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FourTH QUARTER — 2009

aiting for the Right Time

In March of this year, millions of would-be investors were reluctant
to move into equities because the market was falling too fast. Now
many are wary because the market has risen too fast. In the meantime,
life moves on. Tt is easy to recognize the syndrome. It is like watching
achild standing tentatively at the edge of a swimming pool. She is torn
between her desire to join the gang and her fear of getting cold and wet.
But if she leaves it too long, she misses the opportunity altogether and
it is time to go home.

In retrospect, of course, it would have been better to get out of the
equity market completely in October 2007 and move into cash and
government bonds, before reversing course again in early March 2009.
The reality is that correctly timing your exit from and entry into the
market is impossible. If it were as easy as some claim, millions would
be doing it and getting very rich in the process.

The reason that market timing stories are back in the news is
because some analysts and commentators are questioning the
sustainability of the recent rally in equity markets. With major indices
40-50 percent or more above their March lows, the word is that
valuations are no longer compelling and that the economic recovery
will be a sluggish one. Others go further and say this is a “sucker’s
bounce” in a longer-term bear phase that could take the market back
below the March lows.

It is nowonder, then, that some nervous investors who have missed
the rebound are now afraid of getting in because they think the market
is 100 elevated, while others who stayed invested are wondering whether
they should take some profits off the table. At one end of this emotional
spectrum of investing is regret about what has already been missed. At
the other is a combination of fear and greed at what the future could
hold. Al of these feelings are understandable and reflect the fact that
there will always be uncertainty in investing, After all, with return
comes risk.

But while no one vet has come up with a consistently successful
strategy for timing the market, there are some things that everyone
can do to help ease the anxiety they feel about investing. One is to
realize that it does not have to be 4 choice between being 100 percent
in the market or 100 percent outside. Ideally, an investor should stick
to his strategic asset allocation — be it a 70/30, 50/50 or 30/70 mix
between equity and bonds.

Another is that this strategic asset allocation can be combined
with periodic, disciplined rebalancing, in which the investor shifts
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assets from well performing asset classes to those less favored. This is a
good way of controlling risk without necessarily trying to time
the market.

Yet another option is dollar-cost averaging, This is a method where an
individual invests small amounts of an available pool of cash into the
market over a period of time, rather than investing a lump sum in one go.

Dartmouth finance professor Ken French tackles this subject in a
recent interview. From his standpoint as a professor, French says that the
optimal decision is to put all of the money into the market today. But he
adds that while this might give an individual the best investment outcome,
it might not be the best investment experience.

This is because people tend to feel regret more strongly when it results
from things they did do than from things they did not. So, for instance,
it feels much more painful to buy stocks now and see the price go down
than it is to neglect to buy stocks (like back in March) and watch the
price go up.

French says by dollar cost averaging, people can diversify their “acts
of commission” (the stuff they did do) as opposed to their “acts of
omission” (the stuff they did not do). “The nice thing is that even if I put
my finance professor hat back on, it’s really not that damaging to your
long-term portfolio to just spread it out over three or four months,” French
says. “So if you as an investor find that's much more tolerable for you,
you're not really doing much harm.”

So, in summary, it is always difficult to choose exactly the right time
to get back into the market. Ideally, it would have been nice to get out in late
2007 and back in around early March this year. But we mortals are unable
to finesse it to that degree. The good news is that there are options other
than just staying out of the market altogether and plunging back in later



Do not lear your executor, pouse children or
fru te xumn)/m to put to ether th jigsa
puzdeof our man i llif

Consider scenarios

You have to plan for several eventualities, and all should be
addressed in your will or trust. For instance, if both spouses die
simultaneously, at what ages should property be available to the
children? Who should be the guardian of the children? Who would
succeed that guardian if he or she became unable to serve? How should
property be distributed if you die before your spouse? What if your
spouse dies before you? What if you die before a financially dependent
parent or child?
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Leave good records
Do not leave your executor, spouse, children or trustee scrambling
to put together the jigsaw puzzle of your financial life. Provide them
with an annually updated st of all assets and liabilities complete with
account numbers and custodian names. Provide information on real
estate, boats, cars and other major physical items, along with deeds
and other ownership
papers. Make sure
information on employee
benefit plans is available.
Executors and lawyers also
need copies of all gift tax
returns ever filed.
Also leave good
information on any
charitable organizations
that are due to receive a
bequest upon your death.
These simple, common-
sense actions can save your
heirs a tremendous amount
of time and money after
you are gone.



ale and Harvard Strike Out in a Year of Investment Turmoil

You might go to Harvard or Yale to get a top-notch education in
medicine, literature, or physics, but do not expect to sharpen your
investment skills by following their lead. The Harvard and Yale
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endowment funds — touted for years as being on the cutting edge of
new investment practice — sustained massive losses last year after a
decade of beating the stock market.

It turns out that their highly-touted “alternative” investments —
which were supposed to shelter them from big declines in the stock
market— instead turned out to be major money losers. The 27 percent,
$11 billion loss at Harvard, and the 30 percent, $7 billion loss at Yale,
have caused layoffs and budget cuts at both schools. They also offer a
textbook warning to investors on how not to invest.

Asset diversification

Yale endowment fund's David F. Swensen and his counterparts at
Harvard have long preached the virtues of holding a diversified
portfolio of investment assets whose movements are not fully
correlated. So far so good; much investment research supports
investors who hold a mix of bonds, different types of stocks, real estate
investment trusts, and commodity-backed instruments.

Smart investors can — and do — construct diversified portfolios
using those asset classes, often through mutual funds or exchange-
traded funds listed on major stock exchanges. Although such

investments are subject to the vagaries of the market, they can be sold
or redeemed at any time without restriction. Holding a portion of a
portfolio in short-term Treasury, municipal, or corporate bonds, as
well as some cash in 2 money fund, also provides an investor with safe
money that can be easily liquidated even when the stock market is

plunging.

Illiquid assets

But Harvard and Yale took it a
step further: they wanted to super-
charge their returns by using
non-traditional investment vehicles,
such as hedge funds, private equity
investments and even direct
ownership of real estate and
commodities such as stands of
timber. They argued they could be
patient investors because they were
investing for 100 years, not 25 like the
typical long-term individual investor:

Unfortunately, they found that
those non-traditional investments got
caught up in last year's turmoil and
slammed their doors shut to those
running for the exits. The
endowments were locked into these illiquid vehicles at the same time
that their publicly-traded stock holdings were dropping, Because they
had such low portions of their portfolios in liquid cash or short term
bonds — just four percent in Yale’s case — they had nowhere to draw
cash to satisfy their obligations to the universities. Harvard
compounded the problem by borrowing money to invest — it had a
cash position of negative five percent. Even worse, some of the private

...highly-touted “alternative” investments —
which were supposed fo shelter them from big

declines in the stock markef — instead turned
out lo be major money losers.

equity investment contracts required the endowments to keep adding
money as the private equity funds plunged, forcing them to sell off
stocks that were falling in order to meet those obligations.

Hopefully these legendary institutions of higher learning have
learned a lesson themselves. Diversification and risk control are
important, but liquidity is important as well.
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Stock Market Newsletters Did Not See Bear Coming

“We've long felt that the only value of stock forecasters is to make
fortune tellers look good,” billionaire investor Warren Buffet has
witten, That pretty much described how newsletters devoted to giving
readers tips on the market fared in the fall of 2008.

The Hulbert Financial Digest, a newsletter that tracks the
performance of the investment newsletter industry, looked back at
what newsletters were saying in September 2008 and found that they
did a poor job of alerting readers to the disaster that occurred in
October. Editor Mark Hulbert said many of the major newsletters
seemed “strangely complacent” on the eve of one of the worst-ever
months for stocks.

Bullish forecasters

He notes that Jeffrey Hirsch, editor of Almanac Investor, said he
was “ready to be a bull again.” Bob Brinker of Brinker’s Marketimer
predicted the Standard & Poor’s 500 Index would top its previous
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...many of the major newslelfers seemed “slrangely

complacent” on the eve of one of the worsl-ever
months for stocks.

record of 1565 in 2009 (it was still below 1100 at the end of the third
quarter). Mark Skousen of Forecasts and Strategies predicted a “Santa
Claus rally” at the end of 2008, while Stephen Leeb of The Complete
Investor said that the credit crisis had neared a conclusion and the
downside risk in stock prices had been reduced.

Best of the bunch

Ahandful of writers seemed to get it right, but their forecasts were
deceiving, Hulbert said. The Elliott Wave Financial Forecast said the
market was building toward its “strongest decline of the bear market
to date.” The only problem with that forecast was that the newsletter
had been overwhelmingly bearish for 20 years, and investors who
followed its recommendations
would have missed out on the
big gains of the 1990s and
mid 2000s. Hulbert found two
other  newsletters that
indicated more stock declines,
but strangely enough the
model portfolios they
published remained heavily
invested in stocks.

As Buffett concluded:
“I continue to believe that
short-term market forecasts
are poison and should be kept
locked up in a safe place,
away from children and also
from grown-ups who behave
in the market like children.”
We agree.
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