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Only a Concentrated Long Term Value 

Based Strategy is Worthy of a 

Management Fee



Warren Buffetôs Advice

"A low-cost index fund is themost sensible equity 

investmentfor the great majority of investors.ò

- Warren Buffet, The Little Book of Common SenseInvesting, 2007.

ñIn my view, for most people, the best thing to do is to 

own theS&P 500index fund. People will try and sell you 

other things because thereôs more money in it for them if 

they do.ò- Berkshire Hathaway Annual Shareholder Meeting2020

https://books.google.co.uk/books?id=eCZKUy1ckTMC&pg=PT142&lpg=PT142&dq=%22A+low-cost+index+fund+is+the+most+sensible+equity+investment+for+the+great+majority+of+investors%22&source=bl&ots=usUzc2OHum&sig=ACfU3U1NNBbZ41BfPlHTH-_eyj45ttaz4g&hl=en&sa=X&ved=2ahUKEwiDtaGy5pb5AhWEWMAKHUMICxgQ6AF6BAgSEAM#v=onepage&q=%22A%20low-cost%20index%20fund%20is%20the%20most%20sensible%20equity%20investment%20for%20the%20great%20majority%20of%20investors%22&f=false
https://www.justetf.com/en/how-to/sp-500-etfs.html
https://buffett.cnbc.com/video/2020/05/04/berkshire-hathaway-annual-meeting--may-02-2020.html


Titans of the Industry



Fees Justified Because

ÅBelieved In Philosophy

ÅPioneers ïVery Few Were Actually Doing It

ÅVery Labour -Intensive Process

ïStandard & Poor's Stock Manual

ïValue Line

ïNewspaper Stock Tables

ïDatabases and Computer Were Non-Existent

ÅSuperior Returns



Å John Bogle & Vanguard Low-Cost

Indexing for the Masses

Å Technology Adopted in the 

Investment Industry

ÅElectronic Databases Reduced Labour Intensity

ÅAllowed for Different Investment Strategies to be

Implemented at Low Cost

ÅStyle Indexes Introduced

Over Time Thinking & Technology Evolved



Modern Portfolio Theory



Modern Portfolio Theory

Å Data Driven ïView Stocks as Pieces of Paper not as 

Fractional Ownership of Businesses

Å Statistical Concepts ïBeta/Standard Deviation 

/Volatility

Å Diversification

Å Risk and Return Linked

Å Efficient Market Hypothesis



MPT Not Intuitive

ÅTo Those Who View Investing as Owning Part of a 

Business these Concepts Do Not Make any Sense

ÅVolatility does not Equal Risk

ÅDiversification does not Improve Returns

ÅRisk is the Potential for the Permanent Loss of Capital



ñBeta and modern portfolio theory and the like ïnone of it makes 

any sense to me.ò - Charlie Munger

ñThe idea of excessive diversification is madness. Wide 

diversification, which necessarily includes investment in mediocre 

businesses, only guarantees ordinary results.ò - Charlie Munger

ñRisk comes from not knowing what youôre doing.ò - Warren Buffet

ñWide diversification is only required when investors do not 

understand what they are doing.ò - Warren Buffet



Our Thesis

Only Concentrated Portfolios Deserve a Fee 

ÅLooked at it From a Practitionerôs Point of View

ÅWe Analyzed Diversified Portfolio Characteristics and 

Compared Them to their Relevant Index

ÅEvidence Strongly Indicates that Diversified Portfoliosô 

Long-Term Performance Match Relevant Index 

Return Less Fees



Back Tested Three Styles

Å Growth

Å Value

Å Concentrated



Diversification Leads to 

Mediocre Results

Source: Capital IQ



Diversified Growth Portfolio 

Provides No Benefit Relative 

to Growth and Broad Indices

Source: Capital IQ


