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Tune Out the Noise
There’s a reason that investors tend to only hear about
“looming” market doom or “imminent” market
growth. While many news outlets have incentive to
draw viewer attention with wildly bullish or bearish
predictions, these sensationalized views may be a
distraction to a sound investment approach. When
tempted to make a radical change to your investment
portfolio based on these headlines, it is important to
recall some basic fundamentals to keep your plan on
track.
Drown out the noise. Market movements are
notoriously difficult to predict. The media outlets that
scream the loudest are not always the most accurate.
The fallout from attempting to time the market in
response to one of these predictions can be dangerous
to your portfolio.

investors to know the performance of their accounts,
short-term market fluctuations can be quite volatile.
While the probability of realizing a loss within any
given day is high, the likelihood of realizing a loss
historically has decreased over longer holding periods.
Periodic review of an investment portfolio is necessary,
but investors shouldn’t let short-term swings affect
their view of the future.
Stay focused on the long term. Investors who have
taken the time to determine a sound investment plan
based on specific goals and risk tolerances are best
advised to stick to that plan. While it may not always
grab headlines, a sensible, tailored investment plan
may be the best solution to meeting long-term goals.
Holding a portfolio of securities for the long term does
not ensure a profitable outcome, and investing in
securities always involves risk of loss.

Look, but don’t stare. While it’s important for
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Last quarter we discussed how
individuals could use tax season
(April 15)each year as an
appropriate time to review their
estate plan and beneficiary
designations. In the same
manner, the month of July is a
good time for them to undertake
a mid-year check-up of their
financial assets. Fluctuations in
capital markets can result in
target asset allocations becoming
out of balance. For example, the

strength of equity returns over
the past year has caused many
portfolios to become overweighted in stocks as compared
to fixed income and cash targets.
A mid-year check-up can help
investors remain disciplined and
adhere to their previously
selected target allocations. Rebalancing out of equities can be
difficult in a market that always
seems to go up. However, it is
just this sort of discipline that

pays off when equities finally
begin to correct. We believe
reviewing asset allocations on a
semi-annual basis, as well as
evaluating upcoming cash needs,
are important exercises for
keeping investors on track toward
their financial goals.
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Monthly Market Commentary
Economic data from the past month revealed some
positive trends, with upbeat employment numbers for
June being the biggest headline. In addition, weekly
shopping center data from the ICSC have now broken
out to new highs; auto sales exceeded all expectations
in June despite some strong headwinds, and pending
home sales made one of their biggest jumps in the
history of the now 5-year-old recovery.
GDP: The last GDP revision was a huge bomb, now
showing a massive and unexpected first-quarter
decline of 2.9%, from a previously estimated rate of
decline of just 1.0% and the original estimate of 0.1%
growth. Two thirds of the revision was due to negative
revision to the effects of the Affordable Care Act, and
a third was due to an expected revision in net exports.
Based on the nature and size of this revision, plus a
poor consumption report for April and May, economic
growth of 2% in 2014 is now starting to look
aggressive even to the most optimistic. Because of the
consumption data in April and May, it looks like the
best-case scenario for the second quarter is now
somewhere around 3% GDP growth.
Employment: The June employment report was strong
as the economy added 288,000 total jobs compared
with the 12-month average of 208,000. Professional
and business services, which tend to be higher-paying
jobs, were the strongest sector with a gain of 67,000
versus a 12-month average of 53,000. Despite all the
positive news, the longer-term private payroll growth
rate, using an average of three months of data
compared year over year, ticked up to 2.1%, which is
right in line with the slow and steady pace we have
experienced over the past two years.
The unemployment rate decreased by 0.2%, to 6.1%.
The labor force participation rate was unchanged at
62.8%, which is a positive because it means that the
unemployment rate went down because of increased
employment and not workers leaving the job force.
Over the past year, the unemployment rate has
dropped 1.4%.
Housing: Both new homes and existing homes moved
nicely higher in May than in April and were
considerably above expectations. This may be a sign
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that interest in housing in general is improving. With
the labor market growth continuing, weather
improving, mortgage rates down again, and home
price growth slowing, the picture looks good over the
next several months, and housing may be a bright spot
in the second-quarter GDP report after negative
results in the fourth quarter of 2013 and the first
quarter of 2014.
Home price growth, however, continues to slow. Some
of the more drastic slowing in growth rates has been
on the West Coast where annually growth rates that
may have soared as much as 30% at one point have
now moderated to 20% or less, according to CaseShiller. The rest of the nation in general has seen a
slowing in price increases, but not nearly as dramatic.
Remember, we are talking about slowing growth rates
and not price declines. For the full year, Morningstar
economists are expecting 5%–6% increases in home
prices, a much more palatable level for homebuyers.
Consumption and Personal Income: The poor GDP
report for the first quarter was followed by even more
disappointing consumption data, which now showed
consumption expenditures slumped 0.2% in April and
0.1% in May. (The May data had a lot of quirks
including a large drop in food spending and a massive
swing in utility bills.) However, the month-to-month
data has proven to be exceptionally volatile, while year
-over-year data averaged over three months has shown
almost rulerlike growth at around 2.0%. The income
report provided at least a small antidote to the GDP
and consumption reports, notching its fourth
consecutive month of growth. Income growth for May
was 0.2% (or 2.4% annualized), which should have
fueled more spending growth than it did.
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Investing in Real Estate
Investors can gain access to commercial property
through real estate investment trusts, or REITs. These
trusts have attained attractive returns over the past 30plus years, providing investors with the income
earning potential of bonds and the price appreciation
of stocks. With REITs, you may get the best of both
worlds.
There are three types of REITs: equity, mortgage, or a
hybrid of the two. Equity REITs invest in, or own,
commercial real estate and use property rents as
revenue. Mortgage REITs invest in loans secured by
real estate, earning income through mortgage interest
and fees. This article will concentrate on equity
REITs, which make up a great majority of listed
REITs, according to the National Association of Real
Estate Investment Trusts (NAREIT). In fact, if you
are interested in learning more about REITs,
NAREIT can provide a lot of useful information.
A company must satisfy certain criteria before it can be
classified as a REIT. First of all, the company has to
be in the real estate business, and at least 75% of its
assets must be real property. At least 75% of the
company’s revenue must come from real estate, and
(this is rather important for investors) at least 90% of
taxable income must be distributed annually to
shareholders. For this reason, REITs can be
considered good income-producing investments.
A portfolio of stocks, bonds and cash improves
through the addition of REITs, due to the power of
diversification. Because each type of asset does not
react identically to the same economic or market
events, combining them can often produce a higher
return with less risk.
Take the example below. Portfolio A consists of
stocks, bonds and cash. The portfolio’s total return
from 1972 to 2013 was 10.1% with a risk of 10.3%.
Now look at Portfolio B, which had a 20% allocation
to REITs over the same time period. Not only was its
return higher at 10.4%, but its risk was also lower,
9.5%.
Nowadays, REIT investing does not have to be
limited to the United States anymore. It’s true that the
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U.S. still holds the largest percentage of the global real
estate market capitalization, but more and more
countries are introducing REITs, especially in Europe
and Asia, creating more investment opportunities.
Hong Kong, Japan, and Singapore are growing real
estate markets in Asia, while the United Kingdom,
France, and the Netherlands are developing in Europe.
Do keep in mind that diversification does not
eliminate the risk of investment losses, and that REIT
investments are not suitable for all investors.
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Two Types of Diversification
Diversification works on the principle that not all asset
classes react the same way to market events. For
example, when stocks go down, bonds have a tendency
to go up, and vice versa. This way, by combining
various assets in a portfolio, investors may be able to
protect themselves from extreme market fluctuations.
Classic diversification involves combining different
asset classes: stocks, bonds, cash, gold, and so on.
However, it is also possible to diversify within a
certain asset class; by size, for example. Within the
stock portion of a portfolio, an investor could combine
large-, small-, and mid-cap stocks and obtain potential
diversification benefits, because stocks may behave
differently based on their market capitalization.
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