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Liquidity has long been an essential need for investors, but the huge desire for
highly movable financial assets over the past few years may be overblown

because it is likely hindering future returns.

Davip PeTT

“Liquidity is very important,” said David MacNicol, president and portfolio
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6:36 PM EST manager at MacNicol & Associates Asset Management in Toronto. “But having

too much liquidity can come back to haunt you.”
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While there are dozens of definitions of liquidity, it most simply refers to the
ability to convert one type of asset — for example, stocks — into cash or
some other asset type without suffering any loss of value. Investors generally
prefer greater liquidity and in order to accept less of it, they usually require

greater compensation in the form of higher returns.

At least, that’s the theory. But many investors have abandoned this rule of
thumb since the 2008 financial crisis and liquidity is all they seem to crave.
“It’s the burning theatre scenario,” Mr. MacNicol said. “Everybody wants to be
first out.”

He thinks many investors have gone too far. Many individuals he sees have
long-term investment horizons and no real immediate need for liquidity, yet
they are stacking their portfolios with highly liquid short-term assets that earn
weaker returns and carry potential risks such as inflation.

“Bill Gross sees inflation as a 2013 event,” Mr. MacNicol said. “If you have too
much liquidity and are invested in low-yielding assets like Treasuries or cash,
the ultimate liquid asset cost, inflation, is a big bogey that investors will have
to fight.”

Mr. MacNicol believes less liquid investments that earn potentially higher
returns should be part of a well-balanced portfolio, just as they have been for

some of the country’s biggest pension funds in recent years.

He runs an alternative asset trust that invests in both private equity and real
estate for his clients and also separately manages the MacNicol 360 Realty
Income Fund, which holds real-estate assets, mostly located in the United
States. He asks clients for a two-year commitment, at which time they can
take back all of their capital if they like, and he only invests 10% to 15% of
their total portfolio in this kind of illiquid fund.

If it’s true that less liquid investments tend to outperform more liquid ones in
the long run, then the same may hold true among stocks, according to a new

study published in the Financial Analysts Journal.

The study, which analyzed U.S. mutual funds, found that equity funds that
hold relatively less liquid stocks have outperformed funds that hold more liquid

stocks by more than 2.65% over the past 15 years.

“Surprisingly, the outperformance of the mutual funds that hold less liquid
stocks was primarily due to superior performance in down markets,” the
study’s authors said. “One possibility is that during periods of turmoil, high-
liquidity managers may be more likely to trade; thus, the most liquid stocks
may, in fact, suffer the steepest declines because there is a greater propensity

for their owners to trade them.”

Ultimately, Mr. MacNicol said it's important investors figure out their time
horizons in order to assess how liquid a portfolio needs to be. “If they are truly
short term and very very nervous about the market, they should be as liquid

as possible. If they have three-to-five-year time horizons, they can look at
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more illiquid scenarios and, hopefully, better returns.”

0 Comments
Share your thoughts

INVESTING

trade

PROM SES,

TOP STORIES

Fed raises interest rate, steepens path
of hikes as outlook strengthens

The Fed is now implying there will be three
rate increases next year, compared with two

2019 moves seen in the last round of
forecasts in December

'A high-ball opening offer": First
Quantum reels as Zambia slaps it
with $7.9-billion tax bill

Joe Chidley: China's mastering the
fine art of dealing with Trump on

Amazon vaults ahead of Google
parent Alphabet in market value for
the first time

Facebook just lost $60 billion —
more than Tesla's entire market cap
— in two days

'A high-ball opening offer": First
Quantum reels as Zambia slaps it with
$7.9-billion tax bill

The dispute offers another example of the
rising tensions between mining companies
and the government leaders in cash
strapped countries where they operate

Mark Zuckerberg says Facebook
'made mistakes' in Cambridge
Analytica data scandal

Zuckerberg said the company 'made
mistakes, there's more to do, and we need
to step up and do it'

f Find Financial Post on Facebook

0 Comments

i

[F3 Facebook Comments Plugin

Sort by Newest ¢

Couche-Tard shares plunge the n
in two years after U.S. store sales
slow

Facebook bulls aren't throwing ir
towel just yet over company's da
scandal

Scotiabank CEO shoots down glob:
watchdogs' red flags over Canadiar
debt

Brian Porter says banks are in a better
position to weather future crises



http://www.facebook.com/FinancialPost
http://www.facebook.com/FinancialPost
http://business.financialpost.com/category/investing
http://business.financialpost.com/investing/a-high-ball-opening-offer-first-quantum-reels-as-zambia-slaps-us7-9b-tax-bill
http://business.financialpost.com/investing/a-high-ball-opening-offer-first-quantum-reels-as-zambia-slaps-us7-9b-tax-bill
http://business.financialpost.com/news/joe-chidley-chinas-mastering-the-fine-art-of-dealing-with-trump-on-trade
http://business.financialpost.com/news/joe-chidley-chinas-mastering-the-fine-art-of-dealing-with-trump-on-trade
http://business.financialpost.com/investing/market-moves/amazon-briefly-overtakes-google-parent-alphabet-in-market-value-for-the-first-time
http://business.financialpost.com/investing/market-moves/amazon-briefly-overtakes-google-parent-alphabet-in-market-value-for-the-first-time
http://business.financialpost.com/investing/market-moves/facebook-just-lost-60-billion-more-than-teslas-entire-market-cap-in-two-days
http://business.financialpost.com/investing/market-moves/facebook-just-lost-60-billion-more-than-teslas-entire-market-cap-in-two-days
http://business.financialpost.com/investing/market-moves/couche-tard-shares-plunge-the-most-in-two-years-after-u-s-store-sales-slow
http://business.financialpost.com/investing/market-moves/couche-tard-shares-plunge-the-most-in-two-years-after-u-s-store-sales-slow
http://business.financialpost.com/investing/facebook-bulls-arent-throwing-in-the-towel-over-latest-hiccup
http://business.financialpost.com/investing/facebook-bulls-arent-throwing-in-the-towel-over-latest-hiccup
http://business.financialpost.com/news/economy/fed-raises-key-interest-rate-by-a-quarter-point
http://business.financialpost.com/news/economy/fed-raises-key-interest-rate-by-a-quarter-point
http://business.financialpost.com/investing/a-high-ball-opening-offer-first-quantum-reels-as-zambia-slaps-us7-9b-tax-bill
http://business.financialpost.com/investing/a-high-ball-opening-offer-first-quantum-reels-as-zambia-slaps-us7-9b-tax-bill
http://business.financialpost.com/technology/personal-tech/mark-zuckerberg-says-facebook-made-mistakes-in-cambridge-analytica-data-scandal
http://business.financialpost.com/technology/personal-tech/mark-zuckerberg-says-facebook-made-mistakes-in-cambridge-analytica-data-scandal
http://business.financialpost.com/personal-finance/debt/scotiabank-ceo-downplays-concerns-raised-over-canadian-debt-levels
http://business.financialpost.com/personal-finance/debt/scotiabank-ceo-downplays-concerns-raised-over-canadian-debt-levels
https://developers.facebook.com/products/social-plugins/comments/?utm_campaign=social_plugins&utm_medium=offsite_pages&utm_source=comments_plugin
https://www.facebook.com/plugins/feedback.php?api_key=138801856165024&channel_url=http%3A%2F%2Fstaticxx.facebook.com%2Fconnect%2Fxd_arbiter%2Fr%2FMs1VZf1Vg1J.js%3Fversion%3D42%23cb%3Df23e562f98d84d4%26domain%3Dbusiness.financialpost.com%26origin%3Dhttp%253A%252F%252Fbusiness.financialpost.com%252Ff36384788eacf9e%26relation%3Dparent.parent&href=http%3A%2F%2Fbusiness.financialpost.com%2Finvesting%2Fobsession-with-liquidity-comes-at-a-price&locale=en_US&numposts=5&sdk=joey&width=590#
https://www.facebook.com/dennisfoot

FP

Remembering Partnerships About Us Subscriber Self-Serve f . .
Celebrating Resources ePaper

Classifieds Marketplace Content Works eNewsletters

Careers

FlyerCity

Post a Classifieds ad

E POSTMEDIA © 2018 Financial Post, a division of Postmedia Network Inc. All rights reserved. Unauthorized distribution, smission or republication strictly prohibited. Powered by WordPress.com VIP

Privacy = Terms = Copyright Site Map  Contd



http://www.legacy.com/obituaries/nationalpost/
http://www.legacy.com/celebration/nationalpost/
http://classifieds.nationalpost.com/
http://www.working.com/
http://www.flyercity.ca/
http://www.nationalpost.com/classifieds/self-serve/index.html
https://secure.nationalpost.com/partnerships/entry.html
http://www.postmediasolutions.com/client-resources/
http://www.postmediaadvertising.com/content-works/%20
http://www.postmediasolutions.com/about-us/
http://news.nationalpost.com/my-subscription
http://epaper.nationalpost.com/
http://www.financialpost.com/
http://www.postmediaadvertising.com/privacy-statement/
http://www.canada.com/aboutus/termsofservice.html
http://www.canada.com/aboutus/copyright.html
http://business.financialpost.com/site-map
http://business.financialpost.com/contact
https://vip.wordpress.com/?utm_source=vip_powered_wpcom&utm_medium=web&utm_campaign=VIP%20Footer%20Credit&utm_term=business.financialpost.com
http://www.facebook.com/financialpost
http://twitter.com/financialpost
http://business.financialpost.com/rss

