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An investment of $20 in Buffett's Berkshire Investment Co. in 1956 is now worth over $300K. Not
bad. (For fun, what if you had invested $2,000? Hint. 300,000/19 = x15789 =$31.5M)

So, how did he do it?

Not only does Mr. Buffett love McDonald's coffee and chocolate candies, but he also wears
“special” eco eyeglasses, which enable him to make good investment choices. (e.g., Did not buy
Pets.com or GE a few years ago - like | did)



The couple who left their investments to Warren Buffett

When it comes to making money, it probably helps to have a pal like Warren
Buffett on hand to help you make good choices. That was the case for lucky
couple Donald and Mildred Othmer, who left a massive $750 million
(£583m) behind when they passed away.

The two Omaha natives just made one simple investment: they each put
$25,000 into a partnership run by Buffett, which allowed them to convert it
into Berkshire Hathaway stock. This $50,000 investment kept growing until
they had $750 million (£583m).

Let’s see why Buffett’s eyeglasses are special. More importantly, can we get our own unique
pair? (Yes - of course. Stay tuned.)

The Buffett eyeglasses are made up of “special”’ eco-lenses. They are a composite of the
following five elements. Most professional economists and (professional) investors wear them

and see the world from a unique perspective. This perspective enables them to make good
choices.

But please be careful. You may not want to take the eyeglasses off. And some will accuse you of
being cold and calculating. (But | say let them.)

Now, the five composite elements are:



Choices. With scarcity, everyone has to make choices. Why? We cannot do everything (or buy or
build everything).

As discussed, we are constrained by limited resources. Hence, a choice has to be made, and it
comes with an opportunity cost: the “next” best thing you give up.

For this reason, economists believe there is no “free” lunch. There is always a cost associated
with what we choose to do or not choose to do.

Every decision in life has a cost.

Even the decision to
not make a decision triggers

opportunity

COSTS.

For this reason, economists believe that observing (actual) choices enables them to understand
better what people (actually) prefer over their alternatives (or opportunity costs.).

And yes - talk is cheap.



Talk is
cheap. If
their actions
don't reflect

their words,
then the

didn't really
mean it.

Rationality. Economists assume that when we try to make “good” choices (like Mr. Buffett), then
we need to make them logically or rationally (e.g., cost and benefit analysis). Mr. Franklin also
recommended this approach (e.g., pros & cons).
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This explains why economists tend to be less emotional when analyzing and making decisions.
Economists rely more on the brain's neocortex (e.g., Excel brain) than the limbic system (e.g.
emotional brain) and conduct calm and calculating cost and benefit analyses.
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As a by-product, it is important to recognize that if rationality prevails (in decision-making), we
should be able to make reliable predictions on how we make choices (e.g., prices go down, we
buy more...).

This enables economists to build models that describe how our real (material) world operates.

-

Mr. Buffett attributed much of his investment success to making rational choices. In other words,
he made good predictions about which stocks would likely perform well.

In fact, Charlie Munger, vice-chairman of Berkshire Hathaway and Buffett’s intellectual partner for
almost 50 years, notes that Buffett’s “brain is a superbly rational mechanism.”

Roger Lowenstein, author of Buffett: The Making of an American Capitalist, wrote, “Buffett’'s
genius is largely a genius of character — of patience, discipline, and rationality.”



success not because I am smart,

but%ecause [am rational.

| Warren Buffett [SRSEENES

That said, our cognitive framework and the process of decision-making depends in many
important ways on neural substrates that regulate homeostasis, emotion and feeling.
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Abstract

Introduction

Decision-making is the process of selecting a course of action from among 2 or more
alternatives by considering the potential outcomes of selecting each option and
estimating its consequences in the short, medium and long term. The prefrontal cortex
{PFC) has traditionally been considered the key neural structure in the decision-making
process. However, new studies support the hypothesis that describes a complex neural
network including both cortical and subcortical siructures.

Therefore, it is difficult for most of us to take emotion and feeling out of our decision making. Now
I must tell you what happened to my dog, Sandy Sunshine, in the class. It is a sad story with a
bad ending (due to my bad choice.)



Finally, shall we choose to implement Bernie’s policy? (My wife adores him.) But we need to think
and make choices like economists. (Reality Check)

Bernie Sanders: How much would
his spending plans cost?

(© 6 March 2020

GETTY IMAGES

‘ Bernie Sanders' spending pledges are under scrutiny

By Reality Check team
BBC News



https://www.bbc.com/news/51662741

Marginal Analysis. Economists take rational decision-making, which tends to produce “good”
outcomes, and turn it into a higher or more “optimal” outcome. They think “marginally” to
optimize the decision-making process and its outcome.

You SHoulD DO A TUE COST OF DOING EXCEEDS ThE
CosT-BENEFIT A COST- BENEFIT BENEF\T.

ANALYSIS. E ANALYSIS. . E

Thinking marginally means examining each unit of input (cost) and assessing the incremental
return or benefit associated with it.
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Let’s look at a real-world case study utilizing the marginal benefit and cost analysis to optimize
a firm’s investment decision. (Case Study: Monex & Tempus)

“How many salespeople are needed in the US? What is an optimal number?”

Juan Pablo Carriedo

| CHIEF EXECUTIVE OFFICER




Current Openings We are Growing! Join Us!

Data Analyst (BI) Bloomberg Ranks Tempus #1 Overall Accuracy
Forecaster For G10 - Again!

At Tempus, we help businesses properly manage their currency
needs efficiently and cost effectively- being named to this ranking
Digital Marketing Manager reaffirms our efforts. Since 1999, Tempus has guided thousands of
9 Washington, DC ¢ Digital Marketing clients, from a broad spectrum of industry sectors, through the
- intricacies of global payments.

9 Washington, DC & Sales Operations

This success is attributed to our highly qualified team of
FX Dealer professionals! We are a growing and ambitious company and seek
Q Los angeles, CA 4% Trading and Dealing eager team members to help us meet our growth potential.

Come join our family of tightly knit, collaborative, fun professionals!
IT Systems Administrator We offer great medical and dental plans, 401k matching, disability,
Life, and generous PTO. We also offer a wellness program, beautiful
office environment in all three of our centrally located city offices,
and Friday lunches when goals are met.

@ Washington, DC & IT

Product Manager Please review our open positions and apply to the positions that

match your qualifications.
Q Washington, DC & IT

Looking forward to meeting you!
Sales Development Representative

@ Washington, DC & Inside Sales

Sales Operations Manager

Q Washington, DC  && Sales Operations

In 2018, Tempus/Monex’s key question was how many sales development representatives to hire
and invest in for development in the US.

Do you have any thoughts on the approach they should take? What would an economist do
here?

John Min
| CHIEF ECONOMIST

Hint? (Need to come to the class to learn what | did )

COST




In most cases, the return on marginal inputs tends to show the effects of diminishing returns (see
the graph below). Thus, the return is optimal at the top (of the hill below).
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How would you know when you have reached your maximum output? (Hint: Slope = Rise/Run)
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As you look at the graph from left to right along the X or input axis, you can see that the slope of
the line (which represents a return) is first positive, but at a specific point on the X-axis, it turns

negative.

Since this is a continuous line (or function), there is a point where the slope crosses from positive
to negative. In other words, for an instant, the slope must be zero. Assuming that more of what
is on the Y-axis is good, then our economic decision programming codes are:

Marginal benefit > Marginal cost =>» Do it

Marginal benefit

Marginal cost => Stop

Marginal benefit < Marginal cost =2Go back.
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Models. Economists use models to explore their ideas about how the real world works, make
predictions, and communicate their findings efficiently. (Of course, economists also assume
rationality.)

Models help economists simplify the real world, omitting irrelevant facts and circumstances. This
helps them discover and understand key underlying principles that enable them to manage
complex systems, such as those found in fighters, economies, and markets.
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In summary, 2-dimensional models such as the sales and temperature scatter graph above
enable economists to make (hopefully reliable) forecasts or predictions. A scatter graph’s
R-square estimates its ‘reliability,

To understand how an R-square is derived, please look over this video. (This will help with the
group assignment questions.)
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Economists often prefer to work with scatter plots (models) to better understand cause and effect
relationships and also make predictions..

They are more manageable. Since underlying mathematical relationships can represent trend
lines, they can also be deduced as mathematical formulas (see below example.)

Just do a simple rough sketch (no formula needed!)

9
6
The gradient m = 6 =2
3 > 3
e |
Sowehave y=2x+¢
2 5

To find c just use one of the points and substitute x =2, y =3
v=2x+¢

3=2X2+¢soc=-1

The lineisy=2x-1

A simple modeling method can be utilized to help companies or systems optimize their
performance or operations. (And a real world example below.)

12



https://www.youtube.com/watch?v=ugd4k3dC_8Y

25

“Summery: All Deals by Stoge (with 2024 close
te) - TOTAL PIPELINE (Any Service) ==

189,940,500 S06 $234,337,701.00

|
il

I
1

Positive Economics. Finally, economists focus on issues or problems of what is, rather than
what should be. This way, disagreements can be addressed with experimentation and data (e.g.,

How tall is Professor John? How would you know and confirm?)

Professor Friedman (who taught at Chicago and received a Nobel Prize) wrote:

Any policy conclusion necessarily rests on a prediction about the consequences of doing
one thing rather than another, a prediction that must be based — implicitly or explicitly -

on positive economics.
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Two individuals may agree on the consequences of a particular piece of legislation. One
may regard them as desirable on balance, and so favor the legislation; the other, as
undesirable and so oppose the legislation.

Positive economics is, in principle, independent of any particular ethical position or
normative judgment. As Keynes said, it deals with what is, not with what ought to be.

Its task is to provide a system of generalizations that can be used to make correct
predictions about the consequences of any change in circumstances.

Its performance is to be judged by the precision, scope, and conformity with the
experience of the predictions it yields.

In short, positive economics is or can be, an "objective" science in precisely the same

sense as any of the physical sciences.

Like the physical sciences, economics studies the underlying (sometimes hidden) causes and
effects of our world and how it operates (e.g., force = mass x acceleration).
Is economics a pure science like physics? (What do you think?)

Professor Paul Samuelson embraced a rigorous scientific approach but (importantly) recognized
that economics doesn’t exist in a vacuum. Human and political factors are also important.

Crucially, he understood mathematics didn’t have all the answers. They simply raised clearer
questions. For more on Samuelson, check out UBS Nobel Perspectives.

Is economics a science?

Paul A. Samuelson
Nobel Laureate, 1970
Finally, let’s return to our discussion of economic method and choice.
Vanessa Bohns, professor of organizational behavior at Cornell, explains that “adults make

between 33,000 and 35,000 decisions a day—about everything from what we say to what we
eat.”

14


https://www.ubs.com/microsites/nobel-perspectives/en/laureates/paul-samuelson.html

“And because it's impossible to weigh our options for each and every one of us, we take shortcuts
by making many of these choices subconsciously or deferring to precedent.”

YOU
HAVE
MORE
INFLUENCE

THAN
YOU
THINK

DERESTRAATE
# FERS LAY O

Ray Dalio, the founder of Bridgewater, which is one of the most successful hedge funds in the
world, believes that “life consists of an enormous number of choices that come at us and that
each decision we make has consequences, so the quality of our lives depends on the quality
of the decisions we make.”

“We aren’t born with the ability to make good decisions; we learn it..s We all start off as
children with others, typically parents, directing us. But, as we get older, we increasingly make our
own choices.” (So awesome). Check out Dailo’s Principles.

15


http://www.bwater.com/
https://www.principles.com/#Principles

Mark Spitznagel, Founder and Chief Investment Officer of the hedge fund Universa Investments,
said, “It is a mathematical fact: it (decision) stays with you forever.

That’s the nature of this most powerful and destructive multiplicative compounding, where
each subsequent return is multiplied by the next - and the unfortunate commutative property of
multiplication.”

“It reverberates like ripples on the water and for eternity.”

16



Finally, please be careful with your choices, including getting married. (There are 17 behavioral
biases (or tendencies) you need to identify and overcome to become more rational or become an
economist. More in the class....)

If you want to continue exploring rationality, check out

THE
Labor Day Sale—save 50%. NEW YORKER Newsletter  Sign In Subscribe Q

NEW YORKER FAVORITES  The Deadliest Virus Ever Known My Childhood ina Cult  The Invisible City Beneath Paris  The Art of Decision-Making How Mosquitoes Changed Everything

/ [ T S
WHY IS IT SO HARD TO

BE RATIONAL?

The real challenge isn's being right but knowing hew wreng
you might be.

By Joshua Rothman
August 16, 2021

Part of being “metarational” is knowing when to let someone else do the thinking. ion by Francesco Ciccolell
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https://www.nber.org/papers/w28138
https://www.newyorker.com/magazine/2021/08/23/why-is-it-so-hard-to-be-rational

I 'am convinced that the act o thinking
logically cannot possibly be natural to the
human mind. If it were, then mathematics
would be everybody's easiest course at
school and our species would not have
taken several millennia to figure out the
scientific method.
-Neil deGrasse Tyson

Eco-Philosophy

Stoic philosopher Seneca said, “Most of humankind, Paulinus, complains about the spitefulness
of Nature, on grounds that we’re born for a short life span, and that these moments of time that
have been given to us dart away so quickly, so swiftly, that only a few escape this pattern: Life
deserts us when we’re just getting ready for life.”

18



'f % r.:
How many days (resources) do you have left in your life? Days
Current age in: Days: (21,676), Weeks: (3,097), Months: (723)

Based on our calculations you will die on: Saturday, 27th September 2036

f Share on facebook

You will live to be 73 years, 0 months and 1 days
old!

That's 4988 Days, 22 Hours, 23 Minutes, 16 Seconds remaining...

Avg life expectancy of other Male testers from US with your BMI: 93.2 years old
send us your reaction

ANIMULA VAGULA, BLANDULA,
HOSPES COMESQUE CORPORIS,
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https://docs.google.com/document/u/0/d/1tCy5-9pVro2P-mK7hmAnyWBQAYj0XIPkN6wPlchfNgE/edit

QUAE NUNC ABIBIS IN LOCA
PALLIDULA, RIGIDA, NUDULA,
NEC, UT SOLES. DABES 10COS. ...

HADRIAN’S DEATH AND DEATHBED POEM
Only for In-Person Campus Courses
Group Question 2.0
Notebook Audio Video

Watch the lecture audio video https://youtu.be/FhrH9OYcmko

L—‘ [l o L)

The Economic
Method

The Economic Method

Video link |—|:|
https://youtu.be/FhrH90Ycmko
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CEO says his son is among
Gen Zers questioning
whether a college degree is
worth it: ‘Is this education
ascam?”

BY NIND PADLI
NEWS FELLOW =

September 17, 2025 &t 116 PMEDT

NE_FORTUNE

Google Ventures CED David Kr ¥ il bl istof whether a college degree is worth it anymore.
STUART ISETT/FORTUNE

2.1 Is going to school a good choice? See what the data says. Examine the Census data on
educational attainment and income at

http://www.bls.



https://youtu.be/FhrH9OYcmko
http://www.bls.gov/opub/ted/2015/more-education-still-means-more-pay-in-2014.htm

Develop a scatter graph to illustrate the relationship between the level of education
(measured in years) and income (for both sexes) over the years.

Insert a trend line into the scatter graph and calculate its R-squared value. Discuss the
findings (e.g., what this means).

Examine the fitted trend line’s equation and predict how much you expect to make after
you graduate from a university or college. (How confident are you?)

578,093
ﬂ Average Earnings

Phye by Education: 2004
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b $19,169
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— T T T —T
Advanced  Bachelors  High School No

Degree Degree Diploma Diplama

Source: U5, Census Bureau, Current Population Survey,
Educational Attainment in the U.5.: 2005

USCENSUSBUREALU

2.2 Any thoughts on why “just 16 percent of students obtained a bachelor’s degree six years after
enrolling in community college?”
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https://ccrc.tc.columbia.edu/wp-content/uploads/2024/02/tracking-transfer-community-college-effectiveness-1.pdf

The majority of community college students
report a goal of earning a bachelor’s degree.

Only about a third of those enrolled in
community colleges in the fall of 2015
transferred to four-year institutions.

Fewer than half of those transfer
students earned a bachelor’s degree
in six years.

Rates of bachelor's completion among

community college students were lower

on average for low-income, male, older,
That means only Bl

16%

of community college
students attained a
bachelor’s degree
within six years.

=,
11%

Law-Income

2.2. Read The Power of Marginal Gains and discuss why “marginal” choices can bring about
significant changes.

365
1% Betree Eveeypay | O\ - WS
36s 3
1906 Worss EvezyDAY O.99 =uns
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Artwork by James Clear
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https://docs.google.com/document/d/1hgOvwWXTiwWz-IchFx6yEbBr_BDsNMFw_bQ50wWJmso/edit?usp=sharing

2.3 Calculate in dollars your opportunity costs for attending this course. Explain your
assumptions, including your explicit and implicit costs. Show your calculations.

Jportunity Cost

Stu's Views @ 2004 Stu_ Al Rights Resarved www.STUS.com

1 hope you appreciate
that each “walk” costs $175
of my billable time.

1 hope you
appreciate that
I'm your only
friend.

Discuss why it is rational for you to continue to attend the course. (Why not withdraw?).

2.4 Give two examples of “positive” and “normative” statements. Watch

http://www.youtube.com/watch?v=AV_p_QntywA for an overview.

Discuss why Dr. Milton Friedman believed positive economics is essential to deriving
government policy conclusions.
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http://www.youtube.com/watch?v=AV_p_QntywA

EPISODE 5:
Positive &
Normative Analysis

2.5 Review a study on how the use of Al may affect your critical thinking abilities. Summary its
key findings. (Good or bad thing?)

[oven acess | e |

Al Tools in Society: Impacts on Cognitive Offloading and the Future of
Critical Thinking

by Michael Gerlich &

Center for Strategic Corporate Foresight and Sustainability, SBS Swiss Business School, 8302 Kloten-Zurich,
Switzerland

Societies 2025, 15(1), 6; https:iidoi.org/0.3390/s0c15010006

Submission received: 14 October 2024 | Revised: 18 December 2024 / Accepted: 29 December 2024 |
Published: 3 January 2025

(Optional) Do you think Socrates would have agreed? What's the Al analogy?

” ...he will write them down as memorials to be treasured against the forgetfulness of old
age, by himself, or by any other old man who is treading the same path.”

Plato, through Socrates

Questions to Ponder (for Fun): Economic Method
Instructions: Answer each question in 2-3 sentences.
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https://www.mdpi.com/3119574
https://blogs.ubc.ca/etec540sept13/2013/09/29/socrates-writing-vs-memory/

What are the "Buffett eyeglasses," and what is their purpose in the context of economic
decision-making?

Explain the concept of "opportunity cost" and why economists believe there is "no free lunch."

Why do economists prefer to observe actual choices rather than simply listening to what people
say?

What is "marginal analysis," and how do economists use it to achieve optimal outcomes?

Explain the "economic decision programming codes" for marginal benefit and marginal cost,
particularly at the point of optimal output.

Why do economists use "models," and what role do these models play in making predictions?

Differentiate between "positive economics" and "normative economics," as explained by Milton
Friedman.

Why does the Nobel Prize in Economic Sciences exist, according to the principles of positive
economics outlined in the source?

How does Ray Dalio relate the quality of our lives to the quality of our decisions?

Ponder Answer Key

The "Buffett eyeglasses" represent a unique economic perspective composed of five elements
that enable individuals, such as Warren Buffett, to make informed investment choices. Their
purpose is to provide a framework for logical and effective decision-making in the face of scarcity.

Opportunity cost is defined as the "next" best thing you give up when making a choice due to
limited resources. Economists adhere to the principle of "no free lunch" because every decision,
or even the decision not to make a decision, incurs an associated cost.

Rationality in economic choices involves making decisions logically, often through cost-benefit
analysis, as recommended by Benjamin Franklin. Economists tend to rely on the brain's
neocortex (the "Excel brain") rather than the emotional limbic system for this calm and calculating
approach.

Economists believe that observing actual choices provides a more accurate understanding of
what people truly prefer over their alternatives or the opportunity costs associated with them. This
is because, as the saying goes, "talk is cheap," meaning stated preferences may not align with
real actions.

Marginal analysis is a method economists use to optimize decision-making by considering the
incremental costs and benefits of each additional unit of input. It aims to turn good rational
decisions into higher or more "optimal" outcomes by thinking "marginally."

The economic decision programming codes state: if Marginal benefit > Marginal cost, "Do it"; if

Marginal benefit = Marginal cost, "Stop" (as this is the optimal point); and if Marginal benefit <
Marginal cost, "Go back." This guides decisions to maximize output or benefit.
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Economists use models to simplify the real world, omit irrelevant details, and understand the key
underlying principles of complex systems. These models are crucial for making hopefully reliable
forecasts or predictions about how various factors operate.

Positive economics focuses on "what is," dealing with factual statements that can be tested with
data and experimentation. In contrast, normative economics deals with "what should be,"
involving value judgments and ethical positions that cannot be objectively proven or disproven.

The Nobel Prize in Economic Sciences is awarded because economics, similar to physical
sciences, aims to be an "objective" science. It seeks to provide a system of generalizations that
can make correct and predictable forecasts about the consequences of changes in
circumstances, contributing to the "greatest benefit to humankind."

Ray Dalio believes that life is comprised of an enormous number of choices, each with
consequences. Therefore, the quality of our lives directly depends on the quality of the decisions
we make, and he emphasizes that this ability is learned, not innate.

Watch a 4-minute video that can help you become wealthy.
https://youtu.be/F3R6YSCSgFg?si=1QjtaCMyRcGjtNdN

Could you discuss the issue of trying to employ a rational

decision-making process-in-investing,
> Pl ) 0127449 o - < N - s

SuB

And one of my favorite quotes...
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https://youtu.be/F3R6ySCSgFg?si=1QjtaCMyRcGjtNdN
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