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Hope, need and greed 

 

“The retirement funds for U.S. corporations had just 82% of the money they expect to need 
over time for pensioners as of August, down four percentage points from July, according to a 
statement from consulting firm Mercer on Monday. The steep drop stemmed from long-term 
bond yields plunging to record lows, which effectively increases the current value of 
companies’ future obligations. Declines in U.S. equities didn’t help either. 

“When companies have more than about 80% of the funding they expect to need for pensions, 
they tend to cut their investments in riskier assets like stocks and increase safer holdings like 
bonds to lock in gains and reduce risk. Companies closer to that level or below it are less 
likely to make those shifts, and more likely to contribute more of their cash flow toward their 
pensions, JPMorgan Chase & Co. strategists wrote last month.” 

- ‘Corporate Pension Funding Moves Closer to Worrisome 80% Level’, Bloomberg article, 9 
September 2019.  

 

“Pensions are struggling in an increasingly low-yield world. ‘The current environment leaves 
us with a puzzling dilemma: where to invest when most asset classes look expensive.’” 

- Tweet from Bloomberg columnist Lisa Abramowicz (@lisaabramowicz1), 10 September 
2019.  

 
 
In the history of fund management, the name of Fidelity Magellan’s Peter Lynch still carries 
a lot of weight. Lynch is considered by many to be the greatest mutual fund manager of all 
time. (Warren Buffett, for example, just to get technical about it, is a businessman managing 
a diversified holding company.) But is Lynch’s reputation all it’s cracked up to be ? Spencer 
Jakab: 
 

During his tenure Lynch trounced the market overall and beat it in most years, racking 
up a 29 percent annualized return. But Lynch himself pointed out a fly in the ointment. 
He calculated that the average investor in his fund made only around 7 percent during 
the same period. When he would have a setback, for example, the money would flow 

https://www.mercer.com/newsroom/2019-august-pension-funded-status-decreased-by-four-percent-in-august.html
https://www.bloomberg.com/news/articles/2017-04-10/stock-surge-has-pensions-locking-in-gains-and-buying-corporates
https://www.bloomberg.com/news/articles/2019-09-09/corporate-pension-funding-moves-closer-to-worrisome-80-level
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out of the fund through redemptions. Then when he got back on track it would flow 
back in, having missed the recovery. 
 
Source: Peter Lynch’s Track Record Revisited 

 
Not that the fund manager should be found guilty for the sins of his investors. But the point 
stands, nevertheless. Unless you had either unnatural luck or superhuman patience or market 
timing, you never enjoyed the returns cited by Fidelity’s Magellan fund. 
 
Are all asset classes expensive ? Well, it depends where you look. 
 
Most institutional managers are constrained on multiple fronts. They track some form of index 
or benchmark; that index or benchmark will almost invariably be market-relative as opposed 
to absolute in nature; they will have either very limited or no real discretion to limit the size 
of their funds.   
 
Take Vietnam, which is one of our favourite markets. It’s a favourite primarily on valuation 
grounds: its companies, whilst in many cases highly profitable and growing quickly, trade on a 
huge discount to those throughout the rest of the world. It’s also a favourite because of 
economic fundamentals. Vietnamese wage rates, for example, are roughly a third of those in 
China.  
 
But Vietnam is also a favourite because of a technical wrinkle. By dint of being defined as a 
‘frontier’ economy (one step below that of an ‘emerging market’), Vietnam does not sit within 
the MSCI World Index – it’s not yet a developed economy. But it doesn’t sit within the MSCI 
Emerging Market Index either – it’s not yet deemed mature enough. What this means is that 
if you’re an institutional fund manager tracking either MSCI World or MSCI Emerging, you 
don’t get to play in Vietnam. You’re not allowed. You can’t. Well, we can – because we’re 
not constrained by a box marked MSCI or anything else. Hint: it will likely make more sense 
as a private investor to own Vietnam before the Big Boys are allowed in. 
 
We have long stated that the only benchmark that should matter to any investor (private or 
otherwise) is an absolute return one. That is to say, we believe more strongly in sustained 
capital preservation in real terms, than in more speculative capital growth that exposes client 
portfolios to huge swings in net asset value – up and down. This has inevitably somewhat 
impeded the growth of our business during one of the longest bull markets in history, but it 
may yet serve our clients through what is surely one of the most challenging financial 
environments in history, too.  
 
Perhaps the biggest impediment to investment performance is size. As Warren Buffett himself 
has acknowledged on numerous occasions: 
 

Size is the anchor of performance.  
 
Asset management practitioners would provide a superior service to their clients if they 
limited inflows and concentrated on delivering investment returns. Sadly, the ‘institutional 
imperative’ makes onerous demands on institutional players. In other words, it forces them 

https://awealthofcommonsense.com/2016/07/peter-lynchs-track-record-revisited/
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to get greedy. Given that the largest asset managers now control trillions of dollars by way of 
assets under management, investors in their funds might want to answer the following 
question using words of one syllable: can a market beat itself ? 
 
Before buying any fund, ask yourself some additional questions: 

• How big is it ? The tree cannot grow to the sky. But try telling that to Blackrock, or 
to Neil Woodford, or to the average member of the Investment Association. 
Managers’ pay is invariably linked to the size of funds under management. The more 
assets, the more pay. It takes guts, and principles, to turn money away and concentrate 
solely on investment performance. But that’s precisely what many smaller investment 
boutiques do on a regular basis. And it’s why we only invest with smaller investment 
boutiques. 

• Has the manager invested his own money ? If he hasn’t, why should you ? 
Meaningful personal investment is by itself no guarantee of investment 
outperformance, but it shows the most basic alignment of interests between manager 
and investor. 

• Is it independent, and owner-managed ? David Swensen has gone on record 
saying he prefers the smaller, private partnership over the larger, listed full service 
operator. How many mouths must your fees feed ? 

• Is it an asset manager, or an asset gatherer ? This gets to the heart of the 
challenge facing investors today. The investment world is polarised between asset 
managers, who focus their energies on delivering the best possible returns for their 
clients, and asset gatherers, who just want to maximize the number of clients. Most 
fund management firms fall into the latter category. Favour the former. 

How to distinguish between the asset managers and the asset gatherers ? Try to find managers 
like the celebrated investor Jean-Marie Eveillard, who once remarked: 

“I would rather lose half of my shareholders than half of my shareholders’ money.” 

We conclude with three observations. 
 
1. Homo economicus doesn’t exist outside the economics textbooks. Private investors, 
together with their professional advisers and managers, may often be guilty of confusing needs 
with wants. When they say they want a certain annualised return, they might more accurately 
need the absolute preservation of their purchasing power over time – and, ideally, some form 
of incremental positive return on top. 
 
2. That size is the enemy of performance is the fund management industry’s dirty little secret 
that hides in plain sight.  
 



4 
 
 

 

3. Index-relative investing is for the birds, despite the fact that almost the entire asset 
management industry pursues it. The essential truth of this statement will become almost 
tangible during the next market correction.  
 
To return to Lisa Abramowicz’s perturbed pension correspondents.. There is no shortage of 
attractive investment opportunities in an unconstrained global marketplace. You just have to 
be looking for them. And most asset managers, as a direct and inevitable result of the hope, 
need and greed that drives their institutional imperatives, simply are not.  
 
Jim Rogers: 
 

Nearly every time I strayed from the herd, I've made a lot of money. Wandering away 
from the action is the way to find the new action. 

 
Or Joseph Campbell: 
 

The cave you fear to enter holds the treasure you seek.  

www.pricevaluepartners.com    @timfprice   

 
Tim Price is co-manager of the VT Price Value Portfolio and author of ‘Investing through the Looking 
Glass: a rational guide to irrational financial markets’. You can access a full archive of these weekly 
investment commentaries here. You can access the archive of our regular ‘State of the Markets’ 
podcasts, with Paul Rodriguez of ThinkTrading.com, here.  

 

Price Value Partners manage investment portfolios for private clients. We also manage the 
VT Price Value Portfolio, an unconstrained global fund investing in Benjamin Graham-style 
value stocks and specialist managed funds. 
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Price Value Partners Limited (PVP) acts as investment manager to its professional client VT Price Value Partners ICVC (the Fund). PVP is 
not in a marketing group with Valu-Trac Investment Management Limited who act as Authorised Corporate Director (ACD) to the Fund. 
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available under its responsibilities as investment manager. PVP has approved the above information in accordance with Section 21 of the 
Financial Services and Markets Act 2000 and its Treating Customers Fairly policy (a copy of which is available on request). The ACD makes 
use of an exemption under the Financial Promotions Exemption Order to provide this information to investors (or potential investors) of 
the Fund. Accordingly, PVP has made this document available for your general information. You are encouraged to consider the risks detailed 
in the Fund prospectus and any investment management agreement originated by PVP and seek independent financial advice before acting. 
We have taken all reasonable steps to ensure the above content is correct at the time of publication. Any views expressed or interpretations 
given are those of the author personally. Please note that PVP is not responsible for the contents or reliability of any websites or blogs and 
linking to them should not be considered as an endorsement of any kind. If you no longer wish to receive these commentaries, please let us 
know and we will remove you from our distribution list, which is opt-in exclusively. We have no control over the availability of linked pages. 
Price Value Partners Ltd. is authorised and regulated by the Financial Conduct Authority, registered number 629623. 
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