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Our Goal

• Rational means of using data to build

• Investment structures. 

• Finding realistic measures of risk.

• Replacing Neoclassical dogma with 

facts.



William Sharp (Nobel 1990)

Capital Market Line

CREF

John Bogle Vanguard



Large Scale

Simulation Shows That Since 1960 65% 

Of The Random Portfolios Beat The 

Market Cap Weighted Portfolio.  

“Market Cap Weighting - Where's 

the Risk Management?”

William C. Wojciechowski and James R. Thompson (2004)





The MaxMedian Rule

• For the 500 stocks in the S&P 500 look back 
at the daily returns S(j,t) 

• Compute the day to day ratios

• r(j,t) = S(j,t)/S(j,t-1)

• Discard r values equal to 1

• Sort these for the year’s trading days 

• Look at the 500 medians

• Invest equally in the 20 stocks with the largest 
medians

• Hold for one year, then liquidate



Median Portfolio

Compared With S&P 500 Index



Performance



Dollar Invested After 40 Years Assuming 

35% Tax,15% Tax on Dividends and 

Capital Gains,  2% Inflation



A 401-k Max Median

Money invested in a 401-k plan avoids all taxes until the

money is withdrawn, at which time it is taxed at the current

level of tax on ordinary income.  Below, we demonstrate

the results of adding an annual inflation adjusted  $5,000

addition to a 401k for 40 years, using different assumptions

of  annual inflation rates.  All values are in current value

dollars.



Inflation 2% 3% 5% 8%

T-Bill 447,229 292,238 190,552 110,197

S&P Index 1,228,978 924,158 560,356 254,777

MaxMedian 4,660,901 3,385,738 1,806,669 735,977





Summary

• The MaxMedian Rule beats the S&P 500 
Index by 50%

• Over the 37 years examined, the total 
downside in negative years is 151.4% as 
opposed to 123.1% for the Index

• The MaxMedian Rule is easily used by any 
investor with an internet connection

• Caveat: The MaxMedian Rule is free and not 
quality assured or extensively tested. If you 
use it, remember what you paid for it.



The Simugram

A Computer Intensive Expert 

System for the Design of 

Portfolios

TM



Some Results from Computer 

Intensive Data Analysis

(Bad News)
• Many of the basic models of 

contemporary computational finance are 

inconsistent with real world data.

• We do not at present have alternative 

models to replace these flawed models.



Some Results from Computer 

Intensive Data Analysis

(Good News)

• In the absence of models there is much that 
can be done with empirical data based 
techniques.

• The simugramTM crafted portfolio gives a 
doubling of the return from the market cap 
weighted S&P 100 index fund.



Tukey’s Maxim

• Far better an approximate

answer to the right  question,

which is often vague,than

an exact answer to the  wrong

question,which can always be

made precise.



Some Famous Flawed Models



Fifty years ago, Harry Markowitz posed and solved the

following problem:

Given a set of n stocks and a capital to be invested of C,

what is the allocation of capital which maximizes the

expected return, at a future time t, of the portfolio   P(t) for

an acceptable volatility of the total portfolio    s(t)?

Harry Markowitz’s

Efficient Frontier
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If µ and   are all that matters, we never buy stocks below
the frontier. But they are not all that matters.



Cover  of Models for Investors in Real World Markets

James R.Thompson, Edward E. Williams & M. Chapman Findlay III

 = –.317

The correlation is negative, contrary to Markowitz.



William Sharp (Nobel 1990)

Capital Market Line

CREF

John Bogle Vanguard



“Market Cap Weighting - Where's 

the Risk Management?”

William C. Wojciechowski and James R. Thompson (2004)

However, your Extensive Simulations

Show That Since 1970 65% 

Of The Random Portfolios Beat The 

Market Cap Weighted Portfolio.





Black-Scholes-Merton and 

Their Amazing Money 

Machine
Definition: A Call Option is the right (but not the obligation)

to buy a security of current price S(0) for strike price X at

a future time T.

What is the “fair price” C of such a call option?
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Transforms a noisy game into a

sure thing.

Black-Scholes-Merton Answer



Historical records show that the Black-Scholes

formula, generally does not give the actual

market price of a call option. To correct this

imperfection in nature, it is customary for some

traders to plug in whatever value

is necessary for  to give the market price for

the option.



Looking at expectations and variances does not

tell the story.We need to look at the distribution

function of the payoffs.



µ=.15; T=0.5;  = X=$108;

S(0) = $100 E= $7.23

C=$3.54  55%of the time V=0.     



When Models Fail

In 1998, Alan Greenspan organized a 3.5 billion dollar

bailout  of the failed LTCM “hedge fund.” Long Term

Capital Management, like Enron, produced nothing.

It simply bought and sold stocks, bonds and derivatives with

leveraging aplenty (typically, a “hedge fund” is actually a

collection of speculative ventures).  It was organized based

on the “risk neutral” theories of Black, Scholes and Merton,

which theories had been rewarded with the 1997 Nobel Prize

in Economics.  Indeed, Scholes and Merton were conspicuous

advisors (Black was deceased) to LTCM. 



Unfortunately,  Dr. Greenspan acted like

a true believer who, when facts are not in

accord with cherished beliefs,  fails to use

facts to modify theory.  He reacted quickly 

to avert the embarrassment caused by what

was supposed to be “a six sigma event.”
Across America, company chieftains,

growing accustomed to cooking their books

in order to gain the time necessary for their

“risk neutral” approaches  to bear fruit,  heaved

a collective sigh of relief and redoubled their

cooking.  Indeed, the writing of uncovered

options and other dubious business practices

expanded after LTCM.  Greenspan tried to quell

irrational exuberance  by raising the prime. This 

cut off the oxygen to high tech. He then tried to

resuscitate the patient by dropping the prime to 1%. 

Unfortunately, the patient was already dead.



From the standpoint of the dollars involved, the 1998 crash of LTCM

(a $3.5 billion dollar bubble) was orders of magnitude less significant

than that of the $62 billion Enron debacle in late 2001. The Enron

collapse was too large for  even Dr. Greenspan to make disappear.

Then there is the long list of other companies  zapped by  belated

discovery of their  irresponsible accounting practices in 2002 and

subsequently.   The total wreckage will easily top a hundred times the

LTCM figure.



The SimugramTM

An Expert System for Forecasting 

the Probability  Distribution of 

Future Security Prices



Time = n Stock Price R(n)=P(n)/P(n-1)

1 100

2 105 1.05

3 105 1.00

4 100 .952

5 101 1.01

6 100 .99

7 98 .98

8 102 1.041



Suppose we wish to start with a stock price of $100 and

examine a simugram of prices 50 time periods in 

the future.

From our list of ratios, we pick (with replacement) 50 of these

at random, {r1,1 , r1,2 , …, r1,,50 }.

One simulated value would be 

S1(50) =100 x { r1,1 x r1,2 x …x r1,,50 }.

Next, we could come up with another simulated forecast

S2(50) =100 x { r2,1 x r2,2 x …x r2,,50 }.

Suppose we did this, say, 10,000 times.
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Next, let us consider the situation of two stocks S1

and S2 recorded synchronically in time.



Time=n S1 R1(n)=

S1 (n) /S2(n-1)

S2 R2(n)=

S2(n)/S2(n)

1 100 75

2 105 1.050 76 1.0133

3 105 1.000 77 1.0132

4 100 .952 80 1.0390

5 101 1.010 80 1.0000

6 100 .990 78 .975

7 98 .980 78 1.000

8 102 1.041 80 1.026



If we want to look at 10,000 simulations of 50 steps

into the future, we proceed as in the one stock case,

remembering to keep the stock resamplings in time 

sequence. We will have 

Resample # R1#(50) R2#(50)

1 R11(50) R21(50)

2 R12(50) R22(50)

3 R13(50) R23(50)

….. ……. ………

10,000 R1.10000(50) R2,10000(50)



Using these 10,000 pairs of stock values after

50 time units, we can, for any weights, w1 and w2,

Find 10,000 portfolio values

P(#) = w1S1,#(50) + w2S2,#(50) 

Then we may display a (cumulative) simugram as

In 
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The extension to a portfolio of many securities is 

clear. However, it computationally serious. For a

large collection of stocks, we use proprietary ex ante

procedures based on the universe of simugrams to 

obtain superior portfolio weightings. Here, the 

optimization is in a space of very high dimensionality 

(the number of stocks) with multiple side conditions. 

Below, we show the results on S&P 100 stocks for 

1970–2002.



Cumulative Portfolio Value ($100,000 Initial)
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Summary Statistics

 Type of Fund Annualized Return Total Downside Loss 

S&P 100 Index 8.2% 118.13% 

S&P 100 Equal Weight 13.2% 90.57% 

S&P 100 Simugram Weight 20.00% 112.74%. 



Why Does The Simugram 

Work? Some Insights



Uncorrelated 20 Stock 

Portfolio



Twenty Stock Correlated 

Portfolio



Two Stock Negatively 

Correlated Portfolio



The Simugram

• Our procedure looks backwards in time over 
a collection of many stocks.

• It looks to see what weightings would have 
achieved certain goals predicting one year 
into the future.

• These might include restricting one year loss 
to 10% while maximizing the lower 30 
percentile.

• The computations are nonlinear and 
prodigous, but we have been able to do them

• Design data is ex ante. The procedure works.





Dealing with Postmodernism

• Events do not happen; events are 

produced. An occurrence becomes an 

event only when certain groups in 

society pay attention to it, consider it 

important, speak and write about it, 

react to it, and remember it. Thus 

events are socially constructed. 

– Carola Dietze German Historical Institute 

Bulletin, no. 40.



J. A. Ratzinger

 Modifying the first verse of the Book of Genesis, the first verse 
of the whole Bible, John began the prologue of 
his Gospel with the words: "In the beginning 
was the “Logos".  Logos means both reason 
and word - a reason which is creative and 
capable of self-communication, precisely as reason. John thus 
spoke the final word on the biblical concept of God, and in this 
word all the often toilsome and tortuous threads of biblical faith 
find their culmination and synthesis. In the beginning was the 
logos, and the logos is God, says the Evangelist. 

 The encounter between the Biblical message and Greek 
thought did not happen by chance. The vision of Saint Paul, 
who saw the roads to Asia barred and in a dream saw a 
Macedonian man plead with him: "Come over to Macedonia 
and help us!" (cf. Acts 16:6-10) – this vision can be interpreted 
as a "distillation" of the intrinsic necessity of a rapprochement 
between Biblical faith and Greek inquiry.

From his Regensburg Lecture



Thorstein Veblen 1857-1929

 The economy grows 

exponentially because of 

the innovations of the 

engineering class. The 

nontechnical managerial 

class is better rewarded. 

What happens when the 

best and brightest students 

opt out of engineering?



Vilfredo Pareto and Circles of the 

Elites (nomenclaturas)

• Get as close to the Jeffersonian 
model as possible, but remember 
that the world does not operate 
by reason and good intentions 
only.

• The world is as it is, not as you 
would wish it to be.

• There will always be Circles of 
Elites. Try and avoid the ones 
which seriously are opposed to 
the general welfare



 



The Holomodor Ukraine 1931-1933 10,000,000 Dead



The Iraq War Started The Market 
Collapse

• Joseph Stiglitz, Nobel Laureate in Economics



The United States spends more on “defense than 

the next 13 nations combined



Some Problems with Bankers and Speculators

Good Banker, Bad Banker
Potter George Bailey



 Mayer Amschel Rothschild: "Give me control 

of a nation's money supply and I care not who 

writes her laws.” 

Bankers and the Destruction of Nations



Frederick the Great Arranges the Partitions of Poland By 
Getting Rothschild to Deprive Poland of Credit for Defense
and offer bribes to the Targowica Confederation. 



Kitchener, Rothschild and the 
Destruction of the Boer Republic

Christian De WetLord Kitchener of Khartoum



Kitchener Put Most of the Boer Women 
and Children into Concentration Camps 



It Worked

 The militarily effective Boers surrendered to save 

their children

 The demographics of South Africa before the Boer 

War had whites in the majority

 Kitchener successfully applied time delayed 

genocide

 The London bankers took over the economy of 

South Africa (gold, diamonds, etc.)



Intellectual Weapons of Mass Destruction

 The Subprime Catastrophe is In The Trillions of Dollars.

 Everything Done Was Considered OK By Models In Which 

Greenspan Believed.

 The Head of the Federal Reserve Bank Is An Unelected 

Official With The Power By Neglect Or Conscious Action To 

Bring Down The World Economy.



 The Federal Reserve As Father of Two Prodigal Sons 

Treated Asymmetrically



December 19, 2008

OP-ED COLUMNIST

The Madoff Economy

By PAUL KRUGMAN
The revelation that Bernard Madoff — brilliant investor (or so almost 

everyone thought), philanthropist, pillar of the community — was a phony 

has shocked the world, and understandably so. The scale of his alleged 

$50 billion Ponzi scheme is hard to comprehend. Yet surely I’m not the 

only person to ask the obvious question: How different, really, is Mr. 

Madoff’s tale from the story of the investment industry as a whole? The 

financial services industry has claimed an ever-growing share of the 

nation’s income over the past generation, making the people who run the 

industry incredibly rich. Yet, at this point, it looks as if much of the industry 

has been destroying value, not creating it. And it’s not just a matter of

money: the vast riches achieved by those who managed other people’s 

money have had a corrupting effect on our society as a whole.



The Great Corruption 

This Town: Two Parties and a Funeral-Plus, 

Plenty of Valet Parking!-in America's Gilded Capital   

by Mark Leibovich

http://www.amazon.com/Mark-Leibovich/e/B001HCYXSK/ref=ntt_athr_dp_pel_1


The Great Shorting. Example Herbalife

David Einhorn (Greenlight Capital)



William Ackman





Carl Icahn



George Soros


