
  

RESEARCH: SOUND NOTE; JANUARY 2, 2017 

 

THE DEAL 

 

 

With 2016 wrapped up, we at SOUND Wealth Management Group were prompted to write 

about the interesting year that was… The logical start would be the beginning of the year 

when we had, according to the headlines, “The Worst Start to a Year Ever!” The first 28 days 

of the trading year saw a negative 10.5% drop – leading many others to forecast a bleak 

2016 – filling the sky with black swans. Luckily we did not take Robert Vaughn’s Helsinki 

Formula. On January 12, 2016, Royal Bank of Scotland (RBS) implored: “sell everything!” and 

that 2016 would be a “cataclysmic year.” We could not find RBS mentioning when to return 

to risk assets. The S&P 500 closed at 1938.68 on January 12, 2016 and ended the year at 

2238.83; the S&P is up 15.48% (not including dividends) since their sell recommendation. IF 

they were so smart, why couldn’t they have forecasted their own bankruptcy; maybe they 

expected the over £45 Billion government bailout ? The analyst, Andrew Roberts, called for 

a “cliff-edge” in equities in 2010 and in 2012 said “People talk about recovery, but to me we 

are in much worse shape than the Great Depression.”  As a side note: RBS was the company 

that enacted “Project Dash for Cash” in which managers “encouraged employees to hunt 

for ways to boost their bonuses by forcing customers into loan restructuring in order to extract 

heavy fees as part of a profit drive.¹”  

Be mindful of broad market forecasts without substance… this is part of the argument of 

ignorance in which if someone is unsure of something, they are more likely to accept strange 

explanations. The news media preys upon the “Availability Heuristic” - the likelihood you are 

to believe something is commonplace if you can find just one example of it. They postulate 

doubt by projecting ambiguous conjecture. One of our favorite writers, David McRaney, 

expands upon this with work done by psychologists Tversky and Kahneman: “Do more words 

begin with ‘r’ or have ‘r’ as the third letter? Think about it for a second – rip, rat, revolver,  



  

reality, relinquish. If you are like most people, you think there are more that begin with ‘r’ – 

but you’re wrong. More words in the English language have the letter ‘r’ in the third position 

than in the first – car, bar, farce, market, dart. It is much easier to believe the first option 

because it takes more concentration to think of words with ‘r’ in the third position. Try it.” The 

point is: look for substantiated data, not headlines.  

 

 

 

 

 

 

There have been many points in time where major events have dissuaded investors from the 

markets, all to find tactical investing and time repaired the losses. The company Call Levels 

has developed the following infographic of the 9 great “Black Swan Events” of the past 20 

years. 

 

 

 

 

 

CHART 1 

The whipsawing news events of last year led many 

investors to exit at inopportune times, only to re-enter 

beyond the “all-clear.” We will soon publish a white 

paper on the psychology of investor behavior and 

results, and how many fell victim to common behavioral 

biases such as loss aversion, herding, narrow framing and 

media response. 

According to Openfolio – an aggregator of over 70,000 

investor portfolios – over 93% of investors lost money in 

January 2016 ( Ref.: CHART 1). From their same data, 

these investors averaged a 1.98% calendar return in 

2016. 

 



  

 

 



  Don’t get SWMG wrong, we prefer the painted picture of a ‘wall of worry.’ John Templeton 

said: “bull markets grow on skepticism, mature on optimism, and die on euphoria.” These 

negative expectations, or skepticism, are reinforced – a self-fulfilling prophecy. The news 

media changes our physiology to support their narrative. When the recitals used baseless 

parallels to forecast 2016, they established an expectation that 2016 would have been a 

negative year for the equities markets and, contradictorily, bonds would sell off on an 

aggressive rising interest rate environment. In reality, investors are better suited managing to a 

financial plan that is less concerned about the arbitrary year-to-year; point-to-point, and 

more with practically rooted goals obtained over investment cycles in a suitable manner. 

Warren Buffett has said “It’s easy to get well-to-do slowly, but it’s not easy to get rich quick.”  

As we have said many times before, statistics for the S&P 500 show that the market declines 5-

10% 3.3 times per year, 10-15% every 1.1 years, 15-20% every 2 years, and +20% every 3 years – 

naturally this is not linear, but is compiled over the last 100 years of data from Ned Davis 

Research, Incorporated. Even with these declines, the market averages 9.6% (Source: 

Morningstar Research); they are to be expected, even in bull markets. Testing the impact of 

these awaited declines can relieve the urge to make snap reactions. Like Jerry and Elaine, 

many would be impressed with their first rule: “No calls the next day.”    

Not to make light of Post-Traumatic Stress Syndrome (PTSD), but many investors have psyched 

themselves in and out of the market – many have banned themselves from participating in 

the wealth creation of public enterprises. On November 4, 2016 CitiGroup Inc (:C) called for a 

5% drop in the markets if Donald Trump were to win the election. ² As we have now seen, the 

market has done much more of the opposite. We at SWMG felt companies (the majority) 

were undervalued before the election, and it was more a matter of resolve and clarity that 

has brought investors back to buying. 

 
CHART 3 



  You will see from CHART 3 (Source: Gallup, VisualCapitalist) that wealth creation through 

investments have been contracting in the middle class due to decreased participation in 

investments since 2007, but the market has appreciated 60% over the past 10 years 

(including 2008 & 2009). Mr. Buffett commonly equates life and investing into snowballs; “The 

important thing is finding wet snow and a really long hill.” 

Many forget that the market is made of individual companies that have their own unique 

attributes; listening to the broad market statements may miss how the ‘parts of the sum’ will 

perform. To highlight this, many analysts decreased their 2016 earnings expectations for the 

market in early 2016. The energy sector equates to roughly 7.5% of the S&P 500 (currently), 

and with the depressed oil prices at the beginning of the year, it was to be expected that 

energy company earnings would follow the declines. What many would lose sight of is the 

potential net benefit to other sectors that have energy as an input cost or expense. Many 

goods and services are transported on planes, trains, and automobiles (such as Spirit Airlines 

Inc. (:SAVE)**)– which see a reduction in associated costs when the price of energy 

decreases and improve profit margins. This dramatic drop became an increase in 

profitability to transportation and discretionary companies (among others). The utility 

(degree of personal satisfaction, pleasure, or sense of want-fulfillment an individual derives 

from consuming some quantity of a good or service at a particular point in time)from 

reduced gas prices trickles to more discretionary consumption and better pricing for many 

goods and services. 

Interestingly, our minds lend themselves to an irrational behavior called “mental accounting” 

in which we earmark money for particular types of spending. The JPM Institute found that 

Americans saved about $41 per month last winter (2014-2015) (compared to previous years) 

on the price of gas, but pocketed $22 per month. The reason: consumers bought more 

expensive gas (i.e. bought higher octane than we would normally purchase; we know all of 

our readers are +93 , but most Americans buy the cheaper unleaded)! We can extrapolate 

this behavior to mean that the stimulus plans portended by the Trump Administration (tax 

cuts, repatriation holidays, and an infrastructure bill) may encourage companies to take 

excess funds for multiple acquisitions and fancier roads and bridges – a figurative and literal 

expression might meet – the streets [might be] paved with gold – “where the dogs of society 

howl.” 

We will get in the mood for details and expand on the corporate tax plans to forecast the 

greatest beneficiaries to be small and mid-sized businesses in the short-term. It has been 

heralded that large US companies have trillions of dollars overseas that are being taxed at 

much lower rates than in the United States.  



  IF the government were to incentivize these companies to bring this cash into the U.S. 

(repatriation), what will they do with it? With interest rates so low, and with an expectation of 

slow increases, cash on the books does nothing to expand a business’s earnings. However, 

being flush with cash, large enterprises can use these funds to purchase competition, 

intellectual property, and/or new ventures. We suspect this environment should bode well for 

prospering small and mid-sized businesses that have much to offer their mega counterparts.   

Negative Interest Rates (June 2016) 

A large talking point in 2016 was global negative interest rates and how/when the Federal 

Reserve will increase the US Federal Funds Rates. To put our rates in perspective, we call on 

the Bank of England for 5,000 years of interest rate data (See CHART 4). 

 

Highlighting some of the interesting points in time: 

 Mesopotamia, c 3000 BC: 20% 

 Persian conquest (King Cyrus takes Babylon), 539 BC: rates of 40+%. 

 Rome, Twelve Tables, 443 BC: 8.33% 

 Rome: 1 AD: 4% 

 Venice, 1430s: 20% 

 Venice, (Leonardo da Vinci paints "The Last Supper in Milan), 1490s: 6.25% 

 England, 1700s: 9.92% 

 US, West Florida annexed by the US, 1810s: 7.64% 

 US, circa World War II, 1940s: 1.85% 

 US, Reagan administration, 1980s: 15.84% 

 

CHART 4 



  For thousands of years, people have been trying to have their cake and eat it too. Luckily we 

are not servants to King Cyrus! The Fed’s glide will be gradual, and their inclination is to allow 

the economy to run “hot” – one of their two mandates is succeeding (full employment), and 

inflation is showing signs of increasing – and letting inflation run a little higher than the 

targeted rate could help stimulate the economy. We highlighted the correlation of market 

performance with a rising interest rate environment in a previous SOUND Note: “Del Boca 

Vista Phase III & The Boca Breeze.” Measured inflation will tend to increase consumption and, 

likewise, corporate profits. We use this anecdote to explain the stimulus of controlled inflation: 
 

Suppose you work at a widget factory and get paid at the end of each day. After work you 

go to the market and look at the prices for food items to make decisions on what to 

purchase, and you notice the price of bread is $1.00 and you buy it. The next day you go to 

the store and notice bread is $0.98 – you may purchase it ‘on sale’ or wait to see if it gets 

cheaper the next day. Sure enough, the next day the same bread is $0.95. You continue to 

wait – as you see a trend in decreased prices – lending market prices to continue to fall. The 

bread company is selling bread at lower and lower prices and they may need to start laying 

people off to keep their business profitable – this is deflation. The antithesis is inflation: instead 

of prices going down, they go up. Bread is now selling for $1.20 and you buy more bread 

today instead of waiting until tomorrow when it might be $1.30. The bread company is selling 

bread for higher prices, and they hire more people to fulfill orders (inflation). Too much 

inflation (hyper-inflation) can be a big problem, but that is where the Fed and Treasury can 

intervene with monetary and fiscal policy. The fiscal policy is where the Trump Administration 

could put their Regan and Bill Clinton hats on – they both enacted policy that grew the Gross 

Domestic Product (GDP) while cutting governmental spending. In 2000, government 

spending was 17.6% of GDP. Federal spending is now 20.9% (not including the modifications 

that are not included in the Affordable Care Act and public/private entities such as Fannie 

and Freddie) – it is all a matter of effective policy. 
 

Twitter 

President Elect Trump has been “calling out” individual companies (United Technologies, 

Ford, General Motors, Toyota) on how he is going to punish or reward them for their activities 

domestically and internationally. More recently, he has pegged Boeing Company (:BA)*** 

and Lockheed Martin Corp. (:LMT)**** against each other in a space where they have slight 

competition, but also work collaboratively on defense projects. It is likely that President Elect 

Trump is stealing a page from his book; from a 2007 interview with Donny Deutsch, Trump 

described one of his favored negotiation tactics: “One thing I always like to do like if I'm 

selling something or if I'm trying to rent something, I always like to create competition 

because it makes you feel better. And sometimes it's even a perceived competition. But the 

other side should know there's competition. I just made a deal, a big deal, a big rental deal, 



  and I was able to convince everybody that there was — and there was — but I was able to 

convince them at a very high level and for a very high rent that there was tremendous 

competition. That there were other people out there. And I say it ad nauseam – I'll tell 

people during the negotiation: 'You think you're the only one? I have 10 people that want 

this deal." And sometimes it's so, and sometimes it's a little bit less than so, but I always create 

competition because it makes the other side a little bit nervous. And even if — I've had my 

own people come up to me and say 'Oh, Mr. Trump, you shouldn't keep telling them that 

there are other people.' I said, 'Do me a favor – let me negotiate. I want to drum them, I 

want to brainwash them. I want them to think that there is SO much competition.” We feel 

the better approach would be to holistically address solutions by making legislative changes 

for all companies to prosper within the United States and for international companies to 

benefit from doing business in the United States, or maybe there will be “break-up by 

association.” The next few months and years may very well bring sweeping change to our 

great nation. We would expect heightened volatility around the inauguration and the 

following weeks as policies evolve, but we do not anticipate Babylon Revisited. Somethings 

are expensive and some look very cheap from relative valuation standpoint – regardless of 

who is in office. We will be here to plan, invest and communicate about and within it, and 

into the future… 

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 

 



 

 
  

 
  

 

     

 

 

 

 

¹ SOURCE: BBC News www.bbc.com/news/uk-37591335 

² SOURCE: CNBC http://www.cnbc.com/2016/11/04/citi-predicts-possible-5-drop-for-sp-500-if-trump-wins-warns-on-

recession.html  

**As of this publication date, SWMG owns (:SAVE) Spirit Airlines Inc in the SWMG All Authority Portfolio 

 

***As of this publication date, SWMG owns (:BA) Boeing Company in the SWMG Vibrato Portfolio 

**** As of this publication date, SWMG owns (:LMT) Lockheed Martin Corp. in the SWMG Vibrato & Legato Portfolios 

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 could be materially different. There are no guarantees associated with any forecast and the opinions stated 

here are subject to change at any time and are the opinion of the individual strategist. Data is 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. Any information is not 

a complete summary or statement of all available data necessary for making an investment decision and does not 

constitute an offer to sell. 

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 the actual investment performance. 

Individual investor results will vary. 

   


