





Keynes as Portfolio Manager

Keynes explained his own success as an
investor in very different terms than he used to
describe how the majority of investors behave
and why they behave as they do. Thus, during
his 22 year career as portfolio manager of the
King's College endowment fund (1924-46),
Keynes achieved a 400% return while the

United Kingdom Ordinary Share Index was flat.

In a 1938 review of the fund, he outlined his
investment philosophy as follows:

e Careful selection of a few types of
investments having regard to their
cheapness in relation to their probable
actual and potential intrinsic value
over a period of years ahead and in
relation to alternative investments at
the time.

e A steadfast holding of these in fairly
large units through thick and thin,
perhaps for several years until either
they have fulfilled their promise or it is
evident that they were purchased on a
mistake.

e A balanced investment position, i.e., a
variety of risks in spite of individual
holdings being large, and if possible
opposed risks.

On the topic of market timing, Keynes
observed:

We have not proved able to take
much advantage of a general
systematic movement out of and into
ordinary shares as a whole at different
phases of the trade cycle...Ag a result
of these experiences | am clear that
wholesale shifts are for various
reasons impracticable and generally
undesirable.

Returning to the principle of diversification he
noted:

| am convinced that the good results
shown by King's are mainly due to the
large proportion of its assets held in
less than 50 favourite securities. To
carry one's eggs in a great number of
baskets, without having time to
discover how many have holes in the
bottom, is the surest way of increasing
risk and loss.

Keynes on Stocks versus Bonds

There is an element of compound interest
operating in favour of sound industrial
investment. Over a period of years, the real
value of the property of a sound industrial is
increasing at compound interest, quite apart
from the dividend paid to shareholders.
Thus...an index of shares yields more in the
long run than its apparent rate of interest.

So far, therefore, from the apparent rate of
interest on shares [before 1958] as compared
with that on bonds, being required to
compensate the greater risk of loss, the
reverse is true. Shares work out better than
bonds by more than the difference between
the apparent rate of interest upon each.

Will not the investment department of one of
our great insurance companies put the work in
hand? It is a task well adopted to the training
and mentality of actuaries, and not less
important | fancy, to the future of the insurance
industry than the further improvement of Life
Tables. [added]

John Keynes — An American Study of
Shares versus Bonds as Permanent
Investment — May 1825









We are just finishing a performance study of these
approaches over the past half-century. They consistently
show results of 15% or better per annum, or twice the
record of the DJIA for this long period.
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