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Happy New Year!  As we enter 2016, the financial media is filled with predictions and projections for the year.  
Many predictions will be wrong and most will be soon forgotten.  At Lunt Capital, we are passionate about 
research.  Rather than make predictions, we use our research to evaluate and to prepare for a variety of market 
scenarios.  We are most interested in creating and following processes and behaviors that will allow us to adapt to 
events and trends that are not apparent today.  Sustained investment success will come from a proper investment 
frame of mind.  In that spirit, I recently reviewed one of my favorite investment books: Seeking Wisdom—From 
Darwin to Munger by Peter Bevelin.  The quotes and sections in bold in the message that follows come from 
Bevelin’s book. 
 
“When someone remarked to the French writer Voltaire, ‘Life is hard,’ he retorted, ‘Compared to what?’”   
 
We could easily say, “Financial markets were hard in 2015.”  The correct response would be “Compared to what?”  
Negative returns in any asset class are never enjoyable, but seasons of negative returns are a normal part of the 
long-term investment landscape.  Capturing attractive, long-term returns without periods of loss is a fantasy land.  
Normal volatility and losses should not be confused with unrecoverable, abnormal losses.  In other words, the 
scope of the loss given the strategy is very relevant.  Markets may have felt “hard” in 2015, but compared to 
history, most asset class performance fit within the range of “normal.”  There will be many more years like this on 
a normal investment journey.  Don’t confuse “normal” with “hard.”  Don’t excuse “abnormal” as “hard.” 
 
“What the human being is best at doing is interpreting all new information so that their prior conclusions 
remain intact.”  -Warren Buffett 
 
There is plenty of market hand-wringing as we enter 2016.  Higher rates from the Federal Reserve.  Volatility and 
slowdown in China.  Instability and war in the Middle East.  A presidential election.  The list could go on and on.  It 
is worth remembering there is always a “wall of worry” for the market to confront.  Sometimes the market easily 
breaks through the wall.  On occasions, it takes longer (years).  It is our observation that many market participants 
are not open to exploring different market scenarios and outcomes.  Instead, they adopt a point of view and 
become completely entrenched in that perspective.  For some, it is an impenetrable wall while for others, there is 
never any wall!  They seek out those with similar views that simply reinforce their already cemented positions.  
Objectivity, self-awareness, and honesty are critical tenets of successful investing.  Supreme Court Justice Oliver 
Wendell Holmes, Jr. said: “Most people think dramatically, not quantitatively.” 
 
“I recall one story when Arco was celebrating making a lot of money on its oil fields.  Their house counsel was 
an Irish guy who could get away with saying things, so he said: “I want to toast the guy who really deserves the 

Lunt Capital Management, Inc. 

215 S. State Street, Suite 100 

Salt Lake City, UT 84111 

 (801) 503-3035 

www.luntcapital.com 



credit for our success: Here’s to King Faisal!  All the predictions we made were wrong, costs were way over 
budget, etc.  But along came King Faisal, who formed a cartel [OPEC], caused the price of oil to soar, and made 
us a fortune.”  -Charlie Munger, Vice Chairman, Berkshire Hathaway 
 
We continue to live in a time when “macro”, big picture themes are overwhelming many “micro” decisions at an 
individual company level.  This is not to say that good management is irrelevant.  Instead, it highlights the 
importance of recognizing the strength of the market “tides” when managing or evaluating investments.  Long-
term money is made by recognizing and respecting the power of market tides.  It is most dangerous when those 
who unknowingly swim with the tide falsely believe they are simply strong swimmers. 
 
“Seth Godin tells a true story in his book All Marketers are Liars.  In the 1980s, some businessmen bought some 
branded stereo speakers and packed them into a truck.  They parked the truck behind a dorm at Harvard and 
started whispering “Psst…Hey! You wanna buy some speakers?”  They never said that the speakers were stolen 
but passersby assumed they were.  They therefore had to be a bargain.  The businessmen sold out in no time.  
Even if the speakers cost a little more than they did in the local store.”  -Peter Bevelin 
 
I recently had a conversation with a financial advisor about a particular investment product.  He concluded the 
product must be desirable because it was offered by a large financial firm.  How quickly we forget 2008, when 
some of the world’s largest and most prestigious financial firms failed or teetered on the edge of insolvency!  Wall 
Street does not give anyone a deal.  True value lies in aligning with people who will tell you the truth about what 
you are buying.  The investment business remains a relationship business based on trust.  There are many ready 
to sell you overpriced speakers. 
 
“There was a problem with mice on campus.  The solution for exterminating the mice was to pay students $1 
for every dead mouse they delivered.  It worked!  Until the students began breeding mice in order to make 
more money.”  -Peter Bevelin 
 
I was an Economics major in college.  It trained me to recognize that incentives matter.  Politicians, regulators, and 
central bankers have created laws, policies and rules in order to incent specific behavior.  We should not be 
surprised when well-intended policies create dangerous unintended consequences.  We could have spirited 
discussions about a variety of issues such as the creation of the Euro, the Affordable Care Act, and the zero 
interest rate policy by the Federal Reserve.  The fact that these policies (however justified at inception) have 
created some challenging, unintended consequences is without debate.  While policy arguments are important, it 
is essential for investors to map a variety of intended and unintended outcomes that result from a broad array of 
policies. 
 
Mark Twain said, “I’ve suffered a great many catastrophes in my life.  Most of them never happened.” 
 
The natural tendency is to extrapolate the most recent trend into the future.  Heightened investment caution 
seems justified.  However, risk management requires perspective and balance.  We should not rule out that there 
are many things that can go right in 2016.  Markets discount the future, and in some cases markets do not need 
“good” news to move higher.  Instead the news has to simply be “less bad.”  We are not making a prediction of 
“good” or “bad” in 2016.  Instead, we are devoted to continuing a disciplined, long-term investment process.  We 
are committed to adapting to new information, new markets, new risks, and new opportunities in 2016.  We 
recognize the great privilege of working with you.  We wish you all the best in the coming year! 
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