
Last week I included in my Around-the-World blog a 
seemingly straightforward question concerning Brandy 
and Water. For reference, the question was as follows:

There are two glasses, one which contains ten spoonfuls 
of brandy and the other ten spoonfuls of water. One 
spoonful of brandy is taken from the first glass and added 
without spilling to the second. After this has been stirred, 
one spoonful of the new mixture is transferred back, 
again, without spilling to the glass of brandy. With this 
procedure complete, has more brandy been transferred 
from the first glass to the second, or more water from the 
second to the first?

Most people answer that more brandy has been 
transferred to the water than water to brandy, because 
intuitively this makes sense. After all, the spoonful of 
brandy was pure brandy, while the spoonful of water was 
a mixture of water and brandy. But in actual fact, this is 
wrong. Here’s why: since the glasses were originally filled 
to the same level, they will again be equally full after the two operations. The volume of brandy now missing 
from the first glass is replaced by the water/brandy mixture taken from the second. Similarly, the volume of 
water missing for this purpose from the second glass is replaced by brandy. In doing so, the amounts of 
foreign material in both glasses are equal. 

You can prove this yourself by working out the following: At 
first, both glasses contain 10 spoonfuls of pure liquid, pure 
brandy in the one glass and pure water in the other. Transfer 
one spoonful of brandy to the water glass and the respective 
mixtures become 9 parts brandy in the first glass, and 10 parts 
water plus 1 part brandy in the other. Fractionally this is 
expressed as 10/11 water and 1/11 brandy. When the 
spoonfuls of water mixture is transferred to the brandy glass 
you have 9 1/11 spoonfuls of brandy and 10/11 of a spoonful of 

water. This is ratio of 100:10 or 10:1, the same as the ratio of water to brandy in the other glass. If it did work 
out the way most people suggest, you would actually increase the total amount of brandy and decrease that 
of water. A profitable but impossible process!

If you’re wondering what relevance this has to investing, the connection is that doing well in the markets 
often requires thinking counter-intuitively. If everyone believes that a particular stock is going to do well, the 
group-mindset is to join the crowd. After all, with so many people investing, it’s got to do well right? Wrong, 
often is it the road-less-travelled that proves to be the better path to take. This is because the sure-thing 
stock already reflects in its price the high expectations of so many. Better to find the overlooked or out of 
favour stock with solid fundamentals, but that the market hasn’t fully priced in to its shares yet. This 
contrarian style of investing is a hallmark of EdgePoint and Mackenzie Investments, both of which are core 
holdings in our portfolios. The lower correlations to the markets protects on the downside, while remaining 
well positioned for upside when the market comes to recognize the stocks true value. 

Be safe, be well!
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