
If You Owned a Home in Tall 
Pines, You Would Be Home Now. 

Back in the Dark Ages when I was in law 
school, I would occasionally make the trip 
from Columbia, SC to visit my folks in Mt. 
Pleasant, SC. If you had ever made that drive 
down I-26 twenty-five years ago, you might 
recall how boring it was. When I would get 
near Summerville, about twenty miles from 
home, I would pass a billboard that read as 
the title to this letter.  

It may be a little odd that I recall a billboard 
on the highway, but it struck me as very pe-
culiar. First, I did not live there. Second, I 
had no intention of living in Summerville. 
And, third, even if I did live there, I may not 
be home at that particular time. 

In our letter to our clients included with their 
quarterly reports I noted that the quarter 
ended on a positive note, but one quarter is 
not sufficient to judge our performance. I 
then wrote: 

 “What if, on September 1, 1996 I told 
you that over the next ten years I would 
promise you an annualized return of 9.41%. 
Would you take me up on it?..... You should 
have because that is the ten-year annualized 
return for the DJIA for the period ended Au-
gust 31, 2006. Short-term performance is 
nothing but noise. You can’t panic. You can’t 

become exuberant. Investing shows its bene-
fit only over an extended period of time.” 

The point I was trying to make is that it is 
time, not timing that determines the success 
of an investment strategy. Seemed simple 
enough to me. But, I have been doing this for 
a long time. Often what I assume is simple is 
not simple to others. So, of course I got a call 
from an advisor. One of our clients had 
called him asking why she had not gotten 
that return. 

The answer is easy enough. To get that re-
turn, she would have had to open her ac-
count on August 31, 1996. She then could not 
add funds or withdraw funds from the ac-
count for ten years. Finally, all assets would 
have to be invested in a Dow index fund. 

So, how many parts are there to achieving 
that return? How many people actually 
would have done that? My guess is, not 
many, if any.  

The first problem is that there was no index 
fund or ETF that tracked the DJIA in 1996. 
The DIAMONDS Trust (DIA) did not open 
operations until January 20, 1998. Dow Jones 
& Co., Inc. did not license anyone to create a 
fund following the index until State Street 
Global Advisors.  

But even had there been such an investment, 
how many folks would have stuck with it 
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through three consecutive 
negative years from 2000 to 
2002? Better yet, how many 
would not have fallen vic-
tim to the Siren song of 
technology stocks in the late 
Nineties? 

Anecdotal evidence sug-
gests that most investors do 
very poorly in the market. 
Remember the DALBAR 
Quantitative Analysis of In-
vestor Behavior? DALBAR 
annually examines the re-
turn of the S&P 500 vs. the 
“Average Equity Investor.” 
The 2005 study covered the 
period from 1985 to 2004. 
Over that span of years, the 
S&P 500 delivered an aver-
age annual return of 13.2%. 
The average equity investor 
realized an average annual 
return of 3.7%.  

To put that in perspective, 
assume you had $1000 on 
January 1, 1985. Let’s say 
you had two options. You 
could put the money in the 
Vanguard Index 500 fund 
and lock it away for twenty 
years, or you could invest it 
as you wished.  

If you chose the Vanguard 
option, when you opened 
the vault on December 31, 
2004, your account would 
be worth roughly $11,938. 
That is certainly better than 
a sharp stick in the eye. 

However, if you were Mr. 
Average Investor, you 
would only have $2,068. You 
may have had a lot of fun 
playing with the money, 
moving from one investment 
to another. Maybe you en-
joyed the adrenalin rush of 
the late Nineties and the de-
pression of the next few 
years.  

But, the bottom line is that 
your portfolio suffered. De-
pending on goals and objec-
tives you had at the initial 
investment, you may not be 
a happy camper. 

The problem for investors is 
a lack of discipline. And, in 
this instance, I am not just 
talking about individual in-
vestors. Many brokers, advi-
sors, mutual fund compa-
nies, brokerage firms, et al., 
do not have the discipline 
required to help you succeed 
at investing. Why? They 
place a premium on market-
ing first. We are fortunate to 
work with advisors who 
place their clients’ interest 
first.  

There is not a lot of new cash 
being generated, so the in-
dustry relies on money mov-
ing from firm to firm, fund 
to fund. This is vital for the 
firms and advisors. It is of-
ten not so good for the indi-
vidual investor (see the 

DALBAR study). 

The media— whether it is 
CNBC, the Wall Street Jour-
nal, Forbes, or your local 
news media—tell us every 
day how the market has 
done. If your portfolio does 
not meet or exceed the per-
formance of your favorite 
index, it creates angst. 

The mutual fund factories 
continually slice and dice 
the market like a Vegematic. 
If its hot, we’ve got it! There 
are around 9000 mutual 
funds and 8000 hedge funds 
to choose from. I guarantee 
you there are not 17,000 
great managers out there. 

If you want to succeed, you 
must have a plan and the 
will to stick with it. Some-
times you just need patience 
and discipline to get where 
you want to go. 

  


