
   

RESEARCH: SOUND NOTE; DECEMBER 22, 2019  

IT’S A LOTTA GUM 

Greetings from SOUND Wealth Management Group (SWMG). We hope this finds 
you well! Since our last SOUND Note, Thin Layer of Gabardine, we have seen the 
market (S&P 500) ascended 11.05%. As we have highlighted in many of our 
Notes, the market continues to climb a wall of worry with periodic routs rooted in 
news-driven panic and the “weaponizing of rhetoric.” Since the August 2019 
drop has cleared, we have some legroom to explore the instigator of many of 
the largest pullbacks in the past 5 years: China. We will use this SOUND Note to 
take a deeper dive in the land of the sleeping dragon, as well as provide 
updated commentary on the political cycle. Let’s all enjoy a chew! 

The market is inherently volatile – there is a constant exchange of buyers and 
sellers meeting at an agreeable valuation. Every bit of new information – valid or 
frivolous – allows for humans and machines to make quick adjustments. Many 
“events” have happened since 2008 that have allowed investors to react to 
macro news events with their business ownership (TARP, credit downgrades, 
Ebola, Crimea, China, etc.). At the end of the day, investing in stocks is owning 
portions of businesses. The daily liquidity (a benefit of being a shareholder) has 
allowed investors to make quick judgements on headlines and misinformation 
rather than looking at the future worth of public companies. Imagine buying 
and selling local bodegas everyday based on bogus bodega headlines – what 
if you knew there were buyers wandering around town looking for $100 worth of 
gum? We should be investing in the future merits of the underlying businesses. 
From time to time, a “rental” of companies can make sense on a tactical basis, 
and we reserve portions of our portfolios to take ad advantage of short-term 
arbitrage opportunities. The “headline risk” to companies was recently 
highlighted with Axon Enterprise, Inc. (:AAXN)1. On August 8th, the company 
reported an EPS miss compared to consensus estimates (See CHART 1). 



   

This headline drove sell programs to “shoot from the hip” and sell. This initial sell 
wave was met with sell momentum programs, and was followed by institutional 
and retail investors – leading to a 15% drop in one day. We suspect few listened 
to the management call where the executives disclosed that the earnings miss 
was “tied to an inventory shortfall relating to a battery component supplier 
issue.” On page 3 of the earnings release (way beyond a headline), 
management explains “We have since worked closely with the supplier to help 
it scale its manufacturing process and it is now producing at production 
volumes. As a result… approximately $3 million [on an EBITDA of $11.6 million] of 
forecasted TASER 7 sales shifted from Q2 2019 into Q3 2019.2” Effectively, 
management said numbers you expected today will be there next quarter. The 
easiest thing to do was to follow the selling programs without listening to the 
earnings call (few do their homework); why go to the park to fly a kite when you 
could just pop a pill? Sure enough, earnings came through on the Q3 
November 7th report and the stock rallied 24.5% that day. We hope that 
investors come back to fundamental investing.  

 

Chart 1 (SOURCE: SOUND Wealth Management Group; Thomson One) 

*** 



   

China is not new to Earth… CHART 2 shows that China has been a world power 
for centuries, and like most, they want to regain their supremacy. Although 
there can be much “tough talk” on trade and tariffs, China has the long game 
on their side… Xi Jinping has no term limitations on his presidency (like Lloyd 
Braun, he can do anything he puts his mind to), and is laying plans for the 
People’s Republic to reach socialist modernization by year 2035. It is unlikely that 
Xi will kowtow easily just due to short-term economic contractions. However, 
SWMG believes China is not letting the short-term pressure go unnoticed, and 
we feel China will steadily progress trade talks to imply some sense of 
advancement on both sides, and continue to build on its momentum back to 
the prevailing world power. 

 

 

  CHART 2 (SOURCE: SOUND Wealth Management Group; WorldAtlas) 



   

An interesting survey was conducted by Visual Capitalist demonstrating that 
many nations already view China as the reigning world power (CHART 3). It is 
plausible that the Renminbi and People’s Republic of China notes can become 
the global store of value. 

 

CHART 3 (SOURCE: VisualCapitalist.com) 

Some talking heads (David Byrne not included) have floated the idea that 
China could “weaponize” their U.S. debt holdings, so let’s take a look at that… 
According to The Federal Reserve, China holds over $1.1 trillion of the $22 trillion 
in the U.S. national debt (more than any other foreign country; Japan holds $1.0 
trillion). This is primarily a function of the trade surplus that China runs with the 
United States. Since China sells more goods to the United States, it collects more 
U.S. Dollars (USD) for the sales (a surplus). After China converts these USD to 
Renminbi (Yuan) to pay domestic operations, the Peoples Republic holds an 
excess of dollars. An excess supply of a currency weakens the value, so by 
China holding an excess supply of USD, they make goods made in the USA 
cheaper globally (a weaker currency makes goods more attractive abroad); 
this is not good for China as a manufacturing nation. In a way, this corrects itself, 
as the U.S. would export more (e.g. the goods become cheaper in the 
international markets and more foreign currency would come to the U.S. 
Treasury from U.S. goods purchased). 



   

Since China wants to keep a trade surplus and be a net exporter, The Peoples 
Bank of China interferes by adjusting the value of the Yuan buy increasing the 
Yuan supply (buying USD and providing/selling Renminbi to the population of 
China – bringing its currency lower). With the purchased USD, the Peoples Bank 
of China buys U.S. Treasuries for their security and investment return. China is in a 
bit of a prisoner’s dilemma if it wants to sell it’s treasury holdings – as it would be 
selling the bonds for USD and increasing the global supply of U.S. dollars.  When 
the supply increases the Yuan value would increase against the dollar and 
goods would become very expensive from China. We suspect this predicament 
would bode well for other trade partners – potentially other Pacific countries, 
emerging market nations, and India. We understand this is a complex subject – 
Federal Open Market Committee operations affect the money supply (how 
many dollars are floating around), and the operations are conducted in 
conjunction with international money flows. The short of it is: China 
‘weaponizing’ U.S. Treasuries would be equally (if not greater) to the detriment 
of China. Instead, these loans (purchases of bonds) to the United States allow 
U.S. consumers to purchase more Chinese goods. We feel there is great 
opportunity to invest in good Chinese companies – as these two nations can 
thrive with each other. China has the fastest sustained GDP expansion in 
economic history, and like Lloyd Braun, they are very industrious; investing in 
China is a perfectly sane thing to do. 

*** 

As we dabble into politics we understand our opinions could incite or excite our 
readers; remember we keep our opinions exclusively to how politics pertain to 
finance. Please do not conclude this is an endorsement or repudiation of 
President Trump, but we find his policies to be favorable for the world of 
corporate finance and the U.S. economy (the world SWMG works in). We feel 
the current Administration’s platform will continue to be pro-business and create 
a longer runway for entrepreneurship and earnings growth. We feel the current 
dais of Democrats is lacking a unifier – that was until Michael Bloomberg 
announced his candidacy. Although President Trump would not assign 
Bloomberg with a Raymond Massey-like physique… we feel (financially) that a 
Trump Vs. Bloomberg ballot is a goldilocks scenario – either candidate has the 
ability to supercharge the U.S. economy, but we will see who the DNC gives the 
nomination to… 



   

So how has Trump done since taking office? Timing has helped many presidents 
secure a re-election bid as many vote under the “ain’t broke; don’t fix it” 
mentality – when things are good, why not add an extra 12 minutes to 
Spartacus? It is very likely that the Trump Administration will waive the “Mission 
Accomplished” banner for some key policy promises to grandstand his financial 
prowess leading into the 2020 presidential race. We highlighted presidential 
returns in our SOUND Note Marisa Tomei’s Phone Number. In continuation of this 
data, the end of December 2019 will mark Donald Trump’s 36th completed 
month in office. The average presidential return for the first 35 months of 
presidents since the Great Depression is +28.88% and a median is 34.1%. You 
can see how each fared in CHART 4. Note: two Presidents did not make it to 35 
months, John Kennedy and Gerald Ford. Interesting trivia: President Ford is the 
only one on the list to have served as both Vice President and President and not 
been elected to the office – he obviously projected royal bearing! Ford had 29 
months in office and generated a 40.6% return while Kennedy held office for 34 
months and resulted in a 15.10% return over that period (both excluded from the 
averages). 

 

CHART 4 (SOURCE: SOUND Wealth Management Group; Macrotrends) 

 



   

President Trump’s market performance at 38.5% is above the average and 
slightly above the mean. When we strip out the negative returning Presidents for 
the first 35 months the average return jumps to 40.95%, so for up markets, he is 
falling behind. Depending on the day, Trump can trump this hurdle, and we are 
seeing momentum building in this “Santa Clause Rally.” SWMG has not yet 
reached consensus on whether Bloomberg has the ability to win key “purple” 
states, but we suspect economics will be a topic where both can delineate 
significant capabilities. We feel our portfolios are designed to tactically and 
strategically adapt to all administrative types. We believe we have the tools to 
help our clients navigate the political landscape for the present and future 
under any of the current candidates. Please see PROPRIETARY STRATEGIES for 
our current list of proprietary offerings. 

 

*** 

Whether you are acquiring data from the I.P.M.P.C.W. (The Institute), or your 
preferred news outlet, we have witnessed the media ‘weaponizing’ the word 
“recession.” At the end of 2018, all the television pundits and many Wirehouse 
analysts were calling for a 2019 earnings recession that (obviously) did not 
happen, and recently promoted fear with yield curve inversions. We addressed 
these in our Note Thin Layer of Gabardine, and wanted to highlight an 
interesting behavioral bias called “declinism” and some real facts about the 
current economy. Declinism is: “the belief that a society or institution is tending 
towards decline. Particularly, it is the predisposition to view the past favorably 
and future negatively.” This concept can also be overlaid on investments – 
especially when fake or confusing news can be distributed at lightning speed. 
“Fake news” is nothing new… According to presidential historian Joseph 
Cummins, “it’s a misconception political smear campaigns are getting dirtier. In 
1842, Martin Van Buren’s opponent spread the rumor that he dressed up in 
women’s clothing. In the 2000 Republican primaries, George W. Bush’s 
campaign beat John McCain by spreading a malicious rumor about McCain’s 
non-existent bi-racial lovechild.” There might have even been claims of 
involvement with Chesty La Rue over the years. Declinism is what makes “Make 
America Great Again” the perfect campaign slogan. Craig Silverman, of 
Buzzfeed, conducted studies on fake news… he showed that the top 20 fake 
news stories generated more clicks than the top 20 stories from every major 
publication combined during the 2016 election cycle. And not only do we click 
on fake news stories, but we believe them 75% of the time. 



   

When financial news outlets promote the gloom, they capture more viewers for 
the fear of the next correction. The fact is we have never been a more 
prosperous nation. Unemployment is at record lows, scientific and medical 
advances are improving exponentially, and corporate profits are steadily 
increasing year over year – see CHART 5 showing the profitability of public 
companies since 1990. This chart shows that companies are steadily maintaining 
record profitability – much better than the roaring dot-com fueled rally of the 
1990’s. CHART 5 also shows how quickly companies were able to adjust to the 
2008 Great Recession. Fundamental investing did not change, only the fear-
based rhetoric. 

 

Chart 5 (SOURCE: Bureau of Economic Analysis [BEA]; First Trust Advisors) 

By the way, no one has been talking about the yield curve lately – it was 
important, now it isn’t – what’s the deal with that? See CHART 6 that shows the 
now widening of the 10yr/2yr spreads! 

 

Chart 6 (SOURCE: Federal Reserve Bank of St. Louis [FRED]) 

 



   

Our data has not changed either; corrections of 10-20% happen (statistically) 
every 13-14 months (not linear) yet the market continues to enjoy high single 
digit annualized returns since the inception of the S&P 500. When many were 
calling for a flat to negative year, we find ourselves with exceptional market 
returns. Even one of the most respected names at the NYSE, Art Cashin, called 
for a “flat” S&P 500 for 2019 – whoops. See CHART 7 by Yardeni research of the 
65 “Panic Attacks” since 2009. In all honesty, the raging pessimism on financial 
television can sway even the most disciplined of investors. One of the most 
successful fund managers of all time, Stanley Druckenmiller, recently told 
Bloomberg News that he “did not take enough risk in 2019 and thus was unable 
to fully capitalize on the stock market’s blistering rally” and “I couldn’t have 
been more wrong.” Druckenmiller’s fund is just barely up double digits for 2019, 
but it should be noted that he laudably produced nearly 30% annualized returns 
over his three decade career. One of our favorite economists, Brian Wesbury, 
puts it best in his book title: “It’s Not as Bad as You Think: Why Capitalism Trumps 
Fear and the Economy Will Thrive.” The underpinnings of this economy are 
great, and we see momentum building; we should continue to climb the wall of 
worry. We suspect there will be an increase in noise in January 2020 with Brexit 
proceedings, and then will look to March for “Super Tuesday” and the volatility 
that will ensue. We continue to find great companies thriving, and we don’t 
believe the negative rhetoric will be the end of profitability. We continue to 
watch the flags of recession, but we do not currently see cashiers riding the 
horses of the apocalypse.  

 



   

 



   

We believe this Note shined some light on the dangers of propagated fake 
news, and how political grandstanding is nothing new. China is a trade partner, 
and will not be weaponizing anything in the short-term. We trust this note can 
quiet some of the noise and allow you to enjoy 2020 with better blinders for false 
headlines.  

We hope you enjoyed this note and welcome any and all conversations. We 
put a lot of time and research into these notes and we thank you for reading. 
Please feel free to distribute our SOUND Notes to friends and family. This is what 
the holidays are about; buddies sitting around enjoying a chew! 

 

Happy Holidays! 
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1 As of publication Date, SWMG owns Axon Enterprise Inc. (:AAXN) in the SWMG Rhapsody and MAESTRO SRI Portfolios. 

2 Axon Enterprise Inc. (:AAXN) Q3 2019 Earnings Report 
(https://s22.q4cdn.com/113350915/files/doc_financials/2019/q3/Q3-2019-Earnings-Call_Corrected-Transcript_2019-11-08-
03-50-09.pdf) 

‡Satirical references from Seinfeld: “The Gum;” December 1995 

 

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. 

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. 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. 

Gross Domestic Product (GDP) is the annual market value of all goods and services produced domestically by the 
respective country. 

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 AAXN. 

 


