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The ‘uncertainty’ meme reveals how little we really know
Back in fall 2010,
one of those
absurd memes
began circulating
in think tanks, on
the Internet and
around trading
desks regarding
the impact of
uncertainty. “Oh
no!” declared
pundits. “The

economy cannot recover so long
as it is racked with uncertainty.”

Not coincidentally, the first go-
round was right before the
midterm elections in the United
States. The “uncertainty trope” is
back again, and — what a
surprising coincidence! — during
another election year.

Indeed, Google Trends reveals
that there is a modest pattern to
the media use of the term
“uncertainty.” It starts high in the
beginning of the year, as media
outlets trot out their year-in-
preview pieces. It hits its nadir
over the summer as families
vacation and the latest fun and
sun articles are de rigueur. It
ramps up to a distinct peak in
October and November, just as
voters head to the polls in state,
local and federal elections. In a
fairly evenly divided country,
there is surely uncertainty about
election contests. Then it bottoms
out around the holidays. While
you may not know what you are
getting for Christmas, Google’s

not high on “uncertainty” either.
Uncertainty has become a

news media darling since 2008.
The recession, credit crisis and
market collapse drive lots of
interest in the idea.

It does not take much deep
thought to recognize the utter
nonsense of this. Anyone
complaining about a lack of
certainty — in policy, in the
economy, in markets or even the
weather — simply reveals how
little they understand about all of
these things.

From the investor’s
perspective, markets require
uncertainty to function. Indeed,
they thrive on doubt, imperfect
information and a lack of
consensus. Uncertainty drives the
market’s price-discovery
mechanism. Investing requires
differences of opinion, for when
there is broad agreement about
an asset’s fair value, trading
volume falls.

Without uncertainty, who
would take the opposite side of
your trade?

History teaches us that
whenever the opposite occurs —
when groupthink and consensus
overwhelm doubt — the herd
tends to be embarrassingly
wrong. In those rare instances
when there is a near-total lack of
uncertainty in the market, the
outcome usually is a disaster.

Think of the false certainty
surrounding the peak of the dot-

com bubble (profits don’t
matter!), or the nadir in March
2009 (the abyss awaits!) to
validate just how true this is.

Indeed, during the dot-com
era, everyone knew that profits no
longer mattered — it was all about
eyeballs and clicks! With
uncertainty banished, an epic
crash followed.

After that implosion, the
pendulum swung to the opposite
extreme. There were lots of
profitable, debt-free tech
companies trading for less than
book value. I recall that the stock
of MicroMuse, a former high-
flying telecom that had traded for
more than $200 at its peak, was
trading at $1.43. That was less
than the $2-a-share cash it had on
its debt-free balance sheets and
far below its $3 book value.
Investors had become certain
that a dollar was worth only 75
cents. (IBM eventually bought
MicroMuse for more than $10 a
share).

The March 2009 stock-market
lows were not so long ago. At the
time, nearly everyone was sure
the world was falling into the
abyss. There was little
uncertainty at the lows to go with
massive and indiscriminate
selling. I wonder whether those
certain panicked sellers are
happy they followed the
consensus on dumping equities
ahead of a 109-percent rally.

Caroline Baum, the savvy

economics observer and
Bloomberg columnist, notes:
“The future is always uncertain. It
was uncertain in 1999, yet
investors were buying stocks of
Internet companies that had no
revenue, no profits and no real
business plan. It was uncertain
during the condo-flipping frenzy
in 2005, as well. And no one
mistook irrational exuberance for
uncertainty.”

Since then, the uncertainty
trope has become the general
catch-all for explaining (or mis-
explaining) a variety of future
events. The list of uncertainties is
long: The fiscal cliff, U.S. tax
policy, health-care laws, what
happens in Greece, will we have a
recession next year or not, is
housing recovering, what
happens to the euro zone, will the
euro collapse, what about the U.S.
elections?

I recall no one saying that
investing was difficult due to the
uncertainty caused by a potential
nuclear conflagration between
the United States and the Soviet
Union during the Cold War. The
sword of Damocles hung over
everyone’s head. Is the Greek
situation today more dire or
uncertain than the policy of
mutually assured destruction
ever was?

Regardless, all of these
unknown events will be resolved
one way or another at some point
in the future. Which is, of course,

how all
ambiguities
eventually
get resolved —
at some future
unknown date.
That is why the
uncertainty claim
is so absurdist. The
lack of
understanding
today of an
unknowable
future always gets
revealed as the
future becomes
known to us.

This is how things
unfold in a linear timeline. It
finally dawned on me what the
uncertainty trope is all about. It
took a conversation with a
nervous chief executive to
reveal it, but I teased out the
answer.

Most of the time, people exist
in a happy little bubble of self-
created delusion. We engage in
selective perception, seeing only
the things that agree with us. Our
selective retention retains the
good stuff and disregards most of
the rest. In our minds, we are all
younger, better-looking, slimmer,
with more hair than the camera
reveals.

In short, we construct a reality
that bears only passing
resemblance to the objective
universe.

During those brief instances

when the facade fades, the
curtain gets pulled back
and the ugly reality
becomes clear. We get a
glimmer of understanding
about our own lack of
understanding.

The next time you hear
someone mention
uncertainty, ask yourself this:
How much less do they
actually know about the
future today vs. what they
knew last week or year?
How much less do they

think they know?
We need only consider the

terrible track record of Wall
Street’s prognosticators to see
how little we know about what
awaits down the line.

Mr. Market is all too happy to
take advantage of this. Pretend
you have the slightest clue about
the future — and he will punish
your investing decisions
mercilessly. On the other hand,
you can stick with a time-tested
strategy: own a diversified asset
allocation mix, including stocks,
bonds, cash, real estate and
commodities.

Uncertainty is a given. Manage
your portfolio accordingly.

Ritholtz is chief executive of FusionIQ,
a quantitative research firm. He is the
author of “Bailout Nation” and runs a
finance blog, the Big Picture. On
Twitter: @Ritholtz
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Public health spending cuts take toll on anti-tobacco efforts
full-time staff members worked
on smoking cessation in Worces-
ter. Just last year, there was mon-
ey enough to go around to all 600
tobacco sellers in the area, to
make sure they were complying
with city regulations and not sell-
ing to teens.

This year, Johnson had the
budget to visit 300 stores. The
rest, she says, “just didn’t get
checked.”

“What’s really frustrating is
that we do so much work, updat-
ing our policies and making them
stronger,” Johnson says, “and
then can’t really enforce our pol-
icies.”

In a way, Worcester is in the
middle of a national experiment
in public health spending. It will
show what happens when public
health infrastructure shrinks just
as America’s health problems are
getting bigger.

“The big picture is that tobacco
use remains the leading prevent-
able cause of death in the United
States,” said Tom Frieden, direc-
tor of the Centers for Disease
Control and Prevention. “But
there was a combination of fiscal
crises, and states choose to do
other things than tobacco cessa-
tion.”

Teachers and firefighters regu-
larly are cast by politicians as the
face of local government; their
roles are familiar. Public health
officials, by contrast, tend to be
behind the scenes, the ones run-
ning anti-tobacco ads, inspecting
restaurants for compliance with
health regulations and monitor-
ing populations for disease out-
breaks. It’s their job to make
public environments healthier.

When public health depart-
ments do their best job, the re-
sults are elusive. They cannot
tally up disease outbreaks pre-
vented the way firefighters can
count fires extinguished. And
that can make vying for funds
from recession-squeezed budgets
a tough battle.

“We don’t have blue lights, red
lights, flashing around the city,”
said Derek Brindisi, Worcester’s
public health director. “We’re all
behind the scenes, so we can
become less of a priority.”

Big gains, eroded
Of all the work American pub-

lic health departments have done
in the past century, smoking ces-
sation is easily their proudest

tobacco from G1

success. A concerted policy effort
from local, state and federal agen-
cies dramatically reduced Ameri-
can smoking rates over the course
of decades.

Interventions were set in mo-
tion in the mid-1960s, after the
surgeon general first warned of
nicotine’s harmful effects. The
federal government added warn-
ing labels to cigarette packages,
followed by a ban on television
ads for tobacco in 1969. Arizona,
four years later, became the first
state to ban smoking in many
outdoor places. Nearly 3,500 cit-
ies have followed suit.

Public health departments suc-
cessfully pushed for high ciga-

rette taxes and the average, infla-
tion-adjusted price for pack of
cigarettes increased from $1.80 to
$4.15 between 1955 and 2008.
They saw results: The American
smoking rate fell by half between
1955 and 2008, from 43 percent to
20 percent.

Study after study has found
that public health work to combat
smoking — providing assistance
with quitting, restrictions on
public smoking and advertising
on the harmful effects of nicotine
— is especially effective in reduc-
ing youth smoking rates. For pub-
lic health workers, that’s a key
demographic: More than 80 per-
cent of adult smokers begin by

age 18.
Recent economic downturns

have hit smoking cessation budg-
ets, and public health spending in
general, hard. Among state health
agencies, 89 percent scaled back
the services they offer between
2008 and 2010. During that same
time, national spending on smok-
ing cessation dropped by 20 per-
cent, mirroring similar cuts made
during the recession in the early
2000s.

Funding for tobacco cessation
is falling even as the data suggest
the problem is as persistent as
ever. While cigarette use among
teens has declined, on average, by
2 percent a year, use of other
tobacco products, such as cigars
and smokeless tobacco, has in-
creased

“Following a sharp decline in
use since the late 1990s, the prev-
alence of current smokeless to-
bacco use began to rise sharply in
2003 and has continued to rise
since,” the Obama administration
concluded in the most recent sur-
geon general’s report, issued in
March.

If the declines in youth tobacco
use during the 1990s had contin-
ued, the Centers for Disease Con-
trol estimates, 3 million fewer
teens would be smokers.

“The 20th century was the cig-
arette century,” said Gregory Con-
nolly, who directs Harvard’s Cen-
ter for Global Tobacco Control.
“What’s frightening about the
21st century is it’s the tobacco
century. Companies have a total
tobacco approach. We may see
lower cigarette consumption off-
set by the use of other forms of
tobacco.”

‘Such an uphill battle’
In 1998, Massachusetts had

one of the country’s biggest tobac-
co cessation budgets, spending
$39 million — second only to
California. Massachusetts has
some of the most stringent re-
strictions on smoking in public
places.

Cuts made during the past two
recessions, in the early and then
the late 2000s, have changed that.
By 2010, combined state and fed-
eral spending on smoking cessa-
tion in Massachusetts had fallen
to $6.8 million, about 17 percent
of the 1998 budget. Massachu-
setts now ranks 35th in its spend-
ing. Overall public health spend-
ing has dropped, since 2006, by
14 percent.

In Worcester, that means no

more nicotine patch handouts;
Worcester’s last was in 2008.
There are fewer checks to make
sure tobacco retailers are comply-
ing with regulations, and less
resources to push back if they
aren’t.

Lately, Johnson has seen a
wave of non-cigarette products
coming to market. She collects
the ones she finds in a red plastic
bag in her office. Some are in
brightly colored tins that look like
they might contain mints. Others
are small cigars, called cigarillos,
that have fruity flavors and sell
for 59 cents. These products tend
to be taxed at 5 to 10 percent of the
rate for cigarettes.

“There’s a lot of people trying
to do good policy work, but it
seems like every time we get a
handle on the products out there,
it changes,” Johnson said. “We
ban blunt wraps, and describe
them as ‘brown paper’ in the city
ordinance, and all of a sudden
there are green blunt wraps.”

As in the rest of the nation, use
of these products among the
young has been on the rise in
Massachusetts, from 13 percent of
teens in 2002 to 17.6 percent in
2009.

In Worcester, 21 percent of
teens use some kind of tobacco
product, cigarette or otherwise.
With the adult and youth smok-
ing rates nearly identical, the
number is unlikely to bend down-
ward.

“It’s definitely alarming, be-
cause we’re putting all this energy
into protecting youth from ciga-
rettes and they’re just using dif-
ferent products,” Johnson said.
“We’re trying to bend the adult
smoking rate down from 22 per-
cent but youth are at 21 percent.
This is just such an uphill battle.”

Trying new approaches
With Massachusetts’ spending

on tobacco cessation down, it’s
looked to other ways to tackle the
issue. “Our policies continue to
create an environment where the
norm is not smoking,” Massachu-
setts Public Health Department
director John Auerbach said.
“The combination of good state
policy and federal money, with
the health-care reform impact,
it’s made it easier for us to contin-
ue this downward trend.”

Federal funds have patched
some budget holes: The state has
kept its tobacco quit line open
with hundreds of thousands of
dollars from the health reform

law’s Prevention and Public
Health Fund, a $15 billion federal
commitment to preventive health
care.

The quit line is among a hand-
ful in the country that is “proac-
tive,” meaning that quit-line
workers will, after being flagged
by a doctor, reach out to a smoker.

Local hospitals have begun to
ban smoking on their campuses.
In 2010, Massachusetts became
the first state to require Medicaid
to cover a wide range of smoking
cessation products. It has shown
immediate returns: Each dollar
invested in that program has re-
turned $3.12 in savings from re-
ductions in cardiovascular-relat-
ed hospital admissions, accord-
ing an analysis by George Wash-
ington University.

The state does still, however,
run into obstacles. Massachusetts
Gov. Deval Patrick proposed a
$1.7 million increase in tobacco
cessation spending this year. It
would have included $500,000
for local teen smoking preven-
tion.

The Massachusetts’ legislature
rejected the extra funding. A dol-
lar tax increase on tobacco prod-
ucts also was left on the cutting-
room floor.

Johnson has joined forces with
18 smaller cities near Worcester.
Collectively, their budget is the
same as Worcester’s in 1998. They
meet regularly, develop policies
together and pool resources for
store compliance checks.

In May, Johnson got some good
news: Her budget would grow in
2013, enough to once again cover
an annual check of every tobacco
seller.

It feels like a small victory for a
department that touches every
life, but often completely out of
view.

“I have this idea of coming up
with a video of what cities used to
be like in the 1900s just to show
what a big impact public health
departments have had,” Brindisi
said. “Sometimes, I feel like we
should just get a helicopter so
people know we’re here.”

kliffs@washpost.com

Kliff wrote this article with the
assistance of the Dennis A. Hunt
Fund for Health Journalism, which is
administered by the California
Endowment Health Journalism
Fellowships, a program of the
University of Southern California’s
Annenberg School for
Communication and Journalism.
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