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Mea Culpa

Who said investing is easy? When I invest in the US stock market, I try to buy low cost broad index funds/exchange traded fund.  My two favorite vehicles are FSTMX (a very low cost total stock market index fund) and DVY.  DVY is a group of high dividend paying stocks that I thought should be less volatile in movement than the entire market, while having some dividends to shelter any downwards movements.  Wrong!  It turns out that many dividend paying stocks are the “financials”-banks, investment houses, etc.  These stocks have been pummeled with the credit crisis, and so has DVY.


So, in a nutshell, the position I bought to have less risk turned out to have more.

“Relative Performance”

Relative performance refers to “doing better” than indexes, usually in a down market.  So, if the S&P 500 index is down 15% for the year, a portfolio that is down “only 10%” has done well in relative performance.  A well known phrase is that “you can’t spend relative performance.”  I find that statement a great truth.  I invest both my and your money in an attempt to avoid losses first, and next to make some gains on a regular basis.  As another well known phrase goes: “The return of principal is more important than the return on principal.”

How does Wealth Care LLC invest to avoid losses?:

· Widely diversified asset classes with some “non correlated” performance (the asset classes do not all move in the same direction at the same time).

· Low cost investing

· Avoiding overvalued asset classes based on momentum investing and as valued by historical valuations

Emerging Markets

Those of you with a relatively long memory will remember the emerging markets collapse of the late 1990’s, when the stock markets of Asian countries crashed, along with their currencies.  With the remarkable increase in value of these same stock markets over the last five years, some commentators worry about a repeat performance.

I’m not particularly concerned about this happening.  Certainly, we could have a pullback, but the long term outlook is very positive.  In the 1990’s these countries had negative trade balances, and currencies they were trying to “peg” to the dollar artificially.  They held this relationship to the dollar until they broke suddenly.  Now, things are reversed-they are trying desperately to keep their currencies from appreciating against the dollar (to support their exports) and most have positive trade balances.  In addition, these countries hold over 80% of the world population, and their GDP is over 50% of the world’s total GDP.  Yet, their stock market capitalization is only 9% of the total.  It seems like that last number could certainly continue to rise.
Are Commodities a Bubble?

I’d make the same argument for commodities.  I see the markets of emerging markets and commodities as closely linked.  Commodities (energy, metals, agriculture) are all going up due to the demand from the rapidly industrializing (and increasingly wealthier) countries of the emerging markets.  Understanding the linkage predicts that if emerging markets hit a downdraft-commodities will as well.  But I see the continuing development of this part of the world as a decades long process, and a selloff would be a buying opportunity and not a problem.

The US Markets

It looks like we’ll end up having a slightly positive year (fine with me!) in the US markets.  Things are strange indeed.  There has been some fear and much pessimism, despite a fairly strong economy and low unemployment.  The Federal Reserve is lowering rates despite a number of factors that would normally cause them to raise rates (weak dollar, strong money growth, high gold prices, inflationary statistics on prices).  I’ll repeat the argument you’ve seen before:

US stocks are relatively cheap

Stocks in general are a much more attractive asset class than real estate or fixed income at the present time.

Taxes
Near the end of each year, I look at all the portfolios for opportunities to do “tax loss harvesting.”  This means I might sell positions that have decreased in value to reduce the overall taxable gains in the portfolio.  Once you sell such a position, it cannot be repurchased within 30 days without losing the deduction (wash sale rules).  So, the risk is that the sold asset may jump in price during that 30 days.  In particular, many portfolios have losses this year in some some specific Canadian energy holdings, and I did some research (holding much of the same in my own accounts).  These particular companies are high quality, pay great dividends, and are temporarily depressed by low natural gas prices in Canada.  I believe they reflect a great hidden value, and do not want to sell them-even for thirty days.  Most of the rebalancing I did do at years end was in tax deferred accounts.
Random Thoughts

In theory, there is no difference between theory and practice. But in practice, there is.

· Yogi Berra
The easiest way for your children to learn about money is for you not to have any. -Katharine Whitehorn 
The Impact of a loss-----Invest any sum-make a 15% return in four out of any five years, with a 15% loss in the 1/5 remaining years.  Your end return is only 8 ¼% annually.

One of life's greatest mysteries is how the boy who wasn't good enough
to marry your daughter can be the father of the smartest grandchild in
the world.--Jewish Proverb
"Borrow money from pessimists -- they don't expect it back."-Stephen Wright
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