
 

 
 

LIS CAPITAL - LETTER #3 

“Investing isn’t about beating others at their game. It’s about controlling yourself at your own 

game.” – Jason Zweig1 

 

 

“The world is more random than we think and that perhaps contrary to the thought that 

predictions are getting better, that the world may actually be increasing in its 

unpredictability. “ – Nassim Taleb2 

 

 

“The pressures to which we have been exposed over millennia have left a mental and 
emotional legacy. Some of these emotions and reactions, derived from the species who 
were our ancestors, are unnecessary in a modern age, but these vestiges of a former 
existence are indelibly printed in our make-up. Our evolutionary past exerts the most 
powerful pressure. But the genetic element of human behavior will always be 
refracted through the medium of culture” 

 

We start our third letter with this quote from the specialist in human evolution Robert 
Winston3, in his book “Human Instinct”4. At a first glance, choosing primitive instincts 
as a theme may not seem to make much sense. Contrary to common belief, though, it 
is of enormous importance to investment decision makers.  

Instinct is an intuitive and impulsive thought that is a part of what Daniel Kahneman5 

called System 1 in his groundbreaking book “Thinking Fast and Slow”6. Under this 
neural code, we utilize thoughts that are automatic, instinctive, emotional and based 
on intuition. This way of thought has been developed throughout thousands of years 
so that we, mainly, could quickly react to dangerous situations. Although being critical 
to perpetuate the human species, System 1 can, ironically, be deadly in investing.  

Naturally, dealing with investments requires large amounts of data compilation, 
calmness, focus and rational thought, and not quick solutions packed with behavioral 
biases. Still under the terminology used by Kahneman, the slower decision-making 
function of our brain, called System 2, is more appropriate for this kind of activity, for 
being the only one able to develop lines of thoughts in ordered series of steps.  

As often is the case, it is easier said than done. Given the restless dynamics of markets, 
investors are often caught off-guard in moments of euphoria or depression. This is 
especially common in Brazil, where economic cycles are more frequent and intense. 
These dynamics trigger our instinctive device, making it unnatural to use System 2 
under such circumstances. Suppose that you are driving a car that suddenly skids in a 

                                                           
1 Jason Zweig became a columnist for The Wall Street Journal in 2008. Zweig is also an editor for the most recent version of The Intelligent Investor, 
by Benjamin Graham (HarperCollins 2003) 
2 Nassim Nicholas Taleb (Amioun, 1960) is an american-libanese author, statistician and investor. His books explore the topics of uncertainty and 
unpredictable events. Some of his most famous writings are Fooled by Randomness, The Black Swan and Antifragile.  
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 Robert Maurice Winston (born in July the 15
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, 1940) is an English professor, doctor, scientist, television host and politician for the workers, party.  

4 Human Instinct (2003): How our primeval impulses shape our modern lives.  
5 Daniel Kahneman was born in Israel in 1934. He has an extraordinary curriculum. In collaboration with the Universities of Princeton, British 
Columbia, Berkeley and Michigan, he received the Noble Prize of Economics in 2002, along with Vernon Smith, for his contribution to integrate 
psychology into the field of economics and human decision-making under uncertainty.  
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evolution can compromise our judgement when dealing with probabilities.  



 
 

huge puddle. You will notice that you reacted to the threat before being fully aware of 
it.  

Self-control is severely diminished when we are under intense stress. Under such 
circumstances, the fast thinking system takes control and prioritizes survival. Equally, 
investors are taken by behavioral biases, operating under limited rationality. Searching 
for coherence and certainties when under pressure, money managers commonly are 
taken by illusions of control, overestimating their ability to affect exogenous events 
and comprehend what is happening around them. This is exacerbated in the 
competitive fund management industry, where managers receive daily feedback 
through mark-to-market of their assets, reinforcing their confidence in the decisions 
that allowed them to survive so far. As a result, we can often see them biased, overly 
optimistic with their investment thesis, while being blind to risks of permanent loss of 
capital.  

These dynamics strengthen the confidence of those who make right investment calls 
(even if for the wrong reasons), while eliminating from the game those who make bad 
decisions and underperform. Under the presumption of overconfidence, those 
managers surround themselves with theories and people who reinforce their beliefs, 
rather than trying to challenge them. “They were never going to accept their views 
were wrong. They were, in fact, ultimately more interested in being right than making 
money” – as brilliantly described by Lee Freeman-Shor7 in the excellent “Art of 
Execution”8.  

These cognitive biases lead to well-known behavioral patterns that are harmful to 
investors. A typical example: a manager sells major blocks of shares after a market 
downturn, when damage has already been done, trying to protect himself from further 
unexpected markdowns. He tries to increase his liquidity when opportunities for great 
investments are showing up, when he should be doing the opposite. The contrary 
situation is just as common: in bull markets, typically managers continually increase 
their exposure to stocks, when they are becoming more expensive, proportionally. And 
when the correction comes, these managers have their hands full of the assets that are 
the most susceptible under these circumstances. These may look like obvious 
mistakes, but they repeat themselves throughout the fund management industry in 
every economic cycle, because human behavior never changes.  

Our brains were not designed and adapted to think slowly and sequentially in extreme 
times. The emphasis we put in this letter to evolutionary factors has the purpose to 
show that we are all subject to such cognitive limitations. Rational thought is full of 
traps, and it is critical that we are aware of this fact when constructing an investment 
process. 

One may ask: if such thoughts and behaviors are inevitable, how do we deal with them 
at LIS Capital? How to use System 2 even in turbulent times, filled with uncertainty? 

                                                           
7 Lee Freeman-Shor currently manages over US$ 1 billion in high-alpha and multi-asset strategies. Lee was characterized as one of the worlds´ biggest 
managers by Citywire in 2012. He has been at Old Mutual Global Investors since 2005 and previously was the Co-Head of Equity Research. Before 
that, he worked for Schroders and Winterthur.  
8 The Art of Execution (2015): the main goal of the book is to answer how big managers can be wrong most of the time and still have good returns. 
The answer is in their habits. The book explains such habits for the first time, giving data compiled by Freeman-Shor himself when investing with 
these managers.  



 
 

Our answer to this is based on what James Montier9 writes in one of his books: 
“Process, Process, Process” 10.  

It is impossible to know what the future holds, despite all the efforts of economic 
agents. Investment thesis and forecasts are, at best, a hypothesis on the upcoming 
events, always fogged by the uncertainty of endogenous and exogenous variables. The 
unstoppable search for a fail-proof investment thesis may lead to strong behavioral 
biases.  

The only thing you can control when investing is how to be prepared for uncertainties. 
For that, what we do at LIS is to draw an action plan for each asset in our portfolio, 
before investing in it. In this plan, we try to explore scenarios that might occur with a 
company and its´ stocks, and what would be the best course of action in case each of 
these occur. It is of utmost importance to have an action plan drawn beforehand. 
Making decisions at the heat of the moment, under severe pressure, will most likely 
lead to an irrational decision.  

These action plans are the result of extensive analysis, debated between our whole 
team, and sometimes with people who are not vested as well. To reach consensus with 
part of the team acting as the bad cop, emotionally detached from the analysts’ bias, 
has a crucial role as a risk-controller in our process. 

It is important to note that action plans are not a single, isolated process within our 
company. In fact, we have specific processes for all investment steps, from the birth of 
an investment idea to defining how much exposure we will have to it. To precise the 
proportions of each asset in our portfolio, for example, our process also tries to 
mitigate behavioral biases. We create quantitative and qualitative metrics, with 
specific parameters for each company, turning each asset objectively comparable. 

The reader may ask if all possible future outcomes are considered in our action plans. 
A quick humility exercise certainly leads us to answer no. We are aware that we don’t 
know what we don’t know. Many times, events are simply impossible to anticipate, as 
is often the case with macroeconomic or political twists.  

In such cases, we try to shield ourselves through active protection policies, using cash 
and derivatives. We use hedge as a tool for highly unlikely events with catastrophic, 
unanticipated consequences, called “Black Swans”11 by Nassim Taleb. 

According to these policies, we reserve part of our funds’ assets to buy insurance, to 
be used in case expectations drastically change. If this happens, our portfolio is 
benefitted by the paid claims, recovering part of our losses.  

As protection based on derivatives can be expensive, we have a well-defined insurance 
purchase process. Respecting an annual budget, our trading team constantly monitors 
the volatile options market for low-cost opportunities, normally available in bullish 
markets. As the saying goes, buy umbrellas on sunny days.   

                                                           
9
 James Montier is a value investor who has worked for Societe Generale, Cross Asset Research, Deutsche Bank, Greenwich NatWest and Dresdner 

Kleinwort Wasserstein. He wrote books such as Behavioral Investing, Value Investing and The Little Book of Behavioral Investing: How Not to Be Your 
Own Worst Enemy. 
10 James Montier is a value investor who has worked for Societe Generale, Cross Asset Research, Deutsche Bank, Greenwich NatWest and Dresdner 
Kleinwort Wasserstein. He wrote books such as Behavioral Investing, Value Investing and The Little Book of Behavioral Investing: How Not to Be Your 
Own Worst Enemy. 
11 To put it very shortly, black swans are big events which are unexpected and have massive consequences towards the current modus operandi.  



 
 

It is a fact that we compromise a small part of our returns with our hedge policies. 
Nevertheless, applying it has several benefits. Just to enumerate one, we preserve a 
relevant part of our equity in catastrophic events, creating a much-needed tranquility 
for rational decision-making in such turbulent times. Furthermore, when such 
insurances claims are finally paid, we become liquid when everyone else is desperately 
selling assets. Generally speaking, these are the best times to plant the seeds for 
future returns.  

The benefits of such “insurance” for the portfolio have lead some managers, such as 
Mark Spitznagel12, to affirm that such a strategy challenges the modern theory of 
finance, which predicts that, to reach better returns, one must incur in more risk. The 
basic argument is that, by having such an insurance, the manager can increase his 
exposure to stocks without increasing the risk of losses to the portfolio. Additionally, 
the liquidity provided in markdowns or overall market hysteria, may result in gains that 
make the fund even more profitable than if it had no protection. Such characteristics 
determine the antifragile13 aspect of our fund: its´ capacity to become stronger in 
times of crisis.  

A practical example that resembles such chaotic situations happened recently in Brazil, 
in the event of the testimony of JBS – a Brazilian company that is the second largest (in 
sales) meat processing company in the world That day, markets opened in panic with 
the news of president Temer being involved in a corruption scandal. Circuit breakers 
were activated in the stock, currency and bond markets. Stocks from some of the best 
companies in Brazil dropped almost 20% in the first hour after market opening, clearly 
demonstrating the overall despair. When this happened, our protections had a major 
markup, partially compensating the fall in our other assets and generating cash for 
new purchases. As a result, the month of May, which was terrible for most funds, was 
relatively decent for our LIS VALUE. We took the chance to deploy some money into 
investments that created returns for our investors in the periods thereafter. The table 
below shows our results during this time, which, although too short to evaluate a fund, 
exemplifies clearly the dynamics of how we expect to behave under scenarios of 
stress.  

Return May June July May – July 

LIS Value 0.02% 0.34% 6.95% 7.33% 

IBRX100 -3.66% 0.30% 4.91% 1.38% 

 

Events such as the one of JBS have a significant chance of occurring in the next 10-15 
months, since, historically, with the proximity of presidential elections, the volatility 
and anxiety of markets tend to increase exponentially.  

Nevertheless, it is more valuable to follow diligently our protection policy than trying 
to predict future events such as these. Consistency and discipline is exactly what 
makes it so important. We don’t have the pretension of being able to anticipate the 

                                                           
12 Mark Spitznagel was born in March, 5th, 1971. He is a hedge fund manager, value investor and partner at Universa Investments. He is most famous 
for his theory about “tail cover”, which made him win billions in the 2008 market crash. Has a peculiar investment style based on constant small 
losses and rare gigantic gains.  
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 Antifragile is also a concept brought to the financial market by Nassim Taleb. It describes things that benefit from chaos, as written on his book 
“Antifragile”. 



 
 

next big crisis, although we feel confident enough by knowing that, when they happen, 
we will have the tools to protect the capital of our investors, as well as our own.  

To put it shortly, our brains are not designed to work rationally under stress, which are 
so common in the financial market. That is why it is so important to be disciplined in 
executing predefined processes, which stimulate the use of System 2.  

The book of Robert Winston, whose quote opens this letter, shows how, throughout 
the history of humankind, civilizations used culture as a defense against primal 
instincts. To us, discipline in execution creates a similar mechanism. Our culture, under 
a pillar of predefined processes, work as an enforcer for the use of System 2, making 
the use of rational thought ever easier and natural. This is how we strive to protect and 
generate returns on the capital of all those who entrusted us with their capital.  

 


