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Professor Aswath Damodaran on Valuation 

Professor Aswath Damodaran is currently a 
Professor of Finance at NYU's Stern School 
of Business.  He has been called Wall 
Street's "Dean of Valuation", and is widely 
respected as one of the foremost experts 
on corporate valuation.  Damodaran has 
published several books on equity valuation 
and corporate finance.  His work has also 
been published in The Journal of Finance, 
The Journal of Financial Economics, and the 
Review of Financial Studies.  Damodaran 
has been voted 'Professor of the Year' by 
Stern's graduating MBA class five times, 
and has been awarded NYU's Excellence in 
Teaching and Distinguished Teaching 
awards. 

Kevin Harris from SumZero sat down with 
Damodaran to discuss valuation, corporate 
finance, and his advice on both for 
investment professionals. 

Kevin Harris, SumZero: What is the most 
egregious valuation mistake you most 
routinely see being made by investment 
professionals? 

Aswath Damodaran, NYU Stern: The most 
egregious valuation mistake that I see 
investment professionals make is mistaking 
pricing for valuation. Most investment 
professionals don’t do valuation, they do 
pricing. What I mean by that is that you 
price a number to a stock based on what 
other people are paying for similar stocks.  
Any time you use a multiple comparable 
you’re not valuing the company, you’re 
pricing a company. Ninety percent of the 
time, when someone says “I’ve valued a 
company at X”, I always have to stop and 
ask them, “What do you mean value the 
company?”. Most of the time when I extract 
the answer, the answer is that they’ve really 

priced the company.  There’s nothing wrong 
with pricing. But it’s not valuation. 
Valuation is about digging through a 
business, understanding the business, 
understanding its cash flows, growth, and 
risk, and then trying to attach a number to 
a business based on its value as a business. 
Most people don’t do that. It’s not their job. 
They price companies. So the biggest 
mistake in valuation is mistaking pricing for 
valuation. 

KH: How do you approach valuing 
companies whose price seem to be more 
based on narrative and hype than hard 
numbers?   

AD: There’s an advantage to realizing that 
there are two processes at work.  There’s a 
value process, and a pricing process. The 
pricing process can be driven by mood and 
momentum, which doesn’t change the 
value of the company.  But the price can 
then be a number very different than the 
value. The conundrum investors face is in 
valuing that company is that if the company 
has been priced, you can come up with a 
value very different from the price.  Then 
the question is what do you do with that 
valuation. If the pricing process is strong 
enough, you can be right and go bankrupt 
being right on the company’s value, 
because the pricing process can keep 
pushing the price away from the value for 
extended periods. 

KH: Tesla’s core automobile production 
business almost seems secondary to the 
company’s other focuses on battery, solar, 
trucks, and autonomous cars.  How do you 
approach valuing Tesla in 2018? 

AD: Well, it recently seems to have come 
back full circle to cars.  One of the problems 
with Tesla is that its story seems to be like 
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nailing jello to a wall.  In a sense, this 
reflects the strengths and weaknesses of 
Elon Musk. 

Tesla is not a company, it’s a reflection of 
Elon Musk.  So what you think about Tesla is 
very much a function of what you think 
about Elon Musk.  He’s a visionary, he’s a 
genius, he’s an out of the box thinker, but 
he has no focus and discipline.  He keeps 
wandering off into these alleyways, and you 
follow him… 

I’m not sure what kind of a company Tesla 
is.  Ultimately, I think Tesla is an automobile 
company that has got technology in good 
ways and bad ways.  As a business, it’s 
shaken up the way that things are done, but 
is ultimately still an automobile business.  
Remember, Elon Musk has other fish in the 
fire, he has his spaceship business, his 
boring business, and so you have to keep 
your eye on the ball.  You’re not buying a 
piece of all of Elon Musk, you’re buying a 
piece of Elon Musk’s Tesla story, and that is 
ultimately an automobile focus.  

KH: How do you value companies similar to 
Tesla or Amazon, whose founder’s stories 
seem to be muddled with the companies’? 

AD: It is dangerous, because people are 
unpredictable.  It is better to have a 
company with a more balanced 
management team. 

The difference between Tesla and Amazon, 
even though they both have strong 
founders, is that Jeff Bezos is not up front 
and center.  How often do you see Bezos 
tweeting about an Amazon problem? He 
knows that for Amazon to be a successful 
company, he has to build a good 
management team.  That’s what Tesla 
needs, a management team that is strong - 
and for Elon Musk to let go of some of the 

things that he’s trying to do. I think that it’s 
okay to be a founder driven company if you 
build in strong management.  And while we 
talk about Buffett and Berkshire Hathaway, 
we forget that Charlie Munger was a 
counterweight to Warren Buffett. In a sense, 
Berkshire is a Warren Buffett company, but 
it isn’t entirely Buffett, it’s Munger, and it’s 
Jain, and this demonstrates that the key is 
having a strong team.  That’s what I think 
separates founder run companies that 
survive and become great companies, and 
founder run companies that crash and burn 
with their founders. 

KH: What made you describe Amazon as a 
‘pet obsession’ in the past?  Is it still? Why? 

AD: It’s because I’ve never seen a company 
as focused on a story and stay with that 
story through good times and bad times.  
How I describe Amazon is with patience 
built into its DNA. And it’s always been that 
company. It’s told the same story for 20 
years, and it’s delivered on that story very 
consistently.  I believe that this is the way 
that you build a story stock. You have a 
story, you tell the same story, you act 
consistently on that story, and you deliver 
on that story. Very few companies have 
done that, and I’ve never seen a company 
do it in the way that Amazon has. 

KH: What is the most contrarian valuation 
that you’ve published in your career?  How 
did it turn out? 

AD: When Apple was at the peak of its 
glory in 2012, I chose to sell.  And I chose to 
sell even though I loved the company. It was 
actually very difficult valuation to do 
because I was so biased towards Apple.  
And at that time everyone thought that 
Apple would keep going up because it had 
an incredible decade. If I were to pick a 
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company where my valuation most went 
against the grain, it would be Apple in 2012. 

KH: When has a company’s price most 
escaped your ‘valuation’?  What did you 
learn from it? 
 
AD: I valued a Brazilian iron mining 
company in 2013, found it to be 
undervalued, and bought its stock.  I 
bought it on the expectation that because 
iron ore prices had recently fallen, and that 
the price reflected that, it was going to 
recover.  The lesson from the valuation, was 
that for iron ore mining companies, it takes 
about 2 or 3 years for shifting iron ore 
prices to shorten earnings. So I bought at 
the wrong time, lost some money, and I 
learnt that when I’m valuing commodity 
companies I can’t just take the monthly 
numbers and work with them.  I have to 
clean them up for whatever has happened 
to commodity pricing over that period and 
then come up with numbers that reflect the 
commodity prices current impact on the 
company. 

KH: In your ‘Going to Pieces: Valuing Users, 
Subscribers and Customers’ article, you 
covered valuing user and subscriber based 
companies.  What are the biggest valuation 
mistakes you think that VCs investing in 
these companies make? 

AD: The biggest mistake is that VCs don’t 
value users, they price them.  What I mean 
by that is that if there’s a line of VCs and 
you go up to a VC and say “I have a million 
users”, the VC says “Amazing, I’ll pay you $1 
Billion”.  Most VC’s are still pricing users, 
with the assumption that all users have 
value, and that all their data is going to be 
useful. And I think that’s a dangerous thing. 
The reason I wrote that paper is to illustrate 
that users can be valuable, but users can be 
useless.  Moviepass users are useless - there 

are a lot of them, but I don’t think the 
marginal Moviepass user adds any value. In 
fact, I think that they destroy value, 
because you’re giving them a service for 
way below cost. Netflix users, are clearly 
much more valuable as a commodity.  I 
think that we have to differentiate between 
users, and to do that we have to start 
asking serious questions about what 
separates good users from bad users, what 
separates valuable users from useless users. 

KH: What are the most important 
innovations in valuation methodology 
during your career?   

AD: Almost none.  Valuation isn’t about 
methodology, it’s about adapting your 
valuation techniques to real world 
challenges.  I think in my lifetime, I’ve seen 
the world go from being a domestic 
company driven world to a multinational 
world.  We have to think globally, which is 
one shift, You have to think about not just 
the risk premiums from the market you’re 
in, but also the risk premiums of the rest of 
the world.  That’s one big difference. 
The second is, we’ve lived through a decade 
of low risk premiums.  We’ve had to learn to 
be much more careful about risk premiums, 
currencies, and how we use them in 
valuations. 

And third, we live in a world where 
companies’ life cycles have shortened.  
Yahoo went from being a startup to an 
incredibly successful company to no 
company at all in a period of 25 years.  As 
lifecycles shorten our valuation approaches 
have to adapt to those. 

KH: What are your thoughts on the 
astronomically high private market 
valuations achieved by companies like 
Uber? 
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AD: Pricing.  It’s a pricing issue.  The reason 
people pay $60 Billion for Uber is because 
they think that when it goes public it will be 
worth $100 Billion.  There doesn’t need to 
be a fundamental rationale for value. All 
you need in the pricing game is someone 
else willing to pay a higher price for the 
company.  As long as momentum is on their 
side, it’ll keep pushing the pricing up. It’s 
got very little to do with fundamentals, and 
everything to do with “is there somebody 
else out there who will pay me a higher 
price for this company”. 

KH: Bill Gurley criticized you in 2014 for a 
‘faster horses’ mentality regarding your 
analysis of Uber.  What metrics are best to 
use to value the spread and adoption of 
disruptive technologies? 

AD: I think what I missed in 2014, which Bill 
was right on, is that Uber has attracted 
people into the car service business who 
otherwise would have taken mass transit or 
driven their own cars.  That’s hugely true, 
that I underestimated the size of the car 
services market when I valued Uber. Having 
said that, the rest of what I wrote about 
Uber is playing out. It’s proving very 
difficult in the rideshare business to defend 
your business.  This is a business with no 
entry barriers and no moat. It’s going to be 
very difficult for Uber to make money. 

The part of the story that I very obviously 
got wrong was the size of the market.  The 
part of the story that is very much still up 
for grabs is whether Uber can make money 
as a car service business.  And this is 5 
years later. So I think that there’s a lot about 
the ridesharing business that we’re going to 
find out about in the next year or two.  It 
will be very interesting to see how Uber and 
Lyft, and Didi, and Grab, navigate and 
change the business in the coming years. 

KH: What is your view on the pricing impact 
of monopolistic investing by Softbank into 
competing rideshare companies? 

AD: Well it’s massively impacted prices.  It’s 
going to mean that there’s going to be a lot 
more splitting up of the market, like with 
Uber and Didi in China, and with Uber and 
Grab’s agreement in Southeast Asia.  I think 
increasingly that the ridesharing companies 
think that the future lies in each of them 
carving out markets for themselves where 
they don’t face competition. Softbank 
incentivizes that by being invested in all of 
these companies.  Uber, Lyft, and Grab fares 
will start to go up, and you can thank 
Softbank for that. They’re the ones in the 
background impacting how this business is 
evolving. 

KH: In ‘The Dark Side of Valuation’, you 
covered the risk of massively overvaluing 
young companies in young industries.  Do 
you think that companies caught in the tech 
bubble have systematically been 
overvalued? 

AD: It’s a feature not a bug.  It’s the nature 
of young companies and young markets, 
that you will overvalue them, because 
you’re looking at clusters of what I call 
overoptimism.  Each cluster, be it the VCs 
and employees of a company think that 
they have the answers to the big questions. 
It’s how markets evolve, and I think that it’s 
a healthy process.  I think that bubbles are 
not always bad, because they’re what allow 
us to change and move on. So I think that 
you can look at bubbles as a bad thing and 
try to make them go away, but I think that 
they’re a good feature of markets and allow 
us to shift from one business to another, 
from one technology to another. 
 
So are they collectively overvalued? Yes. So 
what?  There will be a correction, some 
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people will lose their money.  But as long as 
we are informed in our decisions, make our 
own, and are willing to look at the losses, 
things will be fine.  This is not like the 2008 
bubble. It is not existential. What made that 
bubble painful is that it happened with 
financial services, so dragged the rest of 
the world into it.  This is a technology 
bubble, so I’m not going to wag fingers and 
tell people not to invest in it. It’s your 
money, and you’re entitled to invest it 
wherever you want. 

KH: Do you have a strong view on the 
massive rise of goodwill impairments in US 
corporate finance?  How should one 
approach goodwill when valuing a 
company? 

AD: It makes work for accountants.  Fair 
value accounting in general has given 
accounting a new business.  It’s actually the 
biggest growth business in accounting. I 
don’t begrudge them, because they need 
the work.  But from an investor perspective, 
it’s completely useless. I think accounting 
balance sheets are the least useful financial 
statements.  I’d much rather take a 
statement of cash flows over one of these 
fair value balance sheets. 

So what do I think about goodwill 
impairments?  It happens two years after 
the rest of us know it’s happened. If you 
look at the market impact of them, it’s 
almost zero.  Nobody cares. Knowing that, 
think about how much money we spend 
counting and carrying goodwill. 

KH:  What books or investors have most 
impacted your investment and valuation 
philosophies? 

AD: I’m going to say something that is 
going to sound strange.   I think we spend 
too much time reading what other people 

think and do in investing.  I think we spend 
too little time on introspection. I tell people 
that the person you have to understand 
best to be a good investor is yourself.  It’s 
not enough to understand what Warren 
Buffett does and Peter Lynch does. It might 
surprise people, I spend very little time 
reading investment books. 

I’ve read the classics, and I think that 
Random Walk Down Wall Street is a great 
book, I think that Security Analysis is a 
great book (if you can make it all the way 
through), but I think that what you’re 
looking for is a philosophy rather than a 
technique.  I think that we live in a Google 
Search world. People think that if they 
search long enough, they can answers to 
their questions, when what in fact what 
they need to do is to stop and think about 
the questions and think through their 
answers.  

We need to own our own investment 
philosophies.  We need to think through 
what we think about markets. Which means 
I spend a lot more time with the Wall Street 
Journal and reading the news of today and 
trying to figure out why companies are 
doing what they’re doing rather than 
focusing on what other people think about 
companies. Or what other people think 
about investing. 

KH:  What is the biggest price to value 
dislocation that you see in the market 
today?  Any specific names or sectors? 
 
AD: I think that if you look at young tech 
companies, you’re going to find the biggest 
divergence.  But again, that’s a feature and 
not a bug. That’s always been true. 
Honestly, if I knew which sectors were 
massively undervalued, I’d be investing in 
those sectors.  Sector valuation is a very 
dangerous game, because you’re investing 
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in a portfolio of companies. And it’s very 
difficult to do an intrinsic valuation of a 
portfolio of companies.  Collectively, young 
tech companies and startups will be 
overvalued, but there’s no easy way for you 
to make money on that. So just look at it, 
and marvel and it, and move on. I think 
when people get angry and frustrated and 
become righteous about the way they think 
about investing is when you get into 
trouble. 

KH: Do you have a strong view on the rise 
of passive investing vs. active and any 
dislocations that may be surfacing as a 
result? 

AD: The shift has been a long time coming.  
This is the culmination of what started in 
the 1970s, when Vanguard started its first 
index fund.  Active investing collectively has 
done a crappy job as long as it’s been on 
the face of the earth, and now it’s catching 
up with them.  Active investors like to tell 
how many bad things come out of passive 
investing, and there are arguments you can 
make about how terrible passive investing 
is, but the reality is that active investing 
needs to get its act together, and 
collectively start thinking about what it 
brings to the table that is differentiated.   

Active investors like to talk about how 
much collective value they bring to the 
table, but if you ask where is that value 
added coming from, they stutter and 
stammer, because they can’t think of good 
reasons. 

Until active investing comes up with a good 
rationale for why we should be paying 
people to manage our money and lose 1% 
relative to an index, all their arguments 
about how terrible passive investing is for 
stock prices goes out the window.  It’s true, 
that passive investing doesn’t provide 

oversight for the price of companies. But 
let’s face it, active investors are not doing 
much oversight anyway. I mean what kind 
of questions are equity research analysts 
asking that actually lead people to uncover 
new information?   Active investors are not 
doing their job, so I’m not as cynical of 
passive investing translating into less 
information being generated, because 
there’s very little information being 
generated in active investing right now. 

KH: Any cryptocurrency valuation insights 
to add to your October ‘Musings’ post?   

AD: I have a very simple insight, you cannot 
value a currency, you can only price it.  And 
you price it based on how good it is as a 
currency. So you can’t value BTC, so you 
price it.  And you price it based on how 
good it is as a currency. Right now, the 
problem is that BTC is a terrible currency.  
It’s a terrible currency in that you can’t live 
your life with BTC in your pocket. Try 
buying lunch with BTC. How many stores 
today accept BTC?  And this is 10 years 
after.  

So, Bitcoin has been a great speculative 
investment, but it’s not been a good 
currency. And until it becomes a good 
currency, you cannot justify the $6,000, 
$10,000, or $15,000 that you pay.  We’ve 
got it backwards, if we want to make 
Bitcoin a currency, we need to be working 
harder at making it a currency. And right 
now we’re not. 

KH: The definition of alpha seems to be 
ever changing with the addition of new risk 
factors, and new models (fundamental and 
accounting beta). Is there a particular 
definition that resonates with you for 
practical use in valuing stocks? 
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AD: No matter how you define it, active 
investors lose out, so the definition doesn’t 
really matter to me.  We see all kinds of 
game playing depending on the selective 
picking of whichever alpha measure makes 
them look good.  We know this.  
 
Collectively, the alpha for active investing, 
however you define the alpha, is negative.  
We can dance around it however much we 
want. We also know, collectively, there is no 
consistency in alpha.   

Whichever measurement you use. So I’ll 
give active investors their choice of alpha. 
You pick the alpha, and let’s see if you can 
deliver a positive alpha using your own 
definition of alpha 5 years in a row.  And I’ll 
wager that most active investors would not 
take that wager. 

KH: The current long-lived bull market plus 
two crashes in recent memory seems to 
have left investors skittish about the future 
prospects of the market. What is your 

opinion of the overall valuation of US 
equities, especially through the lens of your 
work on the equity risk premium? 

AD: I think that right now, looking at the 
equity risk premium, I can justify prices.  
Collectively, the expected returns on stocks, 
based on the cash flows that we’re seeing 
right now, is close to 8.3%, which is at a 
high in terms of what we’ve seen over the 
last 10 years. The big question is whether 
the big surge in buybacks that we’ve seen is 
trapped cash being returned or whether it’s 
going to subside.  That’s the big question. 
As long as there’s growth backing up those 
buybacks, we’re going to be okay. I keep my 
eyes on economic growth. As long as it 
stays solid, the market has a base to go 
back to. If there are signs of economic 
growth staggering, or growing much 
weaker, then we have to start worrying. So 
right now, I’m not looking at the market, or 
CAPE or P/E, or other traditional measures, 
I’m looking at economic growth.  As long as 
economic growth is solid, I’m okay with the 
market. 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Mohnish Pabrai’s Advice for Value 
Investors 

Kevin Harris, SumZero: What or who have 
been your most important investing 
influences? 

Mohnish Pabrai, The Pabrai Funds: That’s 
an easy one. My important influences have 
been Warren Buffett and Charlie Munger.  I 
was introduced to Warren through reading 
Lowenstein’s biography ‘The Making of an 
American Capitalist’ and that was about 24 
years ago.  That led to the Berkshire letters, 
which radically changed my life for the 
good - for the better, which was wonderful. 

KH: What is your take on the current state 
of value investing?  Where do you think that 
the most inefficiencies exist and why? 

MP: I think that in terms of value investing - 
the principles and the approach, there will 
never be any major change on that front.  
That said, there two types of adjustments 
that one has to make.  One is that markets 
go through periods of euphoria and periods 
of pessimism.  In general, when markets are 
pessimistic there are more fish in the ocean 
if you will.  In pessimistic markets it is easier 
to find widely mispriced securities than in 
euphoric markets.  The second is that from 
a geographic point of view, some parts of 
the world may be euphoric while at the 
same time other parts may be pessimistic 
or more mispriced.  From that perspective, 
this is a very interesting time. 

I find the USA a very difficult area to find 
mispriced securities, and I find that if you 
look at markets like South Korea or India or 
Japan there is a lot more mispricing to be 
found.  The markets vacillate between fear 
and greed, and especially in Japan and 
South Korea there has been a very long 
period where markets have flatlined or 

gone negative.  Generally when you have 
multi-decade periods of that sort of activity 
then market participants throw in the towel 
and go on.  That’s when you should be 
stepping in as an investor. 
That’s the way I see the world right now. 
One thing interesting that I've found in the 
Pabrai Funds portfolio - despite my never 
approaching things from the top down, we 
have nothing in the US.  Zero percent of our 
current assets are in the US. Which has 
never happened in the 19 years of running 
the fund.  We always had a very large 
portion of assets in the US. I would have 
never guessed that we would get to the 
point where we would be at zero - but here 
I am. It’s the nature of the beast, I just can’t 
find much in US markets at this time. 

KH: Would you ascribe that to more of a 
bottoms up not finding companies in the US 
that meet the Dhando checklist, or a macro 
level stepping away from the US market? 

MP: I don’t look at investing from a macro 
perspective.  In the US in the last few 
decades, the number of public companies 
listed on exchanges has gone from 
something like 8000 to under 3500.  And at 
the same time, the number of eyeballs 
focused on them, what I would call “high-
IQ” eyeballs, of the kind from SumZero’s 
community, has skyrocketed.  So you have a 
diminishing pool of companies that are 
being tracked by an increasing pool of high-
IQ people with significant amounts of 
capital.  The combination of the two is not 
great for investors. That’s the backdrop. 
But again, I don’t really use that when I’m 
making investments. My investments are 
always bottoms-up, one company at a time. 
I find that when I look at businesses in the 
US, I don’t see much in the way of 
mispricing. At the same time, when I look at 
other places, like India for example, I have 
found very significant mispricing.  The 
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portfolio ended up the way it did purely 
from an opportunistic perspective. 

KH: In 2007, you and Guy Spier bid $650k 
for lunch with Warren Buffett.   How was 
the lunch? What are your biggest takeaway 
from your conversation with Buffett? 

MP: I actually didn’t have any expectations 
from the lunch.  My driver was that I had 
learnt so much from Warren that I felt an 
obligation to at least thank him.  And to do 
that in person, to express my gratitude. 
Given the fact that he was willing to take a 
bribe to sit down for a meal, I said okay, 
let’s try to pay the bribe.  The good news 
about the bribe was that it was going to a 
good charity, which was wonderful.  
Anything beyond my getting five minutes 
with Warren to just tell him straight up how 
much I had appreciated what he had done, 
was a bonus from my perspective.   

The lunch went for over three hours. I went 
with my wife and my two daughters. They 
were at a great age at that time - 10 and 12 
years old. A great age for them to absorb 
his lessons. They were sitting on either side 
of him, and had a lot of banter going on 
between them.  Guy Spier joined us with his 
wife. 

One of the first things that I realized, was 
that Warren wanted to make sure that 
whoever wins these annual lunch auctions 
feels like they got a bargain. He tries very 
hard to make sure that he’s delivering as 
much value as possible.  Clearly on my end, 
I would say that we got a terrific bargain. It 
was exceptional on many fronts. The first 
thing, for example, that he told us, was that 
he had absolutely nothing going on all 
afternoon - and that when we were sick and 
tired of him we could ask him to leave.  But 
otherwise he was happy to be with us for as 

long as we wanted him to be with us.  He 
converted many questions which may have 
been innocuous - lemon questions, into 
lemonade of great learning opportunity. 

There were a lot of great lessons and 
learning opportunities that came out.  One 
of the things about Warren and Charlie is 
that there is so much about them in the 
public domain, especially Warren, that there 
is only so much you can glean in terms of 
insight that you couldn’t get if you studied 
the vast amount of materials on them in the 
public domain.  What the lunch helped me 
do was to calibrate and understand better 
what were things that were important to 
him, and what were things that were less 
important to him. 

To give you an example, one of the things 
that Warren talked about was the concept 
of an ‘Inner Scorecard’.  At this time, Alice 
Schroeder’s 'Snowball' had not yet come 
out, and he mentioned that there was 
coverage of it in the book. He said look - 
you can live your life in two ways. You can 
grade yourself based on what you think the 
world thinks of you - an outer scorecard, or 
you can grade yourself internally - an inner 
scorecard.  He said “Would you rather be 
the greatest lover in the world, and have 
the world think that you were the worst, or 
the worst lover in the world, and have the 
world think that you were the greatest?”. 
He said, that if you know how to answer 
that question, then life becomes pretty 
easy. I think that you can read about the 
Inner Scorecard in Schroeder’s book - but 
some of the concepts like that which he 
picked out to go into, exhibited what the 
important principles to Warren were - what 
he focused on.  Versus what was lower 
down on his list.  
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KH: Do you still use Berkshire shares in 
place of cash in your fund’s portfolio?  Why 
or why not? 

MP:  No.  I used to do that a while back.  In 
hindsight, I realized that was not a good 
idea.  The idea was: to use [Berkshire] as a 
placeholder while you don’t have anything 
interesting to invest in.  One of the pitfalls 
of doing that was that in the case of major 
market corrections, everything goes down, 
including Berkshire.  It may not go down as 
much, but it will go down. So I think that my 
take is that it’s probably best to leave cash 
as cash so that you have the complete 
freedom and optionality to put it to work 
when opportunities show up. If I put it into 
something like Berkshire, I may be looking 
at a loss right at the time I need those funds 
for more opportunities.  I haven’t done that 
for a while, and I think that it was a mistake 
to do it. 

KH: How has the ‘Dhando’ framework 
evolved over time?  What differentiates 
your fund from those of other value 
investing disciples? 

MP: I think that the core of the Dhando 
framework is heads I win, tails I don’t lose 
much. You’re trying to place bets where the 
upside overwhelms the downside.  I think 
that it’s a great framework from that 
perspective, where you’re trying to buy 
assets at a very significant margin of safety, 
and that margin of safety in effect gives you 
the upside.  The only evolution, not so much 
in the Dhando framework but more in my 
own framework of looking at businesses, is 
that I pay more attention to the qualitative 
factors around a business than the 
quantitative.  In the past I used to be much 
more focused on the quantitative. For 
example, the quality of management, the 
durability of the moat, and those sorts of 
things. I’ve learnt that if you get exceptional 

managers, and even if they don’t have such 
exceptional businesses that they’re running, 
they will produce some incredible results.  
Sometimes jockey bets - paying out for the 
right jockey, is a great way to go. 

KH: What are the most important parts of 
your investment checklist? How much do 
you rely on your checklist and how have you 
iterated on it over time? 

MP: The checklist is a wonderful tool and I 
think that every investor should use it.  The 
main reason is that it carries significant 
weight, in terms of how much it helps you, 
versus the time it takes to go through it.  
The current checklist that I have has about 
150 questions on it.  In the first year that I 
had it, it had close to 90 questions on it.   
Over the last 8-9 years there has been some 
increase, but there’s a much slower pace of 
questions being added at this point. The 
interesting this is that the questions 
generally fall into some nice buckets - and 
I've organized the checklist into categories.   

The biggest area of why business or 
investments don’t do well is leverage. 
Leverage is generally the one that I’ve had 
the most difficulty with in the past.  There 
are a host of questions related to leverage, 
debt and that genre. The second area is a 
toss up between management and 
ownership or comparative advantage and 
the durability of the moat.  Those three 
areas, leverage, management / ownership, 
and comparative advantage / moats, make 
up 70-80% of my checklist.  Beyond that, it 
goes into other areas, including 
environmental factors, labor / unions and 
some other things. 

But those three are the big buckets, where 
most of the failures are. These checklist 
items were developed from analyzing 
specific failures that great investors had 
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made with investments that didn’t work 
out.  The checklist took some time to put 
together.  When I have a new business or 
new idea, running through the checklist is 
usually one of the last things I do before 
pulling the trigger.  The process itself 
normally doesn't take very much time.  The 
first time I run it, it usually brings up a few 
questions which I cannot answer.  I then go 
back and do work on those, which 
demonstrates the real value of the checklist. 
Then, I run through it a second time, which 
goes a lot faster, taking less than thirty 
minutes or so.   

As to iterating, the checklist is a living, 
breathing document.  There will be more 
questions added to it over time, but the rate 
at which questions are being added has 
gone down a lot because of its breadth of 
coverage.  To give you an example, I’m 
currently making a lot of investments in 
India. In India, many of the public 
companies are audited by non big-four 
auditing firms.  Among these, there are 
some auditing firms that are well known as 
having low ethics and that have in the past 
audited companies that subsequently went 
onto being exposed as frauds.   

So, for example one of the checklist items 
I’m adding today as we speak, is that I know 
a few of these firms and so I’m putting that 
into the checklist.  Is the firm audited by 
one of these bad auditing firms, with the 
second question being can we drill into  the 
non big-four auditor to see what other 
companies they are auditing to get a better 
sense of not being taken into a fraud. 

KH:  How concentrated is your portfolio, 
and how often do you trade in and out of 
positions? 

MP: I think that very few people run as 
concentrated as I do. By the time you get to 

my 6th position, that accounts for 75% of 
the portfolio.  We do have between 15 and 
20 names in the Pabrai funds portfolio, but 
numbers 6 through 18 altogether are less 
than a quarter of the pie.  By the time you 
get to the 9th or 10th position, it’s well past 
90%.  The top two positions, top two or 
three, might approach 50% of the portfolio. 

KH: At a recent DJCO meeting, Charlie 
Munger applauded your high-water mark 
reliant fee structure.  Value investors 
scrutinize management incentives - why 
has this same scrutiny not been applied 
industry-wide to investment management 
fees?  Do you expect this to change? 

MP:  That’s a great question.  I hope and 
pray that fees change industry-wide over 
time.  To date, the only thing that we’ve 
seen change in terms of fees or the reaction 
to fees is a change towards indexing. As 
people move towards indexing in general, 
the frictional costs and the fees go down.  
Fees haven’t gone down overtly- although 
we’ve seen some movement where 2% is 
becoming close to 1.5 or 1%.   

I like to say that there are ten 
commandments of investing. And near the 
top of the list of those top ten 
commandments, one of the first is “thou 
shalt not skim off the top” while managing 
money for others.  Almost everyone 
violates that commandment. 

At Pabrai Funds, we have a 0% 
management fee, and a 6% hurdle, with a 
highwater mark, and then I get one quarter 
of above 6%. And from 1999 when I started 
to about 2007 I was paid very well because 
the funds did very well. But from 2007 to 
about 2017, 10 years, in one of the funds we 
collected no fees.  That was correct 
because I was below our 6% annualized 
watermark going up from 2007, and when 
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we finally got past that in 2017, and I got 
paid quite nicely. 

I think that it’s a fair arrangement, and I 
think that it’s the way that money ought to 
be managed.  Both Charlie and Warren 
managed money without skimming off the 
top.  I think that money managers in 
general, if they are any good at what they 
do, they’ll have been successful in the past, 
so in general are wealthy.  Once you have a 
base level of wealth, why do you need to 
have a low ethics fee approach designed to 
make money where you make money when 
your investors don’t? That’s just not right. 

And though it was a surprise to hear Charlie 
Munger appreciate that, it was as close for 
me as I could get to being patted by the 
back by God, and I appreciated it. 

KH: At a recent talk at Google, you spoke 
about commitment bias with regard to 
stock research.  What are the biggest biases 
or heuristics you’ve identified that 
negatively impacted your investment 
performance?  How did and do you avoid 
these? 

MP: One of the big issues investors face is 
preconceived perspectives.  When we look 
at a stock, what goes on in our brains when 
we encounter a company for the first time?  
For the first 30, 60 seconds, or first couple 
minutes? That has a huge impact on our 
financial well being and how our portfolio 
does.  In the first few minutes, you’re 
making a decision on whether you’re going 
to take a pass at a company, or spend 
another 15 minutes. And at the end of that 
15 minutes, you’re going to make another 
decision as to whether you’re going to take 
a pass or spend an hour or two, and so on.  
No investor has enough time in the day, 
week or year, to look at anything more than 

a small handful of businesses in some 
depth. 
Even if I look at the United States with its 
3500 some odd publicly traded businesses, 
an investment manager can really not drill 
down on more than a few dozen of them 
every year.  So they have to make a decision 
relatively quickly on which ones they are or 
are not going to focus on.  Commitment 
bias that comes in once we start spending 
time on something, our brains play games 
with us.  One of the games our brain plays 
is that we feel entitled. “Hey, if I spent some 
time on it, I ought to make money on it”.   
And that’s really not how investing works. I 
think it’s very important to be aware of 
commitment bias, and to be very aware 
that the first two or three minutes that 
when you’re looking at a company are when 
you have to make the call.  It’s okay to let a 
winner go, but more important not to let a 
loser stay. 

KH: Why do you not have any analysts?  
How has this contributed to the success of 
the Pabrai Funds? 

MP: We’ve already talked about 
commandment number one, “Thou shalt 
not skim off the top”.  Commandment 
number two is “Thou shalt not have a 
team”, and the inversion of that 
commandment number two is “Thou shalt 
not be part of a team”.  Where this 
commandment comes from is Warren and 
Charlie. 

They both, in the Partnership years 
operated solo. Even today, Warren with 
$400+ billion in capital does all his 
investment research himself. He had, until 
recently, 70+ managers reporting to him.  If 
he can manage hundred of billions of 
dollars without having another human in 
the picture, then for most money managers 
who are managing well under a billion, or a 
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few hundred million, there isn’t really any 
reason why they need a team. 

The second issue, you get to, when you get 
to talking about teams, is that this isn’t 
really a team sport.  Investing is about 
having convictions and acting on them. In 
general, when you have multiple people 
involved, one of the issues you get to is 
circle of competence.  Every person has a 
different circle of competence. 

So you tend to get to conflict or frustration 
amongst teammembers, where A might be 
convinced that something is really good 
based on their past experience of how the 
world works, and B may not see it that way.  
So I think you get to the nuance where it’s 
better if A and B run their own portfolios 
and make their own calls and went from 
there. The other issue is that when you have 
a team, there is an impetus to action. In 
general, being active in your portfolio is 
more likely to do more harm than good. I 
think that the best portfolios are the ones 
that have the least amount of turnover. As 
you add more team members, you’re going 
to have people come up with more ideas, 
and in general you’re going to have more 
decision-making to go around.  And so for a 
number of reasons it makes more sense to 
operate in a team. At Pabrai Funds, I run 
north of $800M and I don’t really have any 
bandwidth issues.  I don’t think I’d have 
bandwidth issues at $5 billion. 

KH: How have you applied your investment 
philosophy to philanthropy through the 
Dakshana Foundation?   

MP: I think that investors naturally have an 
edge with philanthropy, because we’re used 
to looking at return on capital.  I looked at 
Dakshana through that lens.  One of the 
issues I take with most of the nonprofit 
world is that there is too much heart, and 

too little head.  For philanthropy to work 
well, you definitely need a great heart, but 
you also need a great head.  You need both 
working in tandem. The head is mostly 
missing in many philanthropic 
organizations.  Most of the people who run 
these organizations have never allocated 
capital, or thought about return on capital. 
We don’t look at return on capital as such 
at Dakshana, but we do look at the social 
return on capital.  Which is quantifying 
impact to maximize the impact of our 
investments.  Warren regularly reads the 
Dakshana reports, and he has told me that 
they’re among the best annual reports that 
he’s ever seen from a nonprofit.  I think that 
the reason he says that is for a couple of 
reasons: one is that we focus on our 
mistakes up front.   

The reports normally start with where we 
screwed up. And the second is that we go 
through a lot of trouble to measure our 
impact. If you were to pick up any other 
nonprofit or charitable foundation’s annual 
report, two things come up. One is, they’ve 
never admitted to a mistake.  You never see 
anything negative.  The second is there’s no 
discussion about anything related to return 
on capital, which is terrible. 

KH: Has the growth of online research tools 
at all changed your research process?  More 
generally, how has technology impacted 
your investment career? 

MP: As you know, I am a SumZero member.  
And as part of my research when I look at a 
company, I will usually go on and do a 
search to see if someone’s written up a 
report on it.  SumZero is a great platform 
because it encourages the community 
sharing of investment research. Beyond 
that, I don’t use a lot of online tools. I 
mostly rely on public disclosures that have 
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been made by companies, and I take it from 
there, and run from there. 

KH: What is the most contrarian current 
position you hold? Why is the market 
wrong?    

MP: If you look at our largest position, 
which is Fiat Chrysler Automobiles, it’s 
approximately 30% of the portfolio.  It’s a 
large position. We’ve held the stock for 6 
years now. And in the last 6 years, it has 
delivered about a 7-8x return to us, which is 
quite satisfactory.   
The interesting and unusual thing about 
Fiat Chrysler is that they tell you what their 
future long term earnings and cash flows 
will be. For example in 2014, the company 
gave very precise guidance on what their 
2018 earnings would be.  And if you looked 
at the 2014 stock price (around 5 dollars a 
share), what you could infer was that in 
2018, they would produce north of 5$ a 
share in earnings. What the company was 
saying, was that in 5 years they would in 
effect, trade at a P/E of 1.   

Generally speaking if you invest in a 
company with a P/E of 1, you’re going to do 
well. And one would expect in an efficient 
market, if a company is saying in 2014 that 
it will do X in 2018, then you get a multiple 
of X. What they actually did, and we’re now 
about halfway through 2018, is distributing 
a very large asset to investors in the spin off 
of Ferrari.   
So there's a lot of earnings of Ferrari in that 
5 dollars per share, but even after they took 
that out, Fiat still made it. In effect, they 
gave away significant assets.  In the 2012-14 
timeframe Fiat had a $5 Billion dollar 
market cap.  They pushed out an asset 
which has a market value north of $20B or 
so, and have another $20 or $25B of market 
value or so in the mothership.   

The interesting thing is that in 2018, just a 
few weeks ago, Fiat again precisely told us 
what they would deliver in 2022. And if you 
look at the forecasted 2022 numbers, in 
effect Fiat Chrysler is trading at two times 
earnings.  From my perspective, that is 
really good for something that is 30% of 
our portfolio. I don’t think that in 2022 it 
will trade at two times earnings. I think it 
will trade at a significant multiple of that.  
The best investments are the ones that are 
the biggest no brainers. Fiat has been a no 
brainer for 6 years and you’ll probably see it 
in our portfolio for another 3-4 years if not 
more. It’s been the gift that keeps on giving.  

KH: In our last interview, you gave advice as 
to the hedge fund interview and application 
process.  What new advice would you have 
for students or sell side analysts looking to 
pivot to the buyside? 

MP: I would repeat what we already spoke 
about - the commandment that ‘thou shalt 
not be part of a team’.  If someone thinks 
that they are a good investor, the first thing 
that should already have happened is the 
establishing of a track record of positive 
performance with their own money.  Even if 
it’s a small amount. If you’re a good 
investor, even with small amounts, it will not 
be very long before you’re reasonably 
wealthy. Which takes away the need to skim 
off the top, which was the point Charlie 
made. 
My advice to would be fund managers is 
prove it to yourself that you are good, and 
then go talk to friends, family and fools, 
especially the fools, to give you money to 
manage.  And do it in a format like the 
Buffett Partnerships with no skimming off 
the top. That’s what I would recommend. 

KH: In Peter Thiel’s Zero to One, he 
mentions that his favorite interview 
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question is ‘What important truth do very 
few people agree with you on?’  What 
important investing truth do you very few 
value investors agree with you on What is 
the most contrarian part of your investment 
philosophy? 

MP: Nobody agrees with me on at least two 
things. They don’t agree with me on team 
size, and they don’t agree with me on 
skimming off the top.  Because if you were 
to look at virtually all investors, including 
those on SumZero, and see how many of 
them are not skimming off the top in their 
managing money for others, you would get 
a rounding error in terms of the folks you’d 
be able to find.  And so those are the two 
biggest areas where I think that I violate the 
canon if you will and hopefully at some 
point both get fixed. 

KH:  What names other than Fiat Chrysler 
are you currently looking at?  Anything 
particularly interesting? 

MP: I’ve been very focused on India, and 
have been finding a lot of very interesting 
opportunities in India.  It’s not as developed 
of a market as the US, there are a lot more 
inefficiencies. I think that when you have 
high growth there is a higher probability of 
mispricing.  Because different people’s 
perspectives on growth can express itself as 
different outcomes in terms of price. So I 
find that India has a lot of tailwinds. It’s 
embryonic in a number of different 
industries, and is a bit like venture 
investing, where you’re looking at industries 
that are very very early in their 
development.  That’s currently the area I’m 
most focused on and in fact the largest 
position we have in India is a company 
called Rain Industries, where again like Fiat 
Chrysler, we bought it in 2015, at what 
would be a P/E of 1 on 2019 earnings. Again, 
a similar type of situation, where it was 
radically mispriced. The stock ran up about 
5-6 times since we bought it - which is what 
happens when you buy a P/E of 1.  It still 
has some runway. 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Scott Miller on Value Investing and Capital 
Allocation 

SumZero sat down with Scott Miller to discuss 
Greenhaven Road Capital, small cap investing, 
and value investing.  

Kevin Harris, SumZero: What is the story 
behind the founding of Greenhaven Road 
Capital?   How has your work background as an 
entrepreneur impacted your investment career? 
 
Scott Miller, Greenhaven Road Capital: The 
quick bio for me, is that after college I worked at 
a small manufacturing business, not Goldman 
Sachs.  After that, I went to Stanford Business 
School, worked in a private equity setting, and 
then went back to the operating side, starting a 
business that manages Head Start centers on 
long term contracts with the Federal 
Government.  This business grew to well over 
1,000 employees, so I spent a lot of time on the 
operating side including as CFO doing things 
like hiring, selling, managing cash flow to make 
payroll, and raising capital.  This kind of hands 
on experience actually building a business and 
facing the associated challenges is fairly unique 
in the money management world.  

During my time working as a business operator, 
I was investing my savings in public markets 
with great success.  Eventually, I decided I 
wanted to invest in public markets full time, but 
my operating experience and personal investing 
experience did not translate well on a resume 
targeted at fund managers. I had been on a 
different path than the typical candidate, which 
I think made me somewhat of an ugly duckling. 
The only interviews I got were favors.   

However, after a year of hunting, two friends 
from my business school class who had started 
a fund, and who I had gone through the 
investing track with took a chance on me.  Then 
the financial crisis came along, the fund blew up 
for reasons we can discuss later, and I was back 
at square one. Again, nobody in asset 
management valued my background, or 
perhaps I was just not able to communicate it 
effectively.  Either way, I wound up back in an 
operating role, and continued to invest personal 
capital. I was up over 150% in 2009, but literally 
could not get a job in the investing world.  
Eventually I decided to start Greenhaven Road 

because I thought I had faith in my own ability, 
and I was tired of trying to get portfolio 
managers to hire me and validate me.  If I had a 
traditional pedigree, I don’t think I would have 
needed to start Greenhaven Road because it 
would have been easier for someone to hire me. 

The reality is, I think my years working as CFO 
of a fast-growing company are very valuable to 
me as an investor.  I have sat in management’s 
shoes. I have raised capital.  I have 
communicated good news and bad news to 
investors.  I have “missed” a quarter on several 
occasions.  I can tell you from experience that 
sometimes customers do just delay a purchase 
decision. I interpret management actions and 
management statements through the filter of 
my work experiences. I suspect I have more 
empathy for management teams than people 
who did an analyst program at Goldman, 
jumped to SAC, and eventually started their own 
fund. I also think my time on the operating side 
has given me an appreciation for the difference 
talented managers can make to the trajectory of 
a company.   
KH: Could you describe the types of businesses 
that you invest in?  

SM: I manage two funds. The first is a long-
biased hedge fund called Greenhaven Road 
which I refer to as the main fund. We also have a 
fund of funds called the Partners Fund which we 
can discuss later. In the main fund, we typically 
own about 15 companies. Half are “special 
situations” such as spinoffs, rights offerings, 
SPACs, or turnarounds.  The other half are high 
quality companies that we hope to own for 
years. In both cases, I have a strong preference 
for high insider ownership, recurring revenue, 
expanding margins, and the ability to grow 
without additional capital. These businesses 
tend to be asset managers, software companies, 
and platform businesses.  For example, we own 
Etsy which is a two-sided marketplace for 
unique items, TripAdvisor which is the leading 
platform to research and book travel, and 
Interactive Brokers which is the highest margin 
and lowest cost “brokerage” business.  I put 
brokerage business in quotes, because I think it 
is ultimately a software company with a massive 
market.   
I think the inadequacies of GAAP accounting 
create opportunities. For example, we own a 
tiny software company, SharpSpring.  For every 
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dollar they spend on marketing, they generate 
seven dollars of lifetime value.  As long as the 
marketing spend is that productive, they should 
be spending every dollar they can find on 
marketing.  Profits should be zero, or less than 
zero.  The future value of the customer base 
they are building does not show up on the 
balance sheet under GAAP. However, if you treat 
a portion of the marketing spend as growth 
capex the financials are far more attractive.  The 
adjustments matter, the qualitative matters, the 
setup matters, customer value proposition 
matters, network effects matter, but these items 
are frequently obscured by GAAP accounting or 
lost in a simple P/E or price to book ratio. 

KH: What are your thoughts on the rise of 
quantitative strategies at the expense of more 
traditional value and activist strategies? 

SM: The beauty of investing is that there are 
many ways to make money.  Renaissance 
Technologies has one of the best track records 
of any fund using any strategy, and they are 
using a quantitative strategy.  I actually want 
quantitative strategies to proliferate.  I want 
money to pile into them, gobs and gobs of it.  
The more money into quant strategies the 
better, as I think they are likely to create 
distortions that I can take advantage of over 
time.   You can have your backward looking 
quantitative data and use that for the 
foundation of your decisions.  I would rather 
understand the product, market, and 
management team of the companies I am 
investing in.  Quantitative strategies tend to 
scale well allowing for large AUM, have a large 
number of holdings, and have short holding 
periods.  Greenhaven Road is effectively the 
inverse of that. I want to be small, concentrated, 
and have a long holding period.  I want to 
understand qualitative factors such as the 
competitive landscape, the customer value 
proposition, and the incentives of the team.  

KH: What do you hope to accomplish with the 
Partners Fund? 

SM: Through my experiences running the Main 
Fund I learned first hand that generating very 
good returns is not enough to attract capital. I 
also recognized that this created an exploitable 
inefficiency. Simply stated, there are investment 
managers out there that are incredibly talented, 

but they have great difficulty raising capital 
because they are not proven quantities. 
Incredible talent combined with small AUM is 
the best recipe for market beating returns. The 
trick is getting comfortable with the portfolio 
manager and the operating business of the fund 
early in their lifecycle. We are attempting to 
build something that can take advantage of 
these incredible managers before they have 
been discovered by the wider world.  If I am 
right, the Partners Fund can generate attractive 
risk adjusted returns over time.  

I am fortunate that over the years I have built a 
strong network of like-minded investors that 
follow a similar strategy to the one that is used 
by the main fund.  Essentially, simply getting to 
know these people was a multi-year diligence 
process. This process is strengthened by a 
simple framework that I think tilts the odds in 
favor of success.  Namely the funds that the 
Partners Fund invests with are characterized by: 

1) One-Person Investment Committee  

2) Concentrated holdings  

3) Reasonable amounts of capital (AUM)  

4) Significant personal investments (“skin 
in the game”)  

5) Original thinking  

6) Mindset: Getting Rich is Not the Point  

A fund of funds focused on small managers 
does not really work as a standalone business 
model because the small fees charged by a fund 
of funds requires a large amount of capital to 
gain scale. However, the Partners Fund fits very 
well within the ecosystem that Greenhaven 
Road operates in. While the majority of my 
family’s wealth remains in the main fund, we are 
also invested with the Partners Fund. 
Additionally, being invested with these other 
managers is a great source of ideas for the main 
fund. Lastly, I am happy to be in a position 
where I can help these very talented managers 
take their businesses to the next level. I believe 
the result is a lollapalooza of positive outcomes 
for all parties  

KH: Does being on 'the other side' of the 
fundraising equation as a fund of funds rather 
than as a hedge fund change your 
understanding of the industry at all? 
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SM: Being on “the other side” has not changed 
my view of the industry. I think the way capital 
is allocated is broken.  Way too much value is 
placed on funds being large.  I have sympathy 
for folks tasked with allocating billions of dollars 
to managers. It is hard. They have to write big 
checks and the money they are investing is 
typically not their own, so they have real career 
risk.  Their incentives and the realities of size 
dictate that the majority of their funds must 
flow to the largest of managers.  Unfortunately, 
a lot of capital that is not similarly constrained 
follows the billion-dollar allocators into the 
multibillion dollar funds.  The result is that the 
fund managers with the lowest AUM have the 
best chance of dramatically outperforming, yet 
they have the hardest time raising money.  
Nobody wants to be “early”.  Nobody wants to 
be first.  Nobody wants to be wrong.   I am not 
suggesting that these allocators should invest 
with anybody who just started a fund, but there 
are some very very very talented managers out 
there with peanuts for AUM.  There are guys 
that are compounding at more than 20% after 
fees, with significant personal investments in 
their own funds, and they have all of the 
safeguards such as 3rd party administrators. 
However, I think people’s fear of being “wrong” 
is far stronger than their desire to compound at 
high rates, so these small managers stay small.  
Therein lies the opportunity for the partners 
fund.  We are not afraid to be first.  We are not 
exposed to career risk, so we can afford to think 
outside the box, and blaze a path with 
unheralded managers.   

Ironically, I think the Partners Fund may end up 
serving as a conduit for one or two large 
institutions to get exposure to emerging 
managers in a very curated way.  The Partners 
Fund can effectively pre-screen managers and 
invite the institutions to some of our manager 
only events to allow relationships to start early.  
The challenge is that I am spending zero-time 
fundraising for the Partners Fund, so hopefully 
one or two of the SumZero members looking for 
a curated way to invest with and build 
relationships with some of the best emerging 
managers will reach out to me.  

KH: After having now successfully allocated to 
several managers, what advice do you have for 

emerging managers looking to launch or grow 
their funds?   

SM: Unless you have a very specific pedigree, 
you have a better chance of being struck by 
lightning than getting money from a large 
institution in the first couple of years of your 
fund.  I know there are a few institutions out 
there that will be early investors, but they are so 
rare that if large checks early-on is your 
strategy, you should be prepared to starve while 
spending a lot of time on meetings and phone 
calls. 

Early investors in funds are by definition 
independent thinkers.  I would try to build a 
broad base of LPs by writing detailed letters 
that provide clarity into the investment process.  
Letters like this let people opt in to the fund.  My 
largest group of investors are portfolio 
managers / former portfolio managers.  My 
second largest constituency of investors are 
entrepreneurs, and the final group is what I call 
“father/sons” where the son reads a letter and 
gets the father to invest.  Don’t try to puff out 
your chest and pretend you are bigger than you 
are.  There is a group of investors who will come 
precisely because you are small, because you 
are nimble, because of the quality of your 
investment ideas.  Those are your people in the 
beginning.  You can build a very strong fund 
$250K or $500K at a time.  

I would also say keep your burn rate as low as 
possible.  For most investment styles, you don’t 
need a team, and you don’t need fancy offices.  
Keep it simple. You need time – you need a 
runway.  You are not going to be a better 
investor because of a higher burn rate.  In fact, 
you will probably be a worse investor because 
you will be desperate for a quick score.  

KH: What is your take on the current state of 
small cap investing?  Where do you think that 
the most inefficiencies exist in the space and 
why? 

SM: I think the small cap space is a great place 
to invest in a very targeted way. I am not trying 
to own the index, and I don’t have a strong 
opinion on the Russell 2000 vs. the S&P500.  
But I do think in an investing landscape where 
people blindly plow money into index funds 
which then blindly buy whatever happens to be 
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in the index in prescribed amounts, there are 
opportunities outside of those indices for 
people capable and willing to do the work to 
find relative and absolute value.  I have the vast 
majority of my liquid net worth in the fund, so I 
don’t want to only own small caps, but about ½ 
the portfolio is invested in companies $500M 
and below.  There is a universe of what Murray 
Stahl has labeled “invisible companies”.  These 
are companies outside of the indices that 
generally have no analyst coverage.  Within this 
universe, there are many companies that don’t 
screen well and are thus also ignored by the 
quants.  I have found some very asymmetric 
(low risk / high return) opportunities in the 
small cap space.  One can gain an 
informational / analytical edge in the land of the 
ignored and forgotten.  There can also be large 
price appreciation relatively quickly when other 
people start to pay attention.  Forums like 
SumZero can be helpful, a well written thesis 
can spur significant interest. 

A simple example of a unique opportunity in the 
small cap space can be seen with GAIA, a 
company I posted on SumZero in 2016.  It was a 
company transitioning from selling yoga related 
products such as mats and clothing to a video 
on demand business.  There was massive 
turnover in the shareholder base as very few 
people who want to own a branded yoga 
products company also want to own a money 
losing video on demand business. There was 
only one sell side analyst, and he stopped 
publishing on the company. At the time, I would 
have been shocked if more than 10 people in the 
world had modeled out the new Gaia, but there 
was a lot to like. It did not screen well, in part 
because they did a large tender offer and the 
data sources such as Bloomberg were slow to 
adjust their share counts.  There was 40% 
insider ownership, significant cash, a large video 
library and a subscriber base that could 
generate cash flow if the business simply chose 
to grow less aggressively.  Today, the shares are 
up 3x from where we started buying, and more 
than 2X from when we posted in October of 
2016.  So, there is opportunity in small caps if 
you are willing to do the work.  

KH: You ended a recent investor letter with 
“when the market does decline and volatility 
reappears, wonderful opportunities will be 
created”.  If there is a downturn in the near 

future, where do you expect the most 
investment opportunity to surface? 

SM: Unfortunately, I don’t have a crystal ball that 
tells me what will sell off the most. If I did I 
would be short a lot more companies.  I don’t 
know the companies that will be oversold, or 
the cause of the next selloff, or when it will 
happen.   In 2017 the S&P 500 had 4 days where 
it was up by 1% or more and 4 days where it was 
down by 1% or more.  That strikes me as 
unnatural, and not how healthy markets should 
function.  I was trying to highlight to my 
investors that while a sharp selloff would be 
short term painful, given our small size and 
stable capital base, we are very well suited to 
take advantage of selloffs, and a sharp selloff 
could ultimately be to our advantage. 
Historically, during selloffs, we lose money with 
the market, but we have been able to benefit 
disproportionately during the recovery. 

During periods of high volatility, the babies 
often get thrown out with the bath water, and if 
you can do the work there will be opportunities 
to seize.  There are patterns that tend to repeat, 
such as balance sheets being ignored, bad news 
being extrapolated too far into the future, and 
adjustments to earnings being shunned.  When 
the sky is falling, most people don’t want to 
hear about normalized earnings or why we 
should backout non-cash non-recurring charges. 
People just want to hold cash.  That is exactly 
the time that we want to be giving other people 
our cash and taking their shares in the right 
companies.  We don’t buy the market, we buy 
individual companies.  The fundamentals matter, 
the quality of the management team matters, 
the competitive landscape matters, product 
matters, cost structure matters.   Sharp selloffs 
create opportunities.  Short term pain for long 
term gain.  

KH: How has your investment process /
philosophy evolved over time?  What events 
were most pivotal in catalyzing this? 

SM: I think I have evolved in two ways as an 
investor.  The first is that I am less enamored 
with the 50-cent dollar than I was when I 
started. Buying cheap just because it is cheap 
used to really excite me, but I think it is just an 
inferior way to invest.  Let’s say our analysis is 
correct and it really is a 50-cent dollar, then 
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when the market corrects we should double our 
money.  Everybody likes to double their money, 
but we are not guaranteed to see that gap close. 
What if the dollar is becoming less valuable 
each year because of competition?  For a 
shrinking dollar, the gap may close by the value 
of the dollar shrinking to 50 cents vs. the 50 
cents growing to the dollar.  Or it might take 
several years for the gap to close, in which case 
the returns on an annualized basis will be 
underwhelming.   

Over time I have come to place a much greater 
emphasis on insider ownership and the ability of 
a company to grow without additional capital.  
Today, I will take the right team, right incentives, 
and a long runway for growth without capital 
over “cheap” every time.  When we are right on 
the 50-cent dollar we can get a double, when 
we are right on the owner operator with a long 
runway for growth, we can do multiples better 
over a long time period.  When you factor in 
taxes, the advantages are even more 
pronounced for pursuing the right setup over 
the cheapest stock. 

Sometimes we can get both a 50-cent dollar as 
well as the potential for growth.  We made an 
investment last summer in a company called 
Scheid Vineyards at what I believe to be a 50%+ 
discount to the asset values (Land+Production 
Facility + Inventory), and this discount was 
helpful in making the investment, but it was the 
the fact that insiders owned more than 40% of 
the company, the land values were likely 
appreciating, and there was an opportunity to 
significantly grow earnings by selling their 
wines as finished goods as opposed to bulk 
sales to Gallo and other major distributors. If I 
am right it was a 30-cent dollar that can grow 
double digits for the foreseeable future.  

The other evolution I have had, is that I used to 
put a greater value on an idea being “my own”.   
The reality is, there is an investable universe of 
over 20,000 companies, you cannot cover them 
all.  There are some very talented investors out 
there.  I have to believe that our best chances of 
being successful as investors will come from 
collaborating with the right people.  Sharing 
ideas is the spirit that SumZero was founded on, 
and I think it makes a ton of sense to be part of 
that ecosystem. 

As I mentioned previously, we started a Fund of 
Funds, and it has proven to be a wonderful 
vehicle to collaborate with other managers.  The 
existence of the Fund of Funds encourages 
conversations I simply would not have 
historically had.  One of the goals of the 
Partners Fund is to increase the frequency and 
breadth of conversations with other managers.  
Ideally, I want to hear about an idea before it is 
posted on SumZero.  I also vet my ideas with 
other managers.  I am never going to be a 
“networker,” but I will actively collaborate with 
the 15 smartest investors that I can find.  I need 
4-6 good ideas a year.  If I originate 2-3 ideas 
from the 15 managers in the Partners Fund, and 
improve the decision making on all 4-6 it is a 
homerun.   

KH: How did being at fund with large 
redemptions during the financial crisis impact 
your fundraising strategy? 

SM: I worked at a fund during the financial crisis 
with some very very talented people who 
individually have done quite well, and if we had 
been able to keep the band together, I think we 
could have done fantastically well. To give you a 
sense, the fund’s largest position was 
Transdigm, which has been more than a ten 
bagger since 2009.  The problem that the fund 
had, was that 90% of the assets were in 
separately managed accounts where the two 
investors could see daily returns.  These 
investors could also redeem on very short 
notice.  Ultimately, the accounts were 
redeemed, which gutted the fund and ended my 
employment.  That experience seared into my 
mind the importance of the terms of the money.  
Because the funds were redeemed, we were not 
able to realize the long term returns that came 
from the Transdigms of the world. We simply 
could not stay in the game long enough.  
Equally problematic was the fact that because 
the capital was short term in nature, our 
investment time horizons were shortened. There 
was real pressure to produce returns as fast as 
possible to retain the capital.  Because of the 
daily reporting and redemption terms, we 
became very short term focused.  What 
companies were reporting earnings?  What is 
the consensus earnings?  Why do we think that 
consensus is wrong?   I could not bring an idea 
to the portfolio managers that would work 
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sometime in the next 3-5 years.   We just did not 
have that luxury.    
  
At Greenhaven Road, we have quarterly 
reporting and most of the money is committed 
for three years.  I have the advantage of a much 
longer time horizon.  I don’t have to “trim” a 
position because I think a company may miss by 
a penny.  I can invest in companies that have no 
analysts, have no consensus, and have no 
immediate catalysts.  I can wait. 
I think even more important than the terms the 
money is taken on, is who it is accepted from.  In 
this regard, I think I just got lucky.  I did not start 
with a grand strategic fund-raising strategy.  I 
am an introvert, I have never cold called 
anybody to pitch the fund, and I have not sent 
unsolicited emails.  It is not my personality.  
Thus, our “strategy” is pretty limited.  I write 
quarterly letters to my limited partners, and I 
post them on our website 
www.greenhavenroad.com and that is it.  In the 
letters I try and let my LPs know how I think and 
what we own.  I make the letters easier for 
others to access and receive.  There are no 
passwords, and anybody can sign up for future 
letters on the website.  When somebody invests 
in Greenhaven Road, it is not because we have 
had 20 meetings and 10 phone calls, it is 
because they have read 100 plus pages worth of 
letters written over several years and the 
approach resonates with them.   

I think by being passive on the marketing front, 
it has allowed us to get the highest quality LP’s. 
They are philosophically aligned,  and they want 
to be in the fund.  I know I am going to have 
down months, quarters, and years. That is just 
part of the deal when you are investing in a 
concentrated fashion in off the beaten path 
companies.  We are going to have rough 
patches.  I need independent thinking, patient, 
long term oriented investors who will accept 
some downs for some hopefully larger ups.  The 
only way I know how to find those rare people is 
to let them find me.  

KH: In your most recent quarterly letter, you 
recounted turning down more money from a 
single LP than you raised in the first 5 years of 
the partnership.  At what point does more (or 
more concentrated) money do more harm than 
good? Is size always the enemy of returns? 

SM: Size is generally the enemy of returns.  If I 
had to generate a 30% return, I would much 
rather do it on $100,000 than $1 billion.  We 
were fortunate to be offered a very large 
amount of money from a very sophisticated 
allocator, but for me, the North Star is risk 
adjusted returns, not size.  Our design principle 
is to do that which gives our partnership the 
best chance at the highest risk adjusted returns.  
This is very different from trying to make the 
most money in the shortest period of time.   I 
think the partnership is healthiest if we are able 
to have a broad base of philosophically aligned 
investors on very stable terms.  This allows us to 
invest in less liquid companies with a multiyear 
time horizon, and this allows me to focus on 
investing, not investor relations or fund raising.   

KH: Which books have had the largest impact 
on your investment philosophy? 

SM: Joel Greenblatt’s “You Can be a Stock 
Market Genius” was very helpful to me in 
understanding how frequent there are special 
situations, and how patterns play out across 
companies.  He also reinforced that most people 
don’t do the work.  If you poke around and look 
under enough rocks you can find the right 
combination of long term incentives, quality 
business. and reasonable valuation.  You too 
Can be a Stock Market Genius lays out many 
examples and helps to build the pattern 
recognition.   

KH: Who do you credit as contributing most to 
your education as an investor? 

SM: I think there are two major influences at this 
point.  When I was thinking of starting a fund, 
Mohnish Pabrai was literally the only guy out 
there saying it was possible.  He had come from 
an operating background, and he had 
successfully set up a Buffett style partnership.  
He had put up excellent returns as a one-person 
investment committee, and he was not 
apologetic about it.  He is also a prolific 
communicator, posting videos of lectures on 
YouTube all the time.  I watch just about all of 
them.  In his folksy way he hammers home the 
power of compounding, and the pursuit of 
opportunities with limited downside and large 
upside.  He also urges people not to confuse 
uncertainty and risk.   
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My other major influence would be Chuck 
Royce, who is one of the pioneers of small cap 
investing.  I am fortunate to physically work out 
of his family office.  The proximity means we 
end up talking a fair amount.  Over the past 3 
years, every investment I have made, I have 
discussed with Chuck at some point in the 
process.  Sometimes it is after it is made, and 
sometimes when it is just an inkling.  The value 
of talking ideas through with Chuck is that he 
has literally seen it all.  One of the more valuable  
lessons related to investing in small companies 
came when I was considering making an 
investment in a pretty illiquid company.  I asked 
Chuck, “what kind of liquidity discount do you 
think is deserved here?”  His response was that 
he cared less about the discount, but more that I 
was sure that they could get to the other side.   
He was saying that when it is illiquid, you have 
to make sure they are going to make it because 
you can be stuck for a long time.  This means 
avoiding excessive debt or too much execution 
risk.  

I think perhaps even more impressive than their 
investing careers, Pabrai, Royce, and Greenblatt 
have all given back in high impact ways.  
Pabrai’s Dakshana Foundation efforts have 
social return metrics that are off the charts – he 
is literally changing the trajectory of lives.  
Similarly, Greenblatt with his Success 
Academies has children in NYC most 
economically challenged communities 
outperforming wealthy communities like 
Scarsdale.  Chuck has been lower profile in his 
philanthropy but equally thoughtful.  Like many 
SumZero members, I am still in the resource 
gathering phase, but I think it is worth pointing 
out that these are role models outside of 
investing too.  They are not just cutting checks 
to their alma maters they are finding 
inefficiencies and leverage points to make the 
world a little bit better.   If I can be half as good 
at making it and half as good at giving it away 
as any of these giants it will have been a great 
run. 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Mark Hamilton on Manager Selection and 
the OCIO Model 

The outsourced CIO (OCIO) model has picked 
up mass adoption over the last few decades. 
The idea is a good one.   Organizations like 
university endowments, foundations, and 
nonprofits, have the fiduciary duty to manage 
large pools of capital but may not have the 
organizational focus or desire to do so "in-
house."  OCIOs provide institutions like these 
the bandwidth to focus on their core non-
financial responsibilities (nonprofit work, 
university education, etc.), while still maximizing 
investment returns and investing their capital 
responsibly for the future. 

Most OCIO firms allocate money to external 
managers based on the individual investment 
risk profiles, liquidity needs, and time horizons 
of their clients.  Hirtle Callaghan was an early 
pioneer in the space, and is one of several firms 
to credit for mass adoption of the model.  The 
firm now manages in excess of $20 billion on 
behalf of its clients. 

Hirtle Callaghan recently hired its own CIO, Mark 
Hamilton.  Hamilton was formerly the Chief 
Investment Officer of Asset Allocation for 
OppenheimerFunds, where he managed $12 
billion in global multi-asset solutions.  Prior to 
OppenheimerFunds, he spent two decades at 
AllianceBernstein, where he rose from Portfolio 
Manager to Investment Director and Head of 
Dynamic Asset Allocation. 

Upon joining the firm, Hamilton said "I'm proud 
to be joining a firm that is renowned for its 
client centricity and relentless innovation ... I 
look forward to working closely with my 
talented colleagues to create even better 
outcomes so our clients can fulfill their 
aspirations and meet their critical missions." 

Kevin Harris from SumZero sat down with 
Hamilton to discuss Hirtle Callaghan, manager 
selection, and the OCIO model. 

Kevin Harris, SumZero: What do you think is 
most misunderstood about the OCIO model? 
How do you approach these concerns as a value 
investor?  

Mark Hamilton, CIO of Hirtle Callaghan: There 
are many nuances between the various OCIO 
models operating today, which can cause 
confusion.  We pioneered an independent, 
conflict-free OCIO model 30 years ago and have 
stayed true to our roots.  We have no 
investment products or agenda other than 
doing what is best for our clients.  More 
recently, there have been many new entrants 
into the OCIO space, some of whom are owned 
by or affiliated with larger organizations such as 
banks, consultants and service providers.  As a 
result, there is more confusion about whether 
OCIO is just another distribution channel for 
financial products.  It is not a new distribution 
system.  It is a fundamental change in fiduciary 
governance that gives investors more complete 
access to the capital markets.  For this fiduciary 
governance system to work well, we believe it is 
critical for OCIOs to have a conflict free business 
structure that fully aligns incentives with client 
interests. Many investors don’t fully understand 
the differences between the various models and 
how an OCIO’s incentives and alignment can 
impact investment results.   

Your question about being a value investor 
speaks to our experience as investment 
managers, although I would contrast value 
investing from valuation investing.  I would not 
consider us a value investor in the traditional 
sense. It is true that a key component of our 
investment philosophy is that we seek to buy 
into asset classes when they are less expensive.  
However, maximizing breadth of opportunity is 
equally important to us. We seek out the best 
opportunities across global markets, in public 
and private markets and from passive and active 
sources.  This differentiates us from OCIOs who 
are incentivized to use certain internal products 
or stick to a specific style.  While we don’t want 
to overpay, we are completely agnostic as to 
where we source returns as long as they help 
our clients’ achieve their objectives. 

KH: What are the broader impacts of the shift 
from active to passive management?  How have 
these impacted Hirtle Callaghan?  

MH: The indexing vs. active question is neither 
binary nor discrete; we view it as a continuum.  
As Chief Investment Officers, we are managing 
opportunity across three axes: all the different 
types of securities on one axis; all the different 
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countries where these securities are issued on 
another axis, and the third axis is whether we 
can capture the returns via indexing or active.  
Successful investment programs require 
managing across all those axes.  We are cost-
sensitive because cost impacts returns, but we 
never want to be penny-wise and pound-foolish.  
We are happy to pay substantial active 
management fees to benefit from true manager 
skill. 

One impact of the passive trend on Hirtle 
Callaghan is that it has set a higher bar for the 
active managers in which we invest.  If the 
default is to get low cost exposure to an asset, 
then we want active managers to justify their 
fees by consistently demonstrating their skill.  
As part of our process, we dissect an active 
manager’s returns and risks to determine if their 
value is coming from market exposure or from 
true talent.  We always want to avoid paying up 
for a return stream that we could access in a 
less expensive way.  

A broader impact of the shift to passive 
management is, paradoxically, that active 
managers stand to potentially benefit.  There 
are anomalies created as investors pour into 
certain stocks, driving up their market cap 
weighting and creating momentum that is not 
necessarily underpinned by company 
fundamentals.  Good stock pickers will be able 
to take advantage of these opportunities.   

KH: In a recent article, Institutional Investor 
claimed that the OCIO business is an “industry 
under the gun.”  What are your thoughts on the 
future of the OCIO model?  

MH:  Our view is exactly the opposite.  We’ve 
seen more and more families and institutions 
outsourcing, given the explosion in investment 
options and market “noise.”  Thirty years ago 
when Hirtle Callaghan was founded, the choice 
was largely between stocks, bonds and cash, 
and we have moved a long way from that.  We 
think the OCIO model is even more appealing 
today as more people recognize that they need 
help to navigate more complex global markets.   
What is true is that there is stiffer competition 
amongst OCIOs.  It is a more crowded industry 
now with so many firms having entered the 
market in the past 10-15 years – banks, 
consultants and others.  There are more players 

with quite different structures even though we 
are all lumped into OCIO. I believe that the 
independent, conflict-free OCIO model, which 
Hirtle Callaghan pioneered, will continue to 
thrive in the future as it puts us on the same 
side of the table as our clients.  

KH: Do you perceive OCIO's headwinds as an 
existential threat to the industry or a natural 
pressure that will ultimately improve the field of 
competitors? 

MH:  As I said earlier we don’t perceive OCIO as 
having a headwind.  It is one of the fastest 
growing segments in investment management.  
All new market segments begin with a group of 
pioneers who are followed by a flurry of new 
entrants and then a shakeout consolidation.  
That shake out is usually a function of two 
factors – 1) particular competitors gaining an 
edge and 2) consumers becoming more 
discerning about their choices.  The more 
people understand the advantages of an 
independent investment office, the more these 
requirements become clear.  

If there is any pressure, I view it as 
wholeheartedly positive for the industry.  It 
forces everyone, including Hirtle Callaghan, to 
be introspective as we look to stay at the top of 
our game.  The increased competition in the 
OCIO space, for example, has helped us become 
sharper in defining and communicating our 
unique value proposition. As I mentioned earlier, 
there is diversity among OCIO structures, and 
we view our transparent model as being a real 
differentiator. It was a pioneering model when 
we started in this business 30 years ago and it 
still distinguishes us, especially as many new 
players have entered the OCIO marketplace with 
dramatically dissimilar, and highly conflicted, 
models. 

KH: Natixis Investment Managers released a 
survey indicating 30% year on year growth in 
OCIO interest from institutional investors.  What 
is causing this surge of interest? What role 
should an OCIO play in an institutional investor’s 
portfolio? 

MH: We see the surge in interest resulting from 
the increased complexity of the global 
marketplace, and an acknowledgement from 
institutional investors of just how hard it is to 
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navigate a greater number of investment 
options. This is secular change, not a temporary 
trend. As more investors think it through the 
logic becomes more and more inescapable.  
Market complexity and noise have increased 
dramatically over the past 30 years, yet 
governance structures remain unchanged; the 
Investment Committee consists of well-intended 
volunteers meeting quarterly at best.   

It used to be easier for institutions to fulfill their 
fiduciary duty with a savvy Board and very 
limited internal staff.  With the proliferation of 
choices – global vs. local, passive vs. active, 
traditional vs. alternative to name a few – there 
is greater recognition that it takes a team of 
experts, and that is expensive to do in house.  
The OCIO model replicates that benefit for 
those who choose not to pay for an internal 
department. We have always seen our role as a 
co-fiduciary, serving as our clients’ advocates in 
the marketplace and helping them fulfill their 
duties. As a conflict-free OCIO, we sit entirely on 
their side of the table and build investment 
solutions that solve their tough problems.  By 
creating a model of a purely aligned firm, we set 
the bar high for how an OCIO can serve as a 
true fiduciary partner.   

KH: What are the biggest benefits for an 
institutional investor using an OCIO and what 
are the most salient drawbacks? 

MH: While the core fiduciary duties of an 
institutional investor do not change with the 
hiring of an OCIO, we believe that these duties 
are able to be performed better and at a more 
reasonable cost. Institutions are able to leverage 
the enhanced resources of an external team as 
opposed to having to hire and oversee 
additional staff.  By broadening their resources, 
they are able to access a greater opportunity set 
of investments and increasing breadth has been 
proven to enhance returns.  

In addition, alleviating the hassle of day-to-day 
decision-making and execution allows 
institutional investors to focus on their higher-
level responsibilities – setting strategic direction 
and overseeing the OCIO’s ability to achieve 
results.  All of this creates greater peace of mind 
for internal staff and Board members of 
institutions. 

One challenge for institutional investors is 
having the right governance structure to 
facilitate clear, smooth decision-making.  Our 
extensive experience has given us insight into 
best practices in governance, and that makes us 
valuable partners to institutions. We work with 
our clients to clearly delineate their “governing” 
fiduciary responsibilities from our “managing” 
fiduciary responsibilities.     

KH: What are the biggest challenges facing 
OCIO firms like Hirtle Callaghan?  How do you 
keep Hirtle Callaghan nimble with a $20 billion 
AUM?  

MH: As mentioned earlier, all OCIOs are 
increasingly challenged to differentiate 
ourselves as the number of OCIO firms grows.  
We believe that this is ultimately positive as it 
forces both us and our competitors to crystallize 
our unique value proposition. 
With regard to size, we believe that one of Hirtle 
Callaghan’s advantages is that we are big 
enough to matter, but small enough to still be 
very nimble in the marketplace.  At $20 billion, 
we have enough scale to gain access to 
specialist managers and negotiate reasonable 
fees, but we are not precluded from investing in 
smaller managers, even those under $1 billion.  
This combination is extremely powerful and a 
significant asset versus very large competitors 
who are too big to take advantage of niche 
investment opportunities. 

We have been in business for 30 years and we 
view ourselves as a still very young institution.  
Our greatest challenge, which is also our 
greatest opportunity, is to identify, acquire, 
develop and retain talent within a team 
structure that remains famously client-centric 
and collaborative. 

KH: How large is Hirtle Callaghan’s multi-
manager active strategy?  What differentiates 
your investment process from other multi-
managers? 

MH: Our entire program is multi-manager.  
Managing managers is an important task of an 
investment office, but it is only one task.  We are 
constantly evaluating return sources across the 
globe in terms of risk-adjusted, net-of-fees 
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opportunities.  Some of those return sources are 
best acquired through indexing and others 
through active managers.  Our job is to manage 
the entire breadth of the opportunity set on 
behalf of each client.  Consequently, each 
client’s solution must be different and tailored 
to their needs.  Most multi-manager solutions 
are one-size fits all.   

Our process is truly differentiated in that it is 
completely client-driven. Although virtually all 
of our clients will be diversified across multiple 
managers, the mix of strategies and managers is 
different for each client depending on their 
return profile and their tolerance for risk.   
To figure out the right asset and manager mix 
for each client, we take them through a robust 
planning process at the onset of the 
relationship.  Our goal is to get to the heart of 
what they are trying to achieve and determine 
how much risk they are able and willing to take.  
Then we create solutions with these specific 
goals and risk parameters in mind.  As an 
independent, conflict-free OCIO, we can choose 
from broadest range of managers and styles, 
taking advantage of any available opportunities 
that fit with our client’s profile.  We believe that 
our ability to tailor solutions, along with our 
ability to independently source managers, is 
truly unique in the industry.  

KH: What key traits do you look for when 
investing in a manager?  What are the biggest 
red flags?  

MH: We view the people we partner with as 
integral to our success. We always look for 
managers who have a value system that is 
similar to ours, adhering to the highest ethical 
standards and consistently acting in a 
professional and fair manner. Recognizing that 
the investment business is hard, and no one 
gets it right every time, we look for managers 
who have humility. There is great value to 
openly acknowledging mistakes and learning 
from them.  Great managers are also humble 
enough not to extrapolate their success in one 
area to an unrelated domain.  We prefer 
managers who recognize their limitations and 
stick to their core competency.  They are able to 
demonstrate a repeatable process, efficient 
decision-making and a disciplined approach to 
portfolio construction and monitoring. Finally, 
we seek out organizations that maximize their 

talents through thoughtful alignment and 
incentives.  We look at the percentage and 
make-up of partner capital invested in the fund, 
the compensation structure, ownership 
structure, fees, terms and growth incentives.  
Red flags are the converse of these traits: 
dishonest people, overreaching, overconfidence, 
extending beyond means, inconsistent 
investment process and poor alignment with 
investors. 
KH: Has the internet changed how you select 
managers?  Has it impacted how you do due 
diligence? 

MH: The internet has made information 
ubiquitous. There is much more ‘desktop’ 
research easily available to help us filter 
managers, including performance, holdings, 
regulatory filings and social networks. This 
makes it easier to analyze managers and weed 
out those who are simply riding the coattails of 
a strong market.  However, on-site due diligence 
remains the paramount decision factor.  There is 
no substitute for knowing the people who are 
making investment decisions and having 
confidence in their ability and the strength of 
their organization. 

KH:  A common criticism of the OCIO industry 
has been the lack of transparency and public 
track records. How do you market yourself to 
prospective investors without relying on 
traditional data points like performance?   

MH: We pride ourselves on being radically 
transparent.  This includes showing 
performance to prospective investors so that 
they have enough information to make an 
informed decision about choosing us as a 
partner.  We feel that it is an important part of 
the process. 

Our transparency goes well beyond 
performance and influences every part of our 
process.  We prize openness, and work as close 
partners with our clients from day one to make 
sure that we have an asset allocation that 
reflects their goals and true ability to take risk.  
We create customized solutions, and educate 
clients about our portfolio positioning and views 
on the markets.  We believe in having a truly 
interactive, collaborative process so that we can 
best serve our clients. 
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Tom Saberhagen on Active Management 

Kevin Harris, SumZero: What do you think is 
most misunderstood about the discipline of 
value investing today?  

Tom Saberhagen, Akre Capital Management:  
Lots of people want to compare “value” against 
“growth” but we would make a different  
distinction, between “investing” and 
“speculating.” Investing is about valuing 
businesses. You can value a business if it is  
public or private. So investing doesn’t depend 
on the stock market at all. On the other hand 
speculating is about trying to predict the price 
movement of something, anything, that trades. 
Speculating is often completely unrelated to 
business valuation. Rather than debate the old 
labels of “value” versus “growth” we’d love to 
see more people ask hard questions about 
whether a strategy is actually based on 
investing or speculating.  

KH: How does Akre’s ‘three-legged stool’ focus 
on business, management, and reinvestment 
approach differentiate you from other funds?  

TS: We try to be very transparent about our 
approach. We think it’s important for our clients 
to understand and agree with what we do. And 
everything we do is built around trying to 
identify long-term compounding opportunities. 
The three-legged stool is our way of describing 
how we look for these compounding 
opportunities.  Because we try to be very 
straightforward about the approach, it’s really 
not that difficult for someone to come along 
and try to copy it. What differentiates us really 
is the discipline, expertise, and judgment of our 
team. We’ve had a lot of practice doing what we 
do.. 

KH: How do you decide when to sell out of 
‘compounding machines’ as defined by the 
three legged stool? Which of the legs tends to 
give out first? What catalyzes your getting out 
of a buy and hold position?  

TS: We try to buy great businesses and own 
them until they’re no longer great. If we 
evaluate an investment correctly, we will often 
end up holding shares for many, many years. 

But we have to recognize that no exceptional 
opportunity lasts forever. Any number of things  
can go wrong, and it’s a very important part of 
our work to monitor risks closely. 
The unique thing about our sell discipline is that 
it’s almost entirely based on fundamentals. We 
don’t have target prices for selling. To put this 
another way: we don’t go into an investment 
with one foot out the door. We will often stand 
by patiently as holdings appreciate to valuations 
well in excess of where we’d be buying new 
shares. If you’re a logically minded person, you 
will think this sounds a little irrational. But in 
practice, I can tell you that the approach of 
hanging on to great businesses even when they 
trade to high valuations works nicely when you 
truly believe you are investing in exceptional 
businesses and managers. If the business and its 
managers are truly exceptional, they are going 
to regularly surprise you to the upside. The 
business will grow into the valuation, unless its 
valuation has gone completely off the charts. 
On the other hand– if you know that you are 
buying bad businesses run by bad managers, i.e. 
you are purposely investing in a cigar-butt type 
situation because you think it is so cheap, then 
by all means get out at your target price! In 
these cases, something is sure to go wrong and 
quickly. But that type of investing is not what 
we do at all. For us: buy the great ones and let 
them compound. Watch out for signs they are 
no longer great.  

KH: In your What Do We Mean By 
Reinvestment? white paper, you drilled into your 
focus on reinvestment. Is the focus on ROIC the 
most important part of your investment screen / 
process? How else do you determine a 
business’s ability to compound?  

TS: It’s absolutely important to examine returns 
on invested capital. It is a different mindset than 
thinking only about earnings. The returns on 
capital a management team can achieve are 
absolutely reflected in the share price. But we 
don’t follow a mechanical process. There are 
numerous ways of measuring returns and 
invested capital. We want to think seriously 
concentrated portfolio at such a large scale? 
about the economic truth in each investment. 
Sometimes the accounting numbers are close to 
the truth and sometimes they’re not. Also, it 
matters more where a business is going rather 
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than where it has been. The sustainable ROIC 
matters more than the ROIC of any particular 
period. Finally, it’d be very unwise not to 
consider the other legs of our investment stool – 
the people and the business model – when 
assessing a situation.  

KH: What is your reaction to the rise of 
quantitative strategies versus the relative 
decline of more traditional discretionary ‘value’ 
strategies? Any particular thoughts on the rise 
of ‘smart beta’ products/ETFs?  

TS: It’s obvious that machines are getting faster 
and smarter. I think quantitative strategies are 
best suited for short term speculation. The 
judgments involved in making outstanding long 
term investments are more subtle. Our 
advantage is that we are investors, not 
speculators, and we keep a very long time 
horizon. ETFs are largely based on indexes of 
one kind or another. Indexes have the allure of 
being average, by definition. To me, it would be 
nonsensical to arrive at a point where everyone 
only buys indexes. So really the people who buy 
indexes are just hoping someone else is still out 
there ‘minding the shop’ and applying relevant 
information to establish sensible securities 
prices. Serious investors need to be comfortable 
with the idea that they will see periodic results 
that are different than average. I’m not sure I 
understand smart beta. A lot of financial 
products are just unnecessary complications or 
marketing contrivances. Investors can do very 
well holding a portfolio of a select number of 
businesses they admire and respect, rather than 
getting caught up in the various ways securities 
have been wrapped up and marketed.  

KH: How has your strategy changed with the 
growth in Akre’s AUM to $7 billion-plus during 
your tenure? Have any unexpected challenges 
grown out of managing a relatively 
concentrated portfolio at such a large scale?  

TS: It has not greatly changed.  You’ll see that 
many of our top holdings have been very 
meaningful contributors to the portfolio for a 
period of five years or more. We intend to 
continue holding a concentrated portfolio of 
mid- to large-cap companies. At the present 
size, it’d be hard for small-caps to move the 
needle since we intend to maintain a 

concentrated portfolio. But small-caps never 
really did feature prominently in the fund.  

KH: What was your biggest investment mistake? 
What did you learn from it?  

TS: It’s especially important in this business to 
try to learn from your mistakes. I bought shares 
of Qualcomm in the early-90’s and Apple in the 
mid- to late-90’s. At some level, I recognized 
great potential in these businesses. But I also 
sold the shares relatively quickly. I took gains 
rather than having the patience to allow things 
to unfold. Every investor should strive to have 
some “100-baggers” in their career, and with 
hindsight these two opportunities were right in 
my grasp. I wish I had simply held on. As for the 
Akre Focus Fund, a couple of things we could 
have done better: First, in 2010 we were up 
more than 19%, well ahead of the market, but we 
averaged more than 30% cash. I wish we had 
pressed our bets hard coming out of the 
Financial Crisis. This gets back to the timeless 
advice to be greedy when others are fearful and 
fearful when others are greedy. It is very hard to 
do this well. Second, during 2012-2015 we 
overpaid when we bought shares in Colfax 
Corp., and also the position became larger than 
it should have been. Since then we have tried to 
be more disciplined about matching business 
quality with proper valuation and position size.  

KH: What has changed the most in the industry 
since you started?  

TS: I’d like to think that the principles of 
investing are more or less timeless through the 
ages even as the scenery changes. My first stock 
purchases were in the early 1990’s. I began 
studying investing seriously in the late 1990’s 
and became a professional investor in 2002. In 
the last twenty years or so, we somehow made 
it through the Y2K crisis, the Dot-Com Bubble, 
the September 11th attacks, a couple of 
recessions including a massive Financial Crisis 
and Great Recession, wars, and innumerable 
political gaffes. But the market is up about 3-4x 
on a dividend-reinvested basis. It’s important to 
remember that the long term gains are all about 
businesspeople going to work every day to 
compete and create value for customers and 
shareholders. It’s not about the news.  
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Chuck Royce on Successful Global Small Cap 
Investing 

Kevin Harris, SumZero:  Can you compare the 
hunt for value in Small Caps in the US versus the 
rest of the world?  

Chuck Royce, Royce & Associates:  I think it is in 
many ways similar.  Attempting to find 
undervalued, underappreciated small 
companies faces the same issues and presents 
the same opportunity around the world as in the 
U.S.  We see more similarities than 
dissimilarities.
 
KH:  What Ex-US markets currently present the 
most compelling values? 

CR: Japan, Hong Kong, and Canada. 

KH:  How do you do your due diligence from 10K 
miles away?  How has the due diligence process 
changed with the advent of the internet?   
  
CR:  It’s a very similar process of looking at 
published materials.  Most companies have 
websites, detailed financial statements, and 
reports they make to their equivalents of the 
SEC.  We start with those basic documents and 
then move to the more qualitative part of the 
analysis.  That involves the internet, which is 
invaluable for all forms of research -- picking up 
on other observations, locating people who are 
familiar with the company who we can talk to, 
understanding what other investments the 
primary shareholders – for example, the lead 
families – might have.  That’s been a wonderful 
tool    

KH: Has the internet and the unprecedented 
access to information it provides brought more 
competition to the small cap space? 

CR: Yes, maybe.  But honestly, there’s so much 
opportunity around the world in the small-cap 
space that competition isn’t the issue.

KH: What's the best way to get to know 
company management when you don't speak 
their language? 

CR: The language barrier might appear to be a 
problem on the surface, but it really isn’t 

anymore.  With some exceptions, English is 
really the financial language.  Japan, where 
apparently there is not much incentive to learn 
English, is the one major exception.  But in the 
rest of the world, the financial community and 
the local management teams generally speak 
English, and the websites are in English.  Even in 
Japan, it’s evolving.  
KH: How do you identify small cap opportunities 
in markets that have little to no analyst 
coverage? 

CR: Actually, that is the opportunity, itself. 
 There are so many companies, maybe 20,000 
or more, in the small-cap space, and most have 
minor, if any, coverage.  I don’t avoid companies 
without analyst coverage, and I don’t even seek 
out analyst coverage.   

KH: Are small caps systematically underweight 
due to S&P 500 indexing? If so are there any 
sectors particularly impacted? 

CR: First, domestic small-cap activity has 
become a more formal asset class over the last 
30-40 years.  Because of that, there are many 
small-cap indexes.  So, indexing has in fact 
come to the small-cap space, pretty thoroughly 
in the U.S.  That’s happened much less abroad.  
But the indexes here all have substantial 
diagnostic, quantitative systems for sectors, etc.  
So, it’s become similar to the large caps.

KH: What do you think the broader impact of 
the shift to passive management will be on the 
small cap universe?  

CR: I think at the end of the day passive 
investing is less viable – maybe not viable at all 
– in the small-cap space.  Almost by definition, 
small-caps are more inefficiently priced, and 
they have a wider dispersion of factors that 
make them underpriced, so active management 
will remain dominant, as it is today.  The shift 
towards passive investing will be less of a factor 
for small caps. 
KH: Fama and French famously claimed that 
exposure to small caps was just another factor 
risk and not a source of alpha. How do you see 
it? Do you care? 

CR: Fama and French’s observation was 
important early in the game, and it’s because of 
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that observation that capitalization size is now 
considered a “factor.”  Their identification that 
small caps can bolster performance helped put 
small caps on the map.  

KH: Are you worried about scaling your 
strategies given the size constraints of small cap 
investing?  How have you scale up your strategy 
to correspond with the progressive growth of 
your AUM? 

CR: Yes, we’re always thinking about what levels 
of assets are suitable for small-cap strategies. 

 We run a variety of strategies, including deep-
value, low-volatility, micro-cap, pure value, and 
small/SMID strategies focused on compounding. 
 We absolutely think about capacity, which is a 
very valid consideration in the small-cap space. 

KH: Has the crowdedness in large caps begun to 
spill in the the small cap world as well?  

CR: I think, yes.  As the asset class has become 
domestically more established, the number of 
managers has increased.  There’s some truth to 
that in the upper ends of the small-cap space, 
but far less so in the micro-cap space.  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Michael van Biema on Allocating to Emerging 
Managers 

Kevin Harris, SumZero:  Many emerging 
markets have been "emerging" for decades (e.g. 
Latin America, Southeast Asia). What's your 
macro outlook for these regions?  

Michael van Biema, van Biema Value Partners:  
We really don’t do macro in the traditional 
sense.  We do  keep our ear to the railroad 
tracks by listening to our local managers and 
trying to determine where the greatest value 
opportunities exist.  This gives us some sense of 
what the “macro” opportunity is in a country or 
a region.  It also frequently tells us when to pull 
our head away from the tracks and get out of 
the way of a train.

KH:  How has investing in managers changed 
with the advent of new tools like SumZero’s Cap 
Intro? 

MVB: Tools like SumZero are great for us in that 
they help us discover managers that we might 
not come across otherwise, and to do so at very 
early stages.  They can also make our process 
much more efficient.  We get a lot of incoming 
requests for meetings, and typically decide 
which of those meetings to take based on what 
we can glean from the marketing decks and 
letters managers send.  When we subsequently 
meet, we spend the bulk of our time talking 
through individual investments to determine 
whether the manager is a good fit for us.  
Though it may seem obvious, the fact that 
services like SumZero enable us to read 
managers’ investment write-ups before 
choosing to meet with a manager means we can 
make better decisions about who to meet with, 
potentially saving us a lot of time.  
 

KH:  With pressure on fees in the investing 
world, can the two layered fee structure of the 
fund of funds model compete?    

MVB: In theory, a fund with a dual-layer fee 
structure should be able to compete if its net 
returns outpace those with single layers of fees. 
 In reality, many investors won’t even consider a 

dual-layer structure anymore.  But our business 
has evolved over the past several years, and the 
bulk of our assets are in our advisory business 
where we advise clients on custom portfolios of 
value managers.  That business works for 
institutions and other investors without the 
resources or expertise to put together and 
manage a portfolio of managers that will best 
achieve their investment goals.  In addition, 
most recently, Chuck and I have formed a joint 
family office to invest our families’ capital.  We 
plan to have other families invest along-side us, 
and are in the process of setting up a group of 
small funds managed by some excellent value 
managers we know well for this purpose.  These 
funds, which are also well suited for our 
advisory clients, will have a single layer of fees.  
 

KH: What key personality and investing traits do 
you look for when investing in a manager?  
Which is most important?  

MVB: We are looking for managers with a long 
view of success, those who want to build 
durable businesses that will allow them to 
spend the majority of their time investing so 
that they can generate outstanding long-term 
returns.  Asset gatherers are a real turn-off for 
us.  We are looking for patient, disciplined 
allocators of capital who recognize the value of 
staying small, nimble and opportunistic, and 
who are willing to sit on their hands and do 
nothing if there is nothing compelling to do. 
 Having the right mix of modesty and self-
confidence is also important to us – good 
managers need enough modesty to motivate 
them to seriously explore the weaknesses in 
their investment theses, but they also need 
enough self-confidence to deviate from the herd 
and pull the trigger on the most shunned 
businesses once they have done the work.

KH: What advice would you give a value 
manager looking to raise assets?   

MVB: I would give managers trying to raise 
capital today two pieces of advice.  First, take 
your time, and second, choose your LPs 
carefully.  I have seen a number of good 
managers fail because they build out their 
infrastructure in anticipation of raising enough 
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assets to support it.  Raising capital is tough and 
it’s difficult to predict how long it will take.  So 
the build-it-and-they-will-come philosophy is 
very risky.  Most of the managers we invest with 
are very small, typically one- to two-person 
firms.  The majority of the infrastructure is 
outsourced, and this can be done at a very 
modest price.  This allows these firms to subsist 
at very modest asset levels, giving these 
managers more time.  The second piece of 
advice is harder for young managers to heed, 
but it’s absolutely critical.  Value investing is a 
long-term pursuit – many of the best 
investment ideas go nowhere for long stretches 
of time, and many of them sell off even more 
before they work out.  As a result, some of the 
best value managers endure periods of 
significant underperformance.  Taking capital 
(especially too much capital) from investors 
who lack a long-term view, and who lack the 
ability to assess a manager apart from his or her 
short-term performance, can lead to a fund’s 
early death.  Find investors whose investment 
goals match yours, and who truly understand 
your approach.  

KH: In book you co-authored ‘Concentrated 
Investing: Strategies of the World’s Greatest 
Concentrated Value Investors’, you covered the 
portfolio management strategies of some great 
investors.  How do you apply these strategies 
towards your selection of managers? 

MVB: With some exceptions, we tend to focus 
our efforts on building portfolios of small (in 
terms of AUM), concentrated managers.  We 
think this gives you the best of both worlds – 
highly concentrated, focused, well-informed 
stock picking on the one hand, and 
diversification on the other.  The other thing 

that we discovered while writing the book is 
that most managers are just not selective 
enough.  It is emotionally difficult to do a lot of 
work on an idea and then not include it in your 
portfolio.  We look for managers who 
demonstrate that type of discipline.  Those 
managers view such sunk labor as time well 
spent protecting capital from risky ideas. 

KH: What do you see as the biggest difference 
between US and ex-US value managers that 
you’ve allocated to?   

MVB: There is really very little difference 
between our US and non-US managers.  We 
favor concentrated, small managers here and 
abroad.  We also favor managers with lots of 
local knowledge.  Since we ourselves have some 
first-hand local knowledge of the U.S., local 
knowledge overseas is even more important to 
us, especially for investing in emerging and 
frontier markets.  First and foremost, it is a big 
advantage just to be able to read the language.  
Although many companies issue financials in 
English, they are sometimes delayed relative to 
local versions, and often abridged.  And that 
leaves aside other local reading materials, and 
of course conversations that wouldn’t happen 
without those language skills.  Second, one 
needs to know the players, their reputations and 
their family relations.  While some managers 
can invest successfully from afar – and we do 
invest in some very good global managers – in 
our experience they do not have the same level 
of insight into local opportunities.  Interestingly, 
one might think that operational infrastructure 
is more likely to be a problem with non-US 
managers, but we have actually not found this 
to be the case.  Many of the managers we have 
invested with, in Asia in particular, have 
extremely good back offices. 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Michael Mauboussin on the Future of Active 
Management 

Michael Mauboussin is currently the Director of 
Research at BlueMountain Capital Management.  
Prior to his role at BlueMountain, Michael was 
Head of Global Financial Strategies at Credit 
Suisse and Chief Investment Strategist at Legg 
Mason Capital Management.  He has also 
authored three books, and a bevy of articles for 
the Harvard Business Review, The Journal of 
Applied Corporate Finance, and other finance 
publications.  Michael has been an adjunct 
professor of finance at Columbia Business 
School since 1993, and has won the Dean’s 
Award for Teaching excellence several times. 

Kevin Harris from SumZero sat down with 
Michael to discuss value investing, active 
management, and the state of the market. 

Kevin Harris, SumZero: What do you think is 
most misunderstood about the discipline of 
value investing today? 

Michael Mauboussin, BlueMountain Capital 
Management:  My sense is that there has been a 
simplistic association between value investing 
and the basic idea of buying statistically cheap 
stocks. While many famous value investors, 
including Ben Graham, favored cheap stocks, 
the idea that value investing is all about buying 
stocks with low price-to-book or price-to-
earnings ratios was propelled by the Fama-
French paper, published in 1992, on factors that 
are associated with excess returns. It’s worth 
noting that GEICO, then a growth company, 
played a large role in the success of both 
Graham and his most famous student, Warren 
Buffett (Chairman and CEO at Berkshire 
Hathaway). 

Charlie Munger, Buffett’s partner at Berkshire 
Hathaway, has said that all intelligent investing 
is value investing. At its core, value investing is 
buying something for less than what it’s worth. 
The present value of future free cash flow 
determines value. The key is that sometimes the 
market’s expectations for future free cash flow 
is too optimistic or pessimistic. Value investing 
takes advantage of mispriced expectations. 

While cheap stocks do tend to have lower 
expectations than expensive ones, two mistakes 
can arise. The first is buying a statistically cheap 
stock that deserves to be even cheaper. That’s a 
value trap. The second is shunning a statistically 
expensive stock that represents a good value. 

Buffett, in part reflecting Munger’s influence, 
has evolved from an investor looking solely for 
statistically cheap stocks to someone willing to 
pay more for quality and growth. Buffett has 
cited Graham and Phil Fisher as his big 
influences. Fisher was comfortable buying 
stocks of growth companies if he found the 
valuations reasonable. 
 
KH: Would you walk us through your take on the 
current state of active management?  In your 
Jan. 2017 ‘Easy Games’ article, you detail the 
broad shift from active to passive.  What sort of 
inefficiencies or distortions in the market do you 
think are being caused by the relative decline in 
active management? 

MM: This is a very rich topic that we could spend 
all day discussing. But perhaps I’ll limit myself to 
a few comments. 

First, participating in markets through index 
funds or other low-cost options makes sense for 
many investors. If you do not have the time or 
inclination to seek value, either directly in 
markets or through investment managers, 
indexing is a reasonable path. 

Second, it stands to reason that not all investors 
can be passive. Active managers perform two 
vital functions: they promote price discovery—a 
fancy way to say they make prices largely 
efficient—and they provide liquidity. There’s 
important academic work that shows these are 
valuable societal functions. So there will always 
be active management. The question is: how 
much is necessary? 

Third, the follow up thought is that markets 
have to be sufficiently inefficient to lure active 
managers to do their job and there needs to be 
an offsetting benefit in the form of excess 
returns to compensate. Markets cannot be 
perfectly informationally efficient, a result 
shown nearly forty years ago. Lasse Pedersen, a 
professor of finance, has come up with the 

Page   of  43 56

https://sumzero.com/apply
http://faculty.som.yale.edu/zhiwuchen/Investments/Fama-92.pdf
https://www.geico.com/about/corporate/history-the-full-story/
https://en.wikipedia.org/wiki/Philip_Arthur_Fisher
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2747739
http://people.hss.caltech.edu/~pbs/expfinance/Readings/GrossmanStiglitz.pdf


catchy phrase that markets have to be 
“efficiently inefficient.” 

Fourth, where does active management make 
sense? Essentially, you want to look for where 
there are inefficiencies. One proxy is the 
variance in returns for investors in a particular 
asset class. If the dispersion is extremely narrow, 
it is hard for an active manager to distinguish 
him or herself. If dispersion is wide, 
opportunities exist. So you have to ask an 
investment manager why they believe they can 
generate excess returns. It can be better access 
to investment opportunities, better information, 
or better analysis. But it’s often being in the 
position to take advantage of the behavioral 
mistakes of others or mispricing as a result of 
technical factors. 

Finally, there is emerging research on the 
impact indexing is having on markets. There are 
two areas worth monitoring closely, in my view. 
First, there is evidence that stocks that are 
actively held are more efficiently priced than 
those that are passively held. Second, we don’t 
really know what the impact will be on liquidity. 
In the case of a material drawdown, we will see 
how stocks and bonds react. My suspicion is 
that there will be less liquidity in a period of 
stress than most academics and professionals 
anticipate. 

KH: What is your reaction to the rise of 
quantitative strategies versus the relative 
decline of more traditional discretionary ‘value’ 
strategies?  Any particular thoughts on the rise 
of ‘smart beta’ products/ETFs?   
  
MM: I should place myself in this discussion. I 
have a son who is a data scientist, so I have a lot 
of interest in quantitative strategies. I also teach 
a course in security analysis at Columbia 
Business School. And at BlueMountain we have 
both systematic and discretionary equity 
strategies. So I straddle both of these worlds. 

We should start by noting that over time, the 
results from systematic and discretionary funds 
have been similar. You could make the case, 
based on your objectives, that a blend of the 
two may be better than either by itself. 
My view is that the future is about augmented 
intelligence. Said differently, there is a lot that 
systematic investors can learn from 

discretionary investors and a lot that 
discretionary investors can learn from 
systematic investors. 

Systematic investors ultimately have to consider 
causality because it is too easy to be fooled by 
correlation. Humans can help in that endeavor. 
Algorithms are created by people, who have to 
make judgments. None of that goes away. 

Discretionary investors have to do a better job 
integrating data. A simple example is the use of 
base rates. Another is understanding factor 
exposures in a portfolio. 

One aspect of the systematic/discretionary 
discussion I find fascinating is time horizon. My 
take is that short-term price predictions are 
already largely the domain of systematic 
strategies. But few systematic models have 
anything to say about 3-5 year outcomes. The 
first-, second-, and third-order effects of a 
disruptive innovation are hard for a human to 
assess, but probably even harder for an 
algorithm.     

KH: What are your thoughts on the 
stratospheric rise of cryptocurrencies / digital 
assets?  The below chart and text is from 
Jeremy Grantham’s Q1 letter and compares 
Bitcoin’s rise to historical bubbles.  Do you share 
his view that Bitcoin is a bubble? 

 

MM: I have no strong view on cryptocurrencies. 
We have seen a large rise and fall. This is 
consistent with the nature of the population 
that is participating. In this regard, 
cryptocurrencies come with a short-term 
warning sign. 
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But I think there is a more important, long-term 
consideration. For guidance on this thinking, I 
would recommend turning to the Venezuelan 
economist Carlota Perez, who has done 
important work on the intersection of financial 
markets and technology markets. Specifically, 
she shows that many technological innovations 
have associated stock market booms. These 
booms draw in capital. The hard work of 
integrating the technology happens after the 
boom busts. 

If the blockchain proves to be a general purpose 
technology (GPT), the current price vicissitudes 
may not only be ok, they may be the precursor 
of a technology that may become embedded in 
the economy. 

KH: What has changed the most in the industry 
since you started? 

MM: There has been huge change. Probably the 
place to start is simply with technology. When I 
started on Wall Street, there were equity 
research analysts who didn’t have a computer. 
Think about that. To access a 10-Q, we had to 
make a request to the company library. There 
was no email, no Internet. Moore’s Law has 
reshaped lots of industries and certainly has had 
a huge role in investing. 

Regulation has also changed the markets. 
Regulation Fair Disclosure (FD) levelled the 
playing field. Sarbanes-Oxley, while imposing a 
cost, also increased the reliability of financial 
data. The decline in the number of public 
companies is also noteworthy. There are fewer 
public companies today than 40 years ago, and 
those that are public are on average bigger, 
older, more profitable, and in more concentrated 
industries than companies of the past. 

Academic research has also made major strides. 
Behavioral finance, which was formalized by 
Amos Tversky and Daniel Kahneman in the 
1970s, has become much more mainstream. The 
work on factors, popularized by Gene Fama and 
Ken French in the early 1990s, has now also 
become commonplace. We simply know more 

about businesses, markets, and people than we 
did 30 years ago. 

All of that said, markets are still made up of 
groups of humans (or the algorithms they 
write). So age-old issues such as booms and 
busts are not likely to disappear any time soon.       

KH: In your 2016 ‘Thirty Years: Reflections on 
the Ten Attributes of Great Investors’ article, you 
reviewed what you believe to be the attributes 
of great investors.  Which of these principles has 
been the most important to your success as an 
investor? 

MM: My work as a professional investor has 
really tried to integrate four areas. The first is 
thinking carefully about market efficiency. If I 
make a trade, who is on the other side? What 
does he or she know that I don’t? Why do I think 
I have the best of it? 

The second is valuation. My emphasis there has 
always been on understanding the expectations 
for long-term cash flows. I think that is the 
proper lens through which to see markets. 
Because markets are roughly efficient, investors 
can often get away with sloppy valuation work. 
But I’m a big proponent of working from first 
principles. 

Third is a deep appreciation for the competitive 
position of a business. In business school, we 
teach finance and strategy as different 
disciplines. But if you are an investor, you have 
to consider them together. You can’t do a 
proper valuation without understanding the 
competitive position of a company within its 
industry, and the litmus test of a strategy is 
whether it creates value. It is shocking how few 
investors—as opposed to speculators—are truly 
rigorous in their assessments of competitive 
advantage. 

The final area is decision making. We are all 
subject to using heuristics and the associated 
biases that come along with them. How can we 
weave into our process ways to manage or 
mitigate those biases? As Charlie Munger has 
said, the goal is less to be brilliant than to not 
be dumb. 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John Huber on the State of Value 
Investing 

John Huber, the managing member and 
portfolio manager of Saber Capital 
Management, is at the forefront of a new 
generation of value investors 
compounding their way through the bull 
market. Huber has been running Saber for just 
over 5 years, and has amassed investment and a 
significant following as a thought leader in value 
investing.   He shares his insights at 
the  acclaimed blog Base Hit Investing, where he 
serves as editor.  Prior to founding Saber, Huber 
spent the better part of a decade investing in 
distressed and undervalued real estate, 
particularly after the burst of the housing 
bubble. 

Kevin Harris from SumZero sat down with 
Huber to discuss value investing, his investment 
strategy, and the state of the market.

Kevin Harris, SumZero: What was your path to 
becoming a value investor? 

John Huber, Saber Capital Management: I’ve 
always loved investing. My father’s profession 
was engineering, but he was an avid investor in 
stocks, and by extension I became interested in 
markets pretty early. But I came to the world of 
investment management unconventionally. I 
began my career in the real estate business. I 
spent about ten years doing a variety of 
brokerage, management and investment 
activities. I established a few small real estate 
investment partnerships for family members 
and friends, and our main objective was 
acquiring undervalued or mismanaged income-
producing properties. 
However, I’ve always been interested in stocks. I 
realized early on that the stock market offered 
opportunities to acquire stakes in so many good 
businesses that could earn rates of return on 
their owners’ capital that far exceeded the 
return on capital I could earn from real estate 
investing. Plus, the passive nature of investing in 
good businesses that could compound over 
time was always an attractive concept in my 
view. I like the businesses that do the work for 
me! 

About twelve years ago, I began more closely 
studying the work of Warren Buffett. Like many 
investors, the simple logic of value investing 
really resonated with me right from the start. 

KH: How did you come to launch Saber, what 
have you learnt, and what advice do you have 
for emerging managers? 

JH:  When I began studying Buffett’s letters and 
biographies, I set a goal of establishing a 
partnership that was similar to the structure 
that Buffett set up in the 1950’s. After the better 
part of a decade, I was able to build up enough 
capital seed my investment firm. 

Saber Capital Management was set up as a way 
for outside investors to invest alongside me. 
Saber runs separate managed accounts, so 
clients get the transparency and liquidity of 
their own brokerage account. 
I think investing is a never-ending learning 
process, but one thing I’ve learned since starting 
my firm is how much the investment community 
focuses on the short-term (despite what most 
people say). I’ve learned that in today’s fast-
moving world where information is a 
commodity, one way to gain a true edge is by 
being able to think about what a business will 
look like in 3 or 4 years, as opposed to 3 or 4 
quarters. I’ve also observed that while many 
people say this general statement, few are set 
up to actually act this way. 

The speed and breadth of information – which I 
think has shortened time horizons across the 
board and created an investing public that is 
generally much too impatient – has actually 
increased the advantage for those who can 
afford to sit quietly in a room and think about 
what a business will look like five years down 
the road. 

KH: What would you say the key points of your 
investment philosophy are?  How did you arrive 
at these? 

JH: Saber’s strategy is very simply to make 
meaningful investments in good companies 
when their stocks are undervalued. 
This is obviously what most investors are trying 
to do, and so it begs the question: how do you 
make this strategy work? 
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I think the best way to execute this approach is 
to focus first on reducing unforced errors. And 
in my experience, the way to reduce unforced 
errors is to focus on the companies that you 
confidently believe will be doing better in the 
future than they are doing now. 

My approach can be summed up by what 
Buffett said in his 1996 letter: 
“Your goal as an investor should simply be to 
purchase, at a rational price, a part interest in an 
easily-understandable business whose earnings 
are virtually certain to be materially higher five, 
ten and twenty years from now. 

Over time, you will find only a few companies 
that meet these standards -- so when you see 
one that qualifies, you should buy a meaningful 
amount of stock...Put together a portfolio of 
companies whose aggregate earnings march 
upward over the years, and so also will the 
portfolio’s market value.” 

My investment firm’s strategy is centered 
around the idea that companies can be put in 
one of two main buckets: those companies who 
will be more valuable in five years or so, and 
those who will be worth less. I try to stay 
focused on the first bucket - those companies 
that will have a higher intrinsic value. If that 
value is marching upward over time, it becomes 
a tailwind for me rather than a headwind. 
Another way of saying this is that my margin of 
safety widens over time. 

I think it’s easier to minimize mistakes by 
sticking to the first bucket. It’s also easier to 
locate value. I’ve also noticed that many 
investors underestimate the value of good 
businesses, and often overestimate the value of 
bad businesses. In the latter case, investors 
sometimes project a slow and steady rate of 
decline. Sometimes, they assume the risks - 
even widely acknowledged risks – are far 
enough into the future that they won’t affect the 
investment during their holding period. In 
reality, mediocre companies can see their 
fundamentals deteriorate slowly, and then all of 
a sudden. 

For example, Foot Locker still has a value of 
around $4.5 billion, even after a 60% decline in 
its stock price. The risk to the business is 
significant for a number of reasons. Fewer 

customers are visiting malls, and more 
significantly, brands like Nike are rapidly 
expanding their sales directly to customers, 
which reduces the value of Foot Locker’s reason 
for existence. A middleman adds value when he 
acts as a source of customers for suppliers and/
or a source of product for customers. When the 
suppliers and customers can easily find each 
other on their own, the middleman has no 
purpose. 

Foot Locker’s markup on any given product is 
no longer justified if it exceeds the cost of Nike 
selling it directly to customers. Foot Locker still 
might be adding incremental volume for some 
brands, but to the extent that the biggest 
suppliers can cut out their retail partners 
without a negative long-term impact to volume, 
then Foot Locker’s overall value proposition will 
be seriously impaired. Instead of adding value 
to each transaction by creating a sale that 
wouldn’t have occurred without them, they are 
now operating on borrowed time - extracting 
value from each sale that could have occurred 
without them. 

But the company’s balance sheet and free cash 
flow is adequate enough that these risks won’t 
likely come to fruition over the next couple 
years, and with the stock trading at a very low 
multiple of cash flow, it appears cheap. But the 
value of that business, at least in my view, is 
slowly eroding. And in business, slow erosion 
can give way to a landslide without much 
warning. It is possible to buy this stock and sell 
it at a profit after a short period, but I think if we 
look back in five years, we are unlikely to see a 
situation where Foot Locker is a much more 
valuable enterprise than it is now. 

To be sure, there are lots of opportunities to 
make money in the stock market from investing 
in the “second bucket”, but that requires a more 
critical focus on timing because as time moves 
forward, any gap between price and value at the 
time of purchase is slowly eroding as the 
intrinsic value declines. In short, I prefer sticking 
to good businesses. There is a lot of complexity 
in investing these days, but investors that have 
the ability to execute on a simple philosophy 
like buying attractively priced stocks of good 
businesses is still the best way to invest over 
time. 
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KH: Would you walk us through your take on the 
current state of active management and value 
investing? 

JH: I think for the vast majority of investors, the 
best investment is the simplest one – an S&P 
500 index fund. I know this has become popular 
lately with Buffett touting the benefits of 
passive investing, but I do believe that the vast 
majority of investment managers will not 
outperform the market over time after 
accounting for fees (and especially after 
accounting for taxes). 

I think the reason for the poor performance of 
active managers is twofold: one, they hold too 
many stocks. It’s almost impossible to beat the 
market over the long-run if you own 20 stocks 
or more. There are managers that have done so, 
but it’s very rare. And most professional 
managers in both mutual funds and hedge 
funds own well over 20 stocks. There is very 
little incremental benefit from diversification for 
each new position over and above 7 or 8 stocks. 
So there are very few reasons to own much 
more than 8 or 10 stocks, but because of 
mindsets that are ingrained in the way 
institutional money managers behave, old 
habits will die hard. 

Human nature doesn’t change. Our greed and 
fear, our focus on short-term thinking, our lack 
of patience, and more specifically, the pre-
conditioning that so many of us have had 
regarding diversification and portfolio 
management will make it likely that active 
management, in general, will continue to 
produce poor results relative to the passive 
index fund. 

All of this said, I obviously manage a portfolio 
with the intention of beating the market, as do 
many other investors like me. We all think that 
we’ll be – as Charlie Munger says – the 10% that 
make up the top 10%! (We try to ignore the fact 
that 90% will make up the bottom 90%). 
I do think there will always be some active 
managers that will do better than the average. It 
is not luck. There will be some in this game that 
succeed over the long run. Warren Buffett 
himself elected to choose two such managers 
who he thought would outperform the index 
fund that he has championed so much in recent 
years. 

So I think that it’s possible to beat the market if 
you have the right approach and the right 
discipline, but it’s not easy, and for many, an 
index fund will lead to a very successful result 
over time. 

KH: What are your key takeaways from the 
teachings of the value investing greats?  What 
principle(s) have been the most important to 
your success as an investor? 

JH: There are a number of key takeaways that 
I’ve learned from others that have become 
central to my investment approach, but two are 
worth highlighting. 

The first is how important it is to focus on 
quality. As I said earlier, I’ve always loved the 
idea of a business that can do the work for you 
– meaning one that can compound its value 
over time. This means a business that has some 
sort of advantage over its competitors that 
allows it to earn consistently high returns on the 
capital. A good business earns high returns on 
the capital that investors funded it with, but a 
great business can take those earnings and 
reinvest them back into the business at similar 
high rates of return. A business in the former 
category can be a great investment if 
management allocates the free cash flow well 
(either through dividends, well-timed buybacks, 
or debt reduction), but a business in the latter 
category is ideal, as that is the business that 
compound its earning power over time, creating 
lots of value for owners in the process. 

I’ve learned to focus more and more of my time 
on identifying the quality businesses, the ones 
that will be doing more business and be 
intrinsically worth more in the future than they 
are now. This is such an obvious concept, but 
I’ve learned that nearly all of my investment 
mistakes came not from overpaying for good 
businesses, but from paying what I thought was 
a cheap price for a mediocre business. So I try 
to reduce unforced errors by just eliminating 
these options from my list of possible 
investment opportunities. 

The second major tenet of investment 
philosophy that is worth repeating is the 
importance of patience. This is another topic 
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that gets a lot of lip service, but rarely seems to 
be practiced. I’ve become more and more 
convinced of the merit behind the concept that I 
think Jim Rogers summarizes best when he 
says: “I just wait until there is money lying in the 
corner, and then I walk over and pick it up.” I am 
a big believer that any investor might have one 
or two great ideas at a time, but other mediocre 
ideas can end up diluting those great ideas. 
Obviously, some diversification is necessary, but 
I am of the firm belief that the only way to 
produce great results over long periods of time 
is to sit patiently, pass on all the average or even 
moderately good ideas, and only invest when 
there is something really obvious. 

As Charlie Munger has often said (as well as 
demonstrated throughout his career), there is a 
lot of sense in making very few bets, and then 
betting big when a really great idea comes 
along. 

KH: What do you think is most misunderstood in 
the market today?  What’s your most contrarian 
view on the state of the market? Any sectors or 
names in particular? 

JH: I don’t really have a view on the market. I 
don’t think it’s overly expensive, as many seem 
to think, but I really don’t spend much time 
trying to figure out the market’s valuation. In 
general, I try to focus all of my attention on 
thinking about the prospects of individual 
businesses. While there certainly will be plenty 
of bear markets and economic downturns in the 
coming decades, my overarching thesis is that if 
you invest in the right businesses, you’ll do well 
over time. 

Regarding a contrarian view: I do think some of 
the best companies that are very popular today 
will still be the best companies tomorrow. This is 
probably a consensus view given the valuations 
of some of these stocks, but it might be 
contrarian relative to most value investors.  

Also, this is not a view of their stock prices, it is 
just a view I have regarding the quality of some 
of these companies. The top five largest 
companies in the US - Apple, Google, Microsoft, 
Amazon, and Facebook - collectively earned 
over $100 billion of free cash flow in the last 
year on just $50 billion of invested capital. They 
earned this cash flow despite spending over $60 

billion on R&D and $45 billion on capital 
expenditures. Given their dominating lead in 
their respective core businesses, their incredible 
profitability, and their willingness to shell out 
massive sums of money defending their 
positions, I think they will be tough to dethrone. 

I think the great investments of tomorrow will 
come from companies that have some of the 
common characteristics of these five great 
businesses: things such as strong network 
effects, great products, and economies of scale. 
But probably the most important common 
denominator (and one that I look for in new 
investments) is the focus on providing a product 
or service that the customer thinks is great. 
Businesses that are led by long-term oriented 
leaders who focus on what their customers 
want and have the flexibility and willingness to 
adapt to changing customer demands (even at 
the expense of short-term profit) have the best 
chance at creating high returns for shareholders 
over time. 

KH: Where do you see the most value in the 
market today? Any sectors or names in 
particular? 

JH: I try to focus on individual companies, and 
while sometimes there might be value in a 
sector (banks in the early to middle part of last 
year might be one example), I rarely have any 
useful opinion on broad industry valuations. In 
terms of specific investments, other than two 
small arbitrage situations, I have not made any 
investments yet in 2017. One of the last stocks I 
bought was Tencent (TCEHY). 

I did a presentation earlier this year on Tencent, 
and the following is a short summary from one 
of my investor letters I wrote on Tencent, which 
I still think has a lot of value at current prices: 

Tencent is a Chinese internet holding company 
with one of the most powerful network effects 
in the world. The company operates in 
numerous businesses that are well-positioned to 
benefit from the huge growth in China’s middle 
class. Tencent’s properties consist of video 
game publishing, music and video subscriptions, 
ecommerce, mobile payments, cloud 
computing, and online advertising. 
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But the company’s crown jewel is WeChat, 
which is a mobile app that is unlike any 
application that exists in the West. WeChat 
dominates China, and its 1 billion users spend 
more time on WeChat than US users spend on 
Facebook and Instagram combined. And it’s far 
from just a messaging and social media 
application. WeChat is used for just about 
everything in China including messaging, work 
communication, calls, social networking, online 
shopping, paying bills, transferring money, and 
much more. Incredibly, one-third of WeChat 
users spend more than 4 hours a day inside the 
WeChat universe. 

Despite its strong position, WeChat is an asset 
that has barely been monetized yet. It has 
enormous potential to show much more ad 
volume in the future, and it is in prime position 
to capitalize on numerous fast-growing 
industries like mobile advertising, online 
shopping, and mobile payments. 

Tencent has a truly exceptional collection of 
businesses. With its 30% net profit margins, 
Tencent turns a good chunk of its fast-growing 
revenue into free cash flow for the company to 
reinvest. Despite a vast untapped potential in 
some of those markets referenced above, the 
company is already highly profitable, producing 
huge returns on capital, and growing its already 
sizable $10 billion of free cash flow at over 40% 
per year. 

Growth obviously will slow down at some point, 
but given its unique competitive position and 
the huge size of the markets it operates in, there 
is likely a very long runway ahead for the 
company, despite already being one of the most 
valuable companies in China. 

The stock has had quite a run this year, and like 
any stock, I have no idea where it goes in the 
next year, but I think over a long period of time 
Tencent shares will likely compound at a rate 
that roughly mirrors the growth of the 
company’s intrinsic value – and I think this rate 
of compounding will be quite high for a number 
of years to come. 

KH: What’s the biggest investment decision you 
would have made differently if you knew what 
you knew now? [from a process perspective] 

JH: I’ve made a number of investment decisions 
that I would reverse if I could go back in time, 
but one general mistake is something I 
referenced earlier: I’ve often been enticed by 
what looks like a cheap valuation for a business 
of mediocre quality.  

There are two problems I’ve noticed when it 
comes to cheap stocks. One is that the stock has 
to be sold in a relatively short amount of time, 
as these types of companies are often slowly 
getting worse (their earning power is slowly 
declining, which means that time is against you 
– the margin of safety you had when you 
bought the stock is slowly eroding). This results 
in a second problem, which is that even if you 
are able to sell the stock at a profit, you have to 
find another investment to replace it with. 
Finding great investment ideas is hard work, 
and great ideas are rare. So for me, an 
investment approach that requires a lot of 
decision making is more error-prone. And I think 
too many decisions dilute the results of your 
best ideas – the ideas that you had the most 
conviction on initially. 

There are many ways to skin the investing cat, 
and some investors have built a great record by 
investing in special situations or by buying 
cheap stocks of average companies. But I’ve 
never been comfortable with it, and haven’t 
proven to be much good at it either.  I think one 
of the keys to investing is to understand your 
own personality, and to be honest with yourself 
about your own strengths and weaknesses. For 
me, I’ve learned that I can reduce a lot of 
mistakes by just avoiding companies that are 
mediocre, regardless of how attractive their 
stock price appears to be. 
This runs counter to what a lot of value 
investors would think, but it is an approach that 
works better for me personally, and fits with 
how I like to work. I think that while this 
approach sacrifices certain investment 
opportunities, it also reduces a lot of mistakes. I 
will still make plenty of mistakes, but I think my 
batting average and slugging percentage 
increases by sticking with this approach to 
patiently waiting for attractive prices on good 
businesses. In the meantime, I spend a lot of 
time reading, researching and learning – trying 
to always expand my list of possible investment 
opportunities. 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Mohnish Pabrai’s Hedge Fund Interview Advice 

SumZero: What’s the worst thing a candidate 
can do in the hiring process? 

Mohnish Pabrai: I think that if they are not 
themselves, that’s bad. It’s very important when 
you are going to interviews to be as candid as 
possible, as open as possible, and to be upfront 
with things that are negative. Sometimes I see 
resumes and there is a gap where some years 
are missing, so that usually prompts questions. 
Normally I’ll ask the candidate, “What were you 
doing from 2004 to 2007?” for instance.  

Sometimes they’ve just left it out because it’s 
not relevant, but regardless it erodes trust. So I 
would say, be yourself and be candid and direct 
and open on areas that you have screwed up on. 

SZ: What’s the best thing you can do in the 
interview process? 

MP: I think there are a couple things. One is that 
candidates should always send their resume 
with a current actionable stock idea expressed 
in a couple pages of what I would call “elegant 
prose”, making it obvious why that idea is a 
great idea, and that it’s their own idea on a 
company that they’ve researched and found. 
The bottom line is that in this business, that’s 
what people are interested in: what kind of 
analyst you are. They’re interested in knowing 
whether you think independently, how you 
think. And all of those things become obvious 
when you submit a thesis. This should ideally 
not be more than two pages of normal sized 
font. You should be able to explain why 
something is a no-brainer ideally in a paragraph, 
but certainly not more than a couple pages. 

One more thing is that there’s a human 
tendency for reciprocation. So if you do me a 
favor I’m inclined to do you a favor. If you send 
in an actionable investment idea, in effect that 
fund could use the idea in their portfolio and 
possibly make money off of it. That will 
generally make them favorably inclined towards 
you because they basically got something for 
nothing. That’s going to help you a lot. 
Obviously it’s not going to hurt you if you 
already own the stock and ten other people go 
buy the same stock; that’s going to help you. 

SZ: What else should an applicant include in 
their application? 

MP: Everyone sends their resumes by email or 
digitally. You can do that, but I think it’s 
important to send them in a physical form by 
regular mail. Take a large envelope and write out 
the address by hand, include a cover letter, a 
resume, and your actionable investment idea. 
When you send these resume packets, send 
them to the CEO or the owner of the firm. 

That’s one of the reasons why you want to use 
the US Postal Service, because generally you are 
not going to have the email address for the top 
CEOs of large firms, but you always have access 
to their mailing address. The other advantage is 
that circa 2016, people don’t send stuff by mail. 
The amount of hand written stuff coming in to a 
CEO is limited and the CEO gatekeeper, or the 
firm’s hiring manager gatekeeper is going to 
have a couple of processes in place to deal with 
this. They may actually send it to the CEO’s desk 
because they see there’s a stock tip, or they may 
forward it to a particular department of the firm. 
It’s very unlikely that it will get tossed in the 
garbage. I get a lot of resumes and stock tips 
from people, and I usually at least scan the tip 
to see if it’s of interest. I never throw it away. 
Wherever your resume package ends up, when 
it come from the admin or secretary of the CEO 
or hiring manager it carries a lot more weight 
than an unsolicited email from someone no one 
knows, and they’ll give it attention. 

SZ: This actually works? 

MP: After my daughter had just finished her 
freshman year of college she wanted to find a 
summer internship. She had hardly anything on 
her resume, most of it from high school. Not to 
mention she made me promise not to contact 
anyone; she wanted to do this on her own, 
though I helped her with her process. She made 
a list of a hundred companies, and we sent out a 
hundred manilla envelopes and she ended up 
with ten or eleven calls and emails, four or five 
interviews, and two offers, one of which she 
took. 

One of the resumes she sent was to Charles 
Schwab. I mean she addressed the envelope to 
Mr. Charles Schwab. She ended up getting an 
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email from a somewhat irritated person which 
said something along the lines of “We received 
your resume from the office of the CEO, which 
was forwarded to us to review. We just wanted 
to let you know that you should apply through 
our website.” So that person basically did not 
want to deal with my freshman daughter’s 
resume, but he couldn’t ignore it because it 
came from the CEO’s assistant.  And of course if 
my daughter had actually taken his advice and 
applied through the online portal, she would 
have been totally lost among ten thousand 
resumes. So in this case she didn’t get an 
interview, but her resume did actually get to 
someone who looked at her background. 
One of my younger friends just told me that if 
you meet a girl and you call her later, she’ll think 
you are some kind of creep for calling instead of 
texting [laughs]. So this may be a different time, 
but going “old school” with physical resumes 
and is going to make you look different from the 
rest of the crowd and that's the key in trying to 
get in front of people. 

SZ: What will make a resume grab your 
attention? 

MP: I’ve always violated basic resume rules. For 
example, one resume rule is that it should be 
one page. When I was finishing my undergrad 
30 years ago, at that time I was a foreign 
student in South Carolina, and there were no 
companies that would interview me. I made a 
resume for myself that was five pages long. Five 
pages for a guy that had never worked before 
and never even had an internship anywhere. But 
I had very high grades. The first three pages 
were my transcript reproduced in MS Word 
showing three pages of As in all the subjects I 
had taken. And the remaining two pages was 
my resume with whatever I had done. 
Going from someone that no one wanted to 
interview, I had fourteen job offers when I had 
finished, and spent most of the semester 
traveling all over the place interviewing and 
ended up with the highest starting salary in my 
class. That’s after sending out four or five 
hundred resumes as well. 

Especially in the investment world, people care 
about what have you delivered, what are your 
returns, those type of things. If you have a 
personal portfolio you can talk about what 
you’ve done with that. If you worked at another 

firm, list your good and bad stuff, like “Here’s 
the idea I came up with that had good returns 
and here’s the idea I came up with that didn’t 
work.” I think all of those things are good to see 
because that’s what people care about. And if 
it’s two pages, that’s fine. 

SZ: Sounds like you like it when candidates are 
unconventional. Do you look for something 
similar in their stock pitches? 

MP:  Don’t send a stock tip of a Fortune 100 
company. Generally speaking those are followed 
by 20 or 30 sell side analysts, and the place you 
are applying may already have an opinion on 
that company. Not to mention you generally 
aren’t going to find deep value in those types of 
names. Also don’t send some stock that’s a 5 
million market cap that no one can do anything 
with. That’s a good way to make sure no one 
wants to talk to you [laughs]. So I would say 
something between a billion and ten billion 
market cap that you truly understand, you 
understand why the market is mispricing it, and 
then lay out your case. It may even be worth 
spending one to two hundred bucks on an 
editor from Upwork or something like that that 
can really polish up your writing. 

SZ: At what point do you know “I want to hire 
this person”? 

MP: Usually it becomes fairly obvious quickly, 
often even before I’ve met the person. Clearly 
people will weigh a lot on what you send them 
before they meet you, because they are not 
going to waste time interviewing you if they 
have any reservations about you. So almost all 
the time you spend on job applications needs to 
be spent on the resume versus finding the best 
suit to wear in your interview. I put a lot of 
emphasis on the stock idea, with even more 
emphasis on the fact that it needs to be 
actionable. You can’t send them something you 
came up with three years ago. So with respect 
to whether or not someone is interested in you, 
a lot of the decision has already been made 
before they call you. 

SZ: How important is it to have attended a top 
university? 

MP: I’ve met a lot of stupid people from 
Harvard. I’ve also met some exceptionally gifted 
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people from those places, and a lot people who 
are really good who haven’t come from those 
places. Someone like me is not going to assume 
that because you went to an elite institution you 
are awesome, or if you didn’t go there you are 
not awesome. It’s going to give you a slight 
advantage if you went to a top school, but I also 
temper that in my head with my past 
experiences. At the end of the day, especially if 
you’ve been in the working world for a while, 
the elite school doesn’t matter as much as what 
happened since then. I’ve just learned 
personally from experience; I’m a little bit wary 
of overreacting to the school factor. 

SZ: Are two years of prior banking experience a 
strict requirement to enter the buyside? 

MP: No, not a requirement. It’s the same thing as 
schools. If you got hired straight out of school at 
Goldman Sachs, I know there’s a lot of filtering 
that Goldman does, and they tend to end up 
with some of the best people graduating, at 
least on paper. So people that come from an 
elite bank are going to get some weight 
because they’ve passed through some filters in 
life that are not easy to just get through. That 
gives them some benefit of the doubt, but I 
think again, the factors that make people 
successful long term are somewhat different. 

I’m looking for traits like humility, integrity, and 
willingness to work very hard. Work ethic is 
apparent if you went to HBS and then Goldman; 
you just can’t do that if you’re not hard-working. 
But the other two, especially humility, may be 
sorely lacking. So if someone is from an elite 
institution, one of the first questions that’s 
going through my head is “how humble are 
they?” When I’m looking at a resume I’m looking 
for a reason to reject it, not for a reason to call 
the person. I’m looking for signs of ego. It’s hard 
to pick that up on a resume but sometimes it’s 
there. Sometimes these things don’t even show 
up in in-person interviews, but only over time. 
And as a hiring manager if I make a mistake 
there’s a very heavy price to pay. So I’m trying 
to get as much data as I can on those traits. 
How do they frame things? What are they 
emphasizing versus not emphasizing? 

SZ: Any examples? 

MP: One example was one person who had 
contacted me a long time ago, who had done a 
law degree at Harvard. In his conversation with 
me he said, and this was the second or third 
sentence he used with me, “Like like Charlie 
Munger, I went to Harvard.” I just rolled my eyes 
and said “Ok we are not going to have anything 
to do with this person.” It’s funny one time this 
person was actually at a Berkshire Hathaway 
shareholder meeting, and he asked a question 
to Charlie Munger, but first he said “Mr. Munger 
I’m so-and-so, and like you I went to Harvard.” 
It’s been like fifteen years or something, and I 
periodically check on what this person’s been 
up to. I was curious how his career would play 
out, and it actually didn’t play out so well. 

SZ: Do you hire people with non-standard 
background? 

MP: Yeah, that happens all the time, actually. 
One of the things I’m trying to do is what I’d call 
job market arbitrage. The job market tends to 
overrate and pay more for certain candidates 
with certain attributes. You are better off not 
pursuing the crowd, or else you end up with a 
smaller, more expensive pool.  So, for example, I 
think all of my admin, compliance, and office 
staff are part time stay-at-home moms. That 
demographic is one the job market underrates, 
even though many of these women have 
amazing backgrounds but are choosing not to 
work full time because they’ve decided to have 
families. 

This is the same in investing roles; people are 
biased against women. So what I tend to do is 
give a slight advantage to women, because I 
know there are biases which tend to counter 
that. For example, one of my businesses does a 
lot of quantitative work, and four of seven 
analysts are women. The leader of the group is a 
woman. And if were to rank from best to worst, 
the top three out of four are women. In a 
quantitative area, going after foreign born folks 
who don’t have a great command of English is 
going to give me an advantage. Again my top 
analysts were born in mainland China and don’t 
have a great command of English, but you can’t 
touch them in math and they have a very strong 
work ethic. So what I look for in hiring is “Where 
is the rest of humanity screwing up, and can I 
take advantage of the rest of humanity?” 
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SZ: What do you think of MBAs and CFAs? Is 
one better than the other? Are they necessary? 

MP: I think that both are good and carry weight. 
I’ve generally not weighed the CFA as much as 
an MBA from a good school. One of the things 
about an MBA from a good school is that they 
have a filter, and it’s not so much about what 
you learned at school, but the fact that you 
made it through the filter is relevant. So an MBA 
from a top school carries some weight with the 
caveat that I’ve met plenty of dumb people from 
elite MBAs. But there are definitely some 
programs, for instance the Value Investing 
Program at Columbia that takes only like 40 
kids a year, which weigh very heavily in my mind 
if someone is coming through that program 
sends me a resume and there’s a stock tip on 
top of that. I’m definitely going to pay attention 
to all of that. 

SZ: Does having a few quantitative skills in the 
toolbox, like coding and statistics, make a 
candidate more appealing? 

MP: The most important thing I’m looking for is 
capability. I always think that I’m better off 
hiring someone who’s very high capability, 
versus someone who’s just got specific skills 
that the current position needs. I’m asking 
myself “How versatile are they? How quick a 
learner are they?” If the position specifically 
needs certain skills that would take a while to 
develop, then yes, we weigh those skills. But 
ideally we want the ability to learn and do 
different things. It’s nice to get the skills we 
want, but first we want the capability coupled 
with the integrity, humility, and work ethic. 

SZ: Where do you source prospective 
candidates? 

MP: Referrals are a great way to go. When I 
think back on people that have done really well, 
for the most part they came referred by 
someone. That’s a terrific angle. We’ve also had 
plenty of people off the street, but the success 
rate there has been lower. The other thing we do 
internally is pre employment testing with a 
personality and psychology test which tells us 
the core traits a person has. Are they detail 
oriented? Are they a perfectionist? Are they 
introverted or extroverted? Do they need a lot 

of management or do they just need high level 
guidance and they can do the rest? 

Different jobs need different skills, so it’s good 
to know. 

Interviews are very problematic because they 
expose humans to a lot of biases, so the less 
dependence one has on an interview the better. 
Tall people will have an advantage over short 
people, more attractive people have an 
advantage over less attractive, there’s all kinds 
of advantages certain races have over others. 
Even I recognize that with myself being aware 
of these biases, I’m still going to have biases. So 
the less dependence one has on the physical 
meeting the more based on history of the 
person, the better the decision is going to be. 

SZ: How should candidates evaluate potential 
employers? 

MP: That’s pretty simple. You just do what 
Buffett said and go to work for people that you 
like, admire, and trust. He says nothing about 
salary. He says nothing about your roles and 
responsibilities. I think that’s the key: look at the 
people you’re going to work for and with. Ask 
yourself if you were independently wealthy, 
would you still spend your days with these 
people? And if the answer is no then you 
shouldn’t go to work for them. Don’t focus on 
title, or the blue chip nature of the employer. 
Even ignore going for the highest paycheck. 

I only had one employer before I went on my 
own, but I use a test which I call the Monday 
Morning test: if on Monday morning I’m not fired 
up to go to work then I do two things: 1) I don’t 
go to work, and 2) I find a new position 
somewhere else. The first time this happened to 
me I ended up switching departments in the 
same company, taking a lower level position 
than I was already at, which turned out to be a 
great move for me, a far better fit, and much 
better people to work with. And the second 
time this happened I started my own thing 
which has succeeded well beyond what I would 
have achieved had I stayed where I was. So just 
ask yourself if you are excited where you are, 
and if you are not, even if there is a lot of 
uncertainty and you end up going backwards 
you should look to make a change.
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