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When investors build a model or do a covariance estimate, 
they typically have a very large universe. Suppose your 
benchmark is the S&P 500 but the assets you would use are 
the Russell 1000. Do you want to use a monthly model? Do 
you want to look back five years? Then, you’ve got 60 data 
points of risk for each security. Looking at the data, col-
umns are assets and rows are dates, so you’ve got 60 rows 
and 1,000 columns. That is an ill-fitted measure of covari-
ance—you’d rather have 1,000 dates and only 100 stocks 
to choose from. As a result, you get estimation error in the 
covariance matrix, and every element in the covariance 
matrix then has a lot of error in it. The largest elements in 
that matrix are probably largest because there’s huge error 
in those elements. Shrinkage takes those egregious values 
and shrinks them down more toward the average value in 
the matrix. When you do this, you enhance the matrix’s 
signal-to-noise ratio. You get a better covariance matrix 
with less error in it. Which methods are the best methods? 
It really depends on what your assets are. The method that 

might work for the Russell 1000 universe is not a method 
that might work for a commodity futures trader. You deter-
mine that through trial and error on your assets.

you state that portfolio managers and risk managers 
must think outside their asset class to be successful 
going forward. What do you mean by that?
I think what’s occurred since 2008 is that if you’re going 
to be successful and beat your benchmark—say, you’re an 
equities manager against the S&P 500—you’d better be 
paying attention to what’s happening in Europe, what credit 
is doing, what sovereign yields are doing, what currency 
is doing. You have to look at a lot more to be successful. 
That’s what I mean by that—the world has become smaller. 
Globalization is a real entity, and it’s having real impacts. 
You’ve got to be looking outside your country and outside 
your asset class.

Ed McCarthy is a financial journalist based in Pascoag, Rhode Island.
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Shades of Great
hoW can investment Professionals align their careers With great firms?

By Lori Pizzani

What traits distinguish truly great professional firms? Despite 
differing widely by business and industry, the most respected 
firms share seven common characteristics, according to 
Charles D. Ellis, CFA, as he explains in his new book What 
It Takes: Seven Secrets of Success from the World’s Greatest 

Professional Firms.
The seven traits of top 

firms are that they (1) clearly 
define their business mission, 
(2) establish a strong culture 
that unites employees in a 
common quest to serve cli-
ents, (3) assure a laser focus 
on superior client servicing, 
(4) recruit only the best indi-
viduals to become part of the 
team, (5) continually develop 
employees from early train-
ing through career coach-
ing, (6) continue to innovate 
and adapt at all levels, and 
(7) provide true leadership 

that can unite these other traits and direct the company to 
greatness while quickly identifying and correcting prob-
lems and challenges that arise.

Ellis, a thought leader for the investment industry as 
well as a former or current board member of several presti-
gious organizations, provides in his book numerous in-depth 

examples of how several companies within the investment 
management industry, including Goldman Sachs and Capi-
tal Companies, have exhibited their greatness. “Every orga-
nization had to go through at least three generations of 
life and leadership,” he says, explaining how he judged the 
greatness of companies. “Some early-stage companies can 
make it to become great companies and will be the leaders 

25 or 30 years from now. But most 
will fail to triumph.”

“You cannot be a great profes-
sional firm if you, as an entrepre-
neur, are solely focused on making 
money,” he adds. The truly great 
firms are driven by entirely differ-
ent motivations, such as building 
a firm for an expression of value. 
Chasing the almighty dollar is “not 
the same thing as trying to become 
a great firm.”

FInDInG A GreAt eMPlOyer
For many investment professionals, the pertinent question 
is how to find employment with a firm that belongs in the 
“great” category. Fortunately, identifying those firms may 
be getting easier.

Several annual lists provide a starting point. Fortune 
magazine’s annual ranking of the “100 Best Companies to 
Work For” is often cited as a list that lauds those companies 

Great firms come in many 
shapes and sizes but share 
key traits, such as focusing 
on more than profits.

To find a great fit for your 
career, first understand 
which type of excellence 
matches your goals.

Great reputations may 
reflect the past more 
than the present. Look for 
warning signs of decline.
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judged to be the greatest employers across multiple indus-
tries. Working Mother magazine’s annual list of the “100 
Best Companies” for working moms to consider because of 
their family-friendly policies has sparked new annual spin-
off lists from the publisher, including “Best Companies for 
Hourly Workers,” “Best Law Firms for Women,” and “Top 
50 Companies for Executive Women.”

For the past five years, Glassdoor.com has offered its own 
Employees’ Choice Awards, which offers a look at the best 
50 companies to work for in the coming year, based solely 
on employees’ input. Since 2011, Vault.com has offered its 
Vault Banking 50 list of best banks to work for based on 
responses from banking professionals. The Vault list is based 
on a combination of factors: prestige (40%), firm culture 
(20%), work–life balance (10%), business outlook (10%), 
compensation (10%), and overall satisfaction (10%).

In December 2012, Pensions & Investments (P&I) named 
15 companies in its inaugural “Best Places to Work in Money 
Management” list. The magazine intends to expand the list 
for December 2013.

Besides driving job seekers to target such companies 
labeled as the “best,” another benefit to being named to 
these lists is that clients, both current and prospective, look 
at those national rankings when deciding where to send 
their business, according to P&I editor Nancy K. Webman.

Among the various attributes detailed for rankings, sev-
eral are key, according to Barry Drexler, a former corporate 
HR executive for 30 years in New York City. Look for “low 
employee turnover, high average length of service, and how 
well the company values its employees as indicated by gen-
erous benefits, especially those that exceed industry stan-
dards,” he says. These can include disability pay, paid mater-
nity leave, overtime pay that exceeds wage and hour laws, 
flex time, telecommuting, and low-cost medical insurance.

FInDInG A GreAt FIt
Identifying an elite group of great companies is one thing. 
But once you’ve focused on one or more of the so-called 
great companies, how can you determine whether a com-
pany will be a great fit for you? Experts advise starting with 
a self-assessment.

“It all comes back to introspection. Individuals need 
to define what a great company means to them,” says 
Geoff Blades, a former Wall Street executive who founded  
wallstreetteach.com and has worked as an executive and 
career coach since 2010. “A company may be innovative and 
have a good culture, but what is a great company for you?”

Do you want a meritocracy in which you can succeed on 
your own merits and contributions, or are you more com-
fortable in a team environment? Do you want to work for a 
company that produces great products or has a bigger mis-
sion, such as regularly donating a portion of its sales to char-
ity? Do you want a “rocket ship” employer that is acceler-
ating rapidly? Do you want to work for a highly structured 
company, or do you thrive in a more flexible atmosphere?

“To figure out what you want, you need to define what 
you want,” adds Blades. For him, a defining moment came 
at age 25 when he was working at one of the “great” Wall 
Street firms and realized that he didn’t want to work 100 
hours a week any more.

“A great company needs to be considered personally,” 
says Roy Cohen, a career counselor and executive coach in 
New York City. Individuals need to be self-aware of their 
strengths and weaknesses, know what they really desire 
in an employer, and know what value they can personally 
offer the company. “What’s great for one person can be a 

nightmare for others,” Cohen says, 
adding that individuals need to ask 
themselves, “Who am I? And what 
can make me great and desirable 
to an organization?” For exam-
ple, if you are the type of person 
who is strong at crafting workable 
solutions and then implementing 
them, you may not want a great 
company but rather a “fixer-upper” 
company that will allow you to 
become the “corrector.”

“First of all, a great company is 
only great if it is a fit for you,” says Craig Vived, founder 
of Vivalta, Inc., a search firm that counsels applicants and 
hires professionals in both the Denver metro market and San 
Francisco Bay area. Sometimes, a new employee gets into a 
great company but finds that the specific unit, department, 
or division is not so great. “The group you work in and the 
manager you work for can create a vastly different expe-
rience for you [from the rest of the company],” he says. “If 
you decide the job is not for you, it could be worthwhile to 
explore other opportunities at that company.”

Are there drawbacks to getting hired by a great company? 
“Great companies often expect mid-career folks to get the 
job immediately or they can fail,” says Cohen. He recom-
mends that candidates not shine their spotlight solely on 
big companies. “It’s all about the experience that the indi-
vidual has the potential to gain,” he says. “The more impor-
tant goal is to create your own greatness.”

reSeArCH AnD netWOrKInG
Once you have ascertained your short list of prospective 
employers, do your homework. The internet is a vast trove 
of information (positive and negative) about many compa-
nies and can help you determine whether the particular 
culture of a potential employer is a good fit. Additionally, 
look for comments from current and former employees of 
the companies on your target list to see what they really 
think of a company.

George Dutch of JobJoy.com, who has been a certified career 
professional for two decades, suggests the formula “Ready, 
Aim, FIRE.” The “F” in FIRE represents finding companies 
through varied online sources, including Google News, Alltop.

roy Cohen
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com/work, and Weddles.com, as 
well as industry blogs, conferences, 
and trade journals. The “I” means 
investigate a company and its issues 
by using such websites as Hoovers.
com, Vault.com, Glassdoor.com, and 
the company’s proprietary website. 
The “R” reminds you to reach out to 
people inside the company through 
such social media tools as LinkedIn 
and Google+. Finally, the “E” rep-
resents engagement through net-
working—both online and in person—by connecting with 
senior company managers, C-level executives, or others who 
can refer you to an executive at the firm.

You can also sign up for customized Google Alerts about 
specific companies or specific topics, issues, or keywords. This 
feature flags news articles about the company or the topic 
of interest and e-mails them to you daily. “It’s like having 
your own concierge,” says Mary Elizabeth Bradford, who is 
the former president of an executive recruiting firm based 
in San Antonio, Texas, and is now an internationally certi-
fied advanced resume writer, job search coach, and author 
of career books and guides.

She also suggests visiting Wordle.net (or Abcya.com) and 
creating a word cloud for a particular company of interest. 
You can copy the text from the “about us” section of a cor-
porate website and paste it into a Wordle.net text box to 
create a word cloud, which graphically represents the fre-
quency of words used within specific text. Job seekers can 
use the three or four most frequently used keywords to 
gauge their match with the company, focus their resume, 

and connect via social media or their own website homep-
age. They can also bring up those words or issues during 
an interview. “In this way,” says Bradford, “you are mirror-
ing back what a company wants.”

Analyze a company’s own website to determine the com-
pany’s expressed mission and what weaknesses a company 
wants to address. “Company websites will have hints about 
what their challenges are,” says Katie Donovan, a salary 
negotiation coach based in Medford, Massachusetts. Look 
at company press releases and even annual reports to spot 
problems and issues. Most companies will be receptive to 
“anyone who can look at those problems differently,” she says.

SUStAInAble GreAtneSS?
In conducting your research about great companies that closely 
align with your definition of greatness, be alert for red flags that 
could signal that a company has fallen from its previous level of 
greatness. “Is what you have defined as great about a company 
truly sustainable, and what is the source of that greatness?”  
says Blades.

“Some of the big red flags come through in the interview 
process,” says Donna Shannon, a career coach in Denver 
as well as speaker and author of How to Get a Job without 
Going Crazy. “Ask questions about past employees. It’s a bad 
sign if the company offers nothing but negative comments.”

“Also ask about their strategic plans for the future, espe-
cially from non-managers you may meet at the company or 
through social media,” she adds. “If they aren’t sure about 
the company’s direction, that is a bad sign.” In a thriving 
company, most of the employees will be acutely aware of 
the direction and focus going forward.

Shannon also suggests asking about employee turnover. 

Avoiding Culture Clash
in 2010, after a global expansion that included hiring top-notch 
new employees who were displaced during the financial crisis, 
robert W. baird & co. appointed beth kavelaris, who had been 
with the company for 16 years, as 
its new director of culture and inte-
gration. the goal of the milwaukee-
based investment firm (founded in 
1919) was to ensure that new hires 
learned about baird’s culture and 
adapted to it rather than diluting it.

“my role was to protect and pro-
mote the principles at baird,” says 
kavelaris. “We have a mission state-
ment that we are maniacal about and 
six core principles, which we revisit 
roughly every 10 years.” her job, 
which she likens to being an ambassador, includes educating 
and explaining the firm’s culture to all new associates.

remaining on Fortune magazine’s annual list of the “100 best 
companies to Work for” is a key goal. baird has been on the 
list since 2004, but just being on the list is not enough. “the 
most important thing is that we deserve to be there,” she says. 

“it’s paramount in terms of recruiting.” kavelaris says her firm 
had been receiving about 25,000 resumes a year from poten-
tial employees, but inclusion on the Fortune list has put the total 
around 50,000 a year. “We get about 350 applicants per posi-
tion. We do over a dozen interviews with each applicant, and 
those we screen have to be a cultural fit.”

the firm prides itself on its culture, which includes cama-
raderie, and pride in its work, as well as strength and lead-
ership. the firm also has a stipulated “no jerks” policy, which 
includes the identification of 10 behaviors that would qualify an 
employee as such. “it’s a poison. one bad apple does affect the 
bunch,” says kavelaris.

in addition, as an employee-owned company, baird’s reputa-
tion depends on having all 2,800 employees working together 
to focus on clients. “you have to want to put the client first; we 
are an incredibly compassionate company,” kavelaris explains. 
use of the word “we” versus “i” is even screened for during can-
didate interviews, and egos are expected to be left at the door. 
higher-level executives who interview at baird and demand a 
high degree of attention or are name-droppers are promptly 
shown the door. “What makes baird a great company to work for 
is the people,” kavelaris says.

beth Kavelaris

George Dutch
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“You probably won’t get an honest answer. But read the body 
language of the interviewer,” she says. Some will say, “Well, 
we’ve had bad luck” or “We have had people who haven’t 
been a good fit.” Both are red flags that could indicate the 
company has problems.

Drexler has a relatively long list of warning signs. “Red 
flags include high turnover, bad publicity, reduction of 
employee benefits, layoffs, a dying industry, and more,” he 
says. “However, sometimes a company in trouble can actu-
ally be an opportunity.”

Lawsuits against the company also can indicate that “life 
may not be as perfect as depicted,” says Cohen. Moreover, 
watch out for companies that force you to adhere to a very 
strict and inflexible set of principles, typically set in stone 
by a top executive or company founder. “If you inadver-
tently violate a rule, you will be out,” he says.

IntervIeW tIPS
When attempting to get a position at a top firm, candi-
dates may need to go beyond conventional wisdom about 
interviews.

“Change your mindset from being all about how great 
you are to how qualified you are to help the company suc-
ceed,” says Drexler, a former HR professional at Lloyds Bank-
ing Group, Towers Watson, and Russell Investment Group.

“Be a team player and lose the [sense of] entitlement,” 
says Brian Sullivan, vice president for global accounts at 
Sandler Training, a sales and management training com-
pany in Owings Mills, Maryland. Those who make the inter-
viewer feel as if he or she would be making a grand con-
cession by taking on a certain project or responsibility will 
not get very far. Someone “who can show concern for the 
best interests of the entire workplace, not just their per-
sonal goals, is someone who would stand out in an inter-
view,” according to Sullivan.

Assuming you have done your company research and 
identified relevant points of culture, you “should directly 
relate that back to something you have done,” says Sullivan. 
And if you and the interviewer dis-
cuss a particular issue or company, 
when you follow up with a thank 
you e-mail after the interview, use 
that as your chance to relate a fresh 
thought or news article and say, “I 
followed up on our idea, and here’s 
what I found,” or “Here’s the arti-
cle about ABC Company that I men-
tioned,” Sullivan adds. “If it’s done 
with sincerity, it shows you have 
follow-through and pay attention 
to the details.”

Potential employees should strive 
to listen and focus. “Listening is key 
if you want to ask good questions 
later,” says Sullivan. “If I can tell 

that someone is really listening to 
what I am saying, I know they will 
pay that same respect to others they 
are working with and when they 
are assigned projects, working on 
teams, and working with clients.”

“Focus on the hiring manager’s 
needs. Ultimately, it’s the hiring 
manager’s budget and decision, 
although most people focus on a 
company’s internal recruiters,” says 
Donovan. “Become a person with 

tough questions and insightful answers.” Do some research 
to find out what the company’s biggest challenge is and 
have a recommendation ready to address the challenge. 
Moreover, “stop promoting what you do and start promot-
ing what you accomplish,” she adds.

Another critical step is to thoroughly research the mon-
etary value and salary range in your local market of the 
job you are seeking before you have an interview, Dono-
van says. “Do not bring up money before you are offered 
the job,” she says. “And don’t negotiate yourself out of a 
job.” Closing the deal is more about the prep work ahead of 
time; know the market value of the job you want and know 
that hiring managers usually have 10% more wiggle room 
once they’ve offered you the job and quoted you a salary.

If you are knowledgeable about the true salary range and 
comparable pay for the position you are seeking, then you 
can say, “I really want to work with you, but I am surprised 
that you only offered me X dollars.” Expect a “no” the first 
time you ask for a better salary, and be ready for it. When 
the job is yours to accept, only then is it appropriate to ask 
about your predecessor’s compensation.

The best opportunity to assess the cultural fit of a com-
pany comes after you’ve had an interview, according to 
Vived. “Unfortunately, too many job seekers will discount 
a company before they even interview. The wise job seeker, 
however, will be open-minded until he or she really has the 

chance to assess the interviewer,” 
he says. “How did you relate to the 
individuals you interviewed with? 
Did you feel they shared a com-
monality with you that suggests 
you would fit in well there? It is 
not just about working for a com-
pany, but it really comes down to 
working with the individuals that 
make up the company,” he adds. 
“Figuring out whether a compa-
ny’s culture is a good fit for you is 
largely a gut check,” he concludes. 
“Go with your gut.”
Lori Pizzani is an independent financial  
and business journalist based in Brewster, 
New York.
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