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			Foreword by Jonathan Davis

			Warren buffett, who knows a thing or two about stock market investing, describes a moment of epiphany when, after years as a Benjamin-Graham-style value investor, he finally came to appreciate that it is better to pay a fair price for an outstanding business than an excellent price for a poor or mediocre one. He attributed this insight to his late long-standing friend and business colleague Charlie Munger, although he has also referenced a number of other influential investors, such as John Maynard Keynes and Philip Fisher, in support of that idea.

			Yet there is something deeply entrenched in human nature that seems to militate against more investors pursuing a strategy which experience directs has so many positives – and so few negatives – going for it. How strange is it, after all, to believe that it might be a mistake to invest in something other than the best? Nobody with a long-term perspective and the freedom to choose would knowingly set out to pick a work of art, a case of wine, or (dare one suggest?) a spouse on any other basis.

			It is to the credit of my friend Peter Seilern that, from his earliest days in the investment business, he has never doubted the wisdom of investing exclusively in high-quality growth companies which not only pass a demanding set of financial criteria, but crucially also offer the investor a high degree of confidence that they will go on doing so for many years into the future. The potential longevity of a quality growth company’s ability to go on making high returns on capital while delivering superior rates of sales and earnings growth is the key insight that makes it in reality a low, not a high, risk investment.

			It is an article of faith for Peter, bordering on zealotry, that every kind of investor avoiding a permanent loss of capital is every bit as important as maximising investment returns. Constructing a portfolio of what he calls quality growth stocks is the only true way to minimise the risk of losses while simultaneously maintaining a high probability of above average long-term returns. This is not, in general, the approach of the great majority of investors, both private and professional, for whom the pursuit of uncertain larger gains today frequently trumps the security of more reliable returns tomorrow.

			

			In Keynes’ immortal words, few stock market investors are immune from the gambling instinct and, as a result, “must pay to that propensity the appropriate toll”. Well, maybe it is more than a few who have a more enlightened view today, as evidenced by the increasing amount of money which flows every week into passively managed index funds, the epitome of dullness, but instruments, suitably priced, whose main attraction is that they offer nothing but reliable second quartile performance over time.

			Yet why settle for second best when you can still go one better? That is the challenge that Peter throws out to all of us in this important and timely addition to the canon of readable and authoritative investment literature. For him, the best really does mean the best. The universe of investable businesses which pass his demanding criteria (the ten golden rules he describes in Chapter 3) numbers just a tiny fraction of more than 58,000 companies whose shares are listed on leading public stock exchanges around the world.

			All are well-known names with long histories and deep and liquid markets for their shares. There is nothing to stop anyone with money to invest from owning them. If you had done so at almost any point since the mid-1990s, the risk-adjusted returns you would have witnessed by now would have convincingly thumped the performance of both index funds and all but a handful of professionally managed funds. Quality growth companies, you would think, are an ideal match for pension funds and any institutional investor with real long-dated liabilities. Yet regulators and actuaries, unable to distinguish one equity from another, blindly refuse to think so.

			

			The track record of the funds managed by Peter’s own investment management firm, Seilern Investment Management, bears testimony to the success of his approach. His fund with the longest continuous track record has outperformed the MSCI World index by approximately 1.9% per annum, compounded over 27 years, sufficient to grow an initial portfolio of 10,000 Swiss francs into a sum more than eight times that amount. This is despite the period encompassing three of the most severe bear markets in living memory (2000–03, 2007–09 and 2022). The comparable sum that would have been generated by the world index is four times the original investment. The period since the mid-2010s has been particularly rewarding for his methods, with annualised returns (net of fees) of 11.3% per annum.

			Seilern World Growth vs MSCI World
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			Source: Seilern Investment Management, Bloomberg

			Yet the funds have also been less volatile than the market as a whole, and if that is your favoured measure of risk (which it should not be, of course – risk is a richer and more complex concept than that), then you should be doubly happy. In practice, even the best companies can sometimes become too expensive to justify ownership. Sometimes, too, they lose their mojo through some combination of management incompetence, complacency and the arrival of vigorously disruptive newcomers with a technological or some other form of competitive edge. That is capitalism for you.

			So, you still have to be selective and on the ball. It is only the cream of the crop that eventually makes it into Peter’s funds. If and when a company passes his rigorous quality growth tests, his average holding period is greater than ten years. Unlike most of his peers, instead of looking ceaselessly for the next big thing, the analysts at Seilern Investment Management spend the majority of their time drilling ever deeper into the operations and accounts of the companies they do own in order to be sure that their competitive strengths are not being eroded, competed away or disguised from view. If the price of freedom is eternal vigilance, as Thomas Jefferson said, the same is true of investing in quality growth companies.

			

			I can vouch for the fact that Peter’s principles, which he outlines and justifies in this book, have not altered a jot in the two decades that I have known him. It is, in fact, over 30 years since this modest, largely unsung exemplar of what a fund manager should be first set up a small office in London to pursue his ambition of turning his insights into a sustainable investment management business. Today his firm has some US$3.2 billion under management (as at 31 December 2023), but the road to commercial success has not always been linear. Not for him the easy road of many fund management firms, prioritising asset accumulation over sustained performance and the client’s best interests.

			Personal and professional modesty should not be mistaken for the absence of deeply held convictions. Peter has strong views, not only about the inherent superiority of his quality growth investment approach but also about many of the theories and assumptions to which finance academics and the majority of professional investors hold dear. Some of his strictures are laid out in the pages that follow. He also remains a passionate advocate of European political and economic integration. 

			Ultra-low interest rates, slow economic growth and the overhang of debt all contributed to an environment in which quality growth companies were bid up to high and demanding valuations by historical standards. Some market analysts were critical, dismissing quality growth companies as nothing more than ‘bond proxies’, conveniently ignoring the ability of the very best companies to go on growing their cash flows in real terms, a most unbondlike characteristic. 

			

			The reality is that inevitably there are times when valuations will come under pressure. It happened in 2022 following a surge in interest rates and Russia’s invasion of Ukraine. That led to sharp but temporary falls in the share price of many quality growth companies. That, however, had nothing to do with the performance of the companies themselves, which continued to perform much as expected, but more to do with the whims of investor sentiment. A racing analogy seems pertinent here: form is temporary, but class is permanent. 

			In Only the Best Will Do, Peter lays out his case in clear and simple terms. It is a manual on how to choose exceptional stocks. I urge you to read on and make up your own mind. If you are not already persuaded about the merits of quality growth investing, by the time you finish reading this book it could be your moment of epiphany too. 

			Jonathan Davis

			www.money-makers.co

			Oxford, June 2024

		

	
		
			

			Introduction: A Superior Way to Invest

			Investing is both a science and an art. doing as well as the markets these days is more the former than the latter, with the task often performed by a computer. Every investor is now routinely measured against the performance of a comparable index, and computer-managed index funds and ETFs match most benchmarks silently, cost-effectively and with near-perfect efficiency.

			Doing better than the common run, however, still requires more art than science – and necessitates the application of the human mind and a specific kind of temperament in order to be successful. Quality growth investing, the approach that I describe in this book, is the most reliable and effective strategy yet devised by humans for achieving above-average returns with a reduced risk of a permanent loss of capital.

			As such, in my view, it represents as close to a holy grail in the investment business as there is. The case for quality growth investing is rooted in a potent combination of sound theory, empirical validation and that often elusive condition known as common sense. Yet, surprisingly, despite the mountain of empirical evidence that it works, this style of investment is practised by only a small minority of professional investors.

			In this book I set out to explain in simple language what quality growth investment is, why it produces such consistently good results, how best it can be implemented, and why the conventional thinking that governs much of modern investment practice is badly flawed.

			There appear to be many reasons why more investors don’t pursue the approach that I advocate. Partly it is the result of poor reasoning, but partly also it reflects the many commercial and behavioural factors which govern the way that the investment business operates and is regulated in practice.

			

			Nowhere is the need for investors to embrace the attractions of quality growth investing more acute than in the field of pension fund investment. Providing the means for people to live comfortably in retirement is one of the biggest global challenges facing the developed world in the 21st century. Although well known to policymakers, too many people remain unaware of the growing gap between the financial benefits that the pensioners of tomorrow will need (and have been promised) and the assets which are there to meet those growing liabilities.

			As well as being a prudent and rewarding choice for individual investors, quality growth investing, I believe, is perfectly suited to helping resolve this looming pension deficit crisis in the developed world. Yet thanks to misplaced notions about the true meaning of risk which are hardwired into the thinking of regulators and the actuarial profession, as well as other softer behavioural factors, pension fund sponsors and fund managers are actively discouraged from adopting the strategy. This urgently needs to change. The sharp losses suffered by British pension funds in September 2022, when their liability-driven investment programmes floundered as bond prices collapsed and yields exploded, is stark evidence of prevailing flawed regulations.

			Making the case for a quality growth approach requires me to puncture some other potent myths in prevailing conventional wisdom about investment. These include the myth of diversification, why there is no such thing as a share for widows and orphans, why obsession with dividends is misplaced, and how capital appreciation can still be secured when interest rates, manipulated artificially by central banks or not, be they positive or negative in nominal or real terms, barely affect those quality growth businesses. Such businesses will find themselves once removed from money market gyrations thanks to their fortress balance sheets. I also challenge the fundamental assumption, widely held in academia and the media, that superior returns necessarily demand higher risk.

			

			The book is structured as follows. Part I sets out the case for quality growth investing as an investment strategy. It covers the reasons why quality growth investing, as defined, holds out the prospect of both superior returns and below-average risk. I also discuss how the investor’s strategy will be affected by external events in politics (such as the war in Ukraine), monetary policy and the fixed income markets. Part II explains in detail how to find the small number of companies which meet all the necessary criteria to qualify as a quality growth business. After listing the ten golden rules in Chapter 3, which govern how to make that choice, Chapter 4 focuses on how the companies, once identified, can be incorporated into a portfolio and how they should be valued. Part III, the final section, discusses how quality growth investing stands up against other approaches and offers some thoughts on prevailing market conditions and the difficult issues confronting investors of all kinds in a world of fast-changing inflation and interest rates, rapid technological change and growing political polarisation.

			I accept that there will be many investors, both professional and individual, for whom adopting the quality growth approach will not be easy, whether for regulatory, cultural, ideological or other reasons. The sharp but temporary decline in the share prices of quality growth businesses in 2022 might deter some readers. I can only urge them to consider the evidence. Having pursued this approach for over 30 years in my privately owned investment management firm, I am happy to report that our long-term historical performance, which is the most important consideration, has been highly satisfactory for investors. 

			While my original introduction to quality growth investment owed something to chance and a little bit to experience and intuition, as I explain below, both the detailed research that my firm has carried out since those early days and the results which our funds have been able to obtain since the mid-1990s have only deepened my conviction that the strategy deserves a much wider application.

			

			Personal background

			My belief in the merits of quality growth investing was spawned relatively early on in my career in the financial services industry and has only intensified with every passing year since. My career began on 1 October 1973, when I joined the leading Austrian bank in Vienna, Creditanstalt-Bankverein, as a junior clerk. That was the day that OPEC quadrupled the price of a barrel of oil. This event produced rampant inflation for many years to come and was the cause of a brutal bear market in stocks that was to last until 1981. During these difficult years I embarked on a fully fledged banking training course, working in the main areas of banking: domestic loans, interbank operations, export credits, securities trading, and so on.

			I did not immediately realise back then how crucially and beneficially that training would influence my thinking. A grounding in banking during such a time of crisis helped me piece together the complex component parts of financial markets and enlightened me in assessing how risk can best be avoided without prejudicing the prospects of enhancing the value of capital. Investing only in the highest quality growth companies seemed to me, even then, the most certain way to achieve that second objective.

			In 1978 I was offered a job by Hambros Bank Ltd to help build its business with German-speaking countries on the continent of Europe. Before joining the bank, however, I spent one year with the prestigious German private bank, Sal. Oppenheim Jr. & Cie., later acquired by Deutsche Bank. I commuted between Frankfurt and Cologne, to prepare for the assignment offered by Hambros. During this year, I concentrated on stock and bond markets, spending time with the German bank’s financial analysts, who were considered among the best in the country. I was also dispatched to the floor of the Frankfurt stock exchange which, in those days of open outcry, was a busy place with much noise and activity.

			

			During these years in Vienna and Frankfurt, I became greatly attracted to stock markets and eager to develop my career in that field. However, neither of the two markets compared with the depth of the London stock market, so I determined to pursue my career in the world’s number one financial centre. After joining Hambros Bank in 1979, I was initially asked to help develop their interbank business, before finally achieving my ambition of moving into the investment management department.

			In 1981, a long bull market in equities and bonds began across Europe and shortly thereafter I was appointed fund manager for the bank’s new European unit trust. Many investment restrictions across Europe were lifted as capital controls were dismantled in advance of the creation of the European Economic Community’s Single Market. In the City of London around that time, S.G. Warburg spun out its investment management service, placing it under a new mantle called Mercury Asset Management and listed it on the London Stock Exchange. This was a clever move which, I hoped, would be replicated by my employers at Hambros.

			The year 1986 was momentous for the London financial markets. It was the year of Margaret Thatcher’s Financial Services Act, also known as Big Bang, which revolutionised the London stockbroking scene. It abolished the single capacity rule that previously separated the functions of broking and market-making, allowing firms to do both under one roof and opened the door to US and other overseas financial corporations. In 1986 I left Hambros Bank and spent three years with a Swiss-based investment management company. 

			The surge in investment activity around that time in Europe and beyond produced a wave of hitherto largely unknown portfolio management styles. I spent time in Geneva, where my employers were based. They were important players in the relatively new world of hedge funds and had access to many investment managers on Wall Street. Outside the hedge fund space, their main contacts were with W.P. Stewart & Co. which was, at the time, the epitome of an investment house which favoured what I now call a quality growth approach.

			

			My deepening ties with this firm helped cement my early conviction that investment in the world’s best concerns, chosen on the basis of hard rules, was the most reliable way to preserve and enhance capital. The key insight was to concentrate on the merits of businesses rather than on their quoted share price. Only by knowing inside out the companies in which client monies were to be invested was it possible to make a judgement on the sustainability of their returns. Risk could best be mitigated if clear guidelines were followed and the temptation of quick profits through short-term buying and selling of stocks avoided. This strengthened my intuition that far from high returns requiring high risk, the contrary could be the case.

			By 1989, so certain had I become that this was the right strategy that I came to realise that the most sensible option was to found my own investment management business and build it in my own way, from scratch, accepting the challenge of starting out in such a competitive industry. I returned to London after three years in Geneva and began assembling the pieces of the puzzle. I was alone, initially, and the main challenges were not only to assemble a universe of suitable investment opportunities but, further, to find equally minded partners as well as clients. Luck was also required, as I soon found out. I knew it would take many years to fulfil all my ambitions, and despite mistakes, bear markets and other challenges since, I have never regretted anything.

			After more than three decades of overseeing my own business with an outstanding team and living through many bull and bear markets, my conviction of the attractions of quality growth investing remains firmly intact. This conviction rests on the long record of success inherent in the philosophy and its long-term time horizon. However difficult it is to invest for the long term and to separate the noise from the signal, it is a strategy that works – and if it ain’t broke, as they say, don’t fix it.

			

			Peter Seilern

			London, December 2023

			Note: All statistical data and graphs in this book have been provided by Seilern Investment Management Ltd, Bloomberg and FactSet. The references to individual shares in this book are provided purely as examples of principles. They are not investment recommendations and in the fullness of time they will become out of date as practical guides.
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			Chapter 1: Higher Returns and Lower Risk
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			Why is a strategy based on finding and holding a portfolio of quality growth businesses so attractive? As with any investment strategy, it ultimately comes down to balancing the two central elements of risk and return. Although the two are conventionally said to rise and fall in tandem, in reality it is not as straightforward as saying that more of one necessarily means more of the other. If it is possible to have an investment strategy which offers greater returns with below-average risk, any sensible investor, once aware of the possibility, would be foolish not to consider it. That, in a nutshell, is the happy combination which quality growth investing offers. History shows that it has consistently delivered those objectives for investors.

			Experience suggests that in practice most investors lack clarity about the need for a precise and considered strategy and are confused by the true meaning of risk. That is one reason why the returns they achieve are often disappointing. This includes professional as well as private investors. As is well known, over periods of more than five years, between 60% and 80% of professionally managed funds on average fail to beat an equivalent index fund or benchmark after accounting for fees on a consistent and durable basis.

			The successful investor must make strenuous efforts to avoid the pitfalls of the majority. The investor needs to define what he wants, the time horizon over which he is willing to achieve it, and the amount of
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