
Prevention vs. Cure 

 

Analogy 

Suppose that a clearly evident and yet small sign of melanoma was visibly apparent on 
the surface of your skin. Removing the cancerous cells could be accomplished with 
great ease. 


If you instead choose to ignore ignore any preventative measures the cancer could 
spread throughout your body, to your lymph nodes and to your internal organs. At this 
advanced stage the risk of death becomes high and the difficulty of treatment 
enormous. 


In this example the need to prevent rather than try to cure the disease from advancing 
is clearly evident. 


Why do Humans Commonly Fail at Prevention 

In many or perhaps most situations the human mind fails to grasp the enormity or difficulty 
which becomes necessary to cure rather than prevent large scale problems. Humans have a 
tendency to weigh the here and now more accurately than potential future events. 


This lack of foresight and/or judgement can become more pronounced when current events 
come in small increments. Such as habits that slowly take hold or when a long time horizon is 
involved.




“The lag that often exists between investment decision and eventual reward is 
a problem for long-term investors, as the brain is wired to learn from 
immediate feedback. The biological presumption (and, as mentioned in the 
last Nomad letter, the academic presumption too) is that cause and effect sit 
chronologically on top of each other – after all, you would want to know that 
the plant you have just eaten is poisonous now (so you can stop eating it) 
rather than in a week’s time, when it would be too late. Stock traders benefit 
from the same immediate feedback, but not so long-term investors who run 
the investment equivalent risk of continuing to eat the hemlock. The real 
world is messy, and moves in a messy sort of way, and means that long term 
investors probably have to work harder at intellectual honesty so as not to 
mis-analyse cause and effect. We all fool ourselves to some extent and so this 
hair- shirted attitude is hard work. Perhaps it is the biggest investment 
challenge of them all!” 

The Nomad letters 

In most areas of life, professional or personal it is much easier to break things 
than fix them. Thus Benjamin Franklin said, “an ounce of prevention is worth a 
pound of cure” Charlie Munger stated more appropriately “an ounce of 
prevention is worth a ton of cure”  

Situations that are most vulnerable to being broken and most difficult to being 
fixed are; 


Leverage 

Leverage can act to compound financial losses. A prime example was Long-
Term Capital Management’s 1994 failure in which losses exceeded the assets of 
the fund. 


Trust


long-term trust compounds however once broken any accrued benefits can be 
instantaneously and completely lost to the point that a once trusted associate may 
never again be trusted.




Spring loaded situations


Some of the greatest tragedies in the world involved spring loaded situations. The 
holocaust was proceeded by economic depression and inflation. Economic hardship 
increased the probabilities of political turmoil and violence.  


Reciprocity


Good reciprocity breeds additional good reciprocity. Negative reciprocity can have a 
multiplier effect as opposing sides ratchet up both rhetoric and action often seeking 
vengeance for prior acts. Kristallnacht, Holocaust, Catholic vs. Protestant violence and 
hatred, current day politics


Avoidance 

Utilize a checklist with The Latticework principals including but by no means limited to;
“You’ve got to have models in your head. And you’ve got to array your experience—
both vicarious and direct—on this latticework of models.”


Charlie Munger

First Principles 

“Somebody once said that in looking for people to hire, you look for three qualities: integrity, 
intelligence, and energy. And if you don’t have the first, the other two will kill you. You think 
about it; it’s true. If you hire somebody without [integrity], you really want them to be dumb 
and lazy.” 

Warren Buffett


Simple 

Understand the math that controls the endeavor. Is compounding or leverage involved. Is the 
endeavor dependent upon multiple factors such that a failure in one portion of the endeavor 
will doom the entire endeavor?





A Chain is as Strong as its Weakest 
Link 

Achilles tendon injuries can be extremely 
debilitating and sometimes result in 
permanent loss of mobility.  
Some Achilles injuries are the cause of 



lack of proper function of the calf. Proper stretching of the calf muscles can help 
prevent the likelihood of this much more serious injury.  

Last year MidAmerican wrote off a major investment in a zinc recovery project 
that was initiated in 1998 and became operational in 2002. Large quantities of 
zinc are present in the brine produced by our California geothermal 
operations, and we believed we could profitably extract the metal. For many 
months, it appeared that commercially-viable recoveries were imminent. But 
in mining, just as in oil exploration, prospects have a way of “teasing” their 
developers, and every time one problem was solved, another popped up. In 
September, we threw in the towel. 
Our failure here illustrates the importance of a guideline – stay with simple 
propositions – that we usually apply in investments as well as operations. If 
only one variable is key to a decision, and the variable has a 90% chance of 
going your way, the chance for a successful outcome is obviously 90%. But if 
ten independent variables need to break favorably for a successful result, and 
each has a 90% probability of success, the likelihood of having a winner is only 
35%. In our zinc venture, we solved most of the problems. But one proved 
intractable, and that was one too many. Since a chain is no stronger than its 
weakest link, it makes sense to look for – if you’ll excuse an oxymoron – mono-
linked chains.   

Warren Buffett 

Make an attempt to quantify the cure if prevention does not take place 
Avoid endeavors which can lead to a 100% losses 

Network effects - Social media 

Are there potentially network multiplier events involved?


Second Order effects 

What are possible and or likely consequences of actions taken. 


Patience / Opportunity Cost Weighing  



Wait for big opportunities where returns far outweigh risks


Sit Quietly 
Echoing Pascal, who said some version of “All of humanity’s problems stem 
from man’s inability to sit quietly in a room alone,” Munger adds an investing 
twist: “It’s waiting that helps you as an investor, and a lot of people just can’t 
stand to wait.”

The ability to be alone with your thoughts and turn ideas over and over, without 
giving in to Do Something syndrome, affects so many of us. A perfectly 
reasonable option is to hold your ground and await more information.


Learn Vicariously  
Learn through the prior mistakes of others how costly cures can be when 
compared to the comparatively small cost of prevention. 


Long Term vs. Short Term Thinking 
“As our shareholders know, we have made a decision to continuously and 
significantly lower prices for customers year after year as our efficiency and scale 
make it possible. This is an example of a very important decision that cannot be 
made in a math-based way. In fact, when we lower prices, we go against the math 
that we can do, which always says that the smart move is to raise prices. We have 
significant data related to price elasticity. With fair accuracy, we can predict that a 
price reduction of a certain percentage will result in an increase in units sold of a 
certain percentage. With rare exceptions, the volume increase in the short-term is 
never enough to pay for the price decease. However, our quantitative understanding 
of elasticity is short-term. We can estimate what a price reduction will do this week 
and this quarter. But we cannot numerically estimate the effect that consistently 
lowering prices will have on our business over five years or ten years. Our judgment 
is that relentlessly returning efficiency improvements and scale economies to 
customers in the form of lower prices creates a virtuous cycle that leads over the 
long-term to a much larger dollar amount of free cash flow, and thereby to a much 
more valuable Amazon.com. We have made similar judgments around Free Super 
Saver Shipping and Amazon Prime, both of which are expensive in the short term and 
– we believe – important and valuable in the long term.”  

Jeff  Bezos 

“Our first shareholder letter, in 1997, was entitled, “It’s all about the long-term”. If 
everything you do needs to work on a three-year time horizon, then you’re 
competing against a lot of people. But if you are willing to invest on a seven-year 
time horizon, you’re now competing against a fraction of those people, because very 
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few companies are willing to do that. Just by lengthening the time horizon, you can 
engage in endeavours that you could never otherwise pursue. At Amazon we like 
things to work in five to seven years. We’re willing to plant seeds, let them grow – 
and we’re very stubborn. We say we are stubborn on the vision and flexible on the 
details”.  

Jeff  Bezos 

Thought vs. Action 

Kirsty Young: “He has seen more of the world than any person who has ever 
lived. The depth of his knowledge and breadth of his enthusiasm have had a 
fundamental effect on how we view our planet. From sitting hugger-mugger with 

the mountain gorillas of Rwanda, to describing the fragilities of the flightless Kakapo: the 
wonders of the natural world are his stock-in-trade. His passion can be traced right back 
to the days as a lad when he cycled his bike through the Leicestershire countryside 
trawling for fossils. He says he knows of no deeper pleasure than the contemplation of 
the natural world. David Attenborough, you visited the North and South Poles, you 
witnessed all of life in-between from the canopies of the tropical rainforest to giant 
earthworms in Australia, it must be true, must it not, and it is a quite staggering thought, 
that you have seen more of the world than anybody else who has ever lived?”  

David Attenborough: “Well...I suppose so...but then on the other hand it is fairly salutary 
to remember that perhaps the greatest naturalist that ever lived and had more effect on 
our thinking than anybody, Charles Darwin, only spent four years travelling and the rest 
of the time thinking.”  
Oh!  

Interview with with David Attenborough


