
              SHARING OF FINANCIAL WISDOM 

 

Others may quote and refer to the contents on this website provided that they have the author's consent and proper 
reference is made to investingbythebooks.com. 	  

 

	  	  

Investor profile at InvestingByTheBooks: 
The book The World ’ s  99 Greate s t  Inves tor s :  
The Secr e t  o f  Succ e s s  provides a unique 
opportunity to learn form the most 
prominent investors globally. In the book 
they generously share their experiences, 
advice and insights and we are proud to 
present these excerpts. Magnus Angenfelt, 
previously a top ranked sell side analyst and 
hedge fund manager, will be presenting one 
investor per month. For those who cannot 
wait for the monthly columns, we strongly 
recommend you to buy the book. The 
investor himself writes the first section 
below and then Angenfelt describes the 
background of the investor and comments 
on his investment philosophy. Enjoy.  

People matter. A business is not some kind of 
random number generator for Wall Street to play 
quarterly data bingo with. A business is run by 
people whose decisions are influenced by their 
past experience, psychological baggage, and 
worldview. In small-cap companies, change 
cycles faster and one person can have a huge 
impact on results. We always find new leadership 
interesting because they bring with them a fresh 
perspective, especially to an underperforming 
business that isn’t irretrievably broken. New 
leadership is almost always a harbinger of 
change, and ANY change is worth examining. 
Where there’s change, there’s opportunity. It is 
important to know the cultural DNA of a 
company. Was it dominated by a sales culture, an 

engineering culture, a manufacturing culture, or 
a finance culture? There are pros and cons to 
each of these cultures. What wars have they 
fought (their last, most devastating experience 
will forever color their decision-making – the 
financial equivalent of the Maginot Line)? Pay 
attention to the organizational chart. This helps 
determine the dominant culture and tells you a 
lot about how the business is run. In companies 
that have been underperforming for some time, 
we can often see the root causes in the 
organizational chart.  

Spend time learning how people are incentivized, 
and about the business’ compensation structures 
and governance. Pay attention to who is on the 
board, how long they have been there, and how 
they ended up there. Any changes to how people 
are rewarded will cause changes to their behavior 
– this is a flag that signals change and, one 
hopes, improvement going forward. 

Numbers do not make the uncertain more 
certain; questions do. Do not be seduced by 
models and the false precision that Excel creates. 
As investors trying to predict the future, we are 
no better than Madam Zelda the fortune teller. 
Forecasting is a messy, uncertain business, with a 
great deal of ambiguity. It is tempting to take 
comfort in what can be quantified precisely, but 
the real value of a spreadsheet is that it provides 
a deeper understanding of a business model – 
particularly one that is changing or is unfamiliar 
to the Street – and not in the “exact” quarterly 
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earnings forecasts it spits out. Think of a model 
as a series of complicated waterwheels that drive 
a large number of interlocking gears – if you 
spend all your time fussing over the gearing 
ratios, you might not ask the important 
questions like: “what happens if there’s no water, 
if there’s a flood, or if there’s contamination in 
the water?” Understanding the context in which 
a business operates is critical. 

For every hour spent on a model, you should 
spend at least two on understanding a company’s 
ecosystem, i.e. the world in which it functions. 

One simple little thought exercise I do is to ask 
myself what would happen if a company 
vanished overnight. Would there be a 
disturbance in the force? Who would be 
affected? This helps me assess the company’s 
‘moat’ and the value it has to its ecosystem. 

Manage your psychological state. Keep an open 
mind, like that of a beginner. Approach each 
investment as if you know nothing. The world 
and businesses change faster than our mental 
models of them. To quote Robert Sutton, “have 
strong convictions, weakly held.” In order to 
make money you need to adopt a different point 
of view – what are other investors missing? You 
need to do this with conviction in order to 
develop a cast-iron stomach that allows you to 
stand up to the crowd and buy something 
unloved. However, you also have to recognize 
when you are just being stubborn and are, in 
fact, an idiot. You therefore have to be able to 

change your mind quickly when faced with 
evidence that you are wrong. Being an investor 
involves being wrong all the time – if you’re 
right more often that you’re wrong, and you 
make more money than you lose when you are 
wrong, you will be a successful investor. 
Nevertheless, that means being wrong more 
often than our ego would like. Sometimes the 
outcome is bad because of the process; 
sometimes the process was spot on and yet a 
bad outcome, mapped out as among the 
possibilities, happened. Track your sales and see 
whether they were good or not, and find out 
why. Sometimes the best thing you can do is buy 
back a stock you sold by mistake. For most 
investors, out of sight is out of mind, especially 
if a stock continues to go up after it’s been sold. 
Track every action taken, the rationale behind it, 
what was going on in the market, and your state 
of mind; you will see patterns. Leaving a paper 
trail creates intellectual honesty. Routinely check 
your investable universe for what worked and 
didn’t work that you didn’t own. Take the big 
winners and losers and go back to a previous 
point in time to see what the Street was saying at 
that time in order to understand what investors 
got wrong. Reverse engineering is a great 
exercise for learning how to spot the next cluster 
of misunderstood attributes and for learning 
where insight could have been gleaned. Stock 
prices are way more volatile than the underlying 
businesses, so managing your emotional state in 
order to separate your emotional response to a 
company’s fundamentals from that of other 
investors is key to being a good investor. 

 

BORN New York, USA, 1962 

EDUCATION She majored in literature at Princeton University, graduating in 1983, and took night courses in 
finance. 

CAREER Gordon entered the financial market in 1986 as an apprentice to a portfolio manager at Manning & 
Napier in New York. Next stop was a stint with legendary small-cap investor Chuck Royce at Royce & 
Associates where she was given her first opportunity to manage a portfolio. In 1990 she joined the start-up 
money management firm Valenzuela Capital Management. Five years later, Gordon started CastleRock Capital 
Management with zero assets under management. This became Daruma Capital Management in 1998 where 
she is both CEO and CIO. 
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INVESTMENT PHILOSOPHY Gordon is a small-cap equity investor who leans towards value. In contrast to 
most small-cap investors, who mitigate potentially erratic returns by diversifying and holding many positions, 
Gordon runs a concentrated portfolio of no more than 35 and no less than 25 small-cap holdings. She only 
selects stocks she believes have the potential to increase in value by 50% or more in the following two years. At 
the same time, there should be accelerated earnings growth and the upside should be three times the size of the 
downside. The turnover in the portfolio has been around 40% annually, and no position is allowed to be larger 
than 6% of the total. 

In terms of focus, Gordon says, “I’ll look at everything. It’s not like I have one or two magic things which are 
crucial to the investment process. We can’t, as investors, acquire a lifetime of expertise in every business 
domain, but we can seek to learn from those who have. For me, that means hanging out with supply chain 
experts at one conference and digital marketers at another. In both cases, my hope is to learn what these folks 
pay attention to and use this to inform my own filters. ”The best time to buy, according to Gordon, is not just 
when a stock offers good value, but when we can clearly define what will drive the price higher – in most cases 
this is better-than-expected sales, earnings, or cash flow growth. There do not appear to be any specific key 
figures which are more important than others. She can even buy lossmaking companies as long as they have 
positive cash flow. However, in-depth research is crucial to the process The investment process is described in 
six steps: 1) generate new ideas systematically, 2) understand the past, 3) weigh up future outcomes, 4) define 
the investment thesis, 5) monitor portfolio holdings, and 6) sell based on price targets, new opportunities and 
portfolio risk. 

OTHER Daruma Capital Management is named after a fifth-century monk who become the founder of Zen 
Buddhism and trained the warrior monks of the Shaolin temple in Kung Fu. Like Ray Dalio, Mariko Gordon 
has stated cultural rules for the company. Daruma manages $2.3 billion in assets, which also includes a hedge 
fund. Her favorite hobby is traditional Hawaiian dance (hula). 

 

Sources: Mariko Gordon, Daruma Capital Management. 


