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AVOIDING MORE BUBBLE TROUBLE 
 

 

During times like these there always seems to be 
fallacies or misinformation acting as catalysts to 
market extremes and volatility.  What investors 
experienced over the past six months, particularly in 
the United States, was no exception.  It started this 
summer when subprime first appeared as a potential 
problem.  Most experts ignored or severely 
discounted subprime by stating how small subprime 
loans were when compared to the entire U.S. 
economy.  What these experts failed to understand, 
and what we warned about throughout the summer 
months, were the ripple effects that subprime will 
have on the consumer for one as well as other sectors 
beyond real estate and financials.  This 
misinformation from the experts gave investors the 
opportunity to take profits not only during our 
Strategic Profit Taking call late last May, but also in 
July and October when the averages hit new highs 
despite our growing list of concerns.  The other trend 
into the 4th quarter of 2007 that made no sense to us 
was the rush to technology as the credit crisis 
worsened and recession worries first hit the radar 
screen.  This flight to quality included technology 
because investors erroneously figured that tech was a 
safe place due to its lack of a subprime connection 
and for whatever other reasons they recession-proof 
labeled the sector.  This was truly absurd because not 
only will tech always be economically sensitive and 
cyclical, but the hottest part of tech was consumer 
driven (Apple, Research In Motion, etc.) and we felt 
that the ripple effects of subprime would eventually 
hit the consumer - which we have already started to 
see with the retailers, and today with Apple, in 2008. 
 
We experienced similar misinformation in 1999-2000 
when the tech/telecom craze was at its heights.  An 
investment strategist did a feature on how the 
dotcoms would not only make brick and mortar 
retailers obsolete, but he also recommended avoiding 
energy companies because people would drive less 
due to the internet.  At the time, we were 

recommending the exact opposite by taking profits in 
those high flying tech stocks and actually taking 
advantage of quality energy companies at historic 
low valuations with oil flirting in the $10-12 a barrel 
area.  Heading into 2008, we not only reduced our 
exposure overseas, particularly in emerging markets, 
but also sold a portion of those energy stocks that we 
accumulated at the start of this decade.  
 
Another misconception was that the high end retailers 
would be unaffected by this downturn.  Back in 
October luxury retailer Tiffany & Company hit an all 
time high over $57 a share due to this misperception.  
At those lofty valuations with a definitive slowdown 
being ignored, Tiffany became a recommended 
“short” position for our Lancz Long/Short Portfolio.  
We have since covered our position after the 
company announced disappointing earnings last week 
– pushing its stock down to the low thirties.  The 
final and biggest misconception which may have 
come to light was this weeks sell-off initiated 
overseas when the U.S. markets were closed for 
Martin Luther King Day.  The trend to invest 
overseas was brought on by the misperception that 
the global markets are no longer linked with the U.S., 
so by investing globally you lessen risk.  We had 
been overweight internationally before this trend 
became popular and the more these global markets 
outperformed the U.S., the more concerned we 
became.  In fact, that is another bubble that may have 
to be relieved in 2008 – there are just too many 
investors taking more risk than they think because of 
this misperception.  Similar to the tech craze in the 
late 1990’s, investors are beginning to wake up to 
that risk and those that don’t will be disappointed.  
The facts are the global markets are still highly 
influenced by the U.S. economy and seeing emerging 
markets as a safe haven is similar to those investors 
that pushed technology and luxury retailers to new 
highs back in October by buying when they should 
actually have been taking profits.  
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PORTFOLIO SUMMARIES 
We would still stress reducing risk in portfolios as 
many investors are taking unnecessary and excessive 
risk similar to what we saw with technology in the 
late 1990’s.  Last week, we obtained a new account 
from New York and immediately sold many of their 
mutual fund positions to raise cash and lessen 
exposure in the emerging markets and other higher 
risk, overvalued areas.  Their emerging market funds 
were up 40% or more in 2007 and it seemed like an 
opportune time to lock-in gains.  Had we not locked-
in profits, half of their 2007 gains would have 
evaporated over the past five days.  It is obviously 
easier to sell before prices start to go down and that is 
why we recommended taking profits this summer 
when nearly all global markets were hitting daily new 
highs.  But a 75 basis point rate cut will not suddenly 
cure all of our ills and if your portfolio is too risky, 
adjustments should be made.  We still feel the 
excesses from the real estate and housing markets 
will take time to straighten out.  This may be similar 
to the tech bubble that took many quarters before 
investors could once again see favorable risk-to-
reward ratios.  As we have been saying for the past 
six months, it will be difficult and very unlikely for 
the markets to surge to significant new highs with so 
much uncertainty out there, and therefore, we would 
be cautious and let prices come down to your 
parameters when buying.  As prices go down we will 
get more positive, as there always will be select 
opportunities, particularly on weakness.  The fact of 

the matter is that while the global markets sold off 
over the past two days, many of the commodity 
markets - energy and food in particular have 
declined.  This is a good sign for the long term health 
of this market.  It not only alleviates some of the 
inflation worries and eventually helps the consumer, 
but lower commodity prices also give the Fed more 
flexibility should further rate cuts be deemed 
necessary.  The U.S. Dollar is holding its value 
relatively well into these declining interest rates is 
also a big plus.  Another positive is that the cash we 
recommended raising as recently as in October was 
yielding a competitive 5% at the time – with the 
Fed’s move these rates will continue to decline over 
the next few months, and this will eventually make 
high yielding stocks more competitive compared to 
fixed income and money market alternatives.  The 
long term investor may want to start buying these 
high yielding companies with the thought that a full 
size position can be bought into potential future 
weakness.  See the bottom of page 5 for our current 
favorites. 
 
We expect the volatility and emphasis on risk to 
continue to build in this push/pull type market.  Some 
of the positives we just outlined will be offset by not 
only all the uncertainties in the U.S., but the growing 
list of related problems overseas.  Keep your eye out 
for commodity prices because several major global 
economies are seeing signs of inflation to a much 
greater extent than the U.S. 

 

 

How global markets have faired 
Selling this month has cut deeply into the gains of the past two years in many markets 
for those that did not take profits. 

    

Index 2008 2007 2006 
Hong Kong -21.8% 39.3% 34.2% 
Japan -17.9% -11.1% 6.9% 
Mumbai -17.5% 47.2% 46.7% 
Frankfurt -16.1% 22.3% 22.0% 
Shanghai B -16.0% 181.3% 109.8% 
Seoul -15.2% 32.3% 4.0% 
Paris -13.7% 1.3% 17.5% 
London -11.1% 3.8% 10.7% 
S&P 500 -10.8% 3.5% 13.6% 
    

Source: USA Today research (1/22/08)   



Contrary to Public Opinion the Global Markets are Linked 
 

Nearly $7 Trillion of global stock market value has evaporated to start 2008 
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Reprint from Bull & Bear  

 

 
 

Passive Investing No Panacea 
 

There are many keys to long term investment success, but none of them are void of hard work and a strong batch of discipline. 

For over a hundred years, investors have sought ways to cut corners and find the foolproof method of investing. Many of the 

academic black box computer strategies that utilize historic quantitative analysis have become some of the biggest disasters 

when unexpected and unprecedented events occur. This was part of the cause of the dramatic sell-off this summer, as well as 

exactly what happened with Long Term Capital Management back in 1998. The fact is we feel the average investor becomes 

complacent if they believe an approach is foolproof or virtually guaranteed to outperform, but the truth of the matter is there is 

no such panacea. It is not as ideal to rely on a disciplined, intensive effort approach in a world where there are mistakes being 

made and no magic bullet. Some of the keys to what we have learned over the past quarter century can be broken down as 

follows: 

 

       1) Strategically being in the right areas or sectors of the market. It is not simply a matter of spreading assets into every 

asset classification and every segment of the market. A strategic approach that focuses on the areas with the best risk-to-reward 

can pay huge dividends over the long term. This is particularly the case when the markets go to extremes like in the latter part 

of last decade, when we become concerned about many outrageously priced technology stocks. Back then, technology surged 

to over 20% of the S&P 500, comprising a similar percentage to what the financial sector obtained this summer. 

 

       2) Being proactive instead of the typical reactive. The best current example of this comes from the technology sector 

which once again is becoming a favorite area - this time because of a flight to quality due to their lack of subprime problems. 

Our overweight position in technology mainly from holdings we purchased the past 1-2 years (when the sector was out of 

favor) will probably become an equal weighting by year end if the trend toward tech continues. In other words, we will lock-in 

gains as investors erroneously flock to tech as a safe haven because the sector will be seriously affected by an economic 

slowdown. Two weeks ago, Yahoo was the only tech opportunity still trading at an attractive risk-to-reward ratio, but now that 

the stock has appreciated of late, no technology company can be considered in buying range. 

 

       3) Be disciplined about taking profits and redeploy proceeds into lesser risk (low expectation) areas. This will not 

only prevent your portfolio from becoming a quasi-index fund, but more importantly reduces the portfolios risk, improving 

risk adjusted and, many times, overall performance. After all, a buy/hold strategy and other passive types of investing will go 

up and down with the general markets or indices minus expenses. We can give numerous examples of this from our strategic 

profit taking moves in the REITs, financials and utilities last May, to a more intricate current strategy of taking profits in the 

high flying oil area to redeploy profits into the depressed natural gas segment. 

 

      4) International opportunities - an area we have been emphasizing for years is now getting commonplace to a point 

where investors should tread carefully with any new purchases from current valuations. Four years ago we liked the 

infrastructure/commodity type plays like Cemex, Lafarge and Suez with select utilities, but have take profits in some of these 

areas to once again reduce risk and get more defensive with select out-of-favor healthcare recommendations like 

GlaxoSmithKline, Novartis and Sanofi Aventis. 

 

       5) Fixed Income - many investors make the mistake of figuring that a significant percentage of their assets should 

be in bonds, especially as they approach retirement. Just as with any investment, you have to get in at the right time rather 

than buy for the sake of owning into a category or classification. Now is not a good time to buy into fixed income because of 

uncertain credit concerns combined with historically low interest rates. Just like tech in 1999, investors in fixed income will be 

handicapped with low potential return and above average risk, just the opposite of what investors should seek. Safe monies 

should be placed in CDs of no longer than an 18 month maturity so that credit concerns are eliminated and interest rate risks 

are minimized. 

Source: The Lancz Letter (10/4/07)



 
 

 

UPDATE: Tuesday, 9:55AM, January 22, 2008 - The over 400 point D.J.I.A. and 100 point Nasdaq 
Composite freefall this morning is the type of long term opportunity we referred to last Thursday.  This does 
not mean we are out of the woods, but the positive we see with Bernanke's 75 basis point Fed cut is that 
the commodity markets have also been suddenly declining in price.  This will give the Fed more flexibility 
down the road should further stimulus be needed.  When you combine this with the significant decline in 
valuations among high quality industry leaders, it is much easier to use these panics to selectively buy 
rather than follow the herd.  This morning we have added Target (TGT) to our buy list as the stock hits new 
lows toward $47 a share.  This is an easy move for us considering it was part of our Strategic Profit Taking 
sell recommendations this summer near $70 a share.  Tomorrow's issue of The Lancz Letter will detail 
why we are not out of the woods yet, why we took profits in emerging markets going into 2008, and why we 
definitely would not get aggressive here. 

Thursday, 3:10PM, January 17, 2008 - We went into 2008 with a cautious approach, having raised even 
more cash with profit taking into those pockets of strength into the 4th quarter. Including our strategic profit 
taking from late May/early June of last year, our recommended cash position started the year at 24%. Just 
as importantly, we tried to reduce both the volatility and risk in our portfolios by trimming higher beta, more 
speculative stocks and focusing on more defensive plays that were still valued at or near historic lows. The 
more the stock market declines here, the less negative we will become - because this correcting of the 
excesses of the past in housing, real estate and now the “ripple effects” that we warned about into other 
areas, is much needed for the long term health of all global markets. We said we would be buyers into 
2008 – and it will be more a matter of gradually accumulating quality and being patient in taking advantage 
of upcoming weakness. 

 
 

Stocks to Accumulate for Income & Growth (1/23/08) 
 

Description Symbol 
Yesterday’s 

Low 
Percentage 

Yield 
Aggressive 

Buying Range 
United Parcel Service  UPS $64.01 2.62% $54-60 

NiSource Inc. NI $16.78 5.48% $13-16 

CH Energy CHG $35.51 6.08% $30-35 

Nicor Inc. GAS $37.40 4.97% $33-37 

Pfizer Inc. PFE $21.56 5.94% $18-21 

CIT Financial CIT $19.05 5.25% $16-19 

Merrill Lynch MER $49.23 2.84% $39-45 

Wachovia Corp. WB $28.41 9.01% $24-29 

JP Morgan JPM $37.66 4.04% $30-35 

     

  Average Yield:   5.14%  
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ABL’s Privacy Pledge 
 
As an investor rights advocate for more than two decades it comes as no surprise that your privacy at Alan B. Lancz & 
Associates, Inc., is one of our leading priorities.  We collect personal information to open your account(s), to process your 
transactions and to help us provide a better level of service. We do not sell your personal information to anyone. We protect 
the security and confidentiality of the personal information we collect.  Our relationship with you is our most important asset. 
We understand that you have entrusted us with your private financial information, and we do everything we can to maintain 
that trust. 
 
The Alan B. Lancz & Associates, Inc. ("ABL, Inc.") privacy policy applies to clients who are current or former ABL managed 
accounts and subscribers to our Member's Only website or The Lancz Letter publication.  Throughout the policy, we refer to 
information that personally identifies you or your accounts as "personal information." 
 
We do not sell your personal or account information to anyone; such information can be separated into the following 
categories: 

• Personal Information - This information may include, among other things, your name, address, phone number, social 
security number, marital status, spousal information if married, your occupation and employer, your tax bracket, name, 
address, and social security number of your beneficiaries, personal financial information that you provide to us on new 
account applications or other forms, or any additional information that you wish to share with your Financial Advisor. 

• Information Regarding Your Account History - As part of establishing a business relationship with you, we collect 
and maintain information regarding your investment transactions and other activities that occur here at ABL, Inc.. This 
includes items such as your account balance, payments, withdrawals, account activity, and correspondence with you. 

• Credit and Securities Industry Background Information - We may obtain a consumer or securities industry report 
about you upon the opening of your account from a reputable consumer reporting agency. These reports are used to 
verify your information, for general risk management decisions, or for any other legitimate business purpose. 

• Trust and Estate Information - If you make use of our trust or estate planning services, personal and financial 
documents such as trust agreements, wills, and tax records may be collected.  

       
 
We do not disclose personal information to third parties for marketing purposes and would disclose such only via the 
following limited exceptions: 

• We disclose personal information to companies that facilitate our business relationship with you (i.e. brokerage firms 
that we implement trades with on your behalf) or as requested by you (i.e. your CPA or tax attorney). 

• We may disclose or report personal information in limited circumstances where we believe in good faith the disclosure 
is required or permitted under law, for example, to cooperate with regulators or law enforcement authorities, resolve 
consumer disputes, perform credit/authentication checks, or for institutional risk control.  

 
How Does ABL, Inc. Protect the Confidentiality of Your Personal Information? 
The sharing of information with these entities is essential for us to fully service our clients and to satisfy our legal and 
regulatory obligations. All of these entities have legal or other obligations with respect to the use and disclosure of your 
information. In addition, some of these entities may have and provide to you their own privacy policies. If our policy on 
disclosing information ever changes, we will promptly notify you in writing. 
 
We restrict access to nonpublic personal information about you to those employees at ABL, Inc. on a need to know basis for 
that information. Our employees are bound by a code of ethics requiring confidential treatment of customer information and 
are subject to disciplinary action if they fail to follow this code.  We also maintain physical, electronic, and procedural 
safeguards that comply with federal and industry standards to guard your nonpublic personal information. For example, we 
limit computer and file access to select associates of the firm and deny access to unauthorized personnel.  We continue to 
evaluate our efforts to protect personal information and make every effort to keep your personal information accurate and up to 
date.  
 
If you identify any inaccuracy in your personal information, or you need to make a change to that information, please contact 
us so that we may promptly update our records. We will provide notice of changes in our information-sharing practices.  If, at 
any time in the future, it is necessary to disclose any of your personal information in a way that is inconsistent with this policy, 
we will give you advance notice of the proposed change so that you will have the opportunity to opt-out of such disclosure.  
 
If you have any questions or concerns, please contact us by e-mail at privacy@ablonline.com or call us at (419) 536-5200. 


