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To CreativeCuriosity!

Important Notice: The information and analysis contained in this
publication have been compiled or arrived at from sources through
internet researchFrom sources believed to be reliable but the
Author and the Publisher do not make any representation as to their
accuracy or completeness and do not accept liability for any
inaccuracy. Also, any information found in this book, must not be
taken as advicer suggestion for buying or selling stocksdaother
stock market products.

Stock investments are unpredictable and may lead to capital losses
The readers of this book, if they buy or sell stocks or other stock
market products, must do this at their owsponsibility.
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Preface and Acknowledgments

This is my first time, writing a boolalthough | have writing
experience on this topic. Why another book on investing? Because
none of the existing, has spoken really efficientlyould not have
written a book, just to rewrite the known things, maybe in a different
way; it would be useless.

| chose to write it in English, although is not my mother language.

| acted like this, because investments is a field that intenestgy
people all over the world.

So, | am grateful to my friends, Cassandra Camgbethp and
Apostolos Vranas that made the grammar corrections on my text and
transformed it into readable English.

About the Author
Panayotis V. Sofianopoulos, is a stock markethesiast and has
extensive experience in the field of investments, as:

A heseworked in analysis departments of securities firms of
Greece; as creator of these departments (because in older years, th
securities firms in Greece did not have analysis departments), as ar
analyst and then, head of them.

A He has wo rakafysis departmdntecd d manmthly
magazine on stock market; he was responsible for supervising the
written material of the magazine and was writing a part.

A He was responsible for the
investment field.

A He kdaas a financi&l consultant and advisor to several
firms of wider financial services.

A Conducts seminar s, as a Lect
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Also, during the euphoric period of the Athens Stock Exchange
(1998- 2000), he had numerous publicasoon the stock market in
print media and interviews on radio and television channels.

As an individual investor, he has over 25 years of experience at
investing on stock market.

He is a graduate of Patras Higher Technological Educational
Institute (TEI),in Business Administration.
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Introduction

Tic-tac, tict a c , time is passing and
Youol | be blessed and by no me
6gol den nest 0. Her e youoll fi

investments' success. lilwtell you clearly how you will be a
winner, even if today you are a beginner.

| made this poetic style introduction, to indicate that investments in
stock markets are more art than science. And this can be good anc
bad. Good because as an art, investts do not need a lot of things
and anybody can get involved in this field. Bad because, as in any
art, you need talent and skills. And talent is something you either
have it or not, but skills is something you can learn. Even if you have
no talent, if ya obtain skills, you can be a successful investor.

You know that you must invest. Tell this, to your loved ones and
friends. |l f they dondt know ho\
must invest. Why? Because it is the less hard way to earn good
money. Recause it is a basic way of maintaining a good living
standard. Because in Countries of the Western World, in the years to
come, it is estimated that income inequality will become larger than
it already is. So will you sit and grumble or will you do sonraih
about it? An intelligent person, seeing income inequality increasing,
will act to reinforce his income. And investments in stock markets, is
one of the best ways to grow your income. Bear this in mind: A
study released by Northeastern University fouhdt corporate
profits captured 88 percent of US growth in real national income
while aggregate wages and salaries accounted for only slightly more
than 1 percent of growth. That was unprecedented for American
workers, to receive such a tiny share of naloincome growth
during a recovery, as the share of income growth going to employee
compensation was quite larger in the four other economic recoveries
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that have occurred over the last three decades. Now, | believe you
understand why is essential to inzeprofits that are going to
corporations and not to worker s;
your income and to increase it, is to participate in the capitalism'’s
profit gathering mechanism through stocks and stock markets.

You just have to learn some dies i after all investing is not a
science. That s why the best i nv
| imagine you will have notice that profound economists like Nobel
prize winners etc, are not among the greatest investors. Indeed, | will
remind you e case of Long Term Capital Management (LTCM),
the hedge fund management firm that was run by a few executives,
where two Nobel laureates (on Economics and for their Study on a
method to determine the value of derivatives) were among them. So,
those two Heads of LTCM had the absolute scientific knowledge
that someone can have. Initially, in the first three years they did it
wonderfully as LTCM outperformed the market strongly but in the
years that followed, it lost much more that its previous gains,
resuling in the liquidation and dissolving of the Fund in early 2000.

With the above, | think is very clear that | strongly discourage you

from engaging in the Derivatives market, as this market is by its
nature, short term and very dangerous. In this book,nwhel 6 m
referring to investing or when | mention stock markets or just
markets, | mean the traditional investing and the traditional stock
markets and not the modern Derivatives (market). Nobel economist
Paul Samuel son put it rbe mad like, say
watching paint dry or watching grass grow. If you want excitement,
take $800 and go to Las Vegaso.

Furthermore, | do not mean that you do not need to have economic
knowledge to engage in playing the stock markets. Of course you
need this butou also need to know Economics 101. Other things
are most important to succeed in investments fiellde knowledge
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of an undergraduate student on Economics is enough. Other things
that are important like to have a sharp mind, a clear mind and to be
selftdi sci pl i ned. Dond6t be afraid
mean you must be something like Einstein; | mean you need to be
rational, to have the ability to analyze, filter and judge the substantial
amount of data you receive and be able, to reacdeful conclusion.

To reassure you, |l 6m telling vy
universities, do not have these abilities while others that hatve
gone to universities and have only basic high school education, have
this sharp mind. A simple test to check if you have or not sharp mind
is the following: some messages appearing occasionally on
Facebook that calling the users to cdppaste on their all some

text in order to save their profile, otherwise their Account will be
blocked, deleted or charged with some amowsuoipposedly from
Facebook itself. Those thatcopp ast e such messag
have this sharp mind required to invest succalgsbn a long term
horizon.

Many people think that investing is difficult; | tell you sincerely that

it is not. Then why do so many people fail? The basic reason is that
they are not in control of themselves, they are not systematic in their
actions andlisciplined to a method; in other words they are just part
of the mob. And even the smartest persons, if they lose control of
themselves and be part of the mob, become from an investment poin
of view, fools. | remind you of, Isaac Newton, probably onehef

most intelligent humans in the last centuries. Back in the eighteenth
century, Newton influenced by crowd and captured by greed,
decided and put lots of money in a stock market bubble in order to

make fieasy moneyo; aft erhe a@mosivh i
became bankrupt. It i s said tha
t he movement of star s, but not

Newton is seen as one of the most brilliant minds of humankind of
recent history but in this particular case iafesting, he acted
foolishly. Why? Because he did not control himself and when he got
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in to the stock market, he did not get in as the bangimd individual

but as part of the foolish sheeple (people that act like sheeps).

Newton did not analyze if theaacks he bought were watriced or

if they were expensive or if the prospects were solid and strong or

weak and exaggerated. Not to mention that he did not have a system
or an exit strategy. Fatal investing mistakes, | imagine that many of

you, have alsonade in the past.

But if investing in stock markets is more art than science, then
doesndét that mean that only the n
most of arts, talent is a big plus but many can stand out positively,

if they acquire the essentialiks

Investing is difficult if you consider that for about two centuries,
people have tried to understand how stock markets function. In order
to succeed in this, two basic forms of analyses emerged and
developed: Fundamental and Technical analysis. We say that

those two, consist ththeyardausedfubt i ng
background but by themsel ves, t he
by that, they are not | eading us

investing seems difficult. Those twonalyses, are the major
investment approaches till today. Yet, none of them is successful
enough. Somet hing obviously is mi
beat the markets.

Furthermore, in the pursuit of investing success, people tend to think
in an overly complex way. As investing success is difficult in
practice, people think that a difficult task must have a complex
solution. As | will prove within this book, this attitude regarding
investments, is wrong.

This book will speak to you simply but efficiéntHere, | will try to
make a unified investment approach that combines Fundamental
Analysis, Technical Analysis as well as Psychology. Psychology is
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a major factor because this is after all what moves the markets. The
above combination, leads us to &peinderstanding of how markets
work and how markets react, thus, we can achieve a powerful
approach that leads us to profit. It is an extrdinary investment
approach for ordinary people. Furthermore, it is essential that this
unified method, to be easgnd understandable for everyone; not
only for the markets initiates. This method has to demonstratela
smart not hard way to profit on Wall Street.

| am talking about an intelligent investing method because what else
is intelligence if not the simplifying of tasks day by day, moving a
step ahead in terms of development, efficiency and success?

Additionally, the demonstration of an easy way to profiswo ul d
be pleasant for the professionals that sell investment services and
management to the people. By reading this book, people will realize
that have no need of Pros and they could invest like a P.R.O.
( = Passive, Random, aQpcommissiant )
free as they would be the Masters of their own portfolios.

Sounds provocative? It is! That
a book titled AHeretic I nvest:i
scientific approaches on investments and steppong simple
fundamental and technical backgrounds, will move forward. | note
that 1 6m not analyzing the basi
technical. | consider that one must already know these. If not, there
are plenty of books and internet sowd¢e.g. investopedia) to study
them. The purpose of this book is not to repeat the known; it is to

move forward.

Big and important discoveries in all fields are hiding often, under our

nose. There are O0too fardé te fi
to us. People always believe that the answer to a difficult task, is a
complicated one. Well € maybe s
not . The answer also is been di
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an accident. See again Newton for example: as tradgays, he

understood gravity and the way it works, when he was resting,
sitting under an apple tree he saw an apple dropping. And not only
Newton: as also tradition says, ancient Greek Archimedes found by

an Oenlightenment d a pleaflbaoyancg,n ac C
when he stepped into a bath and noticed that water level rose; he

instantly | eapt out of his batht.
Li kewise, | had my AEurekad momen

some years ago,osloeiavestnrgphe mar ket 0s

Stock markets can be simultaneous
why they are so interesting and profitable to those who can
understand the way they work. Stock markets are our big manic
depressive friends and if we realize their maai depressive

periods and behavior, we can earn a lot of money.

So, in this book, we will talk about everything that interests an

investor: How markets work, why they behave the way they do,

when, how and what to buy, as also when and how we must sell,
how we shall behave and many others. And you will be surprised at
how easy it can be.

The book consists of four major parts. The First Part contains mainly
description of how markets behave and function. The Second Part
contains mainly techniques, tegiinand practices as also
supplementary descriptions. The Third Part contains mainly
psychology and motivation. The Fourth Part moves beyond science,
examines mega bears and has the Conclusion.

Closing my introduction, | will dare a prognosis that may be
patticularly useful to youtli but not only to them: S&P 500 in 25

years from now will be at 8,000 points at least (in year 2041). This
prediction, resulting from a really conservative estimated annual
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return as also from the projection of an uptrend lira th valid for
about three quarters of a century.

Have a pleasant read!
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Stock Markets are Volatile!

Bad things first: stock markets can plunge and plunge badly. In

long-term history of the American stock market, we notice:

The Panic of1837 1 amid wild speculation in federal land and
commodi ty i mports. Government
circularé for the purchase of |
or silver, which led to the collapse in prices and a wave of failures of
banks andbusinesses. The nation suffered almost a sgegan
depression, prices declined, thousands of workers lost their jobs and
unemployment eventually, may have been as high as 25 percent in
some locations.

In the year of our Lordl873 another wild crisis sttad forming,
when heavy speculation appeared, firstly in the railroad industry,
which was the nation's largest employer outside of agriculture and
the boom growth business. Anxiety spread in stocks and led to wide
business failures. The NYSE was forcedlhuse for ten days starting

on September 20 and by this wide and complicated situation, begun
asixyear severe depression, t hat
until surpassed in 1929, when the next major crisis took its name.

Panic occurred again, 1907, when NYSE fell by almost 50 percent
from its previous year peak. It was a time of economic recession and
there occurred numerous bank runs. The panic eventually spread
throughout the US when many banks and businesses went belly up.
Major causes of thk& runs included a retraction of market liquidity

by a number of New York City banks and a loss of confidence
among depositors.

Then, we go to the infamous ye829and the Great Depression. At
October 29 of this year, etshdea yd
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the Dow Jones dropped 11 percent just in this day. Further decline
followed. Plenty of businesses failed and bankruptcies occurred as a
rule. Dow Jones kept dropping till July of 1932 when it hit bottom
and began to recover. Dow Jones lost appratety 90 percent of its
value from the peak of 1929¢

Later on, in the wake of the Great Depressiori,987the American
economy sank back into recession: Unemployment remained high,
but it was quite lower than the 25 percent rate seen in 1933. The
econany took a sharp downturn in mitB37, lasting for 13 months
through most of 1938. Industrial production declined almost 30
percent and unemployment surged again fast, from 14.3 percent in
1937 to 19.0 percent in 1938. Anxiety spread to the stock market and
caused a disorderly retreat from peak to trough of about 45 percent,
bringing b a ¢ lkand tbddé memnbriese &f L9 and
subsequent years.

From the beginning 01973 and till September of 1974, the stock
market experienced a dramatic decline of ib48 percent from
peak to bottom especially due to the rise in oil prices that spread
anxiety over the repercussions on the economy.

In 1987, on October 19, Dow Jones dropped 22.6 percent just in one
dayi that being the largest single day drop as peaggnin Wall
Streetbés history. It stayed 1in
Crash, in December 1987, a group of 33 eminent economists from
various nations met in Washington and collectively concluded that
the next few years could be the most troubded Nnce t he
However, the Dow Jones was positive for the year 1987. It also took
it about two years, to regain its high price of August 25, 1987 (of
2,722 points). It is important to mention that the economy (GDP)
never went negative (in recession) imetyears surrounding the
Crash. In the years that followed, nothing important happened, a clue
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that shows that the economy and stock market are too complicated
and mostly not predictable.

The collapse of the datom bubble took place during000-2002
Ted stocks had soared skygh in the previous years, fed by
unreasonable expectations. The market then collapsed.

Going on recent times, 2008 we experienced the financial
collapse. Driven by heavy leverage and the long term bubble growth
of real estatethis collapse took birth in financial sector (banks etc)
and, due to the extreme ‘weight' and importance of banks to our
economic systerii banks are the foundations of our systeisoon,
spread to overall economy. The entire economic system was
collapsingand FED had to step in and rescue the financial sysiem
took government intervention and the spending of many billions of
dollars in bailouts to resolve this crisis and stabilize this awful
situation. Some refer to this period as the Great Recessloa.
economy recovered but not strong and healthy enough and the
conventional Aammoo (mainly int

€ but the Big Picture is |ike 't
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In the previous chart, we get tiBeg Picture: Dow Jones fronthe

late nineteenth century till our days (year 2015). It is obvious that the
long-term course of the market is upward as it is obvious too that the
market is very volatile.

Count the losses from the big declines:

At the great plunge that started in 190 ended some months later
in the same yeatr,

DJIA lost 45 percent. DJIA: Worst Historical Plunges

Occurred
In the next great atyear | Peak | Bottom | Decline
plunge, DJIA slumped 1907 70,60 3883 | -450%
more than 46 percent. 1919 118.92 63.91 -46.3%

1929 | 38L17 | 4122 | 892%
Youcanseethe level ™o37 719440 | 9292 | -522%

and intensity of the 1973 | 1051.70 | 577.60 | -45.1%
stock market declines " 1987 | 224674 | 173874 | -22.6%
in the overcentennial 2000 | 1158243 | 728627 | -37.1%
US market history at 2007 | 1416453 | 6547.05 | -53.8%
nearbyTable. Average -48,9%

There are two noteworthy records with those largest historical
declines:

1. This of 1929 is the largest historically. DJIA almost vanished by
losing 90 percent from peak to bottom.

2. This of 1987, is the largest single day decline ever.

The average perctage of losses on those strongest bear markets,
are al most 49 percent. I f we excl
cr me of negative extremes t hat
average losses are calculated at 43.1 percent. In every occasion, we
realizethat in a strong bear market, the losses from peak to bottom

are by average, more than 40 percent. It is not at all little, especially
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if we consider that it is easier for the market to be demolished than to
be built. By this, | mean that if you have adk bought at $100 and

fell to $50, you have a 50 percent decline but it has to gain 100
percent for it to go from $50 back to $100.

So, someone who intends to invest to stock marketst realize the
risk: if he is unlucky and happens to buy in a peatk #tien a strong

Stocks, 10 Year Real | especially if he sells in the downtrend.
Returns in Bad Periods| He can save his capital if he stays long
CAGR 10 term. Let us see the next Taleft),
vears period | showing the returns ten years after, at
Starting investments starting at bad market
1907 -1,06% times:
Stfg;g 0.89% At this Table, we can see the Compound
Starting ' Annual Growth Rate (CAGR) of
1937 0.74% American stock market (S&P). CAGR
Starting shows us the Annualized Return, this is
1973 -0.20% the true return, adjusted for inflation and
Starting ' including dividends, on S&P.
198.7 ~iln CAGR shows us the real return, better
Starting .
2000“ 202% t han a simple aver :
Starting ' meano. This means t
2008 557% return would be lower on CAGR form
Bad than the simple ave
Pcinds meano, but t he p u
Average 221% examination is not to show nice results
Overall but, rather, the true ones.
114 years What dowe see from beside Table? We
CAGH 6.58% see what would be our true annualized

bear market ensues, he may lose money,

return in a ten year period, starting our investment on S&P, in the
beginning of a troubled year (from the beginning of January).
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As O6troubled year so, we meaketn t he
experienced a major peak and then began a strong bear market.

Of course, to be fair, for this examination and for our calculations,
we did not take the marketds top
year and as you can understand, the great iedgdrem bull to bear
market, did not occur exactly in January.

Observing the data on the Table, we conclude that even if someone
is unlucky to start investing near a major peak and then, affected by
a strong bear market like those of the years 1907,,102%7, 1973,
1987, 2000 and 2008, he actually loses; yet, if he stays in market for
ten years, he has been saved with relatively small losses in most of
cases related to the actual market disasters. More on that, if you see
the average of the bad pericd0AGR, this is positive by 2.21%of
course, this is positively ovenfluenced by the impressive
comeback right after the Crash of 1987. The Crash of 1987 was the
strongest historically single day drop but the market rebounded and
close with profits, eveim that same year of the Great Crash.

From this examination, we realize that even if we are unlucky to
invest in a bad moment, if we stay long, for a-year period

(at least), it is very possible that the outcome could be positive or
slightly negativein a bad scenario. Everyone that likes to invest in
stock markets must have in mind that with the enamtennial
history of US stock markets, it seems that a major bear market
occurs about every 15 years. It seems inevitable then, that all of us
will face two to three strong bear markets in our life as investors.
That is why it is good to recognize soon the bears and exit the
market in time.
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We indicate the bearsdo power al
rule the stock markets is that they move upwards an@xbeption

is that they drop. The stock markets aoéatile as we said before but
they tend to increase rather than decrease and when then they hav
their comeback, usually they do it with greater inigrsnd duration

than when the bears prevailed.

The above finding is obvious f
Pictureo Graph, as also from 1t
adjusted for inflation) that is presented in previous Table. The results
can beseen as quite safe since they refer to a very probationary
period as an overentennial time frame.

When the rule is that stock markets rise more than drop, this implies
that we have the chances on our sidend, in whatever game we
have the chances omiroside, it is more probable to win than to lase
Think about a casino: as a business, a casino is a great one and ver
profitable for its owners because in the games offered to its
customers, the chances are on t
win.

But we must be careful as panic is stronger than greed and fear is
stronger than frenzy. This means that when the markets are bearish
stocks move quicker and more aggressively downward than up,
compared to when the markets are bullish. Do not forgyat is
easier to demolish than to build. To build, you need to be in a
constant vigilance.
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Herds Markets

Markets have another interesting characteristic: they move like
herds. When the market is bullish, then almost all the stocks gallop,
of course others quicker and others sloidsut the big majority
speeds upward, even the stocks of bad companies. ergtéeks

in a bull market, decline.

Same thing happening on the other side, too: When a market is bear,
then almost all the stocks drop; of course, others aggressively and
others modestly but the big majority plunges in lower price levels,
even the stcks of good and strong companies. Very few stocks in a
bear market, rise.

For plenty of data for this herd behavior of the markets, see
Appendix Aat the end of this book.

Why markets move roughly like a herd? Because stocks bé&have

often excessively sbased on speculation of the general economic
prospects and of the companiesdo f
good economy can easily be profitablef course, others more and

others less, even the bad companies in a good market can win and
sometims can win a lot. A good economy means an expanding
economyi t hi s kind of economy has Or
even the bad ones. These things happen in a good economy where
growth and expansion is the norm. The opposite happens in a bad
economy; a weakconomy is the one that does not grow, a stagnant

one or an economy in contractidn this kind of economy is
characterized more or less by the deleverage process. In this
situation, the weak companies go defunct, the mediocre confront
problems and serioygrofit reduction and even healthy and strong

firms tend to shrink. In this environment, it is a logical consequence

that shares decline, adjusting to the lower levels of a contracted
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economy. Furthermore, the psychology gets bad, sometimes really
ugly, ard the fear or even panic leads to negative overreactions.

But if the markets move mostly up, how is it explained that many
market actors (traders, speculators and investors) lose? And there ar
many people that lose in stock markets. | am sure that yaurhat
people that have been destroyed in stock markets. So, what goes
wrong? Maybe you have failed so far and you feel useless or a fool,
losing in a market that basically goes up. | sympathize with you but
do not be disappointed, as in this book I intémgass to you all the
significant skills to make you successful.

The main reasons that people fail in markets are:

a) They are shorterm investors
b) Wrong timing to enter and exit market
¢) Wrong choices in specific stocks

The above points are due tihe fact that they are careless,
thoughtless, greedy and inexperienced. In turn, these characteristics
are related largely to herd behavior.

Now, let us discuss how we manage and deal with those three
O0mar ket failured points.
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Being short -term is Evil for investing

Why market participants are acting short term? For one reason:
Because of greed. They want and they think, they can maximize
their profits and be millionaires in a few years.

Can you see any trader in the lists of the richest people? @&fini
No. Why do you think you will make it better? On the other hand,
you may have heard of traders that went broke by their passion.
Because trading is a foolish passion.

You cannot beat the market if you act skerm. Period! On the
contrary, it is asure way to (your) disaster. But why?

Because markets in the short term are acting irrationally and
excessively, they are chaotic. Why do markets act irrationally in the
short term? (later on, we will discuss why markets act rationally in

the long term). Bcause in the short term, there can be no stable
situation; the markets are volatile and flowable, as market actors try
to predict the future.
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Is out there a common reality and truth?

If there was a common and objective reality, that would be
catastroplt for the markets. If everyone had been convinced for the
fair value and had realized the right price level of a share / product
etc, then in this case, we would not have transactions on price levels
above or below fair value, unless someone was in béyl read
forced to sell, knowing that he sells lower. In this case, we would not
have markets as we know them, as markets exist because at eac
price level, there are buyers and sellers that have absolutely contrary
positions.

There is no such thing as command objective reality; everybody
has his own subjective reality
different and the degree of differentiation may vary a lot. If there is
somet hing that we <coul d cal l
commonareasofevr ybodyés subjective re

" SeenearbyGraph,
Common reality of Me and You ) ) ycrap
with a simplest
@ example: the reality
of one, | et

mine and the reality
of another,
yours. The common
reality just between
two persons, is the
common area (grey
shaded). For me,
whatever iutside my circle, is not reality and the same with you.

Your
Reality
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Now, | etbds see
the common

reality between

four persons

(Graphright). Common reality of
Every pe just four persons
realityi the

circlesi

depending on

their knowledge, information that they hapeyception and their
beliefs. That is why other circlésrealities are smaller or bigger.
The common area of four persons realities (four circles) is smaller.
So, the common reality in a circle of just four persons gets even
smaller.

In the next graphwe see the common realities of about 20 persons.
Note that only five (circles) are shaded in whole, ie, they share their
reality with others but not with all twenty. So an absolute common
reality, in reality does not exist! Only subjective reality exikt, in
some circumstances, it is possible to be shared with many others but
not with all the
community. The
darkest shaded grey
ones are areas
shared by more
than two persons,
so is a o
considered common
and true by more
people.

Notice also ad realize that even those persons with their realities
being in the corners of the graph, which are in mostly white, for
them, this is the reality and not the others. If you try to convince
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them that their view is not what is generally accepted as common
true and reality, it is possible that you will even make yourself an
6enemy6 of theirs.

However, if we had a mechanism for identifying the actual reality,
maybe we would find that is not this grey shadedibotaybei the
actual reality was closest to sorperson on the graph who seems
extreme (having white color in much of his percepigyuole).

Friedrich Nietzsche said once treametimes people don't want to
hear the truth because they don't want their illusions destroyed

The famous philosopher could rteave been more correct. Each of
about 7 billion people of planet Earth has his own views and ideas,
according to his perception of things and his beliefs and interests.
The whole world exists and has been realized through his very mind.
This is The realyt, his own view is right, not the view of others.
Even for a mentally disordered person, his view of the world and
things is the right one and ortlyis reality exists for him.

It reminds me once that | was participating in a chat with some
ot hers about the so called Or ol
century Hi tl er used,; t hey bel.
ancient greek; when | presented them with facts showiag tths

kind of salute was not ancient greek, not even roman, they just
ignored the facts, insisting that it was ancient greek and used
irrational arguments to defend their thesis, such as conspiracy
theories, faked photos etc. In this chat, | became & dotheir
oenemyo6 although I j ust presen
If someone has built a thesis, a view, then all his views are that form
his personality and his Ego. And it is sure that the truth and reality is
whatever our Ego accepts. And whaur Ego accepts? Generally,
our Ego accepts whatever makes us happy, makes us feel good an
we feel good when we are accepted by a group / community.
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Another example that | read on the internet is that some people reject
that the Earth moves arouncetisun and they believe that the Sun
moves around the Earth. Of course, some of them are just
uneducated people that have never gone even to Elementary School
and, for that, they can be excused. But there are some others that
have gone to school, they amaae of the scientific knowledge and
they reject it for various reasorisrecently, the opinion of some
fundamental Islamists came to my attention in this specific issue:
although they know what has science proved, they do not accept it
and, obviously baseon some texts of their religion, insist that the
Earth is fixed and motionless and the Sun moves around our planet.

Even if someone has false views of things and the world, he
socializes with others sharing the same (false) views and feelings
and makes smaller or larger community, in which, the false view,
is not false but reality. They make a community based on false views
and everybody else, outside of this community, is wrong. Even an
outlaw man, considers himself to be right and excuses himself by
telling and believing that the society wronged him; this is the truth
for him.

See for example the Mormon (LDS) christianmenmunities: | do not
guestionif they are right or wrong, it s their right to live as they want
if they do not harm others; whatekamine is that Mormons live
inside their communities with their traditions and ethics. For them,
this is the truth and reality and not that of all the other people, the
non Mormons that live on our planet. And, usually, what we
perceive something as dffent, we do not like it. We like the
familiar, that is why we socialize with other people that share the
same ideas and views with us.

Now, let us have a look on views: The following graph shows
exactly that views can be absolutely wrong; in the middla dark
room, we have a cylindrical spotlight, illuminating both sides on the
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walls. There are also some people sitting and watching the walls.
They do not see the spotlight which is behind them and it is not
allowed for them to turn around and see whdiekind thenmi they

just watch the wall on their side. The shape on the wall on the left
side of the graph, from the il
curved surface, is a light yellow cycle with a much darker yellow
rectangl e i n Hhade. Omlhe ather sides thd shagehon 6
the wall on the right side of the graph, from the illumination of the
spotlightdés <cyclical bl ue base
darker blue cycle in it which, again, is the umbra from this side.

So if someone asks the people on the left side what they see, wha
they think there is on the wall of their side, they will answer that is a
yellow cycle with a darker yellow square in it. That is their view
(View A). If then, you ask again the people thve right, what they
think there is on the wall of their side, they will answer that there is a
light blue cycle with a much darker blue cycle in it (View B).

In our example, both groups of people have views (A and B) that are
different, although coming from the same source which is the
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spotlight that is behind them. This example show us that views of a
phenomenon can be subjective, depending on the point fioenew
you observe something, especially when you are not aware of the
whole situation and eventually you do not have the knowledge of the
principles and rules that govern the phenomenon that you are trying
to explain. This is the difference of the opiniogamst view.

To have an opinion, you must have the knowledge of how something
that you judge or criticize functions and, then, you are capable to
evaluate it better. Views are subjective depending on what you see,
what you like and they are often predetered based on your
perspective and beliefs; on the other hand, an opinion must be
objective, cannot be predetermined and must be based on logic
analysis and having in mind, if this is possible, all the views. So, you
must learn to have an opinion, not wge Having just a view, in
stock markets, can be disastrous.

Going back to stock markets, what is truth and reality? That if we
found it will help us position ourselves better in the market having,
thus, potential for better earnings? For our conveniemeehave to
accept that it is whatever the majority believes as right, although the
common perception of the crowd for the truth and reality, sometimes
or rather often, abstains from the objective reality. Take for example
slavery: In the whole ancient wdrlthey believed that slavery was
something normal nowadays it is wrong. Almost in the whole
ancient world, the women did not had the same rights as men,
nowadays in western Countries they do. In the years 1936 till 1945,
when Nazis came in power in Gany, that was done because
Hitler convinced the majority of German people that his views of a
superior race were right and they had to conquer the rest of Europe
or, even more, the world. If in World War Il, the Nazis had won, this
would be the right viewoday in whole planet but they lost the war
and it is not. So, the truth and reality is subjective and formed in a
dayto-day battle between different views. Those views are not
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always stable; they change, they are dynamic. The right view, is the
wi nnwewob6Ass Brennus said at 390 B
vanquished or Woe to the conquered).

Returning to investing, the right price for a stock is the result in the
battle of buyers and sellers day by day, transaction by transaction. Sc
every priceisr i ght 6 but this does no
positive or negative exaggerations.
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Why markets are acting rational long term?

tn the long term, stock markets adjust to macro economic data, to
Gross Domestic Product (GDP) and to Inflation. That is shown to
beneath graph, where S&P before 1957 it has been extrapolated far
back, till the late of 19th century, for general study puepos

(it means that it may have small inaccuracieghout changing the
general view and trujh

US GPD since 1870
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Why stock markets are oO6foll owi:
People that deal with markets (investors, traders, speculators), aim ta
gain by trying to foesee future developments. The businesses they
invest in functionin the economy. The economy on a long term
basis is growing no doubt about it and you can see this from the
above graph, showing GDP since the 19th century.

But if you focus in more shortr@ periods of five to fifteen years,
you will observe cycles of growth and recession. Those cycles are
due to the leveraging and deleveraging of economy. The economy
functions with cash and credit (loans).

In good times of growth, leverage (credit) in@es, funding
businesses and investments and helping to produce larger outcome
and achieve greater profits. But sometimes leverage starts reducing
forcing the economy to shrink and, thus, enter a period of
deleverage. The economy enters a recession, ostconeduced as
also profits. If the recession is deep and long enough, it can debase
the whole economy, bringing failures and losses on many
businesses, deflation and significantly increasing unemployment.

Now, the reason that GDP on a long term basik as a rule, grows
is due to the productivity growth, mainly due to the rise of
technology and specialization.

You can see this in theext graph, as you can also see that stock
mar kets are fluctuating a | ot
participantsto predict the futuré that mainly cannot make it and
justé specul at e.
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GDP Growth, Economic Cycles and Stock Markets GDP
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Stock investments are the best safeguard of your wealth over
inflation, which historically, is a phenomenon much more frequent
than deflation. Everyone recognizes that over time, prices for all
goods tend to rise. By parking your money on stocks, you own
pieces of the industrial and services productions and not just paper
moneg/. As time passes, your shares in the mechanism that produces
goods and services do not change: you still have a share on the
produced goods and services whose prices get inflated, you still have
a share on the ewemoreproductive economy, so you go along
inflation, basically covering it, keeping the value of your money
high. Otherwise, if you had kept your money as cash, considering
that they do not produce anything, your money gradually would lose
value.

Generally speaking, stocks are considered tocobe of the best
means to hedge inflation. See in tiext graph that just dividends,
almost cover inflation without taking in mind capital gains of stocks.
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Annual Dividends on S&P500 and US Inflation, 1950 - 2010
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We see how easily S&P 500 exceeds inflation, protecting our wealth
and it is a fact we cannot@should not ignore.

S&P 500 Annual Return and US Infaltion, 1955 - 2014
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But if markets rise more and indeed sufficiently, how is it possible
for lots of people to lose on stock markets? Because that is
happening, it is a fact; maybe you know many that lost lots of money
in markets and maybe you have Issine yourself.

It is easy to explain this obscure phenomenon: it is the wrong timing
which in turn is due to the investors' superficiality. See the wrong
way in the beneatimage

The Wrong Way

Things in reality are very simple. People fail in stock markets
becausehey behave as a herd and acting thoughtlessly. The majority

of people enter the market when the market has already advanced a

lot and the media speak of the great advance and profits. The media
and the whole environmentssureat sp
persuade us that there is easy mdnafter all, everyone is winning!

Greed is expanding a lot. The crowd without lots of thought or
without any thought, without a [
moneyd mechanism ( mar k(ar¢a)of Gaerdd ent
in graph). In those circumstances, the market actors are like sheep
herded to slaughter.
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The market soon turns downwards and everyone that entered arounc
the top, gets underwater, the prices go lower than the levels they
bought. The marketdeps going down, they stay in the market and
they eventually decide to sell disappointed, close to bottom, when
there is extended fear.

Don you not see what is going wrong? They are buying at highs and
they are selling at lows, just because they act thibegsly and like a
herd. Surely, they will be broke if they keep acting so foolishly. So
the problem is that they do it the wrong way. If they want to succeed,
they must act oppositely, not all the time but near major turns. That
is easier said than doifesomeone has no method and discipline. IF
-the key word. A rational met ho
song that otherwise, makes investors incapable of rational thought
and transforms them into flocks. And why the majority of market
participantsacts thoughtlessly?

Recently | watched a video,- sh
bottom bridge that was opened in China. It is a bridge with a one
inch thick glass, i.e. transparent surface, hanging over a 180 meters
crevice, between two cliffs. It is an dlass suspensiobridge
whose length is almost 300 meters; it is the longest bridge of this
type on the planet. Surely when you are crossing it, it is shaking a
little and together with the glass surface and big length, the walkway
becomes a terrifying experience. Theymea this bridge Haohan

Qi ao, but it i s also called A
reason: people can barely make it across without freaking out. Many
people, in their effort to cross it, just sit down and crawl, they crawl
on all fours using their tgs and hands. Even those who try to cross it
standing up feel their legs tremble. Some cannot cross it without
closing their eyes. On those who attempt to cross it, their senses,
worry them: their vision sees a very large gap below, their sense of
balanceis unreliable because the glass floor shakes. Why am |
telling you that? | want to show you that senses as instinctive
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perceptions are stronger than thought; everybody that tries to cross
this bridge, knows that it is a modern structure, designed to
withstand the load and, definitely, it is safe. Knowing that, we
should cross it comfortably and easily, however, the majority of
those trying to cross it tremble or crawl. Why? Their mind and
thought suggest that it is a safe passage but the senses ardhelling
opposite. So, senses are definitely more powerful than mind and
thought, as instinctive.

Of course, it is the brain that processes the stimuli of the senses, as
again it is the brain that produces thought. It seems that the
processing of sensory impulses from the brain is automatic and
reflective, while the thought is the result of an effoknd as
automatic and reflective, the se
must understand why this happens: in a period of many thousands of
years, when humans were primitive, they confronted many life
threatening dangers; dangers from other animals ar dthmans.
Their senses alarmed them to avoid the dangers and for to do this
effectively, the brain had to process instantly the stimuli received
from the senses. A primitive man, when he watched ahead a wild
dangerous animal, did not have the time and fodnto lag and
think; he had to act immediately and run away from the danger. That
is why the senses6 stimuli were m
for our survival. Same thing made us herd animals: by gathering in
groups of many people, primitive hams felt safé and were indeed
saferi than other people that lived alone or in very small groups.
And in order to be in a group, you had to be likeable and, in order to
be that, you had to act in the same way as the majority. Only then
was a primitive hman acceptable to the group. That is why we like
the trendy things and this explain how crowd psychology works.

Many thousand years passed since humans were primitive and now,
we can say and like to think that we are highly developed but it
seems that inmcts and reflective and automatic functions are
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deeply rooted in our brains. It is obvious that our technological
development was so intense that our brain did not have the time to
adjust the automatic and reflective functions and our instincts. And
still, in the 21st century, we often do not act consciously and
logically but instinctively. Generally speaking, to act instinctively
was good when human was pri mit
world, it is rather a disadvantage. That explains why those @eopl
who try to pass the Abrave manoé
they know that the bridge is safe.

It happens the same way in stock markets: it is very difficult to
differentiate from the herd behavior, because herd behavior is being
created mainly Hrough our senses and other instinctive
characteristics that all these, are stronger than mind and thought.
Why do market actors enter the market when is in its highs? And
why do they sell when the market is in its lows? Why do they
repeatedly do this timg error?

Because in a strong bull market, they listen (sense) from the media
that the market is surging and everybody wins, they watch the
upward graphs (sense) of the stocks reaching new highs, and it is the
instinctive crowd psychology that requiresttehave like the others,

to be Aino, wirnendyT,haas iasl stoh et oSi
Oppositely, in a strong bear market, they listen (sense) from the
media that the market is plunging and everybody is losing, they
listen about how ugly the situation, ifhey watch the descending

graphs (sense) of the stocks reaching new lows, and it is the
instinctive crowd psychology that requires them to behave like the

~

others and sell, i n order to nAs

How do we deal with Wrong timig ? The antidot
disastrous song iaot to play with their rules. What do | mean?
Someone attracted to sheerm transactions, acts like this because
he wants to get rich very soon. Very soon! To be engaged on short
term actions is a reagpfor disaster. When your tirferizon is
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shortterm, you are doomed to be affected by short bouts of irrational
psychology (too optimist or too pessimist). You avoid this if you
play longterm. You change the rules on your favor.

Do you want to win and é rich? Playlong-term. It is so easy.

By being longterm, de facto, you will not give special attention in

the short to medium term market fluctuations, that may be
particularly intense and unpredictable. By playing loegn, like

another Odysseus, yqut 'wax' in your ears and you avoid listening

to the loud disastrous Sirens song, you avoid deom
exaggerations and you follow the rise of GDP; you win safélyt

you have to be patient. After all, if you are letggm, you have on

your side the Cmpound Interest assista@bd, who helps and
benefits investors, a-Goodté. Meet t

- - -

AEA #1101 BT OT A )1 GAIODRDO OAOOEO(

As | said and as we know, the stock markets are moving much more
upward than downward and that is the rdlkat is why it is a good
thing for an investor to be really long term.

In a previous Tabl¢page 31}hat has the real long term, the real big
picture of American stock market, proved that the average return,
inflation adjusted, on a yearly basis is 6.5 qgent. So, if you buy
stocks and stay really long, for at least ten years and according to a
similar average yearly return of 6.50 to 7.50 percent, you will have
the compound interest O6super manbé
to you. You do not have o anything but wait and see your capital
increasing! Nothing is easier than that.
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| f you do not know t heGddhdnp olua:
introduce it to you: it isThe profit bearer for investors. And as a
nice, assistanod, the more faithfuou are to it, the most generous
it is to you. Hereds why:

Compound interest is the same with the teompoundingand it is

the interest calculated on the initial principal, as also on the
accumulated interest of previous periods of a deposit (or [¥an)).
can thought compound interest
make a deposit (or loan) grow with a faster pace than simple interest,
which is interest calculated just on the principal amount.

For example, if you start with a principal of $100 ahding one
year, you earn 5 percent interest, at the end of the first year, you get
$105. If you just leave the money in the next year, and if you again
have a return thereon 5 percent, you will reach $110.25 at the end of
the second year. That is, in thecond year, a 5 percent yield on your
initial capital of $100 and another 5 percent to $5 which was earned
as interest in the first year. And it keeps growing as you leave it. At
compounding procedure, time works for you.

The rate at which compound inteteés accumulated, depends on the
frequency of compounding; the higher the number of compounding
periods, the greater the compound interest and final result. Thus, the
amount of compound interest accrued on $100 compounded at 10
percent annually will be lwer than that on $100 compounded at 5
percent semannually over the same time span. The really
interesting thing with compounding is that it is going exponential if
you stay enough long term on a specific return rate.

See for example the following graphowing us an initial capital of
$10,000, adding in the beginning of every year $500 with a return
rate of 5 percent (for the whole time period).
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Compound Interest Super Power
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After, about 40 years, it is going exponential and in year 81, passes
the one million dollars milestonen the whole period of 83 years of
this graph, the capital that was invested was the principal of $10,000
plus the annual addition of $500 in the beginning of every year that
equals to $51,000 totally. So, a capital of $51,000 turned to over a
million, tharks to compounding power.

This exponential increase is happening as at a time point, the interest
becomes quite big and eventually overcomes the capital and, as we
said, in compounding method, the interest is calculated not just on
capital, but also on interest.

Compounding is thenethod of usurers and can work on your behalf
through investments on stocks (and similar products) and without
bringing harm to anyone!

Let us see now, at following Table how a principal of $10,000 grows
at various rates of return and in various timequsi
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Initial capital of $10,000
Return Rates

3% 4% 5% 6% 7% 8% 9% 10%

5 Years 11.592.7| 12.166,5| 12.762.8| 13.3823| 14.025,5| 14.693.3| 15.3862| 16.105.1
10 Years 13.4392| 14.8024| 16.289,0] 17.908,5| 19.671,5| 21.589.3| 23.673,6] 25.9374
15 Years 15.579,7[ 18.009.4| 20.789,3| 23.965.6| 27.5903| 31.721.7| 36.424.8| 41.7725
20 Years | 18.061,1| 21.9112| 26.533.0] 32.0714| 38.696.8| 46.609.6| 56.044,1| 67.275.0
25 Years | 20.937.8| 26.658.4| 33.863.6| 42.918,7| 54.2743| 68.484.8| 86.230,8 108.347.1
30 Years | 24.272.6| 32.434.0| 43.2194| 57.4349| 76.122.6| 100.626.6| 132.676.8| 174.494.0
35 Years | 28.138,6| 39.460.9| 55.160.2| 76.860.9| 106.765.8| 147.853.4| 204.139,7| 281.024.4
40 Years | 32.6204| 48.0102| 70.399.9| 102.857.2| 149.744.6( 217.245 2| 314.094,2| 452.592.6

As the Table shows us, an initial capital of $10,000 with just 3
percent interest on a yearly basis, after five years, would become
$11,593, after 10 years would have grown to $13,439, after 15 years
to $15,580 and so on, till 40 years later thiat compounded capital
would have grown to $32,620.

Similarly, if we invest an amount of $1@0 with a return of 5
percent, in the end of the first decade it would have grown to
$16,289 and would have advanced to $26,533 at 20 years, to
$43,219 at 30 yearand reached $70,400 after 40 years.

Notice the differences on the growing amounts according to return
rate: our $10,000 with 3 percent would have grow to $13,439 after
ten years but if the return rate is 4 percent, would have grow to
$14,802 or ifit is 5 percent our capital would be $16,289 or $17,909
with 6 percent and so on.

Notice also how the lonterm placement is rewarded, as our initial
capital of $10,000 at 40 years, becomes $32,620 with 3 percent
return or $48,010 with 4 percent or $7®M4With 5 percent or
102,857 with 6 percent and if you are lucky to achieve a return of 10
percent in a yearly basis for all these 40 years, the capital would
have grown to $452,593! And have in mind that in this example
Table of Compounding, we did not mpannual amount additions; if

we have done something like this (i.e., to add an amount every year
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or occasionally) our compounded capital would have presented even
greater gr owt h. € and as we show
return, inflation adjustedof 6 to 7 percent is somethingu can
achievewith long term investing in stock markets, at least, according

to historical data and if, in the following years of'2Entury, we do

not have any financial Armageddon.

If you like to see the compounded netwn a capital in various time
spans, you can googl e-line compaundl y o u
interest calculators.

Have you not been persuaded yet about the power of compounding?

Do you want mor e pr oWhoare the richestt ?
peopl e on Earth? | f we take a |
Billionaires, we see at Top 10 the following persons:

Forbes: The World's Billionaires

2015
Rank |Name Net Worth | Age |Source

1 Bill Gates $79.2 B 59 [Microsoft

2 Carlos Skm Helu $77.1B 75 |telecom

3 Warren Buffett $72.7B 84 |Berkshire Hathaway

4 Amancio Ortega $64.5B 79 |Zara

5 Larry Ellison $543 B 70 |Oracle

6 Charles Koch $429B 79 |diversified

6 David Koch $429B 75 |diversified

8 Christy Walton $41.7B 60 |Wal-Mart

9 Jim Walton $406B 67 |Wal-Mart

10 Liliane Bettencourt $40.1 B 92 |L'Oreal

They are theen richest people of the world. What is their common
characteristic? They are from different Cougdrithey are of both
sexes.

We | | € their common characterist.i
investors. And what is theommon characteristiof entrepreneurs or
investors? Both of these grouge holding stocks long term
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And, generally speaking, pple that holding stocks long term are
wealthy. Warren Buffett, t he W
known for his advice©Our favorite holding period is forevetnlike

other professional investors, Buffett likes to hold stdckeverand

of course bythis, he means for a very long, long time. Basically, it
means that he holds them as if he was the entrepreneur. He actually
said that does not care if stock markets close for ten years.

Can you imagine Bill Gates to have sold his shares in Microsoft
from the 80s or even the 90s? From the early 70s that companies like
Microsoft or Apple became public, they had achieved great profits in
the 80s or 90s but have kept giving profits also in the years that
followed till today. So, knowing their upward course, weuld
realize that if Bill Gates or Steve Jobs had sold their shares at
Microsoft and Apple in the 80s or 90s, they would be again rich, but
much less comparable to the alternativas they actually did that

they hold their shares.

Doyouseeinthedp 10 of Worl dbés Billli
and sell regularly stocks? No. If there are some very wealthy persons
that buy and sell often stocks, those will be at a much lower ranking
of Worl dbés Billionaires.

Conclusion:Th os e wfoved o § the Gdest comparable

to those who buy and sell regularly. So, a long term investor has an
advantageto a speculator or / and a short term trader. The
possibilities to make better returns in the long term are more for the
long term investor because thegeucompounding power in their
favor. Andsome long term investors can be very riclunder the
condition that they will invest at the right timing and in successful
companies.

Now, after we have solved that long term investing has advantages
T and later on, | will show you with much more data this conclusion
T someone can ask, if it is right to trust his money to market
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professionals in the logic that in all areas, professionals are better
than nonrprofessionals. Are they indeed? Although asuke this
applies to most areas, in the case of stock nsrit@s is not true.

Let us examine it.

Y THE ANATOAHZ BANQUE DORIENT
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The Pros barely can follow the benchmark index

It is common knowledge in investment community that the pros can
barely follow the benchmark index. Fromuch testing, it has been
found out that the majority of pros underperform.

Letds see an exampl e:

Total Return, 10 Years Ended June 30, 1998
Cumulative Annual Rate
S&P 500 Index +448.9 +18.6
Average Equity Funds +313.1 +15.2

The above Table shows the cumulative return of S&P 500 Index that
in a total ten years period ending on Junel¥®8, performed at a
448.9 pecent or 18.6ercentin a yearly basis. The same period the
average on Equity Fundsva s t he guite cedntpoo
cumulative or 15.percentannually.

Note also the annual rate of the benchmark, because you have tc
understand that double digit anhuates, much bigger than 6 or 7%
are achievable in | ong ter mé

So the pros on average have been beaten easily by the benchmar
i ndex. The testing period is ql
pros and benchmark index won easily. So again, why talueese
professionals if it is proven that the benchmark index do it better?
Why not just follow with an ETF the Index, saving money and time?
€ that otherwise we would have
choose a pro among them?

Let us take ano#r metricview: Let us say that we are back in the
end of&70s and we see the table below with the top twenty Equity
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Funds for the decade just passed. We are not talking about average
Equity Funds but for the top performers of the decade, the best,
cr mel&a cr me, among Equity Funds

So, we invest to one or some of them, paying them large fees
because they deserve it, as they have proven to be the best for a
probationary time period, expecting to get also great returns in the
years to come, if not thease as the previous decade, surely larger
returns than the benchmark index. This would be the reason to
choose them and pay them well.

We invest on them, another ten years pass and we find out that the
performance of those top performing in the 1800 is entirely
di fferent to worse, for most of t

If at the end of670s, we had seen that the best performer in return
was Twentieth Century Growth Fund, ranked first of all, and we had
invested in this champion, the latter decade, the champion would had
rarked only at the 17®position(see next Table)f we had similarly
invested on Templeton Growth, ranked second in 38 ahe next
decade it would ranked at the 12gosition.

If we take the average annual return for those Top 20 performing
Equity Funds in 19760, this was 19 percent, much better than
benchmark index and much better than average of all Funds
(+10.4%) but, a decade afterwards, the average annual return of
those Top 20 performers of 1980, decreased to +11.1 percent, a
performancedhat is worse than all Funds average (+11.7%) that also,
this all Funds average was of course worse than the benchmark
index return.
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How the Top 20 Equity Funds of the '70s
performed during the "80s

Fund Name Rank 1970-80 | Rank 1980-90
TWENTIETH CENTURY GROWTH 1 176
TEMPLETON GROWTH 2 126
QUASAR ASSOCIATES 3 186
44 WALL STREET 4 309
PIONEER II 5 136
TWENTIETH CENTURY SELECT 6 20
SECURITY ULTRA 7 296
MUTUAL SHARES CORP. 8 35
CHARTER FUND 9 119
MAGELLAN FUND 10 1
OVER THE COUNTER SECURITIES 11 242
AMERICAN CAPITAL GROWTH 12 239
AMERICAN CAPITAL VENTURE 13 161
PUTNAM VOYAGER 14 78
JANUS FUND 15 21
WEINGARTEN EQUITY 16 36
HARTWELL LEVERAGE FUND 17 259
PACE FUND 18 60
ACORN FUND 19 172
STEIN ROE SPECIAL FUND 20 57
A\'erage Annual Return:
Top 20 Funds +19.0% +11.1%
All Funds +10.4% +11.7%

Furthermore, theonly Fund of those Top 20 that did it better in
198090 than 197680, is Magellan which was run by Petgynch,

one of greatest investors of all times. All other Top 20 Funds of the
period 197680 (19 of 20) showed worse performance in the decade
of 1980390. Someone could say thais is not just lack of luck for
the pros but a complete failure
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Of coure, some others will keep being skeptic in favor of the pros,

insisting that this result, the lag of Top 20 performers of 18T

the decade that foll

owed, i s

j ust

Let us test again the performances of the pros, just because we want
to be far and conclude right results. After all, in this time span that
we have tested them, they were unlucky. Let us give them a chance:

let us examine another time period.

How the Top 20 Equity Mutual Funds
of 1978-87 performed during 1988-97

Average Average
Return (%) Return (%)
Fund Name 1978-87 1988-97
FIDELITY MAGELLAN 309 189
FEDERATED CAPITAL APPRECIATION A 26,1 15,6
AIM WEINGARTEN A 234 16,7
VAN KAMPEN AMERICAN CAPITAL PACE A 222 15.3
ALLIANCE QUASAR A 22,1 15.8
AIM CONSTELLATION A 215 204
SPECTRA 211 218
IDS NEW DIMENSIONS A 206 18,7
SMITH BARNEY APPRECIATION A 20,5 15,3
GROWTH FUND OF AMERICA 20,0 16,7
MFS GROWTH OPPORTUNITIES A 19.9 14,8
MUTUAL SHARES Z 19.9 174
AMERICAN CAPITAL 198 153
JANUS FUND 19,7 183
STEIN ROE SPECIAL 19.5 17.3
VAN KAMPEN AMERICAN CAPITAL COMSTOCK A 188 16.6
AIM CHARTER A 18.5 16,5
VAN KAMPEN AMERICAN CAPITAL ENTERPRISE A 183 17,6
FIDELITY CONGRESS STREET 183 174
VAN KAMPEN AMERICAN CAPITAL EMERGING GROWTH A 18.2 19,1
Average 21,0 17.3
S&P 500 Index 15.2 18.0

In the above Table, we see the returns of the Top 20 Equity Mutual
Funds in 19787 ime span. The average of those Top 20 was

21.1 perent versus 15.2 percent for t8&P 500; they were the Top

performing in this period and outperformed the benchmark index

easily, but é i n t h9% thé avérdg® returm af
those Fundswas just 17.3 percent, below S&P 50Bich the same
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period gained 18.0 percent on an average annual basis; so, the
under per for med

pervious Top
again unluckyé

20

We want to be fair to pros and impatrtial to ourselves, as ouisamn

be objective and gain, so let us have a third, different look to some

best performing pros of a specific time period.

How the Top 20 Equity Funds of the "90s
performed during the "00s

1990 -99 2000-09
Annualty Annualty

Excess Excess

Returns Returns
Fund Name Rank (%0) Rank (%0)
RS EMERGING GROWTH FUND 1 9 52% 1116 -4 25%
SPECTRA FUND INC. 2 9.25% 931 -0.94%
VAN KAMPEN EMERGING GROWTH FUND 3 8 78% #N/ A -5.79%
JANUS TWENTY FUND 4 7% 971 -1.46%
MF3 EMERGING GROWTH FUND 5 6.31% 1101 -3.69%
UNITED NEW COMNCEPTS FUND ] 5.89% 707 1.14%
MAMNAGERS CAPITAL APPRECIATION FUND 7 5.83% 1144 -6.57%
AMERICAN CENTURY ULTRA FUND 8 5.73% 1041 -2.85%
PUTMAM OTC & EMERGING GROWTH FUND 9 5.69% #NIA | -12.72%
FIDELITY ADVIZOR EQUITY GROWTH FUND 10 5.33% 1049 -2.76%
INVESCO DYNAMICS FUND 11 5.30% 1038 -1.97%
HARBOR CAPITAL APPRECIATION FUND 12 5 20% 971 -1.54%
FIDELITY GROWTH COMPANY FUND 13 5.06% 835 0.22%
PBHG GROWTH FUND 14 4 86% #NIA -4.42%
WELLS FARGO LARGE COMPANY GROWTH FUND 15 4.82% 1028 -2.28%
JANUS VENTURE FUND 16 4.79% 1040 -2.10%
NICHOLAS APPLEGATE MID CAP GROWTH FUND 17 4 60% #NIA -11.00%
PILGRIM MID CAP GROWTH FUND 18 4.58% #N/A | -11.00%
AIM AGGRESSIVE GROWTH FUND 19 4.46% HNIA -0.36%
IDEX JCC GROWTH PORTFOLIO 20 4 41% #I/4 7 70%
Average Excess Returns of 20 Top Funds 591% | -4.10%
3&FP 500 Average Return 18.36% | -0.69%

Source: http:/fforms. gradsch psu. edu/diversity/menair/menair jrnl2011/fles/Nguyen. pdf

In the above Table, we can see the 20 Top performing Equity Funds
of the period 1990 1999, as also how they performed in the
following period of 2000 2009. We see that the Top 20 Funds had
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in the ®0s an excess to S&P 500 Index, annually return, that in
average, was +5.91%, justifying their top ranking. But in the next
period of 2000 2009, the excess return of those 20 Togqueing
Funds of the®0s, was-4.10%, in other words was negative and
underperformed comparable$&P 500.

It is noteworthy that in the o6fol
200071 2009, the annually return of $®500 Index, as see in Table,

was marginally negative.69%), so the past 20 Top Funds of 1990

T 1999, underperformed heavily afterwards.

Once again, we conclude that the vast majority of the Top Funds of a
period, underperformed in the following periothis is the Rule

From thelast Table, we see that only two of the 20 past Top Funds,
succeeded in outperforming again the S&P 500 in period
20007 2009. I note that when in the column of 200Q009 Rank,

we see #NJ/A, it is because those Funds ceasetl were not
functional till the end of year 2009; so, the annual return that is
shown is computed with data till the point that they operated. Of
course, this does not alter at all the general conclusions.

Regardless how many times you do the testingn evgou do it
another or two times, you will get the same results because that is the
way that markets work. It is a fact that pros fail and various studies
in recent years have shown that a 90% of actively managed stock
funds fail to beat the benchmarker any sustained period of time.
Anot her strong c¢clue on this, I s
their longterm returns. You cannot find easily aggregated data for
their longterm returns, nor are you able to make comparisons
between professional fds longterm returns.

And for those who are not convinced easily, there is a quite recent
scientific Paper that proves our above assertion. Professor Bradford
Cornel |l of the California Institu
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Skill and Investment Ref o r mg2a0@e dound out, using
mathematics, that most of the annual variation in performance of
actively managed Funds is due to luck, not s$kdlgain, due to luck,

not skill: approximately 92 percent in annual performance is
attributable to randornghance. You can find the Paper at following
link:
http://people.hss.caltech.edu/~bcornell/PUBLICATIONS/2008%20C
ornell-Luck%20Skill.pdf

What? The performance of Pros is mainly attributable to random
chance. Then, why not i nvhatsve 0
would pay them and invest more?

Why the Stock Market Pros fail?

What is the reason that the Pros of the stock markets fail? Stock
Market Pros have the knowledge and supportive data and means tha
ordinary investors do not have. But if Pros hallehese advantages,
why they fail?

An explanation is that Pros are victims of their professionalism.
Wanting to justify their role and show that they offer some special
services, especially at the level of performance that cannot be
achieved by ordinariynvestors themselves, Pros becaomare active

at all levels of investment. By more active, | mean that they try to
have an opinion for companies or generally the market, to valuate
companies or the whole market. This active approach makes them
incapablelog term investors. They f
disastrous song. No one of them is buying, having in mind that
markets could close for ten years and not to care about. The Pros buy
and sell stocks regularly and this entry and exit, costs in
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commisgons and returns, reducing their returns and dampening the
compounding effect.

Think about that: Even if some Pro had found Apple in early stages,

it is almost sure that he would have sold it after having doubled or
tripled its price and finally would hav abandoned t hese
shares early.

I showed you before that the Worl
stocks for a very longerm period agntrepreneurs or investors. The
problem with stock market Pros is that sell too often, they buy, they

sell, agin and again. Their problem is that they are too active. The
stock market Prosdé anxiety to sh
something good to offer costs them in terms of performance.

Having been myself a pro, as | worked as an analyst in a Greek
securitis firm, | can reassure you that it is very difficulif not
impossible- to remain objective, as considering you an expert in
stock markets, and journalists, civilians etc, ask you for your
opinion; and if you want to appear and sound like an expert, you
must have an opinion for every company or the market in general,
even if nothing is happening and you have nothing to say, you put
yourself in a position to make up something to say. This stance
destroys objectivity objectivity states that if nothing sappening,

you must say that you have nothing to say. But pros have always
something to say, something to comment. Hear a truth: they often
madeup those out of thin air, just to speak and affirm their presence,
as Oexpertsodé t hen geir pteVioeisyconmeentse t o
and it is OK when the market confirms them but what happens when
market belies them? Professionals, by their thesis, lose objectivity
and objectivity is a major factor of success in stock markets.
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Furthermore, stock markets areaotc systemsnd chaotic systems
are hardly predictableeven if someone has the best means at his
disposal.

Have you notice that some Pros
for the market, knowing that they really do not have a clue, they
answer in a wayhat they cover every option (rise, fall or sideline
move): they say that this then thatif it happens the other way,

t hen teth.albheg avoid to predict, they just describe every
possible option, so they can be

After all, you should be afraid of Pros: they were Pros, ship
architects that in the early twentieth century built the Titanic and
well trained and professionally skilled merchant navy officers that
navigated the Titanic that sank in the Atlantic bottom and they were
amateurs Vikings that reached America, back in the middle ages, just
warriorsfishermen!

From the examination of the previous material, we conclude safely:

1. The Funds that perform great, even for a probationary time frame,
offer no guarantee that they will keep performing great in the
following years. Also, mathematics proved that Pros performances
are mainly due to chance.

2. By consequence, if something atear, it is that if for a period
some Funds brought great returns, this must work as a contrarian
indicator for those Funds and we must expect from them, worse
performances in the next years.

The reasons that the Top performers fail to perform well ennixt
years after a good track record, may be various. Maybe, it is the
complacency on their success or some major executive left the Firm
€ whatever it is, in reality we
about is the result and the results show that eannot expect
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continuation of success of Preswho generally fail to follow a
benchmark index and underperform.

Last but not Il east, from this o0fa
markets are so complicated and so unpredictéfdd even the Pros

tha have the best information and decisimaking arsenal that
someone can have, fail to justify their work, i.e. to prefer them for

our investments. | would not choose a Pro to manage my investment,
even if his service was for free, as | know that they dbsmow

continued success and any success that they show, relates to a short
time period and seems to be randonot being repeated.

So we arrive to the point that | will tell you and analyze that markets
are random in a short to mtdrm span.

Random Markets

What moves the markets? Put it simply and straight, the perceptions
of their participants. Imagine a very simple market that has one
product and two potential buyers, mister A and mister B. If those
two buyers were rational, of course one of theould give a better
offer to buy this product and, as they were rational both of them, the
other knowing that the product is now a little bit more expensive, he
would withdraw.

In the same case with one product, two potential buyers, mister A
and mister C but one of them (mister C), is irrational, what would

happen? Very probably, mister C, wanting strongly to get this
product, would offer a higher price, pushing the price upward. The
other, wanting also to get the product, would offer an even higher
bid that already is higher than our example in previous paragraph.
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But mister C does not stdpbesides he is irrationdl and offers a
steeper price, that is already much higher than the price that had a
deal in our example in previous paragraph. Misteis Aogical and
stops. Mister C gets the product, the same product as in previous
paragraph but in a much higher price.

In those two last paragraphs, | described a very simple market with
the same single product and two different pairs of potential buyers:
in each pair, we had a different price formation. If the price can be
formatted in a much different way in such a simple market, with just
one product and only two potential buyers, imagine what happens in
a modern stock market with thousand or even millparticipants

and with information unevenly distributed.

Stock markets are unpredictablei in short to midterm. | believe
that most of you that read this book already know it but others do not
know it; that is why | show you that even the top perfornifiog a
period) Pros, fail to succeed on an ongoing, consecutive basis and
why the big majority of Pros underperform the benchmark index.

Stock markets are random. Let u
what is the etymology of the word: | read in wiktary that random
derives from Middle English raundon, from OId French randon,
from randir (Ato gall opod) (whe
hi keodo) ), from Frankish *rant,
Germanic *randij @ (fGamancu n*nri inrgr:
(At o r un o-ndo-Ebtropeam*re(r fott @ r i se; t o

So the word Arandomo itself re
can be Oo6rational d but change |
unpredictable. | put the word rational in quotas | want to describe
that every one in every case, and not just in investments, believes
that he is acting rationally, that he acts after a cause and with a
method and a logical target; so everyone believes for himself that he
is rational but, as all afis know, many people that are not mentally
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ill, often act irrationali it happens with all of us occasionally.
So, rational can be, and it is, very subjective.

Every market participant, is thinking for himself that he is thinking
right and the others arwrong. That happens in every essential
ma r k e tsécsor, that ib th#ansaction, when someone sells and
another one buys. In every transaction, we have one that sells,
obviously because he thinks that this stock cannot give something
more and is novorth being kept, when the other, the buyer, believes
exactly the opposite: that this stock is worth in this price and can
earn him money if he buys it in this price level.

Everybody understands that this
the transaobn, is an unbalanced meeting as the two participants,
they meet in a price and agree on the transaction, but with absolutely
different perspectives: the seller believes that this stock is not worthy
in this price level, while the buyer believes that ifgets this stock

in this price level, it is a bargain and can earn for him, maybe a lot,
when the stock will adjust to more reasonable and fair level (higher).

Perception, that Stranger

| described to you how just two persons can perceive the same
situation differently in the examples of this very simple market. And
markets are what the participants think they are. Markets are the sum
of active participants that every day, are doing transactions that form
the price levels.

Everybody knows that in miets prices go up and down, prices
fluctuate transaction by transaction and day by day. The market, and
by market | mean the participants, ignores if a share has a real
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unquestionably fair value. In a market, there is no such thing as an
objective fair véue. Buyers and sellers question the fair value all the
time, each one of them believing that he has realizedethlefair
value. In a transaction, the one who buys thinks he bought in a price
below fair value and the seller thinks that he sold the siare sin

a price above fair value. And the strange thing is that both of them
can be successful: if the seller has a profit in the price level of the
transaction it is OK as he wins and, if the buyer watches his
estimates come t r useselsvatmeeptrofitBeth | a
of them may win.

In markets, we must not care a lot for right or wrong according to a
o6fairé value because every pri
between sellers and buyers and the winner, the one that prevails is
always right, as the most powerful, according to the law of the fittest
that governs our world. So, eve

Of course what matters and must interest us is not to lose because n
one enters in a market aiming to lose. In@reek language we have

a word, @ U} U 6 0 thet hasd been translated in English as
speculator, but literally means tlome who aims to profiand we

have no antonym word; U & 6 ( pthat wodld meaninghe one
who aiming to loséecause it is defirety andabsolutely irrational.

If he wanted to lose, he could easily, just burn his money: it is faster
and far more impressive. Every one that enters the market is aiming
to profit, but as we know or have heard, sometimes people lose
money in markets and othemes, lose a lot or even go broke.
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The sum of individual perceptions of market participants comprises
the crowd psychologyand this is that moves the market to either

direction. I f someone could unde
psychology is shaped and functions, he could safely (i.e. with more
chances) invest in the market and

is somethig very complicated and, to be exact, it is so complicated
that it has made markets chaotic, especially in the short or medium
term.

Markets are not efficient: the level, quantity and quality of
information differs between market actors. Someone has more
information, another has less. Someone acquires some information
sooner and some other gets it later on or he does not obtain it at all.
Even if the information that market participants got was the same
and given simultaneously to all of them, they would atode
different things according to their individual perceptions.

Stock markets in short or medidt@rm are like manic depressives:
with periods of mania (more often) and periods of depression (less
often)T and there is a little interval between maniad dapressions
that could be considered nornialvell and rationally priced. But the
rule in short to migerm is abnormal excesses. No one can predict
preciselythe intensity of its extreme upward or downward reactions.
That is why the markets are more less chaotic in short and
medium term.

In this book, I will offer you some etymological analysis, that is very

useful to comprehend what I's goin
from Ol d English crudan #fAto pres
Dutch cruoudes, Apastpo which in tur
German Kkroten fAto press, oppress
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situation, those who are engaged cannot react reasonably; they ac
emotionally and instinctively.

Randomness and Chaos!

Random and Chaos, are imvay, connected meanings.

What is random? We call random anvigpithat:

i. Is not predictable

iil. We cannot understand the way it is produced; it seems to obey in
a non rational formula or its function is t@mmplicated for our
knowledge.

iii . if we are referring to a mechanism / system that produces random
results, a basic condition is that every factor has the same prgbabil
to appear or to be chosen.

If this condition does not stand, we can speak about psamndiom
that resembles genuinandom but, in depth, it is not random. Of
course, pseudmndom can be also non predictable.

And how is randomness connected with chaos? Chaos is something
that can produce non predictable results. Chaos is something
deterministic that can benalyzed andt obeys the rules.

Deterministic means that the future behavior of a chaotic system is
fully determined by its initial conditions, witno random elements
involved.

So, in chaotic systems, you can make a formula that will describe the
function of the sgtem. This means that if we act in a certain way, we
can expect a certain outcome. Although we expect a certain result,
the chaotic system is very sensitive to any change of its initial
conditions and a change on those, even a tiny one, produces a largel
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different outcome. For this, a chaotic system can be, and will often
be, unpredictable in its results.

According to our definition of randomness, the results of a lottery
game for example, are random. Every lottery ball has the same
probability to bechosen and we cannot predict which of them will be
chosen. A pseudmandom (also it can be called randdike) is for
example, a cryptographic method that makes-semse to any man
that does not know the cryptmde but for someone that knows the
code, ha a specific meaning.

Of course, a lotto machine that shuffles balls with numbers works
under the laws of physics, therefore logically. However, its
procedure is random. Why it is impossible to predict the winning
numbers? Because all balls are identiclexactly the same bulk
and weight and the air that stirs the number spheres is flowing in
such speed that make the balls to move in either direction, some
balls also hitting others and changing movement so easily until a ball
with a winning number is pked. In other words, a lottery procedure

is logical, however is too much complicated for prognostication.

The markets turn ponzi

Il n this book, I try to debunk
doctrines. The professionals of the markets want to show that
markets function in a complicated manner, so it is very difficult to
predict their course but finally, they move rationally and based to
logic. Only this way, will they increase their usefulness and justify
their fees. And because we are speakingually i for big fat fees,
they emphasize the complexity of investing, which according to

74



Heretic Investor | 2016

them is a complex scientific issue, that they haand you do not
have - the knowledge, the means and the time to manage it
successfully. Well, things are not exactkelithat!

Simply speaking, what are markets? Markets are the participants, the
whole crowd. We also know that markets often move up, driven by
the greed of the crowd. When we have this situation, this happens
because the crowd is smelliige asy 6 money. At
does not care about the fundamentals, it is just speculating: new
players and new money enter the market because they smell profit;
just that! Because of this, bubbles are created from time to time and
the soecalled profs si onal s cannot predic
duration; the Pros can participate when the bubble is booming but
usually cannot predict when bubbles will burst.

Markets exist from the ancient times, since man developed villages
and with time passing by, witthe progress of the urbanization.
However, | have not noticed a bubble type break up and down, in
ancient historical sources (with the exception of some minor
disturbances in the later roman imperial times); | firstly noticed what

| can describe as a tigal bubble, in the 17th century AD, and then
again, onwards. At this time we had a combination of needed factors
that can lead to bubble appearances. What were those factors? Th
economy was worldwidei America and Australia had been
discovered, as also fAdca was being rediscovereid trade was
devel oping to the whole planet
offered for exploitation. Sometime later, industrial revolution offered
new possibilities. Expectations for future growth prospects were
made mainlybased on vivid imagination rather than logic. And
illusions are a common characteristic in a mob: do you remember
that in crowded meetings of Christians they saw the Mother Mary
6Gappearingo?.
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So, at this ultra optimistic environment since the 17thwgnstock
markets started developing into the form we know them today. Until
the 17th century, markets worked in its primary role: sellers and
buyers met each other, agreed on price, the buyer gave the money to
seller and he gave the product. Stock Exgesnare secondary
markets; they started formatting in the 17th century, for selling not
the product itself, but a title on a company that produced something
(a product). So from the 17th century, we started experiencing
buying and selling, not of producthemselves that is relatively
simple, but of the rights to a producer. Because stocks, is exactly
this: a title of ownership on a company and, by this, a share on its
production and, by this, a share
and, ultimately, topof i t s . From the time yol
shares, your ultimate target (to gain) will be achieved or not,
depending on the future course of the company you put your money
in. The magical two words phrase
of a businesss somethingextremely complicatedeven from the

17th century, a lot more in the 20th century and, even more, in the
21st century. Competition from back then {418th century) was
strong, fast developing and quite unpredictable. So, from such a
complex situation as the efforts to define the real future value,
speculation was derived.

| emphasize again that stock markets are unpredictable. From old
times, man wanted to predict future, not just for the markets; that is
why seers and prophets flourishetl @ater the worldi but without
actual success tildl our daysé No
clairvoyants nor scientists and analysts. And when you cannot
predict, you speculate. But when you speculate, it is rather common

to take a position based oowr hopes or feark the position is by

default more extreme than the actual progress of the event you
speculate on. Speculation is by default, a very sensitive procedure
and eventually, chaotic.
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In stock exchanges, we met mainly two sorts of participahes,
ones that are more moderate and the others that are more
baggressivebo:

The moderate ones are buying securities on stock exchanges fol
investment, that is, principally with an eye to the dividends or
interest they may be expected to yield; the otloet is buying for
speculation, that is, principally with an eye to the profits that may be
gained through later fgales at higher pricédsand not after a long
time. Speculative trading includes also the short selling of securities,
that is, the sellingfostocks that are not in the possession of the seller
at the time of the sale, but which he expects to be able to buy in later
at a lower price, thus realizing a profit on the transaction.

And guess who are the majority in stock exchanges?

You bet they ee speculators and not investors. The big majority on
stock exchanges, is speculating, more or less. Speculators act ofter
irrationally as they enter the market when they smell profit and they
will smell it when the A meaorso i
wi || exit the market massively
this of the damaged speculators, ignoring that when speculators are
burned, we usually enter the best period to buy.

So from time to time, stock markets become bubbles and bubbles ar
farf ar away from reason. Basicall
areaponzl i ke schemes, 6desi gnedd s
an ever larger quantity of money is needed to enter the market. We
can say that stock markets are legal big pdikeischemes. Market
actors in a bubble are so optimists that the best word to describe
them is that they are hallucinated; after all, illusion is simply easier
to accept: it does not need effort, everyone else is accepting it, it is
often more pleasant than liéa However, it is a fake.
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Eventually, al |l ponzis are based
cannot advance for ever: they get inflated more and more and at
some point, they burst.
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Second Part:

Mainly Techniques
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M ost organs, positions and institutions in direct democracy, in

Ancient Greece, mainly in Athens, consisted of random selection of
citizens. Random drawing was the essence of direct democracy. As
time passed, democracy stopped to be immediate and it became
representative in modern era. Throughout human history, many
political and governmental systems have been tried and used and
democracy proved to be not perfect but still better than all others.

We shall see how random picked investments can be, in the same
way, not perfect, but better than others investment techniques. In
investments field, you will never find a perfect technique. There is
no such thing as perfect. But there is better and improving.

A monkey beats the Pro

In year 2010, a chimpanzee in Russiamed Lusha, outperformed
94 percens of the country's investment funds with her portfolio
growing approximately by three times in previous a than 2010 year.
|l ndeed, reading Lushads story,
then, | thought that invesiy and especially successful long term
investing, was a matter of knowledg~
and analysis and generally speakin
was something complicated an
di fficulté but |
and see how a humble chimpanze
made me and consequently, u
understand tt things are much
easier than appear e
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Lusha was given 30 identical cubes representing the 30 different
companies of MI CEX (Russiabds b
asked:

Lusha, where would you like to invest your money this year?

Pausing briefing to think, Lusha then picked out her eight cubes.

Those eight picks choices of Lusha, outperformed the big majority
of the professionals of the market. You can google the story fact for
details.

So, how this is possible? Was Lusha juski®

MICEX Index
(Year 2009)
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The performance of Lusha maybe looks to be absolutely random but
it i's not something I|ike this.
occur in a year that MICEX was bullish and bulls were strong and
furious! But back then, in the beginning of year 20 one knew

that as a fact, what will happen to the Russian stock market because
then, it was present time. No one knew if MICEX would be upward,
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downward or non directional for the coming year. Every one could
just estimate.

Lusha obviously and actuallyi d not know t-hfat was
her it was just a pleasant game and, of course, she did not know the
future course of Russian stock market as also neither did the
mar ket 6s professionals know it. |
Lushaos fopmedrhushmpeh better than t he
choices.

Many market participants like bankers, brokers, fund managers etc,
tried to discredit Lushads invest
was € Jlucky (éwhat el se?) . Their
Lush a 6 s a c h besause s a true achievemémwas that if

someone chooses stocks like Lusha (randomly), then in some time
depth it will be not lucky in some consecutive years, eventually it
will fail and he wil/ h aceess witho st h
random investing and the failure of Pros, many Pros (what else?)
tried to discredit the cute monke
if the experiment had taken place a year earlier, the monkey would

not have had enough money to pay for herdnmas (surely, the loser

can say anything to defend himself).

Could you think the professionals of the market, to say something
different, when they earn big money by the services they suppose to
offer? Keep on mind the question.

The case of Lusha ia fact (a chimp beat the Pros) and if we put

aside Lushaods Il uck, w h a écondmici s T
knowledge does not help in the analysis of the factors leading to a
change in the market situation For get f or a | it t |l e

point out hat Pros with all the means and knowledge that have,
cannot predict the future of stock markets. Period.
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Now, after | told you Lushads s
following: Pick ten numbers between 1 and 200 (one and two
hundred included)rad write them down in the Table below:

The numbers you will pick now, they will be needed later, when
| will tell you for what.

The case of WSJ, Dartboard Contest

Professor Burton Malkiel in the eary0s presented the Random
Walk Theory;in this theory, the professor hinted that even blind
monkeys throwing darts in a st.:
than market experts.

As the random investing seemed very intriguing, a credible financial
newspaper, Wall Street Journal, thought est tthe issue random
versus professionals. So, in tiB®s, the Wall Street Journal decided

t o check i f Mal ki el 6s t heory
Dartboard Contest.

In the case of Wall Street Journal, they did not actually take
monkeys to choose stk& but in their stead they took Wall Street
Journal staffers. Those were acting like monkeys in this contest,
throwing darts at a stock table and thus, picking randomly stocks,
while market experts picked their own stocks, using their own
professional créria.
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The Journal also put its readers to choose stocks. So we had three
competitive teams: the Omonkeyo
investments experts and the readers. After six months, they
compared the results of the contestants. They also organenhe

but 100 consecutive contests, to give credit to results.

What were the results? In 1998, the Journal presented the results of
the 100th Dartboard Contest. The professionals won 61 of the 100
contests versus the darts picking. So, the pros e andom
picking by 61 perent.

What do we observe here? In the results of the Dartboard Contest?

First, the Contest took place in a bullish peribda s Lushaods
experiment did in 2009.

Second, the pros won but someone can claim that peB%ntof
randomlypicking that did best, maybe is quite an embarrassment for
the pros.

Third, the performance of the pros versus the Dow Jones Industrial
Average was less impressive. The pros barely won the DJIA by 51
vs 49 contests. So again, it seems that the pros doutpérform

easily and, thus, it is better for individual investors, to follow the
method of passive investing on index ETFs not having, in this way,
such large costs and fees that professionals charge to manage the
investorsd money.

Pros picks at Contestoked more impressive in the perspective of
returns. The average return for the pros was +10.8% comparable
with +4.5% for the darts and +6.8% for the DJIA.

Reading those returns, will make many to hurry to argue that the
prevalence of the proswas completand <c¢cl ear é but it
us examine why.
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It was not a complete and clear victory for the pros because:

First, each dartboard contest was short térjust six months. We
remind that Lusha, picked up some stocks for a yearly period that
again, it isshortterm but it is longer than six months.

Second, the number of stocks to be chosen was very small, just six,
not letting the random picks to have enough choices and possibilities
to make a strongepresentativeportfolio. Of course, the same
occurredfor everyone that took part to dartboard contests (pros and
readers) but move to third point, just below.

Third, especially the pros did not want to be embarrassed and
humiliated from losing by darts, that is why they consciously chose
to pick riskier andmor e Oaggressived stoc
better in an upward trend market; so, the pros after they estimated
that the general market was bullish, they did more trendy and bullish
picks. Of course, it was a risk for them: if the market changed
direcion and bears prevailed, the
stocks, would have suffered losses in their theoretical portfolios. So
if someone can criticize Lusha, that if her random investment had
occurred in a bear market, it would had lead to losed,usha was

l ucky, the same holds true for
i they were lucky to be in a bull market.

Fourth, there was an o6influence
a valid Journal with plenty of readers, lead some readeidltov
the pros choices and thus, increased demand for those choices.

For all the above reasons, the dartboard competition was not exactly
an objective research, despite the wide number of the contests (100)
We can also add that the whole dartboard estnof Wall Street
Journal was eventually nesbjective enough (see above points of
critic) for obvious reasons.
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Obvious reasons like that a mainly specialized Journal would like to
prove that the market which the Paper involved in and associated
with, is not something chaotic, where even dart throwing picks can
win pros choices, like Lusha did in 2009. The Journal had the strong
interest to prove that the field in which it works with and earns
money from it (stock markets), is a field that is worth to pay
having information etc, in order to achieve better possibilities for
successful investing. Otherwise, if the contest would proved that
someone can achieve great returns clearly at random, then why
would the customer pay for services like informatiodyiee and
management?

| believe that we demonstrated effectively the contest that showed
the pros prevail to have been a non objective one.

We will degrade more the opinion that the pros achieving better
performances, next.

Now | am going to show yothat random investing can be a great
and successful technique. Let us do some experimentation.

Introduction to Randomness 7z General Thoughts

Professor Mal kiel s primary ideas
once | thoughtwhy not to test it myself?

What to test? To check if random choices in the stock market is an
investing method, if it can be sufficiently effective and profitalfle.
somet hing i ke t his occur s, t hen
development in the investing field because we wouwlt rave the
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need of market pros and experts and their big fees, plus we minimize
our time losses.

Randomness, as a procedure, can be very creative in many aspect:
Let us take, as a break from investing, the issue of universe and life
creation: there arenb teams that explain the phenomenon of life,
the one claims that life originate from specific acts of divine creation
(creationists) and the other, that explain life as something non divine,
originated at random and developed through the natural selection
Either of these will necessarily be correct and the other would be
wr ong, but whi chever i s corre
understand both of them.

If universe and life was created by divine powers, then the same
universe and life must be like itseator, to be similar; this means to

be great as God is and, of course, complicated to an in extreme point
If it is so, then it is no possible for humans to understand something
so complicated with simple observations and ways of research. The
only way tohave a representative, good view of how a divine mind
created universe and how life works and it is formed is to take
random | ooks of it. I f someone
form and life, he would notice that from microcosmos to
macrocosmos,here are analogies. The atoms in microcosmos are
just looking the same as the planetary systems of macrocosmos. In
macrocosmos we have the suns and the planets in orbits arounc
them, in microcosmos we have the atoms with the nucleus in the
0 Cc e nt e rctionsanrorbit aeound it.

From the other handthe scientific perspective, if universe and life
was created with no divine interference and it is the result of a
random procedure, developed through the natural selection and
works through physical laws,enaccept two basic things:
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aaThe random procedure is somethi |
otherwise the Science would not have accepted it, so randomness is
something serious and scientific and, eventually, creative.

b. If universe and life developed thugh natural selection and
physical laws, as a result of them, we would be able to identify the
characteristics in patterns of them, because whatever works with
specific procedure and laws, must have some noticeable behavior; a
behavior that someone can igasecognize even if he does not know

the | aws beneath and here we come

Of course, whatever way the universe was created, there is a
common point: the extreme degree of complexity of it. And in a very
complex system, the only way to undenstat precisely is random
observation.

See, for example, the polls: they predict precisely the results of an
upcoming Election by asking a sample, chosen at random. How do
the polls do this? By tracking parts of a population in such a way,
that every posble sample that could be selected, has a
predetermined probability of being selected; ligving an equal
chance to be chosemaking randomly parts of a Total, the randomly
chosen SubTotal will have the same characteristics with the Total.

This same priniple of randomness, that is scientific, occurs to
investing, too. It has also great results. That is why Lusha brought
great returns. That is why anybody can achieve great performances
in stock market. Random pick is so easy that a chimp can do it;
surelyany man can do it regardless his 1Q.

Now, |l et 6s see a random pick of s
test period.
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The A to Z Portfolio

| was puzzled how can | randomly chose some stocks and test themnr
for their return? The answer that came in mynd, was
alphabetically. | thought to find 26 stocks, as many as the letters of
English alphabet, just by their market Code. So, | took the stock of
the company that its Code was A, the stock of the company that its
Code was B, C till Z. If in a letter vgano Code with this single
letter, 1 chose with the next possible alphabetical combination, for
exampl e, there wasn?olsoatypedhrapda ny
got IACI.

This was a method to chose purely randomly because if you chose
alphabetically, ya can find stocks that can be from large
capitalization, from mid capitalization or small; you can find stocks
of any sector, O0defensivebd or 0
new ones, financially healthy or not, etc.

So, have a look taext Table with those 26 randomly (alphabetical)
chosen stocks. | assumed that | had invested 5 years ago (March
2010) about $200 total, in eact
where the result of the division was not exact, | was getting the last
integer.

The assumption was that | put almost the same amount of money in
each stock, so | can avoid big losses from one and every stock to
have the same Opossibilitieso
alphabetical portfolia and this approach must be a rube fandom
investing. | invested theoretically, totally less than five thousand
dollars (about $4,900).
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PRICE PAID % GAIN DIV.
at March 2010 March 2010| P/Eat | YIELD at
SYMBOL|NAME for each stock | GAIN in § [to May 2015 [May 2015| May 2015
A Agilent Technologies Inc. 23.91 151.28 79.09% 38.15 1.00
B Barnes Group Inc. 17.71 243.32 124.90% 17.88 1.20
C Citigroup Inc. 52.83 3.87 2.44% 21.87 0.40
D Dominion Resources, Inc. 71.06 0.92 0.65% 31.92 3.60
E Eni SpA 47.84 -38.72 -20.23% 49.64 6.40
F Ford Motor Co. 13.34 33.32 17.84% 19.71 3.80
G Genpact Limited 16.25 79.20 40.62% 26.93 0.00
H Hyatt Hotels Corporation 34.05 123.90 72.78% 26.39 -
IACI [IAC/InterActiveCorp 67.55 12.30 9.10% 15.78 1.90
JASO |JA Solar Holdings Co., Ltd. 24.85 -115.84 -58.27% 9.32 -
K Kellogg Company 52.49 34.02 21.60% 36.47 3.10
L Loews Corporation 37.56 17.90 9.53% 26.61 0.60
M Macy's, Inc. 21.75 398.70 203.68% 15.65 1.90
N NetSuite Inc. 14.06 1,161.58 590.11% - -
o) Realty Income Corporation 29.17 107.34 61.33% 45.15 4.80
PAA  |Plains All American Pipeline, L.P. 28.43 135.17 67.92% 20.07 5.50
QADB [QAD Inc. 1.88 1,796.70 954.17% 25.81 1.20
R Ryder System, Inc. 36.8 299.65 162.85% 23.06 1.50
S Sprint Corporation 5.11 -16.38 -8.22% - 0.00
T AT&T, Inc. 25.62 55.23 30.80% 30.38 5.40
UA  |Under Armour, Inc. 7.10 1,997.52 | 1,004.79% | 83.64 -
\'4 Visa Inc. 23.25 367.52 197.59% 30.55 0.70
WAB |Westinghouse Air Brake Technologies Corporation 21.30 702.90 366.67% 26.34 0.30
X United States Steel Corp. 23.46 17.36 9.25% 37.15 0.80
X Alleghany Corporation 281.69 202.81 72.00% 11.70 -
ZAGG |ZAGG Inc 3.02 365.64 183.44% 25.22
Total 8,137.54 | 167.03%
As we can see from thaboveTable, in a period a
little more than five years, this alphabetical portfolio,
gained $8,138 or +167%, when the sapeiod the
S&P 500 gained almost 95%. So this randomly chosen,
alphabetical portfolio, outperformed easily the
benchmark the benchmark that the big majoritytoe
professionals(actively managed stock funds) cannot
even approach.
So the AA to Zo portfolio was |l uc

It seems to be but it is not. Why is it not lucky?

Because the time that | tested this randomly chosen portfolio, was a
bull market and I knew it | did the test at year 2015 and | knew the
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market was moving upwards all these years. But | did not make it
knowingly, to produce those great results.

If | wanted to show more outstanding results, | would have chosen
for the test the beginning of this bull market but in our case | did not
take fortesting the early period of 2009 when the bull market begun;
| took the year 2010 because if this had been done in reality,
someonavould have to take some time to recognize that we enter in
a bull market

So, | purposefully took for the testing the y2&10 instead

of 2009 (a year later than it would give me greater profits),
resulting in less great profits just so tlatr example would
be more realistic

As you can see from th@evious Tablebecause the test was done in
a bull market, 23 of the tdt&26 stocks closed with gains and only
3 with losses.

If you have not realized it yet, in a bull market almost every
stock is advancing and vice versa in a bear market. Good
stocks, moderate or bad stocks, in a bull market, all of them
are advancing andhia bear market, even the good stocks,
are declining.

Let us test the same alphabetical portfolio bear market period:

At next Table we see the AA to Zo Po
2007 and Dec. 30, 2008, when we the market wasigtb@ar. At
this time span, th8&P 500 lost 37.1%.
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Shares |Total Cost|Total Value
Bought at per at Dec. 30,
SYMBOL|NAME Jan. 3, 2007 |Bought (S)| 2008 Return
A Agilent Technologies Inc. 8 274,40 119,04 -56.6%
B Barnes Group Inc. 13 280,54 175,76 -373%
C Citigroup Inc. 5 27625 34,00 -87.7%
D Dominion Resources, Inc. 3 250,95 105,69 -57.9%
E Eni SpA 4 266,88 190,52 -28.6%
F Ford Motor Co. 39 292.89 89,31 -69.5%
G Genpact Limited
H Hyatt Hotels Corporation

IACI [IAC/InterActiveCorp 7 262,85 110,39 -58.0%

JASO |[JA Solar Holdings Co., Ltd.

K Kellogg Company 5 25225 215,95 -144%
L Loews Corporation 7 288,61 194,39 -32,6%
M Macy's, Inc. 7 262,57 65,87 -74.9%
N NetSuite Inc.

[e] Realty Income Corporation 10 277.20 227,70 -17.9%

PAA  |Plains All American Pipeline, L.P. 5 254,75 162,50 -36,2%

QADB |QAD Inc. 36 299,52 126,36 -57.8%
R Ryder System, Inc. 5 264,50 184,65 -302%
S Sprint Corporation 15 285,60 28,65 -90.0%
T AT&T, Inc. 8 279,60 22584 -19.2%

UA Under Armour, Inc. 6 29730 140,76 -52.7%
A\ Visa Inc.

WAB |Westinghouse Air Brake Technologies Corporation 10 299,60 389,10 29,9%
X United States Steel Corp. 4 28524 150,20 -473%
Y Alleghany Corporation 1 371,50 28129 -243%

ZAGG |ZAGG Inc 285 29925 256,50 -14.3%

Total 5922,25 347447 | -41,3%

The grey shaded stocksave no data as they start traded after Jan. 3,
2007. Because | wanted the testing to be realistic, | excluded those

0l aterd stocks and took only the
traded at Jan. 3,2067and t hey were 21. So th
for testing in a bear market, consisted of 21 selections because the
rest five did not exist back then.

The case of our experiment is that someone put $300 on each stock,
buying as much as he could with these $8@@ught more items on
absol ut eo cékcsh e(aopfd Isaaw val ue) and | e
(of high value). Once again, the idea was that someone put at those

21 stocks, the same amount (about $300 on each), totaling $5,922 at
Jan. 3, 2007. I say Oaboutd beca
division was not exact, | was getting the last integer.
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Almost after two years, in the end of 2008, that we experienced a
killer bear market, this A to Z portfolio, had decline to $3,474 and
presented a negative performance4df.3%.

As | expected, theandomly chosen portfolio, underperformed the
S&P 500 in the bear market. Also, as you can see from the Table 10,
because this test was done in a strong bear market, resulted 20 o
total 21 stocks with losses and only one share with gain (WAB).

- U x baRdot Qicks

| wanted to test this random picking method, so | thought that
| should check it out for another time petjdghis ofJaruary3, 2011
toMarch31 2015. It was my wifeds t
After | google it, | found at
http://www.nasdaqg.com/screening/compdisy.aspx

the entire list of NYSE companies and the same with NASDAQ.

In this address, it has the whole list and you can either search
alphabetically from letteA to Z or it has the entire list in .csv files
that you can download them in your lapiogs | did.

Having in a excel file the 3,283 stocks of New York Stock Excange
(NYSE) and the 3,031 stocks of NASDAQ, firstly | sort them from Z
to A, to make it mee difficult, secondly | put serial number on them
from 1 to 3283 for NYSE and from 1 to 3031 for NASDAQ.

Have a look in the next image, to see how I did it in Excel:
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9%
2955

2998
3001
3002
3003

BAC,"Bank of America Corporation”,"16.74%,"5175.818", "n/a","Finance","Major Banks", "http:/fwww.nas
BABA,"Alibaba Group Holding Limited","90.7","5226.348"," 2014, "Miscellaneous™, "Business Services","t
BA,"Boeing Company (The)","146.42","5101.258", "nfa" "Capital Goods","Aerospace”, "hitp:/fwww.nasd:
B,"Barnes Group, Inc.","30.86","52. 248", "n/a", "Capital Goods","Metal Fabrications”,"http://www.nasdac
AZZ,"AZZ Incorporated”,"48.96","51.268","n/a", "Consumer Durables”,"Building Products™,"http://www.)
AZO,"AutoZone, Inc.”,"687.81","521.828","n/a","Consumer Services","Other Specialty Stores™,"http:/fw
AZN,"Astrazeneca Pmﬁ.sm",'n]a",'Health Care","Major Pharmaceuticals”,"http:/fwww.na
AYR,"Alrcastie Limited™SQproe™ 52.048"," 2006", "Technology”,"Diversified Commercial Services”, "hitp:y
AYN,"Alliance New York Municipal Income Fund Inc®,"14.12","$68.29M","2002","n/a", "n/a","http:/fweww
AY1,"Acuity Brands Inc”,"182.5%,"57.938","n/a","Consumer Durables”,"Building Products”,"http://www.r
AXTA,"Axalta Coating Systems Ltd.","34.667,"57.978","2014", "Basic Industries”, "Paints/Coatings", “http:/

Part of excel spreadsheet that put the total 3283 stocks of NYSE

(The lef column, the senal number | put at them
The arrow, two of my wife's random choices, numbers 2399 and 3000)

Then, | asked my wife to tell me six numbers from 1 to 3283,
representing without her knowing this, the listed companies of
NYSE, and also to tell me four numbers from 1 to 3031, representing
the listed companies of NASDAQ. Her picks were for NYSE,
numbers283, 1936, 1010, 39, 2999, 3000 and for NASDAQ were
numbers 31, 2321, 17, 21.

Thus, my wife without having a clue what | wanted the numbers,
gave me ten of them inside the range that | told her and theoretically

picked ten stocks that presented on folluyvTable.

| took again a bull market period, but shorter comparable to previous

experimentation of O6A to

Z0

portf

have happened if someone was late to get in the (bull) market that
already had run the previous two ygarbefore 2011.
| also wanted to test if this random pick method, is effective with a

small in number of stocks portfolio, as little as 10 stocks.
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My wife's random picks portfolio
Shares | Total | Total

Bought | Cost per| Value at

at Jan. 3,| Bought | Mar. 31,
SYMBOL |[NAME 2011 (S) 2015 | Return
TWN  |The Taiwan Fund Inc, 30 4878 | 5043 3.4%
HBI  |Hanesbrands Inc, 80 496.8 | 2672,00 | 437.8%
OZM  |Och-Ziff Capital Management Group LLC 49 498.82 | 608.58 | 22.0%
XLS  |Exelis Inc, 52 499.72 | 1262.04 | 152,5%
AZN  |AstraZeneca PLC 13 471.77 | 889.59 | 88.6%
AYR |Aircastle LTD 57 499.32 | 1280.22 | 1564%
YHOO |Yahoo! Inc, 29 485.75 | 1288.76 | 1653%
CTCT |Constant Contact, Inc, 16 496,00 | 611.36 | 233%
ZGNX  |Zogenix, Inc, 79 499.28 | 108.23 | -783%
ZAZA |ZaZa Energy Corporation 2 346,00 3.26 -99.1%
Total 4781.26 | 9228.34 | 93,0%

Bull 6s eye for my wife r anmibem p

Table, her ten random picks, with the samethod of putting on
each share about the same amount of money (in this case | put abou
$500 on each stock), achieve a return of 93% when the same time
span, the S&P 500 advance from 1271.87 points to 2067.89, that is
a good performance of +62,6% bubmse than +93%. And have in

mi nd, t hat among my wi feds ra
6unl ucky®o ones as her | ast t w
vanished.

And beli eve me, itdéds not fake:

the first and only choice of myi f e and second te
to Zo.

Let us see what her random portfolio did in bear market of Jan. 3,
2007 till Dec. 30, 2008 ( S&P !
line, 1 have not done the test but | would bet that it will
underperform besuse a group that is moving aggressive in a bull
market should be moving aggressive also in bear market. Let us do
the test. I am calculating now,
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My wife's random picks portfolio - Bear Market test 1
Shares | Total Total
Bought |Cost per| Value at
at Jan. 3,| Bought | Dec. 30,
SYMBOL(NAME 2007 S) 2008 | Return
TWN  |The Taiwan Fund, Inc, 40 49200 | 30240 | -385%
HBI |Hanesbrands Inc, 85 495,55 | 24990 | -49.6%
OZM  |Och-Ziff Capital Management Group LLC 29 49822 89,61 -82,0%
XLS  |Exelis Inc, N/A N/A NA N/A
AZN |AstraZeneca PLC 14 49476 | 39886 | -194%
AYR |Aircastle LTD 26 48282 8424 | -826%
YHOO |Yahoo! Inc, 19 486,59 | 22743 | -533%
CTCT |Constant Contact, Inc, 16 408,16 | 20544 | -497%
ZGNX |Zogenix, Inc, N/A N/A N/A N/A
ZAZA |ZaZa Energy Corporation 1 25761 49,88 -80.6%
Total 3615,71 | 1607,76 | -55,5%
e hurray! |t came out as | expect

My wifeds ten random picks
period between Jan. 3, 2007 and Dec. 30, 2008, when a
strong bear market occurred, underperformed, resulting

in negative return of 55,5%. The XLS and ZGNX had no

data in this period, so they are excludEde grey shaded

stocks of OZM and CTCT had data since Nov. 14, 2007
and Oct. 12, 2007 respectively, so the calculations of
their returns, took into account those dates = a little bit

shorter time frame for them.

If we exclude those two too, then our polib remains
with six stocks (TWN, HBI, AZN, AYR, YHOO,
ZAZA) that existed the whole time frame of this

particular test and their total return was some better, just

-51.5% but yet worse than S&P 500.
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My wife's random picks portfolio - Bear Market test 2
Shares | Total Total
Bought |Cost per| Value at
at Jan. 3,| Bought | Dec. 30,
SYMBOL [NAME 2007 ) 2008 | Return
TWN  [The Taiwan Fund, Inc, 40 492,00 | 30240 | -38.5%
HBI  [Hanesbrands Inc, 85 49555 | 24990 | -49.6%
OZM  |Och-Ziff Capital Management Group LLC | N/A N/A N/A N/A
XLS  |Exelis Inc, N/A N/A N/A N/A
AZN  |AstraZeneca PLC 14 49476 | 398,86 | -194%
AYR |Aircastle LTD 26 48282 | 8424 | -826%
YHOO |Yahoo! Inc, 19 486,59 | 22743 | -533%
CTCT |Constant Contact, Inc, N/A N/A N/A N/A
ZGNX |Zogenix, Inc, N/A N/A N/A N/A
ZAZA |ZaZa Energy Corporation 1 257,61 4988 -80.6%
Total 2709,33 | 1312,71 | -51,5%

My Facebook friends random picks

| wanted to do dot of experimentation to check my hypothesis of
random investing so, once again, | asked from my faceboehkds

to tell me:

Asix numbers from a set of numbers from 1 to 3283 (that were the
3283 stocks of NYSE); my friends did not know what those nusnbe
were or what | wanted to do with tind they just gave six numbers.
Aandalso, four numbers from a range from 1 to 3031 (that were the
3031 stocks of NASDAQ); my friends again, did not have a clue
what | wanted these numbers or / if they represented anything.

| thought that | would test my hypothesis for the random picks with
the first two that they woul d e
as before: | theoretically put about $500 on each stock, so in a stock
with larger net price, | would bought less of them and in a stock with
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lower net price, | would bought more of thekfter dividing $500

on each share,
the smallest integer number, for example if the result of the division
was 42.38 shares, | calculated that on this particular company,
Abought o 42 shares.

as

t he

resul

t

was

The first ofmy facebook friends, answered me that from Total A, the
six numbers were 2583, 1027, 1915, 2284, 712, 3002 that without

knowing it, they represented the following stocks of NYSE: &RD

OMN, HES, EPR, ROG, AYI. The second of my facebook friends,
answeredne that from Total B, the four numbers were 28, 98, 782,
2016 that without knowing it, they represented the following stocks
of NASDAQ: YORW, WHLM, RAND, FFBC.

Let us see the tables, the first one with the performance of this

random pick portfolio in thewl market of Jan. 3, 2011 to March 31,
2015 as also in bear market of Jan. 3, 2007 till Dec. 30, 2008.

My facebook friends random picks, Portfolio A

Shares | Total | Total
Bought |Cost per| Value at
at Jan. 3,| Bought |Mar. 31,
SYMBOL [NAME 2011 (S) 2015 | Return
CRD-A |Crawford & Company 236 497.96 | 1765.28 | 254.5%
OMN |[OMNOVA Solutions Inc. 59 496.19 | 503.27 1.4%
HES |Hess Corporation 6 446.88 | 407.22 | -8,9%
EPR  |EPR Properties 13 469.82 | 776.36 | 652%
ROG |Rogers Corporation 12 480,00 | 986.52 | 105.5%
AYI  |Acuity Brands, Inc. 8 460.24 | 1344.24 | 192,1%
YORW [The York Water Company 32 492.80 | 776.96 | 57,7%
WHLM |Wilhelmina International Inc. 166 49800 | 904.70 | 81,7%
RAND |[Rand Capital Corporation 154 49742 | 608.30 | 223%
FFBC  |First Financial Bancorp. 33 496.32 | 587.73 | 184%
Total 4835,63 | 8660,58 | 79,1%
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The portfolio of those 10 random picked stocks, in the bull market of
Jan. 3, 2011 to March 31, 2015, presented a return of +79.1% when
the same pertb S&P 500 gained almost 63%; the return of random
picked portfolio is quite better than the major Index. We notice that
from the 10 picked stocks, only one of them, had negative return.

The next Table showshat this portfolio in the bear market of
Januay 3, 2007 till Deember30, 2008, lost 29.1% of its value,
when S&P500lost 37.1%.

I n this case, I had a fApositiyv
quite better in the bear markiet also noticed that in this portfolio,

we wer e Al utsdtogks, allden ofahkenh, exested in Jan. 3,
2007, so | tested it as a whole and not as a partial set as in our
previous examples.

My facebook friends random picks, Portfolio A
Shares | Total | Total
Bought |Cost per| Value at
at Jan. 3,| Bought |Dec. 30,
SYMBOL [NAME 2007 (S) 2008 | Return
CRD-A |(Crawford & Company 95 498.75 | 46265 | -72%
OMN |OMNOVA Solutions Inc. 102 496.74 | 6222 | -87,5%
HES  |Hess Corporation 11 491.15 | 561.33 | 143%
EPR  |EPR Properties 15 493.35 | 278.70 | -43,5%
ROG |Rogers Corporation 8 47992 | 21744 | -547%
AYI  [Acuity Brands, Inc. 12 476.28 | 381.6 | -199%
YORW |The York Water Company 36 497.88 | 358.56 | -28.0%
WHLM |Wilhelmina International Inc. 113 497.20 | 293.80 | -409%
RAND |Rand Capital Corporation 137 | 498.68 | 463.06 | -7.1%
FFBC [First Financial Bancorp. A 49148 | 41184 | -162%
Total 4921.43 | 3491.2 | -29,1%
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Once again we can see that in the bear market, nine of ten of this
portfolio stocks, declined and only one advanced (HES)

And the great thing is that if many people follow this random pick
general and not focused (in certain stocks) approach, they will catch
the pulse of the market, i.e., their choices based on possibilities will
be in stocks of mid or small capitalizatioather than big cap; thus,

the demand for these categories that run faster than big cap, will be
strengthened, resulting a stronger upward trend and thus, increased
possibilities to win more. Unlike any other technique that is focused
(like fundamental otechnical picking of certain stocks), if used by
many- many people together, basicallyjases power and value and
sometimes get cancelled itself.

By choosing randomly, is more probable to pick
mid cap

By choosing randomly, you have more probabiliiespick stocks

from small and mid capitalization, rather than big. Why is this?
Because out in real life, the great majority of real businesses is of
small and mid size. Just very few, are big size businesses. The same
analogies stands in stock market,iethis a micrography of the real
economy.

Look at thenext image if you choose randomly, size does not
matter. It is like you have put all the stocks in a bucket and you pick
without seeing what you select. If the small and mid cap is majority,
is it notexpectable to select more of those (mid and small cap)?
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. Big Cap Stocks . Mid Cap Stocks Small Cap Stocks

Now I 6m reminding you that I a s
page83). What were the numbers you selected? Find them in the
following Table and see how many Small, Mid and Big
Capitalization stocks you selected without to know what you were
doing.

At the next Table, there are the numbers from 1 to 200 and each of
the numbers accompanied by the
Out of the 200 choices, 64.0% is of Sn@dipitalizatian, 28.5% is of

Mid Capitalizationand 7.5% is of BigCapitalization- | believe it is
representative of reality.
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: 3 2 3 3 S & 7 8 a9 10
SMALL| MID [SMAaLL| BIG |[SMALL [ShMALLL MID | SPMALLL hMID rID
11 1z 13 14 15 16 17 18 19 20
SMALL| MID | ShMaLL|ShaLl| nMID rID MID rMID MID BIG
21 22 23 24 25 26 27 28 29 30
MID |SMALL| BIG |SMALL| MID [ShALL| MID D nMID MID
31 32 33 34 35 36 37 38 38 40
BIG |SMALL|SMALL|SMALL [SMALL |SMALL |SMALL| BIG MID MID
41 42 43 a4 45 46 47 48 49 SO
SMALL| MID MID MID MID nID MID | SMALL | SMALL | SMALL
S51 53 54 55 56 57 S8 59 60
ShAaLL| MID MID MDY BIG [ShALL|SMALL | SRALL | SMALL [ ShAALL
61 62 63 64 65 66 67 68 69 70
SMALL [SMaLL| MID MID |SMALL| MID MID |ShMALLISMALL| BIG
T 7<= 73 74 75 76 77 78 79 80
SMALL [SMALL | SMALL| BIG |SMALL|SMALL |SMALL|SMALL [SMALL| BIG
81 82 83 84 85 86 87 88 89 20
SMALL | SMALL | SMALL| MID |[SMALL [ ShALL | SMALL | SAMALL | SMALL | ShALL
91 22 93 94 a8 96 97 o298 99 100
SMALL [SMALL | SMALL| BIG |SMALL| MID MID | SPMALL [ SAALL | ShASLL
101 102 103 104 105 106 107 108 109 110
MID MID MID | ShAALLISMALL| MID MID BIG |[SMALL|ShALL
111 112 113 114 115 116 117 118 119 120
SMALL [ SMALL | SMALL | SMALL | SMALL | SMALL | SMALL| BIG MID | SMALL
121 122 123 124 125 126 127 izse 129 130
SMALL( MID |SMALL|SMALL| BIG MID MID | SMALL | SMALL | SMALL
131 132 133 134 135 136 137 138 139 140
SMALL [SMALL| MID MID |SMALL| MID |SMALL [ ShMALL | SMALL | ShaaLL
141 142 143 144 145 146 147 148 1439 150
SMALL | SMALL | SMALL| MID |[SMALL [Shaall | MID MDY MID | ShAALL
151 152 153 154 155 186 157 158 159 180
SMALL [ SMALL | SMALL | SMALL | SMALL | SMMALL | SMALL | SMALL | SMALL | ShALL
161 162 163 164 165 166 167 168 169 170
SMALL [ SMALL | SMALL | SMALL| MID  [SMALL| BIG | SMALL | SMALL | ShMALL
171 172 173 174 175 176 177 ive 179 180
SMALL [SMAaLL] MID [ShALL | SMALL [ ShAALL | SMALL | ShAALL | SMALL | ShaaLL
181 182 183 184 185 186 187 188 189 1920
SMALL [SMALL| MID |SMALL |SMALL | SMALL | SMALL | SMALL | SMALL | ShaLL
191 192 193 194 195 196 197 198 199 200
BIG |[SMALL| MID MID |SMALL [SMALL | SMALL | SMALL[ NMID nMID
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Did you not choose mostly small and mid cap stocks?

You realize now that it is normal in a total, where small and mid
caps constitute théarge majority, to choose randomly mainly of
those. It is not luck, it is simply probabilities.
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Smaller gives greater profits

Now, why small and mid cap stocks advance quicker than big cap,
leading to biggemprofits? Watch nature: What is small is growing
and becomes larger; what is already quite big, maybe it is growing
but a lot slower. The same mechanism that exists on living
organisms and systems, it is obvious that it works for social systems
as also foeconomic systems as corporations are.

The reason is that nature functions through physical laws; the human
as a living organism and system obeys in the law of life cycle,
consisting of the phases of birth, growth, maturity, decline, death.
Societies, asystems that are produced by humans, obey the rule of
life cycle. The same applies to everything that comes out from
human: applies to more maesoale systems such as Nations,
Kingdoms, Countries, economies, as also to mid or Rscate
systems like corpations and businesses. There is no exception to
this rule: eventually, every system is heading towards death. But the
life cycle may differ a lot between individual systems of the same
kind.

See, for example, a freshly planted tree: when planted, isliagsap

just 8 inches tall. The same tree, after ten years reaches a height of

ten feet. A same tree that is already ten feet high, after ten years,
reaches fifteen feet high. In this example we have the same kind of
tree, but in different ages, a very youoge and a quite older; the

young has a growth of 1,400% on its high (or fifteen times more),
when the same time period, the ol
times more) seenext image

104



Heretic Investor | 2016

x/ [ > N Taller

8 inches high e 15)(
10 Years

after...

Taller
15 feet high : 5X

10 feet high

The same thinghappens to corporations: the smaller and younger
have the area and the momentum to grow much faster than the old
and biggeré and stocks foll ow a

But we must be cautious of the bad seeds and feeble plants; somg
freshly planted trees will remain weaknd will not survive to
become tall, strong trees. To the contrary, an already enough old
tree, is quite strong: if it was to bet in survival for the next five years,
a bet on an already grown tree would be safer than a bet on a
seedling. But c'est la viaisk associated with potential return; a
greater risk could link to greater return and less risk to smaller
return.

Now that you learn how it works, you can understand why in the
following graph, S&P 500 (that the majority of Pros underperform
against i} itself, underperform versus two randomlyvhat else?
ETFs of Mid and Small CafEPDR S&P MidCap 40QMDY) and
iShares S&P SmalCap 600 ValuglJS) respectively.
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MDY Daily =
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On the above chart, we notice that the Mid Cap ETF runs better than
the Small Cap. This s probably due to the
rates, observed in the Small Cap.

Watch again, just the MDY vs S&P 500 in a longer range:
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€ wanyuch better. Their difference opens increasingly over time.
Let time to increase and mature your investment, which is preferable
to be from the mid cap.

In a long enough time span, will occur bull and bear markets; in the
bull market, midcap would movemore aggressively upward and
contrary in bear markets, when nrudp is expecting to move
aggressively downward; but the bulls will occur more often than
bears, resulting as you stay long in the market, a growing difference.

But be carefull Especially if gu choose randomly, there are
possibilities to choose a failed pick. As | wanted to test my
hypothesis that small or mid cap runs better than the benchmark
(S&P 500), | tested many ETFs of small and mid cap; | found some
among t hem t ha tthetruteesy if you whmt to invest o |
in a ETF of small or mid cap, first test it if it moves according the
rule- putitin a graph with S&P 500 in a long time frame and see if
it really increases its (positive) difference over time.

Remember that in pag83, | asked you to choose randomly ten
numbers from 1 to 200? You will need them again and in addition, |
suggest you do the same test that | will do, just right now: pick four
times, from ten numbers each timethe numbers to be between 1
and 200.

Pick (randomly) 10 Numbers from 1 to 200

1o
25
=)
4=

This one, will do it together: My five times, random picks are as
shown innextTable:
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My random picks of 10 Numbers between 1 and 200, five ti
156 | 151 | 70 | 94 | 22 | 143 | 124 | 43 | 160 | 15
181 | 94 | 115| 88 | 173 | 125| 72 | 104 | 18 | 101
138 | 97 | 57 | 167|196 | 95 | 122 | 37 | 153 | 170
18 | 56 | 94 | 24 | 84 | 30 | 80 | 14 | 25 | 4
77 | 17 | 122 9 70 | 11 | 84 | 66 | 96 | 15
Notes:

Aves, if you want, some of the numbers you will choose, can be the
same.

AFor my random picks, | used a random generator | found on the
internet, after I googled o&6rando
www.random.org/integers/, where | asked it to genet@teandom

integers, each number being between 1 and 200; it generated what |
asked it to and then, | did the same procedure another four times.

B WNF

Shortly before | do the random selection, | took the Table that |
represented you in pag&02 with numbers from 1 to 200,
representing companies (and their stocks) classified as large,
medium or small capitalization. In this Table, | added for each
company the average earnings growth for a ten year perioal.
growth rates that the table shows are made up (I did not locate them
in some database) and | acted like this to test the theory that wants:

AThe small capitalization companies, to show (in average)
better growth comparable to middle and big capidian,
but with greater fluctuation.

AThe mid capitalization companies, to show (in average)
better growth comparable to large capitalization, but with
a little bit more fluctuation, however less, comparable to
small capitalization.
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AThe earnings growthates | put, ranging from negative -of
10% to positive of +21%.

AFor a company that in the Table is sho8%, it means that
in average, had a decline of 10% on its profits each year for a
total period of ten years; but had profits.

Alalsoputin ittt cases the term 6L
companies with this term, produced losses in average in this
ten years period.

To have a clue, what those extreme earnings percentage
changes that | putted mean, if a company has net profits
$100 million and for a teryears period, has a 10%
decline on its profits in yearly basis, after ten years, its
profits would have shrink to less than $35 million.

On the other hand, a company that starts with $100
million net profits in time X, ten years after, its profits
would have risen almost to $673 million in case that is
shown a +21% growth every year.

The Tablehas as it followgseenext)
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1 2 3 4 6 7 8 9 10
13 3 -5 3 7 10 12 6 -2 15
11 12 13 14 15 16 17 18 19 20
15 13 5 4 10 2 7 13 3 6
21 22 23 24 25 26 27 28 29 30

2 17 10 LOSS 9 2 10 10 -5 17
31 32 33 34 35 36 37 38 39 40

9 4 2 11 8 1 5 12 6 2
41 42 43 44 45 46 47 48 49 50
10 4 10 15 16 11 11 5 1 6
51 52 53 54 55 56 57 58 59 60

6 5 15 18 -3 2 6 18 12 14
61 62 63 64 65 66 67 68 69 70

5 12 10 17 3 17 16 7 6 16
71 72 73 74 75 76 77 78 79 80

8 2 17 4 5 LOSS 10 12 10 8
81 82 83 84 85 86 87 88 89 90

3 9 -3 16 13 7 9 14 LOSS 18
91 92 93 94 95 96 97 98 99 100
13 13 -5 11 5 2 16 16 2 10

101 102 103 104 105 106 107 108 109 110
LOSS 1 13 3 17 -3 12 14 3 4
111 112 113 114 115 116 117 118 119 120
12 3 15 16 6 18 12 10 8 3
121 122 123 124 125 126 127 128 129 130
20 15 1 19 6 16 -3 15 7 10
131 132 133 134 135 136 137 138 139 140
1 9 13 15 13 18 6 10 2 11
141 142 143 144 145 146 147 148 149 150
3 8 14 17 2 11 8 9 14 3
151 152 153 154 155 156 157 158 159 160
13 4 LOSS 10 11 12 9 15 1 13
161 162 163 164 165 166 167 168 169 170
21 -2 9 12 18 3 11 19 4 9
171 172 173 174 175 176 177 178 179 180
16 10 15 13 8 -3 9 5 14 1
181 182 183 184 185 186 187 188 189 190
7 11 3 20 6 19 7 11 5 20
191 192 193 194 195 196 197 198 199 200
13 8 14 19 7 21 3 16 5 8

110



Heretic Investor | 2016

On thepreviousTable, that we have entered with the smaller (in
size) numbers, the growth rates for each of the 200 companies,
meaning for example that in box 200 (bottom right) that writes 8 is
8% average earnings growth rate annually for a ten years period or,
in box 189 that writes5, it means a negative change at earnings
annually, a decline of 5% every year for a ten years period or in box
101 that writes LOSS means that this company bought losses in
average for every year of this ten years time span.

From ths lastTable, fifteen of the total 200 companies (or the boxes
you see) represent big capitalization companies or in percentage
Vi ew, 7.5% of the total omar k et
cap companies have an average growth on their earnings fdiOthis
years time period, of 6.1% annually. None of these big caps, have
losses as big caps tend to be strong companies. Their advantage c
lack of losses is balanced by smaller growth rate, as the general
(average) growth rate in the whole group of these @f@ipanies

(the big caps included) is 8.5%, almost two and a half percentage
points positive di fference. Th
companies run quicker but they have also bigger-riskme of the
small and mid cap companies, have negative growhtheir
earnings or even, losses with a very uncertain future.

| created this Table according to this simplified idea of earnings
growth that | illustrated here, in theext 6 gr o wt Image g g €
showing the average growth rates in a long time period likena
years; theimagewi t h t he O6growth eggodo
majority of the companies, presenting mild growth (see the larger

area of the O0eggd |l ying betwee
negative returns (see the smaller orange to red are&of the g g 0 |
very few of them presented | oss

them achieving strong growth (see the green area, the greener the
better) and a small minority, succeed outstanding growth (the right
deep green O6eggsbd6 edge) .

111



A work smart, not hard, way to profit

Profits Growth "Egg"

+10

+20

-10 0
_’.4-"‘!
< 0 o

% growth change

Returning to my random choices (of Talole page 108 | choose

randoml

y

t he

f ol |l dsee mexg Tableé that isdpor

between pages 112 and 113) ﬁ D > [y

7777777 My random picks of 10 Number
| Numb Numb Number Number Number
1n i 1n 10 1n
Yoars Yoars Yoars Yoars Yoars
Random Capltall yearly |[Capltall yearly |[Capitall yearly |[Capltall yearly |Capltall yearly
Cholces ration |Growth [ration  Growth ration  Growth [zation  Growth |[ration  Growth
1| 15 | 151 | 70 94 22
SMAu{ 12% SMALL] 13% | BIG | 16% | BIG [ 11% SMALL{ 17%
2 ~E"> 181 94 115 88 173
SMALL 7% | BIG | 11% |SMALL 6% [SMALL 14% | MID | 15%
3 o> 138 97 57 167 | 196
SMALL 10% | MID | 16% |SMALL 6% | BIG | 11% [SMALL 21%
4 C> 18 .'{6 94 lﬂ 84 ‘
MID [ 13% [SMALL 2% | BIG = 11% [SMALL LOSS | MID [ 16%
5 E:> F i 17 1;2 9 70
SMAu{ 10% Mm] 7% | MID | 15% Mlo[ 2% | BIG [ 16%
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As we can sed&om the Table, that | took its data from
tableson page 108my random choices)on page 1P
(the capitalizations Table) amuh page 11Qthe growth

Tabl e),
named

line.

my fi
6Random Choi

vV e

random

cesboO

We can also see what companies and what growth
corresponds to each one of the five.

What we observe on them?

That all of themi and the five, achieved an average
growth that varies from minimum 8.1% to maximum
14.1%. This growth range is better than the average
growth rate of the big caps only, of 6ol

‘s between 1 and 200, five times

Number MNumbar Num ber Mum ber Number Average
U] 10 10 10 10 Growth of
Years Years Years Years Years those 10
Capltall yearly |Capltall yearly |Capitall yearly |Capitall yearly (Capltall yearly random
ration  Growth [ration Growth [ration  Growth [ration  Growth ration  Growth | cholces
143 124 4.3 1(')[) 1_5 14.1%
SMALL 14% SMALL 19% [ MID @ 10% |SMALL 19% | MID | 10% !
125 7.2 lﬂd 1_8 1(_)1 8 1%
BIG 6% |SMALL -2% [SMALL 3% | MID | 13% | MID | LOSS !
a5 122 37 153 170 °.8%
SMALL 5% MID | 15% [SMALL -5% [SMALL LOSS SMALL 9% 5
30 80 14 23 4 s
MID  17% | BIG 8% |SMALL 4% MID 9% BIG 3% '
11 84 66 96 15
T T T : e T 1 10,2%
SMALL 15% | MID | 16% | MID | 17% | MID | -2% | MID | 10%
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Take notice that in the cases of
was a LOSS selection (1 n cases
| calculated the average growth return, dividing to 9 times and not
ten; in other words | excluded the LOSS selectiorts lawill explain

why analytically later (because | will teach you a simple method to

sort out the rotten apples). Now | will just tell you that the main
reason is that in our random portfolios, we do a filtering for the bad
choices and we take care, talsh them soon (from our portfolios).

Not to leave you wondering, if | calculated the average growth
returns, dividing by 10 instead o
4, the growth returns would be adjusted tmside the parentheses

the previously Bown returns, for comparison:

A7.3% (8.1%) for portfolio 2,
As.8% (9.8%) for portfolio 3,
A8.3% (9.2%) for portfolio 4

We notice that, once again, the average returns of these five
6portfoliosd are better than the

With this theoretical experimentation, | wanted to show you that
choosing randomly leads mainly to small and mid cap selections, in
companies that in average, run quite better than big caps.
Consequently, by companies exhibiting stronger growth, it is
rea®nable to expect them to outperform the market on long term,
offering us bigger gaink and it will happen!

Now make yourself a same Table on a sheet of paper or in Excel if
you prefer and watch your random picks, what is their cap scale
(must be mainly irsmall and mid cap) and its growth that must be
better than the average growth of the big cap that | remind you, is
6.1%.

Still, there will be many people that will refuse to adopt a random
pick method believing that, through analysis, they can find
companies that will have outstanding growth in the future and, thus,
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outstanding performance in the stock market. Wrong. Even if you
give a lot of time and effort to analyze companies to find a future
multibagger, how many will you analyze? Ten? Twenty? Fittg@
would have consumed a lot of your precious time and money to
analyze how many companies? And what if your analysis proved to
be incorrect in the future? When the market consists of thousands of
companies, it is almost impossible to research themffakteely

and find the next multibaggers. But choosing the random pick
approach, you may be able to find effortlessly, costlessly and
timelessly some future multibaggers, just because you choose at
random, so why not? And you can find them in a very estdge,
when no one recognises them as the next big successes, not eve
their board of directors that they know them from the inside.

Again, it is not a sure thing but you have the possibility to choose a
few companies that will prove very successfulhia future. The fact

that it is not a sure thing, cannot be taken as a disadvantage for the
random pick method because no other method leads you safely anc
with high success rate in discovering the next big hits. On the
contrary, every other method eithendands a lot of time, or a lot of
effort, a lot of money or all of the above. It sounds just to me as a
great disadvantage for the other methods?

Big Caps andThings to Watch Out

Of course, you must have in mind that big caps usually attract a
premium in their prices that is little larger than the premium you
observe on mid or small caps. This is due to less risk that big caps
have comparable to mid or small caps. Another reasothifolarger
premium on big caps, is that because of their size, those companies
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are well known, far more than mid or small cap size companies,
analysts coverage is bigger on them and so on, their stocks attract
more interest and more buyers.

But be caubus! That does not mean big cap stocks have no risk;
they just have less. There are plenty of examples, of real cases of
gigantic companies all over the globe that have been involved in
scandals, up to major frauds and reached the point of going bankrupt
or, even, closed and disappeared.

Whil e | am writing this book, t h
(VW) was revealed; the giant German automaker group was found to

be cheating on emissions tests. | remind you that VW is the second
largest by sales automakegroup worldwide, after Toyota and
actually, in some moment in 2015, VW (as a group that has also
Audi, Porsche, Gkoda, Seat, Bentl
and MAN) overtook Toyota. VW itself, and not as a group, is one of

the largest German commas by revenues and exports. Here, we are
talking for a real gigantic corporation. A genuine Blue Chip! Before

the outbreak of the scandal, if someone had invested on VW stocks,

he could feel safe but when the scandal broke out, the giant
automobile corption lost in fines lots of billions of dollars, not to

mention the incalcul able cost of
approxi mately 60% of its valwue, f
to 0100 in a few mont hs. Md¥e has

and will continue to suffer for some time but the scandal does not
endanger its existence.

And there are plenty of <cases of
bigger, ot her so smal l er, al | of
corpor at i on disyowsarcaniueky to lovendhe involved
company shares in the bad times.
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Scandals break out for big and well known companies; some recent
incidents are:

AToshiba, one of the largest Japanese conglomerates, in 2015 wa:
found out to have overstated itofits by nearly $2 billion over the
past seven year s. Toshi bads s |
December 2014 till November 2015 that | wrote these linesybe

it will fall further before it recovers. For the comparison, the time
that Toshiba was plumrtirg, Nikkei (the basic Japanese stock
market index) was actually ascending.

AOIympus, another one of the biggest Japanese corporations, in
2011 was reported to have hidden losses, approximately $1.7 billion
the previous years, dating back to the 1990s.&@Aresult, it had
wiped more than 80% off the company's stock market valuation in
just four months, before its stock started recovering in November
2011.

In other cases, big and famous companies went bankrupt and closed
A well-known example is Enron. HIs American big energy
company was considered to be a blue chip stock but also an
attractive investment choice because it was growing-fésta big
company. Unfortunately at some point in the turn of the century, it
was disclosed that Enron used sorpecg&tpurpose entities (small
companies in its Group) to inflate asset values and profitability even
while, in some cases, the entities' assets or profits were found to be
completely nonexistent, and also it used some of those entities to

hide losses. Imt her wor ds, Enr on 6cook
books. Wh e n t he fraud was r e
investigations, it was very | a

high of $91to less than $1 in a few months.

| am recounting you all these stiow that in stock investments, you
can never be absolutely safe, even if you choose to invest in big and
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considered strong companies. Safety is something unfamiliar to
stock markets. The familiar to stock markets is risk: you have levels
of risk. For thisyou must not rely on

V either the Authorities, that they will watch over and
control perfectly the market and its participants. It is sure
that Securities and Exchange Commission (SEC) does its
best to prevent scams from happening, but with thousands
of public listed companies in North America, it is basically
impossible to ensure that fraud will not occur again.

Vor the financi al systembébs cont
auditing firms; after all it was Arthur Andersen, one of the

worl ddéds t opng firmsvback ia yearo2000 tand

2001, t hat was auditinapd Enrono
without whose participation and tolerance, the scandal

would not have happened. The scandal cost a lot to Arthur
Andersen: it resulted to the loss of about 85,000 jobs,

abolute loss of its credibility and, eventually, the company

was forced to move to corporate rebranding.

The sooner you realize that, the better for you: For, as long as man
exists, incidents deriving from greed, like fraud, embezzlement,

theft, will occur. Of course, such phenomena are rarely on big

capitalization and more often on small cap. Yet still, frauds,

briberies, embezzlements etc, do not constitute the norm for the
market, but the exception.

Certainly, the risk is bigger on investments on midroall cap from
every aspect but they have a counterbalance which you cannot
ignore: excess growth, greater potential profits and thus, better
possibilities their stocks to outperform the big caps and the market.
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Be suspicious

You must be always alarmed and suspicious.

At this point, it is worth to say that you must be doubly, or even
triply, suspicious in cases of small cap companies of East Asia, What
| am going to tell you, | have noted it myself, not just once because
thenl would not mention it, considering it a small exceptionhave
noted it many times.

Small cap companies of these large East Asia's Countries present ¢
6strongd business concept, shov
and seem to have tremendous growtbspects, but all of this is
almost an absolute fake. As a Greek proverb says, sometimes
phenomena (literally: what appears to be) are deceptive and it is a
common observation worl dwi de, :
can deceiveo. dppensoby financiah staements'h i
forgeries, inflating sales and profits and hiding losses. The
information that those companies give is very optimistic, to support
t he 6strong growt h potential 0
(investors, speculators).

Thos companies, as they are small, are not covered by analyses
from brokerage firms and when they are, the brokerage firms that
cover them are based on the data and information that the companie:
offer; of course, the brokerage firms ignore the falsenedsedddta,

they take the bait and publish Buy Reports on them. Because of the
distance, as | am talking for small cap companies from East Asia's
Countries, the brokerage companies cannot do primary research with
visits to those companies' actual sites ardllifi@s. They do their
research from afar. Of course, if they could visit those companies'
sites, they would seie for examplei that they do not have the size

of facilities or the production capacity or the distribution network to
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support the growth pottial they claim to have and not even their
current sales and profits.

How you can understand them, as you can also cannot visit their
sites and make a deep analysis? You can observe the known data.
Some thoughts on that:

You do not r el yressoreleases; Wkoaredatkingyod s p
scams. Do you believe that in their press release they will say the

truth or they will be full of lies to support their attractive growth
concept and eventually, make big money by cheating investors and
traders? So,yourda t he companydés press rel
good, you search further, obviously from other sources. Other
sources can be the known media (newspapers, regional news web
sites etc) of this Country: Can you imagine this company to be
growing so strongland having tremendous future prospects and the
media of its homeland to ignore it? If you cannot find its great
6news 6, 6devel opment s o, Oprogr ess
homel and, you must wonder why ¢é /
6great 6 safakmpna.ny i

Do a research on companiesdé produ
see if there are results. If it is a real company lots of results will
appear; if no, then it is very probably a scam. Visit their websites: if

you are a little familiar witlthe internet, you can recognize a very

simple website that does not fit with the strong image that this scam

has built. A really strong company will have a serious, decent and
ratheri at leastlittter c o mpl ex websi t e. I f the
like that, you must be very suspicious. See the photos of those
companies you find in their wedites: Are they big size and of good
analysis and high resolution? Or are they small photos that you
cannot make out the details on them? The real companies,heven t

small ones, have ontheirwshi t es a A Carfpagewith 0 t ab
OWorking with Usdé informatidn, Jo
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the fakes will not have or if they have such tab or-gape, it will

al ways be O6emptyd ( noties, lopewjebs r e
etc) and, of course, this will not fit with the fast growing image they
forge. More, a real strong and fast growing company will have many
departments and propound information for each onsee if
something like this happens and if, yokeli try to email them, to

test them (see if they will answer or how long it will take them to
answer etc.).

In other words, whatever seems incredibly attractive, search it in
depth with the means you have (mostly, internet and google) before
taking a posion and, especially, if you are thinking for a large

position. Those that I descri be
big Countries, are fundamental rules of cheating and may be occur
also in other Countriesdé fraudu

The basic reason thaushes people into frauds or to excesses that
may | ead to firmsdéd failure, 1is
least effort; if this can be done even with illegal actions, it does not
matter as long as they do not get caught. This is bad ethics aatd mo
corruption- you can find them everywhere and all the times; not
only in Businesses but on the individual level, too. Basically, it
happens on the individual level primarily and, therefore, it happens
also at businesses level. After all, businesses naade of the
individuals of which they consisted. If the CEOs of a big corporation
want more and more, they are tempted to achieve this, even through
illegal means.

At the time that | was writing exactly these lines, | noticed a story in
the news, of &ocial experiment: a guy in Australia pretended to be
blind, wearing dark glasses and using a cane and asked passerby t
change him a five diar Note (Australian dollar AUD); instead of a
AUD 5, he pulled out of his pocket a 50 AUD, pretending to have
made a mistake. There were many of the strangers who did not speak
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for the &émistaked, they took adva
the 50 dollars, giving him back in coins, just 5 AUD and
consequently, stealing from him, 45 AUD. Indeed one of thern, go
the 50 AUD Note and l eft, I i ke
providing the blind man the 5 AUD in coiiishe stole, without any
hesitation, the entire 50 AUD (!). It is worth to watch the short video

on YouTube, with the titleestiThe
(Social Experiment)o.

Why all these people took advantage of his blindness and actually,
stole him? Because he was a stranger to them and they thought that
nobody was watching them; so it is obvious that when (many)
people realize that they can do sdnmeg immoral or even illegal

but profitable to them, they do it, especially to unknown people that
they are not connected with them and if they think that they will not
get caught. Many people have loose ethics.

So be prepared: in your investing engagetngou will meet sly
people that will try to deceive you, as investor or even, as customer.
You must be able and prepared to trace them early and you should
be ready to move away from them.

Entropy z Realizing when it is going to turn

The term entropys based in the Greek wotdiz U j that ia trn, is
a compound word, deriving frotd 3+ U} &. The wordU aneans
inside and the wordU } 6, ‘'meanschange So, we can say that
entr opyo0sintemal@zhange g i s
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In the world of scientists, entropy is a mathematical measurement of
the degree of uncertainty of a random variable. This in common
language means that entropy is a measure of randomness anc
consequently, a measure of chaotic phenomena, which behave
randomand unpredictable.

Entropy can be observed at any organic, mechanical or social systerr
and construction. As the etymon of the word says, it is a measure of
the internal change from the order that is keeping any system alive,
to disorder and chaos thatagually, or suddenly, leads to the
dissolution of the system.

A system that works fine has low entropy: that is why we observe on
those systems characteristics such as order, growth, expansion
health, power, balance, harmony, beauty. Systems that hase le
entropy are usually more complex and efficient.

But when entropy increases, we observe the opposite of the above:
lack of growth, expansion restraint, sickness, weakness, ugliness,
imbalance, disharmony; disorder and chaos prevail and eventually,
wend e the systembébs death or degrt

At an initial phase or subsequent phase, the systems that have low
entropy require 6foodd and ener
Take for example, a statue: requires the act (energy) afctiptor

to carve it from a marble block. This stone block does not change
without the interaction of the sculptor. But from the moment it will
be carved, the newdgculpted stone, the statue, that has lower
entropy in comparison to its source, the matiteck, will remain
unchanged as time pasgely itself. A statue needs the initial action
(energy) of the sculptor to be made but after that, remains stable for
centuries, without requiring further action or energy. The statue will
be destroyed only if ivill be hit from outside with sufficient force.
Only then, if we have an external factor with adequate force /
ener gy, can the statueds entrop
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destroy the statue into smaller stone parts that are not anymore, a
staue (it will be downgraded to a simpler state).

But organic systems, such as a living being, require continuous
energy influxes to stay alive. If a human does not receive any food at

all (that gets transformed in the required energy) for a small time
period, the organism will weaken and will die. The same thing
happens at social structures, such as states, societies and economies.
Those marmade systems have the same needs: a State requires
sufficient O6energy6é6 on a cuwngti nuo
(prosperous, efficient, harmonic). Energy in the case of a State is the
economic output; if its economy is large enough and balanced, then

all the citizens enjoy a good living standard and they are happy.

But when the received energy for the level amm of the system is
reduced, the entropy increases with negative consequences for the
system. In the case of a State, this means economic recession,
increased inefficiency as can be seen at advancing unemployment
and reduced income and generally chamastics that lead to
imbalance of the system (society). Riots erupt, people are unhappy
and if the economic downturn and shortage last for long enough, it
may lead to the dissolution of a prior sovereign State through a
revolution or an enemy invasion tois weak State or can lead to a
simpler form of the State, like a prior developed Country can end up
a thirdworld one.

Increased entropy happens everywhere and every time: stars fade,
empires decline and are lost, the healthiest and strongest people age
and die or a glass is broken and
terminating its usefulness for somebody to drinkitigwas it had as a

full glass.

To understand entropy, seext image at figure A we have a stack
of orderly arranged bricks; at case A the entropy is very low,
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essentially zero. At figure B, after exercising sufficient force, the
entropy increased sigingantly and the stack broke into a heap.

A B

The same things that we described above happen in stock markets
for some time, when they are bullish, they are strong, healthy and
expanding, conquering higher levels but someday, things start to
change: the buBh pattern turns to be more directionless than clear
bullish, volatility increases, trust in market powers weakens,
insecurity increases and finally, sooner or later, we have the reversal
of the main trend.

Precursor phenomena of the downturn but surebjications of
increased entropy, may be:

A prices mu st be seen as expel
taking into account the given growth prospects or, in other words,
we note a lack of harmonic perception of market valuation,

A the decl i dstocksokercome thé alvagced ones,
even if the major index continue to keep its levels, even rise,
possibly through the few big caps in relation to the total number of
stocks,

A losses occur more often and ¢
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A tim thesmtarket power weakens, insecure increases

At some point, fear prevails as the major emotion of the crowd
psychology. The market participants that were optimistic, fearless
and greedy just a few days ago now they are pessimists and are
selling aggrssively hoping that they can save their profits or limit
their losses.

See thegraphbelow. presenting a theoretically zero entropy asset
price pattern. Zero entropy because prices follow a very specific
pattern in every session they increase Y one dollar in a clear
orderly straight line. Future prices can easily and precisely be
predicted if the entropy of this system does not change.

100
90
80
70
60 -
50 -
40
30 -

A zero entropy asset price pattern

Now, youcansee a low entropy asset price pattgrext page)we

can see fluctuations but they are snaalés and prices in the future
can be predicted with relative safety, always under the condition that
the entropy remains in such low levels. Entropy in this graph is low
as volatility is small and prices are moving in an obvious stable
uptrend. This is # most common pattern of a strong bullish asset
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traded in exchanges that have low entropy and you will actually find
such a pattern in reality.

100 +

LG S : //\/\/
80 -+ A

T T

40 +

30 +

A low entropy asset price pattern

Going to the third graphelow, we can see a price pattern of an asset
of higher entropy. It has higher enyry as volatility is large and the
future prices can be hardly predicted for the skenn period ahead.
Any prognostication on this pattern is very unsafe compared to the
previous two cases. Although rising, it is an unstable malketto

the high volatity and the possibilities of losses.

80

L 1 ey /& W i

50

40

30

Increased entropy asset price pattern
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The last graplbelow, presents a stock / market that turns from lower
to higher entropy. Very often in cases of bull markets, we experience
reversals in such cases where we turn from an orderly moving
stock/index taa disorderly movement with increased volatility, even
in the upward direction. After a little time, the stock / market
changes direction and bears come out.
100
90 -+
80
70
60
50
40 -

30 +

So you can be Oalarmedd to trace
the big and major turns of specific type of security or the overall
market.

A Short Term Test of a Random Portfolio

| thought to test the hypothesis of the random picked portfolio in a
short term horizon, as many market actors are tempted to be short
term and win dot. | watchedS&P 500 and | saw that in the period

of April 14, 2015 till June 12, 2015, was moving sideline with no
much volatility.
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SP-500

Pnoemst ory v )
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Entry

23 3 6 13 20 27 4 11 18 26 1 8 15 22 29 6 13 20 27 3 10 17 24 —
2015 Apr 2015 May 2015 Jun 2015 Jul 2015 Aug 2015

The portfolio that | made randomly, is this one, below, consisting of
twenty stocks, not few, but also not many:
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