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Casual Friday: Macro Drum Beats On + "Valuing an Intangible" – February 21, 2020 

Recent advisor question: "What the heck do I do with client portfolios and cash on the 
sideline today?" 
 
Obsession with “macro” has ruled investor consciousness over the past few years and 
today it's no different...  
 

 In 18' investors had two big bouts with stock market volatility  
 In 19' we had a "melt up" leaving many investors sidelined w/ too much cash 
 In 20' we're dealing with an election, Coronavirus, full valuations and historically 

low interest rates 
 
The macro confusion beat drums on... 
 
We don't attempt to predict these macro forces. Countless prognosticators often send 
conflicting signals to the market. Instead, long term investors may benefit most from 
accumulating equity positions that provide shareholder value over long holding periods - 
ie. stocks with strong cash flows, healthy balance sheets, secular growth advantages, 
solid management and reasonable valuations. Buy stocks for "ownership" not for 
"trading profits". 
 
Our approach to equity "ownership" has us finding opportunities but we're also finding 
stretched valuations in areas of the market. Growth continues to widen the gap on value. 
On the yield side, many dividend investors are paying big premiums (absolute and 
relative to history) and are overweight sectors like utilities, REITS and telecom services. 
These investors have felt starved for yield and have bid up prices accordingly. This 
"trade" has worked as the 10 Yr has pulled back to 1.50% (source: Bloomberg) largely 
based on macro fears. We've seen this environment a number of times in the past 
decade. Recent history has shown sharp under-performance from these sectors when 
rates begin to rise: 
 
May 1st, 2013 – December 31st, 2013 
10 Yr. Treasury moves from 1.60% to 3.00% 
Total Return: S&P 500 +18.37%, Utilities -4.53%, REITs -9.88% 
  
January 30th, 2015 – June 10th, 2015 
10 Yr. Treasury moves from 1.65% to 2.50% 
Total Return: S&P 500 + 6.38% Utilities -11.10% REITs -10.45% 
  
July 8th, 2016 – March 13th, 2017 
10 Yr. Treasury moves from 1.38% to 2.60% 
Total Return: S&P 500 +12.97%, Utilities -1.06% , REITS - 7.83% 
  
Sept 5th, 2017 - Nov 8th, 2018 
10 Yr. Treasury moves from 2.05% to 3.25% 
Total Return: S&P 500 +16.75%, Utilities +3.93%, REITs + 4.94% 
 
(Returns analysis source: Bloomberg) 
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Dividend Highlights 

 Dividend growth can often 
provide transparent insight into 
a company’s fundamentals 
and vitality. 

 Dividend growth can provide 
an attractive stream of 
increasing cash flow to satisfy 
many financial objectives. 
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This is not a call for the bottom on rates... Instead we're observing areas where investors have "priced in" recession, and with 
the exception of this mornings PMI, recent economic data has been strong: 
More rate cuts are already priced in to the market - Market Currently Pricing in 35% chance for a cut by Sept 20 Fed meeting 
Valuations are stretched - Utilities trading at a premium again the broader, usually trade at big discount 
Economy has shown recent signs of strength - Citi Economic Index 2.20.2020 
Depending on the composition of dividend stock holdings, various rate environments can produce vastly different outcomes. 
We believe our focus on dividend growth and owning securities which may benefit from higher rates can give us an edge 
against competing strategies. 
 
"Valuing an Intangible" 
 
"In just 43 years, intangibles have evolved from a supporting asset into a major consideration for investors – today, they make 
up 84% of all enterprise value on the S&P 500, a massive increase from just 17% in 1975". - This makes sense given how our 
economy has tilted away from pure manufacturing to more services. Not all intangibles are created equal. But patents, 
intellectual capital, trademarks, and technology licenses can support: brand equity, higher margins, and repeat customers. 
The list has some usual suspects in today’s information economy, but you will also notice many traditional companies – a 
number of which are in our Dividend Strategy made the list: https://www.visualcapitalist.com/intangible-assets-driver-
company-value/ 
 
 
Contact Berkshire: 
 
Gerard Mihalick, CFA, Portfolio Manager 
gmihalick@berkshiream.com or (570) 825-2600  
 
Jason Reilly, CFP®, VP Advisor Distribution 
jason@berkshiream.com or (570) 825-2600
 
 
 
Berkshire Asset Management, LLC claims compliance with the Global Investment Performance Standards (GIPS®). Berkshire Asset Management is a fee-based, SEC registered 
advisory firm serving the portfolio management needs of institutional and high-net worth clients. The Dividend Growth Composite contains portfolios invested in Berkshire’s Dividend 
Growth Strategy with an equity allocation target of 90% - 100%. The Dividend Growth Strategy’s primary objective is to generate a growing stream of equity income by investing in a 
diversified portfolio of equities with stable, high, and growing dividends. The benchmark is the S&P 500 Index. The index returns are provided to represent the investment environment 
existing during the time periods shown. For comparison purposes, the index is fully invested, does not include any trading costs, management fees, or other costs, and the 
reinvestment of dividends and other distributions is assumed. An investor cannot invest directly in an index. Gross returns are presented before management and other fees but after 
all trading expenses. Net returns are calculated by deducting actual management fees from gross returns. Returns reflect the reinvestment of dividends and other earnings. Valuations 
are computed and performance is reported in U.S. dollars. To receive a complete list of composite descriptions and/or a compliant presentation, contact Jason Reilly, CFP® Tel: 
570-825-2600 or info@berkshiream.com. Past performance does not guarantee future results. 
 
Risks: Past performance does not guarantee future results. All investing carries risk including risk of principal or income loss. Dividends are subject to change, are not guaranteed, 
and may be cut. Investing based on dividends alone may not be favorable as it does not include all material risks. There is no guarantee any stated (or implied) portfolio or performance 
objective mentioned by Berkshire can be met. Berkshire’s equity style may focus its investments in certain sectors or industries, thereby increasing potential volatility relative to other 
strategies or indices.  
  
Market Commentary, Aggregate Holdings, Securities, Sectors, Portfolio Characteristics Mentioned: No statement made in this presentation shall construe investment advice. This 
presentation is for informational purposes only. Views, comments or research mentioned is not intended to be a forecast of future events. The mention of any security or sector is not 
deemed as a recommendation to buy or sell. Any reference to any security or sector is used to explain the portfolio manager’s rationale for portfolio decisions or philosophy. Research 
or financial statistics cited regarding securities or sectors do not contain all material information about them. Any securities mentioned represent a partial list of holdings whereas 
Berkshire portfolios typically contain approximately 30-40 securities in percentage weightings ranging from 1-5%. A complete list of holdings from a representative account is available 
upon request. Overall portfolio characteristics mentioned are from a representative account deemed representative of the strategy; data may be compiled from Bloomberg, Baseline 
or Berkshire estimates. Individual holdings, performance and aggregate characteristics of actual portfolios may vary based on a variety of factors including market conditions, timing 
of client cash flows and manager discretion. This presentation contains Berkshire opinions and use of Berkshire estimates which are subject to change at any time. Berkshire 
employees may have personal positions in any securities or sectors mentioned. Charts, presentations or articles may be obtained from third parties and Berkshire does not guarantee 
their accuracy. 
  
*Platform restrictions may apply.  Preliminary returns are based on composite estimates only.  Individual accounts will vary.

 


