
  

RESEARCH: SOUND NOTE; DECEMBER 22, 2015 

We hope this letter finds you well.  

“News: An Arrested Development.” 

The end of the year brings introspection – what did the market do, what changed, and what 

is the prognosis for what the future will bring? As we have said many times, looking at things 

yearly is a convenient demarcation point, but is just as arbitrary a point in time as how the 

market behaved between February 23rd and July 11th. In this SOUND NOTE, we will cite past 

notes, delineate some of this year’s trend chasing pitfalls, and hopefully quiet some of the 

noise in a rational manner. Further, we will close with some exciting news from SOUND Wealth 

Management Group! 

As we sit in our corner booth over at Dinky Donuts, we evaluate what the ‘market’ has done 

this year (S&P 500 YTD -2.59% – still 5 ½ trading days left in 2015), and find that there were 

many reasons to have abhorred 2015, and, as we get further away from the year that was, 

will find it was filled with frivolous, baseless, noise that may have led many other investors to 

act on bad animal instincts, or even worse, Cotard’s delusion. Please look back to our SOUND 

NOTES from August 23, 2015 when we evaluated the Chinese hard landing. The market 

panicked over news that existed over the past four years, but had recently become 

convenient for the news to report.  The chart below (Fig. 1) shows the Chinese GDP and the 

US Stock Market (S&P 500) over the last 15 years. You will note that the Chinese GDP peaked 

in 2007 and again in 2010 (white dotted  line), and has been steadily declining to an 

approximate 7% economy as of late, all the while, the US ‘market’ has grinded higher (yellow 

line). If the slow-down in China was really impactful, the S&P 500 companies have not 

noticed. 
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We wrote that the August 2015 10% market drop was mostly baseless, and did not change 

the underpinnings of the US recovery – more so an excuse for the statistical 10% pullbacks 

that occur, on average, every 14 months. Retreats within these ranges are not uncommon; 

while they can be emotionally unnerving, they will not generally undermine a well-diversified 

portfolio and are not necessarily signals for panic.  

This most recent pullback felt more pronounced due to its length (several months to recover) 

and from where we came – an all-time high which investors mentally anchored as a 

comparison point. The October 2014 drop was rooted in Ebola and Crimea, but was 

contained within a month. Somewhere along the line we were talking about Greece – a 

country with an economy that is approximately the size of the Miami Metro Area, and that 

has been falling since General Sulla came to town – a history lesson! We even had Larry 

Sommers (Harvard Economics Professor, and former Secretary of Treasury) instill panic via 

Twitter: 

Lawrence H. Summers@LHSummers 

As in August 1997, 1998, 2007 and 2008 we could be in the early stage of a very serious situation. 
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  Although we, at SOUND Wealth Management Group, try to remain rational in a world 

(investments) of frequent irrationality, we must be cognizant that rationality does not always 

reign in the short-term. Availability bias commonly rears its head when it is most opportune for 

the news media. Since the recovery of 2009, the S&P 500 has provided a 133% return, with 

plenty of reasons to lack conviction: European austerity, USA credit downgrades, H1N1 Avian 

Flu, Ebola, Russia invading Crimea, even the Mayans supposedly predicting the end of days 

in December of 2012. The availability of the recent events compounds the head games 

because we have not seen a down year in the S&P 500 since 2008. A potential down year 

comes as a shock to recent history, but over investment cycles, the market is almost 

conveniently positive 75% and negative 25% of the time. More amateurishly put, over the 

long term, we should see one down year in every four – but this has not happened in seven 

years!?!?! What is one to do? The answer is: have an established strategic and dynamic plan 

for YOUR investment goals and horizons, not the ones prescribed by the news media, the 

fear mongers, or the ennui. Fig. 2 shows positive versus negative returns over specified 

periods since 19283 and the following chart (Fig. 3) shows the danger of trying to time the 

pullbacks and re-entry points4.  
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Fig. 3 

“A lot of people with high IQs are terrible investors because they’ve got terrible 

temperaments. That is why we say having a certain kind of temperament is more important 

than brains. You need to keep raw irrational emotion under control.”5 

We want to constantly evaluate the businesses and economics to be positioned well for the 

long-term and base investment decisions on variables that are knowable – not exclusively 

for the market close at 4PM.  

The news, especially in a political cycle, utilizes a logic of post hoc, ergo propter hoc – after 

this, then because this – which is a very common irrational investor bias. “If the fire 

department comes to your house and starts chopping holes in your roof, breaking windows, 

and pumping water everywhere, then your house is supposed to be on fire. But, in reality, it 

might not be. [The]Fire department activity alone does not prove anything. The good news 

is that the fire department doesn’t do this. The fire department has nothing to gain by 

fighting fires that don’t exist. However, the government does have something to gain from 

creating crisis where there is none. Groucho Marx once said, ‘Politics is the art of looking for 

trouble, finding it, misdiagnosing it, and then misapplying the wrong remedies.’” 6 

The coming months and years will be riddled with news that may or may not be impactful 

to your investments. We will be sure to have SOUND NOTE commentary around these 

‘events’ as we climb the wall of worry. “Bull markets are born on pessimism, grow on 

skepticism, mature on optimism, and die on euphoria;”7 we can likely agree the sentiment 

is, at least, not in the later stages. 

 



  Oil Vey:  

Figure 4 shows that, although the S&P 500 is relatively flat for the year, there have been 

many pitfalls which we give ourselves applause for avoiding. Many of our peers dunked 

their donuts too deep in their coffee.  
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We wrote an internal SWMG piece about the oil sector on January 6, 2015 (only shared with 

our advisory council) citing the problems, namely, with the MLP sector. Many of our 

contemporaries were stretching for yield in a low yield environment and fell victim to the 

trend-chasing bias. Like the 49ers of the 1850’s there was a rush to shale. Unfortunately, 

supply continued to exceed demand, and efficiency reigned supreme. When we wrote our 

“Oil was Bubbling” piece in January, West Texas Intermediate (WTI) prices were $49.95bbl – 

which was last seen (excluding 2008-2009) in 2005. Since then, oil has hit new lows, the S&P 

500 has continued to gain, and US crude production has risen from 5mbpd to around 

11mbpd (about 12% annualized). The US has shown it can grow the supply side of oil, but 

what about demand? Demand has declined, which can be attributed (mostly) to 

efficiencies. You may have a PC desktop in your home, or you might utilize a tablet. An 

average desktop computer consumes $30 of electricity per year while an iPad uses about 

$1.40 over the same period of time. You may also notice more LED lightbulbs around town, 

fuel efficient vehicles, 787 jets instead of 707’s, and the use of UAVs have increased while 

we did away with F-14’s. We are not exclaiming oil is dead, but we are not so ignorant to 

believe it is a permanent source of energy; the world ran on steam power and kerosene 

lamps not that long ago. Oil prices may rebound in the coming months/years, but we 

would rather be late to the party, then showing up without anyone with whom to dance 

with. 
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Over the past few years, many have sought the high dividend strategies without evaluating 

the underlying businesses and the impending economic shifts. Higher dividend paying 

equities tend to be much more sensitive to interest rates – both as they are capital intensive 

(need to borrow [debt] for operations), and surrogates to low yielding fixed income. There 

are many issues here – namely – the higher dividend paying portion of the S&P 500 (top 20%;) 

trades at a 19x P/E (Price-to-earnings) ratio, whereas the S&P 500 itself trades around 17, so, 

comparatively, they are at more expensive valuations with less growth prospects then the 

market itself. 

There is a common misconception that dividends give you something extra; dividends do not 

change the valuation of a company. A lesson: when an equity pays a dividend, it reduces 

the price by an equal amount (i.e. a $50 stock that pays a $1 dividend will be worth $49 on 

the pay date) – companies do not automatically create money when they pay a dividend 

out of thin air; it comes from retained earnings on the company’s balance sheet.  The  



  difference: dividends are forced, the sale is not mandatory. 

We get many calls regarding dividend paying stocks because “at least you get the 

dividend.”  This is explained by irrational investor behaviors called control spending and 

prospect theory. Hersh Shefrin and Meir Statman – behavioral finance researchers – 

explained that, “in terms of their ability to control spending, investors may recognize that 

they have problems delaying gratification. To address this, they adapt a ‘cash flow’ 

approach to spending. They limit their spending to only interest and dividends from their 

investment portfolio. Prospect theory (loss aversion) states that people value gains and 

losses differently. As such, they will base decisions on perceived gains rather than perceived 

losses. Since taking a dividend doesn’t involve the sale of stock, it is preferred. Whether you 

take the cash dividend or sell an equivalent dollar amount of the company’s stock, you will 

have the same amount invested in the stock.” Shefrin and Statman go on to explain that 

people suffer more regret when behaviors are taken than when behaviors are avoided. In 

the case of selling stock to create the ‘home-made’ dividend, a decision must be made to 

raise the cash. When spending comes from the dividend, no action is taken, and thus less 

regret is felt – explaining the preference for cash dividends.10 We are not saying we avoid 

dividends. We would rather look at equities on a total return, bottom up, basis; part of the 

return may come from dividends, but not exclusively.  

The high dividend strategy has trapped many investors who were either already equity 

investors, or, worse yet, fixed income buyers who have suffered death by a thousand 

papercuts – extremely low interest rates that are not keeping up with historical inflation rates 

– and  ‘stretched for yield.’ The energy and limited partnership sectors were primed for the 

picking as many yielded +5% with “growth” potential. As we have seen, even the blue chip 

energy companies fell victim to the oil rout; (:XOM) and (:CVX) down -16.01% and -19.53% 

YTD with current yields of 3.7% and 4.7% respectively; the dividend did not protect your 

return, and you need to 1) hold the security for a full year to receive the full yield, and 2) 

have the dividend pay for the entire year. Look at the MLP sector -44.56% YTD and 

companies such as (:LINE) (:ETP) (:PAA) (:WPZ) (:KMI) down -88.15, -52.82, -57.47%, -49.25%, -

63.78% respectively. Many of these names have significantly reduced or completely 

eliminated their dividends. What was ‘apparent’ to many other investors just 12 months ago 

was to seek the high dividends from MLPs, which led to significant losses; we, again, are 

glad we avoided this trend-chasing bias, and await more consolidation in the sector before 

entering this field. 

 

 



  In summary: many investors have become accustomed to superior returns in the equities 

markets as of late, and we are pleased that our clients have participated with these returns. 

If 2015 turns out to be a flat, to slightly down year, it builds the base case for continued 

growth in the equities markets going forward. Over the past few months we have visited with 

many new and prospective clients, and found they were previously positioned to have a 

significantly negative year by stretching for yield, whipsawing in and out of the markets in 

the most inopportune times, using commodities for perceived ‘protection,’ or overweighting 

sectors that had poor underlying fundamentals.  

What we hope you take away from this note is that you keep your blinders up when the 

financial channels are reporting the “news,” and not to fall into trend chasing traps that so 

many found themselves in 2015.  

Based on the macroeconomics, we still believe quality equities are the best risk-adjusted 

asset class to outpace inflation and generate positive results over market cycles, and the 

financial news media has reached an arrested development. 

We know this was a lot of data to digest, so now for something completely different: SWMG 

has just recently added a new member to our team, Audra Walter, who will serve as a Client 

Service Associate. She will work in concert with Adriana Zeron and Linda Ihnen.  

Our new office will be completed January 15, 2016, and we will be located at 3801 PGA 

Blvd., Suite 910 Palm Beach Gardens, FL. Our phone numbers and email addresses will 

remain the same. Our website: www.soundwealthmanagementgroup.com will go live this 

summer. 

All good things to you and your family for 2016! 

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. 

Lawrence Sommers is not affiliated with Raymond James. 

Raymond James makes a market in the following securities: XOM, CVX, LINE, GTP, PAA, WPZ, and KMI. These stocks are also followed by 

the Raymond James & Associates Equities Research Department. 

Dividends are not guaranteed and will fluctuate. 
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