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Dear Clients: 
  
 I have often seen Chris make one of his famous graphical drawings on a yellow pad [with time across the 
bottom axis and price per share as the axis up the left side.]  Chris will start making little marks across the bottom 
of the chart saying, “the best thing that could happen to you would be that the market would stay down or even 
decline until the DAY YOU RETIRE.”  Chris dramatically pokes his blue pen at the chart indicating this imagi-
nary retirement date, “…and then whoosh the market goes up” he exclaims while completing his masterpiece with 
sold line flourish at a 45-degree angle into the future. 
 Although this illustration is true, I have always been a little uncomfortable that Chris was only implying 
one critical aspect of his explanation and not fully explaining another.  The first point is that while the market is 
down and you are contributing the same amount paycheck after paycheck, you are buying more shares per pur-
chase.  If the market continues down, the same amount put in continues to buy an ever-increasing number of 
shares.  So, for those of us who have continued to contribute regularly to our retirement plans as the market has 
gone down, and we are investing in the stock market (through the mutual funds in our 401(k) or 403(b) or whatev-
er), this down market will have a very positive effect on our long-term, tax deferred retirement plans. 
 The second point is that most of us have an even longer time horizon than Chris’ dramatic statement of 
“the day you retire.”  The actual point in time in the future when this money will be used is when you take it out.  
This date will in all likelihood be well into retirement.  Time is on our side.  Long term investing is one of the 
most important keys for investing in the stock market.  Unless you actually believe the possibility of Jonathan 
Clements’ tongue in cheek suggestion on the next page that the Dow could lose 100 points each of the next 92 
trading days, then continued participation in your retirement plan during this downturn may be the best thing you 
could do. 
 
Best Regards, 
Don 



 Look on the bright side: If the Dow Jones Industrial Average loses 100 points every day, all the suffering will be over in just 
92 trading days.                                                                                                                                                             
 Sound flip? There's an important point here. The market meltdown can't go on forever. Indeed, despite disclosure of ac-
counting fraud at WorldCom Inc., the Dow industrials closed down just 6.71 points Wednesday.                                                                                                                                               
 That small loss might seem surprising, because the WorldCom scandal goes to the heart of what ails the stock market. How 
large are corporate profits? It's hard to put a value on stocks, when you don't know what companies are earning.                                                                                                           
 But maybe -- just maybe -- the market has done most of its damage. For investors, the goal is to avoid compounding that 
damage and instead seize the opportunities presented. To that end, here are five savvy moves to make now.    

 Put It in Perspective: The stock market has been sinking for over two years. The Nasdaq Composite Index is off 72% 
from its early 2000 peak, the Dow industrials are down 22% and the Standard & Poor's 500-stock index has fallen 36%.                                                                                                       
 To be sure, further losses may lie ahead. But the worst is almost certainly behind us, so this strikes me as a terrible time to 
reduce your stock exposure.                                                                                              
 If you are on the verge of panic selling, spend a little time talking with your spouse, friends and colleagues about your port-
folio. Maybe they will help you keep things in perspective. Think about when you will be forced to tap your stock portfolio for cash. 
In all likelihood, it will be years before you need to unload stocks.                                                                                                                      
 Also, focus on what has happened to your overall wealth, including not only your stocks, but also the value of your home 
and your bonds. Despite your stock-market losses, your total wealth probably isn't much lower than it was at the start of the year.  

 Take Losses: Even though I don't believe investors should reduce their stock exposure, you may want to do a little trading.                  
 In particular, this is a great time to sell losing stocks held in your taxable account. Most folks wait until the end of the year 
to realize tax losses. But there's a decent chance stock prices will be higher by then. If you sell now, you may get a far bigger tax 
benefit. Those losses can be used to offset capital gains and even ordinary income.                                                                                                              
 This is also a great time to consider converting your regular individual retirement account to a Roth IRA. True, that will 
trigger an income-tax bill on the taxable amount converted. But thanks to your portfolio's depressed value, the tax bill will be much 
reduced.                                                                           
 In return for taking that tax hit today, you will reap a rich reward in retirement, because everything coming out of your Roth 
will be tax-free. To convert a regular IRA to a Roth, your adjusted gross income has to be $100,000 or less.   

 Run to Funds: If you sell losing investments, what should you do with the proceeds? You can't buy back the same stock 
within 30 days or you will trigger the "wash sale" rule and thus negate the tax loss.                                                                                                                                                              
 In any case, you probably don't want to repurchase the same investments. In the late 1990s, many folks ditched their mutual 
funds and loaded up on individual stocks, especially technology shares, only to see those shares mauled by the bear market.                                                                                   
 If you got burnt buying individual stocks, consider returning to stock funds. Why? When the market rebounds, any decently 
diversified stock fund should go along for the ride. But the sad truth is, there are many individual stocks that will never revive.                                                                                
 What if you remain a believer in technology stocks? I would still swap into funds. But to maintain an overweight in tech 
stocks, you might lean toward battered growth-stock funds that remain heavily invested in the sector.     

 Look Back: Many observers have speculated that this is the start of a dismal period that will rival the 16½ years that ended 
in 1982. Over that stretch, the blue-chip stocks in the S&P 500 gained just 5.1% a year, including dividends, according to Chicago's 
Ibbotson Associates.                                                        
 I am dubious of such historical analogies. Still, when folks discuss 1966-82, they often neglect to mention that smaller U.S. 
companies and foreign markets posted decent gains during this period. Over the 1966-82 stretch, small stocks jumped an average 
12.7% a year, while foreign markets climbed more than 9% annually.                                                                                                                                 
 I wouldn't be surprised to see a similar pattern over the next 10 years, with small and foreign stocks outpacing blue-chip 
shares. While most global markets remain richly valued compared to dividends and earnings, larger U.S. companies are especially 
expensive. Don't have much exposure to small and foreign stocks? Consider bulking up on those market sectors.  

 Seize the Opportunity: As I have argued many times in this column, stocks are likely to post low returns in the decade 
ahead, possibly averaging just 7% or 8% a year. To compensate, you may want to save more, thus ensuring you amass enough for 
retirement and other financial goals.                                     
 Saving more seems particularly smart right now. The fact is, the economic outlook today appears no worse than it did a few 
weeks ago and yet share prices are off sharply.                                                          
 My advice: Ignore the frightening headlines and the doom-and-gloom pundits. Nobody knows where the bottom of this 
market is. But if you regularly stash a little money in stocks, you will eventually be very happy you persevered. The market will in-

deed rebound, and the shares you buy today will someday be worth far more. 

--Republished with the permission of Dow Jones from The Wall Street Journal Eastern Edition [Staff Produced Copy Only], Jonathan Clem-

ents, 2002; permission conveyed through Copyright Clearance. 

  GETTING GOING  
  By Jonathan Clements 

Damage Control: What to Do To Stanch Your Stock Losses
        June 27, 2002         



“Life is like a box of chocolates – you never know what you are going to get.” – Mrs. Gump 
  

 With all of the uncertainty in the marketplace today, this saying continues to become more and more 
relevant.  And, yes, the cynics among us may say, “Well, we know that the market is going to go down, so 
where’s the surprise?”  But how does this uncertainty apply to the real world? 
 Let me try to illustrate this through a golf analogy (surprising choice of topic, I know).  We can view 
the PGA Tour as the marketplace.  Tiger Woods is the fantasy that just isn’t achievable for the rest of us (20% 
annual returns forever).  For the remaining pros, nobody knows exactly what to expect from shot to shot, hole 
to hole, or tournament to tournament.  They can receive lessons from their coaches, spend extra time on the 
putting green, buy the best equipment, etc. – nothing will guarantee them success the next time out.   But what 
all of that time and effort can do is improve the probability of success, so that the talented and well-
disciplined player can reasonably expect to succeed more often than he fails and come out ahead in the long 
run. 
 Now how does this tie in to uncertainty and our investment philosophy?  Let’s compare two golfers on 
the tour: Davis Love III and Bob Tway.  Davis Love is the number 7 ranked player in the world and has com-
peted in 18 tournaments this year.  The results over these events are dramatically erratic (remind you of the 
stock market?): 4 top 10’s, 8 top 25’s, and 5 missed cuts!  That means that one of the 10 best golfers in the 
world completely failed over 25% of the time.   
 So let’s eliminate the uncertainty by bringing in Bob Tway – the CD’s of the PGA Tour.  Bob is the 
definition of a “steady Eddy”, having made the cut in 14 straight events.  He doesn’t turn in a Top-10 perfor-
mance nearly as often (twice), but you know what you are going to get.  Which golfer will Las Vegas get your 
money on? 
 What is the final tally?  Well, despite all of the uncertainty associated with Davis Love III, he is cur-
rently 18th on the 2002 money list with $1.4 million in earnings.  In fact, over the past five years (1998-2002), 
he has been 11th, 3rd, 9th, 5th and 18th (currently) in earnings.  Our known entity, Bob Tway?  He is lingering in 
47th place on this year’s money list, and his highest finish over the past five years was 24th.   
 The moral of the story?  Patience pays off over the long run.  If you had to predict the result of any one 
tournament (you need the money for college in September), Bob Tway would be your man.  But if you are 
working with a long-term perspective (you need the money for retirement over many years), consistently put-
ting your bet on Davis Love III will work out at the end of the season.  It may not be the easiest approach to 
stomach from week-to-week, but it produces results.   
 Investing is no different.  It is critical to put in the time and effort to train and be prepared.  Over any 3
-month or 1-year period, anything can and probably will happen in the stock market.  Yet over long periods of 
time sticking to your game plan and being willing to endure the ups-and-downs consistently produces better 
results! 
 
Written By:  Greg Rademacher 

 
 

 


