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Year-end!

2014 year-end celebrations can 
include a little thanksgiving for 
another year of positive returns on 
major stock market indexes.  The 
final numbers are not available as 
of this writing.  Barring a year-end 
meltdown, the equity markets will 
add another positive year. 

There is some speculation in 
the financial press about a possible 
Santa Claus rally before the end of 
December.  We have no idea if this 
will happen.  Wherever the S&P 
500 closes on Decem-
ber 31, this is another 
year where the ‘bull’ 
side of the ‘bull vs. 
bear’ ornament is in 
the up position on the 
office Christmas tree. 

There are other causes for cel-
ebration.  First among them is the 
fact that crude oil is trading below 
$60.00/barrel.  (During the editing 
of this newsletter crude oil traded 
below $57.00 for a day or two.)  
We had an office visitor who 
showed off a Speedway gasoline 
receipt showing a fill-up with a per 
gallon price of below $2.50. 

We expect that lower heating 
oil and natural gas costs will gen-
erate benefits in those parts of the 
country that experience seriously 

colder weather.  This is the time of 
year when such costs are normally 
rising. 

Gas Tax  

We do not see a near-term end 
to lower prices in retail/consumer 
end of petroleum related product 
spectrum.  Recognizing the fact 
that no one solicited our opinion 
on the matter, we think this would 
be an ideal time for State and the 
Federal Governments to raise 
gasoline taxes. 

There is no better time to in-
crease taxes than when financial 
headlines are trumpeting “Ten 
states likely to see gasoline prices 
fall below $2.00.” The majority of 
those ten states are in the gulf coast 
petroleum belt. 

We doubt that the tax will be 
increased.  We still think it is a 
good idea whose time has come.  
We’ll add two caveats to the opin-
ion.  Any increases should be di-
rected exclusively to transportation 
related infrastructure repair and 
development.  Secondly, it is time 
to catch up with modern diesel 
technology by reversing the tax 
differential. The US is the only de-
veloped country that has higher 
prices for diesel as compared to 
gasoline. 
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Volatility: Friend or Foe? 

We’ve observed an interest-
ing trend in the financial ser-
vices industry during the past 
several months.  Those institu-
tions that create financial prod-
ucts for investors have focused 
significant time and energy on 
the subject of volatility.  Two 
factors drive this effort.  One is 
fear and the other is investable 
cash. 

Many retail investors were 
so burned by the declining ac-
count values that marked the 
very bottom of stock market 
during the recession that they 
refused to invest in equities.  As 
a result, they missed a five-year 
run-up in stock prices. 

The second factor is low 
interest rates sustained by Fed-
eral Reserve intervention.  Stat-
ed differently, if fear kept a per-
son out of the stock market, 
they soon discovered that there 
were not a lot of other options.  
The ‘safety’ of CDs, Treasury 
bills, notes, etc., all came with 
low yield that in some cases 
paid less than the inflation rate.  
There is a great deal of retail 
and institutional money sitting 
in cash. 

Volatility, as presented in 
these discussions, is presumed 
to be something threatening, 
something to avoid.  As a result, 
the financial services industry is 
cranking out ‘low volatility’ 

products (i.e., mutual funds & 
ETFs) designed to address this 
‘need.’ 

Volatility often presents op-
portunities.  Young profession-
als making payroll contribu-
tions to 401k’s and other corpo-
rate retirement plans benefit 
from the dollar cost averaging 
effect created by systematic in-
vestment in volatile markets.  
Even seniors can benefit from 
the buying opportunities pre-
sented by volatile ‘up’ and 
‘down’ market movements. 

Some of the investment 
products being presented to in-
vestors suggest that volatility is 
more foe than friend.  Things 
are rarely that simple.  In our 
experience, whenever some 
person or financial institution 
offers an opportunity to manage 
or protect you from a perceived 
risk, the offer comes with a cor-
responding diminished oppor-
tunity for reward. 

Volatility is neither friend 
nor foe.   It is simply one aspect 
of the investment environment. 
Have you ever heard anyone 
complain about upside volatili-
ty that made positive contribu-
tions to their account values? !

ICI Annual Report	


The Investment Company 
Institute (ICI) is the trade orga-
nization for the mutual fund 
industry.  The vast majority of 
mutual funds and related man-

agement companies are mem-
bers of the ICI.  Each No-
vember the organization pub-
lishes an annual report. 

The following figures are 
taken from this year’s report. 

44.3% of US households 
own funds 

54.5 million households 
own funds 

92.7 million individuals 
own funds 

The data is current as of 
June 2014.  We think the figure 
provides an informative per-
spective on some aspects of in-
vesting in the United States.  
There are a great many of us 
who are stakeholders in Ameri-
ca’s capital markets. 

Total Return	


We are committed to invest-
ing for Total Return over time.  
In the world of common stock 
there is a simple formula for 
Total Return: 

      Dividend Yield (if there is a dividend)
+Capital Appreciation (depreciation) 

=Total Return 

If a stock’s share price is 
declining, the total return can 
be negative for a period of time.  
Over time the objective is to 
achieve a combination of divi-
dend income and capital appre-
ciation that outperforms infla-
tion and the adverse impact of 
taxation. 
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Total Return	


Morningstar published a 
slightly different definition of 
Total Return in the October/
November edition of their re-
search journal for financial 
professionals. !

Dividend Yield 
Earnings Growth 

+Change in Valuation 
=Total Return 

There is some additional 
detail here that makes sense to 
us.  Adding earnings growth 
make sense because it is prob-
ably the single largest contrib-
utor to a positive change in 
valuation.  Stable or increasing 
dividend yields plus earnings 
growth are signs of a healthy 
business endeavor. 

By separating out the two 
factors described above from 
Change in Valuation, Morn-
ingstar makes room for the of-
ten irrational move in stock 
prices.  They refer to this as-
pect of the valuation process as 
‘animal spirits.’ 

“We are all hardwired to sali-
vate over what is going up.  
Put another way, the total re-
turn of a stock is a combina-
tion of the true underlying 
growth of a company repre-
sented by dividends and earn-
ings) and a healthy dose of 
animal spirits (represented by 
changes in valuation).” 

The common stock of Tesla 
Motors (TSLA) comes to mind 

as a great example of the ‘ani-
mal spirits’ of valuation change 
trumping dividend yield and 
earnings growth.  The outra-
geous valuation of a fledgling 
company that has yet to meet 
its own goal of selling 35,000 
cars in the US is a case in 
point. 

TSLA’s stock trades at over 
$200.00/share with a market 
capitalization of $27+/- billion.  
There is no dividend. The 
company is losing money at 
the rate of $1.63 per share so 
there is no Price to Earnings 
ratio. 

For comparison, one can 
look at TATA Motors Ltd 
(TATA), (think Jaguar, Aston 
Martin, etc.).  The share price 
is $43.00 with a market capi-
talization of around $24 bil-
lion.  TATA pays a dividend 
and has annual earnings of 
$4.73/share generating a Price 
to Earnings ratio of 9.2. 

We know the two compa-
nies are not comparable in any 
meaningful regard.  Still, this 
comparison exercise highlights 
the role of ‘animal spirits’ in 
the valuation process.  One 
must be inordinately optimistic 
about the future prospects of 
Tesla to be comfortable paying 
$200.00/share for a company 
with negative earnings. 

 [These stocks are included 
simply as examples of the for-
mula discussed. Their use for 
this purpose does not con-

stituent an endorsement or any 
form of investment advice re-
garding the specific compa-
nies.] !

Year-end	


As the year comes to a 
close we are counting our 
blessings and preparing for the 
opportunities to be found in a 
New Year.  We remain grateful 
for the confidence placed in us 
by our clients.  We enjoy this 
work and are grateful for the 
opportunity it affords us to 
work with good people. 

Thank You, 

Stephen & Susan 
!
!
!
!
!
!

“Past performance is no guarantee of  
future returns.”  This statement applies 
equally to the portfolios we manage 
as well as any mutual fund or indi-
vidual security discussed in this pub-
lication.  Compass Points newsletter is 
published for informational purposes 
as periodic communication with 
clients of  The Rose Inc. Investment 
Management & Research.  Discus-
sions of  particular investments do not 
constitute recommendations to buy, 
sell or hold such investments.  Some 
content is drawn from other sources 
that are presumed, but not guaran-
teed, to be accurate.  Nothing in this 
publication should be construed as 
professional advice recommending 
any particular course of  action to a 
reader. 
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