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Over the past few decades, private equity has gained cachet among investors much the way hedge funds
did in an earlier era. Many of today'’s investors believe that private equity represents a new and superior
asset class. But it is neither. Far from new, it is the oldest form of equity investing. As for superiority, the
lack of liquidity inherent in private equity is one of its primary limitations. In fact, private equity’s lack of
liquidity was one of the driving forces behind the formation of public equity markets. In addition, and
perhaps more importantly, public equity markets provided entrepreneurs with access to capital that
private equity did not.
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These days, private equity pools can provide needed capital to early-stage companies hoping to exploit
an opportunity, or to more mature firms looking to restructure operations, management, or ownership. A
limited secondary market in “privates” can also provide some liquidity to investors. But the real draw of
private equity is the expectation of outsized returns, which are predicated on a substantial degree of
financial leverage, often more leverage than what may be considered prudent in the public markets.

But private equity is not for the risk averse. This combination of reduced liquidity and increased financial
leverage means greater risk, and for greater risk, one expects and demands higher returns.
Consequently, it is not usually an appropriate investment vehicle for those whose primary investment
objective is capital preservation. The public equity markets along with gold and fixed-income securities,
on the other hand, have proven to be the enlightened choice for those multi-generational investors
looking to protect and preserve their capital.

Notwithstanding the potential risks and limitations of private equity, Tocqueville believes that
investments of this kind can sometimes have a place in a successful portfolio. In these instances, what
makes these opportunities attractive to us is not that they are private, but that we find no comparable
opportunity in the public market. And when there appears a private equity prospect in which our portfolio
managers would invest their own funds, we explore it to the fullest. In particular, we vet private equity
opportunities for those clients whose portfolios are of such a size that a modest stake in an illiquid
private investment will have a negligible impact on the overall liquidity of the portfolio, or in the event of
a total loss, on the client’s capital. Those clients who choose to join our portfolio managers in a private
equity investment can be assured that we will apply the same rigorous monitoring standards that we
adhere to for all investments we make on behalf of our clients and ourselves.
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This article reflects the views of the author as of the date or dates cited and may change at any time. The
information should not be construed as investment advice. No representation is made concerning the
accuracy of cited data, nor is there any guarantee that any projection, forecast or opinion will be
realized.References to stocks, securities or investments should not be considered recommendations to
buy or sell. Past performance is not a guide to future performance. Securities that are referenced may be
held in portfolios managed by Tocqueville or by principals, employees and associates of Tocqueville, and
such references should not be deemed as an understanding of any future position, buying or selling, that
may be taken by Tocqueville. We will periodically reprint charts or quote extensively from articles



published by other sources. When we do, we will provide appropriate source information. The quotes and
material that we reproduce are selected because, in our view, they provide an interesting, provocative or
enlightening perspective on current events. Their reproduction in no way implies that we endorse any
part of the material or investment recommendations published on those sites.
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Robert W. Kleinschmidt is Executive Chairman and Chief Investment Officer of Tocqueville Asset
Management L.P. and Chairman of its General Partner, Tocqueville Management Corp.

Mr. Kleinschmidt joined Tocqueville in 1991 and manages discretionary portfolios for institutional,
individual and family clients. He is the Portfolio Manager of the firm’s flagship fund, the Tocqueville
Fund, and the lead manager of the Multi Cap Equity strategy. In addition, Mr. Kleinschmidt is the
Chairman of the Investment Committee.

Prior to joining Tocqueville, Mr. Kleinschmidt spent thirteen years with David J. Greene & Company.
Prior to joining David J. Greene & Company, he spent two years at the Irving Trust Company, starting
his career there in 1976. Before going to Wall Street, he taught Economics at Fordham and Adelphi
Universities, and Marymount College.

Mr. Kleinschmidt earned a B.B.A. in Accounting from the University of Wisconsin (Oshkosh) and an M.A.
in Economics from the University of Massachusetts (Amherst). From 1973 to 1976, he continued
postgraduate work in Economics at Columbia University. He also holds the CFA designation.

Full Profile & Viewpoints



https://tocqueville.com/people/robert-kleinschmidt/

