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OUR INVESTMENT OUTLOOK

The last time all seemed well with the financial
world was the summer of 2007. The subprime
mortgage market, while slowing, had yet to freeze
up and stock market averages were at or very near
highs.1 [Notes appear on page 8.] For all its tumult
and triumph and whiplash-inducing volatility,
including a historic crash and rebound, the stock
market today is virtually right where it was five
years ago. From June 30, 2007 through June 30, 2012,
the stock market as measured by the S&P 500 
is only 1% higher while Cheviot’s performance is
+18% net of fees.2

While the U.S. debt debacle gets swept under
the rug for now, European countries are in the news
for regularly receiving piecemeal financial bailouts
to try to steady the continent’s banking system.3

The impact of the rescue packages by the ECB,
ESM, EFSF, etc. (they’re perhaps saving E=MC2 for
later) is increasingly ephemeral. Markets that once
celebrated these bailouts for months now react
positively for mere hours. In early June, the stock
market in Spain soared by 5.9% upon the bailout’s 

announcement only to end the trading session down
0.5%. Successful global investor, Jim Rogers, asks
rhetorically, ‘‘How many times has this happened
in the last three years? They [EU leaders] have had
a meeting, the markets have rallied, two days later
the market says ‘wait a minute, this doesn’t solve
the problem.’’’4

Financial market behavior in the U.S. often
hinges on any new European bailout possibility
since, many market participants believe, a 
meaningful rescue package can prevent Europe’s 
economic morass from spreading to our economy.
Though the connection between economic activity
in Europe and financial market conditions in the
U.S. is actually quite tenuous,5 markets here
remain volatile in response to the hopes and fears
of what is occurring in Europe. This pushes many
investors to ‘‘bail out’’ of stocks and move into the
perceived safety of U.S.Treasury bonds. Yet bonds
are trading at historically low interest rates and
could be painful long-term investments to own.

The 30-year U.S.Treasury bond recently offered
a yield as low as 2.6% while the 10-year Treasury
paid 1.5%. This was a record low yield for all of the
past 220 years. Dennis Berman of The Wall Street
Journal noted: ‘‘Even in ancient Babylon (4%),
Medieval Europe (6%), 1800s America (4%), no one
was paying 1.6% for 10-year money.’’6 Bond yields
in Germany and Great Britain are each at record
lows with both the 2-year and 6-month German
bonds recently trading with negative interest rates.
Bond buyers today take the risk that, eventually,
higher rates will prevail causing bonds bought at
today’s prices to suffer significant losses.

INVESTMENT VALUES

C H E V I O T VA L U E M A N AG E M E N T, LLC

10 0 W I L S H I R E  B LV D. ,  SU I T E  2 02 0 ,  SA N TA  M O N I CA , CA  9 0 4 01  T E L  [ 310 ]  451- 8 6 0 0 con t ac t@chevio tvalue . com

Issue Number 103, July 2012

‘‘You will not be right simply because a large number of people momentarily agree with you. You will not be right
simply because important people agree with you. . .You will be right, over the course of many transactions, if your

hypotheses are correct, your facts are correct, and your reasoning is correct.’’ – Warren Buffett

 



Gold investors – rejoice!

Jim Cramer, for those who might not know, is a
former hedge fund manager and for many years
now a stock market commentator on CNBC. More
entertainer than educator, in our view, and never
shy with his opinion, the always-hyper Cramer has
famously made a great number of horrific financial
prognostications. They are so numerous, in fact, that
he is often what a financial ‘‘expert’’ least wants to
be: a worthwhile contrary indicator. A mere smat-
tering of his wildly inaccurate predictions follows: 

• On February 29, 2000, just days before the
peak of the tech bubble, Cramer advised his
followers to do as he was and buy all ten of
the ‘‘winners of the new world.’’7

This carefully selected group fell by greater
than 80% in little more than a year. Only a few of
these companies exist today.

• On July 16, 2007, against a backdrop of
near-record high prices for almost everything,
Cramer was asked about the potential for a
problem caused by the subprime mortgage
market. ‘‘It’s completely meaningless. If every
loan from 2006 that was subprime blew up,
$500 million worth, if they all blew up, we
would not notice it.’’

Obviously we did notice and are still trying to
dig ourselves out of the hole caused by it.

• On March 11, 2008, when rumors were circling
that, Bear Stearns, a leading investment bank,
was struggling, Cramer gave the following
reassurance: ‘‘Bear Stearns is fine . . . Bear
Stearns is not in trouble . . .Don’t be silly!’’

Shares of Bear Stearns were trading above $60
that Tuesday. By the following Monday, they had
collapsed to $2.

• On July 24, 2008, this time branching out
onto the set of Live with Regis & Kelly, Cramer
told the show’s viewers, many of whom are
financially unsophisticated, ‘‘I am feeling
pretty darn good about things. I’m buying!’’
What about housing? ‘‘I want to buy not one
house, I want to buy two houses.’’

Had Regis been hosting one of his other
shows, Who Wants to Be a Millionaire?, we would
have recommended that Cramer ‘‘phone a friend’’
before giving that advice.

• In a 2008 documentary titled, The World
According to Lenny, Cramer boasts of his pal,
former big league baseball player turned
supposed stock savant, Lenny Dykstra: ‘‘I
think not only is he sophisticated but that he’s
one of the great ones in this business. A great
one.’’ And, ‘‘There are probably four or five
people in the world who, if they sent me an
email and told me to learn a stock, that I would
actually take them seriously. He’s one of them.’’

Dykstra turned out to embody that rare breed:
an amazing stock picker – at least according to
Cramer – who also bankrupted companies he
started, lost his home to foreclosure, filed for 
personal bankruptcy, and was sentenced to three
years in prison for committing fraud.

Last summer, with gold reaching an all-time
high, Cramer praised the precious metal’s virtues
and said everyone should own it. Recently, after
declining in price 15% from that high mark, Cramer
advised his followers to sell all of their gold.
‘‘Owning gold is less attractive’’and ‘‘dead money,’’
said the seer from CNBC.

As gold investors, we were pleased. Given
Cramer’s track record, the market’s disinterest in
gold may soon turn into enthusiasm.

China’s Rx: Buy Low, Sell Never

While certain contrary indicators can actually 
be valuable,8 we gain more meaning from the 
fundamentals within an industry. Over the long
term, the supply of gold increases by roughly 1.5%
annually. This year is no exception. And demand
continues to increase. In our last newsletter we
said, ‘‘When data becomes available, we expect to
see that central banks were buying billions of 
dollars worth of gold during the recent price decline
that began in late February and continues to the
time that this issue went to print.’’ As if on cue, a
staggering 80% of worldwide gold production in
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April was purchased by China and a handful of
other governments. Mexico, Russia, and Turkey
bought nearly 45 tons of gold. Despite an economic
slowdown demonstrated, among other things, by
slowing sales of apparel to escalating inventories of
coal and copper, China was extremely aggressive
in its gold buying. One hundred thirty five tons
were imported in the first quarter of 2012
compared to 20 tons in the same period of 2011. In
April 2012 alone, it imported more than 66 tons.
For perspective, China purchased the same amount
– 66 tons – in all twelve months from May 2010
through April 2011. In the ensuing twelve months
from May 2011 through April 2012, China imported
489 tons – an increase of 641%!

Central banks are diversifying away from their
huge stockpiles of foreign currencies and, as buyers
of gold, they welcome today’s lower precious metal
prices. As countries try to stimulate their own
economies or bail out others, they create additional 

currency which often lowers that currency’s value.
In this quarterly’s April issue we detailed how much 
gold emerging economy countries would need to
buy to allocate even a small percentage of their
assets to gold.9 The quantity of such purchases –
equal to 100% of global gold production for four years –
would likely create a large floor of demand in the
gold market. And, while the ride may be somewhat
bumpy, we are bullish on the potential impact this
will have on the price of gold over the next few years.

The nearby graph shows the combination of
strong gains and periods of decline from two
prominent gold bull markets – the 1970s and 
this past decade. There are notable similarities in
the macroeconomic backgrounds for these two
periods.10 One important difference is that today’s
economy requires, and the Federal Reserve (the
‘‘Fed’’) provides, artificially low interest rates.11

Accordingly, the U.S. federal debt burdens appear
manageable in the short-term. Should the Fed raise
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interest rates such a move would exacerbate the
ongoing U.S. financial crisis and could easily send
the economy into a severe recession or worse.12 Gold
is protection against the currency devaluation that
historically occurs in these economic times, though
its price does not always appreciate smoothly as 
if in a straight line.

We are in a period of great volatility. When
asked what the market will do, J.P. Morgan, famous
financier throughout America’s Gilded Age and
Progressive Era, is credited with saying, ‘‘It will
fluctuate.’’ While gold bull markets can produce
outsized long-term gains – more than 2300% in the
1970s and so far more than 500% in the past decade
– they are prone to considerable declines along the
way. We anticipate long-term price appreciation 
in our gold and precious metals holdings, yet 
in the short-term they will fluctuate.13 To us, the 
economic trends are in place to foster significant
price appreciation in the price of gold vis-à-vis the
U.S. dollar and many other paper currencies.

THE SOCIAL IPO:
Would Ben Graham ‘‘Like’’ This Stock?

Facebook, Inc. (‘‘FB’’) is a social networking 
company that earns money from advertising to 
its users. It reported $972 million of earnings on
revenues of $4 billion for the year ended March 31,
2012. To huge fanfare and anticipation, Facebook
went public via its initial public offering (IPO) 
on May 18, 2012.

Despite bullish expectations, FB’s shares fell
precipitously. Opening at $42.05, then bottoming
at $25.87 on June 5, the company’s shares ended
the quarter at $31.10.

Facebook’s revenues are derived from selling
individually-targeted advertising to its more than
900 million users worldwide. Yet, in part due to 
its already large size, future user growth may be
harder to come by. The company has already
signed up 71% of all 221 million U.S. Internet users
and new users are joining at a decreasing rate.
According to research firm comScore, U.S. unique
visitors to the website in April increased to 158
million, up just 5% from a year earlier.14 That was
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FB’s lowest U.S. user growth rate since comScore
began tracking the data in 2008. It was down 
from 24% growth in April 2011 and 89% in April
2010. New U.S. social networking users, namely
young teenagers, are increasingly shunning
Facebook for newer, ‘‘trendier,’’ and – importantly
– more mobile-oriented websites, including Tumblr
and Twitter.

Facebook’s appeal is increasing internationally,
particularly in India and Brazil. However, while U.S.
users account for onlyone-fourth of all of Facebook’s
users, approximately 56% of Facebook’s 2011 ad
revenue still comes from the United States.
Internationally, where FB is growing more quickly,
the company earns far less revenue and is far less
profitable on a per-user basis.

As little as the future of technology can be 
predicted, it is evident that the trend for social 
networking revolves around mobile applications.
While FB has an active and growing mobile user
base, the company has acknowledged that its
mobile growth is not spurring an increase in ad
revenue. The problem: Facebook earns almost no
money from mobile ads. The size of smartphone
screens does not lend itself well to advertising.
This is no small problem (pun intended). ComScore
recently reported that domestic Facebook users
spent more time on the site in March using mobile
devices than they did using desktop computers.
This is a trend that will likely continue.

How will FB better monetize its mobile users?
Among other things, the company must weave
more ads into its mobile application (though this
could reduce the appeal of its product) and it is
reportedly planning to develop its own smartphone.
Neither is easy, and the latter is especially difficult
and costly, already proven by Facebook in its two
previous – and failed – attempts at smartphone
manufacturing. Technical difficulties aside, this is
fraught with the challenges of a crowded market-
place, thin profit margins, and an increasingly
commoditized industry. Only two of the numerous
smartphone manufacturers are succeeding. The
remaining industry giants are either struggling or
have long since failed. Moreover, other tech behe-
moths are positioning themselves to enter the



smartphone business. If FB builds a smartphone,
questions remain. How would this make the
Facebook site more profitable? Will shareholders
be supportive of Facebook launching – and being
distracted by – a completely different business?
Would consumers even be interested?

Tech companies are subject to more change
and obsolescence than most other businesses. As 
a result, the industry’s landscape is littered with
former high-fliers that have either completely
collapsed or become absorbed by other tech 
companies. Rapid obsolescence eventually rendered
unviable the likes of Burroughs, Digital Equipment,
and Wang decades ago, Etoys, Webvan, and
Netscape in the tech mania, and is eroding Research
in Motion and Nokia now. Facebook already beat
out MySpace and Friendster.

The company’s greatest asset is its tremendous
cache of consumer data and preferences. But,
given the fickle nature of tech consumers, how
much is this truly worth? Would Ben Graham,
founder of the practice of value investing, today
find value in FB’s shares? We believe he would not.

In the past two years the company’s gross
profit margins have shrunk from 60% to a still
impressive 36%. Imagine that revenues and profits
grow briskly from here. Wall Street currently 
estimates $1.50 of earnings per share in 2014 for a
28% annualized growth rate. Should it achieve
this figure, FB stock would then require a higher
than average price-to-earnings ratio, above 20,
simply to maintain today’s share price.15 If, in a 
few years the company is accorded a valuation
similar to the giant tech companies of today, the
shares could then fetch only a mid- to high-teens
dollar price.

The investment banking firms that participated
in the FB IPO were required to wait 40 days before
recommending FB shares. Not surprisingly, once
the 40-day waiting period ended, they placed an
average price target well above the then market
price of the shares. (For more on such marketing
practices see our review of the book Exile on Wall
Street in this issue.)

At Cheviot, we require potential investment
holdings to possess fundamental business 

characteristics more durable than those of Facebook.
Companies we own should operate in a more stable
long-term environment where the range of future
potentialities is easier to evaluate, which we believe
makes for more reliable projections. We require
holdings or purchase candidates to be less subject to
radical change so they are not forced to alter course
or embark on tremendous and risky projects with
the hopes of remaining dominant. And, of equal
importance, price matters. The shares must be
available in the stock market for what we deem to
be a discount of our appraisal of true value. These
qualitative and quantitative hurdles to become a
candidate for purchase by Cheviot are too high
for us to ‘‘like’’ Facebook at this time.

EXILE ON WALL STREET

Exile on Wall Street: One Analyst’s Fight to Save the
Big Banks from Themselves, by Mike Mayo, (Wiley
2012), 175 pages.

Mike Mayo is a Wall Street securities analyst
who for many years warned about dangerous
problems in large U.S. banks. He is, unquestionably,
an independent thinker.

Mayo is a ‘‘sell-side’’ analyst, i.e., he has
always worked for brokerage firms and banks that
sell securities (stocks, bonds, and esoteric financial
‘‘products’’) to individual and institutional
investors, often using their analysts’ opinions as a
sales tool. All too many sell-side analysts, contends
Mayo, act as cheerleaders for the companies 
they analyze rather than fulfilling their primary
obligation to do investment research and to be
honest with customers about what they find.

In most of the firms he has worked for, 
investment banking income from raising capital
for large banks and other corporations was far
higher than the commission income from trading in
marketable securities for retail and institutional
customers. Therefore, Mayo’s negative ratings of
large banks frequently got him in trouble with the
banks, some of his firm’s clients, and his own
employers who did not want to jeopardize their
most lucrative source of income by alienating 
the big banks.
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By the late 1990s Mayo became concerned that
big banks were making too many risky consumer
loans while at the same time bank executives were
being rewarded for their risk taking with enormous
increases in pay. In1999 he issued a1,000 page report
that was negative on the entire banking industry.

Mayo knew he was risking his career by issuing
this report. For doing it, he was criticized, even by
his fellow sell-side bank analysts, and ultimately
fired by his employer in 2000. Undeterred, even
after being out of work for six months, the first
thing Mayo did at his new employer in 2001 was
to issue sell ratings on nine bank stocks.

Mayo was early to foresee the role of banks 
in the financial crisis of 2007-2008, stating in 1999
‘‘. . . the way banks were aggressively increasing 
their volume of home loans could lead to trouble 
if the country experienced a recession that led to 
problems in the housing market.’’Although it took
eight years for this prediction to come true, the
eventual financial crisis was far larger than even
Mayo had anticipated, because the risky behaviors
he identified became more flagrant throughout
the years 2000-2007.

According to Mayo, one of the root causes of the
financial crisis has not been removed, and that is
the perverse incentive of excessive pay to big bank
CEOs for taking risks. Mayo observes that ‘‘. . .bank
CEO pay has already climbed back near pre-crisis
levels, even though twelve of the thirteen largest
U.S. banks would have failed if not for government
intervention.’’16 For example, the directors of
Citigroup awarded its CEO a $10 million bonus 
in 2007 after he was fired for mismanaging the
company into an eventual bankruptcy averted only
by a federal government bailout. 

Amongst the banks that he researched, Mayo
became a pariah. Bank officers did not want to talk
to him, rebuffed his interview requests, refused 
to take his questions on analyst conference calls,
and provided evasive answers if somehow he did
sneak in a question.

Mayo’s negative views of his industry are
echoed in a recent resignation letter by a former
executive at Goldman Sachs, who asserts that the
interests of clients were subordinated to the interests
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of the firm; that advice to clients was based on
what was best for Goldman Sachs, not what was
best for the clients.17

‘‘[I]n hindsight,’’ Mayo observes, ‘‘what’s most
surprising about the financial crisis [of 2007-2008]
is how little of it is actually new...The fundamental
causes of banking crises recur throughout history.
It’s the same old story of layering risks on top of
risks to the point where the entire system becomes
unsustainable.’’

Mayo offers three categories of suggestions
for changes that would minimize the factors that
cause the perennial crises in the banking industry:

First is tougher and more realistic accounting
standards; current standards allow terribly mis-
managed companies to get a clean bill of health from
auditors right up to the time they fail. Mayo notes
the desirability of minimizing the conflict of interest
in which auditors, supposedly working to protect
creditors and investors, are paid enormous sums
by the company being audited. 

Second is bankruptcy; Mayo disagrees most
emphatically with the idea that any bank should
be ‘‘too big to fail.’’ This is now the de facto law in
the banking industry. Mayo argues that requiring
badly run large banks that are in fact bankrupt
actually to go bankrupt would be painful but
healthy in the long run. This would foster a great
deal more prudence on the part of the banks 
and bond investors who finance the banks.
Bankruptcy would also remove mismanaged
large banks, thereby minimizing the risk of having
a few very large banks whose failure could cause
systemic or collateral damage.

Third is a reduction in the clout of big banks by
minimizing the immense power that big bank
executives have and often use to negate the checks
on their activity that are supposed to be provided by
the board of directors, auditors, securities analysts,
and even regulators. As Mayo sees it, directors are
by and large uncritical cronies of the CEO; auditors
retain their positions by not being too fastidious
about accounting opacity and irregularities; 
securities analysts tend to be cheerleaders for
management; and even some regulators could be
co-opted by the prospect of huge increases in their



income if they move from government work into
the industry they have been regulating.

The best solutions to these problems, Mayo
believes, would be to eliminate the federal 
government policies that have made big banks
‘‘too big to fail’’ and to subject big banks to the
same market discipline as smaller banks that are
allowed to fail.

CHEVIOT IN THE MEDIA

In the second quarter of 2012, our Darren Pollock
was quoted in Alan Abelson’s column in Barron’s.
Excerpts can be viewed online: cheviotvalue.com/
cvm-in-the-media/

CREDITS

Darren C. Pollock, David A. Horvitz, and Frederic
G. Marks contributed to the research and writing
of this issue of Investment Values. Typographic
design, formatting and printing are by Supreme
Graphics of Hawthorne, California.

COMPOSITE PORTFOLIO

In 1997 we established our Balanced Portfolio
Composite (the ‘‘Composite’’) using client data
beginning January 1, 1992. The Composite includes
all fully discretionary, fee-paying accounts over
$250,000.00. The Composite assets are allocated
principally among the following asset classes:
equities (common stocks), fixed income (bonds)
and cash. Cash is allocated in accordance with the
views of our firm’s investment officers regarding
the relative desirability of being more or less fully
invested in other asset classes from time to time.

In the Composite, client accounts are combined
for performance reporting purposes to provide 
a ‘‘Composite’’ return. The Composite represents
actual money invested for clients. The table on
page 7 sets forth the holdings in our Composite as
of June 30, 2012.

In the three months ended June 30, 2012, we
added to our positions in Newmont Mining, Pan
American Silver, and an Avon Products bond due
3/15/13.

Composite Portfolio Holdings
as of June 30, 2012

Security Pct. Assets

Market Vectors Gold Miners ETF 9.2
Newmont Mining 8.9
Berkshire Hathaway 6.9
Federated Prudent Dollar Bear Fund 6.6
Central Fund of Canada 5.5
Pfizer 4.6
Wal-Mart Stores 4.6
Federated Prudent Bear Fund 4.3
Microsoft 3.7
Johnson & Johnson 3.5
Medtronic 3.1
Pan American Silver 2.9
Abbott Laboratories 2.8
Avon Products Inc., 4.800% due 3/1/2013 1.5
Pitney Bowes, 3.875% due 6/15/2013 1.2
Leucadia National 1.0
Markel 1.0
Becton, Dickinson & Co. 1.0
Merck 1.0
Berkshire Hathaway, 7.125% due 10/15/2023 0.9
Chevron 0.9
CVS/Caremark 0.9
ConocoPhillips 0.8
Hewlett Packard Co., 6.500% due 7/1/2012 0.8
Laboratory Corporation of America 0.7
CareFusion Corp., 4.125% due 8/1/2012 0.5
Other 1.9
Cash Equivalents 19.3

Total 100.0

COMPOSITE PERFORMANCE INFORMATION

The performance results displayed herein represent 
the investment performance record for the Balanced
Portfolio Composite, a Composite of balanced accounts
managed by Cheviot Value Management, LLC, a 
registered investment adviser under the Investment
Advisers Act of 1940.

The Composite returns are total, time weighted
returns expressed in U.S. dollars and include the 
reinvestment of dividends and other earnings and 
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the deduction of transaction charges and investment
advisory fees of 1% per annum.

The S&P 500 Index is a market capitalization
weighted index of 500 of the largest U.S. companies.
The returns for the S&P 500 Index are calculated on a
total return basis with dividends reinvested. The S&P
500 Index is not available for direct investment.

Past performance is no guarantee of future results.
Any investment in marketable securities has the possi-
bility of both gain and loss. Results will vary among client
accounts. The actual return and value of an account will
fluctuate and at any point in time could be worth more
or less than the initial amount invested.

Holdings are subject to change. It should not be
assumed that recommendations made in the future will
be profitable or will equal the performance of securities
in this newsletter. The information contained herein is
based on internal research derived from various sources
and does not purport to be statements of all material facts
relating to the securities mentioned. The information
contained herein, while not guaranteed as to accuracy or
completeness, has been obtained from sources we believe
to be reliable. Opinions expressed herein are subject to
change without notice. Cheviot Value Management or
one or more of its officers may have a position in the
securities discussed herein and may purchase or sell such
securities from time to time.

The CVM Balanced Portfolio Composite has been
examined by independent verifiers for the periods from
January 1, 1992 through December 31, 2011. A copy of
this examination report is available upon request.

NOTES
01 In our July 2007 issue of Investment Values we warned: ‘‘Currently. . .

easy money and rapidly rising asset prices have fostered the kind
of complacency about risk and abandonment of caution that have
preceded the speculative busts and financial crises of the past.’’

02For a description of the S&P 500 and our Balanced Portfolio
Composite, see Composite Performance Information on Page 8.

03Turning away from finance momentarily, for an interesting survey
of the human toll the European debt crisis is having, see this report
in the Athens News http://www.athensnews.gr/portal/1/56174
which describes the migration of young adults from Greek cities to
the countryside with the goal of ‘‘living off the land.’’

04http://www.cnbc.com/id/48008281
05In the past 50 years there have been 13 recessions in the 17 countries

comprising the Eurozone. Nearly two-thirds of those recessions ended
with the S&P 500 higher than when they commenced according to
James Stack and his publishing team at InvesTech Research.

06http://www.businessweek.com/articles/2012-05-31/yielding-to-panic
07See: http://www.thestreet.com/story/891820/the-winners-of-the-

new-world.html where Cramer somehow boasts, ‘‘Most of these
companies don’t even have earnings per share, so we won’t have to
be constrained by that methodology for quarters to come.’’

08The Hulbert Gold Stock Newsletter Index, Market Vane Bullish
Consensus, and other gauges of sentiment have, for the last couple
of months, produced figures that often lead to satisfactory increases
in the price of gold.

09For a more comprehensive discussion of the nature of supply and
demand in the gold market, please see the section titled ‘‘Precious 
in All But Recent Perception,’’ in ‘‘Our Investment Outlook’’ from 
our April 2012 newsletter online at: http://cheviotvalue.com/
wordpress/wp-content/uploads/2010/10/Investment-Values_
April-2012.pdf; or simply request a copy from us.

10 Including sluggish economies, rising commodity prices, declining
faith in paper currencies, and, if the U.S. government measured the
rate of price increases in society in the same manner as it did in the
1970s via its Consumer Price Index (‘‘CPI’’), we would likely be
hearing the buzzword of the 70s – stagflation – to describe the
plight of today’s economy.

11Present day interest rates produce ‘‘negative real interest rates,’’
which is the rate of inflation minus the rate of interest. In a summary
of how undervalued he believes gold mining stocks to be, successful
gold investor John Hathaway said on July 2nd: ‘‘The key undisputable
fact is persistent negative real interest rates, which is the swamp
which motivates investment capital to seek out gold.. .The overhang
of bad baggage from ten years of predominantly negative real
interest rates is in our opinion weightier than anything in history.’’ 

12Could the Fed raise rates preemptively? We’ll let bond and interest
rate expert Jeff Gundlach answer: ‘‘That is just not going to happen
as long as we’re in this debt morass. With all of this debt building
up, one thing that’s been saving us is the interest rate on the debt
has been collapsing.’’ Raising rates now, he continues, would be
‘‘like shooting yourself in the head.’’

13We never try to time the market; our goal is to value certain pieces
of it. Based on various metrics, we currently find the values of some
precious metals mining companies to be appreciably greater than
the prices placed on them in the stock market. 

14A tally of unique visitors counts how many different individuals
visit a website. This does not count the number of times the same
visitor returns to a website.

15Ben Graham considered a P/E multiple in the high teens to be
speculative. FB shares trade today for 62 times earnings and, if
those earnings tripled, today’s stock price would still be viewed as
a speculation by Graham.

16Mayo, Mike, Exile on Wall Street, page 5.
17’’Why I Am Leaving Goldman Sachs,’’ by Greg Smith, Op-Ed, 

New York Times, March 14, 2012.
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email: contact@cheviotvalue.com; web address: www.cheviotvalue.com.

Investment Values is intended to be a source of educational information about investments and related topics. Comments about specific securi-
ties (stocks and bonds) are NOT intended to be recommendations that readers purchase or sell such securities. Such comments are intended to
explain to readers and investment clients why such securities have been or may be purchased or sold within a diversified portfolio such as the
portfolios of the investment clients of Cheviot Value Management, LLC.

Copyright ©2012 Cheviot Value Management, LLC. All rights reserved. Reproduction in whole or in part is not permitted without advance written consent.


