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“The key to making money in the investment business is to have the surprises on your side.” 

Howard Marks 

  

HELP PEOPLE INVEST INTELLIGENTLY 

SO THEY CAN LIVE THE LIFE THEY DESERVE 
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PARTNER LETTER 2017 

PERFORMANCE OVERVIEW 

 

 

 RICHTWERT     

(EUR) 

 iShares S&P 500 

(EUR)  

 iShares MSCI World 

(EUR) 

2014 (Aug - Dec)………………………… +12.0%  +7.2%  +4.6% 

2015 ………………………………........... -1.1%  +0.2%  +1.4% 

2016 ……………………………………... +7.8%  +9.6%  +7.6% 

2017 ……………………………………... +11.5%  +18.8%  +16.5% 
   

Compound Annual Gain………………….  +8.7%  +10.3%  +8.7% 

Overall Gain ....………………………….. +33.1%  +39.8%  +32.9% 

 

 RICHTWERT    

(CHF) 

 iShares S&P 500 

(CHF)  

 iShares MSCI World 

(CHF) 

2016……………………………………… +5.9%  +8.8%  +6.8% 

2017……………………………………… +21.3%  +18.3%  +16.1% 
   

Compound Annual Gain…………………. +13.4%  +13.4%  +11.4% 

Overall Gain ....………………………….. +28.5%  +28.7%  +24.0% 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Small deviations in calculations may occur due to rounding. 

 

 
RICHTWERT (EUR): Performance incl. gross dividends, after costs, before profit share in EUR 

iShares S&P 500 EUR Hedged ETF (Acc) Performance incl. reinvested gross dividends, after costs in EUR 

iShares MSCI World EUR Hedged ETF (Acc) Performance incl. reinvested gross dividends, after costs in EUR 
 

RICHTWERT (CHF): Performance incl. gross dividends, after costs, before profit share in CHF 

iShares S&P 500 CHF Hedged ETF (Acc) Performance incl. reinvested gross dividends, after costs in CHF 
iShares MSCI World CHF Hedged ETF (Acc) Performance incl. reinvested gross dividends, after costs in CHF 
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Dear Partners and Co-Investors, 

In this partner letter I will cover the following: 

▪ Our investment objectives 

▪ Our portfolio's market performance 

▪ Our portfolio's business performance  

▪ Valuations and expectations for the overall market and for our portfolio 

▪ The first few years of Richtwert and what I have learned 

▪ Our current portfolio positioning 

▪ Thoughts on what we read in the news 

INVESTMENT OBJECTIVES 

I repeat the objectives we defined in our Partner's Manuel in every partner letter so that we can put our results in 

perspective to our goals. Having said that, you should be aware that our performance period is still too short to be 

meaningful. We need a history of 5-10 years for the performance period and the benchmarks to become meaningful. 

While I do not guarantee or promise any rate of return or result, I do want you to know, the qualitative and 

quantitative goals Richtwert is striving for. 

Richtwert’s qualitative goal is to first protect the purchasing power of our wealth over the mid- and long-term and 

second to maximize it over the mid- and long-term. You can find more details regarding our qualitative goals in our 

Partner's Manual. 

Our quantitative goals are 

A) to achieve average annual rates of return before profit-share and taxes of at least 10% over the mid- and long-

term (5 years or more)  

or 

B) to exceed the annual rate of return of the S&P 500 index (hedged in our reference currencies) by 3% on average 

before profit-share and taxes over the mid- and long-term (5 years or more). 

Ideally, we want to meet both goals but I will be satisfied if we meet either goal. For instance, if we achieve goal A) 

but fail to meet goal B), I strongly believe the performance of the S&P 500 index is exaggerated and that future 

returns from the S&P 500 will be lower allowing us to meet goal B) in the future. On the other hand, if we achieve 

goal B) but fail to meet goal A), I strongly believe the performance of the S&P 500 index has been too low and that 

it will improve over the course of the next years and that our performance should also improve in absolute terms as 

long as we continue to perform better than the S&P 500 index. 

Therefore, if our record is better than any of the targets mentioned above, I believe we have been successful. If our 

record fails to meet both targets, I believe we should look for alternative ways of investing our capital. 

Regular readers of this letter know that market and business performance can deviate significantly in the short-term, 

therefore I present them separately. In the long-run, however, stock market performance reflects business performance. 
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MARKET PERFORMANCE 

Despite our strong performance in 2017, we are currently a bit behind our stated goals and expectations for Richtwert. 

I am not worried for at least three reasons: 

1. I know why. 

You can find the reasons in the section "The First Few Years of Richtwert and What I Have Learned".  

2. I am learning continuously. 

You can find that in the same section as well as in the section "Current Portfolio Positioning". 

3. We are in it for the long-term. 

Since day 1, I have asked you to judge me over a time-horizon of 5 years and more because any shorter time-

period is completely unreliable. A very successful investor, whom I admire a lot, says: "You need about 10 years 

of performance to judge whether an investor is skilled. And even then, you can't be sure." We are approaching 

the end of our fourth year of investing, nothing is proven yet.  

We are also experiencing remarkable times. I believe many things are different from what they may appear. As always 

there is a lot of noise, from Donald Trump, Korea, China, trade wars, currency wars, record levels for (stock) markets, 

interest rates, inflation, taxes, technology, globalism to regulation. These are without doubt interesting topics but when 

it comes to our investment success or failure, we must distinguish between noise and what really matters. So, let me 

first give you the business perspective that I believe is critical for our investments. Afterwards, I will also share my 

thoughts about the topics mentioned above. 

Our portfolio's market performance in 2017 was strong in absolute terms and mixed in relative terms: 

▪ 27.0% in US Dollars (USD), 

▪ 21.3% in Swiss Francs (CHF) and 

▪ 11.5% in Euros (EUR). 

The S&P 500 index performance was 21.1% in USD including reinvested dividends.  

The performance of ETFs tracking the S&P 500 while being hedged in EUR / CHF was  

▪ 18.8% in Euros (EUR) including reinvested gross dividends and  

▪ 18.3% in Swiss Francs (CHF) including reinvested gross dividends. 

This means, that 

▪ we outperformed the S&P 500 by 6.2% measured in USD (27.3% - 21.1%); 

▪ we outperformed the S&P 500 hedged in CHF by 3% (21.3% - 18.3%) 

▪ we underperformed the S&P 500 hedged in EUR by 7.3% (11.5% - 18.8%). 

Our 2017 results vary so much because the Euro and the Swiss Franc gained 14% and 4.6% respectively vs. the US 

Dollar last year. During 2017, I hedged significantly less of our US Dollar exposure, because the cost of hedging was 

high and because I did not think the US Dollar would fall much. My decision proved to be a costly mistake in 2017 

in particular for portfolios with EUR as the reference currency. But I also believe the Euro gained more than was 

fundamentally justified. Therefore, although not hedging the US Dollar was very costly in 2017, it may well be the 

best strategy over the course of many years considering the costs of hedging currency risks. 
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BUSINESS PERFORMANCE 

In 2017, the economy was strong almost everywhere and S&P 500 earnings rose 17% year over year. This was quite 

an achievement since US firms were highly profitable to begin with. Our portfolio companies also benefited from the 

strong economy and did even slightly better.  

I am delighted with the individual performance of our portfolio companies: 

▪ 90% increased their earnings year over year.  

▪ Among those, the slowest grew by 9% and the fastest grew by more than 50%.  

▪ Approximately 80% widened their competitive advantages and thereby increased their expected future earnings 

power. 

▪ 15% failed to do so in 2017 but I am confident that they have learned from their mistakes.  

▪ For 5% of the portfolio it is too early to say but I believe they are taking the right steps. More importantly, I am 

confident that they have a Plan B in case their steps prove wrong. 

This kind of business performance is not the norm, especially for the overall market represented by the S&P 500 index. 

In the last 10, 20 and 30 years, S&P 500 earnings have grown roughly by 5%-5.5% on average annually. Future 

business performance will be closer to the long-term historical range than to the 17% of last year. However, I believe 

our portfolio companies will grow their earnings faster than the S&P 500 firms.  

But I would like to point out that 2019 could be a positive exception for the S&P 500 and for our portfolio firms due 

to the large tax reductions coming into effect in the US. 

VALUATIONS 

Business performance is very important, but it is only half the story. The other half is the price one pays for businesses. 

The best company can be too expensive and therefore a poor investment. In contrast, a low-quality company can be 

too cheap and hence a good investment.   

Media and the general public often focus on stock markets surpassing all-time record levels. This fact by itself is 

meaningless because one must always first view prices in relation to what businesses will earn and then compare this 

result with alternative investment opportunities.  

My estimate of prices as of 04/30/2018 in relation to expected earnings in 2018 is as follows: 

 

Our portfolio currently has a Price to Earnings (P/E) ratio of 15 whereas the S&P 500 index has P/E ratio of 22. This 

means, all else being equal, our portfolio is currently roughly 30% cheaper than the S&P 500 index. But all else is not 

equal. I firmly believe our portfolio companies have superior financial strengths, are higher quality businesses with 

enduring competitive advantages and are run by first-class management teams, who think and act like business owners. 

In most cases, they are major co-owners of our businesses. Consequently, in my opinion, our portfolio is even cheaper 

on a relative basis than the raw numbers suggest. 
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EXPECTATIONS 

Expectations for the S&P 500 

▪ A P/E ratio of 22 for the S&P 500 results in an expected annual return of 4.5% before taxes and expenses                            

(E/P = 1/22 = 4.5%), assuming earnings remain unchanged and are fully paid out in form of dividends. 

▪ If only 40% of the earnings are paid out in form of dividends (a figure close to the historic average), the expected 

annual return decreases to 1.8%. 

▪ The great thing about productive assets like businesses is that their earnings increase over time due to 

reinvestments (5.4% p.a. between 1998-2017 for the S&P 500). 

▪ Assuming they will increase at 5% in the future, we can add 5% to 1.8% and expect a future return of 6.8%. This 

assumes the investor can also sell at a P/E of 22. 

▪ To be more conservative one should assume, the investor will only be able to sell at a P/E of maybe 16 in the 

future, which is close to the historic average. This would reduce the effective growth rate to 3.6% (16 / 22 x 5%) 

and the expected return to 5.4% (1.8% + 3.6%). 

Finally, the investor can judge how attractive 5.4% p.a. before taxes and expenses is considering the alternatives he/she 

may have. 

Before jumping to conclusions, one should recognize the assumptions in such a calculation. For instance, current 

earnings could be artificially high 

▪ because we are likely in the late part of the business cycle, 

▪ because businesses are paying very low interest rates on their debt and 

▪ because we have not experienced wage inflation so far. 

All of this could change and with lower earnings, the P/E ratio could be higher than it may appear today. Another 

factor to consider on the positive side is that the US recently lowered corporate tax rates substantially which will likely 

lead to higher near-term future earnings for the S&P 500 firms. I believe our businesses will also benefit materially. 

Personally, I believe an annual rate of return of 4%-6% before taxes and expenses is not an unreasonable expectation 

for sums invested today in the S&P 500 for roughly the next 10 years. Incidentally, this was also my expectation for 

the S&P 500 back in the fall of 2014. So far, I have been proven very wrong. The S&P 500 index has returned about 

twice as much so far. Yet with the S&P 500 being more highly valued today, my current estimate for the S&P 500 

may prove more accurate. 

This kind of return is not something to get too excited about but it is still preferable to holding cash, investing in highly 

rated bonds or investing in most real estate1 objects in Germany and Switzerland. The latter are more expensive 

(meaning they produce less income) and they are unlikely to grow their income at the rate businesses will grow their 

income. Both highly rated bonds and excessive cash are terrible or at best poor investments today. 

Expectations for Our Portfolio at Richtwert 

Applying the same logic to our portfolio at Richtwert leads me to an expected annual return of more than 10% before 

taxes and profit share. I also continue to expect our portfolio to achieve at least a 3% p.a. advantage over the S&P 500 

in the mid- & long-term. This is because I expect our portfolio companies to grow faster than the S&P 500 firms and 

because our portfolio’s valuation can easily grow from 15 to a higher P/E ratio given the outstanding quality of our 

businesses (please refer to pages 9, 10, 12 & 13).  

As far as earnings are concerned, I am more certain about the earnings quality of our businesses. There are good 

reasons to believe that - contrary to the S&P 500 firms - our companies would either benefit from some of the potential 

changes mentioned above or that they will at least not be as much affected. For instance, some of our largest 

investments would actually benefit materially from potential crises. Others would continue to outperform their 

competitors even or especially during tough times due to their enduring competitive advantages. Finally, our portfolio 

companies' solid financial strength ensures that they are less affected by potentially rising interest rates. You will find 

more about our companies’ characteristics in the sections “The First Few Years of Richtwert and What I Have 

Learned” and "Current Portfolio Positioning" below. 

                                                
1 When I refer to real estate, I do not mean real estate for self-occupation but real estate that is rented out to others. People do not and should not 

look at real estate that they are going to live in purely from an economic basis. Still, I believe one must also be cautious when buying real estate 

for self-occupation especially given the significantly elevated prices in Germany and Switzerland. 
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Of course, there is always the risk of being biased. I work hard to keep my bias in check because I don't want to 

disappoint you. In addition, I have more than 90% of my own net worth invested alongside your capital at Richtwert. 

This makes me the partner/customer with the most capital entrusted to Richtwert. Hence, I stand to lose the most from 

poor investment decisions. 

My approach to limiting my bias is to review the facts and my reasoning as well as to listen to and evaluate opposing 

views. Reviewing the facts and experiences during our first years have led to changes that I describe in section "The 

First Few Years of Richtwert and What I Have Learned". The opposing views, however, have not been convincing. 

Most are short-term focused, fail to consider business economics, deal with chart/technical analysis or are based on 

opinions rather than facts. That certainly does not prove me right and I will keep looking for opposing views on our 

investments to find potential weaknesses in my analysis. I also encourage each of you to let me know any differing 

views you may have on any of our portfolio companies. You would potentially be doing all partners at Richtwert 

including me a great favor.  

Market Timing Almost Always a Huge Mistake 

Many potential investors believe now is a dangerous time to invest in stocks. They are waiting for markets to correct 

before they "jump in". I disagree. Stock prices as a group are seldom so expensive or so cheap that one can say with 

high certainty what is going to happen. Today, stocks are not at dangerous valuations considering the alternatives and 

interest rates.    

Sir John Templeton said: “Bull markets are born on pessimism, grow on skepticism, mature on optimism, and die on 

euphoria.” I believe there is a lot of wisdom in his words. We are past pessimism but many people are still skeptical. 

At the same time, many have no choice but to invest regardless of their skepticism. Thus, in my view, we are likely 

in a phase of “forced optimism”. Some stocks are priced for perfection (dangerously expensive), but I can't sense 

euphoria for stocks in general. Selective investors can continue to do well.  

The foolishness is rather in highly-rated long-term bonds, crypto-currencies and initial coin offerings (I.C.O.s). 

Investors who invest in long-dated bonds are often required to do so by law. But they also do it voluntarily in many 

cases and in that sense, they are fooling their clients and themselves. Cryptocurrencies and I.C.O.s however are driven 

by speculation2. The whole thing has nothing to do with investing. In this regard, I could not resist sharing these two 

illustrative examples with you: 

1. Long Island Iced Tea Corp. shares rose six-fold (+500%) in half an hour on December 21st, 2017 after the 

unprofitable company rebranded itself Long Blockchain Corp3. It was delisted from the NASDAQ stock exchange 

in April 2018. 

2. Kevin Rose’s excellent and humorous article “Is There a Cryptocurrency Bubble? Just Ask Doge.”4 describes 

I.C.O.s as follows: “(If you’re having trouble picturing it: Imagine that a friend is building a casino and asks you 

to invest. In exchange, you get chips that can be used at the casino’s tables once it’s finished. Now imagine that 

the value of the chips isn’t fixed, and will instead fluctuate depending on the popularity of the casino, the number 

of other gamblers and the regulatory environment for casinos. Oh, and instead of a friend, imagine it’s a stranger 

on the internet who might be using a fake name, who might not actually know how to build a casino, and whom 

you probably can’t sue for fraud if he steals your money and uses it to buy a Porsche instead. That’s an I.C.O.)” 

Coming back to investing, I believe as an investor you first need to decide whether you wish to invest passively or 

selectively. If you choose to invest passively, I believe you should start today and invest regular amounts over time in 

broadly diversified stock market indices. Expected returns of 4%-6% before taxes and expenses for the S&P 500 

provide a margin of safety compared to holding cash and waiting for better times. Should stock prices fall, your 

subsequent regular investments would be invested at lower prices and therefore promise higher returns in the long-

term.  

I know you what you may be thinking now. After all, who wants to pay potentially higher prices today if prices might 

fall tomorrow? I can only say: the same kind of thinking has caused the majority of investors to miss the rally since 

early 2009 during which the S&P 500 including reinvested dividends has more than quadrupled.  

                                                
2 I wrote about the dangers of cryptocurrencies: https://www.lynxbroker.de/artikel/cryptowaehrungen-sind-mit-vorsicht-zu-geniessen/  
3 https://www.bloomberg.com/news/articles/2017-12-21/crypto-craze-sees-long-island-iced-tea-rename-as-long-blockchain 
4 https://www.nytimes.com/2017/09/15/business/cryptocurrency-bubble-doge.html 

 

https://www.lynxbroker.de/artikel/cryptowaehrungen-sind-mit-vorsicht-zu-geniessen/
https://www.bloomberg.com/news/articles/2017-12-21/crypto-craze-sees-long-island-iced-tea-rename-as-long-blockchain
https://www.nytimes.com/2017/09/15/business/cryptocurrency-bubble-doge.html
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On the other hand, if you choose to invest selectively, I believe today there are sufficient good opportunities to invest 

even large sums in very strong and yet undervalued companies. Consequently, we are currently fully invested at 

Richtwert.  

Don't get me wrong, I have no idea what markets will do in the next months or 1-2 years. The next crisis could be 

around the corner but it could also be a few years away. Nobody knows.  

You may say: “Wait a minute: How can you say there are good opportunities to invest large sums when you don’t 

know if and when a crisis is coming?” Here is what I believe: Imagine, you are offered an opportunity to buy and own 

a wonderful business that you understand well at an attractive price. Would you hesitate to make this investment 

because you do not know if a crisis is around the corner? I hope not, because that would be a terrible mistake. You 

invest in a business because you look at what the business is going to produce for you in the long-term. A 

businessman/-woman does not invest in a business because he/she want to sell it again in the short-term.  

Around 50 years ago Benjamin Graham said: “Investing is most intelligent when it is most businesslike.”. He is still 

right. It is almost always a huge mistake for investors (professional or private) to try to time the market. It might be 

the costliest mistake too. Just go back to 

▪ the US elections in 2016 or 

▪ 2015 when people expected China to run into a recession or 

▪ 2010, 2011, 2012 when people constantly expected another crisis or 

▪ 2008 & 2009 when almost everyone was in panic or 

▪ 2005-2007 when so many were enthusiastic or 

▪ 2002 after bursting of the Internet bubble when the crisis seemed to never end 

▪ I could go one but I am sure you get the idea… 

How many people do you know who predicted consistently what would happen then in the short-term? I follow many 

very successful investors and I know no one (zero!) who predicted market developments consistently. Interestingly, 

the more successful they are, the more openly they admit this. So, if they can't predict what markets will do in the 

short-term, what are the chances that you and I can? Oddly, the fact that people can't predict the short-term, doesn't 

stop the overwhelming majority from trying hard nevertheless. 

I firmly believe, market timing should always come with a strong warning message:  

"MARKET TIMING WILL LIKELY SERIOUSLY DAMAGE YOUR FINANCIAL WELL-BEING!" 

Adjusting One of Our Principles Slightly 

One of our principles at Richtwert was that I will not disclose our investments because great opportunities are rare 

and subject to competition. I still believe great opportunities are rare, but I have learned that very few copy even the 

most successful investors, investors like Warren Buffett.  

Repeatedly, I have explained single ideas in detail to colleagues and friends and was amazed to see that it did not 

"click" with them. Maybe, they are just too polite and nice to tell me their true opinion.  

Sometimes, I even fail to act on my own ideas. Amazon is a great example. I discussed Amazon in detail in 2015, 

explaining why I believed no one could compete with them. Then I turned around and invested in other companies!!! 

If you are wondering why, you are not alone. I am still searching for an intelligent answer. Don't expect one anytime 

soon. 

In short, I don't believe we lose much if I disclose some of our investments. On the contrary, we will probably gain 

something valuable: 

1. You will better understand why I have decided to invest our capital in some of our portfolio companies. This 

should make it easier for you to stick to our investments in tough times.  

2. Once you know my reasoning, you too can go back and judge whether I was right. Just keep in mind that it can 

take many years for the market to catch up with business reality. 

3. If you are thinking about whether you should entrust your capital to Richtwert, I hope this added disclosure 

enables you to make a better-informed decision. 

In this letter, I disclose two of our investments (Wells Fargo and Apple) and explain why I believe they are promising. 

In addition, I point out the investment rationale for our two largest investments without disclosing their names. This 

provides you with detailed disclosure for approx. 50% of our portfolio. Finally, I provide details about our current 

portfolio positioning and the types of businesses we are invested in including my investments thesis for them.  
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THE FIRST FEW YEARS OF RICHTWERT AND WHAT I HAVE LEARNED 

I believe there are three reasons why we are currently a bit behind the goals and expectations we set out for Richtwert. 

I have learned my lesson from the first mistake and have adopted our approach accordingly. The second reason is not 

a mistake in my opinion and will pay off for us over time. The third reason is a mistake that is more challenging to 

correct but I believe I have found a way and positioned our portfolio accordingly. 

1. I did a very poor job with currency hedging. Plus, the Euro might have gotten overvalued. 

We have been predominantly invested in US-based businesses because this was where I found and still is where I 

continue to find the best opportunities. To protect us from extensive currency risk, I hedged a substantial part of our 

US Dollar exposure at the beginning. Luckily, I didn't hedge the entire portfolio value because I believed the Euro 

was somewhat expensive and because some of our companies operated globally. 

These currency hedges proved to be very costly because we were hedged against a falling US Dollar while the US 

Dollar rose. And later when the US Dollar fell I had hedged to a much lower degree. In addition to the ineffectiveness 

of my hedging, the cost of hedging was significant and became increasingly expensive over time (currently approx. 

3% p.a.). As a result, we were hurt by two factors simultaneously. 

I always thought and also communicated that I find it very difficult to judge currencies. It seems like I have delivered 

sufficient proof by now. In hindsight, it was a big mistake to hedge when I started Richtwert and my timing could not 

have been much worse. Going forward, I will only hedge currency risk, if the cost of hedging is low and/or if I believe 

that we are at an inflection point. 

Apart from my mistake, it could well be that the Euro had gained and the US Dollar had lost too much as of the end 

of 2017. The US and China have been and will likely continue to be the driving forces of the global economy in the 

foreseeable future. Europe and the EU in particular face many structural weaknesses (e.g. different fiscal authorities, 

different rules and regulations, different languages, no real common market (not even for digital products and 

services), limited negotiation power, inability of individual EU-countries to deal with competitive disadvantages or 

indebtedness via printing money). Having said that, I also see many advantages in Europe (e.g. rich cultural diversity, 

rule of law, security, less inequality, good education system and more). Yet overall, there are many tough obstacles 

left and this does not make me very optimistic for the Euro in the next few years. Recently the US Dollar has regained 

some strengths vs. the Euro. 

2. Three of our largest positions (nearly 40% of our portfolio) have not yet done as well as they deserve and are 

significantly undervalued. 

Our two largest portfolio positions account for roughly 30% of our portfolio. Despite doing well to very well 

operationally, they have partly underperformed the S&P 500. These companies are very strong, possess enduring 

competitive advantages and are led by extraordinary capable, motivated and prudent founders who hold significant 

stakes in their respective companies. Furthermore, they are cheap and thereby provide a wide margin of safety. 

Both companies would benefit significantly from rising interest rates and from potential crises in the mid-term. Nassim 

Taleb introduced the interesting concept of “antifragility” as something, which benefits from shocks, stress, 

uncertainty or volatility. I believe both companies fit the concept very well. 
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They are significantly undervalued for the following reasons: 

▪ We have had very low interest rates and no crisis for almost 10 years. 

▪ Many think interest rates cannot rise, although they may be changing their mind lately. 

▪ The fact that we haven't had a crisis for many years creates a lot of anxiety amongst investors but 

somehow, they either overlook or doubt that these firms would benefit from a crisis like they often did 

in the past. 

▪ These companies generate profits that are very, very attractive but irregular and volatile. Investors have 

increasingly become short-sighted and are not interested in (have no patience for) companies with volatile 

earnings.  

▪ I also believe that index funds & ETFs cannot invest in these firms due to the nature of their securities. Others 

hesitate since the nature of these securities creates additional efforts from a tax perspective. As a matter of fact, 

these companies are advantageous for investors from a tax perspective but one must go the extra mile when it 

comes to filing tax returns. 

I find these reasons irrational. Both companies provide precisely the attractive combination I always desire for our 

investments: Low downside risk (risk of actually losing money) and attractive upside potential: 

▪ The average company in the S&P 500 currently has a P/E ratio of about 22. 

▪ Our two largest portfolio positions have a P/E of about 11. 

▪ We have had very low interest rates and rising stock markets without crises for almost 10 years. 

▪ No one knows if, when, how high or how fast interest rates will rise or when the next crisis will come. 

▪ However, these two investments provide us with very cheap insurance against such risks for a significant 

portion of our portfolio. 

▪ I believe we are actually getting paid for having this insurance! When was the last time you could say 

that about your insurance? Markets can truly be amazing from time to time! 

▪ If the coming years don't bring about a meaningful increase in interest rates or a crisis, these two companies could 

underperform but they would still generate satisfactory returns. 

▪ Should we experience a meaningful rise in interest rates or a crisis, then our investments would shine for many 

years. 

In an interview with Institutional Investor on May 17th, 2017 Howard Marks said: “The key to making money in the 

investment business is to have the surprises on your side.” I believe the surprises will be on our side with these two 

investments as well as with many of our other investments. 

The third company, in which we have invested a significant portion of our capital, is Wells Fargo. Wells Fargo made 

some unforced errors in the last few years. Its incentives for employees had led a small minority to make bad decisions, 

which hurt its relationship with customers and its strong reputation. Moreover, it underestimated the issue and was 

slow to react. 

I believe every company makes mistakes from time to time. Wells Fargo is a very strong bank. It has a superior track 

record of managing financial risk. It came out of the financial crisis, the biggest crisis since World War II, in fine 

shape and was even strong enough to acquire a major competitor. We invested in Wells Fargo a few years ago at an 

attractive price that provided a wide margin of safety against unexpected developments. Unfortunately, unexpected 

developments did come true. Thanks to the margin of safety we have not lost much, but our investment has 

underperformed by a wide margin. 

I believe Wells Fargo deserves to do much better because banking is a commodity business that will last for a long 

time5 and that has essentially two critical variables. A commodity business must manage risks well and it must have 

a cost advantage to generate attractive business performance. Wells Fargo’s management has a strong track record of 

managing risks apart from these unnecessary blunders. I believe they have learned from their mistakes and are 

adapting. Additionally, the bank has $1.3 trillion of very cheap deposits to fund its business and is frugal with 

expenses. Its market valuation is attractive despite/because of the current low interest rate environment. I expect the 

bank to generate satisfactory returns if interest rates remain unchanged and believe it would benefit greatly from 

potentially increasing interest rates over time.  

  

                                                
5 The first forms of banking began within the 4th to 3rd millennia B.C. https://en.wikipedia.org/wiki/History_of_banking   

https://en.wikipedia.org/wiki/History_of_banking
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3. Despite being aware of the power of highly superior businesses, I still underestimated it. 

When I started Richtwert, I knew that superior businesses can compound (grow) their earnings at a rapid rate. I also 

knew that this is a very desirable characteristic for investment success. In fact, in explaining one of our investment 

principles, I quote Albert Einstein, who is believed to have said: "Compound interest is the eighth wonder of the world. 

He who understands it, earns it ... he who doesn't ... pays it.". 

At the same time, I have always insisted and will always continue to insist on having a margin of safety in each of our 

investments by investing in companies that are out of favor or underestimated and therefore undervalued. This margin 

of safety serves to protect us from losing money and is essential to prudent investing.  

Generally, both companies that benefit from tailwinds and grow rapidly as well as companies that face headwinds and 

experience slower growth can be underestimated and hence undervalued. During the first two years of our investing 

at Richtwert, I focused more on good businesses that faced temporary headwinds and slower growth because I 

expected businesses benefiting from tailwinds to be often viewed too optimistically and hence to be less often 

undervalued. Moreover, I knew that mistakes with businesses experiencing tailwinds would be very costly. 

During the last two years, I could expand my understanding regarding competitive advantages and learned additional 

useful valuation techniques. Both led me to recognize and appreciate certain excellent businesses more than before. 

As a result, I realized that contrary to my prior belief, excellent businesses benefiting from strong tailwinds may in 

fact be more underestimated in the long-term. Often, they can represent a wider margin of safety than businesses 

facing temporary headwinds despite the higher valuation assigned to them. Also in some cases the temporary 

headwinds continued for longer than I had anticipated even though we were invested in good businesses. As is often 

the case, Warren Buffett puts it best (I underlined the key message): 

“Time is the friend of the wonderful business, the enemy of the mediocre.  

You might think this principle is obvious, but I had to learn it the hard way - in fact, I had to learn it several times 

over. Shortly after purchasing Berkshire, I acquired a Baltimore department store, Hochschild Kohn, buying 

through a company called Diversified Retailing that later merged with Berkshire. I bought at a substantial discount 

from book value, the people were first-class, and the deal included some extras - unrecorded real estate values 

and a significant LIFO inventory cushion. How could I miss? So-o-o - three years later I was lucky to sell the 

business for about what I had paid. After ending our corporate marriage to Hochschild Kohn, I had memories like 

those of the husband in the country song,  

"My Wife Ran Away With My Best Friend and I Still Miss Him a Lot." 

I could give you other personal examples of "bargain-purchase" folly but I'm sure you get the picture:  It's far 

better to buy a wonderful company at a fair price than a fair company at a wonderful price. Charlie understood 

this early; I was a slow learner. But now, when buying companies or common stocks, we look for first-class 

businesses accompanied by first-class managements.” - Berkshire Hathaway, Chairman’s Letter 1989 

I believe Mr. Buffett was maybe a bit slow to adapt because he had terrific results with less than wonderful companies 

very early on. I also had some early success with investing in fair or good businesses but I began to realize that some 

worked well, others failed and a good portion turned out to be lucky punches. The experience was unlikely to produce 

the quality of results we were aiming for.  

Therefore, I have increasingly shifted my focus and our investments into extraordinary businesses during the last two 

years. In a few cases, this meant leaving some money on the table when selling existing investments. I strongly believe, 

the exceptional companies we invested in instead, will more than make up for that. In most cases and on an aggregate 

portfolio level they already have. Without these changes we would not have had the performance we did in 2017. 
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CURRENT PORTFOLIO POSITIONING 

Since starting Richtwert, markets have risen extensively and we have had our share of success. However, today I am 

more optimistic about our investments in the mid- to long-term than before. I am enthusiastic about the outstanding 

quality of the companies we are invested in, I like their valuations and I like their management. In short, I am delighted 

for us to be part-owners in these exceptional businesses and expect above average results. Let me tell you more about 

them. 

 

Before I explain our portfolio positioning, I want to make sure, you know, that I construct our portfolio bottom-up and 

not top-down. It may look like, I am looking for themes, industries or regions but in fact it is purely the result of 

bottom-up fundamental company research. These are companies that I believe to understand well, which have 

enduring competitive advantages and strong management and which are available at attractive prices. 

As of May 2018, roughly 50% of our capital is invested in six very well run, but undervalued financial services 

firms. They are all in excellent financial shape and all but one benefited strongly from the financial crisis. The 

company that didn't benefit from the crisis had to resolve many legacy issues and faced very heavy and unjustified 

fines. At the time of our investment, it was very cheap. Ever since it has done an excellent job and has become a very 

formidable competitor. We made a lot of money with it and although I have reduced our position in the meantime, I 

believe it will continue to generate attractive returns for us in the mid-term.  

Most of our financial services firms would benefit materially from higher interest rates or crises over time. Yet despite 

the current environment with very low interest rates and a lack of crisis they are doing just fine and producing good 

returns. Those that don't depend on interest rate levels are generating terrific returns. 

Another 35% is invested in what I call monopolistically dominant, yet undervalued platform companies. They 

provide eco-systems for others to engage in the discovery and exchange of information, communication, commerce, 

entertainment, IT services, education, travel and more. To say that they are all number one in their niche markets is 

an understatement because their “niche” markets are gigantic and growing rapidly (the growth range in 2017 was 

between 18% for the slowest growing company and more than 50% for the fastest). 

Most of them are superficially referred to as “tech companies”. To me, they are not tech companies because they no 

longer depend on technological innovation per se. Today, they benefit from very high entry-barriers due to strong 

brands (share of mind), enormous economies of scale and scope, powerful network effects, entrenched eco-systems, 

high switching costs, preferential access to human capital, practically unlimited financial resources and very strong as 
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well as shareholder-minded management. Of course, they use leading technology as a tool to achieve their goals but 

it is their economic advantages that enable them to use and advance technology better than their competitors. This is 

a fine but critical distinction because it means that they do not necessarily have to be the first with new technology. 

Apple is a great example. They did not invent the first music player or the first smartphone or the first tablet nor the 

first smartwatch but they certainly made and continue to make the best and earn the most. They are often criticized 

because people believe they are not innovative, but their competitive advantage has never been to be the first but rather 

the best in innovation. Their ability to enrich people's lives via human centric innovation by reducing complexity for 

their customers is unparalleled and a clear differentiator.  

Apple has successfully built the world’s most profitable eco-system by far, consisting of products, software, and 

services that customers love. This eco-system is a very robust entry-barrier for any competitor and enables Apple to 

take its time with introducing new technologies. To illustrate their economic advantages, you can for instance look at 

the Apple Watch. Since introducing the Apple Watch just three years ago, Apple has become the world's largest seller 

of luxury watches. That's not such a bad achievement considering the watch industry has existed since the 15th century. 

These short videos illustrate Apple's uniqueness. You can view them by clicking on the images.  

 

I invested in Apple first in April 2013 on a private basis and initiated our investment in Apple at Richtwert in 

November 2015. As with all our investments, I intend for us to be long-term business owners in Apple and to 

participate in the company’s success. 

The remainder of our portfolio is invested in two undervalued media companies, in addition to arguably the world’s 

best conglomerate as well as a small, leading developer of apartment buildings. 

Our media companies produce highly desirable content and forms of entertainment with lasting global appeal for 

which they own the exclusive rights. Their production cost for most of their content is materially lower than that of 

their competitors. They are in strong financial shape and generate attractive levels of recurring cash flows. As media 

distribution is experiencing significant change, they are in the process of identifying the best approach to distribute 

their content. Their management is experienced, intelligent, driven and shareholder-friendly. Their attractive valuation 

reflects a level of skepticism that is unjustified in my judgement. 

The developer of apartment buildings focuses on buying land at attractive prices and building beautiful apartments for 

sale in parts of Australia. This company is also in solid financial shape, has an attractive, low-risk business model and 

talented as well as driven management. Anyone who has been in Australia probably agrees that it offers a very high 

quality of life and a very low population relative to its habitable size. In contrast, Australia’s neighbor countries are 

densely populated and provide lower quality of life. Real estate is a cyclical business and Australia is experiencing 

the low end of the business cycle. The company’s valuation is attractive and in time the business cycle should improve 

for our company. 

  

https://www.youtube.com/watch?v=jUvD80mNKBM
https://www.youtube.com/watch?v=sQB2NjhJHvY
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THOUGHTS ON THE HEADLINES WE READ 

Now that you know more about our investments and how I think about them, I will give you my thoughts on the 

headlines we read every day. I believe reality is quite different from what is often being written and said. Please bear 

in mind that these views are based on my personal observations, experiences, and opinions, not on observable facts.  

Presidents, Trade Wars, Currency Wars  

I believe presidents are very important in their role as communicators. Other than that, they are overestimated and 

Donald Trump is no exception. He gets enormous attention from the press and the public, but in my opinion, his 

policies are heavily influenced and determined by his advisors.  

Some of his most important advisors are among the managers of our portfolio companies. I assure you, that they are 

very intelligent, ambitioned and business savvy on a global basis. They understand the importance of good relations 

and trade between the US, China, and Europe very well. I also believe they have noticeable influence not just in the 

US but around the world. Therefore, I am not concerned about the trade rhetoric we read in the news. Likewise, I 

believe North Korea primarily serves as a means of negotiation for China to protect China from too much US pressure. 

I am confident rationality will prevail by the time actions replace the rhetoric. 

Furthermore, I believe the speculations around currency wars are exaggerated. No reasonable businessman/-woman 

will only look at his country’s currency as a way to gain an advantage in trade, because he/she knows very well that a 

devalued currency will hurt its purchasing power and its own assets’ value. In my view, currency devaluation can only 

make sense, if a country is structurally in a weak competitive position. Neither the US nor China is in that camp. In 

contrast, some EU countries are structurally disadvantaged. Unfortunately, they cannot devalue their currencies 

because they are part of the European Monetary Union.   

Interest Rates and Inflation 

There is almost endless talk by the press, market commentators, analysts and central banks about interest rates and 

inflation. Fact is, central banks in developed countries have created very large amounts of money to buy both 

government and non-government bonds to lower interest rates. Their goal has been to stimulate the economy and they 

have succeeded.  

Of course, such significant actions are not without side-effects. If they were, we would be taking such actions all the 

time. Lower interest rates distort pricing in markets and are highly unfair because they take wealth away from less 

financially savvy savers to bail out speculators, to socialize the debt of irresponsible borrowers and to enrich more 

financially savvy investors. As a result, people's savings have earned next to nothing while inflation has increased. In 

my view, this is a highly effective, significant and unfair form of expropriation/wealth transfer. 

Generally, it is believed that inflation has been stubbornly low and central banks have officially committed to doing 

almost everything in their power to increase inflation to 2% or more annually, as if inflation is a desirable outcome. 

Of course, this is not the case, it only serves those who are in debt. Moreover, I believe inflation has been much higher 

in areas where supply has been limited. Some of this inflation has come in visible forms such as much higher prices 

for all asset classes (bonds, real estate, stocks, private businesses) and health care costs. Other forms of inflation have 

come in hidden forms, like longer waiting times for doctor appointments and lower quality health care for those who 

lack private insurance. 

The Federal Reserve (US central bank) has raised and plans to raise short-term interest rates further. More importantly, 

they have stopped buying long-term bonds with newly created money and are slowly winding down purchases. I 

believe other central banks are likely to follow their lead with some lag. It will likely take some time but it will be 

interesting to see how long-term interest rates and the fate of borrowers develop once central banks do much less 

buying.  

Interest rates across European countries are very low and the difference in interest rates has also narrowed for some 

time. The last time this was the case, there was a lot of trouble ahead.  
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Taxes 

As a capitalist, I am generally in favor of lower taxes, lower government spending and higher contribution by the 

private sector. At the same time, I have never been someone who sees the world black & white. I believe one should 

avoid extreme positions because they often tend to be wrong.  

There are times, where market forces can create an unhealthy degree of inequality, especially with advances in 

technology and globalism. Taxes, when used wisely, can then be a much-needed balancing factor that benefits both 

the wealthy as well as the ones being left behind. After all, those who make fortunes are unlikely to spend twice as 

much if they make twice as much. They are also unlikely to invest significantly more in labor, R&D, production, 

marketing or distribution if they do not expect increasing demand. Yet, the same amount of money in the hands of 

families with limited resources, would unlock pent-up demand and result in higher spending, which would increase 

aggregate demand. This would also benefit business owners, encourage additional investments and improve 

productivity - a positive virtuous cycle benefiting everyone.   

The US has lowered corporate federal taxes significantly (from 35% to 21%). All else being equal, this means US 

businesses get to keep 21.5% more of the money they make domestically. In the short-term, this is a material positive 

influence on those businesses’ earnings but I am not so sure about the long-term effects. 

Technology and Globalism 

There is much talk and anxiety about technology and globalism. That is understandable because both are gaining in 

importance and evolving at an ever-increasing rate. Both also threaten to take away our jobs.  

I believe technology and globalism benefit our society as whole because they increase productivity and productivity 

leads to improved quality of life. In other words, they increase the size of the economic pie. If we were still producing 

food and goods and delivering services the way we used to in the past, we would not be able to feed the world’s 

population and many of the luxuries we take for granted today would not exist. Moreover, both forces are unstoppable, 

in my view.  

Hence, we must embrace them wisely. Capable people and organizations embrace these forces via participation. After 

all, the best way to protect your future is to build it yourself. A substantial portion of our portfolio companies is leading 

the way in this regard. But we must also find ways to protect those who cannot participate. This is where taxes can 

play a major and beneficial role to ensure that fewer people are left behind. 

Regulation 

Finally, I have some strong opinions regarding regulation. Ever since the financial crisis about 10 years ago, the press 

and politicians looking for popular votes have pushed for more regulation. I don't disagree with smart regulation 

because market forces can't be left completely unregulated. However, unnecessary and ineffective regulation, of which 

we have plenty, is immensely expensive and hurts the exact people it is supposed to protect.  

Recently, I read “The Money Masters”6, an excellent book written in 1980 about nine great investors and their 

investment strategies. The author points out: “Congress’ General Accounting Office estimated the yearly direct and 

indirect cost of all government regulation of business was $180 billion in (sic) 1980. The Executive branch’s Office 

of Management and Budget puts it at $130 billion. Either is wildly higher than the imaginable benefits.”  

I am sure regulatory costs today dwarf the costs in 1980, without much gain in benefits. Poor regulation increases the 

cost of doing business and puts increased pressure on smaller and more innovative businesses with limited resources 

and strengthens large established players. In turn, established payers gain more market share and can pass on the costs 

of regulation to consumers, who are left holding the bag. Besides, regulation can create a false sense of security for 

customers. They may, often falsely, believe someone is taking care of them and are less incentivized to watch out for 

themselves.  

Rather than trying to solve everything with regulation, I strongly believe we need to better educate consumers to make 

informed decisions and to take charge of their own fate. Furthermore, we need to ensure business managers are 

incentivized appropriately so that they also have a real downside when they make bad decisions. Getting education 

and incentives right is not trivial. Both take great will, time and effort but we can save and redirect a huge amount of 

time, effort and investment if we stop flawed regulation that is counterproductive and damaging. 

  

                                                
6 The Money Masters, John Train, Harper & Row, Publishers, Inc., 1980 
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THANK YOU 

You all have demonstrated a willingness to invest for the long-term and you have been supportive and trustworthy 

partners. I am grateful to have you as my partners at Richtwert and thank you for your generous confidence.  

My approach to the partner letters is to give you the information I would want to know, if our positions were 

exchanged. Please kindly let me know whether you find this letter helpful and suggest how I can improve the content 

for you going forward. Also, please never hesitate to contact me if you have any questions. 

Respectfully, 

 
Bahram 

Mid-May 2018 
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Disclaimer 

This document has been prepared solely for providing information about Richtwert Capital GmbH (“Richtwert”) and 

the services and products it offers. It is not and should not be construed as investment, legal or tax advice or as a 

recommendation, promotion, solicitation or an offer to buy, sell or hold any security, to adopt any investment strategy, 

to engage in any transaction or to undertake any legal act. The information provided in this material is rendered as of 

publication date, it may change without notice and is not intended as a complete analysis of every material fact 

regarding any investment. Richtwert offers no guarantee of the completeness, correctness or security of this material. 

All investments involve risks, including possible loss of principal. The value of investments can go down as well as 

up, and investors may not get back the full amount invested. Investments involving derivative instruments can create 

losses that exceed the amount invested. Special risks are associated with foreign investing, including currency 

fluctuations, economic instability and political developments. Higher concentration and lower diversification can 

cause additional risks since each individual investment carries a higher portfolio weight while a concentrated portfolio 

has a lower number of investments that could provide risk diversification. Richtwert accepts no liability claims 

whatsoever that might arise from the use or non-use of the content of this material or from damage or loss that may 

occur due to unintentional transmission of viruses or malware. 

 


