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| was discussing last months ‘All Roads Start with Paul Volcker” with an economist, and the following thought

occurred to me.

e Microeconomics determines prices — when marginal demand meets marginal supply.
e Macroeconomics provides the incentives for microeconomics

As far as | am concerned microeconomics is a science. Prices in markets are always a result of the negotiations of
buyers and sellers. There is no such thing as a ‘black swan event’ when market prices decline — price changes are
always the result of buyers or sellers changing their view of value resulting in an imbalance.

Macroeconomics does not work as precisely as microeconomics. This becomes the realm of statistics and
probabilities, as incentives provided by central bankers, from the perspective of central bankers, do not transmit as
precisely or as expected.

| believe that the expectations issue is due to central bankers, who provide incentives, only looking at the subset of
outcomes in their local economy. This perceived imprecision is largely due to leakages from carry trades, which are
driven precisely by microeconomics. In other words, macro incentives might be working scientifically, but the
complete set of outcomes is not being measured.

This creates the scope for Behavioral Economics, such as that in the work of Daniel Kahneman.

The link above from UChicago about describes Behavioral Economics as trying to understand ‘how and why people
behave the way they do in the real world. It differs from neoclassical economics, which assumes that most people
have well-defined preferences and make well-informed, self-interested decisions based on those preferences.’

Focusing on financial markets, | believe this is misstated. In financial markets, a subset of people do behave
precisely in a Pavlovian manner in response to incentives provided by central bankers. Behavioral economics
should instead be the study of why people DO NOT behave in the way defined by microeconomics. People that
are not responding to incentives usually do not impact prices, but result in the inefficient transmission of
incentives.

The perceived imprecision of macroeconomics leads central bankers to use bigger sticks or nuclear options, to
force all people to respond to their incentives. The ultimate weapon is Quantitative Easing (QE), which is

implemented as money supply created from interest rates policy is not being used — money velocity has peaked
and is declining. This results in excessive money supply that results in asset inflation and speculative bubbles:
Bezzle (see next section).

Bezzles burst when counter-incentives are supplied. Microeconomics forces lead to rational declines in financial
prices that are viewed as ‘Crises’, Black Swan events, and ‘Minsky moments’

Understanding Beta — Determinants of the US Stock Market demonstrates that Macroeconomic incentives are not

as imprecise as perceived by economists and central bankers. The model has a 96% adjusted R-squared, far more


https://static.wpb.tam.us.siteprotect.com/var/m_0/00/003/44984/973128-All_Roads_Start_with_Paul_Volcker_10-24-2022-c20ad.pdf
https://news.uchicago.edu/explainer/what-is-behavioral-economics
https://en.wikipedia.org/wiki/Daniel_Kahneman
https://en.wikipedia.org/wiki/Ivan_Pavlov
https://www.investopedia.com/terms/q/quantitative-easing.asp
https://carnegieendowment.org/chinafinancialmarkets/85179
https://en.wikipedia.org/wiki/Hyman_Minsky
https://mbsmantrallc.com/var/m_0/00/003/44984/689019-MBS_Mantra_-_Understanding_Beta_-_Determinants_of_the_US_Stock_Market_-_Sep_20_2016.pdf

precise than most models in science. (I have identified and used a broader set of macro incentives than used by
most economists.)

The key is to have a complete set of measurements.

When looking at price outcomes, as | did, the complete set of incentives and counter-incentives need to be
identified and measured. When viewed from the perspective of a single set of incentives (ie the policy of a single
central bank), the complete set of outcomes needs to be identified and measured.

Bezzle — a most important word for Economics and Finance that | learned recently

Thanks to the FT. (from the link below)
https://carnegieendowment.org/chinafinancialmarkets/85179
https://www.ft.com/content/0e375355-85c7-4c4e-87fc-5e73ac268196

Bezzle, a word coined by Galbraith, explains what we are currently undergoing, with FTX and crypto blowing up,
and PE ratios for most assets, but tech especially, declining — asset inflation deflating.

I’'m not going to try and regurgitate the pieces, but | assure you they are worth your time to read them.
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Important Notice - Disclaimer

This overview is being provided to you by MBS Mantra, LLC (“MBS Mantra” or the “Firm” or the “Adviser”), for
informational purposes only, on a confidential basis and is intended solely for use by the company or individual to
whom it is being delivered. Potential investors are advised to request and carefully read and review MBS Mantra’s
Firm Brochure (Form ADV Part 2), and other documents, if any, provided by MBS Mantra (the “Documents”).
Under no circumstances should this overview be used or considered as an offer to sell, or a solicitation of any offer
to buy, interests in any securities, funds, other financial products or investment strategies managed by MBS Mantra,
nor shall it or its distribution form the basis of, or be relied upon in connection with, any contract for advisory
services or otherwise.
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The information contained with this brochure has not been audited and is based upon estimates and assumptions. No
reliance should be placed, for any purpose, on the information or opinions contained in this overview. The
information contained in this brochure is based upon proprietary information of MBS Mantra and public
information, but it may not be comprehensive, and it should not be interpreted as investment advice. No
representation, warranty or undertaking, express or implied, is given as to the accuracy or completeness of the
information or opinions contained in this overview by MBS Mantra or by its affiliates and any of their principals,
members, managers, directors, officers, employees, contractors or representatives.

Investors must make their own investment decisions based on their specific investment objectives and financial
position. Charts, tables and graphs contained in this overview or in the Documents are not intended to be used to
assist an investor in determining which securities to buy or sell or when to buy or sell securities. While this overview
may contain past performance data, PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS,
WHICH MAY VARY. There can be no assurance that any investment strategy will achieve its investment objective
or avoid substantial or total losses. Except as required by law, MBS Mantra assumes no responsibility for the
accuracy and completeness of any forward-looking statements. Further, MBS Mantra does not provide legal and tax
advice; MBS Mantra recommends that investors consult with their own independent tax and legal advisers.

Any example represents an actual trade made by Samir Shah, MBS Mantra’s principal, and/or MBS Mantra; any
hypothetical represents a possible trade. None of the examples, whether actual or hypothetical, contained in this
overview and the Documents should be viewed as representative of all trades made by MBS Mantra, but only as
examples of the types of trades MBS Mantra expects to complete for its customers. None of the examples provided
can in and of themselves be used to determine which securities to buy or sell, or when to buy or sell them. It should
not be assumed that recommendations made in the future will be profitable or will equal the performance of the
securities used as examples in these Documents. To the extent that this document contains statements about the
future, such statements are forward looking and subject to a number of risks and uncertainties, including, but not
limited to, the impact of competitive products, product demand and market risks, fluctuations in operating results
and other risks. (A complete list of trades made by Samir Shah and/or MBS Mantra is available upon request.)

This overview and all Documents provided by MBS Mantra should only be considered current as of the date of
publication without regard to the date on which you may receive or access the information. MBS Mantra maintains
the right to delete or modify the information without prior notice; MBS Mantra undertakes no obligation to update
such information, including, but not limited to, any forward-looking statements, as of a more recent date, except as
otherwise required by law.



