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The life of the trapper

We often talk about what we do using the analogy of a trapper.

We survey the landscape of the financial markets, noting where animals are moving, where they are going
to drink (yield?), where their migration times and lines are, etc.

We then go down to the local general store (think Alaskan far north) and check out the price and quality of
traps. Prices vary widely depending on whether most part-time trappers believe animals are likely to be
abundant or scarce. Quality also varies between stainless steel, which can last 10 years, or cheap steel,
which rusts in three months.

We prefer stainless steel; it lasts much longer and if you analyse it over a number of years, depending on
your purchase price, it makes more economic sense. We also avoid the huge fluctuations in prices of the
lesser quality traps as part timers come and go.

The ideal set-up time for us is just after a period when animals have been scarce for a few years, everybody
believes animals are not coming anytime soon and hence the prices of traps are severely depressed.

We then buy stainless steel traps, designed to catch the animals we believe will wander into this area. We
head out, place the traps and wait...

We now have the luxury of time. We can sit in the local bar and listen to everyone complaining that there
are no animals: “they have gone north”, “they died in a mass epidemic”, “climate change” and “this time it
is different and they aren’t coming back”. It may be true but the odds don’t suggest that... It is probably just

a longer cycle than we are hard wired to expect.

We don’t however sit around and wait for something to happen. Landscapes, trap prices, animal movements
and species type are always changing; general stores open and close. We need to be analysing the
environment the whole time to ensure that when the stampede comes we can hit the lollapalooza — the best
possible outcome — by correctly identifying the landscape, game trails, species expected and type of trap
required.

Once the animals arrive, we start capitalising immediately as the previously set traps get sprung. Short
termers wait for more confirmation that the animals are here to stay before they even think of trapping. They
then tend to buy the lesser quality traps, which rust quickly, at expensive prices. The odds of making money
are against them as they need to be very successful, very quickly in order to recover the price of the trap,
let alone make any profit.

There comes a time where we can lift our stainless steel traps and sell them back to the general store at
massively inflated prices as short termers are desperate to buy traps at any price to catch the animals
which they assume are now here to stay.

Hence we trap both all kinds of species (men and mammoths)!

Our fund philosophy is similar. Options are like traps. They vary in price depending on the assumption of
future volatility and price range, just as trap prices vary depending on the future assumption of animal
movement.

We like to wait and buy long dated options when they are out of favour and inexpensive just like stainless
steel traps. In the meantime we are continually assessing the financial landscape to determine where we
expect market movement and volatility.



We eventually look to get set, with up to 20 themes diversified across ‘terrain’ or asset class, and then we
wait.

That is the hard part...

We could be early; the price of options could fall further, making our purchases seem overpriced. The
markets remain range bound and expectation of future volatility falls further. Bankers in bars talk about the
permanent suppression of volatility by central banks, the fall in money velocity etc., as the reason why there
is a permanent shift in expectations.

We know it might be true but the balance of probability lies with the fact that we are not hard wired for long
(ish) cycles like volatility, hence it becomes counterintuitive. The longer an earthquake takes to come, the
more people believe it will never happen. In the meantime the odds of it happening are increasing year after
year.

And like all long cycles, when it does happen, the prices of traps, or earthquake insurance, or long dated
option prices, go herserk.
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