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The above phrase is sometimes called Miles’s law after the Truman-
era bureaucrat who coined the phrase.  It basically says that your 
perception and interpretation of events depends on your point 
of observation.

Take the stock market in 2019, for example.  A client called me 
upon receiving my quarterly report summarizing the return on their 
account since opening just over a year ago. The reported 
annualized return since that time was about 4%.  The client 
emailed back that the return was very poor as friends were 
reporting 15 and 18% for the year. 

Like they say on the sports talk stations, let’s go to the tape. Here 
is a chart of the closing price on the S&P 500 from the last trading 
date in 2017 through September 30, 2019.

The important dates and numbers are:

Note that 
a) The S&P 500 index was down 6.2% for 2018.
b) The S&P 500 index was up 18.7% for 2019 (through

September 30, 2019).
c) At September 30, 3019, the S&P 500 was only 46

points higher than the highest point in 2018.
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The return to an investor depends on when they made their investment. 
A) If the investment was made at the end of December 2017, the annualized return through 

September 30, 2019 was 6.3%.
B) If the investment was made on September 20, 2018 which was the highest point in the year, the 

annualized return through September 30, 2019, was 1.5%.
C) The return if the investment had been made at the end of December 2018 was 18.7% (not 

annualized since less than a year).

Who had the best investment advisor? Certainly not C who is bragging about a return over a 
period of less than a year..

A good investment advisor will report on the account since the advisor began managing the 
account and not play the shell game of starting over each year.  
Retirement savings are the result of patient investing over a long period of time not the blind luck of 
a good year or two.

Consider Warren Buffett’s annual report to the Berkshire Hathaway stockholders.  Buffett 
candidly says that if his company cannot offer a S&P beating return, the investors should replace 
Berkshire Hathaway with the S&P 500 index fund.  The right most column on the opening page 
for the 2018 annual report shows that from 1965 through 2018 (53 years of Buffett management) 
the S&P 500 index grew at a compound annualized growth rate of 9.7% assuming dividends 
were reinvested.  During that time, the S&P had its worst year (down 37.0%) in 2008 and its best 
year (up 37.6%) in 1995. 

Aesop was an ancient Greek storyteller (620 – 564 BC). Among his more famous stories was 
the race between the tortoise and the hare.  The hare was so confident of his speed and eventual 
victory that he stopped to take a nap during the race. The tortoise just kept moving forward and 
crossed the finish line before the hare could catch up after his nap.
Slow and steady wins the race.  

I went downstairs to discuss this matter with Riley our Golden Retriever.  I found her in the back yard 
sleeping in the afternoon sun.  She did not respond to my reading until I reached the 
discussion about the rabbit (aka hare) then she was up, alert, and started looking all over the back 
yard.  You made my point Riley. If you are going to get what you are after, you must be up and 
in the game.  You just can’t run around at the last moment and hope to find it.  Investing for 
retirement is the same thing. There is no shortcut to anyplace worth going. 



Yield Curve: Moving On 
The Yield Curve* continues to be inverted but 

is now uniformly lower than a year ago.

Source: http://www.treasury.gov

The yield curve is still inverted: the intermediate term rates remain lower than the short-term rates. 
Moreover, the yield curve continues to flatten.  The difference between the shortest- and longest-
term rates now is about 0.21% down from a difference of 0.58% on December 31, 2018 and a 
difference of 1.59% on December 31, 2017.  

The theory is that this flattening yield curve means that the banks will start cutting back on their 
lending because they cannot charge high enough interest rates for longer term loans.  Such loans are 
generally funded with the lower shorter-term rates. That lending cut back is what supposedly 
precipitates the ever-pending recession.   

For this reason, the Fed is now signaling that it expects to CUT rates one or more times in the near 
term to try to bring down the rates at the short end of the yield curve to make the yield curve more 
“normal” i.e. higher rates for longer terms.   

The falling long term rates continue to be explained as the demand for the longer-term US securities 
by foreign investors is pushing up security prices and thereby depressing interest rates at any given 
security maturity since interest rate and fixed income security prices move in opposite directions. 
With the US economy growing ahead of most other economies in the world, this is not hard to see.  
With the Chinese economy slowing down, this is even more plausible. 

The flattening yield curve is of concern for what it might portend.  The chartist points to the multiple 
times that a recession followed a yield curve inversion.  Other market writers point to the resurgence 
of the stock market after periods of inversion. In my option, the claim that a recession is coming is 
self-fulfilling. A recession is always coming.  Then again, so is Christmas. 

On the other hand, maybe this time is somewhat different. The Fed and the usual gang of 
Washington bandits may be fighting the last war.  With the economy growing again at the 3% plus or 
minus rate and with the economy so globalized, the old conventional macroeconomic wisdom may 
not apply as much as before. 

http://www.treasury.gov


The best protection to ride out a recession is to stay the course and to pay down debt.   When was the 
last time you checked your mortgage rate? It may be worth refinancing…yet again  

As for liquidity, that does not mean liquidate your stock market investments, buy gold, and go live in 
a cave because one never knows when (or if) the projected recession will really materialize or how 
deep it might be.  Just stay the course. The investment landscape is littered with the bleached bones 
of investors who tried to time the market.   

The economy continues to grow. Unemployment is at historic lows for many employment resistant 
groups. The press is trying its best to paint the bright sky as really a dark gray. I am reaching for my 
sunglasses and not my raincoat.    

*The Yield Curve is a plot of the interest rate on US Government securities based on maturity. 

All interest rates use the US Government yield curve as the reference as the US Government securities are 
considered riskless, which means there is no chance of bankruptcy – the US Government can simply print money 
to meet its interest and maturity obligations.

The normal yield curve is upward sloping – longer maturities command higher rates than shorter maturities 
reflecting (among other things) the higher risk of inflation in the meantime. 

In theory, the greater the slope, i.e. the greater the change in rates from the shorter term to the longer term, the 
more incentive there is to invest in the longer term due to the higher rates.

The Fed acts on the very shortest maturities of the yield curve in order to lever the entire curve. 

Again, in theory, the Fed raises rates to make money more expensive to damp down an economy that is growing 
too fast in the Fed’s opinion, which portents inflation coming back. 
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