
“Life is a long lesson in humility” – James M. Barrie

“The individual investor should act consistently as an investor and not as 
a speculator.” – Benjamin Graham
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lookINg INTo THE 
crySTal ball 

Howard Marks was often asked, “What is the most important thing that 
contributes to being a good investor?”  His ultimate response to the often 
repeated question was the completion of his book, “The Most Important Thing.”  
Marks is often quoted in these newsletters and for good reason.  He is both a 
very successful investor and one of the most articulate on the subject. It turns out 
that even one of the most succinct and articulate thinkers in the business could 
only distill the answer down to ‘20 different things’. 

We have written on many subjects that Mr. Marks has espoused in his book 
and writings.  Just as most rock musicians have mused Chuck Berry, Sonny 
Boy Williamson or Willie Dixon, many investors will quote and borrow from 
Howard Marks for years to come.  This quarter we will borrow from two timely 
subjects that Marks expounded upon in his book; ‘knowing what you don’t 
know’ and ‘investing defensively’.

In many ways these are intertwined.  For example, one of the globe’s recent 
newsworthy events was the United Kingdom’s exit from the European Union, 
or Brexit for short.  The vote to leave the Union seemed as much a true surprise 
to the world, and the British themselves for that matter, as the successful win of 
Donald Trump for the US presidential republican nomination.

So when the time came to understand the effects of the exit, there was a great 
diversity in the explanations.  We would offer that the difference in opinions 
and explanations of the resulting effects of the disentanglement was as varied as 
almost any other newsworthy event for some time.  Why is that?

We would opine that the differences are due to two things.  One is that people 
have the habit of forecasting the future by extrapolating the present.  Because the 
present in the case of Brexit came as a surprise and is something that has never 
been dealt before; i.e. an exit from the European Union, people are unsure of 
what the present actually is all about.

And the second reason is that forecasting the future for macro or broad based 
themes is difficult at best, improbable in most cases.  Will the EU support the 
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UK in trade policy?  Will immigration slow and 
change the UK as the world’s melting pot of 
intellect and commerce?  Will the UK become 
isolationist and the rest of Europe follow?  Will 
companies domiciled in the UK move to other 
locales?  These are all questions that would best 
be defined as speculative.  Sure opinions can be 
offered and prophecies purported, but wild xxx 
guessing (WAG for short) is the actual game 
being played.

Thirty plus years of practicing in the investment 
and financial planning profession is a humbling 
experience.  The world around us is always 
changing and challenging us to analyze and adapt 
to its evolution.  When one invests their time and 
energy in the process of making good financial 
decisions it is best done when you narrow the 
subject matter and concentrate on the things you 
can control.  For example, in the case of Brexit 
there are some vary broad-based things involving 
thousands of separate decision over many years 
before they come to fruition.  Spending time on 
these is best left to pundits.  However its effects on 
the London real estate market, a narrower subset 
of the UK economy, may be a more focused 
and directed subject and one that information 
from an economic perspective more definable 
and actionable.
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We have often said there are more ways to invest 
capital or make money than any one person has time 
to understand.  Therefore, the key is to define your 
philosophy and process, believe in its effectiveness and 
be disciplined enough to follow it in the topsy-turvy 
world it must be managed within.  

We are strategic, global, value-biased, asset allocators 
utilizing active managers.  Our research and meetings 
are focused on these characteristics and our portfolios 
built accordingly.  Our rebalancing process helps 
manage the flow of capital from investors and the 
changes in asset values through market cycles.Much of 
the rest of the data, information and knowledge floating 
around the airwaves and elsewhere is white noise to 
our process.

Here is a short list of things we cannot know and cannot 
control.  We do not spend time on understanding them 
or convincing somebody we know about them with 
any confidence.

•	 Macro-economic forecasting; what will be the effects of 
Brexit, guesses on employment, GDP, inflation, etc.

•	 Market timing calls; e.g. when to be ‘all in’ or ’all 
out’ of the stock market, etc.

•	 Predict investment returns in the short-term; e.g. 
what will the stock market do this year, will the Fed 
raise rates

Here is a short list of things we can have an 
understanding of and control. We will spend our time 
and energy on understanding and communicating them.

•	 Creating and monitoring the plan; our best thinking 
compiled in an investment plan and a thorough 
understanding of your goals and resources in your 
financial plan

•	 Providing and maintaining a long-term perspective; 
staying focused on investment values vs short-term 
returns, staying focused on long-term goals

•	 Managing behavior – helping us and our clients 
avoid the white noise of the media and markets and 
maintaining a disciplined and long-term perspective 
through effective communication

Last quarter we wrote on patience in the investing 
process.  We defined patience with a long-term 
perspective and patient opportunism.  ‘Investing 
defensively’ incorporates each of these in our investing 
process.  Investing defensively in the long-term sense 
is determining what the balance of equities vs income-
oriented investments is appropriate for your personal 

risk tolerance and your specific financial planning.  Ultimately the goal of this 
decision is to earn a return that will accomplish your goals and manage your 
investing behavior; i.e. keep you invested in the long-term investing strategy.  
Managing risk vs return is the crux of the investing process and this allocation is 
the long-term guide-path for the process.

Patient opportunism is ‘investing defensively’is a more tactical sense.  Being 
investors with a value bias means we are price conscious when we evaluate the 
viability of an investment.  At points in time investments, both individual securities 
and broader asset classes will vary in value from their long-term average price to 
value ratios.  For example tech stocks in the late 90’s and US real estate in the 
early 2000’s were very over-valued assets.  Emerging markets and small cap value 
stocks in the late 1990’s and early 2000’s were under-valued assets.

There are times where in the absence of good prices or values for a riskier asset 
or asset class an investor should consider a less risky asset or cash for a part of his 
long-term equity to income balance.  The goal is to either get paid something less 
but mitigate the potential risk of loss or create a liquid asset that mitigates risk of 
loss and provides an opportunity to purchase an asset at a better price sometime 
in the future.  

Given the ‘lower for longer’ (i.e. lower interest rates for a longer period of time) 
scenario we are living with currently, asset prices in general have risen for a period 
of 7 years.  With each passing year, our future expectation for returns across most 
asset classes has dropped.  Additionally, our active managers are finding it more 
difficult to find under-valued 
assets.  Cash levels are generally 
higher in many of our more 
tactical active portfolios and we 
have held a small cash balance as 
an asset class.

Year to date, we have reduced 
our allocation to large cap growth 
stocks twice.  This has been 
a good performing asset class 
through the recovery beginning 
in 2009.  The second change was 
made in the last quarter.  The 
repositioning of the funds was 
made to a multi-sector manager 
with a current defensive allocation.

As we wrote last quarter, we 
believe it to be a difficult investing 
environment.  In the absence of a 
strong conviction toward risk assets, 
we believe a more conservative 
or defensive posture provides 
a prudent risk/reward balance.  
Additionally it provides the 
opportunity to take advantage of a 
dislocation in pricing and value in 
the risk assets.  Hopefully, this will 
result in better expected returns in 
the long-term. 

“all modElS arE wroNg, 
bUT SomE arE morE 
USEFUl THaN oTHErS.”  

– GeorGe e.P. Box
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TEAM NEWS

Congratulations! 
 
Congratulations to Paul and Larisa Jesinskis who 
welcomed their first child, Lukas Sven Jesinskis on April 
21st.  Lukas was 8lbs 8oz and 21 inches.  Everyone has 
adjusted well and is enjoying the summer!

Congratulations! 
 
Congratulations to Kaitlyn Eller, daughter of Jim and 
Diane on her recent marriage to Jonathan Ernst.  The 
couple wed on June 29th.  We wish them all the best!

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 in-
volves 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 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.

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.

raymond James & associates, Inc., member New york Stock Exchange/SIPc
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 Current 
Yield 

Last 
Quarter 

Last 12 
Months 

Last 3 
Years 

Last 5 
Years 

Last 10 
Years 

Equity Asset Classes       
U.S. Large Cap Value - 2.68 -0.09 7.97 9.37 5.52 
U.S. Large Cap Growth - 0.54 -2.33 10.58 9.98 7.20 
Small Cap Value - 2.27 -4.30 5.92 7.67 5.69 
Foreign Large Cap Value - -1.47 -11.39 0.74 0.35 0.47 
Foreign Large Cap Growth - -0.49 -7.50 3.19 2.54 2.92 
Emerging Markets - 2.65 -0.59 -0.94 0.24 3.29 
Natural Resources - 6.85 -7.48 -2.51 -4.83 1.00 
       
Fixed Income Asset Classes        

Barclay’s Intermediate Credit 3.66 1.28 4.04 2.44 2.40 4.15 
Barclays Municipal 1-10 2.70 1.44 4.88 3.62 3.45 4.33 
Barclay’s Global Bond 8.96 2.89 8.87 2.8 1.77 4.40 

 Current 
Yield 

Last 
Quarter 

Last 12 
Months 

Last 3 
Years 

Last 5 
Years 

Last 10 
Years 

Major Indexes       
S&P 500 3.84 2.46 3.99 11.66 12.10 7.42 

 
 1 Year 3 Year 5 Year 10 Year   
Treasury Yields 0.46 0.69 0.95 1.38 - - 
       


