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1   PREDICTION 

 “Prediction is very difficult, especially if it’s  
about the future.” 

Niels Bohr 

While we realize it is relevant to follow current events 

and track macro developments, we do not believe it is 

knowable how interest rates will fluctuate, when the 

Fed will act, or when buyers will out-weigh sellers in 

the short term.  We do believe, however, that we can 

know with a good dose of confidence that a reputable 

CEO with a stellar track record, or an outstanding 

company with a culture of innovation and repeatable 

processes, will create outsized value over time.  

Finding these attributes and establishing their staying 

power is what drives us to invest. 



Victori Capital 

One of the best books on investing that we ever read 

isn’t an investment book at all.  It is called The Signal 

and the Noise and was written by Nate Silver, the 

famous American statistician who is known for 

accurately predicting the outcome of elections and 

sports tournaments.1  While Nate is guilty of 

predicting that Brazil would win the 2014 World Cup, 

his insights on how to use information are invaluable 

nonetheless.  Through historical examples dating 

back to the invention of the printing press in 1440 to 

that of the World Wide Web in 1990, he makes the 

case that we face great danger whenever information 

growth outpaces our understanding of how to 

process it.  As he concludes, “We have a prediction 

problem.  We love to predict things – and we aren’t 

very good at it.” 

The notion of predicting, or forecasting, is of critical 

importance to investing, so we are not suggesting that 

we ignore it.  We certainly have our views on where 

the economy may be headed, or how an industry 

cycle will play out, and we incorporate these views 

into the financial models that we build for our 

companies.  In that sense, we are no different from 

the next guy who’s trying to guess the future.  The 

problem is not in the attempt at forecasting by itself, 

but in the misapplication of those forecasts, or better 

yet, the false sense of confidence that the numbers 

produce.  This effect on investors is so prevalent that 

the behavioral finance academics have come up with 
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a scientific term for it:  the “illusion of knowledge” 

bias.   

Howard Marks, the founder of Oaktree Capital, 

dedicated an entire chapter to this topic in his book, 

The Most Important Thing, which he titled Knowing 

What You Don’t Know.2  He classifies investors into 

two groups:  the “I Know” school, and the “I Don’t 

Know” school – and he contends that most investors 

he has met over the years belong to the “I know” 

school.  These are people who think that knowledge 

of the future direction of economies, interest rates, 

and markets is essential for investment success, and 

they are confident this can be achieved.  While they 

don’t often get their picture in the papers, those who 

belong to the “I Don’t Know” school tend to make 

better investments over time, since they recognize 

that you can’t know the future, and that the proper 

goal is to do the best job in the absence of that 

knowledge.   

To quote Marks, “whatever limitations are imposed 

on us in the investment world, it’s a heck of a lot 

better to acknowledge them and accommodate than 

to deny them and forge ahead”.  While the ranks of 

market strategists, economists, and so-called 

“experts” keeps multiplying, they do not offer 

solutions.  The study we have seen most quoted on 

this very question is that by Philip Tetlock, who 

tracked 284 experts that made 82,361 forecasts on 

politics and economics over a period of years.3  The 
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study concludes that the alleged experts are even less 

accurate than non-experts in guessing what will 

happen, as they were wrong more than half the time.  

Although one needs to be reasonably informed on a 

subject to make credible predictions, the study found 

that being a true “expert” or a “guru” actually makes 

someone a less reliable forecaster.  The more facts, 

information, and history an expert knows, the more 

likely he is to develop pet theories or biases that will 

taint his forecasting judgment.   

So, if relying on expert forecasts and market 

predictions is not the answer, then what is?  In our 

view, the answer rests on a concentration and focus 

on smaller picture, repeatable factors.  This view is 

what compels us to devote the majority of our effort 

towards identifying strong managements, solid 

companies, and secular growth themes.  It is not to 

say that we invest oblivious to the macro picture, as 

that would be foolish.  However, we follow a 

disciplined process that identifies investments based 

on these more knowable attributes, instead of where 

the overall market is headed.   

In subsequent chapters we will address in more detail 

how we approach the subject of price, but it would be 

disingenuous to end this discussion without a single 

mention of it.  We consider ourselves value investors, 

so we do not merely look for outstanding companies 

and great managements regardless of price.  What 

sets us apart from most value investors is that we 
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don’t lead with price.  Instead of looking to buy on 

the cheap, we view price more as a part of the risk 

analysis than anything else.  Our definition of bargain 

is the company that can produce solid returns 

repeatedly, to an extent that is under-appreciated by 

the market.  The value we seek to add as investors 

comes from identifying and owning such outstanding 

companies while they compound at above-market 

rates.  We tend to be more interested in the value that 

is created outside of the market, at the individual 

company level, where the importance of predictions 

is less relevant, and the forecasts themselves are 

easier to make.   
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