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 Getting Back To Basics...
INVESTMENT ADVICE                                                                                 Anne Doremus

market predictions for the next week, 
month or year. Ignore these. In the 
long-term, stock market indices move 
almost exactly in lock-step with cor-
porate profit growth. But over short 
periods of  time, stock prices are heavily 
influenced by unpredictable investor 
emotions. 

Ok, so what do you do with this 
information? What you don’t do is try 
to take advantage of  short term market 
fluctuations by moving in and out of  
stocks. This approach, essentially pick-
ing market tops and bottoms, is difficult 
because stocks tend to reverse course at 
times of  extreme optimism and pes-
simism. Instead, once you have estab-
lished your overall investment strategy, 
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The last eight months have been 
tough on investors. Take a look at 

the chart to the right. The S&P 500 fell 
9% in mid-August, 10% in November 
and 14% in January. Add to this vola-
tility concerns about a slowing U.S. 
economy, rising inflation and high oil 
prices and it is easy to understand why 
most investors want to abandon ship. 
During tough markets, it is important 
to stay focused on those strategies that 
lead to investment success. Here are a 
few that we find useful.

Establish a Game Plan
Investors spend a lot of  time research-
ing individual stocks. This is under-
standable because most companies 
have interesting stories to tell. But in 
the final analysis, an investor’s return 
is primarily determined not by which 
stocks they hold but by the amount of  
money they allocate to various asset 
classes. The mix of  stocks, bonds and 
cash appropriate for each investor 
depends on their time horizon and 
the amount of  risk they are comfort-
able taking. To get a handle on your 
“risk tolerance,” consider how you felt 
over the last six months. If  the recent 
market downdrafts had you losing 
sleep, then take note. Investors with 
a long time horizon and a high risk 
tolerance can accept a higher percent-
age of  stocks in their portfolio. If  you 
need your funds in less than 5 years 
or recently found yourself  anxiously 
watching CNBC at midnight, consider 
holding a healthy dose of  bonds.

Know What You Don’t Know
The popular media is full of  stock 

approach prevents you from having 
all your eggs in the wrong basket at 
the wrong time. But the strategy has 
its limits too. As we have recently been 
reminded, in broad market downturns, 
all economic sectors eventually decline 
in value.

Control What You Can 
Investors spend a lot of  time trying to 
pick the best investment advisor or mu-
tual fund. This is not an easy task given 
the huge number of  options available 
and the fact that investment returns 
tend to revert to the mean overtime. 
But as the chart below shows, investment 
costs have a huge impact on returns. 
Fortunately, fees can be determined in 
advance and controlled. From a practi-
cal standpoint, avoid mutual funds 
(and investment managers) with high 
expense ratios and trading costs.

Stay Focused on Valuation
Warren Buffett once said “…the time 
to get interested (in stocks) is when no 
one else is. You can’t buy what is popu-
lar and do well.” Finding investment 
bargains requires a willingness to ex-
amine opportunities others shun. The 
trick is identifying solid businesses that, 
for one reason or other, are temporarily 
out of  favor. Because good businesses 
don’t often go “on sale” this approach 
requires patience and perseverance. 
Over the long term, the fundamen-
tals of  a business, and the price that 
you pay for them, is what determines 
investment success.
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stick with it. Take a look at your results 
once a year or so, rebalance your asset 
allocation as needed and then get on 
with life.

Remain Well Diversified
Diversification, a long-established in-
vestment tenet, is based on the idea that 
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you can reduce overall port-
folio volatility and improve 
returns by owning a diverse 
range of  investments. With-
in a stock portfolio, this 
means holding at least 18 
issues spread across a wide 
range of  economic sectors. 
Being well-diversified also 
includes spreading your 
assets across international 
and domestic markets and 
asset classes such as cash, 
stocks and bonds. This 
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The more you pay in management fees and other 
expenses, the less you'll earn over time.


