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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 is-
sue of The TANDEM Report 
provides a summary of our 
views pertaining to the in-
vestment 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 
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COMMENTARY:  
Risk 

MARKET COMMENTARY:  
The Market Meanders 

W hat is risk? It’s subjective, 
really, isn’t it? An “in the eye 
of the beholder” sort of thing. 

Perhaps Justice Potter Stewart’s opin-
ion on obscenity best describes our 
understanding of risk - “I know it when I 
see it.”  But do we? 
 
To most, risk is only vaguely quantifia-
ble. It is either present in some degree, 
or it isn’t. Others think of risk in terms of 
a probability or likelihood - I know I 

shouldn’t move this heavy piece of glass 
by myself, but I can probably manage. 
 
Peter L. Bernstein wrote the definitive 
book on risk, titled Against the Gods: 
The Remarkable Story of Risk. The book 
is a bit academic for most, but im-
portant nonetheless. In it, Bernstein 
says of risk, “The word 'risk' derives from 
the early Italian risicare, which means 
'to dare'. In this sense, risk is a choice 

(Continued on page 2) 

T he stock market has taken inves-
tors on a wild ride since the start 
of the fourth quarter in 2018. De-

spite the ups and the downs, and the 
bumps and the bruises, the stock mar-
ket has basically stalled out for the last 
year. This past quarter was no different, 
as the S&P 500 meandered higher by 
1.19%, with only a brief stumble in Au-
gust. 
 
As the market drifted higher this quar-
ter, it seemed that investors were un-
clear of what to make of the investing 
environment. On one hand, the United 

States is experiencing near-record low 
unemployment. Rhetoric out of the 
White House seems ever-optimistic 
that we are nearing a trade deal with 
China. And, the Federal Reserve is 
once again attempting to stimulate our 
economy. On the other hand, the man-
ufacturing portion of our economy ap-
pears to be headed for a slowdown 
and corporate earnings growth is con-
tracting once more. 
 
If one is feeling a sense of deja vu of 
late, it’s with good reason. The current 

(Continued on page 4) 

“It requires a great deal of 
boldness and a great deal of 
caution to make a great for-
tune, and when you have it, it 
requires ten times as much 
skill to keep it.” 

 
 ~ Ralph Waldo Emerson 
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rather than a fate. The actions we dare to take, which 
depend on how free we are to make choices, are what 
the story of risk is all about.” 
 
Most of us probably think about risk like we think of a 
traffic signal. Risk increases from none to some to a lot 
as we move up the light sequence from green to yel-
low to red. We make decisions nearly every day like 
this. Not that we all picture a traffic light when we are 
weighing risk vs. reward, but we are attempting to 
measure likely outcomes from our decisions. This is 
part of what makes us human. And by and large, we 
are pretty good at it. 
 
Unless we are talking about investing. Then it seems 
as often as not that individualistic determinations of 
risk vs. reward give way to group think and trend fol-
lowing. It is reminiscent of the child’s defensive plea - 
everyone else did it! And to an extent, this lack of risk 
awareness for investors is understandable. Information 
is often incomplete or even conflicting. 
 
Yet whether we perceive it or not, investment risk in 
some measure is always present. And even when we 
do perceive risk’s presence, we are not all-together 
clear about how our behavior should be tempered for 
the risk we perceive. 
 
From our perspective, risk provides opportunity, but 
not in the manner most might think. High and rising 

prices are good for those that already hold stocks, but 
less good for those wanting to buy them. Yet data 
suggests that more money flows into the market when 
prices are high than when prices are lower. How can 
this be if the aim is to buy low? 
 
The answer is simply that when we are uncertain, we 
take comfort in numbers. If everyone is doing it, why 
shouldn't we? High prices often beget higher prices, 
so why not get on board? We perceive there to be less 
risk when others behave as we do. Higher prices equal 
less risk because everything is working. 
 
Similarly, when prices are falling we get nervous. We 
see prices going down and others selling, so we sell 
too. After all, with prices falling, risk is rising, isn’t it? 
 
Not really. It certainly may feel that way emotionally, 
but in point of fact, risk and price generally move to-
gether. As prices rise, so too does risk. And as prices 
fall, risk declines. 
 
Think about the traffic light again, as the chart below 
attempts to illustrate. Using a valuation measure 
called the Case-Shiller PE as a proxy, we have charted 
the market’s valuation for the last 60 years. The Case-
Shiller PE may not be familiar to you, but it tracks the 
average PE over the preceding 10 years, thereby offer-
ing a smoother valuation tool than just the PE in the 
moment. It is more representative of trends. We have 
then overlaid the price of the S&P 500 in faint gray, 
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and separated the chart into 3 sections, green, yellow 
and red. 
 
Like a traffic signal, green is at the bottom. It means go, 
the coast is clear and you may proceed. But it doesn’t 
mean you should abandon all caution. There may be 
something entering the intersection that doesn’t be-
long there, so move forward but pay attention. 
 
Yellow is a warning that means pay attention and re-
duce your speed. Circumstances could be changing. In 
other words, risk’s presence is becoming a little more 
obvious. Don’t stop, don’t undo anything, but be pre-
pared. Have a plan while you continue to proceed. 

 
Red is where the traffic signal analogy becomes less 
perfect. On the roadway, failure to stop for a red light 
could result in an expensive ticket, or worse. In the in-
vesting world, the red light should not be taken as a 
hard stop. Do not sell everything and go hide. The 
world will most likely not end this time. And if it did, 
well, we would have bigger problems. 
 
To us, red means risks have elevated as prices have 
risen, and there is opportunity in this elevated risk. 
Again, if the objective is to buy low and sell high, and if 
we bought when the light was green and yellow, red 
allows us to take advantage and sell high. This reduc-

es our risk by reducing our exposure to those things 
that have become overvalued. Overvalued securities 
are typically the ones most susceptible to price de-
clines. Reducing our exposure to them reduces the 
impact of a down market. 
 
It isn’t holding cash that reduces risk. It is reducing 
risky assets in our portfolio that reduces risk. And so 
the red light, like the green, is an opportunity not to be 
feared. Buy low, and sell high, and have the discipline 
and patience in between to wait. 
 
The discipline to wait is important, because price mat-
ters. Investing just to be invested isn’t a strategy. It is a 
hope. Investing when the price is right is a strategy. It 
is not about timing the market. It is about appropriately 

recognizing the presence and amount of risk, and then 
acting accordingly. We must weigh risk vs. reward. 
 
Price matters. The table above illustrates this perfect-
ly. The market was at or near a bottom in 1987, 2002 
and 2009. The return for the S&P is highest in the table 
when bought during those years. Unfortunately, most 
perceived the risk to be the greatest at those times 
because the market had fallen by 25%, 50% and 50% 
preceding each bottom. Yet hindsight indicates those 
times were less risky than when the market was high-
er. Risk creates opportunity. Be aware of it and take 
advantage. 

(Continued from page 2) 
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Returns through 
9/2019 

Period Begins 11/1987 3/1994 8/2000 9/2002 3/2005 10/2007 2/2009 7/2014 

Annualized Return 8.37% 7.73% 3.59% 7.92% 6.59% 5.63% 14.13% 8.74% 

S&P 500 Price Influences Return 

S&P Price 230.30 445.77 1,517.68 815.28 1,180.59 1,549.38 735.09 1,930.67 

9/2019 

2,976.74 

NA 

2019 
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market backdrop seems very similar to that of 
2015/2016.   
 
Fears over a slowdown in China sparked a selloff in 
August 2015 that served as an overhang for the global 
markets for the rest of the year. At the same time, the 
stock market entered an earnings recession as corpo-
rations experienced negative earnings growth for six 
straight quarters.  
 
China is once more slowing down. However, the head-
wind this time is exacerbated by the man-made crea-
tion of a Trade War. Trade uncertainty is finding its 
way into the global economy. 
 
As Newton’s Third Law rightly states: For every action, 
there is an equal and opposite reaction. So, while the 
Trade War with China and the battle over fair trade 
and intellectual property might be beneficial for the 
long-term health of our economy, it comes with a 
short-term cost - a slowdown in our manufacturing.  
 
In fact, U.S. manufacturing has now contracted for the 
past two months - a feat that has not occurred since 
2015/2016. The good news is that manufacturing is 
not what it once was in our country. As of 2018, manu-
facturing does not even account for 12% of the U.S. 
GDP. Once upon a time, a slowdown in manufacturing 
would have been a surefire sign of an imminent reces-
sion. As we saw in 2015/2016 though, that is no longer 
the case. Our economy is now squarely in the hands of 
the consumer.  
 
Perhaps most troubling though is that earnings are set 
to contract for the third straight quarter. In the short-
term, headlines may drive price day to day. But over 
the long-term, fundamentals will continue to drive the 
market.   

 
The fear of a prolonged corporate slowdown is evi-
dent in both interest rates and Federal Reserve rheto-
ric. The yield curve may have already signaled reces-
sionary fears as it fell further into inverted territory 
throughout August before promptly reverting back to 
normal. Inversion of the 10-year U.S. Treasury note and 
the 3-month U.S. Treasury bill has preceded each of 
the last 7 recessions. The 10-year Treasury note has 
also slid precipitously from its 3.23% yield in October 
of 2018 to its current yield of 1.75%. A drop in interest 
rates can sometimes indicate a negative view on fu-
ture growth. So, the bond market could be signaling 
that future growth prospects are somewhat limited. 
However, the Federal Reserve continued to get out 
from behind the 8-ball this past quarter as they cut the 
Federal Funds Rate twice and even announced addi-
tional stimulus just this month. 
 
From our perspective, the current uncertainty in the 
marketplace creates opportunity. While the S&P 500 
has been stagnant over the past 12 months, it is mere-
ly an index that reflects the weighted average perfor-
mance of the top 500 companies listed on U.S. ex-
changes. At Tandem, we are not the market. We do 
not buy the market, nor do we particularly behave like 
the market. As such, a market idled by a dearth of 
earnings growth at large leaves many investors 
scrambling into names exhibiting any sort of earnings 
growth.  
 
Over the long term, market volatility, trade wars, im-
peachment inquiries, and even presidential elections 
can be largely ignored. If a company is able to grow its 
earnings through any sort of economic environment, 
then over the long-term their price should also in-
crease. Elsewise, the company will become cheaper 
and cheaper as earnings continue to grow. Over time, 
companies that can grow their earnings should also go 
higher in price. 

(Continued from page 1) 



Page 5 

TANDEM NOTES 

A ccording to the website of the CFA Society of 
San Francisco, the Chartered Financial Analyst®   
is the most respected and recognized invest-

ment management designation in the world. That’s a 
bold statement, but a CFA designation is certainly a 
big deal in our industry. 
 
Again in the words of the CFA Society of San Francis-
co, earning the Charter is an extensive process, requir-
ing successful completion of three exhaustive exams. 
Program candidates report dedicating an average of 
300+ hours to prepare for each six-hour exam. Com-
pleting all three levels of the program takes most can-

didates between three and five years. 
 
In June, Ben Carew finished another 300+ hours of 
study (while working 60+ hours per week in addition) 
and then took his third six-hour exam, this time for 
Level III, the final hurdle. In August, he learned that he 
had passed Level III. 
 
Ben Carew becomes Tandem’s 2nd CFA charterholder. 
This is quite an accomplishment. We congratulate Ben 
as he is now Benjamin G. Carew, CFA, joining our own 
William (Billy) L. Little, Jr., CFA as a member of a fairly 
exclusive club. Well done. 

 5 Year Annualized Dividend Growth for Tandem’s Holdings by Strategy 
from Q3 2014 to Q3 2019 

Tandem’s average dividend-paying holding has increased it’s dividend by 11.28% 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 7.78% 

AbbVie, Inc. 20.57% 

Accenture Plc 9.42% 

Becton, Dickinson 7.16% 

Brown & Brown 9.86% 

Brown-Forman Cl B 7.43% 

Comcast 13.30% 

Costco 12.86% 

CVS Health 12.70% 

Dollar General NA 

Dominion Energy 8.87% 

Ecolab Inc. 10.84% 

Expeditors International  9.34% 

FactSet Research 13.05% 

Hormel Foods 16.00% 

Intercontinental Exchange 16.17% 

Microsoft 10.47% 

National Retail Properties 4.16% 

NextEra Energy 11.51% 

NIKE 12.89% 

T. Rowe Price 11.55% 

Republic Services 7.66% 

ResMed 6.85% 

Signature Bank NY NA 

J. M. Smucker 6.58% 

Stryker 11.26% 

TJX Companies Inc 21.32% 

Tractor Supply 16.95% 

United Technologies 4.49% 

Walgreens Boots Alliance 6.27% 

Waste Connections 15.75% 

Average 11.14% 

Companies not paying a dividend on 
9.30.2014 are NA. All companies in Large Cap 
Core currently pay a dividend. 

Equity 5 Yr. Annualized  
Dividend Growth 

Company Dividend Growth 
Abbott Laboratories 7.78% 
AbbVie, Inc. 20.57% 
Accenture Plc 9.42% 
Becton, Dickinson 7.16% 
Brown & Brown 9.86% 
Brown-Forman Cl B 7.43% 
Celgene 13.30% 
Comcast 12.86% 

CVS Health NA 
Dollar General NA 
Dollar Tree 8.87% 

eBay 10.84% 
Ecolab Inc. NA 

Expeditors International 13.05% 
FactSet Research 16.00% 
Hormel Foods 16.17% 
Intercontinental Exchange NA 
Microsoft 10.47% 
NextEra Energy 11.51% 
NIKE 12.89% 
O'Reilly Automotive NA 
PayPal Holdings NA 
T. Rowe Price 11.55% 
Republic Services 7.66% 
ResMed 6.85% 
Signature Bank NY NA 

Stryker 11.26% 
TJX Companies Inc 21.32% 
Tractor Supply 16.95% 

United Technologies 4.49% 
Verisk Analytics NA 
Walgreens Boots Alliance 6.27% 
Waste Connections 15.75% 

Average 11.39% 

Costco 12.70% 

Dominion Energy NA 

Euronet Worldwide 9.34% 

J.M. Smucker 6.58% 

Tyler Technologies NA 

Mid Cap Core 5 Yr. Annualized  
Dividend Growth 

Company Dividend Growth 

Becton, Dickinson 7.16% 

Brown & Brown 9.86% 

Brown-Forman Cl B 7.43% 

Covetrus NA 

Dollar Tree NA 

Ecolab Inc. 10.84% 

Euronet Worldwide NA 

ExlService Holdings NA 

Expeditors International 9.34% 

FactSet Research 13.05% 

Fiserv NA 

Hormel Foods 16.00% 

Laboratory Corp of America NA 

National Retail Properties 4.16% 

O'Reilly Automotive NA 

T. Rowe Price 11.55% 

Republic Services 7.66% 

ResMed 6.85% 

Ross Stores 20.59% 

Henry Schein NA 

Signature Bank NY NA 

J. M. Smucker 6.58% 

Stryker 11.26% 

Tractor Supply 16.95% 

UMB Financial Corp NA 

Tyler Technologies 5.92% 

Verisk Analytics  NA 

Waste Connections 15.75% 

Yum! Brands, Inc. NA 

Average 10.64% 

The list of holdings above for Tandem’s 3 
strategies are as of 6.30.2019. These lists do 
not constitute investment advice, nor do they 
represent performance of any Tandem invest-
ment product. FactSet is the data source for 
the above calculations. 



 

 

KEY MARKET DATA 

 
9/30/19 

Close 
% Change 

1 Year 
% Change 

3 Years 
% Change 

5 Years 

S&P 500 2,976.74 2.15% 37.29% 50.93% 

Dow Jones Industrial 26,916.83 1.73% 47.02% 57.94% 

NASDAQ 7,749.45 1.60% 58.94% 91.37% 

Russell 2000 1,523.37 -10.21% 21.71% 38.28% 

German Xetra DAX 12,428.08 1.48% 18.24% 31.18% 

London FTSE 100 7,408.21 -1.36% 7.38% 11.86% 

Shanghai Composite 2,905.19 2.97% -3.31% 22.90% 

Crude Oil $54.07 -26.18% 12.09% -40.69% 

Gold $1,472.90 19.62% 8.36% 10.19% 

U.S. Dollar Index 99.02 4.52% 3.81% 15.08% 

Euro/Dollar* 1.09 -6.11% -3.03% -13.71% 

CRB Index 173.94 -10.87% -6.64% -37.56% 

YIELD TABLE 

 Current 3 months ago 1 year ago 

3-month Treasury Bill 1.93% 2.22% 2.17% 

2-year Treasury Note 1.65% 1.81% 2.77% 

5-year Treasury Note 1.57% 1.83% 2.89% 

10-year Treasury Bond 1.70% 2.07% 3.00% 

30-year Treasury Bond 2.16% 2.57% 3.15% 

Prime Rate 5.15% 5.50% 5.03% 

Federal Funds Rate 2.04% 2.38% 1.95% 

Discount Rate 2.65% 3.00% 2.53% 

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 
 
(800) 303-8316 
(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.  


