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Please remember to contact Beacon Financial Advisors, Ltd. if there are any changes in your financial situation or investment objectives, or if you wish to impose, add, or modify any 
reasonable restrictions to our investment management services.   A free copy of our FIRM BROCHURE (Form ADV, Part 2) is always available upon request. 

An important note:  Where reference is made in VIEW to Beacon’s relative performance, or individual mutual fund performance, it applies to fully invested portfolios for the period.  
Actual results vary among clients, as risk tolerance levels and the timing of asset purchases & sales are unique to each of our clients.  Each client’s unique results are revealed in the 
performance reports inside their Investment Review.  Clients are urged to compare the custodians (Schwab Institutional et al) account statements with Beacons reports. 
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About Beacon  
Financial Advisors Ltd. 
Beacon is an 
independent fee-only 
advisor with a clear 
mission statement: To 
provide our clients 
long-term value-
added financial 
counsel and 
investment 
performance with 
exceptional service.  
Beacon is a 
Registered Investment 
Advisor with the US 
Securities and 
Exchange Commission. 

 
Beacon’s Advisors 
MARCEL HEBERT has 
a B.S. in Finance, an 
M.B.A., and is a 
Certified Financial 
Planner (CFP) licensee 
and a Chartered 
Financial Analyst (CFA) 
charterholder. 
 
JOSH HEBERT has a 
B.S. in Accounting, an 
M.B.A., and is a 
Certified Internal 
Auditor (CIA) and a 
Certified Financial 
Planner (CFP) licensee.   

 

 

B enjamin Graham, according to Wikipedia, “was a British-born American economist and professional investor. Graham is 
considered the father of value investing, an investment approach he began teaching at Columbia Business School in 1928 and 

subsequently refined with David Dodd through various editions of their famous book Security Analysis. Graham had many disciples 
in his lifetime, a number of whom went on to become successful investors themselves. Graham's most well-known disciples 
include Warren Buffett…”  At nearly 70, Graham gave a speech “Securities in An Insecure World” (inset below left) from a 14-page 
type-written text that included the following on page 9: “In my nearly fifty years of experience in Wall Street I’ve found that I 
know less and less about what the stock market is going to do but I know more and more about what investors ought to do.”  
And what did Graham think investors ought to do?  Own stocks and bonds together (aka asset allocation) with variations based 
on value considerations, that is, own more stocks after prices decline, and less stocks after prices are high.  Graham encouraged 
investors to view sell-offs in stocks as buying opportunities— buy low, sell high—easy in concept yet difficult in execution! 
 
BREXIT, the SURPRISING June 23 referendum by British citizens to leave the 28-nation European Union, shocked 
the financial markets.  NO SURPRISE was the market response:  investors fled to the “perceived” safety assets, 
Treasury bonds, gold, Swiss francs, etc.    As occurred in the Asian (currency) crisis of 1997, the crash of TMT 

(telecom-media-technology) stocks in 2000, the 2008 global financial crisis, the 
ongoing peripheral Europe PIGS (Portugal-Ireland-Greece-Spain) crisis, and now 
this historic British vote, some investors did what is typical when fear dominates—sell risk 
assets indiscriminately.  According to Reuters global markets “paper” losses on June 24 & 27 
exceeded $3 trillion, surpassing the previous two-day drop in history of $1.9 trillion in 
September 2008 (the “Lehman Brothers” drop).  In BEACON’S 6/24/16  Investment MEMO we 
wrote: “...our managers are stress-testing their holdings and reaffirming their investment 
convictions.  ...each will use this market selloff to add funds to their company stock holdings”.  
No doubt Benjamin Graham would agree, since this is what investors ought to do.  In the 
aftermath of BREXIT, we’ll reveal the stress-tests of BEACON’S international stock manager, 
Causeway Capital, and explore why Dodge & Cox is staying the course in value investing. 
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C auseway drafted a 6-page insights paper reflecting their research team’s analysis of the British electorates decision to withdraw from the EU, 
including stress-tests of the impact of BREXIT on the holdings in Causeway portfolios, as well as broader implications.  BEACON’S take after 

dissecting the paper is while no one knows what type of relationship a departed Britain will have with the EU, the power of economic self interest 
should not be underestimated.  To wit: while many observers predict the EU will be tough on Britain to set an example for other EU countries, there 
is too much interdependence between the UK and EU member countries, and too much trade and market-share of services and products for Britain 
to be punished too severely.  Causeway concedes much is unclear, yet contends challenges and opportunities are presented by the BREXIT decision. 
 
Causeway’s research team fuses two distinct and complementary investment research skills: fundamental (bottom -up) and quantitative (top-

down).  They assign securities into six-distinct “clusters” based on what they 
believe are the common global economic drivers of security values: 
 
 Cluster 1: Financials and Materials 
 Cluster 2: Telecommunication Services and Information Technology 
 Cluster 3: Energy and Utilities 
 Cluster 4: Industrials and Manufacturing 
 Cluster 5: Consumer 
 Cluster 6: Health Care 
 
Generally, Causeway has no immediate changes planned in the portfolios 
until prices stabilize and policy makers respond to the BREXIT decision.  They 
expect, as with prior global crises, there will be irrational selling of stocks that 
will uncover some buying opportunities across several industries and regions.  
If that scenario unfolds, they will look to add some of the world’s best 
positioned companies to the portfolios.  Benjamin Graham would agree. 

The power of economic self-interest should not be underestimated.  Audi, BMW, and Daimler Benz will still want to sell into the UK market.     BEACON 
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Dodge & Cox  (“D&C”) is a familiar name to BEACON’S clients.  You own shares of their US stock fund (DODGX), their international stock fund 
(DODFX), and their US bond fund (DODIX) and have so for nearly twenty years.  Based in San Francisco and founded in 1930, 

D&C represents characteristics BEACON favors when selecting your investment partners: 
 Independent ownership limited to active employees; D&C currently has 76 shareholders among 249 employees; 
 Focused business model solely in the business of investing your assets; marketing is almost non-existent; 
 Independent and accountable research professionals that invest their funds alongside yours (“eat their own cooking”). 

D&C applies a consistent “value” investment approach to managing your 
stock, bond and balanced funds.  “Value” has outperformed “growth” 
stocks for extended periods over most of the last 90 years (US, global, and 
all market caps). Yet, for the decade 2005-2015 “growth” stocks 
outperformed “value” stocks and in 2015 “growth” stocks in the US and 
global outperformed “value” stocks by one of the widest margins since the 
2008 “Great Recession.”  A what-have-you-done-for-me-lately investor 
would likely pass on DODGX as the fund has underperformed the passive 
S&P 500 Index the past 1, 3, 5 and 10 years (see chart below).  Over 20 
years, DODGX still has almost a 2%/year advantage.  In 2008 DODGX lost 
48% versus 37% for the S&P 500. On October 9, 2008, in the midst of the 
financial panic that came to represent the “Great Recession”, D&C penned 
a typically-candid two-page Market Commentary and Outlook to 
shareholders explaining the market environment and emerging 
opportunities.  From the market low of March 9, 2009 to the end of 2015 DODGX has returned about 210%.  Today, D&C believes valuation disparities among 
publicly-traded stocks (i.e. “growth” v. “value”) are presenting long-term opportunities for patient investors like BEACON and our clients.  Keep reading! 



 

Beacon Financial Advisors, Ltd.     •     VIEW From The Lighthouse 2016 Q2    •     4 

VIEW From The Lighthouse—2016 2nd Quarter 

Hindsight affords BEACON and other market observers insight why “value” managers like D&C underperformed the benchmark S&P 500 Index the past decade.  
Lengthy periods characterized by low levels of volatility means fewer, smaller price movements in stock prices. Through 2015 Q1 the S&P 500 produced 9 straight 
quarters of positive returns.  Since 1970 there was only 1 other period like that as in 1995-1998 the S&P 500 enjoyed a record 14 quarter run (recall this was the 
dot.com bubble—how badly that ended).   During such rare periods of relative calm, the market environment is marked by higher correlations* across stock prices 
(*move together same direction).  Said another way, there is not much dispersion* (*valuation spreads) and it is harder for “value” managers versus “growth” as 
the latter owns the priciest stocks in the marketplace.  More specifically related to the US large-cap equity market and Dodge & Cox Stock fund (“DODGX”), it is 
widely acknowledged that this asset class is the most heavily researched of all.  By way of example, there are many more Wall Street analysts that follow/research 
an S&P 500 stock like ExxonMobil than a more obscure micro-cap stock that is researched by only a handful of analysts.   So, periods when the S&P 500 stocks 
exhibit low dispersion, like March 2009 to December 2014, it is generally a tougher environment for active “value” managers to outperform.  One of the best 

white papers in BEACON’S library is Active Investing: The Cyclicality of Performance in the U.S. Large-cap Equity Market (June 2014, Fidelity). 
 
As the late 1990’s dot.com boom reached its crescendo before it’s crash, BEACON wrote clients in our 1999 Q4 “The Investment World AT A GLANCE”: 

  “Momentum” investors create bifurcated market, Tech v. all else.  Major indexes are heavily “skewed” in favor of high-priced “tech” stocks, while 
many “value” stocks have yet to participate.  Without tech stocks, S&P 500 would have had no gain in 1999!   Example: Qualcomm gained 10X, 
while blue-chip, global stalwarts Merck and Coca Cola were down. 

 Russell 2000, proxy for small and intermediate capitalization companies, returned almost 20%; but like the S&P 500 the returns came 
disproportionately from the tech sector, and was dominated by stocks of companies with no net earnings.  The NASDAQ Composite’s (about 5,000 
stocks) 85% return in 1999 was so concentrated that 99% of the return came from but 65 companies, and 10 stocks produced 67% of the gain.  

 Value Line Index, which unlike the other indexes is non-weighted, returned –1.4% indicating many stocks failed to gain in 1999. 
 Implications & Beacon Strategy: Unprecedented high US stock valuations in major indexes.  Feature active stock-pickers. 
 Clients will recall the result of BEACON’S observations and strategy in late 1999—we avoided the 2000-2002 crash and preserved precious capital. 

D&C observes that as 2016 began, “growth” stock valuations had become more expensive than at any other time since the late 1990’s dot.com bubble.  This is 
true in absolute terms, and in comparison to “value” stock valuations.  D&C traces the sources of these sizable disparities by examining the “growth” and “value” 
segments of the market around the world.  In the U.S. investors seeking stocks with strong expected growth prospects have driven the price of high valuation 
stocks to levels that resemble the 1999 dot.com bubble.  To wit: in 2015 the “FANG” stocks (Facebook Amazon, Netflix and Google) gained $450 billion in market 
capitalization, a 61% jump, while their combined earnings rose only 21%.  At the end of 2015, Netflix was trading at 409 times trailing earnings and Amazon at an 
even loftier 538 times (consider the entire S&P 500 Index trades about 18 times earnings).  Yet, we’re reminded that “trees don’t grow to the sky.” Companies 
stock prices that nose-bleed levels eventually crash.  Examples abound—think Apple going from $130 to $90 while the “FANG” stocks were soaring.  In contrast, 
an investor could own a substantial share of the entire “value” oriented sectors Energy, Financials, and Materials for the same price as the four “FANG” stocks.  
D&C sees that wide valuation gap as opportunity based on the expectation that investors will (eventually) recognize the substanti al upside potential of deeply 
discounted “value” stocks because over time market prices tend to move toward fundamental value.  In summary, D&C is not disputing the “FANG” companies 
are terrific innovators and worthy of a bit of a price premium to the overall market.  Their point is “value” stocks represent more compelling opportunity for 
future returns than stocks 25X more expensive.  That puts BEACON in the same camp as D&C as staying the course in “value” investing.  It’s déjà vu all over again! 

 

https://pyramis.fidelity.com/app/p/proxy?pipe=sharepointPipe&getDoc=SiteDocuments/Active-Investing-The-Cyclicality-of-Performance-in-the-Large-Cap-U.S.-Market_Fidelity.pdf
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Our STOCK and BOND Fund Partners 2016 Q1, Q2 & YTD: Balanced, Global Portfolios with Mutual Funds 

S TOCKS experienced late June turmoil as the 
BREXIT vote went counter to the 

consensus of expectations (see p. 1).  And yet, 
the S&P 500 Index advanced almost 2.5% in Q2 
extending the YTD total return to 3.84%.  

Among BEACON’S US stock funds our “growth” manager Jensen Quality 
Growth Inst’l (JENIX) added to the 6% Q1 return to extend the YTD 
advance to 8%.  JENIX’S investment process was featured in our Q1 issue 
of VIEW.  Next was Gabelli Asset Inst’l (GABIX) at 6.2% YTD.  All of our US 
stock funds posted positive returns for Q2 and YTD excepting Sequoia 
(SEQUX).  Dodge & Cox Stock (DODGX) has underperformed mostly due 
to their overweight position in financial stocks.  As BEACON explained on 
p. 3-4 we think “value” stocks like financials are poised to rebound. 
 
As for BEACON’S alternative asset-class stocks, the theme of ‘the last shall 
be first’ continued as the 2015 laggard—AB All Market Real Return 
(AMTYX)—gained over 9% for Q2 to lead all our managers with a 12% YTD 
gain.  Our real estate manager Cohen & Steers Inst’l Realty Shares (CSRIX) 
advanced nearly 6% for Q2 and nearly 10% YTD. 
 
Among BEACON’S non-US international stock funds Tweedy, Browne 
Global Value (TBGVX) managed to reverse the Q1 loss with a nearly 3% 
Q2 gain.  TBGVX typically “hedges” the currency exposure of it’s portfolio 
and with the US$ strengthening was a tailwind.  BEACON’S  other 
international managers Causeway International Value Inst’l (CIVIX) and 
Dodge & Cox International Stock (DODFX) are down about 5% each YTD, 
mostly due to no currency hedges  and overweight in financial stocks.  As 
BEACON wrote on p. 2, Causeway contends opportunities presented by 
the BREXIT decision will profit the patient investor. 

B ONDS operate in a very strange interest rate 
environment since the 2008 global financial 

crisis that brought us the “Great Recession.”  For 
several years the US Federal Reserve has 
followed 

ZIRP—Zero Interest Rate Policy, and 
today investors get a paltry 1.4% to 
loan Uncle Sam money for 10 years.  
Not to be upstaged by us Yank’s, 
central bankers in Germany, Japan, 
and Switzerland are experimenting 
with NIRP—Negative Interest Rate 
Policy—wherein investors pay the 
government to hold their money!  Here’s how NIRP works:  lend the 
Bundesbank $100,000 and in 10 years they’ll return $99,820 for an annual 
–0.18% return. Strange times, indeed.   
 
BEACON’S bond managers across the globe extended their Q1 gains with 
more of the same in Q2, producing half-year returns that would qualify as 
good full-year returns, especially in the today’s historic rate environment.  
Municipal (tax-exempt) bonds have done especially well led by AB High 

Income Municipal Inst’l (ABTYX) at 
almost 7% YTD.  Our global bond 
managers each returned over 6% YTD, 
while our taxable US bond managers 
each returned about 5% for the half-
year.  Our managers have a common 
theme—caution and defensiveness as 
these returns aren’t likely to repeat. 

Q2—US Stocks Solid, International Stocks Weak on $US strength, while US, International Bonds Robust  


