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Q1 NEWSLETTER

With our first anniversary of Pilot Wealth 
now in the rear-view mirror, we thought we 
would share with you a bit of insight into the 
conversations that lead to the formation of the 
firm.  Paramount to just about everything was 
the verbalization of our core investment 
philosophy and values. 

In the spring of 2010, we penned our core 
values. We believe they are a differentiator. 
They are resolute. More importantly they guide 
every decision we make. Fads will come and go, 
but we believe our approach and the foundation 
from which we base all of our decisions is 
timeless.

Discipline: 
Strong fundamentals are paramount. We take a 
long-term view, through hard work and 
intellectual independence, we form our own 
opinions. We remain passive, until compelled to 
become active. We do not make decisions for 
activities sake. 

Value: 
We demand a margin of safety with every 
investment. It starts with understanding current 
intrinsic value. We favor making investments at 
a significant discount to current market value. 
We prefer to not speculate on the future.

Defense: 
We know when to say no…and when to say yes. 
A good defense affords investors an opportunity 
to deploy capital when the time is right. We are 
not satisfied with relatively good returns, rather 
our interest is in absolute returns without 
jeopardizing principle. The pendulum of market 
behavior will inevitably lead to 
underperformance from time to time, but good 
defense is vital.

Loyalty: 
We eat our own cooking and invest alongside 
our clients. We believe this is the ultimate 
demonstration of integrity. The commitment we 
have to our clients achieving their goals is the 
same we make to our own families.

Our Values
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Perspective and context are important when making any decision. This ‘map’ was put out by the North Portland Commercial 
Club in 1919 in an effort to promote North Portland as a hub of commerce and transportation. City of Portland Archives.
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The stock market earned our entire annual expected return 
in the first 3 months of  the year. This happened for two 
reasons: the Federal Reserve (Fed) and deceivingly low 
volatility. It has been tempting to jump in blindly, as to avoid 
missing out on return. Temptation may be defined as the 
desire to perform an action that one may enjoy immediately 
or in the short term, but will probably later regret for various 
reasons. The Fed has been purchasing assets for some time 
now (financed by tax payers), artificially holding down 
interest rates and propping up asset prices. Investors are 
shunning conservative fixed income assets (which are 
earning nothing after inflation) because it is impossible to 
earn a safe return. It is in effect encouraging risky behavior, 
an unintended consequence as investors bid up the prices on 
high yield debt (junk bonds), emerging market debt, 
dividend producing stocks and the next anecdote that Wall 
Street creates to solve this dilemma. With lower volatility, 
investors are happy paying higher prices for these historically 
fickle assets. These income producing assets are becoming 
increasingly less attractive as a whole, and worse, will 
surprise investors with their future volatility.
Technical analysts who monitor the tendencies of  the 
markets based on charts, say the stock market in general was 
extremely over-bought at the end of  the quarter. They point 

to the likelihood of  a pull back, which may be currently 
underway. We have no particular insights and prefer not to 
speculate on short-term market moves, but would welcome a 
10%+ pullback from current levels. We are prepared for the 
3 obvious outcomes at this point. Besides a pullback, the 
market could very well trade flat for the year, while 
corporate earnings and the economy continue to improve, 
which could bring valuations to more attractive levels. 
Finally, the market could continue higher to levels that will 
be increasingly more difficult to rationalize. 
The economy is as we expected, showing signs of  recovery. 
After being hung over for so long, any signs of  recovery are 
welcomed. We remain bullish on a sluggish to moderate 
recovery in the US economy, but we would like to see 
continued strong data (especially jobs) through the seasonally 
slow summer months to be sure. We are puzzled, as the 
market has been quite bullish on the latest economic data, 
however. On jobs for example, at the current level of  jobs 
growth, it could take 10 years to return to “full 
employment.” On top of  Fed actions, this is not reason for 
us to get excited. There is still significant risk, as Europe 
shows signs of  recession and Asia slows. Either way, our 
steady as she goes, tortoise vs. hare mentality, will be 
welcomed at the finish line. No regrets.

Bonds did not fare well in the quarter: yesterday’s winners tend 
to be today’s laggards. The risk on trade in search of yield, has 
dominated the headlines. As we predicted last quarter, the S&P 500 
stocks have outperformed their small cap brethren. Emerging market 
and International stocks continue to underperform as well. Without a 
sufficient margin of safety, we have chosen to ignore the Fed’s 
temptation, however. On a risk adjusted basis, our returns have been 
quite satisfactory (see Q3 2011), in other words we took on much 
less risk in order to achieve our return.   

Disclosures:
They are necessary and sometimes long-winded, but ours are pretty straight-

forward. Composite return represents all assets custodied at Charles Schwab 
Institutional under our discretion, excluding accounts designated for cash management. 
Performance data is time-weighted and net of fees. Individual returns will vary based 
on risk tolerance, timing of investment and other factors. Returns include both fixed 
income and equity investments. S&P index data, Merrill Lynch Bond index data, and 
Russell 2000 Small Cap data includes gross dividends. Investors cannot own an index, 
a hypothetical portfolio without fees or expenses. Data is provided for purposes of 
comparison only and may not be the most relevant benchmarks. Data is believed to be 
accurate but is not audited or guaranteed. Past performance is no guarantee of future 
results.
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QTR 1 YR Since 
Inception

Pilot Wealth 
Composite 3.69% 4.44% 4.65%

S&P 500 12.59% 8.54% 10.46%

Merrill 
Lynch Bond 
Index

0.29% 7.78% 8.81%

Russell 
2000 Small 
Cap

12.44% -1.57% 5.66%

Data as of 3/31/12. Performance calculated quarterly.
Composite inception 2/3/2011.

Pilot Wealth Management

503-847-9723
866-308-3040
info@pilotwm.com
www.pilotwm.com

The information in this newsletter is intended for residents of the United States. This information is not intended to 
be personalized. Pilot Wealth Management is a Registered Investment Advisor, licensed with the State of Oregon 
and will ensure proper licensing or exemption from licensing before conducting business in any other state.

All material in this newsletter is original and may not be reproduced without the express written consent of Pilot 
Wealth Management. 
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