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Understand before buying:  Kraft Heinz reminds us of Golden Rule Number One. 
  

Kraft Heinz:  Down 33% last week; down 67% in 2 years. 

 
  

Kraft Heinz, this past few days, has given us the sharpest possible reminder of Golden Rule Number One 
for good investors:  “We Must Never Buy What We Don’t Understand.”  After forty-plus years in the 
investment world, at Outlook we suspect that breaking this particular Golden Rule brings more investors 
to grief than all the others combined—which is saying something.  
  
The investment world loves to categorize things.  For example:  “Utilities = Safe but Boring;” “Commodity-
Linked Firms = Volatile and Wildly Risky;” “Consumer Goods = Stable, Recession-Proof and Consistently 
Growing,” and so on.  In the investment world, of course—as in every other world—labels and categories 
quite often turn out to be traps.  The harder we look at them, the less useful and truthful they 
seem.  Everybody from Warren Buffett to a great many more humble Kraft Heinz investors (seeking the 
Holy Grail of “Safety, But Also Growth”) are probably pondering “categories, labels and traps” these days, 
having endured that 33% loss of value in a week, and 67% in two years.  That kind of pounding was only 
supposed to happen to wild men and women who bought roller-coasters like Micron, Freeport-McMoRan 
and Caterpillar—not safety-oriented, upward-pointing escalators like Kraft Heinz and other brand-name 
consumer goods businesses. 
  
Outlook Capital Management has never been interested in that kind of company for one big reason:  the 
price is too high—much too high, usually.  The consumer goods giants—wonderful brand names, 
consumed by everyone, hence only tiny growth potential—have traded at 25 to 30 times earnings in 
markets trading at 15 times earnings.  When the market crowd likes a category of stocks that much, it is 
saying “No nasty surprises here, just stable if slow-growing big brands and dividends, and we’ll pay a lot 



for that, because we really like sleeping peacefully every night and we really hate unexpected 
nightmares.”  
  
That seems to be what Mr. Buffett and a sophisticated private-equity firm called 3G thought, too.  They 
bought Heinz, then merged it with Kraft.  Then, assuming no torpedo in the world could dent the Titanic 
hull of Heinz mustard, Kraft mac and cheese and their hundreds of cousins, they applied their intellects to 
the merged company by cutting costs to the bone (and the last paperclip.)  Naturally, profits and profit 
margins rocketed up—for a year or two—it being perfectly obvious that consumer demand for the Big 
Brands would keep trudging forward no matter what, so why not wring the last drop of blood from every 
cost-item stone?  
  
At this point the story became mighty familiar to Outlook, where we spent a few decades in the banking 
industry experiencing, toward the end, exactly the same kind of managing intellects.  “Everyone knew” 
that you had to dynamite bank customers out of their slumber before they’d think about changing their 
banks . . . so why not wring the last drops of blood from the cost-item stones in the banking industry, by 
simply repeating the “merge and cut, then merge and cut again” strategy over and over? 
  
Kraft Heinz’ CEO, as one experiencing a revelation, said something like “We’ve learned that we can’t cut 
our way to growth,” as he announced his company’s dismal results and slashed dividend.  He might keep 
his job, since his firm (3G) and Mr. Buffett control a big chunk of the stock—and Mr. Buffett is on record 
with high praise for the “brilliant managerial skills” of 3G . . . a couple of years and 67% ago.  But he 
shouldn’t, and wouldn’t in most big U.S. companies.  Now he will learn, just as First Bank System’s 
managers learned quite a while ago, that a business which takes its customers for granted eventually takes 
a torpedo under the waterline, because in a free-market capitalist system there is always somebody 
willing to teach a big company that lesson.  The bank’s customers left; and Kraft Heinz’ customers did too; 
with both going to firms which paid attention to pleasing them.  
  
“Don’t Buy What We Don’t Understand.”  The Kraft Heinz story is completely simple, as was the First Bank 
story all those years ago.  When a plow horse industry suddenly begins posting jet-fighter earnings growth, 
something doesn’t make sense.  The grim arithmetic of business (sales minus costs = profits) is exceedingly 
simple, and is always a profoundly useful way to examine—and ultimately understand—what’s really 
going on within a company we own, or might wish to own.  Any investor, 4 years ago, who troubled to 
look at Kraft Heinz through that lens would very quickly have arrived at the fundamental issue, which 
finally became the torpedo crashing through the hull:  “Sales cannot fly here, so the only way for this 
company to zoom like a jet is to attack costs with a machete, and never stop.  Can that really go on forever, 
without consequences?  And should we really pay 30 times earnings for the stock: a valuation which says 
“Sure!  After they cut costs to the bone, they can go after arms and legs—who needs ‘em?” 
  
After last week’s 33% plunge, and the screaming cliff-dive since 2017, Outlook suspects there are quite a 
few investors (especially the “professionals”) wondering why they didn’t ask those questions.  They did 
not understand what they bought, and they didn’t particularly try.  Instead they relied on categories and 
labels, and possibly Mr. Buffett’s celebrated name.  Golden Rule Number One does matter quite a lot.  
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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.  
 


