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Until recent days, equity market investors and speculators who, through their buying and 
selling set market prices, had displayed an intermittent but decidedly nervous 
countenance for over a year, sensing something was wrong but unable to gauge just how 
bad things were or when they might get better—or perhaps worse.  Since last October, 
sell-offs were followed by beguiling rallies, even as the market edged its way grudgingly 
lower. 
 
No longer is there any pretense.  What is happening, I have little doubt, has been and will 
continue to be unlike anything investors and speculators have experienced in their 
lifetimes.  It will be remembered by many names, but for now “The Great Crash of 2008” 
captures the zeitgeist.  The panic-driven “rush for the exits” of billions of shares of daily 
trading volume and corresponding precipitous and seemingly bottomless free fall in 
market prices in recent days are what transforms a bear market into a Crash.  When the 
“Generals” (GE and GM) are under full-scale assault, this is no minor skirmish.  No other 
sobriquet than “Crash” befits the circumstances. 
 
This missive is short in order that it not be overlooked.  First, as familiar as I am with 
financial history, I do not wish to be remembered as simply another fool and will not 
hasten that assessment by predicting a particular percentage decline in the markets. No 
one can yet know what would constitute proportionate penitence for the sins of excess 
that brought us to this moment of financial infamy, when the proud are being humbled 
and shamed and the economically ignorant are persecuted unmercifully. 
 
If one studies the madness of the glorious rise and ignominious fall of stock prices from 
1927 to 1933—and all subsequent and lesser episodes—certain behavioral clues emerge.  
Of immediate interest is how do we respond to the seeming opportunities that the ticker 
tape temptingly and relentlessly streams like a footnoted call to arms across the bottom of 
our television screens?  What does the study of human behavior tell us about how and 
when to respond? 
 
The first lesson is that it’s difficult to remain rational than when everybody around you is 
wide-eyed, frantic, and overcome with fear.  This is particularly so when the enemy lurks 
in the shadows, not revealing the nature or extent of its threat.  Fear can and often does 
morph into a pandemic under such circumstances.  Unlike the bear markets of 1973–74 
and 2000–03, where overvaluation and a subsequent recession were the primary (and 
comparatively benign and predictable) culprits, the threat that hangs over investors and 
policymakers’ heads today—metaphorically the sword of Damocles—will offer no near-
term relief for the weary or the vanquished.  The consequences of several decades of 



cumulative and increasingly reckless financial innovation (as have been described by the 
writer with growing alarm in previous communiqués), the latest iterations of which 
include the exponential explosion in structured finance products, levered hedge and 
private equity funds, and the byzantine maze that vaguely describes the murky world of 
derivatives, defy orderly or predictable resolution because of the opacity of the 
profoundly complex and often one-of-a-kind instruments themselves.  While human 
behavior is immutably predictable, the events taking place today are beyond the scope of 
the most rigorous mental models. 
 
A second lesson is that when there is an enemy that presents a threat of indeterminable 
magnitude there is only one rational course of action for those who have both cash and 
composure: Let the other guy rush into the battle and risk his financial life in the pell-
mell pursuit of gain or the fear of falling behind the pack, whichever might be his poison.  
Even otherwise sensible investors aren’t immune to the appeal of the bargain rack.   
While not intending to embarrass those who may be so inclined, scrambling to gobble up 
stocks that are marked down 20% overnight—as if the sale will end in a heartbeat and 
you will be left with nothing but money burning a hole in your pockets—is not rational, 
measured behavior.  Sometimes what looks to be a fat ball floating toward the plate is 
nothing more than a sucker pitch.  The ever-expanding damage to the collective investor 
psyche and the palpable dark cloud of unknown but likely huge financial and economic 
uncertainty hanging over this market should logically squelch incipient greedy impulses 
that sometimes insidiously compel us, in occasional moments of foolishness, to try to buy 
“at the bottom.”  Buyer’s remorse will likely be the price that the impulsive will pay.    
 
Sometimes the toughest, almost impossible, thing to do is nothing:  to hold your fire.   
The challenge to the warriors in “Braveheart”—to not let their arrows fly until the whites 
of their enemy’s eyes could be seen—requires nigh-unto-superhuman self-restraint.  It 
seems we are programmed when in a highly agitated state to first act and then, only later, 
to reflect on our compulsions. 
 
Panics, like the one in which we find ourselves, tend not to end with a bang but, rather, a 
whimper.  It will be despair and hopelessness that marks the end of this episode, not an 
adrenaline rush that moves the bargain hunter to action.  When confidence is shattered, it 
isn’t easily rebuilt.  Those who pick up the pieces—and, although no one will ring a bell, 
there will be opportunities for the self-possessed to scour the ruins—will be those who 
held their fire, who are of imperturbable temperament, who engage in the unglamorous. 
These individuals will recognize that to eventually sell to the clamoring multitudes you 
must first be willing to step to the plate when no one is in the stands. 
 
We have long argued that there is a connection between the “financial” and the “real” 
economies.  We know that the financial economy is deeply troubled and that the 
deleveraging of bloated balance sheets will take a huge toll on creditors of all stripes, as 
well as on asset prices, and will have a reverse multiplier effect on the real economy.  As 
to the order of magnitude, we have no idea.  What name the history books give to what 
lies ahead will be largely semantics.  What we suspect is that the process will continue to 
exact a painful toll on employment, along with personal and corporate incomes, and will 



(perhaps most damaging from the longer-term perspective) suppress spontaneous 
optimism and the willingness to take risks in pursuit of gain. 
 
So, dear friends, be patient for the opportunity to shore up the fragile structure that is not 
yet at hand.  Your money and your confidence in our future will be greatly needed by an 
economy and a populace that will be devoid of both.  Don’t waste your time watching 
stock prices but carefully observe the manner and temperament of market participants.  In 
their eyes and in their actions you will find the answers to most of your questions.  
Recognize volatility as a symptom of trouble and little more.  Don’t be tempted by 
violent rallies, for they are little more than a “bull trap.” 
 
When the system has been cleansed of its excesses, when a predictably irrational 
preoccupation with risk displaces the long-standing pursuit of gain, a utopian investment 
environment—unrecognizable to only but a few of the temperamentally unfazed at the 
time—will be at hand and will likely remain for years. 
 
As for your portfolios, most are in the black during a year when the S&P 500 has lost 
40% of its value.  Cash, in the form of short-term U.S. Treasury securities, generally 
constitutes more than 50% of your portfolios.  We’ll take advantage of Mr. Market as he 
presents opportunities to us.  Our commitment to keep you wealthy under any and all 
circumstances remains our primary objective.  Once that objective is safely met, we will 
go on offense—a quiet, measured, rational, and low-risk offense.  The evenness of 
temperament that kept us out of harm’s way will also stand us in good stead for what lies 
ahead. 
 
—Frank K. Martin, CFA 
    Senior Partner 


