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One key to successful investing is to avoid asset classes that may potentially "blow up" due to overvaluation, while effectively diversifying in all the remaining asset classes.  As we've discussed in the past, real estate (domestic) seemed to be developing into an asset class that could "blow up."  By several relative methods of valuation, REITs were already getting “expensive” over two years ago.  I sold all of these type investments in all of our portfolios in early 2006, and watched with a little dismay as the prices continued to rise.  However, selling early is not a bad thing, and the REITs have finally begun their rapid descent.  I'd expect that in another year or two, this asset class will be profoundly unloved, and then again join our portfolios.
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A recent trip to Europe stimulated some investment thoughts. Countries that need "money" to pay for benefits and services (government workers, social security, health care, etc) can: 1) tax their citizens, 2) sell bonds, and/or 3) print money.  For the first time in history, a group of countries have elected to give up the right to print their own currencies-i.e., the European Union.  Accordingly, they must tax or sell bonds to pay what they "owe."  The spending habits of Italy and France in particular have been very socialistic, leading to very high debt levels (many bonds sold already).  Many of the benefits due now and in the future are going to those that don't pay taxes, and generally taxes are already high in the region.  Either of these countries could potentially end up being unable to sell enough bonds due to investor concerns about being paid back.  This would result either in sovereign default or the withdrawal of the country from the European monetary union.    The European Union could provide a temporary fix by radically lowering interest rates, but at the price of the Euro losing value relative to other currencies.  Any of these scenarios are somewhat bearish for European stocks and debt.  However, maybe I’m “too early” again, and radical change to the portfolios isn’t warranted. However,  I'm going to tilt a little more away from Europe slowly over time, especially with new money/investments.

 

In contrast, the Asian countries continue to have strong currencies that they actually keep "cheap" to support their export economies.  As things stand now, this region is an attractive place to invest.  And, if these countries stop devaluating their currencies, it will serve all the better to own their equities and bonds.

 

Performance Measures
Portfolios managed by Wealth Care LLC received quarterly “performance reports.”   Although it is easy to calculate the returns, the process is fraught with problems.  First and foremost is the resulting emphasis on quarterly or yearly performance.  Long term investing is just that-the persistence of disciplined investing rides out short term volatility.  A “subpar” performance of a portfolio may just be a reflection of market whimsy and not of the quality.  Recall 1998-2000, a time in which “value” allocations “performed” terribly for several years in comparison with the “hot tech stock” allocations.  Was it a sign of a bad portfolio?  Indeed, it was the opposite-it was the sign of careful disciplined and diversified investing-and those investors that had such an allocation have done immensely better over the long term (which is what matters!). A focus on short term performance during those years would have led to long term disaster.

    Another problem with performance reporting is “compared to what?”  Every portfolio is different and changes over time.  Should we use just a large cap stock index (S&P500) to compare our investment results with?  Small cap?  International?  Bonds?  A mix-and if so, what mix? 
In the past, I’ve added performance of the SP500/DOW30/Nasdaq indices as a comparison to Wealth Care LLC portfolios, as most of these portfolios are primarily in equities.  However, many studies have documented that both professional investors and individual investors very rarely can equal even the simple return of the indices over several years-primarily due to investor behavior and high expenses.  So, is it fair to compare Wealth Care LLC portfolios to a return that few others can achieve?  (I’d answer “no”, but I’m biased).  Unfortunately, there is no index that measures the performance of “typical investors,” although I sure wish there was.  I am adding a new index to portfolio reporting with the 2Q reports coming out soon-it is the Capital Markets Index-a new index comprised of 55% equities, 29% bonds and 16% cash- a “balanced portfolio.”
Random Thoughts
Two things are infinite: the universe and human stupidity; and I'm not
sure about the universe.


 >Albert Einstein


What you don't see with your eyes, don't invent with your mouth.
 >Yiddish proverb
My wife and I had words, . . .
But I didn't get to use mine. 

A conscience is what hurts when all your other parts feel so good-Steven Wright

Brown's Law:

If the shoe fits, it's ugly.
Steven Podnos MD, CFP® for Wealth Care LLC 7-1-07

