The Outlook: September 3, 2024

Mouthwatering returns? Or certainty?

Once we investors have been around the block of life a few times, collecting bruises and wisdom together,
we tend to start valuing “certainty” more than “mouthwatering returns.” Hopefully we’ve scraped
together a modest pile of capital—and doing that was such a long, hard struggle that the thrill of maybe
doubling our money is usually swamped by the fear of cutting it in half. We still like growth—because it’s
pretty necessary in an uncertain, inflationary world—but we want to be darned sure of exactly one
thing: that though our money might go down . . . it certainly will not stay down.

That might be the single line which sums up Outlook Capital Management’s investment philosophy. We
make no effort at all to avoid the “going down” part . .. because that’s impossible. But we work very hard
indeed to be certain they will not stay down.

“Rock of Gibraltar financial strength” is everything, for that purpose. But after that comes “the long-term

tailwind.” We want to be as nearly certain as possible that our companies are being driven along, over
many years ahead, by something very basic and good in their industries. Here’s a picture:
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That downward-plunging red arrow is, at bottom, the picture of a tailwind: a tailwind as nearly certain as
anything can be. Exxon, here, looked ahead 25 years: at the oil business; and at the world’s need for
energy. That arrow is the “decline curve,” which is about a simple fact of nature: gushers explode from
oil and gas fields when they’re first tapped . . . but then they act like someone steadily turned off the
faucet. Those “gushers” shrink 15% per year . .. unless the oil drillers spend a lot of money to keep them
going, simply to keep the decline curve from falling quite so fast. And if the drillers want their total oil
flows to stay flat or even grow just a little bit . . . they must spend a megaton of money finding and tapping
new fields, essentially.

They are hamsters on a wheel. They must keep running hard just to stay in place. Oil is a tough
business! That’s oil supply, which instead of a tailwind is constantly fighting that strong headwind. Then
Exxon looked at the world’s demand.

In 2050, the world will be different - Ex¢onMobil
vastly different

~4 BILLION PEOPLE LIVE BELOW

Modem living standards are made possible by ready, affordable access to THE MODERN ENERGY MINIMUM

energy. For the billions of people without that access even the most basic
tasks of life can be extremely challenging. Looking out to 2050, the global

population will continue to grow, adding to the demand for energy. Any
transition that fails to affordably meet this demand along with the world’s
ever-evolving needs is simply not just.

(472 THE WORLD'S POPULATION)

4 billion people is half the world’s population. Exxon simply observes, above, that they are very poor. The
volume of energy we each use is a pretty good measure of how well we’re living. That “modern energy
minimum” is something like 75% below the typical American. As those people strive to improve their
families’ lives, they will need more energy . . . not “may need” but “will need.” Then Exxon says this: “For
the next 25 years, there is just no practical way to provide that massive volume of energy without using
oil and gas.”

And that’s the certain tailwind: the world must have more oil and gas; at best, supply will struggle to keep
up with demand; so oil and gas prices are nearly certain to rise in the decades ahead (no matter the never-
ending roller coaster along the way.)

We looked at something just like that for copper not long ago. And just as with copper, the market and
the investment world will always focus on the roller coaster ride’s next ups and downs, rather than where
the ride is pointing over the years. But if we are investors who value certainty, we’ll buckle in and tolerate
the ride—more or less cheerfully—because we know our companies will not “stay down” no matter how
many times they “go down.”
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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.



