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Aesop’s Marathon
Dear fellow investors,
Warren Buffett and Charlie Munger always refer to Aesop as the
originator of investment logic. His first dictum was “a bird in the
hand is worth two in the bush.” His second dictum was the fable of
the “Tortoise and the Hare.” We have been getting many questions
about the strength of our results and the strength of the stock
market in general. We want to remind everyone that investing is a
marathon, and in our case, Aesop’s marathon.
In a world of microscopic interest rates, the market participants
are dramatically more interested in the “two in the bush” than they
are in the “bird in the hand.” Fast revenue growth, from “innovative”
companies sporting very high price-to-sales (P/S) and price-toearnings (P/E) ratios, is all the rage. We have heard everyone from
John Malone, Bill Ackman and Jeremy Grantham warn investors
recently about this financial euphoria. They have joined us as
looking like “the boy(s) who cried wolf!”
As Buffett so clearly stated in May at the virtual annual meeting of
Berkshire Hathaway, interest rates serve as a gravitational pull to
P/E ratios. High rates begat low P/E ratios and low rates begat high
ratios. To state the obvious, we have the lowest interest rates of my
63 years. Therefore, it appears to us at Smead Capital Management
that the “two in the bush” will stay levitated until those rates move
higher. We have told people for years that you shouldn’t hold your
breath until the interest rates start going up in a sustainable way.

You see, Buffett pointed out that “innovation” investing is like
looking for a needle in a haystack. Out of 2000 auto companies
over 120 years in the U.S. from 1900 to 2020, there were few who
survived. Everyone loves Amazon, while we’re one of the few lovers
of eBay, but almost nobody else made it out of the Dotcom Bubble
profitably alive. Do all those Beyond Meat and Peloton shareholders
out there, who are getting crucified lately, understand this? Do
Rivian and Lucid bidders think that the bloom won’t come off their
rose?
The chart below shows us where the “bird in the hand” has come
from, as well as where it might come from in the future:

The “bird in the hand” goes back to what Buffett says about owning
a stock. He says, “Buy it as if the stock market is closed for five
years.” His point is, would you be happy to be the owner of this
business if you owned the whole thing as a private company?
Would the free cash flow and after-tax profits reward you “in the
hand?” How many investors would be willing to be the sole owner
of the “innovation” stocks which are all the rage, if there were no
“bigger fools” coming in behind them?
The tortoise was slow and consistent, while the hare was a
sprinter. The hare got way ahead in the race and had a seemingly
insurmountable lead. However, the chart below shows the history
of the hare’s performance over long stretches of time. What it
proves is that when the hare gets tired, the abuse stockholders
endure is much more powerful than the declines in the tortoise
stocks:
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As for us, we will stick with companies which are providing the
“bird in the hand” via free cash flow and expect good things from
the reversion to the mean in commodity prices versus stock prices.
Look no further than the oil and gas industry (CLR, OXY and COP).
We believe Berkshire Hathaway’s market inactivity is tied directly
to the fact that wise investors run in Aesop’s marathon! We thank
our investors for their patience as we help them fear stock market
failure.
Warm regards,

Bill Smead
Chief Investment Officer
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