
Houston AAII Retirement SIG

J. O’Keefe &  F. Erzinger

Thursday April 10, 2025

1

Meeting the Mayhem Challenge
  Rules for Markets & Investing
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AGENDA

1. OUTLOOK
2. BUDGET BUCKETS
3. MIND Over MONEY
4.   MECHANICS Over MONEY
MAJOR OPPORTUNITY –  GDP BONANZA
APPENDIX – Ignore the Past?!



1. OUTLOOK 
    Trump Economic Plan – Annual Sources
➢Tax Extension & New Provisions  $400B
➢DOGE Savings      $100B
➢Tariff Revenue       $500B
➢Market Losses      Temp.
➢GDP growth losses     ST Neg.
➢Potentially offset over time as new capital flows into US

➢Inflation from Repriced Imports   < $480B>
➢Avg Income $60k*5% for 160mm taxpayers 

3Source: WSJ, FinPrint et al



1. OUTLOOK
    - Trump Economic Plan - Annual Uses
➢Tax Extension & New Provisions

➢15% Personal & Business Income + Capital gains 
➢No tax on tips, Social Security or Overtime pay

➢DOGE Savings
➢Immediate & future dividend payments to Taxpayers
➢Akin to Alaskan dividends from oil royalties    

➢Tariff Revenue
➢Tax dividends to reduce Deficit & Debt        

➢Market Losses & any Inflation on Imports – No compensation
➢Loss of GDP growth

➢Likely to become a net positive if new capital flows into US for productive 
purposes  

4
Source: WSJ, FinPrint et al



1. OUTLOOK
     How we arrived here …

➢Annual Deficit $2T - greater than Pre-covid years in absence of a 
World War
➢Trump decided on an approach involving tax reform, trade reform, & 

slashing of Govt waste based on principle of reducing burden on 
taxpayers
➢If not now, with a fresh majority, when?
➢Alternative was to spend ourselves into oblivion?
➢But is it all too much at once?

➢We are all shareholders now (58%) so all sensitive to market change
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1. OUTLOOK - GDP Major Components ( 2024)*

➢Consumption     $16,303b 69%

➢Investment     $ 4,335 b 18%

➢Govt Expenditures    $ 3,941 b 17%

➢Net Exports over Imports           <$1,035 b   4%>

➢Total Gross Domestic Product  $23,303   100%

Source: BEA 2024 in 2017 Chained Dollars 6



2. NEXT STEPS
    WHAT NOW AFTER MARKETS CRASHED?

➢Major headwinds from highest CAPE ratios in history
➢Our valuations were not as bad as dot.com boom but were still 

much higher than foreign developed & emerging markets
➢After repricing, US markets are still high, so consider:

➢Reduce Hi-PE stocks & replace w/Broad Market exposure
➢Buy Foreign stocks & bonds & reduce US exposure
➢Buy Value stocks vs Growth in US & overseas
➢Buy Small caps vs Large caps in US & overseas
➢Buy Hi-Yield bonds

➢More on next slides
6
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Source: BEA 2024 

1. OUTLOOK – We’ve arrived …  
         … meet the Mess ..



1. OUTLOOK ANGST 01 - EARNINGS EXPOSURE
     OFFSHORE REVENUE - MAG 7 (51%), S&P (41%)

Source: Apollo Economics – T Slock
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1. OUTLOOK ANGST  02 – SEVERAL $500b SHIFTS

Source: BEA 2024 in 2017 Chained Dollars 10



1. OUTLOOK ANGST 03  – TREASURY MKT STABILITY?

Source: Treasury Department, Apollo Economist
11

Into a Constrained  …   Fragile Treasury Market 

Dealer Positions are Highly Leveraged & Debt Limited 

Large Expanding Treasury Issues
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2. NEXT STEPS – WHEN DO WE NEED THE MONEY?      
         Look at the Buckets

 Time Period    Percent
Bucket    or w/Draw Plan Asset  of Portfolio Illustrative Assets
One      Now - Year 2  Cash like 8%  Treasury Direct TBills
     “         “  Yr 1 4%  BIL
     “         “  Yr 2 4%  MINT

Two    8 Years  Bonds  37%
      7%  VBIRX Short Term Bond Index 
      7%  VTAPX Short Term Inflation Protected Index
      15%  VBTLX Total Bond Market Index
       8%  VWIAX Wellesley Income Fund 

Three    The Balance Equities 55%
      22%  VDIGX Dividend Growth Fund
      10%  VTSAX Total Stock Market Index
      10%  VFWAX All World ex US Index
       8%  VWEAX High Yield Corporate Bond
       5%  VGPMX Precious Metals & Mining 

Source: CBenz, Morningstar, Aggressive 25 year Bucket System using Vanguard



13Source: Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing 

2. NEXT STEPS – BB’s EQUITIES are REQUIRED
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2. NEXT STEPS – When Do You Need the Money? 
      – REVIEW the BB’s  -  ASSETS & w/DRAWALS

Source: C. Israelsens 7 Twelve Portfolio

Percent of (Simulated Time) the Final Balance > Initial Balance
Asset Mix                  Asset Types              w Drawal Scenarios            



2. NEXT STEPS – INVESTING PSYCHOLOGY
 Mind over Money…. Brain over Heart (Poll A)

➢1. Be Humble – Confident Investors take undue risk = Worse performance
➢2. Don’t trust but Verify - Bernie Madoff & compare to S&P/Barclays Agg)
➢3. Embrace Risk - Volatility is the price premium to earn higher return
➢4. Simplify - Whenever possible
➢5. Be good at Suffering- Adversity drives Virtue
➢6. Tune out the Noise
➢7. Know What you own & Why you own it – Keep notes
➢8.  Emotions are spontaneous – Must choose a planned response
➢9. Value Time over Money – Allocate prudently & stay invested (Compound)
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3. NEXT STEPS – INVESTING PSYCHOLOGY
    BE HUMBLE  - “Don’t be a Hero, No Ego”

Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing, Quote per PT Jones 
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3. NEXT STEPS – INVESTING PSYCHOLOGY

Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing, Quote per PT Jones 

DON’T TRUST 
  DO  VERIFY

Ex  - Fairfield Sentry
-  Never Down 17 years!
- 10.6% Return
- Ddown <1%



18Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing, Quote per PT Jones 

3. NEXT STEPS – INVESTING PSYCHOLOGY
    MANAGE RISK – THE ONLY ROUTE TO RETURN



19Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing, Quote per PT Jones 

3. NEXT STEPS – INVESTING PSYCHOLOGY
    SIMPLIFY – WHERE THERE IS VALUE ADDED



20Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing, Quote per PT Jones 

3. NEXT STEPS – INVESTING PSYCHOLOGY
    PLAY THE LONG GAME s.t. THE BUCKETS



21Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing, Quote per PT Jones 

3. NEXT STEPS – INVESTING PSYCHOLOGY
    ADVERSITY DRIVES (PROFITABLE) VIRTUE



22Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing, Quote per PT Jones 

3. NEXT STEPS – INVESTING PSYCHOLOGY
    TUNE OUT NOISE – FIN PRESS THRIVES IN DRAMA



23Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing, NYU – 12/31/23 

3. NEXT STEPS – INVESTING PSYCHOLOGY
    KNOW WHY YOU OWN WHAT YOU OWN



24Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing, 

3. NEXT STEPS – INVESTING PSYCHOLOGY
    PLAN TO RESPOND … IF MARKET IS NEGATIVE ..



25Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing, 

3. NEXT STEPS – INVESTING PSYCHOLOGY
    PLAN TO RESPOND … IF MARKET IS POSITIVE



26Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing, 

3. NEXT STEPS – INVESTING PSYCHOLOGY
    VALUE TIME OVER MONEY – QUILT COMPLEXITY



4. NEXT STEPS – MECHANICS OVER MONEY

• 1 Play the Long Game – Rolling Returns vs Holding Period
• 2. S&P median growth is a function of Holding Period
• 3. Buy the Haystack – 59% of RUT perform < T-bills
• 4. 20 year Rolling Returns after drawdowns
• 5. Never Interrupt Compounding
• 6. Respect reversion to the Mean – Iron rule of Investing
• 7. Diversify ^3
• 8. Position defensively: Cyclicals, Real Assets, Oil, Gold et al 
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28Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing 

4. NEXT STEPS –  MECHANICS over MONEY
    PLAY the LONG GAME (s.t. BUCKETS)



29Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing 

4. NEXT STEPS –  MECHANICS over MONEY
    PLAY the LONG GAME (s.t. BUCKETS)



30Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing 

4. NEXT STEPS –  MECHANICS over MONEY
    BUY the HAYSTACK 

200 stocks drove 70% of wealth 
Creation



31Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing 

4. NEXT STEPS –  MECHANICS over MONEY
    BUY the HAYSTACK 



32Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing 

4. NEXT STEPS –  MECHANICS over MONEY
    FORWARD RETURNS POST DRAWDOWN 



33Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing 

4. NEXT STEPS –  MECHANICS over MONEY
    NEVER INTERRUPT COMPOUNDING



34Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing 

4. NEXT STEPS –  MECHANICS over MONEY
     RESPECT REVERSION to the MEAN



35Source: Numbers are Rules from Creative Planning  @ Charlie Bilello – 20 Rules for Markets & Investing 

4. NEXT STEPS –  MECHANICS over MONEY
     DIVERSIFY^3



5. OPPORTUNITY   – A BONANZA … the $t Changes

Source: BEA 2024 in 2017 Chained Dollars 36



5. APPENDIX – IGNORE THE PAST

➢Bear markets – every time is Different
➢Price targets like the S&P500 – Pay no attention
➢Forecasts are a dime a dozen – Not worth the paper printed on
➢Eleven largest contributors to US Wealth: APPL, MSFT, AMZN< 

XOM, GOOG, BRK, JNJ, WMT, CVX, IBM
➢Ignore the Fed – Don’t be long stocks when tightening – Best 

periods follow Fred’s highest rates
➢Expect the Unexpected
➢Don’t chase the past – Focus on future Potential
➢Over half the Wealth created by 72 out of 28k Stocks  37
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