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Stock Market Symmetry

In Warren Buffett’s 1999 Allen and Co. talk in Sun Valley, Idaho, he
argued that the stock market has historically had what he called
a “Biblical kind of symmetry!”
market’s second quarter of 2023, we will ask the following question:
Is the U.S. stock market bumping up against natural and historical
limits? Here is how he saw things back then:

As we come to the end of the stock

“Now, to get some historical perspective, let’s look back at the 34
years before this one--and here we are going to see an almost
Biblical kind of symmetry, in the sense of lean years and fat years-
-to observe what happened in the stock market” November 22,

1999 (FORTUNE)

Buffett argued that the two factors that were the mostimportantin the
poor performance of stocks from 1964-1981 were the rise in interest
rates to 14% and the decline in corporate profits as a percentage of
GDP to 3.5% (the low end of the historical range). He then argued that
the success of stocks from 1981 to 1998 was closely tied to the decline
in interest rates from around 14.0% to 5.4% and the corporate profit
margin rising to approximately 6.0% (Buffett considered this to be at
the high end of the range).

We will make the case that a wide variety of parameters make Buffett’s
1999 argument even better in the middle of 2023.

Interest Rates

Interest rates on Fed funds have moved from near-zero in late 2021 to
5.25% faster than at any time in U.S. history and the Fed Chairman is
indicating additional rate increases. The chart below shows the price-
to-earnings (P/E) ratio of the S&P 500 Index at prior rates of near-5%
in the green ovals ranging between 12 to 17 times earnings. Today’s
market trades at 21 times earnings.
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Corporate Profits as a Percentage of GDP
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As interest rates moved lower and labor lost its bargaining power,
corporate profits benefitted immensely.
Ownership

Corporate equities and mutual-fund shares,
by generation
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Note: Generations are defined by birth year as
follows: silent and earlier (before 1946), baby boome
(1946-1964), generation X (1965-1980) and
millennial (1981 or later).

Source: Federal Reserve

In a recent The Wall Street Journal article titled, “Boomers Got Hooked
on Stocks. Now They Can’t Let Go,” the writers pointed out that nearly
two-thirds of U.S. adults aged 65 and older have money in stocks. In
other words, at the time of life when Americans normally seek income
and safety, they are keeping the pedal on the metal and are relying
on capital gains to give them money to live on. This has kept equity
ownership at Dotcom Bubble Era levels!
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Household Equity Ownership Near All-Time Highs... which has been Inversely Correlated This has resulted in the narrowest stock market of our 43 years in the
with S&P 500 Forward Returns Historically . .
investment business.

Correlation coefficient since 1952 = -.83

Artificial Intelligence is fighting the Fed.
Al-related stocks drove virtually all S&P 500 returns this year

Equities % of Total Household Financial Assets
Subsequent Rolling 10-Yr Total Return for S&P 500

4400 S&P ex-Al Boom stocks S&P 500 4400
4300 4300
4200 4200
4100 4100
4000 4000
Source: Federal Reserve Economic Data, Bloomberg. 3800 3800
3700 3700
The WSJ writers continued: 3600 3600
Jan/23 Feb/23  Mar/23 Apr/23 May/23 Jun/23
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market success in the 1980s. They have witnessed market
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com bubble, to the 2008 financial crisis, to the onset of the Covid Annual 2007-2023 YTO thru May 18, 2023 (Total Returns)
pandemic—and have seen stocks recover and climb higher again s
and again. e
Median = 48%
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Numerous charts prove that speculation is historically high and
dangerous.

Naszdag 1007 vs. Russell 2000

iJan. 51, 1985 - May 2. 2023) Which evidenced itself in the wildest outperformance by mega-cap

stocks relative to equally weighted indexes in 16 years:

Extremes of Tech
Bubble Relative performance of &P 500" equalweighted index vs. market cap weighted index

231 days into bull market

% 97 1% This rally’s underperformance
of the equalweighied S&P S00°
25% indlex vs. the marke! cap
0% weighted index ilustrates how
o the rally is being led by a

10.1% 11.0% narmaw group of mega cap

stocks
m

4 9%
1950 02 2008 2020 w2

Charlie Munger said in late 2021 that this is the biggest financial cupon: Fchard Brmsson sorsLLE. Boameeng 587
euphoria episode of his career (75 years) “because of the totality ‘
of it” Look how long we have maintained the dot-com bubble level
of euphoria in the last five years!

Labor and Real Assets

The combination of advances in technology, declining interest rates,
reduced labor bargaining power and a bear market in commodity
prices has caused corporate profits share of gross domestic income
to hit record levels:
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Unseen Since the Great Crash
Profits are taking a century-high share of the US economy
/ Corporate Profits' Share of Gross Domestic Income
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Let’s pull this all together. How do you make money in the stock market
if the positive forces from 1981 to today disappear? First, interest rates
on six-month T bills remain at a higher level than in the past 20 years.

3 - 6/22/2023

Irce: Bloomberg

)ata for the time period 20

This fact automatically reduces corporate profits and lowers the bar
for P/E ratios.

Second, commodities outperform most other asset classes:

U.S. Commodity Price Index (Data 1795 to Present)
With Major Deflationary Depression Era Lows (Blue Dots)
vs. Value Relative to Growth Index (Data 1926 to Present)
Both shown as 10-year rolling compound growth rates of the index, monthly data
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We are coming off the cheapest commodity indexes have been
relative to stock prices in 220 years of data. The first move was very
positive and matched the last two commodity super-cycles:
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Chart 8: Modern commaodity bull super-cycles
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unmanaged and not available for direct investment. Past perfarmance is no guarantee of future results.
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Thirdly, P/E ratios contract to more normalized levels and go at times
well below average.

Valuations versus Growth Rates on Technology stocks is the highest since the dot-com era.

PEG Ratio is Extremely Elevated ?%

S&P 500 Technology: Forward-P/E Relative to that of the S&P 500 and PEG Ratio
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As you can see, we have spent very little time at elevated PEG ratios in
tech stocks, and you must ask yourself if you want to fight the biblical
symmetry. Check this latest look at the maniacal pricing of today’s
tech darlings:
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Valuations on 2023's Darlings, the Magnificent 7, are at nosebleed levels. Do you want to keep asking this stock market to do what it has never
(MSPT, AABL, NV, TELA, AMZ, META, GOOG) been able to do before? The answer for us is we will go where we

R e believe your money will be treated the best. We want to be in the oil

and gas business, the real estate business via class A/outlet malls.

We want to build homes to give millennials access to being their own

landlord and invest in other businesses that can prosper in a solid

economy and a sub-par stock market. And, as always, we will fear

stock market failure.

/Ly 2w

Bill Smead Cole Smead, CFA

Chief Investment Officer CEO & portfolio Manage
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The recent growth in the stock market has helped to produce short-term returns for some asset classes that are not typical and may not
continue in the future. Margin of safety is the difference between the intrinsic value of a stock and its market price. The price-earnings ratio
(P/E Ratio or P/E Multiple) measures a company’s current share price relative to its per-share earnings. Alpha is a measure of performance on
a risk-adjusted basis. Beta is a measure of the volatility of a security or a portfolio in comparison to the market. Growth investing is focused on
the growth of an investor’s capital. Leverage is using borrowed money to increase the potential return of an investment. Momentum is the rate
of acceleration of a security’s price or volume. The earnings yield refers to the earnings per share for the most recent 12-month period divided
by the current market price per share. Profit margin is calculated by dividing net profits by net sales. Quality is assessed based on soft (e.g.
management credibility) and hard criteria (e.g. balance sheet stability). Value is an investment tactic where stocks are selected which appear to
trade for less than their intrinsic values. The dividend yield is the ratio of a company’s annual dividend compared to its share price.

The information contained herein represents the opinion of Smead Capital Management and is not intended to be a forecast of future events, a
guarantee of future results, nor investment advice.

Smead Capital Management, Inc. (“SCM”) is an SEC registered investment adviser with its principal place of business in the State of Arizona.
SCM and its representatives are in compliance with the current registration and notice filing requirements imposed upon registered investment
advisers by those states in which SCM maintains clients. SCM may only transact business in those states in which it is notice filed or qualifies
for an exemption or exclusion from notice filing requirements. Registered investment adviser does not imply a certain level of skill or training.

This newsletter contains general information that is not suitable for everyone. Any information contained in this newsletter represents SCM’s
opinions, and should not be construed as personalized or individualized investment advice. Past performance is no guarantee of future results.
There is no guarantee that the views and opinions expressed in this newsletter will come to pass. Investing in the stock market involves gains
and losses and may not be suitable for all investors. Information presented herein is subject to change without notice and should not be
considered as a solicitation to buy or sell any security. SCM cannot assess, verify or guarantee the suitability of any particular investment to any
particular situation and the reader of this newsletter bears complete responsibility for its own investment research and should seek the advice
of a qualified investment professional that provides individualized advice prior to making any investment decisions. All opinions expressed and
information and data provided therein are subject to change without notice. SCM, its officers, directors, employees and/or affiliates, may have
positions in, and may, from time-to-time make purchases or sales of the securities discussed or mentioned in the publications.

For additional information about SCM, including fees and services, send for our disclosure statement as set forth on Form ADV from SCM using
the contact information herein. Please read the disclosure statement carefully before you invest or send money.
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