
 

  

 

MARKET TRENDS  

In the fourth quarter of 2018, the major U.S. equity 
markets barely avoided a bear market before 
rebounding strongly into the first quarter of 2019, 
thanks in part to renewed dovishness on the part 
of the Federal Reserve Board. 

Many expect U.S. GDP growth to slow down to 
approximately 2.2% this year—a rate that is still 
well above the average 1.8% growth rate. This 
estimate is supported by the Federal Reserve’s first 
quarter updated summary of economic predictions 
which showed a median forecast of no rate hikes in 
2019, an about-face from their position at the end 
of 2018.  Additionally, markets are now pricing in a 
potential funds rate cut in 2019—pushing our fears 
of a bear market out to late 2020 or early 2021. 

U.S. disposable income rose 3.3% on a trend year-
over-year basis, the fastest pace since 2015, which 
bodes well under the Fed’s 2% target. Further, the 
latest readings of U.S. manufacturing and service 
surveys are in line with positive economic growth, 
though slower than the 3% growth in 2018. 

WHERE ARE WE SPENDING OUR TIME:  The 

Shifting Media Landscape 

We continue to study the changing landscape in 
media. We recently attended an investor day in 
March for one of our portfolio holdings to get an 
update on trends related to connected TV and the 
future of video advertising. We have also monitored 
several developments over the past year which, 
when taken collectively, start to reveal a growing 
opportunity for independent technology platforms 
within the digital media space. These macro events 
include: 

• Mark Zuckerberg testifying before Congress: The awareness around data privacy is on the rise, and Mr. 

Zuckerberg admitted that regulation of social media is inevitable. In fact, since the testimony, Facebook 
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Period Q1   1 Year 3 Year 5 Year 10 Year 

Ashford SCG* 17.6% 9.1% 26.3% 14.2% 18.9% 

R2000 Growth 17.1% 3.9% 14.9% 8.4% 16.5% 

R2000 14.6% 2.0% 12.9% 7.1% 15.4% 

 

*Performance represents Ashford Small Company Growth Institutional Composite,  
net of fees. 
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and Google both have been proactive in taking steps to further protect their users’ data.  

• AT&T acquiring AppNexus: AppNexus is a digital advertising network. With this purchase, AT&T is likely 

signaling a data-driven strategy to monetize Time Warner content in a direct-to-consumer offering. 

• Disney acquiring 21st Century Fox, giving them a majority stake in Hulu: Their purchase of BAMTech in 

2017 will be the engine behind their direct-to-consumer launch of Disney-owned content. In addition, 

their majority stake in Hulu will be an additional channel to complement their own branded content 

available on the Disney+ offering. 

• Viacom acquiring Pluto TV: Pluto TV is an ad-supported streaming service which has around 12 million 

active users per month. Viacom made this strategic acquisition to gain access to Millennial subscribers who 

have never and likely will never subscribe to traditional cable. 

This period of disruption is opening up more opportunities to find smaller companies that can innovate and  
establish durable business models related to this secular change.  

OUR PROCESS AT WORK: A Focus on Management Teams    

Over the past six months we have seen growing noise levels around the health of the U.S. economy, the fed 
funds rate, trade negotiations, and the 2020 election cycle. We expect these macro issues to continue to 
generate market volatility, but our primary focus remains on our bottom-up research process.  

In the first three months of the year, our analyst team has been traveling extensively to visit companies, 
attend conferences, and meet with references. We continue to update our assumptions for the portfolio 
holdings related to organic growth, reinvestment opportunities, research and development initiatives, and 
other related metrics. Most importantly, our work has reinforced our optimistic outlook for the majority of the 
holdings in the portfolio. As a recent datapoint, the first three companies to report first quarter 2019 updates 
as well as provide yearly outlooks have been better than we expected.  

We are also seeing a growing number of managements focusing on new investment initiatives to help their 
businesses become both more competitive and more profitable. The first type of initiative relates to helping 
their employees learn faster than their competition. During a recent interaction with a payroll and HR 
management software company, we learned one of their most important criteria in hiring a new programmer 
is the desire to keep learning. In some of the companies we’ve uncovered, managements are focusing on 
developing work environments to incentivize learning and reward team improvement. They are leveraging 
new tools and cutting-edge technologies, enabling their employees to constantly grow their knowledge base. 
This allows them to offer more relevant insights and products to their customers. For example, the payroll and 
HR business subscribes to a learning platform developed by one of our portfolio companies in the enterprise 
learning space. The on-demand platform offers access to skills assessment, interactive courses from industry 
experts, business analytics, and live mentoring and feedback. 

The second initiative is to better understand how customers are using and even modifying products and 
services they buy. To do this, companies have been increasingly focused on generating more interaction with 
their customers. The CEO of one of the software-as-a-service businesses in the portfolio is emphasizing the 
importance of more frequent on-site customer visits to hear live feedback. The management wants to better 
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understand how their application performance management tools are used to monitor, manage, and operate 
digital systems. Most importantly, the live feedback can lead to more insights on how to lower both the cost 
of deployment and the total cost of ownership, while improving the ease of use, and learning more about the 
mission critical issues the biggest clients are facing. 

The third initiative involves building and supporting a corporate culture that learns how to take bigger 
calculated risks, especially in transformational research and development projects. A leading provider of 
advanced perforating technologies and systems to the oil and gas industry recently invested significant capital 
and management resources to build a safer, more reliable perforating system. We visited the company’s new 
54,000 square foot manufacturing facility last month which represents one of the largest capital expenditure 
projects in the company’s history. We saw a group of employees who brought energy, detailed analysis, and a 
willingness to challenge conventional thinking. The result is a business which was able to decrease its 
assembly time, simplify and increase the productivity of its supply chain, and upgrade its training facilities. In 
the last six months, the company has accelerated its organic growth rate, improved its profitability metrics, 
and taken market share from its three largest competitors.  

ASHFORD’S OUTLOOK AND FINAL THOUGHTS 

As we write this letter, we are seeing a sell-off in the healthcare sector as the “Medicare for All” proposals get 
louder. This is another reminder that we are not investing in a static environment. Our challenge is to 
continually update our thinking and also to use these periods of volatility to review how we can upgrade the 
portfolio. 

We want to thank the investors who have been with us for many years as well as those who have joined us 
recently. We promise to keep executing the investment disciplines that have helped us build durable 
portfolios of unique growth companies over the last 40 years.  
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PHOTO ON PAGE 1 & 3: Walker’s Mill, originally a textile mill built around 1815, has been home to Ashford Capital Management, Inc. offices since 
2004. 

1) The Ashford Small Company Growth Institutional Composite is a dollar-weighted composite of all institutional equity accounts that exceed 
$1,000,000 in market value (including cash). The Composite invests primarily in small cap equity and equity-related securities. The Composite 
includes terminated accounts; accounts are added to the Composite when they are fully invested with Ashford for two full calendar quarters, 
whichever comes first. It is not necessarily substantially similar to the Russell 2000 Index or the Russell 2000 Growth Index. The figures for the 
Ashford Company Small Company Growth Institutional Composite include dividends and interest received and their timely reinvestment and are 
net of management fees and expenses. All performance calculations are by Ashford Capital Management.  
 

2) The figures for the Russell 2000 Growth Index and the Russell 2000 Index include dividends received and their timely reinvestment. They do not, 
however, reflect any brokerage commissions or management fees that might be incurred in actually investing in the securities comprising the 
index. Returns are alculated by the FTSE Russell. 

 
 

The information provided in this commentary should not be considered a recommendation to purchase any particular security. There is no assurance 
that any securities included in the Ashford Small Company Growth Institutional Composite will remain in the portfolio or that the information provid-
ed herein will remain the same at the time you receive this material. The securities portfolio does not represent all of the securities recommended for 
purchase by Ashford Capital Management. It should not be assumed that investments in all securities were or will be profitable. All investments in 
securities involve risk and the potential for loss of capital. Potential investment risk also include, but are not limited to investments in illiquid securi-
ties, the lack of diversification and the potential conflicts of interest in managing multiple portfolios.    

Past performance is not a guarantee of future success. Figures are not audited and are subject to change. 

                   

 

  Q1 2019  COMMENTARY  

www.ashfordcapital.com 

302.655.1750 

One Walker’s Mill Road 

Wilmington, DE 19807 


