Stock Market Perspective: Four Principles of Decision Making
Robert Rubin, the then Treasury Secretary and
former Wall Street executive, gave the
commencement talk to New York University
graduates in 1999. He provided four principles
for making decisions based on his experiences
over the years.

“First, the only certainty is that there is no
certainty. Second, every decision, as a
consequence, is a matter of weighing
probabilities. Third, despite uncertainty we must
decide and we must act. And lastly, we need to
judge decisions not only on the results, but on
how they were made.”
Clearly, he is not talking about simple decisions
such as whether to take an umbrella with you or
which movie to see. While his perspective was
more general, these principles provide
outstanding guidance for investing, trading, and
managing (client) accounts. I will elaborate on
them.

getting to some specified levels in some time
frame.
In a similar vein, publications and programs
about investing will often ask for what the value
of the Dow or S&P 500 will be at the end of the
year or some other specified time. The only
honest answer is “I don’t know.” However, that
will not get the pundit invited back, which will
not please his or her PR department. Even
providing probabilities of certain levels, while
better, is mostly guessing.
Every decision, as a consequence, is a matter
of weighing probabilities: When applying it to
investing I interpret “weighing probabilities” as
finding the expected values, the long-term
average of following a trading method. Even this
is imprecise because the probabilities of the
particular outcomes are not known precisely
(“known unknowns” in the words of former
Defense Secretary Rumsfeld), but are estimates
based on historical prices.

The only certainty is there is no certainty:
(Some things are certain, such as the sun coming
Putting this into action, I have some timing
up in the east every morning, but those are out
models that indicate when a broad market
of the context of Rubin’s talk.) Understanding
index, the S&P 500, should be owned and when
and accepting this is a
it should not. I can
key component to Can a Treasury Secretary’s advice to new
look back over quite bit
investing success. Far
of history, typically
college
graduates
provide
useful
too common, experts
more than 35 years,
will tell you what is guidance for investors?
and see what would
going to happen leaving
have happened had
little doubt that their predictions will come to
decisions been made according to particular
pass. Not so long ago when oil prices were well
readings of the model. The expected value of
over $100 a barrel, the talking heads on CNBC
the compound annual return over time can be
and the like were telling us that a rise to close to
calculated. The probabilities of trades being
$200 was inevitable. None of them said there
profitable, although less important than the
was any chance that the price could fall by over
expected return, can be found. Moreover,
half. Now, it is not unusual to hear that a drop to
various risk measures such as the probability of
below $30 or even as low as $20 is virtually
a large and lengthy drawdown can be estimated,
certain because…
which contributes to weighing the probabilities.
The lesson is that these “experts” don’t know,
and neither do you or I. At best we may have a
informed estimate of the chances of the price
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The model handles the uncertainty, sometimes
described as risk in contrast to the “unknown
unknowns,” but it does not tell us what is going
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to happen. So I can say when asked what the
market will do that it is currently trending up or
down, but I don’t know or need to know how
long the trend will last or to what level the S&P
or Dow will rise or fall. All I need to know is
whether or not the expected value of a decision
to enter or leave the market is “favorable.”
As Rubin put it, “a healthy respect for
uncertainty and focus on probability drives you
never to be satisfied with your conclusions. It
keeps you moving forward to seek out more
information, to question conventional thinking
and to continually refine your judgments. And
understanding that difference between certainty
and likelihood can make all the difference.”
Despite uncertainty we must decide and we
must act: Not to make a decision in effect is
making a decision, and there is a good chance it
is not the best one. It can result from “paralysis
by analysis.” Rubin says it is crucial to be
“decisive in the face of uncertainty. In the end,
all decisions are based on imperfect or
incomplete information. But decisions must be
made -- and on a timely basis -- whether in
school, on the trading floor, or in the White
House.”

is the model still valid. How that can be done is
well beyond the scope of this perspective.
One of the worst things that can happen to a
systematic trader is to override the system or
model and make a nice profit as result. How can
making money by bad? It can encourage future
overrides. If those are successful for the most
part, then the model is not really being followed
and should be scrapped and likely be replaced
by one that incorporates the logic of the
overrides. My experience is that not following
the system, either actually or hypothetically,
usually has an unsatisfactory outcome.
Rubin wrapped up by reflecting “I have faced
difficult decisions. But the lesson is always the
same: good decision making is the key to good
outcomes. Reject absolute answers and
recognize uncertainty. Weigh the probabilities.
Don't let uncertainty paralyze you. And evaluate
decisions not just on the results, but on how they
are made.” While the decisions I make as an
investment advisor are not nearly as important
as those of a cabinet secretary, his perspective is
just as applicable to trading and more generally
to living one’s life as he counseled the new
graduates.

Judge decisions not only on the results, but on
how they were made: That implies that a losing
trade is not necessarily a bad trade and a
winning trade may not be a good one. The
results of trades matter, of course, but to judge
them based solely on the results is short sighted.
I use “mechanical models” for making decisions
for trading in client and personal accounts. They
work by feeding data into a spreadsheet or other
software that does the computations and
produces a “buy” or a “sell” signal. When a
trade is completed, naturally I want to know how
it did. More importantly, I ask did I follow the
model. Even if the trade lost money, I do not
consider it a mistake if I did what the model said
I should do. If there are more losing trades than
expected based on the historical research or one
that lost “too much,” then the next step is to ask
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