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Dear Friends, 

 
We think that most investors are best served by managing their portfolios as if they were a Sunday drive rather 
than an exciting trip on a rollercoaster.  Sunday drivers enjoy the scenery, stop for visits along the way and 
return rested and relaxed.  Rollercoaster riders enjoy a steep climb and a sharp fall, emerging excited and 
sometimes a bit shaken.  Let’s call Sunday driving low volatility strategies and roller coaster riding high volatility 
strategies.  How do they perform over several market cycles?  A market cycle encompasses the period from the 
lows of a bear market to the highs of a bull market and back again.  Bull phases of market cycles usually last 
from five to eight years and bear phases about two years or less.  A full market cycle, then, lasts roughly seven 
to ten years but it can be shorter or longer. 
 
Low Volatility vs. High Volatility 

According to The Volatility Cycle, Charlie Bilello’s blog of May 5, 2016 at pensionpartners.com, low volatility 
securities gained 11% a year compared with 9% a year for high volatility securities from 1990 through 2015, a 
period of 26 years.  As expected, low volatility securities had about one-third of the volatility of the high 
volatility securities.  Most of you have a hard time grasping what it means to hold securities for 26 years, so 
Bilello broke the period into several parts. 
 
Low Volatility Is Cyclical 

 High volatility securities beat low volatility securities in eight of the nine years from 1991 through 1999, 
gaining an average of 26% a year compared to 16% for low volatility securities  

 In the bear market of 2000 through 2002, low volatility gained 21% a year compared to three 
successive years where high volatility losses averaged 65% a year.  What was gained in the prior nine 
years was lost!  A 65% loss requires a gain of 185% (almost a triple) just to get back to even.  Imagine 
three years of 65% losses.  Ouch! 

 High volatility reasserted from 2003 through 2007, with low volatility again championing in 2008.  High 
volatility was ascendant from 2009 through 2013.  Low volatility has dominated since 2014. 
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Why Should You Care? 

We run a low(er) volatility strategy that will outgain high volatility strategies in low growth, low inflation 
periods like our present one.  Companies that reliably grow their dividends are found primarily in the low 
volatility sectors like utilities, consumer staples ( tooth paste and shampoo) and telecommunications, but there 
are enough companies in industrials, health care and financials to provide us with enough diversification to 
grow our dividends with good performance in almost any market cycle except one where low quality securities 
become favored. 
 
A diversified dividend growth strategy, like we have implemented, straddles the upper range of low volatility to 
the lower range of high volatility.   
 
The Bottom Line 

Here’s the bottom line.  By adopting a time tested investment process and sticking to it with minor course 
adjustments, we can do very well over full market cycles.  In the meantime, measuring performance over one, 
three or even five years tells us nothing about what is to come.  Indeed, if past is prologue, market reversals are 
common occurrences.  Staying the steady course of a proven strategy is the best path to solid, if mostly 
uneventful, gains. 
 
Thank you for being with us today.  We appreciate your trust in us. 
 

 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

The opinions contained in this report represent the author’s current knowledge and are based on sources known to him at the time of 

writing.  Such opinions are subject to change at any time and are presented for educational value.  Any other use, such as investment 

solicitation, is inappropriate and absolutely unintended by the author.  Readers must evaluate information herein presented. 

 


