
looking into the 
crystal ball 

This is a difficult investing environment.  Probably the most 
difficult we as partners have been confronted with in our 30+ years 
as professionals.  What makes it difficult?

The first thing that is difficult is that interest rates across the globe 
are historically low and have been this way for a long period of time.  
Low rates are repressing to savers and conservative investors of 
the world.  It is difficult to compound savings at such low nominal 
and real rates.  Using the rule of 72 (divide 72 by the return on 
investment and the result is the number of years it takes to double 
your money), twenty years ago 10-year treasury rates were 7.88% 
and you could double your money in less than 10 years.  Ten years 
ago the 10-year was at 4.22% and it took 15 years to double your 
money.  Today the 10-year is at 1.72% and at that rate of return it 
will take 42 years to double your savings!

Because rates have been so low for so long, competing investments 
have attracted a lot of money, a lot of buyers and driven prices 
higher.  Having a value-bias in our investment philosophy, it is 
difficult to find under-valued or cheap assets; i.e. assets where our 
expected returns for the assets are significant.  Risk premiums, 
the additional return one expects for taking more risk on an 
investment, are broadly across asset classes lower than historic 
averages. 

Leverage and excess debt exacerbate return and risk.  The major 
developed countries of the world, the US, Europe and Japan, are all 
carrying very high debt loads on their government balance sheets.  
Their continuing effect on global growth through monetary policy is 
muted or “pushing on a string” at this point.  Their ability to enact 
or properly use fiscal policy (tax policy or investment, shovel-ready 
or otherwise) to supplement monetary policy is as questionable as 
ever due to the polarization in political circles.

Economic growth is a balance of investment and consumption.  One 
of the major trends affecting global growth is an aging demographic.  
The US, Japan, Europe, China and other large economies have a 
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more senior demographic.  For example, 
in the US the baby boomers have been the 
economic engine.  Approximately 10,000 
of them are turning age 65 daily and will 
continue to do so for the next 12 years.  
Baby boomers have reached and gone 
beyond their peak spending years.  The 
growth in their contribution to GDP will 
be modest in the coming decades.

Populism has been a growing political/
social trend.  The result is higher social 
costs in governments across the globe.  
And when combined with an aging 
demographic, the entitlement costs of 
retirement and healthcare initiatives are 
growing.  This has the effect of requiring 
a larger percentage of a government 
budget and more tax dollars (or deficit 
sending).  Either way, it leaves less money 
for government or individual investment 
or consumption.

From a behavioral standpoint, we 
have experienced in the last 15 years 
two significant stock market declines 
and a global financial crisis.  It has 
heightened the risk temperament of 
both professionals and individuals.  
The investment psyche of both is more 
fragile as a result.  Our concern with this 
scenario is that irrational behavior tends 
to accompany periods of heightened fear.

“There are times to stay put, and what you want will come to you, and 
there are times to go out into the world and find such a thing for yourself." 
    – Lemony Snicket, Horseradish
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Capital f lows are immediate and know no 
boundaries today.  Inefficiencies in pricing 
and value are realized quicker than ever 
before.  Computerized trading pools of capital 
exacerbate short-term volatility and also create 
a heightened sense of fear in investors.

So what do you do when confronted with a 
difficult investing environment?  We have 
often said three characteristics must be present 
for good investing.  They are optimism, 
patience and discipline.  In periods like the 
current patience is a must.  

In our investment discipline patience takes on 
two forms.  One is the patience of investing 

with a long-term perspective.  The second is the patience of 
investment opportunism.

History and our experience of the markets have taught us that 
equity returns are more profitable than cash or bond returns, in 
the long-term.  We understand that financial asset prices rise and 
fall, but generally rise, in the long-term.  We know that in any given 
short-term period both stocks and bonds can produce negative rates 
of returns.  And in some cases they can produce wide variances in 
prices.  However, variability of their prices is narrower and returns 
positive, in the long-term.  The law of large numbers and averages is 
in effect, in the long-term.

Keeping a long-term perspective is essential to disciplined investing.  
Cycles are inevitable.  Economic growth will be slow and fast.  
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Interest rates will be higher and lower.  Inflation will be higher 
and lower.  Stock prices will be higher and lower.  Predicting short-
term changes in these cycles is a difficult exercise.  Understanding 
regression to the mean and maintaining a long-term perspective is 
in your and our control.  Not always easy, but under your and our 
control.

We have been sharing a book with friends and family in recent 
months, ‘The Mayo Clinic Guide to Stress Free Living’.  The book 
begins with an explanation of how our brain works.  According to the 
book’s author, the brain functions in a restless state and a focused 
state.  The wondering and spontaneous brain is the default mode and 
where stress and fear cohabitate.  Most of us live predominately in 
this state.  We are not naturally wired to be patient. 

The focused brain requires training.  Training the brain to habitually 
focus will help you sustain a higher level of rational, meaningful and 
healthier emotions; train and sustain.  That is why eliminating ‘news 
noise’ from your life, learning from those with wisdom and having 
a disciplined process are essential to a focused state.   A long-term 
perspective is a focused state.

Investment opportunism is a second form of patience required 
for good investors.  It is different from a long-term perspective.  
Investment opportunism requires 
a narrower focus.  It is the 
difference between ‘stocks for the 
long-term’ and picking a stock.  
Investment opportunism is having 
the patience to wait for a ‘fat 
pitch’. 

Ted Williams, one of the greatest 
hitters in baseball history, created 
an infographic of the strike 
zone with 77 baseball sized 
cells.  The 77 cells were color 
coded and each cell depicted a 
corresponding batting average for 
each place in the batting zone.  
Waist high down the middle was for a .400 hitter; inside and low a 
.200 hitter.  Only 3 of the 77 cells correlated to a .400 hitter.  Only 
17 of the cells corresponded to a .350 or better hitter.  The very best 
hitters rarely miss the opportunity to take advantage of the ‘sweet 
spot’ of the strike zone.  Though as you can imagine the very best 
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pitchers don’t afford the hitters that many 
opportunities in the .400 zone.  That would 
be hitting opportunism.

Investing opportunism is waiting for the 
markets to provide a ‘fat pitch’.  It is usually 
produced in an instance of fear and forced 
selling where prices are tumbling.  Or it 
can be availed by a disruptive technology or 
speculative venture.  Either way you must be 
focused and prepared to recognize it, accept 
it for what it is and respond.  Investment 
opportunism is more tactical than long-
term perspective and in many ways requires 
more acute attention and effort.  Both are 
important elements of a successful investment 
plan.  And both require the virtue of 
patience.

We sense ‘impatience’ in investors today.  
They are growing weary of low interest rates 
and in many cases are chasing yield.  They 
are growing tired of international equity 
underperformance and concentrating in 

US stocks.  They 
are impatient with 
active manager 
performance and 
seeking out index 
investing.  They 
are psychologically 
burnt by volatility 
and lower than 
average returns.

It is during these 
ground-swells of 
investor behavior 
that we begin to 

sense change.  The change is accompanied 
by bouts of irrational behavior and 
opportunities are created.  Such a change 
occurred in the first quarter with the lows of 
oil prices.  In our opinion, natural resource 



and energy-related investments were at ‘onsale’ 
prices in the first quarter.  

We took advantage of the opportunity by 
allocating an additional 4% of our equity 
allocation to energy related investments.  The 
additional contribution to this asset class came 
1% from our cash reserves held for investment 
opportunities and 3% from the sale of large 
cap growth stocks.  To date, the reallocation 
has been profitable as energy prices have 
rebounded from their lows over 30%.  This 
may have been one of the fatter pitches the 
market has thrown recently and is an example 
of patient investment opportunism.

We remain committed to our long-term 
philosophy of being value-oriented, strategic, 
global and active managers.  It has been a 
challenging environment for many facets of 
our investment philosophy.  International 
equities have under-performed, value has taken 
a second seat to growth and the bull market 
has rose all boats with the tide making stock 
picking and active managers laggards during 
the cycle.  However, our knowledge of the 
markets and assessment of current valuations 
gives us conviction that these cycles will change 
and out-performance is a real possibility for 
our strategy.  We remain optimistic, patient 
and disciplined in our focused attention on 
your financial plans and investment portfolios.

Please find following the current equity and 
income strategies for our model portfolios:
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“all MoDels are wrong, bUt soMe are 
More UseFUl than others.”  

– GeorGe e.P. Box



reQUireD DisclosUres

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. information 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 solicitation 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.  since 
past performance is no indication of future results, there are no guarantees as to future perfor-
mance.  Past performance is provided for illustrative purposes only.

Diversification and strategic asset allocation do not ensure a profit or protect against a loss. 
investments are subject to market risk, including 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 suit-
able for all investors.  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) index 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 accounting 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 
possible 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 industrial 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 considerations.  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 deci-
sion. raymond James does not provide legal or tax advice on these or any other transactions.

raymond James & associates, inc., member new york stock exchange, makes a market in 
Facebook, Amazon, Netflix and Google.  Investing in small and mid cap stocks are riskier invest-
ments which include price volatility, less liquidity and the threat of competition.  investments 
in the energy sector are not suitable for all investors.  Further information regarding these 
investments is available from your financial advisor.

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTI-
FIED 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.
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