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THE RUFFER REVIEW IS A NEW IDEA� DQ RffVeW WR Whe PeJDShRQe 
PeVVDJeV RI P\ TuDrWerO\ iQveVWPeQW reviewV� ,WV WRQe iV PRre GiQQer SDrW\ 
WhDQ SDrW\ PDQiIeVWR�

ThiV iV Whe ¿rVW eGiWiRQ� $OO EeiQJ weOO� we¶OO SrRGuFe iW DQQuDOO\� 
:RrWh D reDG iV Rur ORRN DW Whe JeRSROiWiFDO FDEDreW� FRurWeV\ RI $Oe[ &hDrWreV� 

,W iV RIWeQ VDiG WhDW� wheQ FRQIrRQWeG wiWh uQFerWDiQW\� we DOO reverW WR Whe PeDQ� 
$Oe[ VuJJeVWV Whe ePerJiQJ wRrOG RrGer wRuOG Ee IDPiOiDr WR Rur IRreEeDrV� 
PRVWO\ VeveQWeeQWh DQG eiJhWeeQWh FeQWur\ JeRSROiWiFDO DFWRrV eQJDJiQJ iQ 
QiQeWeeQWh FeQWur\ *reDW 3Rwer SROiWiFV� RverODiG wiWh D WweQWieWh FeQWur\�VW\Oe 
VuSerSRwer WuVVOe� 

6hRrWO\ DIWerwDrGV FRPeV +eQr\ 0D[e\¶V view RI Whe wRrOG� +iV viewV Dre 
EeVW WDNeQ wiWh PiON RI PDJQeViD�  

(OVewhere Where Dre DrWiFOeV RQ -RhQ /Dw� 19�0V 86 iQÀDWiRQ� WrḊF MDPV 
DQG Whe PurPurDWiRQV RI VWDrOiQJV� DQG Whe FRQFeSW RI QDWurDO FDSiWDO� RRuQGeG 
RuW wiWh WhRuJhWV RQ Whree ERRNV ,¶ve QRW reDG� DQG Whe VWRr\ RI D IRurWeeQWh 
FeQWur\ &hiQeVe EDQNQRWe iQ Whe Ruffer FROOeFWiRQ� )iQDOO\� iW VeePV &OePPie 
9DuJhDQ PuVW Ee Whe RQe iQ FhDrJe DrRuQG here ± whiOe , JeW Whe IRrewRrG� Vhe 
JeWV Whe ODVW wRrG� 

The Ruffer Review hDV Whree WhiQJV iQ PiQG� 
,W iV GeViJQeG WR eQWerWDiQ DQG iQIRrP� ,WV 
uQGerFurreQW PeVVDJe iV WhDW Ruffer iV D 
WeDP RI WhiQNerV� QRW D SDiQWeG QDPe Rver 
D wRRGeQ GRRr� $QG iI Where¶V D SDWWerQ iQ 
WheVe SieFeV iW iV WhDW Whe Ne\ WR Whe 
IuWure OieV iQ uQGerVWDQGiQJ Whe SDVW ±  
D QeFeVVDr\ EuW QRW Vu̇FieQW iQJreGieQW 
iQ Rur iQveVWPeQW MuGJePeQW�
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$ Qew wRrOG GiVRrGer"

GREAT POWER CONFLICT hDV EeeQ 
reQGereG REVROeWe E\ Whe reOeQWOeVV DGvDQFe 
RI JOREDOiVDWiRQ� PDWeriDO SrRVSeriW\ DQG Whe 
WriuPSh RI reDVRQ� 6R DrJueG 1RrPDQ $QJeOO 
 in The Great Illusion� SuEOiVheG iQ 1910� 

)Rur \eDrV ODWer� :RrOG :Dr , e[SORGeG RuW 
RI WhiQ Dir� ,W EeJDQ whDW 0Dr[iVW hiVWRriDQ 
(riF +REVEDwP GeVFriEeG DV Whe ³VhRrW 
WweQWieWh FeQWur\ �́ whiFh eQGeG wiWh Whe 
IDOO RI Whe 6RvieW 8QiRQ iQ 1991� 

TR ODWWer�GD\ $QJeOOV� Whe eQG RI Whe &ROG 
:Dr herDOGeG D ViPiODr ³eQG RI hiVWRr\ �́ 
The JreDW PDWWer RI huPDQ SROiWiFDO RrGer 
hDG ¿QDOO\ EeeQ VeWWOeG� /iEerDO� PDrNeW�
IrieQGO\� FDSiWDOiVW GePRFrDFieV were iQ� 
0iOiWDriVP� FeQWrDO SODQQiQJ� ERrGerV DQG 
WRWDOiWDriDQiVP were RuW� :e hDG reDFheG 

ALEXANDER CHARTRES
Investment Manager
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Whe ODVW VWRS RQ Whe OiQe RI SROiWiFDO DQG 
eFRQRPiF evROuWiRQ� 

'uriQJ Whe VhRrW WweQWieWh FeQWur\� Whe 
WuPuOW iQ wRrOG RrGer SrRveG ruiQRuV IRr 
PDQ\ iQveVWRrV� %\ FRQWrDVW� Whe SRVW�&ROG 
:Dr erD ± hiVWRriFDOO\ SeDFeIuO� VuSSRrWive 
RI �ErRDGO\� Iree WrDGe� RSeQ PDrNeWV DQG 
FDSiWDOiVP ± hDV EeeQ e[FeSWiRQDOO\ EeQiJQ� 
:RrOG RrGer hDV EeeQ VWDEOe IRr D JeQerDWiRQ� 
ORQJ eQRuJh WR WDNe IRr JrDQWeG�

%uW Whe FurreQW V\VWeP iV QRW VR PuFh 
D VeOI�VuVWDiQiQJ rDWiRQDO FRQVWruFW DV Whe 
SrRGuFW RI :eVWerQ ± eVSeFiDOO\ $PeriFDQ 
± SRwer� ,W iV QRW Whe GeIDuOW RSWiRQ� 
:RrOG RrGer iV QRw FhDQJiQJ IDVW� DQG QRW 
QeFeVVDriO\ WR iQveVWRrV¶ DGvDQWDJe�

UNDERSTANDING AN ERA
:h\ hDV WhiV wRrOG RrGer EeeQ VR EeQiJQ" 

2ur VWRr\ EeJiQV iQ Whe eDrO\ 19�0V� 
,QÀDWiRQ DQG iQWereVW rDWeV EeJDQ IDOOiQJ� 
uQGerSiQQiQJ D *ROGeQ $Je RI &DSiWDO� )Rr 
QeDrO\ �0 \eDrV� DVVeWV IrRP eTuiWieV DQG 
ERQGV WR DrW DQG FODVViF FDrV hDve GeOivereG 
VuEVWDQWiDO reDO reWurQV� %u\ DQG hROG ± 
wiWh VRPe WeeWh�JriWWiQJ iQ EeDr PDrNeWV 
± hDV wRrNeG� 

TwR WeFWRQiF VhiIWV iQ wRrOG RrGer hDve 
VhDSeG WhiV erD� Whe �re��ePerJeQFe RI &hiQD� 
DQG Whe eQG RI Whe &ROG :Dr� &hiQD DQG Whe 
IRrPer 866R DGGeG PDVVive Qew SrRGuFWive 
FDSDFiW\ WR JOREDO PDrNeWV� ,I \Ru DGG ,QGiD 
± whiFh EeJDQ GiVPDQWOiQJ iWV reJuODWRr\ 
/iFeQFe RDM iQ 1990 ± Whe Whree EORFV DGGeG 
QeDrO\ hDOI Whe wRrOG¶V SRSuODWiRQ WR JOREDO 
PDrNeWV iQ Whe hiVWRriFDO EOiQN RI DQ e\e� 

86 3reViGeQW *eRrJe + : %uVh herDOGeG 
D ³Qew wRrOG RrGer �́ iQ whiFh $PeriFDQ 
SRwer wRuOG VeFure Whe wRrOG IRr FDSiWDOiVP� 
PDrNeWV DQG GePRFrDF\� 

*reDW 3Rwer FRQÀiFW wDV Rver� DQG 
GeIeQFe VSeQGiQJ ± RIWeQ iQÀDWiRQDr\ 

± SOuPPeWeG� $ SeDFe GiviGeQG IreeG 
IuQGV IRr PRre SrRGuFWive eQGV� RDSiG 
WeFhQRORJiFDO DGvDQFeV ± SDrWiFuODrO\ iQ 
FRPSuWiQJ SRwer� FRPPuQiFDWiRQV DQG Whe 
iQWerQeW ± eQDEOeG EuViQeVVeV WR WDNe IuOO 
DGvDQWDJe RI Whe iQFreDViQJO\ RSeQ wRrOG 
RrGer� TheVe SROiWiFDO DQG eFRQRPiF VhiIWV 
GeOivereG DQ eFRQRPiF ERRP� ORwer iQÀDWiRQ 
DQG uQSreFeGeQWeG iQWerQDWiRQDO SeDFe DQG 
VWDEiOiW\� +iJher reWurQV WR FDSiWDO IROORweG� 

3reViGeQW %uVh wDV reDOiViQJ DQ $PeriFDQ 
GreDP GDWiQJ IrRP Whe IRuQGDWiRQ RI Whe 
ReSuEOiF� 2Q Whe 1��2 *reDW 6eDO RI Whe 
8QiWeG 6WDWeV� EeQeDWh Whe uQ¿QiVheG 
S\rDPiG� ruQV D SrRFODPDWiRQ� Novus Ordo 
Seclorum� D Qew RrGer RI Whe DJeV� The 
SrRFODPDWiRQ¶V DuWhRr� Charles Thomson� 
VDw WhiV DV ³Whe EeJiQQiQJ RI D Qew 
$PeriFDQ �rD �́ +RveriQJ Rver Whe S\rDPiG� 
Whe e\e RI SrRviGeQFe FDVWV iWV VhiPPeriQJ 
DSSrRvDO� %uVh 6eQiRr wDV iQvROveG SerhDSV 
PRre WhDQ DQ\RQe eOVe iQ FePeQWiQJ Whe 86� 
OeG wRrOG RrGer DV Whe &ROG :Dr eQGeG� The 
S\rDPiG reDFheG hiJher� +iV reFeQW GeDWh 
FRPeV MuVW DV Whe RrGer he FhDPSiRQeG  
IDFeV iWV RwQ e[iVWeQWiDO TueVWiRQV� The 
S\rDPiG rePDiQV uQ¿QiVheG� DQG uQGer 
reQeweG WhreDW� 6R
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%DFN WR Whe 1990V� DQG GDQJerRuV 
FurreQWV Dre EuiOGiQJ� $V FDSiWDO FhDVeG 
hiJher reWurQV iQ ePerJiQJ PDrNeWV� 
uSwDrG SreVVure RQ ORFDO FurreQFieV 
Jrew� 3ROiF\PDNerV reViVWeG� WR NeeS 
e[SRrWV FRPSeWiWive� +ROGiQJ e[FhDQJe 
rDWeV DrWi¿FiDOO\ ORw� Whe\ reF\FOeG PRQe\ 
EDFN iQWR JOREDO PDrNeWV ± eVSeFiDOO\ 86 
TreDVurieV DQG RWher GROODr GeEW� 

TheVe SriFe�iQVeQViWive SurFhDVeV SuVheG 
GRwQ ERQG \ieOGV iQ Whe GeveORSeG wRrOG� 
ThiV GrRve ERWh huQWiQJ DQG ERrrRwiQJ� 
+uQWiQJ RQ Whe SDrW RI iQFRPe�huQJr\ 
iQveVWRrV� whR weQW VeeNiQJ iQFRPe 
eOVewhere� iQFOuGiQJ iQ Whe VuE�SriPe 
VeFuriWiVeG SrRGuFWV WhDW were DW Whe 
eSiFeQWre RI Whe *reDW )iQDQFiDO &riViV� 
%RrrRwiQJ DFrRVV Whe GeveORSeG wRrOG� E\ 
hRuVehROGV DQG JRverQPeQWV� 0uFh RI WhiV 
ERrrRweG PRQe\ ÀRweG EDFN iQWR ePerJiQJ 
PDrNeWV� FhDViQJ reWurQV DQG FheDS JRRGV� 
:hiFh SuW uSwDrG SreVVure RQ ePerJiQJ 
FurreQFieV� $QG VR Whe F\FOe FRQWiQueG� 

,Q WhiV wRrOG RI JreDWO\ e[SDQGeG VuSSO\� 
iQÀDWiRQ wDV QDWurDOO\ ORwer� %uW rDWher 
WhDQ DGMuVW Wheir QewO\ PiQWeG iQÀDWiRQ�
WDrJeWiQJ reJiPeV IRr D wRrOG RI GiViQÀDWiRQ 
� DV RSSRVeG WR iQÀDWiRQ � :eVWerQ 
FeQWrDO EDQNerV NeSW PRQeWDr\ SROiF\ 
iQDSSrRSriDWeO\ ORRVe� eQFRurDJiQJ hiJher 
DVVeW SriFeV DQG PRre GeEW� 

$W OeDVW WwR DVVeW EuEEOeV iQÀDWeG� 
GRWFRP iQ Whe ODWe 1990V� DQG Whe &reGiW 
&ruQFh iQ Whe PiG�2000V� :iWh eDFh 
FriViV� iQWereVW rDWeV hDve EeeQ FuW WR 
Qew ORwV� FreDWiQJ IreVh FreGiW DQG DVVeW 
EuEEOeV� DQG eQFRurDJiQJ IurWher GeEW DQG 
IrDJiOiW\� :heQ rDWeV hiW ]erR iQ Whe ODWe 
2000V� uQFRQveQWiRQDO PeDVureV VuFh DV 
TuDQWiWDWive eDViQJ were uVeG� ,QWereVW rDWe 
GiVWRrWiRQV riSSOeG WhrRuJh Whe ¿QDQFiDO 
eFRV\VWeP� RiVN EeFDPe wiGeO\ PiVSriFeG� 

$ Qew wRrOG GiVRrGer" PAGE 11



DV Rur &hieI ,QveVWPeQW 2̇Fer +eQr\ 
0D[e\ GeWDiOV eOVewhere iQ WhiV review� 
$IWer D GeFDGe RI e[WrePe PRQeWDr\ 
GiVWRrWiRQV� iW iV OiNeO\ WhDW we Dre QRw iQ  
DQ µever\WhiQJ EuEEOe¶� 

SHIFTING SANDS
:hDW RI Whe SROiWiFDO FOiPDWe iQ Whe :eVW" 
The weDOWh\ EeFRPiQJ weDOWhier� 'eFDGeV 
RI VORw JrRwWh iQ wDJeV� $uVWeriW\ DQG GeEW� 
'iVWRrWiRQV wiWhiQ Whe eurR]RQe� %DFNODVheV 
DJDiQVW PiJrDWiRQ� $QG Whe effeFWV RI 
JOREDOiVDWiRQ� QRWDEO\ Whe hROORwiQJ�RuW RI 
WrDGiWiRQDO iQGuVWrieV ± DQG FRPPuQiWieV 
wiWh WheP� TheVe SreVVureV Dre reVhDSiQJ 
Whe SROiWiFDO ODQGVFDSe� DQG Whe\ Dre GRiQJ  
VR weOO Ee\RQG %re[iW� 

,Q 2000� (urRSeDQ SRSuOiVW SDrWieV 
JDrQereG DrRuQG �� RI JeQerDO eOeFWiRQ 
vRWeV� ,Q 201�� WhDW ¿Jure wDV 2�� ± DQG 
riViQJ�1 The FROODSVe RI Whe SROiWiFDO FeQWre 
DFrRVV Whe :eVW iQFreDVeV Whe EreDGWh RI 
SRVViEOe JRverQPeQWV DQG SROiFieV� 6iQFe 
SRSuOiVW SDrWieV RIWeQ hDve rDGiFDO eFRQRPiF 
DJeQGDV� Whe Ne\ GDQJer IRr iQveVWRrV iV 
WhDW D SROiWiFDO EDFNODVh wiOO GeOiver D OeVV 
VWDEOe� SreGiFWDEOe DQG RSeQ wRrOG� $ wRrOG 
RI PDWeriDOO\ hiJher WD[DWiRQ� iQÀDWiRQ DQG 
reJuODWiRQ� 'eVSiWe :eVWerQ JRverQPeQWV¶ 
VWrDiWeQeG ¿QDQFeV� GePDQGV IRr SuEOiF 
VSeQGiQJ Dre OiNeO\ WR JrRw� rDWher WhDQ 
GiPiQiVh� �$QG iI we Dre iQ DQRWher EuEEOe� 
iWV FROODSVe wiOO FreDWe IurWher SROiWiFDO 
iQVWDEiOiW\��

The VhiIWiQJ VDQGV RI GRPeVWiF SROiWiFV 
wiOO DOVR iPSDFW FeQWrDO EDQNV� ,W rePDiQV 
WR Ee VeeQ wheWher Whe\ FDQ PDiQWDiQ 
Wheir iQGeSeQGeQFe iQ D PRre SDrWiVDQ erD� 
3reViGeQW TruPS¶V WrROOiQJ RI Whe )eGerDO 
ReVerve VuJJeVWV QR RQe iV VDIe� 6iQFe 
FeQWrDO EDQNerV hDve EDFNVWRSSeG DVVeW 
SriFeV IRr �0 \eDrV� D JeQerDWiRQDO VhiIW iQ 

PDrNeW WhiQNiQJ PD\ Ee QeeGeG� ,W VeePV 
OiNeO\ WhDW FeQWrDO EDQNerV wiOO uOWiPDWeO\ 
Ee FDOOeG uSRQ WR VTuDre Whe FirFOe EeWweeQ 
GePDQG IRr DGGiWiRQDO SuEOiF VSeQGiQJ DQG 
Rver�iQGeEWeG JRverQPeQWV� The QeW reVuOW" 
'eeSer ¿QDQFiDO reSreVViRQ� %DG QewV IRr 
¿VFDOO\ reVSRQViEOe VDverV� 

,QWerQDWiRQDOO\� Whe VWDEiOiW\ SrRviGeG 
E\ DQ $PeriFDQ heJePRQ iV erRGiQJ� 2Wher 
*reDW 3RwerV Dre �re��ePerJiQJ� FhDOOeQJiQJ 
Whe QRrPV RI Whe e[iVWiQJ RrGer� ,W hDV 
EeFRPe VRPeWhiQJ RI D FOiFhp WR SrRFODiP 
D reWurQ WR QiQeWeeQWh FeQWur\ *reDW 
3Rwer SROiWiFV� ThiV iV D SDrWiDO WruWh� <eV� 
$PeriFD¶V uQiSRODr PRPeQW hDV SDVVeG� iQ 
iWV wDNe IROORwV D hRVW RI FRPSeWiQJ SRwerV� 
&hiQD IRrePRVW DPRQJVW WheP� 

%uW Whe QiQeWeeQWh FeQWur\ GiG hDve D 
heJePRQ� Whe 8QiWeG .iQJGRP� :hiOe Qever 
DFhieviQJ Whe eTuivDOeQW RI $PeriFD¶V 1990V 
h\Ser�SRwer VWDWuV� %riWDiQ DQFhRreG Whe 
JOREDO V\VWeP wiWhiQ (urRSe E\ VuSSRrWiQJ 
D EDODQFe RI SRwer� DQG Ee\RQG (urRSe 
WhrRuJh FRQWrRO RI Whe RFeDQV� /iNe $PeriFD� 
iW wDV ErRDGO\ FDSiWDOiVW� PDrNeW IrieQGO\� 
OiEerDO DQG SrR�WrDGe�

The QiQeWeeQWh FeQWur\¶V RWher *reDW 
3RwerV were SreGRPiQDQWO\ :eVWerQ� RDSiG 
iQGuVWriDOiVDWiRQ FreDWeG DQ eQRrPRuV 
GiverJeQFe iQ weDOWh DQG SrRGuFWive 
FDSDFiW\� whiFh eQDEOeG Whe :eVWerQ�OeG 
RrGer WR GRPiQDWe PRVW RI Whe reVW� 

The wRrOG RrGer re�ePerJiQJ iV ROGer� 
TRGD\¶V FhDOOeQJer VWDWeV EeDr VWriNiQJ 
reVePEODQFe WR Whe JreDW FRQWiJuRuV ODQG 
ePSireV RI $' 1�00� 4iQJ &hiQD� 0uJhDO 
,QGiD� 3eWer Whe *reDW¶V RuVViDQ (PSire� 
6DIDviG 3erViD �,rDQ�� DQG DQ 2WWRPDQ 
(PSire FeQWreG RQ TurNe\� (urRSeDQ 
QDWiRQV were WhrDVhiQJ iW RuW OiNe IerreWV iQ 
D VDFN� (DFh FiviOi]DWiRQ hDG ver\ GiffereQW 
iGeDV DERuW hRw WR RrGer VRFieW\ DQG Whe 1 
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wRrOG DrRuQG iW� &hiQD DQG ,QGiD WRJeWher 
DFFRuQWeG IRr D PuFh hiJher VhDre RI  
JOREDO RuWSuW WhDQ Whe\ GR WRGD\� 2Q D Ser 
FDSiWD EDViV� Whe eFRQRPiF wRrOG RrGer wDV 
PRre OeveO� 

The Eree]\ FerWDiQWieV RI Whe SRVW�&ROG 
:Dr FRQVeQVuV Dre JRQe� :RrOG RrGer iV iQ 
Àu[� DQG iW¶V DOO WR SOD\ IRr� 

,QveVWRrV QeeG WR WDNe QRWe� The PDrNeW 
iPSDFW RI &ROG :Dr ,,� Chimerica iV DOreDG\ 
EeiQJ IeOW� The iPSRViWiRQ RI �iQÀDWiRQDr\� 
WDriffV RQ WrDGe� The EORFNiQJ RI 6iQR�
:eVWerQ WeFhQRORJ\ GeDOV E\ :eVWerQ 
JRverQPeQWV RQ QDWiRQDO VeFuriW\ JrRuQGV� 
(ffRrWV WR VeFure VWrDWeJiFDOO\ iPSRrWDQW 
VuSSO\ FhDiQV wiOO DFFeOerDWe ± eVSeFiDOO\ IRr 
WeFhQRORJ\� 3erhDSV� iQ WiPe� Qew eFRQRPiF 
irRQ FurWDiQV wiOO IRrFe FRuQWrieV WR FhRRVe 
ViGeV� QRWDEO\ iQ 6RuWh (DVW $ViD� TheVe 
VhiIWV wiOO FreDWe wiQQerV� DV weOO DV ORVerV� 6R
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PROTECTION  
WILL BE CHALLENGING
6R SROiWiFV� QDWiRQDOO\ DQG iQWerQDWiRQDOO\� iV 
EeFRPiQJ PRre vRODWiOe� $W Whe VDPe WiPe� 
PDQ\ RI Whe GeFDGeV�ORQJ eFRQRPiF WDiOwiQGV 
Dre WurQiQJ iQWR heDGwiQGV� The *ROGeQ $Je 
RI &DSiWDO PD\ Ee FRPiQJ WR DQ eQG� 

The SRViWive VuSSO\ VhRFNV RI &hiQD¶V re�
ePerJeQFe DQG Whe eQG RI Whe &ROG :Dr Dre 
IDGiQJ� The WeFhQRORJ\ revROuWiRQ FRQWiQueV 
DSDFe� EuW Whe ORw�hDQJiQJ IruiW �RffVhRriQJ� 
FuWWiQJ RuW PiGGOe PeQ� VeePV WR hDve EeeQ 
SiFNeG ± DQG eDWeQ� 0iJhW eveQ Whe iQWerQeW 
EeFRPe iQÀDWiRQDr\ wiWh JreDWer reJuODWiRQ 
DQG EDONDQiVDWiRQ" $JeiQJ ORRNV VeW WR 
eQFRurDJe VSeQGiQJ rDWher WhDQ VDviQJ ± 
WhiV FreDWeV Qew RSSRrWuQiWieV EuW SerhDSV 
DOVR PRre iQÀDWiRQDr\ SreVVure� 

RREuVW JOREDO JrRwWh hDV heOSeG 
WR GiVJuiVe VRPe RI WheVe FhDOOeQJeV ± 



SDrWiFuODrO\ reFRrG iQGeEWeGQeVV DQG DVVeW 
SriFeV ± DQG iQÀDWiRQ VWiOO rePDiQV EeFDOPeG� 

6R� whDW hDSSeQV Qe[W" $V -DPie 
'DQQhDuVer GeVFriEeV eOVewhere iQ WhiV 
review� 19�0V $PeriFD PD\ Rffer DQ 
iQGiFDWiRQ� D SeriRG RI VWrRQJ JrRwWh� ORw 
uQePSOR\PeQW DQG OiWWOe iQÀDWiRQ� IROORweG 
E\ D SeriRG RI ViJQi¿FDQWO\ hiJher iQÀDWiRQ� 
,QWereVW rDWeV hDG WR riVe VhDrSO\ WR FRQWDiQ 
Whe iQÀDWiRQDr\ WhreDW� 9RODWiOiW\ VhRW uS� 

)Rr iQveVWRrV� SrRWeFWiQJ DJDiQVW hiJher 
iQÀDWiRQ� rDWeV DQG vRODWiOiW\ wiOO Ee 
FhDOOeQJiQJ� &RQveQWiRQDO DVVeWV Dre DOreDG\ 
riFhO\ vDOueG ± RQ Whe DVVuPSWiRQ WhDW 
iQÀDWiRQ� rDWeV DQG vRODWiOiW\ wiOO rePDiQ ORw� 
%RQGV DQG eTuiWieV FRuOG IDOO WRJeWher� DQG 
VhDrSO\� ThiV wRuOG PDrN DQRWher reJiPe 
FhDQJe� uQuVuDOO\� 86 VWRFNV DQG ERQGV 
hDve EeeQ QeJDWiveO\ FRrreODWeG IRr 20 \eDrV� 
2ver Whe ver\ ORQJ WerP Whe FRrreODWiRQ hDV 
EeeQ PRGeVWO\ SRViWive� )Rr WhRVe VeeNiQJ WR 
SreVerve FDSiWDO� DQ hiVWRriFDO reverViRQ WR 
Whe PeDQ wRuOG PDNe FRQveQWiRQDO SRrWIROiR 
GiverVi¿FDWiRQ SRWeQWiDOO\ OeVV effeFWive WhDQ 
iW hDV EeeQ iQ reFeQW GeFDGeV�  

19�0V %riWDiQ RfferV D wDrQiQJ� 1eiWher 
FRQveQWiRQDO ERQGV QRr eTuiWieV SrRWeFWeG 
DJDiQVW Whe VuGGeQ iQFreDVe RI ERWh iQÀDWiRQ 
DQG iQWereVW rDWeV� ,QveVWRrV eQGureG uS WR 1� 
\eDrV RI ORVVeV iQ reDO WerPV� $QG WhDW¶V EeIRre 
SuQiWive rDWeV RI WD[DWiRQ Dre IDFWRreG iQ� 
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$ Qew wRrOG GiVRrGer"

REGIME CHANGE
$IWer DQ erD RI uQSreFeGeQWeG VWDEiOiW\� Whe 
ePerJeQW RrGer ORRNV iQFreDViQJO\ GiVRrGerO\� 
IrDJiOe DQG uOWiPDWeO\ iQÀDWiRQDr\� ThiV 
iV D wRrOG iQ whiFh reFRrG GeEWV� VWrDiQeG 
JRverQPeQW ¿QDQFeV DQG hiJh DVVeW SriFeV 
PeeW Whe reWreDWiQJ WiGe RI FeQWrDO EDQN 
VWiPuOuV DQG DuWhRriW\� reGuFeG PDrNeW 
OiTuiGiW\� reVurJeQW *reDW 3Rwer SROiWiFV DQG 
SRSuOiVP� 6uFh D wRrOG OeDveV SROiF\PDNerV 
wiWh EiJ GeFiViRQV� EiJ GeEWV DQG OiWWOe 
wriJJOe rRRP� 

/RQJ�WerP iQveVWRrV QeeG WR SD\  
reQeweG DWWeQWiRQ WR SROiWiFV ± ERWh IRreiJQ 
DQG GRPeVWiF ± iQ D wD\ Whe\ hDve QRW IRr  
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$ PDrNeW  
PiVFeOODQ\

CHARALEE HOELZL
Investment Associate
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0DrNeW FRQFeQWrDWiRQ 
± Whe ORQJ view
PERCENTAGE SHARE OF THE LARGEST SECTOR  
IN THE US STOCK MARKET
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 THE MAKE-UP OF THE US 

EQUITY MARKET HAS CHANGED 
DRAMATICALLY OVER THE PAST 200 
YEARS, reÀeFWiQJ VhiIWV iQ Whe eFRQRP\� 

:heQ Whe VWRFN PDrNeW wDV ¿rVW 
eVWDEOiVheG� ¿QDQFiDO FRPSDQieV VuFh DV 
EDQNV were Whe RQO\ OiVWeG FRrSRrDWiRQV� 
,Q Whe 1�00V Whe ¿rVW WrDQVSRrWDWiRQ 
VWRFNV ePerJeG� PRVW QRWDEO\ Whe rDiOrRDG 
FRPSDQieV� whiFh Jrew WR GRPiQDWe Whe 
PDrNeW IrRP Whe 1��0V� )DVW IRrwDrG WR 
WRGD\ DQG WeFhQRORJ\ SOuV FRPPuQiFDWiRQV 
DFFRuQWV IRr MuVW uQGer �0� RI Whe PDrNeW� 

ThiV FhDrW JiveV uV Whe ORQJ view� The 
FRPSRViWiRQ RI PDrNeWV hDV EeFRPe PRre 
GiverVi¿eG Rver WiPe� ,Q Whe QiQeWeeQWh 
FeQWur\� Whe ODrJeVW VeFWRr RIWeQ DFFRuQWeG 
IRr PRre WhDQ hDOI RI Whe PDrNeW� ,Q Whe 
WweQW\�¿rVW FeQWur\� DIWer Whe eDrO\ EurVWiQJ 
RI Whe GRWFRP EuEEOe� Whe ODrJeVW VeFWRr hDV 
W\SiFDOO\ DFFRuQWeG IRr OeVV WhDQ RQe�¿IWh RI 
Whe PDrNeW� 

*iveQ FRQFerQV iQ reFeQW \eDrV DERuW Whe 
GRPiQDQFe RI Whe WeFhQRORJ\ VeFWRr iQ Whe 
86� RQe PiJhW hDve DVVuPeG WhDW Whe PDrNeW 
wDV PRre FRQFeQWrDWeG WhDQ iW iV�
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CONSUMER CONFIDENCE AND STOCK MARKET PERFORMANCE
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$ PDrNeW PiVFeOODQ\

,PSuOVe SurFhDVeV DW 
Whe FheFNRuW FRuOG hDve 
D GeeSer iQÀueQFe RQ 
FRQVuPer FRQ¿GeQFe DQG 
Whe reDO eFRQRP\�́
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LATE IN 2018, US CONSUMER 
CONFIDENCE HIT ITS HIGHEST LEVEL 
iQ DOPRVW WwR GeFDGeV� MuVW DIWer Whe 86 
eTuiW\ PDrNeW reDFheG D Qew reFRrG hiJh� 

Prima facie� Where¶V D QDWurDO FhDiQ here� 
PRre RSWiPiVWiF FRQVuPerV VSeQG PRre� 
whiFh iV JRRG IRr Whe eFRQRP\ DQG FRrSRrDWe 
SrR¿WV� WhiV iQ WurQ VuSSRrWV D VWrRQJer VWRFN 
PDrNeW� RDWher iQWuiWive� EuW GReV Whe GDWD 
VuSSRrW WhiV WheViV" 

(PSiriFDO eviGeQFe1 VhRwV WhDW hiJh  
VWRFN reWurQV ERRVW FRQVuPer FRQ¿GeQFe� 
Whe\ PDNe SeRSOe IeeO weDOWhier� DQG OeDG 
WheP WR EeOieve Wheir iQFRPe wiOO iQFreDVe 
iQ Whe IuWure� 

%uW iW¶V uQFOeDr wheWher Whe RSSRViWe DOVR 
hROGV� FRuOG Whe VWRFN PDrNeW OeDG FRQVuPer 
FRQ¿GeQFe GRwQ" TRGD\� $PeriFDQV FDQ 

Eu\ VWRFNV DW Wheir ORFDO :DOPDrW� DV Whe 
FRQVuPer�iQveVWRr reODWiRQVhiS iV PRre 
iQWerWwiQeG� iPSuOVe SurFhDVeV DW Whe 
FheFNRuW FRuOG hDve D GeeSer iQÀueQFe RQ 
FRQVuPer FRQ¿GeQFe DQG Whe reDO eFRQRP\�

)Rr iQveVWRrV� eEuOOieQW FRQVuPerV PD\ 
QRW Ee JRRG QewV� 0Rre RIWeQ WhDQ QRW� hiJh 
FRQVuPer FRQ¿GeQFe hDV EeeQ IROORweG E\ 
EeORw�DverDJe reWurQV IrRP Whe VWRFN PDrNeW 
�FRQ¿GeQW iQveVWRrV Dre wiOOiQJ WR SD\ PRre 
IRr VWRFNV�� %\ FRQWrDVW� ORw FRQVuPer 
FRQ¿GeQFe reDGiQJV hDve WeQGeG WR Ee 
IROORweG E\ DERve�DverDJe JDiQV IrRP Whe 
VWRFN PDrNeW�



STARTING POINTS MAKE ALL THE 
DIFFERENCE. 

The FhDrW SORWV SurFhDVeV RI 86 ERQG 
IuQGV Rver Whe SDVW �0 \eDrV� ,W VhRwV WhDW 
Rver �0� RI Whe PRQe\ hDV EeeQ iQveVWeG DW 
WiPeV wheQ Whe \ieOG RQ 10�\eDr TreDVurieV 
hDV EeeQ EeORw ���

:h\ GReV WhiV PDWWer" ,I Whe Whree�
GeFDGe�ORQJ EuOO PDrNeW iQ ERQGV hDV FRPe 
WR DQ eQG� WheQ Whe \ieOG RQ Whe EeQFhPDrN 
86 JRverQPeQW ERQG wiOO FRQWiQue WreQGiQJ 
uSwDrGV� 0DQ\ iQveVWRrV iQ ERQG IuQGV wiOO 
WhereIRre Vuffer FDSiWDO ORVVeV ± IrRP whDW iV 
RIWeQ WhRuJhW WR Ee D riVN�Iree DVVeW� 

+iJher ERQG \ieOGV FDQ DOVR FhRNe 
JrRwWh� SuW heDviO\�iQGeEWeG FRPSDQieV 

uQGer SreVVure� DQG PDNe iW hDrG WR MuVWiI\ 
ver\ hiJh PuOWiSOeV RQ eTuiWieV� :hDW 
hDSSeQV iI Whe herG VWDrWV WR ruQ DwD\ IrRP 
ERQG IuQGV" 

,Q WiPeV RI ¿QDQFiDO GiVWreVV� D viFiRuV 
F\FOe RI reGePSWiRQV DQG IRrFeG VDOeV FDQ VeW 
iQ� The EDQNV WhDW PDNe D PDrNeW iQ ERQGV 
PD\ QR ORQJer Ee wiOOiQJ Rr DEOe WR DFW DV 
VhRFN DEVRrEerV� DV Whe\ hDve iQ Whe SDVW� 
:iWhRuW WhiV OiTuiGiW\� iQveVWRrV IDFe whDW¶V 
NQRwQ DV JDS riVN ± D rDSiG DQG GrDPDWiF IDOO 
iQ Whe PDrNeW SriFe RI Whe DVVeWV Whe\ RwQ� 
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3erFeQWDJe RI QeW ÀRwV DrrDQJeG E\ \ieOG RQ 86 10�\eDr DW WiPe RI iQÀRw�  
19�� WhrRuJh 2FWREer 201��

6R
ur

Fe
� (

P
Si

ri
FD

O R
eV

eD
rF

h 
3D

rW
Qe

rV
� R

uff
er

 F
DO

Fu
OD

WiR
QV

 

The Ruffer Review 2019PAGE 20



OVER THE LAST HALF CENTURY� 86 
FRPSDQieV hDve eQMR\eG D VWeDG\ IDOO iQ Whe 
effeFWive rDWe RI WD[ Whe\ SD\ RQ Wheir SrR¿WV� 

:hiOe ORwer WD[eV PeDQ hiJher SrR¿WV� 
Whe\ GR QRW QeFeVVDriO\ WrDQVODWe iQWR hiJher 
SrRGuFWive iQveVWPeQW iQ Whe eFRQRP\�

,Q IDFW� FRrSRrDWe iQveVWPeQW DV D 
SerFeQWDJe RI *'3 hDV GeFOiQeG IrRP DrRuQG 
�� iQ Whe 19�0V WR MuVW 2� iQ 201��1 The 
reverVe FDQ Ee VeeQ iQ GiviGeQG SD\RuWV 
�QRw QeDrO\ ���� whiOe VhDre Eu\EDFNV hDve 
EeFRPe DQ iQFreDViQJO\ SRSuODr wD\ IRr 
FRPSDQieV WR reWurQ FDVh WR VhDrehROGerV� 
TDNeQ WRJeWher� GiviGeQGV DQG VhDre 

Eu\EDFNV E\ 86 QRQ�¿QDQFiDO ¿rPV hDve 
iQFreDVeG IrRP OeVV WhDQ 2� RI *'3 iQ Whe 
19�0V WR Rver �� iQ 201� DV VhRwQ iQ Whe 
FhDrW DERve�

:hiOe WhiV PD\ ViJQDO D viFWRr\ IRr 
VhDrehROGerV� Where Dre RWher iVVueV DW SOD\� 
/Rwer iQveVWPeQW WhreDWeQV WR uQGerPiQe 
Whe ORQJ�WerP JrRwWh SRWeQWiDO RI Whe 
eFRQRP\� $W Whe VDPe WiPe� hiJher FDVh 
reWurQV WR VhDrehROGerV IurWher FRQFeQWrDWeV 
weDOWh iQ Whe hDQGV RI FDSiWDO RwQerV� whiOe 
ODERur¶V VhDre RI iQFRPe rePDiQV QeDr  
reFRrG ORwV� 

CORPORATE TAXES, DIVIDENDS AND STOCK BUYBACKS 
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Behind the 
illusion of 
stability

HENRY MAXEY  
IN CONVERSATION  

WITH A COLLEAGUE

FIRST PUBLISHED  
IN JANUARY 2019. 
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Henry, what’s your thesis in a nutshell? 
For those short on time.

ThDW Whe eSiFeQWre RI riVN iQ Whe ¿QDQFiDO 
V\VWeP hDV PRveG� ,Q 200�� iW wDV OeverDJe 
iQ Whe EDQNV� TRGD\� Whe eTuivDOeQW riVN iV iQ 
Whe DVVeW PDQDJePeQW iQGuVWr\� 

$ VerieV RI iQWerORFNiQJ IDFWRrV hDve  
FRPe WRJeWher WR PDNe PDrNeWV iQFreDViQJO\ 
DvDODQFhe SrRQe� There¶V DQ iOOuViRQ RI 
VWDEiOiW\� /Rw vRODWiOiW\ hDV OuOOeG PDQ\  
WR VOeeS� 

:e EeOieve WhiV wiOO eQG EDGO\ ± DQG Dre 
SRViWiRQiQJ SRrWIROiRV WR SrRWeFW Rur FOieQWV 
IrRP Whe DvDODQFhe� 

Why do you see stability as an illusion?

,Q SDrW� EeFDuVe SeRSOe Dre ORRNiQJ IRr riVN 
iQ Whe wrRQJ SODFeV� 2r� PRre DFFurDWeO\� 
Whe\¶re QRW ORRNiQJ IRr riVN iQ Whe riJhW 
SODFeV� $ GeFDGe RI ePerJeQF\ PRQeWDr\ 
SROiF\ ± TuDQWiWDWive eDViQJ �4(�� ]erR 
DQG QeJDWive iQWereVW rDWeV ± hDV GiVWRrWeG 
EehDviRur DQG SerVSeFWiveV� $QG iW hDV 
IDFiOiWDWeG D WrDQVIer RI riVN IrRP Whe EDQNiQJ 
VeFWRr WR Whe DVVeW PDQDJePeQW VeFWRr� $V D 
reVuOW� Whe riVN WRGD\ iV OeVV D FRQVeTueQFe 
RI OeverDJe EeiQJ DSSOieG WR DVVeWV iQ D 
FRQFeQWrDWeG IDVhiRQ� The riVN iV WhDW 
OeverDJe iV� iQ effeFW� ePEeGGeG iQ DVVeWV� 

6eFRQG� DQG reODWeG� Where¶V DQ 
iOOuViRQ RI VWDEiOiW\ EeFDuVe riVN iV wiGeO\ 
uQGereVWiPDWeG� TDNe D SRrWIROiR RI DVVeWV� 
,I \Ru DVVeVV Whe SRrWIROiR¶V riVN WhrRuJh Whe 
SriVP RI vRODWiOiW\ ± D SriVP GiVWRrWeG E\ Whe 
DFWiRQV RI FeQWrDO EDQNV ± WheQ \Ru wiOO Ee 
uQGereVWiPDWiQJ riVN DV PRQeWDr\ SROiF\  
iV WiJhWeQeG� 

ThirG� DQ\ Ge�riVNiQJ RI SRrWIROiRV wiOO 
Ee FRQFeQWrDWeG iQ Whe PRVW OiTuiG PDrNeWV� 
,Q WheVe PDrNeWV� PDFhiQeV GRPiQDWe 

HENRY MAXEY
Chief Investment Officer
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WrDGiQJ� ,I Whe PDFhiQeV wiWhGrDw OiTuiGiW\ 
iQ VWreVVeG PDrNeWV ± DQG Whe eviGeQFe 
VuJJeVWV Whe\ wiOO ± WheQ e[SeFW D VhDrS� 
rDSiG DQG GiVFRQWiQuRuV GrRS iQ DVVeW 
SriFeV� 6uSSRVeGO\ OiTuiG PDrNeWV wiOO VhRw 
WhePVeOveV WR Ee G\VIuQFWiRQDO� 

 
And this avalanche you mention – 
when is it coming? What triggers it?

$ PRuQWDiQViGe FDQ Ee DvDODQFhe�SrRQe ORQJ 
EeIRre Whe DvDODQFhe iV VeW Rff� ,Q Whe VDPe 
wD\� D V\VWeP FDQ Ee uQVWDEOe IRr D ORQJ WiPe 
EeIRre IDiOiQJ� ThiV PDNeV SreGiFWiQJ Whe 
WiPiQJ RI Whe DvDODQFhe D IRRO¶V errDQG� 

2Q Whe WriJJerV� SOeQW\ RI iQveVWRrV VeQVe 
Where Dre GDQJerV DQG FDQ iGeQWiI\ VRPe RI 
Whe GiVWRrWiRQV� The WriFN\ EiW iV VeeiQJ hRw 
Whe GiVWRrWiRQV OiQN WRJeWher� iQ wD\V WhDW 
DOORw VeePiQJ VWDEiOiW\ WR PuWDWe TuiFNO\ 
iQWR iQVWDEiOiW\� 

, GRQ¶W NQRw whiFh VNier wiOO VeW Rff Whe 
DvDODQFhe� :hiFh eveQW Rr DFWiRQ wiOO FDuVe 
Whe FDODPiW\� %uW , NQRw 86 PRQeWDr\ SROiF\ 
DQG OiTuiGiW\ FRQGiWiRQV Dre QRrPDOiViQJ� 
DIWer DQ e[WrePe GeFDGe� ThiV iV wh\ DQ 
DvDODQFhe iV FRPiQJ� 

,W VeePV OiNeO\ Whe WriJJer IRr Whe DvDODQFhe 
wiOO Ee wiWhiQ Whe ¿[eG iQWereVW PDrNeW� 
EuW iWV iPPeGiDWe viFWiP wiOO Ee Whe eTuiW\ 
PDrNeWV� IROORweG E\ Whe iOOiTuiG PDrNeWV� 
whRVe iOOiTuiGiW\ wiOO IRr D whiOe GiVJuiVe Whe 
IDFW WhDW vDOueV hDve IDOOeQ VhDrSO\�

Is this all future? Or have you seen this 
start to play out? 

,Q )eEruDr\ 201�� SrRGuFWV reODWeG WR Whe 
9,;� D PDrNeW vRODWiOiW\ iQGe[� EOew uS� ThiV 
hDG DOO Whe hDOOPDrNV RI Whe reDO WhiQJ� EuW 
Whe ErRDG PDrNeWV heOG Wheir Qerve� DQG 
ERuQFeG EDFN ± iW wDV FORVe�ruQ� ,Q FRQWrDVW� 

Whe ver\ wiGe� DQG TuiWe Vevere� IDOOV iQ Whe 
PDrNeWV DW Whe WDiO eQG RI ODVW \eDr hDve EeeQ 
SreWW\ RrGerO\� <eV� Where hDve EeeQ VSeFi¿F 
ÀDVh SRiQWV ± ,WDOiDQ ERQGV iQ -uQe� IRr 
e[DPSOe ± EuW iI we¶re ORRNiQJ IRr eviGeQFe 
WhDW Whe FhDRV hDV VWDrWeG� , wRuOG VD\ 
ePShDWiFDOO\� DV we ViW here QeDr Whe eQG RI 
201�� WhDW iW hDVQ¶W \eW� 

Why haven’t overall equity and credit 
markets suffered much?

2Qe VFhRRO RI WhRuJhW iV WhDW iW¶V EeFDuVe 
Whe PDrNeWV Dre rREuVW� SrevDiOiQJ Rver 
PRQeWDr\ SROiF\ FhDQJeV� reViOieQW WR WurPRiO 
iQ VPDOO SRFNeWV RI e[FeVV� 2Q WhiV view� 
VPDOO VhRFNV PiJhW eveQ Ee weOFRPeG� iI 
Whe\ eQFRurDJe Whe 86 )eGerDO ReVerve WR 
VWRS WiJhWeQiQJ SROiF\� 

ThDW¶V RQe view� 0\ view iV WhDW iW¶V PRre 
OiNe Whe FhiOGreQ¶V JDPe ± µ:hDW¶V Whe WiPe 
0r :ROI"¶� The :ROI hDV FDOOeG WiPe RQ 
VRPe VSeFi¿F e[FeVVeV� :hiOe Whe PRQeWDr\ 
WiJhWeQiQJ FRQWiQueV� we¶re MuVW iQFhiQJ 
FORVer WR Whe SRiQW where 0r :ROI GeFODreV� 
³,W¶V GiQQer WiPe�´

, EeOieve iW wiOO Ee FreGiW PDrNeWV WhDW riQJ 
Whe GiQQer EeOO� $QG� iI \Ru were WR SuVh Pe 
hDrGer� ,¶G VD\ iW FRuOG Ee Whe wiWhGrDwDO RI 

:hiOe Whe PRQeWDr\ 
WiJhWeQiQJ FRQWiQueV� 
we¶re MuVW iQFhiQJ FORVer WR 
Whe SRiQW where 0r :ROI 
GeFODreV� ³,W¶V GiQQer WiPe�́ �́
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-DSDQeVe iQveVWRrV IrRP 86 FreGiW PDrNeWV 
WhDW VeWV Whe EeOO Rff� The FreGiW PDrNeWV 
eQFDSVuODWe Whe PDiQ riVNV , Vee� DQG Whe\ 
hDve e[SerieQFeG eQRrPRuV iQÀRwV DV 
D reVuOW RI TuDQWiWDWive eDViQJ DQG ]erR 
iQWereVW rDWeV�

There’s lots to unpack there. But let’s 
wind back up. You’re saying asset 
management today is similar to 
banking in 2008. At least that’s where 
the risks are... 

200� wDV D viviG OeVVRQ iQ Whe GDQJerV RI 
¿QDQFiDO OeverDJe� :heQ OeverDJeG hROGerV RI 
DVVeWV Dre IRrFeG WR GeOeverDJe� Whe reVuOWiQJ 
¿re VDOeV FDQ TuiFNO\ VSreDG VWreVV DFrRVV Whe 
¿QDQFiDO V\VWeP� )DOOiQJ DVVeW SriFeV EeJeW 
IDOOiQJ DVVeW SriFeV� :heQ iW¶V Whe EDQNV WhDW 
Dre RverOeverDJeG� DV iW wDV iQ 200�� WheQ iW 
TuiFNO\ EeFRPeV D V\VWePiF iVVue�

,Q 200�� Whe Ne\ iQWerreODWiRQVhiSV were 
iQ Whe DOShDEeW VRuS RI VWruFWureG FreGiW� 
0RrWJDJe EDFNeG VeFuriWieV �0%6�� VWruFWureG 
iQveVWPeQW vehiFOeV �6,9V�� DQG FROODWerDOiVeG 
GeEW REOiJDWiRQV �&'2V�� &RPEiQeG wiWh 

OeverDJe IrRP ErRNer�GeDOerV� 
%DFN iQ eDrO\ 200�� wriWiQJ DERuW Rur 

FRQFerQV� , RSeQeG wiWh WhiV ±
“Anyone with a cautious disposition has 

a sense that there is fragility within the 
US centric financial world: too much debt, 
excess consumption, record deficits, carry 
trades, ubiquitous hedge funds, monstrous 
derivatives markets... Yet complexity in the 
interrelationships and instrumentation–”

There’s a clunker. Interrelationships 
and instrumentation?

%eDr wiWh Pe� 
“Yet complexity in the interrelationships 
and instrumentation confines most cautious 
commentators to broad statements about 
the obvious dangers that these symptoms 
present. The facilitating mechanism 
appears to be, to quote Churchill, “a riddle, 
wrapped in a mystery, inside an enigma”.”

The SRiQW WheQ� DV iW iV QRw� iV WhDW Where¶V 
D PuOWiWuGe RI VOiJhWO\ GiVWRrWiQJ IDFWRrV DQG 
DFWRrV WhDW PDNe Whe ¿QDQFiDO V\VWeP IrDJiOe� 
QRW D ViQJOe SerSeWrDWRr� 
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So there’s no one dominant villain. 

([DFWO\� %uW WhiV GReVQ¶W VuiW huPDQ QDWure� 
2r Whe PeGiD� whR wDQW WR SRiQW DW whR Rr 
whDW iV WR EODPe� 

:e reDG heDGOiQeV VD\iQJ ; wiOO FDuVe 
Whe Qe[W FriViV� :here ; iV vDriRuVO\� 
JOREDO GeEW OeveOV� hiJh�IreTueQF\ WrDGiQJ� 
¿QDQFiDOiVDWiRQ RI vRODWiOiW\� &hiQD� GROODr 
GeEW iQ ePerJiQJ PDrNeWV� heDviO\�iQGeEWeG 
FRPSDQieV� JrRwWh iQ OeverDJeG ORDQV� 
e[FhDQJe�WrDGeG IuQGV wiWh OiTuiGiW\ 
PiVPDWFheV� QeJDWive iQWereVW rDWeV� 
TuDQWiWDWive WiJhWeQiQJ� %iWFRiQ ± Whe OiVW 
JReV RQ� 

1Rw� DOO RI WheVe PD\ hDve D SDrW WR SOD\� 
The DrW iV uQGerVWDQGiQJ Whe iQWerDFWiRQV� 
, e[SreVV WhiV iQ WerPV RI ORRSV� $ ORRS iV 
where D G\QDPiF SOD\V RuW iQ D wD\ WhDW 
reiQIRrFeV WhiQJV whiFh hDve FDuVeG WhDW 
G\QDPiF WR e[iVW iQ Whe ¿rVW SODFe� 

,Q Whe ¿rVW iQVWDQFe� Dre PuOWiSOe 
GiVWRrWiRQV OiQNiQJ WRJeWher WR FreDWe 
SRViWive IeeGEDFN ORRSV� whiFh FDQ 
FRQIRuQG DQ\ FDuWiRQ" $QG WheQ ± where 
Dre Whe ViJQV WhiV FRuOG reverVe� wiWh 
SRViWive ORRSV EeFRPiQJ DGverVe"

The SRViWive ORRSV WRGD\ VuSSRrW DQ 
iOOuViRQ RI VWDEiOiW\� ThiQN RRDGruQQer¶V 
:iOe (� &R\RWe� +e À\wheeOV DFrRVV Whe 
FhDVP IRr D GiVDrPiQJO\ ORQJ WiPe� TheQ 
VWRSV� PRPeQWDriO\� %eIRre SOuPPeWiQJ WR 
Whe JrRuQG�

If stability is an illusion, as you say, 
why aren’t the central bankers and 
authorities raising the alarm?

,W¶V SDrWO\ huPDQ QDWure� SDrWO\ 
iQVWiWuWiRQDO EiDVeV� 

-iP *rDQW� Whe JreDW PDrNeW hiVWRriDQ� 
FRQWrDVWV VFieQFe DQG ¿QDQFe� +e¶V IRQG 

RI VD\iQJ WhDW iQ VFieQFe� NQRwOeGJe iV 
FuPuODWive� %uW iQ ¿QDQFe� NQRwOeGJe  
iV F\FOiFDO� 

,W¶V D WruiVP� rRRWeG iQ huPDQ QDWure� 
+uPDQV Dre riGGOeG wiWh SV\FhRORJiFDO 
EiDVeV� $QG ¿JhW Rr ÀiJhW iQVWiQFWV� TheVe 
iPSDir Rur DEiOiWieV WR iQveVW weOO� :e FDQ¶W 
VeeP WR eVFDSe Rur SriPiWive ePRWiRQDO 
wiriQJ ± DQG VR we VeeP GeVWiQeG WR PDNe 
ViPiODr PiVWDNeV� WiPe DQG DJDiQ� 

(DFh Qew PDrNeW F\FOe EriQJV D Qew 
ÀDvRur WR Whe wD\ iQ whiFh iQveVWRrV  
ORVe PRQe\�

There¶V D SDrDOOeO uQheOSIuOQeVV WRR� The 
EiDV RI Rur iQVWiWuWiRQV� The iQVWiWuWiRQDO 
EiDV iQ ¿QDQFe iV WR ¿JhW Whe ODVW wDr ± WR 
reDFW WR eDFh FriViV wiWh PeDVureV WhDW Wr\ WR 
VWRS WhDW VSeFi¿F FriViV reFurriQJ� 

The last war being 2008? 

<eV� 

And this is giving a false sense 
of security? 

,W¶V FRQWriEuWiQJ� 6hDSeG E\ 200�� iQveVWRrV 
DQG V\VWeP wDWFherV Dre DOwD\V QRw RQ  
Whe ORRNRuW IRr EuiOG uSV RI OeverDJe iQ  
Whe ¿QDQFiDO V\VWeP� TR PDQ\� Whe FRDVW 
VeePV FOeDr�

+uPDQV Dre riGGOeG 
wiWh SV\FhRORJiFDO 
EiDVeV� $QG ¿JhW Rr 
ÀiJhW iQVWiQFWV�́
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ThRVe ORRNiQJ IRr FRPIRrW WRGD\ PiJhW 
VD\ Where iV QR RverOeverDJeG SOD\er whRVe 
IRrFeG VeOOiQJ FRuOG FDuVe D V\VWePiF VhRFN� 
$QG� DV eFRQRPiF IuQGDPeQWDOV rePDiQ 
VROiG� Where VeePV QR reDVRQ WR DEDQGRQ Whe 
EuOO PDrNeW� 

The\ PiJhW JR RQ WR DFNQRwOeGJe Where 
Dre SRFNeWV RI FRQFerQ ± VD\� Whe e[SORVive 
JrRwWh RI Whe OeverDJeG ORDQ PDrNeW ± EuW 
QRWhiQJ WR Jive FeQWrDO EDQNerV PuFh WR 
wRrr\ DERuW� 

&eQWrDO EDQNerV� iQ SDrWiFuODr� VeeP 
FRPIRrWDEOe WhDW WR Whe e[WeQW Where iV 
DQ\ PiVSriFiQJ iQ DVVeW PDrNeWV� Whe weOO�
FDSiWDOiVeG SRViWiRQ RI Whe EDQNV PeDQV DQ\ 
reVuOWiQJ ORVVeV wiOO Ee FRQWDiQeG wiWhiQ Whe 
DVVeW PDQDJePeQW VeFWRr� 3DiQWiQJ Whe view 
wiWh ErRDG VWrRNeV� µ6RPe SeRSOe ORVe VRPe 
PRQe\� %uW Whe SD\PeQWV V\VWeP wiOO Ee ¿Qe� 
$QG� E\ e[WeQViRQ� Whe eFRQRP\ VhRuOG QRW Ee 
WhreDWeQeG� *RRG IuQGDPeQWDOV wiOO wiQ RuW�¶

, WhiQN WhiV hDV DOO Whe VeFuriW\ RI Whe 
0DJiQRW /iQe� :e FDQ¶W Ee FRQ¿GeQW iQ Whe 
¿QDQFiDO V\VWeP EDVeG VROeO\ RQ Whe VeFuriW\ 
RI Whe SD\PeQWV V\VWePV� The EDQNV PD\ QRW 
EeFRPe iQVROveQW iQ Whe Qe[W FriViV� EuW WhDW 
PiJhW SrRve D S\rrhiF viFWRr\ IRr Whe V\VWeP 
DV D whROe� 

If human nature and policy 
misjudgement are the problems, 
maybe technology’s the answer? No 
emotions. Better programming.

ThDW¶V D QRveOW\ RI WhiV F\FOe� Whe wiGeVSreDG 
DSSOiFDWiRQ RI WeFhQRORJ\ WR iQveVWiQJ� <eV� iW 
hiQWV DW Whe SrRPiVe RI VRPeWhiQJ e[FiWiQJ 
± ¿QDQFe EeFRPeV OiNe VFieQFe� wiWh 
FuPuODWive NQRwOeGJe� 

/RRN DW D FRPSOe[ JDPe OiNe FheVV 
Rr *R� ,I SRwerIuO VeOI�OeDrQiQJ 
DOJRriWhPV FDQ EeDW huPDQ e[SerWV 

DW WheVe JDPeV� WheQ VureO\ Whe\ FDQ EeDW 
VuSSRVeG e[SerWV iQ ¿QDQFe DV weOO" 6ureO\ 
PRre FRPSuWerV iQ iQveVWiQJ wiOO OeDG WR 
EeWWer reWurQV DQG SerIRrPDQFe" 

There¶V QR VhRrWDJe RI SrRPiVeV� 2r RI 
WeFh�EDVeG ¿QDQFiDO iQQRvDWiRQV� )rRP 
DOJRriWhPiF DQG V\VWePDWiF WrDGiQJ WR IDFWRr 
iQveVWiQJ WR e[FhDQJe�WrDGeG IuQGV DQG 
rRERDGviVerV� The\ DOO Rffer WDQWDOiViQJ hRSe� 
$QG , WhiQN WDQWDOiViQJ iV Whe Ne\ wRrG here 
± iW JeWV uV ver\ FORVe WR Whe WruWh� 

TDQWDOuV wDV PDGe WR VWDQG iQ D SRRO RI 
wDWer EeQeDWh D IruiW Wree wiWh ORw ErDQFheV� 
The IruiW ever eOuGeG hiV JrDVS� The wDWer 
DOwD\V reFeGeG EeIRre he FRuOG GriQN� 

ThiV SiFWure IrRP *reeN P\WhRORJ\ ± D 
GuDO iOOuViRQ RI weDOWh DQG OiTuiGiW\ ± VheGV 
OiJhW RQ ¿QDQFe WRGD\� , EeOieve we¶re iQ 
Whe WhrReV RI GiVFRveriQJ WhDW Whe rDSiG 
reSODFePeQW RI PDQ E\ PDFhiQe wiWhiQ 
PDrNeWV Rver Whe SDVW GeFDGe hDV PDGe Rur 
iQGuVWr\ PRre F\FOiFDO� QRW OeVV� 
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Let’s come back to the big picture. 
Illusions of stability, avalanche-
prone markets. What’s your 
argument built on?

,I , hDG WR DQVwer iQ WweeWV� ,¶G Rffer IRur ±
1 *RiQJ WR ]erR iQWereVW rDWeV PDWWerV� iW iV 

GiffereQW WhiV WiPe�
2 /iTuiGiW\ iV Whe IuQGDPeQWDO� iW iV 

GeFOiQiQJ�
3 9RODWiOiW\ FDQQRW Ee DQ DVVeW FODVV DQG D 

PeDVure RI riVN ViPuOWDQeRuVO\�
4 There¶V D GDQJerRuV DVVuPSWiRQ RI 

FRQWiQuRuV OiTuiGiW\� 

Your first tweet has those infamous 
words, “It’s different this time”. Words 
that have destroyed many a fortune. 

,QGeeG� %uW iW¶V ]erR DQG QeJDWive iQWereVW 
rDWeV WhDW PDNe DOO Whe GiffereQFe� ThiV iV 
Qew WhiV WiPe�

$IWer Whe FreGiW FriViV� ePerJeQF\ 
PRQeWDr\ SROiF\ DOORweG Whe EDQNV WR 
Ge�riVN Wheir EDODQFe VheeWV VPRRWhO\� E\ 
VuSSRrWiQJ DVVeW SriFeV� %uW WheVe SROiFieV 

DOVR rREEeG VDIe DVVeWV RI DQ\ reWurQ� 6DverV 
DQG iQveVWRrV VeeNiQJ iQFRPe were IRrFeG 
eOVewhere� IrRP VDIeW\ WR riVNier DVVeWV� VuFh 
DV FRrSRrDWe FreGiW DQG eTuiWieV� 

<Ru¶ve SrREDEO\ QRWiFeG WhiV� SerhDSV iQ 
\Rur RwQ EehDviRur� Rr iQ Whe EehDviRur RI 
IrieQGV� :h\ hROG PuFh PRQe\ DW Whe EDQN 
wheQ iQWereVW rDWeV Dre QRQ�e[iVWeQW" 0DQ\ 
RI uV hDve EeeQ WePSWeG E\ WhDW FRrSRrDWe 
ERQG IuQG� Rr WhDW hiJh�\ieOGiQJ SrRGuFW� 
DGverWiVeG iQ Whe PRQe\ VeFWiRQ RI Whe 
weeNeQG SDSerV� 

,¶ve JRW D FhDrW iQ P\ EDJ WhDW reveDOV 
Whe VhDSe RI WhiV EehDviRur �Vee )iJure 1�� 
,W VhRwV hRw ORwer rDWeV iQÀueQFe DVVeW 
DOORFDWiRQ GeFiViRQV� ThiV PDWWerV� EeFDuVe 
iW VuJJeVWV riViQJ iQWereVW rDWeV FRuOG iQÀiFW 
PuFh PRre GDPDJe RQ riVN\ DVVeWV WhDQ Whe\ 
hDve iQ SreviRuV PDrNeW F\FOeV� 6uSSRVeGO\�
VDIe eTuiWieV� DQG ERQGV RI FRQVervDWiveO\�
ruQ FRPSDQieV� Dre ¿rPO\ iQ Whe riVN\ DQG 
vuOQerDEOe EuFNeW� 

Why? 

%eFDuVe Where VhRuOG Ee PuFh PRre VeOOiQJ 
RI riVN\ DVVeWV iQ WhiV F\FOe� DV 86 iQWereVW 
rDWeV riVe IrRP 0� WR� VD\� ��� &RPSDreG 
wiWh iQ SreviRuV F\FOeV� wheQ rDWeV were 
riViQJ IrRP� VD\� �� WR ���

0\ h\SRWheViV iV WhDW DV iQWereVW rDWeV 
riVe� SeRSOe wRQ¶W reGuFe Wheir riVN\ DVVeWV 
iQ D VPRRWh IDVhiRQ� RDWher� Whe\¶OO wDiW 
uQWiO riVN�Iree rDWeV Dre hiJh eQRuJh� DQG Whe 
SerIRrPDQFe RI Wheir riVN\ DVVeW uQQerviQJ 
eQRuJh� WR MuPS EDFN WR Whe riVN�Iree DVVeW� 
wheQ Whe RSSRrWuQiW\ FRVW IeeOV VPDOO� 

,Q FDriFDWure� wh\ hROG DQ iQveVWPeQW JrDGe 
ERQG (T) \ieOGiQJ ���� wheQ \Ru FDQ hROG 
D 86 JRverQPeQW ERQG RI Whe VDPe GurDWiRQ 
\ieOGiQJ ��" The e[WrD \ieOG iVQ¶W eQRuJh WR 
FRPSeQVDWe IRr Whe riVN RI IurWher ORVVeV� 

RiViQJ iQWereVW 
rDWeV FRuOG iQÀiFW 
PuFh PRre GDPDJe 
RQ riVN\ DVVeWV 
than they have in 
SreviRuV PDrNeW 
F\FOeV�́
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The FhDrW here iV IrRP D reFeQW e[SeriPeQW E\ 

<uerDQ 0D RI Whe 8QiverViW\ RI &hiFDJR DQG :iOWe 

=iMOVWrD IrRP Whe 'uWFh $uWhRriW\ IRr Whe )iQDQFiDO 

0DrNeWV� ,W VhRwV hRw PuFh SeRSOe FhRRVe WR 

DOORFDWe EeWweeQ D riVN\ DQG D riVN�Iree DVVeW 

�verWiFDO D[iV� DV Whe QRPiQDO reWurQ RQ Whe riVN�Iree 

DVVeW IDOOV �hRri]RQWDO D[iV�� 

1RWe� Whe reDO �DIWer iQÀDWiRQ� reWurQ RQ Whe riVN�

Iree DVVeW rePDiQV FRQVWDQW� ,W iV RQO\ Whe QRPiQDO 

iQWereVW rDWe WhDW FhDQJeV� 

The e[SeriPeQW wDV VeW uS VR WhDW iI SeRSOe were 

SerIeFWO\ rDWiRQDO� Whe OiQe RQ WhiV FhDrW wRuOG Ee ÀDW� 

3uW GiffereQWO\� SerIeFWO\�rDWiRQDO iQveVWRrV wRuOG 

OeDve Wheir DOORFDWiRQ WR riVN\ DVVeWV FRPSOeWeO\ 

uQFhDQJeG DW GiffereQW OeveOV RI QRPiQDO reWurQ� 

:hDW we DFWuDOO\ Vee iV SeRSOe iQFreDViQJ Wheir 

e[SRVure WR riVN\ DVVeWV DV QRPiQDO iQWereVW rDWeV 

WeQG WRwDrGV ]erR ± DQG Whe\ GR WhiV iQ D QRQ�OiQeDr 

wD\� :heQ Whe QRPiQDO riVN�Iree rDWe wDV VeW DW ��� 

Whe PeDQ DOORFDWiRQ WR Whe riVN\ DVVeW wDV ����� RI 

Whe SRrWIROiR� :heQ WhDW riVN�Iree rDWe reDFheV 0�� 

Whe PeDQ DOORFDWiRQ WR Whe riVN\ DVVeW riVeV WR MuVW 

VhRrW RI �0� RI Whe SRrWIROiR� 

ThiV iPSOieV WhDW SeRSOe WhiQN iQ WerPV RI 

QRPiQDO reWurQV� DV RSSRVeG WR reDO reWurQV� 

The FDuVe iV ERWh FRQWrDFWuDO DQG EehDviRurDO� 

&RQWrDFWuDO� EeFDuVe PDQ\ iQVWiWuWiRQDO iQveVWRrV� 

VuFh DV SeQViRQ IuQGV� hDve QRPiQDO reWurQ 

WDrJeWV IRr Wheir SRrWIROiRV� %ehDviRurDO� EeFDuVe 

RI SV\FhRORJiFDO EiDVeV� 2Qe VuFh EiDV iV reIereQFe 

GeSeQGeQFe� where we JeW uVeG WR D SDrWiFuODr OeveO 

RI QRPiQDO iQFRPe IrRP Rur VDviQJV� DQG we Wr\ WR 

SreVerve WhiV wheQ iQWereVW rDWeV IDOO� $QRWher EiDV 

iV OiQNeG WR VDOieQFe ± QRPiQDO reWurQV Dre viViEOe� 

whiOe reDO reWurQV Dre QRW� :e WeQG WR wRrN Rff whDW 

we FDQ Vee�

Figure 1
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)rRP here� iW¶V MuVW D VPDOO VWeS WR 
EeFRPiQJ D VeOOer RI iQVurDQFe� ,QVWeDG RI 
SD\iQJ RuW� wh\ GRQ¶W , SuW P\VeOI iQ Whe 
SRViWiRQ RI reFeiviQJ WhDW iQFRPe VWreDP� 
WhDW iQVurDQFe SrePiuP" , FDQ EDQN iW 
DV iQFRPe� DQG Where¶V DOPRVW QR FhDQFe 
RI hDviQJ WR SD\ RuW� The FRQViVWeQF\ RI 
Whe iQFRPe VWreDP PDNeV iW IeeO OiNe D 
FRQveQWiRQDO ¿[eG iQFRPe iQveVWPeQW� 

6RPe hDve FhRVeQ WhiV rRuWe FRQVFiRuVO\� 
%uW PDQ\ PRre Dre SurVuiQJ iW uQwiWWiQJO\� 
uQGer IDQF\ WerPV ± OiNe riVN�SrePiD 
iQveVWiQJ ± Rr iQ IDQF\ SrRGuFWV� OiNe 
DuWRFDOODEOeV� 8QGerO\iQJ WhDW� iQveVWRrV 
iQ WheVe SrRGuFWV DQG VWrDWeJieV Dre VeOOiQJ 
RSWiRQV� iQ effeFW VeOOiQJ iQVurDQFe�

$ 6wiVV weDOWh PDQDJer VuPPeG WhiV uS 
weOO� +e WROG Pe DERuW FOieQWV whR vRweG 
Qever WR RwQ heGJe IuQGV whiFh VROG RSWiRQV 
± EeFDuVe Whe\ hDG EeeQ GeeSO\ VFDrreG E\ 
SreviRuV ORVVeV� <eW WheVe ver\ VDPe FOieQWV 
Dre ODSSiQJ uS riVN�SrePiD iQveVWiQJ ± whiFh 
GReV e[DFWO\ whDW WhRVe heGJe IuQGV GiG� ,W¶V 
EeeQ reErDQGeG� ,PPDFuODWeO\ EDFN WeVWeG� 
6uSSRrWeG E\ DFDGePiF reVeDrFh� $QG Whe 
FOieQWV Dre QRw EDFN GRiQJ Whe VDPe WhiQJ 
Whe\¶G vRweG QRW WR GR� 

That’s Jim Grant again – cyclical 
knowledge, not cumulative 
knowledge. 

3erhDSV TDQWDOuV WRR�
(iWher wD\� Whe Ne\ SRiQW here iV WhDW \ieOG 

huQJer hDV VwDPSeG riVN DverViRQ� 
$W Ruffer we Dre VwiPPiQJ iQ Whe 

RSSRViWe GireFWiRQ� VSeQGiQJ JRRG PRQe\ 
± FOieQWV¶ PRQe\ ± WR iQVure DJDiQVW WhiQJV 
whiFh PDQ\ WhiQN RI DV vDQiVhiQJO\ uQOiNeO\� 

The iQVurDQFe iV PiVSriFeG ± PiVSriFeG 
iQ WwR wD\V� ,W iV WRR FheDS EeFDuVe Whe 
QDWurDO Eu\erV Dre Wr\iQJ WR VDve Whe PRQe\ 

, DVNeG <uerDQ� RQe RI Whe DuWhRrV RI Whe 
VWuG\ EehiQG Whe FhDrW� wheWher Where wDV 
DQ\ ePSiriFDO eviGeQFe WR VuSSRrW P\ µMuPS 
WR riVN Iree¶ h\SRWheViV� 6he VDiG whiOe Whe\ 
hDveQ¶W WeVWeG WhiV SrRSRViWiRQ SreFiVeO\� 
Whe\ hDve REVerveG VRPe reVuOWV whiFh Dre 
VuSSRrWive RI Whe iGeD�

There¶V DQRWher reDVRQ SeRSOe e[iW 
SRViWiRQV whiFh SerhDSV Whe\ Qever VhRuOG 
hDve eQWereG iQWR iQ Whe ¿rVW SODFe ± WhDW¶V 
wheQ Where iV D VuGGeQ ruVh WR Whe e[iWV E\ 
RWherV� ThiV FDQ uQVeWWOe Whe PiQG �wh\ GR 
RWherV wDQW WR JeW RuW"� ± DQG VeWWOe iW DW Whe 
VDPe WiPe ± VR Whe\ VeOO�

Are there other ways zero rates make it 
different this time? 

The\ FreDWe D FRQÀiFW� RQe WhDW OiQNV DJDiQ WR 
huPDQ QDWure�

ThiQN DERuW hRPe iQVurDQFe� 0RVW RI 
uV Dre hDSS\ WR SD\ Whe DQQuDO SrePiuP� 
EeFDuVe we FDQ¶W EeDr Whe WhRuJhW RI 
Rur hRPe EurQiQJ GRwQ� The ORVV RI Whe 
SrePiuP iV NQRwQ� DQG VPDOO� reODWive WR Whe 
iQVurDQFe SD\�RuW iI Where¶V D ¿re� 0RVW RI uV 
OiNe WheVe SD\Rff SrR¿OeV� EeFDuVe we WeQG WR 
Ee riVN DverVe� 

The QRWDEOe WhiQJ DERuW Whe FurreQW F\FOe 
iV WhDW ]erR iQWereVW rDWeV hDve FreDWeG DQ 
RSSRViQJ IRrFe ± D IRrFe WhDW JReV DJDiQVW 
Whe JrDiQ RI SeRSOe¶V iQFOiQDWiRQV� ,Q WhiV 
F\FOe� iQveVWRrV Dre VhRrW RI iQFRPe� DQG 
SD\iQJ RuW IRr iQVurDQFe hDV FRPe WR Ee 
VeeQ DV DQ uQQeFeVVDr\ e[SeQVe� :h\ Vuffer 
WhiV FerWDiQ FRVW� wheQ Whe OiNeOihRRG RI Whe 
hRuVe FDWFhiQJ ¿re iQ� VD\� Whe Qe[W Whree 
PRQWhV VeePV DOPRVW QRQ�e[iVWeQW" )Rr IuQG 
PDQDJerV iQ D ORw�reWurQ� Iee�VeQViWive DQG 
¿erFeO\�FRPSeWiWive eQvirRQPeQW� SRrWIROiR 
iQVurDQFe FDQ IeeO OiNe MuVW WRR PuFh RI D 
GrDJ RQ SerIRrPDQFe�
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WR SreVerve Wheir iQFRPe� %uW iW iV DOVR 
PiVSriFeG� EeFDuVe Whe SD\�Rff wiOO Ee� iQ 
Rur view� VuEVWDQWiDOO\ hiJher WhDQ SeRSOe 
e[SeFW� ThDW wDV RQe RI Whe iQViJhWV IrRP 
Whe 9,; FriViV iQ )eEruDr\� The FriViV wDV 
DERrWeG� EuW Whe 9,; iQGe[ VWiOO reDFheG 
D OeveO WhDW PDQ\ WhRuJhW wRuOG QRW Ee 
reDFheG uQOeVV Where wDV D IuOO re�ruQ RI 
200� FRQGiWiRQV�

Let’s move to your next tweet – 
liquidity is the fundamental; it is 
declining. 

0RVW RI uV DVVuPe� TuiWe reDVRQDEO\� WhDW iW¶V 
Whe IuQGDPeQWDOV rDWher WhDQ Whe ¿QDQFiDO 
WeFhQiFDOV WhDW PDWWer PRVW� %\ IuQGDPeQWDOV 
we¶re WDONiQJ DERuW WhiQJV OiNe Whe VWreQJWh RI 
Whe eFRQRP\ DQG FRPSDQ\ eDrQiQJV� 

8QIRrWuQDWeO\� Whe GRPiQDQFe RI ¿QDQFe 
iQ Whe PRGerQ GeveORSeG eFRQRP\ hDV 
WiSSeG Whe EDODQFe� ,W¶V QRw reFRJQiVeG WhDW 
PRQeWDr\ SROiF\ wRrNV SriPDriO\ WhrRuJh 
iWV iQÀueQFe RQ ¿QDQFiDO FRQGiWiRQV� whiFh 
Dre GeriveG SriQFiSDOO\ IrRP Whe G\QDPiFV RI 
eTuiW\ DQG FreGiW PDrNeWV� ThereIRre� wheQ 
iW FRPeV WR eQGiQJ D SROiF\ erD whiFh reOieG 
RQ huJe PRQeWDr\ VWiPuOuV IrRP FeQWrDO 
EDQNV� iW¶V QRW Rver�Whe�WRS WR VD\ OiTuiGiW\ iV 
Whe Ne\ IuQGDPeQWDO� 

ThiV SuWV Whe 86 )eGerDO ReVerve iQ D  
ver\ Gi̇FuOW ViWuDWiRQ� %eFDuVe iWV SROiF\ 
FhDQJeV iQÀueQFe OiTuiGiW\ FRQGiWiRQV iQ 
P\riDG wD\V� 

*iveQ iWV PDQGDWe DQG PRGeOV� iQ Whe 
FRQWe[W RI D VWrRQJ eFRQRP\ DW DrRuQG 
IuOO ePSOR\PeQW� Whe )eG hDV WR FRQWiQue 
WiJhWeQiQJ PRQeWDr\ SROiF\ uQWiO ¿QDQFiDO 
FRQGiWiRQV WiJhWeQ� 6eQViQJ Whe GDQJerV� 
iW FhDrDFWeriVeV iWV FurreQW WiJhWeQiQJ DV 
JrDGuDO DQG GeSeQGeQW RQ hRw Whe eFRQRPiF 
GDWD evROveV� $V RQe RI Whe )eG¶V 9iFe 

ThiV SuWV Whe 86 
)eGerDO ReVerve 
iQ D ver\ Gi̇FuOW 
ViWuDWiRQ� %eFDuVe 
iWV SROiF\ FhDQJeV 
iQÀueQFe OiTuiGiW\ 
conditions in 
P\riDG wD\V�́
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&hDirPeQ SuW iW reFeQWO\� WhiV iV OiNe ³EeiQJ 
iQ D GDrN rRRP wiWhRuW \Rur VhReV RQ� <Ru 
wDQW WR JR VORw VR \Ru GRQ¶W VWuE \Rur WRe �́ 

ThiV iV D GireFWiRQDOO\ heOSIuO iPDJe� EuW 
iW GReVQ¶W FDSWure Whe reDOiW\� ,W iPSOieV WhDW 
DQ\ RverVWeS iQ SROiF\ FDQ eDViO\ Ee reverVeG 
wiWh D ViPSOe VWeS EDFN DQG DQ (ODVWRSODVW� 
%uW iI OiTuiGiW\ FRQGiWiRQV hDve EeFRPe PRre 
IrDJiOe� DV we WhiQN Whe\ hDve� WheQ D EeWWer 
FhDrDFWeriVDWiRQ iV WhDW iW¶V OiNe wDONiQJ iQ 
Whe GDrN RQ Whe WhirG ÀRRr RI D ¿re VWDWiRQ� 
<Ru hDve QR iGeD whiFh VWeS iV JRiQJ WR VeQG 
\Ru VWrDiJhW WR Whe JrRuQG ÀRRr� $QG� iI \Ru 
Vurvive Whe IDOO� iW¶V D ORQJ FOiPE EDFN uS Whe 
¿rePDQ¶V SROe�

Where are those dark holes?

2Qe e[DPSOe� , Vee D riVN RI D ruQ RQ ERQG 
IuQGV� There iV eviGeQFe WR VuJJeVW iQveVWRrV 
WeQG WR VeOO WheVe IuQGV iQ reVSRQVe WR SRRr 
SerIRrPDQFe� :hDW¶V PRre� Whe VeOOiQJ WeQGV 
WR Ee PRre e[WrePe wheQ Whe uQGerO\iQJ 
DVVeWV Dre SerFeiveG WR Ee iOOiTuiG� 

The SDWWerQ iV ViPiODr WR Whe G\QDPiF 
RI D EDQN ruQ� :hDWever \Rur EeOieI DERuW 
Whe TuDOiW\ RI Whe DVVeWV iQ Whe IuQG� \Rur 
GRPiQDQW VWrDWeJ\ iV VWiOO WR VeOO Whe IuQG� 
iQ FDVe RWherV GR VR EeIRre \Ru� <Ru GRQ¶W 
wDQW Wheir VeOOiQJ iQÀiFWiQJ GDPDJe RQ \Ru 
± EeFDuVe Whe rePDiQiQJ iOOiTuiG VeFuriWieV 
iQ Whe IuQG SriFe GRwQ VhDrSO\� RDWher WhDQ 
WDNe WhDW FhDQFe� \Ru VeOO� 

ThiV iV QRW FRQ¿QeG WR iQGiviGuDO IuQGV� 
$Q\ SerFeSWiRQ RI wiGeVSreDG RuWÀRwV IrRP 
&RrSRrDWe %RQG )uQG $ FRuOG WriJJer VeOOiQJ 
RI &RrSRrDWe %RQG )uQGV % WhrRuJh WR =� 

The JDWiQJ DQG OiTuiGDWiRQ RI *$0¶V 
DEVROuWe reWurQ ERQG IuQGV iQ $uJuVW 201�  
wDV iOOuVWrDWive� The SerFeSWiRQ RI iOOiTuiGiW\ 
PeDQW WhDW Whe IuQG hDG WR Ee FORVeG DQG 
OiTuiGDWeG iQ RrGer WR WreDW uQGerO\iQJ 
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FOieQWV IDirO\� ,W wDV D EiQDr\ eveQW IRr D ���2 
EiOOiRQ VWrDWeJ\� DOEeiW RQe where D VeQVe RI 
FRPSOiDQFe irreJuODriWieV DGGeG urJeQF\ WR 
Whe IuQGhROGerV¶ GeVire WR reGeeP� 

&RPEiQe DQ\ ruQ RQ ERQG IuQGV wiWh 
Whe SRVViEiOiW\ WhDW SeRSOe PiJhW DOreDG\ 
Ee iQFOiQeG WR MuPS RuW RI riVNier ERQGV DW 
hiJher QRPiQDO iQWereVW rDWeV� ThDW SrRviGeV 
Whe FRQWe[W IRr D EuPS\ riGe iQ ¿[eG iQFRPe 
PDrNeWV DV PRQeWDr\ SROiF\ FRQWiQueV WR 
WiJhWeQ� The WiQGer iV Gr\�

Can we drill into that – what does this 
look like in the corporate bond market, 
corporate credit? You said earlier that 
credit markets will ring the dinner bell 
for Mr Wolf.

The 86 iQveVWPeQW JrDGe FreGiW PDrNeW iV 
QRw DrRuQG �� WriOOiRQ� ,W¶V WriSOeG iQ Vi]e 
ViQFe 200�� ,QÀRwV hDve EeeQ vDVW� DQG 
\ieOGV hDve FRPSreVVeG� 

:heQ iQÀRwV iQWR DQ DVVeW FODVV Dre 
RverwheOPiQJ� IuQG PDQDJerV hDve QR 
FhRiFe EuW WR DFFeSW Whe WerPV RffereG ± Whe\ 
Dre SriFe WDNerV� ,I Whe\ reViVW� Whe\ wiOO 
iQFreDViQJO\ EeFRPe D FDVh IuQG� wheQ 
iQveVWRrV Dre ORRNiQJ IRr D ERQG IuQG� ThiV 

iQVeQViWiviW\ WR TuDOiW\ DQG SriFe iV PDGe wRrVe 
wheQ Whe iQÀRwV Dre JeQeriF� %\ JeQeriF , 
PeDQ wheQ iQveVWRrV VeeN JeQerDO e[SRVure 
WR DQ DVVeW FODVV ± DV RSSRVeG WR VSeFi¿F 
e[SRVure� Rr DFWiveO\�PDQDJeG e[SRVure� 

*eQeriF e[SRVure ± WhrRuJh FheDS 
SDVVive IuQGV DQG (T)V ± hDV EeFRPe PRre 
SRSuODr iQ D ORw�\ieOG wRrOG� The ORJiF iV 
FOeDr� :h\ SD\ PRre IRr DQ DFWive ERQG 
PDQDJer whR VWruJJOeV WR RuWSerIRrP Whe 
iQGe[ iQ Whe ORQJ ruQ" 3DrWiFuODrO\ iI WheVe 
PDQDJerV wiOO DOVR VWruJJOe iQ Whe VhRrW 
WerP� wheQ iQÀRwV Dre VWrRQJ� 

If these buyers are less sensitive to 
price, are they less interested in quality 
as well? 

,¶P QRW Vure ,¶G VD\ OeVV iQWereVWeG iQ TuDOiW\� 
$W OeDVW QRW FRQVFiRuVO\ Rr e[SOiFiWO\� 
%uW TuDOiW\ iQ WhiV PDrNeW hDV FerWDiQO\ 
QRVeGiveG� ,¶ve JRW VRPe VWDWV RQ P\ ODSWRS� 
iI \Ru FDQ Jive Pe D PiQuWe«

TheVe QuPEerV Dre IRr Whe 86 iQveVWPeQW 
JrDGe ERQG PDrNeW� e[FOuGiQJ ¿QDQFiDOV�1

The VhDre RI Whe PDrNeW rDWeG %%% ± WhDW¶V 
Whe ORweVW FreGiW rDWiQJ VWiOO FRQViGereG 
iQveVWPeQW JrDGe ± hiW ��� iQ 201�� IrRP 
DrRuQG 2�� iQ Whe 1990V� ,I rDWiQJV were 
EDVeG RQ OeverDJe DORQe� ��� RI WhiV 
iQveVWPeQW JrDGe GeEW wRuOG DFWuDOO\ Ee 
EeORw iQveVWPeQW JrDGe ± DND MuQN� 

%DFN iQ 2010� RQO\ ���� RI WhiV PDrNeW 
hDG QeW OeverDJe JreDWer WhDQ ��0 WiPeV 
eDrQiQJV ± D OeveO RI ERrrRwiQJ FRQViGereG 
hiJh E\ hiVWRriF VWDQGDrGV� %\ 201�� WhDW 
VhDre hDG iQFreDVeG WR 19�� $OVR E\ 201�� 
RQO\ 2�� RI Whe PDrNeW wDV OeverDJeG OeVV 
WhDQ 2�0 WiPeV� FRPSDreG wiWh ��� iQ 2010� 

ThiV QRVeGive iQ TuDOiW\ PDWWerV IRr 
¿QDQFiDO VWDEiOiW\ ± EeFDuVe VR PuFh PRre  
RI Whe GeEW iV RQ Whe WhreVhROG RI MuQN� 1 
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*eQeriF e[SRVure ± 
WhrRuJh FheDS SDVVive 
funds and ETFs – has 
EeFRPe PRre SRSuODr iQ  
D ORw�\ieOG wRrOG�́
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2Qe GRwQJrDGe IrRP %%% WR MuQN DQG 
Whe SriFe RI D ERQG wiOO IDOO PDWeriDOO\� ,I Whe 
PDrNeW DQWiFiSDWeV PDQ\ GRwQJrDGeV� WheQ 
Whe SriFe FhDQJeV FRuOG Ee PuFh JreDWer 
WhDQ SDVW e[SerieQFe wRuOG VuJJeVW� 

The reFeQW e[SerieQFe RI *( iV eORTueQW 
iQ WhiV reVSeFW� ,WV WwR�QRWFh GRwQJrDGe WR 
%%%� FreDWeG ruFWiRQV DFrRVV FreGiW PDrNeWV� 

%eFDuVe Whe Vi]e RI Whe %%% PDrNeW 
GwDrIV Whe hiJh \ieOG PDrNeW� GRwQJrDGeV 
FRuOG e[DFerEDWe OiTuiGiW\ FhDOOeQJeV� 
:hDW¶V PRre� Whe GurDWiRQ RI Whe ERQGV iQ 
Whe iQveVWPeQW JrDGe PDrNeW hDV iQFreDVeG� 
DQG iQWereVW rDWe vRODWiOiW\ hDV GeFreDVeG� ,Q 
ERQG PDWhV� ERWh RI WheVe IeDWureV iQFreDVe 
Whe VeQViWiviW\ RI ERQG SriFeV WR iQFreDVeV iQ 
iQWereVW rDWeV� 

1Rw� iI \Ru MuGJe riVN SureO\ WhrRuJh 
Whe OeQV RI SriFe vRODWiOiW\ ± DV PuFh RI Whe 
DVVeW PDQDJePeQW wRrOG GReV ± WheQ� DW 
OeDVW uQWiO reFeQWO\� riVN DSSeDrV WR hDve 
GeFreDVeG rDWher WhDQ iQFreDVeG� ,¶P DrJuiQJ 
Whe RSSRViWe ± WhDW Whe iQWriQViF riVNiQeVV 
RI Whe iQveVWPeQW JrDGe ERQG uQiverVe hDV 
iQFreDVeG VuEVWDQWiDOO\� 

This all feels very bearish. What’s the 
case against you? 

1RQe RI whDW ,¶ve VDiG DERuW Whe FreGiW 
PDrNeWV iV D EreDNWhrRuJh iQViJhW� 2WherV 
Dre hiJhOiJhWiQJ ViPiODr WhiQJV iQ FDuWiRuV 
FRPPeQWDr\� 

The *( VhRFN FDuVeG FreGiW WR VeOO Rff DQG 
FreGiW VSreDGV WR wiGeQ VhDrSO\� ReFeVViRQ 
IeDrV were DPSOi¿eG�  

1Rw SiFWure D PRre RSWiPiVWiF iQveVWRr� 
ThiV iQveVWRr FRuOG� TuiWe ORJiFDOO\� Vee Whe 
IeDrV DV RverVWDWeG� The\ FRuOG iGeQWiI\ 
IuQGDPeQWDO VuSSRrW iQ IDvRur RI iQveVWPeQW 
JrDGe ERQGV� )Rr e[DPSOe� Whe 86 eFRQRP\ 
iV rREuVW� ,QWereVW rDWeV� whiOe riViQJ� PD\ 
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QRW riVe VR PuFh DV WR uQhiQJe ver\ heDOWh\ 
iQWereVW FRverDJe RQ Whe GeEW� $QG� iI iQWereVW 
rDWeV Dre JRiQJ WR rePDiQ ORw VWruFWurDOO\ ± 
EeFDuVe iQÀDWiRQ iV SerPDQeQWO\ VuEGueG ± 
WheQ hiJh�TuDOiW\ FRPSDQieV VhRuOG Ee DEOe 
WR VuSSRrW PRre GeEW� 

,Q RWher wRrGV� WR MuVWiI\ FurreQW 
SeVViPiVP� we QeeG ¿QDQFiDO GiVORFDWiRQ WR 
Grive IuQGDPeQWDOV GRwQ�

,Q D GiVORFDWive iQveVWPeQW wRrOG� Whe 
86 DQG RWher eFRQRPieV wiOO WurQ GRwQ 
GeFiViveO\ DQG iPPeGiDWeO\ DV Whe\ GiG iQ 
200�� ,Q WhRVe FirFuPVWDQFeV� iW iV SerIeFWO\ 
SRVViEOe WhDW Whe RWher EuOO DrJuPeQW ± WhDW 
iQWereVW rDWeV Dre VWruFWurDOO\ ORw ± wiOO 
SrRve WR Ee FRrreFW� %uW iQ Whe OiJhW RI D 
VhDrS GRwQWurQ� WhiV wiOO Ee D ViGeVhRw� 
$QG Rur e[SeFWeG SROiF\ reVSRQVe ± 
¿VFDO reÀDWiRQ ± FRuOG Vee iQÀDWiRQ IRrFiQJ 
iQWereVW rDWeV uS DJDiQ� ThiV heDG\ FRFNWDiO 
wiOO FDuVe PiJrDiQeV�

The RSWiPiVW PiJhW VD\ ,¶P ORRNiQJ 
WhrRuJh Whe wrRQJ eQG RI Whe WeOeVFRSe� 
ThDW¶V QRW DQ uQreDVRQDEOe view WR WDNe ± iQ 
D VWDWiF� VWruFWurDO DQG IuQGDPeQWDO VeQVe� 
The WrRuEOe WhRuJh FDQ Ee VuPPeG uS iQ 
RQe wRrG ± OiTuiGiW\�

And your tweet said liquidity is 
declining. That’s the trouble?

<eV� /iTuiGiW\ iV GeWeriRrDWiQJ DW D PDFrR  
DQG D PiFrR OeveO� 

Let’s take the macro first. 

&eQWrDO EDQNV Dre QRw wiWhGrDwiQJ OiTuiGiW\ 
IrRP Whe PDrNeWV� ,Q Whe 86� Whe )eGerDO 
ReVerve rePDiQV eQJDJeG iQ TuDQWiWDWive 
WiJhWeQiQJ DQG ¿QeVViQJ Whe VhDSe RI 
iWV EDODQFe VheeW� ,Q Whe eurR]RQe� iW¶V 
SrRJreVVive WDSeriQJ RI TuDQWiWDWive eDViQJ� ,Q 

-DSDQ� Where hDV DOreDG\ EeeQ VWeDOWh WDSeriQJ 
E\ Whe FeQWrDO EDQN� wiWh PRQWhO\ SurFhDVeV 
RI ERQGV ViJQi¿FDQWO\ ORwer WhDQ Whe heDGOiQe 
OeveO RI 4(� ThiV SrRviGeV D VWrRQJ heDGwiQG 
IRr FreGiW DQG eTuiW\ PDrNeWV�

)rRP DQRWher DQJOe� FRQViGer Whe vROuPe 
RI GeEW NQRwQ WR Ee PDWuriQJ iQ Whe 86 
iQveVWPeQW JrDGe ERQG PDrNeW Rver Whe Qe[W 
Iew \eDrV� (VWiPDWeG WR Ee PRre WhDQ ��00 
EiOOiRQ iQ 2019� DQG RQ WR MuVW Rver ��00 EiOOiRQ 
iQ ERWh 2020 DQG 2021�2

6D\ riViQJ VhRrW�WerP iQWereVW rDWeV DQG 
uQGerSerIRrPiQJ FreGiW IuQGV GR eQFRurDJe 
iQveVWRrV WR MuPS EDFN WR riVN�Iree DVVeWV� VuFh 
DV FDVh DQG VhRrW�WerP JRverQPeQW ERQGV� 

,I WhiV OeDGV WR PDWeriDO VeOOiQJ RI 
FRrSRrDWe ERQGV� WheQ iW wiOO IRrFe FRPSDQieV 
WR SD\ hiJher \ieOGV WR rROO�Rver Whe GeEW� 
ThiV iV QRW JRRG QewV JiveQ 2019¶V PRuQWDiQ 
RI PDWuriQJ ERQGV� 
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The effeFW RI 
quantitative 
WiJhWeQiQJ DQG riViQJ 
rDWeV RQ OiTuiGiW\ iV 
uQOiNeO\ WR Ee QeDW 
DQG WiG\�́
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And the micro? 

$W Whe PiFrR OeveO� OiTuiGiW\ FRQGiWiRQV Dre 
QRW iPSrRviQJ eiWher� There iV D SrROiIerDWiRQ 
RI ERQG PuWuDO IuQGV DQG (T)V WhDW Rffer 
GDiO\ OiTuiGiW\� %uW Whe OiTuiGiW\ RI Whe 
uQGerO\iQJ ERQGV iV PDWeriDOO\ wRrVe� ThiV 
OiTuiGiW\ PiVPDWFh iQFreDVeV Whe riVN RI D 
ruQ RQ WheVe ERQG IuQGV�

TheQ Where¶V Whe FhDQJiQJ rROe RI EDQN 
ErRNer�GeDOerV� 3RVW�FriViV reJuODWiRQ PDNeV 
iW hDrGer DQG FRVWOier IRr WheP WR wDrehRuVe 
ODrJe TuDQWiWieV RI ERQGV RQ Wheir EDODQFe 
VheeWV� $V D reVuOW� Whe\ wiOO Ee PuFh OeVV 
effeFWive DV VhRFN DEVRrEerV WhDQ Whe\ were 
iQ Whe SDVW� 

)iQDOO\� iW¶V uQFOeDr hRw Whe SreVeQFe 
RI (T)V wiOO iPSDFW OiTuiGiW\ iI RuWÀRwV 
VuGGeQO\ iQFreDVe� 0\ VuVSiFiRQ iV WhDW Whe 
PeFhDQiFV RI Whe (T) FreDWiRQ�reGePSWiRQ 
SrRFeVV FRuOG PDNe OiTuiGiW\ iVVueV PuFh 
wRrVe GuriQJ DFuWe SeriRGV RI VeOOiQJ� 

You said earlier that it’s a multitude 
of factors interacting that creates 
fragility in the system. Not one single 
perpetrator that fits neatly into a 
headline. But what you’ve just said 
makes declining liquidity seem like 
the villain. 

,W¶V QRW OiTuiGiW\ DORQe� , hDG GrDIWeG DQRWher 
WweeW� whiFh , GeOeWeG IrRP P\ OiVW� ,W VDiG� 
DPSOi¿eG FRQve[iW\ iQ Whe SreVeQFe RI 
GeFOiQiQJ OiTuiGiW\ iV Whe Qew OeverDJe�

Amplified convexity?

,Q DQ DVVeW� FRQve[iW\ reIerV WR Whe SD\Rff 
SrR¿Oe� ([SreVVeG ver\ rRuJhO\� DPSOi¿eG 
FRQve[iW\ PeDQV D EiJJer PRve iQ SriFe ± 
uS Rr GRwQ ± IRr DQ eTuivDOeQW PRve iQ Whe 

uQGerO\iQJ Griver RI Whe SriFe� The EDQJ iV 
JreDWer WhDQ Whe EuFN� 

,W¶V Whe PuOWiWuGe RI IDFWRrV FRPiQJ 
WRJeWher WhDW PDNeV WhiV FRQve[iW\ DPSOi¿eG� 

$JDiQ uViQJ Whe e[DPSOe RI 86 iQveVWPeQW 
JrDGe FreGiW� iW¶V Whe FRPiQJ WRJeWher RI 
IDFWRrV VuFh DV Whe huJe vROuPe RI GeEW RQ 
Whe WhreVhROG RI MuQN� hiJher ERQG GurDWiRQ� 
DQG hiJher iQWereVW rDWe vRODWiOiW\� 

$JDiQVW WhDW EDFNGrRS� Whe effeFW RI 
TuDQWiWDWive WiJhWeQiQJ DQG riViQJ rDWeV 
RQ OiTuiGiW\ iV uQOiNeO\ WR Ee QeDW DQG 
WiG\� 'eFOiQiQJ OiTuiGiW\� iQ Whe FRQWe[W 
RI DPSOi¿eG FRQve[iW\� iV OiNeO\ WR OeDG WR 
DGverVe IeeGEDFN ORRSV RI vDriRuV NiQGV� 

+ere¶V MuVW RQe RI WhRVe ORRSV� $W Whe 
ErRDG OeveO� wiGeQiQJ FreGiW VSreDGV OeDG WR 
WiJhWer ¿QDQFiDO FRQGiWiRQV� TiJhWer ¿QDQFiDO 
FRQGiWiRQV FreDWe eFRQRPiF heDGwiQGV DQG 
PRre vRODWiOe DVVeW SriFeV� The eFRQRP\ 
VORwV� iQFreDViQJ e[SeFWeG GeIDuOWV iQ 
FreGiW� +iJher e[SeFWeG GeIDuOWV OeDG WR 
GRwQJrDGeG FreGiW rDWiQJV� ThiV reiQIRrFeV D 
wiGeQiQJ iQ FreGiW VSreDGV ± DQG WDNeV \Ru 
EDFN WR Whe EeJiQQiQJ RI Whe ORRS� 

,I Whe eFRQRP\ hDV D ORW RI SRViWive 
PRPeQWuP� iW iV SRVViEOe WhDW VWrRQJ 
SerIRrPDQFe E\ FRPSDQieV FDQ VWRS Whe 
DGverVe ORRS IrRP SrRSDJDWiQJ� +Rwever� iW¶V 
wheQ Whe eFRQRP\ iV ORViQJ PRPeQWuP� DW 
Whe eQG RI D F\FOe� WhDW Where¶V Whe JreDWeVW 
riVN RI DGverVe IeeGEDFN ORRSV�

,W¶V QRW FRQWrRverViDO 
WR VD\ WhDW vRODWiOiW\ RI 
DVVeW SriFeV iV D SRRr 
PeDVure RI riVN�́
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TheVe ORRSV ± iQ Whe FRQWe[W RI FRQve[iW\ 
DQG iOOiTuiGiW\ ± PiPiF Whe effeFWV RI hiJh 
OeverDJe iQ Whe V\VWeP� The\ IRrFe D Ge�riVNiQJ 
RI SRrWIROiRV� DV SRrWIROiRV hDve WR DGMuVW WR 
Whe reDOiVDWiRQ WhDW Whe\ Dre PuFh riVNier WhDQ 
Wheir riVN RSWiPiVDWiRQ PRGeOV VuJJeVWeG� 

These models, most of them are based 
on volatility. Your penultimate tweet 
said: Volatility cannot be a measure of 
risk and an asset class simultaneously.

,W¶V QRW FRQWrRverViDO WR VD\ WhDW vRODWiOiW\ RI 
DVVeW SriFeV iV D SRRr PeDVure RI riVN� The 
EDQNiQJ VeFWRr OeDrQW WhDW OeVVRQ 20 \eDrV 
DJR� 6R wh\ GReV Whe DVVeW PDQDJePeQW 
iQGuVWr\ SODFe VR PuFh ePShDViV RQ vRODWiOiW\ 
iQ riVN PDQDJePeQW" 

$IWer Whe ORVVeV VuffereG iQ 200�� ERWh 
reJuODWRrV DQG iQveVWiQJ FOieQWV EeJDQ 
¿[DWiQJ RQ riVN PDQDJePeQW DQG riVN 
FDWeJRriVDWiRQ� 1DWurDOO\� Whe iQGuVWr\ 
reVSRQGeG E\ GeveORSiQJ iWV riVN PDQDJePeQW 
FDSDEiOiWieV� The uQGerO\iQJ PRGeOV WRRN 
WrDGiWiRQDO SRrWIROiR WheRr\ DV Wheir Fue ± 
wiWh D IRFuV RQ riVN verVuV reWurQ� where riVN 
iV PeDVureG DV« vRODWiOiW\� 

$W iWV wRrVW� WhiV iV OiNe Whe ROG MRNe DERuW 
Whe GruQN whR VeDrFheV IRr hiV FDr Ne\V 
uQGer Whe VWreeW ODPS� :heQ DVNeG iI he ORVW 
WheP Where� he reSOieV ³QR� EuW iW¶V where Whe 
OiJhW iV �́ The iQGuVWr\ uVeV vRODWiOiW\ EeFDuVe 
iW FDQ Ee eDViO\ PeDVureG wiWh MuVW WwR 
vDriDEOeV� SriFe DQG WiPe� (veQ iI Whe Ne\V WR 
iQWriQViF riVN Oie eOVewhere�

That’s volatility as measure of 
risk. What about the volatility-
as-asset class part?

ThiV F\FOe hDV VeeQ Whe 
SrROiIerDWiRQ RI iQveVWPeQW 

VWrDWeJieV WhDW WreDW vRODWiOiW\ DV DQ DVVeW 
FODVV iQ iWV RwQ riJhW� 

$W ]erR iQWereVW rDWeV� WheVe VWrDWeJieV 
SrRviGe DQ DOWerQDWive� VeePiQJO\ ORw�riVN� 
PeDQV RI hiWWiQJ D QRPiQDO reWurQ WDrJeW� 
$QG wiWh TuDQWiWDWive eDViQJ FruVhiQJ 
vRODWiOiW\ DFrRVV DVVeWV� Whe VWrDWeJieV hDve 
wRrNeG WrePeQGRuVO\ weOO�

$V DOwD\V� ÀRwV RI PRQe\ IROORw JRRG 
SerIRrPDQFe� TheVe ÀRwV VuSSreVV ERWh 
reDOiVeG DQG iPSOieG vRODWiOiW\� 

8QWiO )eEruDr\ 201�� \Ru FRuOG iQveVW 
iQ D IuQG FDOOeG ;,9 ± D SOD\ RQ PeDVureG 
vRODWiOiW\ WhrRuJh Whe 9,;� ,W DPDVVeG �2 
EiOOiRQ EeIRre GiViQWeJrDWiQJ� $QG� DV we 
heDrG IrRP Rur 6wiVV weDOWh PDQDJer 
IrieQG� iQveVWRrV hDve EeeQ Eu\iQJ SrRGuFWV 
wiWh D vDrieW\ RI ODEeOV WhDW Dre VeOOiQJ 
vRODWiOiW\� iQ effeFW VeOOiQJ iQVurDQFe�
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*iveQ D ORQJ eQRuJh iQveVWiQJ hRri]RQ� 
Whe WheRr\ iV WhDW Whe vRODWiOiW\ riVN SrePiuP� 
DV iW iV NQRwQ� FDQ Ee hDrveVWeG iQ D QuPEer 
RI GiffereQW wD\V DFrRVV GiffereQW DVVeW 
FODVVeV� ,Q VhRrW� iW SD\V WR Ee D VeOOer RI 
iQVurDQFe iQ Whe ORQJ ruQ� 

, GRQ¶W GiVSuWe Whe hiVWRr\ vDOiGDWiQJ WhiV� 
The reVeDrFh iV iQFRQWrRverWiEOe� 0\ FRQFerQ 
iV WhDW vRODWiOiW\ ORRNV OiNe D We[WERRN 
e[DPSOe RI *RRGhDrW¶V /Dw� 

And Goodhart’s Law says…?

:heQ D PeDVure EeFRPeV D WDrJeW� iW FeDVeV 
WR Ee D JRRG PeDVure� 

There¶V D SrREOeP IRr Whe DVVeW 
PDQDJePeQW wRrOG DV D whROe here� ,W FDuVeV 
SRrWIROiRV JeQerDOO\ WR DSSeDr wiWh PuFh 
ORwer riVN ± EDVeG RQ vRODWiOiW\ ± WhDQ Whe\ 
PiJhW RWherwiVe GR� ,W eQFRurDJeV iQveVWRrV 
WR ORDG uS SRrWIROiRV wiWh PuFh hiJher OeveOV 
RI iQWriQViF riVN�

,¶ve IRFuVeG RQ WhiV effeFW WhrRuJh Whe 
QDrrRw SriVP RI Whe 86 iQveVWPeQW JrDGe 
ERQG PDrNeW� ThDW¶V MuVW RQe e[DPSOe� 
There¶V D reDO GDQJer WhDW Whe iQWerORFNiQJ 
QDWure RI PDrNeWV VSiQV RuWwDrGV DQG 
FRPSrRPiVeV RWher SDrWV RI Whe V\VWeP� 
ThDW¶V QRW D VurSriVe� FORVe Rff Whe 01 DQG iW¶V 
QRW ORQJ EeIRre Whe $1 iV JriGORFNeG�

Let’s move to your final tweet – 
there’s a dangerous assumption of 
continuous liquidity.

ThiV QeeGV D EiW RI D ruQ uS� 
The SDVW GeFDGe RI PRQeWDr\ SROiF\ hDV 

eQFRurDJeG WhRVe wiWh ORQJer iQveVWiQJ 
hRri]RQV WR DOORFDWe PRre RI Wheir SRrWIROiRV 
WR iOOiTuiG DVVeW FODVVeV� 3rivDWe eTuiW\� 
veQWure FDSiWDO� iQIrDVWruFWure� SrivDWe 
OeQGiQJ DQG Whe OiNe� 

The rDWiRQDOe iV WhDW WhRVe wiWh ORQJer 
iQveVWiQJ hRri]RQV ± SeQViRQ IuQGV� 
eQGRwPeQWV ± VhRuOG hDrveVW Whe iOOiTuiGiW\ 
SrePiD WhDW Dre DvDiODEOe iQ iOOiTuiG DVVeWV 
Rver Whe ORQJ ruQ� )Rr IuQGV WhDW hDve 
QRPiQDO reWurQ WDrJeWV� W\SiFDOO\ DrRuQG �� 
D \eDr� iOOiTuiG DVVeWV SrRviGe Whe SrRVSeFW 
± EDVeG RQ hiVWRriFDO SerIRrPDQFe DW OeDVW 
± RI PuFh hiJher reWurQV� :hDW¶V PRre� 
iOOiTuiG DVVeWV GRQ¶W JeW SriFeG DV IreTueQWO\ 
DV SuEOiFO\�WrDGeG DVVeWV� %eFDuVe SriFiQJ iV 
OeVV IreTueQW� Whe riVN RI Whe whROe SRrWIROiR� 
wheQ PeDVureG E\ vRODWiOiW\� DOVR DSSeDrV WR 
Ee ORwer� 

,Q WruWh� DFWuDO reWurQV iQ WheVe iOOiTuiG 
DVVeW FODVVeV FRuOG Ee ViJQi¿FDQWO\ ORwer 
WhDQ SreGiFWeG ± EuW WhDW¶V D FRQverVDWiRQ IRr 
DQRWher GD\� 

The reOevDQW iVVue here iV OiQNeG WR Ge�
riVNiQJ� $Q\ Ge�riVNiQJ iQ SRrWIROiRV IuOO RI 
iOOiTuiG hROGiQJV hDV WR Ee IRFuVeG ± where" 

On the liquid part, the easier-to-sell 
holdings. 

6SRW RQ� $QG iI� DV , e[SeFW� FreGiW PDrNeWV 
JuP uS� VeOOiQJ SreVVure wiOO PiJrDWe WR 
Whe PRVW OiTuiG DreDV RI FDSiWDO PDrNeWV� 
QRWDEO\ eTuiWieV�

ThiV WDNeV uV EDFN WR WeFhQRORJ\� The 
PDFhiQeV hDve WDNeQ uS reViGeQFe iQ Whe 

([SeFW DQ DvDODQFhe� 
$QG FODPEer RQ WR 
GiffereQW JrRuQG�́
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PRVW OiTuiG PDrNeWV EeFDuVe Whe\ IeeG 
Rff OiTuiGiW\ IRr Wheir SrR¿WDEiOiW\� ,Q 86 
eTuiWieV� Whe DOJRriWhPiF WrDGiQJ VhDre RI Whe 
PDrNeW iV QRw JreDWer WhDQ �0�� 

,Q VWreVVeG PDrNeWV� WhiV iV D EiJ SrREOeP� 
EeFDuVe Whe PDFhiQeV Dre SrRJrDPPeG 
WR VwiWFh Rff iI PDrNeWV VWDrW EehDviQJ 
VWrDQJeO\� ,W PeDQV OiTuiGiW\ iQ Ne\ PDrNeWV 
iV RQO\ reOiDEOe iQ QRrPDO PDrNeW FRQGiWiRQV�

:hDW hDSSeQV iI iQveVWRrV FROOeFWiveO\ IeeO 
Whe QeeG WR FuW riVN IrRP Wheir SRrWIROiRV" 
3erhDSV WriJJereG E\ D reDOiVDWiRQ WhDW Wheir 
SRrWIROiRV Dre DFWuDOO\ riVNier DQG PRre 
iOOiTuiG WhDQ Whe\ WhRuJhW� 

6eOOiQJ PD\ Ee IRrFeG iQWR Whe VuSSRVeGO\ 
PRVW OiTuiG PDrNeWV� VuFh DV 86 eTuiWieV� 
/iTuiGiW\ FRuOG vDQiVh� ,I iW GReV� Where iV D 
reDO GDQJer WheVe PDMRr PDrNeWV FRuOG IDOO 
TuiFNO\ DQG VhDrSO\ ± Whe\ JDS ORwer� ThiQN 
VuGGeQ GrRSV IrRP RQe OeveO WR DQRWher� 
wiWh QR VWRS iQ EeWweeQ� 

And why is this assumption of 
continuous liquidity dangerous?

ThiV DVVuPSWiRQ iV Ne\ WR Whe IuQFWiRQiQJ 
RI PDrNeWV� EeFDuVe iW¶V hRw WrDGerV DQG 
iQveVWRrV PDQDJe Wheir riVN DQG heGJiQJ� 
,QveVWRrV reO\ RQ Whe OiTuiGiW\ RI PDrNeWV WR 
SerIRrP D µMuVW iQ WiPe¶ Ge�riVNiQJ RI Wheir 
SRrWIROiRV� 

%uW wheQ OiTuiGiW\ vDQiVheV� iW wiOO 
e[SRVe DQRWher PDMRr IrDiOW\ iQ DVVeW 
PDQDJePeQW� WRR PDQ\ SeRSOe Dre VhRrW 
JDS riVN� ,Q RWher wRrGV� Whe\ Dre e[SRVeG 
WR Whe riVN WhDW Whe\ FDQQRW WrDGe RuW RI 
Wheir DVVeWV DV SriFeV IDOO� EeFDuVe Whe SriFe 
rDSiGO\ MuPSV ± Rr JDSV ± ORwer�

:hiOe Whe PDFhiQeV wRQ¶W QeFeVVDriO\ 
FDuVe D FrDVh� Whe\¶OO Ee D OiQN iQ Whe FhDiQ 
IDFiOiWDWiQJ RQe�

To wrap up – what’s a prudent investor 
to do?

([SeFW DQ DvDODQFhe� $QG FODPEer RQ WR 
GiffereQW JrRuQG ± D JrRuQG where reDO 
SrRWeFWiRQ FRVWV reDO PRQe\ DQG FDQ PDNe 
reDO PRQe\� 

2ur SRrWIROiRV Dre EuiOW wiWh Whe DiP RI 
NeeSiQJ Rur FOieQWV VDIe� WR SerIRrP weOO iQ D 
VhDrS PDrNeW GiVORFDWiRQ� DQG WR DOORw uV WR 
SrR¿W IrRP Whe RSSRrWuQiWieV D GiVORFDWiRQ 
wiOO EriQJ� 

%ehiQG Whe iOOuViRQ RI VWDEiOiW\ PAGE 39



 2%

1���&

1DWurDO FDSi  WDO 
:h\ iQveVWR rV VhRuOG FDre
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1DWurDO FDSiWDO ± wh\ iQveVWRrV VhRuOG FDre

SYDNEY’S HOTTEST DAY SINCE 1939 
± WePSerDWureV hiW ���&� )ree]iQJ weDWher 
JriSV FiWieV DFrRVV 1RrWh $PeriFD ± 
2PDhD� 1eErDVND VeeV Qew reFRrG ORw RI 
�2��&� T\ShRRQ 0DQJNhuW GevDVWDWeV Whe 
3hiOiSSiQeV DQG 6RuWherQ &hiQD� 86 (DVW 
&RDVW EDWWereG E\ +urriFDQe )ORreQFe� 

2QFe DJDiQ� e[WrePe weDWher PDGe 
heDGOiQeV iQ 201�� ,Q Whe 8.� whiOe we GiGQ¶W 
reDFh Whe hiJhV RI 6\GQe\ Rr Whe ORwV RI 
2PDhD� Where were e[WrePeV E\ hiVWRriFDO 

ALEXIA PALACIOS
Associate – Responsible Investment 

1DWurDO FDSi  WDO 
:h\ iQveVWR rV VhRuOG FDre

$Q\RQe whR EeOieveV iQ iQGe¿QiWe JrRwWh iQ 
DQ\WhiQJ Sh\ViFDO� RQ D Sh\ViFDOO\ ¿QiWe SODQeW�  
iV eiWher PDG ± Rr DQ eFRQRPiVW�́
 
.eQQeWh ( %RuOGiQJ
± DGviVer WR 3reViGeQW -RhQ ) .eQQeG\ 
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VWDQGDrGV� TDNe 6W -DPeV¶V 3DrN� D VhRrW 
wDON IrRP Ruffer¶V ṘFe iQ /RQGRQ� 2Q 19 
0DrFh 201�� Where wDV VQRw RQ Whe JrRuQG� 
2Q 19 $SriO� Whe WePSerDWure hiW 29�1�&� Whe  
hiJheVW iQ Whe 8. iQ $SriO IRr QeDrO\ �0 \eDrV� 

:eDWher SDWWerQV Dre FhDQJiQJ� The 
wRrOG¶V rDiQIRreVWV Dre EeiQJ GeVWrR\eG� 2ur 
DWPRVShere DQG RFeDQV Dre iQFreDViQJO\ 
SROOuWeG� 2Qe wD\ RI uQGerVWDQGiQJ WheVe 
iQWerFRQQeFWeG eveQWV iV WhDW Whe\ Dre D 
FRQVeTueQFe RI Whe GeSOeWiRQ RI Whe wRrOG¶V 
QDWurDO FDSiWDO� ThiV iV IDVW EeFRPiQJ DQ 
iPSRrWDQW FRQFeSW IRr iQveVWRrV�

A TRAGEDY OF THE COMMONS 
– AND OF THE HORIZON
1DWurDO FDSiWDO iV DQ evROviQJ FRQFeSW DQG  
RQe WhDW FDQ Ee Ge¿QeG iQ PDQ\ wD\V� ,Q 
eVVeQFe� iW iV Whe wRrOG¶V VWRFN RI QDWurDO 
DVVeWV ± iQFOuGiQJ Dir� wDWer� VRiO DQG DOO  
OiviQJ WhiQJV ± WhDW FRPEiQe WR \ieOG D ÀRw  
RI EeQe¿WV WR SeRSOe� 

+uPDQ OiIe iV SRVViEOe EeFDuVe RI QDWurDO 
DVVeWV DQG Whe EeQe¿WV we Gerive IrRP WheP� 
TheVe iQFOuGe Whe IRRG we eDW� Whe wDWer 
we GriQN DQG Whe Dir we EreDWhe� $V weOO DV 
RWher viWDO SrRFeVVeV IRr huPDQ VurvivDO ± 
VuFh DV FOiPDWe reJuODWiRQ� ÀRRG GeIeQFeV 
DQG FDrERQ VWRrDJe� 

&RQViGer Whe rDiQIRreVW� ,W iV QRW MuVW D 
reVRurFe RI wRRG EuW DOVR D FDrERQ ViQN� ,W 
SOD\V D FeQWrDO rROe iQ reJuODWiQJ Rur FOiPDWe� 

TheVe QDWurDO DVVeWV Dre Gi̇FuOW WR 
SrRWeFW DQG eveQ hDrGer WR vDOue� $V RIWeQ 

hDSSeQV wiWh VhDreG DVVeWV� Whe\ hDve EeeQ 
e[SORiWeG DQG uVeG wDVWeIuOO\ IRr \eDrV� wiWh 
Whe FRQVeTueQFe WhDW Whe wRrOG¶V QDWurDO 
FDSiWDO iV EeiQJ GeSOeWeG�

8ViQJ D FRQFeSW IrRP eFRQRPiFV� WhiV iV 
D WrDJeG\ RI Whe FRPPRQV� $ WrDJeG\ where 
iQGiviGuDOV DFW iQGeSeQGeQWO\ DQG DFFRrGiQJ 
WR Wheir RwQ VeOI�iQWereVW� <eW Wheir iQGiviGuDO 
EehDviRur iV FRQWrDr\ WR Whe FRPPRQ JRRG 
EeFDuVe iW GeSOeWeV Rr GDPDJeV D VhDreG 
reVRurFe� 2riJiQDOO\� WhiV FRQFeSW uVeG Whe 
e[DPSOe RI uQreJuODWeG JrD]iQJ RI OiveVWRFN 
RQ FRPPRQ ODQG� ,Q Whe PRGerQ FRQWe[W� iW 
FDQ Ee DSSOieG WR DQ\ VhDreG reVRurFe� VuFh 
DV riverV� RFeDQV DQG Whe DWPRVShere�

TRGD\� we IDFe QRW RQO\ D WrDJeG\ RI Whe 
FRPPRQV EuW whDW 0DrN &DrQe\� *RverQRr 
RI The %DQN RI (QJODQG� hDV FDOOeG D 
³WrDJeG\ RI Whe hRri]RQ �́ $V D ORW RI Whe 
GDPDJe WR WheVe VhDreG DVVeWV iV FuPuODWive 
DQG SerViVWeQW� FurreQW JeQerDWiRQV Dre 
iPSRViQJ FRVWV RQ IuWureV RQeV� 

TheVe QDWurDO DVVeWV 
Dre Gi̇FuOW WR SrRWeFW 
DQG eveQ hDrGer  
WR vDOue�́   
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THE PLANET’S BALANCE SHEET
The wRrOG¶V QDWurDO FDSiWDO iV PDGe uS RI 
ORWV RI GiverVe DVVeWV� There Dre PDQ\ wD\V 
Whe\ FDQ Ee GDPDJeG DQG Whe QuPEer RI 
FRPSDQieV� iQGuVWrieV DQG VeFWRrV FDuViQJ 
Whe GDPDJe iV vDVW�

$V iQveVWRrV� we Dre VWewDrGV RI Rur 
FOieQWV¶ DVVeWV DQG VR we PuVW FRQViGer DOO 
SRWeQWiDO riVNV�

,PDJiQe WhDW Whe FRVWV RI GDPDJiQJ Whe 
wRrOG¶V QDWurDO FDSiWDO FurreQWO\ ViW RQ D 
WheRreWiFDO SODQeWDr\ EDODQFe VheeW� :hDW iI 
VRPe Rr DOO RI WheVe FRVWV were reDOORFDWeG 
WR Whe ¿QDQFiDO EDODQFe VheeWV RI iQGiviGuDO 
FRPSDQieV" 

:DWer SROOuWiRQ iV D JRRG e[DPSOe� $ 
PiQiQJ FRPSDQ\ GDPDJeV QDWurDO FDSiWDO E\ 
reOeDViQJ FhePiFDOV iQWR wDWerwD\V� ,I Whe 
FRPSDQ\ wDV PDGe WR SD\ IRr WhiV GDPDJe� 
iWV FRVWV wRuOG iQFreDVe VuEVWDQWiDOO\ 
DQG SrR¿WDEiOiW\ wRuOG IDOO� 6iPiODrO\� 
VRPe EuViQeVVeV wiWhiQ iQGuVWrieV VuFh 

DV DJriFuOWure Rr WRuriVP hDve QeJDWiveO\ 
iPSDFWeG EiRGiverViW\ ± hRw PiJhW WheVe 
EuViQeVVeV Ee PDGe WR SD\ IRr WhiV GDPDJe"

&DOFuODWiQJ Whe vDOue RI Whe wRrOG¶V QDWurDO 
FDSiWDO ± DQG Whe FRVWV RI Whe GDPDJe WR iW ± iV 
QRW VWrDiJhWIRrwDrG� %uW SrRJreVV iV EeiQJ 
PDGe� DQG Whe eVWiPDWeG FRVWV Dre hiJh� 

)Rr e[DPSOe� The /DQFeW &RPPiVViRQ RQ 
SROOuWiRQ DQG heDOWh eVWiPDWeG Whe DQQuDO 
FRVW RI SROOuWiRQ WR Whe JOREDO eFRQRP\ WR Ee 
���� WriOOiRQ� ThiV iV eTuivDOeQW WR DrRuQG �� 
RI JOREDO eFRQRPiF RuWSuW� 

WILL POLLUTERS PAY?
The DreD WhDW VhRuOG Ee RI FRQViGerDEOe 
FRQFerQ WR iQveVWRrV iV JreeQhRuVe JDV 
ePiVViRQV� 

The DWPRVShere iV D VhDreG reVRurFe 
WhDW¶V EeiQJ GDPDJeG E\ iQGiviGuDOV DQG 
FRPSDQieV DrRuQG Whe wRrOG� The SrREOeP iV 
hDrG WR VROve� EeFDuVe JreeQhRuVe JDV OeveOV 
EuiOG uS Rver WiPe� Whe JDVeV rePDiQ iQ Whe 
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DWPRVShere IRr GeFDGeV� DQG Whe effeFWV FDQ 
Ee IeOW WhRuVDQGV RI PiOeV IrRP where Whe 
JDVeV were ePiWWeG�

)Rr JreeQhRuVe JDV ePiVViRQV WR PRve 
IrRP DQ eQvirRQPeQWDO iVVue �whiFh VRPe 
FRPSDQieV VWiOO iJQRre� WR D ¿QDQFiDO iVVue� D 
PeDQiQJIuO SriFe IRr FDrERQ iV QeeGeG�

The reSRrW RI Whe +iJh�/eveO &RPPiVViRQ 
RQ &DrERQ 3riFeV DQDO\VeG whDW wRuOG Ee 
QeeGeG WR DFhieve Whe JRDOV RI Whe 3DriV 
$JreePeQW RQ OiPiWiQJ JOREDO wDrPiQJ� The 
&RPPiVViRQ FRQFOuGeG Whe SriFe RI D WRQQe 
RI FDrERQ QeeGV WR riVe WR DW OeDVW ��0 WR ��0 
E\ 2020� DQG WR EeWweeQ ��0 DQG �100 E\ 
20�0� ThDW FRPSDreV wiWh SriFeV RI EeORw 
�20 Ser WRQQe iQ (urRSe IRr PRVW RI 201�� $ 
QuPEer RI RSWiRQV Dre DvDiODEOe WR DFhieve 
D PeDQiQJIuO SriFe RQ FDrERQ� iQFOuGiQJ D 
FDrERQ WD[ Rr DQ ePiVViRQV WrDGiQJ VFhePe�

$ FRPSDQ\¶V JreeQhRuVe JDV ePiVViRQV 
FDQ Ee PeDVureG �DQG WhiV iV eDVier WhDQ� 
VD\� PeDVuriQJ GDPDJe WR EiRGiverViW\�� 
The DvDiODEOe GDWD iV iPSreVVive� &RverDJe 
iV ErRDG� DOORwiQJ IRr FRPSDriVRQV EeWweeQ 
FRPSDQieV� DQG Rver WiPe�

:iWh Qew SerVSeFWiveV DQG GDWD FRPeV 
Whe RSSRrWuQiW\ WR hROG FRPSDQieV 
DFFRuQWDEOe IRr Whe GDPDJe Whe\ Dre FDuViQJ 
WR QDWurDO DVVeWV� 3D\iQJ FRPSeQVDWiRQ IRr 
ePiVViRQV FRuOG VuEVWDQWiDOO\ rDiVe RSerDWiQJ 

FRVWV� reGuFiQJ Whe SrR¿WDEiOiW\ DQG ¿QDQFiDO 
reWurQV RI whROe iQGuVWrieV� &RPSDQieV WhDW 
GRQ¶W FRPSO\ wiWh Qew reJuODWiRQ PiJhW DOVR 
ORVe Wheir riJhW WR RSerDWe� 

There iV QRw D VWrRQJ FDVe IRr DOO 
iQveVWRrV WR FRQViGer QDWurDO FDSiWDO iVVueV 
DV� uOWiPDWeO\� ever\ FRPSDQ\ GeSeQGV RQ 
QDWurDO DVVeWV� 

A COLLABORATIVE  
APPROACH
$W Ruffer� we wDQW WR uQGerVWDQG hRw 
Whe FRPSDQieV we iQveVW iQ Dre PDQDJiQJ 
QDWurDO FDSiWDO iVVueV� SDrWiFuODrO\ Whe riVN RI 
D PeDQiQJIuO SriFe RQ FDrERQ� 

:e VeeN WR uQGerVWDQG hRw D FRPSDQ\ 
JRverQV WheVe riVNV DW Whe PDQDJePeQW 
DQG ERDrG OeveOV� TR evDOuDWe D FRPSDQ\¶V 
VWrDWeJ\ DFFurDWeO\� we QeeG GDWD RQ 
JreeQhRuVe JDV ePiVViRQV� $QG we QeeG 
GeWDiOeG GiVFORVureV� iQFOuGiQJ iQIRrPDWiRQ 
DERuW wheWher Whe FRPSDQ\ uVeV DQ iQWerQDO 
SriFe RI FDrERQ �DQG� iI VR� hRw WhiV iV uVeG iQ 
iWV VFeQDriR DQDO\ViV�� 

TR eQFRurDJe FRPSDQieV WR GiVFORVe WhiV 
iQIRrPDWiRQ� DQG WR iPSrRve FRrSRrDWe 
JRverQDQFe� we FROODERrDWe wiWh RWher 
iQveVWRrV whR VhDre Rur FRQFerQV� $ QuPEer 
RI iQiWiDWiveV hDve EeeQ ODuQFheG reFeQWO\� 
Whe ODrJeVW RI whiFh iV &OiPDWe $FWiRQ 100�� 

)Rr iQveVWRrV� QDWurDO FDSiWDO iV QR  
ORQJer SureO\ DQ eQvirRQPeQWDO FRQFerQ� 
,W iV DOVR D ¿QDQFiDO RQe WhDW VhRuOG  
QRW Ee iJQRreG�́
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Ruffer wDV D IRuQGiQJ iQveVWRr ViJQDWRr\ iQ 
'eFePEer 201�� 

0Rre ErRDGO\� WR SreVerve DQG SrRWeFW Whe 
wRrOG¶V QDWurDO FDSiWDO� iQveVWRrV QeeG WR 
GeveORS vDOuDWiRQ WeFhQiTueV DQG PeWhRGV 
WhDW DOORw FRPSDQieV WR TuDQWiI\ Wheir 
iPSDFW RQ QDWurDO FDSiWDO� DQG Whe e[WeQW WR 
whiFh Whe\ GeSeQG RQ QDWurDO DVVeWV� There 
hDve EeeQ VRPe eQFRurDJiQJ eDrO\ VWeSV 
here� %uW Where Dre VWiOO PDQ\ iVVueV iQ Whe 
VWruFWure DQG FRQViVWeQF\ RI Whe PeWriFV WhDW 
Dre EeiQJ uVeG� 2QO\ wheQ WheVe PeWriFV FDQ 
Ee OiQNeG WR WrDGiWiRQDO vDOuDWiRQ PeDVureV 
wiOO iW Ee SRVViEOe IRr iQveVWRrV WR evDOuDWe 
IuOO\ D FRPSDQ\¶V iPSDFW DQG GeSeQGeQFe RQ 
QDWurDO FDSiWDO� 

CONCLUSION
)Rr iQveVWRrV� QDWurDO FDSiWDO iV QR ORQJer 
SureO\ DQ eQvirRQPeQWDO FRQFerQ� ,W iV DOVR D 
¿QDQFiDO RQe WhDW VhRuOG QRW Ee iJQRreG� 

6RFiDO SreVVure iV FhDQJiQJ Whe GeEDWe 
± DQG Whe reJuODWRr\ reVSRQVe ± DV 
eQvirRQPeQWDO iVVueV EeFRPe hDrGer IRr 
JRverQPeQWV WR iJQRre�

The FhDQJeV wiOO DffeFW eQWire VeFWRrV� 
EriQJiQJ iQveVWRrV ERWh RSSRrWuQiWieV 
DQG riVNV� DV Qew FRPSDQieV ePerJe� 
Qew reJuODWiRQV Dre DSSOieG� DQG DV Qew 
WeFhQRORJieV DQG iQGuVWrieV GeveORS� 

$ GeeS uQGerVWDQGiQJ RI QDWurDO FDSiWDO 
iVVueV wiOO OeDve iQveVWRrV weOO SODFeG WR 
PDNe JRRG iQveVWPeQW GeFiViRQV� 
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PROSPECT THEORY, 
COMPLEX SYSTEMS 
RESEARCH AND 
THE WORK OF TWO 
PHYSICISTS CAN HELP 
INVESTORS MAKE 
BETTER DECISIONS.



HOW DO PEOPLE MAKE decisions when 
IDFeG wiWh uQFerWDiQW\" $FDGePiFV hDve 
DGvDQFeG vDriRuV wD\V WR e[SODiQ hRw we 
PDNe GeFiViRQV iQ Whe IDFe RI DQ uQNQRwDEOe 
IuWure� ERWh DV iQGiviGuDOV DQG FROOeFWiveO\� 
DV iV Whe FDVe iQ D PDrNeW� The\ FDQ VheG 
OiJhW RQ hRw huPDQV DSSrRDFh riVN�

2Qe WheRr\ hDV uV weiJhiQJ uS Whe 
OiNeOihRRG RI GiffereQW RuWFRPeV� DQG 
FDOFuODWiQJ Whe SRVViEOe effeFWV RQ Rur 
hDSSiQeVV� ThiV iV Whe e[SeFWeG uWiOiW\ 
SDrDGiJP RI eFRQRPiFV� :hiOe WhiV PD\ 
VRuQG VeQViEOe� SrREDEiOiWieV FDQ Ee Gi̇FuOW 
WR eVWiPDWe� SDrWiFuODrO\ DFrRVV D QuPEer RI 
RuWFRPeV� $QG Whe FRQFeSW RI hDSSiQeVV Rr 
uWiOiW\ PD\ QRW Ee FRQViVWeQW eQRuJh WR Ee  
RI PuFh uVe� 

,Q Whe ODWe 19�0V� WwR SV\FhRORJiVWV� 
'DQieO .DhQePDQ DQG $PRV TverVN\� VeW RuW 
WR e[SORre hRw we DFWuDOO\ PDNe GeFiViRQV 
uQGer uQFerWDiQW\�1 ,Q Wheir e[SeriPeQWV� 
SeRSOe reveDOeG IRiEOeV� FRQWrDGiFWiRQV 
DQG irrDWiRQDOiW\ wheQ FhRRViQJ EeWweeQ D 
VerieV RI FDreIuOO\�IrDPeG EeWV� )rRP WhiV 
wRrN� .DhQePDQ DQG TverVN\ GeveORSeG 
SrRVSeFW WheRr\� D FeQWrDO SiOODr iQ Whe QRw�
eVWDEOiVheG ¿eOG RI EehDviRurDO ¿QDQFe� 

,Q D QuWVheOO� SrRVSeFW WheRr\ VWDWeV WhDW 
SeRSOe PDNe GeFiViRQV EDVeG RQ SRWeQWiDO 
JDiQV DQG ORVVeV� rDWher WhDQ DQ\ reVuOWiQJ 
OeveO RI weDOWh� TheVe JDiQV DQG ORVVeV Dre 
evDOuDWeG uViQJ ruOeV�RI�WhuPE DQG PeQWDO 
VhRrWFuWV� ThiV OeDGV WR VRPeWhiQJ QRveO� 
SeRSOe WeQG WR Ee riVN DverVe wheQ IDFeG  
wiWh JDiQV� DQG riVN�VeeNiQJ wheQ IDFeG  
wiWh ORVVeV� 

:hDW IROORwV iV D FrDVh FRurVe iQ SrRVSeFW 
WheRr\� VWrD\iQJ iQWR Whe rROe RI WiPe iQ 
GeFiViRQ PDNiQJ� DQG RQ WR DFFRuQWiQJ IRr 
FRPSOe[iW\ iQ ¿QDQFiDO V\VWePV� 

ANDREW VAN BILJON
Research Director
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A TAXONOMY OF ATTITUDES
2QFe Whe reDVRQiQJ iV VSeOOeG RuW� SrRVSeFW 
WheRr\ IeeOV iQWuiWive� /RVVeV hurW PRre WhDQ 
JDiQV IeeO JRRG� 3eRSOe WeQG WR RverweiJhW 
uQOiNeO\ eveQWV� DQG uQGerweiJhW OiNeO\ 
RQeV� ThiV JiveV uV DQ e[WeQGeG WD[RQRP\ RI 
DWWiWuGeV WRwDrGV riVN�

$vRiGiQJ riVN wheQ IDFeG wiWh OiNeO\ JDiQV 
± WhrRuJh IeDr RI GiVDSSRiQWPeQW� $vRiGiQJ 
riVN wheQ IDFeG wiWh uQOiNeO\ ORVVeV ± 
WhrRuJh IeDr RI ORViQJ ODrJe� 6eeNiQJ riVN 
wheQ IDFeG wiWh OiNeO\ ORVVeV ± EeFDuVe we¶re 
GeVSerDWe WR DvRiG ORVV� $QG VeeNiQJ riVN 
wheQ IDFeG wiWh uQOiNeO\ JDiQV ± VD\� Eu\iQJ 
D ORWWer\ WiFNeW� 

)Rr iQveVWRrV� EeFRPiQJ riVN�VeeNiQJ iQ 
Whe IDFe RI ORVVeV� DQG riVN DverVe iQ Whe IDFe 
RI JDiQV� PD\ VRuQG IDPiOiDr� 6eOOiQJ wiQQerV 
WRR eDrO\� +ROGiQJ ORVerV WRR ORQJ� TheQ 
Where¶V Whe GRwQWrRGGeQ SRrWIROiR PDQDJer� 
TDNiQJ RQe ODVW EiJ EeW iQ DQ DWWePSW WR VDve 
hiV IuQG� RQO\ IRr Whe EeW WR SrRve WR Ee MuVW 
WhDW ± hiV ODVW� 

$IWer Whe ¿QDQFiDO FriViV iQ 200�� WhiV 
W\Se RI DQDO\ViV FDuJhW Whe FROOeFWive 
iPDJiQDWiRQ� (FRQRPiF RrWhRGR[\ wDV 
MuGJeG WR hDve IDiOeG ± WR hDve IDiOeG WR 
SreGiFW Rr e[SODiQ eveQWV� D IDiOure OiQNeG WR 
QeJOeFW RI huPDQ SV\FhRORJ\� 'RwQ wiWh Whe 
VWDiG DSSrRDFh RI PDWhePDWiFV DQG rDWiRQDO 
uWiOiW\ PD[iPiVerV� 8S DQG RQwDrGV« iQWR 
Whe ErDve Qew wRrOG RI huPDQ EehDviRur�

ADDRESSING FINANCIAL 
PUZZLES
$Q\ WheRr\ RI iQGiviGuDO FhRiFe IDFeV D 
FhDOOeQJe ± FDQ iW Ee DSSOieG PRre JeQerDOO\� 
iQ DJJreJDWe� whiOe VWiOO GeVFriEiQJ Whe 
wRrOG weOO" ,Q eFRQRPiFV� e[SeFWeG uWiOiW\ 
FDQ Ee DJJreJDWeG iQWR Whe &DSiWDO $VVeW 
3riFiQJ 0RGeO �&$30�� D PRGeO WhDW DiPV WR 
DFFRuQW IRr Whe reODWiRQVhiS EeWweeQ Whe riVN 

3rRVSeFW WheRr\ 
VuJJeVWV WhDW DV 
iQGiviGuDOV we VeeN 
RuW VWRFNV WhDW hDve D 
VPDOO FhDQFe RI D ODrJe 
reWurQ� iQ DQ DWWePSW 
WR ¿QG Whe Qe[W EiJ 
wiQQer�́

DQG reWurQ RI ¿QDQFiDO DVVeWV� The PRGeO 
hDV D QuPEer RI weDNQeVVeV� iQFOuGiQJ iWV 
hDQGOiQJ RI e[WrePe �WDiO� eveQWV DQG Whe 
iQFRQViVWeQF\ RI reVuOWV WhrRuJh WiPe� 'ReV 
DFFRPPRGDWiQJ EehDviRurDO FRQViGerDWiRQV 
PDNe IRr D EeWWer SriFiQJ PRGeO" 

3rRVSeFW WheRr\ VuJJeVWV WhDW DV 
iQGiviGuDOV we VeeN RuW VWRFNV WhDW hDve D 
VPDOO FhDQFe RI D ODrJe reWurQ� iQ DQ DWWePSW 
WR ¿QG Whe Qe[W EiJ wiQQer� ,Q D QuPEer 
RI VWuGieV� Whe eviGeQFe hDV VuSSRrWeG Whe 
WheRr\�2 ,QveVWRrV GR VeeP WR FDre DERuW Whe 
WeQGeQF\ RI DQ DVVeW eiWher WR hDve D WDiO RI 
PRre SRViWive reWurQV Rr RI PRre QeJDWive 
reWurQV �VNewQeVV�� ThereIRre� iQFOuGiQJ 
WheVe SreIereQFeV iQ D &$30�VW\Oe PRGeO 
FDQ iPSrRve Whe PRGeO¶V SerIRrPDQFe uQGer 
FerWDiQ DVVuPSWiRQV�

The eTuiW\ SrePiuP Su]]Oe� iV DQRWher 
SDrW RI Whe ¿QDQFe ODQGVFDSe WhDW hDV EeeQ 
VuEMeFWeG WR Whe EehDviRurDO OeQV� The 
Su]]Oe iV WhDW iQveVWRrV JeQerDOO\ GePDQG D 
hiJher reWurQ IRr iQveVWiQJ iQ riVN\ eTuiWieV 2 
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DJDiQVW RQe RI Whe Ne\ ¿QGiQJV RI SrRVSeFW 
WheRr\� ,QveVWRrV were Eu\iQJ DQ DVVeW 
e[SerieQFiQJ heDOWh\ JDiQV� SDrWiFiSDWiQJ 
iQ D PRPeQWuP WrDGe� ,QVWeDG RI VeOOiQJ 
wiQQerV ± DV Ser Whe RriJiQDO ¿QGiQJV ± 
iQveVWRrV were FhDViQJ wiQQerV� 

:hDW iV FOeDr iV WhDW iQveVWRr EehDviRur 
iV IDr IrRP FRQViVWeQW Rver WiPe DQG uQGer 
GiffereQW FRQGiWiRQV� There iV DOwD\V 
SRWeQWiDO IRr D WweDN WR Ee PDGe WR D PRGeO¶V 
SreIereQFe Furve Rr reIereQFe SRiQW� EuW 
Whe hDOOPDrN RI DQ eQGuriQJ PRGeO iV WhDW 
iWV IRuQGDWiRQV GRQ¶W QeeG WR Ee DOWereG WR 
FRSe wiWh GifferiQJ eQvirRQPeQWV� The SDWh 
RI WiPe VhRuOGQ¶W FhDQJe Rur IuQGDPeQWDO 
GeVFriSWiRQ RI Whe PDrNeWV�

A BRIEF EXPOSITION ON TIME
)iWWiQJO\� iW iV WR WiPe WhDW we WurQ iQ VeDrFh 
RI D PRre FRQViVWeQW SerVSeFWive RQ iQveVWRr 
GeFiViRQ�PDNiQJ� 

,Q 6WuG\ $� 100 JDPEOerV VSeQG D GD\ DW D 
FDViQR� (DFh VWDrWV wiWh �100� $W Whe eQG RI 
Whe GD\� Whe JDPEOerV wiOO hDve eiWher PDGe 
PRQe\ Rr ORVW PRQe\� 6RPe PiJhW ORVe Wheir 
eQWire �100 DQG JR EuVW� 

6D\ RQO\ RQe JDPEOer ORVW ever\WhiQJ� :e 
PiJhW reDVRQDEO\ iQIer Where iV D 1� FhDQFe 

Rver VDIer ERQGV� WhiV e[FeVV iV hiJher WhDQ 
FRQveQWiRQDO eFRQRPiF WheRr\ wRuOG VuJJeVW� 
3rRVSeFW WheRr\ heOSV ± EeFDuVe iQveVWRrV¶ 
ORVV DverViRQ FRPEiQeV wiWh P\RSiD�� 

TDNe %RE� DQ iPDJiQDr\ iQveVWRr� %RE 
FheFNV Whe SerIRrPDQFe RI hiV SRrWIROiR 
VeverDO WiPeV D weeN� ThiV reJuODr FheFNiQJ 
PeDQV he VeeV PRre vRODWiOiW\� uS DQG GRwQ� 
/iNe PRVW SeRSOe� %RE IeeOV ORVVeV PRre 
NeeQO\ WhDQ JDiQV RI Whe VDPe Vi]e� 2ver WiPe� 
D VRrW RI ePRWiRQDO Ge¿FiW EuiOGV uS� IRr DQ 
eTuDO QuPEer RI JDiQV DQG ORVVeV� Whe ORVVeV 
hurW PRre� )Rr WhiV reDVRQ� %RE GePDQGV D 
ODrJer�WhDQ�SreGiFWeG eTuiW\ SrePiuP� 

:hiOe D EehDviRurDO DQJOe SrRviGeV VRPe 
DSSeDOiQJ VROuWiRQV WR PDrNeW FRQuQGruPV� 
Where Dre VhRrWFRPiQJV�5 There iV DOVR Whe 
GDQJer we FreDWe Rur RwQ -uVW 6R VWRrieV 
RI hRw Whe wRrOG wRrNV ± e[WrDSRODWiQJ 
REVerveG Rr SRVWuODWeG EehDviRurV DQG 
DVVuPiQJ iQveVWRrV EehDve iQ D FerWDiQ 
wD\ DOO Whe WiPe� $re we uViQJ Rur VWRrieV 
WR e[SODiQ DwD\ FRQVeTueQWiDO IeDWureV RI 
¿QDQFe DQG PDrNeWV" 

&RQViGer Whe EDWWereG wRrOG RI Whe VhRrW�
vRODWiOiW\ e[FhDQJe�WrDGeG IuQG� ,Q effeFW� 
WheVe SrRGuFWV were D EeW Whe PDrNeW wRuOG 
NeeS JRiQJ uS VPRRWhO\� The\ VWRRG WR GR 
weOO IRr DV ORQJ DV WhiV wDV Whe FDVe� The\ 
DOVR VWRRG WR Vuffer EDGO\ iI PDrNeWV IeOO� ,Q 
Whe MDrJRQ� Wheir reWurQ SrR¿Oe hDG D hiJhO\ 
QeJDWive VNew ± D WeQGeQF\ WR SrRGuFe 
JDiQV� SuQFWuDWeG E\ iQIreTueQW EuW Vi]eDEOe 
ORVVeV� ,Q DQ erD RI VWeDG\ eTuiW\ reWurQV 
DQG rRFN�ERWWRP iQWereVW rDWeV� WhiV reWurQ 
SrR¿Oe SrRveG irreViVWiEOe� ReWDiO iQveVWRrV 
SiOeG iQWR Whe SrRGuFWV� FhDViQJ Whe PRPeQWuP 
RI SRViWive JDiQV� ThiV DOO eQGeG iQ WeDrV iQ 
)eEruDr\ 201�� vRODWiOiW\ VSiNeG� Whe QeJDWive 
VNew VhRweG Whe VWiQJ iQ iWV WDiO� DQG VhRrW�
vRODWiOiW\ SrRGuFWV ORVW PRVW Rr DOO RI Wheir vDOue� 

ThiV Eu\iQJ EehDviRur DrJuDEO\ weQW � 
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RI JRiQJ EuVW� SDrWiFuODrO\ iI we re�ruQ 6WuG\ 
$ RQ VeverDO RFFDViRQV� 

1Rw OeW¶V WweDN Rur VWuG\� ,Q 6WuG\ %� we 
Jive RQe JDPEOer �100 DQG IRrFe Whe SRRr 
VRuO WR JDPEOe IRr 100 GD\V iQ D rRw� :hDW 
Dre Whe FhDQFeV RI JRiQJ EuVW" %eFDuVe WhiV 
iV RQe JDPEOer EeWWiQJ reSeDWeGO\ IRr 100 
GD\V ± rDWher WhDQ 100 JDPEOerV EeWWiQJ 
IRr RQO\ RQe GD\ ± Whe RGGV Dre FerWDiQO\ 
hiJher WhDQ 1� DQG SRVViEO\ eveQ D FerWDiQW\� 
)urWherPRre� RQFe Whe PRQe\ iV DOO JRQe Whe 
JDPEOer FDQQRW SOD\ DQ\PRre� :heWher RQ 
GD\ ¿ve Rr ��� Rur e[SeriPeQW iV Rver�

ThiV e[DPSOe GrDwV RuW D Ne\ GiVWiQFWiRQ� 
,Q 6WuG\ $� we Dre FRQViGeriQJ riVN 
DFrRVV RuWFRPeV DW D SRiQW iQ WiPe ± D 
SDrDOOeO uQiverVe view� ,Q 6WuG\ %� we Dre 
FRQViGeriQJ riVN WhrRuJh WiPe� 6WuG\ % 
FDSWureV Whe QRWiRQ RI riVN RI ruiQ� DQ\ 
GeFiViRQ iV vDVWO\ GiffereQW iI VRPeRQe IDFeV 
Whe SrRVSeFW RI ORViQJ ever\WhiQJ DORQJ Whe 
wD\� RiVN RI ruiQ VFeQDriRV Dre Gi̇FuOW WR 
DQDO\Ve� EeFDuVe D hDrG eQGiQJ iV OurNiQJ� 
The VeTueQFiQJ RI eveQWV iV viWDO wheQ 
DVVeVViQJ riVN� $Q\ VeTueQFe WhDW reVuOWV 
iQ GiVDVWer DW ]erR reQGerV Whe reVW RI Whe 
VeTueQFe irreOevDQW� <Ru FDQ¶W PDNe PRQe\ iI 
\Ru¶re RuW RI Whe JDPe� 

8QIRrWuQDWeO\� PRGerQ ¿QDQFe iV QRW 
ver\ JRRG DW DFFRuQWiQJ IRr DQ\ RI WheVe 
SheQRPeQD� The FurreQW VWDWe RI GeFiViRQ 
WheRr\ VuJJeVWV WhDW iI D JDPEOe iV e[SeFWeG 
WR Ee IDvRurDEOe RQ DverDJe� WheQ SOD\iQJ iW 
reSeDWeGO\ wiOO Ee DGvDQWDJeRuV� ,Q 6WuG\ $� 
eveQ iI Where were PRre wiQQerV WhDQ ORVerV 
DW Whe eQG RI Whe GD\� reSeDWeGO\ JDPEOiQJ DW 
WhDW FDViQR iV OiNeO\ WR Ee GDQJerRuV� JiveQ 
WhDW RQe SOD\er weQW EuVW� 

INSIGHTS FROM PHYSICISTS 
+Rw WheQ GR we reFRQFiOe Whe SDrDOOeO�
uQiverVe DSSrRDFh DQG Whe VeTueQFiQJ�

WhrRuJh�WiPe DSSrRDFh" TwR Sh\ViFiVWV� 2Oe 
3eWerV DQG 0urrD\ *eOO�0DQQ� DrJue PuFh 
RI GeFiViRQ WheRr\ hDV EeeQ PiViQWerSreWeG 
E\ IDiOiQJ WR GiVWiQJuiVh EeWweeQ Whe WwR 
DSSrRDFheV�� ,I we uQGerVWDQG GeFiViRQV 
DV EeiQJ WDNeQ wiWh reIereQFe WR RuWFRPeV 
WhrRuJh WiPe ± rDWher WhDQ DFrRVV 
h\SRWheWiFDO SDrDOOeO uQiverVeV ± Whe reVuOWV 
¿W PuFh EeWWer wiWh reDO�wRrOG REVervDWiRQ� 
$QG Whe\ FDQ heOS DGGreVV GiVFreSDQFieV iQ 
e[iVWiQJ WheRr\� 

,Q ViPSOe ¿QDQFe WerPV� 3eWerV DQG *eOO�
0DQQ DrJue WhDW SeRSOe VeeN WR PD[iPiVe 
Whe JrRwWh rDWe RI Wheir weDOWh WhrRuJh WiPe� 
The RuWFRPe RI VuFh DQ DSSrRDFh hDV Whe 
e[SeFWeG SRViWive iPSOiFDWiRQV IRr RverDOO 
weDOWh� EuW iW hDV DOVR EeeQ VhRwQ WR Ee 
Whe EeVW wD\ WR DOORFDWe DFrRVV uQFerWDiQ 
iQveVWPeQWV�� 1R eWhereDO QRWiRQ RI uWiOiW\ 
iV QeeGeG� $QG� QRWDEO\� Whe reVuOWV VWDrW WR 
ORRN OiNe WhRVe SrRSRVeG E\ SrRVSeFW WheRr\� 

,W¶V wRrWh uQSDFNiQJ wh\ WhiV iV Whe 
FDVe� ReFDOO WhDW SrRVSeFW WheRr\ GeVFriEeV 
SeRSOe DV ORVV DverVe ± PRre DffeFWeG E\ 
ORVVeV WhDQ JDiQV RI DQ eTuDO Vi]e� ,Q VeeNiQJ 
WR PD[iPiVe Whe JrRwWh iQ her weDOWh� DQ 
iQveVWRr iV iPSDFWeG DV\PPeWriFDOO\ E\ GRwQ 
SeriRGV� D 10� IDOO PuVW Ee IROORweG E\ DQ 
11� JDiQ iQ RrGer WR JeW Whe iQveVWRr EDFN WR 
where Vhe VWDrWeG� :hDW¶V PRre� Whe WhreDW RI 
EDQNruSWF\� Rr DW OeDVW D VuEVWDQWiDO GeQW iQ 
VWDrWiQJ FDSiWDO� DOwD\V OurNV iQ Whe VhDGRwV� 

1eJDWive VhRFNV WhereIRre DffeFW Whe 
RverDOO JrRwWh RI weDOWh PRre WhDQ DQ 
eTuivDOeQW SRViWive ± eiWher EeFDuVe Whe\ 
PuVW Ee IROORweG E\ eveQ EeWWer RuWWurQV 
WR JeW EDFN WR ]erR� Rr EeFDuVe Whe\ GrDJ uV 
FORVer WR Whe EDQNruSWF\ OiQe� DW whiFh SRiQW 
we¶re RuW RI Whe JDPe� :iWh WhiV iQ PiQG� iW 
EeFRPeV QDWurDO� eveQ QeFeVVDr\� WR SrRWeFW 
VPDOO JDiQV DQG WR DvRiG ORVVeV� eVSeFiDOO\ 
ODrJe RQeV� %uW Whe reDVRQiQJ GReVQ¶W reTuire 
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The ÀRFN DSSeDrV WR 
PRve WhrRuJh Whe 
Dir DV RQe RrJDQiVP� 
IRrPiQJ P\riDG 
VhDSeV DQG ÀRwiQJ iQ 
GiffereQW GireFWiRQV� 
DOPRVW OiNe D OiTuiG�́

DQ\ DOOuViRQ WR EehDviRur� SreIereQFeV Rr 
ePRWiRQ� The Pere IRFuV RQ JrRwWh iQ 
weDOWh iV eQRuJh WR SreVFriEe WhiV DSSrRDFh� 
:e Dre QRw VhRwQ D wD\ WR DGGreVV 
PDrNeW FRQuQGruPV wiWhRuW reVRrWiQJ WR D 
EehDviRurDO FruWFh� 0D\Ee we Dre DOO PRre 
rDWiRQDO WhDQ we WhRuJhW�

,V WhiV IRFuV RQ JrRwWh rDWeV WhrRuJh WiPe 
Whe DQVwer WR DOO RI Rur GeFiViRQ�PDNiQJ 
wReV" $ODV QRW� EeFDuVe Whe iQIRrPDWiRQ 
QeeGeG WR PDNe DFFurDWe DVVeVVPeQWV iV 
QRrPDOO\ ver\ Gi̇FuOW WR FRPe E\� There 
Dre DOreDG\ SrREOePV wiWh hRw riVN iV 
FhDrDFWeriVeG iQ ¿QDQFe� wiWh &$30�VW\Oe 
WhiQNiQJ VWiOO GRPiQDQW� (veQ Whe eQWire 
hiVWRr\ RI PRGerQ PDrNeWV DV we NQRw WheP 
RQO\ VWreWFheV IRr D FRuSOe RI huQGreG \eDrV 
DW EeVW� WhiV iV uQOiNeO\ WR Ee eQRuJh WR hDve 
wiWQeVVeG Whe IuOO rDQJe RI SRVViEOe RuWFRPeV� 

ACCOUNTING FOR 
COMPLEXITY
)Rr iQveVWRrV� RQe RI Whe GeeSer iQViJhWV 
IrRP SrRVSeFW WheRr\ OiQNV WR SeRSOe¶V 
iQDEiOiW\ WR evDOuDWe VPDOO SrREDEiOiWieV 
DFFurDWeO\� ,I we Dre Wr\iQJ WR PD[iPiVe Whe 
JrRwWh RI Rur weDOWh WhrRuJh WiPe� EuW Dre 
QRW JRRG DW DFFRuQWiQJ IRr uQOiNeO\ eveQWV� 
we PD\ FRPe D FrRSSer� :hDW FDQ Ee GRQe"

There iV RQe DreD RI reVeDrFh WhDW hDV 
VhRwQ JreDW SrRPiVe ± iI QRW iQ VROviQJ 
Whe SrREOeP RI PDrNeW uQFerWDiQW\� WheQ 
DW OeDVW iQ uQGerVWDQGiQJ iW� &RPSOe[ 
V\VWePV reVeDrFh hDV EeeQ GeveORSiQJ 
ViQFe Whe 19�0V� ,W ORRNV DW V\VWePV WhDW 
VhDre D QuPEer RI FhDrDFWeriVWiFV� ViPSOe 
FRPSRQeQWV WhDW iQWerDFW� DGDSWive G\QDPiFV 
WhDW reVSRQG WR FRQGiWiRQV� iQIRrPDWiRQ 
EeiQJ VhDreG EeWweeQ Whe FRPSRQeQWV� DQG 
QR FeQWrDO FRQWrRO�� 

ThiV PD\ QRW VRuQG SDrWiFuODrO\ VSeFiDO� 
EuW V\VWePV wiWh WheVe FhDrDFWeriVWiFV FDQ 
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Jive riVe WR wRQGerIuOO\ riFh G\QDPiFV� RIWeQ 
uQe[SeFWeGO\� *RRG e[DPSOeV iQFOuGe VeiVPiF 
DFWiviW\� weDWher V\VWePV� WrḊF FRQGiWiRQV 
DQG Whe GiffereQW VWDWeV RI wDWer� 2r FRQViGer 
PurPurDWiRQV RI VWDrOiQJV� The EirGV ÀRFN 
WRJeWher wheQ DrriviQJ DW Rr OeDviQJ Wheir 
rRRVW ViWe� The\ GR WhiV WR FRQIRuQG SreGDWRrV� 
WR VRFiDOiVe� WR VhDre iQIRrPDWiRQ DQG WR 
JrRuS WRJeWher IRr wDrPWh� The ÀRFN DSSeDrV 
WR PRve WhrRuJh Whe Dir DV RQe RrJDQiVP� 
IRrPiQJ P\riDG VhDSeV DQG ÀRwiQJ iQ 
GiffereQW GireFWiRQV� DOPRVW OiNe D OiTuiG� $W Whe 
iQGiviGuDO OeveO� eDFh EirG iV IROORwiQJ ViPSOe 
ruOeV WR NeeS FORVe WR� EuW QRW FrDVh iQWR� iWV 
QeiJhERurV� 2Q D ODrJe VFDOe� Whe reVuOWV Dre 
VurSriViQJ� riFhO\ FRPSOe[ DQG EeDuWiIuO�

%DFN WR iQveVWiQJ� 6WuG\iQJ FRPSOe[ 
V\VWePV iV iQViJhWIuO� eVSeFiDOO\ wheQ 
FRPSDreG wiWh hRw Whe PDrNeWV WeQG WR Ee 
FRQFeSWuDOiVeG� The GRPiQDQW view WeQGV WR 
FRQViGer riVN verVuV rewDrG iQ rDWher VWDWiF 
WerPV� 3revDiOiQJ reODWiRQVhiSV Dre uVeG DV D 
JuiGe WR Whe IuWure� $VVeVVPeQWV RI WrDGe�RffV 
GRQ¶W WDNe IuOO DFFRuQW RI Whe SRWeQWiDO DFWiRQV 
RI RWherV� 

$ FurreQW e[DPSOe iV Whe SrROiIerDWiRQ 
RI iQveVWPeQW VWrDWeJieV WhDW DiP WR reDFW 
G\QDPiFDOO\ WR DQ\ PDrNeW weDNQeVV� TheVe 
iQFOuGe PRVW VWrDWeJieV ODEeOOeG ³FriViV riVN 
RffVeW´ Rr ³riVN PiWiJDWiRQ �́ PDQ\ IuQGV wiWh 
³V\VWePDWiF´ Rr ³G\QDPiF´ iQ Wheir WiWOeV� 
DQG DQ\ DSSrRDFh WhDW VFDOeV iWV GeJree 
RI riVN uViQJ Whe SDVW vRODWiOiW\ RI SriFeV� 
TheVe VWrDWeJieV RIWeQ ORRN wRQGerIuO wheQ 
WeVWeG Rver hiVWRriFDO GDWD� EuW FDQ IDiO 
VSeFWDFuODrO\ wheQ DSSOieG iQ reDO WiPe� $ 
ViJQDO Whe VWrDWeJ\ uVeV PD\ IDiO iI hiVWRr\ 
GReVQ¶W TuiWe reSeDW� Rr eveQ rh\Pe� 2r 
Whe VWrDWeJ\ PD\ EeFRPe WRR wiGeO\ uVeG� 
reVuOWiQJ iQ D VeOI�IuO¿OOiQJ IDiOure� iI WRR 
PDQ\ SeRSOe ruVh WR Whe ¿re e[iW DW RQFe� Whe 
¿re e[iW FeDVeV WR IuQFWiRQ�

CRITICAL STATES
The FRPSOe[ V\VWeP ODEeO VeePV WR ¿W 
Whe VWruFWure RI PDrNeWV weOO� iQveVWRrV 
iQWerDFWiQJ� SriFeV evROviQJ WhrRuJh WiPe 
DQG reVSRQGiQJ WR Whe eQvirRQPeQW� 
iQIRrPDWiRQ EeiQJ VhDreG� RIWeQ rDSiGO\� DQG 
QR FeQWrDO FRQWrRO �iQ JeQerDO�� 

2Qe FRQFeSW IrRP FRPSOe[ V\VWePV WhDW 
VeePV WR Ee SDrWiFuODrO\ uVeIuO iV WhDW RI Whe 
FriWiFDO VWDWe� &RPSOe[ V\VWePV FDQ uQGerJR 
VRPeWhiQJ FDOOeG D ShDVe WrDQViWiRQ� whiFh 
GeVFriEeV D ViJQi¿FDQW DQG RIWeQ rDSiG 
FhDQJe iQ Whe VWDWe RI Whe V\VWeP� TrḊF iV 
DQ e[DPSOe� $ Iree�ÀRwiQJ PRWRrwD\ FDQ 
VuGGeQO\ EDFN uS WR D VWDQGVWiOO� VeePiQJO\ 
wiWhRuW FDuVe� EeIRre IreeiQJ uS DJDiQ D 
VhRrW whiOe ODWer� ,W¶V iPSRVViEOe WR SreGiFW 
e[DFWO\ where DQG wheQ VuFh D MDP PiJhW 
RFFur� %uW we NQRw MDPV Dre D FRQVeTueQFe 
RI Whe FRQGiWiRQV RI Whe PRWRrwD\� SriPDriO\ 
Whe GeQViW\ RI vehiFOeV DQG Whe VSeeG DW 
whiFh Whe\¶re WrDveOOiQJ� ,I WRR PDQ\ FDrV 
Dre Wr\iQJ WR WrDveO WRR IDVW� DQ\ VPDOO 
SerWurEDWiRQ FDQ WurQ iQWR D FDVFDGe RI ErDNe 
OiJhWV� DQG D EORFNDJe WhDW WrDveOV uSVWreDP� 

,I PDrNeWV FDQ Ee PRQiWRreG IRr ViJQV 
RI D FriWiFDO VWDWe� WheQ we PiJhW Ee DEOe 
WR iGeQWiI\ wheQ Whe RGGV RI D ShDVe 
WrDQViWiRQ ± here� D ODrJe PRve iQ 
PDrNeWV ± Dre hiJher WhDQ QRrPDO� 
:hDW VRrW RI iQGiFDWRrV IuO¿O VuFh D 
rROe" The VFieQFe iV evROviQJ rDSiGO\� 
DQG DGvDQFeV iQ FRPSuWiQJ SRwer 
hDve PDGe PRGeOOiQJ FRPSOe[ 
V\VWePV PRre viDEOe� 6R IDr� 
VWuG\iQJ Whe PDQQer iQ whiFh 
SriFeV PRve reODWive WR eDFh 
RWher� FhDQJeV iQ Whe SriFiQJ 
RI iQVurDQFe DJDiQVW ODrJe 
PDrNeW PRveV� DQG eveQ Whe 
QDWure RI Whe RVFiOODWiRQV 
RI D ViQJOe SriFe WhrRuJh 
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WiPe hDve DOO EeeQ iQIRrPDWive iQ 
VSeFi¿F VFeQDriRV�9 

TOWARDS A PATH  
THROUGH RISK

)Rr iQveVWRrV PDNiQJ GeFiViRQV� Whe verGiFW 
VeePV Pi[eG� :e DreQ¶W DOO WhDW EDG DW 
RSWiPiViQJ EDViF iQveVWiQJ FhRiFeV WhrRuJh 
WiPe� %uW we VWruJJOe wiWh SrREDEiOiWieV� 
eVSeFiDOO\ iQ Whe e[WrePe� DQG PDrNeWV GRQ¶W 
DOwD\V EehDve hRw we WhiQN ± Rr Dre OeG 
WR WhiQN ± Whe\ GR� 3rRVSeFW WheRr\ VD\V 
we RvereVWiPDWe Whe RGGV RI PRre uQOiNeO\ 
eveQWV� whiOe VRPe VWuGieV10 VuJJeVW we 
uQGereVWiPDWe Whe RGGV iI Whe SDrDPeWerV Dre 
SRRrO\ Ge¿QeG� DV Whe\ RIWeQ Dre iQ iQveVWiQJ� 

TurQiQJ IrRP huPDQ OiPiWDWiRQV WR 
Whe PDrNeW DV D whROe� D FRPSOe[ V\VWePV 
SerVSeFWive FDQ heOS uV� 0DrNeWV Dre QRW 
wiVe GiVFRuQWerV RI eFRQRPiF SrRVSeFWV� 
GiviQiQJ WruWh WhrRuJh WiPe DQG VuVFeSWiEOe 
RQO\ WR RFFDViRQDO hiFFuSV� The\ Dre OiviQJ 
FRPSOe[ V\VWePV� wiWh uQFRuQWDEOe IeeGEDFN 
ORRSV� The\ uQGerJR Vevere DQG rDSiG FhDQJeV 
iQ FhDrDFWer� SreVeQWiQJ SDWWerQV we hDveQ¶W 
VeeQ EeIRre� ,Q VuFh DQ eQvirRQPeQW� we 
VhRuOG Ee wDr\ RI Rur eVWiPDWeV RI Whe 
OiNeOihRRG RI riVNV� WheVe riVNV Dre OiNeO\ WR Ee 
SRRrO\ Rr iQVu̇FieQWO\ Ge¿QeG�

The EeWWer Whe FRPSOe[iW\ RI Whe ¿QDQFiDO 
V\VWeP iV uQGerVWRRG� Whe FORVer we FDQ JeW 
WR DSSreFiDWiQJ Whe Wrue QDWure RI whDW¶V 
iQvROveG wheQ iQveVWiQJ� 
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John Law
A MODERN MONETARY TALE — FROM THE EARLY 1700s

WHEN LEHMAN BROTHERS WENT 
DOWN 10 YEARS AGO� iW wDV IeDreG WhDW 
DQRWher *reDW 'eSreVViRQ wDV iQ Whe ṘQJ� 
,Q RrGer WR DvRiG VuFh DQ RuWFRPe� FeQWrDO 
EDQNV ePSOR\eG e[WrePe PeDVureV� VODVhiQJ 
iQWereVW rDWeV DQG Eu\iQJ uS WriOOiRQV RI 
GROODrV¶ wRrWh RI VeFuriWieV� $ reruQ RI Whe 
eDrO\ 19�0V wDV DvRiGeG� 

TheVe EROG PRQeWDr\ e[SeriPeQWV FDOO WR 
PiQG D GiffereQW WiPe DQG SODFe� ReJeQF\ 
)rDQFe� VRPe �00 \eDrV DJR wheQ D 6FRWWiVh 
DGveQWurer� -RhQ /Dw� eVWDEOiVheG D FeQWrDO 
EDQN� whRVe SDSer PRQe\ wDV uVeG WR Eu\ 
uS )rDQFe¶V QDWiRQDO GeEW� GrDPDWiFDOO\ 
ORwereG iQWereVW rDWeV DQG iQÀDWeG RQe RI 
hiVWRr\¶V JreDW VSeFuODWive EuEEOeV� -RhQ 
/Dw FDQ Ee VeeQ DV Whe IDWher RI TuDQWiWDWive 
eDViQJ DQG RI uOWrDORw iQWereVW rDWeV� $V 
FeQWrDO EDQNerV DWWePSW WR reverVe VRPe RI 
Wheir SRVW�FriViV PeDVureV� Whe reVRuQGiQJ 
IDiOure RI /Dw¶V JreDW VFhePe iV iQVWruFWive�

,Q eDrO\ 1�20� /Dw wDV )rDQFe¶V 
FRQWrROOer�JeQerDO RI ¿QDQFeV �iQ effeFW� 

SriPe PiQiVWer�� +e wDV IRuQGer DQG heDG 
RI )rDQFe¶V ¿rVW FeQWrDO EDQN DQG FhieI 
e[eFuWive RI Whe &RPSDQ\ RI Whe ,QGieV 
�SRSuODrO\ NQRwQ DV Whe 0iVViVViSSi 
&RPSDQ\�� D EuViQeVV whiFh iQFRrSRrDWeG 
DOO RI )rDQFe¶V RverVeDV WrDGiQJ FRPSDQieV 
DQG RwQeG Whe WrDGiQJ DQG ODQG riJhWV WR 
Whe )reQFh WerriWRr\ RI /RuiViDQD� DV weOO 
DV VuQGr\ RWher EuViQeVVeV� $W iWV SeDN� 
Whe 0iVViVViSSi &RPSDQ\ wDV vDOueG DW 
DrRuQG WwiFe )rDQFe¶V QDWiRQDO iQFRPe� 
%\ FRPSDriVRQ� wriWeV /Dw¶V PRVW reFeQW 
EiRJrDSher -DPeV %uFhDQ� ³$SSOe ,QF iV D 
rDJ�DQG�ERQe VhRS �́1 

%\ hiV RwQ reFNRQiQJ� /Dw wDV Whe riFheVW 
PDQ iQ hiVWRr\� +e DFTuireG e[WeQVive 
SrRSerWieV iQ 3DriV �iQFOuGiQJ PRVW RI Whe 
hRuVeV iQ Whe 3ODFe 9eQG{Pe� DQG vDriRuV 
eVWDWeV DFrRVV )rDQFe� /Dw wDV IDwQeG uSRQ 
E\ SriQFeV DQG VWDWeVPeQ DOiNe� ThiV wDV QR 
PeDQ DFhievePeQW IRr D PDQ whR VWDrWeG OiIe 
DV D PePEer RI Whe PiGGOiQJ rDQNV� Whe VRQ RI 
DQ (GiQEurJh JROGVPiWh� DQG whR DV D IeFNOeVV 

GUEST ARTICLE 

EDWARD CHANCELLOR
Financial historian, 

and friend of Ruffer
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\RuWh VRPe TuDrWer RI D FeQWur\ eDrOier hDG 
NiOOeG DQRWher PDQ iQ D GueO iQ %ORRPVEur\ 
6TuDre� wDV VeQWeQFeG WR Ee hDQJeG� EuW 
eVFDSeG IrRP MDiO DQG ÀeG WR Whe &RQWiQeQW� 

A LOVE OF IDEAS
/Dw wDV QRW SriPDriO\ D PDQ RI EuViQeVV� 
+e wDV ¿rVW DQG IRrePRVW D rDGiFDO PRQeWDr\ 
WhiQNer� ³$ PDQ PRre iQ ORve wiWh hiV iGeDV 
WhDQ wiWh PRQe\ �́2 DV 0RQWeVTuieu SuW 
iW� /Dw EeOieveG WhDW eFRQRPiF SrRJreVV 
wDV hiQGereG E\ D ODFN RI PRQe\ DQG E\ 
e[FeVViveO\ hiJh iQWereVW rDWeV� +iV JreDW 

DPEiWiRQ wDV WR eVWDEOiVh D EDQN� GePRQeWiVe 
JROG DQG GeOiver eDV\ PRQe\� -RhQ 0D\QDrG 
.e\QeV hDG PuFh Whe VDPe DPEiWiRQ VRPe 
WwR FeQWurieV ODWer� �&uriRuVO\� iQ hiV RwQ 
wriWiQJV� Whe &DPEriGJe eFRQRPiVW PDNeV 
RQO\ D ViQJOe ÀeeWiQJ reIereQFe WR hiV 
eiJhWeeQWh�FeQWur\ IRreruQQer��

+DviQJ DrriveG iQ )rDQFe iQ 1�1� DW 
Whe eQG RI Whe ORQJ reiJQ RI /RuiV ;,9� 
/Dw IRuQG hiV RSSRrWuQiW\ WR SuW hiV 
SODQV iQWR SrDFWiFe� )rDQFe wDV VufferiQJ 
IrRP D ¿QDQFiDO DQG eFRQRPiF FriViV� 
uQePSOR\PeQW wDV hiJh� SriFeV were IDOOiQJ 

/Dw wDV QRW SriPDriO\ D  
PDQ RI EuViQeVV� +e wDV  
¿rVW DQG IRrePRVW D  
rDGiFDO PRQeWDr\  
WhiQNer�  +iV JreDW 

DPEiWiRQ wDV  
WR eVWDEOiVh D EDQN�́

2 
$Q

WR
iQ

 (
 0

ur
Sh

\�
 -

Rh
Q 

/D
w

� (
FR

QR
P

iF
 T

he
Rr

iV
W D

QG
 3

RO
iF

\�
P

DN
er

The Ruffer Review 2019PAGE 56



QRWeV� :heQ Whe VhDreV were JRiQJ QRwhere 
iQ Whe PDrNeW� /Dw SerVRQDOO\ RffereG WR 
Eu\ RuW VhDrehROGerV VeverDO PRQWhV iQ Whe 
IuWure DW D SrePiuP WR Whe SrevDiOiQJ PDrNeW 
SriFe� $IWer Whe VhDreV VWDrWeG WR WDNe Rff� 
/Dw reTuireG DSSOiFDQWV IRr Qew iVVueV WR 
hROG VhDreV IrRP SreviRuV iVVueV� whiFh 
were iQ VhRrW VuSSO\� The WerPV RI Whe ODWer 
VuEVFriSWiRQV DOORweG IRr RQO\ VPDOO GRwQ 
SD\PeQWV iQ FDVh� /Dw DOVR ERRVWeG Whe 
&RPSDQ\¶V GiviGeQG� DOWhRuJh iW iV GRuEWIuO 
wheWher Whe GiviGeQG wDV DFWuDOO\ FRvereG 
E\ eDrQiQJV�

LOWERING RATES
%\ IDr Whe PRVW iPSRrWDQW iPSeWuV WR Whe 
eQVuiQJ EuEEOe wDV PRQeWDr\� ,Q ODWe 1�1�� 
/Dw¶V EDQN wDV QDWiRQDOiVeG DQG reQDPeG 
Whe RR\DO %DQN� -uVW OiNe DQ\ PRGerQ FeQWrDO 
EDQN� Whe RR\DO %DQN wDV QRW reTuireG WR 
hROG JROG reVerveV DJDiQVW Whe QRWeV iW iVVueG� 
ThiV PeDQW Where wDV QR ORQJer DQ\ effeFWive 
OiPiW RQ Whe DPRuQW RI QRWeV WhDW FRuOG eQWer 
FirFuODWiRQ� 2ver Whe IROORwiQJ \eDr� Whe 
iVVue RI EDQN QRWeV FOiPEeG IrRP DrRuQG �0 
PiOOiRQ OivreV WR Rver D EiOOiRQ DQG )rDQFe¶V 
WRWDO PRQe\ VuSSO\ PRre WhDQ GRuEOeG�

$Q iPPeGiDWe FRQVeTueQFe RI WhiV 
WRrreQW RI PRQe\ wDV WR EriQJ GRwQ 
Whe rDWe RI iQWereVW iQ )rDQFe� ThiV wDV 
e[DFWO\ whDW /Dw iQWeQGeG� ,Q Whe wRrGV 
RI RQe EiRJrDSher� he hDG DOwD\V EeeQ D 
³ORw iQWereVW rDWe DGvRFDWe �́ ThrRuJhRuW 
(urRSe WhiV wDV D SeriRG RI ³eDV\ PRQe\ �́ 
wrRWe 6iGQe\ +RPer DQG RiFhDrG 6\OOD iQ 
Wheir +iVWRr\ RI ,QWereVW RDWeV� The FRVW 
RI FRPPerFiDO ORDQV iQ )rDQFe IeOO IrRP 
DQ DverDJe RI �� EeIRre /Dw¶V DrrivDO WR 
OeVV WhDQ 2� E\ ODWe 1�19� $IWer /Dw wDV 
DSSRiQWeG ¿QDQFe PiQiVWer iQ -DQuDr\ 1�20� 
he SrRSRVeG reGuFiQJ Whe iQWereVW SD\PeQWV 
RQ Whe rR\DO GeEWV �whiFh were FDOODEOe� WR 2�� 

DQG Whe NiQJ¶V FreGiW wDV VhRW� The FRuQWr\¶V 
eFRQRPiF DQG ¿VFDO ViWuDWiRQ VRPewhDW 
reVePEOeG (urRSe¶V VRvereiJQ GeEW FriViV RI 
D Iew \eDrV DJR� $V Whe Qew NiQJ /RuiV ;9 
wDV D PiQRr� Whe FRuQWr\ FDPe uQGer Whe 
ReJeQF\ RI 3hiOiSSe ,,� 'uNe RI 2rOpDQV� 
DQ eDV\�JRiQJ ¿Jure whR wDV RSeQ WR DQ\ 
VuJJeVWiRQV WhDW PiJhW heOS )rDQFe eVFDSe 
her Gire SreGiFDPeQW�

,Q ODWe 1�1�� /Dw RuWOiQeG hiV SrRSRVDO 
WR Whe ReJeQW� ³$Q DEuQGDQFe RI PRQe\ 
whiFh wRuOG ORwer Whe iQWereVW rDWe WR WwR 
Ser FeQW�́  wrRWe /Dw� ³wRuOG� iQ reGuFiQJ 
Whe ¿QDQFiQJ FRVWV RI Whe GeEWV DQG SuEOiF 
ṘFeV� eWF� reOieve Whe .iQJ� ,W wRuOG 
OiJhWeQ Whe EurGeQ RI Whe iQGeEWeG QREOe 
ODQGRwQerV� ThiV ODWWer JrRuS wRuOG Ee 
eQriFheG EeFDuVe DJriFuOWurDO JRRGV wRuOG 
Ee VROG DW hiJher SriFeV� ,W wRuOG eQriFh 
WrDGerV whR wRuOG WheQ Ee DEOe WR ERrrRw DW 
D ORwer iQWereVW rDWe DQG Jive ePSOR\PeQW WR 
Whe SeRSOe�́ � +ere /Dw VRuQGV PuFh OiNe D 
FRQWePSRrDr\ FeQWrDO EDQNer e[FeSW wiWhRuW 
Whe DFDGePiF verEiDJe�

/Dw¶V VFhePe� Rr ³6\VWeP´ DV he FDOOeG 
iW� VWDrWeG iQ 1�1� wiWh Whe eVWDEOiVhPeQW 
RI D SrivDWe EDQN� NQRwQ DV Whe *eQerDO 
%DQN� The IROORwiQJ \eDr� he DFTuireG 
Whe &RPSDQ\ RI Whe ,QGieV �0iVViVViSSi 
&RPSDQ\� DQG VRRQ DIWer DFTuireG D hRVW RI 
RWher EuViQeVVeV� ,Q 1�19� /Dw FRPPiWWeG 
Whe &RPSDQ\ WR WDNe Rver )rDQFe¶V eQWire 
QDWiRQDO GeEW ± WheQ eVWiPDWeG WR Ee rRuJhO\ 
eTuivDOeQW WR Whe QDWiRQ¶V DQQuDO RuWSuW� ,Q 
RrGer WR GeOiver RQ WhiV SrRPiVe� Whe NiQJ¶V 
FreGiWRrV hDG WR Ee eQWiFeG WR e[FhDQJe Wheir 
GeEW VeFuriWieV IRr 0iVViVViSSi VhDreV� $QG 
WhDW reTuireG D hiJh DQG riViQJ VhDre SriFe� 
The eQWerSriViQJ 6FRWVPDQ IRuQG QuPerRuV 
wD\V WR DFhieve WhiV eQG� 

6uEVFriEerV iQ eDrO\ VhDre iVVueV were 
DOORweG WR SD\ iQ GeSreFiDWeG JRverQPeQW  �

  ,
Ei

G
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/Dw¶V RR\DO %DQN VuSSOieG ORDQV WR 
VSeFuODWRrV DJDiQVW Whe FROODWerDO RI VhDreV 
DW DQ DQQuDO FRVW RI 2�� /Dw DQG hiV ErRWher 
:iOOiDP ERrrRweG PiOOiRQV RI OivreV WR 
Eu\ VhDreV DQG SrRSerWieV� The &RPSDQ\ 
ERrrRweG PRQe\ IrRP Whe EDQN WR SurFhDVe 
iWV RwQ VhDreV iQ Whe PDrNeW� $W RQe VWDJe 
iQ ODWe 1�19� Whe &RPSDQ\ RffereG WR DFTuire 
VhDreV DW D SrePiuP WR Wheir PDrNeW SriFe� 
$W Whe VDPe WiPe� iW RSeQeG DQ ṘFe� QDPeG 
the Bureau d’achat et de vente, whose 
SurSRVe wDV WR WrDGe iQ Whe &RPSDQ\¶V 
VWRFN� %\ eDrO\ 1�20 Whe &RPSDQ\ hDG 
ERuJhW EDFN QeDrO\ D ¿IWh RI iWV RuWVWDQGiQJ 
VhDreV wiWh ORDQV �RQ whiFh iW SDiG QR 
iQWereVW� DPRuQWiQJ WR huQGreGV RI PiOOiRQV 
RI OivreV� ,Q ViPiODr veiQ� 86 FRPSDQieV iQ 
reFeQW \eDrV hDve DvDiOeG WhePVeOveV RI ORw�
FRVW ORDQV WR reSurFhDVe VeverDO WriOOiRQ RI 
GROODrV¶ wRrWh RI Wheir RwQ VhDreV�

The &RPSDQ\¶V VhDre reSurFhDVeV were 
reVSRQViEOe IRr D FRQViGerDEOe DPRuQW RI Whe 
iQFreDVe iQ Whe PRQe\ VuSSO\� ,Q IDFW� Whe 
JreDW PDMRriW\ RI Whe Qew EDQN QRWeV iVVueG 
DW Whe WiPe were iQ Whe GeQRPiQDWiRQ RI 
10�000 OivreV� TheVe QRWeV were uVeG RQO\ IRr 
OeQGiQJ DJDiQVW VhDreV DV Whe\ were WRR ODrJe 
IRr QRrPDO FRPPerFiDO WrDQVDFWiRQV� $V Whe 
FRQWePSRrDr\ EDQNer DQG eDrO\ eFRQRPiVW 
RiFhDrG &DQWiOORQ QRWeG� /Dw¶V Qew PRQe\ 
GiGQ¶W iPPeGiDWeO\ eQWer Whe JeQerDO 
FirFuODWiRQ EuW rePDiQeG� DV we wRuOG VD\� 
WrDSSeG iQ Whe ¿QDQFiDO VeFWRr where iWV 
PDiQ effeFW wDV WR iQÀDWe DVVeW SriFeV� $JDiQ� 
we ¿QG D ViPiODriW\ wiWh Whe 86 )eGerDO 
ReVerve¶V SROiF\ RI TuDQWiWDWive eDViQJ whiFh 
FRPPeQFeG iQ 200� DQG FRQWiQueG IRr PDQ\ 
\eDrV DIWerwDrGV� The Qew PRQe\ FreDWeG 
E\ Whe )eG hDV PRVWO\ EeeQ VSeQW RQ Whe 
SurFhDVe RI ¿QDQFiDO VeFuriWieV rDWher WhDQ 
IRr FRQveQWiRQDO OeQGiQJ� DQG hDV VerveG 
ODrJeO\ WR iQÀDWe DVVeW SriFeV�

PLEASANT INDEED
Easy money has many consequences, 
VRPe RI whiFh iQ Whe VhRrW�ruQ Dre rDWher 
SOeDVDQW� 3OeDVDQW iQGeeG iI \Ru were D 
hROGer RI 0iVViVViSSi &RPSDQ\ VhDreV� whiFh 
IrRP D SriFe RI DrRuQG �00 OivreV iQ eDrO\ 
1�19 FOiPEeG WR FORVe WR 10�000 E\ Whe eQG 
RI Whe \eDr� (veQ DW iWV SeDN� Whe &RPSDQ\¶V 
VhDre SriFe wDV QRW WRWDOO\ irrDWiRQDO� 
$W 10�000 OivreV Whe VhDreV SrRGuFeG D 
GiviGeQG \ieOG RI FORVe WR 2� whiFh wDV iQ 
OiQe wiWh Whe rDWe RI iQWereVW RQ RuWVWDQGiQJ 
JRverQPeQW GeEW� $V Whe eiJhWeeQWh�FeQWur\ 
6FRWWiVh eFRQRPiVW 6ir -DPeV 6WeuDrW DVWuWeO\ 
FRPPeQWeG� ³The vDOue iQ FDSiWDO� reDOO\ 
e[iVWeG reODWive WR Whe rDWe RI iQWereVW�́ � The 
SriFe RI )reQFh reDO eVWDWe DOVR FOiPEeG DW 
Whe WiPe� wiWh SrRSerWieV VeOOiQJ IRr reQWDO 
\ieOGV DV ORw DV 1�� :iWhRuW Whe SrRS RI ORw 
iQWereVW rDWeV� hRwever� Whe 0iVViVViSSi VhDreV 
were RvervDOueG VRPewhere EeWweeQ WwR WR 
¿ve WiPeV� DFFRrGiQJ WR D reFeQW DQDO\ViV E\ 
)rDQFRiV 9eOGe RI Whe &hiFDJR )eGerDO ReVerve� 

The )reQFh reQWierV hDG QR FhRiFe EuW 
WR SDrWiFiSDWe iQ /Dw¶V EuEEOe� $V RQe 
QiQeWeeQWh�FeQWur\ FRPPeQWDWRr SuW iW� ³%\ 
D VWrRNe RI Whe SeQ� Whe hROGerV RI Whe JreDWer 
SDrW RI Whe JRverQPeQW iQGeEWeGQeVV IRuQG 
Wheir iQveVWPeQWV GeVWrR\eG DW D SeriRG 
wheQ Whe GeFOiQe iQ iQWereVW DQG Whe riVe 
iQ Whe vDOue RI reDO DQG SerVRQDO SrRSerW\ 
VeePeG WR FuW WheP Rff IrRP DOO DveQueV IRr 
iQveVWPeQW e[FeSW WhRVe whiFh OeG WR Whe 
V\VWeP iWVeOI�́ 5 6DverV ORRNiQJ WR PDiQWDiQ 
Wheir iQveVWPeQW iQFRPe iQ Whe SRVW�/ehPDQ 
wRrOG RI uOWrDORw iQWereVW rDWeV hDve IRuQG 
WhePVeOveV iQ D ViPiODr ¿[� The\ hDve DOVR 
EeeQ WROG WhDW hiVWRriFDOO\ hiJh vDOuDWiRQV 
IRr 86 VWRFNV DQG RWher DVVeWV FODVVeV were 
iQ IDFW TuiWe reDVRQDEOe FRQViGeriQJ Whe ORw 
SrevDiOiQJ OeveO RI iQWereVW rDWeV�

The riVe iQ Whe 0iVViVViSSi VWRFN ErRuJhW � 
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The EuEEOe EurVW�  
3DriV eruSWeG iQ riRWV�  
/Dw¶V FDrriDJe wDV  
VPDVheG WR SieFeV  
E\ Whe PRE�́
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D WhrRQJ RI VSeFuODWRrV WR Whe RSeQ�Dir 
VWRFN PDrNeW RI Whe Rue 4uiQFDPSRi[� 
)RreiJQerV ÀRFNeG WR 3DriV iQ Wheir WeQV RI 
WhRuVDQGV� The VSeFuODWive FRQWDJiRQ VRRQ 
VSreDG WR $PVWerGDP DQG /RQGRQ� where 
Whe 6RuWh 6eD EuEEOe� D VFhePe whiFh 
FRSieG /Dw¶V iQ VeverDO reVSeFWV� WRRN Rff� 
0DQ\ FRQWePSRrDrieV were ED̈eG E\ WhiV 
PDQiD IRr SDSer PRQe\ DQG SDSer VWRFNV� 
TR Whe 'uNe Ge 6DiQW�6iPRQ� /Dw¶V VFhePe 
DSSeDreG WR iQvROve QRWhiQJ RWher WhDQ 
rREEiQJ 3eWer WR SD\ 3DuO� ³&hiPerD´ wDV Whe 
wRrG uVeG E\ 6DiQW�6iPRQ� 'eIRe� 9ROWDire 
DQG RWherV WR GeVFriEe Whe WrDGe iQ VhDreV� 

The PRVW VuFFeVVIuO 0iVViVViSSiDQV 
TuiFNO\ DPDVVeG JreDW IRrWuQeV� The wRrG 
millionaire PDGe iWV ¿rVW DSSeDrDQFe 
iQ Whe )reQFh ODQJuDJe� $V GiG realise, 
PeDQiQJ ³Whe FRQverViRQ RI iGeDO SrRSerW\ 
iQWR VRPeWhiQJ reDO´ �:DVhiQJWRQ ,rviQJ¶V 
Ge¿QiWiRQ��� ReDOiVDWiRQV RI 0iVVViVViSSi 
JDiQV IueOOeG D VurJe RI RVWeQWDWiRuV 
VSeQGiQJ� RQ JiOGeG FDrriDJeV� IrRFN FRDWV� 
*REeOiQ WDSeVWrieV DQG RWher IriSSerieV� 
The 'uNe RI %RurERQ VSeQW hiV 0iVViVViSSi 
wiQGIDOO RQ EuiOGiQJ PDJQi¿FeQW VWDEOeV DW 
hRPe iQ &hDQWiOO\� GeViJQeG WR hROG VRPe 
200 hRrVeV DQG 2� FDrriDJeV� ,Q reFeQW 
\eDrV Whe 0iVViVViSSi PiOOiRQDireV hDve 
IRuQG Wheir FRuQWerSDrW iQ Whe JrRwiQJ 
rDQNV RI EiOOiRQDireV DQG ³uOWrD�hiJh�QeW 
wRrWh iQGiviGuDOV �́ whR hDve VSeQW VRPe RI 
Wheir Qew�IRuQG IRrWuQeV RQ Ou[ur\ \DFhWV� 
viQWDJe PRWRr FDrV� +erPqV hDQGEDJV� 
FRQWePSRrDr\ DrW wRrNV DQG Whe OiNe�

NO WORKERS WITHOUT WORK
8QGer /Dw¶V PDQDJePeQW )rDQFe¶V eFRQRP\ 
SrRVSereG� $V he ODWer wrRWe� ³The 3riQFe 
wDV Whe heDG RI D riFh SeRSOe� hiV reveQueV 
iQFreDVeG DQG Whe EurGeQV RQ hiV SeRSOe 
reGuFeG� There were QR ORQJer uQFuOWivDWeG 
ODQGV Rr wRrNerV wiWhRuW wRrN� 3eDVDQWV 
were IeG DQG FORWheG DQG RweG QRWhiQJ 
WR eiWher .iQJ Rr PDVWer� 0DQuIDFWureV� 
QDviJDWiRQ DQG WrDGe iQFreDVeG DQG were 
vDOueG« FreGiW wDV SreIerreG DQG JDiQeG 
reODWive WR VSeFie�́  � 

8QIRrWuQDWeO\ Whe JRRG WiPeV GiGQ¶W ODVW� 
The QewO\ SriQWeG PRQe\ VWDrWeG VeeSiQJ 
iQWR Whe eFRQRP\� SrRGuFiQJ D GiffereQW 
NiQG RI iQÀDWiRQ ± WhDW whiFh FRPeV IrRP 
WRR PuFh PRQe\ FhDViQJ WRR Iew JRRGV� 
The SriFe RI IRRG weQW WhrRuJh Whe rRRI� 
The $PeriFDQ eFRQRPiF hiVWRriDQ (DrO 
-� +DPiOWRQ ODWer EODPeG Whe uSVurJe RI 
iQÀDWiRQ RQ Whe e[FeVViveO\ ORw iQWereVW 
rDWeV iQVWiWuWeG E\ /Dw� ³The GiVSDriW\ 
EeWweeQ Whe QDWurDO DQG PDrNeW rDWeV RI 
iQWereVW >wrRWe +DPiOWRQ@ DFFeQWuDWeG D 
FreGiW e[SDQViRQ DQG SOD\eG DQ iPSRrWDQW 
rROe iQ Whe VhDrS uSVwiQJ RI SriFeV´� which 
rRuJhO\ GRuEOeG GuriQJ Whe EuEEOe SeriRG� 
IDr RuWSDFiQJ JDiQV iQ wDJeV�

/Dw IDFeG DQRWher iQWrDFWDEOe SrREOeP� 
+iV PRQeWDr\ e[SeriPeQW WRRN SODFe DW D 
WiPe wheQ Whe )reQFh FurreQF\ wDV ¿[eG 
reODWive WR VWerOiQJ� whiFh iQ WurQ wDV 
FRQverWiEOe iQWR JROG� ,Q RrGer WR PDNe hiV 
QRWeV PRre DWWrDFWive� /Dw DOVR rDiVeG E\ ¿DW 
Whe vDOue RI Whe )reQFh Oivre reODWive WR JROG� 
:hDW WhiV PeDQW iV WhDW /Dw wDV iQFreDViQJ 
Whe QRWe iVVue DQG iWV JROG vDOue whiOe Wr\iQJ 
WR NeeS Whe FurreQF\¶V IRreiJQ e[FhDQJe 
rDWe FRQVWDQW� ThiV wDV DQ iPSRVViEOe WDVN� 
$V VSeFuODWRrV WRRN SrR¿WV DQG iQÀDWiRQ 
EeFDPe rDPSDQW� SeRSOe VWDrWeG WDNiQJ 
Wheir PRQe\ RuW RI Whe FRuQWr\ eveQ WhRuJh � 
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WhiV wDV IRrEiGGeQ� The )reQFh FurreQF\ 
FROODSVeG RQ Whe IRreiJQ e[FhDQJeV� ORViQJ 
PRre WhDQ hDOI RI iWV vDOue reODWive WR VWerOiQJ�

The VOiGe RQ Whe IRreiJQ e[FhDQJeV IRrFeG 
/Dw WR FRQViGer hiV RSWiRQV� +e FRuOG eiWher 
FDrr\ RQ SriQWiQJ PRQe\ WR Eu\ VhDreV� EuW 
WhiV wRuOG OiNeO\ SrRGuFe IurWher iQÀDWiRQ� 
2r� he FRuOG rePRve Whe e[FeVV QRWeV IrRP 
FirFuODWiRQ� /Dw WRRN Whe EiWWer SiOO� ,Q 0D\ 
1�20� he RrGereG Whe GevDOuDWiRQ RI ERWh 
Whe VhDreV DQG QRWeV� DQG Whe FDQFeOODWiRQ 
RI PiOOiRQV RI EDQN QRWeV� The EuEEOe EurVW� 
3DriV eruSWeG iQ riRWV� /Dw¶V FDrriDJe wDV 
VPDVheG WR SieFeV E\ Whe PRE� $ weeN ODWer� 
Whe JreDW PDQ wDV VDFNeG IrRP hiV SRVW DV 
¿QDQFe PiQiVWer� %\ Whe eQG RI Whe \eDr� Whe 
0iVViVViSSi VWRFN hDG IDOOeQ E\ DrRuQG 90� 
IrRP iWV SeDN� /Dw ÀeG Whe FRuQWr\� OeDviQJ 
EehiQG ERWh hiV IDPiO\ DQG IRrWuQe� +iV 
JreDW 6\VWeP ± whiFh hDV EeeQ GeVFriEeG DV 
Whe PRVW DPEiWiRuV eFRQRPiF e[SeriPeQW 
SriRr WR Whe RuVViDQ RevROuWiRQ RI 191� ± wDV 
iQ ruiQV� +e GieG QiQe \eDrV ODWer iQ 9eQiFe� 

BOTH SWINDLER AND PROPHET
The FROODSVe RI Whe 0iVViVViSSi %uEEOe 
SuW Whe )reQFh Rff FeQWrDO EDQNV DQG Whe 
WeFhQiTueV RI PRGerQ ¿QDQFe IRr Whe reVW RI 
Whe eiJhWeeQWh FeQWur\� 6RPe PiJhW WhiQN 
WhDW D JRRG WhiQJ� %uW iW PeDQW WhDW )rDQFe 
wDV IRrFeG WR ERrrRw DW PuFh hiJher rDWeV� 
whiFh SuW her DW D Vevere GiVDGvDQWDJe WR 
her (QJOiVh rivDOV� ³The %DWWOe RI 3ODVVe\ 
wDV wRQ iQ ([FhDQJe $OOe\ DQG Whe +eiJhWV 
RI $ErDhDP IeOO WR Whe FOerNV RI Whe %DQN RI 
(QJODQG�́ 9 wriWeV -DPeV %uFhDQ� (veQWuDOO\ 
/Dw¶V GreDP RI D SureO\ SDSer PRQe\ wDV 
reDOiVeG DIWer Whe FROODSVe RI %reWWRQ :RRGV� 
VRPe 2�0 \eDrV DIWer /Dw¶V 6\VWeP hDG 
FROODSVeG� .DrO 0Dr[¶V verGiFW RQ /Dw DV 
hDviQJ WhDW ³SOeDVDQW FhDrDFWer Pi[Wure RI 
VwiQGOer DQG SrRSheW´ DSSeDrV MuVW� 

0RGerQ FeQWrDO EDQNerV DSSeDr QRW WR 
hDve heeGeG Whe OeVVRQV RI /Dw¶V IDiOure� 
The\ Dre� WR DGDSW .e\QeV¶V IDPRuV ShrDVe� 
Whe ³VODveV RI D GeIuQFW eFRQRPiVW�́  ³:hDW 
FeQWrDO EDQNerV Dre GRiQJ QRw iV e[DFWO\ 

0RGerQ FeQWrDO EDQNerV  
DSSeDr QRW WR hDve  
heeGeG Whe OeVVRQV  
RI /Dw¶V IDiOure� The\ Dre�  

WR DGDSW .e\QeV¶V  
IDPRuV ShrDVe� Whe  

³VODveV RI D GeIuQFW eFRQRPiVW �́́
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TuDQWiWDWive WiJhWeQiQJ ± wiWhRuW D Vevere 
PiVhDS VhRuOG SD\ DWWeQWiRQ� 

CHINA TODAY
The SDrDOOeOV EeWweeQ /Dw¶V 6\VWeP DQG 
reFeQW ¿QDQFiDO GeveORSPeQWV iQ &hiQD 
Dre eveQ PRre FRPSeOOiQJ� The 3eRSOe¶V 
ReSuEOiF� OiNe eiJhWeeQWh�FeQWur\ )rDQFe� 
rePDiQV DQ DEVROuWiVW VWDWe� ruOeG E\ D 
SriviOeJeG FODVV� uQERuQG E\ Whe ruOe RI 
ODw� The 0iVViVViSSi &RPSDQ\ reVePEOeV 
ever\ &hiQeVe VWDWe�RwQeG eQWerSriVe rROOeG 
iQWR RQe� /Dw¶V e[SerieQFe VhRweG WhDW 
DEVROuWiVP DQG PRGerQ ¿QDQFe GRQ¶W Pi[� 
&hiQD hDV DOVR e[SerieQFeG DQ e[WrePeO\ 
ORRVe PRQeWDr\ SROiF\� The 3eRSOe¶V %DQN  
hDV IRr \eDrV PDiQWDiQeG iWV SROiF\ rDWe DW  
D OeveO IDr EeORw Whe FRuQWr\¶V rDWe RI 
eFRQRPiF JrRwWh� 

ThDQNV WR WheVe ORw iQWereVW rDWeV� FreGiW 
iQ &hiQD hDV e[SDQGeG rDSiGO\ DQG Whe 
DJJreJDWe vDOue RI &hiQeVe reDO eVWDWe hDV 
FOiPEeG WR DrRuQG IRur WiPeV *'3� DFFRrGiQJ 
WR eVWiPDWeV IrRP SrRSerW\ ¿rP 6DviOOV� 
ThiV SuWV Whe vDOue RI &hiQD¶V hRuViQJ VWRFN 
rRuJhO\ RQ D SDr wiWh -DSDQ¶V DJJreJDWe 
SrRSerW\ vDOuDWiRQ WRwDrGV Whe eQG RI iWV 
%uEEOe (FRQRP\ iQ Whe 19�0V� 

$ ¿QDO WhRuJhW� &hiQD� OiNe )rDQFe iQ 
/Dw¶V GD\� RSerDWeV D FurreQF\ WhDW iV ¿[eG 
RQ Whe IRreiJQ e[FhDQJeV� <eW iWV PRQe\ 
VuSSO\ hDV VRDreG reODWive WR Whe reVW RI 
Whe wRrOG� MuVW DV )rDQFe¶V GiG GuriQJ Whe 
0iVViVViSSi EuEEOe� +Rw ORQJ� RQe wRQGerV� 
wiOO iW Ee EeIRre WhiV PRQeWDr\ GDP EurVWV"  

whDW /Dw reFRPPeQGeG�́  wriWeV DQRWher RI 
/Dw¶V EiRJrDSherV� $QWRiQ 0urSh\� ³)rRP 
WhiV SerVSeFWive� >0urSh\ DGGV@ iW PD\ Ee 
DrJueG WhDW� QRWwiWhVWDQGiQJ Whe IDiOure 
RI Whe 0iVViVViSSi 6\VWeP� /Dw¶V EDQNiQJ 
VuFFeVVRrV hDve EeeQ %eQ %erQDQNe� 
-DQeW <eOOeQ DQG 0DriR 'rDJhi�́ 10 I have 
JreDW DGPirDWiRQ IRr 3rRIeVVRr 0urSh\¶V 
VFhRODrVhiS EuW WhiV QRWwiWhVWDQGiQJ 
/Dw¶V IDiOure VRuQGV OiNe Whe eFRQRPiVW¶V 
eTuivDOeQW RI ³RWher WhDQ WhDW 0rV /iQFROQ 
hRw GiG \Ru eQMR\ Whe SOD\" �́

2QFe RQe VWDrWV ORRNiQJ IRr WheP� Whe 
SDrDOOeOV EeWweeQ Whe 0iVViVViSSi VDJD DQG 
PRQeWDr\ e[SeriPeQWV iQ Whe SRVW�/ehPDQ 
wRrOG Dre DOO DrRuQG uV� %RWh eSiVRGeV VWDrW 
wiWh D ¿QDQFiDO DQG eFRQRPiF FriViV DQG 
Whe WhreDW RI GeÀDWiRQ� ERWh Dre IROORweG 
E\ D PirDFOe PRQeWDr\ Fure� whiFh iQÀDWeG 
EuEEOeV DFrRVV vDriRuV DVVeW FODVVeV� $W 
SRiQWV iQ 201�� Whe 86 VWRFN PDrNeW wDV 
WrDGiQJ DW D hiJher vDOuDWiRQ WhDQ DW DQ\ 
WiPe iQ iWV hiVWRr\ wiWh Whe e[FeSWiRQ RI Whe 
GRWFRP EuEEOe� 2Q D GiviGeQG \ieOG EDViV� 
Whe 6	3 �00 rePDiQV VRPewhDW PRre 
e[SeQVive WhDQ Whe 0iVViVViSSi VWRFN DW iWV 
SeDN� :e¶ve eveQ wiWQeVVeG Whe EirWh RI 
DQRWher Qew FurreQF\� $OWhRuJh SerVRQDOO\� 
,¶G WDNe /Dw¶V EDQN QRWeV Rver EiWFRiQ� 

There were PDQ\ SrREOePV wiWh /Dw¶V 
6\VWeP� +e wDV Qever PuFh RI DQ RSerDWiRQV 
PDQ� $IWer ÀeeiQJ )rDQFe� /Dw wrRWe WR Whe 
ReJeQW� ³, hDve DOwD\V hDWeG wRrN´ ± rDWher 
D IDiOiQJ IRr VRPeRQe DWWePSWiQJ WR PDQDJe 
Whe ODrJeVW FRrSRrDWiRQ iQ hiVWRr\� )rRP D 
PRQeWDr\ SerVSeFWive� RiFhDrG &DQWiOORQ 
iGeQWi¿eG DQRWher IDWDO ÀDw� ³,I Whe %DQN 
DORQe rDiVeV Whe SriFe RI Whe SuEOiF VWRFN E\ 
Eu\iQJ iW� iW wiOO Ee VR PuFh GeSreVVeG wheQ 
iW reVeOOV WR FDQFeO iWV e[FeVV iVVue RI QRWeV�́ 11 
ThRVe whR EeOieve Whe 86 )eGerDO ReVerve 
FDQ reGuFe iWV EDODQFe VheeW ± whDW¶V FDOOeG 10
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*RiQJ
IRr D
6RQJ
PAPER MONEY WITH 
CHINESE CHARACTERISTICS.  
THE STORY OF A BANKNOTE 
IN THE RUFFER COLLECTION.



WHAT SPRINGS TO MIND WHEN 
YOU READ ‘MADE IN CHINA’? 3erhDSV 
eOeFWrRQiFV� JDrPeQWV Rr SODVWiF WR\V� 

+iVWRriFDOO\� iW hDV EeeQ D PDrTue RI 
iQJeQiRuV iQveQWiRQ� *uQSRwGer� ViON� 
PeFhDQiFDO FORFNV DQG PRveDEOe�W\Se 
SriQWiQJ� DOO DSSeDreG iQ &hiQD ORQJ EeIRre 
Whe\ DSSeDreG eOVewhere� /eVVer NQRwQ� 
EuW SerhDSV PRre iPSRrWDQW WhDQ DOO RWher 
iQQRvDWiRQV FRPEiQeG� iV Whe iQveQWiRQ RI 
SDSer PRQe\ ± Whe IRuQGDWiRQ RI Rur PRGerQ 
FreGiW�GriveQ eFRQRPieV� 

ZHIRAN LI
Research Associate
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FLYING CASH
&urreQF\ hDV e[iVWeG iQ &hiQD IRr Rver Whree 
PiOOeQQiD� 4iQ 6hi +uDQJ� Whe ¿rVW ePSerRr 
RI D uQi¿eG &hiQD� iQWrRGuFeG Whe eDrOieVW 
uQiIRrP FurreQF\ iQ Whe WhirG FeQWur\ %&� 
Ban Liang� rRuQG FRSSer FRiQV wiWh VTuDre 
hROeV iQ Whe PiGGOe� 6iJQiI\iQJ Whe uQiRQ RI 
heDveQ �rRuQG� DQG eDrWh �VTuDre�� ThiV VW\Oe 
VurviveG iQWR Whe WweQWieWh FeQWur\� 

3DSer PRQe\ FDPe ODWer� GuriQJ Whe 
TDQJ '\QDVW\ ��1� ± 90� $'�� Ban Liang’s 
VuFFeVVRr FRiQV were RI ORw iQGiviGuDO vDOue� 
The\ WeQGeG WR Ee VWruQJ WRJeWher wiWh rRSe� 
WR FreDWe ODrJer GeQRPiQDWiRQV �1000 FRiQV   
1 guan� Rr VWriQJ�� /eVV SurVe VWriQJV� PRre 
VWriQJ SurVe� 

ThiV wDV ¿Qe IRr VPDOO WrDQVDFWiRQV� 
EuW uQwieOG\ IRr WrDGe� +DuOiQJ FDrW�ORDGV 
RI hDrG FurreQF\ Rver ORQJ GiVWDQFeV wDV 
iPSrDFWiFDO DQG GDQJerRuV� JiveQ WhDW hDrG 
FurreQF\ RIWeQ IeOO viFWiP WR EDQGiWV� (QWer 
SDSer FreGiW QRWeV ± eDV\ IRr PerFhDQWV 
WR IROG DQG FDrr\� The ¿rVW VWDQGDrGiVeG 
QRWeV reSreVeQWeG 1�000 FRiQV Rr 1 guan� 
The 1000�FRiQ VWriQJ wDV Whe RQO\ VWDWe�
reFRJQiVeG uQiW RI PRQeWDr\ DFFRuQWiQJ 
DW WhDW WiPe� ,Q Whe PDrNeWSODFe� Whe EDViF 
DFFRuQWiQJ uQiW wDV ORwer� 100� ,Q reDOiW\� 
hRwever� µD huQGreG¶ Qever PeDQW DV 
PuFh DV 100� (DFh iQGuVWr\ hDG iWV RwQ 
DrrDQJePeQWV� DQG RQ DverDJe Whe FDVh 
EDFNiQJ IRr D huQGreG GeFOiQeG Rver WiPe� 

0erFhDQWV VWDrWeG WR OeDve hDrG FDVh 
± Rr FRPPRGiWieV� RIWeQ VDOW ± wiWh eDrO\ 
GeSRViW hROGerV �W\SiFDOO\ weDOWh\ IDPiOieV� 
iQ e[FhDQJe IRr reFeiSWV� Rr FRPSeQVDWiRQ 
QRWeV� ViPiODr WR PRGerQ�GD\ EDQN GrDIWV� 
TheVe QRWeV were FDOOeG jindai guanzi, and 
QiFNQDPeG µÀ\iQJ FDVh¶� 

:iWh JrRwiQJ DGRSWiRQ E\ PerFhDQWV� 
Whe TDQJ DuWhRriWieV� DIWer eDrO\ reViVWDQFe� 
DFFeSWeG PRQe\ IRr WD[ SD\PeQWV �rDWher 

WhDQ iQViVW RQ WD[eV EeiQJ SDiG iQ SrRGuFe� 
IRr e[DPSOe�� 6hRrWDJeV RI FRiQ DQG FRSSer 
PDGe D SDSer DOWerQDWive SDrWiFuODrO\ 
DWWrDFWive� %\ Whe QiQWh FeQWur\� Whe TDQJ 
DuWhRriWieV were VeWWOiQJ VRPe DFFRuQWV 
uViQJ SDSer� %uW whiOe jindai guanzi FRuOG 
Ee FRQverWeG iQWR hDrG FDVh� Whe\ were Qever 
OeJDO WeQGer� The\ were VWriFWO\ OiPiWeG IRr 
uVe iQ PerFhDQWV¶ WrDQVDFWiRQV EeWweeQ 
GiVWDQW SODFeV� 

THE PAPER NOTE BANK
The WeQWh FeQWur\ wDV D SeriRG RI reSeDWeG 
uSheDvDO iQ &hiQD� The TDQJ¶V ruOe eQGeG� 
DQG wDV eveQWuDOO\ reSODFeG E\ Whe 6RQJ 
'\QDVW\ �9�0�12�9 $'�� ,W¶V here WhDW we 
¿rVW eQFRuQWer Wrue SDSer PRQe\� 

Jiaozi� Rr e[FhDQJe FerWi¿FDWeV� ¿rVW 
ePerJeG iQ &heQJGu� FDSiWDO RI 6iFhuDQ iQ 
VRuWhweVW &hiQD� The eDrOieVW EDQNQRWeV GiG 
QRW hDve VWDQGDrGiVeG GeQRPiQDWiRQV� EuW 
were iQVWeDG WDiORreG WR VSeFi¿F FRPPerFiDO 
WrDQVDFWiRQV E\ Whe iVVuiQJ PerFhDQWV� 
There wDV QR OiPiW RQ vDOue� 

ThiV SDSer FurreQF\ iV 
FirFuODWeG iQ ever\ SDrW RI 
Whe *reDW .hDQ¶V GRPiQiRQV� 
QRr GDreV DQ\ SerVRQ� DW 
Whe SeriO RI hiV OiIe� reIuVe WR 
DFFeSW iW iQ SD\PeQW�́
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,Q Whe EeJiQQiQJ� DOO jiaozi were hiJh�
GeQRPiQDWiRQ QRWeV DQG WhuV iPSrDFWiFDO 
IRr ever\GD\ uVe� $IWer VeverDO \eDrV� iQ 
100�� Whe 1� EiJJeVW QRWe�uViQJ PerFhDQW 
hRuVeV MRiQWO\ IRrPeG Whe reJiRQDO 3DSer 
1RWe %DQN �Jiaozi Hu�� OeDGiQJ WR iQFreDVeG 
VWDQGDrGiVDWiRQ RI FurreQF\� )ROORwiQJ 
VeverDO EDQNruSWF\ VFDreV eDrO\ iQ Whe 
eOeveQWh FeQWur\� Whe 3DSer 1RWe %DQN¶V 
PRQe\�iVVuiQJ IuQFWiRQ wDV QDWiRQDOiVeG� 
,Q 102���� Whe JRverQPeQW¶V QewO\�IRrPeG 
1DWiRQDO 3DSer 1RWeV 2̇Fe �Jiaozi Wu� 
WRRN Rver� ,W EeFDPe Whe wRrOG¶V ¿rVW FeQWrDO 
EDQN� DQG VeW DERuW IRrPDOO\ VWDQGDrGiViQJ 



FurreQF\ GeQRPiQDWiRQV� DQG SriQWeG Whe 
¿rVW EDWFh RI jiaozi ePSire�wiGe� 

$V iQ Whe TDQJ erD� ORFDO DuWhRriWieV 
DFFeSWeG Whe QRWeV DV D IRrP RI SD\PeQW 
IRr WD[eV� &urreQF\ MRiQeG D JrRwiQJ OiVW RI 
iPSeriDO PRQRSROieV� iQFOuGiQJ VDOW� WeD DQG 
DOFRhRO� 6WDWe�OeG GeveORSPeQW iV QRWhiQJ 
Qew iQ &hiQD� 

-uVW DV VWDWe�VSRQVRreG SDSer PRQe\ 
SrRGuFWiRQ wDV rDPSiQJ�uS� VR wDV WhDW RI 
hDrG FDVh� ([SerWV EeOieve SeDN SrRGuFWiRQ 
wDV reDFheG DrRuQG 10��� wheQ D VWDJJeriQJ  
� PiOOiRQ VWriQJV RI FRiQV were PiQWeG� &hiQeVe 
FRiQV were DFFeSWeG DFrRVV PuFh RI 6RuWh 
(DVW $ViD� DQG EeFDPe Whe WrDGe FurreQF\ RI 
FhRiFe� (veQ VR� E\ Whe 1100V SDSer PRQe\ hDG 
RverWDNeQ FRiQV iQ ViJQi¿FDQFe� wiWh PiOOiRQV 
RI QRWeV iQ FirFuODWiRQ�

$OWhRuJh jiaozi were WiPe�OiPiWeG ± 
W\SiFDOO\ IRr WwR Rr Whree \eDrV ± DQG 
Whe QRWeV were EDFNeG E\ hDrG FurreQF\� 
VeriRuV iQÀDWiRQ WRRN hROG QRQeWheOeVV� The 
DuWhRriWieV IDiOeG WR hROG eQRuJh PeWDO FRiQ 
WR EDFN Whe IuOO vDOue RI SDSer FurreQF\ iQ 
FirFuODWiRQ� ,Q 11�0� DIWer Whe 6RQJ ePSerRr 
ORVW FRQWrRO RI Whe QRrWherQ WerriWRrieV DQG 
reWreDWeG WR Whe VRuWh� jiaozi were JrDGuDOO\ 
reSODFeG� %\ WhiV SRiQW� Whe 6RQJ '\QDVW\ 
wDV iQ WerPiQDO GeFOiQe� 0uFh FRSSer 
FurreQF\ wDV ÀRwiQJ DwD\ Rver Whe QRrWherQ 

+Rw Whe *reDW .DDQ 
&DuVeWh Whe %DrN 
RI TreeV� 0DGe ,QWR 
6RPeWhiQJ /iNe 
3DSer� WR 3DVV IRr 
0RQe\ $OO 2ver hiV 
&RuQWr\�́
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ERrGer� IurWher erRGiQJ Whe EDFNiQJ IRr Whe 
ever�iQFreDViQJ iVVuDQFe RI SDSer PRQe\ 
reTuireG WR IuQG Whe DrP\ DJDiQVW iQvDGerV� 
+\SeriQÀDWiRQ WRRN hROG DV FRQ¿GeQFe iQ 
SDSer PRQe\ eEEeG� 

A GREAT KAAN CAUSETH
$W Whe RWher eQG RI Whe 6iON RRDG� Whe 
.QiJhWV TePSODr ± hRO\ wDrriRrV wiWh D ViGe�
OiQe iQ EDQNiQJ ± EeJDQ iVVuiQJ GeSRViWDr\ 
reFeiSWV WR WrDveOOiQJ SiOJriPV iQ Whe WweOIWh 
FeQWur\� :heQ Whe IDiWhIuO reDFheG Whe +RO\ 
/DQG� Whe\ FRuOG e[FhDQJe Wheir QRWeV IRr FDVh� 
<eW iW wDVQ¶W uQWiO Whe VeveQWeeQWh FeQWur\� 
PRre WhDQ �00 \eDrV DIWer &hiQD� WhDW SDSer 
FurreQF\ wDV wiGeO\ DGRSWeG iQ (urRSe� 

%DFN iQ &hiQD� Whe 6RQJ were ¿QDOO\ 
RverwheOPeG iQ 12�9 E\ Whe 0RQJROiDQ <uDQ 
'\QDVW\ OeG E\ .uEODi .hDQ� JrDQGVRQ RI 
*eQJhiV� The <uDQ iQWrRGuFeG Whe wRrOG¶V 
¿rVW Sure SDSer FurreQF\� Whe chao� $V D ¿DW 
FurreQF\� Whe FhDR hDG QR iQWriQViF wRrWh� 
iWV vDOue wDV GeriveG IrRP JRverQPeQW wriW� 
Chao QRWeV hDG QR e[Sir\ GDWeV� 8QOiNe 
eDrOier SDSer FurreQFieV� Whe\ were QRW 
EDFNeG E\ PeWDO� +\SeriQÀDWiRQ eQVueG� 

6RPeWiPe iQ Whe eDrO\ 12�0V� Whe 9eQeWiDQ 
e[SORrer 0DrFR 3ROR PeW .uEODi .hDQ iQ 
whDW iV QRw %eiMiQJ� ,Q hiV WrDveO GiDrieV� 
0DrFR 3ROR GevRWeG DQ eQWire FhDSWer WR 
&hiQeVe SDSer FurreQF\� ³+Rw Whe *reDW 
.DDQ &DuVeWh Whe %DrN RI TreeV� 0DGe ,QWR 
6RPeWhiQJ /iNe 3DSer� WR 3DVV IRr 0RQe\ $OO 
2ver hiV &RuQWr\�́  

MINGBI, SPIRIT MONEY
%e\RQG Whe SrDFWiFDOiWieV RI 
ever\GD\ WrDGe DQG DGPiQiVWrDWiRQ� 
SDSer PRQe\ DOVR EeFDPe D 
PDWWer RI �DIWer� OiIe DQG GeDWh� 
,Q &hiQeVe WRPEV� DrFhDeRORJiVWV 
hDve IRuQG e[DPSOeV RI SDSer 
PRQe\ reSODFiQJ FRiQV DV eDrO\ 
DV Whe Vi[Wh FeQWur\�

*RiQJ IRr D 6RQJ

MINGBI, SPIRIT MONEY
%e\RQG Whe SrDFWiFDOiWieV RI 
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3ROR uQGerOiQeV Whe iPSRrWDQFe RI 
SRwerIuO JRverQPeQW WR D ¿DW FurreQF\� 
³ThiV SDSer FurreQF\ iV FirFuODWeG iQ ever\ 
SDrW RI Whe *reDW .hDQ¶V GRPiQiRQV� QRr 
GDreV DQ\ SerVRQ� DW Whe SeriO RI hiV OiIe� 
reIuVe WR DFFeSW iW iQ SD\PeQW�́  

$PiG IDPiQe� GRPeVWiF uQreVW DQG 
GiVeDVe� Whe <uDQ '\QDVW\ IeOO WR D revROW OeG 
E\ =hu <uDQ]hDQJ� =hu weQW RQ WR EeFRPe 
Whe +RQJwu (PSerRr DQG IRuQGer RI Whe 
0iQJ '\QDVW\ �1����1��� $'�� 

ON A WALL IN VICTORIA
$W Ruffer� we hDve D PRGeVW ViGeOiQe iQ 
VFriSRShiO\ ± Rr Whe FROOeFWiRQ DQG VWuG\ RI 
hiVWRriF ERQGV DQG VhDre FerWi¿FDWeV ± DQG 
QuPiVPDWiFV� Whe eTuivDOeQW IRr FurreQFieV� 
2ur FROOeFWiRQ FRQWDiQV D QeDr�$� Vi]eG 
EDQN QRWe IrRP +RQJwu¶V reiJQ �(PSerRr 
=hu <uDQ]hDQJ�� GDWiQJ IrRP Whe 1��0V� $ 
ShRWRJrDSh RI WhiV QRWe iV RQ Whe IDFiQJ SDJe�

The QRWe hDV D IDFe vDOue RI RQe guan 
± OiWerDOO\ ³RQe VWriQJ �́ The QRWe EeDrV 
D OeJeQG WhDW FDQ Ee WrDQVODWeG DV *reDW 
0iQJ &irFuODWiQJ TreDVure &erWi¿FDWe� ,W 
FDrrieV Whe ePSerRr¶V QDPe DV weOO DV WhDW 
RI hiV ¿QDQFe PiQiVWer� 2Wher We[W wDrQV 
RI GeDWh IRr IRrJerV� DQG RfferV D rewDrG 
WR WhRVe whR WurQ iQ Whe FRuQWerIeiWerV �D 
ViJQi¿FDQW TuDQWiW\ RI ViOver� SOuV DOO Whe 
EeORQJiQJV RI Whe FRuQWerIeiWer�� (DrOier 

EDQNQRWeV VSeFi¿FDOO\ SrRPiVeG GeFDSiWDWiRQ 
IRr RffeQGerV� 

:iWh FRQ¿GeQFe Ee¿WWiQJ Whe 0iGGOe 
.iQJGRP� Whe QRWe RSWiPiVWiFDOO\ VWDWeV 
iW wiOO ³FirFuODWe IRrever �́ 6i[�DQG�D�hDOI 
FeQWurieV RQ� iW¶V QRW GRiQJ WRR EDGO\� 

'eFRrDWiveO\ ePEeOOiVheG wiWh iPDJeV 
RI WeQ 100�FRiQ FhDiQV �iWV QRPiQDO vDOue�� 
Where Dre WwR VeDOV iQ reG� verPiOOiRQ iQN 
�PDGe IrRP SRwGereG FiQQDEDr�� )DGeG 
GrDJRQV SDWrRO Whe ERrGerV� The QRWe¶V Jre\�
EOue SDSer iV PDGe IrRP Whe EDrN RI Whe 
PuOEerr\ Wree� JrRwQ iQ Whe 9DOOe\ RI Whe 
<eOORw River IRr PiOOeQQiD� 

TR PDiQWDiQ iWV vDOue� Whe Qew 0iQJ 
FurreQF\ DGverWiVeG iWV FRQverWiEiOiW\� 
³:heQever SDSer PRQe\ iV SreVeQWeG� 
FRSSer FRiQV wiOO Ee SDiG RuW� $QG wheQever 
SDSer PRQe\ iV iVVueG� FRSSer FRiQV wiOO Ee 
SDiG iQ� ThiV wiOO Qever SrRve uQwRrNDEOe�  
,W iV OiNe wDWer iQ D SRRO�́  1

/iNe reJiPeV WhrRuJhRuW hiVWRr\� hRwever� 
Whe 0iQJ SrRveG uQDEOe WR reViVW SriQWiQJ 
PRre PRQe\� The reDO GrDJRQ WR Ee VODiQ wDV 
iQÀDWiRQ� whiFh reWurQeG wiWh D veQJeDQFe� 
-uVW 1� \eDrV DIWer ¿rVW EeiQJ iVVueG� Whe  
0iQJ QRWeV hDG ORVW Whree�TuDrWerV RI Wheir 
RriJiQDO vDOue� The 0iQJ JRverQPeQW JDve  
uS RQ SDSer FurreQF\ iQ Whe 1�20V� 6iOver ± 
PuFh RI iW DFTuireG WhrRuJh WrDGe wiWh Whe 
6SDQiVh (PSire ± JrDGuDOO\ WRRN iWV SODFe�  
,W wDV DQRWher IRur FeQWurieV EeIRre D  
GiffereQW &hiQeVe JRverQPeQW wRuOG iVVue 
SDSer FurreQF\� 

PRIMARY REFERENCES
-DFTueV *erQeW� 'DiO\ /iIe iQ &hiQD RQ Whe (ve RI Whe 0RQJRO 
,QvDViRQ 12�0�12��

-RhQ (� 6DQGrRFN� $QFieQW &hiQeVe &DVh 1RWeV ± The :RrOG¶V 
)irVW 3DSer 0RQe\

1eiO 0DF*reJRr� $ +iVWRr\ RI Whe :RrOG iQ 100 2EMeFWV

1DWiRQDO %DQN RI %eOJiuP

The reDO GrDJRQ  
WR Ee VODiQ wDV 
iQÀDWiRQ�́
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JAMIE 
DANNHAUSER
Economist

OUR ERA OF PRICE STABILITY 
IS COMING TO AN END. EXPECT 
REGIME CHANGE, AND A MORE 
INFLATIONARY FUTURE.  
 
THERE ARE LESSONS FROM 
1960s AMERICA. 
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THROUGH THE FIRST HALF OF THE 
1960s, US inflation was low and stable, 
averaging 1.5%, a little below what today 
would be considered price stability. Despite 
rapid output growth – real GDP increased, 
on average, by 6% a year in the period 
1960 to 1965 1 – there were minimal 
inflationary pressures. Over 
the next few years all that  
changed. By the end of 
1969, headline and 
core inflation had 
both risen to 6%. 
The 1970 recession 
halted inflation’s 
advance – but 
only temporarily. 
After dipping 
to 3% in 1972,2 
inflation quickly 
reaccelerated. The 
rest is history…

US HEADLINE 
INFLATION RATE %
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INFLATION CAUSES AND CONSEQUENCES, 1963

The PRQeWDr\ GiVRrGer RI Whe 19�0V wDV 
uQiTue� ,QGiviGuDO FRuQWrieV hDG VuffereG 
EurVWV RI hiJh iQÀDWiRQ EeIRre �DQG hDve 
ViQFe�� 6RPe hDG eQGureG h\Ser�iQÀDWiRQV� 
%uW Where iV QR eTuivDOeQW SeriRG GuriQJ 
whiFh VR PDQ\ QDWiRQV ViPuOWDQeRuVO\ 
VuffereG ruQDwD\ iQÀDWiRQ� The 19�� RiO 
VhRFN� iQWrDQViJeQW ODERur uQiRQV DQG 
FRPSODFeQW SROiF\PDNerV DOO riJhWO\ reFeive 
Wheir VhDre RI Whe EODPe� %uW DQ\ FreGiEOe 
DQDO\ViV RI 19�0V iQÀDWiRQ PuVW DFNQRwOeGJe 
WhDW Whe VeeGV RI PRQeWDr\ GiVRrGer were 
VRwQ D GeFDGe eDrOier� ,W wDV Whe RverheDWiQJ 
86 eFRQRP\ RI Whe VeFRQG hDOI RI Whe 19�0V� 
DQG Whe )eG¶V IDiOure WR OeDQ DJDiQVW /\QGRQ 
-RhQVRQ¶V ¿VFDO e[SDQViRQ� WhDW DOORweG 
iQÀDWiRQDr\ IRrFeV WR WDNe hROG ± IRrFeV WhDW 
hDVWeQeG Whe GRwQIDOO RI Whe %reWWRQ :RRGV 
V\VWeP� 2QFe FurreQFieV¶ DQFhRr WR JROG wDV 
ErRNeQ� Whe e[iVWiQJ iQWerQDWiRQDO PRQeWDr\ 
DQG ¿QDQFiDO RrGer wDV IDWDOO\ wRuQGeG�

,W wDV QRW uQWiO DIWer Whe µ9ROFNer VTuee]e¶ 
iQ Whe eDrO\ 19�0V WhDW VWDEiOiW\ wDV reVWRreG� 
6iQFe WheQ� iQ PuFh RI Whe wRrOG eFRQRP\� 
iQÀDWiRQ hDV EeeQ ORw DQG VWDEOe� FreGiW IRr 
whiFh iV SDrWO\ RweG WR iQGeSeQGeQW FeQWrDO 
EDQNV� The ¿QDQFiDO FriViV iQ 200� GiG QRW 
uQOeDVh Whe GeÀDWiRQDr\ ERJe\PDQ� 'eVSiWe 
uQSreFeGeQWeG SROiF\ VWiPuOuV� GuriQJ DQG 
DIWer Whe FriViV� Where hDV QRW EeeQ D VurJe iQ 
iQÀDWiRQ eiWher� 

THE ROAD WE’LL TRAVEL
2ur PDiQ FRQWeQWiRQ here iV WhDW WhiV erD RI 
SriFe VWDEiOiW\ wiOO VRRQ Ee DW DQ eQG� $QG 
WhiV iV uQOiNeO\ WR Ee MuVW D 86 SheQRPeQRQ� 
:e Dre RQ D MRurQe\ WR D PRre iQÀDWiRQDr\ 

IuWure� RQe WhDW EeJDQ ORQJ EeIRre Whe 
¿QDQFiDO FriViV iQ 200�� 6RPewhDW FRuQWer�
iQWuiWiveO\� WhiV MRurQe\ wiOO ¿rVW OeDG uV 
iQWR DQRWher GeÀDWiRQDr\ VOuPS� ,W wiOO Ee 
Whe SROiWiFDO reVSRQVe WR WhDW VOuPS whiFh 
EreDNV Whe e[iVWiQJ reJiPe� ThiV ruSWure 
wiOO iQvROve D rDGiFDO VhiIW iQ Whe DiPV DQG 
iQVWruPeQWV RI PDFrReFRQRPiF FRQWrRO� 
iQFOuGiQJ D FhDOOeQJe WR FeQWrDO EDQN 
iQGeSeQGeQFe� 0Rre ErRDGO\� iW wiOO WhreDWeQ 
Whe OiEerDO� PuOWi�ODWerDO wRrOG RrGer WhDW hDV 
uQGerSiQQeG Whe JOREDO eFRQRP\¶V DGvDQFe 
ViQFe Whe iQÀDWiRQDr\ TuDJPire RI Whe 19�0V� 

The eFRQRPiF� SROiWiFDO DQG PDrNeW 
eQvirRQPeQW WRGD\ iV GiffereQW iQ PDQ\ 
iPSRrWDQW reVSeFWV IrRP WhDW RI �0 \eDrV 
DJR� %uW Where Dre DOVR eerie ViPiODriWieV 
wiWh Whe VeFRQG hDOI RI Whe 19�0V� wheQ 
Whe IRuQGDWiRQV RI SRVW�wDr VWDEiOiW\ were 
uQGerPiQeG� ,W wDV Whe F\FOiFDOO\�GriveQ 
uSVwiQJ RI 86 iQÀDWiRQ EeJiQQiQJ iQ Whe 
PiGGOe RI Whe GeFDGe� DQG Whe )eG¶V IDiOure 
WR OeDQ DJDiQVW iW� WhDW uQGerPiQeG Whe 
GROODr¶V OiQN WR JROG� %\ Whe WiPe RI Whe 1i[RQ 
VhRFN iQ 19�1� Whe EreDNGRwQ RI Whe e[iVWiQJ 
reJiPe wDV iQ WrDiQ� iQÀDWiRQ wDV DOreDG\ 
ePEeGGeG iQ Whe IDEriF RI Whe 86 eFRQRP\� 
$V VuFh� ERWh Whe 19�� VSiNe iQ RiO SriFeV 
DQG 1i[RQ¶V DQQe[DWiRQ RI $rWhur %urQV¶ 
)eG D \eDr eDrOier Dre EeVW VeeQ DV WriJJerV� 
QRW uQGerO\iQJ GriverV� RI Whe VuEVeTueQW 
eFRQRPiF FhDRV� 

,W iV RQO\ wiWh hiQGViJhW WhDW we FDQ 
DSSreFiDWe Whe FriWiFDO rROe RI SROiF\ IDiOiQJV iQ 
Whe 19�0V� %uW eveQ QRw iW iV uQFOeDr e[DFWO\ 
wh\ iQÀDWiRQ WRRN Rff wheQ iW GiG ± DQG wiWh 
VuFh IRrFe� 0RGerQ eFRQRPiF WheRr\ DVVuPeV 
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uQePSOR\PeQW �uQWiO Where iV FOeDr eviGeQFe 
RI iWV effeFW iQ wDJe JrRwWh�� %eFDuVe 
iQÀDWiRQ hDV SerViVWeQWO\ VurSriVeG WR Whe 
GRwQViGe DQG SD\ JrRwWh hDV rePDiQeG 
FRQWDiQeG� D IuWure SeriRG RI DERve�WDrJeW 
iQÀDWiRQ hDV EeeQ vieweG DV ORw riVN� whiOe 
Whe GDQJerV RI GeSreVVeG iQÀDWiRQ hDve EeeQ 
DPSOi¿eG� 

/RQJ JRQe� iW wRuOG DSSeDr� Dre Whe 
GD\V RI ³ORQJ DQG vDriDEOe ODJV �́ where 
FeQWrDO EDQNerV wRuOG ORRN WR QRrPDOiVe 
SROiF\ EeIRre Whe eFRQRP\ hDG reDFheG 
IuOO ePSOR\PeQW� The\ PD\ QRW Ee wiOOiQJ 
WR wDiW uQWiO Whe ³whiWeV RI iQÀDWiRQ¶V 
e\eV´ EeFRPe viViEOe �DV /Drr\ 6uPPerV 
VuJJeVWeG iQ 201�� EuW SROiF\ hDV EeFRPe 
hiJhO\ reDFWive WR SDVW iQÀDWiRQ DQG wDJe 
JrRwWh� 3erViVWeQWO\ VuE�SDr iQÀDWiRQ hDV 
JiveQ Whe uSSer�hDQG WR Whe VR�FDOOeG GRveV 
iQ DOO Whe PDMRr FeQWrDO EDQNV� $QG iW hDV 
SrRviGeG DPPuQiWiRQ IRr WhRVe DrJuiQJ 
WhDW SROiF\PDNerV VhRuOG SreVV hDrG RQ 

iQÀDWiRQ riVeV VORwO\ DQG OiQeDrO\ RQFe DQ 
eFRQRP\ PRveV Ee\RQG IuOO ePSOR\PeQW� The 
hiVWRriFDO reFRrG VuJJeVWV WhiV PD\ Ee Wrue 
within a regime RI ORw DQG VWDEOe iQÀDWiRQ� 
%uW iW iV PDQiIeVWO\ QRW hRw iQÀDWiRQ EehDveV 
wheQ Whe e[iVWiQJ iQÀDWiRQ reJiPe iV EreDNiQJ 
GRwQ� DV hDSSeQeG iQ Whe 19�0V� 

WAS MILTON FRIEDMAN 
WRONG AFTER ALL?
,Q SrDFWiFe� eFRQRPiVWV NQRw VurSriViQJO\ 
OiWWOe DERuW whDW GriveV iQÀDWiRQ� 0iOWRQ 
)rieGPDQ WDuJhW uV WhDW ³iQÀDWiRQ iV DOwD\V 
DQG ever\where D PRQeWDr\ SheQRPeQRQ �́� 
,Q RQe VeQVe� he wDV VSRW RQ� sustained 
SeriRGV RI hiJh iQÀDWiRQ Dre Whe SrRGuFW 
of unsustainably rDSiG PRQeWDr\ JrRwWh� 
,Q DQRWher VeQVe� WhRuJh� hiV GiFWuP hDV 
EeeQ D GiVWrDFWiRQ�� ,Q Whe erD RI iQÀDWiRQ 
WDrJeWiQJ� PRQeWDr\ IRrFeV hDve SrRveG WR Ee 
D SRRr JuiGe WR iQÀDWiRQ G\QDPiFV�5 

ThiV iQDEiOiW\ WR IRreFDVW iQÀDWiRQ� DQG 
SRVViEO\ eveQ uQGerVWDQG iWV G\QDPiFV e[�
SRVW� hDV DOWereG hRw FeQWrDO EDQNerV 
EehDve iQ WwR Ne\ wD\V� )irVW� wheQ 
PDNiQJ IRreFDVWV DQG VeWWiQJ 
SROiF\� FeQWrDO EDQNV QRw 
Jive IDr JreDWer weiJhW WR 
current GeveORSPeQWV 
iQ SriFe DQG wDJe 
iQÀDWiRQ� 6eFRQG� 
E\ reGuFiQJ 
Whe SerFeiveG 
GDQJerV RI ORw � 
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US EX-ANTE REAL  
SHORT-TERM INTEREST RATE %
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Whe DFFeOerDWRr� uQWiO Where iV FDWeJRriFDO 
eviGeQFe WhDW iQÀDWiRQ iV reWurQiQJ WR WDrJeW� 
,QGeeG� WhiV iV Whe e[SOiFiW VWrDWeJ\ RI Whe 86 
)eGerDO ReVerve uQGer -erRPe 3RweOO��

The )eGerDO ReVerve iV QRw wiWhGrDwiQJ 
VWiPuOuV DQG ORRNV VeW WR JR IurWher iQ WhiV 
F\FOe� 3RweOO¶V )eG PD\ Ee OeVV GRviVh WhDQ 
-DQeW <eOOeQ¶V EuW iW iV VWiOO WreDGiQJ FDreIuOO\� 
6hRrW�WerP reDO iQWereVW rDWeV Dre DrRuQG 
]erR� IDr EeORw hiVWRriF QRrPV� DQG� iI DW DOO� 
Whe\ wiOO RQO\ riVe JrDGuDOO\� TR DQ\RQe wiWh 
D ErRDG view RI eFRQRPiF hiVWRr\� iW wiOO VeeP 
rePDrNDEOe WhDW 86 iQWereVW rDWeV Dre VR ORw 
�DQG Whe )eG¶V EDODQFe VheeW VR EORDWeG� iQ 
Whe FRQWe[W RI Vi]eDEOe ¿VFDO VWiPuOuV DQG DQ 
uQePSOR\PeQW rDWe MuVW Vh\ RI iWV �0�\eDr 
ORw� +iVWRr\ wRuOG VuJJeVW WhDW E\ QRw iQ Whe 
F\FOe RQe wRuOG wDQW PDFrReFRQRPiF SROiF\ 
WR Ee reVWriFWiQJ JrRwWh� 

:e hDve EeeQ here EeIRre� iQ Whe ODWe 
19�0V� :hiOe Whe reDVRQV hDve GiffereG iQ 
eDFh F\FOe� Whe )eG hDV V\VWePDWiFDOO\ IDiOeG 
WR eQJiQeer VRIW�ODQGiQJV iQ Whe SRVW�wDr 
SeriRG� 3ROiF\ hDV PRveG WRR OiWWOe� WRR 
ODWe� 2Q VRPe RFFDViRQV� Whe F\FOe hDV EeeQ 
ErRuJhW WR DQ eQG EeFDuVe RI riViQJ iQÀDWiRQ� 
2Q RWherV EeFDuVe RI ¿QDQFiDO e[FeVV� 
ReSeDWeGO\� Whe ErDNeV hDve EeeQ DSSOieG 
hDrG DQG IDVW� ODWe iQ Whe F\FOe� ORQJ DIWer 
eFRQRPiF iPEDODQFeV hDve ePerJeG� 

2QFe DJDiQ� Whe )eG iV uQGereVWiPDWiQJ 
Whe GDQJer RI DQ RverheDWiQJ eFRQRP\� 
$ WiJhWeQiQJ RI ¿QDQFiDO FRQGiWiRQV iV 
QeFeVVDr\ WR VORw Whe eFRQRP\� ThDW Whe )eG 
DSSeDrV WR Ee EOiQNiQJ �heViWDWiQJ WR WiJhWeQ 
IurWher� iV WeOOiQJ� ,W RQFe DJDiQ reiWerDWeV 
FeQWrDO EDQNerV¶ RverwheOPiQJ IeDr RI Whe 

GeÀDWiRQDr\ GiWFh DQG Whe DV\PPeWr\ DW Whe 
heDrW RI PRQeWDr\ SROiF\� 

ThiV PDWWerV EeFDuVe )eG JuiGDQFe DERuW 
iQÀDWiRQ DQG Whe SDWh RI iQWereVW rDWeV 
DQFhRrV ¿QDQFiDO PDrNeWV� /iWWOe wRQGer 
WheQ WhDW iQveVWRrV DWWDFh OiWWOe weiJhW WR Whe 
SRVViEiOiW\ RI eveQ D OiPiWeG EurVW RI DERve�
WDrJeW iQÀDWiRQ� <eW� we hDve DQ RSeQO\ 
SrRWeFWiRQiVW 86 SreViGeQW� /eDGiQJ DQ 
DGPiQiVWrDWiRQ QRw GevRiG RI iWV PRGerDWe� 
JOREDOiVW IDFWiRQ� $Q DGPiQiVWrDWiRQ WhDW iV 
ORRVeQiQJ Whe ¿VFDO reiQV DW D WiPe RI VWiOO 
VuSSRrWive PRQeWDr\ SROiF\ DQG VuE��� 
uQePSOR\PeQW� 

3riFiQJ iQ ERQG PDrNeWV VuJJeVWV D 
rePDrNDEOe GeJree RI FRQ¿GeQFe iQ Whe 
DEiOiW\ RI Whe )eG WR VWeer Whe eFRQRP\ WR 
VDIe hDrERur�

WHAT MIGHT WE LEARN FROM 
THE PAST?
The ORQJ VweeS RI hiVWRr\ WeOOV uV WwR 
WhiQJV DERuW iQÀDWiRQ� )irVW� Whe eFRQRP\ 
RSerDWeV wiWhiQ GiVWiQFW iQÀDWiRQ reJiPeV� 
TheVe WeQG WR Ee ORQJ�ODVWiQJ� RIWeQ 
eQFRPSDVViQJ QuPerRuV EuViQeVV F\FOeV� 
:iWhiQ eDFh reJiPe� Whe SROiWiFDO DQG SROiF\ 
EDFNGrRS VhDSeV Whe DverDJe OeveO DQG 
vRODWiOiW\ RI iQÀDWiRQ� 

6hiIWV iQ Whe iQÀDWiRQ reJiPe JR hDQG�iQ�
hDQG wiWh eFRQRPiF GiVruSWiRQ� The\ FDQQRW 
Ee GiVeQWDQJOeG IrRP Whe SROiWiFDO G\QDPiFV 
RI Whe GD\� &RQViGer Whe EreDNGRwQ RI 
Whe *ROG 6WDQGDrG DIWer :RrOG :Dr ,� Whe 
FreDWiRQ RI Whe %reWWRQ :RRGV V\VWeP DIWer 
:RrOG :Dr ,,� Whe VORw FROODSVe RI %reWWRQ 
:RRGV IrRP Whe PiG�19�0V� Whe ¿JhW � 
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Shifts in the inflation regime go  
hand-in-hand with economic 
disruption. They cannot be 
disentangled from the political 
dynamics of the day.”

DJDiQVW iQÀDWiRQ WhrRuJh Whe 19�0V� DQG 
Whe PRve WR iQGeSeQGeQW iQÀDWiRQ�WDrJeWiQJ 
FeQWrDO EDQNV IrRP Whe eDrO\ 1990V� ,Q 
eDFh FDVe� Whe eQG RI Whe e[iVWiQJ PRQeWDr\ 
RrGer DQG Whe ePerJeQFe RI D Qew DQFhRr 
IRr PDFrReFRQRPiF SROiF\ hDG iWV rRRWV iQ 
SROiWiFDO GeveORSPeQWV� ,PSRrWDQWO\� IRr Rur 
SurSRVeV� Where wDV DOVR D FOeDr VhiIW WR D 
Qew iQÀDWiRQ reJiPe� 

The VeFRQG REVervDWiRQ iV WhDW wheQ 
reVRurFe uWiOiVDWiRQ iV hiJh DQG SerViVWeQW� 
iW wiOO JeQerDWe iQÀDWiRQ DQG�Rr iPEDODQFeV 
wiWhiQ Whe eFRQRP\� The OiQN EeWweeQ 
WheP iV OiNeO\ WR Ee IDr PRre FRPSOe[ WhDQ 
Whe ViPSOe 3hiOOiSV Furve PRGeO iPSOieV� 
1everWheOeVV� ruQQiQJ Whe eFRQRP\ hRW wiOO 
eveQWuDOO\ FDuVe SrREOePV WR ePerJe� 

ThiV QeeG QRW WriJJer D EreDN iQ Whe 
uQGerO\iQJ iQÀDWiRQ reJiPe� ,QGeeG� Whe 
PRre FRPPRQ SDWWerQ iV IRr PRQeWDr\ 
WiJhWeQiQJ� iQ reVSRQVe WR riViQJ iQÀDWiRQ� 
WR WriJJer D reFeVViRQ� WhereE\ NeeSiQJ Whe 

eFRQRP\ wiWhiQ Whe e[iVWiQJ reJiPe� <eW 
iW PiJhW EreDN Whe reJiPe ± DQG hDV iQ Whe 
SDVW� eVSeFiDOO\ wheQ FRPEiQeG wiWh PDOiJQ 
VRFiDO DQG SROiWiFDO G\QDPiFV WhDW WhreDWeQ 
Whe e[iVWiQJ SROiF\ RrGer�

3uW GiffereQWO\� Whe eFRQRP\ RSerDWeV 
wiWhiQ D FRrriGRr RI VWDEiOiW\ PuFh RI Whe 
WiPe ± EuW ever\ QRw DQG WheQ� D VhRFN 
SuVheV Whe eFRQRPiF V\VWeP WR D SRiQW 
where GeVWDEiOiViQJ� reÀe[ive IRrFeV FRPe 
WR GRPiQDWe� 1RrPDOO\� SROiF\ iV DEOe WR 
VWDEiOiVe Whe eFRQRP\ wiWhRuW PDWeriDO 
GiVruSWiRQ Rr SROiWiFDO uSheDvDO� %uW Rver 
WiPe Whe FRrriGRr FDQ QDrrRw� ThiV FRuOG Ee 
EeFDuVe ¿QDQFiDO iPEDODQFeV Dre EuiOGiQJ 
uQGer Whe VurIDFe �DV +\PDQ 0iQVN\ 
DrJueG�� EeFDuVe DQ iQÀDWiRQDr\ EiDV iV 
EeFRPiQJ ePEeGGeG iQ Whe V\VWeP �DV 
0iOWRQ )rieGPDQ EeOieveG�� Rr DOWerQDWiveO\� 
EeFDuVe Whe SROiWiFDO EDFNGrRS iV EeFRPiQJ 
PRre hRVWiOe WR Whe e[iVWiQJ SROiF\ reJiPe� 
The PRre PDOiJQ Whe SROiWiFDO G\QDPiFV� Whe 
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PiQiPiVe SreVVureV RQ Whe e[FhDQJe rDWe� DV 
PuFh DV iW wDV uVeG WR VWeer JrRwWh� 

0eDQwhiOe� Whe VuSSO\�ViGe RI Whe 
eFRQRP\ RSerDWeG ver\ GiffereQWO\� %\ Whe 
PiG�19�0V� Where hDG EeeQ WwR GeFDGeV RI 
SRVW�wDr reFRQVWruFWiRQ� iQvROviQJ rDSiG 
SrRGuFWiviW\ JrRwWh DQG e[SDQViRQ RI Whe 
FDSiWDO VWRFN� The uQGerO\iQJ� VuVWDiQDEOe 
SDFe RI JrRwWh wDV hiJher WhDQ iW iV WRGD\� 
,Q DGGiWiRQ� JRRGV SrRGuFWiRQ wDV D PuFh 
EiJJer VOiFe RI DJJreJDWe eFRQRPiF DFWiviW\� 
ViQFe JRRGV SriFeV WeQG WR Ee OeVV VWiFN\ 
WhDQ WhRVe iQ Whe VerviFe VeFWRr� Where wDV D 
QDWurDO WeQGeQF\ IRr RverDOO iQÀDWiRQ WR Ee 
PRre vRODWiOe� 

,Q Whe ODERur PDrNeW� WrDGe uQiRQV hDG 
PuFh JreDWer iQÀueQFe iQ Whe wDJe�VeWWiQJ 
SrRFeVV� 2Qe�WhirG RI Whe 86 wRrNIRrFe wDV 
uQiRQiVeG� &RPSDreG wiWh WRGD\� Where wDV 
D FORVer OiQN EeWweeQ SDVW iQÀDWiRQ DQG 

QDrrRwer Whe FRrriGRr wiOO EeFRPe ± DQG 
Whe VPDOOer Whe F\FOiFDO VhRFN reTuireG WR 
uQOeDVh GeVWDEiOiViQJ IRrFeV�

WILL A FED POLICY ERROR 
BREAK THE EXISTING REGIME? 
+Rw QDrrRw hDV Whe FRrriGRr EeFRPe WRGD\" 
0iJhW FurreQW )eG SROiF\ Ee FreDWiQJ Whe 
iQÀDWiRQDr\ Gr\�WiQGer WhDW wiOO EriQJ GRwQ 
Whe e[iVWiQJ iQÀDWiRQ reJiPe� DV iW GiG �0 
\eDrV DJR" 

0uFh hDV FhDQJeG Rver Whe iQWerveQiQJ 
hDOI FeQWur\� FuOWurDOO\� SROiWiFDOO\ DQG 
eFRQRPiFDOO\� ,Q Whe 19�0V� eFRQRPieV 
RSerDWeG wiWhiQ Whe %reWWRQ :RRGV ¿[eG 
e[FhDQJe�rDWe V\VWeP� &rRVV�ERrGer FDSiWDO 
ÀRwV� eVSeFiDOO\ SRrWIROiR DQG EDQNiQJ ÀRwV� 
were heDviO\ reVWriFWeG� )iVFDO SROiF\ wDV 
uVeG PRre DFWiveO\ WR PDQDJe DJJreJDWe 
GePDQG� 0RQeWDr\ SROiF\ wDV JeDreG WR 6R
ur

Fe
� %

ur
eD

u 
RI

 /
DE

Rr
 6

WD
WiV

WiF
V

The Ruffer Review 2019PAGE 78

-2

0

2

4

6

8

10

12

14

US headlinI inƃation rate, %

20
10

20
00

19
90

19
80

19
70

19
60

19
50

0

5

10

15

20

25

30

35

40

45

0

5

10

15

20

25

30

35

Unionisation rate, % 
rhs�% of total man-da[ lost to labour stoppaIes 
lhs�

20
10

20
00

19
90

19
80

19
70

19
60

19
50

US UNIONISATION RATE AND LABOUR 
UNREST OVER THE LAST 60 YEARS

% of total  
man-days lost  

to labour 
stoppages

Unionisation  
rate, %



         

FurreQW SD\ JrRwWh� DQG JreDWer VeQViWiviW\ 
RI wDJeV WR Whe uQePSOR\PeQW rDWe� ,Q VhRrW� 
DQ\ WreQG iQ iQÀDWiRQ wDV PRre OiNeO\ WR 
SerViVW iQWR Whe IuWure�

%uW IRr DOO WheVe GiffereQFeV� Where Dre 
ViPiODriWieV iQ Whe PDFrReFRQRPiF DQG 
SROiF\ eQvirRQPeQWV WheQ DQG QRw� 0RVW 
QRWDEO\ EeFDuVe RI Whe ver\ ORw rDWe RI 
uQePSOR\PeQW� ePerJiQJ DIWer D SrRORQJeG 
SeriRG RI uQuVuDOO\ ORw iQÀDWiRQ� 2QO\ ���� 
RI Whe 86 ODERur IRrFe wDV uQePSOR\eG 
iQ 1RvePEer 201��� $vDiODEOe iQGiFDWRrV 
VuJJeVW 86 MREV JrRwWh iV ruQQiQJ weOO 
DheDG RI iWV VWeDG\�VWDWe OeveO RI �0�000 WR 
100�000 QeW Qew MREV D PRQWh��

ENTERING THE ARCHIVES
The WrDQVFriSWV DQG PiQuWeV RI Whe 
)eG¶V rDWe�VeWWiQJ )eGerDO 2SeQ 0DrNeW 
&RPPiWWee �)20&� PeeWiQJV �0 \eDrV DJR 
Dre iQVWruFWive� ,W iV FOeDr WhDW Whe ODFN RI 
DQ iQÀDWiRQ reVSRQVe� DV uQePSOR\PeQW 
IeOO rDSiGO\ IrRP 19��� VWrRQJO\ iQÀueQFeG 
SROiF\PDNerV¶ DWWiWuGe WR Whe F\FOiFDO VWDWe 
RI Whe eFRQRP\� )Rr Whe )eG� Where wDV QR 
DSSDreQW urJeQF\ WR OeDQ DJDiQVW riViQJ 
iQÀDWiRQ DIWer 19��� 

The FRPPiWWee¶V GeEDWeV WRwDrGV Whe eQG 
RI 19�� Dre QRWDEOe� %\ WheQ� FRre iQÀDWiRQ 
hDG FOiPEeG WR ����9 �IrRP 1�2�� D \eDr 
eDrOier� DQG uQiW ODERur FRVWV were DGvDQFiQJ 
TuiFNO\� 6SeQGiQJ RQ Whe 9ieWQDP :Dr wDV 
riViQJ VhDrSO\� $QG Where were VuVSiFiRQV RI 
PRre ¿VFDO VWiPuOuV WhDQ wDV EeiQJ ṘFiDOO\ 
GRFuPeQWeG DW Whe WiPe� 

$OWhRuJh Whe 19�� MuPS iQ iQÀDWiRQ wDV 
FOeDrO\ D FRQFerQ� VRIWeQiQJ GePDQG iQ Whe 
SrivDWe VeFWRr OeIW Whe )eG FRPIRrWDEOe WhDW 
iW hDG GRQe eQRuJh E\ WiJhWeQiQJ SROiF\ 
eDrOier iQ Whe \eDr� ,QGeeG� E\ VSriQJ 19�� iW 
wDV DFWiveO\ ORRVeQiQJ PRQeWDr\ SROiF\ ± D 
PDMRr EOuQGer DV iW WurQeG RuW� %\ \eDr�eQG� 
Whe eFRQRP\ wDV RQFe DJDiQ ERRPiQJ� FreGiW 
JrRwWh wDV riViQJ VhDrSO\ DQG iQÀDWiRQ hDG 
reDFheG ���10 The Gie wDV FDVW«

0uFh Whe VDPe FRPSODFeQF\ iV eviGeQW 
RQ WRGD\¶V )20&� 6OuJJiVh wDJe JrRwWh 
DQG RQ�WDrJeW iQÀDWiRQ iQ Whe FRQWe[W RI 
ORw uQePSOR\PeQW Dre VeeQ DV FRQviQFiQJ 
eviGeQFe WhDW iQÀDWiRQ riVNV Dre ORw� 
,QÀDWiRQ iV IRreFDVW WR riVe ver\ JrDGuDOO\� 
RverVhRRWiQJ Whe WDrJeW E\ D PiQiPDO� DOPRVW 
DEVurGO\ VPDOO� DPRuQW� ,W VeePV WR uV WhDW 
Whe )20& iV RQFe DJDiQ FRQVuPeG E\  

0DNe $PeriFD ,QÀDWe $JDiQ
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It is true that economic 
regimes don’t die quickly: 
they wither.”



DQG WhDW RI Whe ODWe 19�0V� QRr 
VuJJeVW WhDW Whe eDrOier SeriRG 

RfferV D FDVW�irRQ JuiGe WR where 
86 iQÀDWiRQ wiOO heDG Rver Whe 

Qe[W Iew \eDrV� $ VuVWDiQeG EurVW 
RI hiJh iQÀDWiRQ �!��� wiOO reTuire 

D GrDPDWiF VhiIW iQ PDFrReFRQRPiF 
SROiF\ DQG Whe 86 SROiWiFDO EDFNGrRS� 

+Rwever� Where Dre uQGRuEWeG ViPiODriWieV 
DQG OeVVRQV WR OeDrQ� 

1eiWher ¿QDQFiDO PDrNeWV QRr Whe )eG 
view D VuVWDiQeG SeriRG RI DERve�WDrJeW 
iQÀDWiRQ ± VD\� FRre 3&( iQÀDWiRQ DERve 
2��� ± DV rePRWeO\ OiNeO\� <eW� Where rePDiQV 
FRQViGerDEOe uQFerWDiQW\ DERuW wh\ FeQWrDO 
EDQNV hDve IRuQG iW VR hDrG WR SuVh iQÀDWiRQ 
EDFN WR WDrJeW� $QG we NQRw OiWWOe DERuW Whe 
EehDviRur RI iQÀDWiRQ wheQ uQePSOR\PeQW 
GrRSV WR D ver\ ORw OeveO� The e[SerieQFe RI 
Whe 19�0V VuJJeVWV SriFeV DQG wDJeV FDQ 
DFFeOerDWe rDSiGO\� wiWhRuW DQ\ REviRuV 
WriJJer� wheQ Whe eFRQRP\ iV RverheDWiQJ 
DQG PDFrReFRQRPiF SROiF\ IDiOV WR OeDQ 
DJDiQVW Whe ERRP�11 

,W DOVR VuJJeVWV WhDW FhDQJeV iQ Whe 
VWruFWure RI Whe eFRQRP\ FDQ hDve DQ 
RuWVi]eG rROe iQ VhDSiQJ Whe iQÀDWiRQDr\ 
EDFNGrRS� RDSiG� FDSe[�GriveQ SrRGuFWiviW\ 
JrRwWh wDV D SRwerIuO GiViQÀDWiRQDr\ IRrFe 
DIWer :RrOG :Dr ,,� ThiV hiG IrRP view Whe 
EuiOG�uS RI F\FOiFDO iQÀDWiRQ riVNV WhrRuJh 
Whe 19�0V� )Rr PuFh RI Whe SDVW �0 \eDrV� 
Where hDve DOVR EeeQ VORw�PRviQJ� EuW 
QRQeWheOeVV SRwerIuO� IRrFeV EeDriQJ GRwQ 

DQ uQMuVWi¿eG GeJree RI FRQ¿GeQFe WhDW 
Whe 86 FDQ DvRiG D PeDQiQJIuO EurVW RI 
F\FOiFDO RverheDWiQJ� 

2Qe REviRuV PDOiJQ GeveORSPeQW 
FRPPRQ WR ERWh SeriRGV iV ODWe�F\FOe ¿VFDO 
e[SDQViRQ� 8QGer /\QGRQ -RhQVRQ� Whe 86 
VDw D PDVVive ¿VFDO ORRVeQiQJ iQ Whe ODWe 
19�0V� QRWDEO\ iQ 19�� DQG 19�� wheQ Whe 
VWiPuOuV IrRP VurJiQJ JRverQPeQW VSeQGiQJ 
GwDrIeG Whe heDGwiQGV IrRP WD[ hiNeV� 

The ¿VFDO ORRVeQiQJ WDNiQJ SODFe 
FurreQWO\ ± ERWh Whe TD[ &uWV 	 -REV $FW 
DQG iQFreDVeG )eGerDO VSeQGiQJ OiPiWV ± iV 
FerWDiQO\ VPDOOer iQ PDJQiWuGe� %uW iW iV 
QRQeWheOeVV Vi]eDEOe DQG iWV VWiPuODWRr\ 
iPSDFW VNeweG WR Whe uSViGe� JiveQ Whe 
GrDPDWiF reGuFWiRQ iQ iQGiviGuDO DQG 
FRrSRrDWe PDrJiQDO WD[ rDWeV� 

ASSESSING LIKELIHOODS
:e GRQ¶W wDQW WR RverSOD\ Whe FRPSDriVRQ 
EeWweeQ WRGD\¶V eFRQRPiF eQvirRQPeQW 

Whoever wishes to 
foresee the future 
must consult the past; 
for human events ever 
resemble those of 
preceding times.” 
1iFFROR 0DFhiDveOOi� The 3riQFe� 1��2�
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RQ iQÀDWiRQ� Whe e[SDQViRQ RI Whe JOREDO 
ODERur IRrFe DiGeG E\ &hiQD� Whe eFRQRPiF 
OiEerDWiRQ RI (DVWerQ (urRSe� FRPSeWiWive 
JDiQV IrRP JOREDOiVDWiRQ DQG WeFhQRORJ\� 
heDGwiQGV IrRP Whe FreGiW FriViV iQ 200�� 
Whe SROiWiFDO VuSSRrW IRr D Iree DQG RSeQ 
JOREDO WrDGiQJ V\VWeP� DQG Whe effeFW RI Whe 
EDE\�ERRP JeQerDWiRQ RQ FRuQWrieV¶ DJe 
VWruFWure�12 6RPe RI WheVe VhiIWV hDve JRQe 
iQWR reverVe �VuFh DV GePRJrDSh\�� RWherV 
hDve PereO\ VWDOOeG� $W D PiQiPuP� Whe 
GiViQÀDWiRQDr\ WDiOwiQGV RI Whe ODVW Whree 
GeFDGeV Dre EORwiQJ PRre VRIWO\� 

$OPRVW DOO RI Whe FurreQW GeEDWe iV DERuW 
Whe SDWh RI iQÀDWiRQ iQ WhiV F\FOe� IRFuVeG 
RQ Whe PDJQiWuGe DQG SerViVWeQFe RI Whe 
F\FOiFDO iPSuOVe WR iQÀDWiRQ� <eW Where iV 
D IDr PRre iPSRrWDQW TueVWiRQ ± iV WhiV 
iPSuOVe VWrRQJ eQRuJh WR uQGerPiQe Whe 
e[iVWiQJ iQÀDWiRQ reJiPe" ,W wDV iQ Whe 
19�0V� :e WhiQN iW PiJhW Ee WhiV WiPe 
DrRuQG� $QG iW¶V D VFeQDriR ¿QDQFiDO 
PDrNeWV Dre iOO�SreSDreG IRr�

The 19�0V VhRuOG Verve DV D rePiQGer 
WhDW DQ iQÀDWiRQDr\ iPSuOVe FDQ EuiOG VORwO\ 
DQG uQGeWeFWeG Rver D ORQJ SeriRG� DQG 
WhDW� RQFe uQOeDVheG� iW FDQ Ee ver\ hDrG 
WR FRQWDiQ� The )eG wDV IRrFeG WR eQJiQeer 
D reFeVViRQ iQ 19�0� rDiViQJ rDWeV E\ ¿ve 
SerFeQWDJe SRiQWV EeWweeQ 19�� DQG 19�9� 
,W wDV Whe EiJJeVW PDFrReFRQRPiF VhRFN 
ViQFe 19�� EuW IDiOeG uWWerO\ WR riG Whe 86 
eFRQRP\ RI iWV iQÀDWiRQDr\ EiDV� The hiJh�
JrRwWh� ORw�iQÀDWiRQ reJiPe JDve wD\ WR 
VRPeWhiQJ PRre PDOiJQ� :iWh WhiV Qew 
reJiPe FDPe Qew G\QDPiFV iQ ¿QDQFiDO 
PDrNeWV� ,QÀDWiRQ riVN wDV re�iQWrRGuFeG WR 
Whe wRrOG¶V riVN�Iree DVVeW� 

A CHALLENGING EXIT
ThiV wiOO QRW hDSSeQ RverQiJhW� ,Q Rur 
view� Whe reDO iQÀDWiRQDr\ GDQJer iV QRW 
DV we heDG iQWR Whe Qe[W GRwQWurQ� EuW 
DV we e[iW IrRP iW� ,W iV RQO\ RQFe we hDve 
DJDiQ VWDreG iQWR Whe GeÀDWiRQDr\ GiWFh 
WhDW Whe GRPiQDQW SROiF\ SDrDGiJP FDQ Ee 
FhDOOeQJeG ± DQG RverWhrRwQ� ThiV iV Whe 
PRPeQW wheQ Whe ruOeV�RI�Whe�JDPe wiOO 
FhDQJe� SRVViEO\ DEruSWO\�

,W iV Wrue WhDW eFRQRPiF reJiPeV GRQ¶W Gie 
TuiFNO\� Whe\ wiWher� The e[iVWiQJ eFRQRPiF 
RrGer PiJhW IrDFWure iQ WhiV EuViQeVV F\FOe� 
Rr Whe Qe[W� The FurreQW F\FOiFDO uSVwiQJ 
iQ 86 iQÀDWiRQ PD\ Ee VQuffeG RuW DV Whe 
)eG WiJhWeQV SROiF\ PRre DJJreVViveO\ WhDQ 
Whe PDrNeWV DQWiFiSDWe� ,W¶V SRVViEOe� iQ 
Whe reVuOWiQJ reFeVViRQ� WhDW SROiF\PDNerV 
GR reViVW Whe VireQ FDOOV RI SRSuOiVP� 
reVSRQGiQJ iQ D FRQveQWiRQDO PDQQer� DQG 
DFFeSWiQJ Whe iQeviWDEO\ VORw reERuQG iQ 
RuWSuW DQG ePSOR\PeQW� 

<eW iW wRuOG Ee uQwiVe WR EDQN RQ WhiV� 
TR uV� iW VeePV PRre OiNeO\ WhDW Whe e[iVWiQJ 
SROiF\ reJiPe IDFeV D IuOO�IrRQWDO DVVDuOW iQ 
Whe Qe[W reFeVViRQ� :heQ PRQeWDr\ SROiF\ 
IDiOV WR EriQJ DERuW D VWrRQJ reFRver\� iW wiOO 
Ee VeeQ WR hDve IDiOeG� :hDW Whe SROiWiFDO 
FRQVeTueQFeV wiOO Ee� DQG hRw TuiFNO\ Whe\ 
uQIROG� Dre uQFerWDiQ� %uW Whe FRQWRurV RI 
Whe Qe[W SRVW�reFeVViRQ ShDVe VeeP eviGeQW� 
The SRSuOiVW FhDrJe�VheeW hDV DOreDG\ EeeQ 
wriWWeQ� Whe OiEerDO eOiWe wiOO hDve� RQFe 
DJDiQ� EDiOeG RuW IrieQGV RQ :DOO 6WreeW� 
SriQWiQJ PRQe\ WR SrRS uS Wheir weDOWh� 
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SuEOiF DQJer wiOO Ee GireFWeG WRwDrGV 
WhRVe GeSOR\iQJ WheVe weDSRQV� )RurWh� 
SRSuOiVWV wiOO Ee ePEROGeQeG� DFFeOerDWiQJ 
Whe GiViQWeJrDWiRQ RI OiEerDO� FeQWre�JrRuQG 
SDrWieV DFrRVV Whe :eVW� 

The VWDJe wiOO Ee VeW IRr D rDGiFDO 
reWhiQNiQJ RI PDFrReFRQRPiF SROiF\� &DQ 
FeQWrDO EDQN iQGeSeQGeQFe Vurvive iQ iWV 
FurreQW IRrP" ,W iV hDrG WR eQviVDJe DQ 
iQÀDWiRQDr\ ruSWure iQ Whe e[iVWiQJ reJiPe 
wiWhRuW Whe effeFWive eQG RI RSerDWiRQDOO\�

iQGeSeQGeQW FeQWrDO EDQNV� 
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JOREDO ¿QDQFiDO PDrNeWV wiOO hDve EeeQ 
VuSSRrWeG DW Whe e[SeQVe RI hDrG�wRrNiQJ 
IDPiOieV� DQG e[SerWV wiOO Ee reFRPPeQGiQJ 
SuQiVhiQJ DuVWeriW\� VR WhDW IRreiJQ ERQG�
hROGerV FDQ Ee reSDiG«

+Rw PiJhW WhiV SOD\ RuW" )irVW� JiveQ Whe 
ODFN RI FRQveQWiRQDO PRQeWDr\ DQG ¿VFDO 
DPPuQiWiRQ� we EeOieve uQFRQveQWiRQDO 
weDSRQV wiOO Ee uVeG WR ¿JhW Whe Qe[W 
GRwQWurQ� DQG WhDW Wheir uQSRSuODriW\ 
wiOO GeeSeQ� 6eFRQG� DQ\ reFRver\ wiOO 
Ee VORw DQG IrDJiOe� ThirG� 
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TOWARDS HELICOPTER MONEY 
3RSuOiVWV wiOO VureO\ DVN� iI FeQWrDO EDQNV 

FDQ SriQW PRQe\ WR Eu\ ¿QDQFiDO DVVeWV� wh\ 
FDQ¶W Whe\ GR Whe VDPe WR ¿QDQFe hiJher 
JRverQPeQW VSeQGiQJ DQG WD[ FuWV" ThiV 
RSeQV Whe GRRr WR D IDr PRre rDGiFDO PeQu 
RI RSWiRQV WR VuSSRrW Whe eFRQRP\ DQG 
MREV� 6R�FDOOeG heOiFRSWer PRQe\ ± PRre 
DFFurDWeO\� PRQe\�¿QDQFeG ¿VFDO e[SDQViRQ 
± wRuOG VeeP EuW DQRWher VWeS RQ Whe SROiF\ 
MRurQe\ WhDW EeJDQ iQ 200�� 

%uW WhiV VWeS wiOO OiNeO\ Ee WDNeQ iQ 
uQFRPSrRPiViQJ FirFuPVWDQFeV� wiWh Whe 
reSuWDWiRQ RI Whe WeFhQRFrDWiF eOiWe WrDVheG� 
0Rre D IRrFeG WDNeRver RI Whe FeQWrDO EDQN 
E\ Whe VWDWe WhDQ hDrPRQiRuV FR�RSerDWiRQ 
EeWweeQ Whe PRQeWDr\ DQG ¿VFDO DuWhRriWieV� 

:iWh WhiV FRPeV D FhDQJe iQ Whe ruOeV 
RI Whe JDPe� /eVV IRFuV RQ SriFe VWDEiOiW\� 
DQG PRre RQ PD[iPuP ePSOR\PeQW� /eVV 
FRQFerQ DERuW Whe SeriOV RI hiJh iQÀDWiRQ� 
DQG PRre DERuW Whe ORQJ�WerP GDPDJe IrRP 
ORw iQveVWPeQW DQG hiJh uQePSOR\PeQW� 
/eVV uVe RI iQWereVW rDWeV WR JuiGe Whe 
eFRQRP\� PRre DFWive iQWerveQWiRQ iQ Whe 
FreGiW V\VWeP� /eVV WROerDQFe RI FrRVV�
ERrGer FDSiWDO ÀRwV� PRre DFWive uVe RI Whe 
e[FhDQJe rDWe WR VuSSRrW GePDQG� $QG VR 
Whe OiVW FRQWiQueV� 

,Q VhRrW� we wRuOG Ee iQ D Qew� PRre 
iQÀDWiRQDr\� SROiF\ reJiPe� ,QveVWRrV PuVW 
Ee DOive WR WhiV ver\ reDO SRVViEiOiW\ ± DQG 
EuiOG SRrWIROiRV WhDW SrRWeFW weDOWh VhRuOG 
we ¿QG RurVeOveV Where� 

0DNe $PeriFD ,QÀDWe $JDiQ

The stage will be set for 
a radical rethinking of 
macroeconomic policy.” 

)R
r D

 Iu
OO 

OiV
W R

I r
eI

er
eQ

Fe
V F

iWe
G 

iQ
 Wh

e 
IR

RW
QR

We
V�

 S
Oe

DV
e 

vi
Vi

W r
uff

er
�F

R�
uN

�r
eI

er
eQ

Fe
V2

01
9

6R
ur

Fe
� ,

QW
er

QD
WiR

QD
O 0

RQ
eW

Dr
\ 

)u
QG

� %
ur

eD
u 

IR
r (

FR
QR

P
iF

 $
QD

O\
Vi

V�
 R

uff
er

 F
DO

Fu
OD

WiR
QV

� R
e¿

Qi
Wiv

PAGE 83



WIN BIGLY
by Scott Adams
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Takes on three books, by three people  
at Ruffer. A mix of personal favourites  
and topical insight, with some utility  
for investors. 
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WHAT DO YOU REMEMBER ABOUT THE US PRESIDENTIAL ELECTION 
IN 2016? The wDOO" ³%iOO &OiQWRQ VDiG IDr wRrVe WR Pe RQ Whe JROI FRurVe´" 
&rRRNeG +iOODr\" ReG hDWV GeFODriQJ 0DNe $PeriFD *reDW $JDiQ" 

In Win Bigly� 6FRWW $GDPV SreVeQWV WheVe QRW DV Whe rDQWiQJV RI D PDQiDF whR 
wRQ DQ eOeFWiRQ GeVSiWe hiPVeOI� EuW DV Whe GeOiEerDWe DFWV RI D ³0DVWer 3erVuDGer �́ 

TruPS EruVheG DViGe ever\RQe iQ hiV rDFe WR Whe :hiWe +RuVe� <Ru PiJhW 
QRW OiNe hiP� Rr hiV SROiFieV� EuW $GDPV EriQJV D Qew OeQV iQ uQGerVWDQGiQJ 
TruPS¶V viFWRr\� 

$GDPV iV D NeeQ VWuGeQW RI h\SQRViV� PDrNeWiQJ SV\FhRORJ\ DQG SerVuDViRQ� 
DQG Whe FreDWRr RI Whe SRSuODr 'iOEerW FDrWRRQ VWriS� ,Q TruPS� he VDw VRPeRQe 
wiWh DQ uQFRPPRQ DEiOiW\ WR hDrQeVV SRwerIuO SerVuDViRQ WeFhQiTueV� he 

Trump through new eyes

WIN BIGLY
by Scott Adams

PORTFOLIO / PENGUIN 2017
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SreGiFWeG D TruPS viFWRr\ EeIRre TruPS hDG eveQ VeFureG Whe ReSuEOiFDQ 
QRPiQDWiRQ�

Win Bigly VuPPDriVeV� reÀeFWV RQ DQG reRrJDQiVeV Whe FRPPeQWDr\ WhDW 
$GDPV EORJJeG DQG WweeWeG GuriQJ Whe eOeFWiRQ FDPSDiJQ� $GDPV wDWFheV 
TruPS WDNe GRwQ RQe RSSRQeQW DIWer DQRWher� whiOe JiviQJ hiV RwQ GireFW WDNe 
RQ eveQWV�

&riWiFV iQ Whe FhDWWeriQJ FODVVeV VDw IRurWh�JrDGe (QJOiVh� $GDPV VDw 
ODQJuDJe SerIeFW IRr wiQQiQJ DQ eOeFWiRQ� TruPS¶V GeOiEerDWe e[DJJerDWiRQ DQG 
uVe RI viVuDO iPDJer\ reVRQDWeG IDr PRre WhDQ GeWDiOeG SROiF\ SreVFriSWiRQV DQG 
GeEDWeV� $IWer DOO� whiFh RI &OiQWRQ¶V SROiFieV FDQ \Ru rePePEer QRw" 

$GDPV QRWeV hRw� whiOe TruPS hDPPereG RQ DERuW The :DOO� he DOVR 
WDONeG sotto voce DERuW Whe SrDFWiFDOiWieV DQG QuDQFeV� The :DOO wDV ViPSO\ 
VhRrWhDQG� DQG ver\ effeFWive eOeFWRrDO VhRrWhDQG� IRr ³, hDve D WRuJh SROiF\  
RQ iPPiJrDWiRQ �́ 

)Rr $GDPV� TruPS iV WR Ee WDNeQ VeriRuVO\ EuW QRW OiWerDOO\� 0DQ\ RI TruPS¶V 
GeWrDFWRrV JRW WhiV Whe wrRQJ wD\ DrRuQG� Whe\ WRRN hiP OiWerDOO\� DQG IDiOeG WR 
WDNe hiP VeriRuVO\� 

TRUMPED BY TECHNIQUE
Win Bigly hDV D VRPewhDW VurreDO DQG PuOWi�OD\ereG IeeO� ReDGerV FDQ ¿QG 
WhePVeOveV EeiQJ SerVuDGeG E\ $GDPV¶ uVe RI Whe ver\ SerVuDViRQ WeFhQiTueV 
he iV FRPPeQWiQJ RQ� $QG we wDWFh DV $GDPV hiPVeOI iV SerVuDGeG E\ TruPS� 
+e DGPireV TruPS¶V SerVuDViRQ WeFhQiTueV� DV weOO DV Whe iPSDFW RI Whe 
WeFhQiTueV WhePVeOveV� DQ iPSDFW QRW eveQ D ³WrDiQeG SerVuDGer´ OiNe $GDPV 
FDQ reViVW� 

$OO Whe WiPe we Dre SuOOeG DORQJ IRr Whe riGe� wiWh ever\WhiQJ IrRP Whe 
RFFDViRQDO FDrWRRQ WR D WRQJue�iQ�FheeN GeGiFDWiRQ IrRP $Oe[DQGer Whe *reDW� 
³6FRWW WDuJhW Pe hRw WR FreDWe D SerVuDVive QiFNQDPe IRr P\VeOI�́

*iveQ Whe GireFW wriWiQJ VW\Oe DQG Whe SDF\ QDrrDWive� reDGerV FDQ OeDrQ PuFh 
DERuW SerVuDViRQ iQ D ORW OeVV WiPe WhDQ iV QeeGeG IRr VRPe RI Whe RWher FODVViFV 
RQ Whe WRSiF� VuFh DV RREerW &iDOGiQi¶V Influence ± iWVeOI D PuVW�reDG IRr GeIeQFe 
DJDiQVW Whe GDrN DrWV RI PDrNeWiQJ� 

CONFIDENCE BOOST
The ERRN WriJJerV VeverDO iQveVWPeQW WhRuJhWV� )irVW DQG IRrePRVW� SROiWiFV 
PDWWerV� DQG iW PDWWerV D JreDW GeDO PRre QRw WhDQ iW GiG Sre�200�� %RRNV OiNe 
Win Bigly heOS iQveVWRrV EeWWer uQGerVWDQG Whe SROiWiFDO ODQGVFDSe� DQG OeDve 
uV EeWWer SODFeG WR DQWiFiSDWe SROiWiFDO eDrWhTuDNeV DQG Wheir FRQVeTueQFeV� 
'uriQJ Whe 201� FDPSDiJQ� iW wRuOG GRuEWOeVV hDve EeeQ uVeIuO WR IROORw 6FRWW 
$GDPV¶ FRPPeQWDr\� DQG WR FRQViGer hiV OiQe RI WhiQNiQJ� DORQJViGe Whe OiNeV RI 
Whe WheQ�IDVhiRQDEOe VWDWiVWiFDO DQDO\ViV RI 1DWe 6iOver DW )ive�ThirW\(iJhW�
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)rRP DQ eFRQRPiF SRiQW RI view� Where hDV EeeQ D Vi]eDEOe TruPS effeFW� 
(FRQRPiF FRQ¿GeQFe VurJeG iQ Whe 86 IROORwiQJ TruPS¶V 201� viFWRr\� DQG 
wiWh iW eFRQRPiF JrRwWh� ThiV iV D rePDrNDEOe reDO�WiPe WeVW RI MuVW hRw 
PuFh FRQ¿GeQFe PDWWerV WR eFRQRPiF RuWFRPeV� DV .e\QeV DOwD\V VWreVVeG� 
&RQ¿GeQFe FDQ WurQ RQ D Vi[SeQFe� 3er $GDPV¶ QDrrDWive� TruPS� Whe 0DVWer 
3erVuDGer� hDV PDGe SeRSOe EeOieve he wiOO 0DNe $PeriFD *reDW $JDiQ ± DQG 
WhiV hDV EeFRPe D VeOI�IuO¿OOiQJ SrRSheV\� ,W VeePV SerVuDViRQ FDQ Ee DV 
SRwerIuO DV FRQveQWiRQDO ¿VFDO DQG PRQeWDr\ WRROV� 

)iQDOO\� wheQ ORRNiQJ DW VWRFN iGeDV IRr SRrWIROiRV� DQ DwDreQeVV RI SRwerIuO 
SerVuDGerV ± ERWh iQ EeiQJ DEOe WR PRWivDWe ePSOR\eeV� DQG WR SrRMeFW Whe 
ErDQG ± iV D uVeIuO DGGiWiRQDO IDFWRr WR FRQViGer wheQ DVVeVViQJ D FRPSDQ\¶V 
PDQDJePeQW� $GDPV FiWeV 6Weve -REV DW $SSOe DV DQ e[DPSOe� R\DQDir¶V 
0iFhDeO 2¶/eDr\ PD\ Ee DQRWher ± GiG he ever reDOO\ e[SeFW SeRSOe WR SD\ IRr 
uViQJ Whe WRiOeW RQ ÀiJhWV" 2r wDV he MuVW SerVuDGiQJ uV WhDW R\DQDir iV Whe 
FheDSeVW wD\ WR À\" 

JON DYE
Head of Research

TruPS¶V GeOiEerDWe 
e[DJJerDWiRQ DQG 
uVe RI viVuDO iPDJer\ 
reVRQDWeG IDr PRre 
WhDQ GeWDiOeG SROiF\ 
SreVFriSWiRQV DQG 
GeEDWeV�́
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CONFIDENT EXPERTS OFFER SUPERLATIVE PRAISE. &Oever 
VDOeVPDQVhiS SuVheV hiJh SriFeV hiJher� :eDOWh\ Eu\erV FRPSeWe WR RwQ 
VRPeWhiQJ RI VeePiQJO\ SerPDQeQW vDOue� 8QWiO D Qew IDFW ePerJeV� $QG Whe 
hiJhO\�SriFeG DVVeWV FRPPDQG hiJh SriFeV QR PRre� 

ThiV iV QRW D WDOe IrRP Whe ¿QDQFiDO PDrNeWV ± QR (QrRQ Rr 0DGRff ± EuW 
Whe VWRr\ RI DQ DrW IRrJer� +DQ 9DQ 0eeJereQ� ,Q The Forger’s Spell� (GwDrG 
'ROQiFN JiveV uV D WeFhQiFRORur DFFRuQW RI 9DQ 0eeJereQ¶V OiIe ± SDrW�hiVWRr\� 
SDrW P\VWer\� SDrW�WhriOOer�

9DQ 0eeJereQ wDV ERrQ iQ 1��9 iQ Whe 'uWFh WRwQ RI 'eveQWer� $V D VWuGeQW 
iQ 'eOIW DQG The +DJue� he EeFDPe D FRPSeWeQW DrWiVW� ,Q hiV RwQ PiQG� he 

A talent for deception

THE FORGER’S SPELL 
by Edward Dolnick

HARPERCOLLINS 2008
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wDV D JreDW SDiQWer� $rW FriWiFV VDw hiP DV WeFhQiFDOO\ DEOe EuW ODFNiQJ GeSWh 
Rr RriJiQDOiW\� ,Q Whe wRrGV RI RQe reviewer� hiV SDiQWiQJV RI &hriVW Dre ³RIWeQ 
iQViSiG DQG VweeW� VRPeWiPeV PiVerDEO\ IRrVDNeQ� DOwD\V weDN DQG SRwerOeVV �́1 

'ROQiFN VeeV 9DQ 0eeJereQ¶V DrW DV PDrreG E\ ³D WDVWe IRr Whe FOR\iQJO\ VweeW Rr 
Whe FreeSiO\ erRWiF �́ 

,W¶V here ± iQ Whe P\WhiFDO IRON�herR DFFRuQW RI 9DQ 0eeJereQ ± WhDW D 
IRrJer iV ERrQ� 'riveQ E\ D GeVire WR huPiOiDWe hiV FriWiFV� WR e[SRVe D VPuJ 
DQG VeOI�VerviQJ eOiWe� 9DQ 0eeJereQ GevRWeV hiPVeOI WR D FDuVe� FreDWiQJ IDNe 
PDVWerSieFeV IrRP Whe 'uWFh *ROGeQ $Je� Qew wRrNV E\ )rDQV +DOV� 3ieWer Ge 
+RRFh DQG -RhDQQeV 9erPeer�

)Rr Vi[ \eDrV iQ Whe 19�0V� 9DQ 0eeJereQ wRrNV WireOeVVO\� WiQNeriQJ� 
iQQRvDWiQJ ± uViQJ RveQV� ÀRwer RiOV� WurSeQWiQe� %DNeOiWe ± uQWiO he SerIeFWV D 
IRrPuOD WhDW JiveV hiV SDiQWiQJV Whe DuWheQWiF DJeG DSSeDrDQFe RI Whe 1�00V� 

:iWh D Qew IRrJer\ FRPSOeWe� 9DQ 0eeJereQ¶V JiIWV DV D VWRr\�WeOOer NiFN iQ� 
,Q 19�� he WriFNV D IrieQG iQWR VhRwiQJ hiV Christ at Emmaus� WR $ErDhDP 
%reGiuV� D SrRPiQeQW DrW hiVWRriDQ DQG FROOeFWRr� %reGiuV SrDiVeV D ³GeOiFiRuV 
9erPeer´ DQG GeFODreV hiPVeOI ³iQ DQ DOPRVW RverwrRuJhW VWDWe RI PiQG� iQ 
eFVWDV\�́  DW hiV GiVFRver\� The SDiQWiQJ VeOOV IRr whDW WRGD\ wRuOG Ee �2�� 
PiOOiRQ DQG iV PDGe Whe FeQWreSieFe RI D VSeFiDO e[hiEiWiRQ DW RRWWerGDP¶V 
%RiMPDQV 0uVeuP� 

ThrRuJhRuW Whe 6eFRQG :RrOG :Dr� 9DQ 0eeJereQ FRQWiQueV FreDWiQJ DQG 
VeOOiQJ Qew wRrNV E\ 9erPeer DQG 3ieWer Ge +RRFh� WDNiQJ hiV eDrQiQJV IrRP 
IRrJer\ WR Whe eTuivDOeQW RI DrRuQG ��0 PiOOiRQ� 

,Q 19��� Whe P\Wh¶V viOODiQ DSSeDrV� +erPDQQ *|riQJ e[FhDQJeV 1�� SDiQWiQJV 
IrRP hiV ODrJeO\�ORRWeG FROOeFWiRQ IRr RQe ³9erPeer´ E\ 9DQ 0eeJereQ� 

The )RrJer¶V 6SeOO iV DW iWV 
EeVW wheQ EriQJiQJ uV Whe 
e[SerWV GuSeG�́
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A LUDICROUS CLAIM
,W¶V VDiG WhDW Whe JreDWeVW IRrJerieV Dre WhRVe VWiOO hDQJiQJ� uQGiVFRvereG� iQ 
Whe hRPeV RI weDOWh\ FROOeFWRrV DQG RQ PuVeuP wDOOV� The GiVFRver\ RI 9DQ 
0eeJereQ FDPe QRW IrRP D IRrJer\�WRR�IDr EuW IrRP Whe IRrJer¶V FRQIeVViRQ� 
,Q 0D\ 19��� Whree weeNV DIWer 9( 'D\� D 'uWFh ṘFiDO iQveVWiJDWiQJ 1D]i 
FROODERrDWRrV wDQWeG WR NQRw hRw 9DQ 0eeJereQ hDG FRPe WR Ee iQvROveG wiWh 
D 9erPeer iQ *|riQJ¶V FROOeFWiRQ� 9DQ 0eeJereQ JDve vDJue DQVwerV� DQG wDV 
DrreVWeG� 

'ROQiFN WDNeV uV iQWR Whe MDiO FeOO� 9DQ 0eeJereQ ³GeSriveG RI Whe FiJDreWWeV 
DQG VOeeSiQJ SiOOV DQG PRrShiQe he hDG FRPe WR reO\ RQ´ iV VuVSeFWeG RI 
WreDVRQ� +iV FriPe ± VeOOiQJ DrW WR DQ eQeP\ iQ wDrWiPe ± FDrrieV Whe GeDWh 
SeQDOW\� $IWer Vi[ weeNV RI TueVWiRQiQJ� Whe IRrJer FrDFNV� ³,GiRWV� <Ru WhiQN , 
VROG D 9erPeer WR WhDW IDW *|riQJ� %uW iW¶V QRW D 9erPeer� , SDiQWeG iW P\VeOI�´ 
The iQveVWiJDWRrV WhiQN WhiV D OuGiFrRuV FODiP� TR SrRve iW� 9DQ 0eeJereQ 
DJreeV WR SDiQW DQRWher Qew 9erPeer� EeIRre DQ DuGieQFe RI SriVRQ JuDrGV DQG 
MRurQDOiVWV� 

9DQ 0eeJereQ¶V FDVe eveQWuDOO\ FRPeV WR WriDO iQ 19��� (iJhW RI hiV IRrJerieV 
Dre huQJ iQ Whe FRurWrRRP iQ Whe 3DODFe RI -uVWiFe� &hDrJeG wiWh IrDuG rDWher 
WhDQ WreDVRQ� he iV VeQWeQFeG WR RQe \eDr iQ SriVRQ� 9DQ 0eeJereQ GieV VhRrWO\ 
DIWerwDrGV� wiWhRuW hDviQJ VerveG D GD\ RI hiV VeQWeQFe�

The VFieQWi¿F eviGeQFe ± IrRP 
Whe FRPSRViWiRQ RI Whe SDiQWV WR 
Whe QDiOV iQ Whe IrDPe ± SRiQWeG 
RverwheOPiQJO\ WR IrDuG� RDWher 
WhDQ DGPiW he wDV wrRQJ� Ge 
*rRRW SurFhDVeG Whe IRrJer\� 
WheQ SuEOiVheG D ERRN DWWDFNiQJ 
hiV FriWiFV�́
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THE POWER OF THE EYE
)Rr iQveVWRrV� SerhDSV Whe FOeDreVW OeVVRQ iV RQ Whe SeriOV RI RverFRQ¿GeQFe 
DQG iQÀe[iEiOiW\� 'ROQiFN TuRWeV $QDWROe )rDQFe� ³,W iV iQ Whe DEiOiW\ WR GeFeive 
RQeVeOI WhDW Whe JreDWeVW WDOeQW iV VhRwQ�́  

The Forger’s Spell iV DW iWV EeVW wheQ EriQJiQJ uV Whe e[SerWV GuSeG� 
&RrQeOiV Ge *rRRW� D PDQ wiWh ³Whe SriVV\ SeGDQWiF PDQQer RI D VPDOO�WRwQ 
OiErDriDQ �́ EeOieveG ¿rPO\ iQ Whe SRwer RI hiV FRQQRiVVeur¶V e\e� +e¶G vRuFheG 
IRr Whe DuWheQWiFiW\ RI D SDiQWiQJ DWWriEuWeG WR +DOV� DuFWiRQeerV VuEVeTueQWO\ 
iGeQWi¿eG Whe SDiQWiQJ DV D IDNe� The GiVSuWe weQW WR WriDO� The VFieQWi¿F 
eviGeQFe ± IrRP Whe FRPSRViWiRQ RI Whe SDiQWV WR Whe QDiOV iQ Whe IrDPe ± 
SRiQWeG RverwheOPiQJO\ WR IrDuG� RDWher WhDQ DGPiW he wDV wrRQJ� Ge *rRRW 
SurFhDVeG Whe IRrJer\� WheQ SuEOiVheG D ERRN DWWDFNiQJ hiV FriWiFV� 

%reGiuV� Whe e[SerW whR FODiPeG WR hDve VwRRQeG DW 9DQ 0eeJereQ¶V 
³GeOiFiRuV 9erPeer �́ VeePV WR hDve hDG SrivDWe GRuEWV DERuW Whe DuWheQWiFiW\ 
RI Whe SDiQWiQJ� <eW WR DFNQRwOeGJe WheVe GRuEWV wRuOG hDve GDPDJeG 
hiV RwQ reSuWDWiRQ� ,Q D wRrOG where iQIDOOiEOe DFFurDF\ iV Whe PDrN RI 
e[FeOOeQFe� %reGiuV GRuEOeG�GRwQ RQ hiV SrDiVe� +e wDV IuriRuV wheQ WwR 
RWher e[SerWV FDOOeG Christ at Emmaus D rRWWeQ IDNe� 

1eDrO\ �0 \eDrV DIWer 9DQ 0eeJereQ¶V FRQIeVViRQ� 'irN +DQQePD� DQ 
DOO\ RI %reGiuV� FRQWiQueG WR EeOieve WhDW Christ at Emmaus wDV 9erPeer¶V 
JreDWeVW PDVWerSieFe� 

AN ENDURING SPELL
9DQ 0eeJereQ GieG D SRSuODr herR� DQG WhiV SerhDSV iV hiV JreDWeVW 
GeFeSWiRQ� 

'ROQiFN WeQGV WR SreVeQW 9DQ 0eeJereQ DV D ORvDEOe rRJue� D WDOeQWeG 
hRD[er� D EeGIeOORw RI Whe weDverV iQ +DQV &hriVWiDQ $QGerVeQ¶V The 
Emperor’s New Clothes� -RQDWhDQ /RSe]� whRVe OiIe RI 9DQ 0eeJereQ2 was 
SuEOiVheG iQ Whe VDPe \eDr DV 'ROQiFN¶V� VhRwV uV Whe uQvDrQiVheG IRrJer� $ 
PDQ GriveQ E\ JreeG DQG DQJer� $Q DQWi�6ePiWiF 1D]i FROODERrDWRr� $ WrDiWRr 
iQ wDrWiPe� ThiV iV Whe reDO 9DQ 0eeJereQ� $QG iW¶V WhiV 9DQ 0eeJereQ whR 
re�FDVW hiPVeOI GuriQJ hiV DrreVW DQG WriDO ± DV D JRRG VSRrW whR¶G VwiQGOeG 
*|riQJ� DV D SOuFN\ RuWViGer whR¶G PDQDJeG WR huPiOiDWe D SRPSRuV eOiWe� 

6hRrWO\ EeIRre hiV GeDWh� 9DQ 0eeJereQ rDQNeG VeFRQG RQO\ WR Whe SriPe 
PiQiVWer iQ DQ RSiQiRQ SROO RI SRSuODr 'uWFh ¿JureV� 2QFe PRre� 9DQ 
0eeJereQ hDG VuFFeeGeG iQ JeWWiQJ SeRSOe WR Vee whDW he wDQWeG WheP WR 
Vee� +e¶G ErRuJhW SuEOiF RSiQiRQ uQGer The Forger’s Spell�

CHRIS BACON
Communications Director2 
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A WORKPLACE WITH UNLIMITED HOLIDAYS. ,W VRuQGV wRQGerIuO� <eW 
SeRSOe WeQG WR WDNe OeVV DQQuDO OeDve RQFe JiveQ VuFh IreeGRPV� /eVV weOO 
NQRwQ� D SROiF\ RI uQOiPiWeG hROiGD\V DOVR PDNeV ¿riQJ VWDff FheDSer� wheQ 
DQ ePSOR\ee¶V FRQWrDFW iV WerPiQDWeG� Where iV QR DFFrueG hROiGD\ Whe ePSOR\er 
PuVW SD\ IRr� ThiV iV RQe RI Whe GDrNer ViGeV RI WeFhQRORJ\ VWDrW�uSV WhDW 'DQ 
/\RQV EriQJV RuW iQ Disrupted�

,Q 2012� eQMR\iQJ D VuFFeVVIuO FDreer� /\RQV VuGGeQO\ EeFDPe D ³EeDFheG 
whiWe PDOe´ wheQ he wDV GuPSeG DV WeFhQRORJ\ eGiWRr RI 1ewVweeN� 
8QePSOR\eG iQ hiV eDrO\ ¿IWieV� /\RQV IeDreG he wRuOG VWruJJOe WR ¿QG JRRG 
wRrN DJDiQ� $QG VR he PDGe Whe MuPS IrRP wriWiQJ DERuW WeFhQRORJ\ VWDrW�uSV 

DISRUPTED 
by Dan Lyons

ATLANTIC BOOKS 2016

Candy walls  
     and the cult of a company
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WR wRrNiQJ IRr RQe� )rRP 1ewVweeN WR +uEVSRW� D Sre�,32 PDrNeWiQJ VRIWwDre 
FRPSDQ\� %\ 'eFePEer 201� +uEVSRW¶V PDrNeW FDSiWDOiVDWiRQ e[FeeGeG �� 
EiOOiRQ� GeVSiWe Whe FRPSDQ\ hDviQJ Qever PDGe D SrR¿W�

:iWh D WeFhQRORJ\ EDFNJrRuQG� /\RQV DVVuPeG he wRuOG ¿W iQ FRPIRrWDEO\ 
wiWh hiV Qew FRPSDQ\¶V FuOWure� The ERRN FDWDORJueV hiV e[SerieQFe DV D ¿Vh 
RuW RI wDWer� 

:iWh JreDW wDrPWh� SRNiQJ IuQ ERWh DW hiPVeOI DQG hiV Qew ePSOR\er� /\RQV 
GeVFriEeV VFeQeV WhDW IeeO OiNe D IDPiO\�IrieQGO\ verViRQ RI 1990V ¿OP American 
Pie. There¶V D FDQG\ wDOO� %eer RQ WDS� ReJuODr SDrWieV WR FeOeErDWe Whe 
ePSOR\eeV� TeGG\ EeDrV DWWeQGiQJ PeeWiQJV� ,Q WhiV \RuQJ DQG VDOeV�IRFuVeG 
EuViQeVV� /\RQV VWiFNV RuW� 

There iV PuFh WR ¿QG DPuViQJ DERuW +uEVSRW� DQG /\RQV¶ WDOe RI hiV WiPe 
Where� )rRP re�ErDQGiQJ VSDP DV ORveDEOe PDrNeWiQJ FRQWeQW� WR +uEVSeDN� 
Whe FRPSDQ\¶V RwQ IRrP RI VODQJ� $W WiPeV� Whe FRPSDQ\ DSSeDrV FuOW�OiNe� 
VRPeWhiQJ Whe IRuQGerV GRQ¶W VeeN WR GiVSeO� $V /\RQV GeWDiOV� ³%eOieviQJ WhDW 
\Rur FRPSDQ\ iV QRW MuVW DERuW PDNiQJ PRQe\� WhDW Where iV D PeDQiQJ DQG D 
SurSRVe WR whDW \Ru GR« DQG WhDW \Ru wDQW WR Ee SDrW RI WhDW PiVViRQ ± WhDW iV 
D EiJ SrereTuiViWe IRr wRrNiQJ DW RQe RI WheVe SODFeV�́  

CAPITAL AND LABOUR
Disrupted Pi[eV VDWire wiWh D FriWiFDO ORRN DW Whe QR[iRuV ViGe RI PuFh�vDuQWeG 
VWDrW�uSV� TDOeV RI PiVDGveQWure ruQ DORQJViGe iQViJhW iQWR FDSiWDO EeQe¿WiQJ DW 
Whe e[SeQVe RI ODERur� 

+uEVSRW ruQV DW D ORVV� DQG iV ODERur iQWeQVive� ,W reOieV RQ D \RuQJ� FheDS 
DQG GiVSRVDEOe wRrNIRrFe� DWWrDFWeG E\ DQ eQvirRQPeQW RI Iree Eeer DQG VRFiDOV� 

/\RQV DVVuPeG he wRuOG ¿W 
iQ FRPIRrWDEO\ wiWh hiV Qew 
FRPSDQ\¶V FuOWure� The ERRN 
FDWDORJueV hiV e[SerieQFe DV D  
¿Vh RuW RI wDWer�́
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The Rffer RI IuQ heOSV Whe FRPSDQ\ hire vDVW QuPEerV RI \RuQJ VDOeV SeRSOe� whR 
Dre SuW uQGer iQWeQVe SV\FhRORJiFDO SreVVure� DQG SDiG D reODWiveO\ ORw wDJe� 

ThiV iV D GDrNer ViGe RI 6iOiFRQ 9DOOe\� $W +uEVSRW� weDOWh iV GiVWriEuWeG 
uQeveQO\� The EeQe¿WV RI JrRwWh DFFrue WR iQveVWRrV DQG IRuQGerV� :RrNerV 
hDve OiWWOe reFRurVe Rr MRE VeFuriW\� 3eRSOe Dre ³GiVSRVDEOe wiGJeWV´ iQ DQ 
eQvirRQPeQW RI h\Se� DQ eQvirRQPeQW WhDW QeeGV WR Ee VuVWDiQeG ORQJ eQRuJh 
IRr Whe IRuQGerV DQG veQWure FDSiWDOiVWV WR reDFh D SD\ GD\� ThrRuJhRuW 
Disrupted� Whe DFFeSWDQFe iV VWriNiQJ� 

TELLING STORIES
+DviQJ wriWWeQ DERuW WeFhQRORJ\ FRPSDQieV IRr PRre WhDQ 20 \eDrV� /\RQV 
hDV DQ e[WeQVive QeWwRrN RI iQGuVWr\ FRQWDFWV� ThRVe he DVNV IRr DGviFe DJree 
RQ VeverDO WhiQJV� The +uEVSRW SrRGuFW iV VuEVWDQGDrG� The IRuQGerV Dre 
PeGiRFre DW EeVW� $QG \eW /\RQV VhRuOG Vuffer WhrRuJh hiV PiVer\ ± EeFDuVe Whe 
+uEVSRW IRuQGerV Dre OiNeO\ WR SuOO Rff D VuFFeVVIuO ,32� $V RQe RI hiV FRQWDFWV 
SuWV iW� Whe IRuQGerV ³Dre JRRG DW WeOOiQJ VWRrieV DQG JeQerDWiQJ h\Se �́ 

+uEVSRW eveQWuDOO\ ,32V iQ 2FWREer 201�� GeVSiWe ORViQJ �11� PiOOiRQ iQ ¿ve 
\eDrV� wiWh PDrNeWiQJ FRVWV DEVRrEiQJ Rver �0� RI reveQue� /\RQV hDV VhDre 
RSWiRQV he FDQ QRw e[erFiVe DW D SrR¿W� 

<eW DIWer reDGiQJ Whe +uEVSRW SrRVSeFWuV� /\RQV ³FDQQRW EeOieve DQ\RQe wRuOG 
DFWuDOO\ Eu\ VhDreV iQ Whe FRPSDQ\ �́ /RVVeV Dre JrRwiQJ IDVWer WhDQ reveQueV� 

+iV e[SerieQFe hiJhOiJhWV Whe riVNV WR wRuOG�Ee iQveVWRrV iQ WeFh ,32V� DQG 
Whe riVNV iQ Whe iQveVWPeQW FOiPDWe WhDW¶V SrevDiOeG IRr PuFh RI Whe SDVW ¿ve 
\eDrV� &RPSDQieV Dre GeViJQeG DrRuQG JeQerDWiQJ huJe reveQue JrRwWh� +\Se 
VeePV WR PDWWer PRre WhDQ DFWuDO SrR¿WV� 6RPe iQveVWRrV hDve PDGe ODrJe 
SDSer JDiQV� ,W DOO hDV Whe IeeO RI Whe ODWe 1990V� 

6hRuOG FRQ¿GeQFe GiS� Rr Whe FRVW RI GeEW iQFreDVe� Whe wiQGRw IRr ORVV�
PDNiQJ EuViQeVVeV PD\ FORVe DEruSWO\� WrDSSiQJ PDQ\ ¿QJerV�

ALEX LENNARD
Investment Director

+uEVSRW eveQWuDOO\ ,32V iQ 2FWREer 201��  
GeVSiWe ORViQJ �11� PiOOiRQ iQ ¿ve \eDrV�́
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/DVW wRrG

CLEMMIE VAUGHAN
Chief Executive
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THE FINANCIAL SERVICES INDUSTRY OFTEN SEEMS TO BE SELLING 
THE WRONG PRODUCT� WR Whe wrRQJ FOieQW� DW Whe wrRQJ WiPe� IRr Whe 
wrRQJ Iee� 

The rRRW RI Whe SrREOeP iVQ¶W DOwD\V EDG SeRSOe Rr EDG iQFeQWiveV ± iW¶V 
iQ huPDQ QDWure� $V huPDQV� we DOO wDQW FRPIRrW DQG FerWDiQW\� ThDW 
FDuVeV SrREOePV wheQ iW FRPeV WR iQveVWiQJ� %eFDuVe iQveVWiQJ weOO wiOO Ee 
uQFRPIRrWDEOe� 

,QveVWiQJ iQvROveV Su]]OiQJ RuW Whe IuWure IrRP Whe IDFWV RI Whe SreVeQW 
DQG Whe FOueV RI Whe SDVW� ,Q ¿QDQFiDO PDrNeWV where QRERG\ NQRwV whDW wiOO 
hDSSeQ WRPRrrRw� +Rw WR GeDO wiWh Whe GiVFRPIRrW WhiV EriQJV"

6RPe iQveVWPeQW ¿rPV VhriQN Whe uQFerWDiQW\� The\ SrRMeFW D FRQ¿GeQFe 
DERuW Whe IuWure� ThrRuJh SerVuDVive SeRSOe DQG SuQFh\ SreVeQWDWiRQV� 2r 
IrieQGO\ weEViWeV DQG iQveVWPeQW WeFhQRORJ\ WhDW ORRNV VPDrW� ,Q JRRG WiPeV� 
WhiV IeeOV FRPIRrWDEOe� DV SRrWIROiRV riGe wDveV RI PRPeQWuP Rr ruQ wiWh Whe 
reVW RI Whe herG� ,W heOSV SuW Whe FOieQWV DW eDVe ± uQWiO� RQe GD\� D FriViV hiWV�

2Wher ¿rPV VhriQN Wheir reVSRQViEiOiW\� The\ VD\ iW¶V EeVW MuVW WR DFFeSW ± Rr 
SerhDSV Wr\ WR EeDW ± whDW Whe PDrNeW VerveV uS� ThiV PDNeV OiIe eDVier IRr Whe 
iQveVWPeQW PDQDJer� ,QveVWiQJ EeFRPeV D RQe�GiPeQViRQDO FhDOOeQJe ± ViPSO\ 
FhRRVe D EeQFhPDrN� WheQ PeDVure SerIRrPDQFe DJDiQVW iW� %uW WhiV OeDveV Whe 
FOieQW PDQDJiQJ DOO Whe RWher GiPeQViRQV ± hRw EeVW WR DOORFDWe P\ DVVeWV" +Rw 
GR , MuGJe RSSRrWuQiWieV DQG riVNV" +Rw VhRuOG , reVSRQG wheQ , ORVe PRQe\"  

,Q 199�� Ruffer VeW RuW WR GR VRPeWhiQJ GiffereQW� $V WR wheWher we Dre 
DFWuDOO\ GiffereQW� DQG wheWher Rur GiffereQW iV DFWuDOO\ EeWWer� Where¶V RQO\ RQe 
RSiQiRQ WhDW FRuQWV ± QRW PiQe� EuW WhDW RI Rur FOieQWV� 

$V iQWereVW rDWeV riVe DQG Whe ¿QDQFiDO 
WiGe WurQV� we Dre VeeNiQJ WR VhRuOGer 
GiVFRPIRrW� TR NeeS Rur FOieQWV VDIe�  
$QG WR GeOiver JRRG SerIRrPDQFe�  
whDWever Whe PDrNeW EriQJV� 
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$ERuW Ruffer
Ruffer ORRNV DIWer iQveVWPeQWV IRr SrivDWe FOieQWV� 
¿QDQFiDO SODQQerV� iQVWiWuWiRQV DQG FhDriWieV� iQ Whe 8. 
DQG iQWerQDWiRQDOO\� 

2ur DiP iV WR GeOiver SRViWive reWurQV� whDWever hDSSeQV  
iQ Whe ¿QDQFiDO PDrNeWV�

)Rr PRre RQ whDW we GR DQG hRw we GR iW� SOeDVe viViW  
ruffer�FR�uN

*eWWiQJ iQ WRuFh
,I \Ru¶ve IRuQG The Ruffer Review DW OeDVW PRGerDWeO\ 
iQWereVWiQJ� Rr hDve D VuJJeVWiRQ Rr WwR IRr Whe Qe[W  
eGiWiRQ� SOeDVe GrRS uV D OiQe review#ruffer�FR�uN

)uWure eGiWiRQV
,I \Ru wRuOG OiNe WR ViJQ uS WR reFeive D FRS\ RI  
The Ruffer Review ever\ \eDr� SOeDVe JR WR  
ruffer�FR�uN�rufferreview

DISCLAIMER
The viewV e[SreVVeG iQ WhiV GRFuPeQW Dre QRW iQWeQGeG DV DQ Rffer Rr VROiFiWDWiRQ IRr Whe SurFhDVe Rr VDOe RI DQ\ iQveVWPeQW 
Rr ¿QDQFiDO iQVWruPeQW� The iQIRrPDWiRQ FRQWDiQeG iQ Whe GRFuPeQW iV IDFW EDVeG DQG GReV QRW FRQVWiWuWe iQveVWPeQW 
reVeDrFh� iQveVWPeQW DGviFe Rr D SerVRQDO reFRPPeQGDWiRQ� DQG VhRuOG QRW Ee uVeG DV Whe EDViV IRr DQ\ iQveVWPeQW GeFiViRQ� 
ReIereQFeV WR VSeFi¿F VeFuriWieV VhRuOG QRW Ee FRQVWrueG DV D reFRPPeQGDWiRQ WR Eu\ Rr VeOO WheVe VeFuriWieV� ThiV GRFuPeQW 
reÀeFWV Ruffer¶V RSiQiRQV DW Whe GDWe RI SuEOiFDWiRQ RQO\� DQG Whe RSiQiRQV Dre VuEMeFW WR FhDQJe wiWhRuW QRWiFe�
 
,QIRrPDWiRQ FRQWDiQeG iQ WhiV GRFuPeQW hDV EeeQ FRPSiOeG IrRP VRurFeV EeOieveG WR Ee reOiDEOe EuW iW hDV QRW EeeQ iQGeSeQGeQWO\ 
veri¿eG� QR reSreVeQWDWiRQ iV PDGe DV WR iWV DFFurDF\ Rr FRPSOeWeQeVV� QR reOiDQFe VhRuOG Ee SODFeG RQ iW DQG QR OiDEiOiW\ iV DFFeSWeG 
IRr DQ\ ORVV DriViQJ IrRP reOiDQFe RQ iW� 1RWhiQJ hereiQ e[FOuGeV Rr reVWriFWV DQ\ GuW\ Rr OiDEiOiW\ WR D FuVWRPer� whiFh Ruffer hDV 
uQGer Whe )iQDQFiDO 6erviFeV DQG 0DrNeWV $FW 2000 Rr uQGer Whe ruOeV RI Whe )iQDQFiDO &RQGuFW $uWhRriW\�

� Ruffer //3 2019 Ruffer //3 iV D OiPiWeG OiDEiOiW\ SDrWQerVhiS� reJiVWereG iQ (QJODQG wiWh reJiVWrDWiRQ QuPEer 2&�0�2��� 
The ¿rP¶V SriQFiSDO SODFe RI EuViQeVV DQG reJiVWereG ṘFe iV �0 9iFWRriD 6WreeW� /RQGRQ 6:1( �-/� Ruffer //3 iV DuWhRriVeG 
DQG reJuODWeG E\ Whe )iQDQFiDO &RQGuFW $uWhRriW\� ruffer�FR�uN '
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“This is the first edition. All being 
well, we’ll produce it annually.”
Jonathan Ruffer  PAGE 7

001 ruffer.co.uk/rufferreview 


