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Joel Greenblatt The Little That Beats The
Market

Joel Greenblatt the little that beats the market has become a well-known phrase among investors and financial
enthusiasts alike. This phrase encapsulates Greenblatt’s approach to investing—simple, effective, and capable of
outperforming the broader market with disciplined strategies. As a renowned hedge fund manager, professor, and
author, Joel Greenblatt has developed a unique investing philosophy that emphasizes value investing combined with a
systematic, formula-driven approach. In this article, we will explore Greenblatt’s investment principles, his famous
"Magic Formula," and how his strategies can be applied by both professional and amateur investors seeking to beat
market averages.

Who Is Joel Greenblatt?

Background and Career
Joel Greenblatt was born in 1957 and has established himself as a leading figure in value investing. He earned his MBA
from Harvard Business School and later joined the investment world, eventually founding Gotham Asset Management,
a hedge fund that specializes in value investing strategies. Greenblatt is also a professor at Columbia Business School,
where he shares his insights on investment strategies and financial markets.

Authorship and Contributions
Greenblatt is the author of several influential books, most notably The Little Book That Still Beats the Market and The
Big Secret for the Small Investor. These works distill complex investment strategies into accessible concepts, making
them popular among both institutional and individual investors. His teachings focus on disciplined investment,
understanding valuation metrics, and maintaining a long-term perspective.

Understanding Greenblatt’s Investment Philosophy

Value Investing Simplified
At its core, Joel Greenblatt’s investment philosophy is rooted in value investing—a strategy that involves purchasing
stocks undervalued by the market relative to their intrinsic worth. The goal is to identify companies trading at a
discount to their true value, thus providing a margin of safety.

The Importance of Quantitative Analysis
Greenblatt emphasizes a systematic approach to investing, relying heavily on quantitative metrics rather than
emotional judgment. By using specific formulas and screens, investors can identify promising stocks efficiently and
objectively.



Long-Term Perspective
Like many value investors, Greenblatt advocates holding investments over the long term. Patience and discipline are
crucial, as undervalued stocks often require time to realize their true value.

The Magic Formula: Greenblatt’s Key Innovation

What Is the Magic Formula?
The Magic Formula is Greenblatt’s proprietary stock screening strategy designed to find high-quality companies
trading at attractive prices. It combines two fundamental financial metrics:

Return on Capital (ROC): Measures how efficiently a company generates profits from its capital.1.
Earnings Yield: Indicates how cheap a stock is relative to its earnings.2.

By ranking stocks based on these metrics and selecting the top performers, investors can systematically identify
stocks with the best risk-reward profiles.

How to Use the Magic Formula
Implementing Greenblatt’s Magic Formula involves the following steps:

Screen for stocks with high earnings yield and high return on capital.1.
Rank stocks based on these metrics separately and then combine the rankings.2.
Select the top 20-30 stocks with the best combined rankings.3.
Hold these stocks for about a year, then rebalance and repeat the process.4.

This disciplined approach aims to exploit market inefficiencies by systematically buying good companies at reasonable
prices.

Advantages of Greenblatt’s Approach

Simple and Scalable
The Magic Formula simplifies complex investment analysis into a manageable process. It can be used by individual
investors with minimal resources and by larger institutional funds.

Data-Driven and Objective
Greenblatt’s reliance on quantitative metrics reduces emotional decision-making and biases, helping investors stay
disciplined.

Historical Performance
Backtested results and real-world implementation have shown that portfolios constructed using the Magic Formula can
outperform the market over the long term—often delivering returns in the range of 15-30% annually, significantly
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above average market gains.

Accessibility for Individual Investors
Greenblatt’s strategies are accessible to individual investors who are willing to conduct periodic reviews and maintain
patience over several years.

Potential Challenges and Criticisms

Market Conditions
Like all investment strategies, the Magic Formula isn’t foolproof. In certain market environments—such as prolonged
bull markets or periods of high volatility—performance may lag or decline.

Data Limitations
Accurate valuation depends on reliable financial data. Inaccuracies or accounting irregularities can affect screening
results.

Short-Term Volatility
Investors should be prepared for short-term fluctuations and understand that value investing often requires patience
and a long-term horizon.

Practical Tips for Implementing Greenblatt’s Strategy

Start Small and Diversify
Begin with a modest portfolio, diversify across multiple stocks, and avoid overconcentration.

Maintain Discipline
Stick to the screening and rebalancing schedule, resisting the urge to make emotional trades based on market noise.

Educate Yourself
Understanding key financial ratios, company fundamentals, and valuation metrics enhances the effectiveness of the
Magic Formula approach.

Use Technology
Leverage financial software, screeners, and data providers to streamline the process.



Conclusion: Does Joel Greenblatt’s Little Strategy Really Beat
the Market?

Joel Greenblatt’s "little" investment approach—centered on the Magic Formula—has demonstrated that systematic,
disciplined investing based on straightforward valuation metrics can outperform the market over the long term. While
no strategy guarantees success, Greenblatt’s method reduces emotional biases, simplifies decision-making, and
provides a structured framework for consistent investing. By focusing on quality and price, and maintaining patience
and discipline, individual investors can harness Greenblatt’s principles to improve their chances of beating market
averages. As with any investment approach, thorough research, continuous learning, and disciplined execution are
essential. Whether you’re a seasoned professional or a novice investor, understanding and applying Greenblatt’s
strategies can be a valuable addition to your investment toolkit—proving that sometimes, small, well-structured efforts
can indeed beat the market.

Joel Greenblatt: The Little That Beats the Market — An In-Depth Investigation In the realm of investment strategies and
value investing, few names resonate with as much innovation and influence as Joel Greenblatt. Known primarily for his
groundbreaking approach outlined in his book The Little Book That Still Beats the Market, Greenblatt has carved a
niche in the financial world by distilling complex investment philosophies into accessible, actionable strategies. This
article aims to explore the origins, methodology, impact, and ongoing relevance of Greenblatt's approach, providing a
comprehensive review suitable for investors, scholars, and financial enthusiasts alike.

Who Is Joel Greenblatt? A Brief Biography

Before delving into his investment philosophy, understanding Joel Greenblatt’s background offers valuable context.

Early Life and Education
Joel Greenblatt was born in 1957 in Columbia, South Carolina. He graduated from the University of Pennsylvania’s
Wharton School of Business with a degree in economics, followed by an MBA from Harvard Business School. His
academic background laid a solid foundation for his future endeavors in finance and investment.

Professional Career
Greenblatt’s career began at a Wall Street investment bank before he co-founded Gotham Asset Management
(originally called Gotham Capital) in 1985. Over the decades, he garnered recognition for his successful value investing
strategies and the development of quantitative models designed to outperform the market.

Authorship and Public Influence
In 2005, Greenblatt published The Little Book That Still Beats the Market, which became a bestseller and cemented his
reputation as a thought leader in value investing. His approachable writing style and clear methodology made
sophisticated investment concepts accessible to individual investors and professionals alike.
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The Core Principles of Greenblatt’s Investment Philosophy

At the heart of Greenblatt’s approach lies a simple yet powerful concept: systematically identify undervalued stocks
with high returns on capital and low prices to generate superior returns.

The Magic Formula: An Overview
Greenblatt’s most renowned contribution is the Magic Formula, a screen designed to find "good companies at bargain
prices." The formula ranks stocks based on two fundamental financial metrics: - Return on Capital (ROC): Measures
how efficiently a company generates profits from its capital. - Earnings Yield (EY): The inverse of the Price-to-Earnings
(P/E) ratio, indicating how cheap a stock is relative to its earnings. By selecting companies with high ROC and high EY,
Greenblatt’s strategy aims to identify stocks that offer the best combination of quality and value.

Fundamental Investment Tenets
Greenblatt’s approach is rooted in classic value investing but emphasizes a quantitative, systematic process. The
primary tenets include: - Focus on Earnings and Return on Capital: Prioritizing companies that efficiently generate
profits. - Systematic Screening: Using a formulaic approach to avoid emotional biases. - Long-Term Perspective:
Holding selected stocks for a period, typically one year, before rebalancing. - Market Inefficiency Exploitation:
Capitalizing on the tendency of the market to underprice high-quality, undervalued companies.

Breaking Down the Magic Formula

The Magic Formula is the cornerstone of Greenblatt’s strategy. Its simplicity belies its effectiveness, which has been
validated over decades of backtesting and real-world application.

Calculating Return on Capital
Greenblatt defines ROC as: Return on Capital = EBIT / Net Working Capital + Net Fixed Assets Where: - EBIT: Earnings
Before Interest and Taxes - Net Working Capital: Current assets minus current liabilities - Net Fixed Assets: Property,
plant, and equipment minus accumulated depreciation This metric assesses how efficiently a company uses its capital
to generate earnings.

Calculating Earnings Yield
Earnings yield is calculated as: Earnings Yield = EBIT / Enterprise Value Where: - Enterprise Value: Market
capitalization plus debt minus cash This ratio indicates how cheap a stock is in relation to its earnings, with higher
values signaling undervaluation.

Implementing the Strategy
The process involves: 1. Screening the universe of stocks for those with positive earnings. 2. Calculating ROC and
earnings yield for each. 3. Ranking stocks separately by ROC and EY. 4. Combining the rankings to identify the top
candidates. 5. Investing equally in the top 20-30 stocks. 6. Holding the portfolio for approximately one year before
rebalancing.



The Evidence: Does Greenblatt’s Strategy Outperform the
Market?

One of the most significant claims Greenblatt makes is that his Magic Formula can consistently outperform the market
over the long term. To validate this, we examine both backtested data and real-world results.

Backtesting Results
Greenblatt’s original backtests, spanning over 17 years (1988-2004), demonstrated annualized returns of around 30%,
significantly outperforming the S&P 500’s average annual return of approximately 11% during the same period. These
results suggest that the formula-based approach can generate alpha over extended periods.

Real-World Performance
Since publication, many individual investors and fund managers have implemented the strategy with varying degrees
of success. While not guaranteeing future performance, recent studies and reports indicate that the Magic Formula has
continued to outperform traditional passive strategies, albeit with periods of drawdowns and market volatility.

Limitations and Challenges
- Market Conditions: The strategy may underperform during certain market environments, such as prolonged bull
markets or periods of widespread overvaluation. - Implementation Costs: Trading costs, taxes, and liquidity constraints
can diminish returns. - Data Quality: Accurate financial data and timely rebalancing are essential for optimal results.

Criticisms and Controversies

While Greenblatt’s approach has garnered praise, it is not without critics. Some common points of contention include:

Over-Simplicity
Some argue that relying solely on two metrics oversimplifies the complexity of stock valuation and ignores qualitative
factors like management quality, industry trends, and macroeconomic variables.

Market Efficiency Concerns
Efficient markets may quickly arbitrage away the advantages of the formula, especially as more investors adopt similar
strategies, leading to diminished returns over time.

Behavioral Challenges
Investors may struggle with the discipline required for systematic rebalancing and holding periods, especially during
downturns.
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Empirical Variability
While backtests are promising, real-world results vary, and past outperformance does not guarantee future success.

Greenblatt’s Broader Contributions and Legacy

Beyond the Magic Formula, Greenblatt has contributed significantly to investment literature and education.

Other Notable Works
- You Can Be a Stock Market Genius (2005): Focuses on special situations, mergers, and spin-offs. - The Little Book
That Still Beats the Market (2009): An updated and expanded edition of his original book.

Educational Initiatives
Greenblatt has been active in promoting financial literacy and educating individual investors through seminars, online
courses, and his role as a professor at Columbia Business School.

Philosophy of Investing
His approach emphasizes patience, discipline, and a quantitative mindset—principles that continue to influence active
managers and individual investors.

The Ongoing Relevance of Greenblatt’s Approach

In a financial landscape increasingly dominated by passive index funds and algorithm-driven trading, Greenblatt’s
systematic, value-oriented strategy retains relevance.

Adapting to Modern Markets
- Quantitative Enhancements: Modern data analytics and machine learning could refine the formula. - Global
Application: Investors can adapt the strategy to international markets with appropriate modifications. - Hybrid
Strategies: Combining Greenblatt’s methodology with other approaches may mitigate weaknesses.

Critique and Future Outlook
While the core tenets remain sound, investors must recognize the evolving market dynamics. Greenblatt himself
advocates for long-term discipline and continuous learning, emphasizing that no strategy guarantees success.

Conclusion: The Legacy of “The Little That Beats the Market”

Joel Greenblatt’s The Little Book That Still Beats the Market has democratized value investing, transforming a complex
discipline into a straightforward, actionable system. Its core principle—identifying undervalued, high-quality
companies—resonates with fundamental investing wisdom while leveraging quantitative tools for disciplined
execution. Though not infallible, Greenblatt’s strategy exemplifies how simplicity, combined with rigor, can generate



superior investment outcomes. Its enduring relevance lies in its adaptability and emphasis on behavioral discipline,
making it a valuable framework for both novice and experienced investors. In an era of rapid technological change and
market complexity, Greenblatt’s approach serves as a reminder that sometimes, the best strategies are rooted in
fundamental principles, executed systematically and patiently. Whether “the little that beats the market” continues to
outperform in the coming decades remains to be seen, but its influence on the art and science of investing is indelible.

Questions & Answers About joel greenblatt the little that beats
the market

No Question Answer

1 Who is Joel Greenblatt and what is 'The
Little Book That Beats the Market'
about?

Joel Greenblatt is an investor, hedge fund manager, and author. 'The
Little Book That Beats the Market' is a guide that introduces a
simple, quantitative investing strategy called the Magic Formula,
designed to help individual investors outperform the market.

2 What is the core investment strategy
discussed in Greenblatt's book?

The core strategy is the Magic Formula, which involves
systematically ranking stocks based on high earnings yields and high
return on capital to identify undervalued, high-quality companies.

3 How does Greenblatt suggest investors
implement the Magic Formula in
practice?

Investors should create a list of stocks ranked by the Magic Formula
scores, then buy the top-ranked stocks and hold them for a year
before rebalancing, focusing on patience and disciplined execution.

4 What are the main advantages of
Greenblatt's investing approach
according to the book?

The approach simplifies value investing, reduces emotional decision-
making, and aims to generate market-beating returns by
systematically targeting undervalued companies with strong
fundamentals.

5 Are there any risks or limitations
associated with Greenblatt's Magic
Formula strategy?

Yes, the strategy can underperform during certain market
conditions, and it requires patience and discipline. Additionally, it
may not work well with very small or highly cyclical companies.

6 How has Greenblatt's strategy
performed historically compared to the
broader market?

According to Greenblatt's backtests and historical data presented in
the book, the Magic Formula has achieved returns that significantly
outperform the S&P 500 over long periods, though past performance
is not guaranteed.

7 What are some common criticisms or
limitations of Greenblatt's approach?

Critics argue that the strategy may oversimplify investing, ignore
qualitative factors, and face challenges like market efficiency and
transaction costs that can reduce actual returns.

8 Is the Magic Formula suitable for all
types of investors?

While it's designed for individual investors seeking a straightforward
approach, it requires patience and discipline, and may not suit those
looking for quick gains or unwilling to hold stocks for the
recommended periods.

9 How has Joel Greenblatt's book
influenced modern value investing and
individual investors?

The book popularized a simple, rules-based approach to value
investing, empowering individual investors to implement disciplined
strategies and inspiring many to pursue quantitative, systematic
investment methods.

Joel Greenblatt, The Little Book That Beats the Market, value investing, magic formula investing, stock picking,
investment strategy, Buffett indicator, market outperform, quantitative investing, fundamental analysis, investment
book
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