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online shopping sites; even the goods and
services themselves are affected.
In time, some of America’s great
companies may become the buggy whip
makers of our generation. Big Data is
0
bringing big change and not everyone will be
110
able to adapt and survive. If ad dollars are
10
flowing to Google, they are not flowing to
your local newspaper. The world is changing
in ways important to consumers, corporations
and investors.

Data has exploded in the information age.
In the past few years new technology has
made gathering and using data much easier.
According
to
a
recent
study,
approximately 90% of the world’s data has
been created in only the past two years1. Data
is gathered because data is worth money.
To understand the implications of this
great river of information we first must
understand how it flows. You and I are the
source, we share data virtually every day. The
food store will trade you discounts for data,
your bank will trade a debit card for data.
Drip by drip the deluge develops.
Think you can avoid adding your data to 1
the raging river? You may pay cash for 0 1 1
everything and protect your privacy at every 0 0
turn but they will still find you. Do you own
a home? Gotcha! Visit a doctor? Gotcha!
Have a driver’s license? Use the internet? Do
business with a bank? Drip, drip, drip!

Profit from Data
Data = dollars and Google has built an
empire out of that money. Google Disneyland
and voila! Mickey Mouse starts popping up
on every webpage you visit. Heck, just
mention Disneyland in an email and you may
see the same thing if it routes through
Google’s servers. Google gets paid to target 1
101
you with those ads.
01
The availability of all that data and the
potential profit it contains is spawning a “Big
Data” industry. Big Data is changing how
companies work from local retail stores to

Predicting Profit from Data
To avoid the uncertainty of change, Wall
Street spends lots of money to predict the
future: Who will sell us books in the future?
How will we buy our entertainment? Where
will we buy our groceries?
Despite armies of smart folks with
powerful computers and almost limitless data,
predicting is hard to do well. Today’s darling
may turn into tomorrow’s dung heap. The
result is volatility: in the prices of products, in
the value of companies and in our economy.
You may have noticed this volatility in recent
stock market performance.
In the face of these developments I
recommend the following:
1- You have a right to privacy, protect it.
2- Change is constant, be willing to adapt.
3- Expect volatility and embrace it.
4- Think long term and be patient.
1Source:

Goldman Sachs Global Investment Research, IBM,
McClatchy-Tribune, GSAM; Insights 1 Q 2015.
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If you'd be wealthy, think of saving more
than of getting
What you would seem to be, be really.
Wish not so much to live long, as live
well.
Wink at small faults -- remember thou
hast great ones.
Industry, Perseverance, & Frugality, make
Fortune yield.
Beware of little Expenses: a small Leak
will sink a great Ship.
Eat to live; live not to eat.
Would you live with ease, do what you
ought, and not what you please.
Lost time is never found again.

Wizard of Id Comic Strip © John L. Hart FLP, printed
with permission. www.johnhartstudios.com

What Happened to

Oil?
One of the biggest stories on Wall Street in
2014 was the dramatic late-year drop of the price
of oil. After selling for over $100 per barrel in the first
half of the year, the price dropped to about $50 per
barrel by the end of the year.1
Did anyone predict that? No. At least not anyone
I know. Which is a reminder that economists do not
predict well, they are better at explaining things after
the fact. Just between us -- this is not well known by
the economists themselves so you might not want to
bring that up in a social setting. Why did the price
drop so far so fast? The economist would blame
supply and demand, I say it is the Starbucks effect.
When the weather is cold coffee companies sell
lots of expensive steaming beverages; when the
weather is hot they sell less. While most coffee
companies respond by dropping the price per cup,
Starbucks responded by re-defining what they do.
They decided they are not a coffee company, they
nurture the human spirit. So Starbucks sells expensive
iced beverages and other items which help draw in the
flip-flop and shorts crowd.
Unlike Starbucks, oil companies are just oil
companies. Maybe someday they will nurture the
human spirit with wind or solar power but not in 2014.
When demand for oil fell with the global economic
slowdown and supply increased from the U.S. and
OPEC2, the price of oil just dropped. In years past
OPEC has reacted to lower prices by pumping less and
forcing the price back up but this time they folded their
cards. The result was even lower prices.

The Impact of Lower Oil Prices
Now that the stone has been dropped in the pond,
what can we say about the ripples? How will this
affect America’s great companies? Lower oil prices

are bad for some and good for others. Big oil
companies like Chevron and ExxonMobil are none too
happy, the price of their reserves just tanked. Other
companies which use oil are ecstatic. Airlines and
package delivery companies are smiling, one of their
big expenses just shrunk. You should be happy too,
less money going into the gas tank means more to
spend on stuff you enjoy – clothes, gifts, gadgets or
beverages to nurture the human spirit.

What Does All This Mean to Me?
We should all enjoy this while we can. It puts
more money in our pockets and that is a rare and
wonderful thing. From an investing perspective, I
believe oil prices will stay low enough long enough to
push the profits of America’s great companies higher.
This is complicated calculus so the impact will not be
huge and eventually the cost of energy will likely go
higher again. Oil is a volatile commodity and hard to
predict; only the most aggressive investors should dip
their toe into that water. I do expect a rebound but with
oil it is easy to get burned.
1 http://www.infomine.com/investment/metal-prices/crude-oil/1-year
2Organization

of Petroleum Exporting Countries
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Making money in the stock market is
hard, especially in the short term.
Fortunately, investing is a long-term
activity and there are strategies you can
use to increase the likelihood of
success.

Put Fat on the Calf
In the early 1980’s Murphey Favre was
a stodgy 100-year-old investment outfit
headquartered in Spokane. An old money
manager at that firm once told me owning
stocks is like owning cattle. The important
thing is to put fat on the calf. Someday when
that calf has grown into a cow you will want
to sell it. While we don’t know what you will
get per pound, we do expect a fat cow to bring
more than a skinny one.
He was saying investors should focus on
earnings. Earnings are profits and profitable
companies tend to grow. Someday when you
want to sell your stock while we may not
know the price you will get – in investment
lingo the earnings multiple – we would expect
to get more for a company with lots of
earnings.

Consider the Field
The industry is the field in which your
cow grazes. This strategy requires you to take
a step back from the company to look at the
bigger picture.
Microsoft became the king of the personal
computer industry by selling tons of Windows
and Word. When people started buying
tablets and phones instead of PCs, they found
themselves the king of a shrinking hill. The
industry matters because no company
operates in a vacuum.

Watch out for Danger
Some years ago I recall seeing a news
story featuring a devastated former Enron
employee. The fellow was particularly upset
he didn’t have any retirement money left in his
401k. The retirement money was not lost
because Enron took it when they went broke,
the money was lost because he had invested
all of it in Enron stock.
Every company faces dangers on several
fronts. What if the visionary CEO were to
die? What if a natural disaster struck the home
office? If an investor can identify potential
dangers, steps may be able to be taken to avoid
them. Certainly we can all avoid the folly of
the fellow who chose to ignore other
investment options in his 401k and invest all
his money in Enron.
To sum up, investing with a strategy is
wise, especially when investing for growth.
You may benefit by focusing on earnings,
assessing whole industries and avoiding
potential dangers. We have been doing this
for many years and can help you adopt
strategies best suited to your circumstances.

