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Market Update – A Trillion Here, a Trillion There … 
by David A. Jaffe, M.D. 

 

With apologies to the late Senator Everett Dirksen, a trillion dollars may be an arbitrary milestone, but 

there’s no argument we’re talking real money here, and real stock market clout. The third quarter saw 

two companies, knocking on the door for months, finally breach that hurdle when first Apple and then 

Amazon realized stock market capitalization exceeding $1 trillion. While one can debate the 

investment merit and risk inherent in these companies, there’s no debate about their impact on the S&P 

500.   

 

As a market cap weighted index, large companies have a hefty influence on published returns. In fact, 

this year just six stocks have accounted for 42% of the S&P 500’s recovery off its Feb. 9 low. In 

addition to Apple and Amazon, the six also include PASI holdings Alphabet and Microsoft, as well as 

credit card behemoths VISA and Mastercard.   

 

The PASI composite portfolio turned in a healthy 5.64% gain for the third quarter, showing a year-to-

date return of 8.57%, while gains in Apple and Amazon helped the S&P 500 to surge 7.71% in the 

third quarter, standing up 10.56% YTD (all figures include reinvested dividends). The influence of 

these huge companies is illustrated by comparing the equal weighted S&P 500 index to our market 

benchmark, the widely published (market cap weighted) S&P 500 index: 

 

 
 

Interestingly, one can see that the larger components of the index have only buoyed the published 

(market cap weighted) S&P 500 recently, with the performance gap growing in the last five years. 

 

A narrow stock market advance is generally viewed cautiously by investors, a few big winners 

masking underlying weakness. Sectors of the market such as industrial conglomerates have been 



pressured by worries about a looming trade war and higher production costs. Rising interest rates have 

dampened home sales and associated materials, and slowed new loan growth, hurting financials.   

 

After holding interest rates near zero for seven years, the Federal Reserve continues the reversal begun 

in 2015, in September raising the Fed Funds Rate target to 2.25%. Long rates have followed, with the 

10-year treasury note yield more than doubling from a 2016 low of 1.36% to a current yield of 3.23%.  

Rising interest rates are always a worry for stock investors, as higher fixed income returns offer 

conservative investors an attractive alternative to more volatile stock holdings, while higher rates 

constrain project financing and raise borrowing costs. 

 

As always, the futility of predicting near-term stock market direction is illustrated by the conflicted 

inferences drawn from the same objective measures. With GDP growth hovering at a historically 

superb 4% and unemployment at 50-year lows, market bulls have firm ground to support optimistic 

forecasts. The Bears fret over the inflationary risk of a strong economy and tight jobs market, Federal 

Reserve policies, the temporary boost from corporate tax cuts, and the perennial refrain: is this as good 

as it gets? As the snow returns to Montana and the Florida summer heat subsides, the PASI team will 

continue to tweak our “all season” portfolio to help our clients navigate the road ahead.                 

 
Foreign Stocks and the PASI Portfolio 

by Nathan Polackwich, CFA 

The two charts below show a 25-year history of the S&P 500 vs. 1) Emerging Market (EM) stocks and 

2) Developed Foreign (EAFE – Europe, Australasia, and Far East) stocks.  

 

Interpreting the charts, an upward sloping line means emerging market/foreign stocks are 

underperforming U.S. stocks, while a downward sloping line signifies outperformance. So, the charts 

show that foreign stocks did terribly from the mid-1990s to around 2000. They then enjoyed almost a 

decade of outperformance peaking around 2008. In the last ten years, however, foreign stock 

performance has been atrocious. Overall, for the entire 25-year period, U.S. large cap stocks have done 

almost 2.5X better than Emerging Markets and more than 3X better than Foreign Developed Markets. 

Amazingly, the vast majority of the damage – 100% for Emerging Markets and around 75% for 

Foreign Developed Markets – occurred in just the last decade. In fact, over the past ten years while 

the U.S. market has returned 180% and PASI stocks have returned 192%, the total world stock 

market (including the U.S.), is only up 55%.1 

                                                 
1 Through Aug. 31, 2018 



 

At PASI we’ve strategically avoided significant foreign stock market exposure, which has greatly 

benefited our clients. Currently, of the 32 positions in the PASI stock portfolio, just two are 

headquartered internationally – Accenture (Ireland) and Novartis (Switzerland).2  Both are large 

multinationals, however, and derive a significant portion of their revenue from the United States. 

Why has PASI mainly focused on U.S. based businesses? One reason is that U.S. multinationals 

already provide PASI clients with large exposure to foreign economies. In fact, the average PASI stock 

generates more than 40% of its revenue from international markets. And in our increasingly 

interconnected world, we don’t view headquarter location as a significant diversifying factor within a 

portfolio. As an example, note how closely the stocks of Swiss drug company Novartis and its U.S. 

based competitor, Johnson & Johnson (another PASI stock), mirror one another. This is a strong 

indication that the same global trends largely affect both businesses.  

 

Now, if the location of companies’ headquarters no longer makes much difference for diversification, a 

fair question is why more foreign stocks haven’t wound up in the PASI portfolio. In truth, we aren’t 

ideologically opposed to owning more foreign stocks – we’ll seek out the best investment opportunities 

wherever we find them. The problem we’ve encountered for more than a decade, however, is that U.S. 

stocks have consistently looked better to us from a risk/reward standpoint. Why? 

1. U.S. businesses tend to be more “shareholder friendly.” Emerging Markets in particular often 

suffer from weak shareholder protections/nontraditional ownership structures (often managed for the 

benefit of a controlling family), less stringent accounting standards, a greater risk of fraud, and 

“policy” risk, which is the risk that a government will unfairly change or fail to enforce the laws, 

regulations, or contracts governing an investment. We view these issues as frankly insurmountable, at 

least from the standpoint of investing in individual Emerging Market companies and countries. 

Positively, these risks can be mitigated by investing in a broad emerging market index fund, which we 

would certainly consider in the right circumstances. However …  

                                                 
2 PASI holding Medtronic maintains operational headquarters in Minnesota, despite the company’s 

2015 acquisition of Covidien and subsequent tax inversion, making it an Irish entity for tax purposes. 



2. The Chinese investment/debt bubble has stayed our hand – We’ve discussed this in prior 

newsletters, but China has long consumed historically unprecedented amounts (more than the rest of 

the world combined) of raw materials like steel, cement, and copper for infrastructure and real estate 

projects with highly questionable economics. And we know the economics are questionable because 

China’s total debt relative to the size of its economy has soared.  

 

This trend is unsustainable. And for us that makes the prospect of investing in other emerging markets 

– many of whose economies have benefited tremendously from supplying raw commodities to China – 

unappealing.  

3. Foreign stocks still aren’t cheap. This is somewhat controversial. After all, Emerging Market and 

Foreign Developed Market stocks trade at just 11 and 14 times earnings, respectively, vs. 18 times 

earnings for the S&P 500. But this discrepancy mainly reflects the fact that foreign stock markets are 

more heavily concentrated in less attractive industries like financial services and commodities. Italian, 

Turkish, and Chinese bank stocks, for instance, may look “cheap,”, but that doesn’t make them great 

investments! At the same time, most foreign stocks in higher quality industries like technology, 

healthcare, and consumer goods are just as expensive (if not more so) as their U.S. peers.  

 



At some point, of course, foreign stocks will start outperforming U.S. stocks again. Heck, the fact that 

foreign stock underperformance was even on my radar for this quarter’s PASI newsletter may already 

signal that a potential turning point is at hand. Still, any rebound in foreign stocks is likely to be short-

lived. Why? The Chinese investment/debt bubble is still inflating, and debt can’t continue to outpace 

economic growth forever. That’s not to say China faces an imminent financial collapse. Rather, we 

foresee more of a sustained deceleration like what Japan has experienced for the past 25 years (perhaps 

even precipitated by a burgeoning trade war with the U.S.). Still, an eventual reduction in Chinese 

demand for commodities will send shockwaves through many Emerging Market countries and even 

some developed ones like Australia. Worse, many of these economies are already weighed down by 

their own excessive debt.  

 

So, we see some storm clouds on the international horizon. If quality foreign stocks were already 

markedly cheaper than U.S. equities, those clouds wouldn’t greatly concern us – there is, after all, 

always something to worry about in the financial markets! But so long as foreign equities remain both 

similarly priced and riskier than their U.S. counterparts, we remain in no hurry to add significant 

international exposure. That said, should either of these two factors show improvement, our sense of 

urgency will intensify.    

 
Albemarle: Full Charge Ahead 

By: Christopher M. Brown, MBA 

 

The world is on the verge of the next energy revolution. Last year James Robo, the CEO of Next Era 

Energy (one of the 3 largest US utilities and the world’s largest trading unit for wind and solar), said 

that “new wind and new solar, without incentives and combined with storage are going to be cheaper 

than the operating costs of coal and nuclear in the next decade. That is going to transform the 

industry.” Well, the next decade has apparently already arrived because just six months after Robo’s 

comment, electric utility Xcel Energy received a staggering 850 bids for a renewable energy project to 

replace its ageing coal plants. While the median bid for solar (half the estimates were less) came in 

priced similarly to the operating costs of a new coal plant, the median wind bid was 30% cheaper. Can 

you say “Game over”?  

The rate at which wind and solar energy prices have declined since 2009 is truly shocking. Solar costs 

per megawatt hour are down over 90% to just $37, while wind costs have fallen about 85% to $21. But 

a key factor in renewable energy is the cost of battery storage to hold the power from these inconsistent 

sources. For decades battery storage costs were falling at only about half the rate of solar. Fortunately, 

this all changed thanks to cutting-edge cell chemistry and more efficient production processes, driven 

particularly by the auto industry. 

When the first mass produced electric vehicles (EV) were introduced in 2010 their battery packs cost 

an estimated $1,000 per kilowatt hour (kWh). Today, insiders at Tesla, the world’s premier EV 

producer, say battery costs are down to $160/kWh and should fall to $100/kWh by 2020, a 90% 

decrease in 10 years.   

This matters, because analysts forecast that EVs will cost the same or less than comparable gasoline 

powered vehicles once the price of battery packs falls to between $125 and $150 per kWh.  Moreover, 

EVs are already cheaper to maintain with only 15% of the moving parts of an internal combustion 



vehicle. And with rapid charging technology quickly evolving to remove range anxiety, a battery top-

off will soon be as quick as filling up at the gas station.  

Roughly 500,000 electric vehicles were sold globally in 2016, a figure that’s expected to jump 

sevenfold by 2022 according to the U.S. Energy Information Administration. Thanks to Tesla’s design 

prowess, EVs now carry a “Cool Factor,” but Tesla is no longer the only company making them. 

Volkswagen recently announced plans to make 2-3 million EVs annually by 2025, as it plans to launch 

over thirty pure battery vehicles over the next 10 years. Its Audi brand unveiled the E-Tron, a battery-

powered crossover that's due to hit showrooms this year, and its concept Porsche Mission E does 0-60 

in 3.5 seconds with 300 mile range and 80% charge in 15 minutes by doubling the standard charging 

voltage. Luxury competitors, Mercedes-Benz and BMW, are not far behind.  Mercedes wants to have 

an electric version of each model available by 2022, and BMW has committed to having 12 all-electric 

vehicles and 13 hybrids in its lineup by 2025.     

So, we’re at the beginning of a veritable gold rush in renewable energy and electric vehicles. History 

shows, however, that in a gold rush it’s usually more profitable selling the picks and shovels to 

enthusiastic miners. And that’s just what we’re doing with our recent investment in one of the world’s 

largest lithium producers, Albemarle Corp. (ALB).  

Lithium is a key ingredient to making battery storage units work due to its reactive traits and lightest 

metal status. As electric vehicle adoption increases (in addition to the continued proliferation of 

electronic devices), the demand for lithium should explode.   

Globally, lithium is produced from either lower-cost evaporation of brine or higher-cost mining of the 

mineral spodumene. ALB effectively controls around one third of the lithium carbonate market 

through its own salt brine deposits in Chile and Nevada and a joint venture in Australia that mines 

spodumene. ALB’s Chilean assets (80% of lithium profits) are located in Salar de Atacama, the 

world’s largest, lowest cost, and purest active source of lithium on the planet. Salar de Atacama is 

located at a high altitude, 1.4 miles above sea level and surrounded by the Andes Mountains. This 

unique environment has a very high evaporation rate and extremely low rainfall (a few millimeters per 

year) combined with the highest concentration of brine. Snow from the Andes melts and flows 

underground into pools of lithium rich brine 130 feet below the surface.  ALB pumps the brine into a 

network of large evaporation ponds on the surface where it takes about 18 months to form concentrated 

lithium brine that is then processed into various types of lithium.      

In addition to its lithium business, ALB is also the world's second-largest producer of bromine, a 

chemical used primarily as a flame retardant in electronics such as computers and cell phones, as well 

as a top producer of custom tailored catalysts used in oil refining and petrochemicals production (a 

high barriers-to-entry market with steady cash flows). ALB has been wisely using the strong cash flow 

from these stable businesses to invest in major capacity expansions at both of its lithium production 

locations. ALB aims to grow its Chilean brine lithium production capacity from 27,000 metric tons in 

2016 to over 140,000 metric tons in the next decade. Furthermore, its Australian joint venture will 

triple its spodumene capacity from 80,000 to 250,000 metric tons on a Lithium Carbonate Equivalent 

(LCE) basis.  ALB is also building a 100,000 metric ton lithium hydroxide plant in Australia to convert 

the spodumene.  



Historically, companies like ALB sold basic types of lithium under short-term contracts. Now, ALB is 

diverging from the competition by opening a battery research center and pushing into specialized 

lithium. They are investing millions into research and development of lithium products that can help 

boost electricity storage and increase a battery’s charge, making them even more indispensable to 

battery makers and the electric car industry. The Company is also moving customers toward long-term 

contracts which would have a base price guaranteed for up to a decade or more and secure ALB’s 40 

percent profit margins, regardless of lithium market prices. 

Longer term, ALB is studying so-called “solid state” batteries, which contain no liquid and can 

theoretically store more electricity than the lithium ion battery. While solid-state batteries are not 

expected to replace lithium ion batteries as the industry standard, they are seen as a promising 

technological evolution. And importantly for ALB, they will consume even more lithium. 

 

Founded in 1887, ALB is a solid company with exciting growth potential.  Trading at a price-earnings 

ratio of 16X 2019 estimated earnings per share, the valuation is quite reasonable. The firm is currently 

executing a $500 million share buyback program, has raised its dividend every year since going public 

(1994), and maintains an investment grade credit rating. We feel ALB is a great “Green Energy” 

addition to the PASI portfolio, as the EV market goes “Full Charge” ahead. 

 
Financial Planning Tips:  Choosing Your Beneficiaries 

By:  Chris Steele, CFP® 

 

The naming of a beneficiary for your retirement accounts may seem simple and perhaps automatic, but 

it is not. Surprisingly, we see a number of retirement accounts with no beneficiaries listed or where 

named beneficiaries have passed away, divorced, or should otherwise have been removed.  In addition, 

most are unaware of the consequences that occur by not properly naming beneficiaries for their IRA, 

401k, etc...  It is important to remember that your IRA beneficiary form supersedes your will and/or 

trust unless your trust is named as the beneficiary. The same holds true for all retirement accounts as 

well as life insurance and annuity policies. 

 

On July 1, 2012 The Florida Legislature enacted F.S. §732.703 in attempts to avoid the unintended 

disposition of beneficiary designated assets. The law states anyone who is listed as the beneficiary of 

an ex-spouse is considered to be an invalid beneficiary unless the beneficiary form was signed after the 

marriage has been dissolved. The law affects all accounts which have a beneficiary form. There are at 

least twenty-three other states with similar laws. 

 

When choosing beneficiaries, consider naming a primary (first to receive assets) as well one or more 

contingent beneficiaries (second to receive assets if the primary has predeceased you or chooses to 

disclaim the assets). Another decision to address is whether you want your beneficiaries to be named 

as per stirpes or per capita. Per stirpes means if they were to predecease you their share of your assets 

would pass to their children, while per capita means their share would be divided among your 

remaining beneficiaries. 

 

A common beneficiary is a spouse. A spouse has two options on how an inherited IRA can be 

received.  The first is called a spousal rollover, which allows the inherited IRA to be rolled into an 

existing or new IRA in the name of the surviving spouse. The IRA will now be treated as if it were 

always owned by the surviving spouse. The second option is for the spouse to remain as beneficiary.  

Under this scenario, the surviving spouse takes a Required Minimum Distribution (RMD) from the 

inherited IRA annually based on their own single life expectancy; this is also true for any person 



named beneficiary. The main reason a surviving spouse would choose to remain as beneficiary is if 

they were younger than age 59 ½, allowing them to receive the RMD without facing a premature 

distribution penalty. In most cases, the spousal rollover is the best option. 

 

Two mistakes we see are not naming a beneficiary, and naming your estate. By not naming a 

beneficiary you are allowing someone else to choose who will receive the asset for you – the default is 

usually your estate. If the IRA passes to your estate, it becomes subject to probate and all assets must 

be withdrawn from the IRA within five years, subjecting them to income taxes. The “stretch” 

provision, which allows your beneficiary to take minimum withdrawals based on their life expectancy 

and reduce tax exposure, is lost.   

 

Another option is to name a trust as beneficiary in order to stipulate how the assets are disbursed. This 

can be complex and is unique to each trust document; we recommend you contact an estate attorney if 

this choice is considered. 

 

Naming your beneficiaries is a very important decision. It allows you to choose who receives your 

assets as well as how they receive them. We encourage you to take a moment to review your current 

beneficiary designations. If you are unsure, please give us a call to review your accounts. 

 

 

 
Disclosure 
 

Professional Advisory Services, Inc. may, from time to time, have a position in securities mentioned in 

this newsletter and may execute transactions that may no longer be consistent with this presentation's 

conclusions.  Reference to investment performance of the PASI composite stock portfolio is made 

gross of expenses.  For formal performance disclosure with net returns please contact our office. 


