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INTRODUCTION 

“Successful speculating is more 
a matter of character than 

mathematics, analysis or luck.” 
 

– Al Frank 



INTRODUCTION 
The Prudent Speculator 

John Buckingham, Chief Investment 
Officer, Editor of The Prudent 
Speculator newsletter 
 

•  John joined AFAM in 1987 
•  Worked with Al Frank, founder of AFAM 
•  Chief Portfolio Manager since 1990 
•  Manager of AFAM proprietary mutual funds 
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INTRODUCTION 



The Secret to Success 

VALUE OF DIVIDENDS 
 



“If you do not change 

direction, you may end up 

where you are heading” 

―Lao Tzu 

THE SECRET TO SUCCESS IN STOCKS 
 



THE SECRET TO SUCCESS IN STOCKS 
Ups & Downs, But Long-Term Trend Is Up 

The Bursting of the Tech 
Bubble in 2000-2002 and the 
Financial Crisis/Great 
Recession in 2007-2009 are 
about the only visible blips 
on the long-term (back to 
1927) chart of the S&P 500 
index,  but if one utilizes a 
log-scale for the Y-axis, the 
swings of the equity markets 
over the past 90 years are 
more easily evident. Of 
course, the long-term trend 
has been very favorable AND 
these charts show only price 
appreciation of the S&P 500, 
ignoring the historically 
lucrative impact of dividends 
and their reinvestment.  



THE SECRET TO SUCCESS IN STOCKS 
Lots of Frightening Events  

History is filled 
with plenty of 
disconcerting 
events, but 
those who have 
stayed the 
course, sticking 
with their long-
term 
investment 
plans, have 
nearly always 
been rewarded 
in the fullness 
of time. 



THE SECRET TO SUCCESS IN STOCKS 
A Big Selloff Happens Almost Every Year 

While the S&P 500 has enjoyed excellent long-term returns and endured 
a relatively small number of negative full years since the founding of The 
Prudent Speculator in 1977, there have been corrections of 10% or more 
in 24 of the 38 years.  



THE SECRET TO SUCCESS IN STOCKS 
Keep Calm and Carry On  

Memories tend to fade over time, but since the end of the nasty 
Financial Crisis Bear Market in March 2009, there have been more than 
a few frightening events, yet stocks have still managed to move higher. 



THE SECRET TO SUCCESS IN STOCKS 
24/7 Access to Portfolio Info is a Problem 

Myopic loss aversion is the combination of a greater sensitivity to losses 
than to gains and a tendency to evaluate outcomes frequently...The 
investors who got the most frequent feedback (and thus the most 
information) took the least risk and earned the least money.  
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THE SECRET TO SUCCESS IN STOCKS 
Financial Media is Not Always Helpful 
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THE SECRET TO SUCCESS IN STOCKS 
The Greek Debt Crisis – Bonds vs. Stocks  

Greece has been just one of many headwinds, but those who opted for 
the “safety” of fixed income since the first Athens bailout package in 
May 2010, have missed out on handsome equity market returns. 



THE SECRET TO SUCCESS IN STOCKS 
February 2016 Financial Press Covers 



THE SECRET TO SUCCESS IN STOCKS 
Plenty of “Help” for Investors 



THE SECRET TO SUCCESS IN STOCKS 
Abundant Online Advice: Click Here 



THE SECRET TO SUCCESS IN STOCKS 
All the Bases: Down 50% or Dow 50,000 



THE SECRET TO SUCCESS IN STOCKS 
Gold vs. S&P 500: Price Appreciation 

While the precious yellow certainly performed well for a couple of years 
following the Financial Crisis, it has been an awful investment the last 
five years, 2016’s nice rebound notwithstanding, especially as the metal 
produces no income, while the S&P 500 throws off solid dividends. 



THE SECRET TO SUCCESS IN STOCKS 
Few Actually Earn the Market Return 

“For the 12 months ended December 30, 2016, the S&P 500 
index produced an impressive annual return of 11.96%, while 
the average equity mutual fund investor earned only 7.26%, 
a gap of 4.70 percentage points. This underperformance is 
most attributable to January (1.74%) and the ‘Trump rally’ in 
November (1.13%) and December (1.34%).” – DALBAR 4.4.17 

“’Investors had to 
push against media 
negativism from 
January to the end of 
the year. They were 
largely sellers in the 
second half of the 
year, either from fear 
or an attempt to find 
the top of the market. 
That top did not come 
in 2016 and investors 
paid for it.’ said Cory 
Clark, Director at 
DALBAR, Inc.” – 
DALBAR 4.4.17 



THE SECRET TO SUCCESS IN STOCKS 
The Cost of Market Timing - Morningstar 

Not nearly as bad as DALBAR’s data, but Morningstar shows that the 10 
largest equity funds also have seen lousy investor market timing.  



THE SECRET TO SUCCESS IN STOCKS 
The Only Problem With Market Timing... 



THE SECRET TO SUCCESS IN STOCKS 
We Constantly Provide Perspective 

“It pays to have nerves of steel. That’s 
the most important lesson to emerge 
from the Prudent Speculator’s position 
as one of this country’s most successful 
investment newsletters of the past four 
decades.” – Mark Hulbert 



Valuable Properties 

DIVIDENDS ARE STILL VALUABLE 
 



“When shopping for stocks, 
choose them the way you would 
buy groceries, not the way you 

would buy perfume.” 
 

  —Benjamin Graham 
 

VALUABLE PROPERTIES 



VALUABLE PROPERTIES 
Value Makes Sense – Most Like A Bargain 



VALUABLE PROPERTIES 
Historical Evidence Favors Value & Divs 



VALUABLE PROPERTIES 
The Miracle of Compounding 

The Orange County 
Register reported last 
week that the Oracle of 
Omaha bought the 
house to the left in 
1971 for $150,000. 
Should Mr. Buffett fetch 
his $11 million asking 
price, $150K growing to 
$11,000,000 in 46 years 
would work out to, 
drum roll please, 9.8% 
per annum, not quite as 
good as the 10.3% total 
return on the S&P 500  
over the same period! 

Berkshire Hathaway CEO Warren Buffet has put his six-
bedroom house in Laguna Beach’s Emerald Bay on the 
market for $11 million – OCRegister.com 



“Do you know the only thing 
that gives me pleasure? It's to 
see my dividends coming in.” 

 
  —John D. Rockefeller 

VALUABLE PROPERTIES 



VALUABLE PROPERTIES 
Dividends Have Grown Over Time 

While dividends are never guaranteed, the historical evidence suggests 
that Corporate America has a long history of raising quarterly payouts, 
whereas the coupons on most debt instruments are fixed. Yes, stock 
prices are volatile, but they generally have also increased over time. 



VALUABLE PROPERTIES 
Solid EPS Growth Estimated 

With market history showing that stock prices 
generally have followed earnings, it is nice to 
see EPS for the S&P 500 again heading north, 
even as we realize that analysts are often overly 
optimistic in their projections. Of course, the 
numbers of companies exceeding expectations 
last quarter was a bit below average. 



DIVIDENDS ARE STILL VALUABLE 
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“Uncertainty actually is the 
friend of the buyer of long-

term values. 
 

  —Warren Buffett 
 

MYTH DEBUNKING 



 

Rising rates won’t kill the market 
 
 

MYTH DEBUNKING 



MYTH DEBUNKING 
Δ in 10-Year Treasury & Value/Growth 
Returns Providing some more 

comfort for those 
concerned about 
rates, concurrent and 
subsequent returns 
following periods 
when the 10-Year 
Treasury increased 
have been nicely 
positive, on average, 
with Value performing 
very well compared to 
Growth on an 
absolute and relative 
basis. 



MYTH DEBUNKING 
Δ in 10-Year Treasury & Divs/No Divs 

While we realize that a 
rise in the 10-Year U.S. 
Treasury should make 
stocks less attractive, 
nearly 90 years of 
market data show that 
Dividend-Payers have 
performed admirably, 
on average, over the 12 
months both 
concurrent with and 
subsequent to  
increases in the yield on 
the benchmark 
government bond.  



MYTH DEBUNKING 
Fed Liftoff & Value  

Value Stocks historically have outperformed Growth Stocks, but the 
annualized differences are even more pronounced on average for the 
two-, three- and five-years following the first rate hike.  



MYTH DEBUNKING 
Fed Liftoff & Dividend Payers 

While many are of the mind that dividend-paying stocks perform poorly 
following the initiation of a Federal Reserve tightening cycle, the 
historical annualized evidence, on average, would suggest otherwise. 



MYTH DEBUNKING 
Volatility AND Higher Prices Since Liftoff 

The FOMC raising its target for the federal funds rate to 0.25% to 0.50% 
on December 16, 2015, is just one of many factors driving the gyrations 
in the equity markets in the 16 months since. 



MYTH DEBUNKING 
Taper Tantrum 

Yet, one year later, the S&P 
500 had recouped those 
losses and then some, rising 
13.6% from May 22, 2013 to 
May 22, 2014, even though 
Janet Yellen’s Fed actually 
started to taper by $10 billion 
per month in January 2014. 

On May 22, 2013, Ben 
Bernanke hinted that the 
Federal Reserve would soon 
begin to taper it’s $85 billion 
per month in purchases of 
bonds and mortgage backed 
securities. One month later, the 
S&P 500 had dropped 3.8%. 



 

The Fed is not likely to become 
unaccommodative 

 
 

MYTH DEBUNKING 



MYTH DEBUNKING 
Subdued Economic Growth Expected 

The Fed left its longer-run projection for GDP growth at 1.8% and its 
longer-run estimate for the Fed Funds rate at 3.0%. 

Source: Federal Reserve, March 15, 2017 



MYTH DEBUNKING 
U.S. Economy Muddling Along 

Though recent data points have been more favorable, lackluster Q4 2016 
GDP growth of 2.1% was hardly anything to write home about. 



MYTH DEBUNKING 
Consumers are Feeling Upbeat  

The Conference Board’s 
latest read on Consumer 
Confidence came in at 125.6 
for March, blowing away 
expectations and hitting the 
highest level since December 
2000, while the University of 
Michigan’s gauge of 
Consumer Sentiment inched 
up to a score of 96.9 in 
March, with the measure 
well above the historical 
average dating back to the 
1980s and near highs not 
seen for more than a decade.  



MYTH DEBUNKING 
Mixed Economic Numbers 

Though still well above the 
historical average, automobile 
sales came in below 
expectations for March, 
dropping to a seasonally 
adjusted annual rate of 16.53 
million units, while the latest 
ISM reading on the health of 
the service sector pulled back 
to a weaker-than-expected 
55.2. Of course, that tally was 
above the historical average, 
and the ISM Manufacturing 
Index measure of 57.2 was 
quite robust. 



MYTH DEBUNKING 
Solid Labor Situation  

While only 98,000 new jobs 
were created in March, well 
below expectations, the 
unemployment rate dipped to 
4.5%, the lowest level since 
May 2007, the labor force 
participation rate held steady 
at 63% and average hourly 
earnings rose 2.7%. Also, the 
latest tally of weekly first-time 
filings for unemployment 
benefits dropped sharply to 
234,000, near the lowest 
figure on record in our 
monthly data series. 



MYTH DEBUNKING 
FOMC Fed Funds Rate Targets: Mar 2017 

Source: Federal Reserve, March 15, 2017 



MYTH DEBUNKING 
Futures:  Rate Hikes Expected in 2017 

Source: Bloomberg 

The latest FOMC projections show that 9 of the 17 Participants are 
projecting a year-end Fed Funds Rate target of 1.375% (the mid-point of 
a 1.25% to 1.5% range) as the economy is expected to improve 
somewhat  (hard to say that a better business climate is a negative for 
stocks), but the Fed Funds futures markets are presently suggesting a 
34.8% chance of that level prevailing as of the December 13, 2017 Fed 
Meeting, with the odds currently at 49.4% for a lower rate. 



Folks are not too optimistic 
 

MYTH DEBUNKING 



MYTH DEBUNKING 
Wall Street “Experts” Not Overly Upbeat 

As The Wall Street 
Journal reported not 
too long ago, the 
consensus year-end 
2017 price target for 
the S&P 500 from a 
survey of 15 market 
strategists stands at 
2356, only 5.2% 
higher than the 
2016 closing value 
of 2239.83, marking 
the lowest level of 
year-end optimism 
since 2003. 



MYTH DEBUNKING 
Main Street is Actually Pessimistic 

The data suggest it is better to stay invested no matter the direction in 
sentiment, but the sizable jump in the number of pessimists and the  
pullback in the number of optimists in the latest (as of April 5, 2017) 
AAII Investor Sentiment Survey has pushed the Bull-Bear Spread to a 
reading of -11.3 in the bottom 20% (most Bearish) of all tallies. 



MYTH DEBUNKING 
Interest in Stocks Hardly Euphoric 

While sentiment gauges like 
the CNNMoney Fear & 
Greed Index often gyrate 
wildly (the measure was 
flashing an Extreme Greed 
warning a month ago and a 
Fear signal a week ago), the 
latest reading was in Fear 
territory, despite near-
record highs on the major 
market indexes. Meanwhile, 
the latest weekly data from 
ICI showed minimal dollars 
flowing into U.S. stock 
mutual funds and ETFs. 



MYTH DEBUNKING 
Apple Stock Price Vs. Bond Price 

Investors gobbled up an Apple 10-Year bond yielding 2.4% in May 2013 
when the stock yielded 2.8%. At least they minimized their volatility! 



Stocks are not too expensive 
 

MYTH DEBUNKING 



MYTH DEBUNKING 
Shiller P/E (CAPE) 

While the elevated 
Cyclically Adjusted 10-
Year P/E (CAPE) 
compiled by Yale 
University Professor 
Robert Shiller has yet 
to prove problematic, 
we respect that equity 
market valuations are 
not cheap from an  
earnings multiple  
perspective…though 
we can’t simply ignore 
extraordinarily low 
interest rates. 

 Shiller Cyclically Adjusted 10-Year P/E (CAPE) 

http://www.econ.yale.edu/~shiller/data.htm 



MYTH DEBUNKING 
We Hope Now is Like March 2000 

Value strategies had a great five years following the bursting of the Tech 
Bubble in March 2000, despite rich multiples on the major indexes.  



MYTH DEBUNKING 
Income Options – Equities Very Attractive 

Though stocks offered better comparisons not that long ago, the payout 
on the S&P 500 (1.97%) is still rich when compared to current yields on 
fixed income instruments, and when viewed against the historical 
averages since we began publishing The Prudent Speculator in 1977 for 
U.S. Treasuries, Money Market Funds and the Aggregate Bond Index.   



MYTH DEBUNKING 
“Risk-Free” Yields Over Time 

Money Market yields were in the 6% range in 2000 and in the 5% range 
in 2007 at prior equity market peaks, compared to 0.68% today. At 68 
basis points, money doubles in a little more than 102 years! 



MYTH DEBUNKING 
Fed Model: Attractive Earnings Yield 

The so-called Fed Model suggests that the yield on 10-Year Treasuries 
should be similar to the S&P 500 Earnings Yield, which is the inverse of 
the P/E ratio. If the 10-Year is greater than the S&P Earnings Yield, a 
market is overvalued and if the reverse is true, as it is today, a market is 
undervalued. Though some argue that the Fed Model is no longer an 
effective tool, we like today’s relatively generous earnings yield of 4.6%. 



MYTH DEBUNKING 
Equity Strategies & Benchmark Metrics 



MYTH DEBUNKING 
Dividends Today Vs. 2000 & 2007 Peaks  

Yields: 
 
Current: 2.0% 
2007 Peak: 1.7% 
2000 Peak: 1.1% 
 
 
S&P Level: 
 
2.0% Yield: 2300 
1.7% Yield: 2750 
1.1% Yield: 4250 



The Bull Market is not too old 

MYTH DEBUNKING 



MYTH DEBUNKING 
Bull Market Began 10.04.11, Not 03.09.09 

S&P 500: With a Bear Market defined as a 20% decline, a 21.6% 
peak-to-trough drop on an intraday basis took place in 2011... 
 



MYTH DEBUNKING 
Market of Stocks — 2011 Bear Market 



MYTH DEBUNKING 
Yes, Virginia, 2011 Had A Bear Market   

Three cheers for Mark Hulbert, whose Wall 
Street Journal column of 3.8.16 was one of 
the few we’ve seen that acknowledges the 
2011 Bear Market (see chart on the left), 
even as a March 11 WSJ column ignored 
the big 2011 setback (see chart below). 



MYTH DEBUNKING 
Market of Stocks – 2014-2016 Swoon 



Dow 20000 21000 is not the end 
 

MYTH DEBUNKING 



MYTH DEBUNKING 
Dow Went Nowhere: 1929 to 1954 

Illustrating that index values tell only part of the story, the Dow Jones 
Industrial Average actually lost ground over a 25-year time span from 
the beginning of 1929 to the beginning of 1954, yet the total return on 
stocks ranged from 4.02% to 8.32% per annum, with the S&P 500’s 
annualized return coming in at a respectable 6.07%. The reason for the 
difference between the price-return-only Dow measure and the actual 
returns investors might have earned is dividends and their reinvestment. 



MYTH DEBUNKING 
Dow Went Nowhere: 1966 to 1982 

Incredibly, the Dow Jones Industrial Average actually lost ground over a 
16-year time span from the beginning of 1966 to the beginning of 1982, 
yet the total return on Value stocks was a superb 13.39% per annum. 
Obviously, stock picking mattered as the S&P 500’s annualized return 
was only 5.97%, though Non-Dividend Payers outperformed Dividend 
Payers by more than one% per year. Despite losing nearly 10% of its 
price, the Dow’s total return during the period was 3.94% per annum. 



Margin debt levels are not too high 

MYTH DEBUNKING 



MYTH DEBUNKING 
Examples of Why Folks Use Margin?  

 

 They may be engaged in investment strategies that hedge 
and pare risk by applying leverage to uncorrelated assets. 

  
 Margin debt might be the cheapest type of debt they have 

access to, and therefore they may use it to pay off other 
more expensive debts. 

  
 They might be waiting for money to arrive at a broker, and 

need temporary liquidity to fund purchases.  
 
 They might be optimistic about the equity market and 

wish to buy more stocks. 



MYTH DEBUNKING 
What is Held in Margin Accounts?  

Illustrating how Exchange Traded Funds have altered the investment 
landscape, $449 billion is invested in the top 13 non-U.S. equity ETFs. 



MYTH DEBUNKING 
Margin Debt Near Average Vs. Market Cap 

Seems that most discussions of margin ignore the denominator in the 
equation, be it equity in margin accounts or overall market capitalization. 



MYTH DEBUNKING 
Margin Growth Not Like in 2000 or 2007 

Yes, margin debt is at all-time highs, but it has not been growing at 
anywhere near the percentages witnessed at prior market highs. 



Undervalued Dividend Payers 

DIVIDENDS ARE STILL VALUABLE 
 



UNDERVALUED DIVIDEND PAYERS 

“The stock market is filled 
with individuals who know the 

price of everything, but the 
value of nothing.” 

 
 – Phillip Fisher 



UNDERVALUED DIVIDEND PAYERS 
TPS Recommended Stock Distribution 

Obviously, we would prefer that all of our picks pan out, but a 63% 
success (profitable) rate has produced a stellar 17%+ average annualized 
total return for each of 1,860+ recommendations dating back to 1977. 



UNDERVALUED DIVIDEND PAYERS 
Patience, Patience, Patience 

After our initial recommendation of Apple at a split-adjusted $1.60 
on 10.06.00, the stock had skidded 34% just three months later. 



UNDERVALUED DIVIDEND PAYERS 
The Longer the Hold, the Lower the Risk 



UNDERVALUED DIVIDEND PAYERS 
Free Stock Pick Report 



DIVIDENDS ARE STILL VALUABLE 
Special AAII Subscription Offer 

In honor of our 40th anniversary (TPS was founded in 1977!), 
we are offering a special coupon code for AAII members as 
well as their family & friends. 
 
Use coupon code AAIISD to get 19.77% off a one year or two 
year subscription. Feel free to share the promotion special 
with your family and friends!  

AAIISD 



All performance data is as indicated on the chart. The information provided comes from independent sources believed reliable, but 
accuracy is not guaranteed and has not been independently verified. The security information, portfolio management and tactical 
decision process are opinions of Al Frank Asset Management, a division of AFAM Capital, Inc. and the performance results of such 
recommendations are subject to risks and uncertainties. 
  
The value of an investment and the return on invested capital will fluctuate over time and, when sold or redeemed, may be worth less 
than its original cost. This material is not intended as and should not be used to provide investment advice and is not an offer to sell a 
security or a solicitation or an offer, or a recommendation, to buy a security. Investors should consult with an investment advisor to 
determine the appropriate investment vehicle. Investment decisions should be made based on the investor's specific financial needs 
and objectives, goals, time horizon and risk tolerance. All opinions and views constitute our judgments as of the date of writing and are 
subject to change at any time without notice. 
  
For comparison purposes, the strategies are measured against the Russell 3000 Index, a broad market index of the U.S. equity universe. 
You cannot invest directly in an index. 
  
Past performance is not a guarantee of future results. Diversification does not protect against loss in declining markets. 
  
AFAM Capital, Inc. is a Registered Investment Advisor. Al Frank Asset Management and Innealta Capital are divisions of AFAM Capital. 
AFAM is editor of The Prudent Speculator newsletter and is the investment advisor to individually managed client accounts and certain 
mutual funds distributed through Northern Lights Distributors, LLC. Summary prospectuses can be reviewed at 
http://www.alfrankfunds.com/resources/ and 
https://www.geminifund.com/RegulatoryDocumentCenter/PublicDocuments/Current.aspx?FundFamily=Innealta+Capital+Funds&Fund=
Country+Rotation&DocType=Summary+Prospectus  
  
Investing involves risk and principal loss is possible. 
  
For more information, please visit afamcapital.com. Registration as an investment advisor does not imply any certain level of skill or 
training.                                                                                                                                                                                            218-AFAM-4/7/2017 
  
12117 FM 2244, Bldg. 3-#170 | Austin, Texas78738 | p: 512.354.7041 | f: 512.402.1014 
 

 

 

 

 

 

DISCLOSURES 
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The Russell 3000 Index measures the performance of the largest 3,000 U.S. companies representing approximately 98% of the 
investable U.S. equity market.  
 
The S&P 500, or the Standard & Poor's 500, is an American stock market index based on the market capitalizations of 500 large 
companies having common stock listed on the NYSE or NASDAQ. 
  
The Barclays Capital U.S. Aggregate Bond Index is the most common index used to track the performance of investment grade bonds in 
the U.S.  
 
The Russell 3000 Value Index measures the performance of the broad value segment of U.S. equity value universe. It includes those 
Russell 3000 companies with lower price-to-book ratios and lower forecasted growth values.  
 
The S&P MidCap 400® provides investors with a benchmark for mid-sized companies.  The index, which is distinct from the large-cap 
S&P 500®,  measures the performance of mid-sized companies, reflecting the distinctive  risk and return characteristics of this market 
segment.  
 
The S&P SmallCap 600 Index, more commonly known as the S&P 600, is a stock market index from Standard & Poor's. It covers roughly 
the small-cap range of US stocks, using a capitalization-weighted index.  
 
The Nasdaq Composite is a market-value weighted index of all common stocks listed on Nasdaq.  
 
The Wilshire 5000 is A market capitalization-weighted index composed of more than 6,700 publicly-traded companies that meet the 
following criteria: 1. The companies are headquartered in the United States 2. The stocks are actively traded on an American stock 
exchange 3. The stocks have pricing information that is widely available to the public.  
 
The Russell 3000 Growth Index measures the performance of the broad growth segment of the U.S. equity universe.  
 
The Dow Jones Industrial Average is a price-weighted average of 30 actively traded blue-chip stocks, primarily industrials including 
stocks that trade on the New York Stock Exchange.  
 
The Russell 2000 Index is a subset of the Russell 3000® Index representing approximately 10% of the total market capitalization of 
that index. 
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