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Priced for Perfection versus Priced for Destruction:  Old Rules Never Stop Working. 
  

There are so many strange things going on this year of years, 2020, that it would be easy for us to think, 
“Old rules and old principles don’t apply.  All bets are off . . . and maybe we’d better cancel those “bets” 
indeed, come to think of it.”  It’s very easy to feel that way, when we’re still feeling stunned from that 
piece of sky which fell on our heads back in March.  But golden rules and golden principles always apply, 
with no exceptions, in the investment world . . . and all the other worlds.  Let’s glance at just one of those 
“strange” events, this year, and see if we can trust the golden rule which applies to it. 
  

“Priced for Perfection” versus” Priced for Destruction”:  AMD and Micron. 

 
  
That wonderfully accelerating orange arrow, up there, is one of the “Celebrity Tech” stocks which have 
been saying, more or less, “Virus?  What virus?” since the carnage began.  It’s Advanced Micro Devices, a 
long-time chipmaking competitor to Intel.  AMD spent its life, up until 2017 or so, hoping Intel wouldn’t 
quite put it out of business, and might tolerate AMD serving 5% of the computer chip market, or so.  The 
rest belonged to Intel.  
  
Then along came 2018 or so, and Intel’s legendary chip-design and chip-manufacturing champions 
stumbled.  Designing and manufacturing chips is not even slightly easy.   Intel finally got it wrong, and 
AMD got a chance to catch up, somewhat, and grab a chunk of Intel’s 95%.  Hence the swooping, soaring 
orange arrow, with AMD up 1200% or so in 4 years, and looking like it’s just now leaving the Earth’s 
atmosphere, and the next stop will be Mars or possibly Pluto.  
  
Who would not wish to have owned this stock . . . and be strongly tempted to buy that ticket to Pluto, 
even after 1200%? 



  
Then we have Micron, the roller-coaster blue line.  It’s up 500%--not bad for 10 years—but it’s given 
shareholders a sickening ride along the way . . . and its latest direction is, well, the wrong way.  Why own 
Micron, possibly headed for Death Valley, when we can own AMD, soaring into the solar system? 
  
The only answer we have for that question, at Outlook, is to repeat our “golden rules” for investing.  We 
insist on being sure of 2 things, in any company we buy: 
  

1. The company’s operating results are highly likely to do very well over the next 5 to 10 years, even 
if “very well” means the net result of sharply cyclical year-by-year results (the sickening ride.) 

  
2. The company’s stock valuation is emphatically not over-optimistic, and preferably is strongly 

pessimistic or at least cautious or doubtful . . . until the market changes its mind and the stock’s 
“payoff period” begins. 
  

We stick to that formula because it gives us the most certainty that we’ll earn excellent results eventually, 
if we’re patient enough to wait; and gives us the most certainty that losses in market value will be 
temporary.    In other words, the business itself has to be good, and so does the stock price, as a good 
value.  Those 2 things are not required to go together—and when they don’t, Outlook’s Golden Rule 
requires us to stay out, 1200% gains or not.  And in AMD and its Celebrity Tech friends, right now, they 
are as far apart as Earth and Pluto.  
  
The Golden Rule gets ignored, by investors, because while its message is, “Stay out, or you’ll be sorry!”, it 
can take a long time to prove that.  Furthermore, there is always a tiny fraction of the “Celebrity Stocks” 
which never do make investors sorry.  Amazon is a good example . . . at the moment.  But that adjective 
was “tiny,” and when we seem to be seeing a lot of rockets to the Moon, we tend to think “tiny” includes 
whatever stock we’d like to own.  But it doesn’t.  Here’s a picture we’ve used a lot, at Outlook: 
  

Priced for Perfection:  Cisco Systems in the Year 2000 



 
  
Twenty years ago, Cisco—a genuinely excellent company with superior networking products and decisive 
leadership among business clients—traded around $80/share.  Today it’s around $42—call it 50% 
lower.  That same 20 years ago, Cisco earned $0.40 per share.  Today it’s around $2.65:  up 560%.  Earnings 
up 560% . . . stock down 50%.  That is what can happen, and eventually usually does happen, when those 
2 “Golden Rule” requirements—good operating business, good (meaning cheap) stock value—don’t go 
together.  
  
AMD, these days, is valued at 50 to 150 times earnings.  That is certainly a dotcom bubble valuation.  It is 
valued as if it’s a certainty that Intel will do nothing but rapidly lose customers and fall even farther behind 
in technology, for the foreseeable future.  That’s called “priced for perfection,” and we can also call it 
“priced without understanding.”  Intel is not going to fall farther behind, and it’s not going to see its giant 
client base run for the exits.  
  
Micron, on the other hand, is valued at about 8 or 9 times its latest earnings peak, and about 2 times the 
earnings Outlook believes it will produce at the top of its next upcycle.  AMD is leaving the stratosphere, 
and Micron is sitting on the floor of Death Valley.  But Micron’s control of its future is a great deal stronger 
than AMD’s.  It will take that cyclical upswing, and its stock is reasonably likely to triple in value by 2024, 
in Outlook’s analysis.  If AMD keeps rising, the only sensible thing to say is that the vacuum under its feet 
is taller than ever.  Vacuums get filled, eventually.  
  
It is indeed a strange year, with the world as we know it coming to an end, seemingly, when we gaze one 
way; and a handful of celebrity stocks acting as if they’ve canceled the rules of gravity, when we gaze 
another way.  But Old Rules and Old Principles never stop working.  The world is not coming to end, but 
steadily rebuilding itself.  And “Priced for Perfection” is still an invitation to step off a cliff, on the 
impression that gravity is no problem anymore.     
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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.  
  
  
 


