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Summer Essays
Jeremy Grantham

1 Bubbles Again: Setting Up for a Deal Frenzy 
'HVSLWH�D�VKRFNLQJ������VHWEDFN�LQ�¿UVW�TXDUWHU�*'3��TXDUWHUO\�GHFOLQH�DW�DQQXDOL]HG�UDWH���WKH�H[WHQW�RI�ZKLFK�ZDV�
IRUHFDVW� E\�QR�RQH�� DQG�GHVSLWH� D� VXEVWDQWLDO� GHFOLQH� LQ�1,3$�FRUSRUDWH� HDUQLQJV�� WKH�PDUNHW�KDV� FOLPEHG� VORZO\�
EXW�VWHDGLO\�LQ�UHFHQW�PRQWKV���0DUNHW�YRODWLOLW\�KDV�GHFOLQHG�WR�YHU\�ORZ�OHYHOV�GHVSLWH�WKHVH�VHWEDFNV�DQG�GHVSLWH�
0LGGOH�(DVWHUQ�SUREOHPV�� ��7KH�QHJDWLYH�-DQXDU\�5XOH�WKLV�\HDU�KDV��IRU�WKDW�PDWWHU��DOVR�EHHQ�LQHIIHFWLYH�VR�IDU����
6R��DOO�LV�DSSDUHQWO\�ZHOO��DV�ZH�KDYH�DUULYHG�ZLWKLQ�WKUHH�PRQWKV�RI�WKH�GUHDGHG��E\�EHDUV��3UHVLGHQWLDO�WKLUG�\HDU���
$FFRUGLQJO\��P\�UHFHQW�IRUHFDVW�RI�D�IXOO\�ÀHGJHG�EXEEOH��RXU�GH¿QLWLRQ�RI�ZKLFK�UHTXLUHV�DW�OHDVW������RQ�WKH�6	3��
UHPDLQV�LQ�HIIHFW�

:KDW�LV�ZRUVH�IRU�XV�YDOXH�GULYHQ�EHDUV��D�IXUWKHU�EXOOLVK�DUJXPHQW�KDV�VWUXFN�PH�UHFHQWO\�FRQFHUQLQJ�WKH�SUREDELOLWLHV�
RI�D�ODUJH�LQFUHDVH�LQ�¿QDQFLDO�GHDOV���'RQ¶W�WHOO�PH�WKHUH�DUH�DOUHDG\�D�ORW�RI�GHDOV���,�DP�WDONLQJ�DERXW�D�YHULWDEOH�
H[SORVLRQ��WR�OHYHOV�QHYHU�VHHQ�EHIRUH���7KHVH�DUH�P\�UHDVRQV���)LUVW��ZKHQ�FRPSDUHG�WR�RWKHU�GHDO�IUHQ]LHV��WKH�UHDO�
FRVW�RI�GHEW�WKLV�F\FOH�LV�ORZHU���6HFRQG��SUR¿W�PDUJLQV�DUH��GHVSLWH�WKH�¿UVW�TXDUWHU��VWLOO�DW�YHU\�KLJK�OHYHOV�DQG�DUH�
ZLGHO\�H[SHFWHG�WR�VWD\�WKHUH���1RW�D�EDG�FRPELQDWLRQ�IRU�D�GHDO�PDNHU��EXW�LW�LV�WKH�WKLUG�UHDVRQ�WKDW�LQÀXHQFHV�P\�
WKLQNLQJ�PRVW�� WKH�HFRQRP\��GHVSLWH� LWV�EHLQJ� LQ�\HDU� VL[�RI�DQ�HFRQRPLF� UHFRYHU\�� VWLOO� ORRNV� LQ�PDQ\�ZD\V� OLNH�
TXLWH�D�\RXQJ�HFRQRP\���7KHUH�DUH�PDVVLYH�UHVHUYHV�RI�ODERU�LQ�WKH�RI¿FLDO�XQHPSOR\PHQW�SOXV�URRP�IRU�SHUKDSV�D�
���LQFUHDVH�LQ�ODERU�SDUWLFLSDWLRQ�UDWHV�DV�GLVFRXUDJHG�ZRUNHUV�SRWHQWLDOO\�JHW�GUDZQ�LQWR�WKH�ZRUNIRUFH�E\�VWHDG\�
JURZWK�LQ�WKH�HFRQRP\���7KHUH�LV�DOVR�ORWV�RI�URRP�IRU�D�SLFN�XS�LQ�FDSLWDO�VSHQGLQJ�WKDW�KDV�EHHQ�XQLTXHO\�ORZ�LQ�WKLV�
recovery, and I use the word "uniquely" in its old-fashioned sense, for such a slow recovery in capital spending has 

QHYHU��HYHU�RFFXUUHG�EHIRUH���7KH�YHU\�GLVDSSRLQWPHQW�LQ�WKH�UDWH�RI�UHFRYHU\�WKXV�EHFRPHV�D�YLUWXH�IRU�GHDO�PDNLQJ���
3UHYLRXV�XSVZLQJV�LQ�GHDOV�WHQGHG�WR�RFFXU�DW�PDUNHW�SHDNV��OLNH������DQG�������ZKLFK�LQ�FRPSOHWH�FRQWUDVW�WR�WRGD\�
ZHUH�ROG�HFRQRPLF�F\FOHV�DOUHDG\�VKRZLQJ�WKHLU�ZULQNOHV���:RUVH�WKDQ�EHLQJ�LQ�IXOO�VZLQJ��WKH\�ZHUH�XVXDOO\�ZD\�RYHU�
FDSDFLW\���7KXV�������ZDV�KHOSHG�DORQJ�E\�WKH�EXEEOH�LQ�JURZWK�VWRFNV�WR�RYHU����WLPHV�HDUQLQJV��DOORZLQJ�FRPSDQLHV�
like Cisco, possibly correctly, to believe they were dealing with a near-zero cost of capital in making deal after deal 

IRU�WKHLU�PDVVLYHO\�RYHUSULFHG�VWRFN��

In 2007 the housing bubble led to an extra one and a half to two million houses being built, with all the usual 

DFFRXWUHPHQWV�RI�IXUQLWXUH�VDOHV�DQG�PRUH�MREV�IRU�UHDOWRUV��EDQN�RI¿FHUV��DQG�*ROGPDQ�6DFKV�GHVLJQHUV�RI�LQJHQLRXV�
QHZ�ZD\V�WR�EH�RI�VHUYLFH�WR�UHDO�HVWDWH�VSHFXODWRUV���1RZ�WKDW�WKH�VPRNH�KDV�FOHDUHG��WKH������HFRQRP\�DW�LWV�SHDN�
ORRNV�WR�KDYH�EHHQ����RU�VR�DERYH�WUHQG�FDSDFLW\��DOORZLQJ��LQFLGHQWDOO\��IRU�WKH�RYHUVWDWLQJ�RI�WKH�8�6��ORQJ�WHUP�
JURZWK�FDSDELOLW\��D�PLVMXGJPHQW�WKDW�LV�VWLOO�KDQJLQJ�DURXQG��
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If I were a potential deal maker I would be licking my lips at an economy that seems to have enough slack 

WR�NHHS�JRLQJ�IRU�D�IHZ�\HDUV���$OVR��LQGLYLGXDOV�DQG�LQVWLWXWLRQV�GLG�IHHO�FKDVWHQHG�E\�WKH�FUDVK�RI������DQG�
PDQ\�DUH�MXVW�QRZ�SLFNLQJ�XS�WKHLU�FRXUDJH���$QG�DV�WKH\�ORRN�DURXQG�WKH\�VHH�GLVPD\LQJO\�OLWWOH�LQ�WKH�ZD\�RI�
DWWUDFWLYH�LQYHVWPHQWV�RU�\LHOGV���6R��WKH�UHWXUQV�SURPLVHG�IURP�GHDO�PDNLQJ�DUH�OLNHO\�WR�DSSHDU��UHODWLYHO\�DW�
OHDVW��H[FHSWLRQDO���,�WKLQN�LW�LV�OLNHO\��EHWWHU�WKDQ��������WKDW�DOO�SUHYLRXV�GHDO�UHFRUGV�ZLOO�EH�EURNHQ�LQ�WKH�QH[W�
\HDU�RU�WZR���7KLV�RI�FRXUVH�ZLOO�KHOS�SXVK�WKH�PDUNHW�XS�WR�WUXH�EXEEOH�OHYHOV��ZKHUH�LW�ZLOO�RQFH�DJDLQ�EHFRPH�
YHU\�GDQJHURXV�LQGHHG���

0\�¿QDO� WKRXJKW� RQ� WKLV� LVVXH� LV� WKH� IROORZLQJ�SRLQW��ZKLFK� ,� IDLOHG� WR�PDNH� LQ�P\�EXEEOH�GLVFXVVLRQ� ODVW�
TXDUWHU���SHUKDSV�WKH�VLQJOH�EHVW�UHDVRQ�WR�VXVSHFW�WKDW�D�VHYHUH�PDUNHW�GHFOLQH�LV�QRW�LPPLQHQW�LV�WKH�HDUO\�F\FOH�
ORRN�WKDW�WKH�HFRQRP\�KDV���$QG�HYHQ�(GZDUG�&KDQFHOORU�ODVW�TXDUWHU�FRQFHGHG�WKDW�WKHUH�ZDV�DV�\HW�QR�VLJQ�RI�
a bubble in the quantity�RI�FUHGLW�WKDW�ZDV�EHLQJ�FUHDWHG�

Post Script
,Q�HDUO\�-XO\��-DQHW�<HOOHQ�PDGH�DQ�DGPLUDEO\�FOHDU�VWDWHPHQW�WKDW�VKH�LV�VWLFNLQJ�IDLWKIXOO\�WR�WKH�*UHHQVSDQ�
%HUQDQNH�SROLF\�RI�H[WUHPH�PRUDO�KD]DUG���6KH�ZLOO�QRW�XVH�LQWHUHVW�UDWHV�WR�KHDG�RII�RU�FXUWDLO�DQ\�DVVHW�EXEEOHV�
HQFRXUDJHG�E\�WKH�H[WUHPHO\�ORZ�UDWHV�WKDW�PLJKW�DSSHDU���$QG�KLVWRU\�LV�FOHDU��YHU\�ORZ�UDWHV�DEVROXWHO\�ZLOO�
HQFRXUDJH�H[WUHPH�VSHFXODWLRQ���%XW�<HOOHQ�ZLOO��DV�*UHHQVSDQ�DQG�%HUQDQNH�EHIRUH�KHU��DWWHPSW�WR�OLPLW�RQO\�
WKH�GDPDJH�DQ\�EUHDNLQJ�EXEEOHV�PLJKW�FDXVH���:HOO��LW�LV�D�FOHDU�SROLF\�DQG�LQ�P\�RSLQLRQ�FOHDUO\�ZURQJ���,�KDG�
thought that central bankers by now, after so much unnecessary pain, might have begun to compromise on this 

PDWWHU��EXW�QR�VXFK�OXFN��DW�OHDVW�LQ�WKH�FDVH�RI�WKH�)HG���7KH�HYLGHQFH�DJDLQVW�WKLV�SROLF\�DIWHU�WZR�RI�WKH�KDQGIXO�
RI�WKH�PRVW�SDLQIXO�EXUVW�EXEEOHV�LQ�KLVWRU\�LV�LPSUHVVLYH���%XW�QRW�QHDUO\�DV�LPSUHVVLYH�DV�WKH�XQZLOOLQJQHVV�RI�
DFDGHPLFV�WR�EDFN�RII�IURP�FORVHO\�KHOG�WKHRULHV�LQ�WKH�IDFH�RI�PHUH�HYLGHQFH���7KLV�DI¿UPDWLRQ�RI�PRUDO�KD]DUG�
– we will not move to stop bubbles, dear investors, but will help you out when things go badly wrong – should 

EH�RI�JUHDW�HQFRXUDJHPHQW�WR�VSHFXODWRUV�DQG�LPSURYH�WKH�RGGV�RI�KDYLQJ�D�IXOO\�ÀHGJHG�HTXLW\�EXEEOH�EHIRUH�
WKLV�FXUUHQW�HSLVRGH�HQGV��

 

2  Another Look at Malthus: Where Said To Be Wrong, He Was Right.  And, Vice Versa.
7KH�HVVHQFH�RI�0DOWKXV¶�ZRUN�������DQG�ODWHU��ZDV�WKDW�KXPDQV��OLNH�DOO�RWKHU�FUHDWXUHV��ZRXOG�WHQG�WR�JURZ�
LQ�QXPEHUV�XS�WR�WKH�OLPLW�RI�WKHLU�DELOLW\�WR�¿QG�IRRG���3HUKDSV�KH�VKRXOG�KDYH�OHIW�LW�WKHUH�EHFDXVH�WKDW�VHHPV�
OLNH�D�UHDVRQDEOH�SURSRVLWLRQ�DQG�FOHDUO\�GH¿QHV�WKH�¿UVW���������\HDUV�RI�RXU�H[LVWHQFH���%XW�KH�WULHG�WR�GH¿QH�
this equation more mathematically by saying that our potential breeding rate was exponential, or compound, 

FRPSDUHG�WR�RXU�IRRG�SURGXFWLRQ�UDWH��ZKLFK�ZDV�DULWKPHWLF���$ULWKPHWLF�JURZWK��KH�DUJXHG��ZRXOG�DOORZ�IRU��
VD\������SRXQGV�PRUH�JUDLQ�SHU�DFUH��SHU�\HDU��ZKLFK�ZRXOG�EHFRPH�D�VPDOOHU�DQG�VPDOOHU�SHUFHQWDJH�JDLQ���+LV�
VLPSOL¿FDWLRQ�ZDV�WKDW�IRRG�SURGXFWLRQ�ZRXOG�SURFHHG�LQ�WKH�VHULHV����������������HWF���ZKHUH�SRSXODWLRQ�ZRXOG�
JURZ�LQ�WKH�VHULHV������������������<RX�FDQ�VHH�WKH�SUREOHP���$QG�LW�LV�SUHFLVH�HQRXJK�WR�GHVFULEH�WKH�UDW�SRSXODWLRQ�
SUREOHP�LQ�WKH�%DFN�%D\�LQ�%RVWRQ���<RX�FDQ¶W�FRQWURO�WKHP�E\�UDW�WUDSV�±�WKH\�FDQ�RXW�EUHHG�\RXU�WUDSV�±�EXW�
\RX�FDQ�OLPLW�WKHP�E\�UHVWULFWLQJ�WKHLU�IRRG�VXSSO\��

7KURXJK�WKH���WK�&HQWXU\�DQG�XQWLO�UHFHQWO\�0DOWKXV¶�FULWLFV�VDLG��\HV��RND\��WKH�ZRUOG¶V�SRSXODWLRQ�KDV�LQGHHG�
been growing fast, and if anything at an accelerating or hyperbolic rate, but, no, the food supply has not been 

DULWKPHWLF�EXW�KDV�FRPSRXQGHG�DQG�NHSW�XS�ZLWK�WKH�SHRSOH���4�(�'��0DOWKXV�ZDV�ZURQJ���

:HOO��LW�WXUQV�RXW�WKDW�WKH�FULWLFLVP�LV�VKRUW�WHUP�LQ�LWV�IRFXV�DQG�DOVR�ZURQJ���$JULFXOWXUDO�SURJUHVV�LV�E\�QDWXUH�
DULWKPHWLF� DQG�0DOWKXV�� OLYLQJ� LQ� D� IDUPLQJ� FRPPXQLW\�� NQHZ� WKDW�� � ,I� FRPSRXQG�JURZWK�ZHUH� SRVVLEOH� LQ�
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grain productivity, then eventually a single corn plant would have to produce a ton of food, or, in human terms, 

��IRRW�WDOO�'XWFK�ZRPHQ�ZRXOG�RQH�GD\�EH����IHHW�WDOO���(DFK�VSHFLHV�KDV�D�OLPLW�WKDW�WHQGV�WR�EH�DSSURDFKHG�DW�D�
GHFHOHUDWLQJ�UDWH���0RUH�FRQYLQFLQJO\��D�UHFHQW�UHSRUW�LQ�Nature Communications1�SURYHV�WKH�SRLQW���7KH�DXWKRUV�
looked in great detail at all of the important grain-producing areas by individual grain – wheat and corn in the 

0LGZHVW��ZKHDW�LQ�8NUDLQH�DQG�$XVWUDOLD��ULFH�LQ�-DSDQ�DQG�7KDLODQG��FRUQ�LQ�%UD]LO��DQG�VR�RQ���7KH\�VWXGLHG�WKH�
SURJUHVV�LQ�SURGXFWLYLW\�\HDU�E\�\HDU�DQG�DWWHPSWHG�WR�GHVFULEH�HDFK�JUDLQ�DUHD�DV�EHVW�WKH\�FRXOG�PDWKHPDWLFDOO\���
7R�JHW�WR�WKH�ERWWRP�OLQH��QRW�D�VLQJOH�RQH�FRXOG�EH�GHVFULEHG�LQ�H[SRQHQWLDO��RU�FRPSRXQG��WHUPV���$W�EHVW�WKH\�
KDG�D�VWHDGLO\�GHFOLQLQJ�SHUFHQWDJH�JDLQ�RU�DQ�DULWKPHWLF��RU�OLQHDU��LQFUHDVH���(YHQ�OHVV�HQFRXUDJLQJO\��PDQ\�
JUDLQ�DUHDV�ZHUH�EHVW�GHVFULEHG�DV�DV\PSWRWLF�WR�]HUR��WKDW�LV��FOHDUO\�KHDGLQJ�HYHQWXDOO\�WRZDUG�]HUR���7KHUHIRUH��
0DOWKXV�LQ�WKLV�NH\�FRPSRQHQW�ZDV�SHUIHFWO\�ULJKW���6R��KRZ�FRPH�ZH�DUHQ¶W�DOO�VWDUYLQJ"��:HOO��ZH�KDG�QRW�RQH��
EXW�WZR��QRQ�UHSHDWDEOH�ZLQGIDOOV���)LUVW��WKHUH�ZDV�QHZ�ODQG���0DOWKXV�KDG�QR�LGHD�WKDW�ZHVW�RI�WKH�0LVVLVVLSSL��
LQ�$XVWUDOLD��DQG�LQ�SDUWV�RI�6RXWK�$PHULFD�WKHUH�ZHUH�YDVW�QHZ�DJULFXOWXUDO�ODQGV�WR�H[SORLW���6HFRQG��WKHUH�ZDV�
a realization that adding more nitrogen, potassium, and phosphorus could remarkably increase output, especially 

in the depleted soils of Europe, coupled with the discoveries of how to make nitrogen fertilizer and where to 

PLQH�SRWDVVLXP�DQG�SKRVSKRUXV���7KH�XVH�RI�IHUWLOL]HU�VLQFH������PRUH�WKDQ�TXLQWXSOHG�SHU�DFUH�EXW�WRGD\�RIWHQ�
UHDFKHV�OLPLWV�EH\RQG�ZKLFK�SURGXFWLRQ�DFWXDOO\�IDOOV���7KH�LQFUHDVHG�XVH�RI�IHUWLOL]HU�LV�DOVR�XQVXVWDLQDEOH�LQ�
WKDW�HQYLURQPHQWDO�GDPDJH�LV�RIWHQ�VHYHUH�DQG�WKH�PLQHG�UHVRXUFHV�DUH��RI�FRXUVH��GHSOHWLQJ���,Q�UHFHQW�GHFDGHV��
GHVSLWH�WKH�LQFUHDVHG�XVH�RI�JHQHWLFDOO\�PRGL¿HG�FURSV�DQG�UHODWHG�WHFKQRORJLHV�DQG�FRQWLQXHG�SURJUHVV�LQ�PRUH�
traditional plant breeding, the growth rate in the productivity of grains is steadily declining (as described in the 

Nature Communications�DUWLFOH�PHQWLRQHG�DERYH����6R��VXUSULVLQJO\�SHUKDSV��DQG�GHVSLWH�WZR�VWD\V�RI�H[HFXWLRQ�
IURP�QHZ�ODQG�DQG�IHUWLOL]HU��0DOWKXV�ZDV�ULJKW�LQ�RQH�RI�KLV�WZR�EDVLF�SURSRVLWLRQV�GHVSLWH�FRQWLQXHG�FRPPHQW�
WR�WKH�FRQWUDU\���7KH�LPSOLFDWLRQ�RI�WKLV�IURP�DQ�LQYHVWPHQW�SRLQW�RI�YLHZ�LV�WKDW�ZH�VKRXOG�FRXQW�RQ�D�VWHDG\��
LI�HUUDWLF��ULVH�LQ�WKH�SULFH�RI�IRRG���7KLV�LQ�WXUQ�ZLOO�ZRUN�WR�VXSSUHVV�HFRQRPLF�JURZWK�±�D�VPDOO�DPRXQW�LQ�WKH�
FDVH�RI�ULFK�FRXQWULHV�DQG�D�GDQJHURXVO\�ODUJH�DPRXQW�LQ�WKH�FDVH�RI�SRRUHU�FRXQWULHV���

:H�OLYH��WKRXJK��LQ�D�VWUDQJH�DQG�FRPSOLFDWHG�ZRUOG�DQG�0DOWKXV¶�VHFRQG�SURSRVLWLRQ�RI�WKH�FRPSRXQG�JURZWK�RI�
SRSXODWLRQ��ZKLFK�WUDGLWLRQDOO\�ZDV�DFFHSWHG�EHFDXVH�WKH�GDWD�VR�REYLRXVO\�FRQ¿UPHG�LW�IRU�����\HDUV��WXUQHG�RXW�
WR�EH�WRWDOO\�ZURQJ���6LQFH������WKDW�DFFHOHUDWLQJ�FRPSRXQG�JURZWK�KDV�VWRSSHG�DQG�KDV�VR�VKDUSO\�GHFHOHUDWHG�
WKDW�LW�DSSHDUV�QHDUO\�FHUWDLQ�WR�JR�QHJDWLYH�ZLWKLQ�WKH�QH[W�VHYHUDO�GHFDGHV��WKH�QXPEHU�RI�QHZ�EDELHV�JOREDOO\�
KDV�LQ�IDFW�DOUHDG\�VWDUWHG�WR�GHFOLQH�����3HDN�%DELHV�����7KLV�GUDPDWLF�VKLIW�LQ�SRSXODWLRQ�SURVSHFWV��GLVFXVVHG�
in several previous quarterlies, which will dramatically shift the distribution of age-related consumption, was 

QHYHU�LPDJLQHG�IRU�D�VHFRQG�E\�0DOWKXV��WKH�GLJQL¿HG�FOHUJ\PDQ��ZKRVH�EHOLHI�LQ�RXU�VSHFLHV
�FDUQDO�GULYH�ZDV�
SURIRXQG���6R��0DOWKXV�ZDV�ZURQJ�DIWHU�DOO��EXW�IRU�D�UHDVRQ�FRPSOHWHO\�XQDQWLFLSDWHG�E\�KLV�IDQV�DQG�FULWLFV�
alike, and whether we entirely escape his gloomy end game of periodic starvation is still not certain for we have 

other problems, separate from population, that we have to overcome, with which readers of my letters will, I 

KRSH��EH�IDPLOLDU���

3 Two Afterthoughts on the Risks and Return of the Keystone Pipeline
7KH�;/�3LSHOLQH�KDV�EHFRPH�DQ� LQWHQVH� LVVXH� LQ�ZKLFK� IDFWV� WHQG� WR�EH�VZDPSHG�E\�SROLWLFDO� OHDQLQJV�DQG�
¿QDQFLDO�LQWHUHVWV���(YHU\RQH�FDQ�UHFRJQL]H�WKDW�LQ�D�SHUIHFW�HQYLURQPHQWDO�ZRUOG�WKHUH�ZRXOG�EH�QR�SLSHOLQHV��
LW�LV�KDUG�WR�DUJXH�WKDW�WKH\�LPSURYH�QDWXUH���%XW�WKH\�DUH�D�QHFHVVDU\�HQYLURQPHQWDO�HYLO�WR�IDFLOLWDWH�D�PRGHUQ�
HFRQRP\�� �$V� DOZD\V�� LW� LV� D� TXHVWLRQ� RI� GHJUHH�� KRZ� EDG� LV� WKLV� SDUWLFXODU� SLSHOLQH� DQG� KRZ� XVHIXO� LV� LWV�
FRQVWUXFWLRQ�WR�WKH�KHDOWK�RI�WKH�8�6��HFRQRP\"�

1 3��*UDVVLQL��.�0��(VNULGJH��DQG�.�*��&DVVPDQ���'LVWLQJXLVKLQJ�%HWZHHQ�<LHOG�$GYDQFHV�DQG�<LHOG�3ODWHDXV�LQ�+LVWRULFDO�&URS�3URGXFWLRQ�7UHQGV���Nature Com-
munications����$UWLFOH��������'HFHPEHU�����������KWWS���ZZZ�QDWXUH�FRP�QFRPPV�������������QFRPPV�����IXOO�QFRPPV�����KWPO�
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7KH�EDG�QHZV�DERXW�WKH�GLOXWHG�ELWXPHQ��RU�GLOELW��WKDW�ZRXOG�FRPH�IURP�WKH�&DQDGLDQ�7DU�6DQGV�WR�¿OO�WKH�
SLSHOLQH�LV�WKDW�LW�LV�QRW�FUXGH�RLO���,W�LV�PRUH�WR[LF�WKDQ�FUXGH�RLO��IDU�KHDYLHU��DQG�PRUH�H[SHQVLYH�WR�FOHDQ�XS���
:H�KDYH�JRRG�GDWD�RQ�WKLV�EHFDXVH�RI�D�PDMRU�OHDN�LQ������LQWR�WKH�.DODPD]RR�5LYHU�IURP�D�SLSHOLQH�FDUU\LQJ�
GLOELW���7KH�¿UVW�SUREOHP�FDPH�IURP�WKH�EHQ]HQH��D�OLJKW�SHWURFKHPLFDO�WKDW�LV�DGGHG�WR�WKH�GLOELW��ZLWKRXW�ZKLFK�
WKH�GLOELW�LV�WRR�WKLFN�WR�DFWXDOO\�PRYH�DORQJ�D�SLSHOLQH���$IWHU�WKH�OHDN�RI�RYHU�D�PLOOLRQ�JDOORQV��ZKLFK�UDQ�IRU�
���KRXUV�EHIRUH�SXPSLQJ�¿QDOO\�VWRSSHG��WKH�EHQ]HQH�HYDSRUDWHG�LQWR�D�EURZQ�SRLVRQRXV�JDV��QHFHVVLWDWLQJ�WKH�
LPPHGLDWH�HYDFXDWLRQ�RI�DOO�QHLJKERULQJ�KRXVHV���7KH�VHFRQG�SUREOHP�ZDV�WKDW�DIWHU�WKH�ORVV�RI�LWV�EHQ]HQH�WKH�
GLOXWHG�ELWXPHQ�EHFDPH�MXVW�SODLQ�ELWXPHQ�±�FORVH�WR�WKH�WDUU\�VWXII�WKDW�JRHV�RQ�URDGV�±�DQG�VDQN�WR�WKH�ULYHU�
ERWWRP��ZKHUH�LW�ERXQFHG�VORZO\�DORQJ��FUHDWLQJ�ODVWLQJ�GDPDJH�IRU�VFRUHV�RI�PLOHV���7KH�FRVW�VR�IDU��IRU�ZRUN�
that still continues two and a half years later, has reached an estimated $1,000 a gallon, over 20 times the already 

KHDY\�FRVW�RI�GHDOLQJ�ZLWK�UHJXODU�RLO�LQ�D�ULYHU�OHDN���7KHVH�GHWDLOV�FDQ�EH�FKHFNHG�LQ�D�GHWDLOHG�UHSRUW�WKDW�ZRQ�
ODVW�\HDU¶V�3XOLW]HU�3UL]H�IRU�$PHULFDQ�-RXUQDOLVP�IURP�,QVLGH&OLPDWH�1HZV�2  

6R�PXFK�IRU�WKH�ULVNV���1RZ�ZKDW�DERXW�WKH�UHZDUGV"��7KH�PDLQ�SRWHQWLDO�UHZDUG��HVSHFLDOO\�LQ�DQ�HFRQRP\�
WKDW�LV�KDYLQJ�WKH�VORZHVW�UHFRYHU\�HYHU�UHFRUGHG��LV�LQ�MRE�FUHDWLRQ���-RE�FUHDWLRQ�WXUQV�RXW�WR�EH�DQ�LQFUHGLEO\�
FRPSOLFDWHG�HFRQRPLF�LVVXH��GHSHQGLQJ�RQ�WKH�XQLTXH�FLUFXPVWDQFHV�RI�HDFK�SURMHFW�DQG�KRZ�LW�LQWHUDFWV�ZLWK�
FRPSHWLQJ�SURMHFWV���,I�WKHUH�ZHUH�DUPLHV�RI�XQHPSOR\HG�ZHOGHUV�DQG�RWKHU�FRQVWUXFWLRQ�ZRUNHUV�VLWWLQJ�DURXQG��
RQH�FRXOG�HDVLO\�LPDJLQH�WKDW�DOPRVW�HYHU\�MRE�QHHGHG�ZRXOG�GUDZ�IURP�WKH�XQHPSOR\PHQW�SRRO�DQG�ZRXOG�EH�
WUXH�MRE�FUHDWLRQ���%XW�ZKDW�LI�WKHUH�ZHUH�LQWHQVH�FRPSHWLWLRQ�IRU�HYHU\�ZHOGHU��HYHU\�RLO�ZRUNHU��DQG�PRVW�KHDY\�
FRQVWUXFWLRQ�ZRUNHUV"��7KHQ�ZH�ZRXOG�QRW�EH�LQ�WKH�MRE�FUHDWLRQ�EXVLQHVV�EXW�LQ�WKH�MRE�FRPSHWLWLRQ�EXVLQHVV��
GHFLGLQJ�ZKLFK�SRWHQWLDO�HPSOR\HU�ZLOO�ELG�XS�ZDJHV�DQG�ZKLFK�ZLOO�JR�ZLWKRXW�ZRUNHUV���$�UHFHQW�%ORRPEHUJ�
DUWLFOH�RSHQHG�ZLWK�WKH�TXHVWLRQ���+RZ�KLJK�LV�WKH�GHPDQG�IRU�ZHOGHUV�WR�ZRUN�LQ�WKH�VKDOH�ERRP�RQ�WKH�8�6��
*XOI�&RDVW"���,W�WKHQ�DQVZHUHG���6R�KLJK�WKDW�\RX�FDQ�WDNH�HYHU\�FLWL]HQ�LQ�WKH�UHJLRQ�RI�/DNH�&KDUOHV�EHWZHHQ�
the ages of 5 and 85 and teach them all how to weld and you’re not going to have enough welders," citing a 

VRXUFH�IURP�+XQWVPDQ�&RUS����6R�KLJK�WKDW�6DQ�-DFLQWR�&ROOHJH�LQ�3DVDGHQD��7H[DV��RIIHUV�D�IRXU�KRXU�ZHOGLQJ�
FODVV�LQ�WKH�PLGGOH�RI�WKH�QLJKW��EHFDXVH�WKH�HTXLSPHQW�LV�¿QDOO\�DYDLODEOH�WKHQ��

7KH�DUWLFOH�SRLQWV�RXW�WKDW�LQ�WKH�*XOI�DUHD�VKRUWDJHV�RI�ZHOGHUV��IDEULFDWRUV���SLSH�¿WWHUV��DQG�RLO�DQG�JDV�ZRUNHUV�
DUH�SXVKLQJ�XS�ZDJHV�VR�IDVW�WKDW�H[SDQVLRQ�SURMHFWV�DUH�UXQQLQJ�ZHOO�RYHU�EXGJHW�DOUHDG\�DQG�VRPH��OLNH�D�����
ELOOLRQ�JDV�WR�OLTXLGV�SODQW�VODWHG�E\�5R\DO�'XWFK�6KHOO�3OF�IRU�/RXLVLDQD��KDYH�DOUHDG\�EHHQ�FDQFHOHG���/DERU�
FRQGLWLRQV�LQ�WKH�*XOI�&RDVW�ZLOO�EH�HVSHFLDOO\�WLJKW�LQ������DQG������DQG�SURMHFWV�DORQJ�WKH�+RXVWRQ�6KLS�
&KDQQHO�DORQH�DUH�H[SHFWHG�WR�HPSOR\�PRUH�WKDQ���������ZRUNHUV��DFFRUGLQJ�WR�WKH�3RUW�RI�+RXVWRQ�$XWKRULW\���

Attempts to calculate investment opportunities opened up by cheap local supplies of natural gas or to estimate 

the time it will take to absorb the current surplus will have to take into account this chronic shortage of workers 

ZLWK�WKH�UHTXLUHG�VNLOOV���,Q�WKLV�DUHD�±�RLO�DQG�FKHPLFDOV�LQ�WKH�*XOI�±�DV�LQ�PDQ\�RWKHUV��WKH�VKRUWIDOOV�LQ�WKH�
TXDQWLW\�DQG�TXDOLW\�RI�8�6��WUDLQLQJ�SURJUDPV�DUH�SOD\LQJ�D�SDLQIXO�UROH��

&RQVLGHULQJ�WKH�DERYH��LW�LV�FOHDU�WKDW�WKH�;/�3LSHOLQH�ZLOO�QRW��FUHDWH��MREV���(YHU\�RQH�RI�LWV�SRWHQWLDO�ZRUNHUV��
DOPRVW�DOO�RI�ZKRP�DOUHDG\�WUDYHO�ZLGHO\�IRU�MREV��FRXOG�JHW�D�MRE�VHYHUDO�WLPHV�RYHU�LI�JLYHQ�DQ�KRXU�RQ�WKH�
WHOHSKRQH���:KDW�LV�KDSSHQLQJ�KHUH�LV�DQ�DOORFDWLRQ�RI�OLPLWHG�PDQSRZHU�UHVRXUFHV��ZLOO�ZH�XVH�WKHP�WR�H[WHQG�
FKHPLFDO�SODQWV�WR�FDSLWDOL]H�RQ�WKH�LQFUHGLEOH�8�6��DGYDQWDJH�LQ�FKHDS�QDWXUDO�JDV��ZLOO�ZH�H[WHQG�RXU�IUDFNLQJ�
RI�8�6��VZHHW�FUXGH��RU�ZLOO�ZH�WUDQVSRUW�&DQDGLDQ�GLOXWHG�ELWXPHQ��WKH�PRVW�GDQJHURXV�DQG�WR[LF�RI�DOO�IXHOV��LQ�
RUGHU�WR�LQFUHDVH�WKH�SULFH�IRU�D�KDQGIXO�RI�&DQDGLDQ�7DU�6DQG�SURGXFHUV�ZKR�FXUUHQWO\�VXIIHU�IURP�FRQVWUDLQHG�
delivery capabilities and hence lower local prices?  Even ignoring the severe environmental risks, it should be 

DQ�HDV\�GHFLVLRQ�RQ�HFRQRPLF�JURXQGV�DORQH�

2�(OL]DEHWK�0F*RZDQ��/LVD�6RQJ��DQG�'DYLG�+DVHP\HU���7KH�'LOELW�'LVDVWHU��,QVLGH�WKH�%LJJHVW�2LO�6SLOO�<RX¶YH�1HYHU�+HDUG�2I���,QVLGH&OLPDWH�1HZV��-XQH�
����������
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4 Investment Lessons Learned: Mistakes Made Over 47 Years 

Chapter 2

,Q�EXVLQHVV�VFKRRO�,�ZDV�OXFN\�HQRXJK�WR�JHW�D�JUHDW�VXPPHU�MRE�LQ�WKH�RLO�GHSDUWPHQW�RI�$UWKXU�'��/LWWOH��ZKLFK��
LQ�P\�RSLQLRQ��ZDV�WKH�SODFH�ZKHUH�\RX�ZHUH�OLNHO\�LQ�WKRVH�GD\V�WR�JHW�WKH�EHVW�WHFKQLFDO�FRQVXOWLQJ�DGYLFH���,W�
ZDV�VWDFNHG�ZLWK�ZLVH�DQG�YHU\�H[SHULHQFHG�RLO�PHQ���,��DQG�DQRWKHU�(QJOLVKPDQ�IURP�EXVLQHVV�VFKRRO�ZKR�KDG�
as sketchy an oil background as I, had the summer to make a forecast for European oil demand (me) and supply 

�3KLOOLS«+RZ�DUH�\RX��3KLOOLS"����$�real�MRE�IRU�D�VXPPHU�MRE�LV�PRUH�WKDQ�RQH�FRXOG�DVN�DQG�WKLV�RQH�SDLG�XV�
DW�DQ��������DQQXDO�UDWH��IRXU�WLPHV�ZKDW�ZH�KDG�EHHQ�HDUQLQJ�LQ�(QJODQG����1RZ��E\�WKH�ZD\��VDODULHV�DUH�YHU\�
VLPLODU���:H�ZHUH�ERWK�OLYLQJ�YHU\�FKHDSO\��VR�ZKDW�ZHUH�ZH�JRLQJ�WR�GR�ZLWK�WKLV�VXGGHQ�H[FHVV"��<HV���,QYHVW�
LW�DQG�WXUQ�LW�LQWR�WKH�EHJLQQLQJV�RI�D�IRUWXQH���3KLOOLS�LQWURGXFHG�PH�WR�WKH�Wall Street Digest, which, amazingly 

WR�PH��KDG�DOO�RI� WKLV�VHHPLQJO\�SULFHOHVV�LQIRUPDWLRQ�±�WKH�EHVW�UHVHDUFK��SUHVXPDEO\��WKDW�:DOO�6WUHHW�KDG�
WR�RIIHU���$QG�LW�ZDV�DOO�IUHH�LQ�RXU�EXVLQHVV�VFKRRO�OLEUDU\��DORQJ�ZLWK�D�IDLU�IUDFWLRQ�RI�DOO�RI�WKH�UHVHDUFK�RXW�
WKHUH���6R�ZH�UHVHDUFKHG�DZD\��FRPSDUHG�WKH�PRVW�PRXWKZDWHULQJ�WLSV��VKDUHG�D�VWRFN�EURNHU��DQG�LQYHVWHG���
$QG�PRVW�RI�RXU�VWRFNV�ZHQW�XS���6HGXFHG�E\�D�EXOO�PDUNHW��ZH�WKRXJKW�WKDW�HLWKHU�RXU�DGYLFH�IURP�:DOO�6WUHHW�
ZDV�VXSHULRU�RU�ZH�ZHUH��RU��PRUH�OLNHO\��ERWK���6R�WLPH�SDVVHG�WR�WKH�VXPPHU�RI�JUDGXDWLRQ��ZKLFK�IRXQG�WKUHH�
RI�XV�ZLWK�DQ�HYHQ�PRUH�ULGLFXORXVO\�KLJK�SD\LQJ�VXPPHU�MRE��LQ�WKLV�FDVH�ZRUNLQJ�GLUHFWO\�IRU�WKH�&(2�RI�D�
ODUJH�IHUWLOL]HU�FRPSDQ\�H[WHQGLQJ�D�EXVLQHVV�VFKRRO�FRXUVH���7KH�QHW�HIIHFW�ZDV�WKDW�DW�WKH�HQG�RI�VXPPHU��DV�
,�VWDUWHG�P\�QHZ�MRE�DW�D�GLJQL¿HG�FRQVXOWLQJ�¿UP�LQ�0DQKDWWDQ��D�FKHFN�IRU��������DUULYHG��ZKLFK��SXW�LQWR�
perspective, was enough then to pay for a full year at business school and, interestingly, exactly what I owed on 

P\�SDUHQWV
�PRUWJDJH���3D\LQJ�RII�WKH�PRUWJDJH�VHHPHG�RXW�RI�WKH�TXHVWLRQ�EHFDXVH�LW�ZDV�E\�WKHQ�FOHDU�WR�PH�
WKDW�,�PXVW�KDYH�WKH�WRXFK�IRU�VKRUW�WHUP�LQYHVWLQJ���/LYLQJ�LQ�DQ�/�VKDSHG��RQH�URRP�DSDUWPHQW�ORFDWHG�DOPRVW�
LQ�WKH�0LGWRZQ�7XQQHO�LQ�0DQKDWWDQ�ZLWK�D�UHFHQWO\�DFTXLUHG�ZRUNLQJ�*HUPDQ�ZLIH��PHW�LQ�(QJODQG�WZR�\HDUV�
earlier) and spending nothing, the plan was to suffer and save and invest brilliantly in order to be able to return 

WR�(XURSH�ULFK��RU�QHDUO\�VR��DQG�LQ�D�KXUU\���$QG�EHFDXVH�WKLV�FRXOG�QRW�EH�GRQH�ZLWK���������LW�ZDV�QHFHVVDU\�
WR�ERUURZ�VRPH�PRUH���)RUWXQDWHO\��RU�XQIRUWXQDWHO\��GHSHQGLQJ�RQ�WKH�WLPH�KRUL]RQ���WKHUH�ZDV�D�ORDQ�ORRSKROH�
WKDW�DOORZHG�\RX�WR�SOHGJH�PXWXDO�IXQG�FHUWL¿FDWHV��WKH�ROG�W\SH�WKDW�\RX�FRXOG�DFWXDOO\�WRXFK�DV�RSSRVHG�WR�
HOHFWURQLF�LPSXOVHV��DQG�ERUURZ�����RI�WKHLU�IDFH�YDOXH�IRU��KRPH�LPSURYHPHQWV����:HOO��PLQH�ZHUH�IRU�KRPH�
LPSURYHPHQWV�DOULJKW��EXW�MXVW�QRW�TXLWH�WKHQ���6R��,�ERUURZHG�DQG��DIWHU�D�OLWWOH�PRUH�JRRG�IRUWXQH��EURXJKW�WKH�
QHZ�FHUWL¿FDWHV�WR�WKH�EDQN�DQG�WRRN�DQRWKHU�����DJDLQVW�WKHP�WRR�

%\�QRZ�P\�FRQVXOWLQJ�MRE�ZLWK�WKDW�GLJQL¿HG�¿UP�EHJDQ�WR�IHHO�DZIXOO\�WDPH���7KH�FODVVPDWHV�ZKR�ZHUH�KDYLQJ�
WKH�PRVW�H[FLWHPHQW�ZHUH�FOHDUO\�WKRVH�LQ�WKH�LQYHVWPHQW�EXVLQHVV���6R��,�ZDV�TXLWH�HI¿FLHQW�IRU�RQH�RI�WKH�WZR�RU�
WKUHH�WLPHV�LQ�P\�OLIH�DQG�UDQ�D�FRPSUHKHQVLYH�MRE�VHHNLQJ�SURJUDP�DLPHG�DW�/RQGRQ��1HZ�<RUN��DQG�%RVWRQ���
$IWHU�VHYHUDO�LQWHUHVWLQJ�QHDU�PLVVHV�LQ�/RQGRQ�DQG�1HZ�<RUN��DQG�DIWHU�D�UHIXVDO�E\�)LGHOLW\��VDLG�WR�UXQ�WKHQ�
DQ�LPSUHVVLYH������ELOOLRQ�� LQ�DQ�LQWHUYLHZ�LQ�ZKLFK�D� WKHQ�IDPRXV�IXQG�PDQDJHU�FRXOG�QRW�VWRS�ORRNLQJ�DW�
VWRFN�SULFHV�RQ�KLV�QHZ�%XQNR�5DPR�GHVNWRS�GHYLFH��,�ZDV�RIIHUHG�D�MRE�DW�.H\VWRQH�)XQGV��UXQQLQJ�DQ�DOPRVW�
LGHQWLFDO������ELOOLRQ�±�EXW�ZKDW�D�GLIIHUHQFH�LQ�ORQJ�WHUP�RXWFRPHV��FOHDUO\�D�FDVH�RI�sic transit gloria����,�MRLQHG�
the loose association of classmates scattered around the industry who had been sharing ideas for the critical 18 

PRQWKV�,�KDG�ZDVWHG�LQ�FRQVXOWLQJ���/DWH�������������DQG������IHDWXUHG�D�QRUPDO�EXOO�PDUNHW�LQ�ODUJH�VWRFNV��
a real bull market in smaller stocks, and an epic silly-season bull market in tiny, under-the-counter pink sheets 

VWRFNV���0RVW�ZHUH�QHZO\�PLQWHG�DQG�DOPRVW�DOO�FHDVHG�WR�H[LVW�LQ�D�IHZ�\HDUV���0DQ\�YHQWXUHV�KDG�JUHDW�QDPHV�
OLNH��3DOPV�RI�3DVDGHQD����:LWK�RXU�EX\LQJ�DQG�WRXWLQJ�WR�DOO�ZKR�ZRXOG�OLVWHQ��RXU�IDYRULWHV�WHQGHG�WR�ULVH�
UDSLGO\�DW�¿UVW��URFNHW�VWRFNV�WKDW��OLNH�RWKHU�URFNHWV��ZRXOG�HQG�XS�FUDVKLQJ�EDFN�WR�HDUWK�TXLFNO\�HQRXJK���

7KH�GH¿QLQJ�HYHQW�IRU�PH�ZDV�LQ�WKH�VXPPHU�RI�������ZKHQ�P\�ZLIH�DQG�,�WRRN�D�WKUHH�ZHHN�KROLGD\�EDFN�LQ�
(QJODQG�DQG�*HUPDQ\��VKRUWO\�DIWHU�MRLQLQJ�.H\VWRQH���/XQFKLQJ�ZLWK�VRPH�RI�WKH�KRW�VKRWV�±�EHLQJ�D�QHZELH�
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,�ZDV�E\�QR�PHDQV�D�IXOO\�ÀHGJHG�PHPEHU�±�,�ZDV�IDVFLQDWHG��LQGHHG��DOPRVW�RYHUZKHOPHG��E\�WKH�VWRU\�GX�
MRXU��$PHULFDQ�5DFHZD\V���7KH�FRPSDQ\�ZDV�JRLQJ�WR�LQWURGXFH�)RUPXOD���*UDQG�3UL[�UDFLQJ�WR�WKH�8�6���,W�
KDG�DFTXLUHG�RQH�H[LVWLQJ�WUDFN�DQG�KDG�RQH�UDFH��KXJHO\�DWWHQGHG�RXW�RI�QRYHOW\�DV�ZHOO�DV�JHQXLQH�LQWHUHVW���
:LWK�D�IHZ�PRUH�WUDFNV�ZH�FRXOG�FDOFXODWH�KRZ�PXFK�PRQH\�±�D�ORW�±�WKH�FRPSDQ\�FRXOG�PDNH���,W�VHHPHG�
WR�PH�DV�D�IRUHLJQHU�WR�KDYH�OLWWOH�FKDQFH�RI�IDLOXUH���:LWK�QRLVH��VSHHG��GDQJHU��DQG�HYHQ�WKH�XOWLPDWH�ULVN�RI�
GHDWK��LW�VHHPHG��ZHOO��MXVW�VR�$PHULFDQ���$QG�HYHU\�%ULW¶V�KHUR��WKH�WKHQ�FXUUHQW�FKDPSLRQ�6WLUOLQJ�0RVV��ZDV�
RQ�WKH�%RDUG���6R�,�ERXJKW�����VKDUHV�DW�������)RU�GH¿QLQJ�HYHQWV�LQ�\RXU�OLIH�\RX�GR�UHPHPEHU�WKH�GHWDLOV���
6RPHWLPHV�HYHQ�DFFXUDWHO\����%\�WKH�WLPH�ZH�UHWXUQHG�IURP�RXU�YDFDWLRQ�±�LQ�WKRVH�GD\V�ZH�ZHUH�QHYHU�LQ�WRXFK�
ZLWK�EXVLQHVV��LW�ZDV�MXVW�WRR�GLI¿FXOW�±�WKH�VWRFN�ZDV�DW�������+HUH�ZDV�P\�RSSRUWXQLW\�WR�VKRZ�WKDW�,�KDG�
LQWHUQDOL]HG�HDUO\�OHVVRQV��WR�GHPRQVWUDWH�P\�UHVROYH���6R�,�GLG�ZKDW�DQ\�DVSLULQJ�YDOXH�RULHQWHG�VWRFN�DQDO\VW�
ZRXOG�GR��,�VROG�HYHU\WKLQJ�HOVH�,�RZQHG�DQG�WULSOHG�XS�� �1LQH�KXQGUHG�VKDUHV�DW������PRVWO\�RQ�ERUURZHG�
PRQH\���,Q�D�9LFWRULDQ�QRYHO�DLPHG�DW�LPSURYLQJ�PRUDOV��HWKLFV��DQG�JHQHUDO�EHKDYLRU��WKLV�LV�ZKHUH�WUDJHG\�
IROORZV�KXEULV���%XW�UHDO�OLIH�LV�PRUH�FRQIXVLQJ�DV�WR�KRZ�LW�GHOLYHUV�OHVVRQV�DQG�LW�OLNHV�WR�WHDVH��DSSDUHQWO\���
%\�&KULVWPDV��$PHULFDQ�5DFHZD\V�KLW������DQG�ZH�ZHUH�ULFK�E\�WKH�VWDQGDUGV�RI�WKRVH�GD\V��DQG�FHUWDLQO\�
FRPSDUHG�WR�P\�H[SHFWDWLRQV�� �<RX�FRXOG�VWLOO�EX\�D�UHDVRQDEOH�IRXU�EHGURRP�KRXVH�LQ�WKH�/RQGRQ�VXEXUEV�
IRU���������DQG�LQ�%RVWRQ�IRU����������DQG�ZH�KDG�DERXW���������DIWHU�PDUJLQ�ERUURZLQJV�DQG�EHIRUH�WD[HV�
GXH���%XW��WKH�SRVVLELOLW\�RI�FRQWLQXLQJ�WKH�VWRU\OLQH�E\�FDVKLQJ�LQ�RXU�FKLSV�DQG�JRLQJ�KRPH�WR�(QJODQG�TXLFNO\�
EHFDPH�PRUH�FRPSOLFDWHG��D�\HDU�DIWHU�MRLQLQJ�.H\VWRQH�LQ�$SULO�������,�OHIW�ZLWK�RQH�RI�WKH�IXQG�PDQDJHUV��
'HDQ�/H%DURQ��WR�VWDUW�D�QHZ�LQYHVWPHQW�PDQDJHPHQW�FRPSDQ\���:H�VWDUWHG�D�UHFRQQDLVVDQFH�SDWURO�LQ�PLG�
����� DQG� E\� -DQXDU\�ZH� KDG� DQ� RI¿FH� LQ� WKH�%DWWHU\PDUFK� EXLOGLQJ� RQ�%DWWHU\PDUFK� 6WUHHW� LQ� GRZQWRZQ�
%RVWRQ��EHDULQJ�WKH�XQVXUSULVLQJ�QDPH�RI�%DWWHU\PDUFK�)LQDQFLDO�0DQDJHPHQW���,Q�GHFLGLQJ�WR�OHDYH�.H\VWRQH��
P\�QHZ�QHVW�HJJ�RI�ODWH������SOD\HG�D�NH\�UROH�HYHQ�WKRXJK�LW�KDG�EHJXQ�WR�GHFOLQH�VRPH�LQ�HDUO\������

,Q�IDFW��LQ�$SULO������FDPH�DQRWKHU�QHDUO\�GH¿QLQJ�HYHQW��P\�ZLIH�DQG�,�IHOO�LQ�ORYH�ZLWK�D�FKDUPLQJ�WKUHH�
ÀRRU�9LFWRULDQ�KRXVH�LQ�1HZWRQ��0DVV�RQ�D�YHU\�TXLHW�VWUHHW�QH[W�WR�DQ�DSSOH�RUFKDUG�DQG�EDFNLQJ�RQ�WR�VRPH�
XQGHYHORSHG�KLOOVLGH���$VNLQJ�SULFH�����������WRGD\¶V�JXHVV��SHUKDSV����PLOOLRQ�RU�PRUH����2XU�IDPLO\�FDSLWDO�
DFFRXQW�DIWHU�LWV�WKHQ�UHFHQW�GHFOLQH�ZRXOG�VWLOO�KDYH�DOORZHG�XV�WR��D��EX\�WKH�KRXVH�ZLWKRXW�D�PRUWJDJH��E��EX\�
D�QHZ�%0:�������VPDOO��IDVW��QRW�WRR�VKRZ\��DQG�UHPDUNDEO\�FKHDS���DQG�F��KDYH�D�IHZ�WKRXVDQG�OHIW�RYHU���
%XW�RXU���������RIIHU�ZDV�WXUQHG�GRZQ�DQG�ZH�EDFNHG�RII���$QG��HYHQ�DV�ZH�UHFRQVLGHUHG��RXU�VWRFN�EHJDQ�WR�
crumble and I was lucky, with hindsight, to be able to say goodbye to all might-have-beens and to scramble out 

LQ�WKH�ORZ����V�D�VKDUH���,W�WXUQHG�RXW�WKDW�$PHULFDQ�5DFHZD\¶V�RULJLQDO�FURZG�ZDV�EDVHG�DOPRVW�FRPSOHWHO\�
RQ�QRYHOW\�DQG�FXULRVLW\�DQG�KDG�QHDUO\�QR�KDUG�FRUH�IROORZHUV��$PHULFDQV�OLNHG�WKHLU�EORRG�VSRUWV�WR�EH�LQ�FDUV�
WKDW�ORRNHG�QRW�OLNH�UHDO�UDFLQJ�FDUV��EXW�LQ�FDUV�WKDW�ORRNHG�MXVW�OLNH�WKHLU�RZQ���:KR�NQHZ"��:HOO��,�ZDV�QHLWKHU�
WRWDOO\�EURNH�QRU�IXOO\�FKDVWHQHG��DQG�ZDV�HDJHU�WR�PDNH�EDFN�P\�ORVVHV�� �1DWXUDOO\��,�EXPSHG�LPPHGLDWHO\�
LQWR�D�UHDO�ZLQQHU���7KH�QHZ�LGHD�ZDV�FDOOHG�0DUNHW�0RQLWRU�'DWD�6\VWHPV�DQG�WKLV�UHDOO\�ZDV�D�EUHDNWKURXJK�
WHFKQRORJ\��HYHQ�ZLWK�KLQGVLJKW���,W�ZDV�JRLQJ�WR�SXW�D��0RQLWRU���DQ�HOHFWURQLF�VFUHHQ��RQ�HYHU\�EURNHU¶V�GHVN��
VR�WKDW�WKH\�FRXOG�WUDGH�LQ�RSWLRQV��PDNLQJ�WKHLU�RZQ�PDUNHW���7KLV�EUDLQFKLOG�RI�D�PDWKHPDWLFV�SURIHVVRU�KDG�
RQO\�RQH�ÀDZ��LW�ZDV�ZD\�DKHDG�RI�LWV�WLPH���)LIWHHQ�\HDUV�ODWHU�WKH�WHFKQRORJ\�ZDV�FRPSOHWHO\�DFFHSWHG���2K��
ZHOO���$IWHU�D�JRRG�ULVH�LW�EHFDPH�FOHDU�WR�VWRFN�KROGHUV�WKDW�H[SHQVHV�URVH�UDSLGO\�ZLWK�PRQLWRUV�LQVWDOOHG�DQG�QR�
EXVLQHVV�IROORZHG���$OPRVW�QRQH�DW�DOO���$QG��IROORZLQJ�WKH�GHYHORSPHQWV�IDU�PRUH�KDZN�OLNH�WKDQ�ZDV�W\SLFDO�
for me, I managed to leap out two weeks before bankruptcy with enough to pay down margin and bank loans, 

OHDYLQJ�PH�ZLWK�DERXW����������%\�WKHQ��KRZHYHU��,�ZDV�LQ�DQ�HQWUHSUHQHXULDO�VWDUW�XS�WKDW�SDLG�QR�VDODU\�DQG�
HQGHG�LWV�¿UVW�IXOO�\HDU�QRW�ZLWK�WKH����ELOOLRQ�XQGHU�PDQDJHPHQW�WKDW�KDG�IHDWXUHG�LQ�RXU�VSUHDGVKHHWV��EXW�ZLWK�
RQH�DFFRXQW�IURP�D�IULHQG�RI�'HDQ¶V�RI������������)RUWXQDWHO\��P\�ZLIH�KDG�D�MRE�DW�0,7�3UHVV��ZKLFK�SDLG�DERXW�
ZKDW�RQH�ZRXOG�H[SHFW���6R��WKH�Boston Globe would only be bought after important Celtics games, absolutely 

no new clothes were allowed, and once a week we would stock up on an all-you-can-eat meal at the English 

7HD�5RRP�LQ�%DFN�%D\���%XW��RK�P\��GLG�,�KDYH�ORWV�RI�SDLQIXO�OHVVRQV�WR�DEVRUE�DQG�DW�OHDVW�RQH�QRW�VR�SDLQIXO���
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)LUVW��P\�ZLIH�KDG�QRW�EHHQ�DPXVHG�E\�WKH�IUXJDOLW\�WKDW�FKDUDFWHUL]HG�RXU����PRQWKV�LQ�1HZ�<RUN��D�FLW\�WKHQ�
DQG�QRZ�ZKHUH�VRPH�VSHQGLQJ�PRQH\�PDNHV�D�ELJ�GLIIHUHQFH�LQ�WKH�TXDOLW\�RI�OLIH���)RU�KHU��WR�JR�KRPH�ZLWK�
D�QHVW�HJJ�ZDV�PD\EH�ZRUWK�LW���0D\EH���+HU�ELJJHVW�JULSH�ZDV�FRRNLQJ�LQ�DOPRVW�HYHU\�GD\�DIWHU�ZRUN���1R�
ZRUNLQJ�ZLIH�WRGD\�ZRXOG�VWDQG�IRU�LW��DQG�ULJKWO\�VR���$OO�,�FDQ�VD\�LQ�P\�GHIHQVH�LV�WKDW�WKDW�ZDV�WKH�VW\OH�LQ�
WKH���V���9HU\�ZHDN��,�NQRZ���%XW��ZKHQ�FRQIURQWHG�ZLWK�WKH�WRWDO�ORVV�RI�RXU�VDYLQJV�DQG�WKHUHIRUH�RXU�PDLQ�
SODQ�±�VDYLQJ�WR�JR�KRPH�ZHOO�RII�±�P\�ZLIH�VDLG�QRWKLQJ���$QG�,�PHDQ�QRWKLQJ�DW�DOO���6KH�SXW�KHUVHOI�WR�WKH�
WDVN�RI�NHHSLQJ�RXU�¿QDQFLDOO\�OHDN\�ERDW�DÀRDW���0\�ZLIH��KRZHYHU��DFFUXHG�DQ�LQH[KDXVWLEOH�VXSSO\�RI�,28V���
:HOO��LQH[KDXVWLEOH�IRU�WKH�QH[W����\HDUV�DQ\ZD\���6R�«

Lessons Learned

��� <RX�FDQ¶W�NQRZ�KRZ�SHRSOH�ZKR�DUH�LPSRUWDQW�WR�\RX�ZLOO�EHKDYH�XQGHU�SUHVVXUH���$QG�LI�\RX�KDYH�WR�
SLFN�RQH�ZKR�ZLOO�RXWSHUIRUP��SLFN�\RXU�ZLIH�

��� /RFDO�FXOWXUDO�GLIIHUHQFHV�FDQ�EH�YHU\�HQGXULQJ�HYHQ�EHWZHHQ�%ULWDLQ�DQG�WKH�8�6��)RUPXOD���LV�WU\LQJ�
DJDLQ�LQ�WKH�8�6��DV�,�ZULWH�����\HDUV�ODWHU���6RFFHU�KHUH�KDV�DOVR�EHHQ�MXVW�DURXQG�WKH�FRUQHU�IRU����\HDUV����

��� 6RPHWLPHV�HYHQ�D�JUHDW�LGHD�ZLOO�IDLO��OLNH�0DUNHW�0RQLWRU��EHFDXVH�WKH�WHFKQRORJ\�LQIUDVWUXFWXUH�LV�MXVW�
QRW�WKHUH��WKDW�LW�LV�VLPSO\�DKHDG�RI�LWV�WLPH���

��� 0XFK�PRUH�LPSRUWDQWO\��LQYHVWLQJ�LV�VHULRXV���,W�FDQ�DQG�RIWHQ�LV�LQWHOOHFWXDOO\�FRPSHOOLQJ���%XW�LW�VKRXOG�
not be driven by excitement, as it is for many individuals, and when treated that way will almost always 

HQG�EDGO\�� �0\�H[SHULHQFH�ZLWK�$PHULFDQ�5DFHZD\V�DQG�0DUNHW�0RQLWRU�DQG��PRUH� LPSRUWDQWO\��P\�
H[SHULHQFH�DW�SDLQIXOO\�ZLSLQJ�RXW�P\VHOI�DQG�P\�ZLIH�¿QDQFLDOO\�GLG�IDU�PRUH� WKDQ� WHDFK�RU� UHWHDFK�
VRPH�RI�WKH�EDVLF�UXOHV�RI�LQYHVWLQJ���,W�WXUQHG�PH�SURIRXQGO\�DZD\�IURP�WKH�VSHFXODWLYH�DQG�JDPEOLQJ�
possibilities of investing and turned me permanently, and pretty much overnight, into a patient, long-term 

YDOXH�LQYHVWRU���/XFNLO\��WKH�QHZ�VW\OH�¿WWHG�QLFHO\�ZLWK�P\�QDWXUDO�FRQVHUYDWLYH�DQG�IUXJDO�XSEULQJLQJ���
7KH�YDOXH�SHUVSHFWLYH�LV�SUHWW\�PXFK�EDNHG�LQWR�WKH�<RUNVKLUH�FXOWXUH���+DSSLO\��LW�DOVR�VHHPV�WR�ZRUN�
PRVW�RI� WKH�WLPH�� �5ROOLQJ�WKH�GLFH��KRZHYHU��ZDV�DSSURSULDWH�� LW�VHHPV��ZKHQ�DSSOLHG�WR� WKH�TXHVWLRQ�
RI�ZKHWKHU�RU�QRW� WR� VWDUW� D�QHZ� LQYHVWPHQW�¿UP�� IRU� WKH�SHULRG������ WR�DERXW������ZDV�SDUWLFXODUO\�
IDYRUDEOH�WR�WKH�VWDUW�XS�RI�QHZ��VPDOO�¿UPV���)RU�D�ZKLOH�WKHQ��LQVWLWXWLRQDO�LQYHVWRUV�DFWXDOO\�VHHPHG�WR�
SUHIHU�VWDUW�XSV�WR�WKH�JLDQW�EDQNV��ZKLFK�GRPLQDWHG�WKH�EXVLQHVV�EXW�WKDW�KDG�GRQH�VR�EDGO\�LQ�WKH������
GHFOLQH��$QG�P\�ZLOOLQJQHVV�WR�WDNH�WKH�ULVN�RI�D�VWDUW�XS�KDG�EHHQ�VWURQJO\�LQÀXHQFHG�E\�WKH�YHU\�EULHI�
H[LVWHQFH�RI�P\�VXEVWDQWLDO�QHVW�HJJ���6R��RQFH�DJDLQ�«�

��� ,W�LV�EHWWHU�WR�EH�OXFN\�WKDQ�JRRG��EXW�RI�FRXUVH�DSSURSULDWH�WR�DVSLUH�WR�ERWK�

&RS\ULJKW��������E\�*02�//&��$OO�ULJKWV�UHVHUYHG�

'LVFODLPHU���7KH�YLHZV�H[SUHVVHG�DUH�WKH�YLHZV�RI�-HUHP\�*UDQWKDP�WKURXJK�WKH�SHULRG�HQGLQJ�-XO\�������DQG�DUH�VXEMHFW�WR�FKDQJH�DW�DQ\�WLPH�EDVHG�RQ�PDUNHW�DQG�RWKHU�
FRQGLWLRQV���7KLV�LV�QRW�DQ�RIIHU�RU�VROLFLWDWLRQ�IRU�WKH�SXUFKDVH�RU�VDOH�RI�DQ\�VHFXULW\�DQG�VKRXOG�QRW�EH�FRQVWUXHG�DV�VXFK���5HIHUHQFHV�WR�VSHFLILF�VHFXULWLHV�DQG�LVVXHUV�DUH�IRU�
LOOXVWUDWLYH�SXUSRVHV�RQO\�DQG�DUH�QRW�LQWHQGHG�WR�EH��DQG�VKRXOG�QRW�EH�LQWHUSUHWHG�DV��UHFRPPHQGDWLRQV�WR�SXUFKDVH�RU�VHOO�VXFK�VHFXULWLHV�


