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Creative Destruction or Just Destruction???  Creative Destruction or Just Destruction???  Creative Destruction or Just Destruction???  
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From a Financial Engineering Standpoint the 
Process of Adjustment has been Difficult    
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‘Fat-Tails’ in S&P 500 Distribution
Implies Standard VaR is Misleading
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Value dichotomy Implies that Bonds vs
Equity Call has been Crucial for 3yrs
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This is Little Wonder Given the Recent Pattern of 
Economic Growth......    
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YoY % US GDP Performance through
the Dip

YoY % US GDP Performance throughYoY % US GDP Performance through
the Dipthe Dip

-1.00%

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

Q3
99

Q4
99

Q1
00

Q2
00

Q3
00

Q4
00

Q1
01

Q2
01

Q3
01

Q4
01

Q1
02

Q2
02

Q3
02

-1.00%

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

Q3
99

Q4
99

Q1
00

Q2
00

Q3
00

Q4
00

Q1
01

Q2
01

Q3
01

Q4
01

Q1
02

Q2
02

Q3
02



And now the Traditional Bond/Equity tradeoff has 
once more reasserted itself.....    
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But what But what 
about the about the 
future?future?



Tobin’s q - the traditional GEM link between the 
Finance Sector & the Real Economy.....    
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The Good News is that the US Business Sector 
Balance Sheet is under an Advanced State of Repair  
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The Bad News is that the US Housing Sector Balance 
Sheet has gone from Bad to Worse  
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Should interest rates rise - as inevitably 
they must - the US Household sector is 

very vulnerable

Declining Net Worth is a sign of the 
degree of the retail participation in the 

last Equity bull market along w ith the 
current excesses of the housing bubble



But should But should 
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But What’s all the fuss About? Kindleberger (1978) 
illustrates that Market Bubbles are Not Uncommon  
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I argue that such Bubbles occur because of 
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How to Endogenize the Entrepreneur within a Model 
of Economic Growth?
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How to Endogenize the Entrepreneur within a Model 
of Economic Growth? - Part II
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How to Endogenize the Entrepreneur within a Model 
of Economic Growth? - Part IV
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As a final word, i may be that there is a legacy of 
positive Externalities Flowing from Bubbles anyway
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