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When portfolio managers in the US some years 
ago voted on who they would prefer to manage 
their own money Warren Buffett only came 
second. Top ranked was the dean of small cap 
investing, Ralph Wanger, who was also the first to 
receive Morningstar’s Fund Manager’s Liftetime 
Acheivement Award. When Wanger in 2005 
deservedly threw in the towel after 33 years of 
portfolio management his benchmark could show 
a commanding 12 per cent annual return. Wanger 
did even better and achieved 16 per cent - no 
doubt a huge accomplishment over such a long 
period. However, I would expect that at least part 
of the reason Wanger championed the above poll 
was that he seems to be a very likable person. 
Wanger is a GARP-investor in small cap stocks. In 
this book he openly shares how he pulled off his 
remarkable success.  

Small caps constitute a huge investment universe. 
Wanger’s method to narrow the playing field and 
make it practical was to use long term themes. At 
any one time he had located half a dozen of social, 
technical or economic trends to guide him to fertile 
grounds. Since the competition is so fierce between 
asset managers with short term horizon and 
trading costs are high, Wanger chose to focus on 
an investment horizon of 4 to 5 years or even 
longer. Predicting the fortunes for a company that 
long into the future is a highly uncertain venture 
and thus the themes acted as long lasting tail winds 
that in Wanger’s mind decreased the risk for 
negative estimation errors. Guided by the themes 
Wanger and his co-workers created a list of 
roughly 600 stocks that they could consider 
owning and that they monitored weekly for outlier 
movements in share price or consensus earnings. 
The criteria’s for a stock to also end up in the 
portfolio was threefold; growth potential, financial 
strength and fundamental value. The company 
should have credible sales and profit growth, 
preferably through an entrepreneurial management 
dominating a boring but profitable niche market. A 

low debt level for the type of business the 
company was in, an understandable business 
model and conservative accounting practices gave 
Wanger the confidence that the company could 
withstand inevitable tougher times. Further, to end 
up in the portfolio Wanger wanted the stock to be 
cheap both in relation to the replacement value of 
assets and to EPS two years out in time. For each 
holding an investment case was written. He wasn’t 
a market timer but if he couldn’t find enough 
stocks to satisfy his investment criteria cash would 
accumulate as a residual. By sticking to his strategy 
of themes and strict investment criteria Wanger 
argues he got the strength to stay out of the latest 
investment fads and it also made it possible to 
screen out much of the noise that brokers and 
media constantly produce. During the second part 
of his career Wanter went from investing in US 
small caps to invest globally. He argued that by not 
using the same short term horizon as the in-the-
rumour-mill-loop-locals “their edge washes out over 
time”. Even well informed rumours can cause over- 
and under reactions that could be taken advantage 
off by the long term investor.  

Apart from using a co-writer Wanger had a quarter 
of a century of lively and humorous investment 
letters to fall back on when writing this book. 
Apparently there were investors in his fund who 
stated that the main reason for them to place 
money with Wanger was to receive these letters! 
Understandably then this witty book is a pleasure 
to read. When the book was published the stock 
market had had 15 years of continuous bull market 
(even if it didn’t always feel that way at the time) 
and now and then even the level headed Wanger 
feels a bit “90’s” compared to the current “cult of 
anti-equities”. The rein of buy-and-hold is strong 
and the discussion on risk management is short. 

“If you want to stand out from the pack, you have to stand 
outside the pack”. Wanger was indeed a zebra who 
ventured further out in lion country than most and 
what spectacular results the walkabout gave. 
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