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 As we pass the midpoint of the year, it appears as if investors are growing increasingly comfortable with 

the balance between risk and reward for both equities and fixed income securities. During the second quarter, 

both stocks and bonds generated positive returns while volatility measures continued to wane. The financial 

market quiescence is remarkable given that stock indices are hovering near record highs and bond yields remain 

near generational lows. Meanwhile, the Federal Reserve continues to rein in monetary accommodation while 

the Trump domestic agenda is facing headwinds on Capitol Hill. Recently, the key driver of this bull market’s 

staying power has been strong corporate profit growth, somewhat surprising given continued tepid economic 

growth. 

 Much of the rise in the stock market indices can be traced to strong performance of a small cadre of 

large cap technology stocks. While many of these companies are among the fastest growing in the world, we 

believe that their stock prices are advancing at an unsustainable pace. And there are emerging signs that 

technology stocks may be going through a topping process. Advice that we have historically proffered in this 

kind of market is to focus on investing in solid companies that have reasonable valuations. Moreover, we would 

much prefer paying a bargain price for a slow-growing company than paying a steep price for a fast-growing 

company. Technology will continue to play a critical role in the growth of our 21
st
 century economy, but 

technology stock prices appear to us as increasingly disconnected from fair value. 

 Historically, we tend to overweight portfolios with value stocks in comparison to growth stocks. That 

strategy has not been working well this year. But one should recall that back in the late 1990’s, growth stocks 

were outperforming value stocks by a wide margin – at least until the tech bubble burst in early 2000. As many 

of our clients remember, value stocks proceeded to have a remarkable run for several years thereafter, far 

outpacing the stock market averages overall. So, as we watch the current exuberance of tech stocks play out, we 

remain firm in our belief that we are positioned favorably when the current technology stock euphoria cools off. 

 

“For What It’s Worth” - Part 2 

 

 In early 2014 we wrote a piece about Anworth Mortgage Asset Management (ANH $6.03), a real 

estate investment trust (REIT) that invests in mortgage backed securities. We noted at the time that the stock 

was perennially trading well below its net asset value. We believed that the main driver of the gaping discount 

was a fear that rising interest rates would upend the mortgage REIT sector. It turned out that mortgage REITS 

performed quite well since then and much of the discount in the shares have dissipated. While the stock market 

was in freefall in early 2016, we doubled down on our position in Anworth and bought additional shares as low 

as $3.75 per share. At the time, we estimated that we were paying about 60 cents on the dollar for the shares. 

Meanwhile, the company was paying dividends at the annual rate of 60 cents per share. In essence, we were 

buying an asset at a huge discount to its underlying asset value while earning a dividend rate of 18% while 

waiting for the valuation gap to close.  

 Fast forward 18 months - the stock recently traded as high as $6.30, eliminating the discount entirely. 

While the stock still pays an attractive dividend, we believe that caution is warranted at this time. Should the 

consensus belief that interest rates will remain relatively low prove wrong, the stock could easily fall 10-20% in 

short order, just as it did during the “taper tantrum” in mid-2013. Thus, we have decided to take profits and wait 

for a more attractive price before getting back into the stock. Remember: successful investment results require 

patience and discipline. These attributes helped us generate a great return on Anworth these past few years. We 

believe that there will be opportunities to invest on the cheap once again – if we remain patient and disciplined. 
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