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Investment Review and Outlook 

 

 The post-election rally continued into the first quarter of 2017, despite a rocky start to the President's 

first 100 days. Stock prices moved broadly higher in January and February but turned somewhat choppy in 

March. Many of the best stock performers in late 2016 underperformed during the first quarter. While large 

company stock index averages showed mid-single-digit returns in the quarter, small company stock indices 

registered barely positive returns. Our client portfolios lagged the major indices in the quarter due to our 

exposure to a handful of small cap stocks. Moreover, our above market weighting in the energy sector was a 

drag. The energy sector was the lone major sector in negative territory following strong fourth quarter returns. 

  While the Trump political agenda has stalled for now, we believe that corporate tax reform and an 

infrastructure spending bill will find broader support, which could help accelerate the pace of economic growth. 

This would be good news for the stock market which is already discounting a catalyst that will boost corporate 

profit growth. 

 We warned last quarter that much of the legislative agenda of the Trump administration would not 

necessarily sail through Congress. Moreover, the secular headwind of an aging population will continue to keep 

a lid on economic and wage growth. At the same time, we are optimistic that the emerging synchronous global 

expansion, the first in many years, can pick up steam and help justify investor ebullience.  

 

The 8 Year Itch 

 

 The current bull market just celebrated its eighth birthday. You heard that right! Despite the 

handwringing over events such as Grexit, the EU banking crisis, Brexit, and the Trump election, the stock 

market has not seen a full 20% decline since the lows in March 2009. The longest bull market rally in history 

occurred in the 1990's, a nearly 9 ½ year stretch. Therefore, if the market does not suffer a 20% decline by the 

end of next year, we will have witnessed a new record for bull market longevity.  

 Does the length of this run make us nervous? Not particularly. Bull markets generally do not die of old 

age, but rather from excessive speculation or economic downturns. With global interest rates still quite low and 

with fiscal stimulus and regulatory relief in the offing, we do not see a recession on the horizon. But we do have 

some concerns about the valuations of some high-profile growth stocks that we perceive as increasingly risky. 

While many of these companies are making great strides in innovation, the cost of participating in their success 

has become too steep. Take the stock of Tesla Inc. (TSLA $298.70) as one example. The stock has soared since 

its IPO and recently has been setting new record highs almost daily. Tesla now boasts a market capitalization 

similar to Ford (F $11.27) and General Motors (GM $34.16). 

 By any number of metrics, Tesla’s market cap should not be anywhere near current levels. Over the past 

three years Tesla has generated losses of $2 billion while GM has generated profits exceeding $20 billion...quite 

a disparity! Tesla's revenue in 2016 was $7 billion while GM’s revenue surpassed $150 billion.  

 Tesla bulls will argue that the future of electric and self-driving vehicles is bright. No doubt the industry 

is evolving and facing new disruptive technologies. But Ford and GM are not standing still and are investing 

billions in the future of mobility. Meanwhile they are both generating plenty of cash and returning much of that 

cash to shareholders in the form of juicy dividends and large share repurchases. 

 While we are partial to GM over Ford because of its strong leadership team and low valuation, this 

screed is not intended to bolster our investment case for GM. Rather we are highlighting the risk of paying 

astronomical prices for the potential of long term success. We saw a similar phenomenon in the late 1990's with 

the dot.com boom. And that did not end very well. Tesla investors: you have been warned! 
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