
One of the first investing lessons I learned was, not to lose money. Not only is it mathematically a problem, as 
losing 50% means you must gain 100% to return to even, but it has lasting psychological impact that can cause all 
sorts of opportunities for misjudgment: pervasive fear that leads to selling at the wrong time, a reluctance to buy at the 
right time, or buy enough, just to name a few. It is nearly impossible to foretell how we will react, therefore if one is 
interested in earning a respectable return (greater than the risk free return of short-tem treasuries) we must develop 
what Howard Marks describes as, “risk Intelligence.” It’s the investors’ job to understand, recognize and control risk. I 
frequently revisit informative writings in order to ensure that the compass needle is pointing in the right direction. This 
letter was inspired by an article that Howard Marks wrote some time ago, Risk and Return Today.

We have had more than one conversation lately discussing whether or not investors should be more aggressive 
right now. We agree with the notion that investors should be constantly evaluating and discussing risk, as we are not 
attempting to be completely risk averse. We are attempting to be intelligent on when, and where we take risk. With the 
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“The Fed has spiked the punch bowl. You can get drunk on easy credit and 
once you do you start doing things drunk people do. We’re not there yet, but 
we’re a little tipsy. People should start thinking about not driving.”
– Howard Marks

Know Your Limits, It May Be Time To Sober Up
By Nick Fisher, Portfolio Manager & Principal



risk free rate yielding less than 1% and interest rates 
pressuring market values, many have exited safe haven 
investments. This, after nearly all risky assets have boomed 
in market value since the 2009 lows. Investors are choosing 
riskier alternatives to achieve more return. 

Academicians represent this normal risk/return choice 
using the capital market line. It demonstrates that everything 
else being equal, the more risk you take, the more return you 
can expect (see Figure 1). 

The mistake that many make is assuming that the return 
outcome tells the whole story. If return was the only 
consideration, we would all invest in coin flipping with a 
100% return on each occasion, as if we have a special insight 
on how to properly pick a coin flip. Of course the risk of 
losing it all with a coin flip highlights that we really do 
consider risk when making capital allocation decisions. The 
best investors instead look at investments with a probabilistic 
approach, where the possible outcomes are not binary (heads 
or tails) like a coin flip, but rather the numerous outcomes 
are represented in a probability distribution.

The four investments in Figure 2 have a range of 
outcomes with the riskiest investments on the right of the 
graph. A risky investment on the right may return less than 
an investment toward the left of the graph. 

Let’s follow a progression of how this applies today. 
Figure 3 is a representative example of several asset classes 
and their respective annual returns in a normal environment.

Unfortunately, remember today that the risk free rate has 
been reduced to less than 1% which shifts our entire line 
downward. This is representative of what occurred as the 
Federal Reserve reduced the risk free rate and began its asset 
purchase program of Quantitative Easing (QE).

Now let’s consider that investors have followed suit and 
began exiting the assets on the left and began allocating to 
investments on the right. This flood of investment capital 
reduces our respective returns and has a flattening effect on 
our line (see Figure 4). Our risks haven’t necessarily 
changed, but with the financial crisis “solved” our attitudes 
toward risk have changed.

The effect is that when considering the negative possible 
outcomes of assets on the riskier end of the scale, we begin 
to see negative returns. That may be unacceptable to most 
investors. The returns available at that point are certainly not 
worth the risks. 
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The market reinforces this lesson every so often. In 
the worst of these cases, investors are overly optimistic, 
oblivious of risk and more than willing to venture into 
areas that they know very little about. Although things 
can change very quickly, we are not there today. A healthy  
skepticism still lingers.

We have discussed our areas of interest this year, but 
it is becoming more difficult to find interesting areas to 
allocate new capital. In the absence of a balanced risk/
reward equation, we will always choose safety first. 
Investors often feel that they have to have a great idea. It 
is unwise to think that all investment opportunities are 
created equal and that all points in time will offer an 
equal risk/reward opportunity. Balancing intellectual and 
emotional self awareness is paramount as we enter a 
market (domestically) that no longer offers non-
speculative returns. If markets continue higher without 
substantive value (ie. earnings growth), we will continue 
to sell assets on the right side and buy assets on the left 
side of the capital markets line.

“They’ve (stocks have) moved a long way, they 
were very cheap five years ago, ridiculously 
cheap, and that’s been corrected. They are 
probably more or less fairly priced now. We don’t 
find bargains around…we are having a hard time 
finding things to buy.” – Warren Buffett 
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Family Council Begins With Conversation
By Rick Thomas, Director of Human Capital & Principal

When I was a kid I used to love Sunday 
afternoons. My parents would take us out 
to eat after church, usually at Chace’s 
Pancake Corral in Bellevue, WA. I 
would stuff myself silly with strawberry 

waffles and then go bowling or some other family 
activity for the rest of the afternoon. Life was good 
and I figured that was how it was always going to be, 
until one weekend when my parents decided we 
needed to start having family meetings. I was in 

middle school by then and they explained to my 
sisters and I that we were old enough to take on a 
larger share of the household chores. Worse, they even 
made us responsible for the meeting agendas, note 
taking and even began doling out fines for leaving 
lights on and dirty dishes in the sink. Where were 
Child Protective Services when we needed them! 

Somehow we survived and looking back on those 
meetings, I realize now the wisdom in what they were 
doing from an entirely different perspective. 
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Certainly, as my wife and I have raised our three kids 
we have found regular family meetings to be very 
beneficial in our kids gaining a sense of 
responsibility and accountability (sans the fines of 
course!). The bigger insight for me, however, came 
when I began facilitating Family Council meetings, 
and how similar the process was to the meetings my 
parents started with us years ago. When you boil it all 
down, at its core it is about alignment. Getting clarity 
on what the goal is and then getting everyone behind 
what family is all about. The obvious difference 
between the family meetings I grew up with, and the 
Family Council meetings we are assisting with today 
is there is a whole lot more at stake. Regardless, they 
both begin in the same place and underscores the 
wisdom of what my parents taught us—create a space 
for the family to have healthy conversation. Healthy 
conversation that establishes the guidelines for how 
we can talk about the hard stuff , while respecting the 
dignity of each person and their right to have input. It  
begins with setting the vision for the family and 
continuing to check in and talk about things that 
matter. It establishes the responsibility that each 
member has in stewarding the resources of the 
family. This is what Family Council is all about.

No matter how your family is structured, whether 
a family of one, or of many, following are some 
simple steps to create the space for your Family 
Council to get moving:

1. Commit to meeting – As Pythagoras wisely once 
said, “Beginning is the half of everything.” 
Commit to meet as a family and the intention 
from the decision will put all kinds of things into 
motion. Determine a frequency that the family 
members are willing to sign up for. I would 
recommend more than once a year, and a 
quarterly meeting is a good frequency to start 
with until you can determine if less, or more are 

needed based on the situational needs of the 
family.

2. Get clear about your Why – Every successful 
Family Council has a clear purpose that keeps 
them centered and willing to endeavor for. A good 
primer on this is Simon Sinek’s Ted Talk on the 
Golden Cirlce (you can find a five minute clip on 
YouTube explaining this). While he presents this 
in the context of business, I believe it is as 
applicable to the Family Council as anything. 
Admittedly it is not easy to define, even for 
businesses, however your Family Council will be 
incredibly effective in accomplishing its long-
term objective if it can define it. 

3. Determine guidelines on how the family will play 
fairly – Nothing destroys a well-intended effort 
more quickly than bad behavior. Decide together 
how the council meetings will be conducted and 
what the ground rules are for contributing, while 
maintaining dignity in the process. An easy place 
to start is the Reader’s Digest 12 Golden Rules 
for Conversation, of which you can find with a 
simple Internet search. The reality is, this is not a 
one-and-done topic, but one that will take 
continued effort to keep the family members 
engaged and contributing equally in.

4. Keep meeting – Energetic starts are too often 
followed by dispirited demises. No matter how 
challenging the circumstances, lean into it and 
keep going. Keeping the conversation focused on 
family’s Why, while observing the guidelines. 
Your effort will be rewarded in the long run. 

And as always, if there is anyway we can help 
with your conversations, please don’t hesitate to ask. 
We are here for your success!
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