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“When Smart People Talk, We Listen” 

 
We don’t know how long ago we met Frederick “Shad” Rowe, but we are glad we did, because our conversations with him 
have been net worth changing.  Recall that Shad is the founder, and portfolio manager, of the Dallas-based Greenbrier 
Partners Capital Management and one of the smartest guys on Wall Street.  We first heard of him while reading Forbes 
Magazine in the 1970s where he was a regular contributor.  We still have many of the articles from back then and have often 
used quotes from those articles in these missives.  Last week, we read his monthly letter, which we think is consistently 
brilliant; indeed, when smart people talk (write) we listen.  In this month’s letter Shad wrote: 

It strikes me that the once passionate investment debate of content versus distribution has now become irrelevant.  
The creation of content has exploded (and shows no sign of slowing), the number of distribution channels continues 
to grow, and the costs to create and distribute content have decreased dramatically.  As a result, the balance of 
power has completely flipped.  The new king is the consumer – long live the king.  Previously consumers had little 
choice; now options are unlimited as their expectations continue to rise.  Thanks to technology, people can consume 
whatever content they want, whenever they want, wherever they want, and however they want. In addition, the 
very definition of content has changed – consumers themselves are now the world's most prolific content creators 
thanks to YouTube, Facebook, Instagram, Twitter, Snapchat, etc. 

As a result, the lines between content creators and distributors continue to blur.  A number of today's most 
successful companies have the ability to create, purchase, and distribute content themselves.  Moreover, these 
companies have built platforms that billions of consumers love and use every day – this is what matters and is why 
we believe in the concept of “digital real estate”, a key tenet of Greenbrier’s investment philosophy.  As a reminder, 
here is the theory: The applications on the home screen of your smartphone have become the most valuable real 
estate in the world.  The value of these platforms is based on unprecedented scale, customer loyalty, and 
profitability. [Note: eight out of the top ten most popular iPhone applications are properties of Greenbrier 
companies, which does not include Apple’s own preinstalled applications.] 

These developments have clearly democratized the creation and distribution of content for billions of people, which 
is positive (for the most part). But, the unlimited choice is overwhelming for most people – there are not enough 
eyeballs or hours in the day to discover even a fraction of what is currently available.  Consumers may look for new 
things, but typically spend most of their time on the few dominant platforms, which is why it will be so difficult to 
displace them.  As a result, we expect these platforms will continue to capture the majority of user time and 
attention, which makes this ‘real estate’ so desirable. 

Shortly after reading Shad’s letter, we received an email from one of our financial advisors (FAs), which more or less said that, 
arguably the smartest guy on the Street of Dreams, Oakmark’s Bill Nygren, is saying exactly what we have been saying for 
years.  The FA’s email to us read: 

I wanted to follow up and let you know that Bill Nygren, the Portfolio Manager for Oakmark Fund and Oakmark 
Select presented at our sales conference last week and had some great points about how to value companies in the 
world we live in today, and why the Morningstar style box can be misleading.  Since we do get questions about how 
he might own a stock like Netflix or Alphabet in a value portfolio, I thought this might help. 

In 1975, 83% of assets on the balance sheet for the average S&P500 company were tangible, today only 13% of the 
assets are tangible. 

In the days of Benjamin Graham, defining value was much more straightforward and easy to categorize.  Low price to 
book value was an accurate picture of value, because most companies were “asset heavy”. 

Example: a company buys a machine to manufacture a good, this expense is amortized over the expected life of the 
machine, and therefore the entire expense does not impact the balance sheet all at once, immediately.  Future value 
creation is accounted for.  Today, when a company spends money on something like R&D to develop new products, 
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that expense hits the balance sheet immediately, all at once, even though the return on that investment may carry 
on for 10 years.  This affects ratios like P/E and P/B immediately with a large up front expense, making “asset light” 
companies look more expensive using existing GAAP accounting methods. 

Example: If a company like Netflix spends on advertising—that expense is added to the balance sheet immediately, 
even if the average expected subscriber is a customer for 10 years.  Oakmark would adjust that advertising cost over 
of the expected life of the customer, which would lead to a lower P/E or price to book. 

With existing GAAP accounting, cost of acquiring a customer is expensed up front, immediately, even if the customer 
lasts a lifetime.  In 1975 there was a 71% correlation between the stock price and tangible book value for S&P500 
companies, today there is only a 14% correlation, though low price to book is still used to define value stocks in 
indexes like Russell and by Morningstar, etc.  Overall, value investing is the same today as it was over 80 years 
ago.  Investors follow fads, get emotional and over-react; this creates a gap between price intrinsic value, creating a 
margin of safety and the opportunity to make money. 

We have discussed “intangible capital” for over a decade, suggesting companies that are accruing intangible capital at a faster 
rate than other companies would likely be good investments.  The two best organizations that we know that invest this way 
are GaveKal (Louis Gave) and Knowledge Leaders Capital, whose mutual funds are managed by my friend Steve Vannelli. 

As for us, the S&P 500 (SPX/2840.35) is back within “spitting distance” of new all-time highs, a view we have embraced since 
our “bottom call” at the February 9, 2018 “undercut low.”  Since then, the SPX has gained 12.2% and, in the process, left the 
“market crash” predictors and the “range bound” crowd in the rearview mirror with many individual stocks gaining 20%+ over 
that timeframe!  As for our models, they are recharged with a full load of “internal energy”, suggesting the potential for an 
attempt at new all-time highs this week.  If past is prelude, however, such action usually fails on the first attempt to make 
new highs.  Nevertheless, that is our “call.” 

The call for this week: In recent missives, we have written about the rotation that has been occurring in the equity markets 
over the past few weeks.  In their weekend strategy letter, the astute Lowry’s Research organization writes: 

Information Technology and Consumer Cyclicals were the two most consistent market leaders during the first half of 
2018.  Over the past month, however, apparent profit-taking has caused both Sectors to underperform the S&P 500.  
Rather than moving to cash, though, investors appear to have reinvested their profits into other Sectors such as 
Consumer Non-cyclicals, Industrials and Financials.  Sector rotation such as this is typically associated with a healthy 
bull market.  A similar rotation appears to be occurring away from the Small Cap market segment into what had been 
a laggard Large Cap segment.  The overall result of this rotation among market Sectors and Segments was another 
new all-time high in Lowry’s Operating Companies Only (OCO) Unweighted NY Price Index on July 26th 2018. 

Manifestly, we agree with the good folks at Lowry’s, leaving our call for new all-time highs this week intact.  
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Important Investor Disclosures 
Raymond James & Associates (RJA) is a FINRA member firm and is responsible for the preparation and distribution of research created in 
the United States. Raymond James & Associates is located at The Raymond James Financial Center, 880 Carillon Parkway, St. Petersburg, 
FL 33716, (727) 567-1000. Non-U.S. affiliates, which are not FINRA member firms, include the following entities that are responsible for 
the creation and distribution of research in their respective areas: in Canada, Raymond James Ltd. (RJL), Suite 2100, 925 West Georgia 
Street, Vancouver, BC V6C 3L2, (604) 659-8200; in Europe, Raymond James Euro Equities SAS (also trading as Raymond James 
International), 40, rue La Boetie, 75008, Paris, France, +33 1 45 64 0500, and Raymond James Financial International Ltd., Broadwalk 
House, 5 Appold Street, London, England EC2A 2AG, +44 203 798 5600. 

 

This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident of or located in 
any locality, state, country, or other jurisdiction where such distribution, publication, availability or use would be contrary to law or 
regulation.  The securities discussed in this document may not be eligible for sale in some jurisdictions.  This research is not an offer to sell 
or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.  It does not 
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients.  Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital 
may occur.  Investors should consider this report as only a single factor in making their investment decision. 

For clients in the United States: Any foreign securities discussed in this report are generally not eligible for sale in the U.S. unless they are 
listed on a U.S. exchange.  This report is being provided to you for informational purposes only and does not represent a solicitation for the 
purchase or sale of a security in any state where such a solicitation would be illegal.  Investing in securities of issuers organized outside of the 
U.S., including ADRs, may entail certain risks.  The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of, the U.S. Securities and Exchange Commission.  There may be limited information available on such securities.  Investors who 
have received this report may be prohibited in certain states or other jurisdictions from purchasing the securities mentioned in this report.  
Please ask your Financial Advisor for additional details and to determine if a particular security is eligible for purchase in your state.  

The information provided is as of the date above and subject to change, and it should not be deemed a recommendation to buy or sell 
any security. Certain information has been obtained from third-party sources we consider reliable, but we do not guarantee that such 
information is accurate or complete. Persons within the Raymond James family of companies may have information that is not available 
to the contributors of the information contained in this publication. Raymond James, including affiliates and employees, may execute 
transactions in the securities listed in this publication that may not be consistent with the ratings appearing in this publication.   

Raymond James (“RJ”) research reports are disseminated and available to RJ’s retail and institutional clients simultaneously via electronic 
publication to RJ's internal proprietary websites (RJ Investor Access & RJ Capital Markets). Not all research reports are directly distributed 
to clients or third-party aggregators. Certain research reports may only be disseminated on RJ's internal proprietary websites; however 
such research reports will not contain estimates or changes to earnings forecasts, target price, valuation, or investment or suitability 
rating. Individual Research Analysts may also opt to circulate published research to one or more clients electronically. This electronic 
communication distribution is discretionary and is done only after the research has been publically disseminated via RJ’s internal 
proprietary websites. The level and types of communications provided by Research Analysts to clients may vary depending on various 
factors including, but not limited to, the client’s individual preference as to the frequency and manner of receiving communications from 
Research Analysts. For research reports, models, or other data available on a particular security, please contact your RJ Sales 
Representative or visit RJ Investor Access or RJ Capital Markets. 

Links to third-party websites are being provided for information purposes only.  Raymond James is not affiliated with and does not 
endorse, authorize, or sponsor any of the listed websites or their respective sponsors.  Raymond James is not responsible for the content 
of any third-party website or the collection or use of information regarding any website’s users and/or members. 

Additional information is available on request. 

 

 

Simple Moving Average (SMA) - A simple, or arithmetic, moving average is calculated by adding the closing price of the security for a number 
of time periods and then dividing this total by the number of time periods. 
Exponential Moving Average (EMA) - A type of moving average that is similar to a simple moving average, except that more weight is given to 
the latest data. 
Relative Strength Index (RSI) - The Relative Strength Index is a technical momentum indicator that compares the magnitude of recent gains to 
recent losses in an attempt to determine overbought and oversold conditions of an asset. 
 

International securities involve additional risks such as currency fluctuations, differing financial accounting standards, and possible 
political and economic instability.  These risks are greater in emerging markets. 

Small-cap stocks generally involve greater risks.  Dividends are not guaranteed and will fluctuate.  Past performance may not be indicative 
of future results.  
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Investors should consider the investment objectives, risks, and charges and expenses of mutual funds and exchange-traded funds 
carefully before investing. The prospectus contains this and other information about mutual funds and exchange –traded funds. The 
prospectus is available from your financial advisor and should be read carefully before investing. 

Not approved for rollover solicitations. 

 

For clients in the United Kingdom: 

For clients of Raymond James Financial International Limited (RJFI): This document and any investment to which this document relates 
is intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or Professional Clients 
as described in the FCA rules or persons described in Articles 19(5) (Investment professionals) or 49(2) (High net worth companies, 
unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) or any 
other person to whom this promotion may lawfully be directed.  It is not intended to be distributed or passed on, directly or indirectly, to 
any other class of persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who 
would be classified as Retail Clients. 

For clients of Raymond James Investment Services, Ltd.: This report is for the use of professional investment advisers and managers and 
is not intended for use by clients. 

For purposes of the Financial Conduct Authority requirements, this research report is classified as independent with respect to conflict of 
interest management. RJFI, and Raymond James Investment Services, Ltd. are authorised and regulated  by the Financial Conduct 
Authority in  the United Kingdom. 

For clients in France: 

This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, 
being persons who are Eligible Counterparties or Professional Clients as described in “Code Monétaire et Financier” and Règlement 
Général de l’Autorité des Marchés Financiers. It is not intended to be distributed or passed on, directly or indirectly, to any other class of 
persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who would be 
classified as Retail Clients. 

For clients of Raymond James Euro Equities: Raymond James Euro Equities is authorised and regulated by the Autorité de Contrôle 
Prudentiel et de Résolution and the Autorité des Marchés Financiers. 

 

For institutional clients in the European Economic Area (EEA) outside of the United Kingdom:  

This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be 
submitted. 

 

For Canadian clients:  

This report is not prepared subject to Canadian disclosure requirements, unless a Canadian analyst has contributed to the content of the 
report.  In the case where there is Canadian analyst contribution, the report meets all applicable IIROC disclosure requirements. 

 

Proprietary Rights Notice: By accepting a copy of this report, you acknowledge and agree as follows: 

This report is provided to clients of Raymond James only for your personal, noncommercial use. Except as expressly authorized by 
Raymond James, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate or 
commercially exploit the information contained in this report, in printed, electronic or any other form, in any manner, without the prior 
express written consent of Raymond James. You also agree not to use the information provided in this report for any unlawful purpose. This is RJA client 

releasable resear ch 

This report and its contents are the property of Raymond James and are protected by applicable copyright, trade secret or other 
intellectual property laws (of the United States and other countries). United States law, 17 U.S.C. Sec.501 et seq, provides for civil and 
criminal penalties for copyright infringement. No copyright claimed in incorporated U.S. government works. 

 

 


