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Foreword

Our regular readers will have observed that our quarterly letters typically
focus on one or two elements of our investment approach. In this letter,
keeping with the festive spirit, we have taken a slightly different tack.

| joined Rothschild in 2010. My interview process, as you would expect, was
rigorous. | met with more than 10 senior leaders within the bank, including
Baron Eric de Rothschild. Eric has enjoyed a career spanning more than 50
years in finance, but has a second career, in wine, as head of Domaines
Baron de Rothschild (Lafite).

One of the key reasons | joined Rothschild Wealth Management was the
family ownership. In this letter we explore some of the parallel advantages
the banking and wine businesses enjoy thanks to the family ownership, and
in a banking context, what benefits we believe they bring to you, our clients.

Eric was Chairman of Wealth Management until 2014 and continues to
take a very active interest in our business and clients. He kindly agreed
to be interviewed by our team for this letter and has provided many of the
wine related anecdotes.

| would like to wish you and your families a happy, healthy and prosperous
2018.

Helen Watson
CEO, UK Wealth Management
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Cultivating good habits

A bit of history

In the early 1800s Mayer Amschel Rothschild
sent his five sons to five different European
cities to establish branches of the family’s
banking business. The youngest, James
Mayer Rothschild went to Paris and enjoyed
considerable success.

In 1868, shortly before he died, aged 76, he
purchased Chateau Lafite in Bordeaux. Lafite
was considered to be one of the finest vineyards
in France - one of only four ‘First Growth’
wines, as classified in 1855. Today, under the
leadership of Baron Eric de Rothschild (James’s
great great grandson) Lafite continues to be
considered one of the very best (if not the best)
wines in the world and the Domaines Baron de
Rothschild (Lafite) group has vineyards across
the globe.

Both the Rothschild banking and wine
businesses continue to be owned and controlled
by members of the Rothschild family. This family
ownership is unusual and brings a number

of benefits. In this letter, we are focusing on
three: the ability to take a long-term approach;
the forming of strategic partnerships; and the
network effect.

Investing for the future

For many of our clients, their wealth was
generated through a family business. Family
ownership affords a time horizon to make long-
term investments that short-term investors
wouldn’t necessarily have the patience for. This
is exemplified by the family’s recent venture in
China. More than 10 years in the planning, this
‘small’ vineyard, in Eric’s own words, is being run
by the Lafite team, on a premier site, with vines
transplanted from Bordeaux, but is yet to sell a
single bottle. It takes time to build something
great - even ‘new’ great businesses aren’t as
new as we might think, e.g. Amazon (est. 1994)
and Google (est. 1998).

Perhaps what makes the wine business different
to many other businesses is the requirement

for an ultra-long term approach, necessitating
something more than ‘just’ family ownership, but
rather multi-generational family ownership. Eric
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says they “prepare for the harvest in 20 years’
time” and this is illustrated by the fact that the
average vine used for Lafite is 40 years old.

Short-term pain

In 1984, Chateau Rieussec - a Sauternes sweet
wine - was acquired by Domaines Barons de
Rothschild (Lafite), who redeveloped the estate.
A new cellar was built, and new processes
established to improve the wine making - “the
whole thing is operationally state of the art”. A
remarkable trio of vintages ensued in 1988 to
1990, followed by an entire decade of very good
wines from 1995 to 2005.

The vineyard was thriving, with Rieussec’s
position as an impeccable label increasingly
well deserved. But such a reputation requires
protection: in 2012, when holidaymakers were
enjoying a dry August and September, the
vineyard was suffering, with the harvest falling
below standard, Eric and his team took the
decision not to produce any Rieussec.

In the short-term this was expensive - zero
revenue from the vineyard’s main wine. However,
in the long-term it was felt that customers

would have greater regard for the wine, and the
vineyard’s reputation would be upheld.

In a banking context, long-term family ownership
alleviates the need to obsess about quarterly or
even annual corporate results. As with the

2012 Rieussec, our team is encouraged to

give their best advice to clients, even if there

is a short-term cost to the bank. In recent

years we have referred dozens of clients to
National Savings and Investments (NS&I), a

UK government owned savings institution.
Rothschild & Co’s financial position is strong



and we do not need to pay high interest rates,
whereas NS&| has been offering very competitive
rates and comes with UK government support.
These referrals earn Rothschild Private

Wealth nothing but goodwill. We measure our
success by the longevity and depth of our client
relationships, not the last year’s revenue.

Another benefit of long-term family ownership

is consistency of strategy. In a private client
context, M&A activity can be very unsettling,
leading to higher levels of staff turnover. Eric
observes that “you don’t sell a business with your
name on”. We know our clients value consistency
of relationship, and we enjoy one of the lowest
levels of personnel turnover, and corresponding
longest employee tenures, in our industry.

This multigenerational long-term approach also
allows us to make investments in our team,
systems and infrastructure, without worrying
about immediate returns. In the last 5 years we
have rolled out an entirely new set of systems
and invested heavily in expanding our teams.
These investments might not reap short-term
rewards, but over time will deliver a better
experience and results for our clients.

At the portfolio level, we invest from the ‘bottom
up’; this means selecting investments based on
their own merits. If we don’t like an investment
we won’t own it. In the short-term this can feel
painful (e.g. no direct exposure to the mining
sector in 2016), but like the 2012 Rieussec, we
can afford to forego tactical gains in the interests
of maximising long-term value.

Managing portfolios for the long-term

We devote a lot of thought to risk in client
portfolios, and have discussed many of the risks
we seek to protect against in previous letters. One
risk we haven’t discussed before is ‘career risk’.

Numerous academic studies have shown that
to deliver strong investment performance,
investors must be genuinely active investors.
This doesn’t mean constantly making changes
to investment portfolios, but rather positioning
investments differently to the herd and taking a

long-term approach to underlying investments.
The challenge is that no matter how brilliant the
investor, they won't get it right all the time. All of
the world’s best investors have had periods of
disappointing performance, often lasting several
years. This is true of the great Warren Buffett,
but also others such as Seth Klarman and Sir
John Templeton.

In professional investing, portfolio managers

are typically employees. They have annual
appraisals, are paid yearly bonuses, and have
families at home to support. They worry that
periods of poor investment performance will lead
to them losing their jobs - career risk.

Whilst many investment houses may profess a
long-term approach, their shareholders don’t
have the patience for the inevitable ups and
downs of long-term active investing, portfolio
managers follow the herd to avoid career risk and
clients suffer weaker performance as a result.
By contrast, at Rothschild & Co our shareholders
have a genuinely longer horizon, allowing our
portfolio managers to manage money as though
it were their own. This is reflected in the way in
which our portfolio managers are paid, with a
meaningful part of their pay linked to long-term
investment performance.

Bringing it back to wine, whilst one might assume
that the sites and the vines are the main assets
of a vineyard, Eric sees it differently, “the greatest
gift to my grandchildren is the skilled staff”.

Family partnership

One of the most treasured items in the Rothschild
family’s archive is an agreement dated 27"
September 1810 establishing a partnership
between Mayer Amschel Rothschild and his sons.
Over more than two centuries the Rothschild family
have entered into many strategic partnerships.

In 1999 the Rothschild and Catena families
began discussions to form an alliance - to create
a leading Argentinian winery. At a simplistic
ingredients level, the wine, Bodegas CARO is

a blend of the two families’ signature grapes,
Malbec for the Catenas and Cabernet Sauvignon
for the Rothschilds, but the partnership was
much deeper. The Mendoza region is one of the
highest altitude wine producing areas in the
world (600-1,100 metres, compared to almost
sea level for Bordeaux), and the Catenas brought
invaluable local knowledge. The Rothschilds
brought centuries of experience and know-how
of blending different grape varieties. The result
is an award winning wine, considered by many as
the leading wine of its type.
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Investment partners

This partnership approach is also employed in
a portfolio context. No matter how marvellous
we think our team is, they cannot be experts in
every field, and we cannot claim to employ all of
the world’s best investors. Where appropriate,
we invest in third party funds, a relationship we
view as a partnership.

For Return Assets (those investments we expect
to drive long-term inflation beating returns) we
want managers to think similarly to ourselves:
they must carry out deep fundamental research;
invest with conviction; adopt a long-term
approach; and their interests must be aligned
with their investors. One such example is the
Ward Ferry Asian Smaller Companies Fund.

The team, led by Scobie Ward and Vineet Mitera,
who have worked together since 2005, are based
in Hong Kong. As the fund name suggests, the
portfolio is invested in Asian smaller companies,
potential stars of tomorrow. These businesses,
due to their size, are below the radar of most
investors. You need an experienced team with
broad networks to unearth these opportunities.

The team needs to be local. In a region where
corporate governance standards are typically
less advanced, Ward Ferry emphasise ‘on-
the-ground’ research to really understand the
companies and management teams in their
universe. They meet with hundreds of companies
each year. It would be impossible for a London
based investment team to replicate the work
being conducted by our friends at Ward Ferry.

Whilst relatively young, the partnership has
started well. Since first investing in January
2015, the fund has returned more than 50%,
almost twice that of the comparable index.

For Diversifying Assets (investments which

we hope will provide protection to portfolios
against a major equity market correction), the
third party funds we partner with employ highly
differentiated strategies, typically skillsets we do
not have in-house. For example, trend-follower
hedge funds, such as CFM who have a team of
59 physics PhDs in-house, 13 of which fine tune
their trading algorithms and execute their trades
as efficiently as possible.

Network effect

Under Eric’s leadership, the Domaines Baron

de Rothschild (Lafite) group has expanded
significantly. While Lafite continues to be the
flagship, the family have extended their interests
in France, through the purchase of Chateau
Duhart-Milon, Chateau L'Evangile and Chateau
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Rieussec. Internationally, there are operations in
China, Argentina and Chile.

In 1988 the Rothschild family, following
extensive research to find the best site, with the
right elevation and climate, purchased the Los
Vascos estate in Chile, 200 kilometres south-
west of Santiago.

In the years following the purchase, the family
restructured the business. A new management
team was appointed, led by Chateau Lafite’s
Technical Director. Processes were improved,
leveraging the knowledge and experience
gathered from the family’s other wine operations
- vineyards were replanted, grape yields were
reduced and new processes were established.
Substantial infrastructure investments were

also made, ranging from water bore holes to
weather stations. Nearly 30 years since purchase,
Los Vascos has proven to be an exceptional
investment, generating annual profits more than
10 times greater than the original purchase price.

Whilst the restructuring of Los Vascos might
have succeeded under different ownership,
Eric believes the scale of the success reflects
the benefits of being part of a group, enjoying
network effects. All of the family’s vineyards
benefit from network effects, even Lafite.

Synergies are not the exclusive domain of family
owned companies. However, we believe that the
culture of family businesses is more conducive
to collaboration. This is also true of the family’s
banking business and it has positive impacts
for clients.

Rothschild & Co has offices in 40 countries,
more than 3,400 employees and three
businesses: Global Advisory (M&A advice

to corporations, governments and families);
Merchant Banking (private equity and

debt funds); and Private Wealth and Asset
Management (with which you are hopefully
familiar). Whilst always being mindful of privacy
and regulatory imperatives, we often lean on
the expertise of our colleagues. This can be
formal, such as Wealth Management introducing
an entrepreneur client to Global Advisory for



corporate advice. More often than not it is
informal, sharing insights, acting as a sounding
board or opening up networks.

By way of recent example, a Wealth Management
client’s son is launching a technology business.
Two weeks ago we arranged a meeting with the
head of the Global Advisory technology team to
constructively challenge his business plan.

We also benefit from the network effect in

a portfolio context. Our investment analysts
regularly engage with our Global Advisory and
Merchant Banking specialists. In the context

of our portfolio investment in Lloyds Bank, for
example, our analysts regularly meet with our
Global Advisory ‘Financial Institutions Group’
colleagues to hear their views from working with
the UK’s leading financial companies.

From their bases in Frankfurt, London, Naples,
Paris and Vienna, Mayer Amschel Rothschild’s
five sons established an unrivalled network of
agents, couriers and shippers.

This network was most famously used between
1813-15 by Nathan Mayer Rothschild (in London)
to deliver gold to the Duke of Wellington’s armies
across Europe, almost single handedly financing
the British war effort.

Mayer’s five sons came to be known as the Five
Arrows, a symbol of their successes in Europe’s
leading economic centres of the time.

Today, Rothschild & Co and bottles of Rothschild
wine wear the mark of the Five Arrows - a
reminder of the shared heritage and ownership
of both these businesses.
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Notes

At Rothschild Private Wealth we offer an objective long-term perspective on
investing, structuring and safeguarding assets, to preserve and grow our

clients’ wealth.

We provide a comprehensive range of services to some of the world’s
wealthiest and most successful families, entrepreneurs, foundations and

charities.

In an environment where short-term thinking often dominates, our long-
term perspective sets us apart. We believe preservation first is the right

approach to managing wealth.

Important information

This document is strictly confidential and produced by
Rothschild & Co for information purposes only and for
the sole use of the recipient. Save as specifically agreed
in writing by Rothschild & Co, this document must not

be copied, reproduced, distributed or passed, in whole

or part, to any other person. This document does not
constitute a personal recommendation or an offer or
invitation to buy or sell securities or any other banking or
investment product. Nothing in this document constitutes
legal, accounting or tax advice.

The value of investments, and the income from them,
can go down as well as up, and you may not recover the
amount of your original investment. Past performance
should not be taken as a guide to future performance.
Investing for return involves the acceptance of risk:
performance aspirations are not and cannot be
guaranteed. Should you change your outlook concerning
your investment objectives and/or your risk and return
tolerance(s), please contact your client adviser. Where
an investment involves exposure to a foreign currency,
changes in rates of exchange may cause the value of the
investment, and the income from it, to go up or down.
Income may be produced at the expense of capital
returns. Portfolio returns will be considered on a “total
return” basis meaning returns are derived from both
capital appreciation or depreciation as reflected in the
prices of your portfolio’s investments and from income
received from them by way of dividends and coupons.
Holdings in example or real discretionary portfolios
shown herein are detailed for illustrative purposes only
and are subject to change without notice. As with the
rest of this document, they must not be considered as a
solicitation or recommendation for separate investment.

Although the information and data herein are obtained
from sources believed to be reliable, no representation
or warranty, expressed or implied, is or will be made and,
save in the case of fraud, no responsibility or liability is or
will be accepted by Rothschild & Co as to or in relation to
the fairness, accuracy or completeness of this document
or the information forming the basis of this document or
for any reliance placed on this document by any person
whatsoever. In particular, no representation or warranty
is given as to the achievement or reasonableness of

any future projections, targets, estimates or forecasts
contained in this document. Furthermore, all opinions
and data used in this document are subject to change
without prior notice.

This document is distributed in the UK by Rothschild
Wealth Management (UK) Limited. Law or other regulation
may restrict the distribution of this document in certain
jurisdictions. Accordingly, recipients of this document
should inform themselves about and observe all applicable
legal and regulatory requirements. For the avoidance of
doubt, neither this document nor any copy thereof may

be sent to or taken into the United States or distributed

in the United States or to a US person. References in this
document to Rothschild or Rothschild & Co are to any of
the various companies in the Rothschilds Continuation
Holdings AG Group operating/trading under the name
“Rothschild & Co” and not necessarily to any specific
Rothschild & Co company. None of the Rothschild & Co
companies outside the UK, nor companies within the
Rothschild Trust Group are authorised under the UK
Financial Services and Markets Act 2000 and accordingly,
in the event that services are provided by any of these
companies, the protections provided by the UK regulatory
system for private customers will not apply, nor will
compensation be available under the UK Financial
Services Compensation Scheme. If you have any questions
on this document, your portfolio or any elements of our
services, please contact your client adviser.

The Rothschild & Co Group includes the following wealth
management and trust businesses (amongst others):
Rothschild Wealth Management (UK) Limited. Registered
in England No 4416252. Registered office: New Court,
St Swithin’s Lane, London, EC4AN 8AL. Authorised and
regulated by the Financial Conduct Authority. Rothschild
Bank International Limited. Registered office: St Julian’s
Court, St Julian’s Avenue, St Peter Port, Guernsey,

GY1 3BP. Licensed and regulated by the Guernsey
Financial Services Commission for the provision of
Banking and Investment Services. Rothschild Bank

AG. Registered office: Zollikerstrasse 181, 8034 Zurich,
Switzerland. Authorised and regulated by Eidgendssischen
Finanzmarktaufsicht FINMA.
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