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Recent Purchase                                                                                                                                
The market isn’t particularly exciting, outside of the volatility, but we are finding new ideas. 
Shares of Worldpay (WP) were purchased in early May. The company, previously known as 
Vantiv, handled 20% of all US credit card transaction in 2017. WP is part of the almost invisible 
network of companies that make up the payments processing industry. Every time a merchant 
swipes a credit card a fee is generated. As transaction makes their way from the consumer to the 
merchant to the processor and then to the bank (with a few extra steps involved as well), multiple 
players take a little piece out of the merchant’s margin.  

Payment processing has been a growth industry for years and with cash still accounting for 85% 
of transactions globally, according to UBS, it appears that it will be for some time. The payments 
industry is also getting more complicated as on-line and mobile payments (omni-channel) are a 
growing and more profitable piece of the pie. In addition, higher margin cross border 
transactions are growing rapidly. Recognizing these trends, Vantiv acquired the London based 
Worldpay, which offered sophisticated omni channel solutions and the ability to do transactions 
in 120 currencies. Vantiv took the acquired company’s name to reflect its now global footprint.  

Vantiv’s has a successful record in integrating acquisitions. They took on a fair amount of debt 
to buy Worldpay but strong cash flow should allow it pay down debt rapidly. Earnings growth in 
2018 is expected to be 13% followed by 17% in 2019.  

Outlook - Trade Wars and a Dollar Shortage.                                                                                                                                                  
It is often said that certain information is already “in the share price”. The Fed’s release of its 
annual stress tests last Friday, when the 35 largest financial intuitions learn whether they can 
boost buybacks and dividends, is one example. Bank stocks jumped at the open but finished 
unchanged for the day. The information, which was positive for banks, was “in the share price”.  

However, when it comes to tariffs and the possibility of a trade war, I do not see how that can be 
in share prices. It is just too hard to handicap. In the long run the US could be a winner, but we 
are competing against a totalitarian regime that can easily stifle domestic discord, and our friends 
and neighbors who cannot. Now, there is little in the way of negotiation taking place. If they 
(whoever they may turn out to be) negotiate a deal, any deal, then shares will go up, probably a 
lot. If they do not, shares will steadily weaken. It seems there is no middle ground.  

A Shortage of Dollars                                                                                                                            
Maybe the biggest surprise for the nattering nabobs of stock market prognostication so far this 
year has been the strength of the US dollar. The dollar index has rallied 3.3% this year and 7.4% 
since its February low. This hurt returns from non-US equites and was particularly painful for 
Emerging Markets, with the iShares Emerging Market ETF off 13% this year. 

One explanation for the strength relates to the unwinding of Quantitative Easing. The Federal 
Reserve stopped buying US Treasury bonds last year. However, the bonds they own now are 
maturing. As they mature the US Treasury pays back to the Fed the principal on the bonds. 



However, in the post QE world, instead of turning around and reinvesting that cash into more 
Treasury bonds, the Fed “retires” the money. It disappears. 

The rate at which the USD are being taken out of circulation comes to about $20bn a month. 
This will increase to $50bn a month in 2019. According to the Wall Street Journal, $750bn could 
disappear by the end of next year. When there is a shortage of something the price of it goes up. 
Holders of Euros, Yen, Pounds, Chines Yuan, etc., are paying more for their dollars than before.  

The question is will dollar strength continue. If it does it will have implications for the portfolio. 
International markets, developed and emerging, do not account for a large portion of the 
portfolio but if the dollar continues to weaken they can act as a drag on performance.  

Conclusion                                                                                                                                             
The dollar will likely remain strong. Helped by the shortage referenced above and the continued 
strength of the US economy relative to the rest of the developed world. As a result, it is unlikely 
more international exposure will be added to the portfolio.  

As for the developing trade wars, as noted above, they cannot be handicaped. The best solution is 
to keep some cash on the sidelines to take advantage of whatever opportunities may present 
themselves.   
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