
Know When You’re Wrong 
There is a moment every investor eventually faces, whether they welcome it or not. 

A position weakens. 
A trend breaks. 
A macro condition changes. 
A thesis begins to feel less secure than it once did. 
And the investor is forced to confront a question that is as uncomfortable as it is essential: 

Am I early — or am I wrong? 

That question sits at the heart of serious investing. 

Because no matter how thoughtful the framework, how disciplined the process, or how well-
constructed the thesis, no investor escapes error. No institution escapes disconfirmation. No 
portfolio is built in a world where every interpretation proves correct. 

Markets do not permit that kind of certainty. 

This is why one of the foundational disciplines of mature capital management is simple: 

Know when you’re wrong. 

That phrase is not an invitation to self-doubt. 

It is a discipline of humility. 

It asks the investor to know not only: 

• what they own 
• and why they own it 

but also: 

• what would invalidate the case 
• what would materially weaken the reason for ownership 
• what would constitute a true change in conditions 
• and what evidence would require a reassessment of belief 

That is what mature investing demands. 

Because conviction without disconfirmation criteria is not conviction. 

It is attachment waiting to be exposed. 

Every Thesis Contains the Possibility of Error 

One of the most dangerous illusions in markets is the belief that being thoughtful protects the 
investor from being wrong. 
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It does not. 

Good process improves the odds. 
Strong framework improves the odds. 
Clearer macro thinking improves the odds. 
Better understanding improves the odds. 

But none of these eliminate error. 

They simply allow error to be handled with greater discipline. 

This is one of the central truths of capital stewardship: 

the goal is not to never be wrong. 
The goal is to know when the case has changed enough that continuing to behave as though it has 
not becomes more dangerous than admitting error. 

That is a very different standard. 

And it is one of the marks of maturity. 

Being Wrong Is Not the Same as Losing Money Temporarily 

A very important distinction must be made early: 

being wrong is not the same as suffering temporary price weakness. 

This matters enormously. 

Markets move. 
Assets correct. 
Noise appears. 
Volatility strikes. 
Liquidity tightens temporarily. 
Sentiment overshoots. 
Crowds panic. 
Risk assets swing more violently than the underlying structure may justify. 

Not every drawdown is invalidation. 

Not every decline is proof the thesis has failed. 

This is why the discipline matters. 

Because the investor must be able to distinguish between: 

• volatility 
• normal cycle behaviour 
• thesis pressure 
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• and actual thesis failure 

Without that distinction, the investor becomes vulnerable in both directions. 

They sell too quickly when patience was required. 
Or they hold too long when humility was required. 

Both mistakes are expensive. 

To know when you are wrong is therefore not to react emotionally to price. 

It is to judge whether the underlying case is still alive. 

The Real Question Is: What Broke? 

One of the most useful questions an investor can ask is simple: 

What broke? 

Not what fell. 
Not what scared the market. 
Not what social media is saying. 
Not what today’s candle looks like. 

What actually broke? 

Did liquidity materially change? 
Did macro conditions deteriorate beyond expectation? 
Did credit tighten in a way that changes the environment? 
Did leadership break down? 
Did the reason for ownership weaken? 
Did the evidence that supported the case narrow, fragment, or reverse? 
Did the asset lose the role it was supposed to play? 

These are the real questions. 

Because price weakness without structural damage is not the same thing as invalidation. 

But structural damage without emotional willingness to recognise it is one of the great destroyers of 
capital. 

The serious investor must be able to tell the difference. 

Knowing When You’re Wrong Requires Knowing What Would Make You Wrong 

This is one of the deepest disciplines in the entire investment process: 

you should know what would make you wrong before the market forces you to answer it. 
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That means every serious position should carry, explicitly or implicitly, a set of disconfirmation 
criteria. 

Not because the investor is pessimistic. 
But because the investor is serious. 

If I own this because liquidity is expanding, what happens if liquidity rolls over materially? 
If I own this because it is the leading asset in the current regime, what happens if leadership 
breaks? 
If I own this because it is a defensive ballast, what happens if it stops behaving like ballast? 
If I own this because the macro backdrop is supportive, what happens if the backdrop becomes 
hostile? 

These are not signs of weak conviction. 

They are signs of mature conviction. 

Because a conviction that cannot be tested is not strong. 

It is fragile in disguise. 

Early, Wrong, and Staying Wrong Are Not the Same 

Investors often confuse three very different states: 

• being early 
• being wrong 
• and staying wrong 

These are not the same. 

To be early is to have the right broad interpretation before the market is ready to reward it. 
To be wrong is to have misread the asset, the regime, the evidence, or the role of the position. 
To stay wrong is to continue defending a case after the reason for owning it has materially 
weakened or failed. 

This third category is especially dangerous. 

Because being wrong is survivable. 

Staying wrong is what usually causes real damage. 

This is one of the great reasons the discipline matters. 

It is not only about detecting error. 

It is about preventing error from becoming identity. 

Capital Cycle Intelligence  of 4 8 Know When You Are Wrong



Conviction Must Be Conditional on Reality 

Real conviction is conditional on reality. 

This is one of the clearest marks of serious investing. 

Weak conviction collapses at the first sign of discomfort. 
Blind conviction ignores reality entirely. 
Real conviction does something harder: 

it stays anchored while the case remains intact, and it updates when the case materially changes. 

That is not inconsistency. 

That is discipline. 

It means the investor is not loyal to a price, a narrative, or an ego position. 

They are loyal to truth as best they can interpret it. 

And when truth changes, they are willing to change with it. 

That is one of the hardest things in all of investing. 

And one of the most necessary. 

Ego Is Often the Last Thing to Leave a Broken Thesis 

A thesis rarely announces its death cleanly. 

Usually there is a period of discomfort first. 

The evidence softens. 
The structure weakens. 
The narrative becomes more defensive. 
The investor begins explaining more and listening less. 
What used to feel coherent now requires more justification. 
What used to look broad now depends on one or two fragile supports. 

And often the last thing to leave is ego. 

This is why “Know When You’re Wrong” is such an important principle. 

Because error is not usually sustained by a lack of intelligence alone. 

It is often sustained by reluctance: 

• reluctance to admit error 
• reluctance to release identity 
• reluctance to let go of a once-beautiful case 
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• reluctance to accept that the market may no longer be rewarding the thing for the reason it once 
did 

The serious investor must learn to spot this. 

Not because it feels good. 

But because capital deserves honesty. 

Selling Is Not Always an Admission of Failure 

There is another truth worth stating clearly: 

reducing or exiting a position is not always an admission of failure. 

Sometimes it is simply an admission that: 

• the reason for ownership has weakened 
• the environment has changed 
• the case is no longer broad enough 
• the role of the asset in the portfolio has altered 
• or the original thesis no longer deserves the same weight of trust 

This is a very important distinction. 

Because many investors hold too long not because the case is still strong, but because selling 
feels like personal defeat. 

This is immature. 

The serious investor understands that: 

• cutting exposure can be intelligent 
• updating can be intelligent 
• revising the case can be intelligent 
• and preserving capital can be more honourable than defending a dying thesis 

There is no virtue in stubbornness for its own sake. 

The Best Time to Define Invalidation Is Before the Stress Arrives 

As with every serious discipline, the best time to define invalidation is not in the middle of panic. 

It is before. 

The investor should know, before entering or before materially sizing a position: 

• what would weaken the case 
• what would break the case 
• what would merely create noise 
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• and what would require a full reassessment 

Because once stress arrives, clarity becomes harder. 

Emotion rises. 
Narratives compete. 
Crowd behaviour intensifies. 
Loss aversion distorts judgement. 
And what should have been a disciplined review becomes an emotional negotiation. 

This is why “Know When You’re Wrong” is not a reactive principle. 

It is a preparatory one. 

It protects the investor before they need protection. 

This Principle Protects Every Other Principle 

This principle matters so deeply because it protects all the others. 

The Foundational Letter teaches how to think. 
Know What You Own teaches what must be understood. 
Know Why You Own It teaches intentional ownership. 

But none of these are complete without the ability to say: 

This reason is no longer intact. 
This structure has changed. 
This position no longer deserves the same trust. 

That is the closing discipline. 

It keeps understanding from becoming rigidity. 
It keeps intention from becoming attachment. 
And it keeps conviction from becoming ego. 

That is why this letter belongs inside the foundational suite. 

This Principle Sits at the Heart of CCI 

Capital Cycle Intelligence is not trying to create investors who are merely informed. 

It is trying to create investors who are disciplined enough to update. 

That is a much more serious ambition. 

The institution wants members and stakeholders to understand: 

• what they own 
• why they own it 
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• what conditions support it 
• what evidence strengthens it 
• and what would make continued ownership less justified than before 

This is what turns capital from belief into stewardship. 

And stewardship requires humility. 

That is why this principle sits so close to the heart of the institution. 

Closing 

If you take only one thing from this letter, let it be this: 

the investor is not damaged most by being wrong. The investor is damaged most when they no 
longer recognise that the case has changed. 

That is the standard. 

To know when you are wrong is to know: 

• what would invalidate the thesis 
• what would weaken the reason for ownership 
• what is noise and what is structural change 
• when patience is still justified 
• and when continuing to hold is no longer discipline but denial 

That knowledge changes everything. 

It changes how you size. 
It changes how you review. 
It changes how you cut. 
It changes how you preserve capital. 
And it changes how honestly you can live with uncertainty. 

Because a serious investor is not one who never makes mistakes. 

A serious investor is one who knows when reality has changed enough that behaviour must 
change with it.
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