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Volatility is generating news
coverage lately. (Perhaps we should
say the news is generating volatility
lately.) We’ve seen market swings
up and down in hundreds of points
within the course of a single day on
multiple occasions. “There have
been 28 swings of at least 1 percent
on the benchmark S&P 500 this
year, up from 7 last year.”

We believe in ‘efficient markets’ with some qualifications. One
is time. It takes time to sort out a
reasonable ‘value’ for a stock. Another major consideration is the
growing impact of the news cycle
on prices. We’ll offer four examples where news may have a shortterm impact on the price of stocks
and/or the market and our view of
the relative importance of those
impacts.

Financial Times, 04/12/2018
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We think it is worthwhile sharing how we tend to view news. We
think it is important particularly in
a time when headlines seem to
drive increased levels of volatility.
The news cycle has clearly become
part of the ’digestive’ process of
short-term market values.
Background
A friend recently shared a reference to Burton Malkiel’s 1973
book, “A Random Walk Down Wall
Street.” The central idea of the
book was what came to be known
as the ‘Efficient Market Hypothesis.’ The short form of the hypothesis affirms that, “… a stock’s price
incorporates all the available
knowledge about the value of the
company …”
Wikipedia, “A Random Walk Down Wall
Street”

Categories of News
The first instance is news that
we view as being tied to a market
cycle. We’ve written frequently in
recent newsletters about expecting
a market correction. The stock
market is nine years into a bullish
run. That is a long time. There is
ample evidence of some fairly valued companies and some outrageously overvalued companies. We
view this kind of news as being
roughly analogous to a weather report. It is a simple assertion, ‘rain’
is likely. It does not move markets,
it simply reports on them.
We might label another category of news as ‘trend’ or ‘topic’
commentary. This kind of news can
move markets. The recent beginning of what looks as if it could
become a full-blown trade war between the United States and China
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is a case in point. The issues in
this instance are substantive and
can drive markets. The news
itself becomes a component in
the process of attempting to sort
out possible impacts on corporate profits and global supply
chains.
The intersection of public
policy and economics is difficult to parse in the simplest of
times. Saber rattling on a global scale only makes things more
complex.
The recent news focus on
FANG stocks (Facebook,
Apple/Amazon, Netflix &
Google) is yet another kind of
driver impacting stock prices.
Facebook’s lack of functioning
privacy controls raised issues
about all of the FANGs being
‘too large’ and ‘under-regulated.’ In this case, the fortunes of
one company can have a negative impact on a sector or group
of apparently comparable companies.
The fourth example is what
is best called ‘hard’ news. For
example, on April 9 “…shares
of AveVis Inc. rallied over 80%
after the clinical-stage gene
therapy company announced an
agreement to be acquired by
Swiss drug maker Novartis for
$218.00 per share…” Whatever
the value of the stock before the
announcement, we know after
the news what a willing buyer
and seller will accept as fair
value.
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A final category of news
might be labeled ‘go figure!’
These are cases when there is
an apparent disconnect between
the nature of the news and what
happens once it is reported.
In the middle of April three
major US banks reported significantly better earnings per share
and quarterly revenue figures
than analysts forecast.
The
stock price of all three banks
fell. Go figure!
News & Investment Decisions
Although we believe that
markets are generally efficient
mechanisms for determining
the value of public companies,
we also believe that the daily
news has little or nothing to do
with that process. Clearly it is
important to stay informed.
That said, we also think it is
import to affirm that we rarely
if ever make an investment decisions based on news.
In fact, making investment
decisions based on news is a
very effective strategy for losing money. Focusing on the
news of any given market is
something akin to confusing the
fans in the bleachers with the
teams playing basketball on the
court. The bleachers generate a
lot of noise, but they do not
score points.

Borrowing words from Burton Malkiel’s 1973 work, it is
important not to confuse the
‘news’ with ‘knowledge.’
Transparency
From the beginning of The
Rose Inc., we’ve set a standard
of transparency regarding the
fees we charge. Our clients and
the fees they pay are the only
source of income for the firm.
Fees and the calculations upon
which they are based are shown
clearly in each quarterly invoice.
We describe our business
model as being ‘fee only’. This
is our way of avoiding any conflict of interest in the recommendations that direct our
work. This doesn’t mean that
we are always right. It does
mean that our economic interests are tied directly to the financial interests of our client.
We think this is important.
Every year we run across surveys reporting that 60 or 70
percent of consumers do not
know or fully understand what
they are paying for financial
services and products. The fact
that we consistently disclose the
fees we charge has occasionally
cost us business when compared to other firms. We still
think that transparency is the
best approach.
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Department of Labor
Fiduciary Rule
The prior administration in
Washington DC tried in a less
than effective way to impose a
fiduciary standard on some aspects of consumer’s financial
affairs. The focus was on retirement accounts and the advice that surrounded them.
That was the reason the rule
making authority originated in
the Dept. of Labor. Hence the
‘DoL Fiduciary Rule.’
A fiduciary is bound by law
to place their client’s financial
interests ahead of their own.
Applying that standard to retirement accounts seemed like a
good idea. This is particularly
true since retirement plans are
usually a person’s largest asset
after their residence.
There is currently no uniform standard of conduct. The
rules vary on both conduct and
disclosure. Ask an insurance
agent the amount of the sales
commission on a product under
consideration and you might
generate a response without
getting an answer. Stockbrokers
are not fiduciaries. They are
bound by a ‘suitability’ rule,
i.e., is this product suitable for
this client, a lesser standard
than the fiduciary rule. Registered Investment Advisers and
bank Trust Officers are bound
by the fiduciary rule.
The good news is that there
is an effort afoot to create a uni-
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form standard. The bad news is
that the current administration
is delaying action on the work
of the prior one. That alone is
not all bad news. The first attempt at regulatory oversight
was so convoluted and compromised as to be down right
clunky. This is an important
issue. None of us should be
surprised that a reasoned and
effective standard may be years
in the making.
ADV Offer
Every year we offer to mail
or email a copy of our current
form ADV. This is the form we
file with the office of the Secretary of State as a state registered investment adviser. The
form is updated annually. If
you would like a copy of the
current form give us a call or
send an email request.

Thanks for reading!
As always, we are grateful for
your support and confidence.

Stephen & Susan
You can also access our
newsletters on our website
www.theroseim.com.

“Past performance is no
guarantee of future returns.” This
statement applies equally to the
portfolios we manage as well as
any mutual fund or individual security discussed in this publication. Compass Points newsletter is
published for informational purposes as periodic communication
with clients of The Rose Inc Investment Management. Discussions 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
guaranteed, to be accurate. Nothing in this publication should be
construed as professional advice
recommending any particular
course of action to a reader.

