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“It requires a great deal of
boldness and a great deal
of caution to make a great
fortune, and when you have
it, it requires ten times as
much skill to keep it.”
~ Ralph Waldo Emerson
Dear Clients,
Tandem is committed to the
preservation of your wealth
by minimizing risk while adding value through consistent
and superior investment performance over time. This
issue of The TANDEM Report provides a summary of
our views pertaining to the
investment landscape and
subjects that inﬂuence our
decision making. More information about our ﬁrm, including our investment style
and process, is available at
www.tandemadvisors.com or
upon request. We hope you
ﬁnd this report useful.

Market Commentary
Forget the Old Valuation Metrics. Price/Stimulus is in the Driver’s Seat Now.

I

f you thought that stock prices
were driven by economic growth,
think again! In spite of a global
pandemic responsible for shutting
down countless businesses and putting entire industries in peril, the S&P
500 hit another all-time high as recently as September 2nd. This market is
clearly focusing on the expectation of
a prosperous and healthy future without getting distracted by the chaos
and confusion of the present.
Markets are supposed to be forward
looking, discounting the past and pre-

sent while valuing what lies ahead. But
is that what is really at play here? Or
are other factors propelling this market
to new heights? It is impossible to
know in the moment, but we can certainly speculate!
First we shall put forth the facts. September was a down month for the market, following 5 consecutive months of
advances. For the 3rd quarter, despite
its September decline of 3.80%, the
S&P 500 Total Return Index managed
a gain of 8.93%. That is a pretty strong
(Continued on page 4)
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Commentary
Sexton: I think the whole world’s gone mad.
Death: Uh-uh. It’s always like this. You probably just don’t get out enough.
~ Neil Gaiman

M

ost Americans now get their
news from social media,
which is probably not the best
straight news source. For the few of us
left that don’t, we most likely consume
news from sources that speak to our
own points of view. To that end, how
many of you Republicans reading this
rush to learn Rachel Maddow’s per-

spective on the President’s Middle
East peace initiatives? And how many
of you Democrats ﬁnd informative
Laura Ingraham’s take on the House’s
latest attempts to pass some form of
COVID-19 relief? Most of us would rather see the world through a comforta(Continued on page 2)
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ble lens, rarely attempting to gain the perspective of a
different point of view.
The tragic part of this information isolation is that we
fail to even recognize the other half of our population.
Red and blue rarely co-exist. And thus we seem helplessly divided, with one side right and one side
wrong. You decide which side is which.
The point of all this is to say that none of this is new. It
is just easier than ever before to limit the perspectives
we consume, and easier than ever before to criticize
those with whom we disagree. But this division is not
new, and our country is no more divided now than in
the past.
We are simply victims of recency bias. Things happening now seem bigger, more important and more consequential than those things that happened in the
past. Our memories often lose perspective. But this is
not new.
Reader: What is this diatribe all about? I thought
this was supposed to be commentary relevant to
investing!
Tandem: We get questions about this from investors. They are rightly concerned about current
events and how they may impact the market!

Until it doesn’t. And guessing when that switch might
get ﬂipped is pure folly. No one can successfully time
the market. Instead of trying to ﬁgure out when they
should get in and when they should get out, investors
would be better served if they did not succumb to this
false binary choice.
Reader: What the heck are you talking about?
What is a binary choice?
Tandem: As you undoubtedly are aware, binary
simply means there can only be two outcomes.
Either good or bad, either blue or red, either up or
down. The problem is that the world is far more
gray than it is black and white. And so when we
think we can only experience one or the other, we
invariably experience some degree of both.
Reader: So how do you propose we avoid succumbing to this binary choice?
Tandem: Excellent question! Now we are getting
somewhere. We will try to explain.
Instead of thinking in terms of in or out of the market,
investors are better served when they think in terms
of degrees of risk. If the investor thinks the market is
due for a major sell-off, the temptation to get out of
the market should be avoided. If the market fails to
meet the investor’s expectation, getting back into the
market can prove very problematic.

Reader: Well then talk about that.
Tandem: OK!
We regularly hear from investors that they are concerned about the election. Some fear that a Biden
victory will hurt the market with higher taxes and more
regulation. Others just fear four more years of Trump.
And these investors want to know how we are positioning our portfolios for the potential chaos ahead.
Many are concerned that the market has lost any connection to the economy and can’t ﬁgure out why prices continue to rise when so many are unemployed
and we have no cure for COVID-19. They don’t believe the market is accurately reﬂecting our present
circumstances and want to know how our portfolios
will fare.

Similarly, if an investor believes the market is poised
to go higher, the temptation is to invest more aggressively. If a dramatic move to the upside fails to materialize, the investor has bought high and is exposed to
greater risk to the downside.
Thinking in terms of degrees, rather than all or nothing, would have served these two investors far better.
Perhaps you noticed on page 1 a chart of the S&P 500
for the previous 3 years. The volatility is pretty extraordinary. In the ﬁrst quarter of 2018, the market saw a
sharp spike higher, immediately followed by a roughly
10% decline. The market recovered to another high in
the third quarter, only to fall nearly 20% in the fourth.
2019 was a fairly straight ride higher, to a peak in February of this year. And then came COVID with a bear
market sell-off, followed by a nearly 60% recovery.

These concerns are quite valid. There are many other
things to be concerned with as well, and we won’t
even mention them in case you haven’t thought of
them yet! Again, this is not new.

The last 3 years have produced a wild ride that whipsawed many investors. Those pursuing an all or nothing strategy most likely bought stocks when prices
were high and rising, and sold them in the steep declines. They were buying high and selling low.

It has long been said that the market climbs a wall of
worry. That means that in spite of all the reasons we
can think of that stocks shouldn’t rise, they still do.
Many wring their hands over the market’s lofty valuation and say this cannot last. Yet the market continues
higher.

Doing nothing would have netted better results, but
likely more anxiety as well. We believe the middle
road is the best road. Minimizing the peaks and
troughs can reduce anxiety and help ﬁght the very
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human urges to buy when prices are high and sell
when prices are low.
From Tandem’s perspective, “the market” is not an
investment. It is a measuring stick that we may want to
compare ourselves to over time, but we do not seek
to behave like “the market”. We do not invest your
money for the sake of being invested. You hire us to
deploy your capital prudently and wisely. What we
pay for securities matters a great deal.
A Tandem portfolio is a collection of individual companies, each of which has met a set of criteria that
makes it, in our view, worth owning. These companies
are added to the portfolio independently of one another. When we buy a security, we buy it because it
meets our criteria and we can pay a price we think is
reasonable to pay. When we eliminate a company
from our portfolio, we do so because it no longer
meets our criteria. And when we take proﬁt in a company, we do so because it meets our criteria and we
want to keep it, but its valuation is too expensive and
we wish to take some money off the table.
Reader: So what are these criteria of yours?
Tandem: We demand that any company in our
portfolio grows through any economic environment. Growth is knowable, quantiﬁable and not
subject to interpretation or emotion. It is either
present or it is not. We measure growth in terms of
earnings, revenue and cash ﬂow, and because
these things are present, the dividend (if paid)
must also grow. Simple as that.
Reader: How do these criteria help you think
differently than the rest of us?
Tandem: We aren’t suggesting we think differently. Our discipline, based on these criteria, allows
us to behave differently. We will try to explain.

levels decline because we found more things to buy
than to sell, and our decisions are based solely on
math, not emotion, bias or interpretation. It’s just math.
Cash levels rise when the reverse is the case—there
are more things to sell than buy. But these buy and
sell decisions are not based on a view of the market,
or the economy, or the election, or the Federal Reserve. They are made in isolation, one company at a
time, void of anything other than our math.
This is a time-tested investment discipline, meant to
limit the market’s extremes (both good and bad) and
instead deliver a much smoother, more consistent
experience. We believe that volatility is the enemy of
the average investor. It makes us all want to do the
wrong thing at the wrong time for the wrong reason.
By limiting volatility in our portfolios, Tandem hopes to
keep investors invested by controlling the risk within
the portfolio. This middle ground of risk control avoids
the in or out mentality.
Tandem thinks in terms of degrees of risk, not whether to get into or out of the market. When we proactively sell when prices are high, we are reducing our
exposure to overvalued securities. When we remove
securities from our portfolios that no longer meet our
criteria, we are reducing risk by eliminating fundamentally ﬂawed companies. When the market corrects, or
worse, overvalued and ﬂawed companies typically
perform worse than reasonably priced, fundamentally
sound securities. We have reduced risk, not tried to
time the market.
In the short run, Tandem portfolios are left open to the
possibility of underperforming a market that is high
and rising. That, to us, is the proper risk to take. We
are still invested, still making money (presumably) and
still exposed to the market’s direction. We are simply
exposed to a lesser degree. When prices ultimately
fall and valuations become compelling again, we have
cash to put to work when others are selling.
Reader: Is Tandem a contrarian investor?

Tandem will only hold those securities that meet our
criteria. When they are inexpensive we will add to
them, and when they are expensive we will scale
back. When they cease to meet our criteria, we liquidate them. We take very seriously the notion of buying low and selling high, and having the discipline and
patience in between. Rarely do the best time to buy
and the best time to sell co-exist. Most investors feel
compelled to buy something whenever they sell
something. We do not. That seems arbitrary and capricious to us.
We buy when valuation compels us to do so. We
scale back when valuation seems to us to be unsustainably high. If there are more things to buy than sell,
cash levels in your portfolio will naturally decline as a
by-product of our process. Cash levels do not decline
because we decided “the market” was cheap. Cash

Tandem: Not really. We are a reversion-to-themean investor, which is to say we believe that
identifying unsustainably cheap and unsustainably
expensive securities produces a more consistent,
less volatile experience for the investor.
Extreme positions are likely to be unsustainable.
Whether considering how we consume news, how
divided we are as a nation, what the election result
might portend for the market or whether investors
should be all in or all out, Tandem believes extremes
are ultimately self-correcting. Avoiding binary outcomes, at least as an investor, produces less risk.
Finding the middle ground helps us to avoid the extremes, and it keeps our clients invested through any
economy, much like the companies we hold - businesses that grow through any economic environment.
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haves, or so the theory goes.

advance, and it put the S&P up 5.57% year-to-date.
Below the market’s surface, growth continued its signiﬁcant outperformance relative to value, advancing
11.4% vs. 3.9%. Growth has really been on a tear, while
value has struggled to ﬁnd its footing.

We would argue that this is already occurring, and
that it doesn’t seem to matter. At least not yet. In the
table below we illustrate earnings expectations for the
S&P 500 in 2020 over time. The table begins 1 year
ago, when earnings for 2020 were expected to be
$180.06. In the following 5 quarters, expectations
have declined to $113.84. That is a 36.78% decline in
earnings expectations. Surely the market is down,
right?

It would be logical to conclude, with performance like
this, that the economy must really be humming along.
And in fact it is, at least by certain measures. The
problem is that many of those measures don’t capture
the entirety of the economy. Small businesses struggling to survive are not part of the S&P 500. Many
Mom & Pop stores and restaurants are having their
existences threatened in the COVID economy, while
big box retailers and those businesses with a strong
virtual presence are thriving. Big and small, in many
instances, are on divergent paths.
And so the market moves higher as big public companies emerge as clear winners. Some market observers question how sustainable such a market advance
can be. Eventually the have-nots will weigh on the
Forecast Date 2020 S&P Earnings S&P Price on
Forecast
Forecast Date

In fact, the S&P is up 12.98% while earnings expectations are down nearly 37%. Reasonable people may
wonder how this can be. How is the market so divorced from economic reality?
The market has a massive tailwind at its back. Monetary (Federal Reserve) and ﬁscal (Congress) stimulus
in response to the coronavirus pandemic are estimated by Bank of America to have exceeded $20 Trillion
(yes, with a T). Apparently $20 Trillion in stimulus can
cure a lot of economic ills!
(Continued on page 5)

S&P PE
% Change in Earnings
% Change in Price
Ratio Forecast since 9/30/2019 since 9/30/2019

9/30/2019

$180.06

2,976.74

16.53

-

-

12/31/2019

$175.52

3,230.78

18.41

-2.52%

8.53%

3/31/2020

$151.52

2,584.59

17.06

-15.85%

-13.17%

6/30/2020

$109.06

3,100.29

28.43

-39.43%

4.15%

9/30/2020

$113.84

3,363.00

29.54

-36.78%

12.98%

TANDEM TURNS 30

T

andem is now older than some of its employees! Remarkable. Many clients have been with
Tandem since the beginning, or nearly so anyway. To you we say thank you. We wouldn’t be here
without you.
To clients that are newer to Tandem, we recognize
that anything we may have accomplished in the past
has little meaning if we cannot achieve similar accomplishments in the future. To you we say thank you for
placing your trust in us. We will always try to do our
best for you, and we wouldn’t be here without you.
To our Financial Advisor partners, we realize there are
plenty of managers you could have chosen to partner
with. We are humbled that you chose us. We will do
our best to meet your expectations and to help you
serve your clients in any way we can. We wouldn’t be
here without you.
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To former partners and teammates, thank you for
helping us ﬁnd our way. You were tremendous contributors to any success we might claim. We wouldn’t
be here without you.
To those ﬁrms that have allowed us to make Tandem’s portfolios available to your advisors and their
clients, thank you for letting us offer something different. We wouldn’t be here without you.
And to the Tandem team - John Carew, Billy Little,
Ben Carew, Jordan Watson, Allison Cianci, Elaine
Natoli, Margie White, Joel Baumgardner, and Walter
Costenbader - you are a hard-working, dedicated,
passionate and talented team. Tandem wouldn’t be
here without you.
From $0 to $1.2 Billion in assets under management, it
has been an amazing ride. Let’s make the next 30
years even better.
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been 6.33% and it has been as high as 15.32%. It has
rarely been lower.

One result of all this largesse is that earnings matter
less than they once did. Fiscal and monetary policy
are what we must divine now, not just proﬁts. As long
as there is more stimulus on the way, and as long as
the Fed holds rates low, this party can last longer than
it should. At the end of September, the 10-year US
Treasury offered an interest rate of 0.68%. Over the
last 50 years the average yield for the 10-year has

With rates so low and Treasury and Fed balance
sheets expanding, there is little alternative to the
stock market. Where else are you going to put your
money today? But how many would jump at the
chance to get just the average yield of 6.33%, much
less the high of 15.32%? If rates ever do go higher,
stock investors should be wary. Right now, that seems
like a needless worry.

5 Year Annualized Dividend Growth for Tandem’s Holdings by Strategy
from Q3 2015 to Q3 2020
Tandem’s average dividend-paying holding has increased it’s dividend by 9.65% on an annualized basis for the last 5 years.
This growth is the result of strong and growing earnings, cash ﬂow and revenue.
Large Cap Core 5Yr. Annualized
Dividend Growth
Company

Dividend Growth

Abbott Laboratories

8.45%

AbbVie, Inc.

18.27%

Accenture Plc

9.86%

Automatic Data Processing

13.18%

Becton, Dickinson

5.66%

BlackRock

10.74%

Brown & Brown
Brown-Forman Cl B

9.10%
6.70%

CBOE Global Markets

10.27%

Comcast

12.97%

Costco

11.84%

Dollar General

10.35%

Ecolab Inc.

7.33%

Essential Utilities

7.09%

Expeditors International

7.63%

FactSet Research

11.84%

Hormel Foods

13.21%

Intercontinental Exchange

14.87%

Johnson & Johnson

6.13%

Microsoft

9.24%

National Retail Properties

3.63%

NextEra Energy

12.70%

T. Rowe Price

11.60%

Raytheon Technologies
Republic Services
ResMed

NA
7.21%
5.39%

Signature Bank NY

NA

J.M. Smucker

6.08%

Stryker

10.76%

Walgreens Boots Alliance

5.36%

Waste Connections

16.29%

Average

9.78%

Companies not paying a dividend on
09.30.2015, or that have restructured
since then, are NA. All companies in Large
Cap Core currently pay a dividend.

Equity 5 Yr. Annualized
Dividend Growth
Company
Abbott Laboratories
AbbVie, Inc.
Accenture Plc
Automatic Data Processing
Becton, Dickinson
BlackRock
Brown & Brown
Brown-Forman Cl B
CBOE Global Markets
Check Point Software Tech
Comcast
Costco
Dollar General
Ecolab Inc.
Essential Utilities
Euronet Worldwide
Expeditors International
FactSet Research
Fiserv
Hormel Foods
Intercontinental Exchange
Johnson & Johnson
Laboratory Corp of America
Microsoft
NextEra Energy
O'Reilly Automotive
PayPal Holdings
T. Rowe Price
Raytheon Technologies
Republic Services
ResMed
Henry Schein
Signature Bank NY
J.M. Smucker
Stryker
Tyler Technologies
Verisk Analytics
Walgreens Boots Alliance

Mid Cap Core 5 Yr. Annualized
Dividend Growth

Dividend Growth
8.45%
18.27%
9.86%
13.18%
5.66%
10.74%
9.10%
6.70%
10.27%
NA
12.97%
11.84%
10.35%
7.33%
7.09%
NA
7.63%
11.84%
NA
13.21%
14.87%
6.13%
NA
9.24%
12.70%
NA
NA
11.60%
NA
7.21%
5.39%
NA
NA
6.08%
10.76%
NA
NA
5.36%

Waste Connections

16.29%

Average

10.00%

Company
Becton, Dickinson

Dividend Growth
5.66%

Brown & Brown

9.10%

Brown-Forman Cl B

6.70%

CBOE Global Markets
Check Point Software Tech

10.27%
NA

Ecolab Inc.

7.33%

Essential Utilities

7.09%

Euronet Worldwide
ExlService Holdings

NA
NA

Expeditors International

7.63%

FactSet Research

11.84%

Fiserv

NA

Hormel Foods
Laboratory Corp of America
National Retail Properties
NV5 Global Inc.
O'Reilly Automotive
T. Rowe Price
Republic Services
ResMed

13.21%
NA
3.63%
NA
NA
11.60%
7.21%
5.39%

Henry Schein
Signature Bank NY

NA
NA

J.M. Smucker

6.08%

Stryker

10.76%

Tyler Technologies

NA

UMB Financial Corp

5.70%

Verisk Analytics
Waste Connections
Yum! Brands, Inc.
Average

NA
16.29%
NA
8.56%

The list of holdings above for Tandem’s 3
strategies are as of 09.30.2020. These
lists do not constitute investment advice,
nor do they represent performance of any
Tandem investment product. FactSet is the
data source for the above calculations.
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Contact Information:
Tandem Investment Advisors, Inc.
145 King Street
Suite 400
Charleston, SC 29401
(843) 720-3413
www.tandemadvisors.com

Past performance is no guarantee of future results. Indices are unmanaged and not available for direct investment. They are shown or
referred to for illustrative purposes only and do not represent the performance of any speciﬁc investment.
KEY MARKET DATA

YIELD TABLE

Current

3 months ago

1 year ago

3-month Treasury Bill

0.11%

0.16%

1.89%

2-year Treasury Note

0.13%

0.19%

1.65%

5-year Treasury Note

0.27%

0.34%

1.57%

10-year Treasury Bond

0.68%

0.73%

1.70%

30-year Treasury Bond

1.42%

1.49%

2.16%

Prime Rate

3.25%

3.25%

5.15%

Federal Funds Rate

0.09%

0.08%

2.04%

Discount Rate

0.25%

0.25%

2.65%

The data used to compile the above tables come from publicly available
sources. Tandem believes it to be reliable, but makes no such assertions.
Such data is not meant to imply past or future performance for Tandem or any
securities market.

9/30/2020

% Change

% Change

% Change

Close

1 Year

3 Years

5 Years

S&P 500

3,363.00

12.98%

33.49%

75.15%

Dow Jones Industrial

27,781.70

3.21%

24.00%

70.60%

NASDAQ

11,167.51

39.61%

71.91%

141.71%

Russell 2000

1,507.69

-1.03%

1.13%

36.98%

12,760.73

2.68%

-0.53%

32.09%

London FTSE 100

5,866.10

-20.82%

-20.44%

-3.23%

Shanghai Composite

3,218.05

10.77%

-3.91%

5.41%

40.22

-25.61%

-22.16%

-10.80%

1,893.15

26.02%

39.45%

59.95%

CRB Index

148.51

-14.62%

-18.89%

-23.35%

U.S. Dollar Index

93.89

-5.52%

0.87%

-2.55%

1.17

7.50%

-0.81%

4.84%

German Xetra DAX

Crude Oil
Gold

Euro/Dollar*

* Negative return represents dollar strength, positive return represents dollar weakness.
Returns are cumulative, not annualized.

