Snatching the Invaders

Review of Practical Speculation by Victor Niederhoffer and Laurel Kenner

Note:  This is a book review that was posted to the Amazon.com website on 3/12/03.


A patient learns for the first time that her body has been invaded by disease: cancer, Alzheimer’s, or multiple sclerosis.  The possibility that the disease might be debilitating and even fatal suddenly assaults her consciousness.  At that point, a psychologist such as myself learns a great deal about such a patient’s character.  Some lapse into defeat and self-pity, their spirit dying long before their body gives way.  Others flee into denial, ignoring steps that could enhance their life, or frantically scurrying from one mystical cure-all to another.  A few, however, rise to the occasion with magnificent stature.  Confronted with their own mortality, they refuse to yield their lives or their reason.  They search and re-search the treatments that will maximize the quantity and quality of life and commit themselves to making the most of their remaining days.  In refusing to allow their bodies to be snatched from them by disease, they are an inspiration to those whose lives they touch.


Niederhoffer and Kenner’s book “Practical Speculation” begins and ends with a different, but related story of body snatching.  They draw upon Jack Finney’s 1954 science fiction classic “Invasion of the Body Snatchers” to describe the current plight of traders and investors.  Confronted with a three year bear market that has placed their portfolios in near-terminal status, market participants—like our patient—are all too tempted to lapse into pessimism and despair or flee to mystical, untested promises of hope.  The message of “Practical Speculation” is straightforward: in facing adversity bravely, refusing to abandon reason, we—and our portfolios—participate in the centuries-old ascent of the markets—and human progress.


The hero of Practical Speculation is neither Niederhoffer nor Kenner, but the scientific method.  In chapter after chapter, the authors lay bare the ways in which analysts, journalists, and gurus offer advice and perspective that is entirely unsupported by facts or even the effort to gather and evaluate those facts.  In a wry touch, the authors introduce a group of symbols that appear throughout the book: a pencil and envelope representing the scientific evaluation of data; a magician’s hat whenever mystical ideas are recounted; a pair of storks to represent spurious correlations.  This is a book that both debunks and enshrines.  In Part One, it savages the “mumbo-jumbo” that comprises much of contemporary financial journalism and analysis.  Part Two offers the antidote: “practical speculation” based upon the empirical investigation of market patterns.


The discerning reader will recognize at once that Niederhoffer and Kenner have tackled their own version of the Finney script, snatching victory from invading adversity.  Niederhoffer suffered the well-chronicled demise of his successful fund in the late 1990s.  Kenner, a journalist who went outside the bounds of her trade to find market insight in everything from music to baseball, suffered the demise of her career when she refused to adopt a more conventional mien.  It is no surprise that the opening quote of their book, taken from Invasion, includes the exhortation, “We shall fight them in the fields, and in the streets, we shall fight in the hills; we shall never surrender.”  Practical Speculation is an affirmation of the markets—and those that would tame them—in the face of an unrelenting market decline.


In the end, however, Practical Speculation is practical.  Included in the book are concrete ideas for trading and investment that draw upon option volatility, bond movements, insider behavior, and company fundamentals.  Even more useful, there are eminently readable sections that introduce the reader to statistical analysis, including scatterplots and correlations.  These practical insights are drawn from diverse fields, including physics, racquet sports, chemistry, and baseball.  Taken together, they model a way of thinking about markets: identifying patterns from seemingly unrelated spheres, creating hypotheses, and then subjecting these hypotheses to critical, objective scrutiny.  This alone is well worth the cost of the volume.


The best thing I can say about Practical Speculation is that it will be read in the future.  As inspiration and education, its lessons are timeless.  
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