THE THERMOSTAT WARS

by Mitch Levin, MD, CWPP, CAPP

Many of you know my wife, Swantje. She is one of

the most practical, competent, smart, and reliable
individuals you can imagine. You may also know how
much respect I have for her and that we are married for
a long time. Happily.
What you may not know is that we have marriage
“issues.” Perhaps you have such issues in your marriage.
Maybe it’s the remote control? Ours is the thermostat;
any thermostat. During the day, she boils the house; at
night I am frozen. OK, I exaggerate, but only a little.
Her use of the thermostat goes like this. When the
temperature is too warm, she will overshoot the ambient
temperature to the max. So if it is 77 degrees farienheit,
and she wants it cooler, she may set the thermostat
to 65 degrees, even if her desired temperature is
70 degrees. This is because she feels that she will
get results faster by over shooting. Similarly, if it is 65
degrees farienheit ambient temperature, and she wants
it 72 degrees, she may set the thermostat at 78. We go
from too hot to too cold.
I, on the other hand, set my car thermostat on auto at 73
degrees farienheit for both winter and summer. Swantje
may then complain of the excessive airflow that occurs
until the right temperature is reached. It is rare for me
to have to change the thermostat. And the airflow
equilibrates in short order.
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This reminds of when I was a medical
student in the operating room. We were,
at the time, only permitted to hold a
retractor, or to cut the tips off the ends
of stitching material. One particular attending surgeon
was rightfully real picky about the length of material left.
As students, we frequently were berated for cutting
the stitches too short (in which case they may unravel)
or too long (in which case they may cause irritation or
erosion). In either case, the results were bad. So the
joke among us medical students became, “Doc, would
you like your stitches cut too short or too long,” because
we could never seem to get it right.
So it is with the “markets.” Frequently, there is an
overshoot—in both directions. As of this writing, the
week before Valentine’s Day saw US large stocks drop
in value by 1.4%. Yet, before the opening bell, prices
climbed by 3% in the U.S. and 7.2% in Japan. To put this
under more light, stocks have been re-priced lower by
about 12% in the past couple of months.
Ask yourself, “Is GE, or Apple, or any other company
really lower in value by 12%?” During this same time
frame, the 10-year U.S. treasury yields have dropped
from 2.2% to 1.8% (18%). Is the U.S. government more
able to pay its debts? And is gold’s real value from $1,070
Continued on Page 4
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THE SECRET TO SUCCESSFUL
LONG—TERM INVESTING
BY JEFFREY JANSON, SENIOR WEALTH ADVISOR, CFP®,

Here is the secret. I’m going to
make this very simple. And I will
explain the secret to long term
investing success and then I’ll
explain why almost no one can do
it. Are you ready?

Seems simple enough, right? I
agree. Then why is it that it appears
so difficult to achieve a good rate of
return?
It’s because much of our investment
behavior is governed by our “lizardbrain.”

Here it is in four steps:
1.

Invest in a low-cost, broadlydiversified portfolio of securities
that have good long term
returns.

2. Make sure you have a portion
of your portfolio in cash, or
fixed income.
3. Periodically, re-balance that
portfolio back toward your
stated asset allocation targets.
This should be done, not only
between the major asset classes
of equities (stocks) and fixed
income (bonds) – considered
your primary targets, but should
also be rebalanced between
the sub-categories of large
cap, mid-cap, and small cap,
as well as, between value and
growth styles, considered your
“secondary targets.”
4. When you are not performing
these activities, put your
attention elsewhere, something,
anything else, and preferably
something productive.
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We are wired that when there is a
stimulus, we give what we think is
an appropriate, and quick, almost
autonomic response. For example,
touch a hot stove and you will
instinctively know that the next, right
decision is to remove your hand
from the stove – post haste! You
will not likely have to think about
it too long and you will likely not
make that mistake again anytime
soon thereafter!
The problem is that our autonomic
lizard brain produces exceptionally
horrid investment decisions! For
example, with the markets having
their worst start in history, many
investors are tempted to take that
hand off the stove (which is French
for, “sell everything and go to
cash”)! The problem is that it is the
exact wrong thing to do. And boy,
do investor’s do it in droves!
Dalbar, the independent financial
services market research firm, has
produced data going back many
years showing something they call
the “Dalbar Gap.” The Dalbar Gap

highlights the difference between
the growth rates advertised for
mutual funds and what rate of
return investors in those same
funds actually received. The gap is
astonishing!
The 2014 edition of Dalbar’s report
shows a gap of 4.20% per year over
20 years! The current gap is the
result of a 20 year return of 9.22%
for the S&P 500 as compared to the
average investor return of 5.02%.
Why does the gap exist if the
underlying investments produced
over 9% per year averaged over
20 years? Two words: investor
behavior.
Those investors in the average
fund in the Dalbar study made
emotionally-driven decisions about
when to buy and when to sell the
fund based on those emotional
inputs. While being a very easy
concept to understand intellectually,
“buy low, sell high,” turns out to be a
very difficult thing to do when core
emotions are telling you to do the
opposite of “buy high, sell low.”
So, what’s the solution? Review
steps 1 through 4 above. Let’s
briefly unpack them.
Step 1 – “Low cost” because it is
one of the very few things you
Continued on Page 5

HUMAN FINANCE
BY NICOLE SADEZ, CLIENT RELATIONSHIP MANAGER

& AMANDA MORRIS PATE, ADVISOR RELATIONSHIP MANAGER

During the first week of February, along with several of our colleagues, Amanda and I had the opportunity to

attend the TD Ameritrade National Advisor Conference in Orlando, Florida. Within the first few hours of the
conference, we learned about a topic that struck our interest and we think you will like it too.
TD Ameritrade recently launched The Human Finance Project with
the goal of showing the world what it really means to be a financial
advisor - one story at a time. The purpose of the project is to
explain to the community that finance isn’t about numbers. It is
about people, and it is about names, faces, and aspirations. Here
at Summit, we believe in this same philosophy. This results in us
always putting our clients’ best interests ahead of our own and
contributing to a greater good in all that we do. While there are
many ways to help our clients reach their goals, we always begin
with putting people first. Human Finance isn’t only about doing
business well, but doing it in the best possible way for our clients.
During the final hours of the conference, Amanda and I participated
in a community outreach project through United Way: The Bike
Build Event. We separated into small groups of 4-5 participants
to assemble 100 bikes (50 boys and 50 girls) for children in need
in the Orlando, Florida area. While building the bikes, we were
able to collaborate with conference attendees from all over the
United States. These bikes will serve as transportation to school,
facilitators of play, aids to improve health, and much more for these
children. Most importantly, these kids face life with limited resources,
and we hope the new bikes bring them joy.

Amanda Pate and Nicole Sadez

Shortly after we completed building the bikes, 100 children arrived
to receive their bikes. Realizing that this could be the first bike
a child
ever has the opportunity to ride, or own as their own,
made the experience very meaningful and rewarding. While
volunteering our service, Amanda and I, not only helped the
children in need, but the community helped to remind us how
small things can have a large impact on the lives of others and our
own. ■
source: TDAmeritrade Website Human Finance
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As seen...

Source: Quantitative Analysis of Investor Behavior , 2015 Dalbar Study, www.dalbar.com,
Google images

can control about investing. It is simply
detrimental to your long term success
to over-pay for market exposure. They
need to be “diversified” because not
all investments zig and zag together
in lockstep. If they did, you would
need different ones. You want some
investments in your portfolio that have a
chance of doing well when other areas
are struggling, knowing that every dog
has his day and things do revert to the
mean over time. Lastly, you want funds
that have produced “good long term
rates of return” because we are hoping
for more of the same, given enough time.
Step 2 – The reason you want fixed
income or cash in your portfolio is to
provide ballast to your portfolio in times
of trouble. It is to give you some stability
and predictability, thus allowing you to
stay the course with your well-considered
plan. It is also to give you “dry-powder”
for Step 3.
Step 3 – The process of re-balancing is
to buy more of the items that went down
in value and sell some of the items that
have gone up in value on a relative
basis. Sounds suspiciously like, “buy low
and sell high,” right? That’s because it is
exactly that. Rebalancing is the discipline
to do what you should, while leaving your

portfolio fully allocated. You just take
strategic advantage of temporary price
dislocations in the markets by buying
low and selling high across both primary
and secondary asset classes with the
goal being to re-establish the level of
risk you agreed to take on when you first
invested.
Step 4 – While the other 3 steps are
clearly important, the importance of Step
4 cannot be over-stated. The proper
response to mayhem in the markets
is Step 3 (rebalance) and then go do
something else to get your mind off of
the markets. In other words, once you’ve
done what you know to do, “Don’t just do
something; stand there!” Read that last
sentence again; carefully this time.
While these four steps are easy to
understand, they are very difficult to
follow because they run counter to
our autonomic proclivities to protect
ourselves. Perhaps the greatest way of
protecting ourselves from bad decision
making over the long term is to rely on
the experience, detached objectivity, and
disciplined approach of your financial
advisor. ■
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a couple of months ago, to $1,210 per ounce today (a
13% increase) accurate? Or better yet, is Japan really
worth 7% more today than it was last week? If so, why,
and for how long? These are examples of the markets
overshooting their “thermostats.” And it is we investors
who continuously set the markets’ thermostats. Could
that be an indication that we do not know the correct
investing “temperature?”
This so-called bloodbath of 2016 in stocks is not even
close to the average intra-year decline of 14% that has
occurred since 1975. And that Includes 2011, when we
had a “baby bear market” decline of 19.4%. Please
remember that stocks have tripled. It is worth repeating.
The stocks have tripled in value since 2009. Tripled. Did
you get yours?
Volatility never goes away and that means continuous
ups -- and downs. It is the price we pay for greater returns.
Cash has definite, though slow, negative returns, due to
inflation. But cash appears stable. And it is a definite
loser. While this market may appear to be paranoid and
schizophrenic, beware of “volatility fatigue.”

Markets are down because of pessimism. And why does
pessimism sound so smart, anyway? Morgan Housel,
columnist for The Motley Fool and former columnist for
The Wall Street Journal, posits that:
1.

Optimism appears oblivious to risks, so by default
pessimism looks intelligent;

2. Pessimists extrapolate present trends without
accounting for how reliably markets adapt;
3. Optimism sounds like a sales pitch, while
pessimism sounds like someone trying to help you;
and
4. Pessimism requires action, whereas optimism
means staying the course.
With Rational Optimism, beware of overshooting your
thermostat. Together, let’s make great decisions! ■

Continued from Page 4 The Mind Numbing Four-Percent “Debate,” or WITHDRAWAL IS FOR GROWNUPS
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IN THE KNOW & ON THE GO
BOOKS WE’RE READING
The Signal and the
Noise: Why So Many
Predictions Fail But
Some Don’t by Nate
Silver.

FINGLISH

PLACES WE’RE GOING

CONVERTIBLE EURO BOND Eurobond
convertible into COMMON STOCK or
another corporate asset, usually by
exercising an attached SUBSCRIPTION
WARRANT.
RALEIGH-DURHAM, NC

EMPLOYMENT COST INDEX (ECI) report
issued quarterly by the U.S. Department
of Labor tracking changes in employer
The Architecture of
payroll costs, including salaries, wages,
Persuasion: How to
Write a Well-Constructed benefits, and bonuses. Marked increases
or upward trends signal INFLATION.
Sales Letter by Michael
Masterson
HORIZONTAL SPREAD options strategy
that involves buying and selling the same
number of options contracts with the
same exercise price, but with different
maturity dates; also called a CALENDAR
The Power of Now:
SPREAD. For instance, an investor might
A Guide to Spiritual
Enlightenment by Eckhart buy ten XYZ call options with the same
striking price of $70 but a maturity date
Tolle.
of July. The investor hopes to profit by
moves in XYZ stock by this means.

Short-term Spiritual
Guidance (Creative
pastoral Care and
Counseling Series) by
Duane R. Tidwell

Stop the Financial
Insanity: How to Keep
Wall Street’s Cancer
from Spreading to Your
Portfolio by David J.
Scranton and M.G. Crisci.

PARK CITY, UT

BOOKS WE’RE READING
continued
How the States Got
Their Shapes by Mark
Stein.

MONETARIST economist who believes
that the MONEY SUPPLY is the key to
the ups and downs in the economy.
Monetarists such as Milton Friedman
think that the money supply has
far more impact on the economy’s
future course than, say, the level of
federal spending—a factor on which
KEYNESIAN ECONOMICS puts great
stress. Monetarists advocate slow but
steady growth in the money supply.
PERPETUAL WARRANT investment
certificate giving the holder the right
to buy a specified number of common
shares of stock at a stipulated price
with no expiration date. SEE ALSO
SUBSCRIPTION WARRANT.

There is no greater compliment than you
introducing us to your family and friends!

It’s Been Said Before:
A Guide to the Use and
Abuse of Cliches by Orin
Hargraves.

The Rational Optimist
is published by
Investors Advocate LLC.
Editing and Layout by
Vicki Brodnax

Thank you for your trust and confidence!
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FOR RECORDED PODCASTS VISIT:
www.myassetprotectiongroup.com/
client education/podcasts

SOLID GROWTH • SAFELY MANAGED •TRUSTED ADVICE
MYSUMMITWEALTH.COM
ORLANDO
One Orlando Centre
800 N. Magnolia Avenue
Suite 105
Orlando, FL 32803
(407) 656-2252
NAPLES
Vanderbilt Financial Center
9045 Strada Stell Court
Suite 101
Naples, FL 34109
(239) 254-1875
JACKSONVILLE
4223 Duval Drive
Jacksonville Beach FL 32250
(904) 273-4550
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“I will tell you the secret to getting rich on Wall Street. You try to be
greedy when others are fearful. And you try to be fearful when others
are greedy. .”

–Warren Buffett

source: Forbes Top 100 Money Quotes of All Time

