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Why This Yalue lavestor Is
Thrilled By Higher Rates

Wall Street scion Christopher Davis hung tough for 14 years as risk-free borrowing pinched value stocks.

Now that money costs money again, he’s taking advantage of what he calls “a return to normalcy.”
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here’s a Mistake Wall in Christo-
pher Davis’ office on Fifth Avenue
in Manhattan-23 framed stock
certificates in four horizontal rows.
They represent the biggest invest-
ing blunders committed by Davis Advisors,
the family business he took over in 1998,
which includes 17 mutual funds and ETFs,
with total assets of $23 billion. Each certifi-
cate is accompanied by two or three sen-
tences in small type describing what Davis
calls “transferable lessons,” which means,
if heeded, that the errors won’t happen
again. Google is on the wall because Davis
missed out buying into its 2004 IPO. Waste
Management is up there, too, because
Davis sold it during a management scandal
in 2000, not realizing that its business was
still humming.
“We have a humble culture,” he says.
That doesn’t mean Davis, 58, has noth-
ing to brag about. His flagship $6.2 billion
(as of 12/31/23) Davis New York Venture
Fund returned 30% last year, compared
with 26% for the S&P 500 Index. The fund
has delivered an 11.4% average annualized
return since it began in 1969. The S&P:10.4%.
But near-zero interest rates from 2008

to 2022 proved humbling to value inves-

tors and those not falling hard for large
tech stocks. Davis’ undervalued stocks
stayed undervalued. Clients bailed. Davis
New York Venture Fund assets fell by 88%.
Davis questioned his approach. Davis Advisors’ Christopher Davis.
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“We rarely think we know more than the
market, and in those few cases when we
think we do, the vast majority of people will
think we’re wrong,” he says. “The difference
between conviction and stubbornness is a
delicate line.”

Few Wall Street pedigrees are as sterling
as Davis’. His grandfather, Shelby Cullom
Davis, started trading in 1947 with $100,000
and turned it into $800 million, landing him
on The Forbes 400 for eight years before
his death in 1994. Under the stewardship of
Davis’ father, Shelby M.C. Davis, 86, Davis
New York Venture Fund beat the market 16
times in 20 years and firm assets climbed to
$3 billion by 1995.

With his unruly graying blonde hair, pull-
over sweater-and-tie ensemble and an of-
fice decorated with what looks like a deto-
nation of paper, a bust of Charlie Munger
and a doggie bed for Knick, his 4-year-old
Kooiker-a Dutch breed, hence the name,
short for Knickerbocker-Davis radiates the
vibe of a philosophy professor more than
that of a Wall Street power player. Davis
Advisors is employee-owned; Davis’ share
is 45%, valued at over $200 million, and he
has a significant stake in the firm’s funds.
But his grandfather and father dedicated
most of their money to philanthropy, and
Davis insists he is not a billionaire.

Still, he formed his investment strategy
the old-fashioned way. He inherited it.
His firm’s approach is similar to Warren
Buffett’s: Pay reasonable prices for irre-
placeable companies that have disciplined
leadership and let them ride.

Buying decisions are based on two deter-
minations. First, Davis and his team calcu-
late what he calls owner-earnings yield—the
cash a business generates after reinvesting
enough to maintain its current competitive
position divided by the price paid to buy the
business. Drilling into financial statements,
his team pays close attention to debt and
its duration, refinancing possibilities and
capitalized leases, as well as to items that
may flatter a company’s net income, such
as surprisingly low tax rates, aggressive
depreciation schedules and stock-based
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AFTER 14 YEARS OF UNDERPERFORMING, DAVIS ADVISORS
1S BEATING THE MARKET WITH A HANDFUL OF GROWTH
STOCKS LIKE META, TRADING AT VALUE-INVESTOR PRICES.
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compensation. Second, they focus on the
opportunities that a company has to rein-
vest in itself. Acompany that has attractive
reinvestment prospects may be worth a lot
more than one that doesn’t, Davis says.

“We act as if we are buying the entire
business,” he says, noting that stock owner-
ship by management is a must. Each year
he adds only a few new names to the 40 or
so in his mutual funds.

“The difference between
conviction and stubborn-
ness is a delicate line.”

For more than five years, Davis New York
Venture Fund has been heavily weighted in
financial companies, including Berkshire
Hathaway and banks such as Capital One
and Bank of New York, which suffered from
the Fed’s easy-money policy. The absolute
returns were fine, Davis says, but there was
a widening gap between earnings growth
and lagging market caps. “What we had
was money flowing to where hype was and

not where value was,” he says. “It was tied to
this bizarre free-money era, this massive
distortion.”

He can identify the moment he felt he
could breathe again: March 16, 2022. That
was the day the Federal Reserve started rais-
ing rates. Davis calls it a return to normalcy.
“This is our great opportunity,” he says.

Meta became Davis’ biggest position,
currently at 8.5% of Davis New York Venture
Fund. Davis Advisors already owned some
of the stock, but by November 2022, shares
had plummeted 76% from their peak. Rev-

. enue was wilting. Young people were avoid-

ing Facebook while TikTok was eating Ins-

tagram’s lunch. CEO Mark Zuckerberg was

losing billions investing in the metaverse.
Davis held a different view. “Here’s a

. company trading at 14 times earnings,

which seems shockingly low with the mar-
ket at 18 times with companies that bare-
ly grow at all,” he says. Not only that, but
Zuckerberg recognized that with borrow-
ing costs climbing, Meta needed discipline.
Even if his bet on the metaverse failed to
pay off, it was the kind of long-range think-
ing Davis admires. “I've known Mark since
2000,” he says. “He’s hyper-rational. He'’s
not a lunatic.”

Between the beginning of September and
November 3, 2022, Davis says, he bought
nearly 125 million shares of Meta at an aver-
age price per share of about $113. The stock
now hovers in the vicinity of $500. Meta was
up 194% in 2023.

Financials also buoyed Davis’ 2023 re-
turns. Last year, Capital One was up 44%,
JPMorgan Chase 31% and Wells Fargo
23%. He still loves financials, which rep-
resent nearly 50% of his fund, but says
he’s selectively bullish. Other big holdings
include Amazon, Applied Materials and
pharma company Viatris.

Is Davis worried that the return to nor-
malcy his firm is counting on will evaporate
with lower interest rates? “Our bet is that
over the next 15 years, interest rates are on
average higher than the last 15, and that’s
normal,” he says. “The free-money era
is over”
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Click here for Fund performance.

Before investing in the Funds, you should carefully consider the investment objectives, risks, charges,
and expenses of the Funds. The prospectus and summary prospectus contains this and other information
about the Funds. You can obtain performance information and a current prospectus and summary
prospectus by visiting davisfunds.com or calling 800-279-0279. Please read the prospectus or summary
prospectus carefully before investing or sending money. Investing involves risks including possible loss
of principal.

DAVIS DISTRIBUTORS, LLC (DDLLC) paid Forbes their customary licensing fee to reprint this article.
Forbes is not affiliated with DDLLC, and DDLLC did not commission Forbes to create or publish this
article/profile.

This article includes candid statements and observations regarding investment strategies, individual
securities, and economic and market conditions; however, there is no guarantee that these statements,
opinions or forecasts will prove to be correct. These comments may also include the expression of opinions
that are speculative in nature and should not be relied on as statements of fact.

Objective and Risks. The investment objective of Davis New York Venture Fund is long-term growth of
capital. There can be no assurance that the Fund will achieve its objective. Some important risks of an
investment in the Fund are: stock market risk: stock markets have periods of rising prices and periods of
falling prices, including sharp declines; common stock risk: an adverse event may have a negative impact
on a company and could result in a decline in the price of its common stock; financial services risk:
investing a significant portion of assets in the financial services sector may cause the Fund to be more
sensitive to problems affecting financial companies; foreign country risk: foreign companies may be
subject to greater risk as foreign economies may not be as strong or diversified; China risk — generally:
investment in Chinese securities may subject the Fund to risks that are specific to China including, but not
limited to, general development, level of government involvement, wealth distribution, and structure;
headline risk: the Fund may invest in a company when the company becomes the center of controversy.
The company’s stock may never recover or may become worthless; large-capitalization companies risk:
companies with $10 billion or more in market capitalization generally experience slower rates of growth in
earnings per share than do mid- and small-capitalization companies; manager risk: poor security selection
may cause the Fund to underperform relevant benchmarks; depositary receipts risk: depositary receipts
involve higher expenses and may trade at a discount (or premium) to the underlying security and may be
less liquid than the underlying securities listed on an exchange; emerging market risk: securities of issuers
in emerging and developing markets may present risks not found in more mature markets; fees and
expenses risk: the Fund may not earn enough through income and capital appreciation to offset the
operating expenses of the Fund; foreign currency risk: the change in value of a foreign currency against
the U.S. dollar will result in a change in the U.S. dollar value of securities denominated in that foreign
currency; and mid- and small-capitalization companies risk: companies with less than $10 billion in
market capitalization typically have more limited product lines, markets and financial resources than larger
companies, and may trade less frequently and in more limited volume. See the prospectus for a complete
description of the principal risks.

The information provided in this material should not be considered a recommendation to buy, sell or hold
any particular security. Click here for current Fund holdings.

Davis Funds has adopted a Portfolio Holdings Disclosure policy that governs the release of non-public
portfolio holding information. This policy is described in the prospectus. Holding percentages are subject
to change.

While Shelby Cullom Davis’ success forms the basis of the Davis Investment Discipline, this was an
extraordinary achievement and other investors may not enjoy the same success.

The S&P 500 Index is an unmanaged index of 500 selected common stocks, most of which are listed on the
New York Stock Exchange. The index is adjusted for dividends, weighted towards stocks with large market
capitalizations and represents approximately two-thirds of the total market value of all domestic common
stocks. Investments cannot be made directly in an index.

Davis Distributors, LL.C

2949 East Elvira Road, Suite 101, Tucson, AZ 85756
800-279-0279, davisfunds.com
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