
 
 

 

Dear Clients and Friends, October 16
th

, 2008 

 

 

It is obvious to everyone that the financial crisis of the last several weeks and months, 

and the intensifying bear market, has taken its toll on investors as they have seen their 

investments shrink with the declines in the global markets. It is painful and investors are 

understandably concerned about what has happened and wondering what lies ahead. In 

spite of the millions of words that have been uttered in the media and elsewhere, no one 

knows when and how this turmoil will play out. These events are unprecedented and have 

resulted in scenarios few could have imagined. Nevertheless, I believe the economy and 

our financial markets will recover. The economy is much more resilient than some of the 

commentary would have you believe. 

 

In the midst of these extremely difficult times I have constantly asked myself “what can 

I, and should I, be doing to help my clients?” As you might expect I have spent many 

hours, and several restless nights, mulling this over. I have challenged conventional 

investment thinking. I have reviewed the investment managers we are using. And I have 

looked carefully at the actions being taken by others in the market. But after all this 

consideration I keep coming back to the conclusion that this is a time when we must stick 

to our investment disciplines. There are always extreme views on the financial markets 

and most especially during tumultuous times such as these. To paraphrase some of the 

great investment minds around the world, conditions do indeed look grim at the moment; 

but it’s often when things look worst that the best opportunities emerge. Timing markets 

is notoriously difficult, which is why investors need to ride out the volatility rather than 

trying to dip in and out of their investments. A study of the returns of the Dow Jones 

Industrial Average since 1900 shows that missing just the 10 best days of stock market 

performance will reduce the mean annual compound return by 20% and missing the top 

20 days will reduce the returns by almost one third! 

 

It's a sad irony of the investment-management business, and most especially during bear 

markets, that the temptation to deviate from one's investment process often tends to be 

the strongest at precisely the wrong time. Stock markets tend to rise well before the 

official data indicates a recovery in the economy. Waiting for more bullish news or for 

statistics to confirm an improvement will often come after a large bounce in stock prices 

has already occurred. This is why I encourage you to stick to the investment strategy we 

have discussed and agreed. 

 

Regardless of the current sentiment, most professionals would agree that the market's 

risk/reward profile has turned favorable. Valuations are uncommonly low (the equity-risk 

premium is now more than 5%), based on an earnings recovery at some point next year. 

Investor sentiment, as measured by technical indicators such as put/call ratios, short 



interest, and volatility indexes, is as bearish as it's ever been. Finally, market returns for 

the past 10 years have been decimated as a result of the 2008 market decline (see chart 

below courtesy of Turner Investment Partners ). As the chart indicates, stock-market 

returns tend to come in waves, with 10 years of above-average stock-market returns 

typically followed by 10 years of below-average returns.  

 

 
 
We are not traders (for whom fortunes are made and lost during these times), but 

investors running in a marathon that has a long way to go. It’s at times like this that we 

need to run against the pack, not with it – we have to be contrarians. As you can see from 

the attached chart, being invested in the stock market during the recovery phase is critical 

to capturing the returns that make equity investing worthwhile.  

 

In summary, while we cannot control the financial markets you can rest assured we are 

focused on managing your assets in a diverse and prudent fashion and serving your 

interests as well as we possibly can. I of course recognize that this is also a time when 

more discussion and debate is needed to review and confirm your investment approach. 

As always please call me to talk though any concerns you have, especially any ideas and 

preferences you have for modifying your investment objectives. Thank you for your trust 

and confidence during these difficult times. 

 

With best wishes, 

 


