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"Casual Friday" Commentary

Casual Friday: Rise Of The Machines? + Top Infographics 2018 – December 28th, 2018
Happy New Year.
For equity investors, 2018 was difficult to stomach. The first part of the year brought volatility from,
ironically, funds betting on the direction of volatility itself. Then the market advanced, but it was led
by a narrow group of growth stocks that left many active/value investors feeling left out. But
December stirred up a destructive potion of events that have anxieties running high through year
end:
Mix…
•
•
•

A Market at all-time highs
Over-valued growth stocks / "priced to perfection"
Earnings expectations that may prove overly optimistic

…With
• Trade war worries
• Higher short term rates / flattening yield curve
• Political drama
And… an orderly pull back in prices would be natural, expected, and perhaps even welcome. But
December was anything but orderly thanks to some potent accelerants:
• Low liquidity
• Low volume
• And a total proliferation of mindless algorithmic program trading and you’ve got a December
many would like to forget
The Wall Street Journal is reporting that 85% of trading in the past month has been some sort of
algorithmic/program/automated trading: https://www.wsj.com/articles/behind-the-market-swoonthe-herdlike-behavior-of-computerized-trading-11545785641
Our view?
It's usually not productive for investors to parse and predict the perplexing labyrinth of macro
intricacies... Instead, what are the RIGHT big picture questions to consider (you and your clients) in
a market like this?
• Why are we investing in the first place (likely income, growth of income)
• Did anything happen in the last 3 days or 3 months that would have a material and negative
effect on a company’s future ability to increase dividends? (we don't think so!)
• Are we paying prices well above fair value that could lead to a severe mark down of
underlying principal? (always possible, but we think far from likely - of course near term it is
possible to have more volatility and downside)
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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.

Current Berkshire Portfolio:
• Solid dividend growth in 2018 and good potential for increases in 2019
• 12.8 times 12m forward earnings
• Approx 3.5% dividend yield
Complain about machine driven volatility all you want, but volatility creates opportunity for advisors
and managers to add value over the longer term.
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Berkshire Dividend Strategy

"Side bar": We are hearing mutual fund tax horror stories where funds are kicking out big gains in a year of negative returns.
No, the SMA where the manager and client control their own cost basis is not dead!
Visual Capitalist - Top Infographics of 2018
To close out the year, we share top infographics of 2018:
• The extraordinary power of compound interest (our favorite, of course!)
• The relationship between money and happiness
• The business value of blockchain
• Facts to free you from your fear of market crashes
https://www.visualcapitalist.com/our-top-infographics-of-2018/
Each year presents its own unique challenges and opportunities. 2018 was no exception. One constant remains: everyone at
Berkshire is extremely grateful to work in close partnership with you and tackle whatever 2019 brings! Here's to the bulls in 19!
Best Regards,
Gerry
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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
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with each stock’s weight in the index proportionate to its market value. The index is designed to measure changes in the economy and is representative of most major industries.
Russell 1000 Growth Index measures the performance of those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. The index was
developed with a base value of 200 as of August 31, 1992. Russell 1000 Value Index measures the performance of those Russell 1000 companies with lower price-to-book ratios
and lower forecasted growth values. The index was developed with a base value of 200 as of August 31, 1992. You cannot invest directly in an index. BEst (Bloomberg Estimates)
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is a measure of volatility vs. an index. Upside/Downside capture ratios refer to a portfolios performance as a percentage of either positive returns (upside) or negative returns (downside)
vs. an index. Standard Deviation is a measure of total risk. Alpha, Beta and capture ratios are represented as calculated by Morningstar.
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
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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
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their accuracy.
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