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By Terry E. Nager




                     Standard & Poor’s 500 – Last two months
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                 Source:  BigCharts.com  November 3, 2008   Disclaimer: This chart if for an illustration only.  Past performance is no guarantee of future results.  

It appears that the market is finally building a base.  On October 10 the market established the new low for this “bear” market.  Since then it has tested that low several times and as of the writing of this letter it is holding firm.  We believe that this may well be the interim bottom that we have been looking for and therefore we are scaling back our hedged position.  However, if our judgment is incorrect and the base is breached, we will either reinstate fully the hedge or may even move to a cash position and wait on the sidelines until a discernible bottom is formed.  Alter-natively, if we are correct, then a market rally that could last for weeks or even months may occur.  Please note that at this time we are looking for an interim rally that may be significant but not necessarily the end of the “bear” market.  








October 2008 has produced some of the greatest volatility ever seen in stock market history both in the US and even to a greater degree in the foreign markets.  We have experienced intra-day swings of 10% on a number of days and even finished with 900 point Dow gains on two of the days.  This volatility cannot continue at this pace.  It will gradually diminish for various reasons.  First, the forced liquidations from hedge fund withdrawals referred to in the last newsletter will be completed and the mutual fund redemptions from panicked investors will begin to dry up.  Second, the enormous amount of money being generated by central banks and governments around the world (especially our own) will have a large impact on the world’s stock markets even if it turns out to have an inflationary effect in the future after this crisis passes.  Third, the stock market’s role as a discounting mechanism has foretold a significant economic downturn as least through the first half of 2009.  A 40+% market drop probably has completed the bulk of the downturn forecast at this time. As the volatility diminishes the markets will stabilize and will probably rally from a very oversold condition. 


With October behind us, what will likely wind up as one of the very worst months in market history, came to a conclusion.  It has certainly been the most difficult month in our time in this business.  We suffered losses a little more than one-half that of the market even though we had a partially hedged position along with a substantial cash position.  The losses occurred because of the freakish nature of the market during this unusual month.  Value stocks, defensive stocks, growth stocks, energy stocks, commodities and even gold declined violently and there was nowhere to hide.  It was like a financial “black hole” that sucked every asset class into it. The clearest example of this irresistible force was exhibited by the effect upon the First Eagle Global Fund.  As many of you will recall, this fund gained a positive return in each of the three “bear” market years of 2000 to 2002, averaging 10% per year.  This conservative value-oriented fund with the same legendary manager in place has declined over 20% in this extraordinary year.  So much for a scary Halloween because it marks the end of October!














What About the Rest of 2008?
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Special points


of interest:


October was one of the very worst months in market history.


Conservative value-oriented fund with strong management declined over 20% in this extraordinary year!  


We’ve seen some of the greatest volatility ever in both US and foreign markets.


October 10th, market established a new low for this “bear.”


There was nowhere to hide!








When Does It All End?








    November 6, 2008
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The financial world has crossed a threshold and it will be very different than the pre 2008 era.  Credit and lending standards have grown much more restrictive and the amounts of leverage (borrowing for investment purposes) will not be available at anywhere near the levels of the previous years.  Therefore, economic growth will have to come on a more fundamental basis through earnings growth rather than borrowing.  In this new era, growth will come at a more measured pace and cash yields (at least in the next year) may be hard to come by. Consequently, we feel that we need an additional investment tool at our disposal.  We think that having the ability to use “ 
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“covered calls” as a way to generate additional returns and cash flow will enable us to do a better job for our clients.  Covered Call Writing is a conservative investment strategy that is especially effective in a flat to slightly declining market.  If you would like a more detailed explanation of how it would work please call and discuss it with one of us.  



































What is a Covered Call?


   First, one must begin with an underlying security, like an ETF (Exchange Traded Fund – which is similar to a mutual fund).  Then a call – which is an option or a right to buy an ETF (or other security) at a certain price for a specified period of time – is sold against the ETF for a premium (money) which is paid for that right. 


What Does This Mean for You?


   The “covered” aspect means that YOU, the investor/seller of the call, do not take on the market risk of the “call” rising in value because ownership of the underlying ETF rises also in direct proportion.  Therefore, you keep the premium as the profit.


   This strategy is best suited for a market that is moving sideways or slightly upward or downward as we anticipate.  A rapidly rising or declining market does not work as well although you would still make money in an up market and the premiums would offset some of the losses in a declining market.
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”We will need an additional investment tool at our disposal.”








A New Weapon for the Arsenal!











