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Tactical View 
 
Investing is a continual process of multi-disciplinary learning. It is analytical and 
logical, yet at times abstract. It takes patience and composure, often under 
stressful, time-constrained circumstances. It requires both intelligence and 
common sense. It demands objectivity, yet feeds on creativity. And it continually 
forces one to seek a disconnect between perception and reality. 
 
Further, more than ever today, investing in growth companies means investing in innovation and embracing disruption. And 
nowhere is this more prevalent than in the Technology sector. 
 
The Information Technology (“IT”) sector has enjoyed a four year run from June 2014 through June 2018 of relative out-
performance vs. the S&P 500 Index. The perception today is that the Technology sector is “over-valued” and too expensive, and 
that rising interest rates may end the bull market in the sector. 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

Strategic Landscape / The Age Of The Customer 
 
Strategically, we believe we have entered a new innovation 
cycle seeking to maximize the control of individual 
consumers over their economic decisions. “The age of the 
customer” still remains in its early stages, and currently is 
building on technology such as use of the internet, mobile 
communications, cloud data storage, artificial intelligence, 
and machine learning.  

While technology has been impacting our lives for over a 
century, we have observed at least four major technology 
innovation cycles in the past half-century that have had a 
profound effect on how we do business and go about our 
everyday lives. Each cycle of innovation has produced 
investment winners and losers. 

Our view is quite different. We believe valuations are still attractive relative to future earnings growth 
potential. In fact, the past four years of out-performance have been driven by: 

 

1. Fundamental earnings growth rather than price to earnings expansion (“P/E”)b,1  

2. A strengthening IT spending backdrop that is anticipated to have its best growth in 14 years2 

3. Likewise, Tech has historically outperformed in rising rate environments beating all other sectors3 

 
We believe these factors will continue to power selected Technology stocks to further gains over the  
medium to longer term. 
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“This marks an inflection point at which we believe we will see an INCREASE in 
the pace of technology disruption. In other words: technology will likely exert 
an even bigger and more disproportionate impact on the global economy in 

the near future than it has in the past.” 
 

 

 
 
Each innovation cycle has also made the world more digital, connected people globally, created more data and a greater need 
for processing speed, required more semiconductor content, reduced friction in our transactions, and effectively made the smart 
phone the remote controller for our daily lives. And in the process, these cycles have also produced exponentially more data – 
with no end in sight.  
 
There is broad agreement that the size of the digital universe is at least doubling every two years, a 50-fold increase from 2010 
to 2020. These numbers are staggering. 

Tipping Point 
 
At Marsico Capital, we think we’ve hit a tipping point in the importance of technology and data to the consumer and businesses 
that serve them. Every generation since the 1960s has seen technology become an increasingly important factor in their lives. As 
that has happened, consumers have become more empowered. According to a report commissioned by technology company 
LivePerson, 65% of all Gen Z and Millennials communicate with each other digitally more than they do in person. On average, 
Millennial internet users are interacting with their phones over 3.5 hours per day. 
 

 
 

 
 
 
 

 
 
 

d 
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Technology Platforms 
 
Alphabet, Facebook, Amazon, Alibaba, Tencent, Netflix, Salesforce, and Apple.(c)   

 
There are relatively few gatekeepers of the information 
sought by today’s connected consumers. These 
gatekeepers have all evolved into platforms - business 
models that create value by facilitating exchanges between 
two or more interdependent groups, usually consumers 
and producers. To make these exchanges happen, 
platforms harness and create large, scalable networks of 
users and resources that can be accessed on demand. The 
result is communities and markets that allow these users to 
interact and transact.  
 
The most successful platforms facilitate exchanges by 
reducing transaction costs and enabling external 
innovation. With connective technology, these platforms 
have become ecosystems, harnessing network effects that 
have allowed them to scale in ways that traditional linear 
businesses cannot. 
 
As a result, these gatekeeper companies and their business 
models effectively command powerful strategic moats. 
They carry entire segments of the economy on their backs. 
Each can capture disproportionate economic rent. They 
have become the lynch-pins of employment and economic 

growth, hubs of global innovation, and the gatekeepers to 
the consumer. 
Most significantly, these gatekeepers are empowering 
billions of consumers. Individual consumers have more 
choices, better data about competitive alternatives, and 
better communications to facilitate almost instantaneous 
exchanges. Gatekeeper platforms and their massive 
computing power are enabling consumers to disrupt 
virtually any industry. 
 
Much of the power of these companies lies in their data 
about their users and available economic goods and 
services. They have vast resources of data that can be 
analyzed, monetized, and serve as moats to defend against 
emerging competition and capture industry profit share.   
 
For many reasons including their data resources, 
gatekeeper companies’ stocks represent major open-ended 
investment opportunities. We expect that will continue. 
 
We anticipate new winners will emerge. Identifying them 
early will be critical. 
 
 

Five “Clouds” 
 
As suggested above, the “Age of the Customer” innovation cycle is also speeding the adoption of the cloud, artificial intelligence 
(AI), and machine learning (ML). These developments, combined with mobile and social technology, enable gatekeeper platforms 
to harness the vast data resources they capture, and to monetize data and user needs in new and creative ways – disrupting 
other sectors in the process. Companies that control those platforms and “own the data” will control their own destinies. 
 
For the past couple years, we have developed a theme 
around “Five Clouds” – five major areas of the Technology 
sector and the economy where cloud data adoption has 
been very prominent and particularly disruptive. This 
analysis has informed the largest investments in our client 
portfolios. The five major technology areas or “clouds” are: 
Mobile, Social, Enterprise, Commerce and Content. 

 
 
 
 

  



 

Investing In Innovation | 4 

Mobile
In the Mobile area, ownership of the mobile operating 
system remains perhaps the biggest moat in Technology. 
Apple (AAPL) and Alphabet (GOOG) dominate as the 
platform ecosystems controlling the power of the mobile 
network. 
  

Enterprise 

In the Enterprise area, platform plays are split between 
front-end (customer management) and back-end 
(infrastructure). We think Salesforce.com (CRM) is the 
winner on the front-end and Amazon Web Services (AWS) 
is the dominant force on the back-end. Three legacy 
software companies are bigger than CRM, but none have 
the ability to drive digital transformations that CRM does. 
Salesforce.com is the platform that companies "want" to 
run their businesses on. Likewise, the scale of AWS cannot 
be matched. AWS is 7.5 times bigger than its closest 
competitor, and in cloud infrastructure, scale drives 
performance and efficiency – and that matters. A lot of new 
companies' technology foundations are essentially 
Salesforce running on AWS. As enterprise embraces the 
cloud, CRM and AWS both win. 
 
Content  

The Content area clearly offers many opportunities to 
monetize how consumers choose to spend their time, but 
moats may be more fragile and consumer choices continue 
to evolve rapidly. A key decision is whether to invest in 
content creators, distributors, or other cohorts. 
Distribution “pipes” are losing much of their control with 
consumer cord cutting, while AAPL, AMZN, and others are 

seeking to commoditize the aggregation of content. 
Platforms such as Apple TV or Amazon Prime Instant Video 
could be monetization engines, but Alphabet’s YouTube 
and Facebook’s Watch offer tough competition for 
consumer interest. Netflix (NFLX) has a robust content 
library, a large and loyal subscriber base, and to date has 
emerged as one favorite in the “Content Cloud”.  
 
Social 

In the Social area, the dominant platform in western 
countries is clearly Facebook (FB). It controls data provided 
‘voluntarily’ by its users, containing perhaps the largest 
consumer preference database in the world. No other 
platform to date has as many users (over 2 billion), 
engagement, or targeting capability to similarly monetize 
data -- and FB’s cost to capture that data was minimal. 
China-based Tencent commands similar platform 
dominance in Asia.  

 
Commerce 
In Commerce, we can start with the closed loops of Amazon 
(AMZN) and Alibaba (BABA). Here too, scale matters, as 
does trust, loyalty and lack of friction. Each company has all 
of these elements, and each commands more than a 60% 
market share of e-commerce in the U.S. and China, 
respectively. Also, their related cloud computing platforms 
have enormous leads in their respective markets, and both 
have emerging content plays they can distribute across 
large active customer bases. In our view, there may not be 
two better business models we have ever seen. 

 
Related Considerations 
 
Artificial Intelligence, Robotics, Machine Learning, and Semiconductors   
 
As noted above, AI is a core building block of the emerging innovation cycle. It will enable new applications in areas such as 
medicine, health care, and biosciences that will achieve milestones never before possible, and at a historically accelerated pace. 
Individually tailored health care will become the norm as the economic curve flips, and it becomes more cost effective to treat 
asymptomatic patients rather than wait until they are already sick. Likewise, robotics will disrupt manufacturing. We have begun 
to see this trend emerge with the entrance of the IoT (Internet of Things), involving sensors that interpret machine data, and 
allow predictive maintenance. And retail as we’ve known it may be changing forever as AI technology is increasingly used to 
interpret consumer needs via analysis of preference and usage data and to deliver goods and services “just in time.”  
 
The platforms behind these new innovative applications will be driven by newer, faster, more efficient parallel processing 
semiconductor architectures. We think AI-focused Nvidia Corporation (NVDA) has captured the pole position here with its line of 
GPUs and software language that has achieved developer lock-in. 
 
The key takeaway is that as new innovation cycles catch on, there typically emerges a handful of winners – often platform business 
models – across all sectors. However, this dynamic is most prevalent in technology. These winners can dominate the market for 
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years or even decades. And so it is little wonder that the last four major anti-trust investigations were of Technology companies 
– AT&T, IBM, Microsoft, and Google. 
 
With great opportunity comes great responsibility. While each of the aforementioned companies has broken new ground and 
created a runway for continued success, it is the responsibility of each platform to maintain the integrity of its network or 
ecosystem – its users and its suppliers. Likewise, no matter how strong the tree, it won’t infinitely grow to the sky. Growth 
decelerates and it is critical for platform companies to invest ahead of the curve in order to sustain their trajectory and drive cash 
flow with high incremental margins.  
 
We see this as an exceptional moment in time where the perception does not match reality and we look forward to continuing 
to put our best investment ideas to work for your portfolio. 
 
– Marsico Funds Research Team 
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Footnotes 
 

 
a) The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and service 

mark of MSCI Inc. (“MSCI”) and S&P and is licensed for use by Marsico Capital Management, LLC (“MCM”). Neither 
MSCI, S&P, nor MCM or any third party involved in compiling GICS makes any express or implied warranties or 
representations with respect to such standard or classification (or the results from use thereof), and all such parties 
hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability and fitness for a 
particular purpose with respect to any such standard or classification. MSCI, S&P, MCM, and any of their affiliates 
or third parties involved in compiling GICS shall not have any liability for any direct, indirect, special, punitive, 
consequential or any other damages (including lost profits) even if notified of the possibility of such damages. 

 
b) P/E Ratio is the ratio of a stock’s latest closing price to its per share earnings over the last 12 months. 
 
c) Please keep in mind that our views on investments discussed herein are subject to change at any time, and the 

holdings represented here do not represent all of the securities purchased, sold, or recommended by MCM. 
References to specific securities mentioned herein are not to be construed as a recommendation to buy or sell 
those securities, should not be assumed to be or have been profitable investments, and are not guaranteed to be 
in portfolios today. 

 
d) Please click on the following link to see full holdings for each of the Marsico Funds. 

https://www.marsicofunds.com/investor-resources/literature/default.fs 
 

The views expressed and any forward-looking statements are as of the date of the publication and are those of the portfolio 
managers and/or the Advisor. Future events or results may vary significantly from those expressed and are subject to change at 
any time in response to changing circumstances and industry developments. 
 
This information and data has been prepared from sources believed to be reliable. The accuracy and completeness of the 
information cannot be guaranteed and is not a complete summary or statement of all available data. 
 
References to individual securities or the markets generally are for informational purposes only and should not be construed as 
recommendations by the Funds, Advisor or Distributor. Portfolio composition will change due to ongoing management of the 
funds. 
 
Companies in the technology sector can be significantly affected by, among other things, rapid obsolescence of products and 
existing technology, short product cycles, falling prices and profits, competition from new market entrants, and general economic 
conditions. 

 
All investments, including investments in U.S. markets, involve the risk of loss. Foreign investments present additional risks due 
to currency fluctuations, economic and political factors, lower liquidity, differences in securities regulations and accounting 
standards, possible changes in taxation, limited public information and other factors. Investments in small-capitalization 
companies can involve more risks than investments in larger companies due to the more limited product lines, access to capital 
and management experience of such companies. 
 
Please consider the Fund’s investment objectives, risks, charges and expenses carefully before investing. To obtain a 
prospectus, which contains this and other information about the Fund, call 888-860-8686 or visit www.marsicofunds.com. 
Please read the prospectus carefully before investing. 
 
For more information please email us at marketing@marsicocapital.com or call 303-454-5600. 
The Marsico Funds are distributed by UMB Distribution Services, LLC. 
 
 

Q 
 
 
 
 
 
 
 
 
 
 
 

https://www.marsicofunds.com/investor-resources/literature/default.fs
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1. Tech stock performance has been driven by earnings growth; NOT P/E. 

 
Note: Percentages may not add up due to compounding 
Source: Bernstein Quant Team (Larson) 
Data as of 12/29/17 

Note: Percentages may not add up due to compounding 
Source: Bernstein Quant Team (Larson) 
Data as of 12/29/17 

 
 
Thinking about valuation in the longer-term, the tech sector has outperformed for 4 years straight, and yet relative 
P/E multiples have not expanded vs. the market 

 

 
       NTM EPS Est. is an earnings estimate for the next twelve months (“NTM”) of earnings per share (“EPS”). EPS 
       is the portion of a company’s profit allocated to each outstanding share of common stock.   

  
 
2. IT Spending growth is rising and expected to reach a 13 year high. 

 
 
 
 
 
 
 
 
 
 

  
 
 
 
 

Source: Bernstein November 2017 CIO Survey 
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3. The Information Technology sector has historically been the best performing sector in rising rate environments and 
(e) crowding within tech has improved from mid-year 

 

Note: Return sensitivity is determined by running 5-year rolling regressions of 3-month market-relative sector returns over 3-
month change in U.S. government 10-year bond yields. Bars reflect historical median of t-statistics from each rolling window. 
T-Stat is the ratio of the departure of the estimated value of a parameter from its hypothesized value to its standard error. 
Price data as of 12/29/17 
Source: Bernstein estimates and analysis 


