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Everybody is biased . . . but still right, sometimes. 
  

The Chinese Economy has been back in the news, lately.   Recently falling oil and commodity prices are 
being blamed—at the moment—on the latest signs of China’s impending economic collapse (or at least 
plunge into years of stagnation.)  And so it was relief—grabbing for a life ring in the ocean, so to speak—
that we saw an article from KraneShares a couple of days ago, titled “3 Misconceptions about the Chinese 
Economy.”  
  
Let’s pause briefly before exploring the article (briefly!)  KraneShares is an investment and mutual fund 
firm specializing in China—that is, it sells China-based investments to U.S. investors, mainly.  It writes a lot 
of articles on China.  They are short, clear and usually persuasive . . . and they’re almost always positive 
on China and Chinese investments.  “Ah hah!” shout the lawyers and professors among us.  “That’s a 
biased source!  You can’t trust analysis from a biased source!  You have to find cool, clear-eyed, 
completely fair-minded and objective analysts!” 
  
A few decades ago, early in an investment manager’s career, he came across a remark from a famous 
historian:  “Everybody is biased.  There is no such thing as an unbiased historian.”  It sounded like the kind 
of cynical statement which young people don’t like to believe, and the young investment manager was no 
exception.  After all, most of the histories he had read certainly sounded fair-minded and objective.  It 
seemed as if the universities and bookstores were overflowing with scrupulously even-handed writers.  
  
There was, of course, only one way to accept the truth of the “no unbiased historians” claim:  to live 
through, read through and generally experience the passing years, slowly finding out for 
oneself.  What the young manager gradually learned was that besides “no unbiased historians,” there are 
also no unbiased economists, journalists, politicians, investment analysts and, possibly, 
beekeepers.  Everybody’s deeply engrained personal perspective about how the world works colors their 
opinions about which facts matter and which ones don’t.  That leaves us puzzled investment managers 
with only one thing to do:  look at everyone’s notion of the facts, biased or not, and decide for ourselves 
what makes sense to us, somewhere pretty deep inside.  
  
KraneShares offered a couple of facts which make a great deal of sense at Outlook Capital Management.  
  

         In 1980 20% of China’s people lived in cities.  Today it’s 50% . . . and still growing 
steadily.  Urbanization means economic growth. 

         China has 251 cities with over 2 million people.  The U.S. has 35 or so.  

         China’s “service sector” is now bigger than its manufacturing sector, and still growing . . . 
which adds emphatically to the stability of the economy.  

  
That last one is important because one of the mainstays of the “China’s impending collapse” argument is 
that the government has artificially supported manufacturing, which as a result has become a money-
losing anchor on China’s health and growth.  That argument is so common, and so universally accepted, 
that—according to KraneShares—there are 36 research firms which track China’s Manufacturing PMI (an 
index trying to measure whether manufacturing is growing or shrinking, at the moment.)  But there are 
zero firms tracking any similar index for China’s service sector.  Zero.  
  



If we were lawyers at Outlook (biased ones for sure!) we’d wish to slam that fact on the judge’s bench 
and say, “We rest our case, your Honor!”  The most commonly-accepted “narrative” about the China’s 
economy is the “giant, bankrupt, subsidized manufacturers in hock to insolvent giant banks” story.  It 
makes a fearful headline for any analysis, hence its lasting hold on the perspectives of so many 
analysts.  And it is rightly fearful to some degree, being based on a certain core of truth.  But it’s very far 
from “the whole picture,” and so it’s fundamentally misleading.  
  
Yes . . . getting “the whole picture” right is pretty close to financial life-and-death for us 
investors.  Personal perspectives and biases die hard—usually never, in fact—and so we must act on our 
own feeling about what makes sense, and never wait for the rest of the vast crowd to come around to our 
way of thinking.  Milton Friedman and Anna Schwarz wrote a monumental book back in the 60’s (or so) 
called “An Economic History of the U.S.”  They presented one stark fact about the cause of the Great 
Depression, slamming it down on the judge’s bench of history, more or less, with “we rest our 
case.”  Here’s the fact:  from 1930 to 1933 about 9000 U.S. banks were allowed to fail, wiping out about 
$140 billion of depositors’ savings.  (Real money, back then.)  The total money supply collapsed by about 
one-third.  The two-thirds of banks hanging on for dear life drew one conclusion:  take no risks, lend no 
money . . . or die.  And so the Depression lasted a decade, because the Federal Reserve and U.S. 
Government did not grasp the fundamental nature of banks in the economy, and their everlasting 
vulnerability to runs.  Seems clear enough . . . but only if our “biases” run that way, apparently, because 
60 years later the bookstores and universities are still overflowing with “unbiased” historians and analysts 
who fervently believe greedy capitalists and uncontrolled free markets created the Depression—and 
hardly take notice of Friedman’s and Schwarz’s big fact.  
  
In the same way, we investors must expect no consensus of opinion to swing our way, regarding China’s 
economic steadiness.  No matter—at Outlook we strongly suspect China will keep marching along, as 
will the U.S. and even the European economy (almost), and they will drag oil and commodity prices up 
with them as they march.  Hence we’re sticking with Caterpillar, Cummins, Deere, Freeport and Conoco—
all of whom will benefit from that continuing march. 
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The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions 
should only be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk 
of loss. 
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