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Buffett Whispers of Danger

Dear fellow investors,

In the 2017 Berkshire Hathaway Annual Letter, Warren 
Buffett told us what he is doing, and, in as quiet a voice 
as he could use, what he says to do. Our readers will not 
be surprised at our summation of Buffett’s letter, but 
here we go anyway.

1. Buffett explains his bet of the S&P 500 Index against a 
basket of hedge funds:

“The bet illuminated another important investment 
lesson: Though markets are generally rational, 
they occasionally do crazy things. Seizing the 
opportunities then offered does not require great 
intelligence, a degree in economics or a familiarity 
with Wall Street jargon such as alpha and beta.”

We argue that paying 250-times trailing earnings for 
Amazon (AMZN) while they seek to ruin everyone’s 
business is not rational and, to us, borders on crazy. 

2. Buffett shares an excellent reminder on stock picking 
discipline:

“A final lesson from our bet: Stick with big, “easy” 
decisions and eschew activity. During the ten-
year bet, the 200-plus hedge-fund managers 
that were involved almost certainly made tens of 
thousands of buy and sell decisions. Most of those 
managers undoubtedly thought hard about their 
decisions, each of which they believed would prove 
advantageous. In the process of investing, they 
studied 10-Ks, interviewed managements, read 

 

trade journals and conferred with Wall Street 
analysts.”

Academic research shows that high conviction and low 
turnover creates alpha and Buffett reminded us. The 
astute investor, Michael Price, says it this way, “The 
more decisions I make, the dumber I am.”

3. Buffett is very quietly and subtly warning about 
overheated security prices:

“In the next 53 years our shares (and others) will 
experience declines resembling those in the table. 
No one can tell you when these will happen. The 
light can at any time go from green to red without 
pausing at yellow.

When major declines occur, however, they offer 
extraordinary opportunities to those who are not 
handicapped by debt. That’s the time to heed these 
lines from Kipling’s If:”

'If you can keep your head when all about you are 
losing theirs . . .  
If you can wait and not be tired by waiting . . . 
If you can think – and not make thoughts your aim . . . 
If you can trust yourself when all men doubt you . . 
Yours is the Earth and everything that’s in it.'”

Buyer beware! We will patiently wait for our “if” to 
come along and are willing to look “foolish” from time 
to time and stay in our discipline.
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4. Buffett appears to agree with our piece last week, 
Minority Report:

“What investors then need instead is an ability to both 
disregard mob fears or enthusiasms and to focus 
on a few simple fundamentals. A willingness to look 
unimaginative for a sustained period – or even to 
look foolish – is also essential.”

We look very unimaginative to not own “disrupters” and 
occasionally look foolish when Amazon hits it latest 
milestone. At Smead Capital Management, we buy 

companies which fit our eight criteria for stock selection 
when mob fears hit them and shun the great futuristic 
enthusiasms. Lastly, we tell you about what we are doing 
and say it loudly, SO YOU CAN HEAR!

Warm regards,

 

William Smead

Source: Berkshire Hathaway Inc. 2017 Annual Letter 
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