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Dear Clients, 
 
Tandem is committed to the 
preservation of your wealth 
by minimizing risk while add-
ing value through consistent 
and superior investment per-
formance over time. This 
issue of The TANDEM Re-
port provides a summary of 
our views pertaining to the 
investment landscape and 
subjects that influence our 
decision making. More infor-
mation about our  firm, in-
cluding our investment style 
and process, is available at 
www.tandemadvisors.com or 
upon request. We hope you 
find this report useful. 
 
Respectfully, 
John B. Carew 
President & Founder 
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Commentary 
 

Reason over Emotion 

Market Commentary 
 

The Pause that Refreshes? 

I t is difficult to recognize invest-
ment opportunity in the moment. 
Without the benefit of hindsight, 

identifying opportunity when it pre-
sents itself requires clarity of thought, 
sound judgement, and courage of 
conviction. Emotion is a distraction to 
be ignored. That bears repeating: 
emotion is a distraction to be ig-
nored. 
 
Few of us have the ability to complete-

ly force emotion aside as we make 
critical investment decisions. Afterall, 
the proper choice is not always the 
obvious one. We can’t see what is 
about to happen, only what has hap-
pened already. Recency colors our 
judgement. The market keeps going 
higher and I am going to miss out! 
Or, this market scares me and I 
can’t take it any more.  Rarely are 
emotional decisions good ones. 

(Continued on page 2) 

F or the first time since January, 
the S&P 500 experienced a 
down month. While we certainly 

don’t celebrate down months, they are 
welcome from time-to-time. Markets 
aren’t meant to go up in a straight line. 
 
From March 2020 through August 
2021, the S&P’s average monthly re-
turn was 3.43%. That is a blistering 
pace that translates to more than 40% 
annually. The September decline of 
4.76% means the monthly average 
since the COVID sell-off is now a mere 
2.97%, which is still a blistering pace. 

For the year, the S&P is up 14.68%, 
and for the last 12 months it has ad-
vanced 28.09%. These are very heady 
returns indeed. 
 
The market’s advance has been 
fueled by impressive earnings growth 
and persistently low interest rates. The 
September selloff was brought on by a 
bit of doubt as to the sustainability of 
these two key ingredients. Companies 
are beginning to warn that supply 
chain woes and rising input costs 
could squeeze profits. In addition, evi-

(Continued on page 5) 

“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 
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Sound decisions must take into account the probabil-
ity of a good outcome. Too often investors don’t 
weigh the probability of an outcome, focusing only on 
the size of the benefit if the good outcome materializ-
es. They fail to appreciate the amount of risk they as-
sume to potentially realize a desired reward. What is 
an acceptable amount of risk for a potential return? 
 
If you use your life’s savings to purchase Powerball 
tickets and you win, was that a good decision? It was 
a lucky one, for sure, but as they say, luck isn’t a strat-
egy. If taking risk is your thing, then do so in an appro-
priate manner. The likelihood of a positive outcome 
when purchasing Powerball tickets is minimal, so use 
only a minimal amount of money. 
 
When it comes to investing in the stock market, the 
decision is less black and white, and much easier to 
allow emotion to influence what we do. But remem-
ber, emotion makes us want to do the wrong thing at 
the wrong time for the wrong reason. You must not 
listen to your emotion, and instead listen to reason. 
 
It is a well-observed fact that stocks have an upward 
bias over time. In other words, stocks go up more of-

ten than they go down. So you should always be in-
vested. But you needn’t always be ignorant of the lev-
el of risk in your portfolio. The greatest opportunities 
to put your capital to work in stocks is when prices are 
cheap. Yet time and again the greatest inflows into 
stocks are at or near highs in the market. Why? Emo-
tion. 
 
When stocks are cheap, people are scared. They fear 
stocks can get cheaper. And in fact they may. But 
even if they get cheaper, they still represent greater 
potential gain than when stocks are at all-time highs! 
 
When stocks are at all-time highs, the likelihood of 
handsome returns in the future diminishes. There is a 
chart at the bottom of this page that helps illustrate 
this point. We show 10-year annualized returns for the 
S&P 500 for the last 80 years, and there is a clear pat-
tern at play. The chart displays a well-defined series 
of peaks and troughs. The 1940s, 1970s, and 2000s 
all experienced negative 10-year returns. Each time 
the troughs are followed by accelerated rates of re-
turn, peaking (so far) somewhere in the mid-teens on 
an annualized basis. These peaks occurred in the 
1950s, 1990s and at present. The first two peaks end-
ed in decelerating rates of return, bottoming some-

(Continued from page 1) 
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where below zero. The present peak has yet to play 
itself out, though it is worth noting that it has not yet 
lasted nearly as long as the previous two. 
 
The pattern, however, is unmistakable. Without fail so 
far, 10-year returns always revert back to the mean. 
The mean, or average return, is represented by the 
heavy horizontal line going across the middle of the 
chart. Above and below the mean are fainter lines. 
These lines represent what statisticians know to be 
standard deviations. Within one standard deviation 
above and below the mean, 68% of all returns should 
reside. A full 95% of all returns should fall within the 
second set of bands, and 99.7% should fall within the 
third set. 
 
Only three times in the last 80 years has the 10-year 
annualized return crossed beyond the second set of 
bands - once as a positive return and twice as a nega-
tive return. There have been 6 periods, 3 above and 3 
below, when the 10-year return travelled past the first 
set of bands. The majority of the time the returns lie 
within the first set of bands. 
 
What does this mean to us? This means that these 

outlier returns are likely unsustainable and they will 
ultimately revert back to more normal returns. And the 
further from the mean the travel, the greater the prob-
ability of a reversion sooner rather than later. 
 
Stepping back to observe larger trends beyond re-
cent experience is useful in terms of keeping emotion 
in check. We may feel the market will behave a cer-
tain way, and we may even be correct for a time. But  
how long we can expect to be right can only be con-
sidered with more perspective than the present. Ob-
serving the behavior of the market over 10-year win-
dows helps put things into better perspective. 
 
To that end, there is a chart on this page that contains 
data going back to 1880. Some may consider this no 
longer relevant, and perhaps this is so. Nonetheless, 
history may not repeat itself, but it certainly rhymes. 
Accordingly, we believe the data in this chart is worth 
noting. 
 
You may be aware of a PE ratio as a measure of valu-
ation. It is simply Price ÷ Earnings. A lesser-know valu-
ation measure is the Cyclically Adjusted PE ratio, or 
CAPE. To smooth the cyclicality of corporate earnings, 
the CAPE ratio uses Price divided by the 10-year aver-

(Continued from page 2) 
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Source: http://www.econ.yale.edu/~shiller/data.htm 
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age earnings for stocks. The accompanying chart il-
lustrates peaks and troughs similar to the preceding 
earnings chart. It also clearly indicates that stock valu-
ations have only exceeded their present level once 
since 1880. 
 
The two metrics used to observe risk in this article, 10-
year annualized earnings and the CAPE Ratio, clearly 
point to the increased probability of diminished re-
turns for stocks in the future. Others will point to differ-
ent valuation metrics that make stocks seem attrac-
tive. Both can be right in the short run. But what 
should not be easily dismissed is the level of risk pre-
sent in the market today. 
 
So we have come to the radical conclusion that there 
is risk in the market. Now let us discuss how to man-
age that risk. First, be invested. Just because returns 
will likely be lower in the future does not mean they 
are in danger of being negative for any sustained pe-
riod of time. Don’t expect a market decline, but don’t 
be caught out of position when there is one. Be 
poised to take advantage of it. 
 
At Tandem, we do not invest in “the Market”, and we 
do not invest your money simply for the sake of being 
invested. We invest your money in businesses that 
meet our criteria, at prices we think are reasonable. 

When we own a business that has exhibited a valua-
tion likely too high to be sustained, we consider it 
probable that valuation will ultimately return to its 
mean (think of the chart of 10-year returns). We are not 
eliminating a company simply because it appears to 
be expensive, but we will reduce our exposure to it, 
thereby reducing our risk. Similarly, when we own a 
business that appears unsustainably inexpensive, we 
will likely add to what we own, expecting its valuation 
to increase as it returns to its mean. By scaling back, 
but not getting out, at higher valuations, we have the 
ability to add back at lower valuations. In other words, 
we attempt to buy low and sell high. This is unemo-
tional behavior that makes it possible to manage the 
risk in your portfolio without trying to predict “the Mar-
ket”. 
 
Managing risk begins with being aware that it exists. 
The presence of risk is not a bad thing. With risk 
comes the potential for reward. It is, however, im-
portant to be certain that the potential reward justifies 
the level of risk you assume. A market near all-time 
highs may in fact provide reward to the investor. A 
market considerably cheaper has a greater probability 
of providing reward. 
 
The best opportunities to invest are almost always the 
scariest ones as well. Be aware, be patient, preserve 
your capital, and measure your risk. Leave emotion to 
someone else. 

(Continued from page 3) 

From Observations by Billy Little, August 2021: 
 

T here are many parallels between today and the 
summer and early fall of 2018. Then, equity mar-
kets were coming off an historically calm 2017, 

as “global synchronized growth” dominated the head-
lines. Earnings were growing at a pace not seen in 
several years due to corporate tax reform. However, 
the easy comps were coming to an end and deceler-
ating earnings growth was on the horizon. Signs were 
pointing to a heightened probability of weakness go-
ing into the fourth quarter of 2018. 
 
There are similar cracks forming in today’s market. 
There is no telling if this underlying weakness will 
translate into a broad-based market correction. But 
one thing is certain, risk is rising amongst U.S. equi-
ties.  
 
As the S&P 500, Nasdaq Composite and DJIA all 
make record highs, it is difficult to perceive any risk to 
the markets. Between financial conditions being the 

“easiest” on record, central banks remaining accom-
modative, and pent-up demand being unleashed 
throughout the economy, it makes sense why per-
ceived risk is so low. 
 
If you do not think the perception of equity risk is low, 
just look at the amount of money flowing into global 
equity funds this year. According to Bank of America, 
the first half of 2021 saw record inflows into global 
equities. And, if the inflows stay on its current pace, 
the amount of money taken in by global equity funds 
for all of 2021 will end up being more than the previ-
ous 20 years combined. If that statistic does not 
scream a lack of perceived risk and an “all-in” mentali-
ty, I’m not sure what will! 
 
Although perceived risk might be low, actual risk is 
rising. Historically speaking, valuations are stretched. 
The probability of a price correction is growing, but 
that does not mean it is a foregone conclusion. This is 
not a call for a drastic portfolio shift, but rather some-
thing to be aware of when setting expectations. 

What Others at Tandem are Saying 

Please check our other commentary at https://tandemadvisors.com/commentary/. Billy Little writes the  
monthly Observations, Ben Carew writes the fortnightly Notes from the Trading Desk, and everything is  

recorded by Margaret White. We also have a podcast called Tandem Talk, so please give us a listen! 
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 5 Year Annualized Dividend Growth for Tandem’s Holdings by Strategy 
from Q3 2016 to Q3 2021 

 

Tandem’s average dividend-paying holding has increased it’s dividend by 9.70% on an annualized basis for the last 5 years. 

Large Cap Core 5 Yr. Annualized  
Dividend Growth 

Company Dividend Growth 

Abbott Laboratories 11.60% 

AbbVie, Inc. 17.93% 

Accenture Plc 9.86% 

Automatic Data Processing 11.90% 

Becton, Dickinson 4.69% 

BlackRock 12.52% 

Brown & Brown 8.59% 

Brown-Forman Cl B 5.71% 

CBOE Global Markets 12.80% 

Comcast 12.70% 

Costco 11.91% 

Dollar General 10.93% 

Ecolab Inc. 6.52% 

Essential Utilities 7.09% 

Expeditors International  7.71% 

FactSet Research 10.40% 

Hormel Foods 11.06% 

Intercontinental Exchange 14.19% 

Johnson & Johnson 5.79% 

Microsoft 9.24% 

National Retail Properties 3.63% 

NextEra Energy 12.10% 

T. Rowe Price 14.87% 

Republic Services 7.21% 

ResMed 5.39% 

J.M. Smucker 6.08% 

Stryker 10.64% 

Walgreens Boots Alliance 5.36% 

Waste Connections 16.14% 

Average 9.74% 

Companies not paying a dividend on 
9.30.2016, 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 Dividend Growth 

Abbott Laboratories 11.60% 

AbbVie, Inc. 17.93% 

Accenture Plc 9.90% 

Automatic Data Processing 11.90% 

Becton, Dickinson 4.69% 

BlackRock 12.52% 

Brown & Brown 8.59% 

Brown-Forman Cl B 5.71% 

CBOE Global Markets 11.71% 

Check Point Software Tech NA 

Comcast 12.70% 

Costco 11.91% 

Dollar General 10.93% 

Ecolab Inc. 6.52% 

Essential Utilities 6.99% 

Euronet Worldwide NA 

Expeditors International 7.71% 

FactSet Research 10.40% 

Fiserv NA 

Hormel Foods 11.06% 

Intercontinental Exchange 14.19% 

Johnson & Johnson 5.79% 

Laboratory Corp of America NA 

Microsoft 9.71% 

NextEra Energy 12.10% 

O'Reilly Automotive NA 

Ollie’s Bargain Outlet Holdings NA 

PayPal Holdings NA 

T. Rowe Price 14.87% 

Republic Services 7.53% 

ResMed 4.94% 

Henry Schein NA 

J.M. Smucker 5.71% 

Stryker 10.64% 

Tyler Technologies NA 

Verisk Analytics NA 

Walgreens Boots Alliance 4.95% 

Waste Connections 16.14% 

Average 9.98% 

Mid Cap Core 5 Yr. Annualized  
Dividend Growth 

Company Dividend Growth 

Becton, Dickinson 4.69% 

Brown & Brown 8.59% 

Brown-Forman Cl B 5.71% 

CBOE Global Markets 11.71% 

Check Point Software Tech NA 

Ecolab Inc. 6.52% 

Essential Utilities 6.99% 

Euronet Worldwide NA 

ExlService Holdings NA 

Expeditors International 7.71% 

FactSet Research 10.40% 

Fiserv NA 

Hormel Foods 11.06% 

Laboratory Corp of America NA 

National Retail Properties 3.10% 

NV5 Global Inc. NA 

O'Reilly Automotive NA 

Ollie’s Bargain Outlet Holdings NA 

T. Rowe Price 14.87% 

Republic Services 7.53% 

ResMed 4.94% 

Henry Schein NA 

J.M. Smucker 5.71% 

Stryker 10.64% 

Tyler Technologies NA 

UMB Financial Corp 8.59% 

Verisk Analytics  NA 

Waste Connections 16.14% 

Average 8.52% 

Yum! Brands, Inc. NA 

The list of holdings above for Tandem’s 3 
strategies are as of 9.30.2021. 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. 

dence (or at the very least concern) mounts that infla-
tion is with us to stay. These two concerns bring Fed-
eral Reserve policy into the spotlight, and if both con-
cerns come to fruition, the Fed will have quite the co-
nundrum. 
 
The typical Fed response to lower profits, if there 
were to be one, would most likely be lowering inter-
est rates. Just to keep things interesting, the typical 

response to inflation is higher interest rates.  And 
herein lies the conundrum. 
 
Recessions and bear markets can be caused by many 
things. One of the causes can be Federal Reserve 
action (or inaction). The importance of how the Fed 
responds to declining earnings in conjunction with 
sustained inflation, should the situation materialize, 
can not be overstated. It could have financial and po-
litical ramifications for years to come. We certainly do 
not predict this, but it bears watching. 

(Continued from page 1) 
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KEY MARKET DATA 

  9/30/2021 % Change % Change % Change 

  Close 1 Year 3 Years 5 Years 

S&P 500 4,307.54  28.09% 47.82% 98.66% 

Dow Jones Industrial 33,843.33  21.82% 27.91% 84.85% 

NASDAQ 14,448.60  29.38% 79.57% 172.00% 

Russell 2000 2,204.37  46.21% 29.93% 76.12% 

S&P 500 VIX 23.14  -12.25% 90.92% 74.12% 

FTSE Asia Pacific 387.85  17.30% 20.04% 41.61% 

FTSE Europe 6,205.19  35.65% 7.45% 24.05% 

FTSE World 839.17  26.91% 36.21% 71.61% 

Bitcoin 43,830.00  306.06% 562.27% 7072.31% 

U.S. Dollar Index 94.24  0.33% -0.52% -1.20% 

Crude Oil $75.03 86.55% 2.43% 55.53% 

Euro/Dollar* 1.16  -1.17% -0.23% 3.05% 

YIELD TABLE 

 
Current 3 months ago 1 year ago 

3-month Treasury Bill 0.04% 0.04% 0.11% 

2-year Treasury Note 0.24% 0.20% 0.13% 

5-year Treasury Note 0.86% 0.84% 0.27% 

10-year Treasury Bond 1.37% 1.52% 0.68% 

30-year Treasury Bond 1.94% 2.16% 1.42% 

Prime Rate 3.25% 3.25% 3.25% 

Federal Funds Rate 0.08% 0.08% 0.09% 

Discount Rate 0.25% 0.25% 0.25% 

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. 

Contact Information: 

 
Tandem Investment Advisors, Inc. 
145 King Street 
Suite 400 
Charleston, SC 29401 
 
(843) 720-3413 
 
www.tandemadvisors.com 

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

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.  


