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6   IMITATION 

 “Nature is commonplace. Imitation is  
more interesting.” 

Gertrude Stein 

Imitation is often thought of as an undemanding, if 

not childish, form of behavior, but social scientists, 

biologists, and economists all agree on its importance 

to human intelligence and the development of 

culture, society, and markets.  As investors in 

outstanding companies, we pay close attention to 

imitation and the various distortions that it can 

promote.     

Imitation is not necessarily a bad thing. The 

benchmarking of best practices, for instance, is a 

widely accepted and benign form of imitation. 
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Politicians and countries imitate each other all the 

time, as do business leaders, athletes, and asset 

managers.  Sometimes people imitate to gain an 

advantage, while other times they do it to promote 

empathy or to seek acceptance.  It is when people 

imitate the wrong things unknowingly that the 

behavior becomes treacherous.  In investing, even 

those who do not fall for mindless imitation remain 

exposed to that of others, especially when they take 

the form of investment fads and market bubbles.   

Imitation has been widely observed in nature, from 

the lowest to the highest forms of animal life.  In one 

study, female guppies, who have a genetic preference 

for bright orange males, were arranged to observe 

other females choosing dull-colored males, only to 

subsequently choose the dull males themselves.  Like 

humans often do, the guppies overrode their instinct 

by choosing to imitate instead.  In another well-

known study, psychologist Solomon Asch put eight 

subjects in a room and asked them to identify two of 

four lines that were of equal length.  While the 

answer was obvious, Asch instructed all but one 

member of each group to give the same wrong 

answer.  The subjects were bright college students, 

yet one-third of them still went with the majority 

view.  This study is often cited to illustrate how peer 

pressure, or groupthink, can result in poor decisions, 

as individuals succumb to irrational imitation. 

Another less discussed drawback of imitation is that 
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it tends to corrupt the quality of information we 

receive.  In a book titled News at Work – Imitation in an 

Age of Information Abundance, Northwestern 

University Professor Pablo Boczkowski observes that 

the internet has not only changed how people 

consume news, but it has also enabled greater 

imitation among content creators, resulting in a 

decrease in the overall diversity and quality of the 

news.1  The phenomenon can also be observed in 

Wall Street consensus estimates, where the forces of 

anchoring, clustering, and herding have increased 

due to improvements in information technology.  

Haunted by the growing perils of imitation, how 

should a long-term investor in outstanding 

companies cope?  We believe that McKinsey’s book 

Value – The Four Cornerstones of Corporate Finance 

provides some credible answers.2  Not surprisingly, 

the authors suggest that investors need to focus on 

the fundamental drivers of value, while accepting 

that prices will oscillate over shorter time periods.  To 

illustrate their point, they propose a simplified model 

of the stock market, consisting of only two types of 

investors (A and B) trading a single company’s stock.  

The A investors research the fundamentals and 

develop a view on the intrinsic value of the stock.  

They are non-imitators in the sense that they act on 

their own convictions.   The B investors do not 

research the company, but instead, seek to imitate 

other investors by following the price trend.  They 

buy on the way up and sell on the way down.  
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Assuming the company’s share price is below 

intrinsic value, the A investors will buy the stock 

until they drive the share price higher.  The B 

investors, noticing the rising price, begin buying as 

well, thereby accelerating the upside move.  As the 

price moves above the intrinsic value perceived by 

most A investors, they begin to sell, causing the stock 

to lose momentum and eventually decline.  This 

induces the B investors to sell as well, causing the 

stock to decline further and faster.  The cycle repeats 

unless evidence mounts that unexpected value has 

been created or destroyed.  If a company announces a 

promising new product, for instance, the A investors 

might revise their estimate of intrinsic value higher 

and resume their buying.  This, in turn, would trigger 

the beginning a new oscillation cycle around a higher 

price level.  McKinsey’s simple example illustrates 

two important points.  The first is that share prices 

oscillate even when there is no new information.  The 

second is that intrinsic investors ultimately drive the 

underlying levels at which share prices trade over 

time.   

According to McKinsey, corporate finance theory is 

governed by only four timeless principles.  The first is 

that a company’s value is determined by its growth 

and its cash flow returns on capital. The second, to 

which they refer as the conservation of value principle, 

is that value can only be created by increasing future 

cash flows and not through financial engineering or 

other cosmetic means.  The third principle relates to 
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how the movement in stock prices reflect not only 

fundamentals, but changes in the market’s 

expectations as well.  This explains why great 

companies with bright futures don’t necessarily make 

good investments if expectations are too high or 

deteriorating. The final principle is that the value of a 

business is not absolute but, rather, depends on who 

is managing it, and the strategy they pursue.  By 

applying these core principles, they propose, 

investors can better guard against market distortions, 

while positioning themselves to benefit from long 

term-value creation.   

In summary, imitation is widespread and its impacts 

can be both good and bad.  As investors, we do not 

seek to avoid imitation altogether, but to remain on 

alert for the short-term volatility and irrational 

behaviors that it can spark.  Finally, we aim to guard 

against these distortions by striving to remain 

independent thinkers, and by following the timeless 

laws of value creation. 
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