
 

 

 

InterCapital Investment Strategy  

  

When orchestrating an investment strategy, we had to ask ourselves the 

question, what type of investment philosophy gives us the best chance at 

earning excess returns without facing excessive risk? In our view, there are 

three strategies one can use to try and gain an advantage and earn excess 

returns: informational, analytical and behavioral. Our team believes that 

informational advantages are exceedingly difficult to achieve, given the 

internet's accessibility effect on knowledge. We no longer live in the ‘80's 

and ‘90's when valuable data was only in the hands of few. We hold the 

same skepticism towards analytical advantages. While our team has 

confidence in our own ability to be well-equipped business/financial analysts, 

we also understand that the human tendency towards overconfidence is one 

of the most robust findings in behavioral psychology. When you combine 

that finding with the always-increasing competition and quality of investors 

in the market, we don’t believe it's prudent to base our strategy on achieving 

consistent analytical advantages over other investors. When it comes to 

behavioral advantages, this is where our team believes we can achieve an 

enduring investment advantage.  

  

On the whole, investors tend to be impatient, greedy and overconfident. 

Because of greed and impatience, they are attracted to riskier stocks. 

Because of overconfidence, they mistakenly believe they can pick risky stocks 



with a higher likelihood of success. Our team believes these behavioral 

tendencies lead investors to pay too much for these risky stocks, causing a 

consistent mispricing in the market. On the other side of this, we believe 

investors’ tendency to think in the short-term and seek out too many risks 

causes the market to underappreciate the best, most sustainable, most 

predictable and most enduring businesses. That leads to the underpricing of 

these businesses. This is why our team feels that markets are inefficient in 

the short term. This mispricing of high-quality businesses allows our team to 

exploit the inefficiency by focusing our efforts and capital on what we believe 

are enduring businesses that have predictable and attractive long-term 

economics.  

  

  

How We Choose These Businesses:  

 

We use our “Triple P” (Price, Product and People) model, as discussed on the 

home page of our website.    

 

A company’s long-term success is pretty simple. To survive, a business must 

consistently achieve returns above its cost of capital. The two most 

important factors that allow a business to thrive are 1.) Enduring Pricing 

Power and 2.) Long-Term Volume Growth Opportunities.  

  

While analytically, it’s easy to identify businesses that currently exhibit both 

pricing power and volume growth. It becomes much more difficult and more 

a study on human behavior, of which subset of companies will 

possess enduring pricing power and long-term volume growth.  

It's important to step back to view the way the world works. The thing that 

tips the scale of human progress is innovation, which in turn leads to a 



stream of faster, better and cheaper ways of doing things. This innovation 

leads to enormous wealth creation, as noted in the following chart. 1 

  

  

  

In the chart, we see that innovation has given way to rising per capita 

income occurring throughout much of the emerging world. Some of the 

poorest regions are seeing the most rapid advancements because the 

expansion in global communication has accelerated their growth by enabling 

them to adopt many of the richest countries' best practices, while at the 

same time innovating on their own.    

  

The rise in per capita incomes is leading to a large and growing global 

middle class across the globe. A larger middle class means more money in 

each person's pocket to spend in the economy.   
 

While innovation seems to be great for all businesses, there is a downside to 

all of this. The innovation creates deflationary pricing, which can cause 

turmoil for a company’s bottom line. This deflationary pricing pressure is 

 

 

 



very good for the consumer but not so much for businesses trying to 

maintain pricing power. Look at the chart below, which shows that approx.  

40 years ago, it would have cost almost one million dollars to reproduce only 

partial functions on today’s smartphone. 2 

  

  

  

 

It’s not just technology that is experiencing this deflationary pressure. Prices 

are being driven down within the industrial economy, food prices and even 

within energy, the resource that powers all sectors of the economy.   

  

With all of that being said, how does one find a company that can achieve 

pricing power in a deflationary world? The answer is to find a scarce good. In 

today's fast-pace world, that scarce good is time.   

  

 

2 isChart from book Abundance by Peter Diamandis and reproduced in the 

following article: 

 



Because of innovation, and the amount of choice we have in today’s world, 

time/attention has become the one unit that stays stagnant and has become 

more valuable over the years. The companies that can attain and retain our 

attention are the companies that can maintain and grow pricing power.  

  

There are two main factors that we look for when researching companies 

that seize our attention and, in turn, establish pricing power. We break 

research up into the product side and the people side.  

 

Product Side: The cost of searching for an equivalent substitute 

product/service must be more substantial than the cost savings a customer 

would achieve by doing so. And the cost of creating an equivalent substitute 

product/service must be higher than the current product/service.    
 

  

1.) The product provides value well in excess of its price. If a good does not 

provide at least much value as its price, then it's not worth purchasing for 

the consumer. In the ideal scenario, where the good provides value well in 

excess of its price, the consumer believes they are getting an attractive deal. 

As a result, the business selling the product has the opportunity to raise 

prices over the course of time to be more in line with the value of the good.   

2.) The product benefits from one or more network effects. The network 

effect is a phenomenon whereby the increased number of people or 

participants using the good or service improves its value. Because of the 

networks’ exponential explosion in value as they scale, companies that own 

a large network can charge increasing rates for access to the network while 

maintaining a nearly insurmountable competitive advantage (e.g., 

Facebook) over smaller competing networks (e.g, Snapchat). The digital 

landscape of today has made the network effect possible. Governments are 

beginning to understand the monopolistic nature the network effect can 



have on businesses. Regulation moving forward will be a key determinant of 

how powerful companies become.  

 

People Side: A product/service that’s value is increased by perceived 

attractiveness. A product/service that has loyalty and status within its 

industry can maintain or raise prices as long as its social status is 

maintained    

  

 1.) They are socially consumed and have become a way of life for 

the consumer.  

2.) Relative to other brands, they are costly. Though counterintuitive, in a 

world of increasing wealth, raising prices becomes important for the social 

status of a loyalty brand.   

3.) They benefit from one/multiple network effects. The primary benefit 

would be the belief network effect. Similar to gold, the more people there 

are who assume Rolex watches are valuable as a signifier of culture, status, 

and wealth, the more valuable it becomes. This is the reason many signature 

brands prohibit discounting.   

  

After the Behavioral Research: After sifting through the companies that 

exhibit a factor (or ideally multiple factors) listed above, we place additional 

constraints on our investment decisions for businesses.   

  

• A conservative capital structure. Since the future can be unpredictable, 

we prefer companies that manage their debt load and have the capability 

to survive a deep recession.   

• An appealing valuation. We assess this by calculating the company’s 

estimated forward-risk-adjusted return and comparing it to other forward 

risk-adjusted return estimates for other equities that we consider. 



Additionally, when determining whether a business is attractively priced, 

we consider qualitative and contrarian factors, with the most important 

being whether our team believes that investors are over-discounting or 

over-emphasizing temporary macroeconomic or operational factors. We 

believe finding these circumstances can provide some of the best entry 

points into a great business.  

• We look to avoid overly crowded trades if possible, and we have tools 

that alert us about trends in money flows and sentiment, which we use as 

a contrarian indicator.  

• A management team focused on the long term, with interests that 

align with InterCapital. We prefer businesses with high insider ownership, 

particularly companies where the founder/CEO has a large, controlling 

stake and where there is a history of treating minority shareholders 

fairly.  

  

Understanding Millennials and Generation Z  

  

Our team considers it crucial to study consumer trends among the younger 

demographics. At InterCapital, we are well positioned to analyze these 

behavior patterns to understand their market impact in specific industries. In 

2019, Millennials (born 1981-1996) will have surpassed Baby Boomers as the 

largest living adult population, and their spending habits are radically 

different from those of older generations. They are upending dining, travel, 

fitness, finance, automotive, skin care and many other industries. Grasping 

which companies will succeed in this new world is critical when looking at 

investing in companies for the long-term.   

  

Why a Concentrated Portfolio?   

  



Conventional wisdom dictates that diversification is essential to long-term 

investing success.  Our team believes that diversification can play a role in 

every family portfolio. However, within your equity weighting there is an 

opportunity for a relatively small number of stocks to allow for the highest 

conviction investments to have a meaningful impact on performance. 

Warren Buffet and Charlie Munger have famously discussed how a portfolio 

manager can’t possibly be as confident in their 40th best investment idea as 

they are there are in their highest conviction ideas. Our team feels strongly 

that we can find the right blend of value and growth companies, while 

holding between 15-30 stocks. This concentration allows for us to stay on top 

of the underlying fundamentals related to a specific company and allows us 

to be very disciplined and selective while going through our investment 

constraints listed above.  

  

Wrap-up  

  

After a business passes all of our internal tests, we then construct a portfolio 

that our team believes will perform robustly through an unknown future- 

while diversifying across industries, product categories and macroeconomic 

sensitivity always in mind. This allows us to invest diligently with a long-term 

horizon always at the front of mind.   
 

 

Disclosure: The opinions voiced in this material are for general information 

only and are not intended to provide specific advice or recommendations for 

any individual. All performance referenced is historical and is no guarantee 

of future results. 

 



All investing involves risk including loss of principal. No strategy assures 

success or protects against loss. 

 

There is no guarantee that a diversified portfolio will enhance overall returns 

or outperform a non-diversified portfolio. Diversification does not protect 

against market risk. 
 


