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Foreword

This month marked a milestone for the Watson household as my youngest
child celebrated his 18" birthday. Occasions such as this, while often
forward looking, can spark nostalgia and reflection. As | think back to

my own 18" birthday, I'm reminded just how different my and my son’s
childhoods have been. In a statement that will surely date me, | grew

up using an encyclopaedia - Britannica to be exact - for my own school
research. Even pre-dating Microsoft Encarta.

As we all know, our world has been fundamentally changed by the
internet and the tools that have developed out of it. Wikipedia, which is
also celebrating its 18" birthday this year, is just one of the countless
resources that have broken down barriers and ‘democratised’ knowledge
in the 215t century.

These advancements do come with some downside. The quantum, variety
and accuracy of information we are exposed to every day can sometimes
feel overwhelming and identifying facts can be a challenge. Our team is
very focused on developing critical analysis to understand what is true,
and, moreover, understanding our own processing limits so as to avoid
drowning in all this information.

Drilling down to the most important questions and knowing how to uncover
insights are skKills our investment team is constantly refining. When we have
access to the same information as many other investors, we believe it is
this approach and our network that will give us the edge.

In this edition of the Quarterly Letter, we look at just how the world has
changed and examine how, by asking the right questions, we can continue
to preserve and grow your wealth in the long term.

Helen Watson
CEO, UK Wealth Management
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The age of information abundance

Where do you go for answers when you have a
burning question? Thirty years ago, the response
might have been straightforward; today it is a

more complex and potentially overwhelming task.

We still consume news and information in the
traditional print, radio and TV formats but deeper
layers have been created of the same news story
when examined online, in apps, on podcasts and
through social media, 24 hours a day.

The production of exponentially more and more
information through advances in technology has
turned information scarcity of years past into
information abundance. Critical thinking and
the ability to cut through more information than
you're able to reasonably manage has become
the new, rare skKill.

Within our lifetimes we’ve witnessed a massive
transition in how information is delivered, moving
rapidly from Tim Berners-Lee’s first webpage

in 19911 to 28 years later having access to

1.5 billion2, we certainly are living in an age of
information abundance.

Today, 3.9 billion people have access to

the internet®. Widespread communication
infrastructure and the general affordability

of smart devices have made connectivity
indispensable. To many of us in the developed
world, a loss of connectivity is nothing more than
an inconvenience but in Sub-Saharan Africa, for
example, that could mean a temporary loss of
livelihood. The internet has not only provided
individuals with the freedom to exercise their
right of expression and access to information,
but also access to many basic services like
money transfers, micro-lending, and health and
weather information®.

Access to affordable and powerful processing,
combined with software innovations, has
increased global productivity and transformed
the way we do things. As consumers, our phones
can find the answer to questions in seconds,
from something small and local like the best
restaurants in town, to questions on a global
scale like how many people have access to basic
services in the developing world.

Democratising knowledge
The vast expansion of knowledge is one of the
most significant phenomena of our time. We
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have moved from an environment of information
scarcity, in terms of what is available and where
and when we could find it, to an increasingly

diverse environment of information abundance.

While the domain of information is more
complex and fragmented than before, finding
information has never been easier. Access to
knowledge that in previous centuries was the
preserve of academics, industry insiders and
the elite, has been democratised through device
and internet access.

Obtaining information used to require time,
effort and, often, money. In a world where 20%
of 6- to 17-year-olds still do not attend school®,
the barriers to accessible education are falling
thanks to technology. Connected devices are just
one piece to the puzzle, with software and online
tools providing another. Innovative platforms

and tools provide convenient, personal tutorage,
often for free to anyone hungry to learn.

An example of this is the Khan Academy, a
free-to-all website that provides structured
supplementary lessons to schoolchildren,
university students and curious minds alike. It
seeks to provide people with the opportunity to
have concepts explained to them in their own
time through video lessons. The ‘curriculum’, if
you will, covers anything from the most basic
foundations of mathematics to the most complex
topics such as quantum mechanics®.

More formally, other institutions like Yale and
Harvard Business School offer a variety of
qualifications online, providing a business school
education previously only accessible to the

few. The ability to access the courses, content,
lecturers and fellow students from anywhere in
the world through video conferencing now adds
the ever-important layer of the social connections
you might have built in a real-life classroom.

This new access fundamentally changes the
structure of the institutions who were once

the gatekeepers to knowledge, now unlocking
opportunities for the next generation of learners.

In the five and a half years since Harvard
Business School begun their online offering,
HBX, more than 40,000 students have taken a
long-distance online course. Patrick Mullane, the
executive director of Harvard Business School
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Online, says that their courses are the “next best
thing” for students who are working full-time

or can’t afford the usual business school fees.
“We tend to get a sense that something can’t be
transformational unless it’'s a two-year residential
programme,” adds Mullane. “But transformation
really is in the eye of the beholder and we need
to be cognisant of the way we think about it is not
the same way others think about it.””

This kind of accessibility to education supported
by technological advances enables the
development of young people globally in a way
rarely seen before. The shift in power to anyone
with an internet connection and curiosity has
had remarkable effects on traditional power
structures like government and the media.

Power shifts

The control of information, in the news too, has
become a contentious issue with the rise of
social media and the ability for anyone to share
information, however enlightening or dangerous.
Control of information used to be solely in the
hands of news editors, politicians and large
corporations. These gatekeepers decided what
we ought to know and when we ought to know it,
a powerful position that enabled them to shape
and influence behaviour how they saw fit.

Gone are the days of Walter Cronkite, the CBS
Evening News journalist in the 1960s, who has
been credited for turning the American public
against the Vietnam War. In 1968 Cronkite made
his famous hour-long prime-time broadcast after
which President Johnson is reported to have
been so deflated by the broadcast that he said,
“If I've lost Cronkite, I've lost Middle America.”®
Media analysts still discuss the broadcast today,
demonstrating what a central role these powerful
media figures once played.

Today, that power has shifted, as the internet
and social media have given billions of people
access to previously inaccessible information
and a plurality of views and opinions. A media
environment once dominated by a few powerful
national broadcasters and newspapers has

fragmented as information dissemination has
become democratised.

Traditionally people participated in the media
either as active producers or passive viewers
but now that distinction between creator and
viewer has blurred. Social media has not only
given access to information but also provided
a platform for individuals to create and curate
content instantly. The evolution of a platform
like Twitter from a humble 140-character ‘micro-
blogging’ site a decade ago to a powerful news
source and community has enabled political
movements all over the world. Twitter has
become an integral part of our world, albeit
sometimes as a punchline when discussing the
tweeting behaviour of certain world leaders.

Look no further than the recent protests in Hong
Kong. Fuelled by social media platforms, young
people have been able to influence policies and
change the course of their nation’s justice system
in the face of a global powerhouse like China®.

Trust and confidence

The shift in power and instant news creation then
begs the question of what news and information
we are able to trust. When controls are removed,
how do we know what we are seeing is true and
representative? How do we apply our critical
thinking ability, an already difficult and time-
consuming task, to so much information?

Academics talk about how our working memories
are limited and are best used when effectively
applied to only the most essential information?©.
So, when we are assailed by information on a
daily basis we are programmed to simply fall
back on easy answers. It is becoming more
difficult to apply our finite mental resources to a
practically infinite flow of content.

Evidence is growing that this overload can narrow
thinking. As we all grapple for a handhold in a
world of information abundance it can generate a
powerful herd instinct that suppresses doubt and
nuance and encourages us to take sides without
examining all the facts. It is a way of us exerting
control and imposing order on a digital world that
seems chaotic and confusing.

The paradox of our digitally connected world
is that it is both easier to access information
and yet harder to understand and trust what
you see. With the worrying rise in fake news
and ‘deepfake’ content on social media®?,
challenging the validity of the content and
source of opinion is vital.

Asking the right questions

As wealth managers who rely on information

to make investment decisions, we take the
issues surrounding information abundance very
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seriously. In a networked world where anyone
can post anything online, it is important to exert
quality control and critical thinking. Knowing how
to interrogate data and identify credible sources
is crucial. We believe it is our duty to constantly
challenge ourselves about the way we think, the
questions we ask, the information we source and
our research process.

In our view, making informed decisions based
on credible sources in a landscape of abundant
information begins with knowing the right
questions to ask. After all, the best information
is only as good as the questions you ask of it.

Our team of analysts devise work plans that

list essential questions we think we need to
answer to determine whether an investment is
worth pursuing. Sequencing those questions

in order of importance helps to structure the
decision-making process and ensure we aren’t
wasting valuable time on an investment that isn’'t
ultimately going to make the grade.

When we first looked at the Nasdag-listed
Middleby, a recent addition to our portfolio,
we examined its three main component parts:
commercial foodservice equipment, food
processing equipment and residential kitchen
equipment. The commercial foodservice
equipment division, which sells to restaurants,
was by far the biggest contributor to operating
profit, so we focused on that area first. We
decided we would only move on to analyse the
other two divisions if the first answered our
questions satisfactorily.

The key questions we examined centred on the
demand for Middleby’s products and services,
the competitive landscape in which it operates
and how the company maintained its competitive
advantage. We wanted to understand how
Middleby used the acquisition of other
businesses to create value - and whether it was
likely to continue to do so. Finally, we explored
whether management were guided by a long-
term perspective.

As always, we made the decision about which
questions to pose collectively. Once our analysts
presented their work plan, our investment team
scrutinised the questions we were asking and
assessed if they were properly sequenced.
Narrowing ourselves down in this way, to key
questions and sequencing, ensures that we
don’t get distracted by data or sources that are
irrelevant, misleading or of little consequence.
This process is applied to all investment cases
and gives us a framework to interrogate our
information and sources in which we think is an
intelligent and focused way.
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Deepfake

A technique using technology to super-
impose images and videos onto existing
ones, creating a false impression that the
edited version is the original image or video;
also, the edited image or video itself.

A

—

www.collinsdictionary.com/submission/20322/deepfake

In Middleby’s case we spoke to staff,
competitors, end-customers, dealers and
distributors, and attended a trade show to get

a 360-degree view of the business. We focused
on teasing out Middleby’s true competitive
advantages and why customers choose it over
competitors. We also investigated its company
culture, which as a piece of nuanced information,
may not have been as easily and quickly
available to us as it was through speaking to
staff, suppliers and customers on LinkedIn, and
viewing its online communication and sentiment.

The conclusion of our work on Middleby’s
commercial foodservice operation was that the
company did meet our investment criteria. We
initiated a small position and then continued our
analysis on the remaining two divisions in the
same manner before increasing our holding.

The power of data

Our approach helps us avoid ‘analysis paralysis’,
the danger of being confronted by so many
potential sources and pieces of information
that one’s ability to make a decision is stalled.
Instead of being blinded by the sheer amount of
data available to us, we seek to take advantage
of that scale. Being able to rely on a greater
quantity and diversity of information leaves our
decision making less susceptible to bias. While
the digital world can be overwhelming, more
information combined with critical thinking can
lead to better-informed decisions.

Technology gives us greater access to more
unofficial sources of information - online
professional networks, where we are able to
research companies and gather opinions directly
from employees and industry insiders. For
instance, we can reach out to three equipment
managers at major network groups at the click
of a LinkedIn button, rather than trying to get
through phone operators and secretaries!

Advances in the ability to store more data more
cost-effectively, coupled with improvements in



12. https://corporate.ryanair.
com/about-us/fact-and-figures/

processing power, have opened new avenues to
extract valuable data and convert it into insight
in a way that was almost impossible just a few
years ago.

Our ongoing analysis of Ryanair, a long-term
holding in our portfolios, is a good example of
where we have used these improvements to our
advantage. One of our main reasons for investing
in Ryanair is the expectation that the low-cost
airline will continue to lead on price on the routes
it serves. The price advantage should support
customer demand and overall profitability even
as the airline market consolidates and air ticket
prices increase.

In the past, to test our thesis, we would have had
to manually check Ryanair’s prices on different
routes against those of its competitors through

a limited set of sources. Analysing the 1,800
routes it operates on would have taken weeks
and would have resulted in just a small sample
of its 2,000 flights being analysed*2.

Instead, by using a data analyst who has
developed a proprietary piece of software for
us, we are able to interrogate all flight data for
Ryanair and its competitors. This is creating

a fuller picture of the landscape, enabling us
to more effectively deduce trends and gauge
market position by route. We will be able to
factor this rich information into our analyses of
the airline’s future earnings potential.

Thus, using technology and our vast new world
of information in this way, we are able to improve
our productivity. Transforming a task that would
have taken months, and been incomplete, to
mere hours has freed up our days for further
analysis. By putting technology to work, our
people are more able to focus on building
relationships and deepen their knowledge of our
holdings or new opportunities.

Widening our perspective

We believe that our understanding and critical
thinking ability is helped by looking at the bigger
picture. Our research approach involves bottom-
up research where we examine the fundamentals
of businesses in fine detail. However, we also
think deeply about broader macro trends and
how they could impact our portfolios. Marrying
the top-down, macro and bottom-up gives us a
wider perspective, helping us to spot trends and
changes in technology, for example, with the
potential to disrupt industries and the market.
Purely focusing on bottom-up research poses the
risk that we would be unprepared for the impact
of disruptive new technologies.

Our investment team read widely and engage
with leaders at the forefront of emerging trends

Analysis paralysis

Analysis paralysis occurs when an individual
becomes so lost in the process of examining
and evaluating various points of data or
factors for a problem that they are unable to

make a decision with it.

www.investopedia.com/terms/a/analysisparalysis.asp

in industries and markets. In the team’s weekly
reading pack alongside company earnings
reports, competitor analyses and market
performance, we also include interesting articles
in popular media, or books and more niche
sources read by individual team members on
topics as broad as blockchain technology or the
impacts of palm oil.

We could easily get lost in rabbit holes in the
face of a vast array of diverse and interesting
topics. But ultimately, to manage our individual
cognitive loads, we aim to be disciplined in

our focus on what is important, why we are
engaging in a topic and how best to spend our
time and resources. When we are given an
invaluable opportunity to sit in front of the senior
management of a business we are analysing, our
questions are planned and debated among the
team well in advance to ensure the time is spent
answering questions which can’t be found from
other sources available to us.

Conclusion

Digital innovation and the wall of information
aren’t going away or even slowing. The question
has changed from “Where can | get information
about this?”, to “What should | be asking of
this information?” If more people are gaining
access to the same information, how are we as
individuals and organisations keeping ahead of
the pack with our unique views?

The ability to apply critical thought, challenge our
opinions, and find diverse, truthful sources, are
important skills needed to truly take advantage
of the democratisation of marketplaces, global
communities and new ideas afforded to us
through technology and connectivity.

Beyond our professional networks and sources
of information, we are privileged to have
respected industry leaders and experts as

our clients, whose opinions and consultation
on holdings will always be one of our most
important sources of information.
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Notes

At Rothschild & Co Wealth Management 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 & Co
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 & Co are to any of the various
companies in the Rothschild & Co 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 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 businesses (amongst others): Rothschild
& Co Wealth Management UK Limited. Registered in
England No 04416252. Registered office: New Court,

St Swithin’s Lane, London, ECAN 8AL. Authorised and
regulated by the Financial Conduct Authority. Rothschild
& Co 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 & Co Bank
AG. Registered office: Zollikerstrasse 181, 8034 Zurich,
Switzerland. Authorised and regulated by the Swiss
Financial Market Supervisory Authority (FINMA).

R&CoWM/QL/07/19





