
Say What? 
 

 “In an unobservable regime-
switching model, investors' learning of 
the state of future real fundamentals from 
current inflation leads to dramatic varia-
tion in asset valuations and is able to par-
tially resolve five credit risk puzzles: (i) 
the high level of credit spreads for firms 
with average solvency ratios and volatil-
ity calibrated to their credit rating, (ii) 
the high volatility of credit spreads, (iii) 
the positive and slow response of credit 
spreads to shocks in the short rate (the 
'momentum' effect), (iv) the inability of 
default risk measures to explain the 
variation in corporate bond returns, and 
(v) the changing sign of the risk-return 
relationship for corporate bond excess 
returns across the past three decades.” 
 
 
 
 
 
 

 I am so ashamed . . . . 
 

No one should humiliate himself by ob-
scuring the truth that way.  Embarrass-

ing.  Instead of trying to spin and misdi-
rect, what that commentator probably 
should have said in summary is, “Your 
portfolio is down since the quarter end-
ing June 30, 2007.  Probably.” 
 
If leading with that all-too-obvious fact is 
insufficiently unsavory, try this one on 
for rhetorical size—there are certain peo-
ple who do not have your best interests 
in mind and, in fact, have reckless disre-
gard for their own impact on others. 
 
You can find these people lurking behind 
their “informed” responses to the recent 
challenges in the broader capital mar-
kets— 
Have you read or listened to any of the 
squawking classes lately? 
How about the newsletters which, lately, 
reference an “Armageddon,” “meltdown,” 
“crisis?”  Have you read them?  Don’t 
waste your time or give oxygen to what 
should not breathe. 
What passes for analysis is nothing more 
than one or more of the following: 
(1)  A recap of a handful of performance 

numbers for the Dow Industrials, 
NASDAQ Composite, and the S&P 
500; and 
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(2) A self-congratulatory 
(but errant and entirely 
undeserved) “I told you 
so” pat on the back for 
a non-uttered warn-
ing; and 

(3) A “where do we go 
from here” Nostrada-
mus pose. 

 
Comments on the above: 
For (1)—Your Capital Ad-
visers portfolio’s perform-
ance is not necessarily cor-
related to a statistically 
significant degree with 
these indices. 
For (2)—If they offered 
such warning, they did 
not offer a warning in 
which they had sufficient 
confidence to act.  Where 
were their shorts?  Or 
were they just willing to 
lose them? 
For (3)—Come on!  Trust 
me.  Predicting the future 
is folly. 
Surprisingly, one man  
who is revered by some in 
our industry (I will not 
call those people profes-
sionals) is the very incar-
nation writ cheesily and 
loudly large of all three of 
these flaws:  James J. 
Cramer, host, CNBC’s Mad 
Money. 
 

Instead of watching 
Cramer to learn how to in-
vest, watch him to learn 
what causes investor fail-
ure—and avoid those same 
behaviors.  Before the Au-
gust 20, 2007, Barron’s is-
sue arrived with a cover 
article re:  Cramer, I began 
writing this newsletter 
and wanted to use Cramer 
as a concrete case study for 
what causes bubbles fol-
lowed by bobbles and 
mere hunches followed by 
crunches. 
 
Read the Barron’s article; 
the blogs at Seekingal-
p h a . c o m ,  C r a m e r -
watch.org, and Short-
cramer.com; and the schol-
arly study at the following 
Engelberg, Joseph, Sasse-
ville, Caroline and Wil-
liams, Jared, "Attention 
and Asset Prices: the Case 
of Mad Money" (May 1, 
2007). Available at SSRN: 
h t t p : / / s s r n . c o m /
abstract=870498  
 
Please don’t spend much 
time on these readings, but 
they can be context as the 
October newsletter dives 
into mathematics.  You are 
warned.  We will explore 
the following: 

• How should we meas-
ure success?  (We will 
do some return calcula-
tions and explore 
proper contextual 
benchmarking. 

• How should we meas-
ure failure—are risk 
and volatility the same? 

• How can we, to a sta-
tistically significant de-
gree,  increase the 
probability of investor 
success and minimize 
the probability of in-
vestor failure? 

 
Stay tuned . . . Just not 

to Cramer. 
 
 


