
 

                                                                                     

the Connection 
A Quarterly Review                                                                                                                        2nd Quarter 2019 

 
HISTORICAL PERSPECTIVE 
 
We find ourselves harping on the same ideas often. 
Personally and as a society, the same themes play out, 
especially with regard to equity markets. First and foremost 
in that regard is everybody thinks the markets are over-
valued and have to correct, it’s been too good for too long.  
There are times we feel this way too. How long can we 
keep going up, how long until confidence is lost. How short 
term has the average investor become?  Unfortunately, all 
of these rhetorical questions don’t lead investors to the 
conclusions that can help them grow the value of their 
assets. We came up with a few questions of our own, and 
hopefully history can help us all get some perspective. 
 
The S&P index just crossed 3000 – has it ever been this 
highly valued?  While the S&P is at an all-time high, 
valuations aren’t even out of the normal range. In March of 
2000 (a date we will be revisiting), the S&P was trading at 
over twice the valuation it currently sits at in regard to 
earnings (34 times forward in 2000 vs. 16.5 forward today). 
Dividends paid out were less than half of what they are 
today (forward dividend yield 1.2% in 2000 vs. 2.4 % 
today). If the S&P were trading now at valuations it was 
then, it would be around 6000. Also, back then, short term 
interest rates were around 5.5%, and mortgages were 
around 6.5%.  Even though the S&P 500 index has doubled 
in nominal value since March 1, 2000 it has not kept pace 
with other available investments.  Your purchasing power 
today would be roughly the same as it was then with an 
investment solely in the S&P 500 index. 
   
If equities didn’t make money, what did? A study, on the 
statistics of wealth creations over the last 30 years for 
families and individuals, found that most true wealth 
creation happened because people owned their home. So 
real estate is an outperformer. Bonds have also been in a 
40 year bull market, (another outperformer) ever since the 
outlandishly high interest rates in the 70’s.  
 
Continuing the discussion, from 2000 to now, there are a 
lot of eye opening numbers that make us feel more 
comfortable with markets today. U.S. GDP growth has 
actually kept pace with equity returns over the last 18 
years. You would expect equities to outperform GDP, 
maybe not substantially, but outperform.  
 

 
 
 
What type of equities have done well since 2000? Let’s 
start with tech stocks, the hot button topic right now. The 
NASDAQ has posted the same returns since 2000 as the 
S&P 500. Microsoft, Oracle, Intel, IBM, and Cisco – all 
underperformed the S&P 500. What about the new hot 
stocks? Facebook, Netflix, Apple etc. The reason the old 
tech stocks haven’t done so well is because the new tech 
stocks stole their business, along with business from other 
industries like Telecommunications and older Media 
companies. But as a whole, Tech is right in line with the 
broader market. What stocks have done well over the last 
18 years? McDonalds, Target, Costco, J.P. Morgan, 
Chevron, Minnesota Mining – you know the usual stocks 
that you would not think would grossly out-perform the 
economy (They did, by a lot). 
 
Another sector that continues to make headlines is 
Healthcare. They have to be more valuable, those drug 
companies charge a fortune. Well, not very true. Drug 
companies have actually decently underperformed tech 
companies, which in turn underperformed the overall 
market. Pfizer hasn’t moved in 20 years. Amgen, Johnson 
and Johnson – they’ve done all right, but not as well as 
McDonalds or Target. Community and for profit hospitals? 
On average they have been an extreme loser, Community 
Health, a rural hospital company, is down almost 80%. 
Next time your congressman or Bernie Sanders tells you 
that Amgen is ripping you off, your response is ‘Amgen isn’t 
ripping me off, my health insurance company is’. Cigna, 
one of the worst performers in health coverage over the last 
18 years, is up 600%. United Health, Humana – Those are 
up more 3800%. 
 
We keep highlighting the peak in 2000, instead of 2008. 
The reason is because 2000 was really the last U.S. 
recession that came from an over-heated economy and 
stretched asset prices. 2008 was a whole different 
ballgame, with only the Great Depression as a real 
comparison. There were systemic banking excesses, over-
leveraged consumers, and a near apocalyptic financial 
crisis. The 2000 recession was the last normal recession. 
It was also the last time the stock market had a bear market 
primarily because of investor euphoria. 
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Why does any of this matter to an investor today? One 
favorite of professionals who have been in this business for 
a long time is the idea of mean reversion. Mean reversion 
just means that if something has been way out of the 
normal for too long, it will reverse and come back to normal 
over time. Bay Area real estate continues to increase 
although that is not the case in many parts of the country.  
Going forward bonds offer very little opportunity and 
globally they are offering negative returns.  Equities have 
so underperformed other investments that maybe they are 
just playing catch-up. Maybe tax laws, or the new 
appreciation for Capitalism and job creation coming from 
middle America is setting the stage. Corporate America 
has been due to shine for several decades now, and 
technology companies even more so. Just maybe we 
deserve a nice bull market, instead of constantly worrying 
about when it will end. 
 

THE ACT OF GIVING 
 
Below is an updated list of some organizations our clients 
are helping today.   
 

All Local Food Banks 
 www.sfmfoodbank.org 
 www.shfb.org 
 www.foodbankccs.org 
 www.refb.org 
 

Bloom Marin 
www.bloom.org 

 

Maya’s Music Therapy 
www.mayasmusic.org 

 

Friends of the Urban Forest 
www.fuf.net 

 

Guide Dogs for the Blind 
www.guidedogs.com 

 

Doctors without Borders 
www.doctorswithoutborders.org 

 

The Nature Conservancy 
www.nature.org 

National Kidney Foundation 
www.kidney.org 
 

Guide Dogs of America 
www.guidedogsofamerica.com 
 

Golden Gate National Parks Conservancy 
www.parkconservancy.org 
 

Fine Arts Museums of San Francisco 
www.famsf.org 

 

Canine Companions for Independence 
   www.cci.org  
 

Alzheimer’s Association 
 www.alz.org 
 

The Foundation for Rotary International  
   www.therotaryfoundation.org 
 

 
 
 

Wildcare 
 www.wildcarebayarea.org 
 

Homeward Bound of Marin 
 www.hbofm.org 
 

Whistlestop 
 www.whistlestop.org 
 

  FINCA 
 www.finca.org 

 

Sonoma Land Trust 
 www.sonomalandtrust.org 
 

Friends of the Earth 
 www.foe.org 

 

 The American Friends Service Committee 
 www.afsc.org 
 

 Amnesty International 
 www.amnestyusa.org 
 

 Eastside College Prep  
www.eastside.org 

  

 Northern Sierra Partnership 
  www.nothernsierrapartnership.org 
 

 American Bird Conservancy 
 www.abcbirds.org 
 

 The Cornell Lab of Ornithology 
 www.birds.cornell.edu 
 

 Mono Lake Committee 
 www.monolake.org 
 

 California Trout 
www.caltrout.org 

 

 Tahoe Rim Trail 
 www.tahoerimtrail.org 
 

 Ocean Conservancy 
 www.oceanconservancy.org 
 

Global Fund for Women 
 www.globalfundforwomen.org 
 

Marine Applied Research & Exploration 
 www.maregroup.org 
 

Marin Agricultural Land Trust 
 www.malt.org 
 

Walk to End Alzheimer’s – San Francisco, CA 
 www.act.alz.org/sanfrancisco2019 
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