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ñIt ainôt what you donôt know that gets you into trouble.  

Itôs what you know for sure that just ainôt so.ò 
 

Mark Twain 
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FOREWORD 
 

This essay is designed to help you select under-valued, quality  stocks. 
It should also keep you from devastating stock losses;  
the ones where the companies 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 a fabulous future  (paying now for the guesstimated, terminal-value of assets)  
is not the same as purchasing an established past and present, with  

reasonable and historically grounded prospects for the futureé 
at a discount  to a fair -value measurement. 

 
ñItôs far better to buy a wonderful company at a fair price, 

than to buy a fair company at a wonderful price.ò 
Warren Buffett 

 

Investing Goals 
 

                                               1) Preservation of Capital (no permanent or significant loss of capital) 

                                               2) Stable to Increasing Income (in relation to the current and expected price-level) 

                                               3) Maintaining and Enhancing Portfolio Values (as to operating quality and free-cash-flow; 

                                                                                                                                                                         capital gains will follow) 

 
 

Equity  
1 is wealth 

2 that is willing to bear losses. 
 

It is one thing to have your quality stock drop in quote while still  
receiving a good income from a strong company.  It is another 

thing to have speculative shares drop 50% while still being over- 
valued based on a negative free-cash-flow (or some exaggerated future).   

Just to break-even they have to come back 100%;  
donôt wait for this miracle to occur (opportunity cost)é sell. 

 

ñSignificant volatility doesnôt indicate the market is broken, or that you have been cheated.  
It is the price of admission investors must be willing to pay  

to achieve returns greater than are offered in less-volatile assets.ò 
 

Morgan Housel 
 
 

Establish your Primary Equity Portfolio  first,  before 
you create: debt (CDs, bills, notes, bonds, 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 occasions to dismount them.  

The market moves from weaker to 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.    

    Stockholdersô Equity = Assets ï Liabilities.  Liabilities (bond and other debt instruments + other obligations) = Assets ï Equity.   

    Any ñGoodwillò [intangible assets] found 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].     
   

2  Wealth:  ñall things useful and agreeable having exchange value,ò  John Stuart Mill   1806 - 1873 



ñMoney... money changes everything"  Cyndi Lauper 
  

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

 

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 

 
 

 

 

 

 

On Investment 
 

An Essay on a  Basic Approach   to  

Understanding, Constructing, and  Managing Your  

Primary  Equity Portfolio  
*  under the se goals :  

 

Preservation of Capital   -   Yield from Capital   -   Appreciation of Capital 

 

 

 
 

 
Á ñWe donôt get paid for activity; we get paid for being right. 

As to how long weôll wait, weôll wait indefinitely.ò 
 

Warren Buffett at a Berkshire Hathaway annual meeting 

 
 

 
 

 

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

 

John Kenneth Galbraith 

 

 

 
 

 

Á ñItôs easier to fool people than to convince them  
that they have been fooled.ò 

   

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 and sellers 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
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Introduction  
 

 I have engaged in equity investing since 1972.   
This provides me with  some degree of perspective and 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.  I claim no extraordinary skill,  
wondrous methodology or unique, intuitive  insight into the workings of the  Market . 

I do offer a belt and suspenders approach and leave to others those, "huge, fantastic opportunities." 
 

I  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 approach and it is not  recommended. 

  

Adam Smith limits human concerns to three areas: 
"our bodyò1  -  "our fortuneò2  -  "our reputation ò3  

  

You certainly have many interests; but at least one of these  
three ñconcernsò will modify th ose interests.   

I am primarily  focusing on the subject of 
fortune  

and topics that  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.   

 
 

 

W|A|E  Ordonnance-Economics Investments Ó  
was a non-commercial, investment blog.  It commenced on January 22, 2009  and 

was closed on April 30, 2012.   On Investment  is an edited and expanded version of that blog. 
go to: pdf-p.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 

¶ Ideas ς Conclusions ς Action  -  pdf-p.32 

¶ The Basis for the Investment World  -  pdf-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 Warming  -  pdf-p.154 

¶ Disclaimer  -  pdf-p.158 

¶ Additional material  -  pdf-p.160 - 174 
 
 

 
 1   Body - as it relates to our: physical encounters with the world; health; sexual appetites; bodily condition (nutrition, strength,  

                 health, flexibility, mental acuteness, etc.); 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. 
                         ñWealth consists of things transferable, limited in supply, and either productive of pleasure or preventive of pain.ò 
                                                                                                                                                                                    N. S. Senior   1790 ς 1864 
 

                         ñWealth is the real ability in arm or brain or machine to produce more stuff.ò  D. N. McCloskey  
 

 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 ourselves) judge those 

                          acts as they relate to our reputation (and self-judgment).  See:  Honest Services Fraud ï Appendix A ς pdf-p.96 
 

       

                                                           
* The three perennial, institutions of human society: Religion; War; and Trade.  ñThe principal ends of human acts are God, self, and others,   

    since we do, whatever we do, for the sake of one of these,ò  Thomas Aquinas  -  Summa Theologia. 



 
Contact at:  ordonnance @ hotmail.com 

 

tu quoque  =  ñyou alsoò  =  to turn a critique back against the accuser 

 
 

My approach might not provide enough sizzle  for some of you.  I suggest you search elsewhere for the latest, hot-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 value; see footnote pdf-p.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/should-jim-cramer-sell-thestreet-or-quit-cnbc/ 
 

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

 

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

 

From the past is Bernie Cornfeld of Investors Overseas Services - ñDo You Sincerely Want to Be Rich?ò (later looted by Robert Vesco); 

and replaced today by the infamous Bernie Madoff .  He has become the poster boy for diversification 1.  The loss is put at $17.2 
billion.  I t is believed that  Madoff  started his scheme in the early 1970s and kept it going for over 30 years ; till his arrest on    
Dec.11, 2008 ; these so-called investors  have received over $9 billion; due diligence would have avoided this historical scam.                   
            read at: https://www.propublica.org/blog/item/sec-in-the-hot-seat-facing-ongoing-funding-fight-and-criticism-over-ethics-    

 
Public Equity  Firms 

 

You might examine the quote-history (use charts that can be read or put in log scale) for the Blackstone Group ς BX (IPO at $31.00 ς 6/22/2007 

at 133.333 mil.shs.; as of  2014 they have 1.146 bil.diluted shares for a 759% increase).  Their IPO thru 9/30/16 had an annual-total-return of 3.9%.   
read: http://online.wsj.com/articles/investors-risk-getting-spun-at-blackstone-heard-on-the-street-1412976745?KEYWORDS=blackstone). 
Kohlbery Kravis Roberts & Co. (formerly KKR Private Equity Investors; was listed as KPE.AS, then KKR.NX; it is now KKR on the NYSE after a 7/15/2010 IPO at 

$10.50).  Their IPO thru 9/30/16 had an annual-total-return is 16.9%; which is odd since for the years: 2010 thru 2015 their Net Cash Provided by  
Operating Activities = $11.178 bil. but their Dividends Paid  = $60.887 bil.; it seems KKR is saved by Other Financing Activities at $41.427 bil. and      
Free-Cash-Flow = $10.913 bil.  Though how this is generated with a very low Return-on-Capital is not obvious [could it be dividend-recapitalization]; 
YYwΩǎ wŜǘǳǊƴ-on-Total-Capital is: 2009 = 4.9%; 2010 = 5.0%; 2011 = 1.3%; 2012 = 1.7%; 2013 = 1.8%; 2014= 1.5%; 2015= 1.0% (Value Line, 

2/12/2016).  The financial ability to maintain such operating financials + low Return-on-Total-Capital, while simultaneously providing positive 
returns thru profit-distribution, must be the definition of:  financial wizardry.  Fortress Investment ς FIG (IPO at $18.50 in 2/09/2007).  Their 
annual-total-return to 9/30/16 = 0.05%.  Finally, the disparity in average yearly returns between these three, rather similar firms is at least 
puzzling, if not disturbing (BX = 3.9%per yr. for 9.3 yrs.; KKR= 16.9%per yr. over 6.2 yrs. ; FIG = 0.05%per yr. over 9.6 yrs.); L ƪƴƻǿΥ ά¢ƘŜ ŘƛǾƛŘŜƴŘ ŎƘŜŎƪǎ ŎƭŜŀǊΣέ 
and the principals of these firms always make their money (therefore no major problems can possibly existȣ ÊÕÓÔ ÌÉËÅ with Madoff).  Read:  The Glory Days of Private 

Equity Are Over  by Andy Kessler  -  3/30/15   http://www.wsj.com/articles/andy-kessler-the-glory-days-of-private-equity-are-over-1427661933?KEYWORDS=andy+kessler 

 
  

Still want  to venture into stock market investing?   Let us begin in the early 60ôs when any company with ñonicsò in the name (later to 

be any stock with dot-com in the name) or ñconglomeratesò were hot.  Then came the Nifty -Fifty  of the early 70ôs.  The market took off in 
August of 1982 (along with growing debt issuance) and all went well (except Black 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 be re-evaluated); weôll see how their quote, in relation  to 
Free-Cash-Flow ex-dividend , 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 are covered by:  Morningstar ; Value Line; Standard  & Poors Outlook.  

 

                                                           
1 Marty Whitman (Third Avenue Management) says that diversification, ñis a damn poor surrogate for knowledge, control, and price consciousness.ò 

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
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Portfolio   Investing  
Or letôs just make it real simpleé stop reading and go to pdf-page 64 é follow the advise there 

 

 
 

You invest in a business thru the convenience of their being:  
publicly  traded stock. 

 

ñI am picky about price and willing to wait. My style requires that I 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 :  secure and growing  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 high er,  

this is not the primary  goal.  Buy òlowó, sell òhighó, and  repeat frequ ently is a tactic best 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  
   

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

 
ñI 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. ò   Peter L. Bernstein 
 

¢Ƙƛǎ ǿƻǳƭŘ ƛƴǾƛǘŜ ƳǳŎƘ ŎƭƻǎŜǊ ǎŎǊǳǘƛƴȅ ƻŦ ŀ ŎƻƳǇŀƴȅΩǎ ƛƴǾŜǎǘƳŜƴǘ Ǉƭŀƴǎ όsensible or schemes ?ύΧ ǘƘŜǊŜŦƻǊŜ ƛǘ ǿƛƭƭ ƴŜǾŜǊ ƘŀǇǇŜƴΦ 
 
 
 

 
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  B ï Investment Proverbs   pdf-p.102 

 
ñThereôs no education in the 

second kick of a mule,ò 
 

Mitch McConnell 

 

                                                           
1 You will be considered a pattern day trader  under FINRA and NYSE rules if you buy and sell the same stock or option on the same trading  

    day four or more times within a period of five trading days; and this activity makes up more than six percent of your 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 - 
MLP; real estate investment trusts - REIT; subsequent references to: stocks; equities; and shares will refer to those three 
categories) which produce free-cash-flow (F-C-F).  It does not include holdings of: residence; emergency savings; 
insurance; IPOs; start-ups; stock speculations; commercial real estate; farmland/forestry; forex; commodities; gold; plus:  
jewelry; automobiles; wine; historical oil paintings and contemporary art; furniture; tapestries and rugs; porcelain; statuary; historical sterling 
silver; and collectables: stamps; coins; books; maps; historical documents; watches; tools and devices; objet dôart; etc. 

 

active management by you  -  think in terms of years  -  long only [shorting is acceptable if you have the skills] + high quality holdings  - 

buy shares at discount to a Fair-Value metric to enter (buy additional shares by selling Cash-Covered Puts for even lower entry) : sell 

partial position as Covered-Calls for a very high exit (option level 2)  -  NO use of leverage (margin debt) -  some diversification of 
positions (15 stocks could be considered maximum ς see bottom pdf-p.145) -  maximum 33% foreign sales from U.S. stocks and ADRs;  

to moderate the negative aspects of foreign exchange (forex ς the firms will allocate their capex between developed and developing 
nations)  -  study macro and micro economics (for this is the environment within which you place your capital) -  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 a long-term proposition.  
 

No day-trading    No 'technical' analysis or, use of Stock Trader's Almanac type data 

No: sector rotation - concept ï story ï momentum ï opportunity or next big thing plays1 
No direct commodities:  energy / ores / base metals / precious metals / rare earths / grains / foods 

No leveraged, financial products: financial-indexes or options/futures (Cash-Covered Puts & Covered Calls OK); ETFs; etc. 
 

Not discussed are bonds*: corporate; junk; convertible; muni; revenue; general-obligation; foreign; and U.S. Treasury or agency debt.  Especially when many 
governments areΣ άdisguising ǘƘŜƛǊ ǘǊǳŜ ŦƛƴŀƴŎƛŀƭ ŎƻƴŘƛǘƛƻƴΦέ  I would only use short-term TIPS for: portfolio stability + inflation/deflation protection + liquidity.   

 

Risk versus Uncertainty Statement ~ 

 

Business risk is understandable, quantifiable and manageable to some degree; but human generated activity necessarily contains a 

fair amount of uncertainty .  Investing is not risk -insurable as fire-insurance on a house é someone looses (as demonstrated by the 

recent Great Recession of 2007-09).  My approach is to be aware of the nature of the uncertainty facing your investments and hedging 

that uncertainty.  ñThe road to higher returns is nearly always paved with the stones of risk (uncertainty),ò John Carney.  Therefore my 

degree of uncertainty-taking is hedged by limiting stock selection to companies that have presented most of these modes or 

qualities:  significant firm size to industry (άQuantity has a quality all its ownΣέ {ǘŀƭƛƴ; ñThe product that we offer has been commoditized and those who have 
the lowest cost will ultimately be the winners. Lowest cost requires scale.ò Soren Skou, CEO of A.P. Moller-Maeesk - The worldôs biggest container shipping 

operator by capacity)  -  multiple /  sticky demand sources  -  high quality /  seasoned  -  displays network-effects  -  customer stickiness  economically 
foundational (inelastic or annuity like)  -  the mainspring for other: businesses or consumers  -  an organization that creates and supplies: 
services  -  values responsiveness  -  uses strategic partnerships  -  manages cyclicality  -  good stewardship  -  ethical  -  consistent, operating 
history + organic growth opportunity's using continuous innovation (IP)  -  engages in:  consolidations; rollups; acquisitions (strategic or pre-
emptive)  -  history of generating free-cash-flow per share, ex-dividend  -  most holdings paying a dividend and no cuts  - price-makers 2  -  
economic capital recycling into: physical capital and human capital  -  cost reducers  -  industry leading return-on-total-capital  - not encumbered 
by debt  -  dominant market share to oligopolies to monopolies (see pdf-p.68)  -  that ŀǎƪΥ άLǎ ǘƘƛǎ ŀƴ ƛƴǾŜǎǘƳŜƴǘ or expense or ǎƘŜŜǊ ǿŀǎǘŜΚέ  -  
shareholder friendly in other words.      Go to pdf-p.168 for The Mortgage Crisis and the Great Recession  

 

~  While I differentiate risk from uncertainty and will use the term risk, when uncertainty, as defined later, is more appropriate, donôt confuse the 
two as a basis for investing judgments.  We do not have 100% certainty in regards to the future; but we do not act as though it is 100% uncertain 

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

investing future, requires many levels of judgment on your part.  You cannot avoid uncertainty but you should attempt 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 used when there is no financial value to discount.  Next-Big-Thing: "The tendency of analysts to base everything  

    on a thesis.  A thesis is an idea or concept divorced from underlying fundamentalsða hope, or a fear, that ultimate triumph or ultimate defeat   

     lies just around the corner,"   Tiernan Ray. 
* This includes these short-term, debt issues: equity linked structured products and trigger 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  
   themselves.  Investors:  ñWhy would banks offer 10% interest when most one-year debt was paying about 1%?,ò Jason Zweig.     
   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 ï the benefit versus the cost ï 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  ñthe same as" the current range of  

   product options or, ñriskierò than the current options.  Price-makers are able to educate, inform, and 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 ñthe answerò?  Or is your potential market ñgetting byò,  
   ñmaking doò, and ñresisting changeò?  Are the market players 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 price-takers) and  

   succeed.  They do so by moving the market through innovation, education, and disruptive technologies (examples: Wal-Mart; Microsoft;  

     Starbucks; Amazon; Apple; Google; Facebook; Airbnb).    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/
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How the  Economy Grows  
 

Long-run growth  is supply -determined .  It depends on an economy's ability to produce more  and better,    

 goods  and services from one year to the ne xt; to accomplish that you need four basic ingredients:  
 

1) more specific labor   2) more capital (equity & debt)   3) better technology   4) an economy that utilizes inputs more efficiently. 
 

Alan Blinder , a professor of economics and public affairs at Princeton University and, former 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 weak, breaks on ñirrational exuberanceò and mere ideological proposals; both of which lead to waste and 
malinvestment 1.  ñLong periods of free money and subsidized credit are associated with significant capital misallocation and 

malinvestment ï which do not augur well for long-term growth or financial stability,ò Kevin Warsh ï former Federal Reserve governor.    

As to ñmore capitalò the increase and spread 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 productivity) will 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 Uncertainty    IMF  ς  March 2013  http://www.imf.org/external/pubs/ft/fandd/2013/03/pdf/bloom.pdf 
 

Another viewé 
 

× Increase in supply of labor  (positive birth rate; immigration; labor participation rate; all qualified as to: skill; training; motivation)  
 

× Increase in productivity  (economy wide ability of doing: more, good things with less inputs; productivity can be imported) 
 

Productivity 
* change in the non-farm business sector 

  

1947 - 1973 1973 ï 1979 1979 - 1990 1990 - 2000 2000 - 2007 2007 ï 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/lpc/prodybar.htm for above table 
 

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

EXAMPLEs 

1900: average wage of all industries = $438 per year / 2,700 hours = $0.16 per hour; one dozen eggs cost $0.23 or, 1.43 hours of work 
2015: ave. hourly earnings of production & nonsupervisory employees = $20.90 per hour; dozen eggs cost $2.00 or, 0.10 hours of work 

 

άнлл /ƻǳƴǘǊƛŜǎΣ нлл ¸ŜŀǊǎΣ п aƛƴǳǘŜǎέ 
Hans Rosling  ς  BBC   https://www.youtube.com/watch?v=jbkSRLYSojo 

 

Productivity  under Capitalism 
 

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 to 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, Socialism and Democracy  -  Joseph Schumpeter   1942 
Read:  Modern Prophets: Schumpeter and Keynes?  http://www.druckersociety.at/files/p_drucker_proph_en.pdf 

 

Economies expand and improve by: ideas, information, knowledge; and how many ideas a society creates (or borrows)  
and how quickly and efficiently they are distributed.  Paul Romer, economist 

 
× Availability of funding capital to invest     see below on the relationship of:  capital to employment é    

http://online.wsj.com/article/SB10001424127887324110404578630461045403872.html?mod=trending_now_3 
 

There are two sources for U.S. ( or any nation) inve stment:  domestic capital ( savings which become loans) and foreign direct 

investment  [ FDI ].  Both are primary indicators of the U.S. business environment.  For statistics see:   
 

Á Foreign Direct Investment in the United States 
http://www.ofii.org/resources/foreign-direct-investment  click on current reports 

 

 

 
Output : Gross Domestic Product (GDP) is measured under these categories: 1) personal consumption expenditures - C;   2) business 

investment - I;   3) government spending - G;  4) net exports of goods &  services (if we import-M more than we export-X this becomes negative); 

the formula:  GDP = C + I + G + (X - M).  Another measure, Gross Domestic Expenditure (GDE) is about to be adopted by the Bureau of 

Economic Analysis (4/25/14 as Gross Domestic Income or GDI).  GDE is defined as the value of all transactions (sales) in the production of new goods 

and services, both finished and unfinished, at all stages of production (Gross Output or GO + GDP = GDE).  It measures economic activity with the 

formula: GDE = C + (I + Intermediate Expense or Sales) + G + (X-M).  GDP data for 2013 puts consumer spending at 68% of GDP; government 

at 17%; followed by business investment at 15%.  Under 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 more than 50% of economic-activity.  This new measure helps put 

consumption in relation with the other key factors of economic-activity: savings; capital investments; changes in productivity; and technological 

advances.                                          Read at:  http://discovery.ucl.ac.uk/1370604/1/wp113.pdf  and  BEA - http://blog.bea.gov/tag/gdi/ 
                                                                        Gross Domestic Income ς GDI   http://taxfoundation.org/article/walkthrough-gross-domestic-income 

 
 

                                                           
1  ñExplaining Malinvestment and Overinvestment,ò  Larry J. Sechrest  -  October  2005        
           http://mises.org/journals/scholar/Sechrest10.pdf 

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 should not, ñremain alien to the causes of that well-beingò and ñthe civilization by which they are supported.ò 
 

Jose Ortega y Gasset  -  The Revolt of the Masses  -  1929 
 

V See:  R.W. Fisher , pres. of the  Dallas Federal Reserve, on U.S. manufacturing at:   
   http://www.dallasfed.org/news/speeches/fisher/2013/fs130822.cfm   8/22/13 

 
V The Principles of Economics - John B. Taylor   http://online.stanford.edu/course/principles-economics-Summer-2014 

 
The complexity and inter-dependence of an economy is noted in these two, classic references: 

 

V I, Pencil: My Family Tree as told to Leonard E. Read  
                                                  http://www.econlib.org/library/Essays/rdPncl1.html    Dec. 1958 

ʥˍ ˀˑ˓ˈ˂ˋ˄ ˔˒ˈˍˆ ˩ʭ͟ ʴ˄ˍ˂ˈˋ˪ ˓ˎ ˄˗ˏˋˀˈˍ ˓ˇ˄ ˏˑˎˁˋ˄ˌ ˎ˅ insisting on, t˩otal corporate responsibility˪:  
http://www.forbes.com/sites/timworstall/2013/11/08/apples-indentured-servitude-i-pencil-and-the-socialist-calculation-problem/?partner=yahootix 

 

V Adam Smith on division  of labor  as exemplified 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, and could only be the result, 

of the productive actions of millions of people, almost none of whom is known to the persons doing the consumption.  Look around you.  What 
do you consume that you make from scratch?  Nothing (or nearly nothing ï perhaps you grew the tomato that youôll chop up for your salad this 

evening [But from where did you get the tomato plant?]).  The clothes on your back, the chair that youôre sitting in, the bed that youôll sleep in, 

the plumbing that helps make your home habitable, the food that you enjoy and the beer or wine that you wash it down with, the aspirin that 
youôll swallow tomorrow morning because you drank one too many glassesé.. Nearly everything that you consume requires, for its production 

and its availability to you, the efforts of literally millions of people ï almost none of whom you know or will ever know.     CafeHayek.com 

Certain economic entities will use political power to maintain their ability to avoid the market: 
 

V Paul Volker (former Federal Reserve chairman) wrote his ñruleò in 1 İ pages; regulators have finished after 3 ½ years with: 

936 pages; 2,826 footnotes; and 1,347 questions  (Congress is moving to prohibit banks from placing ñfinancial betsò or, 

proprietary trading or, activity unrelated to any client orders.  Banks are prohibited from investing in hedge-funds or private-equity.  
Creation of loopholes thru interpretation issues remain  ï  Dec. 2013;  by 2015 Congress introduced the Promoting Job Creation and 

Reducing Small Burdens Act - https://www.congress.gov/114/bills/hr37/BILLS-114hr37rfs.pdf ï the issue in the AFL/CIO letter; which points 

out how this bill weakens Dodd-Frank so as to put collateralized loan obligations and trade derivatives outside of clearinghouse 

supervision ï May, 2015).  http://www.aflcio.org/content/download/148821/3785381/file/AFL-CIO's%20letter%20opposing%20H.R.%2037.pdf 
 

 

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 of ideology) imposing itself by over-riding free market choice from Spiegel Online : 
 

German consumers already 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 . . . Former Environment 
Minister Jürgen Tritten of the Green Party once claimed that switching Germany to renewable energy wasn't going to cost citizens more than 
one scoop of ice cream*.  Today his successor Peter Altmaier admits consumers are paying enough to "eat everything on the ice cream menu."  
For society as a whole, the costs have reached levels comparable only to the Euro-zone bailouts.  This year, German consumers will be forced to 
pay ϵнл ōƛƭƭƛƻƴ ($26 billion) for electricity from solar, wind and biogas plantsτelectricity with a market price of just over ϵо ōƛƭƭƛƻƴ.  Even the 
ŦƛƎǳǊŜ ƻŦ ϵнл ōƛƭƭƛƻƴ ƛǎ ŘƛǎǇǳǘŀōƭŜ ƛŦ ȅƻǳ ƛƴŎƭǳŘŜ ŀƭƭ ǘƘŜ ǳƴƛƴǘŜƴŘŜŘ Ŏƻǎǘǎ ŀƴŘ ŎƻƭƭŀǘŜǊŀƭ ŘŀƳŀƎŜ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ǘƘŜ ǇǊƻƧŜŎǘ.  Solar panels and 
wind turbines at times generate huge amounts of electricity, 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 turbines have to be shut 
down.  But consumers are 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 to as "negative electricity prices."   On the other hand, when the 
wind suddenly stops blowing, and in particular during the cold season, supply becomes scarce.  That's when heavy oil and coal power plants 
have to be fired up to close the gap, which is why Germany's energy producers in 2012 actually released more carbon dioxide into the 
atmosphere than in 2011. . . . In the near future, an average three-ǇŜǊǎƻƴ ƘƻǳǎŜƘƻƭŘ ǿƛƭƭ ǎǇŜƴŘ ŀōƻǳǘ ϵфл ŀ ƳƻƴǘƘ ŦƻǊ ŜƭŜŎǘǊƛŎƛǘȅΦ  ¢Ƙŀǘϥǎ ŀōƻǳǘ 
twice as much as in 2000.    September 04, 2013 

 
                                                                                        Corporatism      
Germany now has 60 gigawatts of wind and solar capacity; but due to government guarantees households, which use to pay 14 euro cents per 
kilowatt-hour, now pay 29 euro cents per kilowatt-hour; that is a 107% increase.  DŜǊƳŀƴ ǊŜƴŜǿŀōƭŜ ǎǳōǎƛŘƛŜǎ ŦƻǊ нлмп ǿƛƭƭ ǊƛǎŜ ǘƻ ϵнп ōƛƭƭƛƻƴΤ 
paid thru a surcharge on consumer power bills.  In the U.S. 43 states require utilities to pay solar households under net metering.  This concept 
forces utilities to pay solar-panel customers the retail ǇƻǿŜǊ ǊŀǘŜ ŦƻǊ ǇƻǿŜǊ ǘƘŜȅ ŘƻƴΩǘ ǳǎŜΤ ǘƘŜǎŜ Ŏŀƴ ōŜ ǘǿƻ ǘƻ ǘƘǊŜŜ ǘƛƳŜǎ higher than 
ǿƘƻƭŜǎŀƭŜ ǇǊƛŎŜǎ ōŜŎŀǳǎŜ ǘƘŜȅ ƛƴŎƭǳŘŜΥ ǘǊŀƴǎƳƛǎǎƛƻƴ Ҍ ŘŜƭƛǾŜǊȅ ŎƻǎǘǎΤ ǘŀȄŜǎΤ άƎǊŜŜƴέ ǎǳǊŎƘŀǊƎŜǎΤ ǊŜƴŜǿŀōƭŜ ƳŀƴŘŀǘŜǎΤ ŀƴŘ ƘƛƎƘer prices for 
electricity due to government policies against fracking, green-house regulations, and coal restrictions.  Solar customers sign a contract ceding, 
άŀƴȅ ŀƴŘ ŀƭƭ ǘŀȄ ŎǊŜŘƛǘǎ, incentives, renewable energy credits, green tags, carbon offset credits, utility rebates or any other non-power 
ŀǘǘǊƛōǳǘŜǎ ƻŦ ǘƘŜ ǎȅǎǘŜƳΦέ  !ƳƻƴƎ ǘƘŜ three investors in SolarCity Corp., who require these government credits in order to invest, is !ƭ DƻǊŜΩǎ 
Generation Investment Management LLP.  Some states are fighting to rationalize net-metering to get their utility customers to pay their share 
ƻŦ ǘƘŜ ƎǊƛŘΩǎ ŦƛȄŜŘ Ŏƻǎǘǎ όwhich they happily use when solar-power comes up short but donôt want to pay for it; let the non-solar customers pay for 

my back-up power ï in economics this  problem is termed:  free riding). 

                                                           
* Pres. Obama said that the Affordable Health Care Act would not: άΧ ƛƴŎǊŜŀǎŜ ƻǳǊ ŘŜŦƛŎƛǘ ōȅ ŀ ǎƛƴƎƭŜ ŘƛƳŜΤέ ƻǊΣ ά¸ƻǳ Ŏŀƴ ƪŜŜǇ ȅƻǳǊ ŘƻŎǘƻǊΤέ 

    ƻǊΣ άLŦ ȅƻǳ ƭƛƪŜ ȅƻǳǊ Ǉƭŀƴ ȅƻǳ Ŏŀƴ ƪŜŜǇ ƛǘΦέ   ~ Germany now has 60 gigawatts of wind and solar capacity; but due to government guarantees,   
    households (which use to pay 14 euro cents per kilowatt-hour) now pay 29 euro cents per kilowatt-hour; that is a 107% increase. 

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
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The Economy 
 

18th Century ï water + steam power       19th Century ï electricity / steel        
20th Century ï hydrocarbons / globalization / computers / Internet       21st Century ï big data / cloud / communication mobility 

 
J.M. Keynes erroneously (deliberately?) claimed that Jean-Baptiste Say (Sayôs Law) said, ñthat supply creates its own demand.ò 

 

We now have an operating economy resulting in supply (production) and demand (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 way).  An  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  
and margins 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 desire] something that is unrealistic is not 

the concern of business.  Business and entrepreneurs supply to the economy as they: 
  

conceive it in the present and envision it in 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. I know that we have always had a shortage of goods, but I 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 overproductionðthat is merely headless production. We may also have great stocks of goods 

at too high prices. That is not overproductionðit 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, ñInvestment precedes consumption.ò  First comes the production of a supply of goods and services and then it's consumption.  It is 
the obligation of the producer to manage their supply as to the changing levels and nature 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.  ñWith 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, ò Alan 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," Prices 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 ï 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 ï 2014 by   

  International Monetary Fund ï April, 2015.   See pdf-p.120). 
 

 

* The Keynesian debate over the importance of aggregate-demand continues (it is presented as the chicken-egg  issue); 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 (savings) or, 
present production (current income) or, future production (debt).  Further, this future income (as production) 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 (future production) reaches a practical limit. Even the central government can't create money (and promiseŝ), 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. 
 

 ^   The future promises  of government can only be paid or delivered by the actual economy in that future.  If the future economy can deliver  
     the moon then you will get the moon; but if this future economy falls short of the ability to supply that promise (no matter if it has zero debt  

     on the books or not) then 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 nationðyoung, old, employed, and unemployedð 

lives on its current production of goods and services. It does not and cannot, as a nation, live off the future or the past." 

Editorial by Bernard Kilgore in #YjjgfÂk Í 9/21/1936 
 

 
Active Producers  versus  Passive 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 week when sales are at 75 units per week and 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 and Executive 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 the Federal Reserve, 6/28/10.                                                                                           

   

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 (promised) spending; all to be paid by more debt or ruinous taxation and the 
accompanying inflation-expectations.   
  



As to categories of debt I use Hyman Minskyôs breakdown of debt into these three modes : 

 

Á 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 debt using its widest definition). 
 

¶ Speculative finance 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 commitments on maturing debt). 

 

¶ 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 (dividends) 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 weakest and most fragile of the three). 
 

The Financial Instability Hypothesis  -  p.7, Working Paper No.74, May 1992 

http://www.levyinstitute.org/pubs/wp74.pdf   òThere ainôt no such thing as a free lunchò 
 

Á debt must be able to generate an income stream sufficient to repay principal and interest (Hyman Minsky) because 

Á debt is future consumption denied (Eugene von Bohm-Bawerk); this makes for an uncertain outlook resulting in 

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

 low interest rates (punishing savers and creditors); 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.pdf  and  Afterword ς 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  
 

ñéover a protracted 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 and Ponzi finance.ò   The S&P-500   

began its historical, bull-market in August of 1982 and lasted till 1995; it then made run-ups in 2000, 2007, and 2016 (?).  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 ς 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 ς Finance & Development ς June, 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 and slightly higher price.  The lender can then re-use the collateral to borrow themselves; termed re-
hypothecation.  At the end of 2007 re-hypothecated collateral had been used four times 

1.  The Dodd-Frank Act  limits re-hypo- 

thecation by requiring that most swap contracts use a clearing organization (tri-party repo market); this works ñfor standardized 
contractsò only.  See: Rehypothecation Amplifies Market Strains  

2.  Of course the International Swaps and Derivatives Association 
members will óneverô again be able to side-step full compliance with Dodd-Frank (http://www2.isda.org/dodd-frank-documentation-initiative/). 
Except for H.R.1256: Swap Jurisdiction Certainty Act; see Sec.2.(d)(1) to make them, ñexempt from U.S. swaps requirementséò                                               

   Explanation of re-hypothecation:  http://vimeo.com/34569834                                                                                            6/13/13. 

 

The future weighs on the present; each day is the future of some past forecast    W|A|E 

 
ñInflation is always and everywhere a monetary phenomenon                 Inflation: ñan increase in the quantity of money that 

  in the sense that it is and can be produced only by a more rapid                               is not offset by a corresponding increase                        

  increase in the quantity of money than in output.ò                                                    in the need for money.ò 
 

                                 Milton Friedman  -  1970                                                                                Ludwig von Mises   The Theory of Money and Credit 
                            See Appendix G  -  Inflation  -  pdf-p.123 

 
Thomas Jefferson wrote to James Madison:  

ñWe are ruined, Sir, if we do not overrule the principles that  
   óthe more we owe, the more prosperous we shall be,ô [and]  
   óthat a public debt  furnishes the means of enterprise.ôò 

 
"The stamping of paper  is an operation so much easier            "The Bank is to make us a New Paper 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                                                                         ñA prince, who should enact that a certain proportion             
      The Works of Alexander Hamilton ,                                                            of his taxes should be paid in a paper  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.ò 
                                                                                                                                                                           Nature  and Causes of the Wealth  of Nations                                                                                                                                                                                            
                                                                                                                                                                                     Adam Smith - 1776    

                                                           
1  http://www.imf.org/external/pubs/ft/wp/2010/wp10172.pdf   see p.11 or, pdf-p.12 of document 
2   http://www.philadelphiafed.org/research-and-data/publications/business-review/2011/q4/brq411_Rehypothecation.pdf  see 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
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                 Four  Ways  to  Classify  or  View:  Goods & 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:  Giffen Good) 

 
 

2.                                      People will value goods and services as to their being:  
 

necessities ï for surviving            wants ï for living           luxuries ï 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 1 
of various types.  Everything, in the final analysis,  becomes a servi ce.  Many services  can only be 

purchased, while others can be rented or leased  or borrowed .  For  example, you can rent clothes  

( clothing-services2).  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 satisfying the buyerôs or renterôs or lesseeôs many types of demands for services 3. 
 

Everything has some type of cost.  Most commonly it is paid by money  eg. U.S. Dollars or Euros; sometimes by barter (crude oil for tractors; 
maybe by BitCoin).  But when goods & services are super-discounted or free (especially by government action) the cost is corrected by: 

extra time spent waiting; less received; declining quality; less variety or choice; nothing available at this timeé come back later. 
 

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 else* and begin a new pursuit."  
    

                                                                         The History of Rasselas  -   Samuel Johnson  -  1759 
 

*  ñInvention is the mother of necessityò  Thorstein Veblen  1857 - 1929 

 
Why Is Economic Growth Important? 

 

Without strong growth , our children and grandchildren will not see the great rise in health and living standards that 

we enjoy relative to our parents and grandparents. Without growth , our government's already questionable ability to 

pay for health care, retirement and its debt evaporate. Without growth , the lot of the unfortunate will not improve. 

Without  growth, U.S. military strength and our 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 time).  Ultimately, you do not care about owning the      

   object; you care about all of the various services it provides  eg. not whether it is distributed electric power versus internally generated power. 
 

2 A Dutch fashion firm, Mud Jeans, has customers sign a 12-month lease with deposits and monthly installments.  You decide to buy the jeans, return them,                

    or exchange them for a new pair at expiration; they recycle the used jeans or sell them secondhand.  This goes beyond renting a tuxedo or party dress. 
     But then along comes Rent The Runwayé why own fancy clothes when you can just rent them: https://www.renttherunway.com/rtr_home 

 

3 The 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 interfaces) from the cloud.  

https://www.renttherunway.com/rtr_home


The Four Acts of Putting Capital  at Risk 
[ I often use the term risk  when I technically mean uncertainty ] 

    
 

Gambling - The Transferring of Money From One Pocket to Another  -  For Ent ertainment Purposes Only  
 

      Speculating - Ranging From Rash Hopes for a Huge Gain to Well Considered Expectations (bets)         
  

           Investing - The Discounting of Established Prices of Assets or Values  -  Prudence 
  

                 Entrepreneurship - Organizing of Ideas of the Imagination  -  Creating Value 

 
Entrepreneurship  ð  Investing  ð  Trading  ð  Speculating  ð  Betting  ð  Pure Gambling  

 

Risk is not created or destroyed but merely transferred.  Risk is not a function of how much money you will make, but 

how much you will lose when you are wrong.  In investing or gambling, you can only participate as long as you have capital.   
If you lose too much capital by taking on excessive risk, you can no longer invest or gamble. 

 
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 expectations of the actorôs likely behavior, and who 

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 

 
 

ñProbability is expectation  founded upon partial knowledge.   A perfect acquaintance with all  the circumstances 
affecting the  occurrence of an event would change expectation   into certaintyé the theory of probabilities 
contemplates the numerical measure of the circumstances upon which expectation  is foundedé mental  phenomena 
of expectation  are founded upon the assumption that the future will bear a resemblance to the past,ò   George Boole.                                                                                                                 

 
 

ñEach new experience changes our perspective on both 

what has happened and what we expect to happen. 

Thus, time is made up of heterogeneous instants.ò 
 

Subjectivism Intelligibility and Economic Understanding    ed. by Israel M. Kirzner 
 
 

ñA probability  is no more than an ordinary fraction between zero and one, a measurement of the likelihood that something              
will happen; a value of zero means it surely wonôt, and a value of one means it surely will .                                                              

Everything else is between those two extremes.ò     
H.W. Lewis  -  physicist  

 
ñRisk  means more things can happen than will happen,ò  Elroy Dimson, London Business School  

 
As an investor you invest to the most probable events and 
prepare for the possible, damaging occurrences.      W|A|E  

 
 

-------------------------- ---------------------------- ---------------------------------- ----------------------------------------------------------------  
 

What does it mean to be an investor  as opposed to a 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.   But the  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 machine at Samôs Town is not  the same as buying 100 shares of IGT or BYD; or buying the trash hauler that 
services the casino [ Republic Services Inc. - RSG] or, the firm that  supplies and  maintains  their computer -server s.    

  

Gambling outcomes are based entirely on probabilities, that are mathematically fixed , before  the bet is 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 
in investing .  Finally, while investing can be turned into gambling by speculative types ( including professionals ), that 
is true of most human activities.  

 

ñThe distinction between investment and speculation in common stocks has always 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, which those who suffered them had not been properly warned against.ò  Robert Hagstrom, CFA, Inside Investing 
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ñThere 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 strategy 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 
companyôs strategic plan, usually years and decades.  The speculator doesnôt care about the underlying 
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 pdf-p. 21).  And the 
gambler is just a more speculative speculator, making a bet because heôs got a hunch that he knows 

whatôs going on.ò       A. R. Berkeley 

  

    Gambling = a transfer of  money  based on a hope  for  good luck ( a zero sum game ); when  

                       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  and   

                       terms and  the buyer is satisfied with the bid quote  and  terms.  If any one  

                       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 quote; though some come close).  

  

"Hope  is never an investment philosophy ,  

but we're all subjec t to it once and a while,"   Louise Yamada 

 
* For example, futures and options trading are zero-sum games because 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.  Wealth is only shifted    
   among traders participating in the market, minus broker and exchange fees that facilitate the exchange of contracts.  Which 
   is fine for trades between commercial accounts or, a traditional-speculator and a commercial account. 

 

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

 
 

 Speculating 1  = putting capital into exciting prospects that are multiplied  ( P/E)  to create  an   

                         expected , future price  against which the current quote might seem  like  a  
                         bargain;  it is based more on hope  than on straight thinking.   This top -side view  
                         is from an imagined or hoped for goal -price, in the future l ooking backward to a  

                         lower quote; this  gives the  appearance ( illusion ) of a low, entry price and therefore,  

                         a reasonable  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  shares in the  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://www.youtube.com/watch?v=p3Uos2fzIJ0  3:53 minutes.  

 

                                Investment  is, "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 of M.D. Sass & Co., a Manhattan investment firm with $6 billion AUM 
 
1 

Report on the 1688 book, The Confusion of Confusions by Joseph Penso de la Vega.  This is the earliest know work on markets and speculation:    

        http://w ww.concentric-literature.url.tw/issues/Who%20Speaks%20for%20the%20Human%20Today/5.pdf 
 

   Molycorp Inc. (MCP) is an example of speculating at three levels: as a commodity play on rare-earths based on demand or growth forecasts  
    for their use; China export policy restricting access to rare-earths; and a άIŀǇǇȅ aŜŀƭέ ōƻƴŘ ǇƭŀȅΧ 

http://online.wsj.com/article/SB10001424127887323829104578622011650335422.html?mod=WSJ_business_LeadStoryCollection   8/19/13 

                http://online.wsj.com/news/articles/SB10001424052702303870704579298810741503846?mod=WSJ_hp_LEFTWhatsNewsCollection  1/03/14 

 
 

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


ñFor as long as I can remember, veteran businessmen and investors ï I among them ïhave been warning about the 
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 to sit by quietly while the mob has its 

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 himself.ò     J. Paul Getty 

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

 

The trader is accredited by the IRS when:  they seek to profit from daily market movements; their trading must be substantial, 

continuous, and regular; at a minimum, traders should average 1,000 trades per year and execute three to four days per week.   

Laura Saunders, TWSJ  -  Sep.28, 2013 

 

"Philip Carret, who wrote The Art of Speculation (1930), believed motive was the test for determining the  
difference between investment and speculation. ñThe man who bought United States Steel at 60 in 1915  
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.ò Carret  

connected the investor to the economics of the business and the speculator to price. ñSpeculation,ò wrote 
Carret, ñmay be defined as the purchase or sale of securities or commodities in expectation of profiting by 

fluctuations in their prices.ò 
 

Benjamin Graham, along with David Dodd, attempted a precise definition of investing and speculation  
in their seminal work Security Analysis (1934). ñAn investment operation is one which, upon thorough 

analysis, promises safety of principal and a satisfactory return.  Operations not meeting these requirements are 
speculative.ò  Despite being the ñdean of security analysis,ò Grahamôs definition left readers wanting more 

ð a fact he confessed years later when he wrote The Intelligent Investor (1949). ñWhile we have clung 
tenaciously to this definition,ò said Graham, ñit is worthwhile noting the radical changes that have occurred 
in the use of the term óinvestorô during this period.ò  Graham was concerned that the term ñinvestorò was 
now being applied ubiquitously to anyone and everyone who participated in the stock market.  He 
explained: ñThe newspaper employed the word óinvestorô in these instances because, in the easy 
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, or whether for cash or on margin.ò  Graham went on 
to say: ñSince there is no single definition of investment in general acceptance, authorities have the right 
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-market speculation.ò 

 

John Maynard Keynes, best known as one of the founders of modern macroeconomics, was also a skilled 
buyer and seller of stocks, bonds, commodities, 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, ñThe State of Long Term Expectation.ò  Here, 

Keynes got right to the point, deciding to ñappropriate the term speculation for the activity of forecasting the 
psychology of the market, and the term enterprise [a word he used for investment] for the activity of forecasting the 
prospective yield of assets over their whole life.ò  But 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 buyïsell 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 to be investing.  In Bogleôs opinion, investment means long-term ownership 

whereas speculation is more: short-term trading .   
 

Carret concurred, writing: ñThe time requisite 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.ò 

 

Let me be clear: this not a sneaky attempt to demonize speculation and declare that only investing is 
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sacrosanct... a speculator that provides insurance and liquidity for the risk-averse farmer who wishes to 
enter into a forward contract to sell his wheat at todayôs price deliverable next month ñfits the standard 
economic model of mutually beneficial exchange that improves the welfare of both trading parties.ò 
Milton Friedman told us that speculators who practice what is today called ñinformation theory arbitrageò 
should be thought of as talented researchers who work aggressively to close the priceïvalue gap.  Carret 
shared the same opinion.  He wrote: ñThe speculator is looking for hidden weak spots in the market,ò and 
as such, acts as ñthe advance agent of the investor, seeking always to bring market prices into line with 
investment values.ò  

 

ñThere is intelligent speculation as there is intelligent investing.  
But there are many ways in which speculation may be unintelligent,ò wrote Graham. 

 

    Investing  =  the production of w ealth based on contracts and  judgments of uncertainty;  

                       coupled  with  reasonable  valuations  of cash - flows being discounted  to  

                       arrive at an entry -price.   To invest in common stock equities  is to place  

                       money into companies  that  produce  goods  & services that are valuable to  

                       others.   It is 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  lower the entry  price,  ceteras paribas ,  the   

                       more compelling the purchase becomes.   Judgments as to  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 investing as the  
discounting of  productive shares  of wealth, remains.  While investing is concerned with the past, present, and  
future, it is the future  that provides the most difficulty; for it is the one time period that is never settled  as to itôs 
conditions and data.   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 . 

 

άLǘΩǎ ŀƭƭ ŀōƻǳǘ ŀƭƛƎƴƛƴƎ ŀǎ Ƴŀƴȅ probabilities as you can on your side and having a number of things that you think you have          
  a  reasonable chance of understanding and that you believe are sustainableΧ ¢ƘŜƴ ȅƻǳǊ ƻǳǘŎƻƳŜǎΣ ƻƴ ŀǾŜǊŀƎŜΣ ǿƛƭƭ ōŜ  
  ŦŀǾƻǳǊŀōƭŜ ǿƘŜƴ ƛƴǾŜǎǘƛƴƎΣέ     William  Browne  

 

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 below), 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.  I t 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    

                                  m anagement 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  ma rket  system ."            Ludwig von Mises  
 

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

                      the  term  "Speculator" in the more common usage  to  describe a person who has not  seen a 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.  



               "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 and support  
          or, burden and hinder 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."  
 

 

ñIt's easy to be a starter, but 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://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                                                                
 
ñHistorical analysis shows that pioneers mostly fail, have a lower market share and rarely lead their industries.  Long-term market 
leaders seldom are pioneers.  Rather, they are ones who appreciate the discoveries of pioneers, envision the mass market and 

exploit it profitably,ò  Gerard J. Tellis, a professor & director of the Center for Global Innovation at the University of Southern California. 
                                                               

 

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

 
The Market and Bubbles ð Momentum  ð 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 s and continued by Congress and Presidents; 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, and hedge funds ran 

with i t; but  the  public  paid for it .  This resulted in a decline in public respect for financial firms .  Perhaps if we could rein in, 
òthose who live on chances (and) conduct the machines of these speculationsó we could  get the market back to its work as:  

 

× a sou rce for  re-allocating  investment capital and providing liquidity for investment positions; not  a platform for short -

term, speculation -money  or to act as a casino table for  traders .ó 1   
 

× pricing commodities futures only  between the commodities  actual :  pro ducers ; merchants ; processors ; end -users and  

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

transaction.  Futures trade s only  between commodity -index speculators who , òlack any relevant commercial exposure 

by either counterpartyó should be prohibited .   Read this report on futures-speculators at:    
 

http://bettermarkets.com/sites/default/files/CFTC-%20CL-%20Position%20Limits-%202-10-14-%20Final.pdf 
 

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

gain political power όάCƻǊ ȅƻǳǊ ƻǿƴ ƎƻƻŘΣέ ƻŦ ŎƻǳǊǎŜ) going to change.  A s investors we must operate within the 

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

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

Reserve having two policies:  1)the MBS + T-bond purchases ( QE-3 = $85 bil. per month) are there to òstimulateó 

GDP; talk of tapering  should be viewed as: less stimulus (not rate tightening; this confusion roils the market; as of 2015 they 

                                                           
1 ñJPMorgan Chase: Out of Control,ò Graham Fisher & Co., 3/03/13  http://www.scribd.com/doc/130291230/GF-Co-JPM-Out-of-Control  
Talk of a final settlement with Federal & state governments at $13bil. is underway(10/21/13), with the loss put at $6 bil.; more reports on JPM 

available at the above site. The Federal Reserve Bank of New York failed to examine J.P. Morgan Chase & Co.ôs investment unit ahead of the 

bankôs ñLondon Whaleò trading debacle, despite a recommendation from other Fed supervisors that they look at the unit involved in the trades, 

according to a report from the Fedôs Office of Inspector General; this trading strategy came out of the Chief Investment Office (CIO). Further, it 
was initiated, approved, mandated, and monitored by senior management at the CIO.  There was no unauthorized or ñrogue traderò in London. 

Bruno Iksil was repeatedly instructed to execute their strategy despite his several warnings.  James Dimon ï CEO of JPM, when publicly hearing 

that the London positions had become dangerous, told investors that concerns were, ña complete tempest in a teapot.ò  Mr. Iksil was cleared of all 
wrong doing by both the U.K.ôs Financial Conduct Authority and the U.S. Justice Department. 

  

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
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are continuing to roll-over positions)    2)as to short -term interest rates the Fed policy is set thru the Federal Funds  

(over-night rate; ŀƴȅ άǘƛƎƘǘŜƴƛƴƎέ ƛǎ ŘƻƴŜ by the NY Fed); it wa s cut to 0% to ¼% on 12/16/08  (since raised to ¼ % - ½ % on 12/16/15 

and to ½ % - ¾ % 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 at the Federal Reserve 1.  Other  

Fed options are: Interest  On  Excess Reserves 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 mighty bubble *. 

 

Jonathan  Swift  -  1720 
 

* The bubble metaphor is attributed to Daniel Defoe (fiǊǎǘ ǳǎŜ ƻŦ άōǳōōƭŜέ ŀǎ ŀ ŦƛƴŀƴŎƛŀƭ ǘŜǊƳ ƻƴ 5ŜŎΦмтΣ мтмфύΦ  Jonathan Swift wrote a   

poem in December, 1720 about the South Sea Bubble, which ruined British investors in the South Sea Company.  òKeep in mind how  
investment bubbles work.  A bubble always starts with some real factor that takes on increasingly exaggerated importance in the eyes of  
investors.  The bubble expands, not on facts but, on un-tethered imagination.  People imagine that X will result in ever-increasing prices,  
and assume that an endless crowd of buyers is still behind themΣέ   John P. Hussman. 

 

An artist explains financial bubblesΧ 
http://www.marketwatch.com/video/a-bubbles-artist-explains-economic-bubbles/8CF62DA4-5532-4B3E-923B-C9E5FC3AB721.html 

 

ñThe 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 va lue 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,ò   Michael Kahn    (hoǿŜǾŜǊΣ ǘƘƛǎ άōŜǘǘŜǊ ƧǳŘƎƳŜƴǘέ ƛǎ ƻƴƭȅ ǊŜŎƻƎƴƛȊŜŘ and appreciated after the market declines). 
 

An explanation and defense of momentum:  https://w ww.aqr.com/library/journal-articles/fact-fiction-and-momentum-investing 
 

ñNo one can see a bubble, thatôs what makes it a bubble,ò  Michael Burry 
 

Charles Kindleberger defined a bubble as: " a sharp rise in the price of an asset or a range of assets in a continuous process, with the initial rise 
generating expectations ƻŦ ŦǳǊǘƘŜǊ ǊƛǎŜǎ ŀƴŘ ŀǘǘǊŀŎǘƛƴƎ ƴŜǿ ōǳȅŜǊǎϦΦ  ²ƛǘƘ ǘƘŜ ƴŜǿ ōǳȅŜǊǎ ōŜƛƴƎ ƳƻǊŜ ƛƴǘŜǊŜǎǘŜŘ ƛƴ ǇǊƻŦƛǘǎ ŦǊƻƳΣ άǘǊŀŘƛƴƎ ǘƘŜ 
ŀǎǎŜǘ ǘƘŀƴ ƛǘǎ ǳǎŜ ƻǊ ŜŀǊƴƛƴƎǎ ŎŀǇŀŎƛǘȅέΤ ǿƛǘƘ ǘƘŜ ǇǊƛŎŜ Ǝŀƛƴǎ ōŜƛƴƎ ŦŜŘ ōȅ ΨmomentumΩ ƛƴǾŜǎǘƻǊǎ ǿƘƻ ōǳȅΣ ǳǎǳŀƭƭȅ ǿƛǘƘ borrowed funds, for the 
sole purpose of selling to others at an even higher price.  For Kindleberger a large discrepancy between the fundamental price and the market 
price reflected only excessive debt increases.  At some point, perhaps after a prolonged period of time, astute investors will begin to recognize 
the gap between market and fundamental value. They will begin to sell assets financed by debt or, their creditors may see this gap and deny the 
speculators credit.  This process of removing some of the excess, debt creation leads to the: popping 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 
 

                                                                     òThe future is already hereé 

                                                                          itõs just not evenly distributed.ó   William Gibson  

 

The future is not exactly  knowable; but it is not  a complete surprise either.  At one level the future, as tomorrow, will 
usually closely resemble the past, or yesterday ( till it  suddenly dƻŜǎƴΩǘ).  The investing future is like a great ocean that is 

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

and equipped ships to survive.  Only having a really cool yacht is  not my recommendationé no matter how much  fun  and 

action it provides  in the meantime.  Finally, maintain a cash -position  which can be viewed as a :  call -option  on the 

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

ñAgain and again during this depression it is driven home to me that opportunity is a stern goddess who passes up those 

who are unprepared with liquid capital  (cash),ò  Benjamin Roth  ï  July, 1933 

 
To earn the highest returns that are realistically possible, you should invest with simplicity.  Rely on the ordinary virtues that intelligent  
human beings have relied on for centuries: common sense, thrift, realistic expectations, patience and perseverance.  Call them 'character.'   
And in investing, over the long run, character will be rewarded.    John Bogle  -   founder of Vanguard Group 

 

ANOTHER VIEW of EXPECTATIONS:  ά9ǾŜƴǘǎ ŀǊŜ ƴƻǊƳŀƭƭȅ ōƻǘƘ ŦƻǊŜǎŜŜŀōƭŜ ŀƴŘ ǳƴŦƻǊŜǎŜŜŀōƭŜ ŀǘ ǘƘŜ ǎŀƳŜ ǘƛƳŜέ ƻǊ, άŜǾŜƴǘǎ ƘŀǾŜ 
ōƻǘƘ ŦƻǊŜǎŜŜŀōƭŜ ŀƴŘ ǳƴŦƻǊŜǎŜŜŀōƭŜ ŀǎǇŜŎǘǎΧ ²Ŝ ŀƴǘƛŎƛǇŀǘŜ ŜǾŜƴǘǎ ŀǎ ǘƻ ǘƘŜƛǊ ǘȅǇƛŎŀƭ ŦŜŀǘǳǊŜǎΣ ōǳǘ ǿŜ Ŏŀƴƴƻǘ Ŧƛƭƭ ƛƴ ǘƘŜ ΨŘŜǘŀƛƭǎΩ 
beforehand.ά  This brings up divergent and convergent expectations where, άǘƘŜ ŦǳǘǳǊŜ ƛǎ ƭŀǊƎŜƭȅ ǳƴƪƴƻǿƴΣ ŘƛŦŦŜǊŜƴǘ ƛƴŘƛǾƛŘǳŀƭǎ 
are bound to entertain different expectations, ie. divergent expectations will be present.  Conversely, if the future course of 
events is reasonably certain, different people will have rather similar expectations, in which case we may refer to the presence 
of convergent expectationsΧ wŀǘƛƻƴŀƭ expectations models require expectations to be convergent if ad hoc assumptions are to 
be avoided.έ        Subjectivism Intelligibility and Economic Understanding  -  edited by Israel M. Kirzner 

                                                           
1 One of the current, major financial questions is, ñWhen will the Fed tighten?ò  Perhaps better put as, ñBy how much will the Fed tighten, when 

it begins the process?ò  Since the U.S. and world economies are unable to realistically service all of the debt currently outstanding (not counting 
the unfunded obligations) at much higher interest rates, any tightening would surely be small and tentative (data dependent); and with this comes 

market ñdecisions driven by what people think the Fed thinks, rather than the actual data,ò Mike OôRourke at JonesTrading Institutional Services.  

Still, the forces aligned against higher rates are greater than the forces for higher rates.  But less Fed stimulus and higher interest rates means the 

Fed is confident the economy is strengthening.  ñGood news is still good news, long term,ò John Stoltzfus  - Oppenheimer Asset  Management. 

 

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 
 

άIƻǿŜǾŜǊ ōŜŀǳǘƛŦǳƭ ǘƘŜ ǎǘǊŀǘŜƎȅΣ ȅƻǳ ǎƘƻǳƭŘ ƻŎŎŀǎƛƻƴŀƭƭȅ ƭƻƻƪ ŀǘ ǘƘŜ ǊŜǎǳƭǘǎ,έ  Winston Churchill 
 

ñArithmetic trumps all your issues,ò Ken Lewis, CEO of Bank of America 2001 - 2009é absent countervailing factors. 

 

There are two kinds of income:  a) contractual income - in economic theory termed: rent .  It is mainly received by: rent/leases; royalties; 
fees; wages/salaries; contracts;  and debt instruments  b) profit  - that which is not determined beforehand and where the free-cash-flow has 
not been competed away.  The difference between a) and b) can be approximately ascribed to the degree of uncertainty-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, ñéprices of securities may take a hit, but the underlying values 
wonôt,ò Scott Clemons, chief investment officer at Brown Brothers Harriman & Co.   Value, to make any sense for investing, must make 
some reference to why we hold the assets we do.  ñGenerally speaking, it isn't for the ability to convert them to cash, in bulk and on 

short notice (liquidity), but to generate a cash flow, or income 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,ò  David C. Patterson, chair and CEO of Brandywine Trust Group LLC. 
 

A companyõs dividend  paying capacity is relat ed to  average , free -cash -flow .  Also consider:   near term capital n eeds ; 

expansion plans ; debt repayment ; operation s cushion (quick-ratio); all types of contractual requirements ; debt burdens; 

past , dividend paying history ; and the long -term viability of sales /revenue  sources .  IBM òuses a free cash flow measure to 

evaluate the companyΩs operating results, plan share repurchase levels, evaluate strategic investments and assess the companyΩs 

ability and need to incur and service debt. The entire free cash flow amount is not necessarily available for discretionary 
expenditures.ò 

 

òUltimately investors have a claim , not on operating earnings, but on òfree cash flow ó (what Warren Buffett calls: owner    

  earnings).  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 ó.    Hussman Funds   -   John P. Hussman 
 

òOne of the best predictors of future returns is high free cash  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 .ó    Barronôs  8/22/13. 

 

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 ï or judgment ï then it follows that the first thing you have to know is yourself. 

The Money Game  -  1968 edition 
 

άThree common investing mistakes that involve emotion:  1) Confirmation bias ς When people seek out information that confirms what they 
are thinking or feeling rather than seeking a contrary point of view;  2) Extrapolation ς When thinking is hinged around reactions to the latest 
piece of news;  3) Be active ς When people act because they feel pressure to always be doing something.  In investing, this may mean trading 
stock constantly rather than waiting.έ   William Browne of Tweedy, Browne Company LLC 

 

Investing requires a point-of-view by which your fair-value and quality judgment for equity shares can be determined using:  

data from the past five years + TTM; current operations metrics; judgments as to: estimates; outlooks; expectations.  

And all of this takes place within the unchanging aspects or factors of our future (see pdf-p.33; c) aprioristic). 
 

ά±ŀƭǳŀǘƛƻƴ ƛǎ ŀǘ ǘƘŜ ŎƻǊŜ ƻŦ ǘƘŜ ŜŎƻƴƻƳƛŎ ŀŎǘƛǾƛǘȅ ƛƴ ŀ ŦǊŜŜ ŜŎƻƴƻƳȅΣέ  Michael J. Mauboussin 

 

Fair-Value1, Cash-Flow and Free-Cash-Flow + Dividend 
 

F-C-F = Operating -Cash -Flow  ð  Sustaining -Capital         F-C-F ex Div. = F-C-Fper share   ð  Dividend current   
 

F-V = F-C-Fex Dividend per share for each of ten years + TTM times a composite P/E, averaged.  Add to this total 
their Capitalized Dividend [obviously a stocks dividend-income must have some capitalization value apart from any current yield. The Cap-Rate 

number is multiplied by your Risk-Premium rate to get the: Dividend-Cap-Rate The DCR for 12/25/16 is: 7.0%].  The F-C-Fex Dividend per share plus 
the current capitalized-dividend = Fair-Value.  F-V = (F-C-Fex-Div. For years 10 - TTM / per share For years 10 - TTM) / 11)) x P/E ratio + 
(current dividend / Dividend Capitalization-Rate)    NOTE:  Each stocks Fair-Value can also be considered as a percentage of its 52-Week 

High or Low;  F-V / 52-Week High or Low; this gives you another view as to how the market values or views the F-V.        
       Note:  here the Risk-Premium is based on dividing your future, Treasury interest rate estimates (ratioed) by their current, market rates. 

 
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 [GAAP] to make results look better than 

the underlying business really is.  Based on a survey of 169 public-company chief financial officers (CFO), 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  - 

07/19/12.  The assumption here being that long-term estimates, while unavoidable and necessary, are inherently ñunreliable.ò   

 

                                                           
1 GAAP categorizes inputs used in fair-value measurements into three broad levels as follows:  Level 1: Quoted prices in active  

   markets for identical assets or liabilities.  Level 2: Observable inputs other than quoted prices included in Level 1, such as  

   quoted prices for similar assets and liabilities in active markets, similar assets and liabilities in markets that are not active or can  

   be corroborated by observable market data.  Level 3: Unobservable inputs that are supported by little or no market activity and  

   that are significant to the fair-value of the assets or liabilities. This includes valuation techniques that involve significant  

   unobservable inputs.  I use the actual numbers from the company accounts and one year out estimates for EPS only. 
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Market Capitalization Rate or cap-rate and Risk-Premium 
  

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

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

grade corporate bond index (short + long); finally the 10 Yr.T-bond ï TIPS, and Alerian rate; the numbers are 
then averaged to produce the cap-rate (before being multiplied by the Risk-Premium).  Then multiply this cap-rate by 
the degree of your requirement for a risk-premium.  I use my estimate for the 10 Yr. 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 or 
Dividend-Capitalization-Rate. 

 

As of 10/ 18/1 6 the Ordonnance -EconomicsÊ Dividend -Cap -Rate = 8.4% = 4.14% unadjusted cap -rate   x  2.02 Risk-Premium  

 
 
 

Free-Cash-Flow Conversion 
 

F-C-F Conversion = F-C-F per share / Cash from Operations per share 

 
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 I 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 Machines - IBM = 62% 
 
 
 

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

Adjusted-sales-per-share allows 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.  I do this for the past five years and 
the current yearôs estimate for sales per share.  The sales per share are adjusted by the net-margin, 
which is divided by .05 (the constant) 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.-sales-per-share is 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 divide 
$36.96 by $40 = 0.92 or $.92 in 5%-margin-sales-per-share for each dollar of high quote price.  If the low quote is 
$30.00 then it becomes $36.96 / $30 = 1.23 or $1.23 in 5%-margin-sales-per-share for each dollar of low quote price.  
Obviously you want more of these 5%-margin-sales-per-dollar per dollar of quote price when you buy a stock.  
Adjusted-sales-per-share use each past years shares outstanding.  I 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 Covered-Calls or Do Not Buy) to under -priced ( Consider Buying or Selling Cash-Covered Puts) or,  

somewhere in -between (Hold or Wait), in relation to 5-year + TTM-year-adjusted-sales-per-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  low 

or high quote from the current, sales per share or estimate for the next time period.  
 

= (current sales per share x (net margin / .05 )) / (10 + TTM yr. average  of adjusted sales  per dollar using historical low quote) 

= (current sales per share x (net margin / .05 )) / (10 + TTM yr. average  of adjusted sales  per dollar using historical high 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 into itõs current payout.  And your total cost 

of shares divided into total income gives you your portfolio yield -on -cost.  While quotes go up and 

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 such as temporary or short-term:  partial cash or scrip dividends or PIK or warrant compensations).  



Other Considerations 
 

Consider the balance -sheet percentages of :  equity to liabilities; especially the debt  level ; and fixed and variable rate 

debt.   Return-on -Capital should be higher than any cost to bo rrow; whether thru debt or newly issued shares.  

R-o-C = Cash -from -Operations  / (Total -Debt + (Market -Cap or: diluted shares x quote-price)) 

 
òThe point I want to make here is that there is a special paradox in the relationship between mathematics and investment attitudes  
on common stocks, which is this:  mathematics is ordinarily considered as producing precise and dependable results; but in the stock 
market the more elaborate and abstruse the mathematics the more uncertain and speculative are the conclusions we draw there from. 

 

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

The Beauty Contest 
An approach that is best left to full-time speculators and traders: 

 

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, I believe, who practice the fourth, fifth and higher 
degrees. 

Keynes also analogized this practice as a gameé 
 

For it is, so to speak, a game of Snap, of Old Maid, of Musical Chairs ï 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 open a TD Ameritrade ς AMTD ŀŎŎƻǳƴǘ ǘƻ ǳǎŜ ǘƘŜƛǊ ά¢ǊŜƴŘƛƴƎ ƻƴ ¢ǿƛǘǘŜǊέ ŀƴŘ ά{ƻŎƛŀƭ {ƛƎƴŀƭǎέ features to give you 
άŎǊƻǿŘ-ǎƻǳǊŎŜŘ ƳŀǊƪŜǘ ƛƴǎƛƎƘǘέ ŀƴŘ άǎŜƴǘƛƳŜƴǘέ ƻŦ ǘƘŜ ƳƻƳŜƴǘΧ ǿƘȅ ǿŀƛǘ several years when you can have it now ? 
 

The key Ǉƻƛƴǘ ōŜƛƴƎ ǘƘŀǘ ǘƘŜ άǇƭŀȅŜǊǎέ aka: investors  know ǘƘŀǘ ǎƻƳŜ άǇƭŀȅŜǊǎέ ǿƛƭƭ ƭƻǎŜΧ ǘƘŜ ŎƻƴŎŜƛǘ ōŜƛƴƎ ǘƘŀǘ ƛǘ ǿƻƴΩǘ ōŜ ǘƘŜƳΧ ƳŀȅōŜ Ƨǳǎǘ 
the clients.  Raghuram Rajan, the governor of the Reserve Bank  of  India and among the few economists who foresaw the last financial crisis, 

warned last week that: "some of our macroeconomists are not recognizing the overall build-up of risks.  We are taking a greater chance of having 
another crash at a time when the world is less capable of bearing the cost.  Investors say, 'we will stay with the trade because central banks are 

willing to provide easy money and I can see that easy money continuing into the foreseeable future.'  It's the same old story.  They add, 'I will get 

out before everyone else gets out.'  They put the trades on even though they know what will happen as everyone attempts to exit positions at the 

same time."   Aug. 08, 2104      Someone needs to lookup the meaning of:  fiduciary duty or fire-door exit issue. 
 

Speculating 
Some investment cases rest only on long-term optimism.  In a model for Amazon stock, published by Morgan Stanley earlier 
this month, 89% of the net present value related to cash-flows forecast for 2020 and beyond.  Now look at Tesla. A report by  
an analyst at Jefferies places 92% of the net present value underlying the analyst's $210 target price relates to cash-flows 
expected in 2020 and beyond.  When JP Morgan Chase raised its target price for Tesla in August, 86% of the discounted-cash-
flow valuation related to 2020 and beyond.  The same figure for a model published last month by Deutsche Bank was 87%.   
¢Ƙƛǎ ƛǎ ŀƭƭ ƘȅǇŜ ŀƴŘ ŜȄŀƎƎŜǊŀǘƛƻƴ ŀǎ ǘƻ ǇƻǎǎƛōƭŜ άŎŀǎƘ-Ŧƭƻǿǎέ ƛƴ 2020 and beyond; plus the valuation of those future cash-flows 
discounted to the present.  This is merely done to justify the current quote for the: clients; future clients; and business 
relationships.                                                                                                                                                                        TWSJ   Oct. 2013 

 
A skeptic's viewpoint: 

http://www.skepdic.com/economicforecasting.html 
 

The above site, as it relates to Ordonnance-Economics Investments Ó , does not directly address quality of holdings, purchase of 
same at a discount to F-V (except to claim it is not possible), the embracing of modest or realistic goals, and investing in economically 
foundational corporations.    ñYou can overpay for a Cézanne, but it wonôt ever go to zero,ò  Richard Hurowitz   

 

 
A five part video of Warren Buffet on investing: 

http://www.gurufocus.com/news/69071/warren-buffett-mba-talk-at-university-of-florida-videos   9/10/09 

 
The tendency to repeatedly drop strategies that are down  and enter new ones that are up  is among the main reasons 

for poor , long -term investment performance.   It demonstrates a lack of  understanding of investing . 

 
Howard Marks of Oaktree  http://www.oaktreecapital.com/MemoTree/Dare%20to%20Be%20Great%20II.pdf 

This is highly recommended reading for those putting 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
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Go  to  the  Source 1 

U.S. Government and Other Data Sites 
 

ñIn God We Trust.  Everyone else, bring Data.ò        Without data, as W. Edwards Deming once said,  
 

                                         Michael Bloomberg                                     ñyouôre just another person with an opinion.ò 
 

 
Recent Balance-sheet Trends:  http://www.federalreserve.gov/monetarypolicy/bst_recenttrends_accessible.htm 

 

                         Money Supply:  http://www.federalreserve.gov/releases/h6/    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 condition of:  liquidity  -  stability of accounts  -  security  -  opportunity 
 

          ñThe circulation of confidence is better than the circulation of money,ò  James  Madison ς fourth U.S. President 
                                     

 

× Federal Reserve: Monetary Policy Report  -  http://www.federalreserve.gov/monetarypolicy/mpr_default.htm 

 

× FRBSF Research Views: http://www.frbsf.org/economic-research/publications/fedviews/ 
 

× Liberty Street Economics ï a blog of the Federal Reserve Bank NY:  http://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  ï  FOMC:   http://www.federalreserve.gov/monetarypolicy/fomccalendars.htm 

    !ƭǎƻ ŎƭƛŎƪ ƻƴΥ  tƻƭƛŎȅ ¢ƻƻƭǎΥ т ƛǘŜƳǎ ŀƴŘ wŜǇƻǊǘǎΥ о ƛǘŜƳǎ Χ ǘƻǇ ƭŜŦǘ 

  

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

     Go to:  ñCurrent  JOLTS Graphs and Highlightsò  at:   http://www.bls.gov/jlt/     Ǝƻ Řƻǿƴ ǘƻ  άWh[¢{ bŜǿǎ ǊŜƭŜŀǎŜέ 
          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 ς read footnote 5 

 

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

 
Household Debt Service and Financial Obligation Ratios:   http://www.federalreserve.gov/releases/housedebt/ 

                 Shows just how really well off are the consumers 

                                                           
1 I put άDƻ ǘƻ ǘƘŜ {ƻǳǊŎŜέ ƘŜǊŜ ŦƻǊ ŀ ǊŜŀǎƻƴΦ  ¢ƘŜǊŜ ƛǎ ǘƘŜ original source and then there is the interpretation of that material by someone   
  else.  While their explanation or use of material may be proper and valuable it does no harm to double-check sources.  R.H. Coase wrote an     
  Ŝǎǎŀȅ ǘƛǘƭŜŘΣ ά¢ƘŜ [ƛƎƘǘƘƻǳǎŜ ƛƴ 9ŎƻƴƻƳƛŎǎέ όOct. 1974); it explained the historical origins and private/public relations of lighthouses.  He  wrote  
  ǘƘŜ ǇŀǇŜǊ ǎƛƴŎŜ ǘƘŜ άƭƛƎƘǘƘƻǳǎŜέ ƛǎ ǳǎŜŘ ōȅ ǎƻƳŜ ŜŎƻƴƻƳƛǎǘǎ ǘƻ ŀƴŀƭƻgize the assertion for the necessity for government to provide a service  
  ǘƘŀǘ ǇǊƛǾŀǘŜ ōǳǎƛƴŜǎǎŜǎ ŎƻǳƭŘƴΩǘΦ  ²Ƙŀǘ L ƭŜŀǊƴŜŘ ƛǎ ǘƘŀǘ ƎƻǾŜǊƴƳŜƴǘ ŜƴŦƻǊŎŜŘ ǘƘŜ property rights for collection of lighthouse fees.  Apparently  
  no one bothers to read his work first before using the metaphor as a trump card to objections to inordinate, government interference in 
  the marketplace.    Recommend you read it at:  http://stevereads.com/papers_to_read/the_lighthouse_in_economics.pdf    

http://www.federalreserve.gov/monetarypolicy/bst_recenttrends_accessible.htm
http://www.federalreserve.gov/releases/h6/
http://research.stlouisfed.org/publications/mt/page12.pdf
http://www.federalreserve.gov/monetarypolicy/mpr_default.htm
http://www.frbsf.org/economic-research/publications/fedviews/
http://libertystreeteconomics.newyorkfed.org/
http://www.bostonfed.org/news/speeches/
http://www.newyorkfed.org/newsevents/speeches/
http://www.philadelphiafed.org/publications/speeches/plosser/
http://www.clevelandfed.org/for_the_public/news_and_media/speeches/index.cfm?y=2013&DCS.nav=Local
http://www.richmondfed.org/press_room/speeches/president_jeff_lacker/
http://www.frbatlanta.org/news/speeches/
http://www.chicagofed.org/webpages/publications/speeches/index.cfm
http://research.stlouisfed.org/econ/bullard/jbotherspeeches.html
https://www.minneapolisfed.org/news-and-events/presidents-speeches
http://www.kansascityfed.org/speeches/index.cfm?sid=141
http://www.dallasfed.org/news/speeches/fisher/index.cfm
http://www.frbsf.org/our-district/press/presidents-speeches/
http://www.federalreserve.gov/monetarypolicy/fomccalendars.htm
http://www.bls.gov/news.release/empsit.t15.htm
http://www.bls.gov/jlt/
http://data.bls.gov/timeseries/LNS11300000
http://www.bls.gov/news.release/eci.toc.htm
http://www.bls.gov/news.release/empsit.b.htm
http://www.federalreserve.gov/monetarypolicy/bst_recenttrends.htm
http://www.federalreserve.gov/releases/housedebt/
http://stevereads.com/papers_to_read/the_lighthouse_in_economics.pdf


Industrial Production and Capacity Utilization:    http://www.federalreserve.gov/releases/G17/Current/default.htm 

     Beyond 82%  -  85% inflation becomes a worry 
 
Aruoba-Diebold-Scotti Business Conditions Index:   http://www.phil.frb.org/research-and-data/real-time-center/business-conditions-index/ 

 

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/monetarypolicy/beigebook/default.htm 

 

Survey of Professional Forecasters ï 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   ǇƻǎǘƛƴƎǎ ŀǘ ǊƛƎƘǘΧ ōƻǘǘƻƳ   http://dimartinobooth.com/ 

 
John B. Taylor (bio:  http://www.johnbtaylor.com/ ) :   http://economicsone.com/ 
 

Tim Duyôs (bio:  http://pages.uoregon.edu/duy/ )  ï  Fed Watch:  http://economistsview.typepad.com/timduy/ 

 
BlackRock  -   Investment Commentary:  
https://www2.blackrock.com/webcore/litService/search/getDocument.seam?source=LITMOD&contentId=27789&venue=PUB_IND&c=e42&cmp=russk_em&chn=
emc&cid=emc:russk_em:e42:e42 
 
The American Institute of Architects - Architecture Billings Index:    http://www.aia.org/practicing/economics/AIAS076265 

                                                                                                                         go down to:  Current  issue 

North America Rail Freight Traffic:   http://railfax.transmatch.com/      partial access is free  -  $60 per year 
 
Institute of Supply Management  ï  Manufacturing Index     click on: Latest ManufacturinƎ wh.       Lǘ ƛǎ ƳƻǊŜ ŀ άƴƻǿŎŀǎǘέ ǘƘŀƴ ŀ άŦƻǊŜŎŀǎǘέ 
                                                                 http://www.ism.ws/news/content.cfm?ItemNumber=13130&navItemNumber=22307 
 

Project Syndicate: A World of Ideas  -  Economistsô Club :    http://www.project-syndicate.org/economists-club  

 

Center for Financial Stability (CFS ) :    http://www.centerforfinancialstability.org/   select: CFS Money Supply  - Divisia M4 report. 
 
    See here for an explanation of Divisia M4 : http://climateerinvest.blogspot.com/2013/02/using-money-supply-to-forecast.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  -  as of 7/30/14 
 

                       Morningstar :   http://members.morningstar.com/memberstpages/PremMembership.aspx    two years online for $339  

 

                         Value Line :   http://www.valueline.com/     one year for $695 online 
 

 Standard & Poors Outlook :    https://us.etrade.com/home    available for E*TRADE customers 

 

     The Wall Street Journal :   https://buy.wsj.com/offers/pages/OfferMulti1a?trackCode=aaqa209l#details    online costs $455 per year                                                                                                                                                                                                                                                                                                  
                                                                                                                                                                                                                   + newspaper add $35 

                              Barronôs :   http://www.subscription.com/barrons-online/      online costs $223.00 per year           
 
Rail Time Indicators ï American Association of Railroads:   https://www.aar.org/newsandevents/Pages/Rail-Time-Indicators.aspx 
Subscription is $55 per year ï 12 issues as Pdf                  see:  RailFax  -  free for limited data  -  http://railfax.transmatch.com/      

see: The Cass Freight Index  -  http://www.cassinfo.com/Transportation-Expense-Management/Supply-Chain-Analysis/Cass-Freight-Index.aspx 

http://www.federalreserve.gov/releases/G17/Current/default.htm
http://www.phil.frb.org/research-and-data/real-time-center/business-conditions-index/
http://research.stlouisfed.org/economy/
http://www.chicagofed.org/webpages/publications/cfnai/index.cfm
http://www.dallasfed.org/assets/documents/research/econdata/us-charts.pdf
http://www.federalreserve.gov/releases/z1/
http://www.federalreserve.gov/monetarypolicy/beigebook/default.htm
http://www.philadelphiafed.org/research-and-data/real-time-center/survey-of-professional-forecasters/
http://www.philadelphiafed.org/research-and-data/real-time-center/survey-of-professional-forecasters/
http://www.bls.gov/news.release/prod2.toc.htm
http://www.macrotrends.net/1447/ted-spread-historical-chart
http://www.mauldineconomics.com/frontlinethoughts
http://www.hussmanfunds.com/weeklyMarketComment.html
http://dimartinobooth.com/
http://www.johnbtaylor.com/
http://economicsone.com/
http://pages.uoregon.edu/duy/
http://economistsview.typepad.com/timduy/
https://www2.blackrock.com/webcore/litService/search/getDocument.seam?source=LITMOD&contentId=27789&venue=PUB_IND&c=e42&cmp=russk_em&chn=emc&cid=emc:russk_em:e42:e42
https://www2.blackrock.com/webcore/litService/search/getDocument.seam?source=LITMOD&contentId=27789&venue=PUB_IND&c=e42&cmp=russk_em&chn=emc&cid=emc:russk_em:e42:e42
http://www.aia.org/practicing/economics/AIAS076265
http://railfax.transmatch.com/
http://www.ism.ws/news/content.cfm?ItemNumber=13130&navItemNumber=22307
http://www.project-syndicate.org/economists-club
http://www.centerforfinancialstability.org/
http://climateerinvest.blogspot.com/2013/02/using-money-supply-to-forecast.html
http://www.policyuncertainty.com/us_monthly.html
http://www.advisorperspectives.com/dshort/updates/index.php
http://www.census.gov/mtis/
http://members.morningstar.com/memberstpages/PremMembership.aspx
http://www.valueline.com/
https://us.etrade.com/home
https://buy.wsj.com/offers/pages/OfferMulti1a?trackCode=aaqa209l%23details
http://www.subscription.com/barrons-online/
https://www.aar.org/newsandevents/Pages/Rail-Time-Indicators.aspx
http://railfax.transmatch.com/
http://www.cassinfo.com/Transportation-Expense-Management/Supply-Chain-Analysis/Cass-Freight-Index.aspx
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Economic Reading 
 

For online access, in addition to book recommendations on pdf-p.137Σ Ǝƻ ǘƻΧ 
 

http://oll.libertyfund.org/index.php?option=com_staticxt&staticfile=show.php%3Fcollection=42&Itemid=27 
 
 
 
 

άLǘ ƻǳƎƘǘ ǘƻ ōŜ ǊŜŎƻƭƭŜŎǘŜŘ ǘƘŀǘ ŜŀŎƘ ƳŜǊŎƘŀƴǘ ƪƴƻǿǎ Ƙƛǎ ƻǿƴ ōǳǎƛƴŜǎǎ ōŜǘǘŜǊ ǘƘŜƴ ƎƻǾŜǊƴƳŜƴǘ Ŏŀƴ ŘƻΤ ǘƘŀǘ ǘƘŜ ǿƘƻƭŜ ƴŀǘƛƻƴΩǎ productive 
power is limited; that in a given time, it has but 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 which it did execute: whilst 
the most probable result of such a change is the abandonment of a more lucrative manufacture for another which is less so, and which 
personal interest had ŘŜǎƛƎƴŜŘƭȅ ƻǾŜǊƭƻƻƪŜŘΦέ        J.C.L. Simonde de Sismondi   -   Political  Economy  -  1815 

 
How the governmentΩǎ desire to avoid the market, as noted by Sismondi above, leads to negative ends; which are far more disruptive and 
economically depressing than the market operations being closed by government edict.     

http://online.wsj.com/articles/germanys-expensive-gamble-on-renewable-energy-1409106602?mod=WSJ_hp_LEFTWhatsNewsCollection 

 
 
 

The U.S. Debt Clock 
 

For those not afraid of mind-numbingly large money numbers. 
But remember, it will be the real economy in 20 or 30 or 50 years, 

regardless of the debt level then, 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 from debt  as the 

main engine of growth,ò  
  

Bank for International Settlements   -  2014  report 
 
 
 

Lord Kelvin had a dictum that when  
something cannot be measured or expressed in numbers, 

  

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

Climate Update: Climate Change Reconsidered II: Physical Science  - Nongovernmental International Panel on Climate Change 

http://climatechangereconsidered.org/ 

 
 
 

{ƻƳŜ ǇŜƻǇƭŜ ŎƭŀƛƳ ǘƘŀǘΣ άǇŜǊŎŜǇǘƛƻƴ ƛǎ ǊŜŀƭƛǘȅΦέ 
But as Mr. ¢ ǎŀȅǎΣ άL Ǉƛǘȅ ǘƘŜ ŦƻƻƭΣέ 

ǿƘƻ ŎŀƴΩǘ or ǿƻƴΩǘ notice the difference between Χ 

a perception   and  reality . 

Refer to pdf-p. 33 - 37 
 
 

 

CNN Larry King Weekend  ï  Interview with Bono  -  December  2002 
 

BONO: ... Ireland has a very different attitude to success than a lot of places, certainly than over here in the United States.  In the United   
                  States, you look at the guy that lives in the mansion on the hill, and you think, you know, one day, if I 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, one day, I'm going to get that bastard. 

 
ñCircums 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.ô 
 

Reflections on the Revolution in France 
Edmund Burke  

 

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 and the Future  
 

 

 
 

Á "It is hard to forecast, especially the future,"  
 

Yogi Berra  

 
Á ñEverybody has a plané until they get punched in the face.ò 

 

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

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

 
ñIt is not given to human beingsé 

to foresee or to predict to any large extent  

the unfolding course of events.ò 
 

Winston Churchill  

 
Three econometricians (named: A, B, C) go 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 excited and says, ñWe got him.ò     
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, ñWhat is 2 + 2 ?ò  The mathematician answers, ñExactly 4.ò  The accountant replies, ñDepending on what your interest, 
depreciation, and taxes are, approximately 2.ò   The economist walks over to the door, shuts and locks it, closes the blinds on the 

window, and leans over and softly asks, ñWhat do you want it to be?ò    Investor Insight 
 
 

Unfortunately this is not a joke.  There are a sufficient number of economic analysis firms or organizations operating today to supply you with   
a lengthy, complicated, well-sourced report to provide you with the intellectual-cover to prove that:  ǘƻ ǘŀƪŜ ƳƻƴŜȅ ŦǊƻƳ ά!έ ŀƴŘ ƎƛǾŜ ƛǘ ǘƻ ά.έ  
is both economically reasonable and legally justified (government does it all the time).  Here are three examples: 
 

1)  To hold-off a management reshuffle:  William Ackman (Pershing Square Capital Management LLC) wanted a new CEO at Canadian Pacific 
Railway and said that the operating ratio (expenses as a percentage of revenue) could go to 65% (ул҈ ƛǎ ŎƻƴǎƛŘŜǊŜŘ άƎƻƻŘέ).  The company 
paid $5 million for a study ǘƘŀǘ ŎƭŀƛƳŜŘ ǘƘŜ ǘŀǊƎŜǘ ǿŀǎΣ άǳƴǊŜŀƭƛǎǘƛŎ ŀƴŘ ǳƴŀŎƘƛŜǾŀōƭŜΦέ  /t ƛǎ ŎƭƻǎŜ ǘƻ ƘƛǘǘƛƴƎ ср҈ ǘƘŀƴƪǎ ǘƻ ƛƴǎǘŀƭƭŜŘ ǊŀƛƭǊƻŀŘ 
veteran Hunter Harrison.  Pershing Square will 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 ESOP:  In 2007, Joel and Linda Spear decided to sell Southern California Pipeline Construction Inc. to workers. 
The stock plan's appraiser said the Tustin, Calif., water, sewer, and storm-drain-system installer was worth about $20 million.  The couple then 
asked for a new appraisal from a different firm, according to a lawsuit filed by a bank that later became the stock plan's trustee.  The second 
appraisal came in at $35 million, citing higher revenue projections provided by the couple.  This resulted in a higher sales price and a larger debt 
load for the ESOP to finance the purchase.  Bulldozer operator John Vincent 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 shut down in 2010; its 
ESOP shares are now worthless.  
   

3) To build what you want to build: In 2007 a study for estimated ridership of a 16 mile, light-rail system between Bethesda and New Carrolton     
Maryland (at a cost of $150 million per mile) was too low to receive Federal aid.  John Porcari (aŀǊȅƭŀƴŘΩǎ {ŜŎretary of Transportation) in Oct. 
2008 hired Parsons Brinckerhoff (an engineering firm) to do a new study; an presto, ridership estimates now became high enough to be eligible 
for Federal money.  In April 2009 Mr. tƻǊŎŀǊƛ ōŜŎŀƳŜ tǊŜǎΦhōŀƳŀΩǎ ŘŜǇǳǘȅ 5h¢ ǎŜŎǊŜǘŀǊȅΦ  Lƴ 5ŜŎΦ 2013 he left to become senior vice-president 
and national director of strategic consulting forΧ Parsons BrinckerhoffΧ ǘƘŜ ǇǊƻƧŜŎǘ ƛǎ ǎǘƛƭƭ active as of August, 2014. 

 
See pdf-p.8  fn 1     Reports on: technology; economics; and law  ς Ǝƻ ǘƻΧ   

Á http://www.techpolicydaily.com/technology/three-forms-bad-analysis-pt-1-bad-
engineering/ 

Á http://www.techpolicydaily.com/communications/three-forms-bad-analysis-pt-2-
economics/ 

Á http://www.techpolicydaily.com/communications/three-forms-bad-analysis-part-3-law 
¶ ttp://www.techpolicydaily.com/communications/three-forms-bad-analysis-part-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
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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 ];  
  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  a lack of unce rtainty;  
  d) it merely becomes a mechanical selection [ routine ;  a formulaic or regulatory  selection ];  

  e) there exists un bounded uncertainty as to consequences [ a state 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 ].  
 

 ñDecision is choice in the face of bounded uncertainty.ò     
Decision Order and Time by G.L.S. Shackle     

 

If uncertainty  disappears there is no 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 sense]  and "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 close t o present consumption [ the only alterations being those produced by population changes 

and resource discovery].  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. the evenly rotating economy of Ludwig von Mises or, the economy minus 
entrepreneurship (discovery; choice; imagination) .     http://mises.org/journals/rae/pdf/RAE3_1_8.pdf  

 

We have the need to  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 1991.  Still, you can and do make ( informed) assumptions about the 

stability and resiliency of the economic future as to itôs probable degree of deviance from established 
norms of economi c 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 Ivan Pongracic s  -   lectures on Public Choice .   
http://www.youtube.com/watch?v=bXlH9Uzs3iA&feature=youtu.be  

 

"Chance then exists not in nature, and cannot co-exist with knowledge; it is merely an expression for our ignorance 

of the causes in action, and our consequent inability to predict the result, or to bring it about infallibly... Probability  

belongs wholly to the mind; this indeed is proved by the fact that different minds may regard the very same event at 

the same time with totally different degrees of probability."   William S. Jevons    1835 ς 1882 

 

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 has t 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. 
 

~  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 - McGovern on regulation ï pdf-p.126 
 

b) To quote one analysis of the proposed rule change to the Clean Water Act of 1972 : ñthe preamble provides so many avenues to claim 
jurisdiction that very few remote and seemingly unconnected ponds, wetlands, or ephemeral washes in a watershed will ever be deemed so  

insignificant that the federal government leaves regulation to the states.ò The EPA says it will be difficult to determine whether a gully is 
excluded or is an ñephemeral streamò that requires the EPA to protect it.  That intentional ambiguity leaves landowners in a perpetual state of 

legal jeopardy.  The distance between the ñnavigable waters of the U.S.ò and ephemeral washes is the difference between common sense and our 

current calamity. 
 

c) Many problems arise for society from the pursuit of purism or intellectual worry about theoretical abuses that havenôt occurred in those areas 

of interest which activists prefer to focus.  Aside from the economic damage (added debt; jobs lost; declining productivity; increasing price-level) 

is the cost to the rule-of-law  by those seeking  bureaucratic power thru:  sub-regulatory use of guidance documents; creation of extra-legal 
barriers; editing of administrative law; the sue-and-settle gambit; and the internal, expansion of definitions.  Finally, using secrecy and stone-

walling to:  avoid, delay, and complicate exposure of regulatory abuse by the Congressional over-sight committees and public scrutiny.  Lookup 

the theory of second best  ï  which appears to be a way to avoid the heavy-hand of government.  See: Ten Thousand Commandments: An Annual 
Snapshot of the Federal Regulatory State  -  Competitive Enterprise Institute  -  2015 Edition   

https://cei.org/sites/default/files/10%2C000%20Commandments%202015%20-%2005-12-2015.pdf 
 

d) Regulations exist to correct some problem; they then evolve to:  protect existing businesses; provide government revenue; justify the 

bureaucracy; increase Congressional  power.   

 
 

Ron Bailey writing at reason.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  
 

ñBy uncertain   knowledge , let me explain, I 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 I 
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 whatever.ò   John  Maynard  Keynes -  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 social risk; a stockôs indus tr ial  or competitive position; its  fin ancial 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 ( collapse of the House of Saud; 

that originates outside but is supported inside the Kingdom); U.S. failure to support Israel; Naxalite violence in India; terrorism by 

ISIS and  itôs infiltrators (or some other  Islamist  terrorist group) ;  upheaval in China or Turkey  or Brazil .  All these 
factors bear, in varying  degrees, on your stock portfolio ôs behavior ; and  ultimately all  these factors must be taken 
account of based on  your:  

 

ñsubjective estimate of the relevant probabilities and an independent 
assignment  of confid ence to the evidence, with an accretion of evidence  

increasing the weight  attached to a propositioné and the weight attached 
to such propositions change,  not in a random or unpredictable manner, but  
in a consistent manner in response  to events."       Keyn es by way of Minsky  

 

ñé practically all decisions as to conduct in real life rest upon opinions, and doubtless the greater part rest upon 
opinions which, on scrutiny, easily resolve themselves into an opinion of probability.ò  The investor, ñdoes not 
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 .ò Risk, 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 Henninger, TWSJ. , 4/03/13    

 

 *   Risk comes from solidarity groupings based on race and blood (the nation) and radicalized faith in religion or ideology.   
       "Beyond that group, feelings of love and humanity do not apply,"  Robert D. Kaplan, Stratfor - 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/
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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 ( OE) over time.  Therefore, to invest requires decisions and conative action based on 

judgments of uncertain things or events  to comeé not fixed probabilities as in gambling, statistically 

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 13.2  18.6  26.1  42.1  60.1  71.2  79.3  85.4  90.3  100  

Thinking, Fast and Slow     Daniel Kahneman     page 315 
 

Despite the use of fixed numbers above , the point i 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.   

Reducing risk is invest ing é the more you increase risk the further from investing you proceed . 

 
 

"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 cause-creating drive is thus conditioned and excited by the feeling of fear." 

                                                                                 

Friedrich   Nietzsche        
  
 

Uncertainty*, volatility, and risk are not the same thing 
 

a) The future is uncertain, nobody knows for sure what an investment will do in the following years; and the  

     demand for "certainty" as to the future of a stock is not a realistic request.  Some persons dislike receiving mixed  

     signals as to how to proceed but nothing is guaranteed.  It seems to boil down to a wish for safety; making not  

     losing a basis for any investment.  Perhaps the closest source for minimal risk would be: Treasury Inflation - 

      Protected Securities (TIPS).  These are securities whose principal is tied to the Consumer Price Index (CPI).   

     The principal increases with inflation and decreases with deflation. When the security matures the U.S. Treasury  

     pays the original or adjusted principal, whichever is greater. TIPS pay interest every six months. http://tipswatch.com/     

     Maybe using the till -I-can- sleep-at-night rule as a guide to percentage weighting.  Best to buy quality,  

     fundamental stocks at a discount and place the ñinvestment newsò in a larger perspective. 
 

Uncertainty: ñRisk means more things can happen than will happen,ò  
                                                                                                      Elroy Dimson ς London School of Economics 

 

 b) Look at an investment under its status as a market participant.  An investment's very short-term outlook is  

      subject to many events, both directly and indirectly, and therefore experiences price volatility .  But price  

      fluctuations can look like opportunity if they are way below F-V, this is the time to buy or the quote is way  

      above F-V, and you own sharesé sell a Call or sell out; or immaterial if you already own shares (at a discount to  

        Fair-Value).  This would be from a broad-based, fundamental valuation point-of-view.  Also, a time horizon longer  

      than next week or next month or next quarter serves to make today's quote drop or rise uninteresting.  I find a   

      time horizon of three to five years acceptable; for options I use two to four months, rarely going out to a year.  
 

c) Risk could be described as having two modes: 1) making a poor investment decision from lack of research &  

     study and then paying too much for it and 2) the permanent loss of most or all of the capital placed in any  

     investment *.  Playing penny-stocks or, trying hot IPOs or, day-trading or, buying the sexy, story-stock or, using  

     price-momentum or, playing in the foreign currency or commodities markets all will increase your portfolioôs  

     risk; so will those highly complex hedging techniques1.    
 
 

                                                           
*
 Uncertainty and volatility  -  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-qe-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  
       risk is watching your purchase stagnating for years; also described as a loss thru opportunity -cost or, missed opportunities. 
1 The San Diego County Employees Retirement Association is using leverage and derivatives (on stocks, bonds, commodities) to possibly boost 

performance in their 79% funded holdings for 39,000 active & former employees.  The account manager, Salient Partners LP, is putting at risk 

almost double the amount in the retirement account.  Perhaps funding 100% of the account would have been the wiser choiceé good luck! 

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 the behavior 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 ς Oaktree Capital Management 
 

 The main point is as follows:  considering different, possible scenarios (uncertainty of the future 

but not an infinitely uncertain future) and the volatility (inherently creating buying opportunity) of the 

stock-market, the probability of making a poor investment decision (risk/reward) in carefully 

selected investments is reduced by following: proper investment guidelines and metrics; 

conservative benchmarks; and modest, valuing techniques.  
 

During World War II, Kenneth Arrow (Nobel Prize in economics) served as a weather officer in the Army Air Corps.  He and his 

team were charged with producing month-ahead weather forecasts.  Being a disciplined analyst, Arrow reviewed the 
ÒÅÃÏÒÄ ÏÆ ÈÉÓ ÐÒÅÄÉÃÔÉÏÎÓ ÁÎÄȟ ÓÕÒÅ ÅÎÏÕÇÈȟ ÃÏÎÆÉÒÍÅÄ ÓÔÁÔÉÓÔÉÃÁÌÌÙ ÔÈÁÔ ÔÈÅ ÃÏÒÐÓȭ ÆÏÒÅÃÁÓÔÓ ×ÅÒÅ ÎÏ ÍÏÒÅ ÁÃÃÕÒÁÔÅ ÔÈÁÎ 
random rolls of dice.  He asked to be relieved of this futile duty.  !ÒÒÏ×ȭÓ ÒÅÃÏÌÌÅÃÔÉÏÎ ÏÆ ÔÈÅ ÒÅÓÐÏÎÓÅ ÆÒÏÍ ÏÎ ÈÉÇÈ ×ÁÓ 
ÐÒÉÃÅÌÅÓÓȡ  Ȱ4ÈÅ ÃÏÍÍÁÎÄÉÎÇ ÇÅÎÅÒÁÌ ÉÓ ×ÅÌÌ Á×ÁÒÅ ÔÈÁÔ ÔÈÅ ÆÏÒÅÃÁÓÔÓ ÁÒÅ ÎÏ ÇÏÏÄȢ  (Ï×ÅÖÅÒȟ ÈÅ ÎÅÅÄÓ ÔÈÅÍ ÆÏÒ planning 
purposesȢȱ 

 

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 non-historical, predictive models.  The mathematical theory for any precise, predictive model is dubious; 

as they do not and cannot fully look at all the fundamentals, plus current and historical circumstances that drive 

economic cycles and growth.  Then there is the specifically unpredictable, human aspects of any futureé    
 

"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 next block. Until you know 
who the men are and where they are going, using their past travels to predict their 

movements is simply guessingó (dressed in the garb of mathematics).     John Mauldin 

 

 

"Often people who smoke don't get cancer, and sometimes people who don't smoke do get cancer,  
but that doesn't mean it'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 can purchase risk insurance against financial holdings; which only means you 

"...can transfer risks from one party to another but  you can't eliminate risks.   
Someone ends up holding the  bag ."   Insight   -  A. Gary Shilling, Aug. 2004 

 

  

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

 

                                                           
*  Except for Too-Big-To-Fail-Banks.  The Dallas Fedôs definition is: financial firms whose owners, 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 System) and, ultimately the economy and the taxpayers. The U.S. has 12,  

   T-B-T-F, mega-banks holding 69% of all bank assets ( 3rd Q. 2012).  There are 5,570 remaining banks in the system. 
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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 
swimming in long-term bonds. If their predictions are right, theyôll make a boatload of money. If theyôre wrong, 
however, they will have the second-best-hand problem* ð and lose a lot of money.      Vitaliy N. Katsenelson   

 

 * BŜǘǘƛƴƎ ƘŜŀǾƛƭȅ ǿƘŜƴ ōŜƭƛŜǾƛƴƎ ȅƻǳ ƘƻƭŘ ǘƘŜ άōŜǎǘ-ƘŀƴŘέ ς when in fact you hold the second-best poker hand. 

 
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 Signal ð Nassim Taleb      May 29, 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 whatôs going on and the more inadvertent 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 ðthey can impress you with their self-control in difficult circumstances.  
For a sample of a composed, calm and pondered voice, listen to interviews of ñSammy the Bullò Salvatore 
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. 

 

Indeed, we have been loosely mentioning ñnoiseò earlier in the book; time to be precise about it.  In 
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 lot of ñtimelyò data are capable of overreacting and mistaking noise for 
information ðGreenspan kept an eye on such fluctuations as the sales of vacuum cleaners in Cleveland, 
ñto get a precise idea about where the economy is goingò, and of course micro-managed us into chaos. 

 

In business and economic decision-making, data causes severe side effects ðdata 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 ð 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 ðthe 
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-lawôs 
factory, or inflation numbers in Vladivostock.  Assume further that for what you are observing, at the 

http://www.indianmba.com/Faculty_Column/FC1151/fc1151.html


yearly frequency the ratio of signal-to-noise is about one to one (say half noise, half signal) ðit 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 ðwhich is why anyone who listens to news 
(except when very, very significant events are taking  place) is one step below sucker. 

 

Now letôs add the psychological to this: we are not made to understand the point, so we overreact 
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 ñinterestingò is information; no longer today.  Likewise, by presenting us 
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 (see page 154 - 

Cowperthwaite), as naturalistically as possible.  This is hard to accept in the age of the Internet. It has been 
very hard for me to explain that the more data you get, the less you know whatôs going on, and the more 
iatrogenics* you will cause.      
   * Induced in a patient by a physician's activity, manner, or therapy; used especially of an infection or other complication of treatment 

 
 
 

"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't put 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 of Honest Tea Inc. 
 
 

No company can exist unless they have a 
changing identity.   W|A|E 
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Ideas  -   Conclusions  -   Action  
 

 
 

Á ñCreativity is the ability to introduce order into the randomness of nature.ò   
 

Eric Hoffer 
 

 
 

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

 

 
 

Á Those who have knowledge, don't predict. Those who predict, don't have knowledge,"  
 

Lao Tzu 

 

 
 

Á ñIn finance, everything that is agreeable is unsound and  
everything that is sound is disagreeable.ò 

 

Winston  Churchill   -   March 15, 1926 
 

 
 

Á ñDepend on it sir, every state of society 

                                                   is as luxurious as it can be. 

                                                      Men always take the best they can get.ò 
                                               

                                                                                 Samuel Johnson  -  1778 

 

 
 

Á ñInterest rates are prices.  Far better that they be discovered  
in the market place than administrated from on high.ò 

 

James Grant 
 

 
 

Á ñNo form of investing is easy  

                                                              and in many ways all investors are making  

                                                                 different degrees of active bets.ò 
 

                                                                                       Ben Carlson 

 
 

 
 

Á ñYou wonôt get much of a garden, if you remove a tree after six months 

 because it hasnôt grown fast enoughò 
 

                                                                              Francois Rochon 
 

 
 

Á ñTime discovers truth.ò 
                                                                                                            

                                                                                                            Lucius  Annaeus  Seneca 
                                                                                                                                       4 BC  -  65 AD 



Knowledge   of   Our   World s 
 For another view of capitalism go to pdf -p.15 1 

 

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.2, June 2006     
   

                    2)  see: http://en.wikipedia.org/wiki/Deductive_reasoning  
  

                    3) ñDeduction and  Induction:  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 ;  

                                      ii) by hypothesis or  assumption  or ;  

                                       iii )  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 thi rd  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 Economy," Journal of Political Economy, vol.25, no.3, pp.236 - 260, March, 1917;  
                              George Boole, An Investigation of the Laws of Thought, pages 403 - 4,1958, Dover Publications.  Note below: NOMOLOGIC c), i) thru vii) 

 

Á Knowledge as:  NOMOLOGIC  -  gen eral 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, connected sides; 
                                                                                                                                        all bachelors are unmarried. 
                     c) for economic  purposes the aprioristic or , necessary and  universal,  

                         existent conditions are:  

                                     i) time  [ before -  present -  after; waiting; past and future conditions; as repetition ];  

                                    ii)  scarcity  [ in the: factors of production; specific land; specific labor; capital ];   

                                   iii )  uncertainty  [ as to: 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 ng returns ] and habituation  [ adaption ];  

                                  vii ) variety  [ natural and human as  to : resources; things;  valuations;  and actions ].     
           

 

                                             See: http://mises.org/books/humanaction.pdf     fourth revised edition 
 
 

INDUCTION  
 

INDUCTION: the process by which observation of particular instance(s), in which an  abstract notion  

                      is exemplified, enables us to r ealize and comprehend  the  abstraction itself   -   Aristotle  
 

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
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PURE INDUCTION: based upon the number  of instances   -   most applicable to hard sciences ς see: Hume    
  

        INDUCTION: as arguments based on pure induction +  analogy   -   Keynes    
 

J.S.  Mills Fourth Canon:  ñSubduct from any phenomena such part as is known by previous inductions to be  

                                             the effect of certain antecedents and the residue  of the phenomena is the effect  
                                             of the remaining antecedents.ò   Example: term -premium  

 

Knowledge as:  ONTOLOGIC  -  assertions of fact  in regards to circumstance [ time and place ];  

                       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 1 
  

We often do what we want, merely because, well, we can get away with it.  To quote a Washington state politician, "I didn't  

know it was illegal, I just thought it was unethical.ò  Other factors are ordinary imitation; the mere fact that others are doing 

something; often described as the issue of the "madness of crowds" intruding onto our better judgment.  Related to that are 

examples of nonfeasance; the Congress and Federal regulators stand out during the 2007-2009 Credit Crisis.  An example of 

malfeasance can be laid at the jail door of Bernard Madoff.  And how many are guilty of misfeasance; especially at the 

level of Wall Street banks, investment houses, and hedge funds.  However, from recent testimony and interviews no one 

on planet Earth had any adverse involvement in the Credit Crisis (see pdf-p.167-172).  We were all just victims of what..."bad 

luck"... other peopleôs judgments but not ours... was it a natural event, like the tides.  Apparently no one is culpable; the Credit 

Crisis was 'caused' but has no reason behind it.  Perhaps the growth of financial services, as a percentage of GDP, from 3.0% in 

1965 to 7.5% in 2007, explains something; think of it as merely a financial-toll on the economy.  A failure to publicly explore 

how our system for managing investment, the use of leverage, and credit became dysfunctional will not be conducive to an 

adequate remedy. 
  

Another example is between George Bush administration attorney, John Yoo being hounded by Harold Koh for his analysis of 

what, for purposes of national defense, was termed enhanced interrogation (torture if you oppose the analysis). Such analysis being 

necessary for the President to act (three, Islamist terrorists were water-boarded by admission).  Mr. Yoo has not altered his analysis or 

views on this subject. Mr. Koh has since become the Legal Adviser to the State Department. He is now defending the use of 

drones to fire missiles at suspected terrorists under Pres. Obama's authorization ("a continuing, imminent threat to US persons" and 

only if capturing the terror suspect is "not feasible."). Can the water-boarding of three, high-value 9/11 suspects actually be worse than 

killing suspects (plus the collateral injuries and deaths) by explosions?  Mr. Koh should either apologize to Mr. Yoo or resign; at least 

subtly acknowledge the contradiction. This is where the power of willfulness destroys our thinking. The desire to be powerful or 

stand next to power overcomes critical thinking and washes away the feelings of guilt or shame or remorse. Mr. Koh is simply an 

example of the saying, "He who pays the piper calls the tune."  To spare Mr. Koh from the charge of hypocrisy would be to make 

legal opinions simply a matter of our inner-feelings or personal-preference or mere self-interest. 
 

A more recent example is the use of a private, email server by Secretary of State H. Clinton.  She claims repeatedly that, ñit was 

allowed.ò  Did Ms. Clinton or staff ask the State Department Office of the Legal Adviser for permission for her, private, jury-

rigged email arrangement or did anyone consult the U.S. Office of Government Ethics to receive permission for this highly 

unusual arrangement ?  Or did she simply decide its legality and security status on her own; a form of self-endorsement ?  

Producing the lawyer that approved a private, email server for the official business of the Secretary of State (located in the 

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

graduate of Yale Law School and a former, practicing attorney this should have been a simple task for Ms. Clinton herself or 

staff. 
 

At the judicial level is the Ninth Circuit Court of Appeals view (not heard en banc ς Oct. 2013) that any possibility (not probability) 

for hyper-speculative, human-caused-climate-change ñdamageò trumps the Constitutionôs Commerce Clause (notŜ /ƻŀǎŜΩǎ ǿŀǊƴƛƴƎ 

on pdf-p.49, at bottom).  An example of deferring to the so-called: ñlegislative willò and the Chevron (administrative) deference.     
 

But even worse is the willful disregard for the separation-of-powers practiced by Pres. Obama; usually thru executive orders.  

The Constitution provides that the Congress will enact legislation.  If it does not there are reasons for this inaction; based on the 

political situation as determined by elected Representatives and Senators.  In September, 2015 Federal judge Rosemary Collyer 

ruled that the House claim that Pres. Obama spent subsidy dollars on his ObamaCare plan, without a clear appropriation from 

Congress (Constitution ς Art. I, Sec. 9), may have created an injury that deserves a hearing.  ñWhen the appropriations process is 

itself circumvented, Congress finds itself deprived of its Constitutional role,ò the judge noted.  Any failure by Congress, 

Executive, and Supreme Court to not follow or enforce the Separation of Powers doctrine and the Constitution results in 

progressivism or fascism imposed; the opposite of the Founders intentions for Americaôs governance. 

                                                           
1 Free-Will: many philosophers claim that it does not ultimately exist; you only think you exercise free choice.  But we contain two versions of  

    will; one is termed the compliant will and the other the commanding will (Julian Baggini).  Those who disagree use logical theory of the  
    gotcha type; others pƻǎƛǘ άŎƻƳǇŀǘƛōƛƭƛǎƳΦέ  5ƻ ǇƘƛƭƻǎƻǇƘŜǊǎ ŀŎǘǳŀƭƭȅ ōŜƭƛŜǾŜ ǘƘŜȅ ƘŀǾŜ ƴƻ ŦǊŜŜ-will at all, and are mere puppets of social  
    forces and evolution created, behavioral pathways ? 

 



Modes of  Thought  
    

Appendix I ï Binary Opposites ï pdf-p.130 

 

Our social world moves between three modes:  
               a) Coercive Law  ( two views:  constitutionally limited government or, nothing outside the State, everything within It) ;  

               b) Obedience  to the Unenforceable ( the worlds of civilized life mostly exists here);   

               c) Complete Freedom  (unconditioned choice) .    
 

This arrangement is maintained by: Ideas :  knowledge of the  various worlds -of- thought ( avoid confusing belief with 

 knowledge) ; Facts :  experiences of  various worlds -of- reality ( ŘƻƴΩǘ mistake theory for fact) ; Opini on 1:  derisively and 

falsely criticized as , " just your opinion " , so as to dismiss it .  O pinion  is an educated, socially developed conclusion 
using: multiple, weighted perspectives  (Hypothesize: to think on tentative grounds; Supposal or Presuppose:  a proposition that is 

assumed for the sake of the argument or, it is a necessary condition) ; demonstrable, practical factors; and logic to establish a 

final , but not completely final , state -of-agreement . 
 

That a point -of-view or, a ñplatform of understandingò is conditional does not make it a ñfraudô or ñnonsensical.ò  

Further, any ñself- reference ( which is inherent) is not to be identified with self -preferenceé to act is to choose, and 

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 agentôs own but those of another.ò  Opinion is an exhibition of intelligence 

and therefore capable of being investigated; and it always invites, if not provokes, further discussion and analysis 2. 
 

Arbitrary : ideological positions based on preference; see Wittgenstein on: private language .  Tactical Conjecture: uses little hard 

evidence or ignores reality to suit the needs-of-the-moment.  Ideology: main source for political preferences or narrow, political enthusiasms; 
viewed as pre-conceived thought; sometimes just the words of a self-interested hypocrite; the purely ideal and speculative; it is therefore 

limited by being merely, internally consistent and therefore inflexible; often by using the postmodern disregard for truth.  Preference 3 : this 
is where uncritical belief resides; a simple, personal preference (ǳǎŜŘ ǘƻ ŘƛǎƎǳƛǎŜ ŀƴ ƛƴŘƛǾƛŘǳŀƭΩǎ actual ideas) becomes obstructive or dangerous 
the more they are catered to based only on mass, political/social weight (and contribution$ or PIK); assertions or declarations with little to no 
rational basis and usually ignoring all criticism.  But political preferences eventually will be subject to the inquiry and judgment of time. 
 

     Note:  I use preference in the sense that George Boole uses it in An Investigation of the Laws of Thought , Chapter I :  ñconvenience,  

                prescription, individual preference.ò  And from this comes implicit assertions and references to reality which demands investigation  
                and coherence; a conversation to demonstrate and establish a world-of-knowledge. 
 

ü The investing world (or any world) is composed of three modes:  Reality: that which can maintain its independence and separateness.    
          Facts: which are the practical, fact-of-today; but maybe not so tomorrow.  Truth: as the consequences that follow, of a particular kind, from  
          an idea or condition. The three conditions above are used to judge and value investments by their contribution to investing goals using:  
          economic importance; consumer desirability; operating stability and quality; relative quantities. 

 
 
1 "Right conclusions are more likely to be gathered out of a multitude of tongues," Judge Learned Hand. 
       ñ Truth is the reference of a judgment to something different from itself which is its sufficient reason (ground)ò -  Schopenhauer 

 

2 This is not to suggest that the rational aspects of human life are the preferred ones; life is divided into logic-reasoning-reality and emotions- 
    feelings-imagination; both have a place and function in our lives; the "ARBITRARY" section above is used to highlight the abuse of certain  
    categories of thought, so as to avoid their companion and critic: logic-reasoning-reality.  Reason and emotion each has a role; neither can  

    usurp the other to become dominant, without drowning out or distorting the conversation between the two (though we know which will be dominant). 
 

3  Person A: "I prefer vanilla ice-cream"; Person B: "I prefer chocolate ice-cream"; Person C: "I don't eat ice-cream."  Person A: "I prefer to tax  
    the rich, a lot"; Person B: "I prefer to tax the rich very little."  As you can see from the above, a person's preference does not create or  
    advance a conversation about ice-cream or, the taxation policy of high-income persons; if one stops at their mere preference all thinking  
    ends at that moment.  A preference has no meaningful consequences beyond itself; and to treat important matters of reasoned-opinion  
    (knowledge) as if they were simply objects of preference (private language and power) is to be either ignorant or willfully-ignorant  ie. you have  
    the simple, majority vote on your side (this is the might-makes-right  theory of politics).  ¢ƻ ƴƻǘŜ ǘƘŜ ǎǘǳǇƛŘƛǘȅ ƻŦ ǘƘŜ ǊŜǘƻǊǘΣ άWell, tƘŀǘΩǎ Ƨǳǎǘ ȅƻǳǊ  
    ƻǇƛƴƛƻƴέ L ǿƛƭƭ ǎǳōǎǘƛǘǳǘŜ ǎƻƳŜǘƘƛƴƎ ƳƻǊŜ ƻōǎŎŜƴŜ ŀƴŘ ǘƘŜ Ǉƻƛƴǘ ƛǎ ƳŀŘŜ ŎƭŜŀǊΥ άIn my opinion we should allow people (with obvious exceptions  

     not requiring explanation) to ǿƻǊǎƘƛǇ ŀǎ ǘƘŜȅ ǇƭŜŀǎŜέ versus άLn my opinion we should behead (and will) those who do not worship our DƻŘΧ  
    our ǿŀȅΦέ  hōǾƛƻǳǎƭȅ ǳǎƛƴƎ ǘƘŜ ƳŜƳŜǎΥ ǘƘŀǘΩǎ Ƨǳǎǘ ȅƻǳǊ ƻǇƛƴƛƻƴ or, I prefer this way does not, in any manner, create some absurd subjective  
    equivalence (private property v. public ownership; free worship v. enforced religion).  Neither may we end this conversation ǿƛǘƘ ǘƘŜ ǿŜŀƪΥ άLŜǘΩǎ  
    agree to disagree.έ   Which merely means that I want to continue believing what I believe and you likewise or, no progress achieved.  LŦ L ŎŀƴΩǘ  
    or ǿƻƴΩǘ ƻŦŦŜǊ ŀƴȅ ōŀǎƛǎΣ ƻǘƘŜǊ ǘƘŀƴ ǘƘŜ ǇŜǊǎƻƴŀƭ ŦŜŜƭƛƴƎǎ ƘŜƭŘ ōȅ ƳȅǎŜƭŦ ǘƘŜƴ L ǇǊŜǎŜƴǘΣ ƴƻǘ ƻǇƛƴƛƻƴ ōǳǘ ŀ mere preference.   

 

If I say, òTwo plus two equals four,ó and you say, òNo, it equals a duck,ó  

and then refuse to accept any contrary  facts  or evidence   

(as compelled by factual truth and reality), thatõs not a debate, itõs performance art .ó   Jonah Goldberg 
 

    You might agree with my preference; but that agreement does not alter the fact that my personal preference is not opinion (and neither is your 

     agreement).  Preference is nothing more than an assertion of my unsupported feelings; presuppositions in this context are: individuals and  
    markets versus central governments.  The instant you defend your preference/presupposition with facts and reasoning it becomes an opinion  

      and a conversation can begin.  If a two-way conversation does not occur then we merely have a shouting-match or power-struggle, without  
    logic and sympathy (a willingness to fairly consider the other sides point-of-view).  And that leads us to induction, analogy, metaphors and, binary- 
    concepts. 

 

ñNo argument can be so completely drawn as to eliminate dependence, conscious or unconscious, 

on un-demonstratable first premises.ò   J. Budziszewski 
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                                         Investing   Requires  
             

Conclusions   and   Acting  
(Modes of Judgment)  

  

  

    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, it is inferred  by the  
                   mind, not from the preposition itself, but from the nature and arrangement of the substantives, between which the  
                   preposition is placed.ò    Adam  Smith  

 

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 ò ["which are rational but not  conclusive"..."An inductive  argument affirms  that  

         relative  to certain evidence  there  is a  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 a major  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,  

        for to 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 want to  avoid being  misl ead by a  metaphor  thru  a failure to  fully  

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

               make for bad policy," Paul Krugman].   And note that  analogy is based on:  proportion and relat ionship.    
 

        άAnalogy ƛǎ ƳǳŎƘ ƳƻǊŜ ǘƘŀƴ ŀ ƭƛƴƎǳƛǎǘƛŎ ŘŜǾƛŎŜΤ ƛǘΩǎ ŀ ŦǳƴŘŀƳŜƴǘŀƭ ǿŀȅ ƻŦ ǘƘƛƴƪƛƴƎΦ  ¢ƻ ƳŀƪŜ ŀƴ ŀƴŀƭƻƎȅ ƛǎ ǘƻ ƳŀƪŜ ŀ ŎƻƳǇŀǊƛǎƻƴ ǘƘŀǘ  
                 suggests parallels between two distinct things, explicitly or implicitly.  And those who are most nimble at seeing parallels and    
                 ŎƻƴƴŜŎǘƛƻƴǎΣ ǊŀǘƘŜǊ ǘƘŀƴ Ƨǳǎǘ ƻōǾƛƻǳǎ ŘƛŦŦŜǊŜƴŎŜǎΣ ŎƻƳǇŜǘŜ ōŜǎǘΣέ John Pollack.   We should also be aware of analogies that are so off- 
                 the-mark as to be termed: false-analogies.  An example can be found in the book, ²ƘŜǊŜ !ǊŜ ǘƘŜ /ǳǎǘƻƳŜǊǎΩ ¸ŀŎƘǘǎΚ  Here Schwed  
                 critiques using the analogizing of a stock ƳŀǊƪŜǘ άƎƻƛƴƎ ǳǇέ ŀǎ ƛŦ ƛǘ ǿŜǊŜ άŀ ǇƛǎǘƻƴΣ ŀƴ ŜƭŜǾŀǘƻǊΣ ƻǊ ŀ ƎƻƭŦ ōŀƭƭέ όǇŀƎŜ пп ς 45). 

 

    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  as to: manner  or how; place  or where; purpose  or why; frequency  or how  often;  amount   

         or how  much ;  and time  or when.    See Appendix I ï pdf -p.1 30 for some examples of binary -opposites . 
             

   B)  By using the  four items 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 conclusion is meaningful  to you 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    

       is a  man.   1)  CO2 heats the atmosphere; 2)  Humans put CO 2 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  (scientism)  it is; American  
       Physical Society  fellow  ( resigned in 2010) & Emeritus Prof. of Physics Harold Lewis called global warming theory,  

        "the greatest and most successful pseudo -scientific f raud I have seen in my long life as a physicist."  
       Other opponents of  climate  hysteria  are: Ivar Giaever; Freeman Dyson; James Lovelock; Roger Cohen;  
       Fritz Vahrenholt; and William Happer.  Also  note research on the  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 down on left side to Compare; also view Southern Hemisphere data                

             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 ñRankò setting.  Using the IPCC scenario of a doubling of CO2 + a 30%  
       increase in other GHG by year 2100  equals a 1.1 to 1.2 degree C in crease ( maybe).  It would be best to study climate  

       history and  examine the moderating effects of: water vapor & clouds; evaporation & condensation; the production and  

       the melting of snow & ice; and the energy exchanges involved between  thes e eight items or, the natural, global energy     

       -budget  ( throw in the Pacific Decadal Oscillation + Milankovitch cycles) . 

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 Change - Round 2    4/12/13 
http://www.aei.org/publication/benjamin-zycher-response-to-bicameral-task-force-on-climate-change-round-2/ 

 

George C. Marshall Institute - http://marshall.org/climate-change/   
 

In Defense of Carbon Dioxide    5/8/13 
http://online.wsj.com/article/SB10001424127887323528404578452483656067190.html?KEYWORDS=in+defense+of+carbon 

 

Whatever Happened to Global Warming?    9/5/14 
 http://online.wsj.com/articles/matt-ridley-whatever-happened-to-global-warming-1409872855?KEYWORDS=Whatever+happened+to+global 

 

SEE -  Final Addendum on Global Warming  or the Latest Meme: Climate Change  at pdf-p.155        Now back to Conclusions and Actingé 

 
 

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  (pathos) :  your enjoyment; private satisfaction; personal preference; "my feelings."  

       2) personal endorsement of  others ( ethos):  based on1: trust; reputation; credibility; confidence.  

       3) mental excellence ( logos) : the integrity and quality of your: logic; reasoning; thought. Which includes  

              the use of your deductive and inductive powers [ methodological apriorism - see DEDUCTION pdf-p.33, C) i) thru vii)] .   
       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 ~    -    poetic arts     -    mathematical    
                     the production and                 quantity and relationship              to form a coherent, complete,                     what the evidence                                     creative  acts                                            patterns and  logic 
                   prevention of change;              viewed probabilistically                unhindered, and unqualified                      obliges us to 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, and Reputation 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)  This results  in  our final, real -world activity ;  all  based on:  action -axioms; ideas;  feel ings;     

      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.  ballroom dancing).   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 as to 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 practical-world is composed of enterprise associations which have joint purposes  eg. a steel mill, software company; stock exchange; 

sewage treatment plant; environmental organization; hunting club; music society; hospital; school; church; government.  When two or more 

persons interact together you have civil associations [in the public realm as well as in private affairs]; which are practices composed of: 

considerations; rules; morals, ethics; and legal relationships seen as:  rights and responsibilities to be, ñsubscribed to in choosing performances.ò  

It is concerned with how something is done and with obligations; not with what is actually being done (which is a practical consideration).    
 

^ ñAll investment rests on reasonable future expectations ,ò  Benjamin Graham.  Another observation is that, ñThe future is unknowable    

     but not unimaginable,ò Ludwig Lachmann.   Therefore, current pricing reflects the linkage, thru expectations and imagination, for the near  
      and medium term future.  Both the past [history] and the future [expectations] meet in the present to judge and price, goods and services. 

 

   ~ History has come, by turns, under the patronage of:  Providence; Reason; Progress; and now Post Modernism or, Godôs joke on óintellectualsô.  

      ñThere is properly no history, only biography,ò  Ralph Waldo Emerson. 
 

 

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
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This foresight  of  possible  futures  are based upon modes of  judgment  (A, B, C, D above)  and  

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-O)  for:     

investing . 
 

  Paraphrased and expanded from: A Treatise on Probability , J.M.  Keynes ;  Experience and Its Modes,  Rationalism  

                                                    in Politics  and Other Essays  and On 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 often using different venues ; helpful when rebutting charges or, 
claiming sound judgment.   "But on my website I stated so and so," or, "My newsletter clearly said blah -blah,"  or, 
"Just listen to my interview on CNBC,"  or "What I 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: ñWe could see the economy accelerate; we could see this global weakness pass, but you could 
also see things go th e other way, where the global economy continues to weaken.ò Brian Rehling, co-head of global fixed-

income strategy at Wells Fargo Investment Institute ï 9/28/15.  You warrant your investment out look based on aprioristic 

factors , established history ( social, political, economic, financial) , the current situation  and your outlook  as to what  

constitutes a necessary - future .  The rest is post hoc  explanation, commentary or, casual prediction.  Saying, ñThe 

sun will rise tomorrow,ò is not a prediction ; therefore it is not subject to prediction risk.  You are only interested in 
a stockôs current quote and business condition as to how it relates to being: over-valued or, reasonably priced or, 

under -valued, compared to its Fair -Value  measurement s and its operating position in relation to how it behaved  in 
the past, the present  operations  and your judgment for the its future in the E -O. 

 
Very interesting lecture on how the mind/brain works, while having a heart-attack, by a neuro-anatomist who had one : 

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 III -  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 

 
 

 

ñIt is an infirmity of our nature to mingle our interests and prejudices with the 
operation of our reasoning powers, and attribute to the objects of our likes and dislikes 

qualities they do not possess and effects they cannot produce.ò 
 

Andrew Jackson  -   
7th President of the U.S.   1829 ï 1837 

 

http://www.ted.com/talks/lang/en/jill_bolte_taylor_s_powerful_stroke_of_insight.html


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 
 

 
 

ñYou cannot predict, but you can prepare .ò 
 

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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 "I 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/2013/06/28/the-intelligent-investor-saving-investors-from-themselves/?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  ti re going flat has a certain chance or probability  of happening  based on aggregate  
numbers ; but when  it will  occur  for you :   

 

                    a) right in front of a tire store [ that is open and has your tire in inventory];  

                    b)  where t here is no, cellphone reception;  
                    c) never for you, with that tire or;  
                    d) a thousand other circumstances;  
     
is a  question  that cannot  be satisfactorily determined.   The equation below  cannot take into 

account the f actor  of when  the event will occur,  since it has a 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 arises f or investing by us ing  this  equation:  
 

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

ñConsequences  are more important than probabilities .ò 
Peter L. Bernstein  

 

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

very small for a v ery low risk event.   An example would be the total  liability for the oil that 

pour ed  out  from the 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,  due to a tsunami  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 . 

http://blogs.wsj.com/moneybeat/2013/06/28/the-intelligent-investor-saving-investors-from-themselves/?mod=trending_now_1


"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 ld not be  dismissed as being very unlikely to happen;  a judgment 

that cannot be made with any  real confidence... especially with other peopleôs lives and  their  

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% and 15%.  

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.   It is not an 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 contracted... but only if the gun is 
pointed at your head and not mine... so the loss is yours and the 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 this logic 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 Riské 
 

ñMy major risks 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, ñis like playing Russian 
roulette with six bullets in the chamber,ò Satyajit Das on the loss  of  

$383 million by Ghazi Abbar at Citigroup .   Author of Master of the Universe and the Cult of Risk 
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Volatility contributes to risk:  
  

· to the degree you have leveraged  (borrowed )  to buy your position  
 

· if you entered some óstockô for the quick play  
 

· if your purchase price is  far  above  some reasonable fair - value  measurement  

        
What we all want is absolute  certainty  in investing .  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  in a 

car wit h a spare tireé useless, till you have a flat; having a gas gaugeé useless, ǳƴƭŜǎǎ ȅƻǳ ŘƻƴΩǘ ƳƛƴŘ ǊǳƴƴƛƴƎ ƻǳǘ ƻŦ Ǝŀǎ; having 

a speedometer é useless, unless you think monitoring your speed is pointless; wearing a seatbelt é useless, till that big accident;  

I think you get the point.  
   

Keynes noted that,  " it is better to be roughly right, than precisely wrong."  
  

  

"Every event is causally connected with previous events belonging to its own  series  [ this is  

a casually depend ent series ]; but it can 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 
and tenuous 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  earlier version is, ñFor want of a horseshoe a Kingdom 

was lostò concept.  The basis for  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 Modes, Michael Oakeshott]ò; 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 ; however t he historical  periods quantitative factors  do  run thru economic laws ( supply ς sellers; demand - buyers; 

actions at-the-margin; time value of money; utility; variable & fixed costs; etc.)and generate their own specific interpretations ;  

which do not fully  explain  the  current , economic  events.   Some degree of u npredictability and indeterminism are 

intrinsic to economic activity .  Economics is a science which eventually bec omes driven by  our  psychology. é invest 
accordingly.  

 



This follows Vilfredo Paretoôs assertion that, 

ñthe foundation of political economy and, in general, of every social science, 

is evidently psychology.ò 
 

Economics is, to some degree, a social science whi ch eventually becomes driven by our psychology.é  
invest accordingly  and note that é 

 

"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: 
   

              ñWhen buttered toast was dropped it always fell, buttered-side up.ò  
  

        One day a woman dropped her toast and it landed buttered-side down.  
        She ran to the Grand Illustrious 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:  

    

              ñShe had obviously buttered the toast on the wrong side.ò  
   

        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 and bulls-eye in afterwards (create the theory 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 I 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.   But if you  
        enter the room, before  the tenth flip,  and see that I'm about to flip the coin, you  would say the odds  for    
        heads is 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.  
 

ñHeads I win, tails itôs chanceò  Ellen Langer, Harvard psychologist 
  

× The St. Petersburg Paradox  paradox works like this:   I 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 but not to  some  traders  or gamblers .       
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× 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.  If the 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 ñfact. ò  Is there  

a probability  here?   Can there be a probability here?   And if so of what practical value would 

it have?  
      

× 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?   Is it 1  in 1,000 or, 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 will be:  40  /  1,000 = .04 or  1/25  over ten years .   Financial  

products  produced high, rates of  return ; t he likelihood of  their  losing 80% or  90% of the  
NAV was considered  remote or minimal...1  in 1,000; or is it really:  1 in  25? [ pdf.p.88 coin flip odds]    

      

Letôs look at it this way.  If I gave you $10 million, in 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 [ but with your  life or money ].  

 

× In regards  to chart -reading: ñAll of these theories are true part of the time; none of them all 

of the time.  They are, therefore, dangerous, though sometimes useful,ò Major Angas in 

Where Are the Custom ersô Yachts?  ñThe same could be said of the practice of flipping a coin 

to determine whether one should buy or sell ï all except the word óuseful,ô which doesnôt 

seem to be admissible in either case ( page 46).ò  
  

× 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    201 5 = $1, 062  
 

 

 

How do the returns look:  1970  to  19 79  looks real good; 1980  thru  1999  does not look so 

good;  2000  to  20 13  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  

(except for opportu nity costs  ï see pdf -p.109 )  or , just sell out on  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 Gold  (pdf-p.107 - IBM)  at 
the bottom for a comparison of  gold  versus IBM.   Of course, you could select General Motors 

[ GM] for comparison.   Its range is about $30  to  $50;  with a peak price  of $87 on 01/04/99.   

It then traded [ 09/09/09] as Motors Liquidation Company  [ MTLQQ.pk] at $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 

Start of Year End of Year Ave. Yr. Change http://www.lbma.org.uk/pricing-and-statistics 

1970  1974  85%  Pres. Nixon ends convertibility of USD to gold on 8/15/71  

1975  1979  35%  Age of Inflation 

1980  1984  - 5%  Oct.1980 peak at $682 or, inflation adjusted at $2,200 

1985  1989   0%  The Great Moderation 

1990  1994   0%  ά                ά 

1995  1999  - 4%  ά                ά 

2000  2004  10%  Recession 

2005  2009  19%  Credit Crisis of 2008 - 2009 

2010  2014    8%  Peaked at $1,896 on Sep. 05, 2011  -  $1,187 on 11/28/16 

http://www.lbma.org.uk/pricing-and-statistics


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  falli ng 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,  Gregg Fisher, Barronôs, 7/05/13 

 

× 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 yesterdays Oregonôs winners, 

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 Stimulate or Hedge Portfolios  
 

A relationship may be understood as a probability  only when the identities concerned are already recognized as the components 

of ólawsô, regularities, or casual conditions which specify a process; and are not an expression of intelligence which has reasons 

but not causes.  The financial markets are partly based on human intelligence (regardless of snickers to the contrary).  Yet, despite 

this condition people and institutions continue to place capital into certain hedging products (this does not refer to the traditional use 

of options or futures contracts in business operations  -  go to pdf-p.175 Market stages as human emotions).  
 

As noted on pdf-p.14 futures and options trading are zero-sum games because 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.  Wealth is only shifted  among 

traders participating in the market, minus broker and exchange fees that facilitate the exchange of contracts.   
 

 As an example the San Diego County Employees Retirement Association is using leverage and derivatives (on stocks, bonds, 

commodities) to possibly boost performance in their 79% funded holdings for 39,000 active and former employees.  The account 

manager, Salient Partners LP, is putting at risk  almost double the amount in the retirement account.  Perhaps funding 100% 

of the account would have been the wiser choiceé good luck with that!   

  
 "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;    
          c) anti -Western  (American)  coup  in an  economically significant nation ;  
          d) major trade -war erupts  with China ; severe  social unrest in China  or India ;  

          e) extensive, volcanic ash disrupts air traffic for prolonged periods ;  
          f)  other catastrophic natural events   ï earthquakes  (Ring of Fire);  solar flares;  tsunamis or typhoon s;  

          g) huge, terrorist event (s) :  Saudi Arabia; Egypt; Turkey; Syria; Pakistan; Iran; Indonesia; England; France; Germany; Russia; U.S.;  

          h) another  financial collapse; etc.  
 

for Disclaimer statement go to last page 

  

So what, exactly is an investor to focus on?  I believe you should stabilize your portfolio by holding and 
monitoring, high quality, foundational stocksé without margin-debt.  I view it as anticipating and 

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|A|E  

 
ñIf you donôt cannibalize yourself, someone else willò  Steve Jobs 

 

http://online.wsj.com/article/SB10001424052748703811604574533680037778184.html
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John Frank, managing principal at Oaktree Capital Management  on Charlie Munger (Warren Buffets partner), 
 

òHe doesnõt get confused about the difference between an emotional feeling 

and an intellectual understanding.ó 
 

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 use of the phrase: "Itôs just relative" or, 
"Everything is relative," must be broug ht back to reality by the empirical test: Yesé but r elative 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 and nomologic f actors.  Below are three 
observations as to the use of the theory of social relativity  or, the sociology of knowledge :  

 

ñThe word "good" has many meanings.  For example,  
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.ò  

 

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 little 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  is, here is a statement by Japanese Prime  Minister Shinzo 
Abe, ñThings that happened between nations (think WWII; Pearl Harbor; Bataan Death March; Rape of Nanjing) will look different 

depending on which side you view them from.ò  This is stuff you hear from teaching-assistants for sophomore 
stud ents at community colleges; and it was uttered by a modern day prime minister ( April, 2013).  Apparently 

Wittgensteinôs theory of private - language  and  self -definition, which makes such ideas  unavailable for public 
discourse, hasnôt reached Japan yet.  Unless he simply means that to the Japanese, ñWe were merely visiting the 
Philippines and China to help them outé they were so ungrateful.ò        

 
 

"There is no opinion so absurd but that some philosopher will express it," Cicero 

 
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 )  

 

ñOne of the great mistakes is to judge policies and programs by their intentions rather than their resultsò  -  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 choice for i ndividuals 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 and cunning; and that would politically lean either to anarchy  or tyranny .  There are 

ma ny examples from the recent past.  Unfortunately there still are examples :  North Korea, with their total -control 
or re -education camps eg. Camp 14 and the economically corrupt Office  39 ; Iran and itôs Evin  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 unfortunates left behind in the barbarian lands that are 

still with us).  
 



 
 
 

The Basis for the Investment World 
 

and how it partly works 

 
 
 
 
 
 
 
 
 

 Some Historical Examples of Financial Hope 
 

Tulip Mania of  1636-37̂    -   South Sea Company Bubble of  1711-21*   -   Mississippi Company Bubble of  1719-21 

 
 From the 19th Century this List of Financial Excess 

 

The Erie Canal (finished in 1825) reduced the cost of shipping a ton of freight from Buffalo to New York from $100 to $15. 

The Erie Canal was widely imitated and contributed to the "canal mania" of the 1820s and 1830s; canal building ended in 1860. 
 

Railroads start in 1830 with consolidation beginning in 1853; by 1865 there are 35,000 miles of track, reaching 163,000 miles in 1890  
Railroads were real investmentsé but plenty of  excessive claims and fraud occurred around their stocks; just as in canals. 

 
And from the 20th Century the List of Financial Exuberance Goes On 

 

The Roaring Twenties (1929 Crash)  -  Stocks ǿƛǘƘ άƻƴƛŎǎέ in the name or conglomerates in the 1960s  -  The Niffty Fifty in the early 1970s  
 

Japanese equity & land bubble of 1989 to ά²ƘŜƴέ  -  Dotcom /telcom build-out bubble of 1995 to 2000  -  Financial Crisis of 2007 to 2009 

 
 
 

ü You learn from  
experiencing your good judgments... 

 

ü you learn even more by 
experiencing your bad judgments. 

 

 
ñIf it were impossible for individual human beings 

(or a group of human beings) 
to act autonomously  in effective pursuit  

of a common goal, 
the game of soccer would not exist.ò 

 

Antonin Scalia 
 

In reference to a Supreme Court position in 1986 

 

 
 

Vice is a monster of so frightful mien 

As to be hated needs but to be seen; 

Yet seen too oft, familiar with her face, 

We first endure, then pity, then embrace.       
                                                                                                                        

Alexander Pope   1688 ï 1744  

                                                           
^ In the 20th Century we had those collectable Beanie Babies from Ty Inc.    Read: The Great Beanie Baby Bubble , by Zac Bissonnette.  
 

* Robert Walpole [regarded as the first Prime Minister of the United Kingdom, 1721 to 1742] rose to power after the bursting of the South Sea Bubble;  

     England's first great stock-ÍÁÒËÅÔ ÃÒÁÓÈȟ ×ÈÅÎ ÈÅ ÈÉÄ ÔÈÅ ÆÉÎÁÎÃÉÁÌ ÃÒÉÍÅÓ ÏÆ ÔÈÅ +ÉÎÇÄÏÍ΄Ó ÅÌÉÔÅ ÆÒÏÍ 0ÁÒÌÉÁÍÅÎÔȭÓ ÓÃÒÕÔÉÎÙȢ 
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You are investing into a democratic-republican, law and rules based economy operating under : choice as to supply and 
demand; legal and social, incentives and disincentives; capital accumulation  (savings + equity); price signaling (supply and 

demand information; the market as a discounting-mechanism or, ñPrice-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,ò Jeremy Grantham); requiring specific labor; 
producing targeted innovation;  and where firms strive  for higher revenue with  lower costs and reduced risks. 

 
SEC 10-K Instructions 

Risk Factors ð go to Part I Item 1A. Risk Factors, p.8 
http://www.sec.gov/about/forms/form10-k.pdf 
go to last page  of this essay  for Disclaimer  

 

   SEC definition of an accredited investor 6. and 7. -  http://www.sec.gov/answers/accred.htm 

¶ CircleUp  :  crowd funding for consumer products start-ups   https://circleup.com/getting-started/ 

¶ AngleList  :  public fundraising   https://angel.co/public 

¶ Indiegogo  :  tech crowd-funding   http://landing.indiegogo.com/crowdfunding/ 

¶ SeedInvest  :  vetted investment opportunities  https://www.seedinvest.com/ 

¶ Fundable  :  business crowd-funding  http://www.fundable.com/ 

¶ Kickstarter  :  for creative arts + business   https://www.kickstarter.com/?ref=nav ς donation 
 

........................................................................................................................................................... 
 

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 responsibility  
 
 

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 and inner conviction; "The individual is                               
                                  both logically and ethically prior" (to society), George H. Sabine; this 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 ï 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 Maduro; Cristina Kirchner of Argentina is a clone); Saddam Hussein; The Central  

                                                                Committee of the Communist Party of  fill -in-the-blank; Dilma Rousseff (Workers Party - Brazil); 
                                                                Turkeyôs strongman Recep Erdogan, the clerics of the Islamic Republic of Iran.  Natural  
                                                                rights are composed of axiomatic principles and necessary deductions.   
                                                                   See:  Appendix  D ï  Social Justice  -  pdf-p.113 and pdf-p.33- c)  aprioristic propositions. 
             

  c) free choice within the law   Your choices will still be evaluated and judged by others as to their economic and moral  

                                                          hazards; that society is subject to moral criticism to which even legally constituted power 
                                                          is rightly subject; social affairs come down to a:  balancing of forces. 

 

                             ñWhen people are free to do as they please, they usually imitate each other,ò   Eric Hoffer  
 

 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; notwithstanding those ñpermanent and aggregate interests of the community,ò Federalist   
                                                      Papers. the main conditions for a stable society are mutual trust and the keeping of covenants. 

 

                          ñMan, when separated from law and justice is the worst of all animalsò  -  Aristotle  
 

With social cooperation we go beyond this: Thomas Thwaites: How I built a toaster... from scratch or, ñHow to Make a $1500 
Sandwich in Only 6 Months.ò    Toaster > http://www.ted.com/talks/thomas_thwaites_how_i_built_a_toaster_from_scratch.html 
                                                    Sandwich > https://www.youtube.com/watch?v=URvWSsAgtJE 
 

                                                           
* 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 I do not own tobacco stocks.     

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 ñchangeò Joseph A. Schumpeter noted that capitalism, ñnever 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.ò 

  
f) that everything is subject to rational criticism and inquiry : customs are various, but reason is one. 

 

Qui vult decipi, decipiatur    -   Let him who wishes to be deceivedé be deceived 

 
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 ñfound,ò rather than made; all else are simply regulations  or codes ; the Constitutional enumeration of  
      certain powers to Congress, ñpresupposes something not enumeratedò and, ñby this tribunal alone can the decision be made,ò   

                                                                                                                                                                    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,  
      ñwith a rigidity which human affairs will not admit.ò  Lord Acton 

  
                            To suppose that any form of government                  Our government is structured so that neither  

                              will secure liberty or happiness                                    narrow interest or mere numbers might prevail , 
                                without any virtue   in the people                                  ñMediocrity was a safeguard against the pretensions 
                                  is a chimerical idea.                                                           of superior capacity.ò 
                                                                          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 

 
ñIt is one of the happy incidents of the federal system that 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.ò 

 

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: ñthe abstaining from that which is anotherôs, 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,ò Hugo Grotius, Prolegomena, sect. 6.     
            Natural Law = that which is axiomatic  and self-evident or, ñconceptions which  are beyond question, so that no one  
             can deny them without  doing violence to himself,ò  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, and many others that are not   

                                                                                        under significant or the total influence of socialist ideology. 
 

ñWithout that sense of security which property gives, 
the land would still be uncultivated. ò   Francois Quesnay  

 
k) a sufficient level of trust being placed in other individuals and institutions by individuals. 

 

ñThe blackest despair that can take hold of any society  
is the fear that living h onestly is futile.ò 

  

 Corrado Alvaro 

 
 l) ñNothing could be more anti-social than to oppose any action which causes any harm to anyone,ò  
      ñThe Problem of Social Cost,ò Ronald 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 if regulation works so well in the market  
           for goods &  services, then it should work even better in the market for ideas; this points to a weakness in regulation and the necessity  
           to be vigilant as to its use.  At the opposite pole we find Vladimir Lenin who explained the totalitarian world-view as:  

 

άWe recognize nothing privateΦέ 
 

!ƭǎƻ ǇƘǊŀǎŜŘ ōȅ tŜǘŜǊ 5ǊǳŎƪŜǊ ŀǎΣ ά¢ƘŜǊŜ ƛǎ ƴƻ ƛƴŘƛǾƛŘǳŀƭΤ ǘƘŜǊŜ ƛǎ ƻƴƭȅ ǘƘŜ ŎƛǘƛȊŜƴ,έ of the State. 
                                                         The Unfashionable Kierkegaard  -  1949   

http://www.druckersociety.at/index.php/peterdruckerhome/texts/the-unfashionable-kierkegaard?start=1 

 

http://www.druckersociety.at/index.php/peterdruckerhome/texts/the-unfashionable-kierkegaard?start=1
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ñA government strong enough to act in defiance of public feeling 
may disregard the plausible heresy that 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 .ò 

 

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

 

When done deliberately this is referred to as:  messaging or spin-control 
 

Otherwise thru self-interest and social pressure: ά²Ƙŀǘ ǘƘŜ aŜŘƛŀ DŜǘǎ ²ǊƻƴƎ !ōƻǳǘ LǎǊŀŜƭΣέ  aŀǘǘƛ CǊƛŜŘƳŀƴ  ммκолκмп 
 http://www.theatlantic.com/international/archive/2014/11/how-the-media-makes-the-israel-story/383262/ 

 
m) ñthe inescapable interdependence of market phenomenaò  Human Action, Ludwig von Mises  

  

        Recognizing that default, ad hoc government interventionism is a futile policy response; by merely conforming to the  
        intellectual and political fashion-of-the-day does provide short-term comfort but leaves society with long-term, unintended  
        consequences requiring further intervention. 

 

 n) the recognition that, ñWe have a loss as well as a profit economy,ò William McChesney Martin Jr., 
      Chair of the Federal Reserve System  (1951 ï 1970) 

  

 o) that economic ends are taken as given; it is the means which are evaluated as to their efficacy 
  

 p) ñthat when the Soviet collectivist alternative to capitalism crumbled in hopeless ruin the entire world  
      accepted there was no substitute for the market,ò  Paul Johnson in the Preface to Americaôs Great Depression by M. Rothbard 

 

      History of the battle by state and church against capitalism:  http://www.edelweissjournal.com/pdfs/EdelweissJournal-010.pdf 

 
Benedikt Kotruljevic wrote a manuscript on double-entry bookkeeping which was published in 1573. 

 

ñWell kept accounts improved a merchantôs credit 
and provided a testament to character. 
Good accounting and moral rectitude 

have always gone hand in hand.ò   
Edward Chancellor 

 

What does this say about some of todayôs 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:   ñThere 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 be foreseen .  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 great good to come, at the risk of a small present 
evil.ò     

 

From an essay by Frédéric Bastiat in 1850, άThat Which Is Seen and That Which Is Unseenέ 
 
 

ñNo theory of government was ever given a 

fairer test or a more prolonged experiment  [30 years]  
in a democratic country than democratic  [ ration-book state] socialism  
received in Britain.  Yet it was a miserable failure in every respect.ò 

  

Margaret Thatcher: The Downing Street Years   [notes added]  
 
 

This is not to underestimate the enduring appeal of socialism as a total governing policy; hopefully we will always 
avoid measures that read:  ñThough the lion and the ox are both distinguished from one anotheré  

there is a single approved condition of the human circumstance for both: the lion shall eat straw like the ox.ò 
 

C.S. Lewis 

 

Abraham Lincoln viewed it as:  

ñall would be lost and go to ruin, if the principle be adopted that  
no one shall have any, for fear all shall not have some.ò 

 

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 
       workforce and the fluidity for the re-allocation of investment capital.  

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 ï Sea-Land Services Inc.; Chester Carlson ï Xerox Corp.; Bill Gates and Paul Allen ï Microsoft Inc.; Howard Schultz ï  
        Starbucks Corp. (Alfred Peet mentored Starbucks co-founder Gerald Baldwin, who later bought Peetós Coffee & Tea by selling his Starbuckós holdings;  
          later bought by JAB); Sam Walton ï Wal- Mart Inc.; Walter Zable ï Cubic Corp.; Steve Wynn ï Wynn Resorts Inc.; Frank Perdue -   
        Perdue Farms Inc.; Walt Disney ï The Walt Disney Co.; Harold Hamm ï Continental Resources Inc.; Karsten Solheim ï Ping  
        Inc.; Bert & John Jacobs ï Life Is Good Inc.; Anita Roddick ï The Body Shop International; Wozniak, Markkula, and Steve Jobs  
        ï Apple Inc.; Jeff Bezos ï Amazon.com Inc.; Rich Kinder ï Kinder Morgan Inc.; George Rathmann - Amgen Inc.; Kevin Marcus  
        A.Blank / R.Brill / P.Farrah ï Home Depot Inc.; Kevin Plank ï Under Armour Inc.; B. Liu; B. Lee; E. Hartman; R. Shapiro ï  
        LegalZoom.com, Inc.; Sara Blakely ï Spanx Inc.; Thomas Peterffy ï Interactive Brokers; Kevin Systrom and Mike Krieger ï  
        Instagram; Leonard Marsh ï Snapple Beverage Corp.; Sergey Brin and Larry Page ï Google Inc.; Charles Schwab ï The  
        Charles Schwab Corp.; J.B.Carpenter ï Burton Snow  Boards; Tom Dickson ï K-Tec(Blendtec); J.P. DeJoria and Paul Mitchell  
        - John Paul Mitchell Systems; Marc Benioff ï Salesforce.com Inc.; Ron Shaich ï Panera Bread Co.; David Green ï Holly   
        Lobby Stores Inc.; Mark Zuckerberg, Chris Hughes, Dustin Moskovitz, and Eduardo Saverin - Facebook Inc; Steve Ells ï  
        Chipotle Mexican Grill ; Nick Woodman ï Woodman Labs Inc; from the past there are: Thomas Edison; Henry Ford ( 57 auto- 

         mobile firms opened for business in 1903); Andrew Carnegie; John D. Rockefeller; George Eastman (Eastman Kodak Co.); James  
        Cash Penny ï J.C.Penny Co. (Sam Walton clerked at a Penny store) ... there were thousands more, both large and small ... there will  
        be thousands more; such as Elon Musk of Tesla Motors and Paul Elio of ElioMotors - http://www.eliomotors.com/my-strengths/    
        What a car built for people on a tight budget looks like (coming late 2016).  By the wayside are Fisker Automotive (premium  

         electric vehicle) and The Vehicle ProductionGroup LLC (they were going to build natural-gas powered, wheelchair accessible, vans). 
 
 
  

ñThe only alternative to profit -seeking business is bureaucratic management...  
Nobody can be at the same time a correct bureaucrat and an innovator.ò     

 

Ludwig von Mises  -  Bureaucracy  
 
 

ñIt still holds true that  man is most uniquely human é when he turns obstacles into opportunities .ò  Eric Hoffer 
 
 

Vindictiveness and retaliation by the U.S. Consumer Product Safety Commission 
http://online.wsj.com/article/SB10001424127887324108204579023143974408428.html?KEYWORDS=what+happens+when+a+man 

 

An example of bureaucratic abuse... Gibson Guitar and the Lacey 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: ñA Doctorôs Posthumous Vindication,ò Harvey Silvergate, 12/26/12 

 
http://online.wsj.com/article/SB10001424127887323981504578174973015235686.html?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 (Sayôs Phoebe); they 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 of Poweré noted presidential users of IRS power are: 
Roosevelt; Kennedy; Nixon; Clinton; and Obama ï see Treasury Inspector General for Tax Administration report of 5/14/13:  
http://bradblog.com/Docs/141504367-Inappropriate-Criteria-Were-Used-to-Identify-Tax-Exempt-Applications-for-Review.pdf.   Go to 
page 20, Figure 8é the words: intrusive, excessive, burdensome, chilling come to mind.  Also see:   ñThe IRS Scandal Started at 
the Top,ò Kimberley Strassel, 5/19/13, TWSJ :  
                               http://online.wsj.com/article/SB10001424127887324767004578487332636180800.html?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 of 5 
of these plans use stop-loss re-insurance to cover medically catastrophic events.  By ERISA rules they escape ObamaCare; big, 

medium, small businesses and labor unions want thisé some state insurance regulators and the Feds hate it; since they avoid 

capture by central, regulating authority. 
 
 

ñA ship in harbor is safe, but thatôs not what ships are for.ò 
  

Ken Hendricks 
founder-owner-entrepreneur of American Builders and Contractors Supply  

First attributed to John A. Shedd  -  1928 

 

 
òIf civil society be made for the advantage of man, all the advantages for which it is made become his rightsé they    

   have  a right to the fruits of their industry; and to the means of making their industry fruitfulé Whatever each man can   

   separately do, without  trespassing upon others, he has a right to do for himselfé it is to the property of the  citizen , and  

   not to 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 .ó    Reflections on the Revolution in France (1790), Edmund Burke 

 
 

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
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It may be apocryphal, but Henry Ford supposedly said:  
    

  ñIf I had asked my customers what they wanted,   
        they would have told me a faster horse.ò 

 

Note:  to the 1914 decision by Ford to increase many workersΩ wages to $5 per day + reduce hours from nine to eight.  Henry's primary 
objective was to reduce worker attritionτlabor turnover from monotonous assembly line work was high; it did not involve the progressive 
notion about workers being able to buy the stuff they make.  This was an internal, business decision.  As expected, employee turnover 
diminished. And, by creating an eight-hour day, Ford could run three shifts instead of two, increasing the productivity of invested capital. 

  
 
 

ñAnything that wonôt sell, I donôt want to invent.  
Itôs sale is proof of utility,  

and utility is success.ò 
 

Thomas Edison 
 

 
 

ñA lot of times, people donôt know what they want 
until you show it to them.ò 

 

Steve Jobs 
 

 
 

ñI made 5,127 prototypes of my vacuum; 5,126 were failures.   
But I learned from each one.   

Thatôs how I came up with a solution.ò   
 

James Dyson  
  
 
 

 ñ... 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 his country, than the whole race of politicians put together.ò 
 

Jonathan Swift   Gulliverôs Travels  -  1726 
 

In China under Deng Xiaoping a limited number of farmers were allowed to keep anything they produced above some quota, and agricultural 

yields doubled almost immediately.  This demonstrates a related and often quoted meme, Ȱanimal spiritsȱ by Keynes as,  

ña spontaneous urge to action rather than inaction.òé if society allows. 
 
 
 

Production always (by fact and logic) precedes consumption  
It is entrepren eurs  that turn people into new employees (supplying)  

and therefore into new customers (demand) 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 and future markets and adjusts the manufacturing or supplying of 

products and services to the consumer (to view the process otherwise is either to be economically ignorant or ideologically 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 and write-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 (demand) food; but that fact does not translate into a successful grocery store 
food product or restaurant chain or any other consumer item.  Nor does a mere, ñI want (demand) such nô suchò result in it being 
supplied to you.  Further, while an increase or decrease in demand for a specific item results in the manufacturer raising or lowering 
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 or supply or production equation.  Government 
aggregate demand management is only a temporary tool of limited value; it should not be used as an excuse or strategy for 
increasing government control of the private economy. 

 

 
    óIt 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 havenôt.   

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,ò  
 

Pascal Salin   Universite Paris-Dauphine 
 



 Current Dissent to Modern, Democratic Capitalism 
 

Dissent to a) thru p) above takes the view that there are economically successful nations (China, South Korea, Taiwan, Singapore, etc.)  

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 called άindigenous innovationέ in China).  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 Chinaôs modern factories and (ghost) cities.  ñPeople donôt trust the government 

statistics, they donôt trust corporate earnings, they donôt trust comments from government officials,ò Sun Mingchun of Daiwa 

Securities Ltd.  The intense anger of the Peopleôs Republic of China [PRC] against 2010 Nobel Peace Prize winner, Liu Xiaobo and 

the wide-spread support of his goals for:  ñfreedom, equality, and human rights,ò and the recognition that these are ñuniversal values 

of humankindò belies any contrary assertion by the PRC or others; this only reveals the true nature of this state-capitalism 

regime.  Democracy and constitutional government are the fundamental framework for protecting these values (see: Charter 8);  
ñThe Chinese governmentôs regard for the rule of law stops at any challenge to its monopoly on power,ò The Wall Street Journal, 

ñWhere Is Gao Zhisheng?.ò  Besides giving Liu an 11-year prison sentence, Mrs.Liu is also under house arrest.   

(see Appendix  E ς Chinese state-capitalism ς pdf-p.114) 

     
Five Views of the Market 

 

Capitalism is formed by consumers (industrial or commercial or individual) engaging in: ñbuying 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,ò     

 

Liberty & Property,  Ludwig von Mises 
 
 

ñThe 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.ò 

 

Robert A. Mundell  -  Man and Economics: The Science of Choice 
 
 

ñSocialist 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.ò 

 

Russia: A Long View  -  Yegor Gaidar 
 
 

ñThis 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.ò 

 

Whole Foods Markets, Inc. founder & co-CEO John Mackey and anti-GMO acolyte 

 
 

ñVirtually every commercial transaction has within itself an element of trust.ò 
 

Nobel-prize 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 and questionable ethic.    
Here is a Merrill Lynch & Co. executive explaining how being a Collateralized-Debt-Obligation (CDO) manager for them 
worked: 

ñIôm going to make you rich... you just have to be my bitch.ò 
BanksΩ Self-Dealing Super-Charged Financial Crisis,  Pro Publica, Aug.26, 2010 

http://www.propublica.org/article/banks-self-dealing-super-charged-financial-crisis 
 

 

http://www.propublica.org/article/banks-self-dealing-super-charged-financial-crisis
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Another voice that reveals the nature of the 2007 ï 2009 Financial Recession is an email by Goldman Sachsôs, Fabrice Tourre; 
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: 

 

ò More and more leverage in the system, the entire system is about to crumble any moment é  

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 levered, exotic trades he created  

without necessarily understanding all the implications o f those monstruosities!!! ó    Update from 4/25/13 : 
http://online.wsj.com/article/SB10001424127887324474004578445083569502750.html?mod=us_most_pop_newsreel 

 
Just put your favorite investment bank or hedge fund in place of ñXYZò to 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 XYZôs 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); quality of production (eg. 
FDA; EPA; and other government, regulatory agencies); safety (eg. OSHA; CPSC; Mine Safety and Health Administration ς think Massey Energy 
Co.; etc.); and most importantly, government also enters business thru the tax code1 (Internal Revenue Service) and financial oversight 

(Federal Reserve Bank; Treasury Dept.; SEC; etc.).  Whether and to what degree these regulations and taxes are beneficial to most 

businesses and consumers or, unnecessary or, harmful to private arrangements I wonôt comment; other than to note that random 
refereeing by Congress and the Executive create uncertainty in business executives and extract money from consumers.                   
   See Hauserôs Law at :  
                                      http://1.bp.blogspot.com/_5aAsxFJOeMw/Sx6YDGeQZBI/AAAAAAAAC7k/ccpEiZ9Bee4/s1600-h/max-income-tax-rate-and-

federal-tax-receipts-1946-2014.PNG 
      

ñPoliticians tend to promise too much, and they think that signing an agreement 
or making a speech is the solution,ò    Cemex Chair & CEO Lorenzo Zambrano 

 

ñThere 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.ò 
Margaret Thatcher: The 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 Ostrom].  ñPeople really believed a state-run 

economy was the most efficient way of promoting growth.  Today nobody believes that, except maybe in North Korea,ò Gary S. 
Becker ï Nobel Prize in Economics, 3/27/10.  Even 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.html?KEYWORDS=toward+sustainable+capitalism 
 
While Fidel Castro states that socialism, ñdoesnôt even work for us anymore.ò  Nikolai Bukharin,chair of the Council of Peopleôs 
Commissars and Politburo member, said in 1925, ñGet rich.ò  Deng Xiaoping, transformative leader of China, 1904 -1997, said, ñTo 
get rich is glorious.ò  The 18th Central Committeeôs Third Plenum endorsed ñthe idea that market forces allocate resources more 
efficiently than governmentò (Wu Jinglian in Caixin magazine ς TWSJ, 11/19/13).  While these exhortations to become ñrichò are made by 

socialists/communists it is more revealing that they occur when: their ideology is economically failing them.  But capitalists say it too: 
Donald Trump in Dec. 2016, ñIts OK to be rich.ò  While businesses do make mistakes or fail, it is restricted to that business itself 

 [problems extending beyond the business are resolved thru the courts, insurance rates, and sending wake-up calls 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 2004 repatriation tax reduction holiday (effective 2005)  lowered the effective rate to a 5.25% tax rate vs. the maximum corporate rate of 

35% (less any foreign tax paidύΦ  hǳǘ ƻŦ фΣтлл ŦƛǊƳǎ ǿƛǘƘ ŦƻǊŜƛƎƴ ǎǳōǎƛŘƛŀǊƛŜǎΩ ƻnly 842 (8.7%) used the offer; $299 bil. returned home v. $82 bil. in 
2004.  There are many ways to use foreign deposits without moving the cash back home.  The bottom line: The effective tax rate άƛǎΣ ŀƴŘ ǿƛƭƭ 
ŎƻƴǘƛƴǳŜ ǘƻ ōŜΣ ǘƘŜ ƳŜǘǊƛŎ ǘƘŀǘ ƛǎ ǳǎŜŘ ǘƻ ƧǳŘƎŜ ȅƻǳǊ ό/Chύ ǇŜǊŦƻǊƳŀƴŎŜΣέ WƻƘƴ   tΦ YŜƴƴŜŘȅΣ Deloitte Tax LLPΦ  {ŜŜΥ άHow Firms Tap Overseas 
Cash,"  Kate Linebaugh, 3/28/13, TWSJ at:   
  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    
The Effective Tax Rate for profitable multinationals in 2010 was about 17% - http://www.gao.gov/products/GAO-13-520.  Congressional 
ƛƴǾŜǎǘƛƎŀǘƛƻƴ ŦƻŎǳǎƛƴƎ ƻƴ !ǇǇƭŜΩǎ  ŦƻǊŜƛƎƴ ǎŀƭŜǎΣ ŜŀǊƴƛƴƎǎΣ ŀƴŘ ǘŀȄŜǎ ǎǘŀǊǘŜŘ ƛƴ aŀȅΣ нлмоΤ !ǇǇƭŜΩǎ Ŧƛƴŀƭ ǊŜǎǇƻƴǎŜ ǘƻ {9/ ƛƴǉuiry at: 

http://www.sec.gov/Archives/edgar/data/320193/000119312513297312/filename1.htm (7/22/13).  Honeywell 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 describes as out of step with how 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 U.S. and all our cash is overseas," 
Mr. Szlosek said.  Honeywell's U.S. earnings would be sufficient to pay for dividends, 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 the debt markets. "It would 
be wonderful to be able to take the cash that we have overseas and be able to use it," he said, 8/01/14.  The tax code allows a company to 
ƛƴŎƭǳŘŜ ƛƴǘŜǊŜǎǘ ŜŀǊƴŜŘ ƻƴ ƛǘǎ ƻŦŦǎƘƻǊŜ ŎŀǎƘ ǇƛƭŜ ƛƴ ǘƘŜ ¦ƴƛǘŜŘ {ǘŀǘŜǎ ǇŀǊŜƴǘΩǎ ƛƴŎƻƳŜΦ ¢Ƙŀǘ ƻŦŦǎŜǘǎ ǘƘŜ ǘŀȄ ŘŜŘǳŎǘƛƻƴ ŦƻǊ ǘƘe interest expense on 
ǘƘŜ ŦƛǊƳΩǎ ¦Φ{Φ ōƻǊǊowing, and the firm is left in the same economic position as if it had simply repatriated the cash tax-free, notes Edward D. 
Kleinbard, former chief of staff to the Congressional Joint Committee on Taxation. 

 

Growing in popularity is the tactic of tax-inversion; where a U.S. firm buys a foreign company and moves its incorporation overseas; share- 
ƘƻƭŘŜǊǎ ƻŦ ǘƘŜ ŀŎǉǳƛǊŜŘ ŎƻƳǇŀƴȅ Ƴǳǎǘ ǊŜŎŜƛǾŜ ŀǘ ƭŜŀǎǘ нл҈ ƻŦ ǘƘŜ ŎƻƳōƛƴŜŘ ŎƻƳǇŀƴȅΩǎ ŜǉǳƛǘȅΦ  ¢ƘŜǊŜ ƘŀǾŜ ōŜŜƴ пл ǎƛƴŎŜ мффп and 12 since 
2012; seven more are pending as of July 15, 2014.  There are calls to raise acquired equity to 50%.  However, foreign firms can still buy a U.S. 
company and achieve the same tax results as inversion (uneven playing field for U.S. firms or, a tactic to be exploited by U.S. firms). 

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


ñThe want of confidence in the public councils damps every useful undertaking, the success and profit of which may depend on   

  a continuance of existing arrangements.  What prudent merchant will hazard his fortunes in any new branch of commerce,   

  when he knows not but his plans may be rendered unlawful before they can be executed?  What farmer or manufacturer will  

  lay himself out for the encouragement given to any particular cultivation or establishment, when he can have no assurance  

  that his preparatory labors and advances will not render him a victim to an inconstant government?  In a word, no great   

  improvement or laudable enterprise can go forward which requires the auspices of a steady system of national policy.ò  
                                                       James Madison,  Federalist  62  ï  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, ña free-enterprise society with a solid but limited safety net or, a cradle-to-
grave, re-distribution welfare stateò  (Arthur C. Brooks. pres. of the American Enterprise Institute and Paul Ryan, House of 

Representatives, Wis.-R).  I 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 the Human Condition Have Failed, James C. Scott].  George Stigler (The Theory Of Economic Regulation) 
recognized that, ñas a rule, regulation is acquired by the industry and is designed and operated primarily for its benefit.ò  The 
solution is to write simple laws that donôt lend themselves to being manipulated; either by private firms or the regulating 

bureaucracy. See: http://www.jstor.org/discover/10.2307/3003160?uid=3739256&uid=2134&uid=2&uid=70&uid=4&sid=21104852648813 

 
ñIt will be of little avail to the peo ple, that the laws are made by men of their own choice, 

if the laws be so voluminous  that they cannot be read, or so incoherent  that they cannot be understoodé 
[or] can guess what it will be to-morrow .ò   James Madison, Federalist No.62 ï 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/ 

2013 ï Ten Thousand Commandments: An Annual Snapshot of the Federal Regulatory State  (73 pages) 
http://cei.org/sites/default/files/Wayne%20Crews%20-%2010,000%20Commandments%202013.pdf 

 
ñThe regulatory systems in place are a disincentive to innovation.  Itôs intense to fight the red tape.ò   Travis Kalanick 

 
The Federal Register:  https://www.federalregister.gov/ 

The Daily Journal of the U.S. Government 
 

http://online.wsj.com/article/SB10001424127887324688404578543824103846736.html?KEYWORDS=banning+background+checks                                

ñBanning Background Checks,ò  statistical checks trump common sense   -   6/15/13 

 
ñWisconsin has a 1,400 word regulation on when the sale of an ice-cream cake is taxable.  If the ratio of ice-cream layers to 

cake layers is too high, sales tax has to be collected.ò  ñ9,646 Tax Burdens on the Internet,ò L.Gordon Crovitz, 4/29/13, TWSJ 
 

Regulating bureaucrats are everywhere.  The annual Behre Dolbear Country Rankings for Mining Investment (known in the mining world 

as the Where-Not-to-Mine-Report) ranks the U.S at last place; the time it takes to receive a new, mining permit ranges from seven to ten 

yearsé then the actual construction work begins.                                                                                                            173 
 

I would also like to note that a free-market does not mean crony capitalism1 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 ñentrepreneur learns is that business is the art of decision making under 
conditions of uncertainty.ò   Richard W. Fisher, pres. of the Federal Reserve Bank of Dallas 

                                                           
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; and bailouts.  Crony-capitalism is the kissing-cousin of: fascism .  When does reasonable aid or help become 
cronyism?  See: http://cronychronicles.org/2012/08/23/video-i-want-to-be-a-crony/ 
Rent-seeking is where competitors and ideologically motivated interest groups seek to impose conditions that would transfer rents from the 

applicants (current or potential) to themselves or other parties while, of course, cloaking their arguments in a public interest.  The damage is from 
using a command-and-control system  ie. government regulators or government administered markets which results in: higher transaction costs 

thru lobbying by business, NGOs, and politicians; increased market and regulatory risks; often significant delays; and resource misallocation. 
Federal Communications Law Journal:  http://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
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V And this ñuncertaintyò that 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 of its suppliers; 5)  the bargaining power of its customers.   
Competitive Strategy   -   Michael Porter 

 

V Another approach to competition is pricing; which can be placed under: a) cost-based pricing; b) competition-
based pricing; c) customer,value-based pricing  ï  MIT Sloan.  All related to changes in: products; construction and 

production technology; resources; tastes. 
 

 

 
 

The Drivers of the Economic Ordonnance 
  

Appendix F ï Excess Debt ï pdf-p.120 
  

The following two lists provide the permanent conditions, modes of being, or dissatisfactions that motivate 
our economic activity.  Maslowôs 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;  

                                                      Nestléôs Pure Life Purified Water; etc.); food (McCormick; Deere; Cargill; Pillsbury; McDonaldôs  

                                                      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); 
    

                                     ñMen are moved by two levers only:  fear  and  self-interest .ò   Napoleon Bonaparte  
    

    c) social needs  -  to give & receive love & friendship; belonging; seeking the good opinion of others;     
 

ñPeople want to be valued, cared about, listened to, appreciated, respected, involved and connected,ò   
 

Susan Steinbrecher 
  

ñConservatism doesnôt mean ódo it alone.ô   
God made us as social animals and  

asks us to help each other,ò  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 ï need to remove wasted effort, toil, and drudgery (by increasing productivity);  
     

     2) boredom ï 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 ï need to maintain youthfulness, health, and a long life; and that feeling that I 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  
                                             I receive; the acquiring of conferred status; ñI donôt want a lot more ... I just want more  
                                                    than you have.ò   Where would the demand for 400 foot yachts and Rolls-Royceôs 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; JUVÉDERM®; Bosley - 4ÈÅ 7ÏÒÌÄȭÓ -ÏÓÔ Experienced Hair Restoration               
                                                          Experts; and for a quick, psyche boost there is always  

^ Russian billionaire Andrei  Melnichenko ï  http://yachtpals.com/mega-yacht-a-9129 

       A Middle-East royal family member ï  http://www.superyachttimes.com/editorial/32/article/id/8786    
          Rolls-Royce ï  http://www.rolls-roycemotorcars.com/ 

                                                           
* The Inner Ring, C.S. Lewis  -  http://www.lewissociety.org/innerring.php 
      

    Also see Martin Luther King:  http://mlk-kpp01.stanford.edu/index.php/encyclopedia/documentsentry/doc_the_drum_major_instinct/ 

 

http://yachtpals.com/mega-yacht-a-9129
http://www.superyachttimes.com/editorial/32/article/id/8786
http://www.rolls-roycemotorcars.com/
http://www.lewissociety.org/innerring.php
http://mlk-kpp01.stanford.edu/index.php/encyclopedia/documentsentry/doc_the_drum_major_instinct/
http://www.tiffany.com/?siteid=1


              Bugatti Veyron 16.4 Grand Sport Vitesse ï  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; and supplier 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 People by George Blewhitt  - 1723.   http://www.amazon.com/Inquiry-Whether-General-Practice-Disadvantage/dp/1162617179 

 
 
 
 

                                                  "It is the vanity,                         ñWisdom says beauty is a fading flower 
not the ease, or pleasure,                   but it attracts more admiration than 

which interests us."                            wit, goodness or anything else 
                                                       in this world.ò 

                                                            Adam Smith                                                           Molly Tilghman  -  mid 1700s 
                                                The Theory of Moral Sentiments                               Perhaps she had read, ñThe Fountainsò (1766) 
                                                                 Chapter II                                                                   by  Samuel Johnson 

 

 
And finally the observation of Thomas Hobbes in Leviathan  (1651) that: 

 

"men seek Honour, Riches and Authority." 
 

Or rephrased for today as:  approval  and  adulation ; wealth; and  power . 

 
 
 

All human activity is encompassed by these needs and dispositions; though I 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 Choice,  Robert A. Mundell 
  
  

Free markets promote voluntary cooperation and virtue; the, "Sweet commerce" of  Montesquieu. 

 
Unless government (politicians) interferes with the market:  ñThe Clinton-Era Roots of the Financial Crisisò   8/13/13                                                 

http://online.wsj.com/article/SB10001424127887323477604579000571334113350.html?KEYWORDS=the+clinton-
era+roots+of+the+financial+crisis 

 
 ñNeed obeys no law  and forgets  blushingò Sir Philip Sidn ey    1554 - 1586 

 

Or as Dante observed :   

sin makes òreason slave to appetite,ó  
 

The Divine Comedy  1308 - 1321. 

 
 

 
 

http://blogs.barrons.com/penta/2013/08/16/the-2-5-million-car/
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


 

 

P
a

g
e5

7
 

"The natural disposition is always to believe. 
It is acquired wisdom and experience only 

that teach incredulity,  
and they very seldom teach 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 we recognize the other sideΩǎ point-of-ǾƛŜǿΧ often taking 
the form of the recipe for horse-and-rabbit-stew;  

which calls for:  one horse and one 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 Ridley  -  11/24/12  -  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 the infamous, "sealed train" journey from Switzerland to Russia in 1917.  The trouble began 

when Lenin was interrupted from his writing by a loud argument in the corridor.  On opening his carriage door he discovered an 

enormous queue outside the train's only toilet. The returning exiles had obeyed Lenin's no-smoking-in-the-carriages directive by 

turning the loo into a secret cigar bar.  
 

After expressing much irritation over his comrades' lack of self-control, Lenin decreed that the real culprit was the age-old 

problem of unregulated competition for scarce resources.  Only this time, it would be solved in true Soviet style.  First, the needs 

of the massesðin this case, the smokers and the flushersðwould be assessed by a Party expert, namely Lenin.  Next, the Party 

politburo, also Lenin, would allocate the goods and services of said loo according to revolutionary party principles.  Lenin's 

solution to the toilet crisis was to cut up his newspaper into strips. These were doled out as tickets: short for a flush, long for a 

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 toilet time.  But it is not 

difficult to imagine what might have followed:  A lively black-market develops behind Lenin's back, with tickets being 

exchanged for window seats, sausages and even swigs of vodka.  Soon, though, there's dissatisfaction among the smokers and the 

flushers over the length of time allowed per visit.  A deputation from the two sides goes to see Lenin, which leads to their 

banishment to the unheated luggage compartment.  At this point, two smokers make a bid for freedom and disappear onto the 

roof, never to be seen again.  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 has broken the seat.  

In any case, Lenin was delighted by the success of his central planning ð and proceeded to run all of Russia along the same 

lines. 

ðDr. Amanda Foreman is the author, most recently, of  A World on Fire: Britain's Crucial Role in the American Civil War 

 
 
 
 
 

The First Appraisal  of an Idea  
 

Understanding a statement must begin with an attempt to believe it:  

you must first know what the  

idea would mean  if it were true .   
 

Daniel Kahneman 
 

 

 
 

 

 
 



 

 

 

 

 
 

 

 
 

 

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 follow very different paths ï 

sometimes for extended periods - but 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 ð  

that's the  only thing that makes you right.  
 

Warren  Buffett  

 
 
 

 
 

Government has a role in funding 

 basic research and  immense capital projects (social over-head cost) 

that cannot otherwise attract private capital. 
  

However, subsidies for commercial ventures lead to  

misallocated* capital and taxpayer losses.  
 

They also increase political cynicism as taxpayers learn  
that the subsidies always seem to flow to the  

rich and powerful who finance the Democratic and Republican Parties. 
 

* See footnote 1 on pdf-p.8 

 
I 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 or improving 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 investing); the dividend also  

            provides yield-support to the quote (there are exceptions in very strong, F-C-F generators with no 
              dividendsΧ as long as they are not wasting this F-C-F on corporate or government follies). 
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               A stockôs dividend is like an open-ended, call-option on the firms F-C-F.  Therefore, you want to be in companies   

               that have demonstrated the ability to manage short & long-term debt; payout a reasonable percentage of F-C-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 abusers of capital squander equity at the expense of investors  

  through dilution, non-accretive growth, and bankruptcy. "  Profits 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 greed1 [the desire for more than can be reasonably expected] and fear2  

[the  desire to avoid any loss].  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% safety is not possible).  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 another. 

 

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 can and will experience price 

declines].  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 firms not informing you of their positions that are opposite the advise being given you]. 

 
Investment based upon, ñgreed, fear, and crowd influenceò makes all carefully thought out plans, ña waste of mental effort.ò 

 

Speculation: Its Sound Principles & Rules For Its Practice, Thomas Temple Hoyne  -  1922 

 
The óbig-boysô use of financial products [ CDO; MBS; CDS; indexes; etc. ], designed 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.84 on óconnectionô between sheep and the market           

   
The new plan for covering bank risk is contingent convertible capital or Coco ï 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  

                                                           
1  ñIt is the very mark of a perverse desire  that it seeks what is not to be had.ò The Inner Circle, C.S. Lewis 

 
2  That timid circumspection  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 Sentiments    Adam Smith  -  1759 

 

* This is not an admonition to avoid all financial devices... healthy lenders and borrowers are necessary for the economy. 

   Futures contracts between commercial hedgers or, between commercial hedgers and speculators is OK; problems in  

    commodities or indexes arise when excessive (or any) óhedgingô is done only between speculators. 

https://en.wikipedia.org/wiki/Synthetic_CDO


(The Economist, "Reforming Banking,"  01/23/10, p.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 (and άprofit potentialέ) you and everybody else want to assume, because the market looks safe;  

this leads to even more risk... becauseé wellé everything 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 to: pdf-p.160 
   

Note:  the market is not totally ña mechanical identity, intelligible in terms of the theorems of a science of mechanics;ò which  
          purports, ñto display the conditions which allow it to be understood as an example of the operations of ólawsô specifying a  

          process (ǿƘŜǘƘŜǊ ǘƘŜǎŜ ΨƭŀǿǎΩ ŀǊŜ ǇǊƻōŀōƭŜΣ ǎǘŀǘƛǎǘƛŎŀƭ ƻǊ ƻǘƘŜǊǿƛǎŜ ŘŜǘŜǊƳƛƴŀǘŜ ŘƻŜǎ ƴƻǘ ƳŀǘǘŜǊ).ò 

 
   

"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  

                     government policy.  Diversification: ñItôs an explicit recognition of ignorance.ò Peter L. Bernstein   

 
"Assets shrink ... liabilities never shrink." 

 

An old banker to Alex J. Pollock, former pres.& CEO of the Federal Home Loan Bank of Chicago 

 
ü Modern Portfolio Theory : conceptualized by Harry Markowitz (άtƻǊǘŦƻƭƛƻ {ŜƭŜŎǘƛƻƴέΣ Journal of Finance, Mar. 1952, pp. 77-91Τ ǊŜŀŘ ƛǘΧ  
                   it is highly qualified).  Certain asset classes or stocks are not correlated (low covariance); therefore 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 probability or real life effect) on: stocks; bonds; currency; real estate; trade  

               relations; commodities.  Donôt put all 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. 

Donôt Fight the Fed 
 

Definitions of Fed policy as: Expansive: when Fed lowers both the discount & Fed-Funds rates; Indeterminate: when both rates are not moving together; 
Restrictive:  when both rates rise together.  From Jan. 1966 thru Dec. 2013 (48 years) the S&P-500 average return with dividends was 6.6%.  The three periods 
account for about 1/3 of all the months.  S&P-500 average annual gains during:  Expansive = 12%; Indeterminate = 7%; Restrictive = 0.8%.  Treasury Notes 
returned an annual average of 3% over 1966 ς 2013 but for the Restrictive periods the return became 1% or, relatively better than the S&P-500 at 0.8%. 
The best condition for stocks: slowly rising Fed rates from low levels during negligible inflation.   Signal:  increasing rates usually will occur only when the Fed      
is confident in the current economy and its outlook for sustainability.      Invest With the Fed  -  Johnson, Jensen, Garcia-Feijoo  -  March, 2015 

        Discount: Fed short-term loans to institutions      Fed-Funds: unsecured, over-night loans from one depository institution to another (Fed influenced)  
 

                                                           
* There are two positions on diversification  1) diversify for safety by spreading holdings to avoid: stock; sector; political; economic/business  

    risk: ñPut your eggs in many basketsò approach and  2) concentrate your holdings in areas you have full confidence in - ñPut all your eggs in  

    one basket and watch that basketò approach.  The first is Grahamôs position and the second Buffettôs (but his firm does own 55 companies).     

    It would seem proper to attempt to balance your stock positions between these two approaches.  Statistical diversification requires at least  

    ten stocks; 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
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         άSince 1900 [to 2004], there have been 85, twenty-year periods; the first was from 1900 to 1919 and there are eighty-four double  
          decade periods thereafter.  When divided into two groups, those above the average and those below the average, the top group  
          averages returns of 10.5% and bottom group averages returns of 5.1% Χ ǘƘŜ ŀǾŜǊŀƎŜ ƻŦ ŀƭƭ those scenarios presents the long term  
          average return before transaction costs and taxes of 7.8%Σέ  Crestmont Research.  You want to be in the higher average, twenty-year  
          periods; but this aspect of investment timing is pretty much ōŜȅƻƴŘ ŀƴȅƻƴŜΩǎ ŎƻƴǘǊƻƭΦ 

 
ü Efficient Market Hypothesis : developed by Eugene Fama (Univ. of Chicago  ς May,1970).  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 and crashes 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. (INTC) was probably not worth $146.69 per share on July 14, 2000; nor priced correctly at $13.22 per share on  
       October 8, 2002.   Read:  ά5ƻŜǎ ǘƘŜ {ǘƻŎƪ aŀǊƪŜǘ hǾŜǊǊŜŀŎǘΚέ   http://www.business.unr.edu/faculty/liuc/files/BADM742/DeBondt_Thaler_1985.pdf 

 

        The market-as-a-whole is generally efficient but not so efficient that you can relax; individual shares tend to usually price efficiently but   

         with many exceptions ï such as Intel above or Molycorp ï MCP; which went from $75 per share on 4/11/11 to forty-one cents on 6/01/15. 

         Conditions at the margin can quickly turn into: inflection-pointsé both positive and  negative. 
 

άLƴ ǘƘŜ ǎƘƻǊǘ ǊǳƴΣ ƳŀǊƪŜǘǎ ǘŜƴŘ ǘƻ ōŜ psychological  ŀƴŘ ƛƴ ǘƘŜ ƭƻƴƎŜǊ Ǌǳƴ ǘŜƴŘ ǘƻ ǊŜŦƭŜŎǘ ŦǳƴŘŀƳŜƴǘŀƭǎΦέ 
Well hedged statement by:  Martin Feldstein and Robert Rubin 

 

¢ƘŜ ƳŀǊƪŜǘ ƛǎΣ άǇŀǊǘƭȅ ŜŦŦƛŎƛŜƴǘ ŀƴŘ ǇŀǊǘƭȅ inefficientΣέ  Charlie Munger. 
 

άaȅ ōŜƭƛŜŦ ƛǎ ǘƘŀǘ ƳŀǊƪŜǘǎ ŀǊŜ ƴƻǘ ŜŦŦƛŎƛŜƴǘΣ but they are emotional,έ  Antoine van Agtmael 
 

ά9ŎƻƴƻƳƛŎ ŘƻƎƳŀǎ ŘƛŜ ƘŀǊŘ despite evidence of failure. Think of all the unnecessary pain and misdirection from the  
idea of Rational Expectations and the Efficient Market Hypothesis.έ  Jeremy Grantham ς 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 and b 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 and the benefits of  

                                  diversification and carefully selected concentration; 

                       *  lack of recognition of the consequences (probability is minimal but the consequences are immense); 

                       *  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; wonôt have counter-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 EMH) and 

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 

degrees of 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: ñis an option on the future,ò Abhay Deshpande  ï  portfolio manager at First Eagle Global  ς AUM $58 bil. 

          ii) invest in firms where their revenue is, to a high degree, non-deferrable (inelastic demand); 
         iii) keep foreign sources of  revenue at 33% of portfolio (approximately 48% of S&P500 sales are foreign); 

         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 and services; 

          v) source of the income to purchase goods and services 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; administration; R&D; promotions] to 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?  I am suggesting companies that form our economic foundation; this would be  

               physical and intellectual, 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 hold it till it goes up... then sell it.  If it don't go up don't buy it," Will Rogers.  See:Entry Price on pdf-p.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 being the only category 
to side-step market moves if held short-term and absent extraordinary inflation or deflation]. Chasing upward price moves of 

commodities for no other reason than, "Wow...oil [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 oil producer or petroleum user or an electronics or a jewelry manufacturer]  - it could be a well 

reasoned, financial speculation by a commodity producing or using company at best or a mere bet by an individual at worst.  

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 fundamentals] or IBM's stock options [at appropriate prices].  Most investments are actually speculations; 
with the 'potential upside' being the speculators primary concern; and yes, I am aware of and maintain various target-prices.  But I 

enter my initial positions at a discount to benchmark valuations (F-V; adj.sales per sh.; free-cash-flow yield; etc.).  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 pdf-p.75 below 
   

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. 

 
 
 

Time is the friend of the wonderful company,  

the enemy of the mediocre.   
 

 Warren Buffett 
 
 
  

I can calculate the  motions 
of the heavenly bodies, but 
not the madness of people. 

 

Isaac  Newton 
Invested in the South Sea Company (1720) Newton captured a 100% gain; experiencing seller's remorse  
after the market kept going up, bought back in, and lost a great deal of money 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 commodity) is not 

an asset class; it is an industrial commodity used by businesses in their operations.  Merely because something has a money price 

which fluctuates and it is traded on an exchange does not make it an asset class  [unless your business is selling this concept to private and 

institutional investors as a money-making scheme]; they should be labeled speculation assets.  For example, lawsuit awards claims are 
traded.  Here is Richard Breeden, head of the Madoff Victim Fund, view:  ñThe forfeiture programs are not set up for hedge funds to 

have another asset class to trade.  Theyôre set up too allow victims of crime to recover a portion of their losses.ò  Likewise, oil or any 

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 used for 

speculation; see turn-over rate);  2) created by an investment firm;  3) to be marketed to you ( to increase their Assets Under Management 
and fees on the AUM );  4) at a profit (but some mutual funds and ETFs are reasonable places to place your capital). 

 

The ETF categories are endless:  iShares MSCI AC Far East ex-Japan SmallCap; 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; PowerShares WilderHill 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&P 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&P 500 Low Volatility and iShares MSCI USA Minimum 

Volatility Index Fund; created to attract the very cautious.  For the greenies you have First Trust Nasdaq 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 not); the latest idea is the ñactively managed non-

transparent fundsòé coming in 2016.  Just found a new ETF which claims to replicate hedge-fund strategy: PowerShares DWA 

Tactical Multi-Asset Income Portfolio.  I am sure Wall Street is cooking up more variations to sell youé the investor. 

 
ñI think stock-picking is an idiotic strategy for individual investors, and I almost never do it. 

But, sometimes, for fun, I put my money where my mouth is,ò  (He bought some AAPL) 

Henry Blodget on Yahoo.finance ς 4/22/13 
 

However, he does own multiple positions (as of January, 3, 2013) as reported on CNBC in: 
Yahoo, eBay, Baidu, Amazon, Spark Networks, Microsoft, Bank of America, Gartner Group, Time Warner, 

 and other companies, along with various equity and bond 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 against ñstock-pickingò (×ÈÉÃÈ ÒÅÍÉÎÄÓ ÍÅ ÏÆ ÔÈÅ ȰÂÅÁÕÔÙ ÃÏÎÔÅÓÔȱ 
warning of  Keynes on pdf-p.21); still, his 2013 positions shows he doesnôt even follow his own adviseé but we all strayé donôt we. 
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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 national teams.  You donôt root (I am avoiding the term bet) for baseball 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 excellent results over sufficient time é 
  

or 
 

Vanguard Total Stock Market Index Fund ï VTSMX   50% 

https://personal.vanguard.com/us/funds/snapshot?FundId=0085&FundIntExt=INT 
 

Vanguard Total International Stock Index Fund ï VGTSX    25% 

https://personal.vanguard.com/us/funds/snapshot?FundId=0113&FundIntExt=INT 
 

Vanguard Total Bond Market Index Fund ï VBMFX    25% 

https://personal.vanguard.com/us/funds/snapshot?FundId=0084&FundIntExt=INT 
 

or 
 

60% stocks (1/3 of sales or less of portfolio being foreign sourced) + 20% high quality corporate debt (laddered) + 20% T-bills and Cash 
 
 

 
Now back to ETFsé òOver the past decade, easy-money policies also  have fueled the rise of an industry that transforms 

raw commodities ð from soybeans to steel and oil ð into financial products , such as exchange -traded funds, that can be 

traded like stocks.  Hundreds of billions of dollars have poured into these products .  In many cases, large investors hold 

the commodities in storage, driving up demand and the price,ó   Ruchir Sharma ς head of emerging markets & global macro at  
                                                                                                                                                                           Morgan Stanley Investment Management. 
 

ETFs: plain-vanilla; smart-beta; leveraged; derivative-based; managed; etc. 
 

ñETF investments all involve substantial risks . 
 

The markets are often small, volatile, thinly traded and 
dominated by a few stocks. 

 

Investors should approach them as speculations .ò 
 

Brett Arends, TWSJ, August 08, 2014 

 
 

ñModern markets show considerable micro efficiency (for the reason that the minority who spot aberrations from micro efficiency can 
make money from those occurrences and, in doing so, they tend to wipe out any persistent inefficiencies).  In no contradiction to the 

previous sentence, I 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 fundamental values.ò      Paul A. Samuelson 

 

 
ñIf your adviser implies that it is easy to beat the market 

with funds that can only match it, 

he either has a lot to learn or thinks you do.ò 
 

Jason Zweig 
 
 
 

 "You must not fool yourself  --- and you are the easiest 
person to fool."    

Richard Feynman - Nobel Prize Physicist 
 

 
Good opportunities always receive their ƳƻƴŜȅΧ ŀƴŘ ƳƻƴŜȅ 

just waits for their appearance  -  W|A|E 
 
 

World-wide for 2016 there are: 6,000 ETFs; 1,100 smart-beta products;  
787 ETF managed account strategies. 

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 sale for iShares Core U.S. Value ETF if it were to fall a certain amount.  

The ETF tumbled 34% in early trading, and instead of Mr. Feightôs position selling at 

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. 

ñIôm really disappointed,ò said Mr. Feight, who invested in ETFs for more than a decade.  

ñThey werenôt as liquid as they should have been (in theory).ò   8/24/15 

 

9¢Cǎ ŘƻƴΩǘ ǇǊŜǾŜƴǘ ƛƴǾŜǎǘƻǊǎ ŦǊƻƳ ǎǳŦŦŜǊƛƴƎ ƭƻǎǎŜǎ if  
they buy or sell when the market is under stress. 

 
 
 

And the winner for the longest name at ten words is: 
               

Bear Stearns High-Grade Structured Credit Strategies Enhanced Leverage Fund 

(Bear Stearns collapsed and went thru Chapter 15 bankruptcy on Aug.30, 2007) 

 


