¥rom the Honey-Box to the Investment Lo Heasure.

Heflections of a Private Banker.

By Perdinsnd Lips, Director of the Rothschild Bank AG, Zurich.

The old slogan of the stock exchange which says that you should not put
all your eggs in the same basiet is valid more than ever in our fast
changing time. Yot in the following essay, among all the possibilities

of invesiment, we will deal in the first place with the business of
securities, So there will be no question of the uvtility of the monev=hox
which has merely an educational character anyway. It is true that invest-
ments such as good real seatate have partly brought in enormous gains to
their owners during the posi-war years; in most cases thé;ﬁgaVE progeryved
the capital at least, due to their real walue, Therefore, real cslale has
indeed its Jjustification, but, this nod belng in wmy Lline I prefer to leave
this subject to the specialists to deal with. Sverybody should keep fo
what he understands, anyway. So it would not make sense, for example, i

& doctor tried to construet his own car, ox il a contractor performed an
appendectomy on his wife; he better leaves this to the expert. I think we
are all agreed on this point. It is therefore all the more astonishing
how many and often very wealthy people make precisely the mistake not to
consult 2 specialist vhen investing their fortune, or whatl is oven worse,
to cede the managing of their fortune that may certainly be considerad
man¥ most precious property except health, to an uvngualified investment
counsgellior. L know from experience that due to this carelessness a good
many wealthy people had to lesrn in the hord way durding the lsst few vears.
To some extent they are lost for the stock exchanze and the capital markel,
this indispensable and wost important institution vhere smovernments and
trading companies finance thesselves. The cconomical damasre which has

been caused hereby cannot even be approximately estimated., And yet
securities (sharss and bondsz) have advantages which cannot be Found in

any other forms of investmeni. Suppose, somebody vere oficred o precious



victure or a well-aitusted house al a really interesting vrice. Az bhe
does not want to borrow the meoney, that is, to incur debis, he will have
to sell other assets. Yet Hr, So—and-so does not possess anyithing eclse
but land which is possibly not oven devolopped yet. Like that, month way
pass wntil he can aell it, and irn the meantime the unique opportenity is
lost. Or a mewber of the family is taken ill =0 sexiously that Hr. So—-and—
g0 should disposo of a larse sum at once, or he would like 4o extond his
enteryrize, and so on. Now if he hes securities he can moke 2 phone call
to his bank the next morning and zive the order to sell seouritios up to
the necessary amount., As their rates are quoted regularly in the newo-
papers he knows at any time how much he will get for them. So securitiesn
have indeed a great advantage of other forms of investment, i.s. Thedir
liguidity. Hot without good reamson they are called "valeurs amobdlidres®

in the French langusge.

Among the securitiecs, shares and bhonds are known best of seturse, and
there iz an old saying on the stock exchange: He who wanhs to sleep well,
mist buy bonds, he who wantz to eat well, must buy shares. = The matler
ia ncﬂ ao gimple of course, for history has proved that there were Limes
when it was better to have shares, and times when it was betfer again to
have honds, And the recent past has clearly shouwn that there are even
times vhen it is best Lo have neither bonds nor shares. When we came o
the conclusion at the Rothschild Bank last yesr that a heavy recession
vas imwinent at the American stock exchange, our investment committee
decided to take the conseguences whereupon we sold all American shaves
on the third of June 1969. Yet the strong demand for capital, increasing
inflation, and lack of confidence in the most importani currencies have
also disturbed the bond markei to such a degree that we judped it move
cautions not to buy any bonds either for some time Lo coms. Subasguently
our decisions have proved right, for the American stock exchange dropped
more than 20/, and many bonds fell by 10, 20 and %04 below their issuing
rates. In the meantime we have placed the capital of our cuatomers in
shori—term certificates with wich they could bring in a prodit of ahoui
10js, whercas most people suffered great losses. Nay be that we will buy

bonds again for our customers one day, all the more, as at the present



time bonds even of first—clase debtors bring in attractive vrofites of

&% and 5, In the long run, however, those who bought good shares -
which sgual a Teal value and are not, in contrast to monetary seowritian
1ike bonds, subject fo the creeving inflation - came of7 Far betier.
tioreover, he who invested his money in shares of ssnecially promising
branches 1ike the electromical industry could pertly pockel fabulous
gaians, ‘the share of the *International Busiaess Mochines Corp.®, for ex~
ample, nobed belwesn ﬁ 57 and S 84 in the year 1959, In 196% 14 reachad
the maximm rate of # %87, The rise of the Xerox share was even more
inpressive. In 1959 it was quoted at the highest rate of § 2 and at the
went rate of # L ﬁ}%. In the year 1969 the share rose to ils clihax of
# 115, You will object that in these cases it is a question of two branches
with an extracrdinary great Tubure. But you can alzo Find very inmpressive
axanples in much more proseic industries like the shoe industiry or the
reteil trade. So the share of bhe dHelville Shoe Corp. still noted betlwean
£ 10 and # 15 in 1965. In February 1970 it rose %o a new peak level of

# 80 in spite of the common decline of the stock exchange market.

In #pite of their character as a real value, shares, due to thelr grest
fluctuations can bear large risks, especlally Lf they have been acquirad
at the wrong mowment. To illustrate this statement we are going to avail
ourselves of one of the three examples mentioned asbove. lLet us examing

the development of the anuotation of the IBH shares in the years 1961 and
1962, Ian 1961 the IBH share came up to a lhemporary pesk level of #1574,
In the subsequent decline of the year 1962 the rate fell back fo 475, and
the TIEM shareholders had to wallb for three whole years until they ssw the
peak rate of § 157/ again in the year 1964. This example is net even so
tragical, however, nol for those at least who had the necessary patlence
and juiged the future of the company aceurately. Vet thers ave maoy shaves
which took a wuch longer time for their recovery or which have never

recoversd at sll.

I have inzerted this short sxposition to point owl the importance of being
advised by an expert. The only advice and perhaps the most importsnl that

I have to give you iz the following look out for a serioun first-class



investmnent couwnsellor. Perhaps somebody of vour acguaintance csn re-
commend you & good one, It iz true that svch recommendations way be
dangerous, Tor nobody likes to confess that he has been badly advised

end haz lost money on the stock exchange.

This counsellor should be inteliigent and dispose of & good vocaltionsl
education. These experts may be found above all in a serious privalbe bauk
or in a large bank which disposes of a special department separated from
the rest of the enterprise, and which can offer an individual service,
Your counsellor should not be too young, or else you run the wislk that

he has never experienced a crisis or s recession, but that he only Imnows
the proeperity of the last years and therefore does not reallze Lhat a
peak season canmot last for ever., On the other hand, he should not be too
old either; elderly investment counselliors are often but disguised sellers
of honds who besides are not sufficiently at home in wmodern methods of
investment, Your counsellor should have time for wou and Tor the study of
the investments, Ii he is too successful there may be the danger that he
hacomes a fast careorist, overvhelmed with duties, sessions and honours
that soon there will be no time left for the study of investment poasibili-
ties, By then he is lost for you, and you had better look Tor a successor.
Your investnent counsellor should be ambitious; yet he must not love money
beyond measure, but reapect it in the first place. He must be in very good
health, for his working volume is enormous. On this condition only, he is
in a position to read all the newspapers and thousands of reports which

he must know in order to judge trading companies, Further he should he
well=balanced, for you must never forget that he is active In one of the
most difficult professions of the world., He must also be flexible and
hesides have a good knowledpe of men. An American invesinent hanker once
pxpressed his opinion as follows: VYhen a dozen experts have Lo juodge the
value of & share and its prospects, each of them will attain to different
resnlts. In such & case it happens only too often that each sxpert would
like %o revise his judgement shortly after if thers were only a pessibility.
Harlcet valuas ere Tixed but to a certain extent by balance sheeta; other
frotors such as greed or fear of men, the influnence of a higher power,

the weather, discoveries, new trends snd fashions and countless olhar



circumstances are probably just as important, if not more so.

fhough this statement o sisnilicant it is perheps somevhal pessinistic.
For fundamentally guotation is determined by occonomical facts and altua~
tions above all, Wet it ie true that the computer with which certain
investmeni servicesz try to predict the futvre development of the ratea

has not been creatod yet.

Hence every investor needs an investment counsellor who studies unbiringly
reports and balance sheets of companies and who discovers, time and again,
interesting shares with a potenlial future. The more he studies,lpnd The
better his memory is, the greater are his chances to find these sharaea.
fbove g1l ne ymust observe thoze companies which are active in vromising
and initeresting indurstries which, owing t¢ excellent ccientific research,
turn out new and over improving products, thus creating new markets fox
themselves again and agein. These produets mast be seold xith superior

gales wmethods which make it difficult for any competition to broak into

the market. Further the company concerned should grow guicikly above the
average, and, as the most importent proof for the efficioncy of the
management, it should yield returns above the average on The capital in-
vested. For efficiency of the management is the very point Fhat maltlers,
and only a successiul management will achieve steeply rising vrofits

ahove the aversge during many years. Besides vou can look at the matter
from the following point of view: Phose investwent couwnsellioxs or invesiors
whoe choose the companies mentioned, i.e. the companices with the most
gfficient managers of the world at their head, and who invest in lthe shares
of these companies do not do anything else indeed bul make the best poople
of the world work for themselves. There is no doubt that such a policy

must lead to eminent success in the long run.

For all those who only begin to build up a fortune and who for this reason,
as can easily be understood, do not dispose of suifTiciently largo resour-
ces yeb, I consider investment funds very suitable. Though many banks
promise something to evervbody in advertisewnents of a whole ypage, ono may

nod indulse in the illusion to et really individusl advice for BOOO0,-



to 10G'G00.~ fra. ¥or this reason the interior fumds organised hy

different hanks must be considered most sultable,

icecording to experience the development of a portfolio does not only
depend on the skill of an investment counselior, but just as much on

the wentality of the custonier which iz of zrzatest importance, Yo can
naintain without exagpevation that ten accounts of 1'000'060,- fro.,
paid in by ten people on the first of January, will all look difforcent
on the 31st of Decewmbor, The most agreeable accounbs are of course those
over which the bankor has complete authority. Cowparatively simple ho
manage ave those accounls whose owners can be called up at any fime. the
banker way propose him either the purchese or the sale of a paper, this
being vory satisfactory since the customer also bears some of the
responsibility. A thirxd kind of customers is very difficult, namely
those who question every way of acling of their cauqnull?:#nn princinis,
These accounts will never develop woell, for a confidential relatios can
hardly arise between too difficult a customer and his investment counnallor,

confidence being undoubtedly the basis of this delicate usiness,

0f" conrse, much could still be said on fhis sebject, but this would

exceod the scope of this shori essay. Concluding I should like to expross

the hope that all the readers of this article might Cind the man depicbed

above, He will find for you the investmenis fo seasurs and eupeclatiy the

sharea ol the most successful companies in time, and he will help you wiib

the importent task of managing your capital well,



