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W
hat is an investm

ent philosophy?

A
n investm

ent philosophy is a coherent w
ay of thinking about

m
arkets, how

 they w
ork (and som

etim
es do not) and the types of

m
istakes that you believe consistently underlie investor behavior.

A
n investm

ent strategy is m
uch narrow

er. It is a w
ay of putting into

practice an investm
ent philosophy.

For lack of a better term
, an investm

ent philosophy is a set of core
beliefs that you can go back to in order to generate new

 strategies
w

hen old ones do not w
ork.
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Ingredients of an Investm
ent Philosophy

Step 1: A
ll investm

ent philosophies begin w
ith a view

 about how
hum

an beings learn (or fail to learn). U
nderlying every philosophy,

therefore is a view
 of hum

an frailty - that they learn  too slow
ly, learn

too fast, tend to crow
d behavior etc…

.

Step 2: From
 step 1, you generate a view

 about m
arkets behave and

perhaps w
here they fail…

. Y
our view

s on m
arket efficiency or

inefficiency are the foundations for your investm
ent philosophy.

Step 3: T
his step is tactical. Y

ou take your view
s about how

 investors
behave and m

arkets w
ork (or fail to w

ork) and try to devise strategies
that reflect your beliefs.
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W
hy do you need an investm

ent philosophy?

n
If you do not have an investm

ent philosophy, you w
ill find yourself:

1.
L

acking a rudder or a core set of beliefs, you w
ill be easy prey for

charlatans and pretenders, w
ith each one claim

ing to have found the
m

agic strategy that beats the m
arket.

2.
Sw

itching from
 strategy to strategy, you w

ill have to change your
portfolio, resulting in high transactions costs and you w

ill pay m
ore in

taxes.

3.
W

ith a strategy that  m
ay not be appropriate for you, given your

objectives, risk aversion and personal characteristics. In addition to
having a portfolio that under perform

s the m
arket, you are likely to

find yourself w
ith an ulcer or w

orse.
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C
ategorizing Investm

ent Philosophies

M
arket T

im
ing versus A

sset Selection: W
ith m

arket tim
ing, you bet on

the m
ovem

ent of entire m
arkets - financial as w

ell as real assets. W
ith

asset selection, you focus on picking good investm
ents w

ithin each
m

arket.

A
ctivist Investing versus P

assive Investing: W
ith passive investing,

you take positions in com
panies and hope that the m

arket corrects its
m

istakes. W
ith activist investing, you play a role (or provide the

catalyst) in correcting m
arket m

istakes.

T
im

e H
orizon: Som

e philosophies require that you invest for long tim
e

periods. O
thers are based upon short holding periods.
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Investm
ent Philosophies in C

ontext

F
igure 1.2: Investm

ent P
hilosophies
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D
eveloping an Investm

ent Philsophy

Step 1: U
nderstand the fundam

entals of risk and valuation

Step 2: D
evelop a point of view

 about how
 m

arkets w
ork and w

here
they m

ight break dow
n

Step 3: Find the philosophy that provides the best fit for you, given
your
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