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Our prognostication in early January, that the serenity in the financial markets would likely not last 

much longer, proved to be prescient. While global equity markets began the year with a continuation of last 

year’s rally, rising interest rates and fears of increasing inflationary pressures resulted in a sharp correction in 

late January and early February.  

 The post-financial crisis bull market marked its 9-year anniversary in March and there are still no clear 

signs of an economic recession on the horizon. However, we do see some macroeconomic shifts, both in 

monetary policy as well as fiscal policy which bear watching. Moreover, the heightened threat of global trade 

wars is a decidedly negative prospect for global growth as well as inflation. While secular trends such as 

advances in technology, the aging of the population and the growth in global trade have effectively kept a lid on 

inflation for some time, an escalation in tariffs would likely put a dent in the notion that the U.S. economy can 

continue to grow without the risk of rising inflation.  And while President Trump would like to protect jobs in 

certain industries, such as steel manufacturing, we believe that the potential gains in those jobs would be more 

than offset by losses in employment in steel consuming businesses such as automakers and industrial product 

manufacturers. Our thesis is based on the fact that the U.S. will still be a large net importer of steel, and higher 

tariffs could result in formidable cost headwinds for steel consuming businesses.   

 While tariffs may not have a broad impact on the economy, we believe that there is less room for policy 

errors at this stage of the economic cycle. We will be vigilant for potential policy errors, by both lawmakers and 

by global central bankers. While recessions are frequently caused by exogenous factors, they can be precipitated 

by policy errors when the economic cycle is near a tipping point. The path to sustained economic growth has 

become more parlous and we will be prepared to take actions to adjust to changing economic conditions. 

 

Tech Tock 

 

 Historically, when a sector of the equity market approaches 30% of total market capitalization, it has 

signaled the potential for overvaluation and for weak future returns. In the late 1970’s it was the energy sector 

that dominated the stock market in response to OPEC orchestrating a sharp rise in the price of oil. By 1980, the 

energy sector represented 28% of the S&P 500 market capitalization. But as the bubble in oil prices deflated, 

the bull market in energy stocks was followed by a long period of underperformance.  

 With the rapid growth of the Internet and PC’s in the 1990’s, the technology sector soared and garnered 

about 30% of total market capitalization by the end of the decade. Optimism about the growth prospects for 

Internet and technology stocks led to investor euphoria and stratospheric valuations for nearly every stock in the 

sector. But as we entered the 2000’s, the bubble was pricked and a massive decline in technology stocks ensued. 

 In recent years, technology stocks have outperformed the stock market averages overall and now 

represent over 25% of the S&P 500 market capitalization. While we are skeptical regarding the valuation of a 

number of stocks in the sector, we do not believe that it is time to liquidate all technology stocks from one’s 

portfolio. While we view stocks like Netflix (NFLX $289.93), Amazon (AMZN $1,406.08) and Tesla (TSLA 

$289.66) as risky due to sky high valuation, there are a number of technology stocks like Apple (AAPL 

$170.05) and Intel (INTC $49.55) that actually trade inexpensively relative to the average stock.  

 While we believe that the historically high concentration of investor dollars in technology stocks is 

signaling a cautionary flag, we believe that the key for investors is to review their holdings in the sector and 

make sure that the stocks they own have the wherewithal to withstand a potential sector revaluation. 
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