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Fundsmith’s founder staff, now all partners, photographed at inception in 2010.













Foreword
to first edition



BY LIONEL BARBER


IN November 2011, one year after launching Fundsmith, Terry Smith asked me whether the Financial Times would consider publishing his obituary-commentary on the death of Smokin’ Joe Frazier, the former heavyweight boxing champion with the murderous left hook.


This was an unusual request, but all good newspaper editors know that readers enjoy an element of surprise. Besides, I knew that Terry was passionate and, more importantly, knowledgeable about boxing. (He once tried to entice me into the ring to raise money for charity, an offer wisely declined on my part.)


The ensuing tribute in the FT captured one of life’s essential truths. What made Frazier so great, Terry wrote, was his link to the men he fought – George Foreman and Muhammad Ali – and the significance the bouts had. ‘We would all do well to remember that we are defined by those with whom we compete – be they boxer, banker or politician.’


Those who have come to appreciate Terry Smith, as I have over the past 15 years, know that he is a man who is fiercely competitive, whether cycling uphill in the French Alps, kickboxing on a beach patio, or squaring up against rival brokers and fund managers. He too has been defined by his opponents, the great, the good and the not so good. But what sets him apart is not just his formidable winning streak, but the principles on which he has chosen to take a stand.


During a career in financial services stretching more than four decades, Terry has been as lethal as “Smokin’ Joe” in cornering competitors. He has reserved a special place for those who, in his eyes, are guilty of incompetence, obfuscation or misleading investors via sophisticated marketing or creative accounting. He is the unabashed champion of “quality” which, he argues, is synonymous with true value.


Terry has always put his money where his (considerable) mouth is. He single-handedly organised the campaign to build a London memorial to Sir Keith Park, the Kiwi flying ace and unsung hero of the Battle of Britain. He built up Tullett Prebon as a pre-eminent inter-dealer broker and then walked away to launch Fundsmith, where his commitment to invest in sound businesses has proved a winning, if still somewhat unfashionable, formula. Or as he puts it, succinctly:


‘. . .a good company with good products or services, strong market share, good profitability, cash flow and product development.’


Fundsmith was launched a decade ago in less-than-propitious circumstances. True, the 2007–09 global financial crisis had abated, thanks to unprecedented intervention by central banks. But the economic recovery was far from secure, and Europe was in the middle of a full-blown sovereign debt crisis. In the following years, Fundsmith would come to thrive and challenge many of the (lazy) assumptions about the fund management industry.


Myth number one: algorithms have taken over the world and there is no serious alternative to passive investing, exemplified by the rise of exchange-traded funds (ETFs). These funds have indeed grown exponentially, ostensibly offering far more reliable returns compared to so-called “active” investing. But Fundsmith has demonstrated that there is a profitable niche in the market alongside the titans of BlackRock, Fidelity and Vanguard.


Myth number two: so-called value investing has run its course. Chief witness for the prosecution is Neil Woodford, long hailed as Britain’s Golden Boy. Woodford certainly had his moments at Invesco; but after striking out on his own in 2014, his record looks more similar to that of another golden boy: Billy Walker, the British heavyweight from Stepney, known as “the Blond Bomber” who eventually gave up his gloves for a brief career in movies. In fact, Woodford’s demise owes more to hubris and an unhealthy reliance on illiquid stocks. It does not spell the end of the savvy stock picker.


Myth number three: asset allocation trumps all considerations and, almost by implication, the addition of a small/mid-cap element to a portfolio constitutes an unacceptable level of risk. In fact, as Terry argued in a myth-busting FT column in August 2018, ‘there is no doubt that adding a small/mid-cap element to a portfolio can achieve the seemingly impossible feat of generating additional return while reducing risk.’ No doubt Terry had half an eye on the launch of Smithson, his small-to-mid-cap fund; but once again the subsequent performance of the fund speaks for itself.


Myth number four: blue-chip companies deserve a measure of respect which makes them impregnable or untouchable. Terry has shown time and again a willingness to challenge conventional wisdom. He has taken on national champions such as IBM in the US and Tesco in the UK, relentlessly probing their underlying performance and profitability. In retrospect, his critical analysis has proven remarkably prescient.


There is, I believe, a certain correlation between Terry’s “without fear and without favour” approach to stock-picking and my own approach to journalism. We are both students of history as well as practitioners of direct verbal communication and unfussy written prose. My early editorship was indeed partly defined by my first encounters with Terry in late 2005 when we settled a messy legal dispute which I inherited from my predecessor.


What Terry has taught me, and I suspect many others, is that there is little to be gained from venturing into the speculation business. Many things are inherently unknowable. This, of course, does not prevent many people, especially journalists, from becoming armchair forecasters. In the age of social media, where news and views are spread at scale in real time, too many are tempted to opine about the future, not simply to anticipate but also to attempt to influence events. This is not an argument against free speech, more a health warning about vacuous pronouncements and the (relative) value of talking heads.


This offers me a perfect excuse for not commenting on what may lie in store for Fundsmith over the next decade. As a Big Picture person, who worries about the state of liberal democracy, I must remain silent for now. Nor do I have much wisdom to offer about Brexit and what it means for the UK. Finally, as an amateur economist, I have little to contribute to the debate about the return of inflation. I would merely add that, in the spirit of Sir Isaac Newton’s third law of physics, at some point the extraordinary actions of the central banks must produce an opposite (if not necessarily equal) reaction.


In the meantime, only three words matter for investors and admirers alike.


Happy Birthday, Fundsmith.


LIONEL BARBER


Editor, Financial Times 2005–2020










The lessons of the first fifteen years


INTRODUCTION BY TERRY SMITH


THE update of this book is to mark the fifteenth anniversary of Fundsmith’s foundation. It comprises articles that I have published over that period together with my annual letters to investors in the Fundsmith Equity Fund.


I will start by quoting from the tenth anniversary update of the book:


At the outset, Fundsmith believed that direct communication with our investors was important because it gave us the best chance of explaining our investment strategy, how we were performing and what we are doing, without the intervention of intermediaries. This is particularly important when things don’t go well, which is inevitable from time to time, as it might prevent our investors taking actions which are injurious to themselves and our fund. To this end we not only publish an annual letter to investors, we also hold an annual meeting at which investors can pose questions and see us answer them live and in public. This is not mandatory and we are the only mutual fund in the UK which does it. It has become the best attended annual general meeting in the UK. This book is intended to contribute to that tradition of direct communication.


One thing I was right about was things not going well from time to time. We and our investors – and we at Fundsmith are investors in our funds; we eat our own cooking – are about to endure a fifth year of underperformance against our benchmark index.


I wish to explain the factors behind this. Not by way of making excuses: one of the things which riles me is when commentators say “Terry Smith blames Novo Nordisk for poor performance”. If anyone is to blame it is me. Even though Novo’s recently dismissed management provided a glaring example of snatching defeat from the jaws of victory, no one made me buy and hold onto its shares. I am not seeking to blame anyone but rather to understand what the reasons are for the underperformance so that we and you can decide what to do about it, even if the answer may be to just try to remain stoical.


When seeking to identify and explain the factors which have adversely affected us, I have been struck by a quote from Tommy Docherty when he paraphrased a well-known aphorism. In the week when he was fired as manager of Liverpool FC and his wife filed for a divorce, he said, “In life, when one door closes, another slams in your face”. Our recent period of underperformance has made me realise that Docherty was an optimist as there were several, albeit inter-related, major factors behind our poor performance:




	The rise in interest rates in 2022–2023


	The rise in popularity of the so-called Magnificent Seven companies in 2023


	The artificial intelligence (“AI”) boom or hype in 2024–date


	The rise of Index funds


	And last but not least


	Human error – for we have made some





Taking each of these in turn, the Fed Funds rate rose from zero in March 2022 to 5.25% in August 2023. This had a more profound impact on stocks of the sort we seek to own as they typically have higher valuations than the market average and so behave like longer dated bonds in a period of rising rates.


Just when we were stabilising at the higher rates in 2023, the phrase Magnificent Seven (named after the 60s Western movie which I preferred to the stock market version) was coined to reflect the fact that a small group of mostly technology stocks – Alphabet (formerly Google), Amazon, Apple, Meta Platforms (formerly Facebook), Microsoft, NVIDIA and Tesla – were dominating the performance of the US stock market. We own some but not all of these stocks, and we would struggle to get Tesla in particular to fit our definition of a good company in which we seek to invest in.


Then in May 2024 Jensen Huang, the CEO of Nvidia, made several public appearances at which he extolled the upcoming transformation of computing by AI, powered of course by Nvidia’s chips. The result was like firing the starting gun in a race in which capital expenditure on semiconductor chips and data centres by the major tech companies spiralled upwards in an arms race matched only by the performance of their shares.


Meanwhile, as an accelerant to this explosive mixture, we have had the inexorable rise of index funds. Index funds now represent more than half of Assets Under Management (“AUM”) in equities:


[image: A line graph of the share of total US equity fund assets. The line for active funds falls from 100 percent in 1993 to 47 percent in 2025. The line for passive funds rises from 0 percent in 1993 to 53 percent in 2025. Text at the point of interaction reads, ‘Passive exceeds active.’]


The labels used in finance are not always helpful. Index funds are usually called “passives” and they are in the sense that there is no fund manager making investment decisions. Instead, money going into index funds is invested in proportion to the market value of the companies in the index. This is far from a passive strategy, in fact it is a momentum strategy. Money which leaves “active” funds like Fundsmith and goes into index funds is invested into the companies in proportion to their market value size which means that the Magnificent Seven/AI stocks are getting much of the flow because of their size. Money is leaving active funds, many of which are under weight or have no holdings in these stocks. The net effect is to boost the share prices of AI stocks and to depress demand for other shares which are not deemed to be part of the AI boom/hype, some of which we own.


John Bogle, the founder of Vanguard who pioneered index funds, was interviewed in 2017. When asked if the increase in AUM in index funds would eventually distort markets, he said of course it would. The money going into index funds is invested irrespective of the quality or valuation of the businesses. He was very honest and said he had no clear idea what proportion of AUM in index funds would cause that effect, but I suspect we are already at that point. Especially when you consider that in addition to the AUM in index funds there is also a considerable proportion of active funds who are index huggers a.k.a closet index funds and own stocks like the Magnificent Seven/AI stocks, not because they have analysed them and want to own them, but because of the career-preserving nature of staying close to the index. And who can blame them? As John Maynard Keynes, a successful fund manager as well as an economist, said, “Worldly wisdom teaches that it is better for reputation to fail conventionally than to succeed unconventionally”.


The result of this can be seen in these charts:


[image: A clustered bar chart of the concentration of performance from the top 10 stocks in the S and P 500. The graph provides data of the percentage weighing in S and P 500 and the percentage of overall S and P return between 2020 and 2024. The overall return was highest in 2022.]


As you can see, in the five years since I last wrote an introduction to this book an increasing proportion of the value in the US market has been concentrated in the largest ten stocks in the S&P 500 Index reaching 34% in 2024. Moreover, about two thirds of the performance from the index is derived from that same small group of stocks.


Is this much different to the past?





[image: A line graph of the percentage of total market value of the largest 10 stocks, the largest 3 stocks and the largest stocks between 1900 and 2025. The fluctuating lines depict a decreasing trend till 1990, followed by a sharp increase.]


The last time the US market value was this concentrated was in 1930. . . It took until 1954 for the S&P index to regain its 1930 high. But, although this is regarded as prehistoric by most investors today, it is wise to remember that the S&P (not the NASDAQ) did not regain its 2000 high until 2007, and then promptly lost it again in the Credit Crisis until 2013. When bubbles unravel, they can cause many lost years.


Of course, if the supporters of the AI revolution are right about both the economics of AI investment and the particular companies which will benefit from it being the current leaders then this trend may be justified. But maybe not.


Sir John Templeton, who founded the eponymous investment management group, once said, “The four most dangerous words in investing are ‘This time it’s different’”. He was pointing out that there are always people who are willing to rationalise outbursts of investment mania but they are always proven wrong when the bubble bursts and investment fundamentals reassert themselves. We have seen this before, not only in the dot-com boom and bust, but also in other examples such as the Japanese market in the late 1980s. Then we were told that the Price Earnings ratio (“PE”) of over 50 on the Nikkei Index was OK because Japanese accounting was conservative. In fact, the market was just over-valued. After the subsequent fall in the Nikkei, it took until 2024 for the Index to regain the peak it attained in 1989.


With sincere respect to the late Sir John, I think this time it may be different. Not in the sense that the Magnificent Seven/AI boom is not a bubble but rather in the scale it may attain and how long it may persist. When we had the dot-com boom the proportion of AUM which was in Index funds was under 10%. The dominance of index funds now makes the rise of these large stocks a self-fulfilling prophecy.


Will it end, and if so how and when will it end?


I think this phase of the stock market in which a small group of tech stocks dominate the market and its performance will end but I claim no great insight into when or how. But the most likely manner of it ending, in my view, is when investors get a sense of the mis-allocation of capital it may be causing.


Contrary to popular belief, stock markets do not exist to provide an alternative to online casinos. The function of stock markets is to provide valuation for companies, a source of capital raising, and liquidity for investors. However, when companies and/or investors are encouraged by soaring share prices and valuations to believe that capital is free, some disastrous investment decisions follow. They seem to act as though the cost of the capital that companies are investing is the reciprocal of their PE ratio. So a PE of 50 equates to a cost of capital of 100÷50=2%. This is utter nonsense.


The cost of equity does not vary inversely with the valuation and is perhaps best estimated by the cost of so-called risk-free capital, being the yield on long-dated government bonds, plus what is called an equity risk premium. It is not a bad starting point when trying to estimate a cost of equity capital to look at the long-term return on equities as it is in effect an opportunity cost: what return should an investor expect from equity investment over the long term? That is what they should demand as a cost of supplying equity by owning shares. US equities have averaged a return of 9% per annum over the past century. It certainly isn’t 2%. Ever. And it is close to a round number which I like, so let’s say 10%.


If companies or investors start making decisions which deviate much from that assumption based upon soaring share valuations the outcome will be disastrous. In 2000, Vodafone, the UK based mobile phone operator which was one of the leaders in the dot-com boom, bid for Mannesmann, the German mobile operator. At the time Vodafone was on a PE of 54 and Mannesmann was on a PE of 56. That points to another fallacy – managements often justify what they are paying for assets in booms and bubbles by the fact that they are paying by issuing over-valued highly-valued shares. Hang on a minute, what does that imply for investors. . . We can see the results insofar as Vodafone’s shares peaked at a value of 570p in 2000 when it bid for Mannesmann and they are now trading at 88p.


Perhaps the executives running some of the leading AI companies have a clear view of the future and can foresee that AI will produce incremental cash flows such that the returns on the humongous amounts of capital they are investing will be adequate or better than adequate. But if not, we can expect Sir John Templeton’s adage to prove to be right albeit maybe after a longer period and larger scale of irrational exuberance than we have seen in the past, driven by the momentum of index investing.


What shall we do about it? It is easy to say what we won’t do. We won’t be buying shares in companies simply because they are large and dominate the index weightings and performance unless we become convinced that they are good businesses of the sort we wish to own which have long term relatively predictable sources of growth and more than adequate returns on the capital they invest. We have no intention of becoming a closet index fund – if that is what investors desire we think they should buy a real index fund. After all, it’s cheaper.


Rather, we intend to continue holding a portfolio of good businesses in the hope and expectation that their strong fundamental returns will shine through into superior share price and fund performance over the long term.


In the current circumstances, I take my cue from Winston Churchill who said, “if you are going through Hell, keep going”. I intend to.


TERRY SMITH


November 2025










Fund management fees


STRAIGHT TALKING, 28 SEPTEMBER 2010


THERE has been some recent press about the launch of Fundsmith, my new fund management venture.


Since the press was generated by a leak, there has been much speculation about what features Fundsmith will offer investors. One area of focus of this has been on fees.


Without confirming or denying that fees will be a main area of focus for Fundsmith (we’d like to keep at least some secrets back for the launch), I thought it might provide a flavour of things to come if I comment on some problems with the structure of fees (and costs) which investors in funds currently experience.


RDR


A lot has been written about fund management fees recently, particularly with regard to the impact of the Retail Distribution Review (RDR). This comes into effect at the end of 2012 and will thereafter prevent advisers (IFAs, wealth managers and private client stockbrokers) from obtaining payment of part of the egregious upfront fees of up to 5% of the sum invested charged by many fund managers and/or “trail” commission paid from the annual charges levied by managers.


From 2012, advisers will need to obtain payment via advisory fees charged direct to the clients, which may prove somewhat harder to justify when they are explicitly charged to the client rather than paid by the fund manager after he/she has extracted them from the client’s investment.


What few people seem to realise is that trail commissions will still be paid to advisers on investments in funds made by clients in 2012 and earlier. This presents an obvious problem. We are told (“Serious Money: Take my (free) advice and avoid a haymaking IFA”, by Alice Ross, Financial Times, 27 August 2010) that the FSA is monitoring turnover in fund holdings to try to spot any “churning” which may be caused prior to the end of 2012 by advisers getting their clients to invest in funds which will still pay a trail thereafter.


[image: A line graph depicts that 1,000 dollars invested in 1965 are now worth 396,000 dollars to the investor and 3,969,000 dollars to the manager.]


This leaves a rather more pernicious danger which needs to be watched for: the absence of turnover in those funds after 2012. Whilst activity is something which is correctly seen as the enemy of a good investment performance, it would be unsurprising if, having got their clients into trail-paying funds prior to 2013, a lot of advisers weren’t suddenly seized by inactivity. This needs to be guarded against as much as churning.


Two and twenty


Two and twenty is the standard fee formula for the hedge fund industry.


It is unsupportable.


I am not so much shocked as flabbergasted by the number of people who do not realise the impact of these performance-fee structures. I am not talking here about the fact that such a performance-fee structure clearly led many fund managers to gear up their funds as much as the credit bubble allowed and place bets which many attendees at Las Vegas would regard as outrageous, knowing that they had little or no downside and 20%+ of the upside.


I have had discussions with numerous professionals in sophisticated jobs in the investment industry who are either unaware of or disbelieve the mathematics of what I am about to demonstrate.


As you are aware, Warren Buffett has produced a stellar investment performance over the past 45 years, compounding returns at 20.46% p.a. If you had invested $1,000 in the shares of Berkshire Hathaway when Buffett began running it in 1965, by the end of 2009 your investment would have been worth $4.3 million.


However, if instead of running Berkshire Hathaway as a company in which he co-invests with you, Buffett had set it up as a hedge fund and charged 2% of the value of the funds as an annual fee plus 20% of any gains, of that $4.3m, $4.0m would belong to him as manager and only $300,000 would belong to you, the investor. And this is the result you would get if your hedge fund manager had equalled Warren Buffett’s performance. Believe me, he or she won’t.


Two and twenty does not work. That does not mean that 1.5% and 15% is OK, or even 1% and 10%. Performance fees do not work. They extract too much of the return and encourage risky behaviour. The only way to focus your fund manager on performance without gifting him or her most of your returns is to ensure he or she invests a major portion of their net worth alongside you in the fund and on exactly the same terms.


TERs and costs


There is a justified focus on the total expense ratio (TER) of funds which include those expenses which the manager charges to the fund rather than simply on the fund management fee. However, there is one major cost that is not charged to the funds: the cost of dealing in the underlying investments.


This is not insignificant given that, according to FSA research, the average fund manager in the UK turns over their fund 80% per annum. This adds three layers of additional costs: 1. The commissions charged by brokers and investment banks for dealing; 2. The difference between the bid–offer spread for securities sold and bought; and 3. The fact that no fund manager has sufficient good investment ideas to warrant buying and selling 80% of your investment portfolio per annum.


Soon we shall see what Fundsmith can do about all this. . .










Annual letter to shareholders 2010


FUNDSMITH, JANUARY 2011


THIS is the first annual letter to owners of the Fundsmith Equity Fund. Fundsmith opened for business on 1 November 2010, and we are critical of attempts to measure investment performance over short periods of time. Two months is not a short period, it is a ludicrously short period to do so. However, I thought that this letter is a good opportunity to give you a flavour of the reporting which is likely to occur in years to come.


From 1 November to 31 December 2010, the Fundsmith Equity Fund rose by 6.14% net of fees. This compares with some common benchmarks as follows:
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Benchmarks are useful for measuring performance, provided a long enough timescale is used. Problems arise when fund managers start to use them for portfolio construction. At Fundsmith we do not endeavour to track any index or to minimise our “tracking error” versus any index (even the use of the expression tracking “error” tells you that an active fund manager has the wrong mindset).


The fund underperformed the MSCI and outperformed the MSCI EAFE – the difference being in the performance of US stocks which are included in the former but not the latter. It outperformed the FTSE 100 and long bonds.


The main positive contributors to that performance were:




	Del Monte Foods


	Becton Dickinson


	Domino’s Pizza Inc


	Nestlé


	Stryker Corp





The main contributor was Del Monte Foods. Del Monte could almost be a case study in how investment opportunities arise. We were attracted to Del Monte by its main product: pet food.


Pet food is typical of the sort of product we seek to invest in. It is a small-ticket consumer non-durable. As a small-ticket purchase, no credit is required to buy it. The consumer has no opportunity to bargain on price – the price the supermarket or pet store displays is the price you pay. Consumers are typically brand loyal, and once it has been consumed there must be a replenishment purchase – there is no opportunity to defer this by prolonging the life or ownership of the product as there is with a consumer durable, like a car. Moreover, research clearly shows that if times are hard, consumers will reduce their spending on food for themselves or their children rather than cut back on their pets’ food.


However, the fact that pet food is Del Monte’s main product line seemed to be lost on most investors, many of whom were assessing it on the basis of their folk memory of its main historic product range in canned fruit and veg. This is what produced the opportunity to buy Del Monte stock on a free cash flow yield which was generous for its likely financial performance. On one occasion this misunderstanding was compounded when Bloomberg managed to publish an article from the Galveston County Daily News about a strike at Fresh Del Monte Produce Inc – an entirely different company which sells fresh produce – against Del Monte Foods. Such events can create opportunities to buy great companies at good prices.


Eighteen days after the fund opened and we purchased our initial holding in Del Monte it was bid for by private equity firm KKR at a significant premium to the price we had paid.


Whilst it would be churlish to suggest that we do not like receiving a premium for our investments in cash, such events are not without their downside as we have to find an equivalent investment for our cash. The fact is we really want to own our stakes in the companies in our portfolio and benefit from the good cash returns on capital which they generate. We are not simply hoping to on-sell the investment at a higher price. This changes perspectives on events such as takeovers.


Just as we counsel you not to become overly enthusiastic about share price rises, even those which relate to cash bids for our holdings at a premium which represents a good return on our investment, we hope that you will understand when we are explaining that price falls within the portfolio will often represent an opportunity for investment on even more rewarding ratings rather than an opportunity for soul searching and recriminations. Often but not always.


The detractors from the fund’s performance were:




	Serco Group


	Imperial Tobacco


	Dr Pepper Snapple


	Reckitt Benckiser





In no case do we believe that the fall in the price alters our view of the investment (other than the obvious point that we wish we had made it at the lower price) nor do we believe it reflects an adverse change in the intrinsic worth of the business.


The historic dividend yield on the fund at year end was 2.47%. This dividend was covered over 2.5 times by earnings. Only one stock in the fund does not currently pay a dividend. This is significant: dividends have historically provided a significant portion of the total return on equities. The current yield on the fund may not fully reflect its dividend-paying capabilities as some of the companies also utilise share buybacks. These can contribute to shareholder value creation when they are used correctly (to purchase shares which are undervalued when no better investment opportunity presents itself).


At the end of 2010 we held a portfolio of 22 stocks, including Del Monte.


The average company in our portfolio was founded in 1883. We are investing in businesses which have shown great resilience over a long period of time – in most cases surviving two world wars and the Great Depression.


The trailing free cash flow (FCF) yield was about 7%. This free cash flow was either distributed as dividends, used for share buybacks, or invested by the companies in order to generate further returns. As our portfolio had an average return on operating assets of 50% this reinvestment of cash flows should produce compounding of value for us as shareholders.


This FCF yield compares with a FCF yield on the S&P 500 of a bit less than 7%. The median (250th ranked) FCF yield in the S&P is 6.6%.


What we can say with a high degree of certainty is that our portfolio has a FCF yield higher than the average for the market. Yet it is inconceivable in our view that it is not of higher than average quality in terms of longevity, resilience, predictability, profit margins, return on operating capital and the conversion of profits into cash. Put simply this means that we own shares in businesses which are higher quality than the market on a valuation lower than the average for the market. Whilst that is not a total solution to successful investing, it strikes us as at least a good start.


We regard an equity holding as a claim on a share of the cash flow produced by a business. In the fund we seek to own companies which produce high cash returns on capital and distribute part of those returns as dividends and re-invest the remainder at similar rates of return. And we want to own those companies’ shares at prices which at best undervalue their returns and at worst value them fairly.


We do not regard equity investment as a sophisticated game of pass the parcel in which we buy shares in companies that we don’t understand, which may be poorly performing businesses and/or which are overvalued, hoping to sell them to a greater fool when they have become even more expensive as a result of some fad or share price ramp. Such games are best left to video consoles unless your hobby is losing money whilst investing, which I rather suspect it is for some people.


I aim to restrict myself to one rant per letter about a subject relevant to investment. Frankly, given the behaviour of much of the wealth/asset management industry, I regard this as a model of self-restraint in a target-rich environment.


This year’s rant is a warning about the misunderstanding and misuse of exchange-traded funds (ETFs). I think this is relevant as the Fundsmith Equity Fund launch was somewhat against the tide of events. We launched an active equity fund at the end of a decade in which a) equities have performed badly; and b) the average active fund manager has again underperformed the index and so made a bad performance by the asset class worse.


Faced with this failure of active management, it is hardly surprising that investors have turned their backs on active management and headed for lower-cost, passive alternatives. As a result, the rise of ETFs has been a major feature of the investment landscape in recent years. By the third quarter of 2010, there were 2,379 ETFs with 5,204 listings on 45 exchanges managing $1,181.3 billion of assets.


So what’s the problem? I suspect that the average investor regards all ETFs as just another form of index fund, and indeed many of them are. But many aren’t and therein lies the potential for misunderstanding. Or worse.


Some ETFs do indeed replicate the performance of an index by purchasing a weighted package of all or most of its constituent securities. But many so-called synthetic ETFs do not do so and instead use so-called swap agreements with counterparties who agree to provide a monetary return which matches the underlying asset class or the index the ETF is seeking to track.


Anyone who has studied the events of the Credit Crisis should be able to spot a potential problem here: what if the counterparty supplying the swaps defaults? This risk may once have been considered theoretical, but after the collapse of Lehman and the need to rescue AIG in order to prevent the contagion from a default, it surely no longer is. True, the ETF should be holding collateral against such a failure, but collateral is an imperfect science even where it is held – which is not in all cases.


Moreover, synthetic ETFs are often used to access markets which are not directly accessible to retail investors (such as the Chinese A-share market) or where liquidity in the underlying investments is poor (such as equities in some emerging markets). The opportunity for the performance of the ETF to diverge from the performance of the underlying assets and therefore from investors’ expectations in these cases seems obvious. The idea that a counterparty will provide you with a contract which matches the returns from underlying illiquid assets which you cannot directly own should give pause for thought – not least about how the counterparty will fulfil those obligations, for example in the case of extreme market movement and a liquidity crisis (a not unlikely combination).


Of course, not all ETFs are used to simply match the performance of an index. There are leveraged ETFs which multiply index performance, inverse ETFs which replicate a short position in an index and, naturally, leveraged inverse ETFs. The issue with these ETFs is that their returns are compounded daily. These problems may be best illustrated by a couple of tables:
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The first table shows the movement in an index in a highly volatile period in which it rises sharply then falls to finish just 3% up over the period. The second table shows the performance of a 2× leveraged ETF over the same period. With daily compounding, the leveraged ETF produces a cumulative loss of 15% of value over the period versus a 3% rise in the index.


How about an inverse ETF?
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In a week where the index was volatile on the downside but got back to par by the end of the week, an inverse ETF with daily compounding would turn in a 70.5% loss. You can imagine what a leveraged inverse ETF would do!


I would bet that a large proportion of ETF investors do not realise that leveraged and inverse ETFs can produce these apparently perverse results. The moral of this is that these sorts of ETFs are really day-trading tools. If they are held for more than one day, they will begin to diverge from the performance of the underlying index or asset class. However, it would not be surprising if in many cases they were being used inappropriately – as if they are index funds.


Investors in ETFs may be quite logical in avoiding most active management, but many of their ETFs are not as inactive as they think.


Finally, returning to our own active fund, we look forward to the year ahead. This is not because we have any faith in a sustained recovery in major economies and/or that we regard equities in general as cheap or equity markets as a whole as good value or well placed to track improvements in corporate profitability (which in any event may not be forthcoming).


It is firstly because we believe our fund contains a portfolio of shareholdings in great businesses which we have purchased at reasonable prices or better, and which we intend to hold on to in order for them to deliver the benefits of such investments.


Secondly, it is because we enjoy running the Fundsmith Equity Fund. Robson Walton, the chairman of Walmart and son of its founder Sam Walton said, ‘My dad did not set out to make Walmart the world’s largest retailer. His goal was simply to make Walmart better every day, and he thought constantly about how to do just that.’


Please be assured we are doing the same with Fundsmith.










Share buybacks – friend or foe?


INVESTMENT WEEK, 11 APRIL 2011


ALMOST 20 years on from publishing my book, Accounting for Growth, I am exposing another loophole in the accountancy rules which is allowing companies to appear to have created value when they have not.


Today I am publishing a paper (tinyurl.com/y8d9l7bm) scrutinising the in-vogue use of share buybacks – are they a friend or foe to shareholders? Do they create or destroy value?


You might think the answer is obvious, but think again. The problem is when a company repurchases shares they disappear from the balance sheet and this can be used to distort measures of company performance.


Simply by executing a share buyback rather than paying out dividends, companies can inflate their earnings per share (EPS) and are almost universally seen to have created value for shareholders when mostly they clearly have not.


Capital allocation decisions are amongst the most important decisions which management of companies make on behalf of shareholders. Yet share buybacks are not sufficiently understood by company investors and commentators, and maybe even by company management.


One of the most important facts that is continually overlooked is share buybacks only create value if the shares repurchased are trading below intrinsic value and there is no better use for the cash which would generate a higher return.


Most share buybacks destroy value for remaining shareholders, and management is able to get away with this as the current accounting for share buybacks conceals their true effect. So what needs to change?




	Management should be required to justify share buybacks by reference to the price paid and the implied return and compare this with alternative uses for the cash.


	Investors and commentators should analyse share buybacks on exactly the same basis as they would if the company bought shares in another company.


	Investors and commentators should use return on equity to analyse the effect of share buybacks rather than movements in earnings per share.


	Share buybacks need to be viewed with more than average scepticism when done by companies whose management are incentivised by growth in EPS.


	Accounting for share buybacks should be changed so that the shares remain as part of shareholders’ funds and as an equity accounted asset on the balance sheet in calculating returns.













Exchange-traded funds are worse than I thought


THE TELEGRAPH, 24 MAY 2011


ON 11 January I published my first annual letter to the holders of the Fundsmith Equity Fund. In it, I levelled some criticisms at the investment fad for exchange-traded funds (ETFs).


One of my basic concerns was that I thought there was a danger of ETFs being mis-sold.


I suspect a lot of retail investors think that ETFs are the same as index funds. Some of them are, but many aren’t. In particular, the performance of short ETFs and leveraged ETFs may diverge markedly from what an investor who believes they are simply index funds would expect.


It isn’t hard to give examples in which investors would lose money on a leveraged long ETF if the market went up over a period of significant volatility, or in which they lost money owning a short ETF and the market went down over a period in which there were some sharp rallies.


The problem is with the daily compounding of ETFs.


Plus, many ETFs do not contain a basket of the underlying securities or assets which they are attempting to track. Instead, they hold asset swap agreements with a counterparty (often the bank which is the ETF sponsor) which aim to replicate the performance of the index or asset concerned.


There are obvious dangers in such an arrangement in the areas of counterparty risk and collateralisation of the sort which caused so many problems during the Credit Crisis.


A good example of the potential risks here is given by PEK, the NYSE-listed Market Vectors China A Shares ETF. It is illegal for foreign investors other than licensed institutions to buy A Shares listed in Shanghai or Shenzhen. So the ETF owns swaps with brokers who are licensed to hold the underlying shares. If PEK owned a significant portion of the float in A Shares and its holders tried to liquidate at speed, it might be interesting.


Some commentators claim we need not worry much about retail investors misunderstanding ETFs as in Europe, at least, they are mainly utilised by institutional investors.


This of course misses a couple of vital points. One is that the underlying clients for many of those “institutions” are individual investors – do they really understand the risks their private wealth manager is running with ETFs?


Also, the Financial Times FTfm supplement carried an article on 9 May pointing out this lack of direct retail involvement in ETFs in Europe on the same day as the wrap-around advert for its supplement was supplied by Amundi ETF. On that day, commuters coming into London were being given handouts of glossy brochures on Amundi ETFs plus a natty plastic credit card/season ticket wallet emblazoned with the slogan:


‘Amundi ETF: More than just another tracker.’


Quite so.


At this rate, we may soon have to worry about direct retail involvement in ETFs.


However, there is another and perhaps more pernicious danger with ETFs than misunderstanding or mis-selling.


An ETF is in effect a hybrid vehicle which combines features of an open-ended or mutual fund with those of a closed-end fund. They are like open-ended funds insofar as a purchaser buys or redeems so-called creation units. But they are also tradable in the secondary market, so ostensibly providing real-time liquidity.


Secondary trading activity brings with it the possibility that market participants will short the ETFs themselves. And there is no limit to the short selling, which is impossible in an ETF in the same way that there is in an equity.


In an ordinary equity, the short selling is limited by the ability of the short sellers to borrow the stock so that they can deliver it to complete their sell bargains. In an ETF, a short seller can always rely on the process of creating shares in the ETF to ensure he can deliver. This leads to the possibility that a buyer of an ETF share is buying from a short seller and that no new share has yet been created.


The investors who buy from the short sellers don’t own a claim on the underlying basket of securities or swap in the ETF; they own a promise to deliver the ETF share given by the short seller.


The problem this causes is that, as no new shares are created in the ETF by this process, the assets of the ETF may become significantly less than the outstanding cumulative buy orders would suggest. This is a significant problem given reports that there has been short selling up to levels of 1,000% short in some ETFs.


You might think that one way to overcome the risks involved in this at a stroke is for the ETF sponsor to create the shares represented by the cumulative buying interest, but this may be easier said than done.


Take an ETF like IWM in which the short interest recently exceeded 100% or $15bn (£9.3bn). IWM invests in the Russell 2000 US small-cap index. To invest $15bn in the basket of stocks involved would require about a week’s trading – and that is if the ETF creation was the sole trading in those stocks. The scope for a short squeeze is tremendous.


The net result is that across the entire ETF asset class a portion of the funds which ETF purchasers think has been invested in ETFs, via the creation of new shares, has in effect been lent to hedge funds. The ETF holdings are not all backed by assets of the sort investors expect, even if they understand what the ETF is meant to do.


Perhaps these little understood structural issues explain why 70% of the cancelled trades in last May’s Flash Crash were in ETFs when ETFs represent only 11% of the securities in issue in the US.


Moreover, in the case of some ETFs such as PEK, it is difficult to fathom what the short interest in PEK really represents as it is illegal to short China A shares.


Another example of the issues in this sector which recently crossed my desk was a fundraising proposition for a business which undertakes trading in ETFs. It shall of course remain nameless, but it trades, arbitrages and makes prices in ETFs with a particular focus on the less-traded ETFs. This company describes itself as a ‘fairly thinly capitalised entity’. There are echoes of the parallel banking system in the Credit Crisis here.


It also describes the pace of development in the ETF area as ‘breakneck’. I just wonder whose neck will eventually get broken.










Accelerated stock repurchases


STRAIGHT TALKING, 4 JULY 2011


THIS week there was a new development in the share-buyback mass-shareholder-value-destruction exercise which has gripped American companies and has some following in the UK.


To date this year Citigroup reckons that in the US market there have been 26 accelerated share repurchases (ASRs) totalling $8.5bn.


What happens in an ASR is that the company does the whole or a significant proportion of a share buyback programme in a single transaction with an investment bank or a small group of banks, rather than executing the programme over an extended period in line with volumes traded in the market. The investment bank(s) makes a short sale to the company and borrows the stock it delivers to the company.


Of course, at some point the investment bank will need to purchase stock to cover its short position and enable it to return the borrowed stock to the stock lender(s). Investment banks are not noted for doing something for nothing and certainly not taking on short positions just to assist companies. After all, share buybacks can generate share price rises at least in the short term and indeed part of the raison d’être for ASRs is to trigger a bigger short-term boost to share prices. No sane organisation would go short of shares faced with that likelihood. So the company is required to give the investment bank an agreement to cover any losses it incurs in purchasing the shares to cover the short.


In an 118.8m share ASR which IBM did in May 2007, it paid an initial price of $105.18 per share for the shares purchased from the investments bank’s short sales totalling $12.5bn, and then another $2.95 per share or a total of $351m to cover the higher price of $108.13 at which the banks eventually closed their shorts.


One of the rules that I have found in business life is that when management is doing something they really don’t want examined they use polite euphemisms to camouflage the reality of the situation. Thus, the payments by IBM to the banks are termed ‘adjustments’ in its accounts not “extra costs” or even “losses”.


This is a truly amazing thing for a company to do. I have previously contended (“Share buybacks – friend or foe?”, here) that many companies seem to pay little or no apparent heed to the implied returns from share repurchases or even the price at which they buy back shares. With an ASR they literally have no idea at what price they are repurchasing them. They have in effect agreed to write a blank cheque to the investment bank to cover the cost of eventually purchasing the shares. How can this be acceptable? Surely all but the most stupid management must accept the contention that the price at which shares are repurchased has some bearing on whether the repurchase creates or destroys value for remaining shareholders. What this implies about managements’ lack of understanding and/or care about shareholder value seems to me to amount to malfeasance.


Add to that the fact an ASR gives investment banks even more ways to take money from the unfortunate shareholders of these companies. No doubt there is commission and a bid–offer spread on the short sale, then interest on the stock borrow and prime brokerage fees for arranging it, then further commission and bid–offer spreads on the ultimate purchases. Who knows, maybe some of these companies are actually daft enough to pay an advisory fee for the investment banks’ advice on ASRs. It’s a field day for the investment bankers who, let’s remind ourselves, are engaging in a risk-free trade. Let’s also not forget that they earn precisely zero from that other totally acceptable means of distributing cash: dividends.










Murdoch should give up control of News Corp


INVESTMENT WEEK, 13 JULY 2011


THE announcement of an increased share buyback at News Corporation is clearly meant as a sop to shareholders who might justifiably be querying whether Murdoch family control is really in their best interests.


The main criteria which determine whether a share buyback creates value for remaining shareholders are a) the shares should be trading below intrinsic value; and b) there should be no better alternative use for the cash that would deliver superior returns than the buyback.


Given the outcome of News Corp’s acquisitive activity in recent years, there seems little doubt a buyback would deliver better value than, for example, the acquisition of MySpace, for which News Corp paid $580m and then sold it for $35m, or the acquisition of Dow Jones for $5.7bn which has so far produced a $2.8bn write-down.


Whether or not News Corp’s shares are cheap is more difficult to determine. They are certainly low-rated relative to peers such as Disney, Time Warner or Viacom, but the fundamental prospects must be more than usually difficult to determine in the light of the phone-hacking scandal and the uncertainty this has caused over the future of Sky.


More generally, looking at the performance of News Corp, an investor should surely query why Rupert Murdoch believes the best person to control News Corp must be someone named Murdoch.


So far his clan’s control has produced a mediocre 10% return on capital employed over the past five years, and a share price which has underperformed the S&P 500 Index for the past 15 years.


It is almost certain that what would create far more value than a buyback would be for News Corp to enfranchise the class-A non-voting shares which the Murdoch family does not own.










News Corp: a family business


THE GUARDIAN, 18 JULY 2011


LAST week, while I was in New York, I had the unusual experience of being interviewed about the implications of the phone-hacking scandal in the newsroom of Fox News for Sky TV. So I was being interviewed in the epicentre of Rupert Murdoch’s news empire in America for the satellite TV channel where his son James is chairman and in which, at least until last week, his News Corp master vehicle was trying to buy out the outside shareholders. What happened in the interview was revealing about some aspects of this scandal which have yet to come into full focus.


In my view, the Sky News interviewer, Anna Jones, demonstrated a pro-Murdoch bias. I suggested to her that, as the CEO of a public company, I think the shareholders would have had me fired if I had indulged in the following:




	paid $580m (£360m) for MySpace and then sold it for $35m (£22m)


	paid $5.7bn (£3.5bn) for Dow Jones and written off $2.8bn (£1.7bn)


	paid $615m (£382m) for my daughter’s business in an example of what has been described as ‘blatant nepotism’


	seen my company’s shares underperform the S&P 500 Index for 15 years; and


	been in charge when several of my staff had engaged in criminal phone-hacking and bribing police officers, activities which had been covered up by my management.





So, I asked, why hasn’t Murdoch been fired? The answer, of course, is that nobody can fire Rupert Murdoch because the Murdochs control News Corp through differential voting rights.


News Corp has two classes of share capital: A shares which carry no votes, and B shares which have all the votes. The Murdochs own 40% of the B voting shares. The much more numerous A shares have no votes, so the Murdochs are able to control a company in which they own only 13% of the total issued share capital (being the total of the A and B shares).


So when News Corp paid $615m for Elisabeth Murdoch’s business, Shine, her father was literally buying it mainly with other people’s money – which as we all know is much easier to spend than your own. Similarly, the impact in terms of lost value of the other disasters which I mentioned has mainly fallen on those long-suffering but non-voting A shareholders in News Corp because they are putting up most of the money.


My responses about the Murdoch situation were clearly not what the Sky interviewer was expecting, or wanted to hear. She mounted a defence of Rupert Murdoch’s achievements in building a ‘big empire’. I reminded her that to qualify as a business empire, News Corp would need to generate, for example, a decent return on capital – something which it has failed to do.


Return on capital employed is one of the most important measures of corporate performance – it is the profit return which the management earns on the capital shareholders provide. News Corp has managed a decidedly poor return on capital employed of just 10% a year in the past five years. Comparable companies have done much better: the US media company Viacom managed a return of 20% a year and Daily Mail and General Trust 30% a year.


The interviewer ended by cutting me off after she said she would like to take me through the achievements of James Murdoch and Elisabeth Murdoch. I would welcome that debate on live TV. Of course, the clip of the interview on the Sky website omits the interviewer’s questions and comments.


If this is the standard of editorial independence and integrity at Sky before the Murdochs owned the company outright, one can only cringe at the thought of what would have followed if they gained outright ownership.


The whole litany of phone-hacking, police bribery, and cosiness with politicians of both major parties who competed to see who could engage in the greatest pandering to the Murdoch acolytes is, in general terms, an example of an abuse of power. So is the shareholder voting structure at News Corp.


News International published an apology in the newspapers for the phone-hacking scandal. Rupert Murdoch should apologise in person to his shareholders for the damage he has wrought and, since actions speak louder than words, he should enfranchise the class-A non-voting shares which the Murdoch family does not own. Then the owners of News Corp can pass judgement upon his actions.










UBS debacle highlights dangers of ETFs


INVESTMENT WEEK, 16 SEPTEMBER 2011


THE losses of $2bn incurred by an allegedly rogue trader on the Delta One desk at UBS have again raised the subject of the (lack of) risk controls by banks dealing in opaque instruments, the need to separate investment and retail banking and the risks inherent in ETFs.


I have written over the past year about the unappreciated risks in ETFs and it is probably time to bring these thoughts up to date. ETFs are regarded by many investors as the same as index funds.


They clearly are not:




	 Some ETFs do not hold physical assets of the sort they seek to track. They are “synthetic” and hold derivatives. This gives rise to a counterparty risk, and as we saw with the UBS incident, some interesting risks within the counterparties supplying the basket of derivatives.





What if (when?) such ETF trades cause such a mammoth loss in a counterparty which does not have sufficient capital to bear the loss and pay out under the derivative contract? Answer: the ETF will fail.




	ETFs do not always match the underlying in the way people expect. Because of daily rebalancing and compounding, you can own a leveraged long ETF and lose money over a period when the market goes up but during which there are some sharp falls.





Equally, you can own an inverse ETF (which provides a short exposure) during a period when the market goes down but there are some sharp rallies and lose money. This actually occurred with some inverse ETFs in 2008. I would strongly suggest that people would not expect to be leveraged long and lose money if the market goes up or short and lose it when it goes down.




	Because you can exchange trade these funds, they are used by hedge funds and banks to take positions and they can short them. Because they can apparently rely upon creating the units to deliver on their short, there are examples of short interest in ETFs being up to 1,000% short, i.e. some market participants are short ten times the amount of the ETF.





If the ETF is in an illiquid sector, can you really rely upon creating the units as you may not be able to buy (or sell) the underlying assets in a sector with limited liquidity?


In the past week, I am told there have been examples of the cost of borrowing (the cost of borrowing stock to deliver on a short sale until such time as you close the short by buying back) up to 14% p.a. on the IWM ETF (the iShares Russell 2000 Index ETF). Now why would someone pay 14% p.a. to borrow something in what is more or less a zero-interest rate environment and when you should be able to deliver the underlying securities to create unlimited units in the ETF?


The answer, I suspect, is that the short sellers cannot create the units because the ETF operates in an area with limited liquidity (the Russell 2000 is the US small-cap stock index).


The dangers of allowing short sales which are a multiple of the value of a fund in an area where it may not be possible to close the trades by buying back the stocks are clear – but, amazingly, during the debate in which I have been engaged by various cheerleaders for ETFs, they have claimed there is no such risk in shorting ETFs. They clearly do not understand the product they are peddling, and if they can’t, what chance has the retail investor got?




	Although ETFs are billed as low cost, they are also the most profitable asset management product for a number of providers. How can this apparent contradiction be so? The answer is that the charge for managing the ETF is only one part of the cost.





There are also the hidden costs in the synthetic and derivative trades which the provider undertakes for the ETF. As a result of all this, I have long thought and written that there is a certainty that ETFs are being mis-sold to the retail market and that the risks that are being incurred in running, constructing, trading and holding them are not sufficiently understood. After the UBS incident, I think this should be regarded as indisputable.










The great contender – how Smokin’ Joe Frazier defined an era


FINANCIAL TIMES, 12 NOVEMBER 2011


‘I shall not look upon his like again’


– Hamlet, Act 1, Scene 2


A QUOTE from Shakespeare may seem an odd way to summarise the career of Smokin’ Joe Frazier, the former heavyweight champion boxer who died this week aged 67 from liver cancer.


What made Joe Frazier so great was his link to the men he fought – George Foreman and Muhammad Ali – and the significance their bouts had. We would all do well to remember that we are defined by those with whom we compete – be they boxer, banker or politician.


For an era in boxing to produce greatness it requires at least three contenders who are willing to fight each other. Why not just two? A beats B. B beats C. So when A fights C, surely it is a foregone conclusion? C may have lost to B, but may still have the means of defeating A in an upset that shocks the world.


So it was with Frazier, Foreman and Ali. Frazier won his title after Ali was stripped of it for refusing to be drafted during the Vietnam War. But he beat Ali on his comeback in 1971. It was Ali’s first defeat, floored in the 15th round by Frazier’s speciality – a left hook. Frazier went on to lose to Foreman in 1973. Foreman then fought Ali in the Rumble in the Jungle in Zaire in 1974, where Ali caused a great upset with his “rope-a-dope” tactics and reclaimed the crown.


Other boxers have since managed to engineer this dramatic tension in which several contenders fought an epic series of fights, most notably between middleweights Sugar Ray Leonard, Tommy “The Hitman” Hearns, Roberto Durán and “Marvellous” Marvin Hagler in the 1980s. But such encounters between the best boxers are now a rarity. Television coverage of sporting events, and the associated money it brings with it, is the cause. If a channel advances tens of millions to a boxer for a series of fights, it is not going to risk its investment by putting him in against the best contender. So we are still awaiting the much-heralded encounter between Floyd Mayweather Jr and Manny Pacquiao, the two best welterweights in the world. This is one of the reasons for the proliferation of sanctioning bodies, each handing out their own version of titles. If the best boxers in the world are not going to fight for the world title, maybe they can all get a version of the title. When Frazier fought Ali and Foreman, there was only one world champ.


Many of the sportsmen who now have agents chiselling out money from television networks and sponsors will find out, as Frazier did, that making money is not the hard bit – holding on to it is. Like so many boxers before him, Frazier died penniless, living above a boxing gym in the Philadelphia ghetto. How many former star bankers, traders and hedge fund managers will prosper or suffer at the hands of nature’s redistribution mechanism?


Even though there have been other periods when a group of three or so world-class contenders fought for the title, the clashes between Ali, Frazier and Foreman transcended their sport. They occurred against the backdrop of the upheaval over segregation in the US and unrest about the Vietnam War. This gave a meaning to Ali’s fights beyond boxing. The two issues came together in Ali’s explanation for why he had refused drafting: ‘I ain’t got no quarrel with them Viet Cong. They never called me nigger.’


The combination of these factors meant that their fights were more significant than any before or since. They had names: The Fight of the Century (Frazier v Ali, 1971), The Rumble in the Jungle (Foreman v Ali, 1974), The Thrilla in Manila (Ali v Frazier, 1975). Ali was the most recognised person on the planet. In an age before cable and satellite, if you wanted to watch the fight you either went to it or to a cinema to watch it on closed-circuit TV. It is hard to see boxing ever having such popular appeal again, and even harder to see athletes now having such stature that they transcend their sport.


Frazier was a man who, when asked by his cornerman Eddie Futch during the Thrilla in Manila whether he could still see Ali (he was partly blind in one eye and the other eye had been closed by Ali’s punches), said: ‘No, but I can still feel him.’ This exemplified Frazier’s style: always going forward and close enough to feel his opponent. Boxers did not have to seek out Frazier in the ring. He was a true champion, who would never have failed to rise from his stool to fight one more round. But as a boxing saying goes: “You need brave fighters, not brave cornermen.” A cornerman’s duty is to take care of his fighter and Futch did so, at the price of Frazier never forgiving him for stopping the fight.


It is, perhaps, fitting to leave the last word on Frazier to a man who fought him, Foreman: ‘I wanted to be champ of the world but I kept hoping something would happen to Frazier. I didn’t want to fight him. The bell rung and he threw that left hook that barely missed me. It sounded like a bullet and I got nervous. I knocked him down and I said, he’s gonna kill me now. I knocked him down again and said, oh, he’s mad now. I knocked him down again. I kept knocking him down and he kept getting up. After six times I was awarded the championship of the world. He was still trying to get me when they stopped the fight.’


We may never see his like again, and the world is poorer for it.
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