
  

RESEARCH: SOUND NOTE: AUGUST 23, 2015 

We hope this letter finds you well. 

As we have started our previous Sound Notes: “In what is admittedly an unsettling market 

environment for individuals, we would like to share our perspective about the past few weeks 

and the weeks ahead:” 

This will comment on the most recent news and perspective from empirical data (not 

conjecture). 

 

Chinese Chicken: 

According to the United States Census Bureau (www.census.gov) using 2014 data, the 

largest trade partner with the USA is, wait for it…. you guessed Canada aye? 2014 total trade 

with Canada for goods and services is $660,219MM, followed by China with $590,430MM, 

and then Mexico at $534,323MM, Japan is next at $200,831MM. For this illustration, we will use 

the European Union as an individual trade partner – as they use one currency; The European 

Union trumps Canada with $694,343MM in total trade. 

As far as sensitivity, Canada and Mexico each import about 50% of their goods and services 

from the USA and export about 75% of their goods and services to the United States. So, 

even though China is a large trade partner, The United States exports less than 12% to China 

and less than 12% of imports come from China as reflective GDP per economy; we are each 

less sensitive to each other than one would think (Data compiled from the Central 

Intelligence Agency World Fact Book). For the purposes of this “China” discussion, let’s look 

at the full facts, and not the most recent news to get a grip on what has happened: Much of 

the recent news has centered on the Chinese Yuan devaluation. Well, the CNY Vs. USD had 

devalued 1.75% over one year, 2.93% YTD, and 2.87% MTD. Now, remember what we just 

learned about global trade; the Mexican Peso (MXN) has devalued 22.67%, 13.21% and 

4.26%; and the Canadian Dollar has devalued 20.48%, 13.52%, and 1.07%; the Euro (EUR) has 

devalued 16.28%, 6.14%, and appreciated 3.64% - all over the same period. (Source 

Bloomberg: USDCNY, USDMXN, USDCAD, USDEUR dated 8/23/2015). Another point to make 

 



  is that the Shanghai SSE Composite is +56.54% over 1 year, +8.44% YTD, but -23.35% from it’s 

high point on June 23, 2015, so, depending on when you look at it, it is really good, pretty 

good, or really lousy. The S&P500 over these same periods is -0.88%, -4.27% and -7.22% 

respectively. Yes, China appears to be slowing, but what is slow for some is not necessarily 

bad for others. Look at the tag of your shirts over the past twenty years – it has moved 

around quite a bit – Italy to Croatia to Bangladesh, Turkey, Istanbul, China, Mexico – the 

point is: we, sitting in the USA, do not hinge solely on what happens in China. 

Year-to-Date, the S&P500 is -4.27% (no dividends), and -7.29% from an all-time high. We 

wouldn’t call this too dramatic quite yet, and, actually expect this type of pull back, 

annually; historically, the ‘market’ declines 5-10% 3.3 times per year, 10-15% every 1.1 years, 

and +20% every 3 years (not linear; Data: Ned Davis Research) and yet, the S&P500 

averages 9.6% (Source: MorningStar Research, weighted). We have attached our last letter 

from October 16, 2014 where we highlighted these same statistics. Not much has 

fundamentally changed, we would argue, things continue to improve in the USA: housing is 

coming back strong, unemployment is reaching “full employment” levels, increasing 

corporate profitability, and sector consolidation. The USA economy is not rip-roaring – 

estimating a 2-3% economy – but we don’t need it to be. Let’s invest in the “ass-economy” 

and not American Pharaoh – the ass, although stubborn, can continue on and on, while the 

race horse may get tired and turned to glue – sorry horse lovers. As Bono once said about 

the markets: the market and economy will go on “with or without you.” – at least we think 

that was what he was talking about. 

 

Cacophony of News: “No noose is good noose” 

So what are we victims of in the most recent market rout? The news! When we wrote our last 

letter, the news was Russia invading Crimea and Ebola. Here is some news: 15 of 36 cases of 

Ebola patients have died in the past year across Nigeria, Senegal, Spain, USA, Mali, UK, and 

Italy. Up to May 9th, 2015, 4806 of 10666 Ebola patients have died in Liberia, but only two of 

six cases have died since May. This leaves only two countries with Ebola cases: Guinea and 

Sierra Leone with 6478 deaths of 17328 confirmed cases (Source: cdc.gov). The news from 

this is that Ebola still exists, but it is not “news worthy” – unless you are a victim, or related to a 

victim. We at SWMG did some digging and found that, in the United States alone, the 

average death rate from the seasonal flu (influenza virus) ranges from 3,000 to 49,000 people 

per year (Source: cdc.gov Thompson Mortality Rates) – meaning: in the average of a flu 

season, more people will die from the seasonal flu than the cumulative of Ebola – where was 

the news? Russian invading/annexing Crimea in March of 2015 sounded like a big deal, that  



  DID happen, and everyone has moved on from that. In fact, from multiple polls, the 

Ukrainians that live in Crimea are overwhelming happier under Russian rule than Ukrainian – 

we can debate if the polls are accurate, or if the dissenters have simply left; the point is that 

it happened, the news had a lot of coverage, and then we moved on. If you asked Gary’s 

oldest son “what happened after xyz war?” He’ll tell you “they all went home” – we move 

on… 

The news cycle is preying on your loss aversion and your availability bias. Emotional investing 

finds people tend to have a 2:1 ratio of experience of loss to gain – simply: the downside 

hurts twice as much as the upside – when more is at stake, the ratio increases (Source 

Kahneman & Tversky “Effect of Myopia). When the news is in your face with the most recent 

fear-mongering dreck – let’s remember: they are not your friends, they don’t know you, they 

simply want to sell ratings and get your eyeballs glued to their screens – you want to react. 

This is comically demonstrated by CNBC running a special report on Sunday 8/23/2015 at 

7:00PM – why? No market has been open since the US closed on Friday (8/21/2015)[except 

New Zealand], and since this is being composed at the same time, no market moving news 

has erupted in the past 48 hours. Are they going to reveal something, let’s sit on the edge of 

our seats and find out…. One great takeaway quote we got was “What do you need to do 

tonight, to make sure your money is safe tomorrow?” (Source: CNBC Special Report: Markets 

Aired 8-23-2015). Is that really a question? In 2008, was money confiscated overnight, or was 

it volatile? Those who stayed the course in the S&P500 have more today. Those of our clients 

who have been with us this long can vouch for that. 

Myopic loss aversion is the combination of a greater sensitivity to losses than to gains and a 

tendency to evaluate outcomes frequently – the more frequent an investor views their 

portfolios, the more frequent an investor is prone to take a loss. The long term portfolio 

allocation to equities for those making monthly evaluations was 41%, while those making 

yearly evaluations allocated 70% to stocks (Source: Kahneman & Tversky “Effect of 

Myopia”). The arithmetic average return of the S&P since inception, 1928, is 11.53% to 2014 

(2015 is omitted since the calendar year is not complete)(9.60% geometric average), over 

the same period, the 3-month T-Bill arithmetic average return is 3.54% and a 10-year treasury 

bond has provided an arithmetic average of 5.28% (Source: Federal Reserve Database, 

FRED – compiled by NYU* 

(http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/histretSP.html)). 

Remember a lot has happened since 1928, and yet the market has demonstrated that 

investing in good businesses, over time, results in positive returns. Quick panic sales – that are 

not rooted in rational analysis – rob future results. We like to use 1987 as an example of snap 



  decisions. The ’87 crash dropped -34% intra year (mid-October), so what happened after the 

drop? The calendar return for the S&P500 total return was +5.81% (with dividends), or 2.03% 

(without dividends), and the 10-year Treasury Bond was -4.96% - this means that if you only 

reacted annually – you probably would not believe someone who told you about the 

October crash. Further, from the bottom, the S&P500 rallied 55%. In the middle of October 

1987 most did not find it to be a buying opportunity – yet it provided this in a little over two 

months, an almost 330% annualized return. The “safety” trade of buying a 10-year treasury, 

today, gives you about a 2% coupon, with imminent volatility when rates begin to rise. This 

means: a flight to safety provides an inferior return, and an impending devaluation of 

principal over the holding period. 

Naturally, we need to be cognizant of what is going on, and not be nonchalant about the 

market dynamics. We expect volatility to remain high as investors capitulate. Coming into 

Monday (8/24/2015) we would predict another selloff; the cycle will start in Asia and spill 

across the globe, and the agida of the weekend will lead to panic sales – historically 

Mondays following significant down previous Thursdays and Fridays are the worst of the routs. 

As we have quoted in the past, Brian Wesbury would say: “this is what a buying opportunity 

looks like.”  

We know this was a lot of data – it’s what we do. 

We are here, and welcome any and all conversations. Please feel free to distribute our 

“Sound Notes” to friends and family. We have also included the referenced Sound Notes 

from October 2014 for your review (below). 

Regards, 

SOUND Wealth Management Group 

 

3801 PGA Boulevard, Suite 910 
Palm Beach Gardens, FL 33410 

www.soundwealthmanagementgroup.com 

 

 

 



 

 
  

 
  

 

     

 

 

 

 

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 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&P500 is an unmanaged index of 500 widely held stocks that’s generally considered representative of the U.S. stock market. Inclusion of 

these indexes is for illustrative purposes only. Keep in mind that individuals cannot invest directly in any index, and index performance does not 

include transaction costs of other fees, which will affect the actual investment performance. Individual investor results will vary. 

 

       


