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A drought is an oddly abstract thing until it stops being one. It is a line on a chart, a drab 

weather bulletin, delightful blue skies. Then, quite suddenly, it becomes real. Reservoirs 

empty. Riverbeds narrow. Fields turn the colour of old envelopes. Supermarket shelves empty. 

Trees and grassland become tinder.  

Before you brace yourself for a climate change lament, fear not: this is not one. I confess only a 

small, guilty pleasure at watching climate deniers reveal themselves – irony of ironies1 – to be 

complete snowflakes. Leader of the pack is Donald Trump, who has threatened Canada with fresh 

tariffs because “the United States is being unnecessarily invaded by filthy, polluted, and unhealthy air” 

drifting south from Canadian wildfires. The man could use a lesson in cause and effect. Rather, it is 

a useful conduit into something I have been exploring this year: how we consider and confront risk. 

Swallows and Amazons  

Humans like to imagine they can keep danger at arm’s length. We talk about risk. We theorise and 

contemplate. And then it arrives, while we look around, offended, for someone to blame. The 

wildfires across France and Spain this summer were entirely foreseeable and duly foreseen; the only 

genuine novelty was the Daily Telegraph’s response: “climate change is real – and the Right needs to get 

serious about it”. Welcome to the party. Weather records continue to tumble with disconcerting 

regularity. England has just recorded its warmest June since Met Office records began in 1884. One 

swallow does not a summer make, but vast swathes of land turning to dust and ash in ways they 

have not for hundreds of years, temperatures edging ever upwards, and more than a quarter of a 

million people fleeing forest fires point to something more than an unusual hot spell.  

I raise all this not to relitigate the science but because the same delay reflex governs the thing we 

actually spend our days thinking about – financial markets. And here it is thriving. The market is 

more concentrated than it has ever been: the ten largest companies in the S&P 500, tech giants such 

 
1 A note to the reader: my fondness for the “en dash” predates the large language models. I intend to keep using it even now that it has become a 

clichéd sign of machine authorship – long live the en dash – don’t let the machines win!  

MONTANARO BLOG 
 

Waiting for the flames, By Ed Heaven 
 

July 2026 

 

 

https://montanaro.co.uk/wp-content/uploads/Fear-Goes-Viral-AI-Markets-and-the-Loss-of-Perspective.pdf


 

2 

as Apple and Amazon, now account for roughly 38% of it. Yet currently almost every investor I hear 

from says the same three things in the same breath, a consensus driven equation of herd risk-taking: 

1) the UK market is insignificant on a global basis; 2) they are hunting for diversification; 3) they 

want products with low tracking error, so as to remain as close to the benchmark as possible. It is 

worth pausing on how strange this combination is. Everyone wants to be diversified, yet everyone 

wants to hug the same increasingly concentrated index.  

Hiding in plain sight 

History suggests that the greatest risks are often not those we cannot see, but those we can see and 

find inconvenient to confront. Human beings rarely fail to act because they lack information. More 

often they fail because the costs of acting are immediate while the benefits are distant; because the 

timing of the danger is unclear; because ordinary life carries on, reassuringly, for longer than 

expected; because acting too early can look faintly ridiculous; and because there is deep comfort in 

staying put while everyone else stays put too. 

Behavioural finance has spent decades cataloguing versions of this. Present bias encourages 

procrastination when the costs of acting land today. Status-quo bias makes doing nothing feel like 

neutrality rather than a choice. Defaults prove unusually sticky. Herding can be quietly rational for 

a manager worried about reputation and career. The result is not ignorance so much as organised 

postponement. “Keep buggering on” was Churchill’s mantra for grinding through tough times, but 

it can equally be applied to the human tendency to walk yesterday’s path in the hope that nothing 

will emerge to block the way today. 

The deeper error is subtler. We behave as though uncertainty about timing were uncertainty about 

existence. It is not. We mistake not knowing when for not knowing whether. Ambiguity aversion 

compounds the problem: faced with a danger whose timetable is murky, people do not merely 

dislike the uncertainty, they downgrade the whole problem. A risk with no date in the diary can be 

endlessly demoted beneath today’s fuel bill, next quarter’s earnings, or the simple human appetite 

for a quiet life. Get to the end of the day and Netflix and chill. That is understandable. It is also how 

trouble compounds. 

Foreseeable surprises 

COVID is the clearest recent example of a supposed surprise that was not, in fact, terribly surprising. 

After the event, the pandemic was routinely filed under “Black Swan” – shorthand for an 

unforeseeable catastrophe. Nassim Nicholas Taleb, who coined the phrase, objected. This was no 

black swan, he argued in 2020, but something closer to a white one: the precise virus and the precise 

date were unknown, but the category of risk was not. 

Taleb’s complaint was not merely a bit of characteristic grumpiness, though he does grumpy rather 

well. In September 2019, months before anyone had heard of Wuhan, the Global Preparedness 

Monitoring Board warned of the acute risk of a devastating global pandemic and called for urgent 
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action. The risk sat in plain sight. What was missing was not awareness in the abstract but any 

willingness to bear the cost of preparation before television pictures and R-rates made that cost 

politically unavoidable. 

That distinction matters as much for markets as for public health. Some events are genuinely hard 

to anticipate. Others are merely hard to date. Conflating the two is a convenient habit. If the exact 

timing is unknown, one can talk as though the underlying danger were unknowable too. It sounds 

more sophisticated. It is usually just a dignified excuse for inertia. By the time the risk is obvious to 

everybody, the price of acting has risen and the cost of inaction has been borne.  

The comfort of the crowd 

Financial markets have a particular genius for making consensus feel like prudence. During the late-

1990s dotcom boom, investors did not merely believe in the internet; they came to believe that not 

owning the fashionable technology names was itself a form of recklessness. Alan Greenspan had 

wondered aloud about “irrational exuberance” as early as December 1996. By June 2000, the Federal 

Reserve was talking openly about “unbounded optimism” and a willingness to abandon time-tested 

principles. Yet for years the immediate professional risk lay not in joining the boom but in standing 

aside while others grew rich more quickly. When the bubble finally burst, the Nasdaq fell by roughly 

three-quarters from peak to trough. In hindsight the excesses look absurd. At the time, avoiding 

them looked expensive, uncomfortable and faintly career-threatening. 

The same pattern reappeared before the Global Financial Crisis. We remember mortgage-backed 

securities now as a monument to credulity, but the risks were discussed beforehand. At Jackson 

Hole in 2005, Raghuram Rajan warned that financial development could be making the world 

riskier, that tail risks might take a long time to surface and that incentives were quietly dangerous. 

He was, more or less, laughed out of the room. The Financial Crisis Inquiry Commission later 

concluded not only that the crisis was avoidable but that the warning signs had been ignored or 

discounted. Queen Elizabeth II famously asked, “Why did nobody notice it?” Yet people did. Knowing 

too early was simply almost indistinguishable from being wrong. 

That is the crux. Investors are not necessarily rewarded for identifying a risk early. They are rewarded 

for identifying it shortly before everyone else does. That is a far narrower skill and a far more socially 

comfortable one. It is also why the crowd exerts such pull. When everyone is doing the same thing, 

popularity begins to masquerade as evidence and social proof quietly replaces analysis. Professional 

managers face an added pressure that private savers like to imagine away: career risk. Scharfstein 

and Stein’s work on herding showed why managers may rationally mimic one another even when 

the mimicry is collectively inefficient. If you are wrong in an unusual way, you look foolish. If you 

are wrong in the usual way, you look unfortunate. Those are very different kinds of pain. One is 

personal; the other is practically a group insurance scheme. 
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The passive temptation 

Which brings us to today. Every era has its soothing mantra. In the dotcom years it was that one 

simply had to own the future. Before 2008 it was that housing and its related products had somehow 

become both yield-enhancing and safe. The modern version is gentler, more respectable and more 

sensible: buy the market, keep costs low and do not pretend to be cleverer than you are. 

There is a great deal to like in this. Index funds are cheap, transparent and simple. They have grown 

for good reasons: in the United States, indexed funds and ETFs held $21.8 trillion in May 2026 

against $18.7 trillion for their active equivalents. Meanwhile, the S&P's SPIVA scorecard found that 

79% of active US LargeCap funds underperformed the index in 2025. After decades of expensive 

disappointment, one can hardly blame investors. Active management is no wronged hero: plenty of 

managers hug benchmarks and sell "activity" while quietly tracking the index, charging the fees of 

conviction with none of the substance. This is not a sermon with passive as the villain and active the 

misunderstood saint. 

The concern is subtler and it starts with a small linguistic mischief: passive investing is not passive. 

It allocates capital by rule, owning more of whatever has already grown larger and less of whatever 

has shrunk. Even the plainest index fund embeds a string of judgements — about geography, time 

horizon, rebalancing and the wisdom of owning yesterday's winners in proportion to their size. 

Passive is less a suspension of judgement than its transfer into rules that no one has to defend out 

loud. 

It has psychological consequences too. If the whole index falls, nobody has to explain why they, 

uniquely, got it wrong. Passive investing turns collective participation into collective absolution. 

The temptation is to stop asking what is actually owned and how concentrated the index has quietly 

become. "Diversification" does a lot of heavy lifting: owning a great many securities does not always 

provide genuinely balanced economic exposure. You can own five hundred companies and still be 

making one enormous bet. 

Regulators now treat this as a legitimate question rather than an eccentric hobbyhorse. The FCA, 

the Bank for International Settlements and the European Central Bank have each warned that a 

large enough shift into passive could dull price discovery, raise the correlation of returns and leave 

markets more exposed to shocks in their biggest stocks. None of this proves that index funds are 

dangerous or destined to trigger a crash. It suggests something quieter: the more important the 

passive ecosystem becomes, the more valuable independent judgement becomes alongside it.  The 

real danger is not the existence of passive funds. It is the abandonment of judgement. 

A waiting game 

This is where the parallel with climate change exists. With both climate and markets, risks are 

discussed well before the reckoning. In each case the timing is uncertain enough to furnish an alibi 

for delay. In each case acting early imposes visible costs while inaction feels deceptively painless. 

And in each case, once the consequences become impossible to ignore, everyone agrees that the 
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necessary response was obvious all along. Waiting is rarely presented as a decision. It is presented as 

the absence of one. But waiting is a decision too. It allocates risk across time. It simply does so 

quietly, and therefore politely. 

For investors, that points not to clairvoyance but to judgement. Active investing does not mean 

predicting the date of the next crash, divining the path of inflation, or picturing oneself heroically 

outside the crowd at every moment. That is vanity dressed as sophistication. It means something 

more modest and more demanding: examining individual businesses; asking what a security is 

worth rather than what weight it holds in an index; weighing resilience, adaptability and the 

strength of a balance sheet; telling temporary fashion from durable value; changing one’s mind 

when the evidence changes; and accepting that avoiding a risk too early can look wrong long before 

it looks wise. 

That, in plain terms, is why human judgement still matters in investing. If your starting point is the 

individual company – its management, its competitive advantages, its financial resilience, the people 

behind it and the intention to own it for years rather than quarters – you are less tempted to 

outsource your thinking to the index, or to whichever narrative happens to be strutting about the 

place. You will still make mistakes; everyone does. But you will at least be trying to understand what 

you own and why you own it, which is more than can be said for a good many fashionable trades at 

the moment of peak enthusiasm. In a market increasingly organised around speed and scale, the 

value of human discrimination may be rising, not falling. The machines will continue to churn, 

unblinking, at all hours. But the human mind is the one that can sit back and truly think. Pushed 

aside, risks compound quietly, generating their own weather systems, much as a pyrocumulonimbus 

does. The time to realise that a spark has caught in the forest is not when the flames are licking at 

your door. 

 

 



 

6 

References 

Avishai, B. (2020) ‘The pandemic isn’t a black swan but a portent of a more fragile global system’, The New 

Yorker, 21 April. Available at: https://www.newyorker.com/news/daily-comment/the-pandemic-isnt-a-black-

swan-but-a-portent-of-a-more-fragile-global-system (Accessed: 20 July 2026). 

Badshah, N., Ali, T. and Mackay, H. (2026) ‘France and Spain race to control wildfires as more than 

250,000 evacuated – as it happened’, The Guardian, 25 July. Available at: 

https://www.theguardian.com/world/live/2026/jul/25/france-spain-wildfires-latest-news-updates-madrid-cap-

ferret-bordeaux-gironde (Accessed: 25 July 2026). 

Bank for International Settlements (2018) ‘The implications of passive investing for securities markets’, BIS 

Quarterly Review, March. Available at: https://www.bis.org/publ/qtrpdf/r_qt1803j.htm (Accessed: 24 July 

2026). 

European Central Bank (2024) ‘Passive investing and its impact on return co-movement, market 

concentration and liquidity in euro area equity markets’, Financial Stability Review, November. Available at: 

https://www.ecb.europa.eu/press/financial-stability-

publications/fsr/focus/2024/html/ecb.fsrbox202411_03~87408e7fb3.en.html (Accessed: 24 July 2026). 

Financial Conduct Authority (2019) Does the growth of passive investing affect equity market performance? 

Research Note. Available at: https://www.fca.org.uk/publications/research/research-note-does-growth-

passive-investing-affect-equity-market-performance (Accessed: 24 July 2026). 

Financial Crisis Inquiry Commission (2011) The Financial Crisis Inquiry Report: Final report of the National 

Commission on the Causes of the Financial and Economic Crisis in the United States. Washington, DC: US 

Government Printing Office. Available at: https://www.govinfo.gov/content/pkg/GPO-FCIC/pdf/GPO-

FCIC.pdf (Accessed: 24 July 2026). 

Garicano, L. (2008) ‘I did not stammer when the Queen asked me about the meltdown’, The Guardian, 18 

November. Available at: https://www.theguardian.com/commentisfree/2008/nov/18/response-credit-crisis-

economy-response (Accessed: 24 July 2026). 

Global Preparedness Monitoring Board (2019) A world at risk: Annual report on global preparedness for health 

emergencies. Available at: https://www.gpmb.org/reports/annual-report-2019 (Accessed: 24 July 2026). 

Greenspan, A. (1996) ‘The challenge of central banking in a democratic society’. Speech delivered at the 

Annual Dinner and Francis Boyer Lecture of the American Enterprise Institute for Public Policy Research, 

Washington, DC, 5 December. Available at: 

https://www.federalreserve.gov/boarddocs/speeches/1996/19961205.htm (Accessed: 24 July 2026). 

International Churchill Society (2025) ‘KCIII says KBO’, Churchill Bulletin, 203, 29 March. Available at: 

https://winstonchurchill.org/churchill-bulletin/bulletin-203-apr-2025/kciii-says-kbo/ (Accessed: 24 July 

2026). 

Investment Company Institute (2026) Active and index investing: May 2026, 30 June. Available at: 

https://www.ici.org/research/stats/combined_active_index_0526 (Accessed: 24 July 2026). 

Met Office (2026) ‘England’s warmest June on record – the second warmest for the UK and Wales’, 1 July. 

https://www.newyorker.com/news/daily-comment/the-pandemic-isnt-a-black-swan-but-a-portent-of-a-more-fragile-global-system
https://www.newyorker.com/news/daily-comment/the-pandemic-isnt-a-black-swan-but-a-portent-of-a-more-fragile-global-system
https://www.theguardian.com/world/live/2026/jul/25/france-spain-wildfires-latest-news-updates-madrid-cap-ferret-bordeaux-gironde
https://www.theguardian.com/world/live/2026/jul/25/france-spain-wildfires-latest-news-updates-madrid-cap-ferret-bordeaux-gironde
https://www.bis.org/publ/qtrpdf/r_qt1803j.htm
https://www.ecb.europa.eu/press/financial-stability-publications/fsr/focus/2024/html/ecb.fsrbox202411_03~87408e7fb3.en.html
https://www.ecb.europa.eu/press/financial-stability-publications/fsr/focus/2024/html/ecb.fsrbox202411_03~87408e7fb3.en.html
https://www.fca.org.uk/publications/research/research-note-does-growth-passive-investing-affect-equity-market-performance
https://www.fca.org.uk/publications/research/research-note-does-growth-passive-investing-affect-equity-market-performance
https://www.govinfo.gov/content/pkg/GPO-FCIC/pdf/GPO-FCIC.pdf
https://www.govinfo.gov/content/pkg/GPO-FCIC/pdf/GPO-FCIC.pdf
https://www.theguardian.com/commentisfree/2008/nov/18/response-credit-crisis-economy-response
https://www.theguardian.com/commentisfree/2008/nov/18/response-credit-crisis-economy-response
https://www.gpmb.org/reports/annual-report-2019
https://www.federalreserve.gov/boarddocs/speeches/1996/19961205.htm
https://winstonchurchill.org/churchill-bulletin/bulletin-203-apr-2025/kciii-says-kbo/
https://www.ici.org/research/stats/combined_active_index_0526


 

7 

Available at: https://www.metoffice.gov.uk/about-us/news-and-media/media-centre/weather-and-climate-

news/2026/englands-warmest-june-on-record--the-second-warmest-for-the-uk-and-wales- (Accessed: 20 July 

2026). 

Meyer, L.H. (2000) ‘The new economy meets supply and demand’. Speech delivered at the Boston 

Economics Club, Boston, Massachusetts, 6 June. Available at: 

https://www.federalreserve.gov/boarddocs/speeches/2000/20000606.htm (Accessed: 24 July 2026). 

Rajan, R.G. (2005) ‘Has financial development made the world riskier?’, in The Greenspan era: Lessons for the 

future. Federal Reserve Bank of Kansas City Economic Symposium, Jackson Hole, Wyoming, 25–27 August. 

Available at: https://www.kansascityfed.org/documents/3326/PDF-Rajan2005.pdf (Accessed: 24 July 2026). 

S&P Dow Jones Indices (2026) SPIVA U.S. year-end 2025. Available at: 

https://www.spglobal.com/spdji/en/documents/spiva/spiva-us-year-end-2025.pdf (Accessed: 24 July 2026). 

Scharfstein, D.S. and Stein, J.C. (1990) ‘Herd behavior and investment’, American Economic Review, 80(3), 

pp. 465–479. Available at: 

https://econpapers.repec.org/article/aeaaecrev/v_3a80_3ay_3a1990_3ai_3a3_3ap_3a465-79.htm (Accessed: 

24 July 2026). 

Sky News (2026) ‘Trump blames Canada as US “invaded by filthy air” from wildfires that could impact 

World Cup final’, 17 July. Available at: https://news.sky.com/story/trump-blames-canada-as-us-invaded-by-

filthy-air-from-wildfires-that-could-impact-world-cup-final-13563357 (Accessed: 20 July 2026). 

Slickcharts (2026) ‘S&P 500 companies by weight’. Available at: https://www.slickcharts.com/sp500 

(Accessed: 20 July 2026). 

Stanley, T. (2026) ‘Climate change is real – and the Right needs to get serious about it’, The Daily Telegraph, 

26 July. Available at: https://www.telegraph.co.uk/news/2026/07/26/climate-change-real-right-needs-to-get-

serious/ (Accessed: 26 July 2026). 

 

https://www.metoffice.gov.uk/about-us/news-and-media/media-centre/weather-and-climate-news/2026/englands-warmest-june-on-record--the-second-warmest-for-the-uk-and-wales-
https://www.metoffice.gov.uk/about-us/news-and-media/media-centre/weather-and-climate-news/2026/englands-warmest-june-on-record--the-second-warmest-for-the-uk-and-wales-
https://www.federalreserve.gov/boarddocs/speeches/2000/20000606.htm
https://www.kansascityfed.org/documents/3326/PDF-Rajan2005.pdf
https://www.spglobal.com/spdji/en/documents/spiva/spiva-us-year-end-2025.pdf
https://econpapers.repec.org/article/aeaaecrev/v_3a80_3ay_3a1990_3ai_3a3_3ap_3a465-79.htm
https://news.sky.com/story/trump-blames-canada-as-us-invaded-by-filthy-air-from-wildfires-that-could-impact-world-cup-final-13563357
https://news.sky.com/story/trump-blames-canada-as-us-invaded-by-filthy-air-from-wildfires-that-could-impact-world-cup-final-13563357
https://www.slickcharts.com/sp500
https://www.telegraph.co.uk/news/2026/07/26/climate-change-real-right-needs-to-get-serious/
https://www.telegraph.co.uk/news/2026/07/26/climate-change-real-right-needs-to-get-serious/


 

8 

The views expressed in this article are those of the author at the date of publication and not necessarily those of 

Montanaro Asset Management Ltd. The information contained in this document is intended for the use of 

professional and institutional investors only. It is for background purposes only, is not to be relied upon by any 

recipient, and is subject to material updating, revision and amendment and no representation or warranty, express 

or implied, is made, and no liability whatsoever is accepted in relation thereto. This memorandum does not 

constitute investment advice, offer, invitation, solicitation, or recommendation to issue, acquire, sell or arrange any 

transaction in any securities. References to the outlook for markets are intended simply to help investors with their 

thinking about markets and the multiple possible outcomes. Investors should always consult their advisers before 

investing. The information and opinions contained in this article are subject to change without notice. 
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