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Is it really so simple?

Dear Clients and Friends,

The stock market is perhaps the greatest triumph of capitalism in human history. Anyone with a few
bucks to spare can easily become an owner in most any of the greatest companies on earth. You don’t
have to be rich or know the CEO or be a member of a special club; it doesn’t matter where you live or
how you vote or what you like to do on weekends. For hardly any cost or effort at all, anyone can buy
a fractional interest - a share - of a great business.

And once you've bought your share, nothing further is required of you. You are now an owner, and
the company’s managers work for you. You can sit back and relax while they labor to increase the
value of your share, leaving you completely free to pursue other things. You don’t even have to decide
which companies to own if you don’t want to. You can hire a money manager who will do it for you,
or, if you prefer, you can buy a low-cost index fund and own a curated and diversified portfolio of great
businesses.

Beginner’s Mind

Imagine that on the day you were born, your parents had given you a generous gift: an investment in
the S&P 500 index with dividends reinvested. The table set forth below shows how the value of that
gift would have grown over time. If you take a few minutes to study this table, we trust you’ll agree
that stock market returns have been astoundingly good and astoundingly consistent over very long
periods of time.
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S&P 500 Returns Since You Were Born

Multiple of Annualized Return with
Your Age Birth Year Your Investment Dividends Reinvested
30 1987 0X 11%
35 1982 17X 1%
40 1977 26X 12%
45 1972 21X 10%
50 1967 27X 1%
55 1962 42X 10%
60 1057 63X 10%
65 1952 102X 1%
70 1947 168X 1%
7 1942 272X 12%
80 1937 230X 1%
85 1032 366X 11%

Source: Bloomberg, DQYDJ. Time periods assume November of each year to November 2017.

What a money machine the S&P 500 has been over the past century or so! 26x times your money in
forty years, 63x your money in sixty years, 230x your money in 8o years. Even more impressive is how
steady the annualized returns have been over each of these long periods. No matter when you were
born, your parents’ gift earned you about the same annualized return: 10% to 12% per year. Even
through the tumultuous historical events of a lifetime - the Great Depression, World War II, Vietnam,
Watergate, the Great Financial Crisis, and so on - your parents’ gift steadily powered on.

This chart, especially its far-right column, may seem like magic. How is this consistency of returns
even possible? The answer is simple: the value of the S&P 500 has increased at an annualized rate of
about 10% to 12% over long periods because the earnings and dividends of its underlying companies
have increased at about the same rate. Since stocks represent fractional ownership in businesses, it
makes sense that the owners of these businesses would prosper at roughly the same pace as the
businesses themselves.

The following chart examines the growth of the rolling ten-year average earnings of the companies in
the S&P 500 since the Second World War.! The chart reveals an upwardly-rising profit stream

' We use of a rolling ten-year average to remove the impact of the business cycle on corporate
earnings.



(represented in green) that has grown at a steady 6.3% per year for the last seven decades. Note
especially how the smooth green line tracks a constant 6.3% growth rate (shown in blue).

To these steadily-growing earnings just add the companies’ distributed dividends, and you get a total
return available to owners of...you guessed it...about 10% to 12% per year. Hardly magic at all.

Rolling 10 year S&P 500 earnings vs constant 6.3% growth (log scale)
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But, what about..?

At this point, you may be wondering if we are suggesting that building wealth over time is really this
easy. “Just put my money into a portfolio of high quality stocks, and I have a very good chance of
earning these kinds of returns over the balance of my life?” Well, yes - that’s precisely what we're
saying. With a century-long track record as consistent as this one, why wouldn’t you be invested to

the maximum extent your emotions will allow? If you are invested already. why would vou ever sell
this investment until or unless vou need the money? Why would you let an “expert.” or the media. or
a friend. or anvbody talk vou out of staying the course?




Yet virtually none of us has the faith, discipline and patience necessary to achieve results like the ones
in the table above. We sell our stocks during bear markets; we chase the latest fads during bull
markets. We buy stocks when they are high and sell them when they are low. We are our own worst
enemies. Why?

In our work as financial advisors, we discuss these topics with people every day, and almost everyone
we talk with wrestles with either getting invested or staying invested or both, even in the face of the
awesome history revealed in the charts above. We constantly remind people that it’s only when we
zoom out and look at our results over an entire lifetime’s financial journey that things will look like the
calm-inducing track record set forth above. But people tend to want to zoom in and focus on the here
and now - and when they do, investing certainly looks and feels very different. In one’s day-to-day,
and even year-to-year, experience investing is anything but calm-inducing. For most folks we speak
with, it’s a volatile, hard-fought battle with their emotions. Though these people bring diverse
backgrounds, experiences, risk tolerance and attitudes about money to these conversations, we almost
always hear the same kinds of opposition to our straightforward approach to building wealth over
time.

“What if there is a correction or a bear market?”
Not if, but when. You can be certain of it.

We don’t get to earn these kinds of returns without paying a hefty emotional cost along the way, as we
must confront the stock market’s daunting volatility. Since the end of World War II, the average intra-
year decline in the S&P 500 has been a whopping 14%. Assuming you were born after 1945, this means
that the market has declined by an average of 14% during every year of your life! That’s a correction
every year.

Bear markets - declines of 20% or more - also occur regularly. Since World War II, there have been
thirteen of them, or about one every five or six years with an average decline of 32%.

When the next correction or bear market comes, we must watch it unfold as dispassionately as we can.
“Don’t just do something, sit there,” we are fond of saying. Here’s why: every time we find ourselves
immersed in one of these market downturns, it invariably feels like things will never get better. But
they always do. Whatever the cause - collapsing tech bubbles, terrorist attacks, housing market
debacles, banking crises, and so on - the market ultimately heals itself, recovers and eventually makes
new highs.

History has persuasively demonstrated that the short-term market declines are temporary; the long-
term advance is permanent.




“Ok fine, but I don’t want to be the guy who buys right before the crash.”

Regrettably, many of us judge our market savvy by @when we buy stocks during an economic cycle - in
other words, by the timing of our investments. We feel smart if we buy early and stupid if we buy late.
Of course, intelligence has nothing to do with it since market timing is an impossible guessing game,
but don’t tell that to our egos because they won’t be convinced.

With this in mind, please take a moment to conjure up your memories of the last bear market, the
Great Financial Crisis of 2008/9. Arguably the most vicious stock market downturn since the Great
Depression, it felt to many of us as if civilization hung in the balance when it was happening.

Now imagine you bought right before THAT crash. In other words, right before things went to hell,
you bought the S&P 500 as it made an all-time high in October 2007. Your timing could not have been
poorer. Nevertheless you held on, you reinvested your dividends...and you did not panic and sell out.

Guess what your annualized rate of return would have been as of the date of this letter? About 8%.
Again, you bought at the worst possible time, but you still made almost 8% a year and outperformed
almost everyone you know. Not bad for an idiot eh?

By the way, we would bet a fancy steak dinner that with the passage of enough time, that 8% return
would approach the magic 10%+ on display in the table at the start of this letter. Let’s check back in a
decade or so ...

“OK fine, but then why don’t I just wait for the next downturn and buy then?”

Greatidea, except for an obvious problem: most of the people we know were selling (not buying) stocks
in 2008 and 2009. To go so heavily against the grain and buy stocks when “the world is ending” is a
tall order for most of us. It’s hard enough to invest your cash when times are good. Unless you were
the rare person who was buying stocks during the last bear market, this approach is unlikely to work
for you in the next one.

Money manager Peter Lynch once observed, “Far more money has been lost by investors preparing
for corrections, or trying to anticipate corrections, than has been lost in the corrections themselves.”

“I hear that stock prices are expensive by historical standards.”

Indeed, stocks are currently expensive as measured by most valuation metrics; and we concede that
the difference between buying stocks when they are expensive versus when they are cheap is likely to
have a significant impact on your near-term results. However, the impact on your long-term, lifetime
results is likely to be negligible. Please re-examine the chart at the top of this letter, and you’ll see
that history supports our belief. If you were born when stocks were relatively cheap, your parents gift
performed a little better: closer to 12%. If, on the other, you were born when stocks were more
expensive, your gift did a little worse: closer to 10%. Is such a small difference a reason to remain on
the sidelines, hoarding your cash?
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That you invest is far more important than when you invest.
“The world seems so scary right now.”

In every era, it seems, there are compelling reasons to be cautious. Ours is no exception. If we are to
be successful, however, we must learn to tolerate ambiguity and invest despite the uncertainties of our
age.

Our main adversary in this challenge is the financial news media. Incentivized to get our attention at
all costs, it hyperbolizes every story, usually dwelling on the negative. It flits from crisis to crisis, real
or imagined, and presents each of these as the very thing that will take down the stock market and
wreck your retirement plan. Author Gregg Easterbrook recently counted the number of instances the
New York Times used the word “crisis” each month; the answer was 914, or 3otimes a day. Investors
worry because every problem is portrayed as a crisis. Thankfully, most of these crises are not crises
at all and will be ignored by the market.

Occasionally, of course, events will come along that cause the markets to react negatively. Such
declines will be short-term and temporary and must be regarded as such. Remember, even during
events as significant as the Great Depression and the First and Second World Wars, the stocks of great
businesses endured and even prospered.

“What if I lose it all?”

Please consider that there has never been a twenty-year period in the history of the U.S. market in
which stocks, with dividends reinvested, have produced a negative return. That is not a statement that
capital cannot be permanently lost in equities; it is simply a historical fact. Capital has never been lost
by any investor willing to hold a diversified portfolio of high quality stocks through their frequent (and
normal) historical declines. We must trust ourselves to stay the course when the going gets tough,
which it will almost every year.

The table below illustrates all the one-, three-, five-, ten-, fifteen- and twenty-year time periods between

1926 and 2011, and the percentage of those periods in which the S&P 500, with dividends reinvested,
produced a positive return. The percentages speak for themselves.

Percentage of Rolling Periods with Positive Returns for the S&P 500, 1926 to 2011

One-Year Periods 752 of 1021 74%
Three-Year Periods 821 of 997 82%
Five-Year Periods 844 of 973 87%
Ten-Year Periods 860 of 913 94%
Fifteen-Year Periods 851 of 853 99%
Twenty-Year Periods 793 of 793 100%



“What if I suddenly need the money?”

We hear this question a lot, as investors express their concern about future unknowns. Most of the
time, in our experience, these events arrive much less often than investors project. As Mark Twain
once observed, “I've had a lot of worries in my life, most of which never happened.”

But, of course, on occasion, they do happen. When they do, you’ll simply sell what you need to fund
whatever comes up. About five out of every six years, you’ll be fortunate enough to be selling in an up
market. The more time that goes by before an unforeseen funding need arises, the more purchasing
power you're likely to have with which to address it.

“Experts are saying it’s time to sell. So are my friends.”

‘Experts’ advise us to sell every year. Please do not listen to them. They are attempting to do the
impossible, which is to make predictions about the short-term movement of security prices. Market
timing involves making two decisions - when to get out and when to get back in. Timing either
correctly is impossible. As Jack Bogle, founder of the Vanguard Group, has written, “After nearly 50
years in this business, I do not know of anybody who has [timed the market] successfully and
consistently. I don’t even know of anybody who knows anybody who has done it successfully and
consistently.”

Friends bearing advice about the stock market might mean us well, but they too are attempting to time
the market.

When confronted by a friend or an expert or a friend you consider an expert, please consider taking
another look at the chart at the top of this letter and stay the course. We promise it will make all the
difference in the long run.

“The future doesn’t feel like it will be as good as the past.”

A British politician named Thomas Babington once asked, “On what principle is it, that when we see
nothing but improvement behind us, we are to expect nothing but deterioration before us?” He asked
this question in 1830.

In every era, it feels as though our future prospects couldn’t possibly be as good as recent history. Yet
our observation of recent history suggests that progress is accelerating. If a dark view of the future
ails you, consider reading Abundance: The Future is Better than You Think by Paul Diamandis. He
persuasively argues that technological innovation will soon bring a first-world standard of living to
most every person on earth.

The ideal long-term investment outlook is not fear of the future but faith in it.



Simple, yes. Easy, no.

As the title of this letter suggests, we believe that long-term investing can be straightforward and
simple. Assuming the future is like the past, you can put a considerable portion of what you own in a
diversified portfolio of great businesses and earn 10%+ returns over long periods of time. In decades,
you will have many multiples of your initial investment; and you will outperform almost everyone you
know.

But there’s a catch. Calm-inducing (and stellar) results like these can be experienced only on a very
long time scale - for example, after looking back on them after decades. Our year-to-year experience
along the way, however, is likely to be opposite of calm-inducing: seemingly-endless market volatility
that feels like a roller coaster whipping us around in every direction. Our ability to tolerate and ignore
this queasy feeling of ‘motion sickness’ will be among the greatest determinants of our long-term
investing success.

We like to remind our clients that to do well in investing, you don’t need to be a stock market genius
or hold an advanced degree. You just need a well-designed, thoughtful financial plan; faith in that plan
and in yourself; the patience and timeframe to let your plan do its job; and a long-term perspective so
you can stick with your plan. Once these components are in place, you can sit back, relax and go about

living a life that is meaningful to you.

Still, it never hurts to bring along some Dramamine for the ride.

“In the beginner's mind there are many possibilities, but in the expert’s, there are few.”

— Shunryu Suzuki

Respectfully submitted,

Christopher J. Heintz Scott F. Strasser Shyamli Milam
(212) 218-4223 (212) 218-4222 (212) 218-4224
cheintz@perennial.com sstrasser@perennial.com smilam@perennial.com



APPENDIX ONE: HOT TO RETIRE A MILLIONAIRE ON $25 PER WEEK

Do you know any young men or women who are about the embark on life’s journey? The table set
forth below shows the growth in value of an investment account to which a 21-year old faithfully
contributes just $25 each week, and it grows at 10% per year.

This only works, however, if he or she can stick to the plan.

How to Retire a Millionaire on $25 per Week

Weekly Value of
Age Investment Investment

21 $25 $1,365
26 $25 $10,532
31 $25 $25.205
36 $25 $49.,071
41 $25 $87.303
46 $25 $149,033
51 $25 $248,353
56 $25 $408,308
61 $25 $665.018
66 $25 $1,080,801

Source: Perennial research.
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This letter is only as current as the date indicated (February 1, 2017), and may be superseded by subsequent market events or for
other reasons. Perennial assumes no obligation to update such information. Nothing contained herein constitutes investment,
legal, tax or other advice nor is it to be relied on in making an investment or other decision. This letter should not be viewed as a
current or past recommendation or a solicitation of an offer to huy or sell any securities or to adopt any investment strategy. No
investment strategy can guarantee performance results, and there are no assurances that the investment objectives described
herein will he met. Past performance is no guarantee of future results. All investments are subject to investment risk, including
loss of principal invested.

This letter and its contents are the proprietary information of Perennial, and any reproduction, in whole or in part, without the

prior wrillen consenl of Perennial is prohibiled. Additional information aboul Perennial is available upon request as well as through
our Form ADV, which is available at the SEC’s Investment Adviser Public Disclosure (IAPD) website.
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