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29   VALUE TRAPS 

 “The color of truth is grey.” 

André Gide 

The Financial Times defines a value trap as “a 

financial instrument that appears cheap on historical 

measures or valuation grounds, such as price to 

earnings ratio, but the price never recovers to fair 

value.”  What makes a value trap so difficult, even for 

the most patient investors, is that it can remain 

indistinguishable from a mistake for a very long time.  

As Warren Buffet has said, “price is what you pay, 

value is what you get”. 

The concept of a value trap goes beyond investing.  In 

Zen and the Art of Motorcycle Maintenance, Robert 
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Pirsig uses the behavior of South Indian monkeys to 

explain its nature.1  When these monkeys stretch their 

arms deep into narrow holes to grab handfuls of rice 

left by the local villagers, their clutched fists no longer 

fit through the top of the hole, leaving them stuck to 

the ground.  Of course, they could just release the 

food and go free, but monkeys place a high value on 

food.  In fact, they place such a high value on it that 

they cannot force themselves to let go.  Most will grip 

the rice tight until they die.  While the story makes 

monkeys seem irrational, we all have our own 

equivalents to the rice.  Clearly, not all rigidly held 

values are bad, but what works in one set of 

circumstances might not in others, and often the best 

course of action is to simply let go.  

In The Art of Execution, money manager Lee Freeman-

Shor classifies investors into three types based on 

how they deal with value traps.2  The first type is the 

rabbit, who does nothing and ends up trapped in a 

hole. According to Freeman-Shor, rabbits are the least 

likely to recover from the trap.  The second type is the 

assassin, who focuses on killing out losses before they 

turn into a trap.  Such investors tend to lose less 

capital in a crisis, but they also lag in bull markets, 

and often miss out on their convictions.  The third 

type is the hunter, who seeks to exit the trap by 

doubling down at more attractive prices.  Freeman-

Shor claims that both hunters and assassins can be 

solid investors over time, but that the rabbits often 

struggle to survive.  The key message of the book is 
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that, when it comes to value traps, you should not 

defer action for too long.  

While there is no formula for coping with the 

contradictions and uncertainties that underpin any 

value trap, some interesting techniques have been 

proposed.  In a Harvard Business Review article titled 

How Successful Leaders Think, Professor Roger Martin 

discusses the merits of what he calls integrative 

thinking.3  According to Martin, “we were born with 

opposable minds, which allow us to hold two 

conflicting ideas in constructive, almost dialectic 

tension. We can use that tension to think our way 

toward new, superior ideas.  Were we able to hold 

only one thought or idea in our heads at a time, we 

wouldn’t have access to the insights that the 

opposable mind can produce.”  This framework 

applies neatly to the management of value traps, and 

Martin provides several business examples of the 

concept at play.  His main point is that, by thinking 

differently, people can overcome biases to find 

solutions that would otherwise be unthinkable. 

One reason why value traps are so difficult to exit 

from is that the human brain is wired to avoid actions 

that create regret.  This phenomenon, known as the 

disposition effect, is what causes investors to hold their 

losers for longer than they should.  They fear the 

possibility that they will regret having exited near the 

bottom.  Research has confirmed that the disposition 

effect is particularly evident in the housing market, 
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where the closely related endowment effect (or status 

quo bias) also runs strong.  In a notable study of the 

Boston housing market in the 1990s, researchers 

demonstrated how home sellers facing a loss tend to 

list their property at substantial premiums to 

prevailing market prices, leading to a longer time on 

the market before they accept an offer.4  The 

conclusion of the research seems obvious, but 

perhaps not to people trapped in their own homes.  

In summary, with endeavors as complex as investing, 

it pays to stay flexible and open-minded with regards 

to value traps.  While science can provide answers, it 

can also become the decoy that keeps us from 

noticing a trap for what it is.  As the quote above 

implies, the truth is rarely obvious or one-sided. 
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