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Index

A
Absolute wealth, absolute households (conversion),

165–166
Accountants, timing problem, 326
Accounting, 309

concepts, 323–324
fundamental purpose, 319
numbers, 321–322

Accrual accounting, 322
revenue-expense viewpoint, 313

Active bets, 515
Active investment

impact. See Holding risks; Trading
odds, 282, 293–294

Active investors
behavior, 297
frequency distribution, 378
questions, 290

Active management, 401
Active management game

defining, 299–303
losing, 239

process, 304
Active portfolios

actions, 18
management, 234–235
market risk, 412–413

Active position, 364
Actual inflation rate, 179–180
Actual money wage

fixing, 179
model, testing, 182–184

Adversarial transactions, 281
After-tax income, maximization, 142
After-tax real income, decrease, 110
After-tax return, dependence, 139
Aggregate pricing error, relative size, 561
Aggregate wealth, 162–166
Aggressiveness, 411

ratio, 365–366
AICPA. See American Institute of Certified Public

Accountants
Alpha, usage, 65
Alternate hypothesis, 470
American Institute of Certified Public Accountants

(AICPA), Study Group on the Objectives of
Financial States (Trueblood Report), 319–320

Anomalies, 564
Anthony, Robert N., 114
Appraisal premium, 405, 412

Appraisal ratios, 410–414, 469–471
expression, consideration, 413–414

Approximation. See Time diversification
portfolio, 39

implementation, 44
logarithmic portfolio tracking, 43

Arbitrage Pricing Theory (APT)
contrast. See Capital Asset Pricing Model
usage, 61

Asked distributions, 271
Assets

expected return, proportion, 62
markets, NFL property (usage), 121–122
riskiness, 479–480

Augmented corporate balance sheet, 455, 491
interpretation, 456, 491

Australian model, 188–189
Average return, measures, 70
Average revenue curve, 209

B
Bagging information, 296
Balanced fund, volatility, 72
Balance sheet, 323

equity, 20
relationships, 484

Ball, Ray, 327
Banfield, Edward, 115
Banking practices, impact, 454
Barnard, Chester, 113
Barter, 212
Bayes theorem, usage, 253. See also Probability
Bean Jar experiment, 436–438
Bears, 361
Before-tax return, 143
Beta

estimation, 65
ratio, 30
role, 38–39

Bid distributions, 271
Black, Fischer

collaboration, 554
impact, 553–556
problem-solving approach, 555–556

Black-Scholes accomplishment, 555–556
Black-Scholes option curve

corporate obligations, analogy, 25
usage, 20

Blocks, series (trading cost), 270
Bonds, quality (implications), 25
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Borrowing power, reduction, 357
Borrowing transactions, 147
Brand franchise, 329, 515

antitrust, implications, 390
concept, 353
estimation problem, 383–385
investment value, 380
marketing, relationship, 382–388
monopoly power, 387–388
power, 381–382

Brokerage commissions, 243
Bubble-free markets, 362
Bubbles. See Markets

accident, 361–363
buyer/seller, identification, 376–377
irrationality, 363–365
normal model, 377–378
rewards/penalties, 377–378

Bulls, 361
Burden. See Fiscal burden

ratio, 124–127
Business risk, statistical price risk (contrast), 17
Buy-and-hold investor, 30–31

leverage, 31

C
Calculus formula, usage, 179
Capacity additions, training (relationship),

171–173
Capital

budgeting problems, 56
combination process. See Labor
formation, discouragement, 112
return, 51
structure, change, 9

Capital Asset Pricing Model (CAPM), 33, 47, 409
APT, contrast, 64
assumptions, 62
defense, 61

Capital asset pricing theory, suggestion, 24
Capital investment, concept, 22–23
Capital-market discount rate, 395
Capital markets, NFL property, 23
Capital stock, tax (power), 110
Cap-weighted portfolio, 560
Cash flows

change, 320
streams, 322

Central Limit Theorem, 34
Characteristic line, 70–74

application. See Funds
deviation, 73
explanation, 85–86
implications, 74
information, 72
pattern, 90
performance, comparison, 73
usage, 90

Cities
aggregate cash flow, 27

competition process, 21–23
debt

burden, 129
increase, 24–25

lenders, complaints, 24
optimal taxing/pricing, 23
real estate, aggregate market value, 27–28
solvency, 129

assumptions, 26
obligations, meeting, 24

tax burden, 22–23
taxing/borrowing, independent financial resources,

21
value, 23–25

Clients
approach, case study, 505–507
failure, 422–423

Closed economy, 178–180
Closed-form model, 204
Cobb-Douglas function, 138

usage, 139
Commissions, cost, 232
Commodities, impact, 188–189
Common stocks, risk character, 11, 13
Competition, meanings, 388–390
Competitors, producers (relationship),

353–355
Consensus price, calculation, 303–304
Consolidated financial statements (CFS), 130–131.

See also U.S. government
Constant dollar risk, 35–36

question, 44
Consumer Price Index (CPI), 214
Consumers, distinction (absence), 162–163
Contour lines, 76
Control

transfer, 332
value, 329, 332

Convenience yield, sum, 175
Cooperation power, eliciting, 115
Corporate assets. See Pension claims
Corporate disclosure, problems, 325
Corporate pension finance

pension actuary approach, 480–481
pension claims, implications, 478–480
principles, 476

Corporate pension funds, risk/reward, 453
Corporate pension portfolios, restriction,

454
Corporations

Berle/Means, observation, 332–337
diversification, 157–158
economic balance sheet, 480
ethical policy, 457
financial objective, 113, 115

interpretation, 116–117
lender claim, understanding, 489
self-sufficient entity, 311

Cost estimation, ease, 211
Cost-push inflation, 102
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Cottle, Sidney, 329
Covariance, 463–464

matrix, defining, 14–15
Crum, Colyer, 224
Currency values, 193

change, ratio, 195
Curvature, absence, 90

D
Dealers

capital, limitation, 265
function, economics, 264
mean price, 265–266

determination, 268–270
sensitivity, 268

position, frequency, 267
protection, 307
spreads, 243, 265

determination, 266–268
Debt, future value, 52
De facto market maker, 230
Defaults, case study, 509–511
Deficit, reduction, 153–155
De jure market maker, 230
Demand

curve, 340
elasticities, 351
function, 346
shifts, 345

Demand-pull inflation, 102
Devaluation, explanation, 545–546
Deviation, meaning, 72–73
Diagonal Model, 404

assumptions, 61–62, 469
symbols, interpretation, 420

Diffusion, concept, 160–161
Dimson’s numbers, usage, 34
Disclosures, 321–324
Discovery, probability, 472
Dispersions, impact, 43
Dividends, stream (value), 334
Dividend yield, 333
Dollar risk, variation, 38
Dominance, concept, 50
Donaldson, Gordon, 114
Dornbusch, Rudiger, 188–189
Dow Jones Industrial Average (DJIA), 72, 361,

462
market average, 90

E
Earnings

gross, usage, 316
power, impact, 17
problems, 314

Economic balance sheet. See Corporations
construction, 479

Economic effects, 545–546
Economic goodwill/growth, 357–358
Economic instability, 150–151

Economic life
case study, 530–531
physical life, contrast, 339

Economic policies, failure, 99
Economic proposals, 136, 142
Economic value, estimates, 315–316
Efficient market hypothesis, portfolio theory

(inconsistency), 60
Eleemosynary spending, 25
Ellis, Charles, 431, 434
Employee Retirement Income Security Act (ERISA)

impact, 481–483. See also Private creditors
liability insurance provisions, elimination,

485–486
passage, 476
pension burden. See Pre-ERISA pension burden

Entrepreneurial risk, 398–399
Equilibrium price, 293, 369

changes, 289
Equilibrium trade, 302
Equity

assets, 76
covariance, 56
formulas, 54–55
management power, relationship, 523

Error variance, expression (differentiation),
439

Estimation problem. See Brand franchise
Europe, work force (reduction), 216–217
Exchange risk, investor perception, 545–546
Exchange system, 212
Execution

cost, measurement, 233
price, 240–241
speed, 232

Expectations, change, 363
absence, 367–369

Expected rate of return, 75
Exponential model, 161
Exponential smoothing, usage, 9, 11

formulas, 13–15

F
Fama, Eugene, 425
Federal Reserve Board

candidates
answers, 532–535
questions, 528–529

case study, 519–520
Fiduciary funds, case study, 514–516
Financial literacy, case study, 524–525
Financial power, 116

fluctuation, 117
Financial reporting, 311–312
Fiscal burden, 121–124

estimate, 124
impact, 120–121
investment implications, 124
present value, 121–122

Fisher, Irving, 111
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Fixed costs
economic impact, 385–387
introduction, 386–387

Franchise. See Brand franchise
Free societies, 109–110
Frese, Walter, 311, 312
Fundamental analysis, 321
Funds

characteristic line, application, 70–72
choice, 91–92
management performance, concept, 74
month-to-month results, 13
ranking, 86
rating, differences, 82–84
risk character, change, 8–9
volatility, 84–85

dependence, 82
Future economic rents, value, 347–349

G
Gas caps, Sherman Act (relationship), 536–537
Global investment, case study, 538–539
Global prices, 193
Government cash flows, 147
Government promises, 122
Government spending, 145

financing, 120
impact. See Jobs
operating deficit, 148
portion, usage, 122
private investment, contrast, 149
relationship. See Private investments

Greenspan, Alan, 528
Gross domestic product (GDP), usage, 189
Gross national product (GNP) per capita, growth,

137
Growth companies, 353, 396
Growth fund, volatility, 72
Guaranty Corporation

equity, impact, 485
restriction, 482

H
Hedging, 515–516
Heuristic argument. See Position
High-cost producer

gains, 342
impact, 341–344

Holding, cost, 174
Holding period, 303–305
Holding risks, 279–280

active investment, impact, 289–291
Home goods inflation, measure, 191–192

I
Ibbotson-Sinquefield statistics, 362
Idea

investment value, 393
replacement, 394–399
riskiness, 393–394

Independence, implication, 254
Independent returns, expectations, 416
Index funds, 234–235

concept, 461–462
controversy

approach, 461
investor guide, 460

factors, 464–465
threat, 235
versions, 462–465

Industries
competitiveness, 340–341
output, level, 342

Inflation
cause, 213–214
defeat, 105
equation. See New inflation; Old inflation
impact, 36–37
model, testing. See Open economy
momentum, 185–189
nomenclature, 205–206
problems, creation, 174
real cost, 119
relationship. See Stock prices; Unemployment
theory, 177

Inflation rate, 119
change, 182–183

process, 194–196
time rate (determination), unemployment

(impact), 202–203
comparison, 104–105
definition, 102

Information
impact. See Wealth
impounding, 282–283
propagation, 251–252
receiving, 256
traders, 292

market arrival, 281
trading, 438
value, 250
value traders, contrast, 278–279

Information-based buyer, valued-based seller
(transactions), 243

Information-based investment, 443
Information-based investor, interest. See Value
Information-motivated stock pickers, 301
Information-motivated transactor (IBT), 547–548
Inheritance, terminal impact, 29–30
Inside information, laws, 306
Insider trading, 306
Instantaneous foreclosure, access (absence), 477
Instantly propagated information (IPI)

alteration, 366
basis, 364

Institutional investing
case study, 497–502
vitality, preservation, 1

Institutional investors, stock attractiveness (case
study), 517–518
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Institutional shortfall, 431
Intellectual property, 329
Interest-rate risk, assumption, 50–51
Interest rates, impact, 127–128
International Monetary Fund (IMF), CPI index, 197
Investigative research, opportunities/hazards,

236–237
Investment. See Long-term investment

economics, 272–273
management, technicality, 434
models, 236
performance, 278–279

elements, 289
positive performance, 445
product, 358
reduction, 151–153
risk, assessment, 17
value, 329

Investment funds, management (rating process), 69
Investors

behavior, 52–53
claims, value (reduction), 148
criticisms, 137–138
error variance, 441–442
judgments, systematic bias, 375
price advantage, perception, 231
risk aversion, 77

Invisible trading costs, defining, 280–281, 292

J
Japan

experience (1990s), 216
inflation problems, 214–216
labor force, reduction, 215

Jensen, Michael, 224
Jobs (creation), government spending (impact),

148–149
Joint probability

distribution, 260
value trader disinterest, 283–284, 295

K
Keynes, John Maynard, 443
Keynesian multiplier, 149

L
Labor

after-tax wage, maximization, 136–141
capital, combination process, 138–141
marginal product, 111
marginal productivity, 138–139
pretax wage, 136
real income, reduction, 22
scarcity, 199–200
tax, level, 148

Lagrange multipliers, application, 53–54
Law of One Price, assertion, 381–382
Law of Two Prices, 380
Layoffs

frequency, 266–268

positions, 266
straight-line function, 268

Lebaron, Dean, 307
Lender claim, understanding. See Corporations
Leveraged buyouts, arithmetic, 337–338
Liabilities, 322

insurance, 484–486
Linearity, 323
Lintner, John, 60, 553
Liquidity

preference theory, 50
problem, 217

Loan defaults, occurrence, 490
Local tradables price, 195
Logarithmic asset, usage, 37–38
Long-run holder, prevention, 429–430
Long-term investment, 424

definition, 425
ideas, short-term investment ideas (contrast),

472–475
persuasion, relationship, 432
returns, 426–427

M
Macro variables, 325
Managed portfolios, 465–467
Management

betting, 561–562
case study, 521–523
objective, 117
skills, 467
usage, 114–115

Marginal cost (MC)
capacity, 345
decay, 350–351
difference, 348
increase, 209

Market clearing condition, 55–56
Market date, probability

computation, 258
distribution, 252–261

capitalization, 258–261
Marketing

contrast, 355–357
effort, variable-cost portion, 385–386
payback, 358
relationship. See Brand franchise
spread, 353. See also Price level

Market maker, 264. See also De facto market maker;
De jure market maker

impact, 225–226
Market portfolio

absolute factor weight, 63
value, 35–36

Market price, 437–438
active investor observation, 374
consensus value, 301
equilibration, 226–227

Market/residual variability, distinction,
6–7
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Markets
analytical approach, 89–95
bets, 365–371
bubbles, 361, 372

precondition, 374–375
consensus, 226–227
effect, estimates, 96
efficiency, 436

supposition, 247–248
findings, 93–95
fluctuations, 86–87, 228
forecasting, 435
information, receiving, 248–249
investor underperformance, 285–286
level, change, 363–364
manipulation, 275

definition, 276
mechanisms, command, 110
model, 30
mutual funds, outperformance, 88
outguessing, 90–91
participants, types/motivations, 277
performance data, usage, 89
responsibilities, 88–89
risk, 3, 228, 406
sensitivity, average level

importance, 229
maintenance, 228

time period, study, 92–93
variance, defining, 8

Market-valuation-indifferent (MVI) indexing
advantage, source, 560–563
equation, 558–559
implications, 559
portfolio, gains (realization), 562
small-cap bias, elimination, 559–560
success, 557–564
trading costs, 563
true value, reversion, 563–564

Market value linearity
condition, satisfaction, 57–58
consistency, 57

Market-wide factors, sensitivity, 97
Mason, Edward S., 114
Matching, meaning, 313
Material information, identification, 237
Mautz, Robert, 311, 312
McKinley, William, 143
Mean, estimates, 33–34
Mergers, case study, 526–527
Micro variables, 325
Miller, Merton, 553
Modigliani, Franco, 553
Money, usage (cost), 175
Money-fixed claims, 76
Money manager, selection (questions),

447–449
Money wage, computation, 178
Money-wage increases, impact, 150–151
Monopolist, equilibrium, 210

Monopoly, regulation
approach, 210–211
problem, 209–210
process, 209

Municipal bonds, quality, 20
Municipalities, tax burden (assumptions), 128–131
Municipal obligations

investment risk, 25
refinancing, 24

Mutual funds
case study, 540–541
outperformance. See Markets

N
Nationalization, 111
Net assets, meaning, 482
Net flowback, present value, 356
New inflation, equation, 195
New York Stock Exchange (NYSE)

stock listing, 463
stock prices, randomness, 178
turnover rate, 224

Node, representation, 251–252
No free lunch (NFL) property. See Capital markets

formulas, 26–28
usage. See Assets

Nominal market level, 36
Null hypothesis, 470
Numerical measure, usage, 79–82

O
October market reaction, explanation, 545–546
Old inflation, equation, 195
One-period discount factor, 51
One-period linearity, application, 58
Open economy, 192–193

inflation model, testing, 196–197
wage negotiators, perspective, 190–192

Openness, estimation, 204–205
Operating cash flow, forecasting, 324
Operating cost, capitalization, 123
Optimal taxing/pricing. See Cities

assumptions, 23
Orthogonal factors, choices, 63
Output

level, 343
regulation, 211

Overload problem, 322
Owner-occupied single-family dwellings, taxation

(governmental inability), 121
Ownership, risk-taking function, 332

P
Pacioli, Luca, 321, 325
Passive investors, 375–376
Passive position, 364
Path-independence property, 373
Pecuniary return

equation, 174
sum, 175
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Pension Benefit Guaranty Corporation (PBGC),
481–485

money, risk, 486
Pension claims

corporate assets
example, 492–494

corporate assets, relationship, 488
implications. See Corporate pension finance
net value, 479

Pensions, 451
beneficiary claims, 489
funds, 77–78

risk/reward. See Corporate pension funds
portfolios, 454–455

Perceived price, 374
Perfect competitor, equilibrium, 210
Perfect diversification, 409
Perfectly elastic labor supply, assumption, 22
Performance

game impact, 294–297
measurement, 65, 74–78

future, 96
quantitative measure, 78

Period analysis, 101–102
Persuasion, relationship. See Long-term investment
Phillips Curve

critics, 101
hypothesis, differences, 101
impact. See World War III
model, selection, 203
plot, 183–184
relationship, 103
usage, 200–203

Physical life, 341
case study, 530–531
economic life, contrast, 349–350

PIMS rule, 344
Plant

additions, impact. See Supply curve
economic life, 346–347
investment value, 340

Plant-labor balance, 169–171
Portfolio. See Managed portfolios

active management, 234
analysis, simplified model, 418
asset categories, 277
balance, impact, 545–546
choices, 76–77
composition, usage. See Risk
diversification, 97
insurance, absence, 550
insurance, market volatility

impact, calculation, 548–550
relationship, 547–550

investors, choices, 74–76
managers, implications, 244
residual variance, 7–8
return-risk objective, 461
theory, inconsistency. See Efficient market

hypothesis

variance subject, minimization, 53
volatility, change, 89
weights, 407

Portfolio insurer (PI), impact, 548
Portfolio performance

editorial viewpoint, 67–68
insight, 472–475
measurement, 67
skill, contribution, 469
value, 435

Portfolio-possibility line, 76, 86
slope, 78

Portfolio selection
definitions, 404–410
improvement, 403

Position. See Active position; Layoffs; Passive position
heuristic argument, 273–274
limiting, 240

Positivity constraints, 56
Power, repositories, 109
Pre-ERISA pension burden, 490–492
Present value

changes, 320
combination, 335
expression, 57, 106

rewriting, 348
result, 456–457

Price
bargains (creation), information (impact),

283
discrepancy, 294

calculation, 295–296
distortions, value trader detection, 282–283
time, exchange, 281–282, 292–293

Price level
marketing spread, 354
prediction, 178
risk, assumption, 50–51

Pricing behavior, rationality, 270
Private creditors, ERISA (impact), 483
Private investments, 145

contrast. See Government spending
government spending, relationship, 146–148

Probability. See Joint probability
calculation, Bayes theorem (usage), 294

Producers, 354
relationship. See Competitors

Product-focused production, 382
Productive assets, 329

state ownership, 157
Productivities, estimation, 211
Professions, distinction, 1–2
Profit maximization, 114
Profit opportunities, existence, 239–240
PROOF expected yield, 52
Property

abandonment, 24
value, net of taxes, 23

Prudence, court knowledge, 228
Prudent Man requirement, 508

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



JWPR040-IND JWPR040-Treynor September 6, 2007 22:0 Char Count= 0

572 Index

Public information, profit opportunity, 236
Public voting, case study, 512–513

Q
Quadrennial market cycle, 143–144

R
Rating management, 78–85
Rating techniques, significance, 81–82
Rational behavior, 375
Real assets

financial institutions/markets, claims, 157
ownership, concentration, 157

Real growth, 145
Real income, expectations, 110
Real risk, defining, 36–37
Real riskless rates, Dimson estimates, 35
Real wages, 180–182, 193

forecast, questions, 181–182
inflation, relationship, 203–204
prediction, 178

Reasonable knowledge, 433
Rebalancing, 40–41

impact, 41
Recession, 174
Redistribution issues, types, 144
Regression

model, 417
parameters, estimates, 15

Regression, recasting, 384–385
Regulators, equilibrium, 210
Rejection criterion, 471
Relative ranking, usage, 78–79
Relevance, price, 316–317
Rents

pattern, 347
value. See Future economic rents

Repayment transactions, 147
Research decisions, 238–239
Residual error, 405
Residual fluctuations, magnitude (measure), 6
Residual price changes, 6
Residual risk, inclusion, 61
Residual variance, 415–416
Return

expected independent rate, 415
hypothetical record, 256–257
nominal rate, 37
rate, examination, 89–90
riskless rate, 32

Return on investment (ROI), measurement, 209
Return per dollar invested, calculation, 241
Return-risk objectives, adjustment, 465
Return-risk ratio, management, 466–467
Revsine, Lawrence, 314–315
Risk

analysis, 69–70
balancing, 403
characteristics, 3
decline with age, 44

definition, 406
estimation, portfolio composition, 5
indifference curves, 74–76
per unit of return, 469
specific risk, 18–19
variation over time, 11

Risk-free interest rate, 419
Risk-free Treasury bills, usage, 461
Risk premium, 51, 56

covariance, dependence, 62–63
estimation, 57
standard error, ratio, 54

Risk/reward, impact, 33–34
Risky assets

assumptions, 49–50
market value, theory, 49
pension fund investment, 455

Risky pension assets, proposals,
457

Risky positions, restoration, 40
Roll, Richard, 96, 142–143
Ross, Stephen, 142–143
Round-trip visible costs. See Trading

S
Sample error, problems, 33–34
Satisificing, policy, 113
Scarce labor employed, 170
Securities

analyst, characteristics, 1
law, public policy, 157–158
positions, 408–409
returns, 252
selection, 331
transactions, 300–301
value

assessment, 271–272
change, 240

Securities analysis
definitions, 404–410
importance, 223
independent returns, forecasts (derivation),

414–417
quality, improvement, 413–414
usage, 403

Separation, consequences, 332–333
Service enterprises, impact, 22
Shared errors, 439–440
Shareholders, claim (value), 335
Share valuation, reduction, 326
Share value

consequences, 333–335
maximization, 117

Sharpe, William, 5, 404, 410
model, 418–421

Sharpe model
assumptions, 7–8
challenge, 8
usage, 6

Sharpe ratios, 410–414
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Simon, William, 122
Single-valued functions, usage, 139–140
Skill contribution. See Portfolio performance

assessment, variance, 473–474
identification, 468–475

Skill premium, 170
Small-cap bias, elimination. See

Market-valuation-indifferent indexing
Smith, Adam, 175–176
Smoothing techniques, application, 490
Socialism, 111
Somervell, Brehon B., 217
Specific risk, 18–19, 406
Square-law effect, 60
Staats, Elmer, 123–124
Stagflation, 101, 184–185
Standard error, 75

measurement, 440–442
S & P 500 Stock Index, market average, 90
Standard & Poor’s (S & P), performance, 462–463
Statistical price risk, contrast. See Business risk
Steady state, 107
Stein, Herbert, 150
Stock

fund, volatility, 72
markets, understanding, 225–226225
risk/return characteristics, reassessment,

246–247
selection, usage, 331

Stock prices
changes, identification (possibility), 5–6
inflation, relationship, 105–107

Sunk costs, fixed costs (contrast), 390–391
Supply curve, 340, 350

plant additions, impact, 344–346
relationship. See Technology

Survival, probability, 444
Systematic risk, 396–398

factors, 64

T
Takeovers, 332

economics, 336–337
management, control value, 336–337
premium, 337

Tax burden. See Municipalities
shift, fairness, 136

Taxes, addition, 154–155
Taylor series approximation, truncation, 38–39
Taylor series formula, riskless term (usage),

40–41
Technical analysis, advantages, 246
Technology

function, 352
supply curve, relationship, 352

Terminal dollars, 34–35
Thurow, Lester, 161
Time diversification, 29

approximation, 37–38
accuracy, 38–39

evidence, 41–43
formulas, 32–33

Time period
criterion, 92–93
study. See Markets

Tobin, James, 50
Top-down economic forecasts, 331
Total dividend yield, insensitivity, 335
Tradables, examples, 188
Trade price

equilibrium price
changes, 289
relation, 275

negotiations, 293
Trades

blocks, pricing, 269–270
cheapness, 503–504
cost, determination, 272

Trading, 221
active investment, impact, 289–291
adversary game, 288
bias, 304
experience, 433
game, success, 238
generation, IPI (usage), 368–369
invisible costs, 288
opportunities, 233
Q & A session, 286–287
research, implications, 243–244
return, calculation, 277, 288
risks, 279–280

occurrence, 303
round-trip visible costs, 296–297
rules, 232–233
success, 241–243

Trading costs
defining. See Invisible trading costs
derivation, 241
equations, 245

Training
consequences, 171
impact, complexity, 172
investment, 168
perspective, 172–173
relationship. See Capacity additions

Transaction
costs, 174, 232, 292

control, 467
cycles, 322
speed, 281–282

Transactors
dealers, value, 265
motives, 302

Transfer taxes, 243
Transient contribution, 106
Treynor, Jack L., 306
Treynor-Black, 472

terminology, usage, 260
Trueblood Report. See American Institute of Certified

Public Accountants
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574 Index

True value, reversion. See
Market-valuation-indifferent indexing

Trust funds, 77–78
Two-sector market, 369–371

U
Undervalued stocks, holding (return differential),

428–429
Unemployment

changes, noncorrelation, 203
determination, 198
functional dependence, 199–200
inflation, relationship, 101
rate, measure, 103
reduction, 145–146

Unskilled wage, 168–169
Urban environment, social problems, 20–21
U.S. government, consolidated financial statements,

122–124
U.S. government, consolidated statement of financial

position, 131–134
U.S. inflation rate, 214
U.S. prosperity, year-to-year fluctuations, 189
U.S. stock market data (end-of-year levels), 41

V
Valuation model, formulation, 381
Value

derivation, 354–355
ideas, 312
information-based investor, interest, 242

Value-based investors (VBTs)
assessment, 271
capital, limitation, 265
estimates, valuation errors, 271–272
market-makers, 264
transactions, occurrence, 242–243

Value-motivated transactor (VBT), 547–548

Value traders
break-even, 296
consideration, 290–291
discrepancy identification, 278
success, 294–295

Variances, 261
Vasicek/McQuown argument, 61
Volatility, reference, 79

W
Watts, Ross, 327
Weak linearity property, usage, 59
Wealth

amount, 377–378
borrowers/lenders, 398
changes, 160–162, 371
destruction, 110
distribution, 159, 160

evidence, 164–165
effect, 376–377
rate, changes, 166
size, change, 373–374
transfer, information (impact), 366–367
ultimate distribution, 163

Work force
changes, 204
expansion, 146
reduction. See Europe
size, impact, 198–199

World War III, Phillips Curve (impact), 213

Y
Yield, expectation, 51–52

Z
Zeikel, Arthur, 434
Zero sum, 299
Zero-sum game, 288
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