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LOOKING INTO THE 
CRYSTAL BALL 

Optimism is a core tenant of a successful and happy life, as well as that of successful investors.  Even short traders (those who make money 
by betting on stocks going down in value) are optimists.  Because even though they are betting on sinking prices they are optimistic they are 
right and going to make money!

In the 30 years we have practiced our profession, there have been some events that have left indelible imprints on the world and the psyche 
of investors.  In 1983, when we entered the financial world we were working with children of the depression.  The impact of the depression, 
though felt more directly by their parents, impacted their financial reasoning for a lifetime.  They were generally cynical of the markets and 
financial institutions.  They believed in cash and limited debt.  And they lived within their means.  At the same time the stock market had 
performed poorly for 15 years.  And with interest rates at historically high levels nobody wanted to talk about stocks.

In our opinion, the memories of the tech/telecom market implosion followed by the 2008 financial crisis have permanently scarred or im-
printed a generation of investors.  It has resurrected a fear and cynicism that was starkly different than the world many of them knew during 
the 1980’ and 1990’s. Whereas this generation of investors experienced one of the most prolific market rises in history through 1999, they 
also experienced two of the biggest sell-offs in market history in the first decade of the 2000’s.  It has been a yoyo in the experiential learning 
curve for baby-boomer investors.

Long-term optimism is essential for investors.  We can guarantee that whether it is your own financial situation or the markets themselves, 
you will experience a series of ups and downs, failures and successes and fear and euphoria along the way.Two of our favorite investors, 
John Templeton and Warren Buffet, exemplified people who have had great faith in the future.  They were intellectually curious and 
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“Some people grumble that roses have thorns; 
I am grateful that thorns have roses.”

Alphonse Carr

“The fault, dear Brutus, is not in the stars, 
but in ourselves.”  

Shakespeare



whole-heartedly believed man was on a constant 
and never-ending journey to improve the world 
around us and our lives as a result.  And that 
would bring the opportunity to invest in the growth 
of the global economy and the companies compris-
ing it.

It is not easy to be an optimist in a world where 
fear sells better than pleasure.  Journalism in all 
forms produces many more negative stories than 
positive.  Medical science is much more focused 
on curing ills that exist than extolling the virtues 
of wellness and preventative measures.  And in 
reality, more people are motivated by pain than 
by pleasure.  We have often said that one of the 
defining characteristics of successful people is that 
they are always moving toward something; i.e. goals 
or something they desire.  Others are most often 
motivated by moving away from something; results 
not of their choosing or displeasure they incur.

Why is this important as an investor?  Because 
the biggest mistake individual investors make in a 
lifetime of making financial choices is during the 
negative points in an economic cycle or a market 
cycle.  Poor decisions are made because investors 
feel like they have become victims of the financial 
machine or their fear of achieving their long-term 
goals overtakes them.  

The best investors view poor economic cycles or 
market declines as opportunities.  Much like a 
savvy shopper, good investors prefer to buy assets 
when they are on sale.  Poor economic cycles (in 
an otherwise growing global economy) create a 
lack of confidence in the future.  As a result, many 
investors lose faith in the value of their investments 
and sell.  

Investors who remain confident in the long-term 
value of the businesses are provided the oppor-
tunity to buy the assets at cheaper prices.  They 
are neither victims or have fear about the future.   
Conversely, they realize that creative destruction 
is always at work.  Their skill is in recognizing that 
things need to be broken down to be built up.  
Competition will result in some participants win-
ning out over others.  The goal is to recognize who 
will prosper and to allocate capital accordingly.
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There is no significant return without risk.  Or as noted financial advisor, author 
and speaker Nick Murray recently said, “More significantly, if advisors and in-
vestment companies tell the public they can suppress volatility without suppress-
ing returns, Murray said they might as well be selling “rainbows and unicorns.” 
For the time we have been in this business the average intra-year decline in the 
S&P 500 has been slightly over 14%.  Since 1980, we have experienced a 19%+ 
decline 7 times.  And the corrections of 49% in 2000 and 57% in 2008 were of 
the amplitude that they have generationally scarred the volatility sensitivity of the 
average investor.

We are very sensitive to the behavioral aspects of investing and how our clients 
react to the negative aspects in an otherwise positive world (e.g. the markets are 
positive 70% of the time).  Some clients are more sensitive to market fluctua-
tions, and ‘temporary’ losses than others.  In reality, they are more sensitive 
to ‘statement’ fluctuations; i.e. the value of their monthly statement.  We work 
diligently to understand each client’s ‘pain tolerance level to assure they will 
not make the mistake of selling when the markets are down.  Conversely, we 
encourage each investor to periodically look in the mirror and make sure their 
ability to live with their investment portfolio is consistent with who they were 
and nothing has changed.

It is easy to be an investor when the markets are going up.  Again some sage-
filled advice from Nick Murray, “What I am telling you is that you won’t be able 
to keep him in the market: when it goes down – especially when it goes down 
a lot – this will confirm all his primal pessimistic biases, and he will panic out.  
“Do not try to teach a mule to dance,” said Mark Twain.  “It wastes your time, 
and upsets the mule.”   

We are going to experience a significant market decline again.  We don’t know when it will 
happen or to what magnitude it will be.  But it will happen. And most important, 
good things will happen as a result of it.

We are currently positioned in the asset classes and managers who we believe 



are best positioned for the next inevitable market correction.  This is true for 
both equities and fixed income.  We are seeing increased cash levels in some 
managed portfolios.  This can be used to take advantage of stocks on sale.  In 
addition to cash in portfolios, there is a 4% cash position in our current 100% 
equity model to take advantage of better prices.  We are currently allocated 
significantly, more than any time in our career, to large company stocks versus 
small company stocks.  This may help mitigate losses in a downturn.  We have 
a significant allocation to international equities.  This may help mitigate losses 
in a US centric market decline.  Finally, we will rebalance portfolios in a bear 
market; i.e. we will apply cash to the purchase of stocks and we may sell bonds 
to buy stocks.

We have gone an unusually long time in the current bull market with little 
volatility.  We share this information with you for reason.  It is not to scare you.  
It is to give assurance we are aware of the market’s cyclical nature and we have 
a plan of how to take advantage of it.  Should you need any further details or 
insight, or want to discuss your individual situation do not hesitate to contact us. 
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Views expressed in this newsletter are the current opinion of the 
author, but not necessarily those of Raymond James & Associates. 
The author's opinions are subject to change without notice. Informa-
tion contained in this report was received from sources believed to 
be reliable, but accuracy is not guaranteed. Past performance is not 
indicative of future results. This is not a recommendation or a solicita-
tion to buy or sell any security.  Investments and strategies mentioned 
may not be suitable for all investors. Investing always involves risk and 
you may incur a profit or loss. No investment strategy can guarantee 
success. International investing involves additional risks such as 
currency fluctuations, differing financial accounting standards, and 
possible political and economic instability. These risks are greater in 
emerging markets. There is an inverse relationship between interest 
rate movements and bond prices. Generally, when interest rates rise, 
bond prices fall and when interest rates fall, bond prices rise.

Diversification and strategic asset allocation do not ensure a profit or 
protect against a loss. Investments are subject to market risk, includ-
ing possible loss of principal. Gross Domestic Product (GDP) is the 
annual market value of all goods and services produced domestically 
by the US. Alternative investment strategies involve greater risks and 
are only appropriate for the most sophisticated, knowledgeable and 
wealthiest of investors. High-yield bonds are not suitable for all inves-
tors.  When appropriate, these bonds should only comprise a modest 
portion of your portfolio.

The S&P 500 is an unmanaged index of 500 widely held stocks. The 
MSCI Emerging Markets Index is designed to measure equity market 
performance in global emerging markets. The Russell 2000 index is 
an unmanaged index of small cap securities which generally involve 
greater risks. Barclays Capital U.S. Aggregate Bond Index is made 
up of the Barclays Capital U.S. Government / Corporate Bond Index, 
Mortgage-Backed Securities Index, and Asset-Based Securities Index, 
including securities that are of investment grade quality or better, have 
at least one year to maturity, and have an outstanding par value of at 
least $100 million. The MSCI EAFE (Europe, Australia, and Far East) in-
dex is an unmanaged index that is generally considered representative 
of the international stock market. These international securities involve 
additional risks such as currency fluctuations, differing financial ac-
counting standards, and possible political and economic instability. The 
Dow Jones-UBS Commodity Index aims to provide broadly diversified 
representation of commodity markets as an asset class.  It is not pos-
sible to invest directly in an index.  The Vanguard REIT Index is a real 
estate investment trust fund that offers investors wide exposure in the 
real estate sector at a low price.  The fund holds each of its stocks in 
approximately the same proportion as the weighting in the MSCI US 
REIT Index.  It is not possible to invest directly in an index.

The NASDAQ Composite Index is an unmanaged index of all stocks 
traded on the NASDAQ over-the-counter market. The Dow Jones Indus-
trial Average is an unmanaged index of 30 widely held securities. 

The value of fixed income securities fluctuates and investors may 
receive more or less than their original investments if sold prior to 
maturity.  Bonds are subject to price change and availability.

This analysis does not include transaction costs and tax consider-
ations.  If included these costs would reduce an investor's return. As 
federal and state tax rules are subject to frequent changes, you should 
consult with a qualified tax advisor prior to making any investment 
decision. Raymond James does not provide legal or tax advice on these 
or any other transactions.

Certified Financial Planner Board of Standards Inc. owns the certifica-
tion marks CFP®, CERTIFIED FINANCIAL PLANNER™ and federally 
registered CFP (with flame logo) in the U.S., which it awards to 
individuals who successfully complete CFP Board’s initial and ongoing 
certification requirements.

Raymond James & Associates, Inc., Member New York Stock 
Exchange/SIPC
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seeing increased cash levels in some managed portfolios.  This can be used to take advantage of 
stocks on sale.  In addition to cash in portfolios, there is a 4% cash position in our current 100% 
equity model to take advantage of better prices.  We are currently allocated significantly, more 
than any time in our career, to large company stocks versus small company stocks.  This may 
help mitigate losses in a downturn.  We have a significant allocation to international equities.  
This may help mitigate losses in a US centric market decline.  Finally, we will rebalance 
portfolios in a bear market; i.e. we will apply cash to the purchase of stocks and we may sell 
bonds to buy stocks. 

We have gone an unusually long time in the current bull market with little volatility.  We share 
this information with you for reason.  It is not to scare you.  It is to give assurance we are aware 
of the market’s cyclical nature and we have a plan of how to take advantage of it.  Should you 
need any further details or insight, or want to discuss your individual situation do not hesitate to 
contact us.

The Abuls, Bone & Eller Equity Allocation 

As of March 31, 2015: 

Large Cap Value 22% 
Large Cap Growth 22% 
Small Cap Value 1.5% 
Small Cap Growth 0% 
International Large Cap 25.5% 
International Small Cap 4% 
Emerging Markets 6.50% 
Natural Resources 4.5% 
Allocation Funds 10% 
Cash 4% 

Total 100% 

.

The Abuls, Bone & Eller Income Allocation 

As of March 31, 2015: 

Core Bonds 65% 
Global Bonds 15% 
Multi-Sector Income 10% 
Allocation Funds 10% 

Total 100% 
 



4

The annual Berkshire Hathaway letters 
written by Warren Buffet are a must 
read for capitalists and investors across 
the globe.  They are simply articulate, 
wise and profound.  This year marked 
the 50th anniversary of Berkshire.  
Both Buffet and his partner, Charlie 
Munger, provided recollection on their 
years at Berkshire and on their opinions 
regarding the future at Berkshire.

There is much to learn from the process and strategies Buffet and Munger 
have deployed in the past 50 years.  We offer some of the 
insight we thought was particularly valuable to us as financial 
advisors and investors.  

“During the 1964-2014 period, the S&P 500 rose from 84 to 
2059, which, with reinvested dividends, generated the overall 
return of 11,196%...Concurrently, the purchasing power of 
the dollar declined a staggering 87%.  That decrease means 
that it now takes $1 to buy what could be bought for $.13 in 
1965…The unconventional, but inescapable conclusion to be 
drawn from the past 50 years is that is has been far safer to 
invest in a diversified collection of American business than to 
invest in securities – Treasuries, for example – whose values 
are tied to American currency.”

“Stock prices will always be more volatile than cash 
equivalent holdings. Over the long-term, however, currency-
denominated instruments are riskier investments – far 
riskier investments…Volatility is far from synonymous with risk…It is true, 
of course, that owning equities for a day or a week or a year is far riskier 
(in both nominal and purchasing-power terms) than leaving funds in cash 
equivalents…For the great majority of investors, however, who can – and 
should - invest with a multi-decade horizon, quotational (price) declines are 
unimportant.  For them, a diversified equity portfolio, bought over time, will 
prove far less risky than dollar-based securities.”

“If the investor instead fears price volatility, erroneously viewing it as a 
measure of risk, he may, ironically, end up doing some very risky things…
Investors, of course, can, by their own behavior, make stock ownership highly 
risky.”

Buffet’s first investment in Berkshire was the Berkshire textile business.  
Ironically, “During the 18 years following 1966 (the year of purchase), 
we struggled unremittingly with the textile business, all to no avail.  But 
stubbornness – stupidity? – has its limits.  In 1985, I finally threw in the 

towel and closed the operation.”This 
was not the only business to be 
closed by Berkshire in its 50 years.  
Make enough investments and you 
will make some that don’t meet your 
expectations.  Losing some money 
is quite different than losing all your 
money.  The risk of investing in non-
diversified investments; e.g. individual 
stocks or businesses, is that you can 
lose all your money.

On the difference between making short-term 
investments and enduring investments that last the 
long-term, “Selecting a marriage partner clearly requires 
more demanding criteria than does dating…”From 
my perspective, though, Charlie’s most important 
architectural feat was the design of today’s Berkshire.  
The blueprint he gave was simple:  Forget what you know 
about buying fair businesses at wonderful prices; instead, 
buy wonderful businesses at fair prices.”

The value of compounding and an enduring investment, 
Berkshire paid $25 million in 1972 for See’s Candies 
and subsequently invested an additional $40 million 
over time.  See’s has earned $1.9 billion pre-tax to date!  
Pre-tax earnings alone have returned approximately 
9% compounded to shareholders.  And they still own a 
business with revenues of $400 +/- million!

This is what we would take from looking back at the successes (and failures) 
of Buffet and Munger over the last 50 years.

1.   A financial partnership of intellectual giants with collegial communication 
is the cornerstone of success.

2.   The best financial leaders are great capital allocators and possess intuitive 
understanding of human behavior (good people skills).

3.  The best financial managers are focused on maximizing long-term results.

4.   The best financial managers are focused on their skill set and surround 
themselves with others of equally good, but diversified skill sets.

5.   Patience, optimism and compound interest will make for great long-term 
results. 

“When the 
phone don’t 
ring, you’ll 

know it’s me.”

Gordon Cormier
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“Today’s announcement by Mario Draghi has hardly come as a surprise, 
but arguably has come far too late and is akin to applying a defibrillator 
to a dead donkey.”
 -Andrew wilson

Due to the inherent lack of a coordinated fiscal and mon-
etary union the European community has taken a longtime 
to develop strategies to help their economies and markets 
recover from the 2008 financial crisis.  They have begun six 
years hence.  The global central bank bazookas are out again 
and pushed equity prices higher in the 2015 first quarter.  The 
European version of QE (quantitative easing) has begun and 
is pushing global bond yields down and pushing stock prices 
higher.  For a change, European and international equity 
stocks produced returns commensurate or higher than many 
other markets in the last three months.

The European Central Bank (ECB) and national central banks 
are creating money to buy European bonds in the secondary 
market at a monthly rate of 60 billion euros through the end of 
September 2016, or longer.  The goal of this commitment is to 
restore the ECB’s targeted inflation rate to just below 2%.  

The effect of the European QE has been to drive European 
interest rates toward zero.  For example, 
the benchmark 10-year German govern-
ment bonds were yielding just 0.16% as 
of March 31.  By contrast, the equivalent 
10-year yield for US Treasuries stood at 
1.87% on the same date.  The relationship 
of 10-year government yields is an anomaly 
in the current market.  The US Treasury, 
often considered one of the world’s riskless 
assets, is yielding more (paying more for its 
borrowing costs) than European countries 
with much worse financial situations. 

Typically, a creditor with the worst pros-
pects of repaying its debts pays more inter-

est than a stronger prospect.  This relationship will not persist 
long-term.  Eventually the markets will force debtors and the 
rates they pay to more normal relationships.  However, with 
the intervention of governments in the debt buying business 
markets are not ‘normalized’ and will not be until the percep-
tion of their support is considered minimized.

Additional effects of the Euro QE are a strengthening dollar 
and a weaker Euro.  This makes US goods more expensive in 
Europe and European goods less expensive.  As this scenario 
persists in 2015, US multinational earnings may suffer from 
their export weakness and European counterparts may enjoy 
increased earnings impacts.  The equity markets in Europe are 
reflecting this boost in perceived financial results. 

HINDSIGHT IS
20/20

Index Description 1Q15 10-Yr Annualized 
Russell 2000 Small US Stocks 4.32% 8.82% 
S&P 500 Large US Stocks 0.95% 8.01% 
MSCI EAFE International Stocks 4.88% 4.95% 
Diversified EM Emerging Markets Stocks 1.14% 7.28% 

Index Bond Description 1Q15 
High Yield Low Quality 2.5% 
Mortgage Backed Sec Mortgage Backed 1.1% 
Corporate Corporate 2.3% 
Barclays Aggregate A Market Weighted Blend 1.6% 
Municipal Intermediate-Term Municipals 1.3% 
Treasury US Treasuries 1.6% 
TIPS Treasury Inflation Protected 1.4% 
EMD LCL Emerg Markets Local Currency -4.0% 
EMD USD Emerg Market Debt – US $ 2.0% 

  JP Morgan Insight 2Q2015 P.39 

Index Description 1Q15 10-Yr Annualized 
Russell 2000 Small US Stocks 4.32% 8.82% 
S&P 500 Large US Stocks 0.95% 8.01% 
MSCI EAFE International Stocks 4.88% 4.95% 
Diversified EM Emerging Markets Stocks 1.14% 7.28% 

Index Bond Description 1Q15 
High Yield Low Quality 2.5% 
Mortgage Backed Sec Mortgage Backed 1.1% 
Corporate Corporate 2.3% 
Barclays Aggregate A Market Weighted Blend 1.6% 
Municipal Intermediate-Term Municipals 1.3% 
Treasury US Treasuries 1.6% 
TIPS Treasury Inflation Protected 1.4% 
EMD LCL Emerg Markets Local Currency -4.0% 
EMD USD Emerg Market Debt – US $ 2.0% 

  JP Morgan Insight 2Q2015 P.39 



A LOOK AT THE NUMBERS 
AS OF 3-31-2015

PETER R. ABULS
Senior Vice President, 
Investments
T 312.869.3843

RICHARD A. BONE, CFP®
Senior Vice President, 
Investments
T 312.869.3844

JAMES A. ELLER
Senior Vice President, 
Investments
T 312.869.3845

PAUL M. BODE, CFP®
Financial Advisor
T 312.869.3846

PAUL A. JESINSKIS, AAMS
Financial Advisor
T 312-869-3823

KAREN M. CARSELLO
Senior Registered Client
Service Associate
T 312.869.3848

JENNIFER M. SCHOLS
Senior Registered Service and
Marketing Associate
T 312.869.3847

T 800.543.5304

F 312.869.3838

550 West Washington Boulevard, Suite 1050

Chicago, IL 60661

abepcs.com

Raymond James & Associates, Inc., member New York Stock Exchange/SIPC

Numbers 
3/31/15

 Current 
Yield 

Last 
Quarter 

Last 12 
Months 

Last 3 
Years 

Last 5 
Years 

Last 10 
Years 

Major Indexes   
DJIA 2.29 0.33 10.57 13.18 13.23 8.17
S&P 500 2.00 0.95 12.73 16.11 14.47 8.01
NASDAQ 1.22 3.79 18.12 18.11 16.72 10.46
RUSSELL 2000 1.36 4.32 8.21 16.27 14.57 8.82
EAFE 2.98 4.88 -0.92 9.02 6.16 4.95
Bloomberg Commodity Index  - -5.94 -27.04 -11.52 -5.71 -3.56
FTSE NAREIT REIT Index 3.56 3.98 22.68 14.05 15.60 9.54
   
Equity Asset Classes    
U.S. Large Cap Value - 0.18 7.86 14.42 12.24 6.72
U.S. Large Cap Growth - 3.45 13.31 15.06 13.87 8.48
Mid Cap Value - 2.58 8.89 16.30 13.69 8.43
Mid Cap Growth - 5.35 11.20 14.95 14.47 9.17
Small Cap Value - 2.28 3.94 14.29 12.55 7.92
Small Cap Growth - 5.78 8.08 15.22 15.13 9.20
Foreign Large Cap Value - 4.10 -3.33 7.38 4.96 4.06
Foreign Large Cap Growth - 5.07 1.36 8.23 6.79 5.77
Emerging Markets - 1.14 -1.18 0.63 1.45 7.28
   
Fixed Income Asset Classes   

CD – 1 Year 0.45 - - - - -
CD – 3 Year 1.20 - - - - -
CD – 5 Year 1.90 - - - - -
Treasury 5 Year 1.37 - - - - -
Treasury 10 Year 1.92 - - - - -
6 Month T-Bill 0.13 - - - - -
S&P Municipal Index 3.18 1.01 6.60 4.20 5.26 4.84
Barclays U.S Agg Bond Index 2.33 1.61 5.72 3.10 4.41 4.93
Barclays VLI High Yield Bond 5.82 2.59 1.64 6.98 8.57 7.44
CPI - -0.56 0.68 1.32 1.68 2.11
Prime Rate 3.25 - - - - -
Broker Call 2.00 - - - - -
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