Wealth Care LLC Mid Month Commentary-September 2008

This is a brutal time to be an investor.  Holding anything but cash type investments has resulted in double digit losses over the last 6-12 months and nothing seems to be “working.”  I’ve had a number of calls about our investments and thought it would be worth a written commentary.

Here are some points:

1) We are “paid” to be in stocks instead of cash/CDs/Treasury bills.  In return for accepting unsteady returns and volatility, we can generally expect much better long term returns that with fixed income investments.  This is a matter of both history and scientific research.  For the past century, stocks return at least a high single digit return on an annualized basis, whereas fixed income returns 3-5%.  After inflation and taxes, most fixed income investments result in a gradual and steady loss of purchasing power year after year after year.

2) As noted, the “cost” of investing in stocks is accepting the volatility without getting shaken out.  Since World War 2, this country has averaged a 20% or more decline in stock prices about every 4-5 years.  We’ve been due, as the last such return was in 2002.  Yet, the investors that don’t sell when the market is down (and buy when only when the market has been going up) can reasonably expect that they will make returns that grow their portfolio after taxes and inflation.

3) The absolute worst time to sell stocks is in a bear market.  Conversely, times like this are the absolute best time to buy stocks.  For those holding stocks, a review of the portfolio is in order with some changes at times, but overall holding on pays off best over time.
4) “This time is different.”  Well, every bear market is different.  There are always serious financial catastrophes or external political threats that are occurring during every down market.  Each is different, and each time looks very serious.

5) Knowing when to get in or out of the market is impossible.  The investor that makes such decisions has to make them right at both times.  If not, the results are equally bad.  

6) Having some diversification is very important to smooth out portfolio returns and to reduce overall risk, but there are times (like now) in which even broadly diversified portfolios have no shelter.  

7) These comments are addressed at the vast majority of you who have several decades of life to live and that need to preserve purchasing power on your savings.  Some Wealth Care LLC clients have different circumstances, and their portfolios reflect this.

8) I review every Wealth Care LLC portfolio on a regular basis.  I will make the changes that I would make for myself, and work hard to avoid mistakes. No Wealth Care LLC portfolios ever contained Auction Rate Securities, Subprime type fixed income, or other investments that are not publicly traded and transparent.  I’d urge you to leave the worry to me and understand that we are looking for long term returns (not what happens this month or this year).  

As always, I remain available for calls and other contacts to discuss these or other matters of your financial lives.   Steve

