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Use clinical knowledge to make
stock market pay off

By Howatd Larkin
AMNEWS STAFF

clinical knowledge can be as valu-

able in the marketplace as it is in the
hospital or examining room. They’re
partnering with investment specialists to
identify companies with promising new
medical products.

For some, the results have been spectacu-
lar. From Jan. 1, 1991, through Dec. 31,
1995, physician investors pursuing an ag-
gressive growth strategy with fund manager
Steven Abernathy at New York investment
house Cowen & Co. have seen their money
grow by more than 1,000%. That’s among
the highest rates of return for any money
manager on Wall Street, according to
Barron’s, about 10 times the growth in the
Standard & Poor’s 500 during the same pe-
riod.

Even physicians choosing a conservative
growth strategy — one that avoided aggres-
sive tactics such as leveraged stock pur-
chases and selling short — saw gains of 127%
from January 1992 to December 1995. The
S&P 500 grew 56% during the same period.

These gains are largely the result of ob-

S ome physicians are finding their

select companies that can dramatically in-
crease their value over time. They may be
small companies that will enjoy a huge
growth spurt when they launch popular new
products, or established firms that have good
underlying management but have tempo-
rarily fallen out of favor with investors.
They may be companies that have brought
on new managers capable of expanding the
business. In any case, they are companies
with long-term favorable fundamentals.
“We expect this superior growth to occur
over a lifetime,” says Gary D. Leet, senior
vice president at Cowen.

But the challenge of investing is making
reliable predictions about what will or won’t
make it in the marketplace. That requires
market information.

Not satisfied with Wall Street’s standard
ways of garnering such information — con-
sulting with financial and market experts —
Abermnathy goes a step further. He asks his
physician investors their opinion of a
company’s products. “What's really needed
is information from the ultimate users of the
technology, the people who will put it into

1992, for example, advice from clients that
two gram-negative sepsis drugs were expen-
sive and not well-proven prevented an in-
vestment, even though the drugs were the
darling of Wall Street. Ultimately, they did
not receive approval from the Food and
Drug Administration.

Currently, Abernathy has about 120 phy-
sicians in his client group, and manages
about $100 million in assets for them. He
wants to keep the group small enough so
that he can maintain personal contact with
members —maybe 200 to 300. He talks with
clients once or twice a year, both to main-
tain contact and to seek analysis and opin-
ions of prospective buys. “Interactive in-
vestment is just that — we really need to have
access once or twice a year.”

Most of the physicians in the group were
invited to join. Now, people are starting to
call. They were chosen because they are
leaders in their fields and fill a specific in-
formation need. “We always believed that
if we could build a critical mass of intellect,
it would serve us well,” says Abernathy,
who began building the group in 1989. He

taining and exploiting superior in-
formation about new medical
technologies, says Steven
Abernathy, a director of Cowen’s
private-client group. That infor-
mation comes not only from tra-
ditional investment research, but

‘Interactive investing’ means investing in
what you know. The challenge is making
reliable predictions about what will or

won’t make it to the marketplace.

is presently looking for physicians
with expertise in neurology and
cardiac surgery.

Abernathy believes that
his approach to investing could be
used by other groups. “Invest in
what you know about, not in what

from a select group of physician
clients who invest both money and exper-
tise in selecting stocks.

The process, which Abernathy has
dubbed “interactive investing,” works like
this:

Cowen, with its expertise in financial and
business analysis, finds well-managed com-
panies with high growth potential. Gener-
ally, that potential comes from firms with
products in development that have major
market potential. Abernathy calls these
firms the “creators,” the health care and tech-
nology companies that are growing fastest
as the nation shifts to a knowledge-based
economy. *

But a popular new technology is not
enough. The key to a growth strategy is to

use in the real world. Maybe I can’t talk to
all doctors, but I can talk to a few leaders in
the profession and find out what they are
using for, say, gall bladder removal,”
Abernathy says.

Abernathy believes his physician clients
are generally more reliable than hired con-
sultants because they are primarily clini-
cians, and therefore more in touch with their
colleagues and less exposed to product de-
velopers’ hype; and because their own
money is at stake. They are not going to risk
money on something their clinical knowl-
edge tells them isn’t going to work.

That kind of down-to-earth reasoning has
helped the group avoid what turned out to
be poor investments, Abernathy said. In

you don’t know about.” To physi-
cians interested in the approach, he suggests
getting together with colleagues and find-
ing an investment manager willing to listen
and work with you. Make your base of
knowledge available to that person, but also
respect their ability to analyze business per-
formance, Abernathy says. Many physi-
cians lose plenty of money on investments
not because they don’t understand the prod-
ucts, but because they don’t know how to
evaluate a business. “Don’t be a trader. Find
someone who has time to do it and pay them
for performance.”
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