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HEART TO HEART 
 
Well, that was difficult. It’s hard to put shine or spin on a six 
week bear market. Yes, we were cash heavy. Yes, we 
wrote this might happen in September. Yes, this represents 
a modest buying opportunity. And yes, no one saw it 
coming this quickly.  
 
What happened?  October’s market move started with 
actual economic concerns and then market dynamics 
kicked in during November and December. 
  
Technology stocks were over-owned and many were 
overly optimistic about their prospects. When Apple came 
out with lower than expected earnings, even though they 
were all time high earnings, the shine wore off and animal 
spirits turned into burning effigies. It wasn’t just Apple. High 
flyers like Netflix and Facebook came back down to earth 
as well. 
 
Every industry from mobile devices and hardware 
(Samsung, Apple, LG etc.) to trade related industrials 
(Caterpillar, Boeing) as well as financials (Goldman Sachs, 
Bank of America) are being affected by trade and tariff 
uncertainties. The yield curve briefly inverted, raising 
recession warning flags. China had been quietly 
implementing a blockade of Apple devices, a response to 
ZTE and Huawei sanctions. They also had put a halt to new 
video games and some U.S. based media. The knock on 
effects were a slowdown in semiconductors and hardware. 
Once uncertainty set in, capital investment went down.  
Then the short sellers came in and drove prices down 
further. 
 
Market movement is increasingly driven by algorithmic 
trading, short term positions and automated ETF 
rebalancing (Robo). Directional trading now accounts for 
more than 85% of daily volume. With very little active 
management engaged day to day, public markets are 
becoming less efficient.  The structural weakness should 
have been noticed in the run up to September. A healthy 
market doesn’t run like that, but nobody takes notice when 
things are moving upwards (we had some caution, but 
didn’t see a 20% correction in six weeks). No uptick rule 
(limits downside pressure), no proprietary trading (banks 
can’t take positions to offset lack of liquidity) and no buyers; 
these three things add up to a massive short that can’t be  
 

 
 
 
counterbalanced. Triple long and short positions had 10 
times the volume that normal long and short positions did. 
That doesn’t work in any time frame longer than a few days. 
But it does pound the market down, rapidly. 
 
The initial move in October was compounded by the trade 
war with China, a U.S. central bank that didn’t appear to 
see the economic concern and by the constant news flow 
from an increasingly chaotic White House. We don’t care 
who you voted for, there are positives to being 
unconventional and unpredictable. Those positives do not 
manifest in equity or bond markets. 
 
The good news, there will be snap backs. Other good news 
we are positioned to be highly liquid, even in pure equity 
accounts. We have a lot of cash and short term notes that 
will come due, allowing us to make rational investment 
decisions. Investors cannot take positions or make 
investment decisions during markets like the last quarter. 
Most of the moves are too rapid to make any sense. The 
moves are so rapid they are difficult to capitalize on for both 
amateur and professional investors. Those moves are 
irrational. The best equity positions are built on the ash 
heap of despair. We all have seen the opportunity that 
panic can bring, and a lot of investors still own stock bought 
in 2009, or 2002, or farther back in 1987 and 1981. The 
best positions investors can purchase are those that don’t 
have to be sold.  
 
We have been diligent in trying to create a watch list of 
successful companies that will be relevant for decades to 
come. We attach target purchase prices on those 
companies, and then we try to maintain a disciplined 
approach that allows us to buy those companies when they 
are irrationally underappreciated. Sometimes we get it 
wrong but more often we get it right, and it allows us to hold 
in turbulent times. Purchases slowed significantly in the 3rd 
and 4th quarter of last year. We held a lot of cash. Fewer 
opportunities mean fewer investments, but that is slowly 
changing. 
 
Corporate earnings have risen and will rise again in 2019. 
While earnings have risen, the market multiple on earnings 
has contracted, significantly. A market that once traded at 
20 times forward earnings now trades at 15 times forward 
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earnings. Valuations and dividends are in line or relatively 
inexpensive when compared to Treasury rates. Further, a 
conciliatory stance on trade wars will also help, as will new 
potential trade partners. India, Malaysia, and Indonesia 
represent more people than mainland China. We are 
already less reliant on manufacturing in China, and this 
should continue over the next several years.  
 
We were thinking about how to express optimism when 
markets are in crazy time. We came up with two ideas that 
we think will help people understand a long term view. The 
first is the power of compounding interest assets. The math 
behind compound interest, whether it is fixed interest like 
in a bond, or floating interest like in stock doesn’t matter. 
Time and compounding interest makes people a lot of 
money. A second concept that pairs with compounding 
interest is the utility value of investments. If someone gave 
us $1mn today and said pick ten investments that will be 
worth more in five years – we could get that with a high 
degree of certainty (bonds, stocks or real estate). Give us 
ten years, we get to pick more stocks than bonds, and we 
have a higher degree of certainty. Give us twenty years, 
and it is a 99% chance that we will have more money for 
that investor than he started with, and most likely 
significantly more. The most important thing is to 
understand your time frame.  
 
As we finish up statements and quarter end, the market has 
already shown some resilience. We don’t know if we will 
get back to the highs seen in 2018 this year. Our guess is 
probably not, barring drastic improvement in China and a 
more friendly global economy. Even if we don’t see those 
2018 highs, we still expect 6-8% out of equity markets. How 
this ride goes we don’t know, but we will be patient and 
diligent as we progress through 2019.  
 

THE ACT OF GIVING 
 
Below is an updated list of some organizations our clients 
are helping today.   
 

All Local Food Banks 
 www.sfmfoodbank.org 
 www.shfb.org 
 www.foodbankccs.org 
 www.refb.org 
 

Bloom Marin 
www.bloom.org 

 

Maya’s Music Therapy 
www.mayasmusic.org 

 

Friends of the Urban Forest 
www.fuf.net 

 

Guide Dogs for the Blind 
www.guidedogs.com 

 

Doctors without Borders 
www.doctorswithoutborders.org 

 

The Nature Conservancy 
www.nature.org 

National Kidney Foundation 
www.kidney.org 
 

Guide Dogs of America 
www.guidedogsofamerica.com 
 

Golden Gate National Parks Conservancy 
www.parkconservancy.org 
 

Fine Arts Museums of San Francisco 
www.famsf.org 

 

Canine Companions for Independence 
   www.cci.org  
 

Alzheimer’s Association 
 www.alz.org 
 

The Foundation for Rotary International  
   www.therotaryfoundation.org 
 

Wildcare 
 www.wildcarebayarea.org 
 

Homeward Bound of Marin 
 www.hbofm.org 
 

Whistlestop 
 www.whistlestop.org 
 

  FINCA 
 www.finca.org 

 

Sonoma Land Trust 
 www.sonomalandtrust.org 
 

Friends of the Earth 
 www.foe.org 

 

 The American Friends Service Committee 
 www.afsc.org 
 

 Amnesty International 
 www.amnestyusa.org 
 

 Eastside College Prep  
www.eastside.org 

  

 Northern Sierra Partnership 
  www.nothernsierrapartnership.org 
 

 American Bird Conservancy 
 www.abcbirds.org 
 

 The Cornell Lab of Ornithology 
 www.birds.cornell.edu 
 

 Mono Lake Committee 
 www.monolake.org 
 

 California Trout 
www.caltrout.org 

 

 Tahoe Rim Trail 
 www.tahoerimtrail.org 
 

 Ocean Conservancy 
 www.oceanconservancy.org 
 

Global Fund for Women 
 www.globalfundforwomen.org 
 

Marine Applied Research & Exploration 
 www.maregroup.org 
 

Marin Agricultural Land Trust 
 www.malt.org 
 

Walk to End Alzheimer’s – San Francisco, CA 
 www.act.alz.org/sanfrancisco2019 
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