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Bitcoin Mania
Equity
| first investigated Bitcoin in fall of 2015 after a conference. The MTD QTD YTD 1-Yr 3-Yr 5-Yr 10-Yr 15-Yr
price of Bitcoin at that time was around $225 and has surged Global Stocks 19 6.1 220 246 80 109 44 85
past 11,000 as of month-end. Here are my thoughts on Bitcoin: U.S. Large Cap 31 7.6 205 229 109 157 8.3 94
o ‘ . U.S. Large Value 31 69 120 148 83 142 68 9.1
« The concept of Bitcoin was created in 2008 when Satoshi U.S. Large Growth 3.0 84 29.2 308 13.1 171 9.9 10.1
Nakamoto (an unknown person) published a white paper U.S. Small Cap 29 10.2 15.1 183 11.1 150 8.7 108
conceiving a digital currency that would allow individuals to Int'l Dev Stocks T.00 51 123102730 6.0 828 1.50 7.7
make electronic payments to one another online without Emerging Markets 028 3.3 325 328 1 46 14 118
going through a financial institution or trusted intermediary. e
« The white paper conceptualized a new underlying Fixed Income
technology called "blockchain," a massive accounting MTD QTD YTD 1-Yr 3-Yr 5-Yr 10-Yr 15-Yr
ledger that runs on an open source internet protacol. U.S. Inv Grade Bonds 0.1 =05 3.1 =32 21 299 4.0 43
Rather than having a bank or trusted third party verify a U.S. Short-Term Bonds -0.3 -0.6 1.2 1.3 1.1 1.1 25 29
transaction, the marketpluacg veriI'les the trans_action. Nileeieliene] Bomsls 22 00 93 79 1.6 06 24 45
Supercomputers, called "miners,” compete with one another  ~_ 01 02 06 07 03 02 04 1.2
to verify the transaction. Miners are rewarded in tokens
called "Bitcoins" for verifying the transaction. Other
« There are new tokens issued each time verification takes
place, but there are a finite number of tokens that can ever R e e
be issued (21 million Bitcoins). Commodities 0.5 L5 =l 05 e L5 57 kil

In recent weeks, as the price of Bitcoin has soared at a
rapid pace, the world has taken notice. Well known
investors and bankers such as Jamie Dimon and Howard
Marks have argued Bitcoin is a bubble. Other investors,
such as value investor Bill Miller and hedge fund manager
Mark Yusko, have been strongly bullish.

We know that human behavior is relatively predictable. We
seem to be in the middle of a mania, much like the race for
technology stocks in the 1990s. The history books have
documented manias since the Dutch Tulip mania of 1636.
All manias in history have resulted in some form of a crash.
The underlying concept of the blockchain deserves a lot of
attention. If's possible that blockchain will fundamentally
change the way business is conducted.

Investing in Bitcoin carries serious risks. Nearly anyone can
create a cryptocurrency; more than a 1,000 already exist.
Additionally, Bitcoin currently resides outside the current
regulatory regimes. Government intervention could change
the prospects for the price of Bitcoin. Bitcoin is nearly
impossible to fairly value. Itis backed by nothing, it has no
earnings, it pays no interest, and we have no history to use
in valuing the asset.

Any investment in Bitcoin should be considered highly
speculative. The value could go to zero or the price could
soar. Beware of the "Fear of Missing Out" (FOMO). We are
all wired with a strong sense of FOMO. FOMO grows
stronger as the price of an asset surges.

We will continue to focus on preserving and growing our
clients' wealth, and, for now, will observe Bitcoin from the
sidelines.

Price of Bitcoin (December 2016-November 2017)
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Quote of the Month

"Remember that history always repeats itself. Every great bubble in history has
broken. There are no exceptions.”

Jeremy Grantham - famed investor

Capital Markets

The stock market's winning streak extended for another month in November
as U.S. stocks posted strong gains. The "risk-on" environment largely
played out across asset classes as riskier assets posted solid gains, while
risk adverse asset classes such as high-quality bonds slipped.

We have wondered aloud in these pages previously that while valuations
are high, conditions could be present for a stock market "melt-up."
November certainly did nothing to quash such an idea. Price action has
been soundly positive for most days this year and volatility has remained
near historic lows throughout 2017.

Wall Street's focus largely turned to Washington, D.C. in November as
President Trump and Congressional GOP leadership worked to create
sweeping and comprehensive tax legislation. In the early morning of
December 2nd, the Senate passed their version of the tax bill. The House
and Senate bills will now have to be reconciled before placing the legislation
on President Trump's desk. It seems highly likely the committee will come
to an agreement

We have been asked recently whether we think the impact of tax reform
was already built into the price of stocks. It's hard to know for sure, but we
suspect the market hasn't fully priced in the tax reform. Goldman Sachs
developed a high tax and low tax basket of stocks last year to watch the
impacts of tax reform. So farin 2017, the companies that pay high taxes
and stand to benefit the most from the tax cuts have underperformed those
that will benefit the least. This metric and others lead us to believe a cutin
statutory corporate tax rates from 35% to 20% coupled with the ability for
companies to immediately expense capital expenditures should have a
favorable impact on the price of stocks in the short-run.

We remain cautious on the expected return of stocks in the coming 5 years
but current conditions seem to strongly favor higher highs in the months to
come.

Source: Coindesk.com
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