
  

RESEARCH: SOUND NOTE; JULY 3, 2017 

THE ASSISTANT TO THE TRAVELING SECRETARY 

 

This SOUND Note will be commenting on the recent performance of the ‘market’ (S&P 500), 

reference previous supported SOUND NOTES, and address hedge fund investing. We hope this 

article will provide valuable information and will substantiate why we believe investors should 

have a foundational financial plan and tactical manager overlay – services provided by 

SOUND Wealth Management Group – in order to help navigate through economic and 

emotional noise to reach their financial goals.  

If you don’t know where you are going, you’ll end up someplace else.” – Yogi Berra 

The genesis of this note came from a repeated commercial on Bloomberg TV for Interactive 

Brokers in which a women arrives late to a dinner date because she needed to hedge her 

portfolio. She goes on to tell her suitor that “Russia has downed a NATO plane, and the 

markets are already down 2%.” The gentleman questions her on hedging now, at 8:00 PM. This 

got us thinking, “Has it been statistically beneficial to hedge once the market is down 2% on a 

given day?  Could a 2% drop be correlated to the canceling of Sonia Live?” 

 

 



  

Before we dive into the data from an AL x 17000 spreadsheet (bless you if you have ever 

compiled a spreadsheet this large), we should define hedging and pose fundamental 

questions on the benefit of fully, or partially hedged portfolios. The origin of hedge funds 

started (as generally accepted) in the late 1940s as a strategy to manage risks in evolving 

financial markets. Few funds maintained a formalized strategy until the 1970s when fund 

managers established long/short equity portfolios – the long/short strategy is intended to go 

long (buy) stocks in an improving market, and go short (sell) stocks to benefit from 

prolonged market contraction. Although the intentions were promising, most hedge funds 

shuttered over the 1973-1974 market drop. Many years later, new forms of hedge funds 

were established to capitalize on all upside potential, and in the 1990s funds found ways to 

utilize leverage without regulation to participate in all public and private markets – very far 

from the origin of the strategy. Many of these funds closed in the Dot-Com burst, but were 

happy to return, and again, failed towards the end of the first decade of the new 

millennium. Today, the hedge fund industry advises over $2 trillion dollars of predominantly 

long-only managers who have more incentive to ‘swing for the fences’ than protect the 

downside. From our observation, many hedge funds charge 2% of the assets held in fees, 

and then a 20% performance fee (they keep 20% of gains).  

With the data we can analyze true hedging, shorting, and behavior… 

The first fundamental question one should ask on true hedging (protecting downside risk of 

long investments) is the appropriate amount to protect and the cost of the decision. 

Protecting a diversified portfolio is likely appropriate for some investors, but one should 

consider their individual goals and time horizon above all. If you do not feel the economy is 

primed for a recession, then hedging is – more so than not – a detractor from participating 

in portfolio growth in the long-run.  

“Give me six hours to chop down a tree and I will spend the first four sharpening my axe.”  - 

Abraham Lincoln 

The S&P 500 (in its current form of 500 companies) began in 1957. In those 60 calendar years 

there have been 47 up years and 13 negative years – equating to the market being up 78% 

of the time. Going back to 1928 (which would include the great depression, but as a 

modified ‘market’ – there were not 500 companies in the composite before 1957) holds very 

similar statistics: 73% positive years; 27% negative years. See Figure 1 for the distribution of the 

calendar year returns since 1957. 

 



  

 

 

Therefore, the first case for hedging does not hold much water: your probability of benefiting 

from a down market is out of favor (~25% probability of benefiting over time). However, 

tactically placing hedges on a diversified portfolio can make sense at given points – we will 

get to this soon. Further, shorting stocks may come with validity to valuation, but the statistics 

far favor finding companies with appreciation attributes (stocks have a limited downside of 

0, but an unlimited upside). A notable short seller, Andrew Left, became regarded for his 

short position on Valeant Pharmaceuticals (:VRX) – a valid recommendation with substance 

– beyond that  we believe his record has been less than stellar. 

 

 

SOURCE: Bloomberg Data; Chart by SWMG, 2017 



  

 

 

 

The two images show charts of Wayfair (:W; $74.46) and Mobileye (:MBLY; $62.89)** with Mr. 

Left’s company research recommendations. Against Cintron’s research, Wayfair has 

climbed over 60% in the last two months, and Mobileye is being acquired by a subsidiary of 

Intel (:INTC; $33.46)*** for a 33% premium above Citron’s short sale recommendation. The 

talking heads can sound very smart in 2 minute increments on television, but they do not 

know you, nor do they compare to your needs, goals, and time horizon – please do not 

forget this, or you can live to believe the world is flat as we have been told once before. The 

behavior of using the news media to make financial decisions falls under a behavioral bias 

called the “Argument from Authority,” in which the status and credentials of an individual 

greatly influence your perception of that individual’s message – if they are on TV, they must 

be smart – right? The next time you are at Monk’s go for the chicken salad on rye 

(untoasted) instead of the tuna on toast. 

We cite our SOUND Note from June 2, 2016 “Mandelbaum, Mandelbaum, Mandelbaum” in 

which we asserted that the market had appreciable underpinnings that would likely result in 

a market increase based on empirical data. We followed this with another note on June, 24 

SOURCE: ThomsonOne Charts; Twitter.com/citronresearch 

http://www.raymondjames.com/soundwealthmanagement/pdfs/sound-note-06-02-16.pdf


  

2016 titled: “It’s Proper to Say Pardon” that further validates our case for economic 

expansion and price appreciation in equities for the foreseeable future. Please visit 

www.soundwealthmanagementgroup.com/sound-notes.htm to review these referenced 

notes. Although the market has consistently appreciated this year, we continue to find 

undervalued businesses and earnings appreciation. 

Now that we have our box of Jujyfruit; back to the question of timing a ‘hedging strategy.’ 

We tabulated the daily performance of the S&P 500 since 1957 (its formal inception) to 

analyze using reactionary (the herd versus the self) hedging as a strategy – meaning we 

culled through to find days when the market was down 2% or more, and then determined 

the time it took to get back to even (without dividends).  Out of 15,229 trading days to 

6/29/2017 there have been 340 occurrences of a 2% or greater drop in the market. This 

equates to 2.23% of the time the market has had a drop of 2% or more over the past 60 years 

– a statistically low probability. We then wanted to analyze the historical recovery time, but 

we will admit the data is technically skewed to the negative – we included co-terminus 

recoveries – meaning consecutive drops would include each other in a recovery period. See 

IMAGE 1 as an example of overlapping recovery periods. The result was an average of 55 

days – which includes some notable periods (2001, 2008, etc.) and non-events where the 

market came back in 1 day. 

 

 

 

One of the most pronounced systematic events was 9/11/2001. If you invested in the market 

on 9/10/2001 you were unable to adjust your portfolio until 9/17/2001 when the market re-

opened and dropped 4.92%. If you were not invested previous to this date, you were back 

to even in 17 trading days. If, however, you made an initial market investment on 11/9/2000 

(without unsystematic hedging), it would have taken several years to recover the first day’s 

IMAGE 1: Sample Data from SWMG S&P 500 Daily (cell rows 14861 to 14873) 

http://www.raymondjames.com/soundwealthmanagement/pdfs/sound-note-06-24-16.pdf


  

loss. An interesting takeaway from these two data points are the difference between 

systematic and unsystematic risks; September 11th affected the overall market as an 

unexpected shock whereas the overvaluation and following recession in the early turn of 

the century had indicators that were diversifiable (or with ability to hedge).  Recalling the 

commercials notion to hedge after a NATO plane was downed is more akin to a systematic 

risk (9/11) that is inherent in public markets, and hedging after these events with any 

considerable amount of money would have (historically) compounded a loss instead of 

assisting in a portfolio’s recovery.  Based on all the empirical data presented, a post-facto 

hedged portfolio would have added to the length of time it would have taken to recover 

(outside of unsystematic events). 

The woman in the commercial also remarks: “Everybody is selling, or at least trying to sell if 

their brokers are up and running” – this is a fundamentally flawed statement that shows a 

complete lack of understanding on how a market works. Everybody cannot be selling; a 

market is made of buyers and sellers meeting at a price. In order for a stock or bond to 

trade at a given price there must be an equal buyer to a seller; if everyone is selling, then 

everyone is equally buying. In order for Pendant Publishing to be sold, Matsushimi had to 

have interest in buying. 

To further befuddle you, one could hedge an equity portfolio by adding the sanctioned risk-

free 10 YR Treasury Note to hedge a portfolio, but these investments have inherent risks – in 

a subtler way. With historical average inflation above 3% and current yield of approximately 

2.15% on a U.S. 10 YR Note, you are subscribing to lose purchasing power over time. Further 

– as we have highlighted in SOUND Notes before – treasuries are well below their historical 

norms, and imply significant price depreciation as rates normalize; U.S. Government Bonds 

have more risk than their distinguished stability. Buying bonds at these prices (in this yield 

environment) might be the opposite of everything you wanted it to be. 

Noise – such as the aforementioned commercial – can lead investors to lose sight of their 

long-term goals, and heighten sensitivity to occurrences that may (or may not) be relevant 

to your unique investment and financial situation.  Having a sound foundational plan may 

help navigate through the ups and downs of market cycles to reach your goals; 

“Someone’s sitting in the shade today because someone planted a tree a long time ago.” 

- Warren Buffett 

 



  

As always, we hope this was helpful and informative. We welcome any and all questions 

and conversations. Please feel free to distribute our SOUND Notes to friends and family or 

anyone who may find them of interest.  

We look forward to speaking with you soon! 

 

Regards, 

 

SOUND Wealth Management Group 

 

 

 

 

 

 

 

 

 

 

3801 PGA Blvd., Suite 910 

Palm Beach Gardens, FL 33410 

561.293.3500 

www.soundwealthmanagementgroup.com 
 



 

 
  

 
  

 

     

 

 

 

 

Source: YouTube.com; courtesy of Interactive Brokers  

**As of publication date, SWMG owns (:MBLY) Mobileye N.V. in the SWMG All Authority Portfolio. 

***As of publication date, SWMG owns (:INTC) Intel Corp. in the SWMG Ensemble Portfolio. 

 

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. 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. 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 cost or other fees, which will affect actual investment performance. 

Individual investor results will vary. 

There is an inverse relationship between interest rate movements and fixed income prices. Generally, when interest rates 

rise, fixed income prices fall and when interest rates fall, fixed income prices generally rise. Raymond James Research 

closely follows INTC and MBLY. Raymond James makes a market in MBLY and INTC. 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 may 

not be suitable for all investors. 

 

    


