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Earnings are Ultimate Driver of Equity Returns

With technology shares leading the market, the 

media has put considerable emphasis on the 

FAANG stocks (Facebook, Apple, Amazon, Netflix, 

and Google) as the primary driver of recent 

returns. These companies compete in a variety of 

industries, but they all possess technology-

focused DNA and are beneficiaries of (and agents 

of change in) huge secular shifts that are 

reshaping the world around us. Market pundits 

may be prone to hyperbole, but the focus on 

FAANG is understandable – this privileged club 

includes 4 of the 5 largest companies (by market 

capitalization) in the S&P 500 and, collectively, 

account for a little over 10% of the overall index 

weight. While most agree that these mega-cap 

stocks have substantial runway for long-term 

growth, some nervous investors have begun to 

fret that FAANG performance has led to a top-

heavy market. Those concerned may take comfort 

that an equal-weighted version of the S&P 500 

(which disregards market capitalization) is up 

nearly as much in 2017 – equal-weighted returns 

are roughly 7% YTD vs. 9% for the S&P 500.

Focus in FAANG

While equity markets can be subject to strong 

fluctuations caused by a variety of factors, the 

long-term performance of an equity index will be 

predominantly driven by the underlying earnings 

growth of the companies comprising that index.

Shorter-term deviations from this relationship are 

typically expressed through increases or 

decreases to market P/E ratios – the relative 

value investors are assigning to a given level of 

earnings.  Given consensus earnings growth 

estimates of 10.6% and 11.3% in FY17 and FY18, 

alongside the current environment of low inflation 

and low interest rates warranting higher P/E 

multiples, current valuation levels are relatively 

stable and reasonable. That being said, earnings 

will need to meet consensus expectations in order 

to maintain current P/E levels and see strong 

returns moving forward.
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The Rise of Wind and Solar Power

Dot.com Bubble 2.0? Not So Fast… The S&P 500 Technology Index recently passed 

the peak market price achieved in 2000, but there 

is little debate that the fundamental backdrop is 

much healthier today. The Dot.com era of the late 

1990s was characterized by a feeling that 

technology was going to dramatically change the 

world, and manifested itself in irrational 

exuberance. The irony is that widely-held belief in 

the power of technology was directionally right –

over the past 25 years no sector has performed 

better – but investors at the height of the bubble 

were too quick to bless the underlying economics 

of unproven business models (think delivery 

service Webvan or online retailer Pets.com) and 

even more haphazard in the valuations they were 

willing to pay. In a sector notorious for the 

dramatic impact of disruptive forces, and with the 

benefit of hindsight, technology investors appear 

to have (re)learned one enduring lesson – in the 

long run, stocks follow earnings.

Developed, in part, as a way to combat the sky-

high oil prices of 2007 and 2008, renewable 

energies like wind and solar have seen sustained 

growth and momentum over the last decade.  

Comprising less than 1% of total electricity 

generation in the U.S. in 2007, wind and solar 

power now account for 10%, and are expected to 

rise to 34% by 2040 as these renewable energy 

sources achieve cost parity with coal and fossil 

fuels.  The price of solar electricity in the U.S. 

already has fallen nearly 75% since 2009, with 

an additional 66% decline expected by 2040.  

Likewise, onshore wind power is 30% cheaper 

than it was in 2009 and is projected to decline 

another 47% by 2040, while the cost of offshore 

wind is estimated to fall 71%.  Even as the price 

of oil has dropped to between $40-$50 per barrel 

recently, the demand for – and investment in –

clean energy shows no sign of slowing down.
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Contact:  If you have any questions or comments, please do not hesitate to contact us at 703.992.6164.  For more information about Harbour

Capital Advisors, please visit our website at www.harbourcapitaladvisors.com.

Disclosure:  Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its 

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which 

HCA maintains clients.  HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered 

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.  For information pertaining to the 

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of 

HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request. 

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information 

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only 

and all users thereof should be guided accordingly.  Past performance may not be indicative of future results. Therefore, there can be no assurance 

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the 

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or 

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different 

types of investments involve varying degrees of risk.  Historical performance results for investment indices and/or categories generally do not reflect 

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  The material contained herein is provided for informational purposes only 

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial 

instruments.  Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market 

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client 

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment 

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal, 

accounting, or tax advice.  The tax information contained herein is general in nature and is provided for informational purposes only.  HCA does not 

provide legal, tax, or accounting advice.  HCA cannot guarantee that such information is accurate, complete, or timely.  Laws of a particular state or 

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.  

Federal and state laws and regulations are complex and are subject to change.  Changes in such laws and regulations may have a material impact 

on pre– and/or after–tax investment results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be 

construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if HCA is engaged, or continues to be 

engaged, to provide investment advisory services, nor should it be construed as a current or past endorsement of HCA by any of its clients. Rankings 

published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser.
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