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	Werner Heisenberg was 26 when, in 1927, he laid down the law about uncertainty. Certain subatomic measurements, he found, can't be taken with absolute accuracy because the act of measuring would itself alter what was being measured. 

Heisenberg's principle would make a fine epigraph for The Predictors, Thomas A. Bass' exciting account of a couple of brilliant physicists who formed a company that has managed to predict the direction of global financial markets. Doyne Farmer and Norman Packard, childhood buddies from a small town in New Mexico, grew up to become leading lights in the emergent field of chaos theory, which seeks to find some underlying structure in seemingly random events like the smoke rising from a burning cigarette. The idea behind their unorthodox new venture was that the financial markets weren't so different from, say, the flow of water through a pipe. 

As Doyne Farmer said later: "The movement of money in markets resembles turbulent fluid flow. There is a high degree of randomness, but there are also deterministic patterns that ride on top of this noise and give an overall shape to the market." 

In 1991, Farmer and Packard convened some of their pals in an old adobe house in Santa Fe, N.M. Bass writes that the assemblage consisted of "some of the smartest people in the new science of chaos or complex systems or whatever one calls this branch of knowledge good at finding order within disorder." 

Packard and Farmer are not your standard physicists. An earlier venture, known as Eudaemonic Pie, was a high-tech collective aimed at perfecting computerized shoes that players could use to crack the physics of roulette wheels and make winning bets at the gaming tables of Las Vegas. (Bass knows these men intimately from writing the 1985 book The Eudaemonic Pie). 

The Predictors is a marvelously well-written chronicle of the struggle, over the course of six years, to create not only software up to the astounding task of predicting market movements throughout the trading day, but also a firm, the Prediction Company, that could sustain this herculean effort while maintaining its independence. The story is peopled by a cast of oddball geniuses and moves along like a thriller, except the author is smarter and writes better than most people who write thrillers. 

On the other hand, he never really explains just how it is that all this software works. There's a good reason for this, which is that it's incomprehensible to mere mortals. Most of Bass' readers don't want to look at pages of equations and footnotes. Still, one longs for at least a small taste of the actual science being applied here. 

A bigger quibble with this book is how it handles the central contradiction of all systems designed to beat the markets. Several years after the guys who started the Prediction Company were passing around The Wall Street Journal Guide to Understanding Money and Markets, the Prediction Company succeeded. Its computers, wise to the markets thanks to a steady diet of data from around the world, make consistently profitable trades, overcoming the handicap of transaction costs to make money in options, futures, currency - you name it. The success of the firm has made its founders rich, as well as added to the bottom line at UBS, the Swiss banking and investment group that has been its partner. 

Certainly this is sufficient in itself. Yet it's clear all along that Packard and Farmer are after more than money. As Farmer explains, "All this poking into the markets is really just a way to get at life's serious questions: questions about the nature of complex systems and the emergence of order in the universe." 

It's strange, then, that the book pays so little attention to the essential problem it acknowledges only at the end, which is that any system that manages to beat the markets should have the paradoxical effect of rendering itself obsolete sooner or later. To cite one example, soon after it was widely publicized that you could achieve superior returns by investing each year in several Dow Jones Industrials stocks, those returns vanished. 

This is the way markets are supposed to work, and in fact this is the effect the Prediction Company is having. "The world's major financial institutions have all joined this race to develop black-box financial systems," Bass acknowledges, explaining that "your edge is dulled as competitors pile on to your strategy, and if the strategy is too widely adopted it is no longer useful for playing the market; instead, it becomes the market." 

Packard and Farmer have achieved something remarkable, but one wonders if it will outlive the excellent book Thomas Bass has written about it. 

- Daniel Akst 


