The Outlook: June 2, 2023

The Big Picture . . . a different look.

Yesterday we talked about “The Big Picture” that really matters: how Main Street is actually doing; and
whether Wall Street’s opinion of Main Street makes much sense. Main Street is still marching ahead,
stepping over obstacles which Wall Street figured would trip it up a long time ago. Yup ... that’s the usual

picture. Today let’s look at “The Big Picture” in a different way: not really as important as the first way,
but educational nevertheless.

Here are two stocks which have “popped” lately: Nvidia (artificial intelligence chips) and Caterpillar
(earthmovers.)

Nvidia: Up 40% Lately
e NVIDIA Corp (NVDA) Price Jun 223 393.30
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Caterpillar: Up 10% Lately



e Caterpillar Inc (CAT) Price Jun 223 226.64 Select area
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Now a little longer perspective. Here is CAT’s total return over 10 years.

CAT, 10 Years: 223%.
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223%. Not bad, we all think. Only a bit beyond the market itself . . . though if we look back to January’s
300% gain, a lot beyond. Still, 223% (more than tripling our money in a decade) sounds like enough to be
happy about. But maybe we’d better look at Nvidia, too.

Nvidia, 10 Years: 11,700%.
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In that picture, Nvidia’s galactic-scale returns make CAT’s (and the market’s) look like, well, the heart
monitor of someone in cardiac arrest. 11,700% is the stuff of dreams. The two $64,000 Questions, for
any investor, are:

1. Whydidn’t we own it?
2. Shall we buy it now?

Those two questions get all kinds of different answers from all kinds of different investors. Outlook has
the same answer to both of them:

“Because it’s been priced for perfection for years . . . and still is.”

“Priced for perfection” is a death sentence for our money . .. the only problem is that the stay of execution
can go on for years and years . . . and more years. When that wait lasts long enough, we are always
tempted to believe the sentence has been commuted and the prisoner is free. The cure for temptation is
facts, of course. Let’s glance at a few.

Price to Earnings Price to Sales Price to Free Cash Flow
Nvidia 51 times 38 times 193 times
Caterpillar 13 times 2 times 18 times




What shall we think of those differences . . . which are also “galactic-scale?” Well, courtesy of oil analyst
HFI Research last week, here’s a 23-year look back into the past: when very many “Tech” stocks were
“priced for perfection.”

From Sun Microsystems’ CEO, Larry Ellison, when the dotcom boom began to bust:

“At 10 times sales, to give you investors a 10-year payback, | have to pay you 100% of our sales
for 10 straight years in dividends. That assumes | can get that by my shareholders. That
assumes | have zero cost of goods sold, which is very hard for a computer company. That
assumes zero expenses, which is really hard with 39,000 employees. That assumes | pay no
taxes, which is very hard. And that assumes you pay no taxes on your dividends, which is kind
of illegal. And that assumes with zero R&D spending for the next 10 years, | can maintain the
current annual sales rate.

“Now, having done that, would any of you like to buy my stock at $64? Do you realize how
ridiculous those basic assumptions are? You don’t need any transparency. You don’t need any
footnotes. What were you thinking?”

We know the answer to that last question, don’t we? Wall Street (the market’s daily betting crowd) is not
in the thinking business; it’s in the bet-on-impressions business. There are many very clever people in
that business. But the Golden Rule so terribly important for us down-to-earth investors to remember,
always, is this: “In the investment world and every other world, clever people make monstrous, galactic-
sized mistakes. They just sound smart, while they’re making them.”

23 years ago, the tailwind behind the dotcom bubble was a combination of real invention on Main Street
(a very good thing) plus an “anything is possible” feeling on Wall Street (a deadly thing.) At this moment,
anything connected with “Artificial Intelligence” has exactly the same tailwind: useful invention . . .
anything-is-possible feeling. That’s why Nvidia us out of sight, up there, at 193 times cash flow. And why
is Caterpillar down in the mud with us humble investors? Because it has only half the tailwind: plenty of
useful inventions, but a feeling of “nothing much is possible” for a stodgy old heavy-industry company like
CAT.

Here’s what is possible at CAT—not just possible, but rather likely: another decade of earnings, dividends
and cash flow gains; another decade of tripling our money in total investment returns. And here’s what
is not likely at all, for Caterpillar:

Cisco’s Death Sentence: “Priced for Perfection”
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Outlook clients know this story, of course. But the story is retold endlessly on Wall Street, over the years
... just with different names. There’s Cisco—good inventions, plus an “anything is possible” stock value
in the year 2000. A very solid company—like Nvidia, to belabor the point. But in 20 years Cisco has never
made up its lost value, despite very good business performance.

Being in the “daily impressions” business, Wall Street never worries about 20 years. We do,
though. When Cisco peaked at around $87, it was up about 8,700% in 10 years. Not Nvidia’s 11,700% . .
. but close enough. But the priced-for-perfection death sentence had only been stayed, not
commuted. We'll take CAT every time, rather than betting on endless deferrals of that sentence.

© Dave Raub

Outlook Capital Management, LLC
125 S. Wilke Road, Suite 200E
Arlington Heights, IL 60005
847-797-0600

The remarks above aren’t a general recommendation to buy or sell particular securities. Such decisions should
only be made in the context of an investor’s own circumstances. Stocks and bonds carry the risk of loss.



