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The Top-Down 
 
The view from the top continues to be dominated by Washington. Last week it was news of 
sweeping changes to the corporate and personal tax structure. This was preceded earlier in 
April by news that going forward, these institutions are going to need to figure out what they 
want to be, lenders or investment banks. With Gary Cohen’s endorsement and the support of 
the likes of Ken Griffin, the possibility of breaking up the big banks is looking more like a 
reality.   
 
This new movement comes at a time of health in the banking industry and will likely lead to a 
more constructive outcome. Far better to overhaul how banks conduct business from a position 
of strength. Morgan Stanley got out in front beginning in 2011. And this week the WSJ 
highlighted how Goldman Sachs is increasing the firms more pedestrian lending business.   
 
Weekend reading from the Atlantic in 2015 on how difficult it is to change the hardwiring of 
bankers and their appetite for risk.  Final thought on the new pro-business atmosphere in D.C. 
from former Sun Microsystems CEO Scott McNealy.  
 
Today’s April employment report put the growth train back on the tracks with an addition of 
211,000 in payrolls following a soft 79,000 in March. On Monday, the April ISM index came in 
light for the first time in seven months. This is on the heels of a  Q1 GDP print that showed an 
anemic 0.7% growth rate. Weak consumer spending, especially on autos, is becoming an 
increasingly strong headwind. While only the first read, there are signs that the consumer is 
taking a step back. Warren Buffett interviewed this morning on CNBC providing his opinion 
that Q1 was an anomaly and he expects GDP to be revised upward. He likes his position in 
Apple and is envious of their balance sheet.    
 
Even with some signs of softening over the past few months, the Federal Reserve signaled this 
week that it isn’t flinching and a rate increase in June is almost a lock. Stripping away the 
noise, wage inflation remains and the single most important indicator the Fed is watching. For 
a full account of all economic data use  The Economic Calendar - Bloomberg 
 
 

https://www.washingtonpost.com/business/economy/trump-to-unveil-proposal-for-massive-tax-cut/2017/04/26/2097fe42-2a94-11e7-be51-b3fc6ff7faee_story.html?utm_term=.775892ae59bd
http://www.cnbc.com/2017/04/06/gary-cohn-supports-splitting-lending-and-investment-banks-bloomberg.html
https://www.bloomberg.com/news/videos/2017-05-01/citadel-ceo-griffin-favors-breaking-up-big-banks-video
http://fortune.com/2011/03/30/can-james-gorman-make-morgan-stanley-great-again/
https://www.wsj.com/articles/goldman-sachs-embraces-bankings-bland-side-lending-money-1493675955
https://www.theatlantic.com/magazine/archive/2015/05/can-bankers-behave/389558/
http://www.cnbc.com/2017/04/26/the-waterboarding-stopped--big-company-ceo-describes-the-difference-between-obama-and-trump.html
https://www.bloomberg.com/news/articles/2017-05-05/payrolls-in-u-s-rise-by-211-000-jobless-rate-falls-to-4-4
https://www.instituteforsupplymanagement.org/about/MediaRoom/newsreleasedetail.cfm?ItemNumber=30792&SSO=1
https://www.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm
http://video.cnbc.com/gallery/?video=3000616150
http://www.yardeni.com/pub/highfreqcb_bb.pdf
http://www.businessinsider.com/federal-reserve-interest-rates-fomc-statement-may-3-2017-2017-5
https://www.bls.gov/charts/employment-cost-index/compensation-in-private-industry-and-state-and-local-government-3-month-percent-change.htm
https://www.bloomberg.com/markets/economic-calendar
https://www.bloomberg.com/markets/economic-calendar


The View from Stillwater 
 
After eight years, the global economy appears to be finally reaching escape velocity. But we are 
still only ascending, and the clean air of 3% economic expansion sits at a higher altitude. Earnings 
growth, profitability, strong balance sheets and supportive policies will help with the current state 
of extended equity valuation in the United States.  A modest allocation shift out of the US and into 
international markets continues to hold water based on the price to earnings differential.  
 
 
The Bottom-Up   
 
Earnings reports for the first quarter continued in earnest with Apple doing what it does best, 
proving once again why it’s the world’s largest company and nothing shy of the greatest cash 
generator in history, as explained by Aswath Damodaran.  
 
Challenging news this week for auto makers as April sales confirmed a disappointed trend.  
Auto sales fell 4.7% with a strong slowdown felt by Ford and General Motors. This while banks 
are tightening the reigns on auto lending and the subprime portion of the auto finance market 
is showing signs of stress.  
 
The oil and gas sectors continues to experience a downright awful first half of the year. Crude 
has been hitting a ceiling in the mid-$50s due to overhead supply, even with OPEC trying to 
engineer higher prices. And while the commodity is off 15% from its peak price this year, many 
E&P and oil service companies are down twice that amount.  
 
For four years (2010 – 2014) crude traded in a $20 range, averaging $100 the entire time. This 
was in large part because Saudi Arabia wanted $100 crude. At that price, the entire production 
chain profited as did the Saudi balance sheet. In 2015 OPEC turned its production guns on US 
shale producers. And as we have entered fracking 2.0, it’s about finding more profitable ways 
to operate at lower price levels. And companies like EOG continue to push that envelope.  
 
The View from Stillwater 
 
Favorable on Apple, unfavorable on IBM. Unfavorable view of autos, auto retailers, and auto 
parts retail. The energy sector remains better suited for traders than investors, to be bought 
with crude in the mid-$40s and sold with it in the mid-$50s. Favorable on EOG.  

 
 
Up and Down Wall Street  
 
The Milken Institute held it’s 2017 gathering in Beverly Hills earlier in the week, and once again 
the participants and content didn’t disappoint. The Institute does a great job of posting volumes of 
material from the event. Use the link above to access this year’s presentations.  
 
John Bogle paints a utopian picture of his Vanguard empire while providing an ominous outlook 
for the future of active managers. “We have to get back to building products and services that are 

https://www.wsj.com/articles/apples-250-billion-cash-pile-enlivens-hopes-fuels-expectations-1493566748
https://www.wsj.com/articles/apples-250-billion-cash-pile-enlivens-hopes-fuels-expectations-1493566748
https://www.youtube.com/watch?v=YocmFq9fpV4
http://www.reuters.com/article/us-usa-autos-sales-idUSKBN17Y1OA
http://www.reuters.com/article/us-usa-autos-sales-idUSKBN17Y1OA
https://www.wsj.com/articles/banks-pull-back-on-car-loans-as-used-auto-prices-plummet-1493816356
http://www.businessinsider.com/auto-loan-delinquency-numbers-from-ny-fed-2016-11
https://www.bloomberg.com/news/articles/2017-05-05/five-charts-that-explain-crude-oil-s-sudden-nosedive-toward-45
https://www.bloomberg.com/graphics/2017-opec-production-targets/
https://www.usatoday.com/story/money/columnist/bartiromo/2015/01/11/bartiromo-saudi-prince-alwaleed-oil-100-barrel/21484911/
http://money.cnn.com/2014/11/28/investing/opec-oil-price-us-shale/
https://www.wsj.com/articles/fracking-2-0-shale-drillers-pioneer-new-ways-to-profit-in-era-of-cheap-oil-1490894501
http://www.nasdaq.com/markets/crude-oil.aspx?timeframe=1y
http://www.milkeninstitute.org/events/conferences/global-conference/2017/program-detail
https://www.wsj.com/articles/goldman-sachs-embraces-bankings-bland-side-lending-money-1493675955


good for investors and good for the community. That is your long-term survival.” Well said. And 
this profile of Rob Arnott, “The Godfather of Smart Beta”. highlights the tectonic shift in assets 
towards intelligent index funds and ETF. This shift caused a purge at the top of the asset 
management division of AllianceBernstein on Monday.  
 
The View from Stillwater 
 
Focus on the outcome you are looking to achieve. Find the best solution to get you there. And 
avoid the fee trap. Pay as little as necessary for broad market (Beta) exposure. Reserve your dry 
powder for specialized active managers and alternatives (Alpha) that support your investment 
goal. And if one has the means, attend next year’s Milken Conference in person and sign up for 
their quarterly review. 
 
 
DISCLOSURE: Stillwater Capital, LLC is a Registered Investment Adviser. Advisory 
services are only offered to clients or prospective clients where Stillwater Capital, LLC and its 
representatives are properly licensed or exempt from licensure. This website is solely for 
informational purposes. Past performance is no guarantee of future returns. Investing 
involves risk and possible loss of principal capital. No advice may be rendered by Stillwater 
Capital, LLC unless a client service agreement is in place.  
 
Stillwater Capital, LLC provides links for your convenience to websites produced by other 
providers or industry related material. Accessing websites through links directs you away 
from our website. Stillwater Capital, LLC is not responsible for errors or omissions in the 
material on third party websites, and does not necessarily approve of or endorse the 
information provided. Users who gain access to third party websites may be subject to the 
copyright and other restrictions on use imposed by those providers and assume responsibility 
and risk from use of those websites.  

General Notice to Users: While we appreciate your comments and feedback, please be aware 
that any form of testimony from current or past clients about their experience with our firm 
on our website or social media platforms is strictly forbidden under current securities laws.  

 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.wsj.com/articles/rob-arnott-godfather-of-smart-beta-tells-investors-youre-doing-it-wrong-1493371801
https://www.nytimes.com/2017/05/01/business/dealbook/alliancebernstein-ceo-board.html?_r=0
http://www.milkeninstitute.org/publications/category/MIReview

