
   

Acorn Capital Partners 

641 Lexington Ave, 13th Floor, New York, NY 10022 • 347-561-6346 • www.acorncapital.com    Page 1 

Investment Philosophy         
 

Investing is about successfully anticipating supply and demand in one way or another.  
There are three factors to consider when thinking about supply and demand for assets.    

The first is the global macro picture.  Global macro analysis measures supply and demand 
for assets around the world.  Even if one only wishes to invest in one’s home country, the global 
macro picture matters because the purchasing power of one’s home currency is directly tied to 
the extent to which the home country produces goods that the rest of the world wants or needs.  
If the purchasing power of a country’s currency declines, the government will attempt to restore 
it by raising interest rates and reducing the money supply which will cause the value of all assets 
in the country to decline.  At a minimum, investors should be aware of the structural dynamics 
in the global macro environment and the associated risk to the value of their home currency 
and asset prices.   

The second factor to consider is the value of ownership in a business.  Assuming the global 
macro picture is favorable for a certain industry within a country, an investor must determine 
how much of the capital that flows to that industry will be captured by shareholders of the 
business.  Some early-stage businesses have an opportunity to disrupt an existing industry and 
then monopolize the new industry they create (early stage buy and hold opportunities).  Other 
businesses are current monopolies that are unlikely to be disrupted and can use their 
competitive advantages to expand to parallel industries (later stage buy and hold opportunities).  
Lastly, some businesses have an undervalued asset and are cheap due to some temporary issue 
that can be fixed (catalyst driven opportunities).  Investors must properly determine the 
risk/reward ratio of each business they purchase stock in.   

The third factor to consider is price action.  Prices move in patterns because the dynamics 
of supply and demand are consistent.  If an asset has traded sideways for a long period of time, 
for example, short-term investors will sell the position and the holders tend to be made up of 
long-term investors with a lower propensity to sell on a move higher (less supply).  If the asset 
starts to move higher on heavy volume one can see that some group of investors are collectively 
making an assessment that the economic circumstances for the asset are about to become more 
favorable (more demand).  Investors can monitor these dynamics for one asset or across a broad 
range of assets to get a sense of how supply and demand is setting up for the market as a whole.  
Investors can also monitor open interest in the options market to get a sense of how investors 
are hedging their positions, which drives short term market direction.    
 These factors can be used individually or in conjunction with each other to assess 
investment opportunities.      
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Successful Investors 
 
“Study the past if you want to define the future” - Confucius  
 

In our estimation, successful investors can be sorted into five broad categories.  These 
categories are listed below along with a noteworthy investor that uses each approach, and a 
brief summary of their methodology.     
 

Category Noteworthy Investor  Investment Methodology 

Global Macro  Stanley Druckenmiller  Buy when an asset is cheap and the macro 
drivers that are making it cheap are 
unsustainable.  Short when the opposite 
is true.     

Early Stage Buy and Hold  Paul Graham Buy potential monopolies that can create 
new markets or disrupt and dominate 
existing markets.   

Later Stage Buy and Hold  Warren Buffett Buy existing monopolies that leverage 
their advantages to dominate parallel 
markets.   

Catalyst Driven  Carl Icahn Buy flawed companies at cheap prices and 
unlock value by replacing management, 
cutting costs or forcing a sale.  Short 
flawed companies that are overpriced.   

Price Action James Simons Focus on the supply and demand 
dynamics for the security itself and 
derivatives of the security rather than the 
fundamentals of the underlying asset.   

  

We review each methodology in more depth below.  The purpose of this document is not 
to be exhaustive, but to consolidate the most important lessons that we have learned in our 
career about investing into one place, that our clients can use as a point of reference.     

Once a week we publish a report that covers our assessment of the global macro 
landscape and current price action.  We send out reports on buy and hold opportunities and 
catalyst driven opportunities more sporadically, as we identify them.         
 

https://en.wikipedia.org/wiki/Stanley_Druckenmiller
https://en.wikipedia.org/wiki/Y_Combinator
https://en.wikipedia.org/wiki/Warren_Buffett
https://en.wikipedia.org/wiki/Carl_Icahn
https://en.wikipedia.org/wiki/Renaissance_Technologies
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Global Macro Investing 
 

“Identify the paradigm you’re in, examine if and how it is unsustainable, and visualize how the 
paradigm shift will transpire when that which is unsustainable stops”. - Ray Dalio 

 

As an investor, it is important to understand how the global economy works because 
global events and trends, government reactions to those trends, are a primary driver of asset 
prices.   

In the simplest terms, global macro investing involves analyzing where money is flowing 
around the globe.  The main driver of these flows is governments.   If government policies are 
causing more money to flow toward corporations, equities will rise and commodities will tend 
to fall, benefiting the upper class.  If government policies are causing more money to flow 
toward labor, equities will decline and commodities will rise, benefitting labor.   

One way to illustrate this point is to analyze two 40-year periods in the United States, 
1940 – 1980 and 1980 – 2020.  Consider the series of charts below…     
 

 

     
 

Source (Bridgewater, Ray Dalio) 

https://www.bridgewater.com/research-and-insights/peak-profit-margins-a-us-perspective
https://economicprinciples.org/downloads/Paradigm-Shifts.pdf
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These charts depict how government policies favored the working class from 1940 – 
1980.  In the 1940 – 1980 period, union members represented over 25% of the U.S. labor force, 
the effective corporate tax rate was over 50% and DOJ investigations of corporate competition 
were much more plentiful.  More money flowing to the working class versus corporations 
resulted in rising inflation which the Federal Reserve tried to offset by increasing interest rates.  

As a result, oil, gold and other commodities significantly outperformed the S&P 500 over 
this time period.  The index returned just over 1% annualized after adjusting for inflation 
(excluding dividends).   

 

S&P 500 vs Gold vs Oil (1940 – 1980) 
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 By contrast, the period from 1980 – 2020 favored corporations and the upper class.  
Union members as a percentage of the labor force declined from 25% to 10% due to a decrease 
in their negotiating power as a result of globalization.  The effective corporate tax rate declined 
from 50% to 10% and DOJ investigations of corporate competition declined sharply as 
corporations became more involved in politics through lobbying efforts.  At the same time, the 
commercialization of the internet served as a secular trend that increased global growth and 
increased corporate profit margins.  More money flowing to corporations versus the working 
class resulted in a decline in the rate of inflation which allowed the Federal Reserve to 
consistently lower interest rates.   
 As a result, the S&P 500 significantly outperformed gold, oil and other commodities.  The 
index returned over 5% annualized over this time period after adjusting for inflation (excluding 
dividends).          
 

S&P 500 vs Gold vs Oil (1980 – 2020) 
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 Once a government’s total debt reaches over 200% of GDP, and interest rates approach 
zero, there is no practical way out of the situation other than to print money to devalue the 
currency and debt.  In Principles for Navigating Big Debt Crises by Ray Dalio, they analyzed 48 
historical case studies, including all cases in large countries where GDP fell by 3% or more, and 
found that currency devaluation is always the solution, it is just a matter of timing.    
 The chart below shows the case in the United States over the last 100 years.  Once debt 
surpasses 200% of GDP (top panel) and interest rates (the blue line) hit zero (bottom panel), the 
central bank begins increasing the monetary base (the red line).  After that, a surge in fiscal 
stimulus leads to a devaluation of the currency leading to commodities and precious metals 
outperforming stocks and bonds.  In the 1940s, the catalyst for the surge in fiscal spending was 
World War 2.  In the 2020’s, the catalyst was the pandemic and the Russian invasion of Ukraine.  

    

 
 

The degree to which commodities outperform and equities and bonds underperform at 
this stage of the long-term debt cycle is largely dependent upon inflation.  Inflation result from 
shocks like a pandemic or a war, or by a change in control of government to an administration 
that would shift more capital towards labor and away from corporations.   Understanding the 
current paradigm and how changes in various metrics will affect asset prices is a critical 
component of a successful investment strategy.      

https://www.bridgewater.com/big-debt-crises/principles-for-navigating-big-debt-crises-by-ray-dalio.pdf
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Early Stage Buy and Hold Investing 
 
“When you’re in a startup, the first ten people will determine whether the company succeeds or 
not.” – Steve Jobs   

 
 Successful early-stage investments (startups) are about creating a product or service 
that people want or need, that is not currently available.  At any given time, there are 
thousands of incumbent companies in every industry that are also thinking about what new 
products or services their industry needs.   Successful startups ideas are therefore often 
counterintuitive.   
 

 
   
 The two most successful early-stage investors in the world today (and perhaps ever) are 
the PayPal Mafia and YCombinator.  The “PayPal Mafia” is a group of PayPal alumni who went 
on to start or fund some of the most successful businesses in the world today including Tesla, 
Facebook, YouTube, LinkedIn, Yelp and many others.  Ycombinator is a startup incubator that 



   

Acorn Capital Partners 

641 Lexington Ave, 13th Floor, New York, NY 10022 • 347-561-6346 • www.acorncapital.com    Page 8 

likewise wrote the first check for some of the most successful companies in the world including 
Airbnb, DropBox, Stripe, DoorDash and many others.   
 Peter Thiel wrote a book, Zero to One, that lays out his investment philosophy and 
Ycombinator has open sourced the advice they give to startups in a course they taught at 
Stanford and uploaded to YouTube entitled How to Start a Startup. 
 Their approaches are similar, their networks are intertwined, and they have co-funded 
several successful companies.  Essentially, they look for a talented team, that can recruit talent, 
that is determined to create a product or service that people want or need (which often disrupts 
an existing industry), that will have monopoly characteristics if it is successful.  They also look to 
invest at such an attractive valuation that each investment has the potential to return 100x or 
more, because most startups fail, so the winners have to more than make up for the losers.     

                 
 Building a successful portfolio of early-stage investments can be a risky and challenging 
endeavor, but the potential returns can make the risk worthwhile.  Top performing venture 
capital funds routinely achieve annual rates of return of 50% or greater.    

https://www.amazon.com/Zero-One-Notes-Startups-Future/dp/0804139296
https://www.youtube.com/watch?v=CBYhVcO4WgI&t=168s
https://www.baybridgebio.com/blog/anatomy_of_a_top_vc.html
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Later Stage Buy and Hold Investing 
 
“If you aren’t willing to own a stock for 10 years, don’t even think about owning it for 10 
minutes.” – Warren Buffett 
 
 There are similarities and differences between early stage and later stage buy and hold 
investing.  They are similar in that in both cases investors are looking for a talented team, that 
has a great product or service that addresses a large market and looking to invest at an attractive 
price.  They are different in that later stage companies are less likely to fail but more likely to 
stop innovating.  Early-stage companies can succeed based upon the quality of the initial 
product and the founding team.  Later stage companies have to maintain a winning culture 
and continuously innovate to create new products and services, oftentimes by leveraging the 
competitive advantage of their initial product or service.   
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 Price and diversification considerations are also different with early and late stage buy 
and hold investing.  Most early-stage companies fail so wide diversification is required in the 
hopes that the winners more than make up for the losers.  Later stage companies with strong 
management and a durable competitive advantage rarely fail so concentration is more 
important.  This is because the task with later stage investing is more about monitoring the 
business to ensure that the company is maintaining a strong culture, is continuously innovating 
and is not being disrupted by competitors.  It is hard to keep track of all of these metrics for 
many companies at the same time and some will clearly stand out over others, so concentration 
is better than diversification.  

In a speech before a group of MBA graduates at Northwestern University in 2007, Warren 
Buffett said that if he was managing under $100 million, he would own a maximum of 5 
companies, with 50% of his assets in the one he liked the best.    

Buffett also says that the two most important essays on investing are chapter 8 and 
chapter 20 from The Intelligent Investor by Benjamin Graham.  Chapter 8 discusses market 
fluctuations and describes how the market overshoots to both the upside and the downside.  It 
suggests that investors should analyze the value of the underlying business independently 
rather than trusting the market price.  It also discusses the futility of trying to time the market 
with precision.  Chapter 20 discusses the importance of investing in stocks with a “margin of 
safety”.  Since investors cannot estimate the future earnings and intrinsic value of a business 
perfectly, investors should try to buy businesses at as steep a discount as possible to their 
estimate of fair value.   

Later stage buy and hold investing is inextricably tied to the performance of the overall 
economy in a way that early stage investing is not.  As a company matures, the performance of 
the overall economy and the relative value of other mature companies effects the company’s 
valuation.  So, it makes sense for a later stage buy and hold investor to monitor the global macro 
environment, as well as the business itself, in determining the ideal purchase price.                
 
 
 
 
 
 
 
 
 

https://www.youtube.com/watch?v=eRlQfS__u7E
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Catalyst Driven Investing 
 
“Those who keep their heads while others are panicking do well.”  -David Tepper  
 

Catalyst driven investing includes any investment that is not intended to be held for more 
than 1 or 2 years.  Catalyst driven investing is similar to buy and hold investing in that in both 
cases investors are looking to buy with a “margin of safety”.   It is different from buy and hold 
investing in that the primary goal is to invest in a business at a cheap price whereas with buy 
and hold investing the primary goal is to buy a high-quality business.  The margin of safety 
component is even more important with catalyst driven investing because the businesses are 
often flawed in some way, which often is the reason that the asset is for sale at a cheap price.    
 

 
 
 The catalyst that increases the value of the asset can be a macro event that effects the 
company’s industry, the release of a new product, cost cutting, or a sale of the business.  
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Investors that specialize in catalyst driven investing often purchase a large stake in the business, 
get a seat on the board, and agitate for change.  

The most important component that drives the value of a company both positively and 
negatively are the people.  With catalyst driven investing, the most effective change is often a 
change in management.  Just as a strong management team’s ability to create shareholder value 
is often underestimated, a weak management team’s ability to destroy shareholder value is 
often underestimated as well.  

A strong management team will recruit strong employees, who will recruit more strong 
employees, that all build shareholder value together.  A weak management team will have a 
hard time recruiting strong employees.  Steve Jobs has a saying that A players like to work with 
A players, B players hire C players, and C players hire D players.  recognize the problems with a 
business and do what needs to be done to fix them.  A strong management team understands 
this and will obsess about keeping the culture strong.  A weak management team doesn’t put 
as much stock into recruiting and maintaining a strong culture and will often hire sycophants.    

A strong management team will continuously innovate, often disrupting their own 
existing products, while a weak management will cling to their cash cow and focus on sales.  In 
as book by Don Keough, the former President of Coca-Cola, entitled The Ten Commandments of 
Business Failure, that describes the pitfalls that lead to business failure, commandment number 
one is to “stop taking risks”.  No product or service is permanent.  There are always new 
companies that are thinking of ways to disrupt the incumbents.  If a company is not disrupting 
their own products, someone will eventually do it for them.   

A strong management team uses the cash flow from their existing products and services 
to build new products and services and enter new markets, while a weak management team is 
always raising money.  If a company is looking to raise money one key factor to consider is what 
happened the last time they raised money.  Strong management teams spend money efficiently 
make significant progress between rounds of financing.  Weak management teams make little 
to no observable progress.  Strong management teams typically have significant insider 
ownership and low board and executive compensation.  The opposite is often true with weak 
management teams.   

Catalyst driven investing is about finding an asset that is cheap due to a temporary set of 
conditions, then identifying a solid reason that those circumstances are likely to change.  At the 
end of the day, the investment decision is about risk versus reward.  Investors should calculate 
how profitable the investment will be if correct as well as the loss if they are wrong.  Then build 
a portfolio of investments with favorable odds.      

  

https://www.youtube.com/watch?v=fj0hpsJvrko
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Price Action Investing            
 
 “We search through historical data looking for anomalous patterns that we would not expect to 
occur at random”. – Jim Simons 
 
 The investment methodologies listed above are generally accepted and respected by 
most market participants.  Price action analysis (especially technical analysis), on the other hand, 
is often denounced as superficial, unreliable and/or gambling rather than investing.  This is 
because it focuses on supply and demand dynamics and chart patterns rather than the value of 
the underlying business.  This view is encouraged by prominent fundamental investors, such as 
Warren Buffett, who don’t utilize price action analysis and don’t really understand it.   
 Other prominent fundamental investors, such as Steve Cohen and Stanley Druckenmiller 
who have both achieved 30% annual returns over long time periods, praise price action analysis 
and use it to time entry and exit points.  A list of well-known investors and their take on price 
action analysis can be found here.   The analogy I would offer is that the greatest NBA players 
concentrate on their own game, but they also watch hours and hours of tapes to analyze their 
competitor’s game.   

Price action analysis becomes more relevant over short-term investment horizons and 
less relevant over long horizons.   If one intends to hold a stock for 10 years, price action 
doesn’t really matter.  If one intends to hold a stock for a month or less, price action is virtually 
the only thing that matters.  Opportunities to buy a business that one can hold for 10 years and 
achieve outsized returns are few and far between.  Most investors have shorter time horizons, 
like a year or two, and over these time periods price action is very relevant.   

There are two primary methods for analyzing price action, one is technical analysis, the 
other is quantitative analysis.  Technical analysis involves interpreting price charts to identify 
historical patterns that typically precede price movement.  Quantitative analysis involves 
interpreting statistical data such as derivatives (options) or historical price action to predict price 
movement.      

The bible of technical analysis is a book called Technical Analysis of Stock Trends, 
published in 1948 by Robert Edwards and John Magee.  The book reviews price action and chart 
patterns going all the way back to the work of Charles Dow, who created the Dow Jones 
Industrial Average in 1884 after theorizing that the equity price movements of the largest 
companies in the country could help predict the future direction of the economy.         

All of the various chart patterns that historically precede price movement would be too 
much to discuss in these pages, but a few examples are laid out below.   

https://mastersinvest.com/chartsquotes
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Technical Analysis 

 

Conventional Breakout Buy - Tesla (Nasdaq: TSLA) - 4/2017 – 2/2020 
 

 
 
 The image above shows the chart of Tesla from 4/2017 – 2/2020.  The stock traded 
sideways for roughly 2.5 years.  Over this time period it rallied to the $24 level on multiple 
occasions as shown by the blue line but quickly failed each time.  The sideways action in the 
name tends to shake out more short-term investors the longer the stock trades sideways as the 
investment fails to perform.     

Most investors that are still in the name in November of 2019 are therefore long-term 
investors and less likely to sell on a rally.  Then the stock rises to $24 again in November of 2019 
but this time it gaps up on heavy volume (green arrow).  The stock then forms a base at the top 
end of its trading range between $22 and $24 (purple line).  This shows that buyers are 
accumulating the stock even after the gap higher.  This is referred to as a “flag”.  This pattern is 
a setup for a breakout.  

Tesla broke out and rallied to $64 over the next several months.  The catalyst here was 
that China approving production at their Shanghai facility which dramatically lowered costs and 
increased revenue for the company.       
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Ascending Trendline - Tesla (Nasdaq: TSLA) - 3/2020 – 1/2022 
 

 
 
 After breaking out of a well-defined base in early 2020, Tesla began an uptrend defined 
by an ascending trendline (blue line) that started in April of 2020 and ended in January of 2022.  
A rising trendline is established by connecting consecutive higher lows in the price of an asset.  
The trendline becomes more important the more times the asset touches the line without 
breaking below it and as more time passes.   

Tesla bounced off its rising trendline on 8 occasions (pink arrows) over the course of 2020 
and 2021 before breaking beneath it in early 2022 (purple arrow).   After breaking trend, Tesla 
initially rallied back above the trendline but ultimately succumbed, falling over 65% to date from 
the initial break.  The catalyst for the rise in Tesla was a combination of their entry into the 
Chinese market coupled with the effects of fiscal and monetary stimulus in the United States. 

Technical analysis can be used effectively as an overlay on fundamental analysis.  If an 
investor has a macroeconomic view, or a thesis on an individual asset, analyzing the chart can 
help confirm that the market is lining up with that view or force an investor to rethink their view 
if it is not.   
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Quantitative Analysis 
 
 Quantitative analysis is a catch-all term that embodies any investment approach that uses 
statistical inputs to help make trading decisions.  Various metrics are typically loaded into a 
computer algorithm that makes trading decisions based upon the data.  Quantitative trading 
can range from long term investments based on cause-and-effect relationships between asset 
prices and the real economy and high-speed trading decisions that are executed multiple times 
per day based upon intraday supply and demand dynamics.   
  Quantitative investors are more open minded than fundamental investors in that they 
are open to any data point, whether fundamental or technical, that can enhance returns.  They 
are looking for patterns that repeat rather than what “makes sense”.  The “what” rather than 
the “why”.        

Jim Simons, who manages the Medallion fund at Renaissance Capital which has averaged 
60% annual returns versus Buffett’s 20%, is the most famous quant and the most successful 
investor in the world.  While the Medallion fund uses a proprietary algorithm, it is known that 
the funds holding period is 2 days on average.  This means that the inputs are primarily technical 
because the fundamentals of the underlying business or asset don’t change over 2-day time 
periods.    

One way that quantitative investors use data to determine short term moves in equities 
is through option analysis (sometimes referred to as volatility trading).  Options represent the 
right to buy (calls) or the right to sell (puts) the underlying equity.   Investors can purchase 
options that expire every day on the most active securities, such as the S&P 500 index, and can 
purchase options that expire on the 3rd Friday of every month on most securities.   

In modern markets, a dealer or market maker is almost always on the other side of an 
option trade, meaning that for every long call or put position the market maker is implicitly short 
or long the underlying stock position, respectively.  Dealer’s earn their profit from the difference 
between the bid and the ask, so their goal on open positions is to be market neutral at all times.   

If a stock is trading at $10 and an option trader buys a $10 call that expires in 1 month for 
$1, the dealer who took the other side of that trade is now short an uncovered call.   The dealer 
will typically buy 50% of the position in the underlying stock that is needed to fill the call option 
if it closes in the money.  If the stock goes up, the dealer will buy more.  If it goes down, the 
dealer will sell part of the position.  This is referred to as “delta hedging”.   

Delta is an estimate of the percentage chance that a given option will expire in the money.  
A stock that has a delta of 50 has a 50% chance of expiring in the money.  There are 3 events 
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that cause dealers to increase or decrease their hedging, which are referred to as Gamma, 
Vanna and Charm.   

Gamma is the change in Delta based upon a move in the underlying stock.  In our example 
above, if our $10 stock moves higher, the odds of the call expiring in the money would increase.  
If the stock moves lower, the odds of it expiring in the money decrease.    

Vanna is the change in Delta based upon a change in implied volatility (the option 
premium).  In our example above, a $10 stock with a call option that trades for $1 and expires 
in 1-month has a 1-month implied volatility of 10% (1/10).  A stock may have a high implied 
volatility before a company specific event such as earnings or a macro event such as an election, 
and implied volatility may decline after the event passes.    

Charm is the change in Delta based upon the time until expiration.  A $10 stock that has 
1 month until expiration has a greater chance of expiring above $11 than a $10 stock that has 1 
week until expiration.  

As Gamma, Vanna and Charm change, option dealers systematically buy or sell equities.  
There are times when capital flows due to other events, such as earnings, economic data or 
changes in monetary policy, overwhelm this dealer activity and there are times when this dealer 
activity is all that matters in the short term.    

One real world example of delta hedging dominating all other capital flows, that is well 
known in the vol trading community, is the quarterly option roll by the J.P. Morgan Hedged 
Equity Fund (JHEQX).  This fund’s objective is to track the performance of the S&P 500, while 
limiting the upside and downside to roughly 5% per quarter.  The fund does this by hedging their 
position with options.   

When the fund rolls their option position each quarter (closing their current option 
position that expires at the end of the current quarter and opening a new option position that 
expires at the end of the next quarter), the subsequent hedging by dealers has often caused the 
market to move in the range of 2-5% on the last day of the quarter.  A detailed description of 
the mechanics can be found here.    

Short term traders, who analyze these supply and demand dynamics correctly, can take 
advantage of this by buying or selling in anticipation of dealer flow.  Long term investors, who 
are aware of this, can take advantage of a short term moves in their positions that are 
mechanical rather than fundamental to hedge or add to their positions.       

 
 
 
 

https://threadreaderapp.com/thread/1574732996451901440.html
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Summary 

 
Our investment methodology is to look for cyclical or secular trends in the global macro 

environment, while looking for buy and hold or catalyst driven investment opportunities that 
are aligned with those trends, and to utilize price action analysis to help time our buy and sell 
decisions.      
 
 
 
 
 

 

Thomas J. Horan 

thoran@acorncapital.com 

(917) 539-0677 
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