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  Introduction




  The publication of this new and greatly enlarged edition of The Battle For Investment Survival is due to two factors—the steady demand for the other edition which is now out of print and the generally flattering comment made by various readers of that edition. The contents of the earlier book are included here, practically without change, but this edition contains considerable additional material.




  A reader of one of my earlier discussions asked—“Have you ever tried out the ideas outlined in your book?” My reply was to the effect that the ideas were tried out first, and the book written afterward.




  Any earner who earns more than he can spend is automatically an investor. It doesn’t matter in the slightest whether he wants to be or not, or even whether he realizes that he is investing.




  Storing present purchasing power for use in the future is investing, no matter in what form it’s put away. Some popular and common forms include money itself, government bonds, savings bank deposits, real estate, commodities, securities of all types, diamonds and where and when it’s legal, gold.




  The real objective of investment is fundamentally to store excess current purchasing power for future use. A man lays brick all day and earns $16. Perhaps in ten days he saves $16 and invests it for the future. Some day he may want someone else to build a house for him, and he would like to hire a bricklayer at that time to do a day’s work for the $16 he saved. That at least is the ideal situation.




  In real life, it works a little differently. The value of money fluctuates. In later years, it surely will not cost exactly $16 to hire a bricklayer for a day. It may cost only $12. Or then again, more likely, it will cost $20. Thus, just keeping the $16 won’t always do.




  The average individual will pay storage and insurance for putting away things he wants to keep for the future. But when it comes to putting away savings he not only does not expect to pay, but also he wants others to pay him either interest or dividends for the use of his savings. If he feels as well that there are risks involved of not getting it all back, then he wants to be paid a profit besides, either in the form of a higher rate of income or a potential capital gain. Altogether, of course, he expects too much and aims at too little.




  All the above boils down to the necessity of measuring the return from investments in purchasing power rather than dollars. You must get back a sufficient number of additional dollars to make up for lost purchasing power if prices are rising, and a high enough percentage of your original dollars if prices are falling. I put it this way because usually there is some profit from investments in times of rising prices (but rarely enough), and generally there are losses in times of falling prices, and usually too many.




  When I started investing about 1921, it seemed a peaceful enough occupation. By 1943,I started calling it a “battle,” though a lot of people might have used that term much earlier during 1929 to 1932. But now in 1957 it seems to me a “war.”




  The person who studies a problem from every angle and defines the risks, aims and possibilities correctly before he starts is more than halfway to his goal.




  Believe it or not, some people almost always make money in the stock market. Admittedly, they are few and far between. It is my belief that most of those who do do so within the patterns described in this book. What success investors eventually have is governed by their abilities, the stakes they possess, the time they give to it, the risks they are willing to take and the market climate in which they operate. I am certain that, depending upon the degree and the proficiency with which they are applied, the experiences, ideas, guides, formulas and principles outlined here can do no less than improve the readers’ investment results regardless of what they might do.




  Most everything written for this collection of discussions back in 1935 and 1936 and since is still valid. However, I am adding some new ideas which have been tested and found equally valid, and some discussion of the more complex influences that dominate investing today.




  Readers of previous editions have occasionally called attention to what they felt were inconsistencies especially in one of the major premises on diversification. There is no inconsistency. Diversification is a necessity for the beginner. It is an impossibility for those able and capable of running risks to get rich.




  G. M. LOEB Summer, 1957




  It Requires Knowledge, Experience and Flair




  Nothing is more difficult, I truly believe, than consistently and fairly profiting in Wall Street. I know of nothing harder to learn. Schools and textbooks supply only a good theoretical background. Individuals, partnerships and closed corporations have scored great successes for themselves in the handling of money in the stock market, but, as far as I know, none with a record of uniform success is available to the general public.




  Into this field the outsider turns for quick and easy profit, or a high income, or a haven of safety. On the average, he gives it less thought than most of his activities, and he is usually careless as to whom he consults or through whom he deals. Frequently he fails to distinguish between results obtained by chance and those secured through knowledge. Often he is “sold” something instead of buying it on his own decision, and often he is the victim of sharp practice.




  Knowledge born from actual experience is the answer to why one profits; lack of it is the reason one loses. Knowledge means information and the ability to interpret it market-wise. But, in addition, making money in the market demands a lot of “genius” or “flair.” No amount of study or practice can make one successful in the handling of capital if one really is not cut out for it.




  The engineering student attends a school and is taught certain rules regarding stresses and strains. In later life these rules always apply. True, there may be several answers to a given problem, and one man may solve it quicker or in a more ingenious way than another, but an answer based on sound principles always holds.




  There is no such thing as a final answer to security values. A dozen experts will arrive at 12 different conclusions. It often happens that a few moments later each would alter his verdict if given a chance to reconsider because of a changed condition. Market values are fixed only in part by balance sheets and income statements; much more by the hopes and fears of humanity; by greed, ambition, acts of God, invention, financial stress and strain, weather, discovery, fashion and numberless other causes impossible to be listed without omission.




  Even the price of a stock at a given moment is a potent influence in fixing its subsequent market value. Thus a low figure might frighten holders into selling, deter prospective purchasers or attract bargain-seekers. A high figure has equally varying effects on subsequent quotations.




  Where is the institution or individual who can guarantee successful investment? How many can stand on their records? Who can show a worthwhile return over a sufficiently long and varied number of years in a high proportion of investments with purchasing power maintained and reliable liquidating values always growing? There are those who will step forward and claim the distinction, but, as in the case of perpetual motion, something will always be missing.




  This, then, is the problem which the “Man on the Street,” often far from a success in his own field, thinks he easily can solve. A few minutes in a broker’s office, a visit from a bond salesman, a small fee to an “advisory service,” and he is buying something, or letting someone sell him something. If he makes a “profit” on his first transaction, he probably thinks himself a smart man or is certain Wall Street is simple. Naturally he wants more. If he loses, he loses so quickly that he is sure he can recover equally fast. He usually knows next to nothing about this broker or dealer or adviser. How long have they been in business? What do their balance sheets look like? What are their records? He has only the sketchiest knowledge, if any at all, of the thousand and one ways they might cause him to lose his money.




  Any way one looks at it, nothing is more difficult than succeeding in Wall Street, yet nothing is attempted by such poorly equipped people or is considered as easy.




  This being the case, what can we do about it? What is the bright side, if such a gloomy picture has a bright side ? What are the virtues of Wall Street? Is the subject worth studying at all?




  The principal virtues of Wall Street are its continuous quotations and the comparatively satisfactory liquidity of selected securities. There is no alternative form of investment, such as, for example, real estate, which can give the “Man on the Street” the ease and low cost of purchase and sale, the ready and frequent appraisal, the high liquidity and the protection from fraud possessed by the active security dealt in an auction market.




  Therefore, by all means, don’t pass up Wall Street; but try to make the best of it; realize its pitfalls; don’t expect the impossible.




  There are some rules that hold, and my first is to buy only something that is quoted daily and can be bought and sold in an auction market daily. The greater the volume of trading and the broader the market in a particular security, the closer to a fair price at a given moment that security is likely to be. Then, too, there is a great value in knowing whether one is making or losing. There is a great value in being able to realize the profit or cut short the loss. There is the greatest protection in all the world in the ability to shift capital quickly and at small cost.




  Money has been made in securities that are not regularly quoted. Money has been made in securities that at the start, at any rate, couldn’t be resold. But my object is to point out how the greatest risks and pitfalls of the stock market can be eliminated, and, in my opinion, if the average man avoids securities for which there is no ready market, he saves himself from a host of dangers with which he probably cannot cope. It is more difficult for the dealer to charge a false price for an actively quoted security. It is more difficult for him to obtain an abnormal fee or margin of profit. It is more difficult to hide from a client a subsequent loss or at least delay its discovery.




  Without in any way minimizing the hazards, I regard the listed markets as the best field for the attempted enhancement or preservation of surplus funds. Therefore, the more one learns about them, the more chance he has to preserve something. It is like anything else in life. Only a few amass fortunes. Only a few become really competent professional men or achieve real success in any line of endeavor. The great majority go about their daily lives performing their daily tasks, including the humblest, in far from an ideal manner.




  It remains for each of us to strive to do better, and this applies to investment just as it applies to anything else. The extent to which one realizes one’s distance from perfection is the real measure of how successful one may become in Wall Street. It is the realization of the danger that is important. “Fools rush in,” and in Wall Street that is fatal.




  There is no line of endeavor in the world where real knowledge will pay as rich or as quick a monetary reward as Wall Street.




  Speculative Attitude Essential




  People expect too much of investment. They think, incorrectly, that they must always keep their money “working.”




  If investment were merely what most people think it is—just buying something for income—fortunes would be extremely easy to establish by simply letting the money compound itself.




  Capital compounded at 6% doubles itself in money value in only twelve years, and at 5% in little more than fourteen years. The fantastic results of this process were illustrated by the late Frank A. Vanderlip in a Saturday Evening Post story of January, 1933*. He pointed out that if the rich Medici family in Italy just six hundred years ago had set aside at 5% compound interest an investment fund equal to $100,000, its 1933 value would be $517,100,000,000,000,000 (five hundred and seventeen quadrillions). The original sum could have been represented by a globe of gold about nine inches in diameter, and the final figure would be 46 million times the existing monetary gold stock of the world.




  What About Investments? Part I




  Frank A. Vanderlip, Saturday Evening Post; 1/7/1933, Vol. 205 Issue 28, p8-80, 5p




  What About Investments? Part II




  Frank A. Vanderlip, Saturday Evening Post; 1/14/1933, Vol. 205 Issue 29, pl4-74, 5p




  Investment is far more complicated than just getting money value back with interest or at a profit. When the prices of things one buys are going down, the principal danger of loss is selecting a bad risk or paying too much for it. If we were sure prices would fall, cash itself would become an ideal investment.




  But when we fear prices will rise, then the problem becomes not merely increased, but multiplied. Mr. Vanderlip illustrated this point in a dramatic way, too. He showed that if an investor had placed $1,000 in a savings bank in 1900 and had allowed it to accumulate at compound interest, he would have had $2,000 in 1920. However, according to Mr. Vanderlip’s calculations, the investor would have had to add from his pocket another $1,000 in order to buy exactly as many goods as he could have purchased during 1900 with the original $1,000 deposit.




  That is the greatest threat to successful preservation of capital—the varying purchasing power of money. There are many other threats, such as taxation, regimentation (including rationing), war, new inventions, political changes and revolutions. The weather and shifts in mass psychology both have very great effect.




  No, the hope of the average investor cannot in practice be realized. The preservation of capital should be looked upon as something that normally costs a price. It should not be regarded as merely incidental to a rental or profit.




  Indeed, should some super-solvent agency agree to preserve the buying power of capital for a substantial length of time at a stated fee per annum, informed people would embrace the plan enthusiastically if they felt there was any real possibility of the agency staying solvent.




  The number of individuals possessed of the necessary flair for combating the obstacles to successful investment and possessed of the necessary drive to cultivate this ability through education, experience and the right connections is comparable to the proportion similarly successful in other fields requiring a like background. Really top-flight investors are no more frequent, proportionately, than capable Army generals, Navy admirals, doctors, scientists, lawyers, artists, composers and musicians. Some individuals can invest and speculate sufficiently better than the average to show an overall profit. Many who lose only a portion of their spending power are, in fact doing better than most.




  The purpose of this and subsequent chapters is to help the hardheaded few to make profits, which cannot be done without the acceptance of the foregoing logic as the first step.




  A very clear definition of the investor’s objective is equally necessary. To achieve success, one must set the investment goal very high. Not only that but the goal must also be a speculative one, for only there lies safety—paradoxical as that may seem. The buyer must not merely seek the repayment at some future time of the dollar capital invested. Nor can he concern himself excessively with income, in whatever form it may be obtained as an incident of ownership while the investment is held.




  The program must be aimed at obtaining a sufficient profit to offset the average losses sustained in all investment, the inevitable personal errors of judgment, the effects of currency depreciation and taxation, and the unexpected necessity of having sometimes to close out an investment earlier than originally planned.




  Definitions make dry reading, but it is essential that we have a clear conception of the financial terms which are so often loosely used and which are basic to our present subject. In the first place, we are limiting our concern in these discussions to the proper handling of capital in the form of securities or cash.




  The problem of preservation of capital is that of storing for future use today’s excess spending power, in such a way that it can be reconverted to usable funds at any time without an overall loss.




  “Investment” is fundamentally an effort to obtain, in addition, a rental from others for the temporary use of capital.




  “Speculation” means using the capital in such a manner that its spending power is not only preserved but also increased, through the realization of profits in the form of dividends, or capital gains or both.




  Successful investment is a battle for financial survival.




  Is There an Ideal Investment?




  Discarding all theory I think the average “investor” is looking for a permanent medium to place a given number of dollars where it will return a reasonable income, and the original number of dollars will always be quickly obtainable in case of desire or need. This might be termed the standard or goal of orthodox investing. It is not to be found today, at least as far as I know, because all the possible investment mediums fail in one or more particulars.




  Unfortunately, even if such an “ideal” permanent investment medium were to be had, it would fall short in another and most important particular. That other factor is, of course, the ability to get income and principal repaid in units of the same purchasing power as originally invested. There is nothing unreasonable in this desire. Please note, the only demand is to return what is invested plus the rental or profits secured from its use. It is not like buying a “gold clause” bond with a check on a bank and demanding repayment in the actual gold. The layman will usually argue that “a dollar is a dollar,” but despite this he will at a later date see the point if the shoe happens to pinch. At least as far as my experience goes, this totally ideal “investment” is as totally non-existent.




  It is not hard to see why it should be merely a theoretical formula. Nothing is safe; nothing is sure in any field of life. Specifically the wealth of the world does not increase fast enough to allow payment of compound interest or pyramiding of profits on existing “invested capital.” Every so often adjustments are made partly through bankruptcies and other scaling down of obligations and partly through currency depreciation. And it’s all as old as the hills.




  In my opinion, all this is natural and normal, though I regret the impossible representation of complete safety and security held out by channels dealing in all types of “investments” including not only securities but also to an even greater extent “insurance,” “real estate,” etc.




  For years the tide has been swinging back and forth, and as the advantage has swung too far towards the debtor class, a cry for “deflation,” usually popularly noted in objection to the “high cost of living,” has generally grown until something was done about it, and then as the edge went to the creditor, “inflation” or, in other words, general complaint as to commodity prices being too low and money too scarce, dominated the public mind.




  Thus it logically follows that in order to attempt even to approximate our definition of what the public really thinks it is getting when it buys a “safe investment,” it is necessary to “speculate.”




  By speculate I mean principally to try to foresee these tides and, from an elementary standpoint, to attempt conservation of purchasing power through purchase or retention of fixed interest and principal obligations (including “cash”—a form of government promise to pay) only during cycles of deflation, and various forms of equity holdings only in cycles of inflation.




  Thus it is really necessary at the start to admit and expect that the great majority are not going to be able successfully to invest or speculate, or whatever one calls their handling of their capital, any more than the majority succeed in the first place in securing their proportion of existing wealth or, for that matter, of existing happiness.




  Successful preservation of capital must also overcome the increasing handicaps imposed by modern popular and socialistic governments, supposedly to help the masses.




  Obviously, our ideas will sound wrong to most people. Any investment policy followed by all naturally defeats itself. Thus the first step for the individual really trying to secure or preserve capital is to detach himself from the crowd.




  It is necessary to think in individualistic terms. One has to consider what seems best for one’s own preservation. The masses always have, individually, an average of next to nothing per capita, contrasted to the minority of successful individuals. Thus they are always trying to wrest away the possessions of the few for what they believe their own and public advantage. It is surprising how much they can appropriate without much resistance. But after a while the industrious and the thrifty finally are worn down, and they begin to turn for protection to imagined “anti-social” devices.




  In the history of the world we find the record of savings really saved through buying gold, hoarding precious stones, and other forms of “hard wealth” privately secreted. In the future history of America most of us will, in my opinion, learn this lesson too late. Currently this is a personal matter for each individual to decide and execute for himself without consultation.




  Curiously, it is those of slight wealth who need this sort of protection rather than those of great means, who can really suffer large depreciation without really feeling the loss. And it is usually the latter who are best fitted to cope with the problem.




  As to capital not so hoarded or employed in regular business channels but available for “investment” in the popular sense, the outstanding requirement is the specialized understanding that will discern trends correctly and analyze values essential to the constant shifting of funds necessary to success. If not able to do this, one must have at least the insight to select honest and capable expert guidance. Such guidance is rare, but it can be found. Yet, rare as it is, even fewer have the psychological ability to recognize it or the confidence to follow it through.




  Pitfalls for the Inexperienced




  Before anyone starts to dispute the suggestions to be enlarged on here let us understand that this is directed at the average inexperienced investor or speculator. One must confine one’s first efforts at cooking to boiling eggs; one does not begin with Baked Alaska, no matter how fine a dessert the latter may be when properly prepared. Likewise, variously experienced occasional readers of these discussions will recall profits made in types of security ventures outside our field of the active, listed market. There are many ways of making money which we are temporarily eliminating.




  Personally, I feel that, first, one must learn by experience the basic principles of successful dealing in securities through trading in active listed leaders, and particularly one must acquire the ability to control personal emotions or fear of loss, or greed for a larger profit, etc., which affect most people’s decisions and are very costly. Later, one can desert the chosen field I prescribe (if one must— most will stay in it exclusively) and specialize in some other branch. The idea, however, that an average individual can dabble successfully in a variety of bank stocks, real-estate bonds, unlisted guaranteed railroad stocks and all the other fashions that come and go, is, of course, too absurd. Yet most people try it about in proportion to their lack of expertness. The less expert, the wider their activities.




  The first thing, therefore, for the average venturer into Wall Street to decide is that it is a step in the right direction to restrict purchases and sales to liquid, listed securities.




  For one thing, the cost of buying and selling is reduced. This is a big item and consists not only in the spread between the “bid” for a stock and the “offer” but also commission. On brokerage orders, which are the kind that this policy practically dictates, the commissions are visible, fixed and small. The spread between the “bid” and “offer” varies with the liquidity of securities, but is very close in the really active, listed issues.




  The cost of buying some new stock issues at net figures is invariably much higher than the brokerage and spread on old ones, and in many cases is exorbitant. The new publicity given by the SEC to this sort of thing frequently reveals some amazing “underwriting” or “distributing” fees. Unless the dealers have been able to secure a property from its original owners at a bargain, the security in order to show the retail buyer a profit, must first cover the inflated offering cost.




  There is another source of potential loss and occasionally of potential profit in new offerings, and that is the failure to price the issue right. Here, again, I think the occasional underpricing one runs into is so rare, and when it does occur allotments are so small, that it is best for most to avoid this field altogether. The host of untried ventures, of overpriced issues, of fraudulent promotions that will be automatically cast aside by such a policy of avoidance will repay many times over the few good things one might be allowed to buy in small amounts.




  In a way, so-called secondary distributions, special offerings, etc., are also difficult for the inexperienced as compared to liquid active listed issues bought on a commission basis. Secondary distributions are sales made off the exchanges on a net basis by a sales staff working against a block of bonds or stock on an owned outright or “best efforts” basis. Usually, the stock exchange price is used as a basis for confirming the net trade. Occasionally, registration is involved. The stock exchange price can be “stabilized” where SEC permission is granted to facilitate the distribution. This may seem a little technical for the layman, which is exactly the reason why he should be informed about it, or confine his operations to the listed, active leaders which are not ordinarily subject to distribution.




  A third way of distributing securities is to place over-the-counter issues at net prices which consist of an “asked” price, plus a commission, all lumped into one.




  It must be self-evident that the costs of doing business in this manner and the lack of knowing just what is going on are something to be avoided by the average person. But there is another angle, and that is the almost universal tendency to sell people what the dealer has under option, or can get at a concession, or what is actually owned for his own account, rather than to sell something that fits the client’s need. In other words, it is better to buy things than have them sold to you (though, unfortunately, nearly everything is sold to the consumer), and better to deal with someone who is unbiased if you are going to depend on his advice. The Buick salesman is not going to tell you a Chevrolet will fit your needs just as well at a lower figure, and neither is a dealer with a “profit” in one security going to suggest the purchase of some other in which he makes nothing or at best a minor commission.




  A very important advantage of the liquid, quoted security is the ability to follow its progress daily. Nothing is a quicker indicator of trouble than special and unusual weakness, and in many over-the-counter issues, or even in the quiet listed ones, trouble will not be discovered until it is too late. In the latter cases, quotes may be at hand in papers or only “offers” given, but, in any event, no running record of sales and sales volume is available to give one a chance to realize something is wrong.




  Under our present system dealers and their salesmen will continue to do a big business. Part of their clientele, especially those interested in bonds, will be institutions whose representatives are professionals and can meet them on equal terms and in a legitimate way. Part will be those who have had early success in the handling of funds and have graduated to a broader field. Part will be shrewd professionals or well-posted capitalists who can pick and choose and get real bargains before the price of popularity is added. This, however, is another source of occasional profit I advise leaving to the professional risk-taker.




  In every line of modern endeavor the value of specialization is apparent. This holds just as true in the handling of capital. Those who will select and master one medium are far better off than those who must dabble in realty, foreign exchange, commodities, obscure unlisted stocks, foreign bonds, etc.




  Cutting out everything except active, seasoned issues, listed on a major Stock Exchange, obviates hosts of pitfalls.




  I know that some will ask how a small and new industry can be financed if everyone follows such a policy? What will happen to the small dealers all over the country, and their staffs ? My answer is nothing at all, for the reason that only an infinitesimal following will be won excessively to the active, listed leaders.




  Those who are successful in the listed leaders thereby will learn the general principles of successful investment. Many subsequently will turn to specialize in a sideline. For example, one might study real-estate bonds, and really know what he is about. There will always be institutions with staffs equipped to survey new projects and supply capital at a proper cost where success seems reasonable.




  Our concern is simply to point out means for the preservation of capital. Only a few will follow these thoughts, and even fewer will succeed with them in practice. If enough were to turn to a policy of “leaders only,” that of itself would bring its own correction. The favored stocks might advance beyond all reason and thus check the movement. The less-favored issues might decline or fail to advance and thus create a spread that would send bargain hunters buying. The demand for “leaders” might cause an increase in the supply through mergers, etc. There is no need for anyone to get disturbed over some of the principles laid down in this collection of articles. Therefore, regardless of others, our first rule is to concentrate in active, listed issues.




  Above all, avoid the promoter, the “penny share,” the new stock with a glamor or romance title and certainly the gratuitous ministrations of the “boiler room” operator and “sucker list” mailings.




  How to Invest for Capital Appreciation




  Having decided to invest only, in the more active, listed issues for the start at least, the next point is to learn to “invest for appreciation.” Every purchase must be considered almost solely on the basis of what it will return in income and appreciation added together and treated as one. Looked at in this light, a thousand dollars invested in a stock with an assured dividend of say $50 a year on the purchase price but not likely to advance more than a point or two in the coming 12 months suggests an expected profit-return of $60 or $70, whereas another issue paying no dividend but likely to double in price would promise a profit-return of $1,000.




  It is absolutely futile to try to get results except by buying into anticipated large gains. It is far better to let cash lie idle than to buy just to “keep invested” or for “income.” In fact, it is really vital—and just this one point, in my opinion, represents one of the widest differences between the successful professional and the loss-taking amateur. One often is kept out of a dangerous market by this rule. Obviously, the possibilities of decline must also be carefully weighed and the largest positions taken when it seems as if the odds are in one’s favor. Actual income needed for living expenses need cause no problem as withdrawals at predetermined percentages can safely be made against one’s purchases. At times it may happen that enough “income” exists to cover one’s needs. At other times the debit will be against realized or unrealized appreciation. Occasionally it will be against capital. Even so, in my view it is usually much safer than buying for “income.”




  The only way to begin is to learn by doing. Here lies the greatest handicap of most investors. They have had no experience. And, unfortunately, most of them go for advice to others who either have had no experience or have had enough to induce them to leave markets alone and concentrate on brokerage or advisory or statistical work.




  Experience, as I see it, means every sort in every kind of market. Hence the purchase of one issue and its successful or unsuccessful retention over a period of years proves nothing. Years ago, in wondering how one could gain such invaluable market knowledge and yet not pay a prohibitive cost in tuition, I thought of the plan of learning by always maintaining a position not in excess of a hundred shares of an average-priced stock, yet always striving to be long or short the most suitable issue of the moment. This plan takes a minimum of capital. It also results in a minimum of risk, as the beginner is forced to close one commitment before he opens the next. Ordinarily, new investors buy one stock after another, and should the market go down, they lose on the whole position before they realize their inexperience. A purchaser of a single stock under this plan, is forced to a decision whether to keep it, take a loss or a profit, or exchange it for another. It is quite different, and many times more valuable in teaching market technique, than the imaginary “paper transactions” in which many tyros indulge. The latter are completely lacking in testing the investors’ psychological reactions stemming from such important factors as fear of loss, or greed for more gain. This method also teaches that if there is no one outstanding purchase or sale at the moment, one should strive to be out of the picture entirely.




  This means frequent swapping, and I guarantee that in no time at all most people who think these discussions too pessimistic as to the difficulties involved will change their minds. Furthermore, this method tends to stress and teach the paramount importance of timing. It is not enough to buy something cheap if it stays cheap. One must buy it just as it starts to get dearer. One must decide between 100 shares of an average-priced issue, or 50 of a high-priced one, or 200 of a low-priced, or 10 of 10 different issues. In each and every case the advantages and disadvantages will become very clear in a reasonably short time, where no amount of reading would be a satisfactory substitute for experience.




  All this, of course, means that one must devote some time every day to the subject of investment. Nothing is more logical, yet nothing more surprising to most people. They must devote months to earn a net savable profit, after living and running expenses and taxes, and then in a few moments often toss a large part of it to the winds because they look on investing very much as buying seats for a theater. One must devote time to investment, and, in doing so, one’s surplus savings become, instead of a doubtful asset for the future, in many cases a more powerful factor in increasing one’s wealth than the original way of gaining one’s living.




  This initial experience fund should be quite small, preferably not over 10% of one’s assets; $5,000 is a useful amount, and in no event need it exceed that figure. This period of learning by trial and error is obviously going to take time. In the meanwhile, it is going to take some self-control to let the balance of one’s funds lie idle. It may even prove costly if we happen to be in a period of rapidly depreciating purchasing power for money. But it is not as apt to prove so costly as experimenting with one’s total funds. A 10% ratio would seem to limit or exclude a large number of readers. This will not prove to be the case in practice, because there always will be some venturesome people who will take the risks that are necessary to achieve greater success. Probably in most cases they will feel that at least they have had a chance, which should give them a good deal of satisfaction.




  There is the question also whether many of the readers of these memos are going to find the time to trade at all. Naturally it is going to take time daily from one’s business. However, as pointed out before, in many cases one will earn far more with the time applied to keeping what he has made or increasing it than by 100% devotion to his regular occupation. In any event, if a person is sure he cannot take the time or “interfere” with his regular pursuits, (if conserving one’s surplus is “interfering”) then he must delegate the whole thing rather than dabble at it. A reading of these chapters should be helpful in making up one’s mind whether to handle one’s own affairs or turn them over to a professional, and if the latter, what to look for in a professional adviser.




  Another point is that, after experimenting with trading, many may convince themselves that they are not cut out for it and that they are better off devoting all their time to their own particular business. I think a great deal has been gained if one determines that once and for all, because, in my view, one should devote either a generous amount of time, or no time at all. Halfway measures are impossible.




  All this suggests the question—are we learning to trade for the quick turn or to invest for the long pull? We are investing for appreciation, and the length of time one holds a position has nothing to do with it. I lean towards rather short turns for many reasons. To begin with, experience is gained much more rapidly that way.




  Short-term investing once mastered has very much more the elements of dependable business than the windfalls or calamities of the long pull. One simply can’t continue to buy and sell successfully without being “good.” Without a succession of varying trades one can never be sure of one’s ability and consequent safety. There is much more peace of mind in frequent turns. One can take a fresh view often. Long worrying declines, without apparent reason until near the bottom, are avoided. There are many other advantages. The majority, perhaps, claim that there is much more peace of mind in the long-pull but if my observation of thousands of accounts since 1921 means anything, this is a popular fallacy.




  By “short-term,” however, I do not mean to imply one must close a trade quickly just because one is thinking of the short term. Trades should never be closed unless a good reason is at hand. But many “long-pull” traders ignore a sign of a change of trend because they feel it is temporary. Often they are right but eventually they are wrong, and usually at great cost. The short-term method requires the closing of the trade for a reason, and if later the situation changes, then one can re-establish the position. It sometimes can be done at a profit, and sometimes only at a loss in which case one has in effect paid for insurance.




  Once in a while the long-pull buyer stumbles on some good thing and images himself a great speculator. More often than not he later gets a rude awakening, though occasionally he is fortunate enough to retain what he has.




  However, the long-pull position has its uses, and in these days taxes often compel it. However, opening the trade must be done on what I might term short-turn principles. There is nothing I am going to write here that applies exclusively to any policy. Some of the best long-pull buys grew out of a continuing series of bullish short-term indications. Some of the really vital last-chance selling points first look like minor temporary tops.




  Speculation Vs. Investment




  How much return can one make in the stock market? Trying to get a stated “income” from dividends, interests or both of 3%, 4% or 5%, or whatever it is, really amuses me because of the simplicity of the point of view displayed. Yet it is, by all odds, the more ore less general point of view adopted by the majority–customers and customer’s man, bond buyer and salesman, almost anyone in and out of the business.




  There is no doubt that the average individual, seeing this point of view accepted without question, moves with the masses and adds his acceptance to the rest. Actually here, as in many other phases of life, the majority is decidedly wrong. In fact, the individual who does his own thinking must learn to question most mass movements of majority point of view, for they are usually wrong.




  It is for these reasons, and especially because I am personally completely convinced of the inevitability of loss when attempting to secure a safe income of small return, that I constantly suggest speculation rather than investment as the policy less apt to show a loss and more apt to show a profit.




  My feeling is that an intelligent program aimed at doubling one’s money might at least succeed in retaining one’s capital or actually making a good profit with it.




  Any aim less than this is doomed to failure.




  Of course, a lot depends on how much capital one is seeking to double. It is naturally easier to handle reasonable sums of money than great accumulations of capital. This discussion is not directed at possessors of the latter. As to the former, if one is lucky enough to possess a sum that is unwieldy because of large size, the important thing to do is to employ only that portion of one’s capital that one does feel he can “double.” It is better to leave the rest sterile than to risk it pointlessly.




  As an example, with things as they are today as regards income and inheritance taxes, I should think most people not trained to Wall Street, but having professional practice or a liberal salary plus several hundred thousand dollars capital, are hardly justified in employing more than $100,000 in the market in an average sort of year. Why risk the rest? If you can make $25,000 to $50,000 in a year in the process of attempting to double $100,000, that is more than enough from any point of view. If one loses, then surely it is better to lose on part of one’s capital than on all. If you try to get 6% on your several hundred thousand or on that part not employed in speculation, you almost surely will lose, sooner or later.

OEBPS/Images/cover.jpg
The Battle

for Investment
Survival

o)
|
1

+

G. M. Loeb





