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World Events and the Market  
 It was both a rough month and a rough quarter for our portfolios.  However, as I’ve noted in a few communications, there are a number of factors suggesting a better time ahead.  We can use a number of ways to evaluate the potential for future market behavior such as relative valuation, stock earnings vs. historical returns, alternatives for investments instead of stocks, and investor psychology.  Many of these factors suggest that this down market is a normal fluctuation in prices.  The article I sent out yesterday by author Nick Murray helps to keep some focus on the long term and the relatively excellent returns of stocks over time.
I have had some great conversations about the market and investing with a number of you over the last couple of months, and thought they'd be worth sharing.  Here are three:

1)  The Role of Gold in Portfolios

There are a number of reasons to invest in Gold.  It can be a currency hedge or an inflation hedge.  It can be an "end of days" holding (only if you hold physical Gold).  It can be a speculative investment.  We hold Gold in our portfolios for three primary reasons:  a currency hedge (insurance against the drop in value of currencies when buying tangible items),  an inflation hedge (similar), and most important-as it moves differently (usually) in comparison to stock markets.  So, often when the markets are down, Gold is stable or up, and vice versa.

I have absolutely no idea what Gold is "worth."  Lets just say it is worth somewhere between $200 and $5000 in today's dollar.  It still seems worth holding in this range given the uncertainty of our credit and equity markets globally.  Almost all Wealth Care LLC portfolios were invested in Gold bullion (IAU) and secondarily in Gold mining companies (XME) in a 3-6% range of value several years ago.   As these holdings have appreciated significantly, you will notice sales of some of your Gold in many accounts over the last two months in order to bring the percentage down back towards this range.

2)  The Future of the Euro

Wealth Care LLC portfolios have "underweighted" Europe for several years.  The primary reason seemed that the Euro currency was very expensive and the demographics of much of Europe seemed to suggest trouble in the future.  (Much the same in Japan, for which we exited positions a year ago).  It is clear that the Southern European countries cannot and/or will not pay back their loans.  The outcome will be either the Northern European countries subsidizing them for a longer time or default.  In either event, the future value of the Euro is quite unclear.  It could be stronger if the Southern European countries are removed from using the Euro (although the mechanics of this are very difficult). It could we weaker if the Southern Countries countinue to be a drain on the rest.  We'll stay underweighted for now.  If the Euro was to drop more than say 20% in price, then I'd rethink this position.

3)  The Future of the US Economy

I've touched on this before.  Regardless of one's politics, the current administration favors heavier taxation and regulation of business in general.  A future administration may be very different.  Currently, in assessing the American market in terms of Valuation, Monetary features, and Psychology, the American market seems undervalued.  If the current administration is re-elected and continues its policies, I'm bearish.  If not, I'm bullish.

Diversification

A hallmark of reducing risk in portfolios is holding assets that do not all move in the same direction at the same time.   This concept was developed and accepted in the financial world about 50 years ago.  However, many (including myself) believe that this fact has been misinterpreted to argue that one should hold a variety of assets through thick and thin.

There is a growing group of investors/advisors (again, myself included) who believe that we can made educated assumptions on the future performance of various asset classes based on a number of factors.  Using these assumptions, we can place various asset classes into three categories:  undervalued, overvalued, and in-between/uncertain.  Prudent diversification to me suggests avoiding overvalued asset classes and then spreading funds over the remaining sectors.  I'd be happy to discuss further and more specifically if desired.



Client Problem of the Month
Not a problem, but an opportunity.  Home mortgage rates remain almost unbelievably low.  If your current rate is much above 4 or 5%, consider a refinance.  I'll be glad to help run the numbers with you.  

Random Notes
Damon Runyon - “The race is not always to the swift nor the battle to the strong, but it's the way to bet".
 
-- Just think, if it weren't for marriage, men would go through life thinking they had no faults at all.

Knowledge is knowing a tomato is a fruit. Wisdom is not putting it in a fruit salad.

Women will never be equal to men until
they can walk down the street with a bald
head and a beer gut, and still think they
are sexy.
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