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Shell, Treasury Bonds, and the Meaning of the Word, “Silly.”  
  

At Outlook we often use the word “silly” to describe the kind of behavior the market’s been showing us 
lately.  It’s a strong word to use on something which seems like a very dignified thing, to many 
people.  After all, it’s “the global capital markets,” where an incredibly complicated basket of trillions of 
dollars’ worth of securities changes hands every day.  (Plain old common stocks and bonds are the 
simplest of them.)  The markets themselves are wonders of computer technology, with the passing of one 
whole second of time being more than long enough to allow an unthinkable volume of money to slosh 
from one stock or bond to another . . . or from one whole class of securities to another, driven by some 
of the world’s richest and most powerful people and companies. 
  
So when we humble investors at Outlook Capital Management wander along and call the whole thing 
“silly,” passers-by (and our clients) could be forgiven for asking us to justify that word.  Let’s do that now. 
  
Through the course of the past couple of weeks’ “700-points-down, 300-points up” daily rollercoaster, 
driven by what we might call the “Trade War Terror” of global economic sickness, oil and commodity 
stocks have been among the hardest hit:  often down more than the market’s plunges, and up less than 
the market’s upswings.   Treasury bonds, on the other hand, have just been up, mostly, as the usual 
mysterious but gigantic crowd of people with money reacted to “Trade War Terror” by taking a “Flight to 
Safety.”  That’s market talk for “Sell stocks before the sky falls, buy bonds (and canned goods, possibly) 
and feel good about parking your money out of harm’s way.” 
  
It's possible that that gigantic crowd of stock-selling bond buyers spent one of those whole seconds 
thinking about this move before pulling the trigger . . . but at Outlook we wouldn’t bet on it.  Let’s look at 
a couple of pictures which might shed some light on how they should have thought about it.  

The 30-Year Bull Market in Bonds 



 
  

Remember that falling bond yields (from 9.5% to 1.8% or so, above) means the same thing as rising bond 
prices.  The people who stampeded into the bond market held the opinion, apparently, that earning a 
1.8% annual cash return for 10 years was a sensible and safe thing to do with one’s money.  Now let’s see 
the kind of thing they sold, to protect their money and grab that 1.8% 10-year return rate. 
  

Royal Dutch Shell (blue.)  Shell’s 6.6% Dividend (orange.)  Crude Oil (red.)  



 
  

It’s a crowded picture.  Let’s take it one section at a time. 
  

• Shell’s Dividends (orange.)   
  

Our “Flight to Safety” crowd yanked its money from an asset paying a 6.6% annual cash 
return.  Unlike the T-Bond’s return, it’s not impossible that Shell’s dividend might fall instead of 
rise.  Notice, though, that it’s only risen for the past 15 years, even though it hasn’t budged since 
oil crashed in 2014.  We can see that crash in vivid red on the chart, and Shell’s blue stock price 
cliff-diving right beside oil.  And we can see the same cliff dives back in 2008 – 2009, and in 2001 
– 2002 . . . and the following rocket rides skyward.    Oil does ride in cycles, doesn’t it? 
  

• The Bottoms of the Cycles (red circles.) 
  

The most useful, interesting and all-round valuable question we investors can ever ask is:  “What 
are the people in this company doing when their world falls apart, now and then?”  It does take 
more than one whole second to find out, so we mustn’t expect the daily speculating mob to ask 
the question.  Their livelihood does not depend on getting that question right.  It depends on 
other things entirely . . . and good luck to them. 
  
But as Outlook clients and readers of Theresa’s “Inside” reports know, the leaders and people of 
Shell have performed wonderfully since 2014.  People quite often do, when their backs are to the 
wall—whether they’re in business or not.  Shell’s people have strengthened the company 
tremendously, so that (just like Conoco) Shell is now able to thrive at oil prices near the bottom 
of the oil cycle.  Shell cut costs, sold less-important assets, cut debt, raised liquidity and increased 
its free cash flows.  All such actions are painful exercises needing great experience, good judgment 
and much hard work to get right.  Anyone who’s been through a business “turnaround” knows 



this very well:  it’s long, slogging, anxious years of work, where startling progress can only be seen 
when we turn and look backwards, once in a while, at where we used to be.  
  
Shell’s people did this so well, after 2014, that while we can say any future dividend cut is “not 
impossible,” we must also say it’s “extremely unlikely indeed.”  That phrase fits the facts about 
Shell’s strength, due to everything Shell did down there at the bottom. 
  

Back to our stock-selling, bond-buying crowd.  That crowd dropped a 6.6% cash return for the next 10 
years, highly likely to increase at least modestly during that decade; and grabbed a 1.8% cash return for 
10 years, which will never increase at all.  That crowd also bought bonds at the highest prices seen in 30 
years.  They bought bonds on the heels of the lowest inflation rates of the past 50 years, or so.  And in 
buying 10-year bonds, rather than “flying to safety” they took on plenty of risk of falling market values, 
because when interest rates (and inflation) rise, 10-year bond prices can fall plenty—not as sharply as oil 
and Shell, but enough to hurt.  
  
They did all this, of course, because to the global speculating crowd any loss of value, temporary or not, 
feels like a death sentence.  (And that’s what it is, financially, to many during each downturn.)  So when 
“Trade War Terror” came along, and those in the crowd saw the rest of the crowd selling Shell (or Conoco, 
Freeport, Caterpillar or Micron, among a thousand others) and “flying to safety” in bonds, their only 
question was how many seconds it might take them to pull those triggers like everyone else.  Asking 
questions about the actions of business leaders with their backs to the wall (or even about the difference 
between 6.6% and rising for 10 years versus 1.8% frozen) was the last thing in the world on their minds. 
  
In Outlook’s opinion, it’s all right to call that “silly.”  
  
Our clients will be collecting Shell’s fat dividend for a long time, and watching Shell’s stock rise 
considerably as well . . . eventually.  That will happen only partly because the price of oil will rise again 
(which we’ll discuss in a future Outlook).  It will happen, mostly, because of what Shell’s people—Main 
Street people—have done under pressure since 2014.  Hard work done by good people creates 
wealth.  When we own the stock of their companies, we get the usually-remarkable benefits of how they 
performed with their backs to the wall.  
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The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions should only 
be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk of loss.  
 


