
In Mad We Trust 
If you are old enough to remember Sergio 

Aragones’ book, don’t let anyone know. What, 
me worry? If only we had Alfred E. Newman 
running corporate America…. 

Trust is important to every business, but it is 
a necessity for the financial industry. When we 
buy securities we must have confidence that 
the companies are reporting accurately. We 
must have confidence that the executives are 
running the company for the benefit of their 
shareholders. We must believe that the govern-
ment agencies assigned the task of overseeing 
the financial markets are doing so. We must 
believe that our brokers  and investment advi-
sors are acting in our best  interest.  

There is a reason why the state securities 
laws are referred to as Blue Sky Laws. Justice 
McKenna wrote in the opinion for Hall v. Gei-
ger-Jones Co., 242 U.S. 539 (1917) regarding the 
constitutionality of state securities regulations: 

‘The name that is given to the law indicates 
the evil at which it is aimed, that is, to use the 
language of a cited case, ”speculative schemes 
which have no more basis than so many feet of 
‘blue sky’”; or, as stated counsel in another 
case, “to stop the sale of stock in fly-by-night 
concerns, visionary oil wells, distant gold 
mines and other like fraudulent exploitations.”  

Even if the descriptions be regarded as rhe-

torical, the existence of evil is indicated, and a 
belief of its detriment; and we shall not pause 
to do more than state that the prevention of de-
ception is within the competency of govern-
ment and that the appreciation of the conse-
quences of it is not open for our review.’ 

Well said. Of course, it was not until 1933 
that we got the Federal Securities Act, then the 
Securities Exchange Act in 1934, and, finally, 
the Investment Advisers Act of 1940.  

This is nothing new, folks. Markets are cycli-
cal and it is easy to fleece people in good and 
bad times.  

How could Bernie Madoff run a Ponzi 
scheme as long as he did? Easy. He was a well-
respected member of his community. He was 
wealthy. He was smart. He was charitable. He 
was easy to trust. He did not offer spectacular 
returns. But the returns were strangely consis-
tent.   

We all want to think that there is someone 
who is so smart that he can beat the market 
year-in and year-out. How many people be-
lieve that Warren Buffett can do no wrong? 
Sure, he has done spectacularly well for him-
self. But he makes mistakes like everyone else. 
He has succeeded because he has been able to 
throw lots of money at ailing businesses and is 
ruthless enough to get a deal that will lessen 
the impact if he is wrong.  

Someone like Madoff does not have the abil-
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ity to absorb huge losses and 
justify his actions to his inves-
tors. He set up his operations 
in a way that there were no 
checks and balances. Where 
Buffett’s actions are relatively 
transparent through the re-
porting requirements for 
Berkshire Hathaway, Mad-
off’s were not.  

Should the SEC have fig-
ured it out? Without question. 
Had the SEC gone through 
Madoff’s operations the same 
way they went through ours 
in a routine exam, they would 
have found the scheme. But, 
like his investors, the SEC 
auditors trusted Madoff. He 
had friends in high places. He 
was respected in the invest-
ment community. 

Then you have a situation 
like John Thain’s at Merrill 
Lynch. His firm is on the 
verge of collapse. He has seen 
the government come in and 
force his firm on Bank of 
America. Merrill Lynch had 
$15,000,000,000 (a lot of zeros) 
in losses for the quarter. Yet, 
he has the audacity to ap-
prove $4,000,000,000 (a lot of 
zeros) in bonuses.  

I am not going to get into 
the justification Thain gave for 
his actions. Even if he could 
justify what he did, it does not 
look right. How does a com-
pany hand out bonuses while 

it is seeking taxpayer money to 
keep it afloat? That is incredi-
bly tone-deaf. He is leaving the 
firm. He is also leaving the 
honest Merrill brokers in the 
position of having to scramble 
to justify to their clients that 
they and the firm should be 
trusted!  

The actions of Madoff, 
Thain, and all the others have 
created an environment of 
mistrust. It is bad enough that 
your portfolio has been bat-
tered. Then to hear the court 
say that Bernie Madoff does 
not need to be in jail just 
makes you angry. It is better to 
steal billions than to rob your 
neighborhood Handy Pantry 
of $50 worth of beer. 

This is a great time to bash 
brokers, advisors and the in-
dustry in general. Much of it is 
deserved. The banks have let 
us down. Corporate America 
has let us down. Even our gov-
ernment has failed us. 

Yet, without the securities 
and banking industries life as 
we know it would cease to ex-
ist. (OK, just a little hyper-
bole.) Businesses would be un-
able to raise capital and, thus, 
would be unable to grow. 
Anything larger than a Mom 
and Pop shop could not exist. 
The government would be the 
sole source of capital.  

That is not what any of us 

want. But, we must be able to 
trust the suppliers of capital.  

Trust, as we all know, is not 
given. It is earned. And, once 
trust is lost, it is not easily re-
turned.  

Out of necessity, we will 
once again trust our financial 
systems. But, for now, we need 
to trust those with whom we 
invest. It is important to ques-
tion what we see, hear and 
read. We are looking closely at 
the funds, ETFs, and other of-
ferings we employ in your 
portfolio.  I think that you 
know, based on last quarter’s 
performance, that we are not 
trying to fool you or hide the 
truth. 

Talk to your broker. Ask 
questions, difficult questions. 
Make certain that you are on 
the same page. Wipe out any 
doubt—or, move on.  

We need to re-earn your 
trust every day. 


