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Around the 6th century, Slavic people from modern day Czech, Slovakia, Poland, Russia and elsewhere in central Europe
began to appear in great numbers all over the continent. The origin of the Slavic people puzzled historians for centuries.
Anthropologists and linguists were also left scratching their heads for clues.

It wasn’t until the 1800s when a Polish botanist discovered that the Slavic languages used borrowed words for certain
trees like yew and beech. This led to the belief that the Slavs came from an area that didn’t have these types of trees,
hence the need to borrow from other languages.

Trying to establish the origin of the Slavic people by studying what they understood to be their language and culture
baffled experts for years. But by inverting the problem and focusing on what was not Slavic, a botanist was able to
discover that in fact they were from the wetlands in modern Ukraine. A region that, indeed, didn’t have a yew or beech tree
to speak of.

Inverting a problem is a good way of finding solutions and making better decisions. In investing, a lot of time is spent
focusing on how to make money. It's equally fair to say that not enough time is given to avoiding losses and this is equally
important in maximising long-term returns.

Charlie Munger famously said, “All | want to know is where | am going to die so I'll never go there”. Applying this to how
we make decisions at Tacit Investment Management has improved our risk adjusted returns. In all of our strategies, we try
to maximise growth and minimise drawdowns. Using this metric, we're proud to say that our risk adjusted returns has been
better than that of our peers.

All this though is easier said than done. We don’t hold any short positions, that is where we make money if prices fall, and
we don’t use derivatives or any type of portfolio insurance. This was popular in the 1980s and the sellers of this type of
insurance claimed that losses could be reduced in exchange for slightly lower returns. Unfortunately, this type of insurance
worked well only in theory.

Imagine if you bought insurance on a holiday home in Hawaii from a company that only covered properties on the island. If
there was a volcanic eruption, your insurance would be worthless because the insurer would surely go bankrupt.

This is similar to portfolio insurance, if many people use it and an unlikely event occurs, the protection offered by the
insurance disappears. At Tacit we've learned from the botanist who discovered those Slavic origins. We don't try to
outsmart the market and buy complex financial products to reduce losses. Instead, we invert the problem just like the
botanist and try to minimise any losses by avoiding expensive and low-quality assets.
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