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Volatility, subprime mortgage issues, real estate worries, and a general disarray in credit markets continued in October.  The mood of the market seems a bit gloomy, although performance has been fair.  This is not a bad thing, as a market that has concerns is usually safer than one that has “no worries.”
Commodities continue to increase in price (and value) and this investing theme continues to reward Wealth Care LLC portfolios for the last three years.  A debate is raging on “peak oil,” a topic that has significant importance for investors as well as the Western world in general.

The Peak Oil Hypothesis states that world output of oil has peaked over the last ten years.  Future oil discoveries will only (at best) replace the dwindling output of existing fields.  Evidence to support this theory includes the documented rapid drop-off in oil production in the huge oil fields of Mexico and the North Sea region of Europe.  Additionally, we know that many of the large Middle Eastern oil fields are producing smaller amounts of high quality oil (they are producing more heavy rather than light crude).  Although there is oil to pump in Iran, Iraq, Venezuela, Russia and Canada-the time and political difficulties in doing so are thought to result in a mere replacement at best of existing production.  

I’d say that the most powerful evidence in support of this theory is that supply has not increased over the last year or two despite the rise in oil prices to over $90 dollars a barrel.  When you combine a flattening (if not a decrease) in supply with the clear and steady increase in demand by the emerging capitalist world, it looks like oil will be an increasingly valuable asset as time goes on.  This is not to say that oil will fluctuate, but is to say that it will generally take on a trend of higher and higher prices over time.
Alternatives to oil such as ethanol, nuclear power, and other alternative sources of energy will help with the supply/demand pressure, but only very slowly.  Wealth Care LLC portfolios have been invested in oil and natural gas resources “in a safe place” for several years now (North America), and will continue to do so.  An additional note is that natural gas is an “alternative” to crude oil for many purposes (especially power generation).  Since they are substitutes, their price usually moves together.  Over the last few months, natural gas prices have lagged oil significantly.  Accordingly, I’ve added some natural gas “in a safe place” positions to a number of Wealth Care LLC portfolios.
Financial Planning

I’ve discussed the issue of taking capital gains in investments during 2007 with the expectation/possibility that these tax brackets will increase in 2008 (especially if a Democratic administration takes over).  It is indeed possible that a tax increase could be passed in late 2008 that would be retroactive to the beginning of the year.  After much thought, I am not personally taking any gains to avoid higher taxes in 2008.  My rationale is that our portfolios do not have a significant turnover annually, and therefore many of the positions with gains may not be realized for many years.  If you feel otherwise, I’d be happy to discuss this with you.

Pension plan contribution limits have been announced for 2008.  401k/profit sharing plans/SEP IRAs now allow up to 46K/51K (age dependent) in pretax contributions (although salary deferral limits are unchanged at 15,500/20,500).  I’ll be in touch with you during the next year about this.  

In 2008, all traditional and Roth IRAs now will allow up to $5000 in annual contributions (with another $1000 for those 50 or older).
For Floridians only:  Mandatory PIP coverage was reinstated by the Florida legislature as of 1/1/08.  I sent out an interim note recommending that policies that expire in the period between Oct 1, 2007 and January 1st, 2008 should be discussed with your insurance agent.

Performance

As I’ve noted before, I wrestle with “performance.”  It is the standard for Investment Advisors a tally of how the accounts are doing.  Clients of Wealth Care LLC receive such statements quarterly.  Yet, the portfolios are usually invested with the intention of doing well over many years and not for a quarter or two.

In addition, when using standard benchmarks such as the S&P 500 index or the Capital Markets Index (which is a blend of equities/bonds/cash), the advisor is held to an unfair standard.  Less than 20% of all actively managed mutual funds can even “match” the index they invest against, so putting the benchmarks up to compare is setting a standard that is not attained by the vast majority of “experts.”  
Yet another conundrum is a benchmark for foreign stocks.  The choices are too many to count.  There are those with a European tilt, an Asian tilt, with Japan, without Japan, in dollars, in foreign currencies.  You get the idea.  I’m working on one that seems reasonable, knowing that it really isn’t.

Finally, performance compared to benchmarks is not always what you really want done with your money.  At one extreme-if the market is down 20%, is “good performance” only being down 18%?  At another, if your portfolio is regularly doubling market returns, then you must consider that it contains an excess of risky investments.

Since most Wealth Care LLC portfolios contain a core of broadly diversified worldwide index funds, a “market” return is expected minus all fees and expenses (less than 1% annually in almost every case).  The “satellite” investments I use (water, commodities, energy in a safe place, agriculture, Asian equities) are intended to provide a return even better than broad diversified markets over long periods of time.  

It has been gratifying to see how well this works, both for our own money, and yours.

Risk Tolerance

A good article I read this month in conjunction with the market downdraft of this summer reinforced the notion that knowing one’s risk tolerance is a matter of the environment at the time.  During the tech stock boom of the late 1990’s, risk tolerance went way up for many people-precisely at the time it should have been going the other way.  The same is true of real estate investing a year or two ago.  With prices rapidly rising, one’s tolerance for risk in real estate should have been dropping, but for many – the opposite occurred.  This summer’s market downdraft brought out some discomfort and seemed to decrease the tolerance for the “risk” of the stock market in many people.  Yet, cheaper markets have less risk than do higher markets.  In investing-all other things considered, price is inverse to value.
Ask yourself what reaction you will have when the market drops not 10%, but 20% or more-as it surely will within the next several years.  It may help to remember that things were much, much worse just 5-8 years ago, and the markets came back (except for the extremes of the tech/internet group).  But if this would bring you sleepless nights, we should talk about changing the asset allocation in your portfolio.  But, there is no free lunch; avoiding some volatility carries a cost in long term returns.
Random Thoughts

A hero is someone who can keep his mouth shut when he is right.
-Yiddish Proverb


"If at first you don't succeed, destroy all evidence that you tried."-Stephen Wright

Law of the Theatre:

At any event, the people whose seats are furthest from the aisle arrive last.

The speed of time is one-second per second. 


He who knows how to laugh at himself will never cease to be amused.
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