
How many times 
have you heard 
statements such 
as, “This has never 
happened before,” 
“These are unprece-
dented events,” and 
“No one could have 
foreseen this?” 
	 If history is said 
to repeat itself, why 
do we hear state-

ments like these over and over again? Why 
are events so consistently unpredictable? 
Why are we always dreadfully unprepared 
for “unexpected” events? Can history be 
both a valuable and dangerous guide for 
the future?
	 After rallying over 432 points, the S&P 
500 Index is up almost 64% from its low 
on March 9th of last year. Even though the 
stock market has been volatile and stuck 
below its 1999 all-time high for over a 
decade, some investors have again become 
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complacent. They are too focused on how 
much they can make and are almost apa-
thetic towards risk.
	 While economic activity has improved, 
we do not know if the recession is over 
or if we are just in the eye of the storm. 
Despite what you hear from the media and 
big firms on Wall Street, there is no guar-
antee that stocks will provide a positive 
return, no matter what your time hori-
zon. With the constant barrage of new 
economic data, global political events, 
systemic risks, government intervention, 
natural disasters and terrorism, our finan-
cial system will experience additional 
“unexpected” shocks; the only question 
is when.
	 Stocks have no borders on extremes. 
As human beings, that makes us uncom-
fortable. We would like to believe that our 
financial future is certain – or at least that 
the odds are stacked heavily in our favor. 
The truth is that we’re biased. We can’t 
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avoid it; we tend to believe what we want 
to believe. The best we can do is to recog-
nize our weaknesses and use this under-
standing to our advantage. I frequently 
remind our investment team, “We’re a 
bunch of ignorant human beings. Be glad 
we know it because it gives us an advan-
tage over the average market participant 
who is woefully arrogant and overconfi-
dent.”

Stock market history is 
valuable, but stock market 
historians can be dangerous. 
History shows us what stocks have done, 
but it’s the interpretation of history that 
influences our decisions. Much of what 
we believe about market history depends 
on the historian - and that’s potentially 
dangerous if the historian is ignorant or 
has a conflict of interest. We should be 
skeptical of a market historian who wants 
to sell us a product or service.
	 Actual market history represents just 
one of an infi-
nite number 
of possible 
o u t c o m e s . 
Because there is a 
high degree of ran-
domness in mar-
kets, a single time 
series cannot tell 
us much about 
the future. Why? 
Because events that 
happened in our 
past are very differ-
ent than the events 
that will happen in 
our future. One of 
the most important lessons we can learn 
from history is that things that have never 
happened before do happen. 
	 George Soros, one of the most famous 
investors of our time and a real expert in 
the area of probability once said, “Mar-
kets are constantly in a state of uncer-
tainty and flux and money is made by 
discounting the obvious and betting on 
the unexpected.” Soros is telling us that as 
investors, we should not only expect the 
unexpected, but we should seek to profit 
from unexpected events.

A lesson from Japan
There are a large number of “experts” who 
know the history of US markets inside 
and out, but are seemingly oblivious to 
the history of stock markets around the 

QUESTION
This quarter’s 
question about a past 
newsletter challenge 
was submitted by Brian 
P. of Havertown, PA.Q

market history can be a double-edged sword (continued from cover) questions 

It’s been several months 

since Schreiner Capital 

Management’s third 

quarter 2009 newsletter, 

“My $100K Challenge 

to John Bogle.” Has Mr. 

Bogle, or anyone else, 

accepted your challenge?
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world. This has always puzzled me. Is 
there nothing to learn from markets in 
other countries?
	 The Tokyo Stock Exchange (TSE) was 
established in 1878, about sixty years after 
the New York Stock Exchange (NYSE) 
adopted its first constitution. In 1943, the 
TSE was combined with ten other stock 
exchanges in major Japanese cities to form 
a single Japanese Stock Exchange. By 1990 
stocks on the TSE accounted for over 60% 
of the world’s total stock market capital-
ization. However, the last two decades 
have been disastrous for anyone holding 
Japanese stocks.
	 Between 1989 and 2009, the Nikkei 225 
Index lost 82% of its value. A $100,000 
investment in a fund that tracks the index 
was worth about $18,000 in March of last 
year. Since March the index has rallied 
50%, but is still down over 70% from 
its 1989 high. Today the Japanese stock 
index needs to climb an additional 285% 
to return to its high.

Stocks for the 
long run?
If you were a forty-
year-old investor 
in Japan in 1980, 
using a buy-and-
hold strategy, today 
you would be sev-
enty years old and 
have an investment 
portfolio worth less 
than it was thirty 
years ago.
	 You may be 
thinking, “Okay, 
Roger, but that’s 

Japan, a much smaller economy.” Your 
local market historian may not realize 
it, but the Japanese stock market was the 
largest stock market in the world during 
its glory days. In economic terms Japan is 
no slouch. Even today the Japanese econ-
omy is second only to the US. If this story 
doesn’t suggest to you that buy-and-hold 
is crazy, maybe a picture will help. Doug 
Short (www.dshort.com) is one of the 
most intelligent stock market historians 
I know. He studies markets like teenagers 
study television. I asked Doug to create 
this chart and table so we could examine 
what was once the largest stock market in 
the world.
	 If you are wondering why some investors 
are still hanging on in Japan, you are ask-

Much of what we believe 

about market history 

depends on the historian 

– and that’s potentially 

dangerous if the historian 

is ignorant or has a 

conflict of interest.



SCM Dynamic Sector Rotation: 
a history of strong returns

ANSWER
First, I want everyone 
to know that my 
Challenge is not limited 
to John Bogle – it is 
open to anyone who 

believes that their passive investment 
approach is superior to my active one.

	 Mr. Bogle received the Challenge by 
certified mail on September 11, 2009. 
As of today (February 21, 2010), he 
has not responded or returned any 
of the calls we made to his office. 
Besides the certified mail, someone 
close to Mr. Bogle told us that he 
has seen the Challenge, so I know he 
is aware of it. At this point, I have 
to assume that he is not interested 
in accepting my Challenge.

	 Although several people have 
criticized it, no one has come 
forward to accept my Challenge, 
which has been covered by two 
major media outlets and discussed 
in several online forums.

	 Besides being published in our 
small circulation newsletter, my 
Challenge was reported by Jeff 
Benjamin of Investment News in 
their December 13, 2009 issue. The 
Challenge was reprinted in its 
entirety in the February 16 edition of 
Advisor Perspectives e-Newsletter. 
Combined, these publications have 
a circulation of approximately 
250,000 financial professionals.

	 Frankly, I’m not surprised by the 
lack of response. I wrote in our third 
quarter newsletter last year, “My goal 
in issuing this challenge to the entire 
passive community is simple: to prove 
to everyone – especially individual 
investors who have been misled by the 
mainstream financial services industry 
for far too long – that active investing 
can be less risky than buy-and-hold. 
The proof will come when no passive 
manager accepts my challenge.”

	 You can sign-up to receive an 
email alert, which we will send should 
someone accept the Challenge. Go 
to www.scminvest.com/100k.

HAVE A QUESTION ?
Email info@scminvest.com

For over ten years Schreiner Capital’s Dynamic Sectors Rotation Program has employed 
a rotational investment strategy using the Fidelity Select Sector funds, buying strength 
and selling weakness. By using a disciplined investment process based on relative 
strength measures, SCM has outperformed the S&P 500 Index over the last ten years 
by 3.2% on an annualized basis and by 87.1% on a total return basis. 
	 Find out if Dynamic Sector Rotation is appropriate for your portfolio. Contact a 
Schreiner Capital representative today at 800-351-0268 or info@scminvest.com.
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answered

A Your referrals are our primary source of 
new clients. If you know someone who is 
changing jobs or thinking about retirement, 
here are a few things you can do: 

1) Tell them to call us 
or visit our website. 
2) Ask your SCM Rep 
to contact them. 
3) Tell them to read our 
newsletter—subscriptions 
are free at www.scminvest.
com/subscribe. 
We sincerely appreciate 
your business. Thank you.

Refer a Friend!

REFER A FRIEND  TO SCHREINER CAPITAL MANAGMENT TODAY!

Schreiner Capital Management, Inc. (“SCM”) is an SEC registered investment adviser located in the Commonwealth of Pennsylvania. The Composite shown contains 
all fully discretionary accounts, including accounts that are no longer with the firm, that are allocated in a range of equity investments with a view towards capital 
appreciation. SCM maintains a complete list and description of composites, which is available upon request. The benchmark for performance comparison is the S&P 
500 index, including dividends. Comparison of the composite performance to the S&P 500 index is for illustrative purposes only and the volatility of these indices may 
be materially different from the volatility of the composite due to varying degrees of diversification, investment selection, and/or other factors. The U.S. dollar is the 
currency used to express performance. All returns are net of fees, calculated using an accrual method by taking 1/12th of each account’s assigned annual management 
fee and subtracting that from the gross performance of each account. The composite policy is to remove accounts from the composite that changed their investment 
strategy and to remove new and closed accounts. The removal of such accounts occurs at the beginning of the month in which it occurred and the account re-enters the 
applicable composite at the beginning of the month that follows. The inception date of composite reporting is July 2009. The inception date for the strategy is December 
1996. Prior to July 2009, the data represents the implementation of the strategy in a model account by Schreiner Capital Management, Inc., but does not reflect the 
performance of an actual SCM client account. The performance data assumes the re-investment of dividends and other earnings and reflects the deduction of a model 
investment management fee of 1.95%, which is the highest fee charged by SCM. The model fee was calculated quarterly and based on the average daily account balance 
for the previous quarter and assessed on the first day of the next quarter. Actual investment management fees vary by individual client account, but generally range 
between 1.95% and 2.50% of the value of assets under management. The above information was last updated on February 1, 2010. The performance results shown 
include the reinvestment of dividends and other earnings. Different types of investments involve varying degrees of risk, including the risk of the loss of your principal 
investment, and there can be no assurance that any specific investment will be profitable. The strategy may involve above average portfolio turnover which could 
negatively impact the net after-tax gain experienced by an individual client. SCM does not make any representation that the strategy will or is likely to achieve returns 
similar to those shown in the performance results in this presentation. PAST PERFORMANCE MAY NOT BE INDICATIVE OF FUTURE RESULTS.



Over the last 113 years, the stock market has rewarded inves-
tors with long-term growth, but for most investors a realistic 
long term outlook is 10 to 20 years. History shows that equity 
markets enter long periods of high returns followed by lengthy 
periods of low returns. These periods are called secular trends. 
Upward trends are called secular bull markets, and downward 
trends are called secular bear markets.
	 What seems clear from the chart below is that secular bear 
markets tend to last for years: 17.5 years on average as gauged by 
the 4 secular bears we have encountered since 1896. The current 
secular bear market 
has lasted 10 years, 

and includes the most severe decline since 
WWII: 2008’s -33.8% decline.
	 If the rally of 2009 has sparked the start 
of a new secular bull market, it would also 
mark the quickest recovery in history: 10 
years. And if, as some have indicated, the 
current secular bear market did not start 
until the drop from the market highs of 
2007, then this recovery is astoundingly 
quick in that it has occurred in just 2 
years.
	 While we do not look to predict the 
markets, we do look at historical trends 
for what may be in store next, and remain 
ready to adjust accordingly. Where is the 
market heading in the next 1-5 years? 
What do you think? Are you ready?
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go figure! 
[ 65% ]

of workers in the United States 

say they need to work longer 

than they had planned, due to 

the economic crisis, according 

to Sun Life Financial.

[ $200,000 ]
The cost of a spot aboard U.K. 

billionaire Richard Branson’s Virgin 

Galactic Ltd. venture to outer 

space, according to Bloomberg.

52%
of American adults are in 

opposition to more government 

regulation of the financial sector, 

according to Rasmussen Reports.

Investment Cycles

answers to your retirement questions: www.scminvest.com/retirementcalc/newsletter

During these uncertain times 
it’s more important than ever to 
know if you’re on the right track 
for retirement. We make it easy.

By looking at your current investments 
along with your present and future 
income sources we can help you make 
some projections about your future. 
Use our free retirement calculators 
to find the answers to your questions 
regarding your retirement funds. 
Learn how much you’ll need to fund 
your retirement, how long those resources will last 
and how much your traditional IRA will be worth.

Retirement Planning Made Easy

– Timothy J. Hegarty, Client Advisor

Timothy J. Hegarty
timh@scminvest.com
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statistics
[ 83% ]

of Americans say the size of the 

federal budget deficit is due more 

to the unwillingness of politicians 

to cut government spending than 

to the reluctance of taxpayers 

to pay more taxes, according 

to the Rasmussen Report.

[ 38.8 ]
The number of jobs that were funded by 

stimulus money per 1,000 unemployed 

Americans during the fourth quarter 

of 2009, according to the Bureau 

of Labor Statistics and Recovery. 

As of January 22, 2010, $268 billion 

of the stimulus had been spent.

[ 42% ]
Percentage of Americans who say 

cutting the deficit in half is the 

Administration’s most important task –

compared with 24% for health-care 

reform, according to Newsweek.

U.S. states with the most and least 

business-friendly tax systems, 

according to the Tax Foundation:

South Dakota.......#1
Wyoming..............#2
Alaska..................#3
Nevada................#4
Florida.................#5

Iowa................. #46
Ohio................. #47
California......... #48
New York .......... #49
New Jersey........ #50 – Mark R. DiAddezio, Client Advisor

In 2009, our firm 
reached the mile-
stone of our twen-
tieth anniversary. 
Looking back over 
the years, we’re 
deeply grateful for 
the partnership 
that we’ve enjoyed 
with each of you. 
Our anniversary 
would not be possi-

ble without you. As 2010 begins, we wish 
you and your families the best.
	 Whatever this year or the next twenty 
bring, we remain fully committed to pro-
viding you with investment solutions 
rooted in the knowledge that capital 
growth and risk management 
must go hand in hand. We 
are dedicated to improv-
ing the methods that we 
use to grow and protect 
your wealth, and we will 
strive to help you achieve 
the financial goals that are 
important to you in a highly 
professional and personal man-
ner.
	 The past two years have been perhaps 
the most exceptional in our twenty year 
history. In 2008, the markets were rocked 
by a financial crisis sown in excess liquid-
ity, leverage and greed. The swiftness and 
magnitude by which the market declined 
was stunning. Equally stunning has been 
the ensuing rally that began in March of 
2009, a rally that has seen the S&P 500 
rise by better than 60% with nothing 
more than a couple of minor pullbacks. 
The extreme circumstances of the past 
two years provide a good window through 
which to view the various investment 
management strategies that we offer to 
you. 
	 Each of our strategies fall within two 
broad categories: Long Only and Long/
Inverse. On the whole, both categories 
have performed very well relative to the 
market over the past two years. However, 
the manner in which they have done so 
has been very different. The Long Only 
strategies did not did not suffer the dev-
astating declines of the broad market in 
2008, as they had large allocations to cash 
for a good portion of the year. They have 
since captured positive returns during the 
recent market rally. 

	 On the flip side, a number of our Long/
Inverse strategies produced significant 
positive returns in 2008 during the mar-
ket decline and essentially treaded water 
in 2009. For many clients who have been 
invested in our Conservative, Moderate 
and Moderate Aggressive strategies for the 
past two years, we have observed that the 
frustration of having not participated in 
the recent rally has outweighed the real 
impact of positive returns during the mar-
ket decline. 
	 Two-year total returns for investors 
in these strategies range from 12% in 
our Conservative strategy to 22% in our 
Moderate Aggressive Strategy. Despite the 
rally, the S&P 500 has a two-year total 

return of approximately –20%. 
	 While these strategies, on the 

whole, have outperformed 
the market by a wide 
margin over the past two 
years; they have not done 
well since the market bot-
tomed last March. Every 

market phase provides 
opportunities to learn and 

improve the processes we use 
to make our investment decisions. 

	 The rally of 2009 was largely momentum 
driven and defied a number of technical 
trading methods. Success meant getting 
invested and staying invested. Method-
ologies that went to cash or attempted 
to short the market were ineffective and 
hampered returns. Though roughly 30% 
of the long/inverse strategies were allo-
cated to a momentum-based model from 
March through mid-October, it was not 
enough to offset the ineffectiveness of a 
number of the other methods also in use. 
	 The Investment Committee recognizes 
the need for the potential to increase allo-
cations to momentum-based models dur-
ing periods when the market is advancing 
strongly with low volatility. As a result, 
they have added more momentum-based 
methodologies to the pool of underlying 
investment models that they consider 
when they construct the strategies. We 
believe this change will offer the potential 
for greater returns in momentum driven 
market phases and improved long-term 
success. 

Our Twenty Year Milestone
A Look Behind, A Look Ahead

Mark R. DiAddezio
markd@scminvest.com



Subscribe a Friend
Subscriptions to 
the Schreiner Capital 
Dynamic Investor 
Newsletter are FREE. 
So, take a moment 
to subscribe your 
friends and family 
members today.

There are 
three ways 
to subscribe 
to Dynamic 
Investor:

1) Visit us 
on the web at 
www.scminvest.
com/subscribe
2) Send an email to 
info@scminvest.com
3) Call us at 800-351-0268

subscribe 
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– Roger J. Schreiner, Portfolio Manager

ing the right question. The twenty-year 
decline has been anything but smooth. 
As you can see, the index has gyrated all 
over the place, giving the passive inves-
tor fits. Five would-be bottoms have been 
mere interludes before resuming the pain. 
Hope has kept stubborn investors frozen 
as their wealth continues to erode.
	 The table shows each of the bear mar-
ket rallies since the 1989 high. Five of the 
six rallies were over 50% and one added 
135%. Each one could have been the start 
of a new bull market, but no. Each time 
investors thought the bottom was in and 
each time they were painfully wrong.
	 Japan’s woes were brought about by an 
overheated housing market, cheap credit 
and mountains of bad 
debt. Their bank-
ers made many 
of the same mis-
takes that ours 
have, giving credit 
to undeserving cus-
tomers. Today, Japa-
nese investors have 
one of the highest 
rates of life insur-
ance in the world. 
Research Magazine 
estimates that 19 of 
20 households have acquired some form of 
life insurance. Japanese investors are far 

more risk-adverse 
than their Ameri-
can counterparts. 
We can see why.

Investing is a 
journey, not a 
destination.
Today more than 
ever, global markets 
are dynamically 
linked. Foreign 
markets affect ours, 
and ours affect 
theirs. The lesson 
we learn from Japan 
is that even the largest stock market in 
the world is not immune to disaster. His-

tory teaches us that 
anything can hap-
pen – and it will, 
eventually. 
	 You don’t have 
to be a market his-
torian to know that 
stock markets are 
risky. Proponents 
of buy-and-hold 
would rather not 
focus on the stock 

market in Japan or 
anywhere else for that matter. After all, 
the history of the US stock market, if you 

ignore a few ugly chapters, reads like a 
romance novel. 
	 Risk management cannot be something 
you do for awhile and then stop. To defend 
your portfolio against the unknown you 
must be proactive. Markets provide inves-
tors with incredible opportunities but 
also have a way of punishing those with 
a weak investment process. Asset pres-
ervation should be your primary objec-
tive. Don’t just take my word for it. Study  
history.

market history can be a double-edged sword (continued from page 2)

The lesson we learn 

from Japan is that even 

the largest stock market 

in the world is not 

immune to disaster.

Above and Right: The Nikkei 225 Index, 1984-2009
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Seek to Avoid Significant Loss. Warren Buffett’s two rules for success-
ful investing are: #1 Don’t lose money. #2 Don’t forget rule number one. Wall 
Street tells you to buy-and-hold, but successful investors work hard to position 
their portfolios in areas of strength and sell areas of weakness. Traditional 
buy-and-hold strategies are passive – they have no escape plan. Passive invest-
ing cannot avoid significant loss when markets crash.

Adapt to Change. Being able to adapt to change is important in almost 
every aspect of life. Investing is no different. The fundamental law of invest-
ing is the uncertainty of the future, so it makes sense that your investment 
strategy should be flexible. Adapt to changing financial markets as well as 
the fast-moving global economy.

Process, Process, Process. Successful investing is not just a matter of 
intelligence. Investing is more about having a sound process. Learn to control 
the things you can and don’t become distracted by the things you can’t. Allow 
probabilities, rather than opinions, to guide your investment process.

Market History is Exactly that – History. You can’t buy historical 
returns; you can only invest in what has potential. Focus on investments with 
positive expectations, not what you wish you owned last year.

Focus on Making Good Decisions, Not Just on Results. The 
importance of a sound investment process cannot be overstated. A good pro-
cess should provide good results over time. Disciplined investing is not just 
about waiting for something good to happen – it’s about finding opportunity. 
The greatest attribute an investor can possess is the ability to be objective. 
Concentrate on making good decisions. The results should take care of them-
selves over time.

Schreiner Capital’s 5 Rules
for Investment Success

Rule #1:
Don’t lose money.

Rule #2:
Don’t forget 

Rule #1.

– Warren Buffett
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meet your investment team : schreiner capital management, inc .
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Important Consumer Disclosure: This newsletter contains general information that is not suitable for everyone. The information contained herein should not be construed as personalized investment advice. Past performance is no guarantee of future 
results. There is no guarantee that the views and opinions expressed in this newsletter will come to pass. Investing in the stock market involves gains and losses and may not be suitable for all investors. Information presented herein is subject to change 
without notice and should not be considered as a solicitation to buy or sell any security. Schreiner Capital Management, Inc. (“SCM”) is an SEC registered investment adviser located in the Commonwealth of Pennsylvania. SCM and its representatives are in 
compliance with the current registration and notice filing requirements imposed upon registered investment advisers by those states in which SCM maintains clients. SCM may only transact business in those states in which it is notice filed, or qualifies for 
an exemption or exclusion from notice filing requirements. This brochure is limited to the dissemination of general information pertaining to its investment advisory services. Any subsequent, direct communication by SCM with a prospective client shall 
be conducted by a representative that is either registered or qualifies for an exemption or exclusion from registration in the state where the prospective client resides. For information pertaining to the registration status of SCM, please contact SCM or 
refer to the Investment Adviser Public Disclosure web site (www.adviserinfo.sec.gov). For additional information about SCM, including fees and services, send for our disclosure statement as set forth on Form ADV from SCM using the contact information 
herein. Please read the disclosure statement carefully before you invest or send money.
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register for our free teleseminars today ! www  .scminvest.com/ teleseminar

Join our free teleseminars featuring a 
range of financial topics! Register at 
www.scminvest.com/teleseminar If we knew 

what we 
were doing, 

it wouldn’t be 
called research, 

would it?
– Albert Einstein

Past sessions have 
included an overview 

of our investment 
philosophy and 

an interview with 
Erin Arvenlund, 

author of Too Good 
to be True: The 

Rise and Fall of 
Bernie Madoff.

Be on the lookout for an 
email invitation containing 

specific date and 
time information 
for an upcoming 
teleseminar or 
register for free at 
www.scminvest.
com/teleseminar.
Register today!


