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Introduction
When I was in high school I got a junior golf membership with my buddies. We were all pretty
keen at the time, and it was a great way to spend the warm months in my grade 12 year chasing a
ball around the course with my friends. That year of playing 30+ rounds golf solidified the basic
skills I use today when I pursue my glory days once or twice a year with my colleagues.
As a casual golfer, I will admit that playing a round of golf can be a frustrating. Despite my
determined effort to envision that beautiful drive down the middle of the fairway, I will typically
put most shots in the bushes, the water, or worm-burn it a short way off the tee. In other words, I
muddle through.
Now and then I get a couple shots each round where I can sit back and mutter a selfcongratulatory “Wow, I crushed that one!” It’s a rare moment where the combination of my
swing, hand-eye coordination, and mental focus were aligned in perfect harmony and produced
an above-average outcome. It is also commonly referred to as hitting the ball in the sweet spot.
And then finally, there are those few but memorable times when my golfing experience is
something I will politely refer to as being in the pain zone. Moments, as fleeting as the sweet
spot strokes, when I solemnly vow never to play this stupid game ever again!
If you can relate to these three very distinct and diverse golfing experiences, then you already
understand the most important concepts behind a successful relative strength investment
strategy. Find companies in the sweet spot, avoid those muddling through or in the pain zone,
and good things will happen.
A company in the sweet spot has everything going for it. A combination of good management,
rapidly growing profits, top-of-the line products or services, favored analyst opinions, and strong
industry or sector tailwinds. In short, everything is working out beautifully.
Most of the time, however, most companies will have some positive things working in their favor,
and other more negative challenges to work through. This is what we refer to as muddling
through. It’s the middle of the bell curve. It’s average. It’s where most investments (and most
golfers) score.
Investments living in the pain zone are typically suffering through long-drawn out collapse of
earnings, tough industry conditions, failed mergers or asset purchases, depressed sales loss of key
1 | Have Your Cake And Eat It Too Investing

Cameron Woods Portfolio Management

Have Your Cake and Eat It Too Investing

Have Your Cake and Eat It Too Investing

Relative Strength Revisited
In our earlier articles on relative strength, we talked in terms of ‘relative strength’ or ‘relative
weakness’. Let’s review - at any given moment in time, a small select few companies will be
operating in their sweet spot, the vast majority will be muddling through, and another small
group with be in the pain zone.
Instead of buying stocks in the pain zone (because they’re “cheap”) or stocks that are muddling
through (because they’re “not too high”), buy the ones already in the sweet spot and keep
them as long as they stay there.
Newton’s 1st law – an object in motion tends to stay in motion unless acted upon by an outside
force. In our experience, a company already performing in the sweet spot is far more likely to
continue to stay there versus betting on a company or investment that is muddling through or in
the pain zone. Trends tend to persist.
Some people think successful investing depends on knowing what the markets are going to do in
the future and position themselves accordingly. This is a very difficult task to execute
consistently. We’d suggest that the best chance for success over the long term comes from
repeatedly stacking the odds in your favor in the short term. We will say it again - stick with the
winners, and avoid the losers, or simply ‘stay invested in the sweet spot.’
Portfolio review – a practical example
We recently met with a new client and put her existing portfolio through our relative strength
filter. Let’s call her April.
Going into this meeting, April felt that some of her investments were great and she wanted to keep
them (she made some money) and others were terrible as they had not made any progress for a
long period of time.
April owned two stocks, BCE and Cisco, and a mix of mutual funds. Let’s look at her stock
positions through the objective lens of our relative strength filter.
From this perspective, we want to own investments that have the highest odds of making you
money; companies that are currently operating in their sweet spot. We also want to actively avoid
owning any investments that are currently muddling through or in the pain zone.
Let’s have a look at BCE and Cisco through the lens of relative strength and compare them with
some alternatives.
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people, poor management decisions, etc... Despite all the obvious problems investors are
frequently lured into buying here on the expectation of a turnaround, or because prices are ‘cheap’
(more on this topic in future articles).
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This is the filter we use in our investment process, as described in this article on our website.

So from this perspective, BCE has ‘lived’ in the muddling through zone for most of the last five
years, with trip into the pain zone over the last four months. How does this relate to actual
returns for BCE investors?

Some observations:
-

The total gain on a $10,000 investment in BCE over the last five years is $5,028(1).
The annualized return is around 8.5% per year.
These returns aren’t ‘bad’. They are average. They are typical of what you get in a
‘muddling through’ company in rising market.
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BCE

Alimentation Couche-Tard (ATD’B)
For those of you not familiar with ATD, they own Mac’s and Circle K convenience stores
throughout Canada and the US. Not a company that would be on most investor’s radar, without
the benefit of a tool like relative strength waving a flag saying “Hey look at me – I’m in the sweet
spot”.

Alimentation Couche-Tard showed relative strength (in its sweet spot) from April 2012 to March
of 2016, a period of about four years. It has spent the last year or more either muddling through
or in the pain zone. How could you have used these facts to your advantage?
We want to own ATD while it’s in the sweet spot. No further analysis is required. What results
would we have achieved by following this process? Let’s have a look at the chart below:
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Now compare these results with those achieved by investing in a company in the sweet spot.

-

The total gain on a $10,000 investment in ATD over the last five years is $34,925(1) versus
$5,028 in BCE.
The annualized return is around 35.0% versus 8.5% in BCE.
These returns would have been very difficult to achieve without a tool to identify ATD
when it moved into the sweet spot and also when to sell when it left the sweet spot.
Notice also that ATD’s stock price has gone almost nowhere (up a dime) in over 13 months
since it measurably showed signs of starting to muddle through. The point being that a
relative strength process helps identify and avoid ‘dead-money’ situations as well.

Cisco
Cisco Systems designs and sells computer networking hardware. They were one of the darlings of
the 2000 dot.com bubble and suffered in the aftermath of that market crash. Cisco is one of the
few companies that survived that event and has slowly recovered part of those losses.
That’s the story. But is it worth owning?

Nope.
Again, even though the stock has made investors money over the last five years, it has been a
muddling through investment. As shown below, annual returns on Cisco have not kept up with
even passive returns in the broad market (S&P 500 for comparison purposes).
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To sum up (and compare with BCE):
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Relevant discussion points on Cisco Systems:
-

-

The total gain on a $10,000 investment in CSCO over the last five years is $6,533(1).
The annualized return is around 10.6% per year.
Again, these returns aren’t ‘bad’. They are average. They are very close to, but not quite,
market returns. Like most companies, they are middle-of-the-bell-curve sized returns.
That’s what we mean by muddling through.
Cisco investors have also suffered through quite a bit of volatility in the stock (look at all
those big swings up and down on the chart above) just to earn less money than a passive
Index ETF would have earned. In other words, more risk for less money; a poor risk
adjusted returned. This is a situation we want to avoid.

By comparison, another technology stock that was brought to our attention as a potential buy (it
waved the relative strength flag in our faces back in 2012) is Micron Technology (MU). How did
we come to recognize its potential?
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What kind of result would Micron investors experienced?

A few noteworthy comments:
-

-

-

The total gain on a $10,000 investment in MU over the last five years is $66,294(1) versus
$6,533 in Cisco.
The annualized return is around 50.1% per year. This is why we look for these kinds of
investments. If you’re going to take the risk of investing in stocks, you want to be well
compensated for it.
We did not have to understand the intricacies of Micron’s business model nor read analyst
research reports, nor parse economic growth forecasts or world events to capture these
gains. The only thing we did have to do was follow our process and buy companies in the
sweet spot and sell them when they start to muddle through.
We didn’t need to buy at the absolute lows nor sell at the absolute highs to capture a large
gain.
Micron is still below the price high in December 2014, almost 2 and ½ years ago. Buying
and holding stocks over the long term is recipe for repeatedly riding the price roller coaster
up and down, up and down. That’s not so fun. We enjoy having a discipline for getting out
of the way for when the trend is no longer your friend.
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It came to our attention because it began to exhibit sweet spot investment behavior.

As always, we would love to hear your feedback on our work. If you have any questions or
comments on the ideas presented in this article or past “Have Your Cake and Eat It Too” articles,
please don’t hesitate to be in touch.
Curious if any of your investments are in the sweet spot? Give us a call or drop us an email and we
can let you know.

Footnotes:
(1)

Returns are calculated as price returns excluding dividends and/or transaction costs.
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