
implement.  His advice to “be prepared 
to lose on one of them most of the 
time” suggests an emotional detach-
ment most investors would find diffi-
cult to copy. His advice to rebalance 
the portfolio “whenever performance 
differences cause a major imbalance” 
has an intellectual appeal - until it 
comes to practise.  This is because it 
would necessitate selling the asset class 
that has done well recently and buying 
more of the asset class that has under-
performed.  Most investors today do 
the exact opposite, following a differ-
ent asset allocation strategy altogether. 

In fact, there are four basic asset allo-
cation strategies: dynamic, tactical, 
insured and strategic asset allocation. 
All methodologies have an intellectual 
appeal and all have their weaknesses.  
The one you follow should reflect your 
own goals and tolerance for risk. 

With dynamic allocation, you con-
stantly adjust the mix of assets as mar-
kets rise and fall. With this strategy, 
you add to investments that are in-
creasing in price and sell those that are 
decreasing.  This is what most inves-
tors were doing in the late 1990s which 
ended with the devastation wrought by 
the bursting of the stock market bub-
ble. This is what most aggressive inves-
tors are doing today with property.  
Dynamic allocation is a powerful strat-
egy during a bull market but runs con-
trary to the warning against putting all 
of your eggs into one basket because 
markets can quickly turn. 

A tactical asset allocation strategy is 
essentially market timing and trying to 
take advantage of short-term opportu-
nities. It requires making guesses about 
the direction of a particular asset class 
and then allocating resources to it.  

Adherents of this strategy must be dis-
ciplined and be able to recognise when 
short-term opportunities have run 
their course.  However, very few mar-
ket timers are good at consistently out-
performing the markets over the long 
term. 

Insured asset allocation involves estab-
lishing a floor value for the portfolio 
below which it will not be allowed to 
fall.  As long as the portfolio achieves a 
return above its floor value, you con-
tinue with active management.  If the 
portfolio should drop to its floor value, 
you invest only in risk-free assets, such 
as treasury bills, so that the floor value 
becomes fixed. Insured asset allocation 
may be most suitable for risk-adverse 
investors.  Should the triggering event 
occur, it is probably a good time to 
review your active management strat-
egy because your existing one is not 
working well. 

Strategic asset allocation is a ‘buy and 
hold’ methodology.  You determine 
how much you want to hold in each 
asset class and then sit back. This is the 
most tax-efficient of the strategies as 
little taxes are owed until the gain is 
crystallised. 

Because a pure strategy can allow a 
portfolio to become lopsided if there is 
strong performance from one asset 
class, a variation on the theme is a 
‘constant weight’ strategic asset alloca-
tion whereby profits from a strong per-
forming asset class are added to an un-
derperforming asset class.  The weak-
ness of a constant weight strategic as-
set allocation is that it will under-
perform during a bull market because 
winners are constantly trimmed. How-
ever, apart from insured asset alloca-
tion, this strategy will also provide the 

 

“. . . all wisdom is not new wisdom.” 
            Winston Churchill 

 

In 16th century Europe, the Fuggers 
were a famously wealthy and influential 
family of German merchant princes.  For 
200 years the Fuggers built up the family 
fortune through trade and banking.  
None was more prominent than Jacob 
Fugger (1459 – 1525), also known as 
Jacob the Rich. Jacob built an extensive 
network of property, merchant fleets and 
palaces throughout Europe from the pro-
ceeds of his family’s businesses. 

Jacob may also have been the father of 
modern asset allocation as the following 
quote suggests1: 

“Divide your fortune into four equal parts: 
stocks, real estate, bonds and gold coins.  Be 
prepared to lose on one of them most of the 
time. During inflation, you will lose on 
bonds and win on gold and real estate; dur-
ing deflation, you will lose on real estate 
and win on bonds, while your stocks will see 
you through both periods, though in a mixed 
fashion.  Whenever performance differences 
cause a major imbalance, rebalance your 
fortunes back to four equal parts.” 

Jacob divided his fortune into four equal 
parts, with half being in financial assets 
(stocks and bonds) and the other half 
being in real assets (gold and property). 
His focus on monitoring asset perform-
ance and of periodically rebalancing his 
fortune served him and his family well.  
Unfortunately, subsequent family mem-
bers failed to follow Jacob’s asset alloca-
tion tenets and the Fugger’s fortune was 
devastated. 

While Jacob’s approach makes sense, it 
also requires uncommon discipline to 
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investors and homebuyers should not 
expect to be bailed out again with low 
interest rates.5 

In the five hundred years since Jacob 
Fugger’s time other asset classes, such 
as currencies, derivatives and hedge 
funds, have been added to the mix but 
the underlying premise still holds true.  
If you want to get rich or stay rich, allo-
cate your assets wisely. 

Sources:   
1. William Sterling’s World Report, CI Funds Man-

agement, Sept 2005 
2. The Economist, 10 Sept 2005 
3. Jeff Rubin, CIBC World Markets, 7 Sept 2005 
4. Michael Rothman, International Strategy and 

Investment, National Post, 19 Sept 2005 
5. The Economist, 24 Sept 2005 

6. Chart:  TD Mutual Funds 
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information purposes only, and may not be publicly disclosed 
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greatest down-side protection during a 
bear market. After all, the wealthy prefer 
to stay wealthy.  Not surprisingly, this 
was the strategy advocated by Jacob the 
Rich. 

Jacob’s asset allocation tenets today 
would probably suggest taking profits 
from the property class and from the en-
ergy sector of the resource class and re-
allocating them to other asset classes. 

Property prices across North America 
continue to climb at a brisk pace and 
investors continue to buy, often with 
adjustable rate mortgages or mortgages 
that require no down payment. The af-
fordability of houses for first-time buyers 
as measured by the ratio of median in-
come to median mortgage payments is at 
its most daunting since 1989, the mar-
ket’s previous peak.2 Still property inves-
tors insist ‘this time it’s different’. The 
difference this time is the imbalances the 
property mania is causing (i.e. record 
household debt, negative savings, etc.), 
which means the reckoning – when it 
comes – could be all the more dire. 

Meanwhile, many economists are in the 

bullish camp about energy prices and are 
forecasting oil to stay strong over the 
next couple of years, perhaps even cross-
ing the US$100 per barrel threshold.3 
Few economists are calling for $45.00 per 
barrel by year-end.  One analyst, how-
ever,  believes the hysteria about supply 
is unwarranted and the principal reason 
oil prices have spiked is because emerging 
economies may be stockpiling the stuff. 

More OPEC supply is scheduled to come 
on stream in the next few months and 
high prices may deter oil consumption.  
OPEC may actually have to cut produc-
tion to avoid an inventory hangover.4 

Nevertheless, rising energy prices are 
beginning to affect inflation.  Rising in-
flation may hamstring America’s Federal 
Reserve. It is commonly argued that if 
the housing bubble were to burst, and 
falling house prices threatened to choke 
consumer spending, the Fed would slash 
interest rates to prop up the American 
economy, as it did after the stock market 
bubble burst in 2001-02.  But then infla-
tion was falling.  Today, with inflation 
rising the Fed would no longer have that 
option.  If the economy gets into trouble, 
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