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Insight from the Field 

April 2, 2009  

number of institutional imperatives provide hurdles which cause 

retail investors like us to stumble along the way to safeguarding 

and accumulating wealth. 

Cash, similar to dry gun powder, is needed to let the market serve 

us. Without cash we cannot capitalize on the foolish behaviour of others, 

instead we are blown around by the wind of irrational behaviour by Mr. 

Market. 

The imperative of an industry group to take on the appearance of lemming like 

behaviour through a mass orgy of group think is remarkable.  Following are a small subset of 

observations of this behaviour and a remedy for change. 

Group Think 

During times of crisis, the herd is pulling cash out of retail investment markets, thereby 

causing professional managers to be hamstrung by the behaviour of others.  During the flight to 

safety, even while flush with cash, the manager is often unable to capitalize on the best 

opportunities to invest dry powder due to the offsetting pressure to use the available cash to 

meet redemptions. Performance results are compromised accordingly. 

Regulatory Influence 

Similarly, disclosure regulations have been developed as a means of protecting 

consumers.  For good reason, it is fair to mandate that a manager will behave as initially 

expected.  “Style drift” by an investment manager could be construed as a form of “bait and 

switch”.  Consumers are protected with a mandatory prospectus document.  The compromised 

result occurs when the manager has been handcuffed to force an ordinary method of 

investment behaviour to continue regardless of the manager’s intuition and any extraordinary 

circumstances.  Rules intended for protection may wind up compromising the result.   

Industry Imperatives     

The economics of operating a professional money management business may also 

contribute to the prevailing lemming like behaviour.  Management fees are often fixed in the 

prospectus.  It may be hard to justify why the same fees are being charged to hold cash as those 

that are being charged to invest in equities.  Changing a business model to accommodate a short 
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term market condition may be inefficient in terms of the management of the investment 

business, so with the full backing of consumer protection regulation and the approval of the 

institutional herd, the investment posture remains relatively the same under any circumstance.   

Mandates to be Fully Invested 

The DNA of the investment industry and the investing public has hard wired the firmly 

entrenched position that, “Equity allocation decisions are best left to the client and his/her 

advisor”. 

Deciding what portion of a portfolio is optimal to “fix” an income stream versus how 

much is available for equity investment is a normal consideration for an advisor and client.  

Determining the way those equities are allocated among industry sectors, the geographic mix, 

when and what to buy and sell are often less clearly defined.  Often the equity allocation 

decisions are considered by the client and advisor to be more of the manager’s role.  For the 

reasons given above and for other reasons of professional bias, an equity manager will often be 

fully invested with very little cash on hand.  There are relatively few exceptions. 

The institutional imperative results in an experience that is akin to taking a long bath 

in lukewarm water. 

In a market environment like this, where prices are prone to fluctuate up and down 

within a fixed range over an extended period of time, it is very difficult to benefit from a buy 

and hold approach.  In order to benefit, without becoming an active trader and market timer, 

one needs to be able to deploy dry powder to take advantage of opportunities that arise when 

others are doing something foolish. 

Raising capital by selling equity may be counterproductive due to the folly of market 

timing and a host of other non-productive behaviours. 

Consider the example of Berkshire Hathaway, Warren Buffett’s holding company.  

Berkshire is a mixed basket of publicly traded and privately held businesses.  It is instructive to 

note that Buffett often has cash on hand to take advantage of the opportunities presented by the 

market.  The cash is accumulated through dividends and directly through the free cash flow 

generated by the operating businesses.  Very little cash is raised through the sale of business 

equity positions since Buffett and his partner, Charlie Munger, often prefer to hold these 

businesses well past the “best before” date. 

Over time, the free cash flow is allowed to accumulate until opportunities are presented, 

which are often resulting from a bad news event.  During a bad news event it is possible to find 

the franchise of an exceptional business being offered at an extraordinary price.  It is during 
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these moments that a decision to go “all in” results in the extraordinary results that have been 

produced by Berkshire over a period of time. 

Beneficial Range Bound Markets 

Our behaviour as investors must be similar in order to produce similar results.  Range 

bound markets have been the breeding ground for much of Berkshire’s success.  The key is the 

availability of cash.  Raising cash as a singular event generated by a “feeling” of when to sell 

equities is a slippery slope that is difficult to repeat successfully.   

Systematically producing an income stream of cash from investments is much simpler.  

Determining when bad news is depressing the price of a business is also simple and to use 

Munger’s observation, if you need a calculator to figure it out, it isn’t that good of a deal.  When 

the intrinsic value of a business is overwhelmingly better than the price, the margin of safety 

from additional price shocks is built in and there is a much greater probability of success. 

Key Take Away 

In conclusion, a value based investment discipline, practiced by a dedicated 

professional, coupled with the systematic accumulation of cash, is a bright way in which to 

approach investing in today’s range bound market environment.  In any market environment, 

having cash at your disposal is a nice problem to have.  Knowing when sentiment is bearish is 

much easier to spot than knowing when the euphoria of good times ought to be passed over. 

The examination of history can be a bit like looking up a dead horse’s arse.  However, it 

is also a second chance to get things right going forward.  Investors would be well advised to 

take comfort from the remarkable stability provided by the institutional imperatives and 

structure their affairs accordingly. 
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Inc.  David can be reached on the web at www.talismanip.com, by E-Mail using david@talismanip.com, 

or by phone at 519-434-8807.  

 


