
Year End 2011: Quick Recap and A Couple of Suggestions for 2012 

 
OK, now for the quick year in review and commentary. Basically, I see two 

important occurrences that likely will have an impact on investors both 

currently and in the foreseeable future:  

 

First, the arrival of the so-called "Arab Spring" earlier in the year, starting with 

Tunisia, spreading rapidly to Egypt and thence throughout the Middle East as 

well as Mediterranean Africa. At this juncture, anyone who says that they know 

and/or understand how this is all going to play out is, at best, just guessing. I 

wrote about this earlier, upon it's initial occurrence, relating it, for investors, to 

Chaos Theory -- essentially, these things are almost impossible to predict both 

in their initiation as well as how they will resolve. Only time will tell. 

Meanwhile, the world and life go on!  

 

Second, the European debt meltdown and looming recession (if its not already 

here). Greece lit the fuse, which is now traveling through Italy, Spain, Portugal 

and Ireland (something to be said for Guinness as the Irish appear to be the 

only ones acting as adults with some sense of responsibility). Despite great 

reluctance, the Germans and French (primarily) are having to bite the bullet 

(financially) rather than to see their best laid political / economic plans lying in 

tatters at their feet. Despite the best of intentions of European political 

scientists and theoreticians, as could be expected by most "intelligent" 

observers, it is virtually impossible to integrate economies without the 

concurrent political integration as well. One can always expect the human 

species to act as, well, the human species! 

 

A number of years ago I wrote that one of the most important words that 

investors should be cognizant of was "demographics." Back in the early 80's, 

when it looked like the Japanese would rule the world -- economically at least -

- the late futurist, Herman Kahn of the Hudson Institute, opined that the 

Japanese were long-term on the downward path due largely to their very poor 

demographic situation. We have been seeing this play out in Europe as well as 

more and more social welfare programs and costs are placed upon the shoulders 

of a shrinking, working, younger generation. As an example, the average age in 

Greece is a rapidly increasing 42. As the Greeks and others are now finding 

out, this is totally unsustainable. Worse, in addition to not being willing to pay 

for these generous benefits from current revenues (mostly taxes), governments 

have been borrowing to pay for them. Now the piper shows up and desires 

payment. Good luck to all of them!!  

 



Those in the U.S. should take notice of this because we have a potentially 

looming demographic issue as well. All that has to be looked at is how few are 

actually supporting the Social Security pyramid. I won't even comment upon 

Medicare and the looming baby boomer infusion into that system. The saving 

grace for the U.S. (important for investors -- this is one of the things that makes 

this country attractive to foreign investors) is that we still have an economic 

and political infrastructure that is attractive to immigrants who still want to 

come here to take their shot at grabbing the brass ring for themselves and their 

children. All one has to do is to look at some of the more successful immigrant 

groups and how quickly they and their next generations have both integrated 

into our country and succeeded. We've seen these groups contribute massively 

over the years and generations (not the least being the tax revenues and jobs 

generated by these successful individuals and groups). All that is required is for 

the Federal Government not to screw things up with their supposed, well 

intentioned economic / regulatory meddling and social engineering (see 

Europe) and some sort of rational immigration policy to attract these potential 

achievers. Note: I'm not saying that there isn't a need for "some" regulation and 

"some" social safety nets. 

 

The Chinese always used to wish their friends: "may you live in interesting 

times." That certainly could describe this last year and, given a looming 

Presidential and Congressional election in 2012, at a minimum, this is likely to 

be a similar, "interesting" year ahead. 

Two Items Investors Should Focus On In 2012 

If I had to suggest two things in the coming year, here are my choices: 

 

Know Where Your Money Is 

 

A question all investors should be asking themselves and their advisors 

currently, in light of the ongoing scandal at MF Global (see former NJ Sen and 

Gov John Corzine, et al) is: how safe is my money? If a multi-billion dollar 

firm like MF Global can be found to have been "playing" with not only 

customer funds, but leveraging them up to the hilt on some ill timed BETS on 

European sovereign debt plus "misplacing" over a billion dollars of customer 

money, what is your broker or advisor doing about the handling of your money. 

 

In answer to the question, as I've advised before, one of the ways that our 

clients are "protected" is that we do not hold any of their funds in our own 

hands. All funds are held at independent -- and insured -- custodians. No 



statements are generated by my firm, or me but rather by these independents. 

No funds can be removed or transferred or handled in any way other than as 

instructed, by the clients, in the absence of specific, written instructions to the 

contrary from and signed by the client. Neither my firm nor I can do anything 

with our clients' money in the absence of these written, provided instructions. 

Moreover, we are not in the business of trading for our own or even our 

customers' accounts. My own investments are held and handled in exactly the 

same manner as that of our clients and it shall remain as such so long as I am in 

the business.  

 

Correctly Setting Expectations 

 

A story to illustrate a point. Some friends -- including close ones -- choose not 

to have me handle their investments for them. Their reasoning is simple: they 

value our friendship far more than any potential investment success I might 

bring to them. They don't wish to jeopardize the friendship due to any 

disappointment in investment results. I have offered to help them primarily 

because I never wanted any of their spouses, in the event of their demise, to 

come to me and say: "you were his friend, why didn't you handle this properly 

for him instead of leaving me in this mess?" Yet, because of the fear of 

disturbing a friendship, some have chosen not to avail themselves of my 

counsel. This is perfectly understandable -- but only on one level. That level 

being that they would have expectations that I would not or could not meet and 

that would end a friendship. 

 

Here's where the problem is both for them and for investors in general. Most do 

not have properly set expectations as to what a coach or advisor can or should 

be expected to accomplish. Essentially, there are only three things that can 

happen and, basically, two of them are bad, as they relate to investing: 

 

Most investors out there expect their advisor to deliver excellent returns 

(whatever "excellent" is) and beat the market. After all, when one views the 

media -- both print and electronic -- this is what the average investor is lead to 

believe is possible. Records of market beating returns are touted -- even though 

it is for a short and statistically insignificant period. Most investors have short 

memories and don't recall that last year's ads touting great performance have 

now been supplanted by a new crop in this year's ads. 

 

Thus, investors and their advisors are set up for disappointment and 

disillusionment. Over the long-term, the aforementioned two bad things are the 

probability: 



 

1. Performance expectations are not met. Result: the relationship sours and                                                                                           

more than likely ends. 

 

2. Performance expectations are beat. Unfortunately, both on a statistical basis 

and from independent academic analysis, we find that superior performance, 

when it does occur, generally doesn't persist and both the investor and advisor 

find themselves back in situation where disappointment, on a long-term basis, 

is the result. 

 

3. Performance expectations are met. The only way that this can occur, on a 

consistent basis, is for the advisor and investor choose a path that is virtually 

guaranteed to occur. 

 

So what is this "path" of investment certainty? One where the only promise that 

is made is that all that will be delivered to the investor are the long-term returns 

of the various capital markets themselves, minus the frictional transaction costs. 

Ultimately, as numerous studies have shown, the long-term returns of the 

capital markets outperform the vast majority of the professionals who 

participate in and inhabit them. Portfolios that are comprised of capital market 

asset classes are expected, over the long-term, to generate returns that fall 

within statistically predictable ranges -- absent an occasional anomaly (both on 

the upside as well as downside).  

 

Thus, it behooves investors who are desirous of having a long-term successful 

experience, that meets their expectations, to invest in a manner that actually 

delivers the capital markets' returns to them, rather than following the siren 

song of supposed professionals, experts and gurus who promise much but, in 

the long-term, set investors up for a great deal of disappointment. 

 

The bottom line: have expectations that can actually be met. 

Holiday Wishes 

As is our custom, in lieu of holiday cards being sent, we have made 

contributions to the following charities in honor of our clients: 

 

1. Children's Wish Foundation of Alabama and Georgia 

 

2. St. Jude's Children's Hospital 

 



3. Cystic Fibrosis Foundation 

 

4. Georgia Special Olympics 

 

At this time, my colleagues and family and I wish to extend to all of our clients, 

friends and readers, our best wishes for New Year filled with health, 

contentment and wisdom! 
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