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➢ To hold cash, or not to hold cash? 

➢ Aussie growth bad 

➢ Omicron reaches the New World 

__________________________________________________________________________________________

Two weeks ago, we reported that Buffett was 

apparently taking something off the table to cash. A 

few days ago, Ray Dalio said on CNBC TV that 

cash is never a good investment. So, who is Dalio 

and who is right? 

Ray Dalio runs the biggest hedge fund in the world. 

That’s impressive but hedge funds can do all sorts 

of thing that most of us are not comfortable to do 

like go short and write options. There is unlimited 

downside with some of these strategies. Dalio’s 

argument is that cash is always being eroded by 

inflation and currently inflation is a bit high.  

Some forget that inflation measures are designed to 

measure only price growth in a representative 

basket of goods are services. So, who is Mr 

average (or Ms)? People with little dependence on 

the price of petrol would be much less affected at 

the moment than those who, say, drive a lot. 

Who remembers the banana crises a few years 

ago? Bananas went up so much in price in Australia 

there was a noticeable impact on the CPI measure. 

We chose not to buy expensive bananas! People 

can often substitute (apples for bananas) and so 

avoid some inflation. 

Secondly, some market timing isn’t that difficult to 

benefit from. We do not need to pick the exact tops 

and bottoms. Something far less exacting can bear 

fruit. 

Over the last few months, we reported that we held 

much more cash than usual because of our 

perception of increased downside risk. Specifically, 

we viewed covid risks and Fed actions more likely 

to hurst share prices than normal. We bought some 

geared ETFS at the end of September and again 

last week using our timing measures – we wrote 

about this last week. 

Our thesis was (and is) Omicron or some other 

variant is likely to cause some dips but maybe no 

real long-term impact – at least compared with 

Delta. We also pointed out that a bad GDP number 

was expected for last Wednesday (emanating from 

the big lockdowns in Sydney, Melbourne and 

elsewhere) so that could create a buying 

opportunity. 

Well Biden said he wasn’t going into lockdown and 

our growth came in at -1.9% for the quarter. Since 

-2.7% was the Reuters’ expectation our market 

climbed a little bit so it never got cheap enough for 

us to buy on Wednesday afternoon. But then 

Omicron found its way into the New World and Wall 

Street sold off again on Wednesday night. 

Anybody with a modicum of intelligence knew that 

Omicron would reach the US so why was that bad 

news on Wednesday night? We bought on 

Thursday. We are up 4.4% on this strategy despite 

the sell off this week (see that Chart on the next 

page) – but overnight losses on Wall Street might 

affect us on Monday. 

Providing at some point the markets reach new 

highs we will have gained quite a bit by temporarily 

going to cash (including better sleep). At most we 

think we lost a fraction of one percent by holding 

cash from inflation. Dalio maybe a lotter richer than 
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us but we are doing better by our strategies than we 

would have done by just holding a fixed portfolio as 

Dalio was suggesting. End of story! 

Chart: Geared equities strategy update to close 

on Friday 
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Powell upset people by testifying as he did in the 

Senate inquiry. He talked of speeding up tapering 

and wishing he had never used the word ‘transitory’ 

in reference to inflation. 

So where does that leave us with 21 sleeps to go to 

Christmas? The huge jump in our household 

savings ratio in the national accounts on 

Wednesday (from 11.8% to 19.8%) bodes well for 

Q4 and 2022 growth in a bounce-back. 

Walls Street took another tumble last night but 

halved its losses by the close. CNBC at first put the 

sell-off down to new Omicron cases but then 

factored in markets may have been reacting to the 

weaker-than-expected nonfarm payrolls data. 

210,000 jobs were created in November compared 

to 546,000 the month before. The market had 

expected jobs to stay steady at 573,000. The 

unemployment rate fell from 4.6% to a hard-to-

believe 4.2%. The real issue for us is not whether 

the economy is strong enough per se – but is it 

strong enough to withstand a newly invigorated 

Jerome Powell and his faster tapering, and maybe 

rate hikes. 

The CME Fedwatch tool still has a bunch of rate 

hikes predicted for 2022 and less than a 5% chance 

of no hikes. The next Fed meeting is the week after 

next when they will discuss the pace of tapering. 

Let’s hope all they do is talk! The original plan of 

$15bn per month was fine. Markets just want to play 

games with the Fed. 

It’s too early to draw a conclusion about Omicron 

but a couple of weeks in and there isn’t much bad 

news about it (and there’s some good) so we’re 

feeling OK. We are at our lowest cash holding since 

July and maybe we will possibly lower it again soon! 

It’s possible Christmas will come too soon to see 

another good rally for Santa but, let’s face it, Jesus 

was apparently born in April and not December 

(and we’re not in a hurry). 

 


