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Research: SOUND NOTE; MARCH 30, 2021 

 Dominate the Dojo 

Greetings from SOUND Wealth Management Group! In this edition of our SOUND Note 
we will analyze the past 12 months of the markets and the global recession, rebuke the 
perpetual doomsday claims on the financial news networks (financial pornography) with 
empirical data, address the current equity environment (more specifically the technology 
sector),  and demonstrate long-term fundamental investment shifts – are you ready for 
kumite? 

First, an after action report: many SWMG clients will remember conversations with Gary 
& Brandon in March of 2020 (when fear was running wild) calling for the beginning of 
the recovery in the market (S&P 500), and even our SOUND NOTE “Sitting Before Mrs. 
Ricardi and the Tenants Board Association” – which provided the logic for why we 
(SWMG) believed 2020 would end in a favorable way for equity investors. The sell-off 
was precipitous from January to March 2020 – making it the largest draw-down in 10 
years.  

We first called upon historical references and found very similar behavior in the 1957-
1958 Asian Flu (H2N2) with regard to financial behavior – both individual and 
governmental. Instead of belaboring all of the details, the gist is there was and is a 
massive stimulus with coordination from the Federal Reserve to keep rates below 
trending nominal GDP.  

It turns out that the drop in 2020 was almost equal to as what occurred in 1957 (in terms 
of economic contraction), when the US suffered one of the shortest technical recessions 
ever (both then and, from SWMG’s perspective, likely now). From our modeling and data 
gathered from trusted economists, we estimate strong GDP growth – at least enough to 
be declared out of the current recession in the coming months. What we now see is that 
what took 3 months to drop in the S&P, took 4 months to recover (7 months of total 
market peak to recovery) in 2020 – which is in line with SWMG’s previous forecast. 
When we step back, the Wrath of Khan was not that bad (in terms of investments). As we 
stated in our first SOUND NOTE in October 2014 “Take a Breath: It’s Not the End of 
Equities” (ah, the pre Seinfeld reference days) this moment, too, is not the end of 
equities. See Chart 1 for the S&P 500 movement in the 1957 recession compared to 
2020 through March 2021. 
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Chart 1; SOUND Wealth Management Group; Refinitiv/ThomsonOne Data 

There are too many variables beyond the 1957-1958 recession to compare and 
extrapolate how/if 2021 and beyond will behave like the 1960’s. Regulatory, fiscal, and 
monetary policies are different this time, but we can take pages from other historical 
playbooks that rhyme with the current coordinated actions and develop appropriate 
strategies. 

This leads us to equities (stocks); we will address equities vs. fixed income (bonds) later in 
this note… 

Why does it seem like SWMG is always overweight stocks – it stands out like an urban 
sombrero? Well, we do not wake up mandating that we must overweight stocks; it is just 
how valuations and growth converge into expanding companies at reasonable prices 
(our world according to G.A.R.P – growth at a reasonable price). The technology sector is 
especially attractive due to expansions, innovation and velocity of change. Many 
industries are transforming at faster rates – in many ways for the better, but certainly to 
the chagrin of some. The CoVid-19 pandemic has accelerated what we call the 
“Amazonification” of business models and technological changes. Individuals who would 
have traditionally driven to Macy’s to buy tube socks have found themselves ordering 
from Amazon.com (:AMZN), and routine doctor visits are now being provided efficiently 
and effectively with telemedicine.  



3 
 

3 
 

   

Technology is nothing to fear… even shareholders of more dowdy companies such as 
Proctor & Gamble7 are also investing (vicariously) in technology; P&G uses technology 
for logistics, manufacturing, human resources, etc… and the expanding capabilities in 
technology will add to efficiency and profitability for so many more corporations in 
almost all industries. The rate of technological adoption and disruption that has 
changed, and make-up these enterprises is far different than what others might have 
predicted just a decade ago. See Chart 2 demonstrating how some large companies 
(many of which are household names) are disrupting industries, and how they have gone 
about it: 

 

Chart 2; Image: SOUND Wealth Management Group  

Further, due to a cacophony of factors such as low interest rates and share buybacks, we 
find the equity supply of technology stock shares outstanding to be well below the S&P 
500 index shares weighting – meaning there is less supply of shares available to 
purchase in the tech sector relative to all other S&P 500 sector shares. This plays into 
evaluating the traditional price –to-earnings ratios against the shares outstanding and 
growth of earnings on fewer shares (See Chart 3); when there are fewer shares of a 
company, (with all else constant) the earnings per share increases – the denominator of 
the P/E ratio.  
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Chart 3; Source: Refinitiv & Yardeni Research 

Almost every year for the past decade we have heard the talking heads call for the “great 
rotation” from growth to value – it commonly lasts a few days to a few weeks, and we 
currently find ourselves listening to this prognostication in March of 2021 – is this the 
time? There is not a bell that rings to indicate so, but, probably not… To put it gently, the 
elders of financial wisdom passed down this single variable to measure a public 
company: the “PE Ratio” (price-to-earnings ratio). Many regard it as a deciding factor in 
evaluating if a company is expensive, but it misses so much and anchors to decades of 
old values and business characteristics, and assumes that everything exists in a vacuum. 
PE multiple expansion should always happen in a growing economy – especially with 
accelerated growth – and the US GDP is expanding much more often than not over the 
long-term; the recovery from the 2020 recession is expected to see massive increases in 
GDP above last year (which was negative). Operating leverage and multiple expansion 
should continue for the foreseeable future – only being hindered by increased corporate 
regulation and possibly tax changes – both of which are in an eddy of political cycles. 
Therefore, we believe P/E ratios based on latter years’ metrics should not be the 
measuring sticks for today or tomorrow, let alone the sole factor for deeming a 
company, sector, or market expensive.  

In an expansion, a “great rotation” may occur (where investors shift from one type of 
stock to another such as from growth to value oriented companies) but it is not necessary 
to sell cyclicals in exchange for defensive stocks – since the overall trend is “expanding;” 
the tide can rise for all, and selectivity is where alpha can be created; it’s not the size of 
the opponent, it’s the ferocity. 
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Further, we at SWMG continue to be rooted in the fundamental belief that companies growing 

in a financially responsible manner can offer great investment opportunities. 

Along with favorable valuations to equities (especially to future values), there are important 

behavioral changes that will be playing out over the next decade. In 2021, approximately 30% of 

the workforce is of the millennial generation; in the next five years, this is expected to be 70% - 

as boomers enter retirement years. This massive transfer of wealth comes with engrained shifts 

in investor behavior. Boomers invested in a world that rewarded risk, but also provided return 

(or incentive) for savings and lending (not to mention pensions). Based on the Boomer 

generation demographics, they started investing around 1960- to the mid-1980’s and have had 

many decades of return on interest.  

 

Chart 4: St. Louis Fed (FRED) Board of Governors of the Federal Reserve System 

Please refer to Chart 4. The average 1-month Certificate of Deposit (CD) rate for the majority of 

Boomers investment time is approximately 6%. Millennials are conditioned from the dot-com 

era, the financial crisis of ’08-’09 and the recent CoVid-19 recession – all while enduring very low 

interest rates; Millennials likely started investing between the mid 1990’s to the mid 2010’s  with 

an average 1-month CD at 2.5% (and is currently at next to nothing). Adding to this perspective, 

2011 saw a large change as it repriced risk in the bond market; CCC bonds (junk bonds) were 

trading at around 10% coupons (you actually had commiserated yield for the increased risk in 

investing in junk bonds). Today, CCC bonds trade around a 7% coupon. But the relative yield 

(not considering inflation) is far below historical expectations; the long-term average for CCC is 

14%. Pre 2000’s investment grade bonds traded at 7% coupon; the incentives to be a lender 

(bond holder) are far worse today (in real and nominal terms) than where they were for the 

previous generation of investors.  

While bond “vigilantes” may rear their heads to push longer-term yields higher (although still 

low from a historical perspective) than where the Fed has anchored the short end (the current 
bond market condition), but there is an old adage that almost always holds true in the long-run: 
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don’t fight the Fed. And don’t forget operation twist! We at SWMG believe the bond 
market is expressing “inflation anxiety” since the economy has not experienced much for 
the past 2 decades, and the bond bullies are quick to the draw – too quick; grab a juice 
box and settle down. We are already starting to see a decoupling of the correlation to 
yields on the 10 year to the S&P 500 (as yields continued to increase the week of March 
14th, the S&P did not break down in tandem).  The engineered economy of 
accommodative fiscal and monetary policy to keep rates below nominal GDP has 
established a forced incentive and safety net in allocating money to risk assets – mostly 
equities. This is a paradigm shift that some may argue against; like it or not, this 
investment shift is happening, and we believe it creates an environment for a very long-
term equity bull cycle.  

To further the case for the coming change in investor behavior, Metcalfe’s law – 
expanded in Beckstrom’s law – where networks (or connectivity) expand the value of 
themselves by the number and quality of users – demonstrates the rapid adoption rates 
of new networks and how they quickly test/validate and adopt or deny usage… we can 
visualize this by looking at adoption rates over the past 100 years: 

 

Chart 5; Image: SOUND Wealth Management Group 
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It took 19 days to have 50 million Pokémon Go users (we know… this accomplishment is 
equating eating a block of cheese with some sort of bachelor paradise). How quick will 
the next network adoption be? The generational investor behavior shift may happen 
before you get a chance to deny it. 

When we analyze the transference of wealth from Boomer to Millennial and beyond we 
look (among other things) to the current assets held in Individual Retirement Accounts 
(IRAs) (Chart 6). 

 

Chart 6; Source: Federal Reserve Board financial Accounts of the United States; Yardeni Research 

 

As powerful and formidable as the Tyrannosaurus Rex was, there was nothing it could do 
to stop volcanic eruptions, Chicxulub, or any variants; the metaphoric and literal analogy 
remains: the foundations of investing for the last generation are not necessarily (and are 
unlikely to be) the underpinning for the next. With approximately $4 trillion in M2 money 
supply, money is extremely liquid, and with yields still well below historical levels we see 
much more runway for equity investing.  

The recent government stimulus checks are “checks without balances.” When following 
the flows of money from the Federal Reserve Board Financial Accounts of the United 
States, the past 2 have led to paying down revolving debt, but also into savings – with 
very little reward for idle cash – we infer this money to continually find its way to the 
equities market (by both shareholder investment and corporate profitability). Historically, 
if we find ourselves with bond yields declining at the same speed that they increased 
these past few weeks – coupled with the 3rd round of stimulus checks, we could easily see 
equity rallies akin to 1999 – based on historical money supply, fiscal policy, and public 
market valuations. It might [now] be Myanmar, but it is always Burma to me. 
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Although we remain bullish on equities, we must (as we always do) inform you of the 
historical volatility expectations and pull-backs. We say this time and time again: since 
1957, the market drops 5-10% 3.3 times per year, 10-20% every 1.1 year, and greater 
than 20% every 3 years (not linear; Source: MorningStar Research, weighted), yet has 
averaged nearly 10% annual return since the 500 company composite was formed.  

The year 2020 was a massive black swan event with tremendous stops to the global 
economy. With the year that was 2020, the VIX (volatility index) averaged about $30. The 
desire to protect against significant loss should have been (and remained) at nosebleed 
levels, but the cost of hedging portfolios became more expensive than the reward (like 
over insuring your home), and the stimulus kicked in to push the VIX (relatively) low. We, 
at SWMG, expect the VIX to average below $30 for this year (currently $21) – as things 
will probably be better this year versus 2020 (economically speaking) See Chart 7. As we 
write this note, we are leading into the first quadruple witching of the year, and suspect 
volatility to peak (in the short-term) this week. 

 

 

Chart 7: SOUND Wealth Management Group; Refinitiv ThomsonOne 
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In the last 10 years, approximately $3 trillion was saved by Americans - of which nearly 90% 

went into the bond market – making investors “synthetically short” the equity market. Relative 

to the 10 year treasury, stocks are very inexpensive – see Chart 8: 

Chart 8: Source: Refinitiv, Federal Reserve Board & Yardeni Research*divide S&P 500 fair-value (S&P 500 
12-month forward consensus expected operating earnings) divided by the 10-year US Treasury bond yield 
converted to percentage. 

 

The next 10 years will likely have an additional $3T in US savings (through generic 
savings and the current series of stimulus packages [with the possibility of more]) – much 
of which will find its way to equities. According to the Federal Reserve Board Financial 
Accounts, US households net worth is approximately $130 Trillion with an 8:1 asset to 
liability ratio – this is the highest ratio since the Federal Reserve began tallying these 
figures (see Chart 9): 
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Chart 9 Source: Federal Reserve Board Financial Accounts 

In summary, we continue to follow our investment precepts – finding what we believe are 
good values and opportunities where they exist (and they do) and look to the future with 
great anticipation. We continue to take advantage of equity discounts as we invest for 
long-term success. For the time being, listen to your katra: we believe stocks dominate 
the dojo! 

We hope you have enjoyed this note and welcome any and all conversations. We put a 
lot of time, research, and wit into these notes, and we thank you for reading. Please feel 
free to distribute our SOUND Notes to friends and family. 

 

SOUND Wealth Management Group 
3801 PGA Boulevard, Suite 910 
Palm Beach Gardens, FL 33410 

www.soundwealthmanagementgroup.com 
Raymond James & Associates, Member New York Stock Exchange/SIPC 
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- ‡Satirical references from Seinfeld: “The Foundation;” September 1996 

 
- This information contains forward looking statements about various economic trends and strategies. 

You are cautioned that such forward looking statements are subject to significant business, economic, 
and competitive uncertainties and actual results are subject to change at any time and are the opinions 
of the individual strategist. Data taken from sources generally believed to be reliable but no guarantee 
is given to its accuracy.  
 

- Investment/companies are not recommendations to buy or sell aforementioned companies. Charts are 
for illustration purposes only. 
 

- Views expressed are the current opinion of the author, but not necessarily those of Raymond James & 
Associates. Past performance is not indicative of future results. Investing always involves risk and you 
may incur a profit or loss. No investment strategy can guarantee success. The author’s opinions are 
subject to change without notice. Information provided is general in nature, and is not a complete 
statement of all information necessary for making an investment decision, and is not a 
recommendation or a solicitation to buy or sell any security. 
 

- The S&P 500 is an unmanaged index of 500 widely held stocks that are generally considered 
representative of the U.S. stock market. Inclusion of this index is for illustrative purposes only. Keep in 
mind that individuals cannot invest directly in any index, and index performance does not include costs 
or other fees, which will affect actual investment performance. Individual results will vary. 
 
 

- The CBOE Volatility Index ® (VIX® Index) is a key measure of market expectations of near-term 
volatility conveyed by S&P 500 stock index option prices. Past performance does not guarantee future 
results. 
 

- Raymond James is not affiliated and does not endorse the opinions or services of the independent 
individuals or organizations mentioned. Raymond James, its affiliates, officers, directors, or branch 
offices may in the normal course of business have a position in any of the securities mentioned and 
may not be suitable for all investors. Raymond James & Associates makes a market in shares of AMZN, 
UBER, and NFLX.




