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Praise for Jason Zweig’s


THE DEVIL’S FINANCIAL DICTIONARY


“This is the most amusing presentation of the principles of finance that I have ever seen.”


       —Robert J. Shiller, professor of finance, Yale University; Nobel laureate in economics; author of Irrational Exuberance


“Someone had to write a short, punchy book on the fibs and fables of Wall Street during this second Gilded Age for the extravagantly-paid manipulators of our financial system. Happily for readers—whether wise, naïve, or victimized—journalist Jason Zweig picked up the challenge, and ran for the winning touchdown with it. Laugh, cry, and learn as you enjoy the sparkling Devil’s Financial Dictionary.”


       —John C. Bogle, founder of The Vanguard Group; author of Common Sense on Mutual Funds


“A delightfully humorous and stunningly irreverent Ambrose Bierce for financial markets. This satirical critique of what passes for wisdom on Wall Street belongs on the bookshelf of every serious investor.”


       —Burton G. Malkiel, professor of finance emeritus, Princeton University; author of A Random Walk Down Wall Street


“Open this wonderful book to any page. Try not to laugh. I dare you.”


       —James Grant, Grant’s Interest Rate Observer


“Jason Zweig’s book is absolutely marvelous. It combines wicked humor, scholarly etymology, and superb advice. If you have money invested, you must read this book; if you don’t, read it anyway for pure fun.”


       —William F. Sharpe, emeritus professor of finance, Stanford University; Nobel laureate in economics


“You’ll love this book. Zweig cuts through financial hypocrisy to expose Wall Street’s cynical core, and does it hilariously. You’ll also get some super-smart investment tips. One of my favorite devilish definitions: ‘Broker: Buys and sells stocks, bonds, mutual funds, and other assets for people who are under the delusion that the broker is doing something other than guesswork.’”


       —Jane Bryant Quinn, author of Making the Most of Your Money Now


“Both witty and wise—with just a refreshing dash of cynicism—The Devil’s Financial Dictionary should be on every desk on both Wall Street and Main Street.”


       —John Steele Gordon, author of An Empire of Wealth and The Business of America


“Vintage Jason Zweig: entertaining, truthful and oh so telling about Wall Street. The definition of Day Trader—‘n. See IDIOT.’—says it all. Any investor who does not read this witty, insightful and rueful reminder of Wall Street’s financial follies is an IDIOT!”


       —Consuelo Mack, anchor and executive producer, Consuelo Mack WealthTrack


“Jason Zweig has long been a brilliant financial journalist. People who have listened to Jason have shielded their assets from the purveyors of costly and useless advice. In The Devil’s Financial Dictionary, Jason turns his wit and insight to arming us with an understanding of the financial terms that too many professionals use to intentionally baffle investors.”


       —Max H. Bazerman, co-director, the Center for Public Leadership, John F. Kennedy School of Government, Harvard University; author of The Power of Noticing


“Broad experience, thorough conversance with history, unusual insight, and dashes of humor and cynicism. This is what you need to understand the world of investing, and this is what you’ll find in The Devil’s Financial Dictionary by Jason Zweig.”


       —Howard Marks, co-chairman, Oaktree Capital Management, L.P.; author, The Most Important Thing: Uncommon Sense for the Thoughtful Investor


“Jason Zweig, one of the great truth-tellers in financial journalism, is the spiritual heir to Ambrose Bierce, one of the great satirists in American letters. Both use piercing wit to reveal important truths.”


       —Gary Belsky, coauthor of Why Smart People Make Big Money Mistakes and How to Correct Them


“Wall Street frequently uses complex terminology to keep its own customers in the dark. That is why Jason Zweig’s The Devil’s Financial Dictionary is so refreshing. Zweig, who has a lifetime of experience covering finance, exposes the language of Wall Street with sharp wit, historical perspective, and a skeptic’s eye.”


       —Tadas Viskanta, founder and editor, Abnormal Returns; author of Abnormal Returns: Winning Strategies from the Frontlines of the Investment Blogosphere


“THE DEVIL’S FINANCIAL DICTIONARY, n. A compendium of financial jargon observed to induce in its readers nearly continuous spasms of raucous laughter. Has also been known to produce near-fatal episodes of cognitive dissonance in brokers, advisors, and money managers, who should consume its contents with care. Normal individuals, in contrast, may incur a deepening of financial wisdom, a fattening of the wallet, and an uncontrollable urge to steal entire passages for later use.”


       —William J. Bernstein, author of The Four Pillars of Investing and A Splendid Exchange


“If finance were stand-up comedy, Jason Zweig would be its Groucho Marx—a serious man with a wild sense of humor: ‘Dog: A stock that obeys no command except DOWN.’ Need I say more?”


       —Laurence B. Siegel, research director, CFA Institute Research Foundation


“‘Witty’ and ‘fun’ are two adjectives that may never have been used to describe a dictionary, but they apply to this one. But it is not just jokes; I learned a lot browsing around in this clever little book.”


       —Richard H. Thaler, professor of behavioral science and economics, University of Chicago Booth School of Business; author of Misbehaving and coauthor of Nudge


“Cynical and exceptionally witty, this book shines a light into the unlit corners of finance. After a lot of laughs, I walked away with a less distorted view of reality.”


       —Shane Parrish, CEO of Farnam Street Media


“Jason Zweig is a journalist known for his wise investment counsel. But he also has a wicked wit, which is on full display in The Devil’s Financial Dictionary. A fun romp for those who don’t take themselves too seriously.”


       —Michael J. Mauboussin, head of global financial strategies, Credit Suisse; author of The Success Equation and Think Twice


“Fun, interesting, irreverent, and well-informed, Jason Zweig scores again. You’ll laugh and cry—and send copies to your friends.”


       —Charles D. Ellis, founder, Greenwich Associates; author of Winning the Loser’s Game: Timeless Strategies for Successful Investing


“Finally, in language every investor can understand, The Devil’s Financial Dictionary lays waste to the hubris of Wall Street. The definition of INDEX FUND should be read over and over again.


       —Gregory Berns, distinguished professor of neuroeconomics, Emory University; author, Iconoclast and How Dogs Love Us


“I tried to write definitions wittier than Jason Zweig’s but couldn’t. Instead, I laughed, chuckled, and chortled through the book. I bet you will too.”


       —Meir Statman, professor of finance, Santa Clara University; author of What Investors Really Want
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For my father,


who knew everything,


including when not to be cynical.

















INTRODUCTION:INTRODUCTION:


DID THE DEVIL MAKE THEM DO IT?DID THE DEVIL MAKE THEM DO IT?


WE ARE LIVING IN A LATTER-DAY GILDED AGE, AND MUCH of what glitters is fool’s gold.


Millions of ordinary investors lost trillions of dollars when stock and bond markets crashed in 2008, largely because the world’s biggest banks, brokerages, and other financial companies gorged on reckless risks. Like Mr. Creosote, the character in Monty Python’s The Meaning of Life who shovels mountains of food down his gullet until he explodes, Wall Street refused to acknowledge that enough was enough. After stuffing themselves and their clients full of dodgy mortgages at bogus prices with shoddy assertions of safety, many of the world’s biggest banks toppled when housing prices fell.


Meanwhile, financial executives whose irresponsible policies and slipshod oversight contributed to the collapse nevertheless earned—and kept—billions of dollars in bonuses, stock options, and other forms of incentive compensation. Many of them are still basking in baronial splendor, apparently unscathed even by the pangs of guilty conscience.


During the first Gilded Age of the late nineteenth century, the great American satirist Ambrose Bierce assembled his masterpiece, The Devil’s Dictionary. Born in 1842, largely self-educated, a Civil War veteran who had come face-to-face with Satan on the battlefields of Shiloh and Chickamauga, Bierce was a ferocious enemy of euphemism, hypocrisy, and muddleheaded thinking. His dictionary, which he wrote in installments over the course of decades and finally published in book form in 1906, scoured the artificial gleam off nearly every institution and pretension of that opulent era.






[image: “The Fat Kitchen,”...]








[image: ]


“The Fat Kitchen,” Pieter van der Heyden after Pieter Bruegel the Elder, engraving, 1563. RIJKSMUSEUM


As a financial journalist since 1987, I don’t believe that Wall Street is evil. (I use “Wall Street” as a synonym for the financial industry, wherever it is situated.) There’s no doubt that a minority of people in finance knowingly defrauded the public. But inattention, complacency, and overconfidence contributed far more to the financial crisis than dishonesty did. The thousands of people I have met over the years in banking, investment, and finance are predominantly honest, hardworking, decent, generous, and intelligent. And, fortunately for them if they read this book, they can laugh at themselves.


But, like most human beings, people in the financial industry are better at rationalizing than at being rational. Even as they are skidding down the slippery slope of putting their own interests first, they can readily justify every action as being in the service of a higher calling. It becomes much easier to fool other people once you have fooled yourself into believing that what you are doing is right—and, as the physicist Richard Feynman warned, “You are the easiest person to fool.”


If investors are to be partners instead of pigeons, they must master the many ways in which Wall Street uses language to conceal rather than reveal information. Every profession is a conspiracy against the laity, and every profession’s jargon is meant to confuse and exclude those who aren’t part of the guild. Turning words inside out to make them mean the opposite isn’t unique to Wall Street; it is the hallmark of the lingo in many fields, as personified by the Ministry of Truth in George Orwell’s novel Nineteen Eighty-Four.


But rarely is so much at stake in the clear understanding of language: if you find yourself fooled by Wall Street’s gibberish and buy the wrong investment, your dream of a prosperous retirement can be reduced to dust.


So this book seeks to distill the complexities, obscurities, and pomposities of Wall Street into pithy definitions anyone can understand. It is thus a survival guide to the hostile wilderness of the financial markets, where the grammatically challenged motto I once saw emblazoned on the back of a taxi in Sierra Leone is the perfect warning to anyone who tries to invest without understanding the odds: “God Help Those Who Help Themselves.” You cannot help yourself unless you have at least a basic understanding of the claptrap and gobbledygook that dominate the vocabulary of the typical banker, broker, or financial advisor.


The definitions here cover a wide range of business and financial knowledge, from accounting and corporate finance to behavioral economics, investment management, and technical analysis—everything that an intelligent investor or consumer of business information would want to know.


A few themes run in common through many different entries:


       [image: ][image: ]      Luck, uncertainty, and surprise are the most fundamental physical forces in the world of investing. Wall Street’s communications with the rest of the world are often designed specifically to deny the power of these forces.


       [image: ][image: ]      The denser the jargon, and the more polysyllabic the terminology, the more likely someone is hiding something from you. Words like algorithm and proprietary and quantitative are meant to lull listeners into a kind of befuddled surrender. (Throw them together to get proprietary quantitative algorithm and you have a phrase that you can launch at the brain of a novice investor like a barrage of heavy artillery.) The way to a man’s heart may be through his stomach, but the way to pick an investor’s pocket is through the ear.


       [image: ][image: ]      The financial past doesn’t repeat itself exactly, but it rhymes. Human nature never changes, no matter how vociferously someone tries to tell you that this time is different. Fads come and go, but fees are forever. On Wall Street, everything has been tried before. Whatever it is, it will almost certainly turn out the same this time as last time.


       [image: ][image: ]      Sooner or later—often sooner than anyone expects—what has gone up will come down. Likewise, whatever has gone down will rise again, typically when the experts least expect it to.


       [image: ][image: ]      Wall Street sells stocks and bonds, but what it really peddles is hope. The investing public wants to believe in magic, and the financial industry profits from staffing an endless parade of people who claim to know the future and to be able to perform miracles. Whatever you do, don’t follow the procession.


       [image: ][image: ]      Achieving financial success isn’t about defeating professionals at their game. It’s about achieving self-control, so you can step back from both the euphoria and the despair that alternately seize the financial markets every few years.


Throughout his Devil’s Dictionary, Ambrose Bierce sprinkled poetry, proverbs, and anecdotes attributed to imaginary characters with such peculiar names as Mumfrey Mappel, Hassan Brubuddy, Apuleius M. Gokul, Dr. Jamrach Holobom, and a prolific Jesuit poet christened Gassalasca Jape.


In the same spirit, The Devil’s Financial Dictionary also includes flights of fancy that are set off from the rest of the text by a red [image: ][image: ]. I made up these people and their words; they aren’t real, I swear.


Like Bierce’s entries, the definitions presented here should not—quite—be taken as literally true. But most of them are very close; no matter how cynical you are about Wall Street, you aren’t cynical enough. And the Devil must know his way around the financial world, because every once in a while it does his bidding.
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AAA, adj. Traditionally pronounced “triple-A”—but, more recently, “AAAAAAAAAAAAAAAAAAAAGH!”


AAA is a grade assigned to a SECURITY by a RATING AGENCY such as Standard & Poor’s, Moody’s, or Fitch, indicating that it is “highest quality” and has “the lowest expectation of DEFAULT risk.” Even so, in 2007–2009, thousands of securities rated AAA turned out to be lowest quality with the highest default risk. In the first three quarters of 2008, more than 11,000 issues of AAA-rated mortgage-related securities had their ratings abruptly downgraded. The prices of many fell 70 percent or more; investors lost hundreds of billions of dollars.


See also CREDIT RATING.


ACCOUNT, n. The money you have at a brokerage, investment advisor, bank, or other firm, subject to continuous and sudden change from income, profits, losses, and fees. The firm will use a monthly or quarterly ACCOUNT STATEMENT to call maximum attention to the income or profits while minimizing or disguising the losses and fees.


The word has several alternate meanings. “To account” is to tell a story, particularly in order to justify one’s actions. “To call to account” or “bring to account” means to make a steward responsible for what has happened, especially if the outcome was harmful. “The final account” is God’s ultimate rendering of justice on the Day of Judgment.


The first of those alternate meanings is retained in the modern financial usage of “account.” The others have conveniently been forgotten.


“Account” is also a slang term for CLIENT:


[image: ][image: ] “This gentleman is my best account,” said Moe DiNero, a wealth manager at the brokerage firm of Blitz, Baum & Newcombe in Eureka, California, pointing to a name on his computer screen. “I earn more fees off him than I do off anybody else.”


ACCOUNT STATEMENT, n. A document from a bank, brokerage, or investment firm that is designed to be incomprehensible to CLIENTS, thereby preventing them from asking impertinent questions like “Who set my money on fire?” You might be able to recognize your balances and recent transactions on an account statement, although that will be easier if you earn a PhD in cryptography first.


ACCUMULATE, v.; ACCUMULATION, n. A term often used by ANALYSTs to recommend a stock without uttering the word “buy,” thereby enabling them to duck at least some blame if the stock later collapses.


[image: ][image: ] “Why did you recommend buying Vertiginous Corp. at its all-time high?” asked an angry client. “I lost 88 percent in a week!”


Kent B. Thoreau, a senior analyst at the brokerage firm Schmutz, Garbisch, Dreck & Pugh, responded calmly, “I didn’t recommend buying it, I recommended accumulating it.”


ACQUISITION, n. A transaction in which one company pays too much to buy another.


As Warren Buffett wrote, “If a CEO is enthused about a particularly foolish acquisition, both his internal staff and his outside advisors will come up with whatever projections are needed to justify his stance. Only in fairy tales are emperors told that they are naked.”


ACT, v. What a financial market supposedly does, as if it were a living creature with a sense of self and volition. Traders and market analysts will say “the market isn’t acting right,” or “the market is acting like it wants to go up no matter what,” or “the market is acting nervous.” Research led by Michael Morris, a social psychologist at Columbia University, shows that investors are more likely to expect a market trend to continue when stock-price changes are likened to physical actions.


Such active images as “the Dow fought its way upward today” or “the market broke free and climbed higher” impart a power of their own. People are inherently excited by motion—especially when it is described in terms familiar from our social interactions. Depicting a financial market as an athlete sprinting, leaping, and cliff diving makes news coverage much more exciting than a droning flux of numbers.


And the belief that markets “act” is centuries old. In seventeenth-century Amsterdam, stocks were called actie, or “actions,” and a trader was known as an actionist; in France, traders were called actionnaires.


That doesn’t make the belief valid, however. A market that is “leaping up 20 points” might seem more likely to keep going up than a market that “has gone up 20 points,” but it isn’t. Millions of traders are squaring off, and no one can sell unless someone else is buying. The stock market isn’t a unified force and doesn’t act in unison; it is a mechanism that enables people with opposing opinions to put a price on their differences. Investors should therefore ignore any verbs used to describe how the market is “acting.” Instead, ask how large the price change is in percentages. Chances are, a leaping or surging or racing or plunging or collapsing or diving market has barely moved by even 1 percent.


ACTIVE, adj. A stock is active when trading is high—typically generating wealth for the brokers who execute the trades and destroying it for the people who request the trades.


PORTFOLIO MANAGERs are active when they seek to beat the market by identifying the best investments and avoiding the worst. To do so, the managers study the investments so exhaustively that by the time they understand them, the information has become outdated and they have to sell them. That takes most managers approximately one year and costs investors 1 percent to 2 percent of their wealth annually.


Several studies have shown that if active managers did nothing all year, they would increase their performance by approximately 1 percentage point. Thus, fund managers would likely improve their performance if they went on a yearlong vacation on January 1 or replaced themselves with potted ficus trees. But it isn’t easy to market yourself that way, so active managers persist in destroying wealth instead of creating it—at least for their clients.


See also FEE; PORTFOLIO TURNOVER; RESEARCH.


ACTIVIST, n. Known as “holdup artists” in the 1920s and “corporate raiders” in the 1980s, these agitators seek to profit by shaking up an underperforming company, typically by buying a large block of shares and then demanding that DIVIDENDs be raised, assets sold, or MANAGEMENT fired. Now that pension funds and other SOPHISTICATED INVESTORs back their efforts with billions of dollars, these dealmakers go by the more dignified name of “activists.”


AFFINITY FRAUD, n. A financial crime committed by someone with an affinity for doing terrible things to his friends, as when a crook promotes a bogus investment to members of his church, social club, ethnic group, or other close-knit community. They trust him because they know him so well. In return, he trusts them not to notice that he is stealing their money.


ALGO, n. Short for ALGORITHMIC TRADER or ALGORITHMIC TRADING, in which computers substitute the risks of mechanical, electronic error for the risks of human, emotional error. Much of the time, that is an improvement, but when it goes wrong it can lead to a FLASH CRASH. Using the tools of HIGH-FREQUENCY TRADING, algos buy and sell automatically, at high speed and often in tiny increments, roving from market to market, moment to moment, to sniff out the best price. An order to sell 10,000 shares, for instance, might slice that block into tiny pieces, selling 47 shares at the New York Stock Exchange at 10:01:52 A.M. for $37.88, 56 shares at the NASDAQ exchange at 10:01:53 A.M. for $37.89, and so on. The algo will continue the instruction to sell until all the shares have been liquidated, which could take anywhere from a few seconds to a few days. If all the algos sell at once, however, trillions of dollars may be torched in a matter of seconds.


ALLIGATOR SPREAD, n. A trade in the OPTIONs market that generates such carnivorous commissions that the person who places the trade stands no chance of making a profit. (Related terms are Acapulco spread, Midas spread, and Cadillac spread, all nicknamed for their ability to fund lavish spending by the broker who earns them from clients.)


ALPHA, n. Luck.


Technically, alpha is the excess return over a market INDEX, adjusted for the risk that the PORTFOLIO MANAGER incurred to achieve it. Used as a synonym for skill, alpha is in fact nearly always the result of random chance:


[image: ][image: ] “We bought Mongolian mortgage-backed securities when other investors had decided that the market for yurts would collapse,” said Ivana Butler, an analyst at the investment-management firm Bosch, Tosh & Mullarkey in Boston. “But an outbreak of botulism among camels and yaks sent the yurt market higher, driving up the price of our bonds. This is only the latest example of the alpha-generating research process that enables us to outperform.”


AMORTIZE, v. To liquidate or eliminate a debt through periodic payments; also, to spread an expense evenly across a period of time until it goes to zero. Rooted in the Latin mortuus, meaning “dead,” to amortize means literally to kill. Even brain cells can be amortized when the effects of time on money are described:


[image: ][image: ] “Yes, 5.75 percent might seem like a lot to pay up front for a mutual fund,” said Hannah Dover, a financial advisor at the Chicago-based brokerage firm Stoneham, Black & Blue. “But when you amortize that over the next twenty-five years, it’s only 0.23 percent per year, which is a bargain price for access to my advice for the next quarter of a century.”
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Detail from a thirteenth-century English illuminated manuscript. THE BRITISH LIBRARY


AMPHIVENA, n. Also: AMPHISBAENA, n. An obscure mythical creature long believed to exist only in ancient and medieval bestiaries, the amphivena has one head at the end of a long neck and another at the end of a long tail. Far from being imaginary or extinct, the amphivena has materialized, in the modern era, as those “on-the-one-hand-on-the-other-hand” creatures known as ECONOMISTs and MARKET STRATEGISTs.


The amphivena is traditionally described as being able to move both forward and backward, or to rock back and forth on its round stomach. Fortunately, the amphivena most often strikes out at itself. The creature was often portrayed with one head gnawing away at the other, or with neck and tail entangled in dubious battle with each other—postures familiar today to anyone who has watched an economist or market strategist being interviewed on television.


ANALYST, n. A purported expert on a company who in theory estimates its value by breaking it down into its constituent parts but in practice functions as a salesperson and cheerleader.


[image: ][image: ] “We think CyberSushi will earn $1.43 per share this quarter,” said Rosie C. Nareo, an analyst at Merck, Mudd, Marsh & Meyer, a brokerage firm in Muscle Shoals, Alabama, who follows the fast-growing company, which distributes raw fish over tablet computers. “I talk almost every day with management, and I’ve never heard them so optimistic.”


ANCHORING, n. A mental shortcut, or HEURISTIC, that automatically seizes upon a readily available number, no matter how irrelevant, as the basis for estimating a value or probability, thus stopping the human mind from wandering too far in search of new evidence. In one common form of anchoring, analysts often set “price targets” far above or below the market price of a security. The numbers then lodge in the mind of any investor who encounters them, serving as anchors to drag expectations toward them, regardless of how ridiculous they are.


[image: ][image: ] In an appearance yesterday on the financial television network CNBS, analyst Gilda Lilly of the Atlanta investment bank Fuller Bologna said, “We think SnapAppCapp could be worth $1,000 a share six months from now.” SnapAppCapp Corp., the company that enables teenagers to send and receive text messages through their baseball caps, recently traded around $150. “You’d have to be crazy to think it could go up that much,” said Roland E. Dice, an individual investor in St. Louis, Missouri, who says he “plays” the market. “I mean, sure, maybe it could, like, double from here. That’d be only $300. But $1,000? That’s absurd.”


ANNUAL MEETING, n. A yearly gathering at a hotel serving bad food and stale coffee, somewhere near an airport, at which the company’s management gilds its results and pretends to listen to the wishes and grievances of the people who own the company.


ANNUAL REPORT, n. A yearly embellishment of a company’s financial condition, featuring glossy pictures of smiling employees and customers, burnished images of the company’s goods and services, and many pages of financial information presented to be as opaque and confusing as possible. The detailed version of an annual report, the 10-K, is more useful: its footnotes often explain how a company is trying to hide its accounting shenanigans.


As Peter Lynch, the renowned manager of the Fidelity Magellan Fund, wrote, “It’s no surprise why so many annual reports end up in the garbage can. The text on the glossy pages is the understandable part, and that’s generally useless, and the numbers in the back are incomprehensible, and that’s supposed to be important.”


In the nineteenth century, corporate bylaws often forbade outsiders from even examining the financial statements of the companies they invested in. Not until 1933 did the New York Stock Exchange require listed companies to have their annual financial statements prepared by an independent auditor. The history of companies hiding or cloaking the facts is much longer than the history of them disclosing it, so no investor should be surprised at the opacity of any annual report.


ANNUITY, n. From the Latin annuus, or yearly; an investment that often provides a regular annual income for its buyers but always does for its sellers.


ANOMALY, n. An investing strategy or valuation technique that generates a higher return than the market without obviously higher risk and thus cannot be explained in the context of EFFICIENT MARKET HYPOTHESIS. The JANUARY EFFECT is one example. Every year, several new anomalies are trumpeted in articles published in academic journals. Soon after the results of their past outperformance are published, anomalies tend to begin underperforming—partly because of REGRESSION TO THE MEAN, partly because new money rushes into the approach and eliminates any remaining potential for extra return, partly because flesh-and-blood investors incur taxes and trading costs that a professor’s spreadsheets never have to pay, and partly because the results might have been nothing but a statistical fluke.


As the Nobel Prize–winning economist Merton Miller put it, “Above-normal profits, wherever they are found, inevitably carry with them the seeds of their own decay.”


Anomaly derives from the ancient Greek for “irregular” or “uneven”; investors should bear that original meaning in mind whenever they consider investing on the basis of an anomaly.


APOLOGY, n. In the real world, an admission of culpability and remorse for an action that harmed someone else, typically followed by an attempt to right the wrong and a commitment not to repeat it; on Wall Street, a declaration that other people did something wrong and that any resulting harm was caused by circumstances beyond the bank’s control. A Wall Street apology always purports to take responsibility, but usually omits contrition, shame, a desire to make good on what went bad, or the willingness to make sure the same behavior never happens again.


[image: ][image: ] In testimony at congressional hearings today, Manuel B. Schacht, chief executive of Bellow, Blair, Howell, Huff & Bragg, the investment bank, apologized for the $794 billion in losses his firm incurred on securities backed by the value of beachfront property in the Central African Republic. “I accept full responsibility for what happened, and as a firm we deeply regret the inconvenience that investors and taxpayers have experienced,” said Mr. Schacht.


He added: “The worst of the suffering, however, will be borne by our own employees, who must forgo their future bonuses and search for work elsewhere while bearing the stigma now so unfairly attached to our firm. It is important for policymakers and the public to recognize that, while mistakes were made, these losses were triggered by events beyond our control.”


ARM’S LENGTH, adj. Purportedly executed on the same terms that would have applied if the two sides in a negotiation or deal had no affiliation with each other. For example, a company may hire one of its retired executives to do consulting work in an “arm’s-length transaction.” Whether the terms are fair depends largely on whose arm is longer.


ASSET ALLOCATION, n. The art—and purported science—of choosing how much money to divide among which ASSET CLASSes. Assets with low CORRELATION tend to offer divergent patterns of risk and return, so an intelligent asset allocation consists of holdings that go up and down at different times and rates. You should welcome owning assets that lose money some of the time, because they are likely to end up making money when your other holdings go down.


Asset allocation accounts for the vast majority of the differences in results among investors, dwarfing other factors such as exactly which securities they buy, or when they buy or sell. However, instead of using math or logic to determine a recommended asset allocation, many financial advisors use guesswork or promote whatever has been hottest lately.


Almost no advisors recommended an allocation to gold in 1999, when the precious metal had lost money for two decades. By 2011, when gold had tripled over the previous five years, many put at least 10 percent of their clients’ assets in it—right before it collapsed.


Similarly, a presentation to the prestigious Institute of Chartered Financial Analysts in 1986 recommended that a “conservative investor” with $100,000 allocate as much as 15 percent to limited partnerships. Why? Data full of BACKFILL bias and SURVIVORSHIP BIAS showed that real-estate partnerships had earned an average of 13.2 percent annually over the previous fifteen years, twice the return on stocks. Over the ensuing decade, however, most limited partnerships ceased to exist.


Whenever you consider a recommended asset allocation, ask which of the asset classes have low historical returns. If none of them do, you aren’t being assigned an asset allocation. You’re being invited to chase whatever is hot—most likely right before it’s not.


ASSET CLASS, n. A category of investment offering its own distinctive risks and rewards, with low CORRELATION to other investments. Bonds, for instance, tend to do well when stocks do poorly, and vice versa. Commodities also tend to zig when stocks or bonds zag.


Not all asset classes are always worth owning, however, and not everything proclaimed to be an asset class is sufficiently distinctive to be one (see HEDGE FUND). If a “new” or “alternative” asset class costs a lot more to own than traditional categories like stocks and bonds, it probably won’t turn out to have durable value.


ASSET GATHERING, n. How brokers, financial advisors, and portfolio managers describe what they do when no one else is listening. In plain English it means: “grabbing all the money we can with both hands from as many customers as possible so we can earn more fees for less work.”


AUDITOR, n. In Latin, “one who hears”; in English, also one who obeys. All too often, accountants approve a company’s financial statements exactly as the company’s management wishes them to be presented.


[image: ][image: ] “It’s our job as auditors to do whatever we can to ensure that a company’s financial statements are presented fairly and accurately,” said Seymour Billings, a partner in the Chicago office of the accounting firm of Tinker Hyde Alter & Berry, on a recent visit to one of his largest clients, a retail chain. “We’re not policemen or fraud detectors,” Mr. Billings added, while in the adjacent building, employees of the retailer loaded filing cabinets full of financial records into a garbage truck.


AVAILABILITY, n. A mental shortcut, or HEURISTIC, that leads people to judge the frequency or probability of events by how easily examples spring to mind. The vividness of rare events can make them seem more common and likely to recur than they are. Flying is among the safest ways to travel, but on the rare occasions when an airplane does crash, the fireball on the runway is broadcast worldwide and burned into the brain of everyone who sees it.


Market crashes are rare, too, but the spectacular damage they cause is also seared into the collective unconscious. That leads many investors to miss out on the gains stocks can generate during the surprisingly long periods between crashes.


The vast majority of initial public offerings (see IPOs) fail to outperform the market, but it takes only a few spectacular successes like Google to create the illusion that investing in IPOs is the road to riches. The vividness of huge gains on one stock makes such profits seem more probable than they are. See also NEXT.


AVERAGING DOWN, v. To buy a stock or other asset as its price keeps dropping—an action widely ridiculed, often by speculators who bought the same asset at twice the price and have already lost their shirts. However, assuming you have calculated a MARGIN OF SAFETY, you should be willing to buy more as the asset falls in price; it is, after all, getting cheaper.


OEBPS/images/common1.jpg





OEBPS/images/line.jpg





OEBPS/images/halftitle.jpg
THE DEVIL’S
FINANCIAL

DICTIONARY





OEBPS/images/f0007-01.jpg





OEBPS/images/fviii-01.jpg





OEBPS/images/title.jpg
THE DEVIL’S
FINANCIAL

DICTIONARY

JASON ZWEIG
131

B [
PublicAffairs
New York






OEBPS/images/common4.jpg





OEBPS/images/9781610396066.jpg
FINANCIAL
DICTIONARY

of

JASON ZWEIG






OEBPS/images/common.jpg





