
 

Before you write off the potential for further investment gains in 2008 in 
light of the housing market’s continuing slump, high oil prices and a 
slow economy, there’s some promise from a four-year trend known as 
the Presidential Cycle.   

 

In a nutshell, the Presidential Cycle says that markets tend to go up as 
elections approach and the current administration does everything it 
can to stimulate the economy. The goal is to have voters go to the polls 
with jobs and a feeling of economic well-being – increasing the odds 
that the party in power will remain in power.  In the two years following 
a presidential election, the stimulants have to be paid for and tough 
economic decisions made.  As a result, the first two years of an admini-
stration are often the hardest on the financial markets. 

 

A very simplistic cyclical investing strategy is to buy the Dow Jones In-
dustrials 25 months before each presidential election and sell at the 
end of November, as the euphoria of the election results begins to wear 
off. From 1942 to 2006, this would have always have produced a gain. 

 

This difficulty in using cycles as a basis of buy and sell decisions is that 
several cycles can be impacting the market at the same time. Looking 
at just one cycle gives you an incomplete picture of the forces in action. 
What gives the Presidential Cycle a little more credibility is the ability of 
the federal government to influence the economy on a short-term basis. 
On a long-term basis, it’s a different story. The costs of economic 
stimulus inevitably come home to roost, as is seen in today’s housing 
crisis.  

 

As with any investment approach that looks back at history to deter-
mine buy and sell points, past performance is not a guarantee of future 
returns.  There is always the potential for loss as well as gain. The DJIA 
is an index and cannot be invested in directly.  
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2010 Holds Special Challenges for 
Wealthy 

In 2010, the estate tax is scheduled to 
fall from its current 45% level to 0% for 
12 brief months, only to jump back up 
to 55% in 2011. Given the millions of 
dollars that will be at stake, a little plan-
ning may be in order.  

In 2008, the first $2 million of an estate 
is excluded from federal estate taxes. 
In 2009 this rises to $3.5 million. The 
remainder is taxed at 45%. In 2010, the 
entire estate is exempt from federal 
estate taxes (state taxes may still ap-
ply). Barring new legislation, in 2011, 
the amount exempt from federal estate 
taxes reverts to $1 million while the tax 
rate on the excess will be 55%. 

You may want to consider ulterior mo-
tives in an heir’s suggestion that you 
take up sky diving or other high hazard 
entertainments in 2010. It also could be 
a year when you need a different will, 
one that takes into account the poten-
tially greater value of your estate with-
out the erosion of taxes.  A second is-
sue may be your living will – the docu-
ment that states what life-prolonging 
medical care you wish to receive. De-
pending upon what is at stake, you 
may want special provisions saying 
keep me alive until 2010. 

We recommend taking a look EVERY 
year at your current net worth, will, and 
where you would like to see your as-
sets go if the unforeseeable happens. 
With a little pre-planning, you can 
make certain the assets you have 
worked to accumulate go where you 
like while minimizing the tax bite.  

Block Access to Your Credit Re-
cords with a Freeze 

Consumers have a new tool that they 
can use to prevent identity theft – 
freezing access to their credit reports.  

 

A freeze prevents someone from 
applying for credit in your name, 
such as a credit card, bank account, 
loan, cell phone service or merchant 
financing. Once frozen, potential 
new creditors can’t access your 
credit record at the three main 
credit-reporting bureaus without 
your explicit permission.  

Freezing your credit records does 
not prevent someone from fraudu-
lently using an existing credit ac-
count. Nor does it prevent existing 
creditors or the federal government 
from accessing your credit history. 
You could also encounter situations 
where a lender, merchant or busi-
ness fails to access your credit re-
port prior issuing credit or a contract 
in your name.   

Because many employers, insur-
ance companies, lenders, automo-
bile sellers, apartment managers 
and others check credit histories be-
fore they will hire, underwrite, sell or 
rent to you, having your credit frozen 
can cause some problems if you 
don’t remember to unfreeze it prior 
to applying. 

If you are a victim of identity theft, 
you are typically entitled to freeze 
your credit report at no cost.  Other-
wise, you may have to pay a fee to 
do so.  Procedures and your right to 
freeze your account differ by state.  
For more information on your state’s 
credit-freeze laws, along with gen-
eral guidelines on how to place a 
freeze, visit 
www.financialprivacynow.org or log 
on to the web sites of the three ma-
jor credit reporting companies, Ex-
perian Group Ltd., TransUnion LLC 
and Equifax Inc. and search for 
“security freeze.”  
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 June 2008 Outlook – Fundamentals Matter; Consider Rebalancing Diversified Portfolios; Turbulent Financial 
Markets 

U.S. markets had another volatile quarter as oil price concerns took control of the economy.  Valuations for U.S. stocks ap-
peared reasonable on a relative basis compared to previous peak-to-trough periods.  In Europe, relative valuation levels con-
tinue to look attractive as companies continue to grow their earnings near or above expectations.  In the emerging markets 
and Asia (ex-Japan), stocks appear slightly above fair valuation, but are supported by demonstrated above-trend growth.  
Within non-U.S. equity markets, we continue to favor a systematic overweight in Europe and explicit exposure to 
emerging markets. 

We believe larger-cap stocks exhibit more attractive valuations and earnings potential relative to smaller-cap stocks.  It re-
mains our view that there is currently a higher risk/reward tradeoff for systematic portfolio exposure to companies with 
higher credit quality and greater liquidity.  Certain “value-oriented” sectors of the U.S. equity market have been hit 
hard due to ongoing problems in the credit markets and the slowdown in household consumption. 

We expect that corporate earnings will continue to ease relative to earlier double-digit robust levels.  In our opinion, there is 
still no clear sign of a bottom in the housing market, and with mortgage security-related difficulties and more stringent 
lending criteria, it is uncertain when this drag on the broader economy will subside.  We believe that consensus expectations 
for growth in 2008 are too optimistic.  Real economic growth is expected to come in far short of the long-term aver-
age trend rate; thus, we expect that consensus expectations may be revised lower.  Some signs of economic stress are now 
showing in the Europe region, as growth has started to show signs of slowing.  Forecasted growth rates remain more attrac-
tive in Europe relative to both the U.S. and Japan. 

The current debate has shifted from are we in a recession to how deep and long the current contraction will last.  
Higher food and energy costs, declining home equity, depressed consumer confidence, and tougher credit standards have 
sharply slowed discretionary household consumption, although exports and overseas activities of U.S. companies remain rea-
sonably robust.  Evidence of a slowing economy, lower corporate profits, and a slowdown in household consumption sug-
gest offsetting pressure on price levels.  Given these considerations, our long-term inflation forecast remains between 2.2% 
and 2.5%. (we know you might question those numbers) 

We believe that the near-term opportunities in the U.S. bond market are minimal. As a result, there appear to be few oppor-
tunities for duration plays.  In addition, due to credit widening and default risk, we believe that it is not an opportune time 
to “take on” additional credit risk.  In light of current bond market conditions, we continue to maintain a shorter duration 
and higher credit quality bias. 

There continues to be a high level of uncertainty as to the actual level of leverage that still remains in the U.S. economy.  
What began as an increase in defaults in the sub-prime mortgage area has now progressed into other areas of the credit mar-
kets.  Banks are reluctant to lend to even their most credit-worthy customers, and non-U.S. banks are reluctant to lend 
to other banks.  This loss of confidence in the financial system may take time to repair and, until such time, we believe that 
uncertainty in the markets will continue to be higher than normal. 

During difficult markets, it is important to remind clients that investing is a long-term endeavor, and, in the short-
run, markets and economies are often noisy and tumultuous.  As we have often indicated, volatility is a normal and 
expected part of investing in equities.  In addition, correlation among asset classes has been rising over time; therefore, 
we believe that diversification and proper portfolio positioning, consistent with investor objectives and risk tolerance, are as 
important as ever. 

In our opinion, a better approach for investors (those who do not need access to their investments over the next three years) 
would be to reevaluate their strategic asset allocation targets and “rebalance” their portfolios back to a long term objective. 

We view the current market environment as challenging, but we remain focused on the investment and economic fac-
tors that we believe drive long term security prices: valuation, corporate earnings growth, real economic growth, and the 
overall level of interest rates. 

Lastly, CIMCO’s portfolios made a shift into commodity and energy service funds as well as a slight shift into real estate 
funds during the second quarter.  Going forward for the next quarter, we see no reason for market volatility to let up, and so 
are willing to shift into sectors of the market which will alleviate this volatility. 

Second Quarter 2008 Securities Markets CommentarySecond Quarter 2008 Securities Markets CommentarySecond Quarter 2008 Securities Markets CommentarySecond Quarter 2008 Securities Markets Commentary 

Page 3 



Capital Investment Page 4 

You’ve got to 

think about 

the big things 

while you’re 

doing small 

things, so that 

all the small 

things go in 

the right 

direction. 

 

—Alvin Toffler 

The Best Loss Strategy: Move On 

Every investor and every investment approach will have losers - positions 
that drop in value, or never realize their potential.  How those losers are 
managed is typically the difference between a successful or unsuccessful 
portfolio. 

 

The #1 mistake investors make is holding on to a losing investment waiting 
to get back to break even. After all, as long as the position isn’t closed, it’s 
just a paper loss and somehow that doesn’t seem as painful to many inves-
tors.  But there are two problems with that approach. You lock up capital that 
could be growing and you risk losing more money. 

 

The poster stock of the fallacy of waiting to get back to break even may well 
be Lucent Technologies.  After being spun off from AT&T in 1996, Lucent 
Technologies’ stock gained 892% in value. A market-beating performance 
like that naturally wins a lot of fans. Lucent was America's fourth most widely 
held stock in December of 1999 when it reached a high of $77.78.  By Janu-
ary 10, 2006, its stock traded for just $2.76.  

 

Lucent’s downfall started with a November 2000 announcement that the 
company had to restate its financial statements as a result of an internal in-
vestigation revealing accounting irregularities. By July 2001, the SEC was 
investigating its accounting practices, and several former, high-level manag-
ers had been sanctioned by the SEC or were under criminal indictment for 
wrong-doing while at Lucent. 

 

Lucent’s rise had been so spectacular that many investors kept their faith in 
the company, holding on as their investments were whittled to virtually noth-
ing. Ultimately, the company was merged into a French firm, Alcatel, but the 
merger did little good for shareholders as the combined company posted 
losses and launched a major restructuring 

 

The problem with holding on to an investment that is falling in value is that 
you have no way of knowing how far the decline could be or what factors are 
behind the decline that might not yet be public. Sometimes the company isn’t 
the problem, it’s the sector. But whole sectors can stay down for years. Even 
if the whole market turns back up, leadership may have rotated to another 
industry, leaving the investment underperforming. 

 

Making up losses is also a lot harder than many investors understand.  It 
doesn’t take a 50% gain to make up a 50% loss.  It takes 100%. 



Vision is not 

enough, it must 

be combined 

with venture.  It 

is not enough 

to stare up the 

steps; we must 

step up the 

stairs. 

 

  —Vaclav Havel 
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Mathematics of gains and losses 

 
At the center of the founder of Investor’s Business Daily William J. O'Neil’s in-
vestment philosophy is a stop loss of 8%. Any time a stock declines 8% from 
its prior high, it is time to sell, he maintains.  

As long as investors limit their losses, they have the opportunity to invest in an-
other company with a positive price trend. If the first stock reverses its trend 
and shows good price momentum, you can always buy back in. But you can’t 
always count on a recovery. This is the great fallacy of buy-and-hold investing.  
Many stocks have gone all the way to zero, even in a bull market. 

The greatest value of professional management is helping investors know 
when it’s time to sell to preserve your gains and your financial security.  We 
don’t look backwards and say “But Lucent has done so well in the past, surely 
it will continue to outperform.” All that matters is how the investment is perform-
ing today. We may not be able to see the future, but by actively monitoring cli-
ent investments we can limit losses and strive to focus your investments in ar-
eas that are doing well.  

 

Caution When Financing Investment Real Estate 

Less than three years ago, one could still find seminars on getting rich by in-
vesting in real estate through speculation, rentals, flipping properties, and 
more. With housing values imploding in many areas of the country, a new issue 
has come up that the seminars never dealt with - the potential of owing thou-
sands in taxes if a property goes into foreclosure. 

Many individual investors financed the cost of a second home, rental or invest-
ment property, often through a mortgage on their primary residence. The prob-
lem is if that loan goes into foreclosure.  The difference between the loan 
amount and the property’s value in foreclosure is considered forgiven debt., i.e. 
taxable income.   

Under the Mortgage Forgiveness Debt Relief Act, effective from Jan. 1, 2007, 
through Dec. 31, 2009, a homeowner does not have to pay tax on debt for-
given by a lender — if the loan is backed by the property the homeowner lives 
in. The difference in value between the loan amount and a rental, vacation or 
investment property is taxable as forgiven debt. Most tax debts can't be wiped 
out in bankruptcy. They may be reduced, but are still owed at the end of a 
Chapter 7 bankruptcy case, and must be repaid in full in a Chapter 13 bank-
ruptcy repayment plan.  
 

 

If the DECLINE is It takes the following GAIN to break even 

-25% +33% 

-33% +50% 

-50% +100% 

-75% +300% 

-90% +900% 
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