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RANDOM GLEANINGS
We are loath to begin this column on a downbeat note, but we must acknowledge the October decline in global stock
markets. Such corrections, 10% + in this case, are stressful events for investors but are a normal part of the ebb and flow
of market dynamics. We will repeat our advice from previous similar episodes that, in the absence of serious deterioration
of fundamental supports, this ‘backing and filling’ process can buttress further market gains. It is also worth noting that
this is Panic Attack #62, as named and measured (5% + drops) by Dr. Ed Yardeni, since this bull market started almost ten
years ago. So far, none of these panic attacks have stopped the bull.
It might also be of some comfort to learn the history of stock-market reactions to U.S. midterm elections. While there
was a lot of sound and fury surrounding this one, and both parties apparently somehow emerged with big wins, the result
seems relatively benign. In any case, history shows that in the 12 months following the 18 midterm elections since 1946,
the U.S. stock market has been higher in every one of them. Every single one, 18 for 18 over 72 years. If this record isn’t
impressive enough, consider that the average market gain for these periods was a remarkable 17%. Here’s hoping that old
history-repeating adage remains intact.
Closely tied to the above point is the history of the U.S. stock market within the presidential cycle. We can’t say for
sure why this happens but, going back to 1926, the third year of the cycle (2019 this time) historically is far and away the
best year for the market. ‘Far and away’ actually understates the gap since year 3 has averaged a near 14% return while
the remaining three years have averaged between 4 and 6%. There is obviously no guarantee attached to such evidence,
but it doesn’t hurt to have history on your side.
How do you like your coffee? If you said cheap, you should be in luck because coffee bean prices are near decade lows,
around $1 per pound, little more than a third of what they were six to seven years ago. Good for you, not so much for
growers. If you said expensive, why not try Black Ivory coffee that is produced in the digestive tracts of northern Thai
elephants (“naturally refined”)? It is readily available at the Ritz-Carlton in Toronto at $50 a cup or, of course, on
Amazon.com for $1,000 a pound. Let us know how you like the “notes of chocolate … and hint of grass”.
These days, everyone knows you can buy just about anything on Amazon. What many don’t realize is that Amazon’s
online shopping division is likely the smaller part of its business. The other major part is its cloud computing service
(internet-based servers to store and process data) that Citi Research claims should make up 60% of Amazon’s valuation.
That company is everywhere.
Do you know Fiverr? This is an Israeli-based provider of online services sourced from around the world. These services
have a wide pricing range but, according to an article in The Atlantic, you can pay someone to write an e-book on any
topic, produce a social-media profile or design a corporate logo, with the labour sourced from Nigeria, the U.K. and
Bangladesh respectively. All for $5 each. It’s a competitive world out there.
Most of us age-challenged folks recognize that there is a vast gulf in communication patterns between the good old days
and today. This fact is brought into sharp focus by a recent Common Sense Media survey of teenagers on their favourite
way to communicate with friends. The survey tells us that just six years ago teens, by a wide margin, preferred to meet in
person to talk. Today, that preference has shifted to texting and social media. Email isn’t mentioned and, while it might be
called a cellphone, talking on that device is outdated at a 5% choice. For better or worse.
Make of this what you will. The widely parsed Fed Chair’s statement following decision meetings averaged 800 words at
Ms. Yellen’s start, 400 words at the end of her tenure and now Mr. Powell’s is running at 200 words. Hmmm..

THE LEARNING CORNER
If the stock market is up so much over time, why does it seem to be down a lot of the time?
You have likely seen the charts that show how well the stock market has done over long periods of time and have heard
the same from financial commentators and, yes, your investment managers. The prominently displayed Ibbotson charts in
our office, updated to July 31, famously declare that $1 invested in the S&P 500 Index in 1926 has grown to $7,814 today,
a compounded rate of return of 10.1% over those 92 years. And when you study the chart, it is enlightening to see how
many of the crisis incidents in the past have practically disappeared into the upward trend.
Back to the question. Mr. Ben Carson, of Ritholtz Wealth Management in the U.S., analyzed movements in the same S&P
index between 1927 and 2016 and arrived at a surprising conclusion. He found that most of the time investors are faced
with a market that is down from its previous peak. 70% of the time, in fact. Further, fully 50% of the time the market has
been down 5% or more and has been in bear territory (down 20% +) almost a quarter of the time. This means, of course,
that investors spend the majority of their time living with some degree of disappointment, regret (the shoulda syndrome)
and, always, uncertainty about the future. This is why it is easy to be a market pessimist and why it is essential to keep
reminding ourselves of the inherent optimism contained in that chart.

CHARTING OUR TIMES

IN THE OFFICE

In our Learning Corner section we made reference to the chart,
prevalent in the investing world, which displays long-term growth in the
stock market. With stock markets currently under some pressure in a
correction phase, we thought it would be timely to present the chart and
provide a reminder of the long-term appeal of equity investments. The
chart, depicted below, shows the growth of a $1 investment in 1926 to
the end of July of this year for various asset classes and inflation in the
U.S.
The chart can do most of its own talking when it comes to comparing
returns, but we do have some comments. One is a reminder of the
risk/return equation within the risk continuum from cash (T-Bills) to
bonds to big companies through small companies; financial markets do
tend to pay investors for additional risk. Another is the impact of little
percentage points over time, with a 2% return differential creating a
huge gap between big and small company returns, for example. And it
is worth noting the resilience of the stock market as it overcomes
negative events time and again, like the 2008 financial crisis, to move
on to new heights. Finally, we do understand that investors don’t
generally have 90-year time horizons and we must emphasize the
warning that past returns might not repeat, but we do want to highlight
the chart’s headline message …

Successful Investing Involves Patience and Fortitude
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THE BIG PICTURE
Investors’ collective resolve was put to the test over the last quarter as global stock
market indices retreated meaningfully from their former highs. This is instructive of
the notion that risk can happen fast. However, when stocks retreat, the right move is
to survey the landscape and attempt to identify the issues that markets are grappling
with. Are the narratives ones that have been well known for months or even years?
Or are they rosier and more optimistic, potentially missing something that could be
large and destabilizing? It is the latter that leads to bear markets in our opinion.
Fortunately, a lot of what we are seeing are issues that have been well known to
investors for some time now. You can take your pick among fears stemming from
US/China relations, Fed rate hikes, falling oil prices, weak home sales, or slowing
GDP in Germany. Whatever the reason, our opinion remains that the underlying
fundamentals of the economy remain positive.
Headlines over the past quarter centered on the lack of a formal statement emerging
from Asian economic summit with speculation that US/China trade was the reason
why. However, nothing in our opinion is fundamentally new here. The US and
China have been in trade negotiations for the better part of a year. Narratives of a
trade war wrecking the economy and stocks have been around since the 2016
Presidential campaign. The Trump administration threatened to tax virtually all
Chinese imports months ago. A little behind-the-scenes squabble does not in our
opinion represent any kind of fundamental shift on this issue.
What then about the other concerns? In regards to Germany’s weak growth, we are
hard-pressed to think of any time during the eurozone’s five and a half year
expansion when headlines didn’t think it was sputtering out. And in spite of a small
third quarter contraction, we still doubt that the contraction is sustainable given
loan growth has remained strong and yield curves continue to be positively sloped.
As for Fed rate hikes, this is something we’ve been dealing with since 2015 and the
economy has grown just fine, thanks. Falling oil prices? We dealt with this from
2014-2016 and while it creates winners and losers in the economy, it is not a trigger
for a global recession.
What it would take to spark a recession that has the power to shave a few trillion
dollars off global GDP is an issue that is either unknown or underappreciated by
investors. While we are always looking out for what this may be, the reality is that
right now, the global economy is doing quite well. Corrections are natural,
necessary, and even healthy. Don’t let the headlines scare you from the reality.

“In theory there’s no difference between theory
and practice. In practice there is.”
Anonymous

