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That excellent compendium of reflective thinking known as The Practical
Cogitator-from which our own pseudonym may have been filched - contalins an
interesting account by L.J.Henderson of the method of Hippocrates, "the most
flamous of physicians." This procedure isdescribed as follows:

"The first element of that method is hard, persistent, intelligent,
responsible, unremitting labor in the sick-room, not in the librarys the complete
adaptation of the doctor to his task, an adaptation that is far from being
merely intellectual. The second element of that method is accurate observation
of things and events; selection, guided by judgment borﬁQf familiarity and
experience, of the salient and the recurrent phenomena, and their classification
and methodical exploitation, The third element of that method is the judicious
construction of a theory ~ not a philosophical theory, nor a gxamm grand
effort’ of the imagination, nor a quasi-religiousy dogma, but a modest pedestrian
affair, or perhaps I had better say, a useful walking-stick to help on the
way - and the use thereof."

, Henderson goes on to suggest that this procedure, so successful in the
study of sickness, may well be employed in studying " the other experiences
of everyday life." That phrase would scarcely suggest our special line of
endeavor; yet the temptation to dﬁgw parallels between security analysis and
medicine is almost irresistible, Both medicine and security analysis partake
of the mixed nature of an art and a science; in both the oubtcome is strongly
influenced by unknown and unpredictable factors; in both we may find - in
Henderson's phrase — "the concealment of ignorance, probably more or less
unconsciously, with a show of knowledge."

If we give our imagination a little rein we can develop systematic analoges
between the work of the physician and that of the analyst We can set off the
glient, with his cash resources and his security holdings, good and bad, against
the patient with his constitution and his physical vigors or ailments  This
suggests that the typical doctor who ministers only to the sick is fulfilling
but a part of his function, as would a security analyst who was consulted
only when investments went wrong. The full duty of the physician as of the
analyst, should be to assist the patient-client to make the most effective
use of all his resources - in one case physical, in the other financial.

Another analogy, more forced yet perhaps more useful, may be drawn between
the individual patient and the individual security. Suppose doctors were asked
by insurance companies to tell at what rate they should insure given applicants
against sickness and death. This would involve an appraisal of each applicant's
health factors in quantitative terms, perhaps ¢s a per cent of "par." Is not
this at bottom what the security analyst does, or should do, with respect to
the stock or bond issues he examines? He must judge whether they are good
risks at going prices; or conversely, name the price at which they would be
good risks. Both the physician and the analyst must consider a host of factors
in arriving at tle se judgments; they must expect unforeseeable events to play
hob with some of them; they must rely on sound methods, ex perience and the law
of averages to vindicate their work.

We have pursued our analogies farther than is prudent, in order to gain
a better hearing from security analysts for the Hihppocratic method. The first
element listed at the outset = "unremitting labor in the sick-rrom" - we shall
concede is followed by our responsible analysts. We do work hard and persistentlys;
we_do gaiﬁgur knowledge of securities at first hand - in the board rogm, if not in

the sick room,
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Tt is the second and third steps that invite our self-critical attention. To
what extent do we address ourselves to the nelassification and methodical exploitak ion,. .
of the salient and recurrent phenomena™? Of this we have as yet only the rudiments.
Very little effort has been made to ®nstruct systematic inductive studies of
our experience with various types of securities, or security situations, The
experience we draw upon in forming our judgments in largely a m tter of rule-of-
thumb, of vagues impressions or evenprejudices, ratler than the resultant of many
pecorded and carefully studied case histories,

What warrant have we for our views on questions such as the following:

Do higher yielding bonds or stockéyhOW‘better over-all results than low ylelders?
Are (statistically shovm) upward earnings trends reliable enough to warrant the
payment of substantial price premiums? Are the mathematical odds in favor of

low priced stocks (in normal markets) sufficient to warrant giving preference to
this group? Can the near term earnings outlook be used soundly as a primary
basis for common stock selection? and countless others. “

It is amazing to reflect how little systematic knowledge Wall Street his to
draw upon as regards the historical behaviou of securities with defined characteristics.
We do, of course, have charts showing the long term price movements of stock
groups’ and of individual stocks, But there is no ready classification here except
by type of business. (An exception is Barron's index of low priced stocks), Where
is the continuous, evergrowing body of knowledgd and technique hsnded down by the
analysts of the gaw past to those d the present and the future? When we contrast
the annals of medicine with those of finance, the paucity of our recorded and
digested experience become a reproach,

: There are explanations and answers in rebuttal. Security analysis is a
fledding science; give it ( and the Anglysts Journal) time to spread its wings.
Contrariwise, many of us believe, perhaps ungonsciously rather than consciously,
that there is not enough permanence in the behavior of security patterns to
justify a laborious acourmilation of case histories., If physicians and rescarch
men keep oninvestigating cgncer, they will prabably end by understanding and
controlling it - because the nature of cancer does not change during the years
it is being studied. But the factors underyying security values and the price
behavior of given typs of securities do suffer alteration through the years.

By the time we have completed the cumbersome processes of inductive study, by the
time our tentative conclusions have been chécked and counterchecked through a
succession of market cycles, the chances are that new economic factors will have
supervened - and thus our hard won technique becomes obsolete before it is ever used.

That is what we may think; but how do we know whether, or to what extent, it
is s0? We lack the codified experience which will tell us whether codified =
experience is valuable or valueless. In the years to come we ~réRnlysts must
go to school to the older established disciplines. We must study their ways of
amassing -nd scrutinizing facts and from this study develop methods of .research
suited to the peculiarities of our own ® field of work, . :

The final element of the Hippocratic method is "the judicious construction
of a theory." In our initial quotation, Henderson emphasiges the modest nabure
of any such theory based on medical observation., It is to be M"only a useful
wglking-stick to help on the way." , v

V So, too, in security analysis, we need theories which stem from experience
and close observation, but which are appropriately limited in their scope and
modest in their pretensions, e must steer a middle course between starry eyed
doctrinairism on the one hand and vacillating opportunism on the other. It is

precisely this judicious admixture of the theoregtical and the practical
approach which characterizes the truly successful security analyst- and the
outstanding physician,



