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Key News

e |[nternational demand for long-term U.S. financial assets weakened in January as
China and Japan, the two biggest holders of Treasuries, reduced their positions, the
Treasury Department reported. (Bloomberg)

e OPECis increasing oil drilling at the fastest rate in 2 1/2 years even as production
exceeds its quotas by the equivalent of a supertanker of crude a day and delegates
prepare to pledge no increase in output. (Bloomberg)

e Japan's government kept up pressure on the central bank on Monday to loosen
monetary policy even as it upgraded its assessment of the economy for the first time
in eight months. It reiterated in a monthly economic report that deflation posed a
risk to Japan and repeated its call for the Bank of Japan to support the world's
second-biggest economy, which it said was "picking up steadily", a modest upgrade
from "picking up" or showing "signs of picking up" contained in reports back to July.
Finance Minister Naoto Kan said the Bank of Japan, which reviews policy on Tuesday
and Wednesday, understood the government's expectations. (Reuters)

Quotable
“Doubt is uncomfortable, certainty is ridiculous.”

Voltaire

EX Trading — Markets Misbehave. Certainty is fantasy!

Note: The body of today’s issue is a reprint from 14 August 2007.

How many times have you heard this little piece of inanity uttered: “Markets hate
uncertainty.”? | heard it said on Friday as | was “passing through” one of the TV
“financial” shows on my way to the Home and Garden Channel—the only place safe on
the dial for me. Every time | hear that “uncertainty” phrase uttered, it just drives me nuts!

Why in the heck would anyone in their right, or wrong, mind ever think markets have
certainty? If they did, the quant funds wouldn’t be blowing apart right now. If they did,
we would have no such thing as a dynamic pricing system. Market certainty is standing
in line for eight hours for a loaf of bread in the old Soviet Union—you were certain
nothing else was on the shelf, and certain the price would set by the state—that’s
certainty for you!

In his book, The Misbehavior of Markets, Benoit Mandelbrot summed it up this way, as
he described what an alien being looking down on our markets might see:


http://www.blackswantrading.com/
http://www.bloomberg.com/apps/news?pid=20601087&sid=aFCv8jm_SDxw&pos=5
http://www.bloomberg.com/apps/news?pid=20601109&sid=aEYMnbGEE3NU&pos=13

“Our alien, seeing a planet obsessed by so illogical a system, quickly decamps.
But his observations of two forms of wildness remain: abrupt change, and almost
trends. These are the two basic facts of a financial market, the facts that any
model must accommodate.”

Mr. Mandelbrot appears to be a very smart guy. He knows a bit about math. He has
done groundbreaking work on the markets with his research on power laws (corn
market) and fractal mathematics (a field it seems he virtually created). If anybody could
have found market certainty, he might be the guy. Yet he hasn’t!

The point is this: don’t ever enter markets expecting certainty. Expect to be fooled. If
you work from that premise, all the rest is gravy.

| was asked recently: What are my favorite books about the market and trading? | boiled
it down to my top six (couldn’t quite get to 5). And one of them is Mark Douglas’ book,
“Trading in the Zone.” And the core reason this book makes the list is because Mr.
Douglas makes it very clear there is no such thing as certainty in markets. He lays out
why it’s critically important to have the right mindset going into markets. And he says,
yes it’s important to do your homework and be disciplined. But, don’t believe that this
game is anything more than a probability bet. The best we can do is “inch the odds of
success ever so slightly” in our favor. And when we do that, pull the trigger (make the
trade).

Some may argue about this. But just think about it for a moment. How many times have
all the fundamentals lined up in your favor for a trade (a stock, bond, or currency),
creating a great deal of “certainty” and yet you’ve been completely clobbered on the
trade? I'd dare say for me, too many times to count. No matter how elegant the model,
no matter how seemingly tight our inside contacts may be, we will always be fooled
because there is no such thing as certain.

Markets misbehave. And sometimes they misbehave in a very big way. And the time
they tend to misbehave most is when the consensus thinks there is certainty, or near
certainty. For example of recent near-certainty groupthink: global growth is on track,
China will continue to grow at 10% plus per year interrupted, interest rates will remain
low, central banks don’t matter, on and on into infinitum. It’s all the stuff that one can
never forecast, yet we fool ourselves in to believing in certainty.
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Currencies are another asset class ...

David Newman here... “Investing vs. Trading”

How many times have you seen pictures of people sitting on the beach with their laptop
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ridiculous! But unfortunately that is what sells.

Black Swan Capital’s Currency Currents is strictly an informational publication and does not provide personalized or
individualized investment or trading advice. Commodity futures and forex trading involves substantial risk of loss and may not be
suitable for you. The money you allocate to futures or forex trading should be money that you can afford to lose. Please carefully

read Black Swan’s full disclaimer, which is available at http://www.blackswantrading.com/disclaimer
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have to take that much risk in order to get involved in currencies. Trading can be

profitable; but it requires extreme focus and discipline. There is another way if you
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Investing in currencies for the long haul means using currencies as another asset class in
your portfolio. An asset class that will stand along stocks and bonds and hopefully
provide some much needed diversification.

There are plenty of low leveraged long-term investment choices available to you so you
can make real money in currencies. They are called Currency Exchange Traded Funds
(ETFs).

An ETF is a simple straightforward currency product that you can buy and sell in your
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the exchange. We offer recommendations on Currency ETFs in our month Currency
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in them using a long-term buy and hold strategy.

To sum it up: Our monthly Currency Investor newsletter is geared toward newcomers
and experienced investors who are looking for a conservative approach to the foreign
exchange market, and learning more about how the global economy works.

In plain language we deliver global macroeconomic analysis and actionable ideas geared
toward exchange rate fluctuations over time.

Our analysis is comprehensible and our recommendations consist of ETFs, as | said. So
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investing strategy is as easy to implement as buying and selling stocks.
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Thorough global analysis plus complete investment guidance ... and all for only $39 per

year? You can become a Member of our Currency Investor service at our homepage via
credit card or PayPal.

Thank you.
All the best,

David Newman

Director of Sales and Marketing
Black Swan Capital
dnewman@blackswantrading.com
Phone: 866-846-2672
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