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inVesTing Tools

building a better Process

if anTs can use a handful of siMPle rules To de-

velop an infinitely complex survival strategy, what about investors? 

Can we create a similarly robust set of rules that will make our invest-

ment decisions smarter and less vulnerable to the distortions of our 

irrational brains?

Here’s one way to think about this: the human brain is said to run 

on about 12 watts—in other words, only a fifth of the power that’s 

needed by a 60-watt light bulb. That’s not much at all, given the power 

consumption of some of the computers that exist today. Yet we expect 

this relatively puny hardware to make immensely complex calculations 

about the investing world, and we even have the audacity to hope that 

we might get these calculations right.

As we’ve discussed, one way to tilt the playing field to our advan-

tage is to construct an environment in which we can operate more 

rationally—or at least less irrationally. But there’s also another tool at 

our disposal: if we’re looking to make better investment decisions, it 

helps immeasurably to develop a series of rules and routines that we 

can apply consistently.
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In the aftermath of the financial crisis, I worked hard to establish 

for myself this more structured approach to investing, thereby bring-

ing more order and predictability to my behavior while also reducing 

the complexity of my decision-making process. Simplifying every-

thing makes sense, given the brain’s limited processing power. The 

rules that I developed encompass a wide-ranging assortment of criti-

cal investment processes, including what I read (and in what order) 

when I’m researching stocks; whom I speak with (and refuse to speak 

with) about potential investments; how I deal with corporate manage-

ment; how I trade stocks; and how I communicate (and don’t) with 

my shareholders.

Some of these rules are broadly applicable; others are more id-

iosyncratic and may work better for me than for you. What’s more, 

this remains a work in progress—a game plan that I keep revising as 

I learn from experience what works best. Still, I’m convinced that it 

will help you enormously if you start thinking about your own invest-

ment processes in this structured, systematic way. Pilots internalize an 

explicit set of rules and procedures that guide their every action and 

ensure the safety of themselves and their passengers. Investors who are 

serious about achieving good returns without undue risk should follow 

their example. Why? Because in investing, as in flying, human error 

can be a bitch.

Like so many things in my investing life, my understanding of 

this issue grew out of conversations with Mohnish. During our trip 

to India in 2009, I quizzed him about all manner of things, including 

his approach to trading stocks. It was clear that he’d thought through 

these questions in a relentlessly logical way and constructed rules that 

governed everything he did. For example, as we’ll discuss, he had de-

cided that he’d never put in an order to buy or sell a stock during the 

hours when the market is open.

When I returned from that trip, I said to myself, “Guy, you’re 

doing this all wrong.” Mohnish is wired differently from me in many 
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ways, including a readiness to assume more apparent risk—or uncer-

tainty—than I’m willing or able to deal with emotionally. But I was 

determined to follow his lead in bringing this analytical rigor to my 

own process. Here, then, are eight of the rules, routines, and habits 

that I’ve subsequently put in place. This isn’t an exhaustive list by any 

means. But I hope it gives you a flavor of what I’ve learned so far.

1. stop checking the stock Price

When I settled in Zurich, I made a conscious decision to keep renting 

a Bloomberg terminal but not to switch it on when I got to work each 

morning. As I’ve mentioned, I now keep the Bloomberg switched off 

for weeks on end. But this is just one aspect of my effort to detach 

myself from the daily noise of the marketplace.

Many investors check their stock prices not only on a daily ba-

sis but also sometimes minute-by-minute. There’s a peculiar glitch in 

our brains that somehow makes us think that the stock knows we’re 

watching it. We may even have a nagging fear that if we stop pay-

ing constant attention, something bad will happen. Maybe a big news 

story will sideswipe us while we’re not watching and the stock will 

suddenly blow up. Seeing the stock price on the monitor gives the 

investor a false measure of reassurance that everything is okay, that the 

earth is still revolving in its usual orbit.

The problem is, the constant movement of the stock price is a call 

to action. If I see a brightly lit ticker symbol flashing on my Bloom-

berg screen, it tells my irrational brain that I need to do something. If 

you’re speculating on the latest hot biotech or Internet stock, it may 

make some sense to follow every mad gyration: a brokerage firm issues 

a wildly bullish report and your stock suddenly surges by 20 percent as 

other speculators pile in. But I’m trying to invest in a more measured 

way, buying stakes in companies that I’m looking to hold for years, if 

not indefinitely. As Buffett has said, when we invest in a business, we 
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should be willing to own it even if the stock market were to close the 

next day and not reopen for five years.

I can’t switch off my monitor for five years because I need to ap-

prove the net asset value of my fund once a month so that I can send a 

monthly update to my shareholders on the value of their stake in our 

partnership. But if I were managing solely my own account, I’d set 

up a system in which I’d look at the price of my holdings only once a 

quarter, or possibly even once a year. As things stand, I check the price 

of my holdings no more than once a week. It’s a wonderful release 

to see that your portfolio does just fine when you don’t check it. For 

good measure, I don’t have my computer or Bloomberg monitor set 

up to show me the price of all my holdings on one screen; if I need to 

check the price of a stock, I do it individually so that I won’t see the 

price of all my other stocks at the same time. I don’t want to see these 

other prices unnecessarily and to subject myself to this barrage of calls 

to action.

It’s worth thinking a little more about the effect of all this gratu-

itous noise on my poor brain. Checking the stock price too frequently 

uses up my limited willpower since it requires me to expend unneces-

sary mental energy simply resisting these calls to action. Given that 

my mental energy is a scarce resource, I want to direct it in more 

constructive ways.

We also know from behavioral finance research by Daniel Kahn-

eman and Amos Tversky that investors feel the pain of loss twice as 

acutely as the pleasure of gain. So I need to protect my brain from the 

emotional storm that occurs when I see that my stocks—or the mar-

ket—are down. If there’s average volatility, the market is typically up 

in most years over a 20-year period. But if I check it frequently, there’s 

a much higher probability that it will be down at that particular mo-

ment. (Nassim Taleb explains this in detail in his superb book Fooled 

by Randomness.) Why, then, put myself in a position where I may have 

a negative emotional reaction to this short-term drop, which sends all 

the wrong signals to my brain?
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In any case, with the type of businesses I invest in, it’s not im-

perative to know what’s going on from day to day. Virtually all my 

investments are in companies where the long-term outcome is all but 

inexorable: the company is heading in that positive direction, and it’s 

really just a question of how long it takes. Buffett’s holdings clearly 

possess this same precious characteristic. Indeed, he uses the word “in-

evitable” to describe the positive outcome that he ultimately expects. 

Consider his stake in Burlington Northern Santa Fe. There’s no ques-

tion that its transportation network will become more valuable as the 

US economy grows, the country becomes more built up, and the rail-

way industry consolidates. Plus, nobody will build a rival railway track 

next door, so Burlington won’t be displaced.

If you invest in businesses like this that are truly inexorable, it 

shouldn’t really matter if you switch off the monitor, curl up on the 

sofa, and read a book. After all, Buffett didn’t make billions off compa-

nies like American Express and Coca-Cola by focusing on the mean-

ingless daily movements of the stock ticker.

The Rule: Check stock prices as infrequently as possible.

2. if someone Tries to sell you something, don’t buy it

In the early years of my New York vortex period, my fund’s returns 

were decent, and I was hurt that nobody seemed to be paying atten-

tion to me. Then I must have landed on various databases because 

the phone started ringing off the hook. Everybody wanted to sell me 

something. Brokers rang to pitch me stocks. Sales reps called to sell 

me high-priced research systems, investment newsletter subscriptions, 

new phone services, and countless other products. At first, these calls 

seemed a measure of my success, as if all this attention put me on 

the map. But I soon began to see that I made lousy decisions when I 

bought things that salespeople were hawking to me.

The problem is that my brain (and most likely your brain too) is aw-

ful at making rational decisions when confronted with a well-argued, 
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