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THE 8 PRINCIPLES

1. Capital Allocation Drives Everything

2. Productivity Is the Metric Most People Ignore

3. Profit Margins Are Leading Indicators

4. Policy Creates Incentives, Incentives Drive Behavior

5. Always Separate Real from Nominal

6. Challenge the Consensus When Data Disagrees

7. Structural Shifts Matter More Than Cycles

8. Use History as a Guide, Not a Prediction
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PRINCIPLE 1

Capital Allocation Drives Everything
The economy doesn't move because of government announcements or media narratives. It moves

because of where money flows — and why. When businesses see profit opportunities, they invest. That

investment drives productivity, which drives more profits, creating a self-reinforcing cycle. When

businesses pull back, the opposite happens.

Professional investors watch capital allocation the way a meteorologist watches pressure systems. By

the time it shows up in the headlines, the move has already started. Business investment decisions —

not government spending — are the primary engine of economic growth.

Real-World Example: In early 2024, while the media debated whether a recession

was coming, capital expenditure data told a different story. Businesses were

pouring money into AI infrastructure and reshoring manufacturing. That capital

flow signaled confidence that the economic cycle had further to run — months

before the consensus caught up.

The Takeaway: Before reacting to any headline, ask: where is capital flowing right now, and why?

The answer tells you more about the economy's direction than any pundit's opinion.

PRINCIPLE 2

Productivity Is the Metric Most People Ignore
Output per hour worked. It sounds boring, but it's the single most important number in economics.

Rising productivity means the economy can grow without causing inflation. It means companies can

pay workers more without squeezing profits. When productivity is rising, almost everyone wins. When

it stalls, problems follow.

Most investors obsess over jobs numbers and GDP. Professionals watch productivity because it tells

you whether growth is sustainable or borrowed. An economy adding jobs but not productivity is

building on sand.
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PRINCIPLE 3

Profit Margins Are Leading Indicators
When corporate margins are expanding, good things follow: more hiring, more investment, higher

stock prices. When margins compress, cutbacks come next. Margins lead; employment and stock prices

lag.

This is one of the most reliable patterns in economic analysis. Companies feel margin pressure before

they act on it. They see costs rising or revenue slowing weeks or months before they announce layoffs

or cut capex. If you can read margin trends, you can see the next move before it happens.

Real-World Example: In the second half of 2022, S&P 500 operating margins

began compressing from their post-COVID highs. Within two quarters, the layoff

wave hit tech, then finance, then media. Investors who watched margins saw the

job cuts coming. Those who only watched the unemployment rate were blindsided.

The Takeaway: Always ask: are margins expanding or compressing, and why? The answer tells you

what companies will do next — which tells you where the economy is heading.

PRINCIPLE 4

Policy Creates Incentives, Incentives Drive Behavior
Tax policy, regulation, trade, and monetary policy don't directly create growth. They create incentives

that change how businesses and consumers behave. Follow the incentive structure to understand what

comes next.

This principle keeps you from getting caught up in political debates. Skip the arguments about whether

a policy is good or bad. Focus on one question: what behavior does this incentivize? The answer is

usually where the money flows.

Real-World Example: The Inflation Reduction Act included massive tax credits

for domestic energy production and EV manufacturing. Regardless of your politics,

the incentive structure was clear: capital would flow into those sectors. Within 18

months, manufacturing construction spending doubled. The policy didn't build the

factories — the incentives did.
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The Takeaway: When new policy is announced, ignore the political commentary. Ask: what behavior

does this reward or punish? Then follow the money.
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PRINCIPLE 5

Always Separate Real from Nominal
If wages are up 4% but inflation is 2.5%, real wage growth is only 1.5%. If GDP is up 5% but prices

rose 3%, real growth is only 2%. Always do the math. This distinction matters enormously and most

media coverage ignores it.

Nominal numbers — the raw figures before adjusting for inflation — can make a weak economy look

strong or a strong one look weak. Professional analysts never take a headline number at face value

without adjusting for inflation.

Real-World Example: In 2022, retail sales were reported as 'strong' month after

month with positive nominal growth. But when you adjusted for 8%+ inflation,

consumers were actually buying LESS stuff and just paying more for it. The

nominal headline said 'consumers are spending.' The real number said 'consumers

are losing ground.' The real number was right.

The Takeaway: Every time you see a number with a dollar sign or a percentage — wages, GDP, retail

sales, home prices — subtract inflation before drawing any conclusions. The real number is the only

one that matters.

PRINCIPLE 6

Challenge the Consensus When Data Disagrees
When 'everyone knows' something about the economy, check whether the data actually supports it. The

consensus often lags reality by months. When the data tells a different story than the narrative, trust the

data.

This is one of the hardest principles to follow because it requires you to disagree with smart, confident

people. But consensus views are often backward-looking — they describe what already happened, not

what's happening now. The data is always more current than the narrative.
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Real-World Example: Throughout late 2023, the consensus was firmly in the

'recession is coming' camp. But capital spending was rising, productivity was

improving, and labor markets remained tight. The data disagreed with the narrative.

Investors who trusted the data over the consensus avoided selling into one of the

strongest rallies in years.

The Takeaway: When the prevailing narrative says one thing and the data says another, have the

courage to trust the data. The consensus will eventually catch up — and the gap between narrative and

reality is where opportunity lives.
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PRINCIPLE 7

Structural Shifts Matter More Than Cycles
COVID, AI, remote work, reshoring, demographic changes — these aren't temporary disruptions. They

permanently changed how the economy works. Don't blindly apply pre-2020 rules to a post-2020

economy.

Most economic analysis defaults to cyclical thinking: boom, bust, recovery, repeat. But once or twice a

generation, structural shifts change the rules of the game entirely. We're living through one now. The

investors who recognize structural change early compound returns for years. Those who keep waiting

for 'normal' to return get left behind.

Real-World Example: The shift to remote and hybrid work permanently changed

commercial real estate demand, urban economics, and labor markets. Investors who

kept waiting for a 'return to office' that would restore old patterns lost money on

office REITs and urban retail. Those who recognized the structural shift invested in

suburban housing, digital infrastructure, and distributed workforce tools — all of

which outperformed.

The Takeaway: Ask yourself: is this a cycle (temporary) or a structure (permanent)? Cycles revert to

the mean. Structures create new means. Knowing which one you're looking at changes every

investment decision you make.

PRINCIPLE 8

Use History as a Guide, Not a Prediction
The 1990s tech boom, the 2008 financial crisis, the 1970s inflation era — history doesn't repeat exactly,

but the patterns rhyme. Historical analogs give you context for understanding today, as long as you

don't treat them as prophecy.

The best professional investors are students of history. Not because the past predicts the future, but

because human behavior in markets follows recognizable patterns. Understanding those patterns helps

you recognize when the current situation is genuinely new versus when it's a variation on a theme

you've seen before.
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Real-World Example: When inflation surged in 2021-2022, many analysts

compared it to the 1970s and predicted a decade of pain. But the structural drivers

were different — supply chain disruptions and fiscal stimulus, not oil embargoes

and wage-price spirals. Investors who used the 1970s as context rather than

prophecy recognized that this inflation would cool faster than the doomsday crowd

predicted. They were right.

The Takeaway: When someone draws a historical parallel, ask: what's the same and what's different?

The similarities tell you what patterns to watch for. The differences tell you where the analogy breaks

down. Both are valuable.
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Putting It All Together

These eight principles aren't meant to be memorized and filed away. They're meant to be used — every

day, on every headline, with every data release. The next time you see a jobs report, ask about

productivity. When margins data comes out, think about what companies will do next. When a new

policy is announced, follow the incentive structure.

Over time, this framework becomes second nature. You'll start seeing the economy the way

professionals do — not as a collection of random headlines, but as an interconnected system where

capital flows, incentives, margins, and productivity all tell a coherent story.

That's the investor's edge. Not insider information. Not lucky timing. A better framework for

understanding what's actually happening — and what it means for what comes next.

Want These Principles Applied Every Week?
ON1010 Research applies this framework to real economic data every

day. The Morning Bell delivers your pre-market briefing each weekday.

The Sunday Wire connects the week's dots every Sunday morning. Both

are free.

Subscribe free at on1010.com/subscribe

ON1010.com is a publisher of economic education and research content. Nothing published by ON1010 constitutes
investment advice, a recommendation to buy or sell any security, or a solicitation of any kind. All content is for informational

and educational purposes only. Always consult a qualified financial advisor before making investment decisions.

© ON1010 Research • on1010.com

https://on1010.com/subscribe

