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GREEK MYTHOLOGY SUPPORTS ASSET ALLOCATION: Daedalus Warns Icarus!

The Fall Of Icarus
Daedalus was imprisoned in the Labyrinth on the Isle of
Crete with his son Icarus. Realizing the sky was the only
escape route, Daedalus fashioned for himself and Icarus
wings made of feathers and wax.
Before rising, Daedalus warned Icarus:
“Take care to fly halfway between the sun and the sea,
flying neither too high so that the sun’s heat melts the wax
nor too low so that the sea’s mist waterlogs your feathers.
Take the middle course and avoid the extremes.”
But Icarus, overcome by the newfound power, soared high to the heavens,
ignoring his father. Tragically, he came too close to the sun, which melted his
wings. Icarus kept flapping his wings but soon realized that he had no feathers
left and that he was only flapping his bare arms. And so, Icarus plummeted
and was swallowed by the swelling sea.
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Daedalus

would have made a good investment
counselor—invest
between
the
extremes—as he counseled his son Icarus to travel between the
extremes. But just as Icarus ignored his advice and suffered a grave
consequence, so to do many investors alternate between the emotions
of greed and panic as investment markets ebb and flow.

Invest between the extremes! It sounds good, but in reality we
understand its difficult to do. That’s because all-to-often investors
respond and react to investment news with their emotions. We would
like to believe a black box exists to “time” investment decisions so as to
maximize gains and avoid losses—to fly close to the sun and avoid
burning up. Alas, there is no black box!
Invest between the extremes! In Beacon’s translation, it means:
 Pursue balance, and invest globally.
 Diversify among sound investments that tend to react differently to
circumstances and events.
 Rebalance by selling high and buying low.
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Why can it be so challenging to stay committed to a diversified
portfolio? We observe investors (our clients too; you know who you
are!) fixate on, and respond to, two things:
 The past best returner (Buy more!) and,
 The past worst returner (Sell that please!).
The natural inclination is to sell the worst returner —it’s emotionally
upsetting to hold a decliner—and buy the winners. But more often than
not that emotionally-driven, rear-view approach leads to big losses
because it’s the polar-opposite of “sell high, buy low.” It’s actually:
 Buy high (I’m greedy).
 Sell low (I’ve panicked.)
The table of investment returns (below) helps make our point: it clearly
shows the major asset classes of the world alternate between high and
low rankings. Further, it’s impossible to consistently predict the timing
and magnitude of these changing patterns (no “black box”). Investment
studies show mutual fund investors experience actual returns much less
than the funds themselves because they buy and sell shares in a futile
effort at market timing.
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