July 2017

Quarterly Commentary
This past quarter has seen a continuation of positive market trends with equity returns in the low-tomid single digit range. Confidence remains high despite all the histrionics coming from Washington.
Economic growth around the world continues to improve while domestic trends have not changed
much despite last fall’s elections. The Federal Reserve recently raised the overnight rate to 1%-1 ¼%,
and maintained they will begin to normalize the Fed’s balance sheet this year which is a clear signal
that they expect modest improvement in the underlying economy.
We’ve been suggesting for a while now that in the current low growth, low interest rate environment,
equities could reasonably be expected to rise at a pace similar to the underlying earnings growth rate.
We’ve felt that rising interest rates would hold back any potential PE multiple expansion as multiples
have already reached historically high levels. We’ve also been optimistic that underlying economic
growth was strong enough to support 5%-10% earnings growth. For the most part, economic and
market dynamics continue to generally fit within this framework. Therefore, we still expect that
equities will achieve 10%-type returns for the year; the S&P has made a good start in that direction.
We have all been reading how a handful of large-cap growth stocks -- Facebook, Amazon, Apple,
Netflix, Google (the FAANG stocks) plus Tesla and a few others -- have been responsible for a
disproportionate share of the market’s appreciation so far this year. For some of those stocks (Apple
and Google, for example), the gains are a fair reflection of their cash flows and revenue growth, but
we believe that the price gains in many of the other highfliers are attributable to unsustainable
expectations about future earnings on the part of investors . This makes us uncomfortable and so we
have mostly chosen to avoid these stocks.
While investing always involves interpretation of future events, our client portfolios have seen their
returns come from underlying earnings and cash flow growth, not speculation about what the future
may bring. We believe our conservative total-return strategy supported by dividends will provide
greater downside protection should the market take another turn down. We always want to be
cognizant of potential risks and of how our portfolios are positioned in order to protect our clients’
assets in the event of such a downturn.
We’ve been surprised at how tame the markets have been this year given the continued political angst
and the changing geopolitical landscape. We would caution that the markets have been unnaturally
calm, and while we remain cautiously optimistic, we will be looking for potential market dislocations
to create opportunities during the balance of the year. Yet, we’re also still hopeful that the Trump
administration will be able to enact some business-friendly changes which could be a catalyst for the
markets. Our long term perspective continues to favor equities over bonds, but we have modest
expectations for the balance of the year.
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Disclosure Statement
SFE Investment Counsel is a Registered Investment Adviser. This presentation is solely for informational purposes and not a
solicitation to invest. The results reflect the deduction of fees and the reinvestment of dividends and other earnings.
Advisory services are only offered to clients or prospective clients where SFE and its representatives are properly licensed or
exempt from licensure. Past performance is no guarantee of future returns. Investing involves risk and possible loss of
principal capital. No advice may be rendered by SFE unless a client service agreement is in place. Please contact a financial
advisory professional before making any investment.
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