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PERFORMANCE BENEFITED FROM OUR FOCUS ON QUALITY
The year started with guarded optimism. The pandemic was ending, the economy was still
relatively strong, and stocks had just posted another year of solid gains. These gains were
especially impressive among large-cap, growth-oriented issues, though we felt their multi-year
run was getting out of hand. We thought investors in these stocks would soon be disappointed,
and even see a material downward adjustment. After all, stocks valued at 30 times earnings
rarely provide good returns no matter how good the fundamentals might be.
On top of this, large pockets of the market looked downright silly, including SPACS, meme
stocks, and some “new economy” stocks. In large part, the new economy stocks were working
as they had in past years, but they were coming under pressure and had further to fall.
For growth investors, the challenge often lies in resisting the tendency to pay ANY price for a
stock because the fundamentals and the story seem so compelling. Although experience shows
us that sometimes a catalyst emerges, validating a large price premium, our view is that price
usually does matter. Eventually, the momentum shifts, and investors move to more sensibly
priced stocks — like those we prefer.
What shook growth stocks in the first quarter had been in the works for a while. Value-oriented
stocks began performing better when the pandemic started to wane and investors realized that
work-from-home stocks were not the only ones that could go up. But the real catalyst for value
stocks came with the ever-more hawkish stance by the Federal Reserve, which became
increasingly ready to raise rates. Higher rates usually mean the economy is doing well and that
growth isn’t scarce. In that kind of environment, why pay a big premium for growth when
multiple sectors — financials, industrials and consumer — also have good prospects — and at
lower prices? Higher rates also hurt growth stocks more because a greater portion of their cash
flows is out in future years. So, their intrinsic values are more affected by a higher discount rate.
But, of course, the game changer was the Russian invasion, which for a time intensified the
above market dynamics. Stocks suddenly faced higher rates, slower growth, skyrocketing oil
prices, potentially worse supply chain problems, and inflation, not to mention all-out war (with
nuanced threats of a nuclear exchange). Yet, somehow, in March, the market rallied, erasing
about half the losses sustained earlier in the quarter.
So, the first quarter was not good for growth stocks. At one point, while the S&P 500® Index
was down more than 13% from its high in January, the Nasdaq was down more than 21% from
its high hit in November 2021. Certain high-growth stocks, such as Teladoc Health, and equity
vehicles, such as the ARK Innovation ETF, were down 30-60% from their highs highlighting the
boom to bust nature of these stocks.
In contrast, Berkshire stocks fared very well, benefiting from our caution on the valuations of
high-growth companies and our focus on more sensibly priced issues, especially in more valueoriented sectors.
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The dynamics at work in the first quarter highlight a central tenet
of our firm’s investment strategy. Pandemics, wars, recessions,
financial panics, supply chain problems, and bubbles are all part
of investing. Periods of perfect peace and prosperity are rare, and
when they occur, they’re quickly reflected in market prices. So, if
you’re looking to own stocks and enjoy the upside without the
drama, you’re in the wrong asset class. The stress one must
endure as an investor in stocks is one reason, they tend to
outperform other asset classes over time.
Fortunately, there are ways to mitigate this stress. Some
managers and advisors will attempt to time the market, selling
when risks rise and buying when they subside. But, as most
experienced investors know, timing the market is difficult.
Our preferred method is not to sidestep these market ups and
downs, rather, own companies that possess the financial strength
and flexibility to endure — and possibly thrive — during these
periods.
In fact, during times of market stress, we hope to outperform. But
sometimes we even surprise ourselves. At the beginning of the
year, if someone had said, “Inflation will reach a 40-year high,
growth stocks will decline 15-20%, rates will be rising, and, oh
yeah, Russia will invade Ukraine, but the Berkshire portfolio will be
UP,”1 we’d have thought they were crazy. But that’s what
happened.
We’ve been writing to many of you for years, and we think this is
just one more validation of the well-validated advice to avoid
timing the market. Instead, own great companies that produce
and grow cash flows year-in and year-out and therefore can
withstand these periods of stress.
That’s not to say that we downplay threats. Far from it. For
example, we have done analysis of supply chains and the
exposure to Russia. Direct exposure of our companies doing
business with that country is relatively small. Russia makes up only
1.7% of the world’s economy and about 12% of Europe’s
economy. Our companies in aggregate generate 50% of their
revenues internationally or about the same as other large multinational companies. (Source: Bloomberg) Direct revenue
exposure to Russia is relatively small. Outside of their impact on
energy markets, Russia is really not a material player on the world
economic stage. So, the diversity and financial strength of our
companies again gives us confidence our portfolio can ride out
the storms.

Another major macro challenge is inflation. As consumers, you are
dealing with rising costs of seemingly EVERYTHING. Will inflation
help company earnings, and can a company perform in a way that
helps you offset inflation? We believe the answer is, yes and yes
— but only if you own the right companies. You should own those
that can grow earnings despite inflation and also can pay you an
ever-increasing dividend.
For the most part, the companies we own have the financial
flexibility to manage input costs. But in many cases, they also have
strong brands that give them pricing power, allowing them to keep
raising prices to maintain their profit margins. They do this to
differing degrees, but this is a core component of what we seek,
and growing earnings and dividends have ALWAYS been a core
feature of the Berkshire Dividend Strategy.
With this in mind, let’s take a closer look at the first quarter’s
relatively solid performance. As we mentioned above, value
stocks performed well. They benefited from the reopening of the
economy and also were not as hindered as much as growth stock
by rising interest rates.
More specifically, our allocation to the financial sector did
reasonably well versus the market. Loan growth is starting to pick
up, and rates are moving higher, which is increasing banks’ net
interest margins, a key measure of profitability. Cheap valuations,
attractive and growing dividends also contributed to this sector’s
appeal.
Industrials were also solid performers. Though supply chain
bottlenecks hampered some industries, our allocation to the
industrial sector performed well, primarily due to the growing
economy.
Health care stocks, laggards in 2021, also performed well. Stock
selection was solid, with a few issues posting outsized gains. We
continue to like the sector, given its attractive yields, growing
dividends, and defensive characteristics.
Technology was also relatively solid for us. We own some of the
biggest names in this sector, and unlike the riskier ones, these are
well-capitalized and have reasonable valuations and solid growth
prospects. Being selective in this sector paid off.
What’s in store for the rest of the year? It is hard to tell near term.
But regardless of the outlook, we’re confident. We believe our
approach — focused on companies with strong brands, pricing
power, healthy cashflows, and financial strength — is potentially
an attractive option for investors to stand fast in the face of the
market’s turbulence.
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Past performance does not guarantee future results.

Registration with the SEC or any state securities authority does not imply a certain level of skill or training. The views expressed reflect those of Berkshire Asset
Management, LLC (Berkshire) as of the date of this document. Any views are subject to change at any time based on market or other conditions, and Berkshire
disclaims any responsibility to update such views. This information is not intended to be a forecast of future events, a guarantee of future results or investment advice.
Because investment decisions are based on numerous factors, these views may not be relied upon as an indication of trading intent on behalf of any portfolio. The
information contained herein has been prepared from sources believed to be reliable but is not guaranteed by Berkshire as to its accuracy or completeness. Index
performance discussed is for illustrative purposes only and does not predict or depict performance of any Berkshire investment strategy. While index comparisons
may be useful to provide a benchmark for a strategy’s performance, it must be noted that Berkshire’s investments are not limited to the investments comprising the
indices. Each of the strategy benchmark indices are unmanaged and cannot be purchased directly by investors. Risks: Past performance does not guarantee future
results. All investing carries risk including risk of principal or income loss. Dividends are subject to change, are not guaranteed, and may be cut. Investing based on
dividends alone may not be favorable as it does not include all material risks. There is no guarantee any stated (or implied) portfolio or performance objective mentioned
by Berkshire can be met. Berkshire’s equity style may focus its investments in certain sectors or industries, thereby increasing potential volatility relative to other
strategies or indices.
*Berkshire Asset Management, LLC (Berkshire) is a fee-based, SEC registered advisory firm serving the portfolio management needs of high net worth and institutional
clients. Berkshire Asset Management, Inc. was formed in 1986 as a SEC registered investment adviser. In 1999 the company was sold to Legg Mason. In 2007,
senior leadership repurchased the firm, forming Berkshire Asset Management, LLC, the company built to serve you today.

