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Happy New Year!

I think we all are hoping for a better year investment-wise than 2008.  I believe we’ll look back on last year as the hardest year ever to make money, and perhaps the beginning of  a realignment in spending habits.
I remain optimistic that our government (and other governments) are taking the appropriate actions to provide more liquid and orderly credit markets, and that this will restore our economic vitality in the near future.  I certainly don’t agree with every action, but instead with the general trend and attitude that I see among both the old and the new administrations.  I am seeing some encouraging signs “behind the scenes” in the credit markets that suggest a much better year ahead.
During the second week of January, all clients of Wealth Care LLC will receive a year to date summary of account holdings and performance.  In addition, you will receive a detailed letter with some of my best ideas for your financial lives in the New Year.  After this commentary, I’ve included an essay by author Nick Murray that I thought was worth sharing.
Financial Planning Topics

The Congress passed a bill to stop required minimum distributions from IRAs  and retirement plans for 2009.  The rationale is to avoid making retirees sell assets at lower prices in order to make distributions.  Those readers who can avoid taking RMDs in 2009 (have other resources for income) should probably do so.  If Wealth Care is managing your funds, I’ll be contacting you on this matter, and will discuss the details at that time.
The estate tax allowances for inheritances change in 2009 to 3.5 million dollars per individual.  For most Wealth Care LLC clients, your estate planning documents have been revised/reviewed in order to accommodate this change.
In 2009, the annual exclusion rate for individual gifts increases to $13,000 per individual.
Health Savings Accounts contribution limits increase to $3000/$5950 (single/family) with a $1000 catchup for those age 55 and older in 2009.
Wealth Care LLC Client Matters

Fidelity Investments has offered to buy worthless securities ($0.01 for stocks, $1.00 for bonds) in order to let its clients take tax losses.  I’ll be setting up sales of any stocks that Wealth Care LLC clients transferred to our accounts that have no market value. You may also have some stocks that are old and close to worthless, but I will not sell those without a communication from you.

During mid January, clients of Wealth Care LLC will receive an email linking you to your own private secure web portal.  This portal will contain all future performance reports and account statements, so that you may access them at any time.  I will continue to send the quarterly reports, but wanted you to have access at other times as well.

Random Notes

"Why look for conspiracy when stupidity can explain so much."
- Goethe 

Oliver's Law of Public Speaking 

A closed mouth gathers no feet. 

How is it one careless match can start a forest fire, but it takes a whole box to start a campfire?

You may be only one person in the world, but you may also be the world to one person.
In the rest of life it is almost always a poor idea to allow feelings or mood to determine one’s behavior. Far wiser is to use behavior to shape one’s feelings. Act happy no matter what your mood and you will feel happier. Act loving and you will feel more loving. Act religious, no matter how deep your religious doubts, and you will feel more religious. Act generous even if you have a selfish nature, and you will end with a more a generous nature. With regard to virtually anything in life that is good for us, if we wait until we are in the mood to do it, we will wait too long.-Dennis Prager
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How Much Have You Really Lost?

Nick Murray

Ten billion dollars.

Seems like a nice, tidy sum, does it not?

And what, you ask, does it represent? Well,

in big, round numbers, it is the decline

in the value of Warren Buffett’s personal

shareholdings in his Berkshire Hathaway,

Inc., from its 2007 peak at about $150,000

a share to its recent trough at $84,000.

Now, take out a pencil and paper, because

we’re going to have a spot quiz. It’ll

be very simple; there’s only one quiz question,

and it’s true/false:

“Over the last year, Warren Buffett lost

ten billion dollars in the stock market.

True or false?”

The answer, of course, is false. As he

would be the first to tell you, he hasn’t

lost anything. Why? Because he hasn’t

sold. Berkshire Hathaway is a portfolio

of ownership in good businesses. Some

are public companies, of which Berkshire

owns pieces (Coca-Cola and Wells

Fargo, for example). Some are private

companies which Berkshire owns outright

(GEICO Insurance and Fruit of the

Loom, for example).

In a fifty percent equity market decline,

such as we have suffered in the past fourteen

months, it’s fair to say that everything

goes down a lot. A great company like

Berkshire, flush with cash and run by the

greatest equity investor who ever lived,

may go down a tad less than do most equities—

off 44% vs. 52% for the S&P 500.

But a 44% hit is still a staggering decline

by any measure.

Maria Bartiromo of CNBC recently

put that issue directly to Buffett. How

did it feel, she asked him, to see his stock

go down over 40%? Buffett allowed as

how it felt pretty much the same as it

did the half-dozen other times it’s happened

since he took over the company,

upwards of fifty years ago. The smile

never left his face.

That may be because Buffett is pretty

confident that the ten billion dollars will

ultimately be back—that as the great

businesses Berkshire owns continue to

grow and prosper through the years,

their increasing earnings and cash flows

will sooner or later show up in the price

of the stock. In fact, that’s always been the

case, and one may cite several dramatic

examples. Buffett “lost” $347 million on

Black Monday, October 19, 1987. Berkshire

stock closed that day at $3170.

A decade later, in just 45 days during

the summer of 1998—when Russia

defaulted, Long-Term Capital Management

imploded and the emerging markets

uniformly cratered—Buffett really

stepped up in class. In those six weeks,

he “lost” $6.2 billion, as Berkshire stock

closed out August at $60,500.

This past year, as we’ve observed,

Buffett “lost” $10 billion, as Berkshire’s

stock price declined 44% to $84,000 a

share. Are you starting to see the pattern?

If not, simply write down the

three prices at which Berkshire stock

bottomed at the end of Buffett’s three

biggest “losing” streaks of the last

twenty-odd years: $3170, $60,500, and

$84,000. That exercise should convince

you that, far from “losing” anything

in these very significant bear markets,

Buffett was simply experiencing

temporary price declines, which were dwarfed by the wealth he accumulated when the long-term

uptrend resumed.

Granted, Berkshire isn’t typical. But it certainly is symbolic.

The broad market didn’t appreciate nearly as much as Berkshire

did over the period since the bottom of the 1987 crash.

But, even if you don’t count dividends, at today’s depressed levels

(S&P 850 at this writing), the broad market is up about five

times since its close on October 19, 1987. And there’ve been

no fewer than three additional bear markets between that one

and this one—during each one of which, people wailed about

how much they’d “lost.”

Consider the possibility that you haven’t lost anything until

you sell out in a panic and lock in the loss. And that if you don’t

panic and don’t sell, in the fullness of time a broadly diversified

portfolio of quality equities will not merely erase the temporary

“loss,” but will go on to accrete wealth for the patient investor as

no other asset class has historically done. Consider this thesis…

because history admits of no other conclusion.

The average retirement age in the US is 62, which means the

average person retiring this year was born in 1946—the first year

of the fabled baby boom. Many such investors are bewailing how

much they’ve “lost” over the last year or so, and this is only human.

But just before you’re tempted to give in to that psychology

(“I’ve ‘lost’ X dollars, and I’d better get the heck out before I ‘lose’

any more!”), please consider this:

There have been thirteen bear markets in US equities between

1946 and now. That is, thirteen major declines in which

frightened investors have added up their “losses” every night, to

mounting horror. Today, as noted, we are late in the largest of

those thirteen declines, and the broad market, as denominated

in the S&P index, is around 850.

It closed out 1946 around 18. And of course, that ignores

dividends.

If one stayed broadly diversified among high quality equity

holdings, there was really only one way for the long-term investor

genuinely to lose anything. It was to mistake a temporary decline

for a permanent loss, and panic out. But the market didn’t

do that to anyone. People did that to themselves.

A huge part of successful long-term equity investing is simply

the decision not to do that to yourself.
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