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Dear Clients: 
When asked about the “secret” to his scoring prowess in the game of ice hockey, Wayne Gretzky said “I skate to where the puck is going to be, 
not where it has been.” Making correct decisions based on anticipation rather than reaction is critical to creating successful outcomes in many 
of life’s endeavors and particularly so for ones involving the investment process. The methodologies employed by investors to implement this 
process vary widely from very simple to extraordinarily complex. All involve varying degrees of uncertainty and require a store of faith and 
conviction to achieve successful outcomes.  
 
The well-known long term portfolio structure with 60% equity (stocks) and 40% fixed income (bonds) is based on the historical fact that equity 
index returns and fixed income index returns have averaged around 10% and 5%, respectively, and that such a portfolio held over a multi-year 
period generated an optimal tradeoff of total return and average volatility of the portfolio valuation. The mathematical foundation for this 
approach rests on the work of two Nobel Prize winning economists named Harry Markowitz and his protégé’ William Sharpe. Many of the 
investment “norms” we have come to accept derive from this fundamental observation of the recorded past or “where returns have been.” 
This approach assumes the portfolio is periodically re-balanced as stocks and bonds exhibit alternating return advantages over time, resulting 
in the portfolio allocation to deviate from the 60/40 target in one direction or the other. By selling the assets that have risen above the target 
allocation and buying the assets that have fallen below the target allocation, investors make an adjustment to where history says the return is 
going to be, aka “reversion to observed means (averages). Using historical data compiled by the Center for Research in Securities Pricing back 
to the beginning of 1925, the past tells us the 60/40 portfolio has produced a weighted average total return of 8%. The recorded annual 
inflation rate over the same period was about 3% which gives us the long time 5% annual withdrawal benchmark for sustainable portfolio 
payouts. In theory, individual investor preferences for lower or higher risk/reward outcomes can be modeled using the mathematical 
formulations developed by Markowitz and Sharpe.  
 
In contrast to the above approach using broad based indices for stocks and bonds, investment decisions regarding stocks and bonds issued by 
individual enterprises and governmental entities require different approaches in determining where the future return is “going to be.” Some 
investors (let’s call them valuation oriented investors) assess the issuers’ past operating results, the strength and sustainability of its liquidity 
and capital resources, the expectation for its future revenue and earnings growth, and management’s skill at successfully allocating future 
earnings between dividend payments to shareholders and reinvestment into the company. Once a conviction for these inputs is developed, the 
investor must then decide the appropriate required future return to use in calculating the present value of the future dividends or interest 
income and reinvested earnings. Valuation-oriented investors can be further segmented between those who favor more conservatively valued 
enterprises versus those who favor enterprises with substantially higher future growth prospects. Over the period since 2009, the very low 
interest rate environment has fueled a significant out performance by enterprises with rapid revenue and/or earnings growth and, perhaps 
more importantly, the expectation for sustained above average growth.   
 
The other end of the spectrum for owners of individual stocks and bonds is the trading technician. Such operators (we consider them more 
traders than investors) divine the future course of securities prices based on trends in daily and multi-day moving averages of prices and 
volumes. To this operator, the future price will track the momentum observed in the trend charts until an inflection point signals a change in 
direction. It is not uncommon for “traders” using this technique to have little if any knowledge about the fundamental evaluation of the 
security’s specific financial characteristics. Traders generally have higher transaction volumes or turnover within their portfolios which may 
impair income tax efficiency and result in higher expenses.   
 



Index-based investing remains a powerful ally for investors’ pursuit of rational financial goals. Beating appropriately parallel index returns for 
both stocks and bonds is only achieved by: (a) holding securities different and generally more concentrated than the index holdings and (b) 
being right about future excess returns from such holdings. The more efficient the market, the more difficult these conditions are to attain. 
Successful active investing requires an emotional construct to pursue contrarian market actions. Media reports can be alarmingly sensational 
but are generally already priced into the market. In this case, the “puck” has already headed in a different direction, making a reactive action 
possibly counterproductive. In our view, successful active investing results from long term holding periods and somewhat concentrated 
holdings, which is known as high conviction investing. Our firm’s investment style is a combination of index and active investing approaches in 
an attempt to capture some excess returns with a hedge against our potential misjudgments. Our quarterly report of investment results is 
designed to give our clients a thorough view of this approach. 
 
Market Returns as of March 31, 2022   
For the first time in recent memory, total returns across global markets were negative for both stocks and bonds. Both US and non-US stocks 
recorded net declines of -5.4%, while the global bond market registered a net decline of about -6%. The principal driver of this recalibration 
appears to be a resurgence in price inflation and uncertainty involving geo-political conflict. Recent measures of annual price inflation are in the 
7%+/- range, which if sustained will be a major headwind for both stock and bond prices. The yield curve for US Treasury notes has 
substantially flattened over the last few months along with a significant shift up for less than three year maturities. The one year quote has 
risen from virtually 0% to 1.8%; in contrast, yields from 3 years to 30 years have risen from recent low points but have leveled out at 2.7% 
across the entire maturity spectrum. As the old phrase goes, “somethings gotta give soon!” If the 30 year US Treasury quote is reasonable, then 
future price inflation is headed down in a big way and may be followed up by price deflation. Future valuations of stocks and bonds will be 
affected by the level of expected inflation, the shape of the resulting yield curve, and the sustainability of global economic expansion. To say 
the degree of uncertainty of outcomes is quite wide may be the understatement of the year. Now is a good time to have a reasonable store of 
“dry powder” or a Gretzky timeout.    
 
 
In Closing 
We look forward to visiting with each of you about your investment results and expectations for the future and to make sure your portfolios 
are aligned with your specific circumstances. We greatly appreciate the opportunity to serve as your investment adviser and pledge our best 
efforts to meet your expectations.       
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