 Wealth Care LLC Monthly Investment Commentary | May

2007

  For a school project, my daughter recently asked Mary and I about: “what part of your life do you think was of the best quality-physically, mentally, and from a happiness standpoint?”  I was surprised that both of us answered “the last ten years.”  She seemed surprised as well, and remarked “I’m glad to hear that things keep getting better!”  Indeed, although I would like to be physically more resilient, I wouldn’t want to go back to a younger age mentally or career-wise.
    Recent research reveals that as we age, we lose the “peer driven” behavior so obvious in teenagers-but continuing on into our early adulthood.  With time, we become more “inner driven”, caring about our own inner goals and desires.  At the same time, aging often brings a release of responsibility for raising children and achieving success in one’s career.  This in turn allows more time to pursue personal interests. Here is hoping this process goes on for a long time, and that I can give the same answer in another 20 years.
Inflation

    Inflation seems on the horizon.  I can’t prove this-just a hunch supported by what I read and see.  Labor is tight, natural resources are expensive, and now food is going to be very expensive.  Food’s costs are rising as we use grains for fuel and as the rapidly industrializing emerging world wants a meat based diet.  Assets that will do reasonably well with inflation are “stuff” assets-things you can touch.   Your portfolios are well positioned in this regard.  Assets that do particulary poorly with inflation include long term bonds-of which none are present in Wealth Care LLC portfolios.

Alternative Investments

 

You may note this topic discussed in the financial press or at a party, so it is worth discussing. 

 

 When determining which assets (and how much of each type) make up a portfolio like yours or mine, a number of considerations come to mind.  A majority of the portfolio is designed to capture "market returns," or the expected long term gains associated with stock markets in general (over intermediate to long periods of time).  This part of the portfolio is referred to as the "core" in Wealth Care LLC portfolios.  The remaining part of the portfolio is the "satellite" portion.  This satellite selection of investments is designed to add even more value and gains to the core portfolio.  

 

There are several choices for investments in the Satellite portfolio (I'm finally getting back to the topic of alternative investments!):

 

1) A larger concentration in a particular part of the underlying "Core".  For example, several years ago emerging market equities as a class were clearly undervalued (by both history and valuation parameters).  So an extra share of this asset class might have been in the Satellite as well as the Core.

2) Less traditional investments that might be considered a subset of "traditional" asset classes.  Whereas the Core would include a broad selection of domestic stocks, the Satellite might concentrate on North American Oil and Natural Gas stocks, with the belief that this asset category had a bright future.  Timber investments (stock) would also fit into this category.

3) True Alternative Investments-These are investments in "things" that are generally not tangible and may bear little relation to traditional stocks or bonds.  Included would be:  derivative credit products, hedge funds, private equity, managed futures, and commodity trading.  In general, alternative investments offer the potential for a good return, and a lack of correlation with the Core (they don't necessarily move up and down in value at the same time or in the same direction as stocks and bonds).  However, they all share some real negatives:  

 

1) they are illiquid-i.e. hard to sell if you need or want to

2) they carry high fees

3) they lack transparency-it is hard to monitor them, and pricing may be infrequent.

 

Indeed, hedge funds and private equity funds available through large brokerage houses are almost always major losers in terms of cost and performance.  A recent study of brokerage sold (note the emphasis on "sold") hedge fund investments revealed that fees consumed approximately 1/3rd of any returns!

 

Given these significant negatives, it is hard to justify investing in the "true alternatives" class.  I keep researching, but up until recently found much better results and safety in using the first two methods of alternative investing (concentrations of traditional asset classes and "less traditional" investments).

Over the last couple of years, several open ended no-load mutual funds have opened that act just like hedge funds, but at a fraction of the price.  I’m researching some of these now and will begin buying them for myself and some Wealth Care LLC portfolios over the next few months to provide some diversification to accounts.  More to come on this next month.

Random Thoughts  


A man wakes up from a 20-year coma. He immediately calls his CPA/financial planner. "Excellent! My IBM is worth $6 million. And my Microsoft is worth $8 million." As he is asking about his AOL stock, the operator cuts in and says, "Please deposit another $3 million for the next 3 minutes."

. . . Anonymous

My mechanic told me, "I couldn't repair your brakes, so I made your horn louder."- Stephen Wright

If we could sell our experiences for what they cost us we would all be millionaires-anonymous

A closed mouth gathers no feet.-anonymous
“Success is when you reach the end of your life and you find that the people who should love you  actually do love you--Warren Buffett
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