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September 28, 2018

INTRODUCTION

Howard Marks is co-chairman and co-founder of Oaktree Capital Management, a leading investment
management firm responsible for more than $120 billion of client assets. Since the formation of Oaktree in
1995, Mr. Marks has been responsible for ensuring the firm's adherence to its core investment philosophy;
communicating closely with clients concerning products and strategies; and contributing his experience to bigpicture decisions relating to investments and corporate direction. From 1985 until 1995, Mr. Marks led the
groups at The TCW Group, Inc. that were responsible for investments in distressed debt, high yield bonds, and
convertible securities. He was also Chief Investment Officer for Domestic Fixed Income at TCW. Previously, Mr.
Marks was with Citicorp Investment Management for 16 years, where from 1978 to 1985 he was Vice President
and senior portfolio manager in charge of convertible and high yield securities. Between 1969 and 1978, he was
an equity research analyst and, subsequently, Citicorp's Director of Research. Mr. Marks holds a B.S.Ec. degree
cum laude from the Wharton School of the University of Pennsylvania with a major in finance and an M.B.A. in
accounting and marketing from the Booth School of Business of the University of Chicago, where he received
the George Hay Brown Prize.
My view that risk is the main moving piece in investing makes
me conclude that at any given point in time, the way investors
WHY DO I CARE?
collectively are viewing risk and behaving with regard to it is
It isn’t every day that you get to speak with an of overwhelming importance in shaping the investment
investor of Mr. Marks’ reputation and environment in which we find ourselves. – Howard Marks
experience. His success and longevity in the
money management business knows few equals. Not only has he survived four of the most turbulent and iconic
periods in modern financial history (the 70’s stagflation, 1987’s Black Monday, the 2000’s tech bubble, and the
2008 financial crisis), but he has managed to thrive by making great investments during the early years of the
recoveries that would follow. He is uniquely positioned to give advice and offer opinion on the nature of market
cycles – what they are, where they are, and when they may turn.
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The events in the life of a cycle shouldn’t be
viewed merely as each being followed by
the next, but—much more importantly—as
each causing the next. – Howard Marks

CYCLES

The Most Important Thing ― Your last book was titled, “The
Most Important Thing,” but technically, it should have been
called “the twenty most important things.” This time, you chose
to write a book about one of those things: Cycles. Q: What is a market cycle? Why did you choose to dedicate
an entire book to this subject?
Feature, Not a Bug ― Q: Are cycles a feature of any human system, not a bug? Are we stuck with them, and
therefore, Q: how much of being a great investor is really about learning how to be better at understanding how
they work and where we find ourselves in any given cycle?
Heeding the Market Cycle ― You write that we must “listen” to cycles and “heed” what they have to say. I was
reminded of an anecdote recounted by Jesse Livermore about the “Old Turkey” he met in his early days trading
on Wall Street who would respond any question about the viability of this investment or that with: “Well, you
know this is a bull market!” Eventually, Livermore came to realize that what he really meant to say was that the
big money was not in the individual fluctuations but in the main movements—that is, not in reading the tape
but in sizing up the entire market and its trend.
Now, you write in the book that “trying to predict what the macro future holds is unlikely to help investors
achieve superior investment performance. Very few investors are known for having outperformed through
macro forecasting,” and that the key to investing, is thus to “master what is knowable.” This presents a dilemma.
Q: 1) If we cannot predict the macro environment, then in what form does knowledge about cycles come into
play? In other words, Q: 2) what is the difference between trying to predict macro outcomes and trying to better
position yourself within a cycle, when you can’t know for sure where in the cycle you actually are?
Market Pendulum ― Q: 1) What is the difference between a pendulum, which moves in predictable fashion,
and market cycles, which can start and stop in unpredictable places, but which exhibit the same rhythm
regardless of duration or low/high swing?
Considering that there are potentially
infinite cycles associated with different
markets and considering every cycles has
within it a different cycle, Q: 2) how do
you visualize the totality of the
marketplace? (Are cycles infinite
pendulums swinging inside and
alongside each other? Q: 3) Are cycles
the emergent phenomena of a
complex system full of autonomous
actors working towards a variety of
ends - some atomic, some
group, etc.? Q: 4) Is being
good
at
investing
synonymous with being
able to evaluate and
incorporate as many
independent cycles of other
phenomena as possible?
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Psychology ― Q: 1) More fundamentally, what causes a cycle? Is it just herd psychology – the behavior of
humans in a crowd? 2) I’ve heard you quote Sheldon Stone, one of the cofounders at Oaktree, when you say:
“The air goes out of the balloon much faster than it went
in.” Q: Does the extremity of a swing back from its apex
reside in the fact that human beings feel loses more than
they feel gains - that the experience of losing a $100 bill
from your wallet is more intense than the feeling of finding
one on the curbside?
Knowing when to Tilt ― Q: Is knowing when to tilt into the
wind and when to lean against it the manner by which great
investors optimize portfolios? Q: Is it fair to say that in
order to know when to tilt (you call this “calibrating your
portfolio”) you need to have an understanding of the
climate or environment in which you are sailing? Q: When
we are nearing a change in the market cycle, is that the
period of greatest uncertainty, where you want to be as
defensive as possible? Is this really another way of saying
that you want to anticipate the herd movements?
Drawing on the Past ― Predicting the future by looking at
the past is dangerous, but the more history you know, the
better you can get at understanding where you are in any
given cycle. The more we know, the more of the picture we
can see, but we can never see the entire thing. We are like
the blind Indian men touching the elephant. Q: How do you
study and incorporate history when trying to respond to
the macro environment? How does personal experience
factor into your understanding of the past?

CALIBRATING/TILTING

“In my view, the greatest way to optimize the
positioning of a portfolio at a given point in time
is through deciding what balance it should strike
between aggressiveness and defensiveness. And
I believe the aggressiveness/defensiveness
balance should be adjusted over time in
response to changes in the state of the
investment environment and where a number of
elements stand in their cycles.” – Howard Marks

Intuition ― Q: How important is intuition in helping one know when to tilt more aggressively or more
defensively? Q: Is this because your conscious mind can only process so much information and that the
complexity of financial markets demands that we rely heavily on our unconscious processes? Q: Is it possible to
develop one’s intuition, and if so, how? Q: In your experience, are certain investors better able to use their
intuition than others? Q: What does “using your intuition” as a portfolio manager look like?
Contrarian ― Something you have said in the past is that “It’s Cycles have to be understood both
not enough to be right. You have to be right when everyone analytically and intuitively. As with many
else is wrong. You have to have a view that’s different from other aspects of investing, those who
the consensus, and you have to be right.” It’s easy to be a possess the latter ability in addition to the
contrarian who is always wrong, just as it’s easy to be part of former will go the furthest. – Howard Marks
the consensus and almost always be right. Combining the
two creates alpha. It’s how you find bargains. Q: How can one consistently separate oneself from the crowd
without being eaten, while managing to come back to the herd with a bountiful harvest? Q: What are the
characteristics of a contrarian thinker? Q: Why do you think people often conflate being pessimistic with being
contrarian?
Second-level – In the “Most Important Thing,” you talk about the importance of “second-level thinking.” You
describe this type of thinking in the following way: “It's a good company, but everyone thinks it's a great
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company, and it's not. So the stock's overrated and
overpriced; let's sell.” Q: Can you tell us what
second-level thinking is and why you ascribe so
much importance to it?
Bull vs. Bear Mentalities ― People tend to exhibit
biases towards being pessimistic or being
optimistic…being risk averse or risk loving…being
defensive versus being aggressive. Q: Do superior
investors not tend not to exhibit such biases, or are
they just better at exercising control over them?
Emotional Control ― You write, “All people feel
emotions, but the superior investor keeps these
conflicting elements in balance. The superior
investor resists psychological excesses and thus refuses to participate in these swings. The vast majority of the
highly superior investors I know are unemotional by nature. In fact, I believe their unemotional nature is one of
the great contributors to their success.” Q: How important is the emotional temperament in investing? Some
people are much cooler under pressure than others, and it isn’t clear to me that this is something that can be
taught, although experience and intention can make a tremendous
difference. Q: How important is experience in helping cultivate control “…risk is primarily the likelihood of
permanent capital loss. But there’s
over one’s emotions?
also such a thing as opportunity
Risk Management ― You have often remarked that definitions of risk risk: the likelihood of missing out
that are commonly used are chosen because they can be measured in on potential gains. Put the two
some way. A good example is volatility, which is used especially by banks together and we see that risk is the
and other large financial institutions as a gauge for assessing risk possibility of things not going the
exposure. Q: How do you manage risk when you have such a qualitative way we want.” – Howard Marks
definition of it? Q: How does something like this work at scale? (how do
you manage risk at Oaktree?) When you discuss the cycle for risk, it
isn’t clear to me what the
benchmark of a healthy “attitude-to-risk” environment is. Q: How can
we judge
if we are in an environment where people are underpricing risk? Q: Is risk
ultimately a function of value and price? Is assessing risk really a matter
of deciding how much something is worth, and the better the price you
can get for it the less risk you are taking on? Q: How do you spot what you
call “bubble thinking” and what is the difference between a bubble and a market
that is simply overvalued?
Margin for Error ― This feels like a fuzzy term, similar to your
definition of risk. Q: Is “margin for error” just part of your overall conception
of down-side risk management?
FOMO vs. FUD ― Q: Is investing about balancing two types of risk? The
risk of losing money and the risk of missing out on a money making
opportunity?
Risk Management is Understanding Value ― Perhaps the most famous adage about buying
at
the bottom is that attributed to Baron Rothschild: “the time to buy is when there is blood in the streets.” But
there is also that famous quote attributed to Warren Buffet: “Be fearful when others are greedy and greedy
when others are fearful.” Are those ways of saying that when the market is most reticent and most cognizant
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of risk and uncertainty, that this is the time when the intelligent investor exercises his superior understanding
of risk and reward, and steps into the chaos to buy at bargains? Q: In other words, do most investors make
money without appreciating the risks they are taking, so once risk become more fully appreciated, they panic
and become sellers, because they’ve never deeply appreciated or considered what they own is actually worth?
Shuffling the Distribution ― You write that “Investment success is like the choosing of a lottery winner. Superior
investors are people who have a better sense for what tickets are in the bowl, and thus for whether it’s worth
participating in the lottery.” You refer to this knowledge about the probability distribution as understanding the
“tendencies” in any given market environment. Q: Are superior investors no better at forecasting than the
average person, but rather, superior in knowing when and where it’s worth participating in the lottery of any
particular market? Q: 1) Does this mean keeping up with the changes in the distribution of possible outcomes
and 2) constantly changing your strategy accordingly?
Finding the Signal in the Noise ― You also write that “the odds change as our position in the cycles changes.”
It seems that your characterization of investing is a dynamic process where variables are constantly shifting and
changing, and making the correct decision at any given moment isn’t simply a matter of applying the right
analysis to a set of variables, but also being able to identify what’s important to focus on and discard the rest.
Q: How important is the ability to identify what you should focus on and what is just noise?
Tendencies and what to do with Them ― Q: Is knowing the tendencies of any environment/market is only half
the battle, and that you also need to know what to do with that information? Does viewing the future as a
probability distribution come naturally to you, or do you have to work consciously at it? How do you see the
world differently than most of those around you? Where others see isolated events, what do you see?

5

RELEVANT MARKET QUESTIONS
Is this a Bubble? ― It seems to me that, by your analysis we are not in a bubble. One could certainly say that
stocks are pricey and that exercising additional levels of caution and being more defensive is warranted, but Q:
would you say that current market
sentiment is characteristic of a bubble
mentality?
Secular Stagnation ― Q: Do you believe
in the secular stagnation thesis, that we
are going to see much slower growth in
the decades going forward than those of
the last century? Q: If the answer is yes,
how does this change one’s investing
strategy? Does this mean that you need
to adjust your expectations for making
lower returns as well? ***Looming
Pension Crisis
New Normal ― The current environment
does not feel like a classic bubble top. In
other words, there isn’t a sense of mania
in the broader equity markets. I wonder, in Japan, after 1989, the Nikkei saw two major declines where stocks
fell by 50% or more, peak to trough. Q: Was there a euphoria at those two peaks? And in the US, was there a
euphoria in 2008? It seems that 1999-2000 fits that bill, but not 2008. Q: Is it possible that, given the large debt
levels in the world today along with the demographic trends that 99’-level euphoria is not something we should
expect to see at market tops going forward?
Tough Times for Capital ― Q: Given the limits of population growth, structural demographics, and the large
levels of private and public debt, are the decades to come going to be characterized by anemic growth and low
returns on capital? Q: Do our return expectations need to change?
End of the Financial Super Cycle ― Since the mid-to-late 70’s, the financial sector began to take over a larger
part of the economic pie, while manufacturing shrunk. Q: What do you most attribute to this change and has
this cycle now come to an end? Q: What other sectors may be in ascendance?
Retiring Money Managers ― A lot of great
investors have had to close up shop in the
last several years, because they couldn’t find
a way to make a decent return without
taking on an unacceptable risk of loss, given
the low rate environment. Q: Is this only
going to get harder?
From Active to Passive ― Speaking of cycles,
there has been an ongoing move over the
last several years away from active
management towards passive (index funds,
ETFs, etc.). Q: What accounts for the move
into passive? Is this a cyclical phenomenon,
and if so, where are we in the cycle?
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Separation of Ownership from Management ― One of the major operational innovations in business that we
have seen in the second half of the 20th century has been the separation of ownership from management. This
allowed greater specialization, but like any innovation it has had its negative effects as well. Q: Do you believe
that the objectives of ownership and management are more misaligned today than they have been in the last
30 or 40 years? If the answer is yes, then why? Could this also be a cyclical phenomenon, and if so, where are
we in the cycle?
Challenges for the Next Generation ― Q: What do you see as some of the challenges and opportunities for the
next generation of investors who have started their careers either right before or right after the most recent
crisis (in the 21st century). Q: Are there skill sets that you think will be more useful or important for them than
for you? I’ve also heard you say that when you started, there were more information asymmetries and there
were scruples about what constituted a proper investment. Today, “everyone knows everything” as you’ve said
and “anyone will do anything to make a buck.”
Where are the Great Investors? ― It stands to reason that, on average, everyone does about average, and if
there’s nothing special or extraordinary about the person managing your money, it stands to reason that most
people should be passively invested even if they can afford the fees that an active manager would charge. This
raises the question: Q: if there are only a select number of people who can consistently beat the market, how
does someone go about finding that person and giving them his or her money?

OVERTIME
Who has had the biggest impact on your life? Who do you believe (or hope) you have made the biggest impact
for? What do you want people to say at your funeral?
Was there one lesson in your life that has stuck with you more than any other? Why?
What motivates you to get out of bed every morning? What drives you?
What personal attribute that you possess do you believe has been the single biggest cause for your success?
If you were starting your career today as a college graduate, what would you do with your life? What about the
future would most excite you?
What is the biggest difference in how you see the world today vs. how you saw it when you were beginning your
career?
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