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OUR INVESTMENT OUTLOOK

The quarter just ended played host to a continuation
of recent economic fears. In Europe, anxiety over the
potential disintegration of its 17-nation currency, the
euro, coincided with further economic deterioration
of the southern countries and a slowdown for
those in the north. Global raw materials industries
slumped in the wake of decreased manufacturing
activity in China where economic growth slowed to
a disappointing 6%. More disappointing, however,
is how unthinkable the possibility is for 6% growth
in the U.S. economy. Domestic unemployment
remains stubbornly high and the fragile recovery
teeters once more. U.S. financial markets rose during
the quarter, however, because bad economic news
led market participants to anticipate correctly addi-
tional central bank stimulus.1 [Notes appear on page 8.]

When the market’s behavior so detaches itself
from economic fundamentals, Cheviot’s perform-
ance is likely to lag – and it has in recent quarters.
We appreciate our clients’ longer-term outlook – as
it matches our longer-term style of investing – and
we believe the results have been rewarding as set
forth in the following table:

In the third quarter, the Bank of Japan announced
another $127 billion of asset purchases, the head 
of the European Central Bank (the ‘‘ECB’’) stated 
it will ‘‘do whatever it takes’’ to stimulate, and the
U.S. Federal Reserve (the ‘‘Fed’’) embarked on its
latest large scale economic support effort.3 Dubbed
QE3 (short for quantitative easing, part III), the
Fed will add $40 billion more per month to 
purchases of mortgage backed securities with the
goal of lowering unemployment.

Economic theory suggests that employment
will increase after a rise in demand for goods 
and services. The circuitous route through which
stimulus will impact employment, to hear Fed
Chairman Ben Bernanke describe it, is that a 
lowering of mortgage rates will spur cheaper and
increased mortgage borrowing. This should
improve the housing market (and by ‘‘improve,’’
the Fed means higher housing prices yet offers no
apologies to prospective home buyers). Moreover,
the abysmally low interest rates on historically safe
savings vehicles, CDs and bonds, should encourage
an investor stampede into other assets, notably
stocks. Greater stock portfolio values and higher
home prices should create a ‘‘wealth effect’’
whereby consumers, propelled by their larger 
investment account, are more inclined to spend.
Consumer spending accounts for nearly 70% of
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domestic economic activity; its increase should
push business profits higher thus causing greater
demand for workers.

Obviously, this cause and effect relationship is
anything but direct.4 Ray Dalio, manager of the
world’s largest hedge fund, explains: ‘‘When the
Fed makes a purchase. . . the key [question] is are
you getting the money into the hands of that person
who’s going to use it in the way you want it to be
used? If you go buy a mortgage backed security or
Treasury security, that’s probably not going to be
good enough. It now gives [money to] the owner
of that Treasury bond. They’re going to want to buy
something that’s like a Treasury bond because
that’s what they had before or something like a
mortgage backed security and that particular
problem is how do you get that into spending? It’s
a long way between that person who’s holding
that financial asset and the guy who’s going to buy
a car or a house.’’5

Fiscal policy (that which relates to the 
expenditures of our federal government and the
taxation of its citizens) gets money into or out of the
hands of those who might spend it. We have seen
this in recent years with temporarily stimulative
programs like ‘‘cash for clunkers’’ and the 
first-time home buyer’s tax credit. On the other
hand, today’s monetary policy, specifically, 
financial asset purchases by the Fed, does little
more than shift money around within the 
financial markets.

Our take is that Bernanke indeed recognizes
the distance between his Fed’s actions and the
stated goal of increasing consumer spending.6 His
public discussion of the wealth effect is likely
something of a red herring for the debt monetization
being implemented. (Debt monetization occurs
when the government buys its own debt with
newly created money.) Buying large amounts of
outstanding and newly issued debt keeps interest
rates low and helps fight the deflationary forces
which naturally occur once these debts, both public
and private, become too burdensome to service
through current income. 

Bernanke’s take-away from the Great Depression
is that not enough stimulus took place in the 1930s

and that what did occur was withdrawn too soon.
Earlier in 2012, when he stated that additional
stimulus was off the table, the gold price fell 
immediately and stocks swooned not long after.
We were surprised by the market’s credulity. We
said in this publication’s April 2012 issue, ‘‘Given
Bernanke’s history of helping to guide a Fed that
keeps rates excessively low (the Fed held rates at 1%
for 2.5 years beyond the end of the 2001 recession),
we again expect the Fed to keep rates artificially
low for longer than it should.’’ 7 In September, the
Fed made public its expectation ‘‘that a highly
accommodative stance of monetary policy will
remain appropriate for a considerable time after
the economic recovery strengthens.’’ 8

Bernanke continued, ‘‘If the outlook for the
labor market does not improve substantially, the
Committee will continue its purchases of agency
mortgage-backed securities, undertake additional
asset purchases, and employ its other policy 
tools as appropriate until such improvement is
achieved . . .’’ This begs the question: what is 
substantial improvement?

In the 25 years prior to the December 2007 start
of the ‘‘Great Recession,’’ unemployment in the
United States averaged less than 6%. The Fed
prefers a rate closer to 5%. At today’s pace of
improving employment, achieving such levels will
take time. Using the last 12 months’ average
monthly job gains – 151,000 jobs added – reaching
an unemployment rate of 7% would take three
years. At this same pace the U.S. won’t reach 
an unemployment rate of 5.5% until 2019. The
unemployment rate was 4% for nearly the entire
year in 2000 but nobody expects that level to be
reached again in the foreseeable future. 

Former Fed Chairman Paul Volcker adds: ‘‘I
think people think the quantitative easing helps
pep up the stock market and may reduce long-
term interest rates a little bit. But I don’t think it does
enough to make a really significant difference 
in the basic outlook, which remains one of limited
job creation in the private sector, but not really
enough to reduce the unemployment rate at all
rapidly.’’ 9 Noted investor and economist Dr. Marc
Faber makes his case thusly: ‘‘If debt and money
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printing equaled prosperity, then Zimbabwe
would be the richest country.’’

Yet Bernanke, heeding the Fed’s dual mandate
of price stability (neither too much nor too little price
inflation) and full employment (thought to occur
in the range of 4% to 5% unemployment), has tied
continued quantitative easing to a ‘‘substantially’’
lower unemployment rate. Essentially, the Fed is
stating as boldly as it can that it, like the ECB, will
do ‘‘whatever it takes,’’ potentially debasing the
U.S. dollar against various assets for many years.
Should the substantial reduction in unemployment
not take place until some time between three and
seven years from now, expect to see much more
quantitative easing along the way. And on the 
off-chance that future fiscal belt-tightening were to
be enacted inside the beltway, the likely negative
impact to the economy would hinder employment
growth resulting in an increased probability of more
monetary stimulus from the Fed.

In the short run, we foresee the Fed’s next step
being the implementation of another round of
stimulus near the end of this year, a mere three
months after the beginning of this most recent
iteration. We expect market participants eventually
to realize that monetary debasement will occur
indefinitely. By that time, the market should find
great comfort in precious metals related securities.

But the market is nowhere near that point yet.
Also in this publication’s April issue we said,
‘‘Ignoring the longer-term requirements and 
ramifications of over-indebted and deleveraging
economies, the market shuns gold and gold-related
investments each time Bernanke indicates that the
Fed may not continue attempting to stimulate the
economy.’’ With gold and many gold mining 
company shares still priced below their levels in
February when Bernanke panned the idea of
increased stimulus, we find this sector remains
highly attractive now that the stimulus spigot is
freely flowing with no end in sight. Still, it is
impossible to say when the market will appreciate
this scenario.

Referring to those who do not have a consid-
erable gold position, we return to Ray Dalio who
recently said: ‘‘There’s no sensible reason other

than you don’t know history and you don’t know
the economics of it.’’10

Yielding to Herd Behavior

Bill Gross, manager of the world’s largest bond
portfolios, opined earlier this month that continued
funding of the U.S. fiscal deficit by the Fed through
debt monetization will lead to greater inflation ‘‘and
the dollar would inevitably decline. Bonds would
be burned to a crisp and stocks would certainly 
be singed; only gold and real assets would thrive
within the ‘Ring of Fire.’’’11 Brushing off these
warnings, market participants further bid up the
prices of bonds and select dividend paying stocks
(the latter for those investors willing to assume
incremental volatility).

Bond yields are abysmally low. As of this 
writing, the 30-year U.S.Treasury bond pays annual
interest of 2.82%. The average yield during the last
30 years is nearly 8%. What would happen to the
investment of today’s bond buyer should, in five
years, these bonds yield what they did ten years ago
or 5.8%? The principal value of the bond would
decline by more than 40%. Interest earned over
five years would offset that loss by 14%, leaving
the bondholder with a 26% capital loss. So much
for bonds always being safe.

Notably, 30 years ago when interest rates were
higher than the rate of inflation (the opposite of
what we have today), the Fed, then chaired by Paul
Volcker, was intent on reducing future inflation. That
made bonds purchased then all the more valuable.
Today, with bond investors locking in genera-
tionally low rates well below that of the rate of
current inflation, we have a Fed whose actions will
likely push future inflation higher. This, illustrated
by the above example, is how bond values get
‘‘burned to a crisp.’’

Market participants are similarly clamoring
for the shares of seemingly safe dividend paying
companies. But the relatively high prices for these
shares create the risk of subsequent investor dis-
appointment. Today, top dividend payers are priced
at their highest level relative to other investments
in generations. Utilities and real estate investment
trusts (‘‘REITs’’), two industries we have owned

3



and would like to own again at lower and hence
better prices, carry valuations far higher than their
historical averages.

Through years of study and experience, a theme
we see repeated is that the investor who over-
reaches for yield often loses principal. A better grasp
of financial history could prevent this, perhaps
keeping many investors out of today’s overpriced
sectors of the market. But the crowd will do as it
pleases until it learns its lessons the hard way. 
We will continue to think independently about
investing, ignoring the crowd other than to see
what opportunities it presents us.

ELECTIONS AND THE STOCK MARKET

With the upcoming presidential election it is 
common to encounter speculation about which
candidate or party might boost stock market
returns and which could depress them. And we are
often asked which candidate or party will provide
us with a better or worse stock market reaction.
Given the current level of curiosity, we examine
how stock market performance may – or may not
– correlate with a presidential election. 

It is often assumed that stock market returns
are higher when a Republican president occupies
the Oval Office. A common perception is that
Republicans are fundamentally pro-business and
anti-tax, whereas Democrats are often perceived as
anti-business and in favor of taxes that redistribute
wealth to the lower socioeconomic classes.
Somewhat surprisingly, according to a 2008
Vanguard study, stock market returns since 1852
are virtually identical regardless of which party is
in office. For the nearly 160 years surveyed, stocks
returned 8.66% annually under Republicans and
8.97% per year for Democrats.12

Perhaps this counter-intuitive reality stems
from investor pessimism about the future of the
economy when it becomes clear that a Democrat
will win the presidency. Investors cause share
prices to rally when they are pleasantly surprised
that the economy produced better than anticipated
results. Perhaps the stock market rallies on the hope
that a Democrat is more likely to use government
spending to stimulate the economy. Possibly, share 
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prices rise ahead of a Republican victory– the market
is forward looking – and then cool down over time.
The old adage on Wall Street is ‘‘buy the rumor, sell
the news.’’ Whatever the cause, let the speculating
begin (and we will leave that to the speculators). 

Tying stock market performance exclusively to
the party of the president ignores other stronger
influences, such as the majority party in Congress
over the same periods. Since tax legislation originates
in the House of Representatives, the composition
of this legislative branch appears to be a better 
predictor of stock market performance than who
occupies the White House. The actions of the
Federal Reserve, through its attempts to boost or
hinder economic growth, likely carry with them a
stronger correlation to the movement of prices on
Wall Street than any other government entity.13

Other factors have a powerful influence over the
direction of the stock market including investor
perception pertaining to the state of the domestic
and global economy, currency fluctuations, 
business cycles, and the like.

Regardless of which party occupies the highest
office, an examination of stock market perform-
ance as measured by the S&P 500 Index from 1948
through 2008 shows a relatively strong relationship
between stock market performance and the election
cycle. The data show that the stock market’s 
performance, on average, is worst in the first year
of a presidency. The market is more likely to reach
bottom in the second year than any other presi-
dential year. The third year average performance is
the greatest of the four years.The fourth and much
ballyhooed election year, usually plays host to
another strong showing.14

From 1948 to 2008, had a market participant
purchased stocks on October 1st of the second year
of the presidential cycle and sold on December 31st
of the election year, the market participant would
have seen the investment grow by a staggering
7,170%. However, if the market participant had
done just the opposite (sold shares on October 1st of
the second year of the presidential cycle and bought
stocks on December 31st of the election year), that
person would have seen the commitment lose 36%
over the same period of time.



How reliable is this study? Not very. Even
though the data show a seemingly high correlation
between the stock market’s performance and the
year of the presidency, the period of time measured
is too short to be statistically significant. It is worth
considering what would have happened if one
pursued this strategy before the last election. The 
presidential cycle speculator would have bought
stocks near their 2006 peak and sold them after
having lost almost 30% in 2008. What’s worse, by
not buying stocks again until October 2010, the
presidential cycle enthusiast would have missed
outsized gains in 2009. It appears that this concept
works well on the occasions when it works at all –
but when it doesn’t, it fails miserably. And among
the world’s best investors (including Warren Buffett,
John Templeton, Peter Lynch, and Julian Robertson,
to name a few), never has one of them credited the
election cycle as reason for their success.15

A more reliable study which correlates stock
market behavior with the presidential election shows
the stock market’s ability to predict the party of the
next president.The price performance of the S&P 500
during the three calendar months leading up to 
the presidential election has been a good predictor
of whether the president or his party would be re-
elected or replaced. A price rise in the S&P 500 Index
from July 31st through October 31st traditionally
has predicted the reelection of the incumbent person
or party, while a price decline during this period has
pointed to a replacement. Since 1948, this election-
prognostication method accurately predicted 88% of
the time which party would win the election. Going
further back, to 1900, and using the direction of the
market during the last 60 days before the election
yields an accuracy rate of 89%.16

The reason for this is not that the stock market
has any immediate connection to the presidential
candidates. It does, however, reflect economic 
sentiment in the period when undecided voters
are determining their preference. Additionally,
and in a reflexive way, the stock market can
improve or hinder the voter’s feeling toward the
economy. For many individuals, it is natural to
assume that a rising stock market is the product of
a healthy underlying economy.

Of course, we ignore these simplistic tools 
of prognostication when it comes to investing.
Regardless of who wins in November, the banks will
still be in oversupply of both cash and the hesita-
tion to lend it, a large percentage of homeowners
will remain underwater on their mortgages, and
the Federal Reserve will continue to buy huge
amounts of newly issued U.S. government debt 
to suppress the rate of interest the Treasury pays
against it. Though we expect it will soon be delayed,
the enormous ‘‘fiscal cliff,’’ which threatens to enact
large tax hikes and spending cuts in January 2013,
is our economy’s sword of Damocles.

Political outcomes, difficult in their own right
to predict, are often too indirectly related to the
stock market for them to be significant to us as
long term investors. We pay little attention to the
direction political winds are blowing and focus our
analysis on the businesses and industries in which
we have an interest. Our goal is to find relatively
safe investments poised for growth consistent with
our understanding of the underlying fundamentals
of the economy and stock market. This remains true
regardless of who is elected. That said, and with
89% odds in our favor, we would happily place a
friendly wager on the outcome of this election – as
long as we bet after October 31st.

COMPOSITE PORTFOLIO

In 1997 we established our Balanced Portfolio
Composite (the ‘‘Composite’’) using client data
beginning January 1, 1992. The Composite includes
all fully discretionary, fee-paying accounts over
$250,000.00. The Composite assets are allocated
principally among the following asset classes:
equities (common stocks), fixed income (bonds)
and cash. Cash is allocated in accordance with the
views of our firm’s investment officers regarding
the relative desirability of being more or less fully
invested in other asset classes from time to time.

In the Composite, client accounts are combined
for performance reporting purposes to provide 
a ‘‘Composite’’ return. The Composite represents
actual money invested for clients. The table on
page 7 sets forth the holdings in our Composite as
of September 30, 2012.
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Holdings are subject to change. It should not
be assumed that recommendations made in the
future will be profitable or will equal the 
performance of securities in this newsletter. The
information contained herein is based on internal
research derived from various sources and does
not purport to be statements of all material facts
relating to the securities mentioned.The information
contained herein, while not guaranteed as to 
accuracy or completeness, has been obtained from
sources we believe to be reliable. Opinions
expressed herein are subject to change without
notice. Cheviot Value Management or one or more
of its officers may have a position in the securities
discussed herein and may purchase or sell such
securities from time to time.

In the three months ended September 30, 2012,
the bonds of CareFusion and Hewlett Packard
matured and we purchased Safeway bonds due in
2014. We added to our position in Market Vectors
Gold Miners ETF and initiated a position in the
shares of Chesapeake Energy.

Headquartered in Oklahoma City, Chesapeake
Energy (CHK) acquires, develops, and produces
natural gas and oil properties throughout the United
States. Founded in 1989 with ten employees and
starting capital of $50,000, the company is now the
second largest domestic natural gas producer (it
was the country’s largest until the 2010 purchase 
of XTO Energy by Exxon Mobil). Chesapeake
maintains large natural gas interests in West
Virginia, Pennsylvania, Louisiana and Texas as
well as parcels of oil rich land in Texas, Oklahoma,
New Mexico and Wyoming.

Years of enthusiasm for energy assets of all
kinds peaked in 2007 when oil reached $147 per
barrel and natural gas surged past $13 per mcf
(thousand cubic feet). In those years, energy 
producers – Chesapeake chief among them –
fueled by easily available debt financing, quickly
acquired large swaths of land at ever-higher prices.
New drilling technology, it was believed, would
enable these acquirers to profitably access and
develop heretofore unreachable energy deposits.

When energy prices collapsed in 2008 (peak 
to trough, oil and natural gas prices fell by nearly
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70% and 85%, respectively), the fortunes of the
energy producers turned. In the spring of 2012 and
with natural gas prices hovering near $2, producers
were unable to generate energy profitably. The
number of natural gas rigs in use nationwide,
greater than 1,600 at its peak, fell to less than 500 
in the first half of this year. Chesapeake, like
numerous competitors, was feeling the pinch of
too little cash flow and too much debt.

A cash crunch ensued, forcing the company
this year to sell off some assets and reduce spending
to avoid the violation of certain debt covenants on
bank loan agreements. Controversy swirled around
Chesapeake as its founder, Chairman and CEO,
Aubrey McClendon, made headlines with a handful
of dubious personal financial deals involving 
company assets. Despite McClendon being one of
only eight CEO’s who can boast a 20-year track
record of 20% or greater annualized share price
appreciation, CHK’s share price cratered by more
than half from its 2011 peak near $35.

In the spring of 2012, large activist investors –
now holding more than 25% of CHK – enacted what
Institutional Shareholder Services (a corporate gov-
ernance services provider) referred to as the ‘‘high-
water mark and one of the biggest protest votes ever
registered at a U.S. annual meeting.’’ This resulted
in stripping McClendon of the Chairman’s duties
and replacing him with the former CEO of
ConocoPhillips, Archie Dunham. Dunham is an
accomplished operator having sold a variety of
Conoco’s assets to improve its balance sheet.

Soon, seven of CHK’s nine board members will
be shareholder appointed. One member is Lou
Simpson, known for managing billions of dollars
over many years for Berkshire Hathaway and whom
Warren Buffett praised as,‘‘a cinch for the investment
Hall of Fame.’’ Said Carl Icahn, CHK’s second largest
CHK shareholder: ‘‘Chesapeake is now heading in
the right direction. With the Board providing strong
oversight, the management team will be sharply
focused on realizing the value of its assets and the
company will be well positioned to create substantial
value for shareholders going forward.’’

In addition to asset sales and reduced spending,
the company is shifting almost 90% of its ongoing



budget toward drilling for higher priced oil. This
shift is industry-wide and today’s 13-year low rig
count should have the exact opposite impact on
supply as the dramatic spike in rigs had a few years
ago. Just as increased supply then caused a sharp
decline in the price of natural gas, reduced supply
should eliminate the glut and support the price.
With natural gas prices so low, its use in electricity
generation exceeded electricity production at coal
fired plants for the first time in U.S. history. 

A barrel of crude oil has 5.8 times the energy
equivalent of one million BTU’s of natural gas.
While one barrel of oil has historically cost more
than 5.8 times one million BTU’s of natural gas –
the average has been near 8 – today’s prices for oil
are roughly 30 times higher than natural gas. Due
to this wide disparity between the relatively high
price of oil and the cheap price of natural gas,
companies such as FedEx, UPS, Coca Cola, and
Wal-Mart are converting their truck fleets to be
natural gas powered. A nationwide interstate 
re-fueling infrastructure is nearly finished. Perhaps
these developments, whereby the oversupply and
subsequent low price of a good is met with
increased demand, will some day prove the adage,
‘‘the cure for low prices is low prices.’’

Large energy companies with an understanding
of longer-term energy price cycles may find
Chesapeake’s collection of assets of interest. And,
by various calculations, the value of CHK’s asset
base is worth substantially more than the total 

market value of the company’s shares and debt.
CHK’s large activist shareholders are vocal in their
unwillingness to let an acquirer scoop up all of
Chesapeake on the cheap. The Board continues to
vote with its money, too. Chairman Dunham along
with other Board members purchased meaningful
quantities of CHK stock. And the legendary Lou
Simpson bought $5.4 million worth of shares at an
average price 44% higher than Cheviot’s average
cost during the quarter.

Composite Portfolio Holdings
as of September 30, 2012

Security Pct. Assets

Market Vectors Gold Miners ETF 11.3
Newmont Mining 9.7
Berkshire Hathaway 6.8
Federated Prudent Dollar Bear Fund 6.4
Central Fund of Canada 6.3
Pfizer 4.6
Wal-Mart Stores 4.5
Pan American Silver 3.5
Federated Prudent Bear Fund 3.4
Microsoft 3.4
Johnson & Johnson 3.3
Medtronic 3.1
Abbott Laboratories 2.8
Avon Products Inc., 4.800% due 3/1/2013 1.4
Chesapeake Energy 1.3
Pitney Bowes, 3.875% due 6/15/2013 1.1
Leucadia National 1.0
Markel 1.0
Merck 1.0
Becton, Dickinson & Co. 0.9
Berkshire Hathaway, 7.125% due 10/15/2023 0.9
Chevron 0.9
CVS/Caremark 0.9
ConocoPhillips 0.8
Laboratory Corporation of America 0.6
Safeway Inc., 6.250% due 3/15/2014 0.5
Other 2.2
Cash Equivalents 16.4

Total 100.0
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COMPOSITE PERFORMANCE DISCLOSURE

The performance results displayed herein represent 
the investment performance record for the Balanced
Portfolio Composite, a Composite of balanced accounts
managed by Cheviot Value Management, LLC, a 
registered investment adviser under the Investment
Advisers Act of 1940.

The Composite returns are total, time weighted
returns expressed in U.S. dollars and include the 
reinvestment of dividends and other earnings and 
the deduction of transaction charges and investment
advisory fees of 1% per annum. The time period 
commencing 1/1/2000 is used as a standard measuring
point as that is the date current investment personel
have been active in portfolio management.

The S&P 500 Index is a market capitalization
weighted index of 500 of the largest U.S. companies.
The returns for the S&P 500 Index are calculated on a
total return basis with dividends reinvested. The S&P
500 Index is not available for direct investment.

Past performance is no guarantee of future results.
Any investment in marketable securities has the possi-
bility of both gain and loss. Results will vary among client
accounts. The actual return and value of an account will
fluctuate and at any point in time could be worth more
or less than the initial amount invested.

The CVM Balanced Portfolio Composite has been
examined by independent verifiers for the periods from
January 1, 1992 through December 31, 2011. A copy of
this examination report is available upon request.

NOTES
01This is reminiscent of the Bizarro World, the cube-shaped planet of

Marvel Comics, where all that occurs is the opposite of that which
is normal on earth. In one Bizarro World episode, for example, a
salesman is doing a brisk trade selling Bizarro bonds. His sales
pitch: ‘‘Guaranteed to lose money for you!’’ (Given the low rates of
interest on bonds today, we’re certain he would do an equally
brisk business on earth right now.)

02For a description of the S&P 500 and our Balanced Portfolio
Composite, see Composite Performance Disclaimer on Page 8.

03The ‘‘race to debase’’ is back! After a brief pause, over-indebted
nations are again engaged in further debt monetization as a way to
keep their borrowing costs low, make their debts more manageable,
and lower their respective currency values. 

04When we think of the justification for greater monetary stimulus of
this type, as presented by Fed Chairman Bernanke, we are reminded
of Mark Twain’s comment, ‘‘Is the world being run by smart 
people who are putting us on, or by imbeciles who really mean it?’’

05http://www.cfr.org/business-and-foreign-policy/conversation-
ray-dalio-video/p28984

06Surely, he’s putting us on.
07See ‘‘Precious in All But Recent Perception’’ online at: http://

c h e v i o t v a l u e . c o m / w o rd p re s s / w p - c o n t e n t / u p l o a d s /
2010/10/Investment-Values_April-2012.pdf

08http://www.federalreserve.gov/newsevents/press/monetary/
20120913a.htm

09http://www.thedailybeast.com/newsweek/2012/09/16/
paul-volcker-on-greedy-bankers-the-ryan-plan-and-the-fed.html

10http://www.cfr.org/business-and-foreign-policy/conversation-
ray-dalio-video/p28984

11h t t p : / / w w w . p i m c o . c o m / E N / I n s i g h t s / P a g e s /
Damages.aspx; ‘‘Ring of Fire’’ is Gross’ way to describe the fiscal
location of the most indebted large countries with the greatest
budget deficits. Those residing in the ‘‘Ring of Fire’’ include Japan,
the U.S., the U.K., Greece, Spain, and France. Notably, with his own
money, Gross owns more stocks than bonds at this time.

12There are other studies which survey shorter time periods and
conclude that one party is more likely than another to preside over
a rising stock market. But, from a statistical standpoint, the sample
size is more meaningful when more years are included. And, there
is the tendency for a greater number of years to cause the results to
even out. For example, if you took any given year or even decade
of games played between the Dodgers and Giants, one team could
dominate the other. Yet since their first meeting in 1883, and after
nearly 2,400 games, the two teams are nearly even: 50.5% of victories
went the Giants’ way versus 49.5% for the Dodgers. 

13In fact, a recently revised Federal Reserve Bank of New York report
makes the case that the vast majority of stock market gains since 1994
have occurred in the brief window leading up to Federal Open
Market Committee announcements; http://www.newyorkfed.org/
research/staff_reports/sr512.pdf

14‘‘Presidential Elections and Stock Market Cycles: Can you profit
from the relationship?’’ Marshall Nickles, EdD. Graziadio School
of Business and Management Review, 2004 Volume 7, Issue 3

15In fact, they suggest not following such events, per Peter Lynch: ‘‘I
think people are missing what makes stocks go up. They pay way
too much attention to the big things: a Democratic or a Republican
president, what’s happening in Japan . . . I’d love to know when
there’s going to be a recession, but it’s irrelevant.’’

16‘‘Stocks Predict Who Will Be President With 88% Accuracy,’’ Sam
Stovall, Business Insider, January 4, 2012 and InvesTech Research,
August 24, 2012
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