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Overpriced? Or Fairly Valued? 
 

 
This is truly a stock pickers market as valuations become frothier in the coming months and year 
ahead.  Picking individual equities has never been more important.  We stop short of calling this a 
bubble as we look forward to significant earnings improvement in 2021 and 2022.  JP Morgan’s top 
strategist is looking for S&P 500 earnings of 178 in 2021, and 200 in 2022.  For reference the current 
S&P earnings are hovering around 99.  This is not a time to keep cash on the sidelines or in passive 
investments, it’s time to be invested for growth. 
 
As we await Georgia’s run-off results, we need to consider and prepare for the potential impacts on 
taxes, government spending, infrastructure bills, healthcare and drug price reforms, vaccine 
advancement and distribution, and our relationship with China.  While the equity market is looking 
for the Republicans to remain in control of the Senate, we see a democratic sweep as an advantage.  
Stocks would initially sell off on sentiment, providing a buying opportunity, but longer-term the 
impacts will be less severe than most people think giving stocks a big boost to continue the bull run.        



	
	

Market Moves 

 
During the current global pandemic, we continue to see the biggest investment opportunities in 
Healthcare, Biotech and Technology companies.  Healthcare in particular has been a lagging sector 
amidst the dramatic growth in technology companies.  Careful selection of long-term winners will 
prove critical in the healthcare/biotech sector, as will careful weighting as these are highly volatile 
stocks.   
 
As the world struggles to cope medically and quickly begins to adjust to a new normal where daily 
work, shopping, and entertainment happens at home, these activities require a new level of 
internet access, security and collaborative applications.   Despite many of the uncertainties in the 
economy right now, the general direction of the market is positive.  However, our cash position 
remains strong as we anticipate lots of volatility in the second and third quarter and will continue to 
add positions where we see the most long-term value.  
 
Fund exposure to China  
Crystal Waters Partners held no long positions in Chinese companies during the month of 
November.  In the past we have found the market less transparent and the geopolitical climate far 
too risky for our limited partners; however, there is new legislation pending that will require 
publicly traded companies in China to submit to regular audits by U.S regulators in order to remain 
listed on U.S exchanges.  If this bill becomes law, we will be able to consider investments in Chinese 
companies.    



	
	

Notable Holdings and Developments 
 

 
 

• Tesla is fairly valued 
• Tesla is a mature company following Wrights Law 
• Tesla can reach 40% gross margins and a $1,400 share price 

 

Our thesis on Tesla is driven by three key inputs, Gross Margin improvement, Capital Efficiency 
and launching Autonomous Capability.  To arrive at a valuation for Tesla our thinking is guided by 
these three key inputs: 

• Gross Margins – Tesla’s cost of manufacturing will continue to track Wright’s Law.  
• Capital Efficiency –Tesla’s cost per unit to build new production capacity.  
• Autonomous Capability –Tesla should launch a fully autonomous taxi service. 

. 
Tesla is Fairly Valued 
The stock of Tesla has been one of the biggest market gainers in 2020, up 617% year-to-date, and 
for many investors seems to defy logic.  With a market cap that is $238 billion dollars larger than 
the combined market caps of GM, Ford, Fiat/Chrysler and Toyota, and with production numbers 
that are significantly lower than any one of these companies, one has to wonder, is Tesla over 
valued or fairly valued?  Comparing Tesla as a car company against the rest of the auto industry is 
a mistake akin to comparing the first television sets against a modern flat panel with streaming 
services.  Tesla has fundamentally disrupted the automotive sector, and the traditional 
automotive business model as they integrate component manufacturing and work to generate 
recurring revenues vs. one-time hardware revenues.  
 
For a fundamental analyst Tesla’s P/E ratio at over 1200 is extreme, and the stock price is well 
above any value a full fundamental analysis would prescribe.  True, but Tesla is a growth company 
disrupting a huge, vital industry.  Furthermore, Tesla is a technology company, not a car company.  
As a technology company Tesla innovates in many areas, battery technology, software for 
autonomous driving and vehicle service, advanced manufacturing, lithium mining and more.  As a 
growth company we look at the forward P/E and see that future earnings will cause the P/E to 
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decline to around 150, a massive improvement in earnings.  Tesla stock trades at 21.64 times 
Sales (Price/Sales), but in return investors get a stock that has 39.20% (TTM) quarterly revenue 
growth and 131.50% (TTM) quarterly earnings growth.  Paying 21 times Sales for 131.5% revenue 
growth looks cheap, but we’ll say fairly valued as we look for Tesla to keep executing on its long-
term plans.  
 
Tesla is a mature company following Wrights Law 
Gross margins are key to Tesla’s future value and the valuation of the stock price.  Pundits have 
stated that Tesla’s profits are all from selling regulatory credits, and when those are gone Tesla 
becomes unprofitable.  We’ve excluded those credits in our analysis.  In the fourth quarter of 
2019 Tesla reported auto gross margins of 20.9% excluding regulatory credits. 
 
Pioneered by Theodore Wright in 1936, Wright’s Law provides a reliable framework for 
forecasting cost declines as a function of cumulative production.  Specifically, it states that for 

every cumulative doubling 
of units produced, costs 
will fall by a constant 
percentage.  Since the 
early 1900’s, the auto 
industry has enjoyed an 
85% learning curve, which 
has translated into a 15% 
cost decline with every 
cumulative doubling of 
units produced.  The auto 
industry has scaled in line 
with the cost declines 

predicted by Wright’s Law for more than a century.  Based on Wright’s Law, Tesla’s gross margins 
could approach 40% in 2024.  Wright’s Law has forecast cost declines successfully in more than 60 
technologies.  As shown, Tesla’s Model 3 already has demonstrated cost declines in line with 
Wright’s Law.  Wright’s Law must be evaluated with a metric that incorporates improvements in 
performance.  For cars, that metric is cost per hp.  According to Wright’s Law, the cost to build a 
Model A should have dropped from ~$3,000/hp in 1903 to ~$167/hp in 2012 when it 
manufactured its 350 millionth car.  In 2012, Ford manufactured the Fusion, Focus, Taurus, and 
Fiesta for ~$135/hp on average.  In other words, Wright’s Law was close to the mark after the 
production of 350 million cars.  The ability to lower costs is giving Tesla significant operating 
flexibility to reinvest profits into more R&D or to lower ASPs and stimulate demand.  As a result, 
even as Tesla lowers its price, the gross margin on the Model 3 should increase. 
 



	
	

As of March 2020, the Tesla Model 3 is the world's best-selling electric car in history, with more 
than 500,000 units delivered, and on track to deliver about 600,000 units by year end.  The Model 
3 was the world's top selling plug-in electric car in 2018 and 2019, and also the best-selling plug-in 
car in the United States.  Tesla appears to be well on track with Wrights Law. 
 
Capital Efficiency 
If expanding capacity is prohibitively expensive, then the cumulative doubling of production 
becomes uneconomic.  If Tesla were to be capital efficient, then it could expand production 
rapidly and affordably, lowering unit costs, increasing returns on invested capital, generating cash 
for future factories, and attracting more capital.  We predict that Tesla will be more capital 
efficient than traditional automakers.  In the last five years or so, the auto industry has invested 
more than $14,000 in fixed assets for every car produced per year.  Ford and other automakers 
have suggested that EVs could be produced at 50% of the capital investment necessary for gas 
powered vehicles.  A straightforward calculation – 50% of $14,000 – suggests that an EV factory 
could be built for $7,000 per unit volume of capacity.  In our capital efficient case, we assume 
Tesla will be able to build factories for $11,000 per unit volume of capacity.  For context, Tesla 
confirmed that $1.6 billion in financing was necessary for its Shanghai factory, which will have an 
initial capacity of 150,000 vehicles.  If $1.6 billion were to net 150,000 vehicles, the cost per unit 
of initial capacity would be roughly $10,700, before increasing productivity. 
 
Tesla can reach 40% gross margins 
The Nevada giga-factory was designed to manufacture batteries in a partnership with Panasonic 
and later was expanded to manufacture their own electric motors and gearbox components.  
Tesla has taken the approach of manufacturing their own components anytime they can make it 
better, faster and cheaper than a supplier.  With about 100 suppliers there’s a long runway for 
continued cost reductions that increase gross margins.   
 
On September 22, 2020, Tesla debuted their 
latest battery design which fundamentally 
changes lithium battery technology and the 
manufacturing process.  Once the 
manufacturing process is perfected and a 
production line constructed that can produce 
the new batteries at volume, we think the 
partnership with Panasonic will end, further 
enhancing gross margins. 
 
 
 



	
	

Autonomous Execution 
Tesla states that every new vehicle it builds includes all the hardware necessary to be 
fully autonomous, and the company says that through future over-the-air software updates, its cars 
should eventually be capable of driving themselves.  While driver assist and self-parking seem like 
wonderful safety and efficiency features, a fully autonomous car fundamentally changes the 
business model for the entire auto industry.  Elon Musk has stated that he is very confident Tesla 
will be able to provide a “Level 5”, fully autonomous version of AutoPilot that will not require any 
driver intervention.  The beta version of this software is currently deployed.  The image below will 
take you to an actual AutoPilot user’s experience. 
 
A fully autonomous taxi network could break the mold of a traditional automotive manufacturer’s 
business model completely and make Tesla even more disruptive than EVs alone.  Tesla could 
shift from a model of one-time transactions at hardware-like margins to a model of recurring 
transactions at software-like margins, charging passengers per mile and taking a platform fee.  
Initially, Tesla could set rates comparable to the $2.50 per mile that Uber and Lyft charge today, 
dropping them to $1 per mile in 2023.  We model that Tesla will take a 50% cut of gross revenues 
from autonomous taxi networks, much higher than the 20-30% cut that Uber and Lyft enjoy 
today, based on the additional convenience, improved safety, and cost savings.  We also assume 
that its autonomous taxi service will begin in 2021, one year after Elon Musk had predicted the 
service will be available, regulatory approval permitting, with just 2% of eligible Tesla vehicles on 
the network in its first year.  An autonomous taxi network should provide Tesla with capital to 
invest in factories to produce more vehicles, which should lower production costs and expand 
Tesla’s autonomous fleet.  The video below shows AutoPilot in action as a dash cam records the 
events. 
 

Click image to see AutoPilot in action 

 



	
	

Based on our updated expectations for electric vehicle (EV) cost declines and demand, as well as 
our estimates for the potential profitability of robo-taxis, our 2024 expected value per share for 
TSLA is $7,000 ($1,400 post August 2020 stock split).  The probability analysis with bear and bull 
price estimates, as detailed below was constructed to illustrate potential outcomes.  On August 
31, 2020 Tesla’s stock split, and investors received 4 additional shares for every 1 share, or a 5 for 
1 split.  The adjusted post-split valuation is shown in parenthesis. 
 

Predicted Scenarios 2024 Price Target Significance 
Expected Value $7,000 ($1,400) This is our base case for TSLA’s stock price in 2024, 50% probability 
Bear Case $1,500 ($300) We believe that there is a 25% probability that Tesla could be worth 

$1,500 ($300) per share or less in 2024. 
Bull Case $15,000 ($3,000) We believe that there is a 25% probability that Tesla could be worth 

$15,000 ($3,000) per share or more in 2024. 
 
Based on this probability matrix, our bear case implies that Tesla will cut its share of total EV sales 
roughly in half compared to today’s levels.  Our bull case implies that Tesla will maintain its 
roughly 18% market share, and that a percentage of its fleet will be high-margin robo-taxi’s. 
 

 Bear Case Bull Case 
Cars Sold (millions) 3.2 7.1 
Average Selling Price (ASP) $52,000 $36,000 
Electric Vehicle Revenue (Billions) $166 $256 
Robo-Taxi Revenue (Billions) $0 $351 
Gross Margin 33% 57% 
EBITDA Margin 17% 33% 
Share Price $1,500 ($300) $15,000 ($3,000) 

 
After a careful analysis of three key inputs; Gross Margins, Capital Efficiency, and Autonomous 
Capability, and considering Tesla’s probability of meeting objectives, we arrive at a base case 
share price of $1,400 and a bull case share price of $3,000 in 2024.  With 184% upside in our base 
case, we think Tesla is fairly valued. 
 
 
 
 
 
 
 
 
 



	
	

Economic Outlook    
Forecast 
Not much has changed in a month.  We are still in the early stages of a new bull market and period 
of economic expansion that will likely last for 3 to 4 years.  The expansion continues to be driven by 
low interest rates, low inflation, historic federal liquidity and all-time highs in money sitting on the 
sidelines; we see tremendous growth in the markets ahead.  The S&P 500 is currently around the 
3,700 level, 100 points higher than last month, and we reiterate that the S&P should reach 3,800-
3,900 by year end. 
 
Markets 
All of our best metrics confirm that we are currently in an overvalued market.  That said, earnings 
growth expectations for next year are strong, and a year from now markets will likely feel less 
frothy as all aspects of the economy are fully participating in the recovery and markets grow into its 
valuation.  At present, this is the time to invest for the best risk-adjusted returns and to focus on 
single stocks that still have tremendous growth ahead.  Sitting on the sidelines will prove to be a 
very costly decision as Crystal Waters Partners and several notable analysts see tremendous growth 
in specific areas through 2021 and 2022.   
 
The indexes rebounded in November on news of Janet Yellen being selected as treasury secretary 
and strength in “re-opening” stocks even as corona virus cases surged in the United States and 
Europe while investors keep looking for signs of a relief package out of Congress.  We were pleased 
with third quarter earnings results, especially considering the headwinds from COVID-19.  This 
holiday season should see e-commerce companies in the headlines as online spending on 
Thanksgiving Day alone increased by 21.5% over last year for $5.1 billion in sales.  The U.S. 10-year 
spent most of November hovering around 0.80%, gold pulled back and the dollar declined into the 
low 90’s.  We expect the dollar to decline into the low 80’s before seeing any long-term strength. 
 
Election 
Now that the election is over, we can focus our investing on a more predictable future.  We say 
more predictable because the House and Senate are more balanced and will be forced to work on 
issues that are more centrist.  The days of tweets causing stock market rallies and declines should 
be behind us.  Extremism within the two parties we hope will subside as the next few years unfold 
with progress on big issues that benefit the majority.  While we have received great news about 
progress on a vaccine from Pfizer, there are still major issues to address; the trade war, national 
security, COVID-19, negative rates, unemployment, immigration and more. 
 
 
 



	
	

Targeted Relief Needed   
The language in the news seems centered around the “Need for Stimulus”, but in actuality, the 
economy doesn’t need stimulus - it needs major disaster relief.  Millions are unemployed and small 
business failures have been catastrophic.  Small business accounts for about 50% of employment 
and 44% of business activity.  According to a July U.S. Chamber of Commerce Survey 58% of small 
business owners say they fear closing permanently; and many already have.  A survey from the 
National Restaurant Association estimates 40% of restaurants won’t make it another six months 
and will likely close forever.  Small business failure statistics are fairly consistent, but this level of 
failure is not due to a lack of business acumen; small businesses are failing due to a lack of revenue 
caused by COVID-19 and a forced government shut down.  While Large companies can file Chapter 
11 to restructure and reorganize, small businesses simply need revenue and financial assistance to 
be able to get loans and pay bills.  If a restaurant can’t survive because the dining room is forced to 
stay closed, how does the owner go about getting loans to buy a food truck or convert the 
operation to a take-out only business.  The answer is, most will simply close and try to make 
minimum payments on their debts. 
 

 
 
 
 
 



	
	

Market Valuation       
November was a good month for equities across the board, and small-to-mid cap companies did 
especially well as the Russell 2000 gained over 18%.   This confirms the market recovery as all 
indexes and types of companies are now participating.  All good stuff.  However, these gains also 
put the market at record valuation.  Even though the US GNP has seen a nice recovery and will 
likely continue to grow as a COVID-19 vaccine becomes more widely available, markets gains have 
grown faster than the economy and still remain in overvalued territory; The Wilshire 5000 is now 
81% higher than the US GNP.  This compares to a 66% divergence last month and confirms our 
point of an overvalued market.      

 

We continue to believe markets will remain elevated until we see higher inflation, higher interest 
rates, and a reduction in Federal Government stimulus. In November, FOMC members reiterated 
they would hold rates near zero until the labor market reaches maximum employment, inflation 
surpasses 2%, and the economy shows it is on track to moderately exceed that goal for some time.  
These events are likely 3-4-years away, and the low rates will help keep markets at somewhat 
elevated levels.  However, with a built-in valuation buffer, any economic hiccup is likely to cause 
more panic than otherwise, and we expect to see several corrections.   
 
Low inflation and low interest rates both warrant a premium on equity prices, and we have been 
maintaining that the financial environment as well as rising earnings justify a lot of the rise in 
equities.   
 



	
	

The Shiller P/E Ratio is helpful to gauge valuations across different times in history since it adjusts 
earnings for inflation and interest rates.  The ratio has recently been marginally above the historical 
average of ~26x but is now over 30% above the average.   

  
 
Either earnings need to begin to grow faster than equity markets, or we will see a correction; 
maybe a bit of both.  Either way, we remain cautious about the broader market and see the current 
environment as a stock pickers market where selection of specific equities becomes increasing 
important for investors.  

Example: 
S&P 500 price/Earnings = market multiple 
 

Current Multiple: 3672/99 = 37.09 

2021 Multiple:  4400/178 = 24.72   

 2022 Multiple:  4800/200 = 24

  



	
	

What Excites Us 
Economy Reopening 

News of Pfizer’s and Moderna’s vaccines being 
approved soon have us anticipating significant 
growth in our re-opening investments.  Many of 
the fund’s positions stand to benefit greatly as the 
economy reopens and the demand for energy, 
traditional in-person shopping, and travel 
improves.  We continue to have a waterfall of 
catalysts in our holdings, as we see signs of the 
virus fading, we have several investments that 
stand to benefit disproportionately.   
 
Growth at Reasonable Prices 

Technology stocks in the cloud Software-As-A-
Service and semi-conductor spaces have pushed 
those stocks to astronomical levels.  As we stated 
last month, we trimmed some of our positions to 
lock in profits.  In addition, we see tremendous 
opportunity in several asymmetrical investment 
positions where our downside risk is minimal, and 
upside could be very large.  Our investment in 
these companies is equivalent to owning private 
equity that can be traded on the public 
exchanges.  Our hope is that we are able to 
deliver private-equity size returns from some of 
these holdings. 
 
Amount of Money Still on the Sidelines 

Many investors are still sitting out the current 
market.  Last month w saw between $4.6 to $4.8 
Trillion sitting in cash accounts.  In November 
we’re seeing about $5 trillion.  This is over 30% 
more than the 10-year historical average, and for 
many institutional investors, earning 1% or less on 
cash isn’t a long-term option.  Investors are 
obviously and rightfully being careful, but with 
low interest rates and GDP on the mend, this cash 
will soon be invested, to the benefit of current 
investors who are already fully invested.  
 
 
 
 

 

What Keeps Us Up at Night 
Politics 
Joe Biden has been declared the winner of the 
US presidential election and has unofficially 
begun his transition process.  We like the setup 
for markets with a Democratic House, 
Republican Senate and Democratic White 
House.  Everything now hinges on a single run-
off race in Georgia.  On January 5th we’ll get the 
results.  While we feel the portfolio is well 
positioned for any outcome, we would prefer to 
see the Senate remain Republican because of 
the balance and certainty that would provide 
stock markets.  A Democratic win in Georgia 
would signal a Democratic sweep and possibly 
dramatic changes in stimulus, taxes, regulation 
and more. 
 
Federal Stimulus 
In the midst of a GDP contraction, US disposable 
income has risen substantially, primarily due to 
Federal stimulus.  The extra money has 
supported the continued buying of products and 
services from businesses but also provided extra 
liquidity to the equities market.  Congress has 
yet to pass a second relief bill, despite high 
unemployment and GDP still negative for the 
year. 
 
COVID-19 Vaccines Hype 
Getting back to normal will require herd 
immunity to COVID-19, but to get to herd 
immunity we need a vaccine.  With a vaccine 
close to approval and distribution already under 
way, our concern has migrated from worrying 
about getting a vaccine to worrying about how 
many people will take the vaccine.  The Federal 
Government, States and pharmaceutical 
industry have done, in our opinion, a poor job of 
communicating why we were able to develop a 
vaccine as quickly as we did.  Outwardly it looks 
like corners were cut.  In reality its due to 
technology that isn’t being explained. 


