Marketing Communication

U.S. Equities: Mind the gap

“Price is what you pay, value is what you get.” - Warren Buffett

At Harris Associates, we are long-term investors. We attempt to identify growing businesses
that are managed to benefit their shareholders. We will purchase stock in those businesses
only when priced substantially below our estimate of intrinsic value. After purchase, we
patiently wait for the gap between stock price and intrinsic value to close.

I recently participated on a panel discussing
topics that most concerned investors. Of course,
I was asked for Harris Associates’ view on
cryptocurrency. As you could guess, my answer
was that we won’t buy it because we have no
idea how to value it. To my surprise, another
panelist, a bull on crypto, said they completely
agreed with me that its value can’t be defined,
but that’s exactly why they own it. If a crypto coin
is worth somewhere between $0 and $500,000,
then they want to own it at $50,000.
Today, it’s become so commonplace for price to
become completely untethered from value that
investors now actively seek out such assets
rather than avoid them. When a CEO claims
their company’s stock is overvalued at $140 per
share, then it increases to $1000, why couldn’t it
sell for $2000? If a company can teeter on the
edge of bankruptcy while its stock price jumps
from $2 per share to $70, then why couldn’t it
sell for $100 per share? Or $200?
Within these parts of the market, logic has been
turned on its head, and the risk of speculative
excess appears high. In contrast, we generally
own the stocks that are inexpensive relative to
their historical P/E ratios and that pay attractive
dividends, which are expected to increase even
further. Plus, these companies’ management
teams consistently use excess cash to purchase
outstanding shares, meaning that our shares will
represent an even larger stake of the business
over time.

Because current trends have become so out of
step with Harris Associates’ time-tested
approach to investing, I thought it would be
useful to go back to the basics and explain why
we believe U.S. Value Equity is an attractive
choice for today’s long-term investors.
Harris Associates calls itself a value investor.
What does that mean?
Finance theory says that stock markets are
efficient, meaning that every company’s price is
the best estimate of its fair value every day. If
that is true, the only way to get an aboveaverage return is to take above-average risk. If
you believe that, then there is no way to “beat
the market,” so you might as well just buy the
index.
At Harris Associates, we believe something
different. While we concede that many stocks
are priced close to fair value much of the time, it
isn’t all stocks all the time. Most market
participants are not carefully calculating the
present value of all future cash flows. They act
on emotions. They often aren’t thinking about
next month, much less next year. As a result,
stocks prices don’t always match business
value. We believe we can take advantage of that
by forecasting further into the future and by
unemotionally pursuing opportunities where
other investors have overreacted.
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We will only buy a stock when it sells at a
meaningful discount to our estimate of the
company’s intrinsic value. For example, we
believe the greatest pocket of value exists in
financials. Many investors are still scarred from
the Great Recession of 2008 and are unwilling to
consider investing in banks, despite their
improved business quality and low multiples.
You also own Netflix and Alphabet. How is
that “value?”
Harris Associates was one of the first value
managers to acknowledge that accounting rules
overly penalize the companies investing to grow
their businesses. Thirty years ago, we were
buying cable TV companies that lost money
every year and had negative book value. Why?
Because we saw an active private market for
cable TV companies at about $1000 per
subscriber, which was much more than their
stocks implied. The income statement was
charging these companies for 100% of their
investment in acquiring subscribers even though
subscribers tended to remain for many years.
Further, the depreciation expense for
underground cable was based on a much shorter
useful life than the assets actually had. When we
adjusted the income statements, the substantial
profitability of the industry became apparent.
We see a strong analogy to Netflix today, where
we adjust the income statement for customer
acquisition cost and the strategic underpricing of
its subscriptions. For Alphabet, we add back its
research spending on Waymo and “other bets”
and add an asset for the value of those moneylosing ventures. We also value cash separate
from the business because if you valued cash at
a normal P/E today, you’d be valuing it at
pennies on the dollar. When we make our
adjustments to Alphabet’s financials, we own its
wonderful search business at less than the S&P
multiple, which we consider to be a bargain.

In the midst of the Covid-19 outbreak in 2020, we
believed that things would return to normal in
several years, which made us much more
positive on financials and travel-related
businesses than other investors. Today, as
investors worry about the Omicron variant, we
see a trivial effect on our valuation estimates,
with small reductions mostly limited to travelrelated businesses as normal demand gets
pushed out to 2023.
With such a long-time horizon, how do you
deal with disruption risk?
When we started Harris Associates, some of the
businesses considered to be most predictable
were newspapers, landline telephones and
Pitney Bowes (machines to put postage on U.S.
mail). Disruption risk is nothing new. Our process
guards against it by forecasting many years into
the future as opposed to assuming a low current
P/E means a stock is cheap. Further, our
recommendations must survive active peer
debate and a devil’s advocate review where an
analyst presents the negative case on stocks we
consider buying. An additional layer of protection
is that we only buy a stock when it is selling well
below our estimate of intrinsic value.
Having said that, we often believe investors
overreact to disruption risk. Examples include
fossil fuel and internal combustion engine
businesses. Current prices suggest that
renewable energy and electric vehicles will be
adopted at much more rapid rates than we
consider likely. Beyond pricing in rapid extinction,
investors often ignore the new technology R&D
spending of incumbents. Examples include
General Motors’ efforts in electric and
autonomous vehicles and Fiserv’s small business
merchant acquiring platform, Clover.
Our valuation process explicitly values emerging
businesses, often exposing an unjustifiably low
P/E for legacy businesses.

How do you account for macro risks?
Our forecast horizon is very long term. Our
implicit assumptions are that most companies will
eventually become “average” growers and that
the economic environment will also be “normal.”
We typically assume the economy will become
“normal” within two years. So, the valuation
impact of an abnormally bad economy is quite
minor, just the shortfall from two years of normal
cash flow. Occasionally, our view that the global
economy will be normal two years from now is
non-consensus and can be seen in our portfolio.

How does your analyst team differ from other
investment firms?
There are four important ways our research
department differs from our competitors. First, all
Harris Associates funds use a value approach.
So, we only hire analysts who are predisposed to
fundamental value analysis. That means every
analyst has a large group of like-minded
colleagues to bounce ideas off.
Second, our analysts are all generalists. Most
investment firms assign industries to their
analysts, meaning they have an auto analyst,
bank analyst, health care analyst, etc.

We give our analysts the freedom to recommend
any stock they believe is attractive, regardless of
industry. Third, in many research departments,
the analysts are told which stocks they should
work on. Harris Associates analysts are
encouraged to work on the stocks they find most
attractive. We believe this structure makes our
analyst jobs more interesting and also makes our
analysts better investors.
Last, most of our competitors use the analyst role
as training for the “more important” job of
portfolio manager. We have a dual career ladder.
If one enjoys being an analyst, that’s great.
There is no economic incentive for our analysts
to become portfolio managers. Instead, they
make that decision based on job satisfaction.
These differences are why Harris Associates
becomes a desirable destination for analysts who
are value investors. And once analysts join
Harris Associates, they are generally with us for
a very long time.
How do you assess today’s investment
opportunity?
We aren’t market timers, so I have no idea what
2022 returns will look like. But the further out we
look, the more returns are based on
fundamentals, and the more confident we are in
our opinions. We believe that stocks are much
more reasonably priced than bonds. The S&P
500 has a dividend yield that matches a 10-year
government bond, and unlike a bond, its
dividends and earnings are expected to grow.
We expect equity investors to perform well
relative to bond investors over the next decade.
We also believe that our portfolios are more
attractively priced than the S&P 500. We don’t
own the concept stocks that the financial media
spends so much time covering. Most of our
portfolios are traditional businesses that have
below-average P/E ratios.
One of the best investment strategies over the
past decade has been to buy exciting
businesses, regardless of price. It isn’t
sustainable, in our opinion, and has resulted in
an unusually large price gap between growth
stocks and low P/E stocks. We believe that a
reversal of that performance is warranted and is
likely. We are well positioned for a return to
normal.
And I have some rocks in my yard that are worth
between $0 and $500,000 that I would happily
sell for the bargain price of just $50,000!

Written in January 2022
Valuation estimates as of December 31st 2021
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This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required
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In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment Managers International is a portfolio management
company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme)
registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. Italy: Natixis Investment
Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy. Netherlands: Natixis Investment Managers International, Nederlands
(Registration number 000050438298). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers International, Nordics Filial
(Registration number 516412-8372- Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Or,
Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management company that is
authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis
Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis Investment Managers S.A., Zweigniederlassung
Deutschland (Registration number: HRB 88541). Registered office: Senckenberganlage 21, 60325 Frankfurt am Main. Belgium: Natixis Investment Managers S.A., Belgian
Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium. Spain: Natixis Investment Managers, Sucursal en España, Serrano n°90, 6th Floor, 28006 Madrid,
Spain. In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its
representative office in Zurich, Schweizergasse 6, 8001 Zürich. In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the
UK Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the
distribution of this material is intended to be made to persons as described as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at
investment professionals and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in Guernsey:
this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in
Jersey: this material is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or
directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act
2008. In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial
products or services are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as
Professional Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield
Place, DIFC, PO Box 506752, Dubai, United Arab Emirates. In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities
Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist.,
Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore Limited
(company registration no. 199801044D) to distributors and qualified investors for information purpose only. In Hong Kong: Provided by Natixis Investment Managers Hong Kong
Limited to professional investors for information purpose only. In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No.
246830) and is intended for the general information of financial advisers and wholesale clients only . In New Zealand: This document is intended for the general information of
New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA)
and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty
Limited is not a registered financial service provider in New Zealand.In Colombia: Provided by Natixis Investment Managers International Oficina de Representación (Colombia) to
professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively
outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than 100 specifically identified investors. In Latin America: Provided
by Natixis Investment Managers International.In Chile: Esta oferta privada se inicia el día de la fecha de la presente comunicación. La presente oferta se acoge a la Norma de
Carácter General N° 336 de la Superintendencia de Valores y Seguros de Chile. La presente oferta versa sobre valores no inscritos en el Registro de Valores o en el Registro de
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oferta pública mientras no sean inscritos en el Registro de Valores correspondiente. In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated
financial entity, securities intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the
Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require authorization or license are
rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public
offering of securities in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the
laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis
Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority. In
Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San
Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. In Brazil:
Provided to a specific identified investment professional for information purposes only by Natixis Investment Managers International. This communication cannot be distributed
other than to the identified addressee. Further, this communication should not be construed as a public offer of any securities or any related financial instruments. Natixis
Investment Managers International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no.
GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre
Mendès France, 75013 Paris.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management
and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in
which they are licensed or authorised. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment
service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law.
In the United States: Provided by Natixis Distribution, LLC, 888 Boylston St., Boston, MA 02199 for U.S. financial advisors who do business with investors who are not U.S.
Persons (as that term is used in Regulation S under the Securities Act of 1933) or persons otherwise present in the U.S. It may not be redistributed to U.S. Persons or persons
present in the U.S. Natixis Investment Managers includes all of the investment management and distribution entities affiliated with Natixis Distribution, LLC and Natixis Investment
Managers S.A.
This document may contain references to copyrights, indexes and trademarks that may not be registered in all jurisdictions. Third party registrations are the property of their
respective owners and are not affiliated with Natixis Investment Managers or any of its related or affiliated companies (collectively “Natixis”). Such third party owners do not
sponsor, endorse or participate in the provision of any Natixis services, funds or other financial products.
The index information contained herein is derived from third parties and is provided on an “as is” basis. The user of this information assumes the entire risk of use of this
information. Each of the third party entities involved in compiling, computing or creating index information, disclaims all warranties (including, without limitation, any warranties of
originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to such information.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an
offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment
carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the
date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be
forecasted in this material. The analyses and opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment Managers.
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy,
adequacy, or completeness of such information. May not be redistributed, published, or reproduced, in whole or in part.
Amounts shown are expressed in USD unless otherwise indicated.
Natixis Investment Managers may decide to terminate its marketing arrangements for this fund in accordance with the relevant legislation.
HARRIS ASSOCIATES L.P. - An affiliate of Natixis Investment Managers. Investment adviser registered with the U.S. Securities and Exchange Commission (IARD No. 106960),
which is licensed to provide investment management services in the United States. 111 S. Wacker Drive #4600 Chicago, IL 60606, USA.
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intended to be communicated to and/or directed at professional investors only; in Guernsey:
this material is intended to be communicated to and/or directed at only financial services
providers which hold a license from the Guernsey Financial Services Commission; in Jersey:
this material is intended to be communicated to and/or directed at professional investors only;
in the Isle of Man: this material is intended to be communicated to and/or directed at only
financial services providers which hold a license from the Isle of Man Financial Services
Authority or insurers authorised under section 8 of the Insurance Act 2008.
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represent the views of the portfolio manager(s) as of the date indicated. These, as well as the
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opinions expressed by external third parties are independent and does not necessarily reflect
those of Natixis Investment Managers. Past performance information presented is not indicative
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Although Natixis Investment Managers believes the information provided in this material to be
reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or
completeness of such information. This material may not be distributed, published, or
reproduced, in whole or in part.
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