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January 6, 2015 – Two Roads Diverged…

As always, we hope that this letter finds you well and that you and your family had a pleasant holiday season. 
Since our last missive in early October
which we expect is very likely to continue and
another double digit advance, marking its sixth consecutive yearly gain.  The 
increase in equity market volatility, with 
sell-off in early December.  Both of these periods of short
reassuring words of support from Federal Reserve Board members.  Despite the volatility, the fourth quarter 
managed to close with a gain of 4.9% and 2014 ended
with an annual gain of 13.7%.  

The financial engineering for this business cycle may already be on the decline.  
which US corporations improve earnings by changing their country of domicile to reduce t
foreign revenue.  This issue got much press in the 
to make this increasingly common practice more difficult.  
tool of this market cycle, share buybacks
corporations repurchased the largest amount of 
number of companies engaging in financial engineering
fall, it is very likely that the record profits posted by corporations this market cycle will 
The earnings outlook is increasingly thrown into question
economically and a drop in earnings 
increasingly more expensive and prone to revaluation

The tailwind of ultra-loose monetary policy from the Federal Reserve is also being removed as market support.  
The Federal Open Market Committee (FOMC) 
far) round of large scale asset purchases, known as QE3
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Two Roads Diverged…

As always, we hope that this letter finds you well and that you and your family had a pleasant holiday season. 
Since our last missive in early October, global financial markets have experienced a great deal of volatility, 
which we expect is very likely to continue and, in fact, accelerate in 2015.  The S&P 500* ended 2014 with 
another double digit advance, marking its sixth consecutive yearly gain.  The fourth quarter witnessed an 
increase in equity market volatility, with a 9% sell-off from mid-September through mid

off in early December.  Both of these periods of short-term losses were swiftly reversed following 
support from Federal Reserve Board members.  Despite the volatility, the fourth quarter 

managed to close with a gain of 4.9% and 2014 ended just slightly off its all-time high

We have been writing for
the massive expansion of equity market 
valuations over the past few years has been 
the result of Federal Reserve stimulus and 
corporate financial engineering, such as 
share buybacks and tax inversions, 
opposed to organic economic expan
Our opinion has been
of ultra-loose monetary policy comes to an 
end, and corporations stop issuing debt to 
buy back shares,
experience intense volatility and indeed 
would be subject to a major correction

The financial engineering for this business cycle may already be on the decline.  Tax inversion is the process by 
which US corporations improve earnings by changing their country of domicile to reduce t

ch press in the second half of 2014 and legislation was passed 
to make this increasingly common practice more difficult.  The much more widely used financial engineering 

hare buybacks, appears to have peaked in the first quarter of 2014, during which 
the largest amount of shares since the peak of the last cycle in Q3 2007

engaging in financial engineering to boost their quarterly earnings numbers continues to 
, it is very likely that the record profits posted by corporations this market cycle will 

The earnings outlook is increasingly thrown into question as Europe, China and Japan continue to 
earnings growth rates will make an already historically expensive market 

and prone to revaluation.  

loose monetary policy from the Federal Reserve is also being removed as market support.  
The Federal Open Market Committee (FOMC) began one year ago to wind down their third and largest

e asset purchases, known as QE3.  That quantitative easing program, in which the Fed 
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As always, we hope that this letter finds you well and that you and your family had a pleasant holiday season. 
global financial markets have experienced a great deal of volatility, 

accelerate in 2015.  The S&P 500* ended 2014 with 
fourth quarter witnessed an 

September through mid-October and a 5% 
term losses were swiftly reversed following 

support from Federal Reserve Board members.  Despite the volatility, the fourth quarter 
time high set on December 29th, 

We have been writing for over a year that 
the massive expansion of equity market 
valuations over the past few years has been 
the result of Federal Reserve stimulus and 
corporate financial engineering, such as 
share buybacks and tax inversions, as 
opposed to organic economic expansion.  
Our opinion has been that once this period 

loose monetary policy comes to an 
and corporations stop issuing debt to 

equities are likely to 
experience intense volatility and indeed 
would be subject to a major correction.

Tax inversion is the process by 
which US corporations improve earnings by changing their country of domicile to reduce the taxes due on 

and legislation was passed in September 
The much more widely used financial engineering 

first quarter of 2014, during which 
eak of the last cycle in Q3 2007.  As the 

to boost their quarterly earnings numbers continues to 
, it is very likely that the record profits posted by corporations this market cycle will have peaked as well.   

Europe, China and Japan continue to struggle 
y historically expensive market 

loose monetary policy from the Federal Reserve is also being removed as market support.  
their third and largest (so 

.  That quantitative easing program, in which the Fed 
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added US Dollars to the financial system by pu
Backed Securities from the largest banks 
to the near collapse of the global monetary system just six years ago), finally
The several months prior to the end of QE3 and the several months since have been extremely volatile
global financial markets.  

declining dollar, coupled with the last six years of the Fed’s zero interest rate policy (ZIRP) 
investors to borrow trillions of dollars 
instruments denominated in a foreign currency.  This carry 
between US rates they are paying and the higher foreign rates they are earning, as well as the benefit of 
repaying the dollar debt with less valuable dollars.  

One year ago, the Wall Street consensus was that the yield on 10
over the course of 2014, thus diminishing their value and mak
disappointing economic growth and the pending removal of Fed stimulus and the resultant 
for safety would produce lower yields, as happened at the end of QE1 and QE2, and that long dated Treas
would be a beneficial asset to hold.  As I write this letter, 
and the 2014 total return for the longest duration Treasury securities was twice that of the S&P 500. 
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added US Dollars to the financial system by purchasing large quantities of US Treasuries and Mortgage 
curities from the largest banks (in the process lining the pockets of the very bankers who contributed 

to the near collapse of the global monetary system just six years ago), finally came to 
The several months prior to the end of QE3 and the several months since have been extremely volatile

Despite the swift, sharp swings in equity markets in 
the fourth quarter, the most noteworthy vola
2014 was experienced in currency and commodity 
markets.  In the last six months the value of the US 
Dollar Index, which compares the value of the US 
Dollar (USD) to a trade-weighted basket of currencies 
of the United States’ largest trading partn
risen by 13%.  This rapid increase in the dollar’s 
relative value is threatening to reverse a near 30
old trend during which the US Dollar Index has been 
cut by more than half.  This ‘Old Faithful’ trend

e last six years of the Fed’s zero interest rate policy (ZIRP) 
investors to borrow trillions of dollars at ultra-low interest rates to invest in higher yielding 
instruments denominated in a foreign currency.  This carry trade has given investors the benefit of the spread 
between US rates they are paying and the higher foreign rates they are earning, as well as the benefit of 
repaying the dollar debt with less valuable dollars.  

If the trend of the last six months contin
continues to strengthen at its recent rapid clip, the US Dollar
funded carry trade will continue to unwind and 
trillion that had been invested in emerging market economies 
around the world, whose higher interest rates made 
desirable destination for the trillions of US Dollar denominated 
debt, will be pulled to repay the debts which are becoming 
harder to repay by the day as the dollar appreciates.  This flood 
of hot money has and will continue to wreak havoc on those 
economies that have relied on the carry trade to finance their 
expansion.  The return of those trillions to the United State will 
only exacerbate the continued strengthening of th
strengthening USD and the unwinding of the US Dollar
carry trade will be a major story in 2015 and will continue to 
drive market volatility.

One year ago, the Wall Street consensus was that the yield on 10-year US Treasuries would rise from 3% to 4% 
over the course of 2014, thus diminishing their value and making them a poor investment.  Our view was that 
disappointing economic growth and the pending removal of Fed stimulus and the resultant 

lower yields, as happened at the end of QE1 and QE2, and that long dated Treas
would be a beneficial asset to hold.  As I write this letter, the yield on the 10-year Treasury 
and the 2014 total return for the longest duration Treasury securities was twice that of the S&P 500. 
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rchasing large quantities of US Treasuries and Mortgage 
(in the process lining the pockets of the very bankers who contributed 

came to an end in late October.  
The several months prior to the end of QE3 and the several months since have been extremely volatile for 

Despite the swift, sharp swings in equity markets in 
the fourth quarter, the most noteworthy volatility of 
2014 was experienced in currency and commodity 
markets.  In the last six months the value of the US 
Dollar Index, which compares the value of the US 

weighted basket of currencies 
of the United States’ largest trading partners, has 
risen by 13%.  This rapid increase in the dollar’s 
relative value is threatening to reverse a near 30-year-
old trend during which the US Dollar Index has been 

‘Old Faithful’ trend of a 
e last six years of the Fed’s zero interest rate policy (ZIRP) incentivized global 

to invest in higher yielding debt and equity 
trade has given investors the benefit of the spread 

between US rates they are paying and the higher foreign rates they are earning, as well as the benefit of 

months continues and the USD 
continues to strengthen at its recent rapid clip, the US Dollar-

carry trade will continue to unwind and the estimated $5 
trillion that had been invested in emerging market economies 
around the world, whose higher interest rates made them a 
desirable destination for the trillions of US Dollar denominated 
debt, will be pulled to repay the debts which are becoming 
harder to repay by the day as the dollar appreciates.  This flood 
of hot money has and will continue to wreak havoc on those 
economies that have relied on the carry trade to finance their 

he return of those trillions to the United State will 
only exacerbate the continued strengthening of the dollar.  The 

D and the unwinding of the US Dollar-funded
rry trade will be a major story in 2015 and will continue to 

year US Treasuries would rise from 3% to 4% 
ing them a poor investment.  Our view was that 

disappointing economic growth and the pending removal of Fed stimulus and the resultant increasing desire 
lower yields, as happened at the end of QE1 and QE2, and that long dated Treasuries 

year Treasury note is below 2%, 
and the 2014 total return for the longest duration Treasury securities was twice that of the S&P 500. Wall Street 
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apparently mispriced by a factor of two is indicative to us of the major mispricing of all global asset classes 
(stocks, bonds, commodities, real estate, collectibles, etc.) that has resulted from six years of ZIRP and a five
fold expansion of the Fed’s balance sheet.  

While we all love filling up at the gas pump for a fraction of what it cost this time last year, the implications of 
such a massive and precipitous drop in oil prices goes much further than a few extra bucks in consumers’ 
pockets.  It is certainly true that lower energy costs are a boon to consumers, and that 
income will either be used to fuel higher consumption, 
which are good things.  The bigger consideration is what this says abou
last sell-off of this magnitude occurred during the worst recession in seven decades, and from a bubble

pricing equilibrium equation and what this says about expectations for global economic growth in the near 
future.  Of course, the fact that this massive sell
monetary policy is also raising red flags for other potentially massively mispriced asset classes.
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once again expects
to be significantly higher than they are 
now.  Again, our expectation 
end yields is divergent.  We expect US 
Treasury yields to continue 
lower as the USD
and trillions of dollars make their way 
back to the US and the largest, most 
liquid financial market in the world, the 
US Treasury market. 

The other major market dislocation of the 
past six months has been 
which has fallen by more than 50% since 
mid-year 2014.  It is hard to overst
importance of oil in the global economy, 
and for such an important 
financial instrument

apparently mispriced by a factor of two is indicative to us of the major mispricing of all global asset classes 
odities, real estate, collectibles, etc.) that has resulted from six years of ZIRP and a five

fold expansion of the Fed’s balance sheet.  

While we all love filling up at the gas pump for a fraction of what it cost this time last year, the implications of 
such a massive and precipitous drop in oil prices goes much further than a few extra bucks in consumers’ 

t lower energy costs are a boon to consumers, and that 
higher consumption, added to savings or used to pay down debt, all of 

he bigger consideration is what this says about the state of the global economy.  The 
off of this magnitude occurred during the worst recession in seven decades, and from a bubble

peak that was not sustainable.  The current sell
has occurred from a price range at which oil has 
been trading for years, so there was no speculative 
excess that needed to be worked off.   

The US shale oil boom has increased global supply,
which should naturally pull down prices,
additional supply has been on traders’ radar for 
years and should have been priced in to a greater 
extent.  OPEC announced
would not be reducing output, which exasperated 
the price decline, but by that point oil was down by 
more than 30%to a four year low.  
from our perspective is the

equation and what this says about expectations for global economic growth in the near 
future.  Of course, the fact that this massive sell-off happened to coincide with the Fed’s tightening of 

raising red flags for other potentially massively mispriced asset classes.
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once again expects year-end 2015 yields 
to be significantly higher than they are 

.  Again, our expectation for year-
is divergent.  We expect US 

Treasury yields to continue to move
the USD carry trade unwinds 

and trillions of dollars make their way 
to the US and the largest, most 

liquid financial market in the world, the 
US Treasury market. 

The other major market dislocation of the 
has been the price of oil, 

which has fallen by more than 50% since 
year 2014.  It is hard to overstate the 

importance of oil in the global economy, 
important industrial and 

financial instrument to have been 
apparently mispriced by a factor of two is indicative to us of the major mispricing of all global asset classes 

odities, real estate, collectibles, etc.) that has resulted from six years of ZIRP and a five-

While we all love filling up at the gas pump for a fraction of what it cost this time last year, the implications of 
such a massive and precipitous drop in oil prices goes much further than a few extra bucks in consumers’ 

t lower energy costs are a boon to consumers, and that that extra discretionary 
to pay down debt, all of 

t the state of the global economy.  The 
off of this magnitude occurred during the worst recession in seven decades, and from a bubble-like 

peak that was not sustainable.  The current sell-off 
has occurred from a price range at which oil has 

trading for years, so there was no speculative 
excess that needed to be worked off.   

he US shale oil boom has increased global supply,
which should naturally pull down prices, but that 

has been on traders’ radar for 
ve been priced in to a greater 

in late November they 
would not be reducing output, which exasperated 
the price decline, but by that point oil was down by 
more than 30%to a four year low.  The bigger story 
from our perspective is the demand side of the 

equation and what this says about expectations for global economic growth in the near 
off happened to coincide with the Fed’s tightening of 

raising red flags for other potentially massively mispriced asset classes.
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Securities with the money that they print for QE, they will also begin the outright purchas
Investment Trusts (REITs) and equity ETFs.  This is undeniably the monetization of their entire financial 
system and is obviously the last ditch efforts of a desperate policy regime.  The BOJ is facing a demographic 
and debt tsunami and has decided to pull out all the stops to fight the deflationary forces that accompany 
those foes.  If this experimental policy finally fails, as we feel that it undoubtedly will, the ramifications will 
not be confined to Japanese markets.  That day of reckon
financial markets abandon the six-year old attachment to the dominant narrative of ‘Central Bank 
Omnipotence’.  Recent volatility may be a sign of cracks in the foundation of this market narrative.

The policy divergence of a tighter Fed, a looser ECB 
weaker Euro and Japanese Yen.  The Euro and Yen 
their peaks in mid-2014, reaching 9 and 7 year lows, r
currencies are not common and do not occur without unintended consequences.

This swift repricing of relative currency values destabilizes the global financial system and could lead to 
increased tension between the devaluing nations and those nations with whom they compete in the global 
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The primary catalyst for the recent volatility
currency and commodity markets, and the volatility 
we expect to continue in all asset classes
growing divergence of mone
world’s major central banks.  Here in the United 
States, 2014 saw significant enough improvements in 
economic activity and employment trends that the 
Fed plans to continue the tightening of monetary
policy in 2015 by raising short term i
the first time since 2006.  At the same time, Europe is 
flirting with yet another return to recession, 
continued historic youth 
outright deflation which would make their massive 
debt levels even harder to service, and
intensifying political instability.  Meanwhile, Japan 
has been unable to pull itself from its 25 year 
economic malaise and stimulate the much needed 
higher inflation which will make their 
situation more tenable.

With the apparent (for now) success of the Federal 
Reserve’s policies of the past six years as their guides, 
the Bank of Japan (BOJ) and the European Central 
Bank (ECB) have announced (or are imminently 
expected to, in the case of the ECB) a dramatic 
increase in the size and scope of their quantitative 
easing programs.  Amazingly, the BOJ has 
announced that it will not only be purchasing 
Japanese Government Bonds and Mortgage Backed 

Securities with the money that they print for QE, they will also begin the outright purchas
Investment Trusts (REITs) and equity ETFs.  This is undeniably the monetization of their entire financial 
system and is obviously the last ditch efforts of a desperate policy regime.  The BOJ is facing a demographic 

s decided to pull out all the stops to fight the deflationary forces that accompany 
those foes.  If this experimental policy finally fails, as we feel that it undoubtedly will, the ramifications will 
not be confined to Japanese markets.  That day of reckoning will finally occur once participants in global 

year old attachment to the dominant narrative of ‘Central Bank 
Omnipotence’.  Recent volatility may be a sign of cracks in the foundation of this market narrative.

of a tighter Fed, a looser ECB and much looser BOJ has resulted in a dramatically 
weaker Euro and Japanese Yen.  The Euro and Yen have both devalued by 18% relative to the 

2014, reaching 9 and 7 year lows, respectively.  Such swift, dramatic moves in global 
currencies are not common and do not occur without unintended consequences.

This swift repricing of relative currency values destabilizes the global financial system and could lead to 
ween the devaluing nations and those nations with whom they compete in the global 
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the recent volatility in 
currency and commodity markets, and the volatility 
we expect to continue in all asset classes,  is the 
growing divergence of monetary policy of the 
world’s major central banks.  Here in the United 
States, 2014 saw significant enough improvements in 
economic activity and employment trends that the 
Fed plans to continue the tightening of monetary

in 2015 by raising short term interest rates for 
the first time since 2006.  At the same time, Europe is 
flirting with yet another return to recession, 

youth unemployment levels, 
outright deflation which would make their massive 
debt levels even harder to service, and continued and 

political instability.  Meanwhile, Japan 
pull itself from its 25 year 

and stimulate the much needed 
higher inflation which will make their massive debt 

t (for now) success of the Federal 
Reserve’s policies of the past six years as their guides, 
the Bank of Japan (BOJ) and the European Central 
Bank (ECB) have announced (or are imminently 
expected to, in the case of the ECB) a dramatic 

and scope of their quantitative 
Amazingly, the BOJ has 

announced that it will not only be purchasing 
Japanese Government Bonds and Mortgage Backed 

Securities with the money that they print for QE, they will also begin the outright purchase of Real Estate 
Investment Trusts (REITs) and equity ETFs.  This is undeniably the monetization of their entire financial 
system and is obviously the last ditch efforts of a desperate policy regime.  The BOJ is facing a demographic 

s decided to pull out all the stops to fight the deflationary forces that accompany 
those foes.  If this experimental policy finally fails, as we feel that it undoubtedly will, the ramifications will 

ing will finally occur once participants in global 
year old attachment to the dominant narrative of ‘Central Bank 

Omnipotence’.  Recent volatility may be a sign of cracks in the foundation of this market narrative.

looser BOJ has resulted in a dramatically 
both devalued by 18% relative to the US Dollar from 

Such swift, dramatic moves in global 

This swift repricing of relative currency values destabilizes the global financial system and could lead to 
ween the devaluing nations and those nations with whom they compete in the global 
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marketplace.  As the Japanese Yen becomes weaker
consumers and thus the exports of main competitors like China and South Ko
can be assured that those affected nations will not stand idly by and watch their economies fall victim to the 
devaluation schemes of their competitors.  The likely responses could include 
own, tariffs and trade restrictions against the devaluing nations, and, especially in the case of China and Japan, 
a potential increase in military tension.  This is yet another phase in the currency wars and beggar
neighbor policies that have been in play 
isolationism is indicative to us that the era of globalization that has been the 
of the Cold War is very likely drawing to a close.  Look for this to be a major driver of markets in 2015 and 
beyond.

We have been preparing for a dramatic repricing in equity markets for quite some time now, and feel that the 
increased volatility in currency and commodity markets surrounding the end of QE3 are the precursors and 
potential catalysts for that long awaited US equity market 
hand experience) has shown that valuation is not a re
have the ability to become even more expensive before they inevitably revert to their long term mean. History 
also shows that overpriced markets rarely revert back to their mean without first becoming und
cheap relative to the historical mean.  Our 
is intended to protect from the significant repricing that we feel is likely and to have capital on hand with 
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marketplace.  As the Japanese Yen becomes weaker, Japanese exports become more affordable to global 
consumers and thus the exports of main competitors like China and South Korea become 

nations will not stand idly by and watch their economies fall victim to the 
devaluation schemes of their competitors.  The likely responses could include devaluation schemes

tariffs and trade restrictions against the devaluing nations, and, especially in the case of China and Japan, 
a potential increase in military tension.  This is yet another phase in the currency wars and beggar
neighbor policies that have been in play since the 2008 financial crisis.  This increased protectionism 

is indicative to us that the era of globalization that has been the economic status quo
of the Cold War is very likely drawing to a close.  Look for this to be a major driver of markets in 2015 and 

We have been preparing for a dramatic repricing in equity markets for quite some time now, and feel that the 
atility in currency and commodity markets surrounding the end of QE3 are the precursors and 

potential catalysts for that long awaited US equity market correction to occur.  History (and our recent first
hand experience) has shown that valuation is not a reliable timing mechanism, and that expensive markets 
have the ability to become even more expensive before they inevitably revert to their long term mean. History 
also shows that overpriced markets rarely revert back to their mean without first becoming und
cheap relative to the historical mean.  Our continued preference for a cash-heavy, equity

to protect from the significant repricing that we feel is likely and to have capital on hand with 
which to buy underpriced equities when the opportunity 
presents itself.  Of equal importance, our strategy should 
allow us and our clients to preserve the psychological 
willingness to take advantage of those underpriced equities 
when the rest of the financial world is reelin

According to numerous valuation measures that we have 
been sharing with you over the past year and half, this 
market is historically expensive.  At the end of 2014 the 
market is now more expensive then it has been in 120 years, 
with the exception of the 1999-2000 dot
current levels, based on the historically predictive valuation 
metric Corporate Equities-to-GDP, which is W
preferred broad market valuation metric
to as the Buffet Indicator, the S&P 500 i
1% nominal annual return over the next ten years.  Put 
another way, the preferred valuation metric 
most revered value investors of all time 
price level of the S&P 500 in 2025 could 
10% lower than it is today.  Does this mean that the market 
will not be higher than it is today at any point in the interim?  
Of course not.  What it does mean is 
possess a negative risk vs. return profile
point in the near future we are likely to see a much more 
favorable entry point.
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Japanese exports become more affordable to global 
rea become less competitive.  It 

nations will not stand idly by and watch their economies fall victim to the 
devaluation schemes of their 

tariffs and trade restrictions against the devaluing nations, and, especially in the case of China and Japan, 
a potential increase in military tension.  This is yet another phase in the currency wars and beggar-thy-

since the 2008 financial crisis.  This increased protectionism and 
economic status quo since the end 

of the Cold War is very likely drawing to a close.  Look for this to be a major driver of markets in 2015 and 

We have been preparing for a dramatic repricing in equity markets for quite some time now, and feel that the 
atility in currency and commodity markets surrounding the end of QE3 are the precursors and 

to occur.  History (and our recent first-
liable timing mechanism, and that expensive markets 

have the ability to become even more expensive before they inevitably revert to their long term mean. History 
also shows that overpriced markets rarely revert back to their mean without first becoming undervalued, or 

heavy, equity-light, asset allocation 
to protect from the significant repricing that we feel is likely and to have capital on hand with 

riced equities when the opportunity 
Of equal importance, our strategy should 

allow us and our clients to preserve the psychological 
willingness to take advantage of those underpriced equities 
when the rest of the financial world is reeling.

According to numerous valuation measures that we have 
been sharing with you over the past year and half, this 
market is historically expensive.  At the end of 2014 the 
market is now more expensive then it has been in 120 years, 

2000 dot-com bubble.  At 
current levels, based on the historically predictive valuation 

GDP, which is Warren Buffet’s 
preferred broad market valuation metric and hence referred 

, the S&P 500 is expected to have a -
1% nominal annual return over the next ten years.  Put 

valuation metric of one of the 
most revered value investors of all time is indicating that the 

could be approximately
10% lower than it is today.  Does this mean that the market 
will not be higher than it is today at any point in the interim?  

is that equities currently 
possess a negative risk vs. return profile and that at some 

the near future we are likely to see a much more 
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How the equity market responds over the next few months to the divergences we
be very telling.  Our expectation is that the major moves in energy prices a
carry trade will catch up to still elevated equity prices, to paraphrase Ernest Hemingway, slowly at first and 
then all of a sudden.  Only at that point will the true benefit of our divergent allocation strategy show its t
merit.  In the meantime, we continue to greatly appreciate your trust, your confidence and your patience.  
following short poem is one that we all know well and one that I think speaks to our current situation:

The Road Not Taken

Two roads diverge
And sorry I could not travel both
And be one traveler, long I stood
And looked down one as far as I could
To where it bent in the undergrowth;

Then took the other, as just as fair,
And having perhaps the better claim,
Because it was 
Though as for that the passing there 
Had worn them really about the same,

And both that morning equally lay
In leaves no step had trodden black.
Oh, I kept the first for another day!
Yet knowing how way leads on to way,
I doubted 

I shall be telling this with a sigh
Somewhere ages and ages hence:
Two roads diverged in a wood, and I 
I took the one less traveled by,
And that has made all the difference.

Securities offered through LPL Financial, Member FINRA/SIPC.                                                       LPL Compli

How the equity market responds over the next few months to the divergences we have
be very telling.  Our expectation is that the major moves in energy prices and the unwinding of the US Dollar 
carry trade will catch up to still elevated equity prices, to paraphrase Ernest Hemingway, slowly at first and 
then all of a sudden.  Only at that point will the true benefit of our divergent allocation strategy show its t
merit.  In the meantime, we continue to greatly appreciate your trust, your confidence and your patience.  
following short poem is one that we all know well and one that I think speaks to our current situation:

The Road Not Taken

Two roads diverged in a yellow wood, 
And sorry I could not travel both
And be one traveler, long I stood
And looked down one as far as I could
To where it bent in the undergrowth;

Then took the other, as just as fair,
And having perhaps the better claim,
Because it was grassy and wanted wear;
Though as for that the passing there 
Had worn them really about the same,

And both that morning equally lay
In leaves no step had trodden black.
Oh, I kept the first for another day!
Yet knowing how way leads on to way,
I doubted if I should ever come back.

I shall be telling this with a sigh
Somewhere ages and ages hence:
Two roads diverged in a wood, and I –
I took the one less traveled by,
And that has made all the difference.

- Robert Frost

Despite a greater than 200% gain since the March 
2009 market bottom, it was not until the end of 
2014 that the S&P 500 
inflation adjusted high that was
back at the peak in 2000 prior to the bursting of the 
dot-com bubble.  Coincidentally, R
reported that the week ending December 24
the highest level of inflows to stock mutual funds 
since March 2000, the same
peaked at the end of that bull market and the point 
to which markets are just returning
adjusted for inflation.  And according to market 
research firm Trimtabs, the fourth quarter as a 
whole saw the largest level of inflows to US equity 
exchange traded funds (ETFs) for any three month 
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have highlighted above will 
nd the unwinding of the US Dollar 

carry trade will catch up to still elevated equity prices, to paraphrase Ernest Hemingway, slowly at first and 
then all of a sudden.  Only at that point will the true benefit of our divergent allocation strategy show its true 
merit.  In the meantime, we continue to greatly appreciate your trust, your confidence and your patience.  The 
following short poem is one that we all know well and one that I think speaks to our current situation:

200% gain since the March 
it was not until the end of 

the S&P 500 finally recaptured the 
that was set all the way 

back at the peak in 2000 prior to the bursting of the 
Coincidentally, Reuters recently 

reported that the week ending December 24th saw 
inflows to stock mutual funds 

same month that stocks
of that bull market and the point 

which markets are just returning, when 
And according to market 

research firm Trimtabs, the fourth quarter as a 
whole saw the largest level of inflows to US equity 
exchange traded funds (ETFs) for any three month 
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period ever recorded.  As we have discussed at length in the
buying at the top and selling at the bottom.  It appears from these recent fund flows that Mom & Pop’s pattern
of poor timing could very well be on display again near the peak of the current bull market.

Please feel free to share this newsletter and 
to schedule a face-to-face portfolio review.  

Sincerely,

Clay Ulman Jim Ulman
CBU@UlmanFinancial.com JWU@UlmanFinancial.com
410-557-7045 ext. 2 410

*Indexes, such as the Dow Jones Industrial Index, the 
investors are not able to invest directly into any index.  Past performance is no guarantee of future 

The opinions voiced in this material are for general information only and are not intended to provide specific advice or 
recommendations for any individual.  To determine which investment(s) may be appropriate for you, consult your 
financial advisor prior to investing.    

The economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that 
strategies promoted will be successful.
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period ever recorded.  As we have discussed at length in the past, the average retail investor is notorious for 
buying at the top and selling at the bottom.  It appears from these recent fund flows that Mom & Pop’s pattern
of poor timing could very well be on display again near the peak of the current bull market.

This most recent period of over a decade of zero 
real returns is just one of many over the past 140 
years, as you can see from the chart on the left 
from Urban Carmel of The Fat Pitch blog.  What 
this chart clearly demonstrates
times when it is most appropriate to buy and 
hold and there are times when it is most 
appropriate to sell and wait.  Ages hence, when 
this period of experimental monetary policy and 
centrally planned financial markets is a distant 
memory, our having been able to d
between these two divergent investment 
strategies, and having accurately chosen the one 
less travelled by the average retail investor, will 
have made all the difference.

feel free to share this newsletter and do not hesitate to call or email with any questions 
face portfolio review.  

Jim Ulman
JWU@UlmanFinancial.com
410-557-7045 ext.1

the Dow Jones Industrial Index, the S&P 500 Index and others listed above
investors are not able to invest directly into any index.  Past performance is no guarantee of future 

The opinions voiced in this material are for general information only and are not intended to provide specific advice or 
recommendations for any individual.  To determine which investment(s) may be appropriate for you, consult your 

The economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that 

Securities offered through LPL Financial, Member FINRA/SIPC.                                                       LPL Compliance Tracking #1-344951

past, the average retail investor is notorious for 
buying at the top and selling at the bottom.  It appears from these recent fund flows that Mom & Pop’s pattern
of poor timing could very well be on display again near the peak of the current bull market.

This most recent period of over a decade of zero 
real returns is just one of many over the past 140 
years, as you can see from the chart on the left 
from Urban Carmel of The Fat Pitch blog.  What 

clearly demonstrates is that there are 
en it is most appropriate to buy and 

and there are times when it is most 
appropriate to sell and wait.  Ages hence, when 
this period of experimental monetary policy and 
centrally planned financial markets is a distant 
memory, our having been able to discern 
between these two divergent investment 
strategies, and having accurately chosen the one 
less travelled by the average retail investor, will 
have made all the difference.

with any questions or comments or 

and others listed above are unmanaged and 
investors are not able to invest directly into any index.  Past performance is no guarantee of future results.         

The opinions voiced in this material are for general information only and are not intended to provide specific advice or 
recommendations for any individual.  To determine which investment(s) may be appropriate for you, consult your 

The economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that 


