
 

 

 

 

 

 

11th November 2013              

 

God tapping us on the shoulder 

 

“I always wanted to be somebody, but now I realize I should have been more specific.” 

 

- Lily Tomlin. 

 

 

Last week we talked about the markets with trend-following expert Michael Covel. 

You can listen to the interview here.  

 

 

Joining those breathlessly awaiting Twitter’s IPO last week, it was difficult not to recall one of 

The Onion’s zeitgeist-nailing satires from a bygone age – namely their November 1999 coverage of 

the IPO of a species of blue-green algae: 

“LAKE ERIE—Seeking to capitalize on the recent IPO rage on Wall Street, Lake Erie-based blue-

green algae Anabaena announced Tuesday that it will go public next week with its first-ever stock 

offering.  

“Anabaena, a photosynthesizing, nitrogen-fixing algae with 1999 revenues estimated at $0 billion, 

will offer 200 million shares on the NASDAQ exchange next Wednesday under the stock symbol 

ALG. The shares are expected to open in the $47-$49 range.  

"This is an extremely attractive investment opportunity that no investor can afford to ignore," said 
Carter Stephens, a Shearson Lehman Brothers investment consultant retained by the freshwater-

dwelling prokaryote to guide them through the IPO process. "In addition to being the world's 

largest producer of oxygen, Anabaena has a strong foothold in many markets other companies find 

untenable, from tidal spray pools of Lake Michigan to the frozen ponds of Siberia. And with its 

base of operation constantly expanding, the future for this blue-chip algae looks especially bright."  

“At a press conference Monday, Richard Kollar, the McCann-Erickson advertising executive in 

charge of marketing and public relations for Anabaena, praised the soon-to-be-public algae.  

"Anabaena has been the clear leader in the blue-green-algae field for over 2.5 billion years," Kollar 

said. "It's helped humans breathe a little easier since Day One."  

“Kollar then unveiled the algae's official advertising slogan: "Anabaena—We Didn't Make The 

Atmosphere, We Just Made It Breathable™."  
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“Despite the fact that Anabaena has failed to turn a profitable quarter since its founding in the 

early Proterozoic Era, Wall Street experts said the algae's good name and substantial liquid 

holdings should more than compensate.  

"For every company that has a successful IPO, there are 10 others that flop," said Brian Baum, 

head of online consulting for Ernst & Young. "But blue-green algae has a history of steady nitrogen 

production, as well as a very strong relationship with fungi, an environmental power player with 

whom it produces many common lichens. And with the number of living organisms on the planet 

rising every day, the demand for Anabaena's many products and by-products should only grow."  

“Still, many investors said they are unsure whether they would be willing to take even a moderate 

risk on the stock.  

"One thing they're not saying in the prospectus—and I've been through it thoroughly—is that 

blue-green algae aren't really algae. They're cyanobacteria," said Jeanette MacAlester, a San 

Francisco-based stockbroker who is strongly advising her clients not to buy ALG. "I don't know if 

I'd put my money in any bacteria, let alone one that seems to think it has something to hide."  

"This is definitely a red-flag stock," Port St. Lucie, FL, day trader Paul Bostock said. "First off, blue-

green algae can cause swimmers' itch. On top of that, if ingested, it can be toxic. I can see the $4 

billion lawsuit already."  

“Despite such reservations, as well as a general concern on Wall Street over IPO oversaturation, 

Anabaena is expected to be a hot property when it makes its bow next week. Market forecasters 

are predicting an initial market valuation of $9.6 billion, easily eclipsing the stellar December 1998 

IPO of Drosophila melanogaster, the common fruit fly.” 

That reference to an investment consultant at a company called Shearson Lehman is weirdly 

moving. But no less poignant than some of the things that institutional investors were saying about 

Twitter last week, apparently with a straight face, for example: 

 

“When you see something with the user volume that Twitter has today and the engagement that 

they continue to have with their user base, you can confidently invest,” remarked a principal at 

Softbank Capital, according to Bloomberg News. (Softbank Capital, it reported, already has a small 

stake in the company courtesy of a prior acquisition of Bluefin Labs.)  

 

This is not a criticism of the Twitter service, which we happily use, both as a producer and a 
consumer of tweets. Nor is it a criticism of the post-IPO market capitalisation of the company, 

which we don’t claim to understand. Treat it as, at best, an honest expression of genuine 

bewilderment. 

 

In the spirit of revisiting golden oldies in the pursuit of rejuvenated relevance, we republish a 

commentary first shared with the world a little over seven years ago.. 

What do forest fires, earthquakes, sand piles and the stock market have in common ? As Mark 

Buchanan writes in 'Ubiquity' (Weidenfeld & Nicolson, 2000), they are all connected by what 

physicists call 'power laws'. By way of example, physicists Per Bak, Chao Tang and Kurt Weisenfeld 

in 1987 simulated the dropping of sand grains, one by one, onto a table top: 

"As the pile grows, its sides become steeper, and it becomes more likely that the next falling grain 

will trigger an avalanche.. (but) what is the typical size of an avalanche ? ..there was no result, for 



there simply was no 'typical' avalanche. Some involved a single grain; others ten, a hundred, or a 

thousand. Still others were pile-wide cataclysms involving millions that brought nearly the whole 

mountain tumbling down. At any time, literally anything, it seemed, might be just about to 

happen.." 

Throughout nature, systems self-organize to a hypersensitive 'critical state'. Mark Buchanan cites 

another example, also from 1987: 

"On Black Monday, 19 October, the subtle apprehensions that had been accumulating for weeks in 

the minds and hearts of thousands of major investors suddenly precipitated into a torrential rain 

of fear. When the (New York Stock) exchange opened for trading at 9.30 a.m., it was immediately 

swept away in a mad panic: prices began to plummet. The rush to sell was so overwhelming that 

by late afternoon, the outstanding value of stocks and bonds had been clipped by more than one-
fifth, and some $500 billion had been erased from investors' financial statements..  The crash was 

nearly twice as severe as the infamous stock market collapse of 1929, although this time, 

fortunately, it didn't trigger a global economic depression. "It was God tapping us on the 

shoulder," one billionaire investor concluded, "a warning to get our act together." 

In 'Ubiquity', Mark Buchanan plots a chart of earthquakes in Southern California over a period of 

time. The curve has a special form. When the magnitude of a quake rises by one unit (on the 

Gutenberg-Richter scale), the energy released in that quake rises by a factor of 10. If the energy 

output is doubled, the likelihood of the earthquake becomes four times as rare. This sort of 

relationship is called a 'power law' by physicists. Unfortunately, 

"There is nothing whatsoever about the large quakes to suggest that they have an origin different 
from that of the small quakes.. the paradoxical implication is that what triggers small and large 

quakes is precisely the same.. In view of the Gutenberg-Richter power law, it is extremely unlikely 

that the project of mega-quake projection is possible. Indeed, the entire project of earthquake 

prediction may be fundamentally misguided, and practically impossible." 

This is doubly unfortunate for investors if Buchanan's thesis, that the financial markets are 

inherently similar to other self-organizing critical states in nature, is correct. Forecasting market 

movements of any kind, particularly extraordinary ones, may be all but impossible. As he says, 

back in 1987, no one predicted the crash (although the name Elaine Garzarelli lingers in the 

memory..): 

"Immediately afterwards, on the other hand, analysts produced all kinds of dubious explanations 
for why it had happened when it did. Even today, however, there is little consensus. As a long-time 

Wall Street analyst concluded, 

"The crash of 1987 was such a storm of mass emotion that 'market as machine' theorists worked 

overtime explaining the drop and figuring out how to 'fix' the system. The theory that gained the 

most credence was that the crash was caused by so-called portfolio insurance computer 

programs, which in essence sold stocks as the market went lower.. Unfortunately for the theory, 

it does not explain very well why markets around the world crashed simultaneously or why the 

decline stopped. It is at an utter loss to explain why many indexes around the world that had no 

computer trading fell further than the Dow Jones Industrial Index. It also ignores the fact that 

throughout 1986 and 1987, market observers in an equally serious tone had continually explained 

why a stock market crash was impossible because of 'safeguards that are in place', safeguards such 

as portfolio insurance." 



It may be all but impossible to forecast a crash, but it is surely easier to identify the sort of 

conditions that might give rise to one. Such conditions might include, for example, specifically in 

the context of the US: an overbought stock market; high optimism and / or complacency among 

investors; historically low volatility; a deteriorating bond market and rising interest rates; a climate 

of panic / euphoria driving precious metals and resources markets. It would be superfluous to cite 

the apparent deterioration in geopolitical stability, beyond questioning the possible impact of 

worsening trade or political tension on the US dollar - as opposed to the price of gold or oil.  

Some of these problems have been with us for a while, although a deteriorating bond market has 

come late to the party. Not that this should be taken as a forecast of imminent equity market 

collapse. Indeed, on the basis that "time in the market" is more crucial for long-term returns than 

"timing the market", perhaps the better way to play current market conditions is through 

defensive exposure to quality stocks rather than by exiting the market altogether in fear of a 

correction that may not come. It strikes this commentator, however, that in the light of some 

well-flagged problems and within a climate of rampant speculation where explicit value feels very 

difficult to come by, raising exposure to cash might not be such a terrible idea. If there has been 

some good news out of the last five years, it is that the concept of absolute return investing, if 

only through the rise of hedge funds, has made great progress in the face of the craven relativist 

institutional variety. 

 

 

Seven years – but it might just as well have been a century ago, what with those “well-flagged 

problems” and “a climate of rampant speculation where explicit value feels very difficult to come 

by..” When this ‘bull’ market finally hits the buffers¹, our central banks will have an awful lot of 

explaining to do. 

 

 

¹presuming it ever does. 
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