The Road Ahead
A

new year inevitably brings the predictions and projections out of the
woodwork. 2012 is a presidential election year, and the last time we
did that, things didn’t go so well (-37% S&P 500 in 2008). However, the
election year results since 1948 have averaged 9.79%.* Most of us would
sign up for that if we could, given the past several years.
Many theories other than the Presidential Election Cycle Theory exist for predicting market
performance. There is the Super Bowl Theory, the Dogs of the Dow Theory, the Dart
Board Theory, and others. At the end of the day, no one has a working crystal ball or
tomorrow’s newspaper.
I sift through a good deal of information regularly to remain current with events impacting
financial markets. It is often equal parts optimistic and pessimistic, depending on the
bias of the author. The numbers and corresponding rationale proffered usually need to be
taken with a grain of salt, because numbers are like POWs… “torture them long enough
and they’ll say anything.”
Bias (maybe) aside, here are some important points worth noting as we begin 2012.
• Europe remains a work in progress, but has not imploded as some predicted.
• The US equity market (S&P 500) has increased 90% off the March ’09 lows.
• The international market (MSCI EAFE) has struggled to produce appealing results 		
over the past 5 years, and especially during 2011 when it was -12%.
• Interest rates (and inflation) remain low, with little short term movement expected.
• 2011 was marked by strong corporate profit performance.
• The housing sector is strengthening.
• Unemployment appears to be diminishing nationally.
We have a long way to go when you consider the trillions of dollars lost, those still
unemployed, Washington’s dysfunctional spending, historic market volatility, and our
increased interconnectedness with the global economy and geopolitical events. However,
we’re in a more stable state of equilibrium than we were three short years ago, with
legitimately positive leading indicators. That’s not a prediction; rather a reminder to keep
proper perspective and emotion when investing.
Sincerely,

W

ith gasoline prices rising substantially over
the past decade, Americans increased their
sensitivity for their vehicle’s efficiency, known
as “miles per gallon” (mpg). More miles traveled per
gallon of fuel burned in our automobiles equates to
money in our pockets.
A simple corollary exists in the investment world. We
want our investments to be efficient, not as measured
by mpg, but as measured by something called an
“alpha ratio.”
An alpha ratio measures the performance of a mutual
fund on a risk-adjusted basis. It seeks to answer the
question, “How well does this fund perform, per unit
of risk taken?” The alpha ratio considers the volatility
of a mutual fund, and its performance relative to a
benchmark, usually the S&P 500. The excess (or
deficient) return relative to the benchmark is the alpha
ratio. The S&P 500 has an alpha ratio of 0.00, by
definition.
The alpha is an important consideration when
evaluating investment options because it is a critical
component of determining a “risk-reward ratio.” While
alpha ratios do change over time, they do not typically
shift as significantly as rates of return over a given
period of time. So, while they are not predictors
of performance, they may be considered as more
reliable indicators of efficiency, in contrast with only
considering historical returns.
We continually monitor the alpha ratios in your funds
as part of the analysis and management of your
portfolio. A variety of factors can influence alpha ratios
over time, but when we see an apparent sustained
negative trend emerging, we will bring that to your
attention, along with alternative solutions.

John D. VanDyke
*Ken Hawkins, Investopedia.com 9/24/11
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