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The Stockdale Paradox

It is midday, Monday, May 30, 2022 (Memorial Day). As I am writing, the futures are up strong
with the NASDAQ leading the way—up over 1.0%--that is no guarantee, however, the enthusiasm
may fade by morning. We had a much needed break in this 2022 bear market last week with each of
the indices up over 6.0% on the week. Some are calling it a relief rally. Others are saying we hit
bottom in the previous week and are working our way out. I maintain no one knows for sure. Which
is why we continue to employ discipline to identify the highest quality stocks trading at attractive
valuations—the stocks we will want to hold for the next three- to five- to ten-years. Or, as I like to
call them: stocks to own for a lifetime.
I have written recently about a study (there are many) that measures annualized total return from
1995-2021, then measures the performance if you missed just the five best days over that 26 year
period. If you remained fully invested you would have earned an 8.8% annualized return year in and
year out. Miss the 5-best days and your return drops to 7.0% annualized.
Another study from Fidelity Investments and published by Barron’s this week states the difference in
dollars and expands the examination period from 1/1/1980-3.31/2021. The study assumes
$10,000.00 invested at the beginning of the period. That $10,000 fully invested over the entire
period would produce a portfolio valued at $1.09MM; missing the best 5 days your portfolio would
be 38% lower than the fully invested portfolio at $678,395,000; missed the best 10 days?:
$487,185,000; if you missed the best 30 days: $176,591,000 and your portfolio would be a meager
$77,920,000 if you missed the best 50 days.
To put it another way: your standard of living in, say, retirement would be 38% lower if you missed
only the best five-days.
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(Many thanks to Barron’s!)
But how to navigate the emotions and worry especially during a drawn-out sell-off like this one—
now already five months old? I would like to recommend the most memorable lesson in endurance I
have encountered: The Stockdale Paradox as chronicled by Jim Collins in Good to Great. Seems
fitting on Memorial Day to focus our attention (and thanks!) on Admiral Jim Stockdale, the highestranking U.S. military officer held prisoner in the “Hanoi Hilton” prisoner-of-war camp during the
Vietnam War. Admiral Stockdale was imprisoned from 1965 to 1973 during which time he was
tortured over twenty times. Jim Collins interviewed Admiral Stockdale for his book on Great
companies. He witness that excellent management teams accepted the brutal facts all the while
maintaining a “commitment to prevail as a great company despite the brutal facts”. After
interviewing Admiral Stockdale he referred to this phenomenon as The Stockdale Paradox.

From Good to Great:
“In preparation, I read In Love and War, the book Stockdale and his wife had written in alternating
chapters, chronicling their experiences during those eight years.
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As I moved through the book, I found myself getting depressed. It just seemed so bleak—the
uncertainty of his fate, the brutality of his captors, and so forth. And then, it dawned on me: “Here I
am sitting in my warm and comfortable office, looking out over the beautiful Stanford campus on a
beautiful Saturday afternoon. I’m getting depressed reading this, and I know the end of the story! I
know that he gets out, reunites with his family, becomes a national hero, and gets to spend the later
years of his life studying philosophy on this same beautiful campus. If it feels depressing for me, how
on earth did he deal with it when he was actually there and did not know the end of the story?”
“I never lost faith in the end of the story,” he said, when I asked him. “I never doubted not only that I
would get out, but also that I would prevail in the end and turn the experience into the defining event
of my life, which, in retrospect, I would not trade.”
I didn’t say anything for many minutes, and we continued the slow walk toward the faculty club,
Stockdale limping and arc-swinging his stiff leg that had never fully recovered from repeated torture.
Finally, after about a hundred meters of silence, I asked, “Who didn’t make it out?”
“Oh, that’s easy,” he said. “The optimists.”
“The optimists? I don’t understand,” I said, now completely confused, given what he’d said a
hundred meters earlier.
“The optimists. Oh, they were the ones who said, ‘We’re going to be out by Christmas.’ And
Christmas would come, and Christmas would go. Then they’d say, ‘We’re going to be out by Easter.’
And Easter would come, and Easter would go. And then Thanksgiving, and then it would be
Christmas again. And they died of a broken heart.”
Another long pause, and more walking. Then he turned to me and said, “This is a very important
lesson. You must never confuse faith that you will prevail in the end—which you can never afford to
lose—with the discipline to confront the most brutal facts of your current reality, whatever they
might be.”
To this day, I carry a mental image of Stockdale admonishing the optimists: “We’re not getting out
by Christmas; deal with it!”
Even if the market bottomed in May, we will see another sell-off at some point and some of us will
feel worse than we thought we could because we thought it was over. We thought we would be out
by Christmas. But, we best draw on the faith Admiral Stockdale identified, that we will prevail in the
end.
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General Disclosures
Advisory services offered through Laffer Tengler Investments, Inc. Information and commentary provided by Laffer
Tengler Investments, Inc. (“Laffer Tengler”) are opinions and should not be construed as facts. The market
commentary is for informational purposes only and should not be deemed as a solicitation to invest or increase
investments in Laffer Tengler products or the products of Laffer Tengler affiliates. The information contained herein
constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor
or potential investor. This report is not intended to be a client-specific suitability analysis or recommendation, an offer
to participate in any investment, or a recommendation to buy, hold or sell securities. Do not use this report as the sole
basis for investment decisions. Do not select an asset class or investment product based on performance alone.
Consider all relevant information, including your existing portfolio, investment objectives, risk tolerance, liquidity
needs and investment time horizon. There can be no guarantee that any of the described objectives can be achieved.
Laffer Tengler Investments, Inc. does not undertake to advise you of any change in its opinions or the information
contained in this report. Past performance is not a guarantee of future results. Information provided from third parties
was obtained from sources believed to be reliable, but no reservation or warranty is made as to its accuracy or
completeness.
Different types of investments involve varying degrees of risk, and there can be no assurance that any specific
investment will be profitable. The price of any investment may rise or fall due to changes in the broad markets or
changes in a company’s financial condition and may do so unpredictably. Laffer Tengler Investments, Inc. does not
make any representation that any strategy will or is likely to achieve returns similar to those shown in any performance
results that may be illustrated in this presentation.
There is no assurance that a portfolio will achieve its investment objective.
Definitions and Indices
The S&P 500 Index is a stock market index based on the market capitalization of 500 leading companies publicly
traded in the U.S. stock market, as determined by Standard & Poor’s.
Unless otherwise noted, index returns reflect the reinvestment of income dividends and capital gains, if any, but do
not reflect fees, brokerage commissions, or other expenses of investing. Investors cannot make direct investments
into any index.
Laffer Tengler Investments, Inc. is a Registered Investment Advisor. Registration with the SEC or a state securities
authority does not imply a certain level of skill or training. Laffer Tengler’s advisory fee and risks are fully detailed in
Part 2 of its Form ADV, available on request.
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