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Pretend with me now, as I have created a hypothetical 
situation down below where we are real estate tycoons  
 
Consider the building in the photo and assume that we bought it 
for $20 million in 2019.  The building is well made and the 
maintenance has been kept up to date, the taxes are paid, and the 
tenants are content and paying their rent.  In short, all is well. 
 
You and I have noticed that the assessed value has increased 
rapidly in a 3 year period – from $20 to $30 million.  Last summer 
at the peak of a real estate boom, a realtor contacted us with a 
proposal for $35 million.  We turned it down because we bought 
the property for income today and moderate growth over the long 
haul. 
 
But just last week, the realtor returned with a proposal offering 
only $27 million.  Why you ask?  Interest rates and inflation are 
up, there is a war in Europe, and the bank will only loan money 
based on the lower purchase price was the reply.   
 
Well, we weren’t willing to sell at $35 million, because the 
investment was providing an income as expected, so why, with 
nothing on the ground changed, would we sell it now for less than 
the last (rejected) offer?  Easy-peasy right? 
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The short answer is that they usually aren’t anyway, yet people continue to be perplexed by their disparate paths.  
You’d think that measuring business and other types of economic activity would be useful in predicting the direction 
of stock markets.  It isn’t, counter intuitive, but true.  As Warren Buffett has famously said, “Any company with an 
economist on staff has one too many employees.”  I don’t mean that pejoratively as economic theory has it uses in 
policy design, but it is hopeless as a predictor of stock market direction.  The market is generally forward looking 
and economic data is backward looking so the economic information is always behind the times.  The current market 
is looking past the pandemic and the US election.  Governments around the world are supporting their citizens and 
corporations (which includes the stock market) with stimulus to replace the regular income that has been curtailed by 
the virus induced lockdowns.   
 
The Continuing Pandemic: 
 
I expect that portfolios will continue their gradual “two steps forward one step back” with many now in positive 
territory year to date.  I have no crystal ball, but I believe that an effective vaccine may not be far off with multiple 
vaccine producers in the final phase 3 trials required for licensing.  The covid -19 vaccine trial results to date 
(published in multiple recognized journals) appear to be uniformly positive.   Further, they are already in vaccine 
production anticipating licensure and striking supply agreements with government agencies.  Please call me to 
discuss this further as you see fit. 
 
The US Presidential Election: 
 
The US presidential election is likely to be more acrimonious than usual.  The good news is that historically, 
elections do not have any lasting effects on the markets.   Democratic regimes (should that be the outcome) also tend 
to have better stock market performance as well.  Not that surprising really since both parties would be considered 
pro-business if they were located here in Canada. But what if the election is too close to call and is disputed?  In the 
2004 election, the vote counts were very close prompting Mr. Gore to challenge the results causing a few months of 
uncertainty.  I will allow that the mercurial nature of the incumbent may intensify that uncertainty if the election is 
close.  However, I also believe that the democratic institutions of the US will prevail and the loser will have to 
acquiesce, if not necessarily quietly. 
 
Where to Now? 
 
I am very pleased that a number of clients have called me recently to discuss their market concerns.  Their gut is 
telling them to sell now at the top and then buy back in at the bottom.  Sounds like a great idea and there are many 
professional and lay people who follow market timing models.  Unfortunately, it doesn’t work and can create 
significant tax bills as well.  I recently did reviews with three friends with similar portfolios.  Two follow my 
suggestions and we have experienced the downturns and the upturns through the years.  We know that downturns are 
inevitable, unpredictable but temporary when you own companies that produce a necessity.  The results have been 
pleasing.  The third person has on two occasions sold out his portfolio attempting to side step a downturn and buy 
back at lower prices.  The result has been a 37% underperformance relative to his peers since 2012 and the anxiet 
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It is relatively easy to dismiss this radically lower offer and carry on with daily life as before – “no 
muss no fuss” as they say.  It is far more challenging to stay relaxed when markets turn down and a 
portfolio loses value. But why?  The portfolios we have are much more diversified across human 
needs, sectors, geography, and have a higher/rising income that is taxed at a lower rate.  Most 
portfolio companies send monthly bills to customers.  How many people are going to ignore their 
cell phone bill this month because the price of gas is up?  What about electricity or heating bills?  I 
suspect that the bills will be paid this month, next month, and into the future. This perceptual 
difference of risk between the building and the portfolio makes no sense – unless you consider the 
design of the human brain and how the safety of the building versus the portfolio is perceived. 
 
Very simplistically, we have the equivalent of two anatomically and functionally distinct brains.  
The “emotional” brain is designed to protect us from immediate harm when it perceives danger from 
our sensory inputs (sight and hearing principally).  The second “thinking” brain is a reasoning brain. 
I am using it right now to write this article.  This brain works very well when the problem is not 
immediately life threatening.  We must use the thinking brain to be effective in our financial lives.  
We don’t seem to have any trouble using the thinking brain when considering the reduced offer on 
the building, but it is much more difficult to stay firmly in the thinking brain when considering our 
investment portfolios.  So, keeping in touch with my inner 4 year old, I ask again, “Why the 
difference?” 
 
We are heavily influenced by media hyperbole.  The perception of a down trending stock market is 
that we are in serious danger so the emotional brain kicks into high gear and over rules alternative 
perspectives from the thinking brain for a period of time.  It takes practice, experience, reflection, 
and sometimes a conversation with me to calm the emotional brain and allow the thinking brain to 
reassert itself.  I am here for you – please do not hesitate to reach out. 
 
Here’s to some warmer weather so the bees can do their part! 
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