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Good riddance to a terrible month in stock market history.  Our monthly statements will arrive over the next week or so and will be painful to look at.  My advice is to ignore them.  I've spoken with many of you over the last month and offered the following analogy to home prices.

 

If you had a sign posted in your front yard that listed what people would pay on any given day for your home, you would note perhaps a 30-50% drop in that price compared with say three years ago.  And that is IF you could find a buyer in a reasonable amount of time.  Yet, I'd suspect that this would not bother you much.  Why?  Because, you aren't planning on selling your house and presume it will be many years before you wish to do so.  

 

Investing in the stock market is the same.  It is a long term investment that relies on the equity markets history of doing well over long periods of time.  Having an emotional response to short term (meaning months to a couple of years) swings in prices increases the chance of making financial mistakes.

 

I had a conversation with a friend in late October who asked "do you see any investment opportunities in something that is so cheap that it is highly likely to do well in the future if bought now?"  My reply was "the stock market.”

 

A long time maxim of the time to buy "well" in the market is that it should make you want to vomit to do so.  Such buying opportunities are rare, and usually understandably passed by.  If you can't buy during such a time, then holding on is the second best behavior.

The recent market volatility does bring up some topics to review:

Reassess Your Risk Tolerance
I’ve written before about how risk tolerance changes with market conditions.  That is, people have much more tolerance for risk when the markets do well than is the case when a bear market ensues.  This is a problem for financial advisors, who are expected to “beat” the market in good times, yet avoid big losses in market downturns.

I’ve review the long term science and history of markets with most of you, and nothing has changed.  In short, stocks provide better returns than fixed income over long terms, yet are much more volatile.  The tradeoff to having “less downside” is less upside as well.

Give some strong thoughts to how you felt during the rough downside of the markets in early October.  If you would rather trade some potential long term gains for less short term anxiety, let’s talk about it.

Losses are not Losses until You Sell

A lesson of the recent down market is that paper losses are just that.  You don’t actually lose money until you sell something for less than you bought it.  Again, I’d guess that few of you really care than your house is worth less than in 2005, as you don’t plan to sell it for some time yet.  It helps to think of your stock portfolio in the same way (providing that you have at least a 10 year time horizon).

Rapid Moves

Another lesson in the recent market is just how fast markets can move in either direction.  Since we don’t really know in advance which way the markets will go, being “out” of the market after a downdraft carries a real risk of not being back in when it can go up suddenly.


Sometimes There is No Where to Hide

A tenet of prudent investing is that diversification provides some protection against a particular market or sector decline.  But not always.  Here are some figures for the week ending October 24, 2008.
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No major bours has been spared big losses tis year.

PERCENT CHANGE
Country Frdays ~ Last  This
OrRegion _Index Close  Week Year
Brazil Bovespa 3148155 1351% 50.72%
Ganads __s&P/TSX 929409 281 3281
Ghina Shanghal Comp 183062 471 65,04
France __ CAC40 519379 408 4311
Germany __DAX 429567 1016 4675
Hong Kong_Hang Seng. 1261838 1330 5463
india Sonsex s7oL07 1277 &7l
Indonesla _Jakarta Composite 124486 _11.04 5465
taly miBTel 1539000 650 4768
Japan  Nikkei225 764908 12025003
Korea _ Kospl 93875 2049 _S052
Singapore_sTI l600.25 148l 5382
Switzerland SwissMrktlix 67500 696 33.11
UK FTSE 100 Seease 442 3986
us. 58P 500 57677 678 4029
Europe DI Stonx 600 loss2 721 4547
sia DiAsianTitans50 9726 661 4436




Tax Loss Harvesting

During October, I did some tax loss harvesting in most accounts.  This involved selling one position while buying an almost identical type investment within minutes to replace the sale.  I sold positions that had capital losses, and the new position will have a higher basis.  But, you get to deduct the losses for the 2008 tax year against capital gains.  In some accounts, some positions were sold to capture the losses and different positions were purchased to accomplish some rebalancing.
The Elections

No matter who wins the election, there will be some substantive changes in our tax code over the next year.  I’ll be watching closely, and will keep you informed on items to discuss with your accountants.  Interestingly, the actual outcome of the election does not help in market predictions.  From a source:

A 2004 academic study (by Scott Beyer, Gerald Jensen, and Robert Johnson) found that, from 1926 to 2000, the broad Standard & Poor's 500-stock index actually performed better under Democrats than Republicans, 15.24% vs. 10.78%. However, that Democratic advantage evaporated when the impact of the Federal Reserve—which sets interest rates—was taken into account.

So far, legislation in October extended the ability to deduct either state income taxes or local sales taxes is extended through 2010.  This is an especially valuable deduction for those of us lucky enough to live in states that do not have an income tax (like Florida).  In addition, a variety of tax credits for energy efficiency (such as for plug in electric cars) are extended through 2016.

FDIC insurance for bank accounts is increased to $250,000 through 2009.

Random Thoughts

The person that sees the world only with their eyes suffers from a particular form of blindness. –David Wolpe

"Bull markets are born on pessimism, grow on scepticism, mature on optimism and die on euphoria. The time of maximum pessimism is the best time to buy and the time of maximum optimism is the best time to sell."
-Sir John Templeton, 1994

In every crisis there is an opportunity, although it may be disguised as hard work.   Mark Twain


 Give a person a fish and you feed them for a day. Teach that person to use the Internet and they won't bother you for weeks.
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