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HISTORY OF INVESTING

All investing involves risks and costs.  Your advisor can provide you with more information about the risks and costs associated with specific programs.  No investment strategy (including asset 
allocation and diversification strategies) can ensure peace of mind, assure profit, or protect against loss.

This booklet is based on the views of Matson Money.  Other persons may analyze investments and the approach to investing from a different perspective than that reflected in this booklet. 
Nothing included herein is intended to infer that the approach to investing espoused in this booklet will assure any particular results.

*Performance results for Matson Money Management Styles are for all accounts of each management style under Matson Money’s management for at least one quarter beginning with the first 
quarter of 1993, other than variable annuity accounts, with a minimum account size of $1,000 and that have fees paid directly out of the account and no other fees taken out of the account.  
These accounts are invested in various passive DFA or Free Market mutual funds according to the objective of the management style and rebalanced periodically.  Actual results of accounts 
under Matson Money’s management may have been materially different from results shown herein because of differences in the inception date of the account and restrictions.  Results are 
time-weighted and dollar-weighted.  Gross returns are gross of transaction costs and any custodial fees.  Net results are net of investment transaction costs, investment advisory fees, and any 
custodial fees.  Performance results and comparative indices assume reinvestment of dividends and income plus capital appreciation.
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“To found  a great empire for the sole purpose of raising up a people of customers, may 
at first sight appear a project fit only for a nation of shopkeepers. It is, however, a project 
altogether unfit fot a nation of shopkeepers, but extremely fit for a nation that is governed 
by shopkeepers.”             
        -Adam Smith, The Wealth of Nations

In 1792, the New York Stock Exchange was organized by twenty-four Wall Street merchants. 
The Exchange helped to finance the growth of a nation and the world. But, it was not the 
first form of investing, nor even the first exchange. It represents only a sliver of the history 
of investing.

  Examine critical points and figures in the history of investing.

  Explain and help you to understand how investing has     
      evolved into the common practices we see today.

In this program we will...
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The History of Investing Timeline
Beginning with Adam Smith in 1776, we will travel through time to examine 
the birth and evolution of investing as we know it today. Historical events and 
figures play a key role in shaping what is considered to be modern investing.
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Two Philosophers with Opposing Views of the Market 

Adam Smith (1723-1790) 
was a Scottish philosopher 
and economist whose cele-
brated treatise, The Wealth 
of Nations (1776), was the 
first serious attempt to study 
the nature of capital and the 
historical development of 
industry and commerce 

among European nations.
In The Wealth of Nations, Smith deviates from the 

history of economic thought by divorcing the study of 
political economy from the related fields of political 
science, ethics, and jurisprudence. He provides a 
penetrating analysis of the processes whereby 
economic wealth is produced and distributed, and 
demonstrates that the fundamental sources of all 
income, representing the basic forms in which wealth 
is distributed, are rent, wages, and profits.

The central thesis of The Wealth of Nations is that 
capital is best employed for the production and 
distribution of wealth under conditions of governmental 
noninterference or laissez-faire, and free trade. In 
Smith’s view, the production and exchange of goods 
can be stimulated, and a consequent rise in the general 
standard of living be attained, only through the efficient 
operations of private industrial and commercial 
entrepreneurs acting with a minimum of regulation 
and control by governments. To explain this concept of 
government maintaining a laissez-faire attitude toward 
commercial endeavors, Smith proclaimed the principle 
of the “invisible hand” where every individual in 
pursuing his or her own good is led, as if by an invisible 
hand, to achieve the best good for all. Therefore any 
interference with free competition by government is 
almost certain to be injurious.

Although Smith’s views have undergone 
considerable modification by economists in the light of 
historical developments since Smith’s time, many 
sections of The Wealth of Nations, notably those 
relating to the sources of income and the nature of 
capital, have continued to form the basis for theoretical 
study in the field of political economy. The Wealth of 
Nations has also served, perhaps more than any other 
single work in its field, as a guide to the formulation of 
governmental economic policies.

Karl Marx (1818-1883), a 
German political philosopher 
and revolutionary, was the 
most important of all socialist 
thinkers and the creator of a 
system of thought called 
Marxism. With political econ-
omist, Friedrich Engels, he 
founded scientific socialism 
(now known as communism); for this, Marx is consid-
ered one of the most influential thinkers of all time.

In 1845, Marx was ordered to leave Paris because 
of his revolutionary activities. He settled in Brussels and 
began organizing and directing a network of revolution-
ary groups, called Communist Correspondence Commit-
tees, in a number of European cities. In 1847, these 
committees were consolidated to form the Communist 
League, and Marx and Engels were commissioned to 
formulate a statement of principles. The program they 
submitted, known throughout the world as The Commu-
nist Manifesto, was the first systematic statement of 
modern socialist doctrine and was written by Marx, 
partly on the basis of a draft prepared by Engels. 
Marx contributed the central propositions of The Mani-
festo, which embodied the materialist conception of his-
tory, or historical materialism. This theory was later 
explicitly formulated in Marx’s, Critique of Political Econ-
omy (1859).

The Manifesto postulates that in every historical 
epoch, the prevailing economic system by which the 
necessities of life are produced determines the form of 
societal organization and the political and intellectual 
history of the epoch. It goes on to say that the history of 
society is a history of struggles between the exploiters 
and the exploited, that is, between the ruling and the 
oppressed social classes. From these premises, Marx 
drew the conclusion in The Manifesto that the capitalist 
class would be overthrown and eliminated by a 
worldwide working-class revolution and it would be 
replaced by a classless society. In a general way, The 
Manifesto influenced all subsequent communist 
literature and revolutionary thought generally. It has 
been translated into many languages and hundreds of 
millions of copies have been published.

KARL MARXADAM SMITH

“Adam Smith”. Wikipedia, The Free Encyclopedia. April 2007. Wikipedia Foundation, Inc. http://en.wikipedia.org/wiki/Adam_Smith.
“Karl Marx”. Wikipedia, The Free Encyclopedia. April 2007. Wikipedia Foundation, Inc. http://en.wikipedia.org/wiki/Karl_Marx.
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IMPLICATION OF MARKET VIEW ON GEOPOLITICAL LEVEL

ADAM SMITH

Primary Work: The Wealth of Nations1

• Markets Work

• Capitalism

• Prices determined by supply and demand 
    and private ownership of capital

• Focus on individual rights

• Consumers determine value

Primary Work: The Communist Manifesto2

• Markets Fail

• Socialism and Communism

• Prices fixed by the state and state 
    ownership of capital

• Focus on state rights

• State sets value

RESULT: 
Increased personal freedom and rights. 

Individual maximization of society wealth.

GOAL:
Freedom and Liberty. Individual Accountability.

RESULT: 
Increased control by the state and decreased 

individual rights and freedom. Increased police 
state and eventual fascism and dictatorship.

GOAL:
Equality of outcomes.

KARL MARX

IMPLICATION OF MARKET VIEW ON PORTFOLIOS & INVESTING

ADAM SMITH

• Markets Work

• Supply and Demand is the best 
    determinant of value

• Prices move randomly

• Markets Fail

• “Guru” best determinant 
     of intrinsic value

• Prices move predictably

STRATEGY:
Own Asset Classes (Fama)

Diversify (Markowitz)
Rebalance periodically

FAMA/FRENCH—THREE-FACTOR MODEL

EARLY PROPONENT:
Paul Samuelson

STRATEGY:
Stock Picking
Market Timing

Track-record Investing

BENJAMIN GRAHAM RECANTS

EARLY PROPONENT:
Benjamin Graham

“Adam Smith”. Wikipedia, The Free Encyclopedia. April 2007. Wikipedia Foundation, Inc. http://en.wikipedia.org/wiki/Adam_Smith.
“Karl Marx”. Wikipedia, The Free Encyclopedia. April 2007. Wikipedia Foundation, Inc. http://en.wikipedia.org/wiki/Karl_Marx.
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THE 20 MUST-ANSWER QUESTIONS FOR 
YOUR JOURNEY TOWARD PEACE OF MIND

1.  Have you discovered your True Purpose for Money, that which is more important than money itself?

 q YES q NO

2.  Are you invested in the Market?

 q YES q NO

 
3.  Do you know how markets work?

 q YES q NO

 
4.  Have you defined your Investment Philosophy?

 q YES q NO
 

5. Have you identified your personal risk tolerance?

 q YES q NO
  

6.  Do you know how to measure diversification in your portfolio?

 q YES q NO

7. Do you consistently and predictably achieve market returns?

 q YES q NO

8. Have you measured the total amount of commissions and costs in your portfolio?

 q YES q NO 
  

9. Do you know where you fall on the Markowitz Efficient Frontier?

 q YES q NO 

10. When it comes to building your investment portfolio, do you know exactly what you are doing and why?

 q YES q NO

10
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11. Are you working with a financial coach versus a financial planner?

 q YES q NO
 

12. Do you have a customized lifelong game plan to guide all of your investing and spending decisions?

 q YES q NO
 

13. Do you have an Investment Policy Statement?

 q YES q NO
 

14. Have you devised a clear-cut method for measuring the success or failure of your portfolio?

 q YES q NO
 

15. Do you fully understand the implications and applications of diversification in your portfolio?

 q YES q NO
  

16. Do you have a system to measure portfolio volatility?

 q YES q NO
  

17. Are you aware of the incentives brokerage firms and the financial community have when selling commission- 
 based products?

 q YES q NO

  
18. Do you know the three warning signs that you are gambling and speculating with your money versus 
 prudently investing it?

 q YES q NO 
  

19. Can you identify the cultural messages and personal mindsets about money that destroy your peace  
 of mind?

 q YES q NO 
  

20. Are you ready to shift your personal experience of money and investing from a scarcity mode to an 
 abundance mode?

 q YES q NO 

  When you have achieved the ability to answer “yes” to all of these questions, 
you will be on your way to a high level of peace of mind.
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