
March 31, 2023 

Dear Investor,

Our year-end letter discussed the concept of “financial Brigadoon,” referring to the unique 
economic period marked by low inflation and interest rates, which created a foundation of easy 
access to cheap capital.  Our point was that this magical place, like the legendary Brigadoon, is 
gone, not to return for at least 100 years.  When we wrote this, we were referring to the 
opportunity in undervalued stocks that we believe will do well going forward but over the past 
few months we have started to witness the consequences of “financial Brigadoon” to capital that 
was misallocated. We see now that a lot of capital was misallocated based on the belief that easy 
access to cheap capital was the “new normal.” The search for yield encouraged some investors to 
be so “clever” that they figured out how to earn more yield in a low-to-no yield environment - 
always a dangerous maneuver. This led to the recent unforced error of many banks and is only the 
most recent manifestation of a system that has been swimming naked and gotten caught by the 
tide going out. We think the tide has much further to go and would be shocked if this is the only 
outcome of risky capital allocation that comes back to bite investors.  

In the case of Silicon Valley Bank and Signature Bank, ignoring systemic risks proved fatal. These 
banks had gotten drunk on low interest rates, both on their balance sheets and in the customer 
profiles. Risk diversification is incredibly important for banks, and what has been exposed is that 
many of them were not up to the task. Silicon Valley Bank had a group of customers largely made 
up of companies that had experienced huge growth due to low interest rates, so it stood to reason 
that as interest rates rose, they would become riskier businesses and need more access to cold 
hard cash. Simultaneously a decade of low interest rates encouraged the bank to hold a substantial 
portion of their assets in longer-dated bonds. This stretch for yield proved to be the key ingredient 
in the poison that took down these banks. 

Financial news, and even mainstream media, has talked everyone’s ears off about bank collapses, 
so we won’t dwell on them. All we will say is that this is another indication of a turning point in 
the U.S. economy. The last vestiges of the artificial, manipulated world of “free money” have 
evaporated, and in the new world, the winners and losers will be very different. We continue to 
focus on those winners who can prosper and thrive in this new environment. 
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Homebuilding and arket

We marvel at how many investment prognosticators still believe that the markets are efficient. 
We’re not sure how that theory can be reconciled with so many wild market gyrations over the 
last 25 years. In homebuilding we saw an overreaction highlighting how inefficient the market can 
be. The past quarter has seen many of our homebuilding stocks recover and we have benefited 
from substantial appreciation in our holdings. Yet, the fundamental moderation of homebuilding 
activity persists as affordability has been hit from every side. The fact is that the companies we 
own in this industry have spent the last decade consolidating their segments, rightsizing their 
operations, and building moats around their businesses.  

We are seeing the fruits of those labors today. Even in an environment where housing starts have 
slowed down due to higher interest rates, these companies continue to perform well. Further, the 
structural supply deficit still remains and should only provide additional tailwinds for these 
companies going forward. Single family housing starts continued to decline throughout last year 
and have started to level off in the last few months at around 800k. This is still below the 1.1m 
needed to just maintain the housing supply, without taking into consideration the need to make 
up for the underbuilding that occurred over the last decade.  

The true strength of these companies, however, lies in how they have performed even while 
housing starts have weakened. The market is starting to appreciate that these are not the 
homebuilding supply companies of the mid 2000’s but are much more financially stable businesses 
with fewer competitors and much more pricing power. They have fortress balance sheets, financial 
flexibility and can moderate activity to match end market demand, which allows them to continue 
to generate earnings and free cash flow even at more modest activity levels all while further 
consolidating their businesses - and buying back stock with excess cash further increasing per 
share intrinsic values. Winning strategies even in a tepid environment. 

Conclusion

We’re pleased with the quarter’s performance. More importantly, we remain excited as our 
holdings have strong fundamentals and very modest valuations. As always, these results are only 
possible with clients who understand our process. We are very optimistic about our prospects 
going forward and are always happy to answer any questions or concerns that you might have. 

All the best, 

Bob 
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The above letter, dated , is an update letter of Robotti & Company Advisors, LLC (“Robotti 
Advisors”). This letter should be read in conjunction with the following disclosure information:  

This information is for illustration and discussion purposes only and is not intended to be a recommendation, or an 
offer to sell, or a solicitation of any offer to open a separate account or become an investor in a private fund managed 
by Robotti & Company Advisors, LLC, as the case may be, nor should it be construed or used as investment, tax, ERISA 
or legal advice. Any such offer or solicitation will be made only by means of delivery of a presentation, prospectus, 
account agreement, or other information relating to such investment and only to suitable investors in those 
jurisdictions where permitted by law.   

Further, the contents of this letter should not be relied upon in substitution of the exercise of independent judgment. 
The information is furnished as of the date shown, and is subject to change and to updating without notice; no 
representation is made with respect to its accuracy, completeness or timeliness and may not be relied upon for the 
purposes of entering into any transaction. The information herein is not intended to be a complete performance 
presentation or analysis and is subject to change. None of Robotti & Company Advisors, LLC, as investment adviser to 
the accounts, private funds, or products referred to herein, or any affiliate, manager, member, officer, employee or 
agent or representative thereof makes any representation or warranty with respect to the information provided 
herein. 

In addition, certain information has been obtained from third party sources and, although believed to be reliable, the 
information has not been independently verified and its accuracy or completeness cannot be guaranteed. Any 
investment is subject to risks that include, among others, the risk of adverse or unanticipated market developments, 
issuer default, and risk of illiquidity. Past performance is not indicative of future results. If interested, please contact 
us for additional information about our performance related data. 

The attached material was provided to investors in a specific Robotti Advisors vehicle at a specific past point of time, 
advice that may no longer be current or timely.  References to past specific holdings of that specific vehicle and 
matters of related historic fact must be seen in context (as would have been apparent to investors in that vehicle) and 
are not intended to refer directly or indirectly to specific past recommendations of Robotti Advisors (other than as an 
indication of language sometimes found in the newsletters).  Any reference to a past specific holding or outcome is 
not intended as representative.  None the less, for individuals actively interested in investing in such vehicle, a list of 
recommendations made by Robotti Advisors with regard to the vehicle in question will be made available on request. 

Note:  certain statements in the attached material, including but not limited to (a) statements of things that “are well 
known” to be the case (other examples include: “In hindsight people often say, “I should have known better,” and 
more often than not, they did.”), (b) statements with the phrase “always”, and (c) certain similar statements, are not 
intended to represent absolute literal fact, but rather represent certain colloquialisms/mannerisms expressed by 
select market participants (but not necessarily individuals associated with Robotti Advisors).    

Opinions contained in this letter reflect the judgment as of the day and time of the publication and are subject to 
change without notice and may no longer represent its current opinion or advice due to market change or for any 
other reason. Robotti & Company Advisors, LLC may provide investment advisory services to clients other than its 
separately managed accounts and private fund clients, and results between clients may differ materially. Robotti & 
Company Advisors, LLC believes that such differences are attributable to different investment objectives and 
strategies between clients.    

The information provided herein is confidential and proprietary and is, and will remain at all times, the property of 
Robotti & Company Advisors, LLC, as investment manager, and/or its affiliates. The information is being provided for 
informational purposes only. A copy of Robotti & Company Advisors, LLC’s Form ADV, Part 2 is available upon request. 
Additional information about the Advisor is also available on the SEC’s website at www.adviserinfo.sec.gov


