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M r.  B r on ch i c k  c o - f ounded  Cove  S t r e e t  Cap i t a l  i n  J u l y  2011 .  He  wa s  t h e  Ch i e f  I nve s tmen t  O f f i c e r  and 
a  l e ad  p r i n c i p a l  o f  Reed  Conne r  &  B i r dwe l l ,  LL C ,  a  L o s  Ange l e s  b a s ed  i n ve s tmen t  manage r  t h a t  h e 
j o i n ed  i n  1989 .  Fo r  22  yea r s ,  B r on ch i c k  ran  r e s ea r ch - d r i v en ,  c on cen t ra t ed ,  va l u e - ba sed  s t ra t eg i e s 
a c r o s s  a l l  ma r ke t  c ap i t a l i z a t i o n s  and  l e d  e x t en s i ve  c r ed i t  wo r k  t h r oughou t  t h e  c o r po ra t e  c ap i t a l 
s t r u c t u r e .  He  wa s  one  o f  t h e  f i r s t  c o l umn i s t s  f o r  t h e  TheS t r e e t . c om  i n  t h e  1990 ’s  and  t h en  moved  on 
t o  a  s im i l a r  r o l e  w i t h  G ran t ’ s  I n t e r e s t  Ra t e  Ob se r ve r ’ s  f i r s t  o n l i n e  e f f o r t .  P r i o r  t o  RCB ,  M r.  B r on ch i c k 
wo r ked  i n  r e s ea r ch  and  t rad i ng  r o l e s  a t  Neube rge r  B e rman ,  B anke r s  Tr u s t  a nd  F i r s t  B o s t on .  He 
a t t ended  t h e  L ondon  S choo l  o f  E conom i c s  and  g radua t ed  f r om  t he  Un i ve r s i t y  o f  Penn s y l van i a .

The Speaker : 

“Eminently qualified to speak about the behavioral 
dynamics of large and small investment firms which 
can help or hinder investment performance and the 
rational functioning of a firm and its culture.”



N o t  a  r e c e n t  p h e n o m e n a :

• 	 No r t he r n  Tr u s t  2 011

• 	 FIS   2011

• 	 J ou r na l  o f  I nve s t i n g  2007

• 	 Greycou r t  2 004

• 	 J ou r na l  o f  Po r t f o l i o  Managemen t  2001

What is behind the math of a variety of studies that 
suggest that smaller investment managers outperform 
their larger brethren?



What do we really mean when we say “Small Manager”?

“Unde r  $2  t o  $3  b i l l i o n  i n  a s s e t s ” ?

A  B E T T E R  D E F I N I T I O N :

An  e xpe r i e n ced  i n ve s t o r  w i t h  a  pub l i c  t r a c k  r e c o rd  ( c u r r en t  o r  f o rme r 
f i rm )  who  wo r k s  i n  a  s e l f - d e s i gned  env i r onmen t  w i t h  a  s e l e c t i v e 
g r oup  o f  a s s e t s  and  peop l e  t h a t  p r ov i d e  enough  i n f ra s t r u c t u r e 
and  r e s ou r c e s  i n  o r de r  t o  e f f e c t i v e l y  a pp l y  a  f o cu sed  i n ve s tmen t 
ph i l o s ophy  t o  p r odu ce  ou t pe r f o rmance .



“Never, ever, think outside the box.”



A top ten list of what makes small better:

1 . 	 	 We  ea t  wha t  we  k i l l…o r  “ t h e  i n t e r e s t s  o f  eme rg i ng  i n ve s tmen t  manage r s  a r e  a l i g ned  w i t h  		
	 t h o s e  o f  c l i e n t s ,  a s  owne r s  h ave  s i g n i f i c an t  f i n an c i a l  s t a ke s  i n  t h e i r  i n ve s tmen t  d i s c i p l i n e s ,  	
	 f i rms ,  o r  b o t h .”

2 . 	 	 Cu l t u r e  i s  e a s i e r  t o  d e f i n e…and  ma i n t a i n .

3 . 	 	A n  i n ve s tmen t  f i rm  t h a t  c an  be  r un  b y  i n ve s tmen t  p eop l e ,  n o t  ma r ke t i n g .

4 . 	 	N o  r oom  fo r  bu r eau c ra t s  i n  t h e  home  o f f i c e .

5 . 	 	A   h i ghe r  l i k e l i h ood  o f  a t t r a c t i n g  l i k e -m i nded  c l i e n t s  who  s e l f - r e i n f o r c e  s en s i b l e 	t h i n k i ng .

6 . 	 	S  t ra t egy  f o cu s  i s  p o s s i b l e  and  l e ad s  t o  ou t pe r f o rmance .

7. 	 	I  t  i s  p o s s i b l e  t o  c on cen t ra t e  on  h i gh  c onv i c t i o n  i d ea s—c ru c i a l  i n  a  h i gh  c o r r e l a t i o n  wo r l d .

8 . 	 	S ma l l  i s  e a s i e r  t h an  e ve r—the  i n t e r ne t  and  r e s ea r ch  |  c l o ud  ba sed  s o l u t i o n s  ve r s u s  up f r on t  		
	 f i x ed  c o s t s  |  huge  va r i e t y  o f  c u s t ody,  b r o ke rage ,  p r o c e s s i ng  s y s t ems ,  r e po r t i n g ,  a na l y t i c s  		
	 s o l u t i o n s  ava i l a b l e . 

9 . 	 	 “ Sma l l ”  i s  c e r t a i n l y  b e t t e r  f o r  sma l l  c ap .

10 . 	 S i r  J ohn  Temp l e t on  s a i d  “ I t  i s  i m p o s s i b l e  t o  p r o d u c e  s u p e r i o r  p e r f o r m a n c e  u n l e s s  y o u  d o  		
	 s o m e t h i n g  d i f f e r e n t  t h a n  t h e  m a j o r i t y .”  A lmos t  b y  de f i n i t i o n ,  you  be come  t he  ma j o r i t y  w i t h  		
	 s i z ab l e  a s s e t s .



The Pitfalls of Small:

A . 	 B e i ng  a  good  i nve s t o r  h a s  no t h i ng  t o  do  w i t h  r unn i ng  a  bu s i n e s s  		
	 a nd  	t h e  s k i l l  s e t  i s  l i k e l y  t o  b e  i n ve r s e l y  c o r r e l a t ed .  You  had  		
	 B E T T E R  h i r e  o r  p a r t n e r  w i t h  a  h i gh l y  c ompe t en t  bu s i n e s s  p e r s on .

B . 	 Much  o f  t h e  wo r l d  h a s  a  ve r y  d i f f e r en t  DNA  t han  you  do .

C . 	 No  f r e e  c andy  f r om  t he  s e l l - s i d e .

D . 	 “ S c a l i n g  anx i e t y ”  i s  r e a l  a nd  t r i c k y. 



Last Thoughts:

S h o u l d  I  b e  c o n c e r n e d  a b o u t  b e i n g  a  l a r g e  p e r c e n t a g e  o f  y o u r  a s s e t  b a s e  o r  a  h i g h 
p e r c e n t a g e  o f  a  s t r a t e g y ’ s  a s s e t s ?

To  avo i d  an  obv i ou s  and  s e l f - s e r v i ng  no ,  l e t  me  aga i n  s t e a l  f r om  Howa rd  Ma r k s  a t  Oak t r e e  Cap i t a l 
who  r un s  $90  b i l l i o n  i n  a s s e t s  and  f o r  who  t h i s  que s t i o n  p r obab l y  doe sn ’ t  c ome  up  much  anymo re :

I ’ v e  h e a r d  c o m m i t t e e s  s a y,  “ w e  d o n ’ t  w a n t  t o  r e p r e s e n t  m o r e  t h a n  x %  o f  a  m a n a g e r s  a s s e t s  u n d e r 
m a n a g e m e n t  o r  o f  t h e  f u n d ’ s  t o t a l  c a p i t a l . ”  B u t  w h y  n o t ?  I s  t h e  g o a l  b e t t e r  p e r f o r m a n c e  o r  i s  i t 
s a f e t y  i n  n u m b e r s ? ”  I f  y o u ’ r e  c o n s i d e r i n g  i n v e s t i n g  $ 1 0  m i l l i o n  w i t h  a  m a n a g e r,  w h y  d o e s  i t  m a t t e r 
h o w  m u c h  m o n e y  s h e  m a n a g e s ?  W h y  i s  i n v e s t i n g  $ 1 0  m m  s a f e  i f  s h e  m a n a g e s  $ 1  b i l l i o n  b u t  r i s k y 
i f  s h e  m a n a g e s  $ 5 0  m m ?  I f  a  m a n a g e r  i s  u n u s u a l l y  s k i l l f u l ,  a r e n ’ t  y o u  b e t t e r  o f f  a s  h e r  c l i e n t  i f  s h e 
m a n a g e s  l e s s  m o n e y  t h a n  m o r e ?  A n d  i f  a  m a n a g e r  w a s  r e a l l y  g o o d ,  w o u l d n ’ t  y o u  p r e f e r  t h a t  s h e 
m a n a g e d  o n l y  y o u r  m o n e y ? 

M y  m o s t  s p e c i f i c  a n d  m o s t  h e a r t f e l t  a d v i c e  i s  t h i s :  T h e  s u r e s t  w a y  t o  a c h i e v e  s u p e r i o r  p e r f o r m a n c e 
i s  b y  i n v e s t i n g  s i g n i f i c a n t  a m o u n t s  w i t h  i n d i v i d u a l s  a n d  f i r m s  t h a t  c a n  b e  d e p e n d e d  u p o n  f o r 
i n v e s t m e n t  s k i l l ,  r i s k  c o n t r o l  a n d  f a i r  t r e a t m e n t  o f  c l i e n t s .


