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Capital flows, model of. See also Global
capital flows
generally, 306-308
impossible trinity, 308-309
Mexico/Asia/confirmation bias, 310-313
post-World War II period/economic
drivers, 309-310
Capital flows, poor countries and, 92
Capital markets:
in the 1980s, 208-210
and allocation of capital, 230-232
average expected return/variability of
returns, 217-221
credit crunches, 224-226
economic change as driver, 202-204
economics/expectations/information,
205-208
engine of analysis, 200-201
feedback process/credit cycle, 221-224
generally, 199-200, 232-235
Great Recession and, 212-213
internal cyclical changes/overconfidence
bias, 210-211
irony and paradox, 211-212
and life cycle of institution, 226-230
perspective of change over time, 201-202
risk/reward calculation, 213-215
traded/non-traded goods, 215-216
wake-up call, 216-217
Capital stock:
forces impacting growth, 85
output growth and, 86-87
Carter, Jimmy, 160
CBOT. See Chicago Boara«f Trade (CBOT)
CDS. See Credit default swaps (CDS)
Central Intelligence Agency (CIA), 109
CFTC. See Commodity Futures Trading
Commission (CFTC)
Change. See also Shocks
as the anomaly, 346-347
barriers to, 4-6
character of, 145-146
economic, as driver, 202-204
economic adjustment and, 293-294
evolutionary, 339, 340
feedback from, 246-248
framework and, 166-170
generally, 3—4
identification of (see Identification of
change)

introducing, 9-10
modeling, 146
over time, perspective of, 201-202
as process, recognition of, 68-70
in savings rates, 88
short/long responses to, 76-78
sources of, 6-7
Chicago Board of Trade (CBOT), 341
China:
capital outflows, 309
as emerging nation, 14
exchange rates and, 45-47, 308
growth rates in, 134
import protections, 306
trading relationships, 331
U.S. Treasury securities aiid, 315
in WTO, 298, 309, 217
Choices:
failing to choose, 221-332
feedback and. 347-349
and informetinn choke points, 119
innovatica vs. old model, 10-11
mechhd-of making, 17-18
t¢ king advantage of change, 12-17
CTA See Central Intelligence Agency (CIA)
Civil War, 179, 180
Clinton, Bill, 285
Closed economy, 318
Coincident indicators, 61-62
Cold War, 140
Collins, Jim, 337
Commercial paper, 229
Commodity Exchange, 205
Commodity Futures Trading Commission
(CFTC), 341
Community banking, 102
Compensation of employees, 33
Competitive advantage, information and,
103-104
Conference Board, 60
Confirmation bias, 2, 50, 111-112, 135,
190-191, 246, 310-313
Consumer:
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choice, 340-341
spending, 28, 357
Consumer price index (CPI), 37-38, 63, 167
Convertibility Law, 46
“Corn-hog” cycles, 76
Corn Laws, 82,296, 355
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Corporate bond spreads, 143
Corporate cash flow, 256-257
Corporate profit growth, 331
Corporate profits tax, 91
Creative destruction, 104-105
Credit:
aspects of, 170
constraints, 222
crowding out, 277
quality of, 150, 151, 218
Credit crunches:
high-yield bonds and, 225-226
Regulation Q and, 224-225
Credit default swaps (CDS), 208
Credit risks, ranking of, 222,223
Credit spreads, 142, 143-144, 171, 216,
217
Creditworthiness, 227
Crowding out, 277
Cuban missile crisis, 246
Culture, 13
Currencies. See Exchange rates
Cyclical and structural change:
bias in decision making, 6673
coincident indicators, 61-62
cyclical patterns, linear projections,
57-59
evolution of a framework and, 73-78
forces of economic success, 55-57
generally, 78-80
lagging indicators, 62-64
leading indicators, 59-61
moving average (MA), 65-66
trends and cycles, iderntiiying, 64-66
Cyclical change, benChimark for, 25-26
Cyclical patterns, linear projections:
identifying change, 59
recessions and, 57-59

Debt-to-equity ratio, 257-260, 261
Debt to GDP ratio, 243
Decision making:
biases and, 242-244
framework, innovations and, 343-344
Decision-making biases to watch:
choices, 248
evaluating change, 245-246
feedback, 246-248
framework set up/availability bias,
244-248

Deficit to GDP ratio, 243
Department of Commerce, 26, 32, 84
Digital Equipment Corporation, 348
Disruptive innovations, 104-105
Diversification, 190
Dollar:
appreciation, 317
and hedging exchange rate risk, 342-343
weakening of, 326, 328, 329
Dot-com boom, 288
Drexel Burnham, 347

Econometric models, 138-141
Economic adjustment, dynamic nature of,
293-294
Economic benchmarks:
applications for, 24-27
for cyclical change/secilar growth, 25-26
GDP, components ¢f, 27-36
generally, 23-24
inflation, 2¢-41
Economic cicle, 172-173
Econcn ic dynamism:
exchange rate and, 95-96
flcw of capital, 92
framework for growth, 83-88
generally, 81-83, 97-99
growth/opportunity/preservation, 96-97
institutions, savings/investments, 90-92
overcoming geography, 92-95
population growth/westward expansion,
88-90
Economic growth factors, 50
Economic Recovery Tax Act of 1981,
278-279
Economic risk(s):
biases/building framework, 134-135
interdependencies among, 135-138
useful risk model, 132-134
Economic shocks. See Shocks
Economies of scale and scope, 187-189
Economist, 355
Edison, Thomas, 349
Efficiency ratios. See Profitability ratios
Emerging market countries, 96, 134
Energy prices, 76-77. See also Oil prices
English Corn Laws, 82, 296, 355
Equity market decline, 75
ERM. See Exchange rate mechanism (ERM)
EU. See European Union (EU)
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European sovereign debt crisis, 325
European Union (EU), 239
Evolution of frameworks, 18-19
Ex-ante interest rate, 42—43, 164
Exchange rate mechanism (ERM), 304
Exchange rates:

altering of, 95-96

economic dynamism and, 95-96

fixed system, 307-308, 316

flexible, 317

floating, 307

nominal exchange rate, 94

real exchange rate, 94-95

relative price/many relatives, 45-48

risk, innovation and, 353
Expansionary fiscal policy, 95
Exports. See Net exports
Ex-post interest rates, 42, 209

Fannie Mae and Freddie Mac, 164, 176,
223, 353
Federal budget surplus/deficit, 295
Federal Deposit Insurance system, 340-341
Federal fiscal deficit, 314
Federal funds rate, 43
Federal Housing Administration, 213
Federal Reserve:
asset purchase plan, 315
balance sheet, 170, 171, 282
banking system and, 168
debt monetization, 281
as de facto central bank, 45
establishment of, 162, 218
Federal Funds rate szv by 43
inflation and, 169, 265, 209, 284
lagging indicators and, 63-64
LTCM and, 211
monetary policy and, 40
“quantitative easing,” 176, 326, 327, 329,
330, 342
Regulation Q, 224-225
Treasury bond portfolio of, 50
Feedback:
choices and, 347-349
effects, 74, 75
process, credit cycle, 221-224
Ferguson, Niall, 326
Financial innovation, 340-341
Financial Institutions Reform, Recovery and
Enforcement Act, 225

Financial ratios:
biases to watch, 244-248
correlations among ratios, 244
decision making/biases, 242-244
framework development and, 240-248
generally, 237, 267-270
information and (see Financial ratios as
information)
targets, indicators, or instruments,
237-240
theory, 242
Financial ratios as information:
debt-to-equity ratio, 257-260
generally, 248
leverage, 256-257
liquidity, 253-256
market value ratios, 2¢0-267
P/E (price/earnings; rati0, 260-267
probability/efficiericy ratios, 248-253
Firefighting tragedy, 191
First Time Flemebuyer Credit, 275
Fiscal deficiss, 278-284
Fiscai.rolicy:
eui'ibrium, long-run vs. short-run,
292-294
expansionary, 278, 316-317, 329
generally, 271-272, 298-300
innovation and, 353
long-run outlook/today’s behavior,
294-296
monetary policy and, 279, 285-289
in open economy, 298
political business cycle, 296-298
risk taking (see Risk-taking, fiscal policy
and)
Fiscal stimulus. See Stimulus program
Fleming, Marcus, 286
Floating exchange rates, 307
Fordney-McCumber Tariff of 1922, 82-83,
84
Framework:
for economy, 345-346
principles for new, 153-155
Framework development:
assumptions, 2-3
biases and, 2, 332
creating a framework, 7-9
decision making, 17-18
education and, 3
evolution of frameworks, 18-19
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feedback and, 11-12, 146-149, 330-332
financial ratios (see Framework
development, financial ratios and)
generally, 1-2, 19-22
information and, 116-117
innovation vs. old model, 10-11
introducing change, 9-10
policies for growth and, 90
problems/solutions, 3-7
taking advantage of change, 12-17
Framework development, financial ratios
and:
decision making, biases and, 242-244
decision-making biases to watch,
244-248
generally, 240-241
Pearson correlation coefficients, 241
theory, 242
Framing, 111, 113, 190
Free capital flows, 45
Free-trade agreements, 97. See also North
American Free Trade Association
(NAFTA)
Friedman, Milton, 284, 345-346, 356

GDP. See Gross domestic product (GDP)
GDP deflator, 39-41
General Motors (GM), 111, 349, 352
Geography. See Economic dynamism
Germany, 13, 72, 231, 326, 348
Global capital flows. See also Cepital flows,
model of
American framework/iritalances,
313-320
building a framewoi’;304-306
decision makers and, 328-330
feedback, expectations and, 330-332
generally, 303-304, 332-334
global interest rates, 320-323
model of capital flows (see Capital flows,
model of)
overconfidence bias, 332
risks/opportunities, 323-328
Global interest rates, 320-323
Globalization:
Asia and, 350
capital markets and, 202, 231, 278
of housing demand, 215
interest rates and, 264
open global economy and, 18

in post-WTO era, 339
of trade, 161
GNMAs. See Government National
Mortgage Association certificates
(GNMAs)
GNP. See Gross national product (GNP)
Going public, 229
Gold:
discoveries, 170
prices, 70
Golub, Bennett W., 133, 135-136
Goodhart, Charles A. E., 238
Goodhart’s Law, 238
Goods market, 307
Government National Mortgage Association
certificates (GNMAs).(541
Government purchases, 5?2
Government-sponsored enterprises (GSEs),
353
Gramm-Rudm~i.-Follings Act, 280, 353
Great Depression:
bank f«ilr res and, 224
Caldillacsales during, 111
d¢bt payoff and, 131
ex:hange of financial capital, 202
fears of another, 23, 203
Federal Reserve and, 218
global scale of, 356
home mortgages and, 352
money supply and, 170
as period of thrift, 55
tariffs and, 83
“Great Moderation,” macroeconomic
volatility and, 211
Great Recession. See also Recessions
assumptions and, 242
capital markets and, 209, 212-213
changes of, 146
credit and, 170
decline in real final sales, 35
home prices and, 138
household lending and, 131
intensification of, 108
low savings rate and, 86
monetary policy and, 175, 354
professions not viable in, 77
refinancing/foreclosures, 352
risk, reward and, 131, 327, 328
subprime lending and, 212-213
U.S. Treasury securities and, 315
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Greece, 128-129, 133-134, 239, 267,
324-326, 342
Greenspan, Alan, 311
Gross domestic product (GDP):
benchmarking growth and, 24
debt/deficit to GDP ratio, 243
government purchases, 32
gross private domestic investment,
28-32
net exports, 32-34
personal consumption, 27-28
real final sales, 34-36
real GDP, 26, 89, 112, 126, 127
volatility in, 126, 128
Gross national product (GNP), 32
Gross private domestic investment:
equipment and software spending, 29
generally, 28
inventories and, 29, 30
residential investment, 29, 30
slowing demand and, 30-32
Group think, 51
Growth:
framework for, 83-86
higher output and, 86-87
innovation, economy and, 336-340
opportunity, preservation and, 96-97
policies for, 90
Growth business, information in, 104105
GSEs. See Government-sponsored ¢iiterprises
(GSEs)

Haavelmo, Trygve, 238
Hedging exchange rate visk: 342-343
Heller, Walter, 284
High-yield bonds, 225-226, 258
Hodrick, Robert J., 64, 252-253
Hodrick-Prescott (H-P) filter, 64-65, 66,
257,262-263, 266
Home bias, 317, 319
Hong Kong, 45-46, 307-308, 309
Hoover, Herbert, 356
Housing;:
boom in, 77, 288
correction, 75, 130
marketing for, 118
mortgage payments, 131
prices, deflation, 129-132
public policy and, 213-214
recovery in, 275

slowed demand, feedback from, 219-221
speculation, 218
H-P filter. See Hodrick-Prescott (H-P) filter
HP ratio, 252-253

Identification of change:
approaches to, 59
character of change, 145-146
feedback and, 146-149
generally, 141-145
modeling change, 146
normalization of deviance, 149-153
Illusory correlation, 70-71, 111, 113, 114,
135, 246, 352
“Import leakage,” 317
Indonesia, 311, 312, 313
Inflation:
CPI and, 37-38
double-digit, 160,161
expected vs_actval, 129
Federal Reserye and, 160
financial ‘nnovation/consumer choice,
34)-341
CDy deflator, 39-41
generally, 36-38
and global integration of U.S. economy,
277-278
interest rates and, 173-175
outlook, 329, 330
pace of, 330
Phillips Curve and, 125-126
producer prices and, 38-39
trends/expectations, 164-166
unemployment and, 159, 205
weaker dollar and, 326
Inflation-unemployment tradeoff model, 160
Information. See also Financial ratios as
information
asymmetric, 102, 109, 192, 193, 194
“calling it quits”/viewpoints, 108
choices/choke points and, 119
as competitive advantage input, 103-104
decision process and, 106-107, 116-117
disruptive innovations, 104-105
economic, 116-117,205-208
electronic, 115-116
in an existing business, 102-103
generally, 119-122
innovation and, 350
interpretation, Cadillac, 111
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limited, 184, 193
mathematical models and, 108
in new growth business, 104-106
as part of business model, 117-119
policy, expectations and, 289-292
processing, steps (see Information
processing steps)
quality of, 183, 186
reach and richness of, 103-104, 106
in Trading Places (film), 101
Information processing steps:
1- gathering economic/business
information, 107-109
2- interpreting information, 109-114
3- distributing information, 114-116
Innovation:
and decision making framework, 343-344
disruptive, 104-1035, 340
dollar/hedging exchange rate risk,
342-343
economic thought, challenges and,
354-357
and the economy, 336-349
generally, 335-336, 357-359
growth and, 336-340
inflation and, 340-341
interest rates and, 341-343
vs. old model, 10-11
and patterns of progress, 349-352
public policy and, 353-354
risk, prospect theory and, 372-35
Institutions, markets before, 162
Institutions, savings/investiii2rt and:
corporate profits tax, 21
generally, 90-91
technological progress, 91-92
Integrated Resources, 259
Intel, 351
Interest expense, 256-257
Interest Rate Control Act of 1966, 225
Interest rates:
debt burden and, 128
ex-ante, 42-43, 164
ex-post, 42, 209
global, 320-323
inflation and, 173-175
negative real, 160
nominal, 42, 160, 174, 208
real, 166, 174, 209
real nominal, 41-45

risk, innovation and, 353
short vs. long run, 330-331
volatility, risk and, 341-342
International Monetary Fund, 160
Internet:
emergence of, 105-106
information distribution, 115-116
social networks, 117-118, 351
web sites, 118
Inventory valuation adjustment (IVA), 49
Ireland, 239, 267, 325
Irony and paradox, 211-212
IVA. See Inventory valuation adjustment
(IVA)
Iverson, Ken, 348

Japan, 13, 72,231, 309,317, 319, 348

JCT. See Joint Compaivtee on Taxation (JCT)

Jobless claims, 60. 61

John Deere, 349

Joint Commiteee o Taxation (JCT), 271,
289.,220-291

Kahneinan, Daniel, 152

Keni edy, John F., 109, 246, 284

Kennedy tax cuts, 273, 274, 284, 353, 356

Key economic growth factors, 50

Keynes, John Maynard, 23, 24, 144, 273,
280, 326, 345, 356

Keynesian multiplier, 272

Kroger/A&P, 337

Kuhn, Thomas, 344

Kuznets, Simon, 23, 24

Labor market:
Berlin Wall and, 74, 75
unemployment rate and, 63

Labor Statistics, Bureau of, 126

Lagging indicators, 62-64

Latin American countries:
political stability and, 87
trading relationships, 331

Laubach, Thomas, 128

Leading indicators, 59-61

Lehman Brothers, 134, 195, 197, 346

Lev, Baruch, 251

Leverage, 256-257

Lewis, Michael, 350

Limit pricing, 193-194

Lincoln, Abraham, 179, 187, 338
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Liquidity, 253-256

Liquidity effect, 170

Long-run adjustment, 170-172

Long Term Capital Management (LTCM),
41-42,210-211, 274, 313

Louisiana Purchase, 199, 200

LTCM. See Long Term Capital Management
(LTCM)

Lucas, Robert E., 92, 284-285

Maastricht Treaty, 239

Malthus, Thomas, 354-355

Mankiw, Greg, 91

Marginal product of capital (MPK), 84

Market manipulation claims, 205

Markets:
before institutions, 162
unexpected events and, 162-166

Market value ratios, 260-267

Marshall Plan, 316

Medicare, 291, 294

Menich, Judy, 341

Mergers and acquisitions, 113-114

Merrill Lynch, 341

Mexico, 48, 310, 313, 314, 324

Milken, Michael, 346-347

Miracle on the Hudson, 195

MLS. See Multiple listing service (MLS)

Monetary policy, 279, 285-289. See. aizo

Exchange rates

Money:
change, framework and, 16¢6-.170
economic cycle/quality spreads, 172-173
generally, 160-162..176 178
inflation, interese ‘aves’and, 173-176
lessons learned, 175-176
markets before institutions, 162
risk, accounting for, 172-173
short-run/long-run adjustment, 170-172
unexpected events, markets and, 162-166

Moneyball (Lewis), 350

Montgomery Ward, 348

Morgan Stanley, 321

Mortgage-backed market, 347

Moving average (MA), 65-66

MPK. See Marginal product of capital

(MPK)
Multicolinearity, 134
Multiple listing service (MLS), 118

Multiplier process, 280

Mundell, Robert, 286, 308
Mundell-Fleming model, 286-288, 306, 313
Myers, Stewart, 73

NAFTA. See North American Free Trade
Association (NAFTA)

Napoleonic wars, 355

National Bank of Commerce, 172

National Income and Product Accounts
(NIPA), 48-50, 84

Navigation Acts, 8§1-82

Net exports, 32-34

New-growth enterprise, information in,
104-106

Newspaper business, 104-105

New thinking, 195-197

1980s, the, 208-210

NIPA. See National income and Product
Accounts (i TIFA)

Nixon, Richasd M., 42, 316

Nixon adm nistration, 204, 313

Nominnl iiterest rate, 42, 160, 208

Non-aurable goods, 28

Mori-traded goods, 215-216

Normalization of deviance, 66—-68, 149-153

North American Free Trade Association
(NAFTA), 74, 82, 93, 210, 309, 310,
317, 350

Not seasonally adjusted (NSA) sales, 110

NSA. See Not seasonally adjusted (NSA)
sales

Nucor steel, 348, 349

Obama, Barack, 111, 128, 281, 284
Obama administration, 329
Oil prices. See also Energy prices
oil shocks and, 77, 129, 160, 204,
208-209
pattern of, 112-113
Olsen, Ken, 348
Ottoman Empire, 81, 350
Output, level of, 86-87, 88
Overconfidence bias, 15,210-211, 332

Panic of 1907, 172, 218

Paradox and irony, 211-212

PCE. See Personal consumption expenditure
(PCE) deflator
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P/E (price/earnings) ratio, 237, 238, 240,
260, 261-267
Pearl Harbor, 153
Pearson correlation coefficients, 241, 249
Penn Central Railroad, 203-204
Penn Square, 71
People Express, 259-260
Personal consumption, 27-28, 76
Personal consumption expenditure (PCE)
deflator, 39-41
Phillips, A. W., 159
Phillips Curve, 125-126, 159
Political stability, savings rates and, 87
Ponzi scheme, 153
Poor countries, 92
Porter, Michael, 230
Post—=World War II period:
anchoring bias and, 72
baby boom and, 145
British nationalization and, 89
capital flows/economic drivers, 309-310
capital markets and, 203, 204
capital stock and, 85
economic drivers and, 309-310
emerging markets and, 227
fixed exchange rate system, 316
government spending/tax policy, 271
growth and, 135, 337
home prices and, 129
illusory correlation and, 70
inflation in, 125
leverage/risk taking and, 152
manufacturing economy ¢f,.201
subsidization of indusiries and, 56
U.S. power and, 26
Predatory pricing, 194
Prescott, Edward C., 64, 252-253
Probability, risk and, 183-184
Probability/efficiency ratios, 248-253
Process:
choices and, 12-17
decision making, 17-18
evolution of frameworks, 18-19
feedback, 11-12
framework for, 7-9
innovation vs. old model, 10-11
introducing change, 9-10
Producer prices, 38-39
Production possibilities curve, 92-95

Profitability ratios:
inventory to sales ratios, 251-253
return on assets, 249-251
return on equity, 248-249
Profit(s), 48-50
Profits expectations, 207
Progress, innovation and, 349-352
Prospect theory, 97
Protectionism, 74
Public policy:
growth and, 83-84
housing market and, 213-214, 222
innovation and, 353-354
investments and, 74
leadership in, 224
Lucas critique and, 284-225
makers of, 93
real/financial econsinv and, 211
risk and, 131-132

Quality spreads. 1,/2-173
“Quantitar e easing,” 176, 326, 327, 329,
530, 342

Ratios. See Financial ratios
Reagan, Ronald, 284, 285, 316-317, 320
Reagan tax cuts, 278-284, 317, 353
Real capital, market for, 200-201
Real final sales, 34-36
Real wages, 89
Recency bias, 2, 208-210, 259-260
Recency effect, 108-109
Recessions. See also Great Recession
double dip, 128
narrow focus on, 57-59
recoveries following, 201
risk taking and, 132
Regulation Q, 224-225, 341
Reinhart, Carmen, 290
Resource allocation, 207-208
Retail sales, SA and NSA, 110
Return on equity, 248-249
Returns, average expected/variability of,
217-221
Ricardo, David, 272-273, 336-337,
355-356
Risk:
accounting for, 172-173
alternative paths and, 182, 184
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assessments, 192, 227-228

dollar/hedging exchange rate, 342-343

generally, 197-198

interest rates and, 341-342

opportunity and, 323-328

probability and, 183-184

in refinancing, 229-230

strategic thinking and, 183 182,195

uncertainty and, 180-181, 182, 184, Sewell, Avery, 135
186 Shocks:

Seasonally adjusted (SA) sales, 110

Secondary Mortgage Market Enhancement
Act of 1984, 347

Secular growth, benchmark for, 25-26

Securities and Exchange Commission, 285

Securitization, 108, 347

Sense making, 191

September 11, 2001 terrorist attacks, 181,

Risk aversion, 142, 143-144, 170

Risk modeling/assessment:
biases/building framework, 134-135
change, identifying, 141-153
econometric models and, 138-141
economics and, 124-129
generally, 123-124, 155-158
housing prices and, 129-132
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