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Casual Friday: Boiling Frogs? + Who's The Boss? - August 18th, 2023 

 

#TGICF 

Reminder Housekeeping: JNJ / Kenvue Tender 

Today is the deadline. Berkshire is choosing NOT participate in the tender offer. 

Call / email for more insight gmihalick@berkshiream.com; Jreilly@berkshiream.com or 

570.825.2600 

 

Boiling Frogs?  

This market reminds us of the old story about frogs and boiling water: if you throw a frog in 

boiling water, it will jump out. If you place it in lukewarm water and gradually turn up the heat, 

it will stay in until it's too late. 

  

The recent sell-off that sunk the S&P -5.5% from its high (as of 8.17) at first could have been 

chalked up to a simple summer doldrum or investors banking some pre-beach profits. 

'Nucleate boiling' is the early stage where a few small bubbles start to develop from the 

bottom and selectively rise to the surface. Here our frog is warmer but still relatively happy. 

  

'Film boiling' starts when temperatures rise and more bubbles start to form and move to the 

top. Here the frog might start to realize there's a problem but maybe isn't sure what to do 

about it. Perhaps that's where investors bathe now. 

  

Transition and then rolling boils come at 212 degrees and the bubbles become so agitated 

they burst at the surface releasing steam. By then you are cooking “le ragout de grenouilles” 

(French Frog Stew) a dish often served up to investors in October. Let's hope the market 

turns down the heat before we relive that. 

  

The heart that's causing the water to bubble now is multifaceted yet interconnected at the 

same time. 

  

Higher for longer?” 10-year treasury hit 4.32% this week and Mortgage rates now average 

7.5%. Global yields lurched to 15-year highs. Recent stamina from housing (cash buyers, 

shortages) and the consumer breed optimism but it's hard to believe economic data a year 

from now doesn't recede. Today's rates drive the data a year from now. 

  

“Commercial real estate?” Well-advertised, maybe even priced in? Yes, but credit is surely 
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tighter, work from home is real, and every fissure in the banking systems harkens fears of '08. 

  

“The Fed's got this?” The same guys who brought you “lower for longer” and “inflation is 

transitory” now tell us they can create a soft landing? 

  

“China's got this?” A collapse in China's shadow banking system was one of the top 5 most 

read Bloomberg headlines this week. What exactly does THAT mean anyway? Are they just 

going to sweep a few trillion in bad loans under the Oriental rug without creating dislocation 

somewhere? We’ve prayed (literally) that massive bubble never pops. 

  

Result? Tech stocks, growth stocks and the “risk-on complex” is finally unwinding. Investors 

again correctly surmise sharply higher rising rates are usually crush high multiples regardless 

of how good the story is (AI). 

  

Bonds, last year's train wreck, are also posting losses- again putting investors in a tough spot. 

We do believe high quality low to medium duration bonds are still an effective hedge against 

equity market volatility. Even in 2022, intermediate bonds were down less than half of what 

many equity indices were.  

  

So if you happen to know of a strategy that leans defensive-quality-downside capture and 

who tends to keep the heat at lower temps, maybe now is the time to protect some of your 

favorite frogs and move them to our side of the stove. At 14 times earnings, a 2.80% dividend 

yield with decent growth potential, (source Bloomberg) we will try to keep the temperature for 

your clients just right - even as risk heats up. 

  

"Who's The Boss? 

 

 Below we highlight a recent advisor success story.  

 

“Our performance has been good. We've been raising assets. Our life is efficient,” said one 

bank advisor team leader we spoke to this week. 

  

“What's behind your good performance?' I asked. 

  

“We don't let clients have a say.” 

  

Dead. Straight. Perfect. 

  

“We guide our clients to a choice 4 investment models. If they don't like one of them or are 

arguing with us about the make up, they are not going to be clients.” Again - bull's eye. 

  



Berkshire Dividend Strategy 

 

   

 

Next, we reflected on the classic Dalbar study which shows individual investors usually 

massively underperform the very funds they are investing in. 

  

We wondered: “If an our compensation is tied to AUM, why on earth would we let clients steer 

the ship?” 

  

“I create the models. Clients accept one or they don't. It lets my advisors be portfolio experts, 

and they are always hunting for new business and deepening relationships.” 

  

This is likely formula for business and client success. 

  

So why aren't advisors more willing to adopt this approach? It's subtle, but we think it stems 

from fear that if an advisor doesn’t say yes to the client, they risk getting fired and lose the 

revenue. We get that. Appeasement keeps revenue near-term, but it also lessens your brand, 

likely creates bad client outcomes, and generates huge DIS-economies of scale in the long 

run. Saying yes to clients is a bad model. 

  

The scale, efficiency, and investment compounding with you at the helm will likely dwarf the 

revenue you get by caving in - over time. Not to mention the peace of mind… 

  

We've said it for years: the absolute silent killer in an advisor's practice is clients who don't 

take your advice." Remember, you are the boss. 

 

Casual Friday Bonus: 

In the off-chance you are suddenly craving frog leg soup: here is how to pair it  

Where are they now? The cast of the ABC hit TV show: Who's the Boss? 

 

Have a great weekend, 

 

Gerard Mihalick, CFA 

Dividend Strategy Portfolio Manager/Partner 
Berkshire Asset Management, LLC 

 

Berkshire Dividend Growth SMA is available through various custodians, broker-dealers and UMA providers. This commentary is Intended for 

Institutional and advisor use only. This commentary may make information of third parties available via website links. The Third-Party Content is 

not created or endorsed by Berkshire nor any business offering products or services through it. The delivery of Third-Party Content is for 

general informational purposes only and does not constitute a recommendation or solicitation to purchase or sell any security or make any 

other type of investment or investment decision. In addition, the Third-Party Content is not intended to provide tax, legal or investment advice. 

the Third-Party Content provided to is obtained from sources believed to be reliable and that no guarantees are made by Berkshire or the 

providers of the Third-Party Content as to its accuracy, completeness, timeliness. 

https://olivier-poussier.wine/en/frog-legs-call-for-lively-edgy-white-wines/1430/
https://people.com/tv/whos-the-boss-cast-where-are-they-now-photos/
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Any companies referenced, have been done so, solely for illustrative purposes and not based on investment performance or attribution to the 

overall performance of the strategy. The companies identified herein do not represent all the securities purchased, sold or recommended for 

client accounts, and you should not assume that an investment in the companies identified was or will be profitable. Berkshire retains the right 

to revise or modify portfolios and strategies if it believes such modifications would be in the best interests of its clients. Model portfolios may or 

may not contain any specific security at any time, and decisions to invest should not be made based on the presumed or current composition of 

any model portfolio - A complete list of holdings in the Berkshire Dividend Growth Strategy. 

 

Berkshire Asset Management, LLC claims compliance with the Global Investment Performance Standards (GIPS®). GIPS® is a registered 

trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content 

contained herein. To receive GIPS-compliant performance information for the firm’s strategies and products, contact Jason Reilly, CFP® Tel: 

570-825-2600 or info@berkshiream.com. 

 

Definitions: The S & P 500 Index is a market capitalization weighted index of the largest 500 U.S. stocks. It is a market-value weighted index 

(stock price times # of shares outstanding), with each stock’s weight in the index proportionate to its market value. The index is designed to 

measure changes in the economy and is representative of most major industries. Russell 1000 Growth Index measures the performance of those 

Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. The index was developed with a base value of 

200 as of August 31, 1992. Russell 1000 Value Index measures the performance of those Russell 1000 companies with lower price-to-book ratios 

and lower forecasted growth values. The index was developed with a base value of 200 as of August 31, 1992. You cannot invest directly in an 

index. BEst (Bloomberg Estimates) Earnings Per Share (EPS Adjusted) estimate returns Earnings Per Share from Continuing Operations, which 

may exclude the effects of one-time and extraordinary gains/losses. Beta is a measure of volatility vs. an index. Upside/Downside capture ratios 

refer to a portfolios performance as a percentage of either positive returns (upside) or negative returns (downside) vs. an index. Standard Deviation 

is a measure of total risk.  Alpha, Beta and capture ratios are represented as calculated by Morningstar. 

 

Risks: Past performance does not guarantee future results. Different types of investments involve varying degrees of risk, and there can be no 

assurance that any specific investment will either be suitable or profitable for an individual’s investment portfolio. Dividends are subject to change, 

are not guaranteed, and may be cut. Investing based on dividends alone may not be favorable as it does not include all material risks. There is 

no guarantee any stated (or implied) portfolio or performance objective mentioned by Berkshire can be met. Berkshire’s equity style may focus 

its investments in certain sectors or industries, thereby increasing potential volatility relative to other strategies or indices. The dividend strategy 

may include bundled services also known as a “wrap fee program”. Because there is typically a low turnover in the strategy, this may be more 

costly for some investors. No one should assume that any information presented serves as the receipt of, or a substitute for, personalized 

individual advice from a qualified advisor or any other investment professional. 

 

Market Commentary, Aggregate Holdings, Securities, Sectors, Portfolio Characteristics Mentioned: No statement made in this presentation shall 

construe investment advice. This presentation is for informational purposes only. Views, comments or research mentioned is not intended to be 

a forecast of future events. The mention of any security or sector is not deemed as a recommendation to buy or sell. Any reference to any security 

or sector is used to explain the portfolio manager’s rationale for portfolio decisions or philosophy. Research or financial statistics cited regarding 

securities or sectors do not contain all material information about them. Any securities mentioned represent a partial list o f holdings whereas 

Berkshire portfolios typically contain approximately 30-40 securities in percentage weightings ranging from 1-5%. A complete list of holdings from 

a representative account is available upon request. Overall portfolio characteristics mentioned are from a representative account deemed 

representative of the strategy; data may be compiled from Bloomberg, Baseline or Berkshire estimates. Individual holdings, performance and 

aggregate characteristics of actual portfolios may vary based on a variety of factors including market conditions, timing of client cash flows and 

manager discretion. This presentation contains Berkshire opinions and use of Berkshire estimates which are subject to change at any time. 

Berkshire employees may have personal positions in any securities or sectors mentioned. Charts, presentations or articles may be obtained from 

third parties and Berkshire does not guarantee their accuracy. *Platform restrictions may apply.  Preliminary returns are based on composite 

estimates only.  Individual accounts will vary. Copyright © 2021 Berkshire Asset Management, LLC, All rights reserved. 

mailto:info@berkshiream.com

