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Warren Buffett has said (a number of times) that one of the most important 

traits for investing is having the right temperament.  In essence, he was saying 

investors need to be patient, remain unemotional and stay focused on the long 

term. And the reason he, and all other successful investors understand (and 

recommend) this, is because it’s impossible to predict short term market 

movements. 

 

Market Returns 

Think about it. We’ve been writing about how profitable corporate America is 

for over two years. Since the low reached on March 9th, 2009 our markets have 

rallied significantly. However, they have not increased in a straight line 

upwards. Last year, the market experienced a significant third quarter dip, 

even though corporate America continued to increase its earnings and cash 

flows. We encouraged everyone to be patient and noted the short term 

opportunity this irrational dip provided.  

 

As we all know, the fourth quarter experienced a nice double-digit rebound, 

which continued into this year through last Friday. Over the first five weeks 

(ending February 3rd, 2012) of the calendar year, the S&P500 has increase 

almost 7%, while the Russell 2000 has increased more than 12%. We are 

obviously pleased with this significant run-up in prices, since it falls right in line 

with what we have said about Corporate America and their record cash flows. 

As we have said many times, we are mostly interested in the “price” one has to 

pay for those “cash flows”. Since we can now buy corporate cash flows at a 

very reasonable price, we know we’re going to eventually make money.  

 

Sometimes, you just have to be patient. 

 



Yeah, but… 

Under most circumstances, significant run-ups in the market make us very 

happy. And the truth is, we still feel good about current valuations and the 

excellent potential of the stock market over the long run. However, keep in 

mind, the S&P500 has rallied over 23%, while the Russell 2000 has rallied more 

than 37% over a very short time period of ONLY four months. This concerns us. 

Just like large dips are followed by significant run-ups…large significant run-ups 

CAN BE followed by significant dips. We don’t know when these dips may 

occur; however, lately we have received a few phone calls about increasing 

portfolio stock positions. After significant run-ups, we should be taking some 

profits, and doing the opposite. Don’t lose sight of the fact that Europe still has 

issues; Iran is trying to develop nukes; and global surprises (like Tsunami’s and 

the Arab Spring) happen. 

 

So, although we’re happy about the run-up in the market, and although we still 

love the market as a long term investment, we want our clients to remain 

conservative. We don’t want to get too greedy. It’s okay to take some profits 

off of the table. Over the last few weeks, we’ve been rebalancing our portfolios 

where necessary…and we will continue to do so. In some cases, that means 

reducing our stock holdings…not increasing them. And, in others, it just means 

rebalancing within the stock or bond market.  

 

Of course, we don’t want you to lose sight of the fact that our bond funds have 

also experienced a really nice rally as well. One of our largest holdings, Loomis 

Sayles Strategic Income (NEFZX) is up 4.8% year-to-date…in an environment 

where CD’s pay 2-3% annually! In addition, the bonds NEFZX holds are yielding 

a 6%. We said we had to be creative when it came to our bond holdings. That 

creativity is paying off in spades.     

 

Client Dinners 



Over the last few weeks, we have had a number of client dinners and 

luncheons across the state of NC, SC and Florida. The turnout has been 

excellent and the feedback has been even better. We love doing the dinners, 

as they give us an opportunity to thank our clients for their continued 

confidence in our services - and - it gives us a way to provide “perspective” to 

our investors. Some of you appreciate hearing our consistent long-term 

message reinforced, while others like the fact that we address many of the 

topics we all hear in the daily news cycle, which tends to be more short run 

oriented.  

 

Next week, we will provide a special “update” for those who did not get a 

chance to go to one of our lunches or dinners. The update will include our 

handout and a summary of our discussion.  

 

An Update on your Tax Data 

Finally, we know many of you are getting anxious about your taxes and your 

tax data. We will be sending out our tax data this Friday, February 10th, 

2012.  This is consistent with what we have been doing for a number of years 

now. We will always try to get our data out during the second week of 

February.  

 

This year, TD Ameritrade will send out their tax forms on or around February 

17th, 2012. We have no control over their packages. However, I can tell you 

that a number of advisors (including our firm) have pushed for a quicker 

release date. Unfortunately, the new rules and regulations that our industry 

faces have considerably slowed down tax reporting. 

 

In Closing  

As usual, if you have any questions or concerns regarding our updates, your 

portfolio or any of our investment strategies, please feel free to contact us 



immediately. We always look forward to hearing from you and thank you for 

your continued confidence in our firm. The recent referrals are much 

appreciated. As you know, we remain 100% committed towards your financial 

well-being at all times. If you need anything or your goals or time horizons 

have changed, please do not hesitate to call or drop an e-mail to set up an 

appointment. We are here to serve your financial needs, whatever they may 

be.  Again, we thank you for your continued confidence in our firm and the 

opportunity to work together! 

 

- Joe and The Gang at KWAG 
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your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or 

services.  Please also advise us if you would like to impose add. or modify any reasonable restrictions to our investment advisory services.  A 
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