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FOREWORD

Capital fails in predictable ways. Not because the people managing it
are incompetent or careless, but because the structures surrounding
it are designed around the wrong priorities. These papers are written
from inside that system. They do not offer a different set of strategies.
They offer a different way of seeing what is already there — the as-
sumptions embedded in mandates, the incentives hidden inside meas-
urement frameworks, the structural fragility that accumulates when
individually rational decisions aggregate into collective vulnerability.
Volume I covers the architecture of risk. Why prudence fails at market
extremes. How liquidity is organised, not inherent. What structures
do to behaviour. Where capital goes when institutions are under pres-
sure. The argument is structural throughout. Architectural problems

cannot be solved by analysis alone. The papers make that case plainly.



PAPER |

The Behavioural Cost of Missing the Top

I. The Discipline Problem at Market Extremes

Market peaks rarely present themselves as unstable. They consolid-
ate around confidence. Volatility compresses, credit spreads narrow,
liquidity appears abundant, and benchmark performance strengthens.

Participation broadens sufficiently to validate the prevailing narrative.

In such conditions, defensive positioning appears unnecessary. Indic-
ators of excess may be visible — elevated valuations, compressed risk
premia, narrowing leadership, rising leverage — yet the difficulty is not
identification but timing. Structural excess can be observable long be-

fore it becomes consequential.

The interval between recognition and repricing creates a practical
problem for capital stewardship. Defensive positioning implemented
on structural grounds may underperform before it protects. During

that interval, underperformance is visible while protection is not.



In practice, dissatisfaction with defensive positioning often intensi-
fies before market risk does. Clients evaluate decisions against recent
gains rather than forward asymmetry. The psychological pressure on
managers therefore increases precisely when structural caution be-

comes more rational.

The objective here is narrower than forecasting peaks: to examine why
prudence becomes destabilising near extremes, and why that destabil-
isation is embedded in the structure of markets rather than evidence

of analytical error.

Il. Valuation Regimes and Forward Asymmetry

Robert J. Shiller, Professor of Economics at Yale University and recipi-
ent of the 2013 Nobel Prize in Economic Sciences, has argued that valu-
ation regimes matter over long horizons. His cyclically adjusted price-
to-earnings ratio (CAPE) was not introduced as a short-term timing
device; it identified environments in which long-run return expecta-

tions were compressed.

Elevated valuation does not cause immediate collapse. It alters for-
ward asymmetry. When multiples expand materially above historical
norms, future returns are pulled forward into the present. The arith-
metic changes. The probability distribution of outcomes shifts even if

price momentum persists.

At the time of writing, US equity valuations reside in the upper range
of historical observation. Such readings do not dictate immediate re-
versal, but they compress forward return expectations relative to long-
run averages. Continuation remains possible; however, incremental
upside requires sustained favourable conditions, whereas repricing re-

quires only normalisation.



Valuation regimes therefore do not predict peaks. They describe en-
vironments in which expected reward per unit of embedded fragility
declines. The decision is not between certainty and uncertainty. It is

between asymmetries.

lll. Prospect Theory and Regret Asymmetry

In 1979, Daniel Kahneman and Amos Tversky formalised what practi-
tioners already recognised: outcomes are evaluated relative to a ref-
erence point, and losses carry greater weight than equivalent gains.
Reducing exposure late in a cycle shifts that reference point. If mar-
kets continue rising, performance is judged against the counterfactual

of remaining fully exposed.

Loss aversion implies that missing the final phase of appreciation may
produce more dissatisfaction than absorbing a moderate decline. Un-

derperformance is reported and reviewed. Avoided loss is not.

In extended bull markets, excess risk is rarely punished in real time.
Caution often is. Clients question discipline when performance lags,
not when embedded risk rises. The discomfort therefore arrives be-

fore the repricing.

Discipline does not fail because analysis is flawed. It fails because the
behavioural and professional costs accumulate while prices continue
higher.

IV. Mean Reversion, Base Rates, and Measurement Architecture

Relative performance frameworks quantify deviation in real time. They
do not quantify embedded fragility until losses are realised. This inter-

acts with a structural feature of long-term markets: mean reversion



in forward returns. Research by John Y. Campbell and Robert J. Shiller
documents that elevated valuation regimes are associated with lower

subsequent long-term returns.

After extended above-trend gains, forward expectations compress.
Sustained upside requires increasingly favourable conditions. Repri-

cing requires only normalisation.

One reason this distributional shift is underweighted is base-rate neg-
lect — the tendency to privilege recent outcomes over long-run statist-
ical frequencies. When markets have risen persistently, recent returns
become the implicit reference point. Historical return distributions
recede into abstraction.

Deviation is measured precisely. Base rates are not. As expansion con-
tinues, participation becomes the default posture and discipline be-
comes deviation. This reflects the structure of reporting frameworks
that privilege recent relative outcomes over long-term distributional
context.

V. Fragility, Capacity for Loss, and Structural Discipline

Nassim Nicholas Taleb distinguishes between fragile, robust, and an-
tifragile systems. Fragile systems are harmed by volatility; antifragile
systems benefit from it. In capital terms, fragility is exposure to irre-

versible impairment.

Late-cycle environments often combine elevated valuation, com-
pressed risk premia, leverage, and narrowing participation. Small
disturbances can produce nonlinear repricing. What matters is the

portfolio’s structural fragility if volatility increases.

Defensive positioning is therefore better understood as fragility re-

duction. Reducing fragility does not require predicting downturns;



it requires defining acceptable impairment in advance. If maximum
tolerable loss over a defined horizon is specified ex-ante, positioning

becomes structural rather than reactive.

Discipline is more durable when capacity for loss is engineered rather

than assumed.

VL. Liquidity, Mark-to-Market lllusion, and Executable Reality

Portfolio value is typically reported at the closing price. This value is
notional. The closing print reflects the last marginal transaction, not

the price at which meaningful size can be executed without impact.

Consider a simplified illustration. An investor holding £10 million in a
strategy whose underlying positions trade approximately £3 million
per day in aggregate cannot expect to liquidate at yesterday’s clos-
ing price without influencing execution materially. Exit would occur
across participation, potentially over multiple sessions, and potentially
at widening spreads if other participants are selling simultaneously.
The closing mark reflects marginal liquidity; real liquidity exists at
depth.

Execution benchmarks such as VWAP exist because large orders trans-
act across distributions rather than at single prints. Funds employ
swing pricing and market value reductions because closing price is
not equivalent to realised value in size. Market structure recognises

that liquidity is conditional.

For clients, daily valuation creates a sense of precision. Gains appear
banked. Losses appear immediate. In reality, both are contingent on

executable depth and participation.

Risk is not volatility. It is the interaction between valuation, position-

ing, and liquidity.



The discipline required to maintain defensive positioning lies not only
in recognising structural risk, but in tolerating the behavioural pres-
sure that precedes it. That behavioural dynamic becomes more pro-
nounced when capital is organised through structures that embed as-

sumptions about liquidity, diversification and recoverability.

VII. Implication

Market peaks consolidate around confidence rather than instability.
Valuation regimes can compress forward return expectations long be-
fore repricing occurs. Behavioural bias magnifies the discomfort of
reducing exposure during that interval. Relative underperformance is
visible; embedded fragility is not. Liquidity appears stable until parti-

cipation narrows.

Late-cycle regimes do not announce their conclusion in advance.

They tend to challenge discipline before they challenge price.

Markets can extend further, often materially. For capital stewardship,
the issue is whether the structure is prepared for the point at which

continuation ceases to be dominant.

Defensive positioning near extremes makes no claim to time the peak.
It addresses fragility and capacity for loss by bounding impairment
within a defined horizon, allowing discipline to survive the interval

between recognition and repricing.



PAPER Il

Capital Floors and Segmented Risk

. When “Low Risk” Fails

Traditional portfolio construction assumes that combining equities
and bonds reduces risk. Equities provide growth. Bonds stabilise. The

interaction between them is expected to smooth outcomes.
That assumption held long enough to feel embedded.

The 2022 repricing of UK gilts exposed a limit of that assumption. Port-
folios marketed as cautious or balanced — often carrying substantial
bond allocations — suffered material losses as yields rose and long-
duration bonds repriced.

That loss did not require a failure of market liquidity. An individual
long-dated gilt and a pooled gilt fund could both fall materially in mar-

ket value when the discount rate changed.

Structure creates a separate question.



An individual bond has a maturity date and, absent default, a contrac-
tual repayment value. A pooled bond fund has no equivalent terminal
point for the investor: it continually rolls its holdings, prices daily and

may also have to accommodate investor flows.

The distinction does not remove duration risk. It changes the con-
ditions under which the holder may be able to wait for contractual

repayment rather than realise the prevailing market price.

Duration risk and liquidity structure are therefore different problems.

In stressed conditions they can interact.

Diversification distributes exposure. It does not eliminate fragility.

Il. Contractual Capital

An individual bond has a contractual maturity. Subject to its terms
and the issuer remaining able to pay, the holder knows the nominal

amount due at maturity and the contractual coupons along the way.

Economic loss remains possible. Inflation can erode the real value of
the repayment, opportunity cost can be substantial, and a holder who
needs liquidity before maturity remains exposed to the prevailing mar-
ket price. The maturity nevertheless provides a defined contractual

end point.

A bond fund has no such end point. It rolls exposure continuously. Its
net asset value reflects prevailing yields and investor behaviour. In
calm conditions the distinction appears minor. In stressed conditions

it does not.

Credit risk remains. If the issuer fails, the contract fails. That risk must

be assessed and diversified. It cannot be ignored.



But the holder of an individual bond is not required to transact simply
because others do. The recovery path is contractual rather than flow-
dependent.

That difference matters.

I1l. Risk Is Multi-Dimensional

Riskis not the probability of loss in a model. Itis the structural capacity

to absorb regime change without forced action.

Risk is not one-dimensional, nor is it fully captured by volatility bands
or historical drawdown statistics. It is multi-layered: liquidity risk, cor-
relation risk, behavioural risk, funding risk, sequence risk. In stable
periods these dimensions appear manageable. In unstable periods

they interact.

When they interact, portfolios that looked diversified on paper can
behave like concentrated exposures in practice. Assets assumed to
offset one another begin to move together. Liquidity that was assumed
to be available becomes conditional. Behavioural pressure intensifies

at precisely the wrong moment.
That interaction, more than variance alone, defines fragility.

Most asset allocation frameworks describe risk as a spectrum determ-
ined largely by equity weighting. The label changes from cautious to

adventurous. The underlying mechanics often do not.

Segmentation begins with acknowledging that risk propagates.



IV. Capital Floors and Participation

If risk is multi-dimensional, capital should not be treated as homogen-

€eous.

One approach, particularly relevant in late-cycle environments, is to

separate capital by function rather than by asset label.

One segment is designed for contractual recovery. It may consist
primarily of individual fixed-income instruments selected such that,
absent credit impairment, a substantial portion of capital is returned
over a defined horizon through maturity value and coupons. The
purpose is not to maximise yield. It is to anchor capital and define

recoverability.

The second segment is allocated to directional participation in risk as-
sets. This participation can be implemented through instruments that
provide asymmetric exposure, accepting bounded loss in exchange for

upside potential.

Such instruments are subject to time decay and volatility dynamics.
They can expire worthless. That outcome is predefined and contained

within the allocated sleeve.

The purpose is to control how loss propagates rather than to eliminate
uncertainty. A decline in the participation sleeve does not impair the
contractual recovery segment. A rise in risk assets allows continued
engagement and reduces the behavioural pressure associated with de-

fensive positioning.

This structure is not optimised for uninterrupted expansion. It is de-
signed for environments in which fragility is rising beneath surface
stability.



V. Correlation Convergence

Historical stress episodes show that cross-asset correlations tend to
rise when liquidity contracts. Dispersion that appears reliable in stable

conditions can narrow quickly during periods of de-risking.

The growth of passive allocation, algorithmic execution, and globally
integrated capital markets has increased synchronisation in such epis-
odes. When risk is reduced mechanically, it propagates across expos-

ures that were assumed to be diversified.

Geographic allocation does not prevent this effect. In stressed re-
gimes, regional equity and credit exposures frequently move together

as funding conditions tighten.

Traditional diversification is calibrated to dispersion in calm environ-

ments. It offers less protection when instability becomes systemic.

Segmented risk architecture does not depend on correlation offsets.
It depends on contractual recovery in one segment and bounded ex-

posure in another.

The distinction becomes visible when dispersion collapses.

VI. Designing for Regime Transition

If markets rise steadily over the next several years, a fully invested
equity portfolio may outperform a segmented structure. That is plaus-
ible.

The more relevant comparison is how each structure behaves across
discontinuous outcomes: equity crashes, bond market dysfunction, li-

quidity withdrawal, or abrupt regime shifts.

1



After a significant repricing event, forward asymmetry often improves.
Broad equity exposure can then be held with less structural tension.
Before such a reset, however, fragility can accumulate beneath appar-

ent stability.

Segmenting capital into contractual recovery and bounded particip-
ation does not predict turning points. It alters the consequences of

being wrong about timing.

Most portfolios are described through asset allocation labels. Fewer

are designed through fragility segmentation.
The difference is subtle in stable periods.

It is less subtle when regimes change.



PAPER llI

Structure Determines Behaviour

I. Theory Without Context

Modern Portfolio Theory was developed within an institutional con-
text. It assumed capital with defined mandates, relatively stable fund-
ing, and the ability to tolerate interim variance in pursuit of expected
return. Its central insight — diversification across imperfectly correl-

ated assets — remains conceptually sound.

Over time, however, the framework was simplified and adapted for
broad retail distribution. Asset allocation became the dominant ex-
pression of risk. Equity percentage became shorthand for volatility.
Diversification became a checklist across asset classes and geograph-

ies.
The theory was applied beyond its context.

The distinction matters even if diversification holds. Theory designed

around institutional capital does not automatically translate into retail



architecture without distortion. That distortion is often invisible in

stable periods and more apparent in stressed ones.

The behavioural gap between institutional and retail capital is there-

fore primarily structural rather than intellectual.

Il. Risk as Classification

Retail portfolios are typically categorised along a spectrum: cautious,
balanced, adventurous. The classification usually maps to an equity
weighting and an assumed volatility range, sometimes accompanied
by statements regarding the proportion of assets realisable within a

specified timeframe.

These descriptors are useful. They assist with suitability assessments
and allow comparability across providers. They also compress risk into

a limited number of observable dimensions.

An equity allocation indicates market exposure. It does not fully de-
scribe how losses may propagate when correlations compress or li-
quidity thins. A volatility band reflects dispersion in historical data;
it says little about funding pressure, sequence risk, or behavioural re-
sponse to extended drawdowns. A liquidity statement based on re-

demption timelines does not guarantee executable value under stress.

The framework simplifies because it must. Retail portfolios are dis-
tributed at scale, regulated for suitability, and evaluated on reporting
cycles. Risk therefore becomes something that can be labelled and

communicated efficiently.

When regime conditions shift, the simplifications embedded in those

labels become visible.



lll. Liquidity and Alignment

The Woodford Equity Income Fund is often described as a failure of

judgement.
It was also a failure of alignment.

Less-liquid holdings were housed within an open-ended vehicle offer-
ing daily liquidity. In stable conditions, the structure appeared work-
able. When redemptions accelerated, the liquidity terms of the wrap-
per dictated behaviour.

The underlying investments may or may not have justified their valu-
ations over time. Structure does not excuse poor judgement. It de-

termines how poor judgement propagates.

When liquidity promises reside in the vehicle rather than in the assets

themselves, stress forces action irrespective of long-term thesis.

The episode was not purely about stock selection. It was about liquid-

ity architecture.
Structure determines behaviour.

This observation is not confined to equity funds. As discussed previ-
ously in the context of bond funds, the distinction between holding a
contractual instrument to maturity and owning a pooled vehicle sub-
ject to redemptions is structural rather than cosmetic. In both cases,

flow dynamics influence outcomes when liquidity tightens.

15



IV. Scalability and Homogeneity

Model portfolio services are optimised for scalability and simplicity.
They must function across broad client bases, remain liquid, fit reg-
ulatory risk buckets, and be explainable within a compliance frame-

work.

These constraints naturally produce homogeneity. Asset allocation be-
comes the principal lever of differentiation. Equity weight defines risk.

Geography implies diversification. Bonds are positioned as ballast.

The design is commercially coherent. Retail structures prioritise ac-
cess, liquidity, transparency, and cost efficiency. Those priorities ne-

cessarily constrain flexibility in architecture.

Scalable portfolios must work adequately across many environments.
They are not designed to embed differentiated liquidity horizons or
mandate-specific funding structures within a single wrapper. As a
result, when stress emerges, portfolios constructed under similar con-

straints tend to respond in similar ways.

Diversification distributes exposure. It does not eliminate structural
fragility.

Structure does not create fragility in isolation. It amplifies fragility

when conditions change.

V. Degrees of Freedom
Capital scale alters the optimisation problem in ways that are often
understated.

At smaller capital bases, portfolio construction is necessarily con-
strained by wrapper economics and administrative practicality. Li-

quidity is expected to be straightforward, and design decisions are

16



shaped as much by cost efficiency as by structural preference. In
that environment, exposure selection becomes the dominant activity,

because segmentation beyond a certain point is simply uneconomic.

As capital increases, however, the nature of the problem changes. As-
set selection remains relevant, but the organisation of capital itself be-
comes a larger part of the problem. Liquidity can be tiered across dif-
ferent time horizons. Mandates can be segmented according to func-
tion. Evaluation periods can extend beyond standard reporting cycles,
and structural optionality — the ability to choose how and when cap-
ital is deployed — becomes practically meaningful rather than theor-

etical.

This transition does not imply greater sophistication or superior judge-
ment. It reflects an expansion in degrees of freedom. With fewer eco-
nomic and structural constraints, architecture can be designed delib-

erately rather than accepted as standard.

Retail portfolio construction tends to optimise for suitability, scalab-
ility, and comparability. Institutional mandates tend to optimise for
specificity, liquidity hierarchy, and alignment with defined objectives.
Each is internally coherent within its own constraint set. They are not

interchangeable.

VI. Implication

If behaviour follows structure, outcomes follow architecture.

Diversification can work in theory and volatility bands can remain use-
ful descriptors. The more relevant issue is whether capital is organised
in a way that aligns liquidity, duration, funding expectations, and be-

havioural tolerance.



In stable periods these structural differences are easy to overlook. Al-
location dominates the narrative. When conditions deteriorate, struc-
ture becomes more visible, as liquidity terms, funding alignment, and

behavioural pressure determine how losses propagate.

The relevant question is not simply how capital is invested, but how

capital is organised.



PAPER IV

Liquidity Promises and Structural Limits

I. Liquidity as Assumption

Liquidity is often treated as a characteristic of the asset itself. Equities
are described as liquid. Property is described as illiquid. Government

bonds are assumed to trade continuously.

In practice, liquidity is rarely a simple property of the asset. It is more

often a feature of the structure through which the asset is held.

During stable conditions, capital appears mobile. Investment funds of-
fer daily dealing. Investors assume that capital can be accessed or re-
deployed when required. The structural mechanisms supporting that

assumption remain largely invisible.

It is usually only during periods of stress that those mechanisms be-

come visible.

19



Il. Liquidity as Structural Design

Many investment vehicles contain explicit mechanisms designed to
manage liquidity pressure. These mechanisms rarely attract attention
in stable periods, yet they play an important role when capital flows
become unstable.

Some operate through price. Bid-offer spreads ensure that investors
entering or exiting a fund bear the transaction costs associated with
trading the underlying assets. Swing pricing, now common in open-
ended funds, adjusts the fund price when redemption pressure in-
creases — reflecting the cost of liquidating assets and protecting re-

maining investors from dilution.

Others operate through access. Redemption gates or dealing suspen-
sions may be introduced when assets cannot be sold quickly enough

to meet withdrawal requests.

In such cases liquidity does not become more expensive. It becomes
temporarily unavailable.

Both approaches address the same structural problem: liquidity prom-

ises and asset duration do not naturally align.

Il Liquidity Through Engineering

In other cases liquidity is not restricted but engineered. Derivative
markets often provide a more liquid expression of an asset class than

the underlying securities themselves. Instruments such as equity in-

20



dex futures or interest rate swaps allow investors to obtain economic

exposure without transacting directly in physical markets.

Derivatives are often associated with financial instability. In many cir-
cumstances they function to provide the opposite: deeper liquidity

and lower transaction costs than the underlying assets.

The risk lies not in the instrument but in its structural context. When
used to obtain efficient exposure, derivatives can enhance liquidity.
When combined with excessive leverage or concentrated positions,

they may amplify fragility instead.

IV. Conditional Liquidity

Liquidity constraints are not limited to investment funds. Even the

most familiar instruments impose conditions on access to capital.

Notice accounts require advance warning before funds can be with-
drawn. Fixed-term deposits commit capital for defined periods. Bank-
ing systems maintain formal liquidity buffers designed to ensure sta-

bility under stress.

Liquidity rarely exists in unconditional form. It is more commonly me-
diated through time constraints, price adjustments, or structural rules
— features of financial architecture designed to stabilise capital flows,

not anomalies within it.

V. When Structure Fails

The importance of these mechanisms becomes most visible when they
prove insufficient.
The collapse of Long-Term Capital Management in 1998 provides a

well-known illustration. The fund held large positions built on the as-

21



sumption that pricing relationships between related securities would

eventually converge.

When conditions deteriorated following the Russian debt default, li-
quidity in the relevant markets disappeared. Positions that appeared

stable could not be exited without further destabilising prices.

Derivatives and leverage mattered, but the deeper problem was a
structure with too little room to adjust when liquidity conditions
changed.

Liquidity did not gradually become more expensive. It vanished.

V1. Implication

Financial structures exist to reconcile a persistent tension: investors

demand liquidity, but many assets require time to realise.

Pricing adjustments, redemption constraints, smoothing mechanisms,
and derivative exposures represent different responses to that struc-
tural problem. Each attempts to manage the interaction between in-

vestor behaviour, market liquidity, and asset duration.

The more useful question is how liquidity is organised within the struc-
ture that holds the asset.

22



PAPER V

llliquidity, Institutions and the Promise of Access

1. llliquidity and Institutional Design

Institutional investors do not treat illiquidity as a defect requiring con-

cealment. They structure around it.

Infrastructure projects, private credit arrangements, commercial real
estate and direct private equity holdings require time. Their value is
realised through duration rather than continuous trading. The sur-
rounding capital is therefore organised accordingly: commitments are
defined in advance, withdrawals are restricted, and liquidity is man-
aged at the total portfolio level rather than promised within each un-

derlying holding.

This distinction matters. Liquidity is not required from every position.

It is managed across the portfolio.

As Antti [lmanen and others have documented, investors who accept
reduced flexibility over capital may receive compensation in the form

of higher expected returns or access to less competitive opportunities.

23



The premium is not inherent to the asset. It is a function of structure

and constraint.

That exchange only functions when the structure holding the assets

matches the expectations of the capital providing them.

Il. The llliquidity Premium

Institutional portfolios often incorporate this trade-off deliberately.
Liquidity is reserved for certain mandates where capital must re-
main accessible, while other portions of the portfolio are allocated to

strategies that require patience.

This segmentation allows the portfolio as a whole to remain functional.
Liquid assets provide flexibility when needed, while illiquid assets pur-
sue longer-term opportunities without being exposed to short-term

redemption pressure.

The key requirement is alignment between the liquidity characterist-

ics of the assets and the expectations of the capital providing them.

The institutional framework functions because capital and structure
are aligned. The tension emerges when investments designed for pa-
tient capital are distributed through structures that preserve an ex-

pectation of access.

11l. The Retail Translation

Over time, strategies historically associated with institutional portfo-
lios have increasingly been distributed through vehicles designed for

a broader investor base. The appeal is clear. Private assets offer diver-

24



sification away from listed securities, exposure to long-duration cash

flows, and access to areas of economic activity outside public markets.

The difficulty lies not in the assets themselves, but in the structure
through which they are distributed. Investments that require patient
capital are placed within structures that permit periodic redemptions

despite holding fundamentally illiquid underlying assets.

During stable conditions, this distinction attracts little attention. Valu-
ations move gradually, flows remain manageable, and the mechanisms

supporting liquidity stay in the background.

When capital is committed with the expectation of illiquidity, tempor-
ary valuation uncertainty can be absorbed. When capital is invested
with an expectation of access, valuation uncertainty interacts more

directly with behaviour.

Redemption becomes more sensitive to short-term conditions.

IV. Structural Tension

Semi-liquid structures attempt to reconcile two characteristics that
do not naturally align. The underlying investments require time to

realise. The vehicle offers periodic opportunities to withdraw capital.

In stable periods this can appear durable. Flows remain balanced, li-
quidity buffers absorb ordinary redemption activity, and asset sales
can occur gradually without disturbing valuations. Under pressure,
the arrangement changes character. Redemption demand may rise
precisely when the underlying assets are most difficult to transact. Li-

quidity is demanded at the same point that it becomes least available.

The redemption limits imposed by Blackstone’s BREIT vehicle in late

2022 made this visible. The fund held large portfolios of commercial

25



real estate intended for long-duration ownership, yet capital had
been distributed through a structure allowing regular withdrawals.
When outflows increased, the monthly and quarterly redemption
caps — rather than the expectations of investors — governed access
to capital.

The underlying assets had not materially changed. Investors who ex-

pected access received a gate.

V. Implication

Illiquidity is a structural feature of many assets. The question is not
whether such assets belong within a portfolio, but whether the struc-
ture through which they are held matches the liquidity expectations
of the capital providing them.

Where that alignment exists, illiquidity functions as intended. Where

it does not, access remains available only until it is tested.

26
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PAPER VI

The Fossil Record of Finance

I. The Fossil Record

In evolutionary biology the fossils remain.

Extinct species leave traces. Their disappearance becomes part of the

scientific record. The history of failure is visible.
Financial systems behave differently.

Companies disappear through bankruptcy or acquisition. Investment
funds close, merge, or relaunch under new mandates. Strategies that

fail are replaced by new ones.

Over time the observable record increasingly reflects the survivors

rather than the full population.

This dynamic is commonly described as survivorship bias. The
concept is widely recognised in performance studies, yet its broader
implications for how financial systems appear to function are often

underestimated.
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Markets may appear more stable than they are partly because the evid-

ence of instability has gradually been removed.

Il. Editing the Record

The removal of failure occurs across multiple layers of the financial

system.

At the company level, firms disappear through bankruptcy, restructur-
ing, or acquisition. Index providers replace declining companies with
rising ones. The composition of an index gradually evolves toward the

surviving firms.

At the fund level, weak strategies rarely persist indefinitely. Funds
with poor performance are closed, merged into stronger vehicles, or
relaunched under revised mandates. Assets may remain invested, but

the historical record becomes harder to observe.

Corporate actions within fund structures often accelerate this process.
Mergers, renamings, and mandate changes allow assets to continue

operating while the identity of the strategy evolves.

The result is a dataset that increasingly reflects the strategies that sur-

vived rather than the full set that originally existed.

lil. The lllusion of Stability

Over time this process shapes the observable history of financial mar-
kets.

Indices tend to contain companies that survived previous downturns.
Databases of fund performance often contain the strategies that
avoided closure or merger. Long track records therefore become

progressively selective.

28



One indication of this filtering process can be seen in the distribution

of fund track records.

At any point in time the industry contains a large number of recently
launched funds and a much smaller number with long operating his-
tories. Thousands of strategies may have one or two years of perform-

ance data, while only a fraction remain after a decade.

Part of this pattern reflects the natural life cycle of investment
strategies. Funds that fail to attract assets or deliver acceptable

performance are often closed, merged, or restructured.

By the time a fund reaches ten years of history it has already passed
through several rounds of selection. The distribution of long track re-

cords therefore reflects a population that has already been filtered.

The right side of the performance distribution remains visible. Much

of the left side has quietly disappeared.

This filtering process can make markets appear more stable than they
are. Periods of disruption are often described as sudden or unexpec-
ted, yet they frequently reveal structural pressures that had existed

for some time.

When the record of past failures is incomplete, the recurrence of sim-

ilar pressures can appear surprising.
The effect is not limited to perception.

When failure is removed from the observable record, the distribution

from which risk is inferred becomes selectively truncated.

What is measured therefore reflects what remains, not what occurred.

29



IV. When Hidden Pressures Surface

Financial crises often reveal tensions that were already present within

market structures.
A clear example emerged during the 2022 UK gilt crisis.

Defined benefit pension schemes had adopted liability-driven invest-
ment strategies designed to hedge interest-rate exposure using gov-
ernment bonds and derivatives. During stable conditions these ar-

rangements appeared to reduce funding volatility.

When gilt yields rose sharply, however, collateral requirements as-
sociated with these hedging structures increased rapidly. Pension
schemes were forced to obtain liquidity at short notice in order to

maintain their positions.
Assets held for stability became the source of liquidity pressure.

The episode did not represent the sudden emergence of a new risk.
Rather, it revealed structural tensions that had been manageable until

market conditions changed.

V. Selection and Memory
Financial systems evolve through processes of survival and replace-
ment.

Companies disappear through bankruptcy or acquisition. Funds with
weak records close or merge. Strategies that fail are replaced by new

ones.
Each cycle removes part of the historical record.
The system that remains increasingly reflects the survivors rather

than the full population that once existed.
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Periods of instability therefore appear unusual partly because much of

the evidence of previous failure has already disappeared.
In evolutionary biology the fossils remain.

In finance they are often quietly removed.

31



PAPER VII

Life and Capital

l. Uncertainty

Capital planning is usually framed as a response to uncertain markets.

Markets fluctuate, interest rates change, and economic conditions

evolve in ways that cannot be predicted with precision.

Yet many of the most significant uncertainties surrounding capital

arise outside markets altogether.

Families expand and contract. Marriages, divorces and inheritances al-
ter financial structures. Health events, relocations and business exits

can create demands on capital that are difficult to anticipate.

In that sense, the uncertainty facing many portfolios does not arise

from markets alone. It arises from life itself.

Portfolio design must accommodate not only uncertain market out-

comes but uncertain future demands on capital.
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Il. Fragmented Perspectives

Modern wealth management is organised through specialised discip-

lines.

Investment managers construct portfolios. Tax advisers address effi-
ciency and compliance. Lawyers design legal structures. Custodians

safeguard assets and administer transactions.

Investment managers see allocations between asset classes and funds.
Tax advisers see liabilities and reporting obligations. Lawyers see own-

ership structures and governance arrangements.

The life of the family behind the capital often sits outside these per-

spectives.

Capital may move between portfolios and structures, but the circum-
stances that cause it to move — marriage, divorce, inheritance, reloca-
tion, health or generational transition — are rarely visible within any

single discipline.

No participant in the system sees the full context in which the capital

exists.

lll. Capital in Context
For many families the largest demands on capital do not arise from
markets but from life events.

Property purchases, jurisdictional moves, generational transfers or

healthcare costs can all create sudden liquidity requirements.

They may arise during periods of market stability or during financial

stress.
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Portfolio construction therefore becomes more than an exercise in re-
turn optimisation. It requires structuring capital so that it can respond

to uncertain future demands arising from both markets and life.

IV. Liquidity Architecture

Liquidity pressure is often discussed in the context of market stress,

where falling prices and redemption demands force assets to be sold.

Yet capital may also be required for reasons entirely unrelated to mar-
kets.

A property purchase, a generational transfer or a jurisdictional move
may require substantial liquidity regardless of whether markets are

rising or falling.

These events differ from market volatility in an important way. Market
fluctuations are continuous and observable. Life events are irregular

and discontinuous.

A portfolio can tolerate market volatility provided assets are not forced
to move. Life events, by contrast, may require capital to move regard-

less of market conditions.

Rather than protecting portfolios from volatility alone, capital struc-
tures must ensure that liquidity can be obtained without destabilising

the broader portfolio.

V. Implication

Markets introduce uncertainty, but they are not the only source of it.

Families evolve. Jurisdictions change. Capital moves between genera-

tions.
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These developments rarely occur in synchrony with market cycles.

Portfolios constructed solely around market behaviour may therefore
overlook the circumstances that most frequently require capital to
move.

The problem is not optimisation. It is architecture.
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PAPER VIII

Adaptability and the Structure of Capital

I. Environments
Structures optimised for one environment often become restrictive in

another.
Capital systems are typically designed around the conditions prevail-
ing at the time they are created. Tax regimes appear stable. Jurisdic-

tions seem predictable. Monetary policy follows familiar patterns. In-
vestment vehicles are constructed to operate efficiently within those

parameters.
In stable environments this optimisation appears rational. Structures
can be refined to minimise friction, maximise efficiency, and align with

prevailing regulation.

Yet the environments surrounding capital rarely remain stable.

Tax regimes evolve. Legislation changes. Monetary systems shift

Families move across jurisdictions and generations. Over time the
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assumptions embedded in capital structures may no longer reflect

the conditions in which they operate.

Durable capital systems preserve adaptability. Flexibility allows cap-
ital to adjust when the legal, economic or personal context surround-

ing it changes.

Il. Monetary Environments

Monetary policy can alter the behaviour of capital holders in ways that

are rarely anticipated when structures are first designed.

Periods of extremely low or negative interest rates illustrate this dy-
namic. When deposits cease to preserve value, savers begin searching

for alternative stores of value outside the banking system.

Historically these responses have taken many forms — foreign cur-

rency, precious metals, real assets, or offshore banking arrangements.

More recently, digital assets have appeared as another possible re-
sponse. Their appeal often lies not in technological enthusiasm but in
the perception that they operate outside traditional monetary struc-
tures.

The pattern matters more than the specific instrument: when monet-

ary conditions change, capital adapts.

11l. Jurisdictional Risk

The legal environment surrounding capital can also change abruptly.

Governments facing financial stress have historically introduced cap-
ital controls, restricted currency convertibility, or restructured sov-
ereign obligations. These measures alter the practical accessibility of

capital without necessarily altering the legal ownership of it.
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During the banking crisis in Lebanon, depositors holding accounts de-
nominated in US dollars found that withdrawal limits were imposed
despite much larger balances being recorded within the banking sys-
tem. Accounts containing substantial sums could only access small

monthly amounts.

The recorded capital remained, but access to it had become structur-

ally constrained.

For long-horizon capital, jurisdiction therefore becomes another vari-

able in the architecture of durability.

IV. Control Points

Attempts to create financial systems outside existing structures often

encounter a similar constraint.

Architectures that appear decentralised tend to reconnect to the tra-

ditional financial system at their interfaces.

Digital assets provide a visible example. While the underlying proto-
cols may operate independently of banks, most users interact with
them through exchanges, custodians and payment platforms that re-

main connected to the existing financial system.
Control therefore re-emerges at the points where systems connect.

Conversion between digital assets and national currencies, custody ar-
rangements, and taxation regimes all reintroduce regulatory oversight.
What appears decentralised at the protocol level frequently becomes
centralised again at the gateways through which capital enters and

exits.
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Adaptation therefore occurs on both sides. Capital seeks alternative
structures when constraints emerge, while financial systems respond

by reasserting control at the connection points.

V. Implication

Financial systems evolve. So do the environments in which they oper-

ate.

Structures designed for one set of assumptions will eventually en-

counter conditions those assumptions did not anticipate.

The durability of capital therefore depends not only on the assets it
holds, but on the adaptability of the structures through which those

assets are owned and accessed.

Structures designed around stable assumptions tend to function well
within them. The constraints become visible when the assumptions
no longer hold.
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PAPER IX

The Risks That Move Capital

I. Measurement and Management

Capital is usually organised around the risk we can measure.

Volatility can be calculated. Drawdown can be reported. Duration can

be modelled. Correlation can be observed across historical data.

These measures are useful. They provide a common language for de-
scribing risk, a basis for comparison, and a framework for communic-

ation between advisers, managers and clients.
But measurement is not the same as significance.

The risks that attract the most sophisticated frameworks are not
always the risks that most frequently move capital. They are often

simply the risks that lend themselves most readily to quantification.
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II. The Risks That Do Not Measure Well

Some of the most consequential risks surrounding capital resist pre-

cise measurement.

Sequence risk — the interaction between the timing of withdrawals
and the path of returns — can be modelled in simplified form but ul-
timately depends on behaviour and future circumstances that cannot

be known in advance.

Liquidity risk under stress cannot be observed until stress arrives. His-
torical correlations provide limited guidance because stressed liquid-

ity conditions tend to differ structurally from calm ones.

Life events create another category of uncertainty. Property pur-
chases, family transitions, jurisdictional moves or healthcare costs
can generate demands for liquidity that occur independently of mar-

ket conditions and on no predictable schedule.

These risks are real, but difficult to represent within frameworks de-

signed around measurable variables.

Ill. The Architecture of the Measurable

The dominance of measurable risk in portfolio construction is not ac-

cidental.

Institutional frameworks require risk to be defined, reported and
demonstrated. Suitability assessments operate through standardised
categories. Performance is evaluated against benchmarks that reflect

observable market behaviour.

Risk must be documented for regulators, described for clients, mod-

elled for portfolio construction and evaluated through periodic report-

ing.
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Each of these requirements creates an incentive to organise capital

around risks that can be captured within the available framework.

This reflects a structural preference for the measurable over the sig-

nificant, not negligence.

Capital ends up organised around what can be reported rather than

what can move it.

IV. When Capital Actually Moves
Many of the events that ultimately move capital occur outside the
measurement frameworks used to organise it.

Liquidity pressures may force assets to be sold during periods of mar-
ket stress. Life events can require capital to be accessed regardless of
market conditions. Jurisdictional or regulatory changes may alter how

capital can be held or transferred.

These developments rarely appear within standard risk metrics before

they occur.

Portfolios constructed primarily around measurable market variables
may therefore appear well structured within the reporting framework
while remaining vulnerable to forces that the framework does not cap-

ture.

V. Implication

Measurement remains an essential tool.

But the risk that moves capital is rarely the risk being measured.
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PAPER X

Time and Capital

I. The Horizon Problem

Capital operates on long horizons. The structures surrounding it are

designed around short ones.

Businesses develop over decades. Property is held across cycles. Fam-

ily wealth often spans generations.

Yet the financial structures surrounding that capital are organised
around much shorter intervals. Performance is measured quarterly.
Funds offer daily liquidity. Strategies are judged over three- or five-

year periods.

The horizon of the capital and the horizon of the structure rarely co-

incide.
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Il. The Short Horizon Incentive

The preference for short measurement intervals is not arbitrary.

Regulatory frameworks require periodic reporting. Suitability assess-
ments are reviewed on defined cycles. Investment mandates are eval-
uated against benchmarks that reflect observable market behaviour

over recent periods.

Each of these requirements is internally coherent. Reporting provides
accountability. Benchmarks allow comparison. Review cycles create

oversight.

Collectively, however, they create a structural incentive to optimise
for the measurable interval rather than the actual horizon over which

capital operates.

The system becomes organised around the horizon it can report rather

than the horizon that matters.

lll. Behavioural Amplification

Structural short-horizon incentives do not operate in isolation.

Present bias — the tendency to weight near-term outcomes more
heavily than distant ones — means participants are psychologically
inclined toward short horizons as well as structurally incentivised to-
ward them. Interim volatility registers as permanent loss. Unrealised

gains feel provisional.

The structural problem and the behavioural problem reinforce each

other.

44



IV. The Cost of Misalignment

Impulsive decisions create liquidity demands that the portfolio was
not structured to accommodate. A property acquisition, a business
opportunity or a significant expenditure may require capital to move
regardless of where markets are or what the portfolio was designed to
do.

When the structure cannot accommodate the demand without cost,
something must give. Assets are sold at the wrong moment. Strategies
are abandoned before they resolve. The long-horizon capital is disrup-

ted by a short-horizon decision.

The portfolio appeared well structured. It was simply structured

around the wrong horizon.

V. Implication
Financial structures tend to reflect the intervals over which they are
measured and reported.

Capital tends to operate over intervals that those structures were not

designed to accommodate.

The mismatch is rarely visible during stable periods. It becomes vis-
ible when decisions — market-driven or otherwise — require capital

to move.

Aligning the structure of capital with the horizon over which it oper-

ates is less a technical problem than an architectural one.

The horizon that matters is rarely the one being measured.
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PAPER XI

Mandates and Measurement

I. Measurement as Structure

Capital is organised around the risk that can be measured.

Volatility, drawdown and correlation can be observed, reported and
compared. These measures provide a framework for communication
between managers, advisers and clients, and allow portfolios to be

evaluated within defined intervals and against stated benchmarks.

Measurement appears descriptive. In practice, it is structural. What
is measured determines what can be judged, and what can be judged

determines how capital is managed.

Il. Mandates as Constraint

Measurement alone does not shape behaviour. Mandates do.

A mandate defines the conditions under which capital is deployed and

evaluated. It specifies benchmarks, permissible deviation, liquidity
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terms and review periods, establishing not only what success looks

like but over what horizon it must be demonstrated.

These constraints are not neutral. They embed assumptions about
time. A portfolio evaluated quarterly behaves differently from one
evaluated over a decade. A manager constrained to remain close to
benchmark behaves differently from one permitted to diverge. Cap-
ital expected to remain liquid behaves differently from capital that can

remain committed.

The mandate translates measurement into behaviour.

1. The Enforcement of Horizon

Capital often operates over long durations. Businesses compound
over years, property is held across cycles, and family capital extends

acCross generations.

The structures surrounding that capital rarely reflect those horizons.
Reporting cycles are shorter, benchmarks are constructed from recent
market behaviour, and performance is assessed within intervals that

can be observed and compared.

Mandates enforce that compression. Long-horizon capital is com-

pressed into short-horizon evaluation.

IV. Rational Response

Within these constraints, behaviour that appears short-term is often

rational.

A manager who deviates materially from benchmark risks underper-

formance over the measurement interval. That underperformance is
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visible, reported, and carries professional consequence. Remaining

close to benchmark reduces that risk.

The same applies to liquidity. Capital that is expected to remain ac-
cessible must be positioned accordingly. Strategies that require dura-
tion or temporary illiquidity become difficult to hold when capital can

be withdrawn at short notice.

In each case, behaviour reflects the structure within which it operates.

Participants optimise to the mandate.

V. From Measurement to Fragility

When similar mandates are applied across a system, behaviour con-
verges.

Capital is positioned to minimise short-term deviation rather than
long-term fragility. Liquidity is prioritised even when the underlying
assets require time, and risk is managed within the dimensions that

can be reported while other forms of risk remain implicit.

Individually, these decisions are coherent. Collectively, they produce
vulnerability.

The system becomes sensitive to the same triggers — sensitivity that
remains largely invisible until it is tested. When those triggers are ac-
tivated, behaviour aligns and capital moves in the same direction at

the same time.
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VI. Implication
Measurement does not merely describe capital. It defines the condi-
tions under which capital can be held.

Mandates convert those conditions into behaviour by enforcing hori-
zon, liquidity and acceptable deviation. The result is not irrationality

but consistency.

Capital behaves as it is measured.
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PAPER Xl

Rational Behaviour and Systemic Fragility

I Visibility

Structural risk is often visible before it becomes consequential.

The conditions that precede financial stress are frequently observable
in advance. Leverage accumulates. Liquidity assumptions become
stretched. Structures designed for stable conditions begin to carry

risks that are not fully reflected in reported metrics.

Participants often see this. Analysts identify the conditions. Advisers

recognise the patterns. Managers understand the mechanisms.

The risk is often visible; acting on it is the harder problem.
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Il. The Incentive Structure

Financial markets are organised around measurement and compar-

ison.

Performance is evaluated against benchmarks. Mandates are assessed
over defined periods. Careers are shaped by outcomes that can be

reported and compared within the available framework.

This creates a specific kind of risk for participants who act on struc-

tural insight early.

Structural fragility rarely resolves on a schedule that aligns with evalu-
ation cycles. A manager who reduces exposure on structural grounds
may underperform for months or years before the insight is vindic-
ated. During that interval, the deviation from consensus is visible. The

structural rationale is not.

The professional cost of being wrong unconventionally exceeds the

professional cost of being wrong conventionally.

Staying with the consensus protects against the more proximate risk

— the risk of being removed before the structural risk resolves.

11l. Rational Behaviour

Each participant — the adviser maintaining consensus positioning, the
manager staying close to benchmark, the trustee avoiding structural
deviation — is optimising coherently against the incentives their insti-
tutional context creates. The insight may be correct. The structural
risk may be real. But the incentive to act on it is weaker than the in-

centive to remain within the system’s expectations.

The behaviour is individually rational. The consequence is not indi-

vidual.
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For many participants, this is not simply a matter of professional in-
centive. Mandate structures frequently constrain allowable deviation
from benchmark — tracking error limits, defined in fund documenta-
tion and fiduciary frameworks, establish the boundaries within which
capital can be managed. A manager who understands the structural
risk and is willing to accept the professional cost of acting on it may
nonetheless lack the authority to do so. The deviation is not merely

discouraged. It is contractually precluded.

IV. Systemic Fragility

When individually rational responses aggregate across a system, the
result is collective behaviour that reinforces the conditions producing

fragility.

The mechanism is structural. Capital allocation follows relative per-
formance — flows move toward what is working within the measure-
ment framework, not toward what carries less structural risk. Bench-
mark alignment concentrates positioning, because deviating from con-
sensus requires tolerating visible underperformance during the inter-
val before any structural insight resolves. Institutional mandates re-
inforce this further: the frameworks governing allocation are them-
selves calibrated to consensus, making structural deviation difficult to

authorise even where it is intellectually understood.

The system therefore does not ignore structural risk because parti-
cipants cannot see it. It ignores structural risk because the incentive
structure makes acting on it professionally dangerous at every level
simultaneously. The insight exists within the system. It simply cannot

be acted upon at scale.
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Fragility therefore accumulates not through ignorance but through

the rational aggregation of individually coherent decisions.

V. Implication

The recurring nature of financial instability is sometimes attributed
to short memories or analytical failure. A more precise explanation is

structural.

Participants often identify the conditions under which fragility is
building, but the incentive structure makes acting on that insight pro-
fessionally dangerous. Individually rational decisions then aggregate

into collective vulnerability.

The system is producing exactly what its incentive structure requires.

Better analysis cannot resolve a constraint imposed by structure.
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PAPER XIII

The Compulsion of Cash

I. The Cost of Waiting

Cash held defensively is not a neutral position.

It has a cost that compounds over time. Initially that cost is primarily
financial — foregone returns that can be justified against a structural
thesis.

As markets continue to rise, the cost changes in character. It becomes
institutional. Deviation from consensus becomes visible in perform-
ance comparisons. The structural rationale becomes harder to com-
municate within reporting frameworks organised around recent out-

comes.

The structural thesis that justified the cash doesn’t change. The cost
of holding it does.
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Il. The Compulsion Mechanism

Rising markets do not simply reward participation. They systematic-

ally increase the pressure on those who have chosen not to participate.

Regret aversion means that as markets rise, the anticipated pain of
continued absence begins to exceed the anticipated pain of entering
at a high. Herding behaviour reinforces the pressure as consensus
positioning strengthens and deviation becomes increasingly difficult

to defend institutionally.

The pressure toward re-entry therefore builds over time. Not all de-
fensive capital capitulates — some is structurally committed to long
horizons or genuinely insulated from short-term performance com-
parison. But for capital subject to institutional evaluation, the ques-

tion tends to shift from whether to re-enter to when.

11l. Narrative Substitution

By the time defensive cash moves toward re-entry, the original struc-
tural concern has rarely been resolved. The conditions that justified
caution — elevated valuations, compressed risk premia, stretched li-

quidity assumptions — often remain visible.
What changes is the story.

Participants construct narratives that make deployment feel rational
rather than compelled. New frameworks emerge that reframe the
structural concern as manageable or already priced. The language

shifts from caution to selectivity, from defensiveness to repositioning.

The thesis hasn’t been abandoned. It has been replaced by an explan-

ation that permits action.
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Institutional participants can maintain internal coherence in this way
while responding to incentive pressure; cynicism or deliberate self-
deception is not required. The narrative substitution is real and often

genuinely believed.

But the structural conditions that produced the original caution have

not changed. Only the story surrounding them has.

IV. Implication
Defensive cash is not permanent. It is deferred participation under
increasing pressure.

The longer markets rise, the greater that pressure becomes — and the

worse the timing of re-entry tends to be.

The structural insight that produced the cash remains intact through-
out. What erodes is not the thesis but the institutional capacity to hold
it.

The market doesn’t just punish the thesis while it waits.

It uses the thesis against itself.
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PAPER XIV

Capital and Governance

I. The Distinction

Most capital is managed. Durable capital is governed.
Management and governance are not the same activity.
Management determines how capital is invested.

Governance determines the conditions under which those decisions
are made. Who can act. Within what constraints. Over what horizon.

Accountable to what objective.

Most capital structures have the first. The question is whether the

second is designed for durability.
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Il. What Governance Actually Does

Governance does not improve returns. It changes the decision envir-

onment.

It defines the boundaries within which management operates. An in-
vestment policy statement establishes objectives and the constraints
within which capital can be deployed. A trustee structure creates ac-
countability that does not depend on any single individual’'s judgment
or tenure. A separation between operating liquidity and long-horizon
capital ensures that short-term demands do not systematically inter-

rupt long-term positioning.
These mechanisms are not analytical. They are structural.

Each removes certain decisions from the domain of immediate pres-
sure and places them within a framework designed to persist across

market cycles, personnel changes and periods of stress.

1Il. Governance as Protection

The pressures described in the earlier papers — incentive misalign-
ment, narrative substitution, the compulsion of defensive capital —
operate most destructively when nothing in the structure slows the

response to them.

Governance does not eliminate those pressures. It changes the condi-

tions under which the structure must respond to them.

A manager facing career risk from underperformance operates differ-
ently within a governance framework that explicitly tolerates tracking
error over defined periods than within one that does not. The pres-

sure exists in both cases. The capacity to hold differs.
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The right analysis can exist. Acting on it is a different question. Gov-

ernance determines whether it can be held.

IV. The Structures

The function performed matters more than the particular vehicle.
Durable governance structures tend to do one or more of three things.

They separate capital by function and horizon — distinguishing
between capital that must remain accessible and capital that is ex-
pected to remain invested across cycles. This separation prevents
short-term liquidity demands from systematically disrupting long-

horizon positions.

They fix decision authority in ways that survive individual pressure —
through trustee structures, investment committees, or defined man-
dates that cannot be altered unilaterally in response to short-term
conditions.

They constrain reaction to short-term conditions — through invest-
ment policy statements, diversification requirements, or defined re-

view periods that prevent impulsive reallocation.

The trust, the endowment, the investment policy statement are illus-
trations of these functions. The vehicle is secondary to the function it

performs.

V. Governance as Resolution

The earlier papers in this series described a system in which capital op-
erating on long horizons is governed by structures designed around

shorter ones. Measurement defines what can be judged. Mandates
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enforce what is measured. Participants optimise to mandates. Beha-
viour converges. Fragility accumulates. Capital moves under pressure

in the same direction at the same time.

No individual in that sequence needs to act irrationally for the system
to produce fragility. The constraint is architectural: better analysis

can identify it, but analysis alone cannot remove it.

Governance is the intervention that determines how those structural

choices are made and maintained.

Governance neither improves the analysis nor removes the incentives
and pressures described in the preceding papers. Its role is to place
certain decisions — about horizon, liquidity and acceptable deviation
— outside the domain where those pressures operate. It sits prior to

them in the structure.

A mandate that permits tracking error over a defined period does not
make the career risk of underperformance disappear. It changes what
the structure is required to do when that pressure arrives. A separ-
ation between operating liquidity and long-horizon capital does not
prevent markets from falling. It determines whether a fall requires
capital to move. An investment policy statement does not eliminate
the compulsion to act. It defines the conditions under which action is

authorised.

This is why governance cannot be retrofitted under stress. The struc-
tures that hold capital coherent through pressure must be in place be-
fore the pressure arrives — because the moment of stress is precisely

when they are hardest to install and most necessary to have.

Without governance, the sequence described in this series resolves
the same way every time. Capital is well-positioned until conditions

change. Measurement fails to capture the risk that moves it. Man-
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dates enforce the wrong horizon. Rational behaviour aggregates into
collective fragility. Capital moves when it should hold and holds when

it should move.

Governance cannot guarantee different outcomes, but it changes the

conditions under which those outcomes are determined.

VI. Implication

The earlier papers in this series asked what risks the portfolio faces.
That remains necessary, though insufficient on its own.

The more searching question is whether the structure surrounding
the portfolio is capable of holding through those risks — whether gov-
ernance has been designed to survive the pressures that management

alone cannot resist.
Most capital is organised to be invested well.

Durable capital is organised to remain coherent under pressure.
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AFTERWORD

The papers in this volume are concerned with structure.

Architectural problems cannot be resolved at the level at which they
are typically addressed. Adjusting asset allocation, selecting differ-
ent instruments, or refining analytical frameworks does not alter the
structure within which those decisions are made. The limitations de-
scribed throughout this series are not analytical. They are structural.
For that reason, this volume stops at diagnosis. The design and imple-
mentation of capital structures that respond to these conditions is a
separate problem. It requires coordination across legal frameworks,
tax regimes, governance arrangements and investment architecture.
It is specific to the capital, the jurisdiction and the individuals involved.
It does not lend itself to general prescription. Later volumes may ex-
amine aspects of that problem more directly. This volume does not.

What follows from that recognition is not contained here.
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