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“At last, a real book by a real risk-taking practitioner. You cannot afford not to
read this!”
—Nassim Nicholas Taleb, Author of The Black Swan

“Investors of all kinds will find immeasurable value in this convincing and thor-
oughly researched book where Mark champions the roundabout of Austrian capital
theory. Using thought-provoking examples from both the natural world and the
historical world, The Dao of Capital shows how a seemingly difficult immediate
loss becomes an advantageous intermediate step for greater future gain, and thus

why we must become ‘patient now and strategically impatient later.
—Paul Tudor Jones II, Founder, Tudor Investment Corporation

“A timely, original, right-economic principles and history-based approach to
investing. Drawing on impressive philosophical building blocks, The Dao of Capital
illuminates the wellsprings of capital creation, innovation and economic progress.
It also makes the point that government intervention to ‘help’ the economy is as
destructive as the now-discredited policy of suppressing forest fires. Dazzling!”
—Steve Forbes, Chairman and Editor-in-Chief, Forbes Media

“This is a magnificent, scintillating book that I will read over and over again. It
provides a theoretic and practical framework for understanding the insights of all
the greats that a student of markets will encounter—Soros, Baldwin, Klipp, Buffett,
Cooperman (albeit these greats might not realize or acknowledge it). It teaches
you things about war, trees, martial arts, opera, baseball, board games. Every page
is eye-opening, with numerous areas for testing and profits in every chapter.
I will share the book with all my traders, friends, and circles of influence. Here’s
an unqualified, total, heartfelt recommendation, which coming from me is a rarity,
and possibly unique.”

—Victor Niederhoffer, Author of The Education of a Speculator

“The Dao of Capital is an impressive work. Spitznagel’s approach is refreshing—
scholarly without being tedious. What a broad look at economic history it
provides!”

—Byron Wien,Vice Chairman, Blackstone Advisory Partners LP

“Wall Street gamblers who believe the Fed has their back need to read this book.
Mark Spitznagel provides a brilliant demonstration that the gang of money print-
ers currently resident in the Eccles Building have not repealed the laws of sound

money nor have they rescinded the historical lessons on which they are based.”
—David Stockman, Former U.S. Congressman, Budget Director under
Ronald Reagan, and Author of The Great Deformation



“We live in a world warped by faulty assumptions and bad policies. Conventional
wisdom explains very little because it’s more convention than wisdom. Mark
Spitznagel assembles the best insights in human nature and economics to bring
order out of the chaos. Economists, investors and lay persons alike will find abun-
dant treasures in The Dao of Capital, one remarkably useful and exciting book!”

—Lawrence Reed, President, Foundation for Economic Education and

President Emeritus, Mackinac Center for Public Policy

“Spitznagel’s excellent book is a powerful presentation of how monetary policy
deceives entrepreneurs and investors into making poor investing decisions. I highly
recommend The Dao of Capital as a guide to avoiding these deceptions and thus
to better investment results. As Mark says, in my native tongue, ‘Wir sind jetzt alle

Osterreicher.’
—DMarc Faber, Publisher of The Gloom, Boom & Doom Report

“In The Dao of Capital, Mark Spitznagel stresses sound analytical foundations com-
bined with shrewd strategic thinking to provide the reader with a broad phi-
losophy of investing, where understanding the process that puts you in a position
to win is more important than simply stating the goal of winning. The Austrian
economics he employs unlocks not only the mystery of market coordination, but
explains clearly the distortionary consequences of the manipulation of money and
credit. Spitznagel guides the reader, not with point predictions, but with pattern
predictions and strategic positioning for long run success in wealth creation. I
greatly recommend this book.”
—Peter Boettke, Professor of Economics and Philosophy,
George Mason University

“Mark Spitznagel has done a remarkable job summarizing, synthesizing, and

extending the great Austrian tradition, and weaving it into a wonderful set of

practical lessons. What’s more, he is a great writer and storyteller in the tradition of

Bastiat, Hazlitt, and Rothbard, bringing subtle and sometimes complex ideas to life

with memorable examples and sparkling prose. Highly recommended!”

—Peter Klein, Professor of Applied Economics, University of Missouri and Carl
Menger Fellow, Ludwig von Mises Institute

“In The Dao of Capital, Mark Spitznagel has undertaken a sweeping study of the
Austrian School and its correlative thought throughout history. A highly successful
investor, Mark brings Austrian economics from the ivory tower to the investment
portfolio, by demonstrating that its principles of capital, roundabout production,
and free markets can and indeed should be applied to entrepreneurial investment.”

—Ron Paul, Former U.S. Congressman (from the Foreword)
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To my Kinder,
Edward and Silja—
My Grand Shi Strategy



h)
NS
i PN

Ny
3 j'J)\\‘\‘\\g% N\
)3 i ﬁ }
# 3




SN i 4\‘- XS
NS < .\‘i o
R E S
\~‘5 Ni- =
il < o

sl

=G S
- ‘ z-é}_f
5

o
A= RS







Contents

Foreword
Introduction

Chapter One:
THE DAOIST SAGE
Klipp’s Paradox

The Old Master

The Soft and Weak Vanquish the Hard and Strong
Into the Pit

The Privileges of a Trader

Robinson Crusoe in the Bond Pit

Fishing in “McElligot’s Pool”

Enter the Austrians: A von Karajan Moment
A State of Rest

Guiding into Emptiness . . .

Moving On

The Wisdom of the Sages

Chapter Two:
THE FOREST IN THE PINECONE
The Roundabout and the Logic of Growth

The Forest and the Tree

The Slow Seedling

Wildfire and Resource Reallocation
The Conifer Effect

A Logic of Growth

xXvii
xXXx1il

12
15
18
18
21
23
26
29

33

36
39
41
43
49



xX11 CONTENTS

Chapter Three:
SHI

The Intertemporal Strategy

The Dao of Sun Wu

Shi and the Crossbow

Li—The Direct Path

Shi and Li at the Weigi Board

A Common Thread, from East to West
An Attack of Misunderstanding

On War—An Indirect Strategy

Shi, Ziel, Mittel, und Zweck

Chapter Four:
THE SEEN AND THE FORESEEN
The Roots of the Austrian Tradition

That Which Must Be Foreseen

At the Viennese Crossroads Between East and West
The Teleology of Baer’s Butterfly

Menger Establishes the Austrian School

Tutor to the Prince

Methodenstreit

Osterreichische Schule

Chapter Five:
UMWEG
The Roundabout Path of the Unternehmer

Postulating the “Positive”

Produktionsumweg

Bohm-Bawerk, the Bourgeois Marx
Faustmann’s Forest Economy

Rings of Capital

Henry Ford: The Roundabout Unternehmer
The Roundabout of Life

51

56
58
59
60
64
68
70
74

75

78
85
88
89
93
97
101

103

105
108
113
116
122
125
134



Contents x1ii1

Chapter Six:
TIME PREFERENCE

Overcoming That Humanness About Us 139
“Radical” Bohm-Bawerk and the Psychology
of Time Preference 145
The Curious Case of Phineas Gage 149
The Shi and Li Brain 151
The Subjectivity of Time 153
The Trade-Oft of an Addict 158
No Zeal for Ziel on Wall Street 161
Adapting to the Intertemporal 164

Chapter Seven:

“THE MARKET IS A PROCESS” 167
The Man Who Predicted the Great Depression 169
Fleeing the Nazis 173
Human Action 175
Unternehmer in the Land of the Nibelungen 179
Genuine Change Is Afoot in Nibelungenland—

A Market-Induced Drop in Interest Rates 187
Distortion Comes to Nibelungenland—The

Central Bank Lowers Rates 190
Time Inconsistency and the Term Structure 194
The Day of Reckoning Comes to Nibelungenland 198
The Austrian View 199
The Market Process Prevails 201

Chapter Eight:

HOMEOSTASIS

Seeking Balance in the Midst of Distortion 203
The Teleology of the Market 205
The Yellowstone Effect 207

Lessons from the Distorted Forest 209



