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Executive Summary 

Classically, wealth is a result of utilizing 

scarce resources----private operating 

companies or real estate.   After the not-
too-distant wealth-eroding financial crisis, 

the affluent are apprehensive of pouring 

their money into the public markets.  They 
now seek personalized investment 

solutions from innovative 21st century 

advisors.   

 

The wealthy are forward looking; 

protecting capital is important—they tend 

to be more loss averse than risk-averse.  
Well-diversified portfolios have proven to 

be effective in both regards --- preserving 

and growing wealth.  
 

Profitable portfolios follow a three-

dimensional model. But individual asset 

allocations traditionally are based on the 
time-honored Modern Portfolio Theory 

(MPT) devised in the 1950s.  MPT 

champions diversification to optimize 
investment return at a given risk-level; 

however, it uses only two market securities 

to try to achieve it.    
 

This two-dimensional, 60/40, allocation to 

only publicly traded stocks and bonds 

‘diversification’ failed investors in the 
market crash.  The successful portfolios 

(typically institutional investors) contained 

alternative investments—-a three-
dimensional investment approach. 

 

Examples include those of Yale and other 
university endowments; they withstood 

the market volatility that yielded 

shattering losses for others.    Portfolios 

were safe-guarded—and even grew--- 

during difficult times.  (Endowments are a 

source of funds for student scholarships or 
medical and other scientific research----

capital preservation and returns on 

investments are vital.)    
 

Alternative investments, and the valuable 

3-D Investment Model, are now more 

available to affluent individual investors.  
An array of alternative investments can be 

customized for specified objectives and 

offer the potential to replicate the 
successes of institutional investors.   

Caveat, as noted in this paper, all 

alternative investments are not created 
equal. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Introduction   

A portfolio doesn’t work one part at a time, 

but rather as an interactive entity with all 

the investments playing a role, like 

instruments in an orchestra.  If there are a 

suitable variety of instruments, and if they 

 

This paper highlights the innovative 

Militello 3-D Investment Model.  It 

integrates selective alternative 

investments (investments based on 

scarce resources), provides a 

template for the customization 

demanded by wealthy investors, and 

combines the three critical objectives 

of a portfolio: Wealth Preservation; 

Liquidity; and Wealth Creation. 
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play well together, it’s a great 

performance. 

 

Hats off to Yale. 

“Yale’s endowment is up 100% over the 

past, extraordinarily difficult decade.  I 

won’t ask you how you did.  So what’s up? 

Using all that IQ to pick great stocks?  

Hardly.  The trick, in fact, is that mostly 

they aren’t picking stocks at all; in 2012, 

only 6% of Yale’s portfolio was in U.S. 

equities.  Instead, fully half resided in 

things called “absolute return,” “private 

equity,” and “real assets” strategies,” 

according to industry-esteemed Bob Rice 

in his recent book, The Alternative Answer: 

The Nontraditional Investments That Drive 

the World’s Best-Performing Portfolios. 1                                                                                                                                 

Rice is referring to a myriad of alternative 

investments (“alts”)—investments outside 

the traditional securities of publicly-traded 

companies.  Alts can serve as non-

correlated assets to increase 

diversification, lower risk, and/or enhance 

returns over the long-term.   

 If ever there was an investment rule all 

could agree on, it’s the significance of 

portfolio diversification.  And though 

successful institutional investors are 

working with many multiples of that of 

affluent individual investors, portfolio 

construction strategies found in the 

Militello 3-D Model offer an opportunity to 

achieve similar results.   

 

 

Diversification 

Portfolio construction is largely based on 

Modern Portfolio Theory (MPT) published 

in the Journal of Finance in 1952. 2    MPT 

espouses owning different asset classes 

(diversification), designed to not move in 

the same direction (uncorrelated), 

distributed across a risk spectrum in order 

to maximize return and minimize risk.      

But, there’s a glitch.   MPT uses only two 

market securities (stocks and bonds) to 

diversify a portfolio; this two-dimensional 

allocation to publicly traded stocks and 

bonds ‘diversification’ failed investors in 

the market crash.  The Militello 3-D 

approach---incorporating selective 

alternative investments --expands and 

enriches MPT’s original diversification 

premise. 

 

The 2-D stocks and bonds approach was 

self-defeating because the asset classes 

became highly correlated in recent years.   

“(T)he long-term performance of a 60-40 

stock/bond portfolio mimics a stock-only 

portfolio nearly perfectly; 95% of the 

combined volatility is driven by stocks 

alone.  Bonds do almost nothing to 

balance out stock performance.” 3   Since 

1990, most portfolios carried 

predominantly equity risk, as a 60/40 

portfolio moved in the same direction as 

the S&P 500 Index 99% of the time.  4     
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Diversification is dependent upon low 

correlation and MPT’s allocation only to 

publicly traded securities falls short.   It’s 

an eggs-all-in-one-basket risky scenario for 

investors; the 3-D approach addresses that 

problem. 

 

Investment Duplication Disorder 

A diversified portfolio should be diversified 

at two levels—among asset classes and 

within asset classes.  Confusing to many 

individual investors is that owning funds 

(such as mutual funds) does not 

necessarily equate with the diversification 

they’re led to believe.    

A fund is nothing more than a package of 

stocks and/or bonds.  In reality, a fund may 

be merely investing in different sectors 

within the same two asset classes.    

Investing in public securities, and in yet 

more public securities--however 

packaged—is duplicating investments. 

Think of it as Investment Duplication 

Disorder.  No matter how many mutual 

funds are in a portfolio, they’re still only 

separate packages of more public stocks 

and bonds.   The risk ---- a highly 

correlated, undiversified portfolio—the 

opposite of what worked for Yale.     

And think about it, there’s nothing scarce 

about publicly traded stocks and bonds —

the supply is endless.  (Have you ever 

heard the financial news media announce, 

“The markets are closed!   They’ve run out 

of stocks and bonds to sell.”?)     Investing 

in the private market, in scarce (finite) 

resources, such as real estate, follows one 

of the most basic economic principles---

the Law of Supply and Demand. 

Individual Investors’  

Options Were Limited 

One problem for individual investors, 

however, was not having the same access 

to the array of investments available to 

institutional investors.  Investing in private 

equity, a high-performer for Yale and other 

institutional investors generally was not 

readily available.   

Today, constructing a 3-D portfolio with 

the enhanced potential to preserve and 

grow wealth is available to High Net Worth 

Individuals (HNWI).    Which alternative 

investments to choose and how to 

proportion indicated later in this paper.   

   

 

 

 

 
 

 

 

 

 

 
 

 

 
 

 

The past fifteen years have not 

been good to mutual funds.   

From January 1, 1998, through 

December 2012, U.S. equities 

overall averaged -0.2% (although 

small/mid-caps averaged 3.8%), 

international equities averaged 

0.9%, European equities averaged 

1.0%, and Japanese equities 

came in at -1.8%.  5 
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Traditional Methods of Wealth   

Creation: How the Rich Got Rich  

Most wealthy individuals did not start out 

that way.  Keying in on what people want 

and building a business to meet their 

needs seems to be a well-traveled path to 

wealth.  This is evidenced by the Forbes 

400 List of America’s Wealthiest 

Individuals.  7 

 

How the Rich Got Rich by Jeff Haden 

 
“Where it gets interesting is how (they) 

made their money,” according to author 

Jeff Haden of Inc. magazine: 
 

Wages and salaries 8.6%    

Interest 6.6% 

Dividends 13% 

Partnerships and 

Corporation 

19.9% 

Capital gains 45.8% 

 

 

Clearly, getting rich--in monetary terms--is 
the result of investing in yourself and 

others, taking risks, doing a lot of small 

things right... and then doing one big thing 

really, really right.  
 

Haden says there are obvious conclusions: 

 

 Working for a salary won't make you 

rich. 

 
 Neither will making only safe "income" 

investments. 

 

 Neither will invest only in large 

companies. 
 

 Owning a business or businesses, 

whether in part or partnership could 
not only build a solid wealth 

foundation but could someday... 

 

 Generate a huge financial windfall.”  6 
 

 “It's not a secret that private companies are 

the foundation of many of the fortunes that 

put individuals on the Forbes 400. The top 

two companies this year, Cargill and Koch 

Industries, put a total of eight people on the 

2012 list.   A look at the largest 25 companies 

in the U.S. gives us the names of 31 American 

billionaires”, accords to Andrea Murphy of 

Forbes magazine.  8      

 

Of the 400, twenty billionaires are newcomers 

to the list.  (By the way, there are billionaires 

who aren’t ‘billionaire-enough’ to make the 

list—61 in all.) 9 The 20 billionaire newcomers 

are mainly entrepreneurs, including Michael 

Rubin, whose online sports merchandise 

retailer Kynetics recently attracted venture 

capital investors at a sky-high valuation; Jeff 

Sutton, real estate entrepreneur and now 

owner of a number of the priciest store fronts 

on Fifth Avenue and Times Square, Nicholas 

Woodman, who made $1.3 billion by building 

a better camera, and 35-year-old Robert Pera, 

one of just nine members under 40, of the 

wireless networking gear maker Ubiquiti 

http://www.forbes.com/profile/michael-rubin-2/
http://www.forbes.com/profile/michael-rubin-2/
http://www.forbes.com/profile/jeff-sutton/
http://www.forbes.com/profile/jeff-sutton/
http://www.forbes.com/profile/nicholas-woodman/
http://www.forbes.com/profile/nicholas-woodman/
http://www.forbes.com/profile/robert-pera/


5 
 

  
 

[Type a quote from the 

document or the summary of 

an interesting point. You can 

position the text box 

anywhere in the document. 

Use the Drawing Tools tab to 

change the formatting of the 

pull quote text box.] 

                         A Militello Capital White Paper / All Rights Reserved 

Networks that supplies internet access to the 

world’s emerging markets.  

And these once small start-ups, now 

billionare-status, come with poignant 

stories similar to ones we’re familiar with, 

such as Apple (started in a garage) and 

Facebook (dorm room start-up).     

Woodman of GoPro made the prototype 

for the first wearable video camera using 

his mother’s sewing machine and a drill, 

and Rubin started a ski-tuning shop in his 

parents’ basement, then moved on to 

opening ski shops. 10  

The youngest female billionaire in the U.S. 

-- and one of the youngest on Earth -- owes 

her $1.1 billion fortune to flipping burgers, 

according to the Bloomberg Billionaires 

Index. 11   In-N-Out burger is a privately held 

company—as are a number of other 

billionaire business owners on the list. 

In-N-Out’s fans include fellow billionaire 

Warren Buffett, who according to a story 

on the UCLA Anderson School of Business 

website told a group of Anderson students 

in 2005 that he'd like to own the chain. 12 

The chain is not for sale.   

 

Buffett likes Private Equity 

But Buffett has a long history of buying 

other privately held companies.   For value 

investor devotees, note that Buffett’s 

playbook includes a substantial dose of 

privately held companies among 

Berkshire-Hathaway’s holdings! 

Buffett’s Investments  

in the Private Market 

Notably, Buffett once announced at a 

Berkshire-Hathaway annual meeting that 

Berkshire wants to buy entire companies 

rather than invest in publicly traded share.  

31 

Berkshire, which owns insurance 

companies such as Geico Insurance Co. 

and General Reinsurance Co., could 

become 90%, invested directly in 

businesses and only 10% through 

ownership of publicly traded companies, 

according to Buffett.   "We may not own 

that many securities over time," Buffett 

said, without giving the percentage the 

company now has invested in stocks, 

“(t)he opportunities to buy closely held 

companies are better than prospects for 

finding bargains in U.S. stocks”. 14 

Why would Warren Buffett, arguably the 

most successful investor of the 20th 

century, buy modest-sized, privately 

owned companies for the Berkshire 

portfolio?    And he’s been at it for decades, 

openly but quietly, seemingly making 

some odd but successful choices.   

(Berkshire directly owns more than 40 

companies ranging from Borsheim's, a 

jewelry retailer in Omaha, to See's 

Candies.) 

http://www.bloomberg.com/news/2013-02-04/youngest-american-woman-billionaire-found-with-in-n-out.html
http://www.bloomberg.com/news/2013-02-04/youngest-american-woman-billionaire-found-with-in-n-out.html
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Why not stick with buying stock in publicly 

traded companies instead of venturing off 

to an alternative investment arena. 

Because private equity can provide 

superior returns; Buffett knows it, Yale 

knows it. 

Berkshire Hathaway generally does 

admirably, but it’s not immune from the 

same market forces affecting the average 

investor.    Big investors, including Buffett 

look to alternative investments--

something other than traditional stocks, 

bonds, and cash--to help protect principal 

and produce good returns.     

Pension plans do it, too. “Time and again 

private equity has proven that it’s the 

single best asset class for public pensions, 

by delivering superior returns over long 

time horizon.” 15    

 There are additional benefits to the 

community when investments are made in 

privately held companies; studies show it 

helps create jobs. 16    Compare that with an 

investment in stock of a publicly traded 

company---where investment and much-

needed-job-creation are not  linked. 

     Buy-Like-Buffett 

What does Buffett, the value investor look 

for when investing in a privately-held 

company?   According to Oriental Trading 

Company’s CEO, Sam Taylor, “…Buffett 

likes (to buy) companies that are in a 

leadership market position, have a strong 

management team, have strong business 

fundamentals and have an opportunity for 

growth”. 17 Taylor made sure his company 

could meet the criteria before approaching 

Buffett.  Once Buffett had the supporting 

financial documents, he bought the 

company fairly quickly; there was a 

tentative deal in about three days.  18 

A Sample of Buffett’s  

Other Private Equity  

A mom’s multi-level marketing company 

throwing at-home parties to sell kitchen 

utensils; a chain of jewelry stores; a mostly 

online, direct-marketer of party supplies; 

and a real estate brokerage company!    

These alternative investments are dissimilar 

businesses--The Pampered Chef (2002), 

Helzberg’s Diamond Shops, Inc. (1995), 

Oriental Trading Company (2012), and 

Prudential California Realty (2013), 

respectively-- but share similar financial and 

management virtue that Buffett likes. 

 

Using Alternative Investments:   

They Aren’t Created Equal 

 

While there’s no fail-safe investment 

method or complete protection against 

volatility, multi-asset diversification—

particularly in assets based on scarce 

resources—can lead to better results.    

Real estate and private equity’s attractive 

returns are consistent favorites of 
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institutional investors.  Other instruments 

that may be labeled as alternative 

investments are in reality funds of publicly 

traded stocks and/or bonds (and thus 

susceptible to Investment Duplication 

Disorder).  Examples include mutual funds, 

REITs, ETFs, and hedge funds. 

___________________________________ 

 

Most investors do not have the resources 

of Yale or Buffett or the pension plans, and 

it’s a stretch to try to relate to that much 

wealth.  But on a micro-level, if we think of 

the richest guy in town—Anytown, USA—

what does he own a lot of?   Real Estate. 

 

Real Estate:  Real estate is a reliable wealth 

builder—and the ultimate alternative 

investment.  Unlike a REIT, direct 

ownership of real estate is non-dilutive 

and a store of wealth.  Real estate is 

tangible, durable, and a reliable source of 

income for investors, and real property is 

also a type of inflation-protected security 

with the ability to deliver capital gains.  

Plus, an investor can visit and monitor it. 

 

Private Equity:   The decision to allocate 

capital to private equity, as with any 

investment, is made for the purpose of 

receiving a return in the future.   The 

advantage of investing in privately-held 

companies, in addition to the potential 

attractive return, is its favorable impact 

beyond the investor’s portfolio. 

Private equity investment drives U.S. job 

creation and economic growth by helping 

entrepreneurs turn innovative ideas and 

scientific advances into products and 

services that change the way we live and 

work.   Over the past half century, 

innovations have consistently spawned 

not only life-changing technologies but 

entire new industries—innovation, job 

creation, and revenue growth - that benefit 

all Americans. 19     Venture backed 

companies employed 11 percent of the 

total U.S. private sector workforce (nearly 

12 million jobs) and generated revenue 

equal to 21 percent of the U.S. GDP.20.  

And, as with real estate, the investor is 

closer to the management process, 

offering transparency and visibility of the 

potential outcome.  The interests of the 

investor and the companies invested in are 

closely aligned.    

CEOs of privately-held businesses have 

nurtured and painstakingly grown their 

companies---and must continue to do so—

their wealth is at stake.   Compare that 

with the hired-hand CEO of a major, 

publicly traded company—often focused 

on short-term results to justify a multi-

million dollar salary.  Short-term tactics 

are not aligned with the long-term 

interests of an investor.  
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Conclusion   

Looking forward:    Affluent investors seek 

wealth preservation and growth—and 

advisors with the sophistication to 

navigate the multi-asset class approach 

shown to consistently achieve appealing 

investment returns.  Scarce-resources 

alternative investments and other 

portfolio construction strategies found in 

the innovative Militello 3-D Model creates 

the opportunity for High Net Worth 

investors to achieve results similar to 

those of institutional investors.  

 

Documented evidence, including that 

presented by Forbes and Inc. magazines, is 

that private companies and real estate are 

the foundations of the wealth behind the 

wealthy.   More than 80% of millionaires 

are self-made; they made hard- work pay 

off --not inheritance.   A common 

misperception about the wealthy is that 

they don’t work hard.     

 

But we all know many, many people who 

work very hard, yet have not made 

fortunes.  

 

Studies show something distinct about the 

hard-working wealthy --which may set 

them apart from other hard workers—they 

look ahead and act.  They are future-

oriented.  They solve problems.     

 

According to the 2013 Fidelity Millionaire 

Outlook Executive Summary: Gen X/Y 

Millionaires Not Sitting Idle, “Gen X/Y 

millionaires were more likely to see money 

as a source of opportunity compared to 

Boomers+ millionaires, who were more 

likely to consider it a source of security.”   

This is not to diminish the hard work of 

legions of other Americans; it may be as 

simple as a mind-set.   A Different Mindset:  

They use their mother’s sewing machine to 

make the first wearable video camera and 

end up on  Forbes’ billionaire list, or they 

figure out a way  eventually to own some 

of the priciest store fronts on Fifth Avenue -

-initially without the fortune to do so— but 

rather, by changing the real estate process  

(Woodman and Rubin respectively).  

 

Problem-solvers, it’s safe to say, are not 

people who want their fortunes invested 

simply in stocks and in bonds.   People 

invest to look ahead, to seize opportunity 

and help secure the future.  They do not 

salute obsolescence and redundancy; the 

60-40 model needs a Fifth Avenue facelift 

(buttressing?).   Investment duplication is 

too risky.  Sophisticated game-changers 

want state-of-the-art  investment advice.  

 

Endnotes:  1-20 
1 Bob Rice, The Alternative Answer: The 

Nontraditional Investments That Drive the World's Best 
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2 H. Markowitz, “Portfolio Selection” Efficient 
Diversification of Investments”, The Journal of 
Finance, Vol. 7 (1952), pp. 

77-91. 
3 Rice 4. 
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About Militello Capital   

Militello Capital is an 

emerging Northern Virginia-based 

private investment firm with two 
distinct strategies: deep value real 

estate and venture capital. We’ve 

moved beyond Wall Street to a 

place where ideas matter, people 
have names and investing is as 

much about creating opportunity 

as it is about increasing wealth. 

 

We believe in investing in 

companies that are driven to 
succeed and are in an early stage of 

their development and in real 

estate with a strategic eye on the 

future. 

Visit http://www.militellocapital.com 

to learn more 

       

The Militello 3-D Investment Model 
is the intellectual property of 

Militello Capital.
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