
FINANCIAL TIMES 07.01.2015 

Anthony S. Martinelli, CLU® 
Senior Partner 

Jacobi Wealth Advisors 

William F. Medico, ChFC® 
Senior Partner 

Jacobi Wealth Advisors 

Securities offered through LPL Financial, Member FINRA/SIPC.  Investment advice offered through Jacobi Capital Management, LLC, A 

Registered Investment Adviser.  Jacobi Capital Management, LLC and Jacobi Wealth Advisors are separate entities from LPL Financial. 
 

Michael J. Hirthler 
President & Chief Investment Officer 

Jacobi Capital Management 

INVESTMENT MANAGEMENT 

Misunderstanding Expectations:  A Path to Failure 

Page 2  

CUSTOMIZED FINANCIAL PLANNING 

Your Children:  Are You Raising Assets or Liabilities? 

Page 6  

  

www.jacobiwealth.com   Greater Philadelphia  ▪  Berwyn, PA  ▪  610.722.5948  

info@jacobiwealth.com   Northeastern Pennsylvania  ▪  Wilkes-Barre, PA  ▪  570.826.1801  

  

W. Joseph Thompson 
Director of Research & Analysis 

Jacobi Capital Management 

W. Joseph Thompson



  Jacobi Financial Times   07.01.2015 Page 2 

Michael J. Hirthler 
President & Chief Investment Officer, Jacobi Capital Management 

W. Joseph Thompson 
Director of Research & Analysis, Jacobi Capital Management 

Misunderstanding Expectations:  A Path to Failure 

We use a multi-disciplinary approach to investing because we believe there is no single magic bullet.  Today, 
we focus on investor expectations and their impact on investment decisions.  This topic is a critical component 
of Jacobi’s investing philosophy, but it doesn’t get the level of attention in the financial press we believe it 
deserves.   
To understand what we mean by investor expectations and why we care, it’s important to recognize stocks are 
purchased and sold at auction.  The price doesn’t represent intrinsic value.  If there is a lot of demand for a 
particular stock, the price will rise.  If demand is low, the price will fall.  It doesn’t matter why demand is high 
or low, the impact on pricing remains. 
One of the key things which drives demand is expectations.  If investors are very excited about a particular 
stock, or a particular sector, or the stock market as a whole, they may bid the price up to something which 
exceeds the underlying intrinsic value.  If a sector or company is uninteresting, if it’s too “old-school,” or if 
investors are afraid of the stock market for some reason, the price may fall to an unreasonably low value.  
Expectations are a product of human emotions and decision-making, and these are not always rational.1  This 
is one reason why we care about investor expectations – they can impact market price, perhaps in 
unreasonable ways. 
Investors like to say things like, “I only buy high-quality companies.”  But this doesn’t matter if you pay too 
much.  A genuine $100 bill is a high-quality bill, but it’s a bad deal if you pay $200 for it!  Similarly, you may 
not want to install used plumbing in your house, but if you can buy used copper pipes at a low enough price, 
you can make money by selling it to a recycler. 
Many of those same investors who “only buy high-quality companies” call themselves value investors. True 
value investors think about buying stock in a company as if they were buying the whole company.  Is the 
company worth more than what Mr. Market2 is charging for it? As a value investor, you should really only care 
about the difference between price and intrinsic value.  If the price is lower than the intrinsic value, you should 
consider buying.  If it’s higher than intrinsic value, you should consider selling.  It’s easy! 
So here we come to the crux of the problem: it’s basically impossible to know the true, intrinsic value of a 
stock.  You would have to have complete knowledge of the future.  People may argue the current stock price 
represents all current information and is therefore indicative of the “right” price for the stock at the moment.  
However, even the most die-hard efficient market proponent wouldn’t argue the current price is indicative of 
the value which will actually be realized in the future. 
What role do investor expectations play?  They help to define the price today.  Still, why should we care? We 
can argue that unreasonable expectations create buying and selling opportunities; but even so, why should we 
care about why the opportunity exists?  If we are value investors, we should just make our best estimate of the 
value of a company and buy or sell as the numbers suggest. 
 
1 There is a whole field of study, Behavioral Economics, devoted to understanding how and why humans make irrational decisions in 

investing.  Before delving directly into specific Behavioral Finance books, we recommend reading Thinking Fast and Slow, a great book  
by Nobel Prize winner Daniel Kahneman. 

2 Benjamin Graham, widely considered as the father of value investing, coined the term “Mr. Market” and drew attention to the role 
expectations have on pricing. 



Here is the real reason we care: if we can identify places where investor expectations are unusually optimistic 
or pessimistic, then we believe we improve the odds of finding real opportunity by looking in areas that others 
ignore and avoiding areas where investors are clamoring to buy.  Furthermore, if we are specifically aware of 
expectations that differ from historical norms, it may help inoculate us against the danger of making emotional 
decisions.   
We pay attention to two types of expectations when we think about investing in stocks: 

i. Investor expectations for the market as a whole, and 
ii. Investor expectations for individual sectors or industries within the market. 

First consider the market as a whole.  Anecdotally, it seems when everyone is talking about how much they are 
making on the stock market, watch out!  Why would that be the case?  It’s a product of human nature.  Humans 
don’t want to be left out of a good thing.  And when humans are doing well, we tend to talk about it.  This can 
create a positive feedback loop where we hear about good performance, we take actions to participate if we 
aren’t already participating, demand for stock increases, prices increase, we experience good performance, and 
the cycle continues.  But it can’t continue forever.  At some point, the economy can reach a point where there 
simply aren’t enough unallocated assets available to continue to increase demand in the market.  At that point, 
since supply and demand are what determine price, market corrections can ensue.  Interestingly, when those 
corrections are severe enough, the opposite feedback cycle can occur such that prices fall artificially low.   
We can’t directly measure this theoretical concept of overall investor expectations, but there are a variety of 
metrics we regard as indicators.  For example, the blue line in Figure 1 shows the percentage of household 
financial assets that are invested in equities as a function of time from 1952 until the beginning of 2015.  
FIGURE 1. 
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During that time, the percentage of household financial assets allocated to equities varied from a low of 
around 28% in 1982 up to around 65% in 2000 – look at the scale on the left of the figure.   Are you old 
enough to remember how much people talked about the stock market in 1999 and 2000?  How about how 
little they paid attention to the stock market in the early 80’s when interest rates were high and network TV 
anchors were reporting the price of Gold every night? 
Now look at the black dotted line in the figure and the corresponding scale on the right of the figure.  The 
black dotted line tells you the annualized return over the subsequent ten years in the S&P500.  The scale on 
the right is inverted, so when the black line is close to the bottom of the figure, the S&P500 performed well 
over the next ten years.  When the dotted line is close to the top of the figure, the following ten years were 
disappointing.  Now look at the numbers.  The S&P 500 in 1982 earned an annualized return of about 18% 
over the next ten years!  Of course, you would have been very nervous in 1982 because you were doing 
something very different from those around you.  You know when you would have felt good investing heavily 
in stocks?  The year 2000.  Everybody had been making a killing in the stock market, and people were talking 
about the relative merits of different technology companies.  Of course, if you bought in at that point, you 
paid a heavy price for those temporary good feelings.  The total return on the S&P 500 over the subsequent 
ten years was negative 1%. 
More broadly speaking, the figure is remarkable.  Over the past 60 years, stock market returns have been 
inversely correlated with the fraction of household financial assets invested in the market.  You don’t have to 
have experience with measuring correlations (94%!)  to see that the relationship is extraordinary.   Just look 
at the plot.  If the black dotted line just disappeared, you would be pretty close to the correct line if you just 
picked up a black Sharpie and drew a dotted line right on top of the blue line.  
One other thing that’s interesting about the chart is the rapid drop in percentage of household financial 
assets that occurred during the financial crisis.  At first glance you can see that the depths of the financial 
crisis presented an excellent opportunity to invest if you assume that low ownership (i.e. low demand) is 
correlated with higher future returns.  You may lament that investors should have invested more at that 
point instead of withdrawing money from the market, and surely they should have looking back on it.  But 
further reflection reveals a deeper truth.  Investors were heavily invested in the market before the crisis began.  
They were more heavily invested than at any time shown in the plot except in the period before the internet 
bubble burst.  While there is no doubt that investors were pulling money out of the market during the crisis, 
the sad reality is that a substantial amount of the decline in assets was due to the fall in value of the assets 
they already owned before the crisis began.  Even if many investors recognized the buying opportunity, and 
even if they could overcome the urge to flee the markets because of the panic in the streets, they were so 
heavily invested to start with that they didn’t have uncommitted assets available when the true buying 
opportunity presented itself. 
This is why investor expectations matter.  They can warn us when risks are potentially high.  They can 
highlight potential buying opportunities.  They can provide us with the moral support to hold some assets in 
reserve when everyone else is ‘all-in’ and we are feeling foolish.  And they can give us hard numbers to 
support a decision to invest even when everyone else is in panic. 
By the way, what do we learn about the future from this plot? It’s hard to say because the future is never 
exactly the same as the past. However, if we compare the allocation of household financial assets at the 
beginning of 2015 with historical norms, it suggests that investments that mirror the S&P500 should be 
expected to earn a little over 2% annualized over the next ten years. Who can say what the returns will be, 
but this particular chart suggests that it is unreasonable to expect a 10% annualized return for the S&P 500 
over the next ten years from where we are right now.
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Are investor expectations the magic bullet of investing?  Sadly, no.  Sometimes, expectations deviate far from 
the norm.  That’s great when it happens because it can signal opportunity or danger.  But large deviations 
don’t happen all the time, so we can’t rely on them exclusively.  Instead, paying attention to expectations is a 
critical part of our multidisciplinary approach.  We believe you should make it a part of your investment 
philosophy as well. 

Next time, we will continue our discussion of investor expectations by examining how expectations can be 
important in choosing sectors and stocks in which to invest.  
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Inclusion of these indices is for illustrative purposes only.  Keep in mind that individuals cannot invest directly in any index, and index 
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To receive a full copy of our Primer on Expectations Investing, 
please contact our office or email us at info@jacobiwealth.com. 
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Your Children:   Are You Raising Assets or Liabilities? 

Like it or not, we’re all involved in running the “family business.” We worry that our parents might outlive 
their retirement savings. We’re comforted by the thought that family members would probably bail us out if 
we got into money trouble. We strive to help our children financially, and we’d like to bequeath them at least 
part of our nest egg. 
In short, our family is our asset, liability, and legacy.  Now here’s the contention:  It’s time to build this notion 
into the way we manage our money.  Here are just some of the reasons why: 

Raising Children 

 If your children grow up to be financial burdens, you may likely rise to the rescue.  Indeed, your children 
could turn out to be your greatest financial liability. 

 Don’t want your adult children swimming in credit card debt, missing mortgage payments, and constantly 
asking you for money? Your best bet is to make sure problems never arise by raising money-savvy children. 

 That’s trickier than it seems. Children grow up spending their parent’s money, so it’s almost inevitable that 
they will have a skewed financial outlook. After all, for children, all purchases are free, so why should they 
fret about the price tag or control their desires?  

 Make your children feel like they’re spending their own money. Give them a candy allowance when they are 
younger and a clothing allowance when they are teenagers, and insist they live within this budget. This way, 
instead of you constantly saying “no” to your children, they will learn to say “no” to themselves.  

Launching Adults 

 Once your children get into the work force, you want them to get into the “virtuous financial cycle” where 
they are steadily building wealth. 

 They will become able to own their home rather than renting, buy their cars rather than leasing, fully fund 
their 401(k) plan and their individual retirement accounts each year, and never carry a credit card balance. 

 The sooner your 20-something children get into this virtuous cycle, the easier it will be for them to meet 
their goals and less of a financial drain on you. To that end, encourage your children with your words and 
with your fine example. 

 A few financial incentives may also help. Tell your adult children if they scrounge together a house 
payment, you will lock in some additional dollars, or offer to subsidize their 401k contribution at 50 cents 
on the dollar. This doesn’t mean you intend to fund their retirement instead of your own, but getting them 
started as investors sure seems like a smart idea. 
 

Anthony S. Martinelli, CLU® 
Senior Partner, Jacobi Wealth Advisors 

William F. Medico, ChFC® 
Senior Partner, Jacobi Wealth Advisors 

  Jacobi Financial Times   07.01.2015 Page 6 

The content in this Section was developed from sources believed to be providing accurate information. The information in this 
material is not intended as tax or legal advice. It may not be used for the purpose of avoiding any federal tax penalties. Please consult 
legal or tax professionals for specific information regarding your individual situation. Some of this material was developed and 
produced by FMG, LLC, to provide information on a topic that may be of interest. FMG, LLC, is not affiliated with the named broker-
dealer, state- or SEC-registered investment advisory firm.  The opinions expressed and material provided are for general information, 
and should not be considered a solicitation for the purchase or sale of any security.  Copyright 2014 Faulkner Media Group.  



Our Philosophy 

“It’s such a simple idea. It’s the golden rule. You want to deliver to the world what you 
would buy if you were on the other end.” 1  

 

Our Mission 

To help you achieve a better financial future by following The Jacobi Method™. 

 

 

Our Philosophy & Mission 
The Foundations of our Firm 

1 Quote from Charlie Munger, an American investor, philanthropist, and author; Vice Chairman of Berkshire Hathaway 

The Jacobi Method™ 

 FIRST…  we ask you to envision yourself at the finish line, having attained 
your financial goals and objectives. 

 THEN…  we help you think backwards through a maze of problems, mistakes, and 
pitfalls which might prevent you from reaching that finish line. 

 FINALLY…  from this inverted perspective, we then say: 

Now you’re ready to begin™. 

 
 The Jacobi Method™ was inspired by the namesake 

of our firm 
 Renowned 19th century German mathematician 
 Strongly believed complex problems could be solved 

by thinking them through backwards 
 His most famous quote:  “Invert, always invert” 

 
Jacobi 

(1804-1851) 
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Your Jacobi Team 
At Jacobi, we’re here to make a difference for our clients 

Michael J. Hirthler April L. Vinciarelli 

Rodman C. Azar 

Anthony S. Martinelli, CLU® 
 

William F. Medico, III, ChFC ® 

W. Joseph Thompson 
Director of Research & Analysis 

Jacqueline Herrin 
Director of Operations 

J. Gregory Banks Jeffrey Clemente, CFP® Mary Hirthler 

Eric Ciancaglini 
Client Services Associate 

Nina Santarelli 
Client Services Associate 

Joseph Butcher 
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