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			Advance Praise for The Secret of Directional Investing

			“Where the business climate and the political climate come together, opportunities are to be found—and when the subject is political and economic climate change, James Pinkerton knows which way the winds are blowing.”

			—Michael Lind, author of Land of Promise: An Economic History of the United States

			“Jim Pinkerton, widely reputed to be the smartest man in Washington, has always had an uncanny ability to see around corners. Now future-minded readers can profit from Pinkerton’s boundless curiosity, voracious reading, brilliant synthesis, and visionary insight. And despite the book’s unflinching prediction that Red America and Blue America are becoming opposed and incompatible tribes, there’s comfort in the conclusion that the country ultimately can live with its differences—and that wise investors will reap benefits from the new national arrangements.” 

			—Geoffrey Kabaservice, Vice President for Political Studies at the Niskanen Center

			“If America remains in a hopelessly polarized Blue State, Red State American condition today, is a rapid destructive decline inevitable? In his new book, The Secret to Directional Investing, Jim Pinkerton boldly demonstrates how America remains a land of unique opportunity—as a result of its diverse opinion, population and unique constitutional system. If we direct our divergent perspectives toward more creative entrepreneurial targets. Our differences may actually uncover dramatic, exponential breakthroughs in healthcare, energy, education, longevity and prosperity instead of wasteful destructive debate.”  

			—Clara Del Villar, Founder, CEO Schola Labs

			“Drawing from an entertaining mix of popular culture, history, technology, and public policy mayhem, Jim Pinkerton’s new book will shock and delight its readers. Pinkerton delivers an insightful, forward-looking view of the forces shaping America and its future. You don’t want to be the last person to read this book!” 

			—Jim Carter, past appointee to senior positions at the  White House National Economic Council, the Departments of Treasury and Labor, and the Senate Budget Committee
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			Introduction

			Every Dollar Tells a Story

			Big money comes from big things. The bigger the inflection point, the bigger the return. The more delta, the more alpha. Big deltas, and their big alphas, come in two categories: those that can be observed, and profited from, and those that can initiated, and profited from. Either way, the trend is your friend. The distinction is whether it’s a trend one is content to spot, or a trend one helps to shape. Both modes—passive and active, trend-spotting and trend-shaping—can make money. Yet trend-shaping is potentially more lucrative. There’s no better way to get on the ground floor than to build the ground floor. And there’s no better way to deal with change than to shape it yourself. The Romans weren’t kidding when they said, Audentes Fortuna luvat. Fortune favors the bold.

			The first half of this book concerns trend-spotting. That is, seeing the cultural and political trends that shape the economy, pointing to opportunities for business and investors. We will include capsulized historical points on how consequential trends came to be, and how they might arise again. Because, after all, no trend involving human beings ever goes away completely. If it happened once with human nature, it will happen again, albeit in some new form. All the more reason to be able to recognize the historical traces, so as to quickly profit from the reemerging pattern.

			The second half concerns trend-shaping. That is, the political factors that can shape the economy, leading to opportunities for business and investors. Trend-shaping is, of course, more difficult. But just as we most admire that which is hard to do, we most profit from that which is hard to do. The last chapter points to ways of using the political process to put positive investment trends in motion. In fact, the reengineering of American politics is itself an investment opportunity.

			Directional Investing is the realization that cultural and political trends drive investments, and that those trends can be shaped, not just spotted.

			Yet there’s an even larger point to be made. Money is a thing of value, and people care about things of value. Yet because money is all around us, its motion is often as indistinct as water is in water. So if we take time to discern its currents, we see that money has an interesting past, and a compelling future. Some will say, of course, that money is just fiat currency—cheap metal, or paper, or electrons—not in and of itself worth anything. And they’re right. But that makes money all the more interesting, because the tale of how something with no intrinsic worth comes to be worth a lot is, by definition, quite a tale. What forces were put in motion, giving force to the fiat? How did people come to accept it? What’s the legal and political framework that enables people to invest money to gain wealth, and to enjoy that wealth? The answers to those questions have to be juicy: sagas of ideas and politics, of power and even violence.

			What a long strange trip it has been, and will be. How does wealth compound? How do investors plan, and strive, to make their nest egg grow bigger? What has to seem true to give an investor hope? What has to be true to make an investment succeed? Every dollar tells a story of great expectations, realized, or not. So we’ll examine scenarios—ones that have happened, are happening, and could happen—especially if they were to get a friendly boost. For sure, we’ll look at the investment boost that comes from the lift of a driving dream.

			As we gaze out at the moneyed horizon, we see how imagining stakes out the future. If we can envision it, we can invest in it. Along the way, we’ll gain new perspective on our work, greater purpose for our wealth—and make the world a better, richer, place.

			This is Directional Investing.

		

	
		
			Chapter One

			Envisioning Las Vega$

			Nevada, Enterprise Zone

			On March 19, 1931, with the stroke of a gubernatorial pen, Nevada’s economic trajectory changed—it moved sharply upward. The state legalized all gambling. Nine decades later, Nevada’s population has grown from less than 100,000 to nearly 3.2 million.1 In 2022, the state boasted gambling revenues of $14.8 billion, up more than 10 percent from the previous year and up from virtually nothing in 1931.2 In 1930, “160 acres-near town-fronting on Los Angeles highway” sold for $75 per acre.3 Today that highway is known as the Strip, and a single acre there has sold for as much as $40 million.4 Great fortunes have been made, including that of the late casino owner Sheldon Adelson, whose wealth peaked at $38.5 billion.5 In fact, in 2022, an estimated seventeen billionaires lived in Nevada.6 To be sure, not all those fortunes can be solely attributed to gambling. But most of that wealth comes, directly or indirectly, from “the green felt jungle.”7

			The legal inflection point, back in 1931, was the pen stroke of Nevada’s governor, Fred Balzar. Actually, it was two strokes of his pen that changed the state’s destiny. The governor signed two bills sent to him by the legislature—one to legalize “wide open” gambling, and the other to ease divorce. In the words of historian Michael Green, “The 1931 legislative session proved to be the most important in Nevada’s history. Its members passed two laws that…changed Nevada’s economy and society.”8 According to another Nevada historian, Russell Elliot, the two acts “were directed, at least in part, toward increasing the state’s economic potential.” Hmm. There’s that word, directed, close to directional. Elliott continues, “Although gambling was not a large producer of revenue in the 1930s, nevertheless it was in that decade that the foundation was laid for developments which ultimately made gambling the state’s prime industry.”9

			Some historians say that Nevada’s legislative moves were just in keeping with the libertarian ethos of the frontier. Others say the legislature was bribed by gangsters in Chicago, notably, Al Capone and Murray “The Hump” Humphreys. Of course, both theories can be true. And neither theory argues against a third explanation—that Nevadans had a vision. A vision of their state letting the good times roll, making money along the way.

			Interestingly, of the two new laws enacted in that hinge year of 1931, the most immediately impactful was the change in divorce laws, shortening the residency requirement for a divorce to six weeks. In those days, in much of the country—including the then-largest state, New York—divorce was hard to get, sometimes impossible. And so it oftentimes made sense for would-be divorcers to establish a legal residence of convenience in a state with laxer laws, such as Nevada, which in 1915 had cut its residency requirement from a year down to six months. Allowing divorce-seekers to end their marriage this way was a tourist-trappy form of economic development.

			In fact, in this “divorce-trade war,” Nevada found itself in a competition with two other states possessed of the same idea, Arkansas and Idaho. So in 1927, the Nevada legislature cut the state’s residency requirement in half again, to a mere three months. A cartoon in the New York Herald Tribune that same year captured the dynamic. It shows a prospector exultantly throwing gold coins in the air as he stands next to a sign reading “New Divorce Law”; the caption reads “Another Gold Strike in the West.”10 And in 1931, the requirement was cut again. George Cukor’s 1939 movie The Women, starring Joan Crawford, Joan Fontaine, and Norma Shearer, among other females, tells the tale of would-be divorcees decamping to Reno, spending good money during their six-week stint. Yet Nevada’s comparative advantage as a “divorce enterprise zone” petered out in the middle of the last century, when other states made divorce easier, obviating the need for a Nevada sojourn.

			So it’s been gambling (Nevada officials prefer to call it “gaming”) that has been the longer-lasting economic driver. At the time of that wide-open legalization in 1931, the population of Las Vegas was a mere 5,000. Immediately after the law changed, small gambling hubs opened up (or at least made honest establishments of themselves). But the Depression and World War II got in the way of major development. After the war, in 1946, Los Angeles mobster Bugsy Siegel debuted the Flamingo Hotel. To add to the glamor, Siegel imported Hollywood types such as George Raft. The Flamingo was a leap far beyond the sawdust of Cowboy Vegas. According to one account, Siegel had a vision.

			“He would become the greatest impresario of gambling in America. He would erect the largest and most luxurious gambling casino in the world. It would not be just a casino, but a plush hotel as well, with a night club, restaurant, bars, swimming pool, exotically landscaped grounds, and the finest service imaginable. He would, above all else, become legitimate. So legitimate that “no FBI man can ever as much as lay a finger on my shoulder.”11

			Budgeted at $1.5 million, the Flamingo cost $6 million, and customers valued every penny. Of course, Siegel was still a gangster, and so even if the FBI couldn’t touch him, his fellow hoods could. Accused of skimming, he was rubbed out in 1947. Yet even post-Bugsy, the state’s course was clear. “The rise of gambling and tourism,” historian Green writes, “exploited people’s weaknesses and belief in their luck, but also exploited prosperity elsewhere to create wealth for Nevada.”12 We can pause over that point—exploited prosperity elsewhere to create wealth for Nevada. That’s the business model of any attraction—to entice people and their money.

			The Long and Winding Road to “Wide Open”

			By now, Las Vegas is regarded as legit and the casinos are mostly publicly traded corporations. And if there’s still a mob vibe, some of that’s marketing sizzle. Yet it’s useful to take a closer look at the long and winding road to “wide-open” gambling, as it speaks to the Directional theme of this book—legal changes have huge financial consequences.

			Long before the White man came to Nevada, Puebloans and other tribes engaged gambling similar to today’s bingo. Such traditional play was little changed by the coming of Europeans. In 1774, a Franciscan missionary, Francisco Garcés, reached the territory of Alta California, and in 1776, Spanish soldiers arrived in Las Vegas, establishing the dominion of King Carlos III. When Mexico won its independence from Spain in 1821, Nevada lands were governed from Mexico City. Then in 1848, after the American military prevailed in the Halls of Montezuma, title to Nevada was transferred to the United States.13 In the nineteenth century, prospectors combing through the earth of what would come to be known as the Silver State loved to gamble as much or more as the natives. Yet in 1861, President Abraham Lincoln put a shadow on that love, appointing James W. Nye as governor of the Nevada Territory. Nye was a stern opponent of gambling, declaring to the territorial legislature, “I particularly recommend that you pass stringent laws to prevent gambling. Of all the seductive vices extant, I regard that of gambling as the worst.” In those days, the main political goal of Nevadans was achieving US statehood. So the legislators, knowing they had to bow down to their federal overseers and their Yankee morals, made gambling a felony.14

			Yet once Nevada had secured its sovereignty as the thirty-sixth state in 1864, the locals set about reasserting their freewheelin’ ways. And in 1931, Governor Balzar clinched the deal. He formalized a protective legal framework around the instinctive impulses of his people. In Directional terms, he spotted a trend, and then shaped it.

			These geopolitical transitions are worth recalling, because each speaks to a turn in Nevada’s destiny. After all, whoever is in charge gets to make the laws. Yet there’s one thing we can say. Once Nevada had become a state, it would enjoy substantial self-determination. And that’s because the US Constitution includes a key feature that will loom large in this book—the distribution and compartmentalization of political power, also known as federalism, also known as states’ rights. As we shall see, this isn’t just arcane history. This is the living, breathing, investing stuff of today’s America. Back in 1788, while championing the ratification of the new Constitution, Alexander Hamilton pledged that state power would be protected under the new national document. “The State governments would clearly retain all the rights of sovereignty which they before had, and which were not, by that act, EXCLUSIVELY delegated to the United States.”15 In other words, the states retain their right to do as they please, unless that right was explicitly surrendered to federal authority—and there’s no mention of gambling in the Constitution.

			Thus Nevada was armored up, legally, to chart its own course on gambling. So when The Chicago Tribune thundered, “Cancel Nevada’s Statehood!”16 Nevadans could shrug. Being secure in their state’s constitutional rights, they didn’t have to worry about a newspaper’s opinion. Indeed, in 1971, Nevada went further in its pursuit of profitable sin. It legalized prostitution in some parts of the state. So the famous wink of an ad campaign made all the more sense—“What happens here, stays here.”17

			As a US state, Nevada has been able to participate in national projects vital to its well-being, including water projects. Nevada is literally the driest state in the union, and it gets the most of its water from the Colorado River, which it must share with a half-dozen other states, as well as Mexico. Without that water, the growth of Nevada, gambling or no gambling, would simply not have happened. (We’ll have much more to say about water in Chapter Twelve.) So we can see, Nevada’s prosperity has been due, first and foremost, to the vision of its entrepreneurs, and yet the state’s success has also been a function of politics. It was intra-state politics that that gave Nevada its libertarian policies.18 And it was inter-state politics that made it effective on such matters as water and, crucially, lenient federal tax rules on casino transactions.19 And yet it was muscular geopolitics that made Nevada a US state, and not a state in Mexico, or potentially a vassal of some other country. For instance, in the popular counterfactual novel-turned-TV series, The Man in the High Castle, Nevada is controlled by imperial Japan, while most of North America is controlled by Nazi Germany. Not a good look for investment, or any other form of freedom.

			Different Strokes for Different States

			Here we might pause to observe that gambling is hardly the only route to riches—and perhaps far from the best. It’s noteworthy, for example, that three neighboring states (California, Oregon, and Utah) have higher per capita incomes.20 Most notably, California, has had its own growth industries, and some of them benefited, too, from a freebooting mentality, involving the de facto legalization of an activity that was closely regulated elsewhere. As Harvard Law School’s Lawrence Lessig recalls, “The Hollywood film industry was built by fleeing pirates. Creators and directors migrated from the East Coast to California in the early twentieth century in part to escape controls that film patents granted the inventor Thomas Edison…California was remote enough from Edison’s reach that filmmakers like Fox and Paramount could move there and, without fear of the law, pirate his inventions.”21 So is this an argument for breaking the law? No. And in any case, the law soon changed. In 1915, the courts ruled against Edison and his camera trust. But by then, the movie biz was anchored in Southern California.

			To be sure, in recent years, Nevada’s growth as a gambling destination has decelerated, as other states have legalized at least some form of gambling. Today, some forty-five states have lotteries, and twenty-nine states host some 474 tribal casinos.22 There have even been plans to put a casino in Manhattan.23 In fact, Las Vegas is now home to just 20 percent of the nation’s casino industry. As one observer puts it, “[C]asino gambling has evolved into a downscale business. Affluent and educated people visit casinos less often than poorer people do.…”24 So it’s no wonder the casinos are working hard to redefine themselves as entertainment destinations. In 2023, The Sphere, a 366-foot high “eyeball,” made its debut. Boasting mesmerizing digital displays on its exterior, its interior seats 20,000.

			In the meantime, Nevada is hardly giving up on its old core business. Mindful that geography can determine prosperity, the state’s casinos have staunchly opposed online gambling; they were happy in November 2022, when the voters of California rejected, overwhelmingly, internet-based betting. As the Vegas newspaper put it, “Nevada will be watching intently to see whether it will continue to draw customers away from California who enjoy betting on games.”25

			Yet just as it had to look beyond the economic value of lax divorce laws, Nevada must look beyond gambling and entertainment. And here it has another economic strength connected to its libertarian culture—its tax differential with other states. Most glaringly, California, just to the west, has the nation’s highest state income tax rate, 13.3 percent—and The Wall Street Journal editorial page argues that it’s even higher than that.26 In competitive contrast, Nevada has no state income tax, including no tax on investment income; it’s one of just eight states in that ultra-low tax category. So heck yeah, Nevada is encouraging people and firms to move across the state line, whether or not they have any interest in gambling. For instance, from 2013 to 2023, manufacturing jobs in Nevada surged by 70 percent, while at the same time, manufacturing jobs in California grew a mere six percent.27 Speaking of California refugees in Nevada, in 2023, movie star Mark Wahlberg announced plans to build a “Hollywood 2.0” in Las Vegas, pledging to create 10,000 jobs. “There’s lots of opportunity for growth here,” the actor said. “And the government, especially our new governor, is really looking for opportunities to create jobs outside of gaming.”28

			Indeed, in May 2023, Nevada reasserted its libertarian stance while at the same time burnishing its status as a lifestyle refuge. The state’s Republican governor, Joe Lombardo, who counts himself as pro-life (that is, antiabortion), nevertheless signed legislation assuring that his state’s authorities would not cooperate with other states that have outlawed abortion and who might be pursuing women who received an abortion in Nevada.29 We can see that across the centuries, Nevada has shown that a free and easy approach to morals brings with it plenty of money. To be sure, other states have done it differently, but this is the life Nevada has chosen.

			Investment Takeaways

			•At the end of each chapter, we will summarize some key investment points. This book doesn’t attempt to figure out exactly which company, or stock, is going to do well. Instead, it offers examples of phenomena and trends that have made money, eyeing lessons about making money in the future. If you can spot the trend, you can follow the trend to success. And if you can help shape the trend, all the better. To those good ends, this author particularly admires the investment-relevant acuity found in three books from the last century: Peter Lynch’s One Up on Wall Street (1989), Alvin Toffler’s The Third Wave (1980), and Daniel Bell’s The Cultural Contradictions of Capitalism (1976).

			•Peter Lynch stands as one of the most successful money managers of modern times. When he took over the Fidelity Magellan fund in 1977, its assets were $18 million; when he retired in 1990, the amount was $14 billion. Anyone who stayed with Lynch for all those thirteen years enjoyed a 29.2 percent annual return.30 In picking investments, he emphasized the power of direct personal observation. Lynch was a great trend-spotters—and then, of course, he put his money where his eyes were. At the same time, Lynch counseled readers to ignore “hot tips” and “can’t miss” touts—including those from investors such as himself—and instead focus on noticing. “Buyers and sellers of any product notice shortages and gluts, price changes and shifts in demand,” he wrote. “If you stay half-alert, you can pick the spectacular performers right from your place of business or out of the neighborhood shopping mall, and long before Wall Street discovers them.”31 Using this approach, he one-upped his money-managing competition. For instance, Lynch invested in Hanes, maker of L’eggs pantyhose, for the simple reason that women he knew loved the product. He made similar first-hand observations about Apple and Dunkin’ Donuts. It’s hard to beat the insight that comes from actually watching how something operates, year in and year out.

			•The Third Wave, from Alvin Toffler, was journalistically textured and data-rich—more than 500 pages of interviews, anecdotes, and statistics—and yet it was also deeply perspectival. Toffler was a trend-spotter; he spotted the biggest trends. The Third Wave argued that civilization had moved in three waves. The first was agriculture; the second, industry; and now, the third, information. Any reader paying close attention four decades ago would have known much about spotting emerging trends. For instance, Toffler foresaw work from home, in what he called the “electronic cottage,” thereby “telecommuting” to work. As he wrote, “To suggest that millions of us may soon spend our time at home, instead of going out to an office or factory, is to unleash an immediate shower of objections.” And yet, Toffler prophesied, “by the 1990s, two-way communications capability [will have been] enhanced sufficiently to encourage a widespread practice of working at home.” So it was. Furthermore, “[A]s environmentalists and conservation-minded citizens groups battle against the destructive effects of the auto, and oppose road and highway construction, or succeed in banning cars from certain districts, they unwittingly support the transfer of work.” So we would see the “building [of] an intelligent environment, thus revolutionizing the info-sphere as well.”32 Info-sphere, of course, sounds a lot like cyberspace, and the internet. Any investor following the trail of those digital bread crumbs was likely to reap a reward.

			•The third book, The Cultural Contradictions of Capitalism, from Daniel Bell, was a more scholarly tome, befitting a Harvard professor. It described how capitalist abundance was inadvertently subsidizing, and even encouraging, attacks on capitalism and on cultural conservatism. A half-century later, we can see that Bell’s was trend-spotting on a grand historical scale. He anticipated wokeness. And yet to observe the woke trend in the light of Bell’s wisdom, we realize that it is anything but a passing fad. It’s a deep current, akin to past religious and moral movements that convulsed societies and civilizations. And so of course the new thinking will carry some corporations with it, even as other companies array against it. Out of this cultural conflict—a new kind of creative destruction—we’ve already seen winners and losers, with more winning, and more losing, to come. So now to some useful takeaways from this chapter:

			•For those who skipped the Introduction, it bears repeating: Directional Investing is the realization that cultural and political trends drive investments, and that those trends can be shaped, not just spotted. In Nevada, there was a trend to spotted, namely, the innate libertarianism of the population. And then there was a trend to be shaped, the shaping of that libertarianism into an enduring legal and political framework.

			•Liberty is energy. It’s an economic bazooka. Freedom-enhanced geography equals prosperity. At one time or another, jurisdictions as varied as Venice, Luxembourg, Switzerland, Hong Kong, Panama, the Grand Caymans, American Indian reservations, and many others have found some lucrative loophole of liberty—and profitability. The challenge, of course, is to keep it.

			•The corporation, too, is an economic bazooka. While companies operate best in a free environment, firms themselves tend to be tightly structured—that’s how they stay efficient and effective. Even the “loosest” company is still mindful of the bottom line, otherwise, it doesn’t last long. So we see a paradox: freedom flourishes with taut organizations. Anyone familiar with how the gambling industry operates sees this paradox. The casinos are tight as ticks, security-wise. Nobody is more surveilled than a customer, or a worker, on the floor. Indeed, the whole commercial district of Las Vegas is carefully, even zealously, policed. Panhandlers don’t last long near the casinos, and as for homeless tents, fuhgeddaboudit. So the unstructuredness of the state’s laissez-faire approach to good times is, in fact, a purposeful artifact of premeditated legal contrivance. Having fun is safe and easy in Vegas, but that’s because the security guards and cops are so tough. (And yes that’s a lesson for other cities, whether or not they have gambling.)

			•No US state, whatever its economic model, is safe if the larger American nation-state isn’t safe. Nevada has been part of the federal union for more than a century and a half, and that has left it free to prosper. Yet as other, weaker, countries have learned to their sorrow, there’s always a predator lurking nearby, hungry like the wolf. So we might pause over the fate of such formerly free places as Hong Kong and Macau. They might still be rich, but they’re not free, and that has eroded, and will continue to erode, their riches. Hard-nosed international politics also explains why various attempts to carve out an independent country based on libertarian principles have not worked. It’s been tried with Vanuatu in the South Pacific, and in various other islands, oil platforms, forts and sea-steading places.33 So far at least, these tax-haven strategies haven’t been successful. All the more reason to admire Nevada, preserving its independence as a US state, while still enjoying safety within the American nation-state.

			•The experience of Nevada—and every other place where capital has landed, and new wealth has been created—shows that capital, and talent, are always watching, waiting for opportunities to make their move. That’s the near-unlimited economic energy that an investor-friendly polity can harness. Let’s keep some numbers in mind. First, the United States GDP nears $30 trillion. World GDP, $105 trillion. Assets of the US, 150 trillion. Assets of the world, ten times that.34 Big liquidity, bigger leverage potential, and biggest of all is the future potential of properly structured freedom.
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			Chapter Two

			Looking for Luck in All the Right Places

			Where the Black Swans Are

			We’ve seen the positive economic impact of a political vision leading to private sector prosperity. Legalize something customers want, build a sturdy framework around it—and watch the profits roll in. That’s not the only way to make money, but it’s worked for Nevada.

			But okay, not everyone can live in a place where the legislature passes a law that permits a gold rush. Yet still, the Nevada example gets us thinking about the value of being in the right place at the right time. And so if the alpha seeker can’t change the surrounding legal environment, perhaps he or she can change his or her location—move to a better place, with more delta. Go across the ocean, go west. It’s a proven approach. In 1925, movie screenwriter Herman Mankiewicz telegrammed his fellow writer Ben Hecht, then still living in New York City, urging him to come out to Hollywood. Surveying the windfall profits being reaped in the young movie business, Mankiewicz wrote, “Millions are to be grabbed out here and your only competition is idiots.”35

			Of course, the move to a better place doesn’t have to be physical. It can be virtual. In any place, there are clusters of different activity. Some are more lucrative than others. As investors say, the trend is your friend. So it helps to know the trend, and to be where the action is. This idea was expressed by investor/author Nassim Nicholas Taleb in his book, The Black Swan: The Impact of the Highly Improbable. Taleb’s Black Swan is an unpredictable large event—a big delta, up or down. “It is an outlier, as it lies outside the realm of regular expectations,” he writes. “It carries an extreme impact.” Impact, of course, is another way of saying delta, and, hopefully, alpha. Taleb suggests getting close to “some domains—such as scientific discovery and venture capital investments [where] there is a disproportionate payoff from the unknown.” That makes sense, since there’s so much potential energy in science, technology, and venture capital. “The strategy for the discoverers and entrepreneurs is to rely less on top-down planning and focus on maximum tinkering and recognizing opportunities when they present themselves,” Taleb writes. And so, “Try to collect as many Black Swan opportunities as you can.” He concludes, “The reason free markets work is because they allow people to be lucky, thanks to aggressive trial and error.”36 That’s a plan for intentionality within the free market: Be where the Black Swans are. Or, to put it another way, plan to get lucky. And yet with the Nevada precedent in mind, we should realize that arranging for good fortune can take many different forms.

			Planning for Luck

			In his 1944 book, The Great Transformation, a history of capitalist economic development since the Middle Ages, Karl Polanyi was blunt about the beginnings of the economic takeoff, a thousand years prior, writing, “Laissez-faire was planned…the product of deliberate state action.”37 Hmm. To the contemporary ear, planning might sound like bureaucrats and socialism, but then we remember that everyone is in favor of some kind of planning—even if it’s just a plan to mingle with Black Swans.

			The planning that Polanyi described was, as he put it, “embedding” entrepreneurial vitality into medieval realms. Rulers designated fairs, where markets were both legal and protected. Once again, to the contemporary ear, the need to legalize markets might seem strange, because we’re so used to the idea of capitalism. But it wasn’t always this way. During the European Dark Ages, roughly 500 CE to 1000 CE, there was so little safety or order that there wasn’t much travel and commerce—it was simply too dangerous to go beyond one’s hovel or village. In the absence of trade, there was no comparative advantage, not much innovation, unprotected property rights—and so, according to economic historian Angus Maddison, the European standard of living fell sharply.38 Polanyi evokes the spirit of those murky times. “Traditionally, land and labor are not separated; labor forms part of life, land remains part of nature, life and nature form an articulate whole.” Indeed, there was an onus—and likely a hex—on whoever messed with hoary norms. In such a stultifying environment, were a Black Swan to emerge, he or she would likely be regarded as a witch—and we know what happened to witches in ye olden days. Polanyi continues, “Land is thus tied up with the organizations of kinship, neighborhood, craft, and creed—with tribe and temple, village, gild, and church.”39 In that knotted and clotted tangle of reaction and conservatism, there’s not much room for freedom, or for free enterprise.

			Yet then the Dark Ages began to give way to the relative enlightenment of the Middle Ages. Medieval leaders were not exactly libertarians, but many of them came to understand the value of merchants and commerce. And so they carved out space for proto-capitalism. They established, for instance, rules by which itinerant peddlers could operate, being allowed to visit the town, say, once a year. Furthermore, towns could get a charter from the prince to establish a fair. “Scarborough Fair” was made into a hit single by Simon & Garfunkel in 1968, and yet it’s actually a traditional English song bespeaking this economic development. Scarborough Fair received its charter from King Henry III on January 22, 1253. It reads, “The Burgesses and their heirs forever may have a yearly fayre in the Borough, to continue from the Feast of the Assumption of the Blessed Virgin Mary until the Feast of St. Michael.” That is, forty-five days in August and September, a good run for a laissez-faire fair. Strangers were welcome to the town, invited to sell goods “of true worth,” including, of course, as the lyrics go, “parsley, sage, rosemary, and thyme.” Everyone was invited to “sport and play” and to “do all things.”40

			Hmm—“sport and play”…“do all things.” That sounds a bit like Vega$. But just as the casinos of Las Vegas were planned—or, if one prefers, intentioned—by the legalization in 1931, so, too, the good times of medieval fairs were foreordained. “There was nothing natural about laissez-faire,” Polanyi writes, “free markets could never have come into being merely by allowing things to take their course…laissez-faire itself was enforced by the state.”41 One key aspect of enforcement was the simple protection of markets and market-players—no spiteful calling out of the successful for witchcraft. A prosperous economy requires not only the enforcement of contracts, but the literal protection of persons and property. States have hardly been perfect at such legal shielding, of course, but they are usually better than rumormongers and bandits. Over time, helpful legal structures developed, allowing for larger enterprises and even for-profit corporations. This was Polanyi’s Great Transformation, and it was, indeed, great.

			Indeed, once markets are protected, we see the emergence of specialization. Which, as Adam Smith would point out, is the key to surging productivity.42 Yet there was a fateful development here. The emergence of a distinct capitalist class meant splits in the old ways, and that hurt feelings. Some of this hurt is called alienation, as the ancient collective oneness—to be sure, a oneness of poverty—gave way to a new sense of distance, even rivalry. A rivalry that is, pitting the rising bourgeoisie against the old guard of aristocrats, clergymen, and warlords. Later, as capitalism continued to evolve, we saw a new form of alienation—the peasantry becoming the proletariat.

			We can add that around the same time that Smith was arguing for specialization, or separation, as the way to the wealth of nations, the French political philosopher Montesquieu was arguing that separation was the way to the liberty of nations. In The Spirit of the Laws, he wrote that if there is not separation of the executive, legislative, and judicial functions “there is no liberty.”43 We can observe that the American Founders understood that the economic specialization championed by Smith had to be joined with the political separation championed by Montesquieu. Otherwise, unitary tyranny would impose itself. So we can see, the freedom to start a business is linked to the political freedom that comes when power is separated. Indeed, the US Constitution greatly separated power—not just between the three branches of the federal government, but also to the now fifty states. And that’s why Americans are prosperous. And yet as we think about becoming even more prosperous, we see obstacles, including ever-mutating alienation. So if we want to move ahead with greater Directionality, it behooves us to understand these roots of what we will call Anti-Directionality.

			Occam’s Killjoy and the Anti-Directionalists

			The standard of living in the West today is over 1,000 times higher than it was in the Dark Ages.44 Around the world, the percentage of people living in what the World Bank calls “extreme poverty” has fallen from around 70 percent in 1900 to less than 10 percent today.45 Yet even so, not everyone loves markets and capitalism. Some of that hostility comes from the alienation that arose from the splits championed by Smith and Montesquieu. That is, the sense of difference, mixed in, of course, with jealousy. In the 1936 novel Gone With the Wind, Rhett Butler warns the entrepreneurial Scarlett O’Hara, “All you’ve done is to be different from other women and you’ve made a little success at it…That is the one unforgivable sin in any society. Be different and be damned!”46

			We can also observe that capitalism encourages the sort of careful calculation that critics will dub “cold-hearted,” even “ruthless.” In fact, in the long climb up from pre-modern magical thinking, all climbers owe a debt to the English monk William of Ockham (1287-1347). He put forth a new way of thinking that was simultaneously obvious, radical, and far-reaching. Occam’s Razor tells us, Everything else being equal, choose the simplest explanation. Ever since, the Razor has been used to slice away mental frippery and sentimentality, including unprovable dogma and superstition. It’s that sort of impatient, bottom-line approach that makes the Razor so valuable to business people and investors. Even if they’ve never heard of Occam, they know to chop inefficiency and b.s. in pursuit of the bottom line. Yet the Razor is definitely doubled-edged, because plenty of people like frippery, sentimentality, dogma, superstition—and even inefficiency and b.s. They are offended, even angered, when it’s taken away.47

			Back in 1976, Harvard’s Daniel Bell warned that capitalism, in its efficiency—critics called it ruthlessness—would make enemies. As he wrote, “bourgeois society introduced a radical individualism in economics, and a willingness to tear up all traditional social relations in the process.”48 So now we can better see the backlash against capitalism and freedom. We can add that the backlashers are on both the right and the left. On the right, defenders of cultural tradition, however idealized, romanticized, and Tolkeinized. On the left, defenders of economic tradition (the old ways), including Luddism, NIMBYism, and certain retro-socialisms and communisms. Sometimes these backlashers even blend into one another. In 1848, the first Communist, Karl Marx, invoked nostalgia as he sniped at the bourgeoisie, “It has drowned the most heavenly ecstasies of religious fervor, of chivalrous enthusiasm, of philistine sentimentalism, in the icy water of egotistical calculation.”49 Today, it’s sometimes impossible to thresh out the ideologies of the various reactionaries.

			So here we are, enjoying prosperity and liberty both—and yet alienation, even paranoia, strikes deep. So popular culture has produced an endless number of capitalists-as-villains, from Scrooge to Charles Foster Kane to Mr. Potter to Goldfinger to the Ferengi to Gordon Gekko. And the news media, of course, has emerged from popular culture. To be sure, negative images and bad press haven’t stopped capitalists from being capitalists, but it does mean that Oscar Wilde’s jibe, about knowing “the price of everything and the value of nothing,” will be hurled in their face.50 Yes, prosperity breeds its own kind of discontent. People like the money, but they don’t love money-makers (unless, of course, it’s themselves, in which case, it’s completely different).

			Not so long ago, this sort of free-floating hostility to markets and private property manifested itself as socialism or communism. These days, there aren’t many reds around, but oppositional and mutant isms abound, including Anti-Directionalism. These people are numerous and, since, they are, as Bell observes, the fruit of capitalism, they are well-fed, well-educated, and well-placed. They have proven that they can wear down, distort, and even block progress—including the best investments. In the chapters to come, as we describe Directional Investing, we must keep in mind that Anti-Directionalists are always lurking. Finally, in Chapter Sixteen, we’ll consider ways to defeat them.

			Last Point on Swans

			Good investment advice, according to Taleb, is to be near a Black Swan, because perhaps it will turn into a unicorn. And since we can’t all move to Silicon Valley, or to some other high-delta, high-alpha innovation cluster, the question arises, is it possible to attract Black Swans? Is it possible, even to breed them? Or to clone or otherwise manufacture them? The answer is, yes! We can point to history and see where groups consciously set themselves to crank out—breed, one might say—Black Swans. Back in 1626 came the publication of Sir Francis Bacon’s New Atlantis. His was an allegorical tale of a society in which people use their brains to prosper. Bacon envisioned “Salomon’s House,” a permanent laboratory of innovation and application. It was to be, Bacon wrote, “the very eye of this kingdom.” Yet Bacon was no mere fantasist. He was hard-nosed, and compelling, when he wrote “knowledge is power.”51

			Duly inspired by Bacon, the British government established The Royal Society of London for Improving Natural Knowledge. The idea of institutionalizing advancement and prosperity was taking hold, and not just in Britain. As the mathematician-philosopher Alfred North Whitehead put it, “The greatest invention of the 19th century was the invention of the method of invention.”52 In that century, research institutes were created across the world to advance science, not just for the joy of knowing but as conscious instruments of national wealth and military might. One apostle of innovation was Bradley Fiske, who served in the US Navy from 1874 to 1916, rising to the rank of rear admiral. Fiske’s many inventions, not surprisingly, were focused on naval warfare. Some might say, okay, that’s just military stuff. Yet of course, the military is also an industry producing jobs and profits. Moreover, from a macro-investment point of view, we can say it’s a lot better to win wars than to lose them. And in fact, Fiske was a macro-historian. In 1921 he published Invention, the Master-Key to Progress. “Let us therefore utilize all means possible to develop this Godgiven faculty, the chiefest of the talents committed to our keeping,” he wrote. “That way lie[s] progress, prosperity and happiness. How far and how high it may lead us, God only knows; for the resources of invention are infinite.”53 Amen!

			Investment Takeaways

			•Across the past four centuries since Bacon’s New Atlantis, we have seen many different models for Black Swan-making, some public, some private, some in-between. For instance, there was Bell Labs, which flourished from the 1920s to the 1980s. During those decades, it supported the work of eleven Nobel laureates and countless additional geniuses who might have contributed even more. For instance, Claude Shannon, “the father of information theory”—not a bad way to be remembered in this, the Information Age.54 In its glory days, the lab was supported by the profits of monopolistic AT&T, this being the era of Ma Bell. And yet it was more than the pursuit of profit that made Bell a font of tech. Its leaders, corporate as well as scientific, had a sense of mission—the advancement of science, of course, but also the well-being of the US, including American victory in World War II and the Cold War. And yet over the years, appreciation of that mission faded, such that few worried about the lab when AT&T’s monopoly was broken up in 1984. In the aftermath, Bell Labs was downsized and dissipated; in 2007, its last vestige disappeared. There’s no need to overly lament the demise of any one institution. But what is needed, always, is what Whitehead outlined—the permanent idea of invention. That idea needs to be actively fostered. Farsighted investors, contemplating their own future security, as well as prosperity, will wish to replenish the wells of innovation.

			•It’s easy to understand why an investor or entrepreneur would wish to be near a Black Swan, but the larger society needs to be persuaded that the commonweal, too, will benefit from the prevalence of the “Ebon Cygnus.” That takes a political vision embracing the laissez-faire transformation of Polanyi, the scientific vision of Bacon, the economic specialization of Smith, the political separation of Montesquieu, and the intentional invention of Whitehead. If we can put all that together, we’ll have a lot of Black Swans.
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			Chapter Three

			Paradigms of Prosperity

			The Structure of Economic Evolutions

			In the previous two chapters, we’ve considered historical examples of economic development—and profitability. Since their common theme is the power of free markets in a protected setting, let’s connect the two. Let’s recognize that we have identified a paradigm, a mental model—free markets within a framework—of how the world works. A paradigm can be a passive observation or an active creation. Either way, paradigms can be powerful tools for wealth creation.

			The “p” word was popularized by Thomas Kuhn in his 1962 book, The Structure of Scientific Revolutions. In that volume, Kuhn considered past scientific controversies, such as astronomy’s evolving understanding of the solar system. And yet along the way, Kuhn makes the canny—and to this day, somewhat unsettling—point that paradigms can be powerful, even when they are wrong. That is, any paradigm organizes thinking into a framework, and that framework can be positive or negative, depending on the eye of the beholder.

			Kuhn’s point is that while science is “true,” human understanding of science can be as variable as, well, human nature. Happily, in science, the truth eventually sets us free. So we now know, for example, that the earth revolves around the sun. Yet as Kuhn chronicles, the discovery of the truth—the shift from the geocentric (Sun revolves around the Earth) paradigm of the ancient astronomer Ptolemy to the heliocentric (Earth revolves around the Sun) paradigm of Copernicus was not easy. The process was, in fact, intensely political. In Kuhn’s words, the scientific world “is divided into competing camps or parties, one seeking to defend the old institutional constellation, the others seeking to institute some new one.” Kuhn specifically recalls of the sixteenth century: “The state of Ptolemaic astronomy was a scandal before Copernicus’ announcement.” Yes, clinging to the geocentric paradigm, in the face of overwhelming evidence for heliocentrism—that was scandalous intellectual corruption. And that corruption was made all the worse when old-paradigm dogmatists invoked the Inquisition to terrorize “heretics”—such as Galileo, a higher-profile follower of Copernicus—into submission. Yet because astronomy is science, truth wins in the end. By the seventeenth century, the accumulated proof of heliocentrism made geocentrism look ridiculous. That “sense of malfunction,” Kuhn writes, was the “prerequisite to revolution.” Thus the Copernican truth prevailed in one of the scientific revolutions in Kuhn’s title. He wrote, “When paradigms change, the world itself changes with them. Led by a new paradigm, scientists adopt new instruments and look in new places.”55 With its paradigmatic foundation finally set in empirical truth, modern astronomy took flight. Four centuries later, we are still reaping the benefits.

			Yet what happens to paradigms that cannot be proven or disproven? What about those idea systems that are matters of opinion? And those in which one proponent can pick selected facts, or factoids, and another proponent can graze completely different facts—or even fables? In science, the key term is falsifiable. That is, can a statement proven to be false? If it can be proven false, then it’s not going to survive as science, although the idea could survive as a non-scientific belief system, in the way that astrology has spun off from astronomy.

			But we’re not just talking about fads or fancies here. We’re talking about ideas of political and economic organization—written down in briefs and books—including business and investment. As we all know, there are myriad schools of thought as to how firms, economies, and societies operate, or should operate. Indeed, whenever we use concepts such as “system,” or “six sigma,” or “standard operating procedure,” we are speaking in paradigmatic terms. We can quickly see that one school of thought can collide with another.
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