
A Clear Day, Indeed! 

In January 2011, 

our Chief Invest-

ment Strategist Bob 

Parham entitled our 

quarterly market 

update “On a Clear 

Day You Can See … 

20,000!” Of course, 

he was referencing 

the value of the 

Dow Jones Industri-

al Average. Bob 

even provided a 

time frame of five to six years for the 

market to reach that lofty target. At that 

time, the Dow was near 11,500. That 

was quite a bold prediction given that 

we were two years removed from the 

depths of the “Great Recession,” with 

many pundits calling for a second leg 

down in the collapse of the markets. As 

of this writing, the Dow is on the cusp of 

reaching Bob’s target and right in line 

with his six-year time frame. 

 

So now what? I don’t think we can pro-

duce an encore that could compare with 

Bob’s prescient prediction. In fact, I 

have often chuckled at how much atten-

tion is paid to all of the year-end predic-

tions that come along every January. 

By March, most predictions are long-

forgotten and well off-base. 

Rather than provide another bold     

prediction, we want to discuss how we 

are navigating the current markets. 

By having a process in place to steer us 

through the ever-changing flow of infor-

mation, we don’t need to have an accu-

rate prediction of where the markets will 

be in five years. If we were consistently 

good at long-term predictions, we could 

make one prediction and come back 

five years later in time to make another 

one. Unfortunately, we are not that 

lucky. 

 

Our process is designed to keep 

portfolios on the right side of inter-

mediate-term trends,  typically in the 

three- to five-year range. We identify 

these trends primarily through two over-

arching tools – valuations and relative 
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strength, i.e., strong relative performance.  

 

It is not always possible to have both attractive valua-

tions and strong performance. Think back to the dot-

com bubble of the early 2000’s for a great example. 

Start-up technology companies were commonly sell-

ing for 100 times  earnings, in the rare event that they 

had positive earnings. The build-out of broadband 

was such an easily seen vision that investors were 

willing to bet on these new companies with creative 

names.  

 

In March of 2000, Warren Buffett apologized to his 

clients after Berkshire Hathaway stock had dropped 

20 percent in 1999 while the S&P 500 was up 20 per-

cent. An underperformance of 40 percent is sure to 

shake even the most devout clients. But Warren saw 

attractive valuations in his holdings … and could not 

make sense of the new breed of technology compa-

nies. Some people thought he had lost his way in this 

new world. Even Warren expressed some self-doubt. 

 

During that time frame, one had to choose between 

stocks that were attractively valued and stocks that 

were performing extremely well. You could not have 

both. We know how the story ended … Warren had 

not lost his way, and the rest of the world was caught 

up in a mania that quickly disappeared in the wake of 

a 50 percent correction over the next few years.   

Warren’s value stocks held up much better.  

 

A second 50 percent correction came in 2008-2009,       

thoroughly implanting in my head the importance of 

valuations for long-term returns, as well as the power 

of investor psychology over the short term. More    

importantly, these periods helped us formulate tools 

that respect both. 

 

The rally that has ensued since the March 2009 lows 

is approaching eight years in duration. During the 

first seven years, growth-oriented companies out-

performed the value-driven companies that Buf-

fett desires. This long trend gradually pushed up the    

valuations of growth stocks relative to value stocks. 

Finally in March of 2016, the performance trend 

shifted in favor of value stocks. Value stocks now 

had more attractive valuations AND stronger perfor-

mance. In March, we followed suit by shifting our cli-

ents’ portfolios in the same direction. Now with the 

election behind us, we are getting further confir-

mation that this trend is one that could last. As 

such, we took another step in the value direction by 

putting more cash to work in this area.  

 

So now we have portfolios characterized by attractive 

valuations and strong relative performance, with the 

added benefit that value stocks offer higher dividend 

yields and typically less volatility. 

 

One area where our indicators are not confirming 

each other is on is the international front, specifically 

European stocks. After lagging in performance for 

several years, some analysts are making the case 

that the stocks are attractively priced.  

 

This is where our relative strength metrics are 

serving as a sort of “circuit breaker,” keeping us 

from fully participating in these stocks. As we con-

tinue to see the earnings lag and political uncertain-

ties rise, we think there are fundamental concerns 

which are being played out in the form of struggling 

stock prices. At some point, the stock prices will be-

come cheap enough to fully reflect the concerns, thus 

enticing brave new investors. When this happens, our 

tools should highlight the shift and allow us to make 

an initial step toward increasing our exposure, and 

then wait for additional confirmation before possibly 

overweighting this area in our portfolios. 

 

There are many others areas we could discuss —   

rising interest rates, currency movements, politics, 

earnings, etc. — but we have digested a lot in the 

past several months. And there is always something 

one can worry about or analyze. So, while there aren’t 

any bold predictions for you to track in this writing, I 

think it is a good time to reflect on the course of past 

financial markets and be grateful that the markets are 

once again pressing into new highs. We know there 

will  always be ups and downs, some quite severe. 

But we take comfort in the fact that we have a pro-

cess in place to guide us through the twists and 

turns of the markets, that we have a great team of 

co-workers to help with the planning, and that we 

have you as clients that make it all worthwhile.  
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