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Which method is used by investors to learn wisdom?
 Confucius once stated that there are only three methods by which mankind may attain wisdom: By
reflection (the noblest), by experience (the bitterest), and by imitation (the easiest)
 According to Will Denyer, financial markets are prone to the third method.(seeking wisdom by imitation).
In other words, during bull markets, investors tend collectively to focus in the positives, while in bear
markets tend to focus on the negatives (a blatant example of imitation).
 An obvious example of this can be seen today in the contrasting momentum in the US equity markets and
the Chinese one.
The analyst pointed out that in the US it seems as
if nothing could go wrong: “If macro figures are
bad, the market shrugs it off and attributes this to
the extreme weather. When the weather warms,
growth data will bounce back pushing markets
higher. And if it does not, that will just force the
Fed to quit tapering, also carrying markets upward”
Indeed this could well be the result of imitation
(collectively focus on the positives), but not
reflection. And this has led to a “heads I win, tails I
do not lose” mentality that keeps the equity market
going up.
Needless to recall that the S&P have made two new
highs during a week where we have witnessed the
most serious event of the post-Soviet era, and the
most dangerous episode since the Cuban Missile
crisis. New highs that have also coincided with a
decline in the US-service PMI from 54 to 51.6.
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Another example of “imitation” as the method used by
market participants to attain wisdom
 In China, sentiment is just the opposite

1. Multiples has sunk from a PE of 20x in 2009 to the current 10x (levels seen during the late 1990s crisis and the 2008
global financial crisis).
2. Chinese equity market has been roughly flat since the last part of 2009 (see the chart)

 Market participants collectively (imitating each other) focus on the negatives: (1) bailout of China Credit Trust, (2)
default of Chaori Solar bonds, (3) limits to the Chinese credit markets, (4) limits to the shadow banking, (5) a 2014
GDP target of 7.5% that, rather than instilling confidence, no one believes it for a second
 When in fact, all these decisions may be intended to generate a potential benefit: (1) limits on credit means
sustainability and credibility for the sector and the currency. (2) Credibility that will help to keep the RMB’s
internationalization, allowing the developing economies to continue industrializing on cheap with Chinese credit, (3)
“China is not throwing good money after bad” (says the analyst) because banks are not allowed to grow
uncontrollably in credits, and thus (4) China is not ignoring moral hazard. (5) And China will probably hit the 7.5%
GDP
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Whatever the reasons that may be
behind these policies in China,
market participants just focus on the
negatives.
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Is the market making a mistake by using the method of
imitation to attain wisdom?
 Admittedly, market participants may be quite right when sharing an unbridled optimism for the US market,
while remaining cautious about China.
 In words of the analyst, investors are perhaps not wrong when focusing just on the positives in the US,
and just considering the negatives when it comes to China and thus, it makes sense to continue imitating.
 However, as the spread in relative valuations widens (and as W.Denyer suggests) “one has to consider
whether it is still wise to imitate”. In my humble opinion (and going beyond the analyst), I guess that in
such a case it would be better to recover reflection as the method to gain wisdom, and therefore to
abandon “imitation” right now.
 At the end of the day, we all should understand that “imitation” is the easiest process to learn
wisdom, and as such, is the least reliable.
 With this reflection, we do not mean that it is time now to completely shift our portfolio
investments from the US equity market to the Chinese market. Nevertheless, we recommend to
start considering this possibility (and only for the bravest, to gradually start the transfer right
now).
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Legal Disclaimer
All the sections in this publication have been prepared by the financial institution’s team of analysts.
The views expressed in this document are based on the assessment of public and private information. These reports contain evaluations of a
technical and subjective nature on economic data and relevant social and political factors, from which the financial institution’s analysts have
extracted, evaluated and summarized the information they believe to be the most objective, subsequently agreeing upon and drawing up
reasonable opinions on the issues analyzed herein.
The opinions and estimates in this document are based on market events and conditions that took place before the publication of this document,
and therefore cannot be determining factors in the evaluation of future events that take place after its publication.
The financial institution may hold views on financial instruments that differ completely or partially from the general market consensus. The market
indices chosen have been selected using the exclusive criteria that the financial institution regards as most appropriate.
The financial institution cannot in any way guarantee that the predictions or events given in this document will take place, and expressly reminds
readers that any past performances mentioned do not in any circumstances imply future returns; that the investments analyzed may not be
suitable for all investors; that investments can fluctuate over time in terms of their share price and value; and that any changes that might occur in
interest rates or currency exchange rates are other factors that may also make it unadvisable to follow the opinions expressed herein.
This document cannot be regarded, under any circumstances, as an offer or proposal to buy the financial products or instruments that may have
been mentioned, and all the information herein is for guidance purposes and should not be regarded as the only relevant factor when it comes to
making a decision to proceed with a specific investment.
This document does not, therefore, analyze any other determining factors for properly appraising the decision to make a specific investment, such
as the risk profile of the investor, his/her knowledge, experience and financial situation, the duration or the liquidity of the investment in question.
Consequently, investors are responsible for seeking and obtaining appropriate financial advice in order to assess the risks, costs and other
characteristics of any investments they wish to make.
The financial institution cannot accept any responsibility for the accuracy or suitability of the evaluations or estimates of the models used in the
valuations in this document, or any possible errors or omissions that may have been made when preparing this document.
The financial institution reserves the right to change the information in this document at any time, whether partially or in full.
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