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Editorial Review

From the Back Cover

In this Third Edition, Robert Haugen focuses on the evidence, causes, and history of overreactive pricing in
the stock market. He argues that, unlike the other social sciences, economic models aggregate from the
assumed behaviors of individuals to predictions about market pricing. These models fail to capture the
complexity of human interaction. In addition, Haugen argues that each interaction is entirely unique. The
complexity and the uniqueness of interactions make it impossible to generalize from the preferences of
individuals to meaningful conclusions about the structure and behavior of market prices. The logical
conclusion: Both rational and behavioral economics should be reconsidered.

Bob Haugen is Professor Emeritus at the University of California, Irvine. He serves as Managing Partner to
Haugen Custom Financial Systems, which licenses portfolio management software to pension funds,
endowments, and institutional and high-net-worth money managers.

For further study on the author's unique approach to stock market analysis, read the entire Bob Hougen
series, The Inefficient Stock Market, What Pays Off and Why, and Beast on Wall Street.

Visit www.prenhall.com/haugen for additional resources. Or go to www.newfinance.com.
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individuals to meaningful conclusions about the structure and behavior of market prices. The logical
conclusion: Both rational and behavioral economics should be reconsidered.

Bob Haugen is Professor Emeritus at the University of California, Irvine. He serves as Managing Partner to
Haugen Custom Financial Systems, which licenses portfolio management software to pension funds,
endowments, and institutional and high-net-worth money managers.
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Excerpt. © Reprinted by permission. All rights reserved.

This work makes the case for an inefficient stock market, where the complexity and uniqueness of investor
interactions has important market pricing implications.

The efficient market's paradigm is at the unlikely extreme end of a spectrum of possible states. As such, the
burden of proof falls on its advocates. It is their burden to deflect the stones and arrows flung at the paradigm



by the nonbelievers. It is their burden to reveal the inaccuracies of those who present evidence contending
that the paradigm doesn't square with the facts.

Moreover, the case of market efficiency has been made many times by others. In fairness to the growing
number of advocates for the other side, I present here, and in the two other books of this trilogy, Beast on
Wall Street: How Stock Volatility Devours Our Wealth and The Inefficient Stock Market: What Pays Off and
Why, a comprehensive and organized collection of the evidence and the arguments that constitute a strong
and persuasive case for a complex and, at times, nearly chaotic stock market that overreacts to most
things—in particular, to past records of success and failure on the part of business firms. It is a market that
prices with great imprecision, with signals coming from the prices of other stocks as its dominant driver.

In the course of this work, I shall make a case for the following assertions:

Players in today's stock market persistently make a fundamental mistake—overreacting to records of●

success and failure on the part of business firms. This mistake was also made in the distant past, only to be
rectified. Stock investors began making the mistake once again in the late 1950s, and they continue to
make it today. Those who recognize the mistake can build stock portfolios, or find mutual funds, that will
subsequently outperform the market averages.
Owing to the foregoing mistake, the stocks that can be expected to produce the highest returns in the future●

are the safest stocks. Risky stocks can be expected to produce the lowest returns!
Because of agency problems in the investment business, the opportunity that is there now is likely to●

remain there in the future.
Models in financial economics aggregate from assumed preferences to conclusions about market pricing.●

Game-theoretic models consider interactions among market participants, but given the preferences, wealth,
information, and other aspects explicitly considered, responses to identical stimuli are presumed to be
identical. The New Finance argues that each interaction must be considered as entirely unique, making
aggregation, in any way, from the preferences and behaviors of interacting individuals to meaningful
conclusions about the structure and behavior of market prices a meaningless exercise. Thus, both rational
and behavioral economics need to be reconsidered.

Users Review

From reader reviews:

Joseph Jenkins:

Throughout other case, little folks like to read book New Finance, The (4th Edition). You can choose the best
book if you'd prefer reading a book. Providing we know about how is important the book New Finance, The
(4th Edition). You can add expertise and of course you can around the world by just a book. Absolutely
right, mainly because from book you can understand everything! From your country till foreign or abroad
you can be known. About simple factor until wonderful thing you may know that. In this era, we can easily
open a book as well as searching by internet gadget. It is called e-book. You may use it when you feel fed up
to go to the library. Let's read.

Lisa Marsh:

Now a day those who Living in the era exactly where everything reachable by connect to the internet and the
resources inside it can be true or not call for people to be aware of each details they get. How individuals to



be smart in acquiring any information nowadays? Of course the solution is reading a book. Reading a book
can help people out of this uncertainty Information especially this New Finance, The (4th Edition) book
since this book offers you rich facts and knowledge. Of course the data in this book hundred pct guarantees
there is no doubt in it you may already know.

Teresa Laureano:

New Finance, The (4th Edition) can be one of your nice books that are good idea. Most of us recommend
that straight away because this reserve has good vocabulary that could increase your knowledge in
terminology, easy to understand, bit entertaining but nevertheless delivering the information. The article
author giving his/her effort to set every word into delight arrangement in writing New Finance, The (4th
Edition) yet doesn't forget the main point, giving the reader the hottest as well as based confirm resource info
that maybe you can be certainly one of it. This great information may drawn you into brand new stage of
crucial imagining.

Bethany Archie:

In this time globalization it is important to someone to obtain information. The information will make
someone to understand the condition of the world. The condition of the world makes the information quicker
to share. You can find a lot of personal references to get information example: internet, classifieds, book, and
soon. You can view that now, a lot of publisher which print many kinds of book. The book that
recommended to you is New Finance, The (4th Edition) this reserve consist a lot of the information from the
condition of this world now. This specific book was represented so why is the world has grown up. The
words styles that writer use for explain it is easy to understand. The particular writer made some analysis
when he makes this book. Honestly, that is why this book suitable all of you.
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