokers make a bid for freedom and disappear onto the

roof, never to be seenag. By the time the train pulls into Petrograd's Finland Station, the need for tickets has become

redundant, since a tobacco famine has devastated the smokers and no one is using the toilet because overuse haatbroken the se
In any case, Lenin was digited by the success of tdentral planning 8 and proceeded to run all of Russia along the same

lines.

0 Dr. AmandaForeman is the author, most recently,/ofNorld on Fire: Britain's Crucial Role in the American Civil War

The First Appraisal of anldea

Understanding a statement must begin with an attempt to believe it:
you must first know what the
ideawould mean if it were true .

Daniel Kahneman
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Other Views and Considerations as to:

investing styles ; personality; risk; dive rsification; financial products; views

of assets;
process; expectations; bear markets; buy price; bubbles; debt; timing; long -term returns;
entry -price; buy -backs; importance of dividends; value; selling ; etc.

Market price and intrinsic value often follovery different paths
sometimes for extended periodsut eventually they meet."
Warren Buffett

You're neither right nor wrong because other people agree with you.
You're right because your facts are right and your reasoning is right o]
that's the only thing that makes you right.

Warren Buffett

Government has a role in funding
basic research and immense capital projects (social ovetheadcos)
that cannot otherwise attract private capital.

However, subsidies for commercial ventures lead to
misallocated” capital andtaxpayer losses.

They also increase political cynicism as taxpayers learn
that the subsidies always seem to flow to the
rich andpowerful who finance the Democratic and Republican Parties.

* See footnote 1 on pqf.8

| rank my general, investment guidelines as:

1) Attempting to keep your portfolio from suffering a substantial or permanent: loss of capital;
this would require placing your capital into the firms that are operationally and financially
resilient due to having : a) relative, scale advantage; b) wide distribution; c) innovation as to:
operations efficiency; sustaining orimproving their goods & services; disruptive goods & services;

adaptive behavior d) entrenched customer relationships; e) taking a financially conservative or
prudent approach.

2) Earning a current return thru a dividend [see: m) pdf-p.89] by the allocation of your capital
resources so as to expand future income and assets (the essence of investijighe dividend also
provides yield-support to the quote (there are exceptions imerystrong, FGF generatorsvith no
dividend¥X as long as they are not wasting tRi€&F on corporater governmentfollies).



A stockds di vi deadedcali-optiorlon thedirma RC-fa [Jleerefore, you want to be in companies
that have demonstrated the ability to manage short &temg delt; payout a reasonable percentage-@-F as the
dividend; and of course have strong operating characteristics.

3) Buying shares that have: strong financials and reasonable, defined growth prospects
at a discount to fair-value.

4) Establish basic priorities - maintain focus - use conservative methods

"Superior returns are delivered to investors in the form of dividends, stock buybacks, and accretive
growth. At the same time, unconstrained abusersapital squander equity at the expense of investors
through dilution, noraccretive growth, and bankruptcy pofits for the Long Run: Affirming the Case for Quality

Let us get to specifics... what should be the first consideration when establishing our portfolio?

Be prepared to see the value of your various shares decline on the market. After that view the economy
as an economic-ordonnance; within which you note the succession of events and see the connections
and arrangements of economic forces. Method reveals the investing opportunities; while a desire for
inordinate and quick gain merely blinds you to that risk and uncertainty, which will only lead you astray.

You reduce the risk/uncertainty and the possible reward so as to keep your capital safe by associating
with high quality, reasonable, growth prospects with strong, free-cash-flow + a dividend (usually. This
requires balancing your mind between greed!? [the desire for more than can be reasonably expectattl fear?
[the desire to avoiciny losk We must control greed, which leads to recklessness based merely on the hope
of gain. Fear leads us from the use of complicated hedging to wary reasoning to sterile safety and finally
inactivity (the requirement of 100% safeiynot possiblg. Investment opportunities are generally interesting but
boring; avoid introducing risk and excessive exposure to uncertainty into your portfolio.

While the amount of confounding variables cannot be reduced in number, or mitigated as to market
effect, there are ways to safeguard your portfolio. Avoiding the use of margin debt” is one; investing in
quality issues at a discount is a given; requiring, at a minimum, a five year history of positive free-cash-
flOw ex-dividend IS @nother.

While the above investing techniques will help, the risk will still be there of course; but not to a
meaningfully harmful or devastating degree for the portfolio [obviously individual selections cand will experience price
decline. The Market fully accommodates an investors requirements as to: trading style; valuation metrics;
market capitalization size; and risk profile. Be careful in a market that will let you buy or sell anything [or,
investment firmsot informing you of theipositions that are opposite the adviseing given yol

Investment based uppigr eed, fear, and crowd i nfl ugimc ema smaek eosf arelntcadr e
Speculation: Its Sound Principles & Rules For Its Practibeomas Temple Hoyne 1922

The dig-boysbéuse of financial products [ CDO; MBS; CDS; indexes],atesigned to ‘insure' against loss, simply introduced a new
variety of risk ie. the inherent rigidity of all structured products and their vulnerability to systemic-risk-events. Examples are: empty-
creditors; forced selling; counterparty default; frozen markets; the concatenation of risk. Recently caused by using credit-card
receivables and the residential sub-divisions of Las Vegas, Nevada + Arizona + Florida + central California, etc. as collateral for
trillions of dollars of highly leveraged bonds. Petabytes of data were analyzed, but the programs "failed to reflect financial risk in
the real world." This merely concentrated and magnified risk, while introducing the correlation of the "uncorrelated." Statistical
correlations exist till they are no longer correlated or are superseded by other correlations. This is when risk becomes non-linear
and eventually that risk explodes. Good explanation of these financial products: https://en.wikipedia.org/wiki/Synthetic_CDO

"Torture the data long enough and they will confess to anything"
See Note A: pdf-p.84ondconnect i oshdep dnethenaeketn
The new plan for covering bank risk is contingent convertible capital or Coco i debt; that converts into equity if a bank gets into

trouble. Imagine Coco investors buying insurance "wrappers" to offload the risk to another counterparty; in much the same way that
AIG became a rubbish dump for the "tail risks" no one else wanted. Risk has merely been shifted from one place to another

A1t is the veperyersedesirk otfhaat it seeks what ThednnenGrdeC.§lewisbe had. o

2 That which is afraid of everything, is never regarded as a virtue, but as a quality which,
more than any other, incapacitates for action and business . The Theory of Moral Sentiment&\dam Smith- 1759

* This isnot an admonition to avoid all financial devicekealthy lendersandborrowers are necessary for the economy.
Futures contracts betweenmmercial hedgersor, betweercommercial hedgersandspeculatorsis OK; problems in
commoditieor indexesarise when excessiver@any 6 h e d g i n g loetweesspedutatore o nl y
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https://en.wikipedia.org/wiki/Synthetic_CDO

)

(The Economist, "Reforming BanBitig3/1(Q.68. The Credit-Crisis reached a point where a Goldman Sachs market participant could
describe himself as, "standing in the middle of all these complex, highly leveraged, exotic trades he created without necessarily
understanding all of the implications of those monstrosities!!!." The same problem arises when the more you believe you are
reducing your risk, the more risk (anddprofit potentiak) you and everybody else want to assume, because the market looks safe;
this leads to even more risk... becauseé w e leVelithing appears to be safe.

Note: imagine each high-frequency-trading firms' algorithms all providing a sell signal; resulting in millions of shares all heading
for the exit at the same time. See: "Algorithms Take Control of Wall Street," Felix Salmom and Jon Stokes, 12/27/10
Wired Magazine - http://www.wired.com/magazine/2010/12/ff_ai_flashtrading/all/1 Not a great article but read some of
the responses and remember: these algorithmic traders were unable to notice or detect that a financial crisis was brewing.
A time series analysis is available by Nanex at: http://www.nanex.net/FlashCrash/OngoingResearch.html  Go ta pdf-p.160

Note: the marketis nottotallyi a me c h a ni ,dntelligible id terms af theytheorems of a science of mechanics;owhich

purports,it o di spl ay the conditions wéxanpleof| tbe opetat bensnderé
2

process(@ KSGKSNJ 6KSaS Wil gaQ NB LINRPolofSs &)idlaiAadAaolrt 2N

"Every age has its peculiar folly; some scheme, project, or phantasy into which is plunges,
spurred on either by the love of gain, the necessity of excitement, or the mere force of imitation.
Failing in these, it has some madness, to which it is goaded
by political or religious causes, or both combined.”

Extraordinary Popular Delusions and the Madness of Crowds,
Charles Mackay, 1841

Volatility - Uncertainty Management

We all wish to avoid, to the degree possible, those rare but devastating negative, economic events; when panic hits and quote
prices collapse. Those events cannot be avoided but the damage can be mitigated by two, simple techniques:

a) Volatility: do not use debt (leverage); no margin debt = no margin-clerk phone call [no forced
liquidation at loss producing, price quotes];

b) Uncertainty: diversify investments as noted; diversification” also means not putting capital
into certain areas of the market; further, it does not mean equal percentages for all
positions. The main categories of risk being from: normal business operations and

a

government policy. Diversificatiorn Altds an erpgl ii gintoretcaleBermgindi t i on

"Assets shrink ... liabilities never shrink."
An oldbanker to Alex Pollock, former pres.& CEO of thederal Home Loan Bank of Chicago

Modern Portfolio Theory : conceptualized by Harry Markowitz (6 t 2 NIi F 2 £ A Burdald Eiffut¢iMag 19827pp. 7B1T NB I R A i X

it is highlygualified). Certain asset classes or stocks are not correlated (low covariangeherefore diversified holdings would
experience less fluctuation in their portfolio value. For example, low crude oil prices would hurt E&P units but help chemical
firms or, high corn prices would help farmland prices, rural banks, and John Deere but hurt hog feeders and pork sausage
companies. Today, every business gyration on the planet and every debt problem or currency fluctuation or political squabble is
presented in its relationship or financial effect (no matter the probalilityal life effgadn: stocks; bonds; currency; real estate; trade

relations; commodities. D o npaittall of your goods in one ship or basket = MPT; this leads an investor to use: diversification.
Go to bottom of pdf-p.145 for data on quantity of holdings and Sharpe Ratio.
Donét Fight the Fed

Definitionsof Fed policy agExpansivewhenFed lowers both the discount & Fdelinds ratesindeterminate: when both rates are not moving together;

Restrictive when both rates rise together. From Jan. 1866 Dec. 2013 (48 years) the S&B0 average return with dividends was$®. The three periods
account for about 1/3 of all the months. S&B0 average anual gains during: Expansive = 12%; Indeterminate = 7%, Restrictive = 0.8%. Treasury Notes

returned an annual average of 3% over 1@68)13 but for the Restrictive periods the return became 1% or, relatively better than the&s8&:Bt 0.8%.

The best codition for stocksslowly rising Fed rates from low levels during negligible inflati@ignal:increasing rates usually will occur only when the Fed

isconfident in the current economy and its outlook for sustaiiigh  Invest With the Fed Johnson, Jensen, Gardiaijoo - March, 2015
Discount Fed shorterm loans to institutions FedFunds unsecured, ovenight loans from one depository institution to anoth@ted influencejl

* There are two positions on diversificatiah diversify for safetyby spreaéhg holdings to avoid: stock; sector; politicabononic/business
risk: fiPut your eggs imanybaskesd approachand 2) concentrateyour holdings in areas you have full confidenceinPut al |
one baskeandwat ch t hat basket o approach. T h e fbuthisfitm dbes owiGa5 eommned s
It would seenproper toattempt tdbalance your stock positions between these two approaBlegtistical diversification requires at least
tenstocks a few more would not hurt.


http://www.wired.com/magazine/2010/12/ff_ai_flashtrading/all/1
http://www.nanex.net/FlashCrash/OngoingResearch.html

6Since 1900t 2004, there have ben 85 twenty-year periods the first was from 1900 t@919 and there are eightfpur double
decade periods thereaftenWhen dividednto two groups, those above the averaged those below the average, the topoup
averageseturns of 10.5%nd bottom group averagegturns of 519X G KS | @ $hdkk Séharidstpresentd the lotegm
averagereturn beforetransaction costs and taxes 68%& £restmont ResearchYou want to be in the higher average, tweggar
periods; but this aspect of investment timingpsetty muchd S8 2y R Fye2y SQa O2y iNBf @

Efficient Market Hypothesis : developed by Eugene Fama (Univ. of Chicaga; May1970). It asserts that market prices reflect all
of the publicly available information; therefore, over time, an investor cannot earn more than the average market returns ie.
the market always prices shares correctly. But how can you account for stock-market bubbles andcrashes within an efficient-
market; that is the real question. Then there are the few that do earn more than the market average over time. As to single
stocks, Intel, Inc. (INTQ was probably not worth $146.69 per shareon July 14, 2000; nor priced correctly at $13.22 per shareon
October 8,2002. Read:d¢5238a GKS {4201 hiagd/MNiwsbiisinbs@SineNddcdyilicéfiles/BADM742/DeBondt Thaler 198#.

The marketasa-whole is generally efficient but not so efficient that you can relax; individual shares tend to usually price efficiently but
with many exceptions such as Intel above or MolycofpviCP; which went from $75 per sheon4/11/11to forty-one cents 06/01/15
Conditions at the margin can quickly turn into: inflectipmint€® both positiveand negative.

LY GKS &K2 NI NimgchologitaNy ySRI A yi SIVKRS G(f22 YwBS NI NHzy GSyR G2 NB
Well hedged statement byMartin Feldsteirand Robert Rubin

¢CKS YINJ]SG Aaz aLlneffiGiéns ek Muhg® A Sy G |y R LI NIt &
dae o0StAST A& GKI GbutthenNdreSniotional,éNddoineyad AptmaSI F FA OA Sy (1 =

G902y 2YAO Rzdaspite dvidénteDf fdluraNFhink of all the unnecessary pain and misdirection from the
idea of Rational Expectations and the Efficient Market Hypothesdisemy Granthang GMO an asset management firm

Using a and b from the page above will assist you by reducing your vulnerability to forced selling and sector events; this is the cost
for this type of investment insurance. Reluctance to using a andb arises, not from any short-comings on their part but due to:

* greed or, focusing on the ‘upside’ potential; which clouds your judgment of the risks andthe benefits of
diversification and carefully selected concentration;

* lack of recognition of the consequences (probahility isminimd but the consequences aienmensg;

* a belief that nothing really horrible will ever happen to me (magical thinking );

* the assumptions that financial-insurance products will: receive acceptable bids; even receive bids;
not encounter insolvency; wo n 6 t cordgev-party issues or market clearing dislocations; not
have government interference.

* market inefficiencies or mis-pricings due to biases from: behavior/emotions; informational; legal; cultural.

Maintain DIVERSIFICATION of investments using general categories, asset classes, cash (to take advantage of the failure of ENlidnd
other criteria to construct the portfolio or, don't-put-all-your-eggs-in-one basket. MPT fails to note the ultimate correlation (to various
degreesof economic harm of everything-to-everything. Do not over diversify; fifteen stocks is adequate. Other considerations:

i) maintain an unobligated, cash balance at 10% maximum, so you can take advantage of unfolding opportunities;
having this cash to take advantage of investment opportunities as they arise provides a real, but hard to calculate return.
Cash:fii s an o pei 6 @dhayDeshpanddé portfolio manager aFirst Eagle Globat AUM $58 bil.

ii) invest in firms where their revenue is, to a high degree, non-deferrable (inelastic demgnd

iii) keep foreign sources of revenue at 33% of portfolio (approximately 48% &PS00 sales are forgign

iv) seek out revenue demand from basic or deeply embedded or foundational sources in the economy; where sales have
reached a critical-mass that are large enough to impart a sustainable advantage; annuity-like revenue; leveraging of an
established, revenue base as to: renewals; upgrades; cost-cutting; and where the companies have successfully
differentiated their goods andservices;

v) source of the income to purchase goods andservices is balanced ie. private v. government; OEM or OED; avoid:
excessive, debt-based sales, revenue that is too demand elastic; look for continuous demand plus opportunities for future
demand;

vi) multiple, recurring, and reliable revenue sources within each investment; seek large customer base over which to spread
fixed costs [production; distribution; administi&iD; promotiofigo drive economies-of-scale;

vii) or, very specialized as to goods &services revenue so as to limit the competition via R&D and patents;

viii) the firm has positive, historical, free-cash-flow, minus any dividend; with rational expectations for that to continue;

ix) some competitive advantage for their goods &services as to: cost - quality - services - R&D;

X) to what degree would the economy have to specifically change for my investment to decline in value? And is that future
state probable or, a remote consideration? | am suggesting companies that form our economic foundation; this would be

physical andintellectual, infrastructure and operating assets, broadly considered;

xi) under a Pareto distribution 20% of stocks will produce 80% of returns; the trick is locating stocks that will be in that 20%.
"Buy some good stock and holdilt it goes up... then sell itlf it don't go updon't buy it" will Rogers. SeeEntryPriceon pdfp.75

xii) "The best financial assets for a person to own would be those over which they have peculiar knowledge or expertise,"
Randal J. Kirk, pharmaceutical entrepreneur. David Swensen puts it as having, "A rich understanding of human psychology,
a reasonable appreciation of financial theory, a deep awareness of history, and a broad exposure to current events, all
contribute to the development of well-informed portfolio strategies."

Everything has a degree of uncertainty - and ultimately we are tied to the ongoing economy of our times [cash beindghe onlycategory
to sidestep market moves if held shettrm and absent extraordinary irflion or deflation]. Chasing upward price moves of

commodities for no other reason than, "Wow...oll [or gold] is really going up...not sure why but I'm glad we own oil futures [or gold]"
is not an asset-class [unless you are an giroducer or petroleurruser or an electronics or a jewelry manufactdrerit could be a well
reasoned, financial speculation by a commodity producing or using company at best ora mere bet by an individual at worst.
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http://www.business.unr.edu/faculty/liuc/files/BADM742/DeBondt_Thaler_1985.pdf

For example, using terms like, large-cap-technology, puts you into a financial product ie. mutual funds or ETFs. You should be
invested in IBM [at a discount to fundamdmdBM's stock options [at appropriate peteMost investments are actually speculations;
with the 'potential upside' being the speculators primary concern; and yes, | am aware of and maintain various target-prices. But |
enter my initial positions at a discount to benchmark valuations (FV; adj.sales per sh.; fremshflow yield; et¢). By only looking up at
some high, target price you tend to ignore or play-down your stocks entry price as, just possibly, being too high. See pdfp.75below

The management of risk involves maximizing the use of your investment criteria, economic & business knowledge, and sense of the
current political/economic environment to decrease or weather your exposure to risk, so as not to be harmed by market volatility.
Put another way:

to lower but not eliminate investment risk and survive market collapses and

other negative but ultimately temporary events.

Timeis the friend of the wonderful company,
the enemy of the mediocre.

Warren Buffett

| can calculate the motions
of the heavenly bodies, but
not the madness of people.
Isaac Newton
Invested in theSouth Sea Compa(iy20) Newtoncaptued al00% gain; experieimg seller's remorse
after the markekept going up, bought back in, and lost a great dealasfey when the bubble burst.

Financial Products *

A common stock is an equity interest in one, single company; it is not a financial product like a mutual fund or, ETF or, one of
370 financial index products. A common stock, preferred stock, or bond are members of an asset class. Oil (or any commodlity not
an asset class; it is an industrial commodity used by businesses in their operations. Merely because something has a money price
which fluctuates andit is traded on an exchange does not make it an asset class [unlesgour businesssselling thisoncepto privatend
instituticad investors as a moeneking scheipéhey should be labeled speculation assets. For example, lawsuit awards claims are
traded. Here is Richard Breeden, head of the Madoff Victim Fund, v i e w: i The famnd tup formedgegunds tbr a ms
have another asset oclassptoobradéow Vheydmse of crime toomaeycover a |
commodity should not be priced, to any degree, like a financial-gambling-chip in index-speculator to index-speculator trades.

* A mutual fund or, closed end fund or, exchange traded fund or, exchange traded note is: 1) a financial product (often usedfor
speculation seeturn-over ratg; 2) created by an investment firm; 3) to be marketed to you ( to increase their Assets Under Management
and fees orthe AUM); 4) at a profit (but somemutual fundsand ETFare reasonable places to place your capital

The ETF categories are endless: iShares MSCI AC Far East ex-JaparSmallCap; Fidelity Focused Stock Fund; LeggMason

Aggressive Growth Fund; Oppenheimer Select Value Fund; Select Medical Equipment & Systems Portfolio; Nasdaq Composite Index;

PowerShares DB CrudeOil DoubleLong ETN; SPDR S&P Emerging Asia Pacific; Van Eck's Market Vectors Gold Miners ETF;

Claymore/MAC Global Solar Energy Index; PowerSharesWilderHill Clean Energy; PowerShares DB U.S. Dollar Index Bearish Fund;

Eaton Vance National Municipal Opportunities Trust; GEMS 8 Currencies ETN; AQR Momentum; Wireless HOLDRS Trust; Direxion

Daily Financial Bull 3X; Rydex/SGI Managed Futures; iPath S&P 500 VIX Short-Term Futures; Elements S& Commodity Trends

Indicator Total Return; Global X Lithium; Global X YieldCo; or one of 18, Dow Jones Specialty Indexes; Dow Jones Sustainability

Index; CBOE Volatility Index Futures; etc. Two new ones are: PowerShares S& 500 Low Volatility andiShares MSCI USA Minimum

Volatility Index Fund; created to attract the very cautious. For the greenies you have First Trust Nasdag Clean Edge Green Energy

Index Fund; now we get smart ETFs such as: Flex Shares Morningstar U.S. Market Factor Tilt Index Fund (say that eight times, real

fast) or the, Dow Jones Islamic Market Peru Small Cap Technology index (I kid you noj; the latestideaisthefiact i vel y managed n.
transparent f unds dustfoand ariewm BTF which @aiin ® replicate hedge-fund strategy: PowerShares DWA

Tactical Multi-Asset Income Portfolio. lamsureWallSt r eet i s cooking up more variations to sel

fl think stock-picking is an idiotic strategy for individual investors, and | almost never do it.
But, sometimes, for fun, | put my money where my mouth is, @He bought some AAPL
Henry Blodget oryahoofinance( 4/22/13

However, he does own multiple positions (as ofJanuary3, 2013) as reported on CNBC in:
Yahoo,eBay,Baidu,Amazon,Spark NetworksMicrosoft, Bank of America, Gartner Group, Time Warner,
and other companies, along with various eqaitgbond index funds.

In early 2000, days before the dot-com-bubble burst, Blodget personally invested $700,000 in tech stocks, only to lose most of it in )
the years that followed. Perhaps this accounts for his advise againstii st -pc k k(x EEAE OAI ETAO T A 1T £ OEA OAAAD
warning of Keynes ondf-p.21); still, his 2013 positions shows he d o e s evéntfollow his own adviseé but we al | strayé dc



Focusing on a combined-performance statistic for a fund is the equivalent of a sports story that averages the scores

of the baseball, football and basketball nationalt e a ms .

Y 0 u amtawiding the ternmobet)tfor ljaseball versus

football; so why would you buy a mutual fund of stocks; just go with the: New York Yankees; Boston Celtics; Chicago
Bears; they make money. However, if you have no interest in doing the work required for investing in individual
stocks then a very low-cost fund in the S&P-500 is certainly the best way to proceed and be done with it; as noted by
Buffett's instruction to his wife (or anyone) upon his death to:

"put 10% of the cash in short-term government bonds and
90% in a very low-cost S&P 500 index fund (I suggest Vanguard's)."

This, combined with dollar-cost averaging, should provide excellen t

results over sufficient

or

Vanguard Total Stock Market Index Fund i VTSMX50%
https://personal.vanguard.com/us/funds/snapshot?Fundld=0085&FundIntExt=INT

Vanguard Total International Stock Index Fund i VGTSX 25%
https://personal.vanguard.com/us/funds/snapshot?Fundld=0113&FundIntExt=INT

Vanguard Total Bond Market Index Fund i VBMFX 25%
https://personal.vanguardussfuhds/snapshot?Fundld=0084&FundIntExt=INT

or

60% stocks/@ of sales or lesfgportfolibeing foreign sourped20% high quality corporatelatielaidp+20% FhillsandCash

to ETFsé 0Over
o from soybeans to steel and oil

Now back
raw commodities

the commodities in storage,

imbney ppliaies tlsod kavedutled, the ese sf gn industry that transforms
dinto financial products
traded like stocks. Hundreds of billions of dollars have poured into these products

, such as exchange -traded funds, that can be

. In many cases, large investors hold

d r i vRuadhigSharrpg hebée ohenrerdinganardes gldbal marmo atc e , 6
Morgan Stanley Investment Management

ETFs: plairvanilla; smartbeta; leveraged; derivativbased;managed;etc.

fAETF investments all involve substantial risks.

The markets are often small, volatile, thinly traded and
dominated by a few stocks.

Investors should approach them asspeculations .0
Brett Arends, TWSJAugust 08, @14

AiModern markets

srhicoovefficiem oy for the reaadm that the minority who spobarrations from micro efficiency can

makemoney from those occurrences and, in doing so, they tend to wipe out any persistent inefficjerinie® contradiction to the

Let two thousand ETFs bloom

Global exchange-traded funds
Total assets, $tm Number
2.0 2,000
1.5 1,500
1.0 1,000
0.5 500
ﬂ T T L T 1T ' | L | D
1993 95 97 99 200103 05 0OF 09
Source: BlackRock

previous sentence, | had hypothesized considerable macro

inefficiency, in the sense of long waves in the time series of

aggregate indexes of security prices below and above various
definitions of f uPdAasewdmnl values. 0

Alf your adviser implies that i
with funds that can only match it,
hee t her has a | ot to

l earn or

Jason Zweig

"You must not fool yourself --- and you are the easiest

person to fool."
Richard FeynmanNobel Prize Physicist

Good opportuniiesalwaysreceivetheir Y 2 y S & X
just waits fortheir appearance- W|A|E

World-wide for 2016there are: 6,000 ETFs; 1,100 szeta products;

787 ETF managed account strategies.

YR Y2ySe

t

t

t

Pag€63

m

S

hi


https://personal.vanguard.com/us/funds/snapshot?FundId=0085&FundIntExt=INT
https://personal.vanguard.com/us/funds/snapshot?FundId=0113&FundIntExt=INT
https://personal.vanguard.com/us/funds/snapshot?FundId=0084&FundIntExt=INT

Financial adviser Theodore Feight had set up an automatic séhére<LoreU.S.ValueETF if it were to fall a cerdin amount.
The ETF tumbled 34% in early trading, and instead offVe.i ght 6 s patsi ti on selling
his target price of $108.69, down 14%, it sold at $87.32, off.31%

By noon, the ETF had bounced back, and it ended the day down 4.3% at $121.18.
il 6m diesad d pyo i n tFeight, @ho snaested in BTFs for more than a decade.
AfThey werenoé6t as | i g(nithdon)adratshey shoul d have bee

9¢Ca R2y Qi LINBOSYy(l AyifgSaG2NE FTNRBY adzZFFSNAy3
they buyor sell when the market is under stress

And the winner for the longest name at ten words is:

Bear Stearns HighGrade Structured Credit Strategies Enhanced Leverage Fund
(Bear Stearmsllapsed and went thru Chapter 15 bardmuiey30, 2007



