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                                                                         Q4  2017     COMMENTARY 

THE SMALL COMPANY GROWTH ENVIRONMENT 

In a year of gains and record highs, the 2017 equity 
markets were unusually focused on Washington D.C. 
The new administration’s failure to eliminate the 
Affordable Care Act piqued concerns that tax reform 
and a fiscal stimulus program might evaporate. 
However, while political issues grabbed headlines, 
housing, manufacturing, corporate earnings, and 
consumer sentiment gave the market solid 
underpinnings that allowed the equity markets to 
continue their upward trajectory. 

Small cap growth gave a strong showing with a 22% 
return on the Russell 2000 Growth Index. Lagging 
behind Growth significantly, the Russell 2000 Value 
Index returned 7.8% for 2017 as investors sought to 
take advantage of the growth-friendly climate of 
corporate tax reductions, low inflation, reduced 
regulations, and in the case of small caps, lower 
sensitivity to the U.S. dollar’s fluctuations. 
 

 

 

 

ASHFORD VIEWPOINT  

Ashford believes the recent tax overhaul to be a major tailwind. Dropping the corporate tax rate from 35% to 
21% means that shareholders could see an additional 14% in profits. This could increase earnings power in 2018 
by 21.5% over 2017. That’s powerful. Moreover, we believe our portfolio is uniquely positioned to benefit for 
two major reasons:  

Period Q4 YTD 1 Year 3 Year 15 Year 
Ashford 

SCG* 2.2% 27.5% 27.5% 19.5% 12.9% 

R2000 
Growth 3.3% 22.2% 22.2% 10.3% 11.6% 

R2000 
 4.6% 14.7% 14.7% 10.0% 11.2% 

*Performance represents Ashford Small Cap Growth Composite, net of fees 

• First, we are bottom-up investors.  We buy high-quality business models that generate high ROE. The 
additional capital from the tax cuts will accelerate growth and potentially offers margin and multiple 
expansion. This creates the opportunity for higher share prices, as evidenced by the market in early 2018. 

• Second, we invest in high-quality management teams with clear growth strategies and a proven record of 
execution. These management teams are good allocators of cash. If the tax cut materializes as planned, we 
feel confident that the additional cash will be utilized by management to create shareholder value.  
 

Due to this unprecedented opportunity, stock selection will be even more important in 2018. There will be 
companies that will be able to provide above-market returns by unlocking value through their unique product 
offerings, business models, and management teams. 

Ashford Risk/Reward for 5 Year Period Ending 12/31/2017 

http://www.ashfordcapital.com/
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WHERE ARE WE NOW? 

 

 

 

 

 

 

 

 
 
 

 

 

WHAT WE ARE SEEING NOW: A LOOK AT ARTIFICIAL INTELLIGENCE 

Over the course of the last few months, we’ve had many fruitful conversations about artificial intelligence and 
machine learning with management teams of both new and prospective holdings. Artificial intelligence (AI) is a 
branch of computer science which seeks to simulate human intelligence in computers. Developing programs to 
replicate work traditionally done by humans would be valuable to many of our portfolio companies. These 
programs could include recognizing sounds and words (translation), identifying objects (facial recognition), and 
business processing (handling large volumes of invoices). 

Machine learning is an application of artificial intelligence which is focused on giving computers the ability to learn 
without explicit programming. Data scientists create algorithms that can access, interpret, and make predictions 
from large datasets. Familiar examples include Netflix’s ability to recommend movies, a bank’s predictive scoring 
based on personal income, demographics, and age, and credit card fraud protection based on location, spending, 
and travel habits. As one executive explained, this type of analysis starts as guessing, but evolves into a prediction 
platform by identifying patterns and correlations in the data. It can also be faster, use more and better data 
points, and become more accurate over time.  

The disciplines of artificial intelligence and machine learning have been around for decades. However, rapid 
advances in processing speeds and memory capacity, coupled with the development of cloud-based systems to 
manage larger proprietary data sets, have greatly accelerated their development in recent years.  These 
advancements make this an interesting area to explore. 

While we expected a heightened focus on AI and machine learning from the leaders of technology-related 
businesses, an increasing number of our portfolio companies in unrelated areas are using machine learning 
applications. We’ve seen an uptick in investment and adoption in financial services, security, healthcare, and 
industrial production, as well as others. Managements understand these applications have the potential to 
improve capital allocation decisions and enhance returns for shareholders. One CEO referenced a recent McKinsey 
study which found that advancements in robotics, artificial intelligence, and machine learning could improve 
productivity growth by 0.8 – 1.4% across the economy every year. As improved data-driven solutions and 
predictive technologies become more widely deployed, businesses will have the potential to improve asset 
utilization (less downtime due to data-driven maintenance practices, better throughput), produce higher 
quality/margin products (customer behavior patterns/insights), and generate further productivity gains 
(automation, inventory management). 

Prudent Risk 

2018 will be another year of prudent risk taking. Since our founding in 1979, Ashford has maintained a disciplined 
approach to investing. We have seen the market go through multiple cycles and events since our founding. We 
are humbly aware it is impossible to consistently time the market. We mediate risk by staying focused on our 
time-tested investment process. 

 

http://www.ashfordcapital.com/
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PHOTO ON PAGE 1: 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 calculated by the FTSE Russell. 

 
(3) The figures for the Standard & Poor’s 500 Stock Market 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 calculated by Standard and Poors. 

 
The information provided in this letter 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 provided 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 securities, 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. 

http://www.ashfordcapital.com/
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