
 
 

 

I’d like to buy the world a cola… 

While walking to class one afternoon during my university studies in the mid 90’s I noticed a large crowd gathered in 

the main square on campus. There was a long line of students behind a large table covered with white paper cups.  

Intrigued, I approached the end of the line and asked why all the commotion?  Turns out I had stumbled upon the 

latest corporate fad sweeping across university campuses; a blind cola taste test.  I joined the line.  I chose Coke. 

The rivalry between Coca-cola and Pepsi is legendary.  They have been battling each other for more than 100 

years.  While their drinks taste very similar, each side has its fans.  Most soda drinkers strongly prefer one over the 

other.   

These companies have spent billions on advertising and marketing.  While both have hired dozens of celebrities to 

endorse their sugary water, Coke has done a better job marketing its brand.  Coke was first to advertise on 

television, first to create a diet soft drink and even first to be consumed in outer space.  Since 1950, Coke has 

outsold Pepsi.  In fact, in 2010 Pepsi dropped from second to third in soft drink popularity (Coke is first and now Diet 

Coke outsells Pepsi as well).  Coke has more Twitter followers (391,000 vs 142,000) and Facebook fans (35 million 

vs 6 million) and according to Forbes, Coke is the most recognized brand in the world (Pepsi is 27
th
).  The stock 

market has been far more interested in Coke as well; for every share of Pepsi traded, Coke trades three.  Over the 

past several decades Coke has beaten Pepsi in just about every way possible in the soft drink industry.      

If I could time travel back to the taste test event at my university in the mid 90’s for the purposes of making an 

investment in either Coke or Pepsi, what should I do?  It seems rather obvious; Coke sells more drinks, is a better 

marketer and captures the public’s attention better than Pepsi.  I also happen to drink Diet Coke.  Based on these 

conclusions, this should be an easy decision. 

A simple truth about investing; at its core, an investment is just a transaction between a buyer and a seller.  

However, in every single transaction an investor is either making a mistake or capitalizing on someone else’s.  In 

order to be the one who is capitalizing on someone else’s mistake, you have to have superior insight.  You have to 

know something that the counterparty to your transaction has overlooked, misunderstood or ignored.  This is called 

‘proprietary insight’.  It is the opposite of common knowledge.   

If two parties make a transaction using what is commonly known, they are operating on a level playing field.  When 

making an investment, you do not want a level playing field; you want the odds to be stacked in your favour.   When 

someone possesses a proprietary insight, they have an unfair advantage.  Investment decisions should only be 

made when you are highly confident your unfair advantage is real.   

Ten years ago over lunch, after just ordering a Diet Coke, one of our portfolio managers asked me whether I thought 

an investment in Coke stock would be a good idea.  I had never considered the proposition before, but I noted that 

of the four people at the table, three just ordered Coke products.  He then commented that he thought Pepsi was a 

much better investment.  Here was his reasoning; while Coke did in fact outsell and outmarket Pepsi  
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there were two major differences between the companies.  First, Coke was 

singularly focused on beverages, while half of Pepsi’s revenues were generated 

from the sale of highly profitable snack foods.  Pepsi owned 19 brands that 

generated more than $1 billion a year each including Doritos, Quaker Oats and 

Lay’s potato chips.  With an investment in Pepsi, you would have a top beverage 

maker plus the number one snack food company in the US.  With an investment in 

Coke, you would have only the beverage business. 
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The second and equally important difference was the price being asked for a share in each company.  Coke’s 

popularity induced investors to pay a premium for its stock.  Conversely, Pepsi’s less popular brand lead to its stock 

price being 50% cheaper.  This 50% lower price meant there was far more upside potential.  As well, it left a wide 

margin of safety in case the company’s business faltered. 

Pepsi has been one of our largest holdings in Stewart Financial portfolios for more than a decade.  Below is a chart 

showing the stock performance since my cola taste test.  You can see Pepsi has far outperformed Coke, even if its’ 

cola is not nearly as popular. 

 

 

      

15 

 

 

 

 

 

 

 

 

 

Many people believe their investments should be in companies that create the most popular products.  A recent 

example of this belief has been the overwhelming interest in the technology company Apple.  While Apple is a good 

company that creates terrifically innovative and popular products, over the past few years the price an investor had 

to pay for this popularity has soared.  Unfortunately for those investors that ignored the premium price they were 

being asked to pay, Apple stock has tumbled 30% over the past 12 months.  There is a big difference between a 

great company, and a great investment.  More often than not, the difference is the price you must pay for that 

investment, and whether or not you possess a proprietary insight. 

 

Your trying to drink more water than cola investment advisor, 

 

Duncan Stewart, MBA, CIMA, FCSI, CFP 
duncan@stewartfinancial.ca 

 

Coke and Pepsi’s stock returns over the last 15 years (June 1998 to June 2013) 

Pepsi’s 15 year return = +173% 

Coke’s 15 year return = +46% 


