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Cut Thin and Win
Summary: Threats to economic growth remain minor relative to underlying positives, in our
opinion. Last week, markets fell as the Federal Reserve lowered interest rates, but signaled no future cuts. This
was followed by Thursday’s announcement that the U.S. would impose a 10% tariff on $300B of Chinese imports.
Both events served to stoke fears of slowing global growth. Our view remains more constructive due to our
focus on the strong consumer (unemployment is at 50-year low), the innovative nature of U.S. companies and
industries, and favorable conditions for access for capital, among both private and public companies. We
continue to see the tariff and trade “war” talk as mostly noise relative to economic momentum.

Why did the Fed cut interest rates?
Corporate earnings growth is slowing. Recall that in 2018 the government gifted companies and
investors an enormous benefit by lowering U.S. corporate tax rates. This caused absolute earnings to rise and
the rate of growth to also increase. This can be seen in Figure 1, which shows estimated aggregate earnings per
share for the S&P500 rising to $175 by October 2018 from $140 in October 2017. The permanent reduction in
Figure 1. Expected (next-12-months) aggregated earnings for the S&P 500. Earnings forecasts show investors expect
growth slowing to nearly zero or even a slightly contraction in corporate earnings.

EARNINGS FORECASTS
FLATTEN OUT AFTER
STRONG UPTREND IN
2018

corporate tax rates was also supposed to jolt the overall economy into much faster, sustainable growth. (It was
thought that companies would use the incremental cash provided by lower tax rates to reinvest in their
respective businesses, thus spurring accelerated growth.) Figure 1 also shows that this has not occurred.
Expectations for future corporate earnings have basically flattened out post the benefit of lower taxes, and
stopped growing altogether. In fact, aggregate estimated S&P500 earnings for the next year now sit around
$168, below levels of last October. The cause for this unexpected outcome is up for debate and we’re not going
to address it here. Our point is to call attention to this air pocket in growth as perhaps the most important
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consideration behind the Fed’s decision last week to lower rates. Lower interest rates reduce companies’ and
consumers’ borrowing costs, and should, normally, stimulate growth. If this move is successful, it should
contribute to estimated earnings to head back higher again. Whether it works or not won’t be known for some
time (if ever).

How We are Managing Our and Client Money:
Our assumption is that our ability to forecast the overall market and macroeconomic conditions is
highly limited. Accordingly, while we try to understand current conditions and trends, we try to make
investment selections based on a long-term view and look for companies we can own throughout the economic
cycle. The stocks of the best companies will still go down in a recession, but these businesses oftentimes benefit
from challenging economic conditions as weaker competitors fail and cede share.

Selection from our model portfolio:

Our approach is to own high-quality companies, bought
opportunistically if possible, and own them long-term with the intention to minimize trading costs and taxes.
Our portfolio is concentrated (~20 positions) and generally we are favorably inclined towards companies we
know or at least find easy to understand.

Market Dominance is Among Our Favorite Investment Themes
Microsoft (MSFT): Should investors in large tech companies fear anti-trust investigations? Warrant
Buffet and value investors have popularized the use of the term “moat” to describe a business that has a durable
advantage which reduces the probability of losing market share. Many things can comprise a moat. One we like
as an investment theme is scale. Scale can serve as a moat if it lowers a company’s cost to deliver a product or
service and/or raises barriers to entry for competition. If scale is combined with market dominance, it can
become self-reinforcing. In this situation, completing products or services face an uphill battle even for trial. We
view Microsoft’s market position via its Windows operating system and suite of corporate applications (Word,
Excel, PowerPoint, etc.) as this kind of self-reinforcing combination of scale and market dominance. Who wants
to learn a new operating system or accept the risk of ordering software that is incompatible with those of clients?
In our portfolio we also own Alphabet (aka Google; GOOGL) which controls the world’s internet search, Apple
(AAPL), which is an dominate provider of consumer electronics, and Facebook (FB), which dominates social
media. Each of these businesses has some scale advantage or market dominance in its respective domains. But
what of the risk of regulation and anti-trust investigations currently underway into these businesses? Rather
than risks, we see these investigations as reinforcing our opinion about each company’s respective strengths
and market position. Of course, we could be wrong here, and perhaps governmental overreach, buttressed by
election-year politics, will create legitimate headwinds for these businesses or damage their brands.
Returning to Microsoft, in the late 90s the company was pilloried for its anti-competitive business practices,
bullying, and lack of ethics, and statements like “Internet Explorer is an essential and integral component of
Microsoft Windows” while it was busy strong-arming weaker-positioned rivals. Saturday Night Live even ran a
skit mocking the company’s defense of its strategy.* The company endured a multi-year investigation and trial,
eventually settling with the DOJ in November 2001. Maybe it’s the case that this distraction and bad press did
slow the company down. However, the ultimate outcome is that MSFT’s dominance within computer operating
systems and corporate software has remained unchecked to this day. The company now uses the cash flow
from these products to invest in developing other services where it is growing. The bottom-line is that you can
see how Microsoft’s stock has done since the anti-trust settlement in Figure 2, below. We feel comfortable that
Google, Apple and Facebook will also survive pending investigations. It certainly seems a better bet than
investing today’s equivalent of Netscape or WordPerfect.
*After an exhaustive search, I couldn’t find the skit on YouTube. It’s possible I made this up.
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Figure 2. MSFT shares are up 27% over the last year and the company is currently valued over $1 trillion.

MSFT SETTLES
WITH DOJ ON
ANTI-TRUST
CHARGES

August will mostly be spent in the south of France. The Parisian tradition is to flee the capital during a
good portion of the summer months. This leaves the city to the purview tourists who are happy and don’t seem
to notice or mind that half the restaurants are closed. I admit it was a very difficult decision, but I’ve decided to
follow along with the French and head to the countryside for August as well. That said, I will continue to do calls
with companies, analyze corporate earnings and follow markets when not enjoying a glass of pastis or a bike
ride in the Cevennes.

Do you already have enough ETFs and mutual funds? If you are looking for a more concentrated,
thoughtful portfolio constructed by a manager available to answer your questions, please get in
touch. An archive of our past newsletters can be found on our website by clicking this link .
Yours,
John Zolidis
President & Founder
Quo Vadis Capital, Inc.
John.zolidis@quovadiscapital.com
www.quovadiscapital.com

Mr. Zolidis started his career in finance in 1996 following degree studies in Philosophy at Kenyon College and
Oxford University. He has followed U.S consumer companies as a senior analyst since 1999, mostly on the sellside, writing research for institutional investor clients. He also managed money in a buy-side role at a long-short
equity fund over 2013-2014. He was named in the Wall Street Journal’s Best on the Street list in 2005. Mr. Zolidis
founded Quo Vadis Capital, Inc., a Registered Investment Advisor and research boutique, in 2017 and works from
New York and Paris, France.
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General Disclosures:
Quo Vadis Capital, Inc. (“Quo Vadis”) is an independent research provider offering research and consulting
services. The research products are for institutional investors only.
The price target, if any, contained in this report represents the analyst’s application of a formula to certain
metrics derived from actual and estimated future performance of the company. Analysts may use various
formulas tailored to the facts and circumstances surrounding a specific company to arrive at the price target.
Various risk factors may impede the company’s securities from achieving the analyst’s price target, such as an
unfavorable macroeconomic environment, a failure of the company to perform as expected, the departure of
key personnel or other events or circumstances that cannot be reasonably anticipated at the time the price
target is calculated. Quo Vadis may change the price target on this company without notice. Additional
information on the securities mentioned in this report is available upon request. This report is based on data
obtained from sources Quo Vadis believes to be reliable; however, Quo Vadis does not guarantee its accuracy
and does not purport to be complete. Opinion is as of the date of the report unless labeled otherwise and is
subject to change without notice. Updates may be provided based on developments and events and as
otherwise appropriate. Updates may be restricted based on regulatory requirements or other considerations.
Consequently, there should be no assumption that updates will be made. Quo Vadis disclaims any warranty of
any kind, whether express or implied, as to any matter whatsoever relating to this research report and any
analysis, discussion or trade ideas contained herein. This research report is provided on an "as is" basis for use
at your own risk, and neither Quo Vadis nor its affiliates are liable for any damages or injury resulting from use of
this information. This report should not be construed as advice designed to meet the particular investment
needs of any investor or as an offer or solicitation to buy or sell the securities or financial instruments mentioned
herein. This report is provided for information purposes only and does not represent an offer or solicitation in
any jurisdiction where such offer would be prohibited. Commentary regarding the future direction of financial
markets is illustrative and is not intended to predict actual results, which may differ substantially from the
opinions expressed herein. Past performance is not a guide to future performance, future returns are not
guaranteed, and a loss of original capital may occur.
The analyst who is the author of this report has a long position in Mircosoft, Inc. (MSFT). Quo Vadis prohibits
analysts from trading in a way that is inconsistent with opinions expressed in reports [subject to exceptions for
unanticipated significant changes in the personal financial circumstances of the analyst].

Permission is hereby granted to reproduce or redistribute this report. Please cite Quo Vadis Capital,
Inc. in any reproduction.
SEC Reg AC Certification:
All of the views expressed in this research report accurately reflect the research analyst's personal views about
any and all of the subject securities or issuers. No part of the research analyst's compensation was, is, or will
be, directly or indirectly, related to the specific recommendations or views expressed by the research analyst in
the subject company of this research report.
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