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Small is
Beautiful

When it comes to the optimal
team size for investment
management, sometimes

less is more

Famously, Jeff Bezos thought that team size ought
to be capped by the ‘two pizza rule’; if a team
couldn’t be fed with two pizzas, it was too big.

This rule of thumb was coined in order to combat a
common challenge facing teams trying to solve
complex problems. In pursuits like investing, there
is a tendency to increase the number of people
providing input to the point that the team gets
bloated and functions less efficiently.

Intuitively, we tend to think that adding more
people to a process will help it get done more
quickly or better. This appealingly simple idea
certainly holds for certain types of tasks. If the goal
is to dig a hole, the more people helping the better.
Many hands make light work, and the

hole will undoubtedly get dug faster with a

larger team.

Investment, though, is quite a different type of task.
Investing is a complex, constantly-evolving problem-
solving exercise, where the outcomes attained by
individuals and teams are highly dependent on
intangible factors like motivation.

We believe success in investing requires passion and
intense curiosity. Without an environment that
cultivates these, team members can quickly feel
alienated and unmotivated.

Drilling into the accounts of a Japanese consumer
company in a way that yields useful insight requires
the analyst to feel that the effort is worth it, in the
sense that the work can impact client portfolios
directly and meaningfully. Investigating the links
between Board members of an Indian IT company
and former government ministers is akin to
detective work, and if an analyst doesn't feel
determined to get to the bottom of things, both for
their own intellectual curiosity and to support client
outcomes, he or she is unlikely to do a good job.
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It is therefore essential to cultivate a sense of

team belonging, a feeling of collective ownership for
portfolios and of individual empowerment.

These are crucial characteristics which are, in our
view, far easier to achieve in a smaller team

Undoubtedly, greater team size facilitates

the gathering of more information. But good
investment decisions do not follow automatically or
even naturally from more data points.

Usually, insight arises not from knowing more than
anybody else, but from being able to identify

the small handful of very important points from
the sea of noise.

A small team is often
much better placed than
a large team to focus on
the few salient points of

an investment case

In most investment cases there are probably four or
five central considerations which, in our view,
constitute 80% of what one needs to know in order
to approach investing: the competence and integrity
of management, the sustainability of the business
model and its profitability, the quality of the
financials and a simple approach to valuation.

But there is almost no end to the amount of
extra information one could, if inclined,
supposedly seek to bolster the robustness of an
investment conclusion.

One very likely outcome in our view, though, is that
you end up with a ‘woods for the trees’ situation.



All that extra information serves only to disguise
the key points on which the investment ultimately
turns.

This is very common because the investment
industry has tended to encourage a high degree of
specialisation, with analysts providing ‘coverage’ of
a particular sector. A sector specialist may be able to
value the shares of their allotted companies to the
second decimal point, but be unable to undertake
meaningful comparative analysis across countries
or synthesise insights from indirect sources and
other industries.

A small team is often much better placed than a
large team to focus on the few salient points of an
investment case, and to utilise collective ownership
and widely dispersed knowledge.

And of course there are obvious acute downsides
which come with large teams. With a tight-knit team
of three, there are just three relationships - or
‘communication pathways’ in the parlance of
psychologists - which the team has to nurture

and manage.

But as more members are added, this number grows
exponentially. Between six team members, there are
15 relationships. At 12 members, this jumps to 66
links. By the time you have a team of 50 analysts,
there are 1,225 different relationships within the
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team. It is impossible for a team above a certain -
quite small - size to be internally cohesive.

In practice, it is very difficult for anyone to maintain
strong working relationships with more than a
relatively small handful of other investors,
especially if these colleagues are spread around the
globe. And without a strong sense of mutual respect,
trust, and ultimately friendship, robust investment
discussions become harder.

The ability of an analyst to take challenging
questions on their work and ideas in their stride is
greatly aided by having mutual understanding built
on many hours of interaction over years. Such strong
relations between colleagues are, simply due to the
numbers outlined previously, much easier to attain
in smaller groups.

And there is a real sense in which an individual

in a large team can very often feel that their voice

is not easily heard, especially if that person is
relatively junior. We know from our own team that
when we have in the past tried to have 30-something
voices around a table on video-conference, it is
nigh-on impossible to discuss constructively a
company’s approach to its supply chain or the
quality of its accounting,.

More junior people, younger people and introverts
are far less likely to make their views known in such
a setting, denying the team the benefit of their
opinion. In such crowd-like environments, it is often
the person who speaks loudest or most forthrightly
who gets the most air-time, rather than the one who
has the most to offer the conversation.

In order to preserve the efficacy of the team’s
investment process, we have strived to maintain a
structure which enables small teams to thrive. In
2015, the First State Stewart team split to form two
separate teams: First State Stewart Asia and Stewart
Investors, in order to allow both teams to preserve
investment outcomes through reduced team sizes.

The success of Stewart Investors going back to

the 1980s has always been built on small, tight-knit
investment groups who feel passionately connected
to the companies in which they invest and to
portfolio outcomes. We will continue to evolve

our structure in order to enable small teams to
flourish and aim to deliver attractive risk-adjusted
returns for clients. For our approach, small
remains beautiful.



Important information

This document has been prepared for general information purposes only and is intended to provide a
summary of the subject matter covered. It does not purport to be comprehensive or to give advice. The views
expressed are the views of the writer at the time of issue and may change over time. This is not an offer
document, and does not constitute an offer, invitation, investment recommendation or inducement to
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person should rely on the content and/or act on the basis of any matter contained in this document.

This document is confidential and must not be copied, reproduced, circulated or transmitted, in whole or in
part, and in any form or by any means without our prior written consent. The information contained within
this document has been obtained from sources that we believe to be reliable and accurate at the time of issue
but no representation or warranty, express or implied, is made as to the fairness, accuracy or completeness of
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of this document.
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construed as a recommendation to buy or sell. Reference to the names of any company is merely to explain the
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Hong Kong and Singapore

In Hong Kong, this document is issued by First State Investments (Hong Kong) Limited and has not been
reviewed by the Securities & Futures Commission in Hong Kong. In Singapore, this document is issued by
First State Investments (Singapore) whose company registration number is 196900420D. Stewart Investors is a
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Australia
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themselves about any such restrictions and observe them. By having requested this document and by not
deleting this email and attachment, you warrant and represent that you qualify under any applicable financial
promotion rules that may be applicable to you to receive and consider this document, failing which you should
return and delete this e-mail and all attachments pertaining thereto.
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If in doubt, you are recommended to consult a party licensed by the Capital Markets Authority
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Neither this document nor any of the information contained herein is intended to and shall not lead to the
conclusion of any contract whatsoever within Kuwait.
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Within the DIFC this material is directed solely at Professional Clients as defined by the DFSA's COB
Rulebook.

UAE (ex-DIFC)

By having requested this document and / or by not deleting this email and attachment, you warrant and
represent that you qualify under the exemptions contained in Article 2 of the Emirates Securities and
Commodities Authority Board Resolution No 37 of 2012, as amended by decision No 13 of 2012 (the “Mutual
Fund Regulations”). By receiving this material you acknowledge and confirm that you fall within one or more
of the exemptions contained in Article 2 of the Mutual Fund Regulations.
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Act of 1933 (“1933 Act), and as qualified eligible persons as defined under CFTC Regulation 4.7. It is not to be
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