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business failures, economic relief, record- speed vaccine
development to name but a few. Market action in 2020 caused
many an investor to question his beliefs about, and commitment
to investing. This of course was a direct, emotional reaction to
the emergence of the pandemic and the hair-raising market panic
of 1Q-2020.
Despite all that, equity markets closed the year at an all-time
high. The market rally that commenced in late March 2020 was
as surprising as it was powerful. Yet further proof that trying to
outguess the market’s short-term action is a decidedly suboptimal, value-destroying undertaking.
Investing in industries that seek to address climate change will
probably pay dividends for quite a long time. We took an outsized
position in ICLN-the iShares Global Clean Energy ETF in early
April with the equity markets still near the lows. Our average
purchase price is just a few pennies over $10/share. By year end
2020, ICLN was trading above $30/share, giving us a 200% gain,
give or take. While we may prune the position back once in a
while, we expect to be long-term holders of ICLN for our clients.
Along those lines, later in this newsletter we include some
excerpts of Blackrock’s Larry Fink’s letter to Corporate America.
Fink is the CEO of Blackrock--sponsor of iShares, the largest
family of Exchange Traded Funds. He clearly understands that
now is the time to begin to address climate change and to
encourage companies, executives and shareholders to allocate
their capital accordingly.
4Q-2020 Review & Outlook
The markets powered higher through 4Q-2020…the rally as
welcome as it was unexpected. The economic data remained
moribund and ultimately will have to improve to sustain further
market gains. There is more than a little anecdotal evidence that
buckets of naive investor money found its way into the markets this
year, and provided much up the upward impetus—concentrated in
specific sectors. Time will tell.
The old saw that the markets tend to deliver “the maximum
punishment to the greatest number of investors from time to time”
is not too wide of the mark. While it is easy for novice day traders
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to feel like they know what they are doing after a quick score or
two, the vast majority simply do not. Some will escape with a profit.
Many more will take a severe beating.
One of our jobs is to synthesize data from multiple sources into
portfolio structure, and defensible, actionable recommendations.
One of our other critical jobs is to help our clients manage their
behavior and stick to the Timeless Truths—sometimes against their
better, short-term judgment.

There may be a new relief package on its way from the new
administration and to the extent it can help people and business
hang on until the restrictions and hardships of the pandemic
abate, it will be a good and necessary thing.

The events of 2020 were like nothing we have ever experienced
in the advisory business. Covid related shutdowns, job losses,
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Invest You Must

•

In an effort to help clients see the long-term
view, we have revisited some classic essays
and research pieces which offer investing’s
Timeless Truths. One of those was written
by the Jack Bogle, the late, great founder of
Vanguard in 2017.
Published in the Financial Analysts Journal—
our professional periodical—it is titled
“Balancing Professional Values and Business
Values.” The essay thumbnail is below:
In this incisive and timely essay on balancing
professional values and business values in
the world of investing and finance, John
C. Bogle, founder of both The Vanguard
Group and the first index mutual fund, offers
concise and useful guidance to practitioners
seeking ways to cope with the extraordinary
changes in society, technology, and market
forces of the past few decades. Drawing on
lessons learned over his distinguished 65-year
career, Mr. Bogle bases his sage and prudent
advice on not only his own vast experience
but also the time-tested wisdom of both Adam
Smith, the 18th-century Scottish economistphilosopher, and Benjamin Graham, a
legendary pioneer in our profession.
He writes about the constant tension between
the business goals of growth and profits and
balancing the competing objective of serving
clients professionally and fairly. With Vanguard
founded on the premise of providing low-cost
investments so that clients can earn the best
net-returns (returns after expenses) it is clear
where Bogle came down on this balance.
He goes on the make valid points about
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investment management and advisory
business as both a business AND a
profession. And he sums up his ten-page
essay with the point’s called: The Investor’s
Perspective.
•

Invest you must. The biggest risk facing
investors is not short-term volatility but,
rather, the risk of not earning a sufficient
return on their capital as it accumulates.

•

Time is your friend. Investing is a virtuous
habit best started as early as possible.
Enjoy the magic of compounding returns.
Even modest investments made in one’s
early 20s are likely to grow to staggering
amounts over the course of an investment
lifetime.
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Impulse is your enemy. Eliminate emotion
from your investment program. Have rational
expectations for future returns, and avoid
changing those expectations in response
to the ephemeral noise coming from Wall
Street. Avoid acting on what may appear to
be unique insights that are in fact shared by
millions of others.

•

Basic arithmetic works. Net return is
simply the gross return of your investment
portfolio less the costs you incur. Keep your
investment expenses low, for the tyranny
of compounding costs can devastate the
miracle of compounding returns.

•

Stick to simplicity. Basic investing is
simple—a sensible allocation among stocks,
bonds, and cash reserves; a diversified
selection of middle-of-the-road, high-grade
securities; a careful balancing of risk, return,
and (once again) cost.

•

Never forget reversion to the mean.
Strong performance by a mutual fund is
highly likely to revert to the stock market
norm—and often below it. Remember the
Biblical injunction, “So the last shall be first,
and the first last” (Matthew 20:16, King
James Bible).

Stay the course. Regardless of what happens in
the markets, stick to your investment program.
Changing your strategy at the wrong time can
be the single most devastating mistake you can
make as an investor. (Just ask investors who
moved a significant portion of their portfolio to
cash during the depths of the financial crisis,
only to miss out on part or even all of the
subsequent eight-year—and counting—bull
market that we have enjoyed ever since.) “Stay
the course” is the most important piece of
advice I can give you.
John C. Bogle | Fourth Quarter 2017
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Risk…What Risk…?
Oh, THAT Risk
Expanding on Bogle’s admonition: Invest You
Must, here are the types of investment risks
investors may and will be exposed to in an
investment program
•

•

Price / Volatility—the risk of security and
market prices fluctuating and creating
short-term unrealized gains and losses.
This risk is typically the most visible and
often anxiety-inducing risk...but mere noise
over the long-term.
Reinvestment—the risk of not being able
to re-invest portfolio income at the same
rate as when an investment was originally
purchased.

•

Shortfall / Purchasing Power—the risk
that your portfolio won’t reach its target
value objective and that your future
purchasing power be eroded by inflation.
See Bogle’s “Invest You Must” above.

•

Credit / Default—the risk that a bond
defaults and is unable to repay the
principal.

•

Execution—the risk that your trades do
not execute at an appropriate price.

•

Currency—the risk that your investments
may be exposed to adverse currency
translation.

•

Economic / Political / Sovereign—the
risk that investments overseas are exposed
to adverse national, economic or political
events.

•

Environmental—the risk that climate and
environmental impact may have on your
investment. See the letter to corporate
America from Blackrock CEO Larry Fink.

•

Concentration—the risk that you re not
properly diversified or allocated against
overexposure to single investments, asset
classes, styles or factors.

These risks are all real and all may have an
impact on your outcome. But if investors can
learn to see that observing all of the maxim’s
listed by Bogle, they give themselves the
highest chance to meet their objectives, and
avoid self-inflicted wounds. These are indeed
investing’s Timeless Truths.
Disregard them at your great investment peril.
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Clothier Springs Capital Partners Update
Normal operations continue at CSCP. We
formed a joint venture in early September to
purchase, develop, rent and sell 5 apartments
on two lots in the up and coming Brewerytown
neighborhood of Philadelphia. We commenced
all the design and permitting and shortly
thereafter, were approached by an investor
group to purchase our lots and all obtained
plans, before we even broke ground. We
agreed and closing is scheduled for late
February. We will collect a profit participation of
close to $40,000 on our $175,000 investment:
a 22.8% gain in six months, which equates to
annualized gain of just over 45%.
We will get that cash back to work as quickly
as possible. We may pursue another deal with
the same joint venture partner.
Some of our deal sponsors had to cease
construction for a few months in 2020 due to
Covid-related, government mandated safety
precautions. This in turn delayed some of the

anticipated project completions and lease-up
of the properties.
We made a second investment with Trion
Properties of Los Angeles, to purchase and
rehab an apartment complex in the Oakland
CA suburb of San Leandro. They have
informed us that the first distribution will be
made in early 2021. Their Hi-Point project
in the Mid-Wilshire neighborhood of LA is
nearing completion and will soon be ready
for occupancy and rent. See the latest video
below.
We continue to see attractive deals and will
be able to get cash invested relatively quickly.
We have committed and reserved capital to
make a loan to two builders who just received
approval to build on the two lots already
purchased right here in our Phoenixville
Borough backyard.
We had to pass on several attractive deals as
we had no liquid cash to commit at the time
the deal was set to close.
After a quiet year with little
new member subscriptions
due to the multiple impacts
of the Covid, we seek to
raise more capital this year
to add to our project and
geographic diversification
and to have a smoother
return effect from less
irregular capital events,
when much of the return
for some of our deals is
realized. Our goal is to take
the partnership up to $5
million, up from $3mm now.
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Value Lives

Several notable investment and research pieces have recently
been published pieces in defense of the “value” side of the
investing universe. Practitioners and index creators have long
sub-divided the equity markets into discrete sub-sectors. Some
examples include: size breakdowns like large vs small companies,
sector breakdowns like: technology, energy, consumer staples,
etc., and style breakdowns like: growth, value, yield, momentum,
low volatility, etc.

has arisen. GameStop—a money losing computer game merchant
which was the darling of Wall Street short-sellers—has gained
almost 700% in recent weeks. This appears to have been the
result of an orchestrated buying spree by the aforementioned
newly minted day-traders from home. This very day (2021-01-28)
GameStop is down 40% at midday….ONE DAY! Where it goes
from here is anyone’s guess but a now market valuation of $18

Taking advantage of valuation differentials, higher dividend yields
and income and eventual reversion to the mean, investors can reestablish, add to, or even overweight equity exposures with a bias
to value stocks and give themselves a high probability opportunity
to earn solid equity returns with a strong dividend yield and serious
valuation margin of safety. Is this a guarantee? Certainly not. But it
is the prudent way to allocate investments.

As always, when some change occurs in the market and persists
for an extended period of time, the thought always arises: “this
time it’s different.” Maybe so, but probably not. Several research
pieces published recently—one by Morningstar and one by
several academics and practitioners and published in the Financial
Analysts Journal— make the strong empirical case that this time is
not different.

Incidentally, this serves investors universally: those with new
money (rollovers, inheritances, business sales, etc.), and those
who have trepidation about investing with the market at all-time
highs. This is something that all long-term investors must accept
and get comfortable with. As we all invest with the expectation
that markets will move inexorably higher over time, all investors
must come to grips with investing new monies OR remaining fully
invested as markets move ever-higher.

We will spare you the pages of industry jargon that can sometimes
make even us get glassy-eyed. The arguments basically reduce
to this. In a low-interest rate environment, the present values of
long-dated assets in a discounting model increase, sometime
significantly. Some of the disparity has some logical support. Much
of the disparity however is down to irrational exuberance and
over enthusiasm for stocks that legions of new-found, stuck-athome investors are familiar with and favor. These include the now
household name suspects like: Amazon, Facebook, Netflix and the
like. The collective valuations of these companies are now north
of 45 times earnings, while their tortoise-like brethren are now
collectively priced between 15 and 20 times earnings.

billion for a money-losing business with no competitive advantage
seems a bit high. See above: price vs. value.

There is also some anecdotal evidence that nascent web-based
brokerage portals like RobinHood have exploded with new
accounts and assets, the bulk of which has gone into the familiar
growth names. As we write this, a new stock valuation kerfuffle

All investors are wise to remember that price and value are two
different things: sometimes they coincide, mostly they do not.
High prices tend to deliver poor returns. Low prices tend to deliver
higher returns. When investor enthusiasm (especially when many
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This multi-decade divergence is not likely to continue. This
presents an opportunity for investors who need to maintain some
equity exposure to meet their long-term goals, but who may
now be under allocated to them. We posted a piece on our blog
recently titled:

“How to Safely Re-build Your Equity Exposure.”

Naturally, each breakdown presents its own unique return and risk
profile. The current moment presents an opportunity for investors
to take advantage of this persistent performance diversion. “Value”
stocks have recently exhibited their greatest under-performance
relative to “growth” stocks in almost 60 years.

[8]

of those investors are novices) takes a market segment like growth
stocks to extended valuations, one should expect future returns to
be muted or negative. The converse is also true.
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Post-Script on RobinHood
It was recently reported that RobinHood was assessed a $65
million fine by the Securities & Exchange Commission for
misleading investors about the true costs of doing business with
them. They advertise their accounts as free, yet failed to inform
brokerage clients that they were selling order flow to Wall Street
trading desks. The reason Wall Street trading desks are willing to
pay for order flow is obvious. They can extract superior trading
profits from naive retail investors.
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New CSCM Website

We rolled out a new, simplified website in late 2020 that we believe is more
descriptive of our current business and offerings and hopefully clearer to the reader.
We hope to catch a few fish more regularly with the site as well.
Corresponding to the new website, we rolled out a new web-based client reporting
platform. All quarterly reporting will now be published and available to secure,
encrypted client login credentials on the reporting platform.
Clothier Springs Capital Partners members also have their own portal to login, see
partnership valuations and activities and see their own investment value and history.
Clients are invited to retrieve their own quarterly (and monthly) reports and will
have access to all available historical reports as well. Any custom reporting can be
published to your password-protected site as well.
This improves access, flexibility and security for our clients while making our own
workflows significantly more efficient.
We welcome your feedback.
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A Hammer is Not a Carpenter | An Index is Not a Fiduciary

Re-visiting a research piece headline we saw last year provides more anecdotal evidence
of how much pain the legacy investment management firms are enduring. The cause: the
continued acceptance of ultra-low-cost passive investing and ETFs as the primary vehicle.
The research piece was titled : “An Index Fund is Not a Fiduciary” and went on to posit that
investment managers who both advise a client AND actively manages portfolios of stocks
and bonds for them is the only appropriate relationship for serious money clients. Of course,
the research piece does not elaborate on the dubious value proposition of charging higher
fees for active management while delivering lower net returns to clients (primarily from the
higher fee load).
The headline of that research piece struck me as being fundamentally misleading and I
could not think of an appropriate analogy at that time to counter it. I have since hit upon an
appropriate counter-argument to the aforementioned research piece:

“A Hammer is Not a Carpenter.”
Clearly, a hammer is just one of many tools a competent, effective carpenter will have in his
toolkit. He may also have saws, drills, screwdrivers, squares, levels, planes, etc. Just as the
skilled, experienced carpenter needs a full complement of tools to build a house or piece of
furniture, an investment advisor needs a full complement of tools (market exposures) to build
an optimally efficient, cost-effective, appropriately diversified portfolio. Index funds packaged
in Exchange Traded Funds (ETFs) are simply tools for building globally-allocated, broadlydiversified, optimally efficient portfolios.
Moreover, we at CSCM are fiduciaries: mandated by regulatory authority, professional
standards and personal ethics to put client interests first. Fiduciary standards don’t mandate
any specific business or service model for serving clients—only that client interests are
paramount.
Clearly the author of “An Index Fund is Not a Fiduciary” thought he was making a clever
point, but the truth is that he was announcing himself to the world as a carpenter with only a
hammer in his toolkit. If that is the niche his firm wants to occupy, they can have it. Moreover,
as the next article clearly points out that indeed the largest index fund manager in the world
is a fiduciary, the author of “An Index Fund is Not a Fiduciary” is either being disingenuous or
simply does not understand the business.
As a competent carpenter (fiduciary), we have a better toolkit (multiple global market
exposures) and build better structures (globally allocated, broadly diversified, low-cost
portfolios). And don’t forget: Structure IS the Strategy.
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Blackrock-Fink | New Climate Goal for Corporate World
Blackrock CEO Larry Fink recently published an open letter to corporate America. The
message: now is the time to get serious about addressing climate change and moving
towards clean, sustainable energy. As the world’s largest asset manager, they may
have the leverage to get the attention of America’s public companies and nudge them
in the right direction. Blackrock is the sponsor of iShares—the largest manager of lowcost, passively managed ETFs. It is quite a lengthy letter and the opening passage is
below. The upshot is that climate change is real, it is an existential threat and also an
investment opportunity. Fink intends to use their critical mass to be part of the solution.
It is interesting to note that contrary to what the author of “An Index Fund is Not
a Fiduciary” wrote, Blackrock—the world’s largest manager of index funds clearly
understands that they are fiduciaries. In fact, it is literally his first acknowledgment.
For the record, Blackrock manages $8.7 trillion of client assets….3/4 of it in index funds.
Here is an excerpt from the opening section of letter:
Dear CEO,
BlackRock is a fiduciary to our clients, helping them invest for long-term goals. Most of the
money we manage is for retirement – for individuals and pension beneficiaries like teachers,
firefighters, doctors, businesspeople, and many others. It is their money we manage, not
our own. The trust our clients place in us, and our role as the link between our clients and
the companies they invest in, gives us a great responsibility to advocate on their behalf.
This is why I write to you each year, seeking to highlight issues that are pivotal to creating
durable value – issues such as capital management, long-term strategy, purpose, and
climate change. We have long believed that our clients, as shareholders in your company,
will benefit if you can create enduring, sustainable value for all of your stakeholders.
I began writing these letters in the wake of the financial crisis. But over the past year, we
experienced something even more far-reaching – a pandemic that has enveloped the
entire globe and changed it permanently. It has both exacted a horrific human toll and
transformed the way we live – the way we work, learn, access medicine, and much more.
The consequences of the pandemic have been highly uneven. It sparked the most severe
global economic contraction since the Great Depression and the sharpest fall off in equity
markets since 1987. While some industries, particularly those that depend on people
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congregating in person, have suffered, others have flourished. And although the stock market
recovery bodes well for growth as the pandemic subsides, the current situation remains one of
economic devastation, with unemployment severely elevated, small businesses shuttering daily,
and families around the world struggling to pay rent and buy food.
The pandemic has also accelerated deeper trends, from the growing retirement crisis to
systemic inequalities. Several months into the year, the pandemic collided with a wave of
historic protests for racial justice in the United States and around the world. And more recently,
it has exacerbated the political turmoil in the U.S. This month in the U.S., we saw political
alienation – fueled by lies and political opportunism – erupt into violence. The events at the
U.S. Capitol are a stark reminder of how vulnerable and how precious a democratic system can
be.
Despite the darkness of the past 12 months, there have been signs of hope, including
companies that have worked to serve their stakeholders with courage and conviction. We saw
businesses rapidly innovate to keep food and goods flowing during lockdowns. Companies
have stepped up to support non-profits serving those in need. In one of the great triumphs
of modern science, multiple vaccines were developed in record time. Many companies
also responded to calls for racial equity, although much work remains to deliver on these
commitments. And strikingly, amid all of the disruption of 2020, businesses moved forcefully to
confront climate risk.
I believe that the pandemic has presented such an existential crisis – such a stark reminder
of our fragility – that it has driven us to confront the global threat of climate change more
forcefully and to consider how, like the pandemic, it will alter our lives. It has reminded us
how the biggest crises, whether medical or environmental, demand a global and ambitious
response.
In the past year, people have seen the mounting physical toll of climate change in fires,
droughts, flooding and hurricanes. They have begun to see the direct financial impact as
energy companies take billions in climate-related write-downs on stranded assets and
regulators focus on climate risk in the global financial system. They are also increasingly
focused on the significant economic opportunity that the transition will create, as well as how
to execute it in a just and fair manner. No issue ranks higher than climate change on our clients’
lists of priorities. They ask us about it nearly every day.
You can read the entire letter here. We think it is on point and high time to get serious about
climate change.
https://www.blackrock.com/corporate/investor-relations/larry-fink-ceo-letter
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CBOE CLL

One of our unique expertises is in the use of options build rules-based hedged strategies that deliver
reduced-risk returns, which when included in a complete asset allocation help our clients meet their
investment objectives with greater certainty and reduced risk.
One of the options-based benchmarks created by the Chicago Board Options Exchange is the CBOE S&P
500 95-110 Collar. It holds a traditional investment in the S&P 500 Index and hedges it by selling a monthly
call option that 10% above the current price of the S&P 500. They add to that hedge by purchasing a
three-month put option that is 5% below the current price of the S&P 500. They call this structure a “collar”
because it has a limited price appreciation potential and a floor on downside losses.
While this is something that is easy enough for us to implement, we have never made it part of our official
service offerings. However, with the action of last year and the returns the collar delivered, it may be
worthwhile to re-visit the strategy. Here’s why.
Structural, Positive Return Asymmetry
Last year during 1Q, the S&P 500 endured a 20% decline, which intra-period was as much as 30% from
peak to trough, before rallying in the last week of the quarter. The CBOE CLL only had a far less nerverattling drawdown of 4.5%. By year-end the S&P 500 showed a total return of 18.4% while the CBOE CLL
had a total return of 17.9%.

This is a Currency?!?!

In short, the CBOE CLL had almost the same return as the S&P 500 with a drawdown of much smaller
magnitude. This structural, rules-based strategy might be worth including in the asset mix.
Could your portfolio use a Collar?

Crypto Fever Dreams | Digital Tulips

Once again, crypto-currency fever dreams have taken hold of market participants, pushing the price of a
“bitcoin” above $40,000. Sure, some investors have made money, and some investors think they have a handle
on the drivers: supply, blockchain, whatever, etc. None of it means anything. Does bitcoin have revenues,
profits, dividends, products, services….? It has no internal valuation drivers. Nobody can convincingly tell me or
explain to me why a bitcoin is worth $40,000 now.
Moreover, as banks and merchants make noises about accepting bitcoin as payment, here is what I wonder.
With the wild volatility of the price of bitcoin, will merchants accept it for payment? If a car dealer accepts one
bitcoin worth $40,000 today for the sale of a car, will he be happy to find the value of a bitcoin worth $30,000
tomorrow? My guess is not. It would wipe out his profit and potentially force him to speculate on the price of
bitcoin by holding it in the hopes it rises to where he can recoup his sale price. This is not a sound business
practice.
In summary, cryptocurrencies have no intrinsic value. As such there is no way for any investor to make a
reasoned, defensible investment rationale. Pure speculation is different, and not something we can contemplate
whatsoever as fiduciaries. And as we made the point earlier…value and price are two different things.
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Eric Clapton playing the epic “Badge” (co-written with George Harrison ) at the Crossroads Blues
Festival of 2019, way back when performers could perform in front of real-live spectators.
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https://www.youtube.com/watch?v=SM0NQroxuoQ&list=RDSM0NQroxuoQ&start_radio=1
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Closing Thoughts
2020 was a year both utterly forgettable and
unforgettable...not something any of us would like
to repeat, but unable to erase the anxieties, the
isolation and the hardships from our
minds.
Still, the sun keeps coming up and
we all have to find a way to be
productive and try to enjoy life such
as it currently is. We are very much
looking forward to seeing friends
and family much more frequently
and in much greater numbers.
I have used this covid-induced isolation to
put more music into my life: listening, playing,
practicing, jamming, etc. I’m clearly not headed
for Carnegie Hall or the Royal Albert Hall but there
is great satisfaction in making visible progress in
whatever one is striving to do or learn.

In that direction, the wealth of lessons and
videos available on a platform like YouTube is
truly astounding. Whatever you want to see or
learn, there are probably hundreds of videos and
tutorials to view.
With attending live music
performances on hold for the time
being, we are going to end each
quarterly newsletter with a live
performance video from some of
our favorite musicians. Some will
be classic, previously recorded
events, some will be produced purely for video
consumption during this quarantine year...or
longer.
This too shall pass and before long we will be able
to gather, jam and enjoy.
Thomas F. McKeon, CFA | January 31, 2021
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