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10   COMMON SENSE 

 “Common sense is what tells us the earth is flat.” 

Stuart Chase 

Wikipedia defines common sense as “a basic ability to 

perceive, understand, and judge things, which is 

shared by nearly all people.” While common sense is 

widely accepted as a prerequisite to successful 

investing, to the extent that it is shared by most 

people, it is unlikely to produce superior results. In 

investing, outstanding results can only be achieved 

by true contrarians who apply a logic that is less 

common, yet more accurate, than what gets offered 

up as common sense. 

As the quote above implies, common sense is not 
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always good sense, even though it is essential to the 

functioning of everyday life. In his provocative book 

Everything is Obvious: Once You Know the Answer, 

sociologist Duncan Watts warns of the dangers of 

relying too much on common sense.1  “The paradox 

of common sense,” he writes, “is that even as it helps 

us make sense of the world, it can actively undermine 

our ability to understand it.”  Watts observes that 

being critical of common sense can be tricky, because 

it involves the rejection of something that is 

universally regarded as a good thing.  As he cynically 

asks: “When was the last time you were told not to 

use it?” 

It has been said that common sense is the essence of 

social intelligence, as it is deeply embedded in our 

practical lives.  Often, though, what we consider to be 

common sense is more influenced by individual and 

group biases than most of us realize.  One example of 

these influences was researched by Güth, 

Schmittberger, and Schwarze in the 1980s, and 

became known as the ultimatum game.  In this game, 

the first player (the proposer) receives a non-trivial 

sum of money (say $100) and proposes how to divide 

it with another player (the responder), who then 

chooses to accept or reject the proposal.  If the 

proposal is accepted, both players keep their share, 

but, if it is rejected, both players take nothing.  In 

hundreds of these experiments conducted in western 

industrialized societies, researchers demonstrated 

that most players propose a fifty-fifty split, and that 
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offers below 30% are typically rejected.  Because it is 

common sense that fairness pays, responders 

typically prefer to punish an unfair offer than to take 

free money.  But, when the experiment was 

reproduced with the Au and Gnau tribes of Papua 

New Guinea, the proposers consistently offered 

responders more than 50%, and surprisingly, these 

offers were often rejected.  The Au and Gnau tribes, 

as it turned out, have strong customs about gift 

exchange, in which receiving a gift obligates the 

receiver to reciprocate.  What might have seemed like 

a hyper-fair offer of free money to a Western 

participant looked like an unwanted obligation in 

Papua New Guinea.  The moral of these findings is 

that an overreliance on common sense can inhibit our 

understanding of people’s incentives and behaviors.  

This insight applies to the way we interpret world 

news, vote for our leaders, and select our stocks. 

Market history provides ample evidence of how the 

notion of common sense changes with perspective.  In 

The Great Depression:  A Diary, Benjamin Roth 

recounts how he reacted to the historic events of the 

1930s as they unfolded.2  While the economic history 

books associate this difficult period with deflation, 

Roth was clearly obsessed with inflation instead.  In 

fact, the word “inflation” appears 199 times in the 

book, while “deflation” appears only 5 times.  Like 

many others of his time, Roth feared a repeat of the 

German hyperinflation scenario in the early 1920s, 

which he described as “a huge fraud which benefited 
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the debtors and speculators at the expense of the 

large, prudent middle class.”  While these days it is 

considered common sense that the Fed should print 

money to fight deflation, this January 1936 diary 

entry highlights how times have changed: “I am 

personally very much concerned with the question of 

inflation and it seems to me there is a grave 

possibility it will come unless the government at once 

balances its budget.  With an election coming, this 

seems out of the question.” While Roth was an 

independent thinker, his fear of inflation kept him 

bearish on US Treasuries, which turned out to be the 

best asset class of his time.  In other words, he was 

not really a contrarian on the subject of sound money. 

So, what does being contrarian really mean?  Forbes 

columnist Ken Fisher argues that it is not necessary 

for investors to do the opposite of consensus in order 

to be contrarians and to outperform the crowd.3  If 

most people are bullish, for instance, a contrarian 

position might be even more bullish.  The idea is that 

the direction of the consensus view can often be right, 

even when the magnitude is not.  Contrarians do not 

have to confine themselves to buying low and selling 

high, and neither do they have to trade against the 

market.  In fact, some of the best contrarian bets have 

the longest shelf lives.  It is common sense, for 

instance, that stocks get more expensive when they go 

up.  The reality, though, is that serial compounding 

can paint a much different picture.  To paraphrase 

Howard Marks’ comment from a talk we attended in 
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2015: “When you look at a stock that’s gone up for 20 

years and wish you had owned it, think of all the 

times, when it was making new highs, that you 

would have thought: maybe I should sell.”  The 

reality is that serial compounding often defies 

common sense. 

To conclude, that which is common sense is not 

always right.  It is also more important to be right 

than to be a contrarian.  That said, the best profit 

opportunities exist when the right call is justified by 

uncommon views.  At Victori Capital, we like to think 

of ourselves as long-term contrarians who look for 

repeatability and continuity where common sense 

might suggest otherwise. 
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