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Winkers on Wall Street
We entered the year optimistic for equities due to the strong 
earnings being produced by corporations worldwide. Not 
one of our research sources foretold the pending global 
distractions that would unfold over the last ninety days. 

The pursuit of democracy in the 
Middle East tumbling or challenging 
decades-long dictators in Egypt, 
Tunisia and Libya was not even 
suggested entering the year. Unrest 
has spread to Jordan, Lebanon and 
Sudan, and by Independence Day 
they might be celebrating their own 
independence. If we had known an 
earthquake/tsunami/nuclear threat 
would take place in the third largest 
economy in the world, we would have 
been more cautious. Even this event 
wasn’t sufficient to distract the steady 
progression of stock prices. Similar 
to a racehorse with blinders (winkers 
in Australia), the market maintained 
a steely focus on earnings despite the 
many distractions. The result was the 
second best first quarter gain since 
1998 with an advance of 5.9% for 
the S&P 500 index for the first three 
months of 2011.

The singular obsession with earnings 
is nothing new for the folks that 
manage money. For many a decade, 

the knowledge of the direction of 
earnings has been the catalyst for stock 
prices moving higher or lower. Like 
most investment firms, we use outside 
research analysts that provide us the 
earnings data for the companies we 

follow. The financial media is in a tizzy 
covering the case of Raj Rajaratnam, 
hedge-fund manager of the Galleon 
Group, who couldn’t quite wait for the 
public data on earnings and paid for 

Carnegie Ranked By Crain’s 
Carnegie Investment Counsel 
was recently ranked #11 in 
Crain’s Cleveland Business’ 
April 11, 2011 List of Largest 
Money Managers.

Carnegie was also the fastest 
growing firm among managers 
with$100 million or more under 
management. Thank you for 
your referrals and confidence.

Spring is Here 
Now that the snowy days on 
the Lake Erie Shore are gone we 
look forward to great baseball, 
great weather and hopefully 
even greater financial markets— 
Enjoy!

The Carnegie Counselor

In the news
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On the final day of the year, the Wall Street Journal’s 
headline article stated, “Winners of 2013: Boring Investors.” 
The content of the article made the case that investing in 
quality U.S. stocks resulted in the best gains for last year. 

For some reason they seemed to be 
exasperated that being an investor 
in well-run, growing companies 
worked so well. They even went 
so far to state “the smart way 
to play the markets has been to 
follow the dumb money.” Since 
our investment style is to make 
investments in leading companies 
or funds and not attempt to out-
think the markets, our disciplined 
approach is considered boring. 
Considering the results, and more 
importantly, our clients, we’d rather 
be boring than excitingly below 
average.

Over the past thirty years, with the 
growth of the consultant’s role in 
advising institutional investors, a 
clarion call has gone out promoting 
complex diversification in all asset 
classes, including illiquid niches. 
While this might be logical for 
the California State Teachers 
Retirement System or the Yale 
Endowment with hundreds 

of billions of dollars to invest 
and an investment horizon for 
generations, this isn’t the situation 
for most investors. With the 
advent of exchange traded funds 
and specialized mutual funds, 
it is very easy to slice and dice 
the market and allow smaller 
investors to participate in asset 
classes historically out of reach. 
With a click of a button you can 
own shares in a Nuclear Energy 
Fund, Timber ETF, Egypt ETF, 
Junior Gold Miners ETF, Rare 
Earth ETF, or if you prefer, the 
mortgages of homes in Las Vegas 
and office towers in Miami. If you 
are particularly smitten with your 
knowledge of interest rates, it is 
possible to bet against the best 
minds of Wall Street and their 
trading machines by buying the 
Double Inverse Treasury ETF, 
a junk bond fund or currency 
futures.

Celebrating 40 Years

Carnegie’s roots began in 1974 
as a division of brokerage firm 
Prescott, Ball & Turben. 2014 
marks Carnegie’s 40th year 
providing unbiased investment 
advice. We look forward to 
celebrating this milestone 
and sincerely thank all of 
our clients and partners for 
continuing to entrust Carnegie 
as your investment adviser. 

Your Carnegie Team
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insider information (allegedly). He’ll 
likely go to jail, trying to earn outsized 
profits for his clients. While we are very 
committed to you, we’ll be pursuing 
only public data for our research to 
avoid a similar fate. 

When the stock market ran to its 
highest ground in 2007, it was 
propelled by the record earnings 
produced by publicly traded companies 
in 2006. The accumulated earnings 
of the S&P 500 in 2006 were $87.72, 
an all-time record high, sending the 
market above 1,468. This earnings 
number dipped to $60.80 in 2009 
but rebounded in 2010 to $83.66. 
This year the forecast for earnings is 
to top the previous record and exceed 
$95 in earnings according to research 
from Standard & Poor’s. If this were to 
happen, we’ll get more calls inquiring 
as to why we don’t own more stocks. 
We’ll likely hit the earnings number 
despite the horrible housing market, the 
persistently high unemployment, and 
being entrenched in another war. 

The Federal Reserve has not yet pushed 
interest rates higher, despite the rise 
of prices for food and fuel. This has 
continued to hinder the returns on 
bonds and interest-bearing notes for 
clients needing income. While bond 
prices have started to head south, it 
has created an opportunity for us to 
pick up some bonds at prices not seen 
in years. Particularly, municipal bonds 
have been dropped like hot cakes from 
mutual funds needing to raise cash as 
investors have started to bail from bond 
funds. Our strategy to limit the impact 
of falling bond prices, if possible, is to 

own individual bonds and hold them 
to maturity. Therefore, maintaining 
good quality is paramount and duration 
we can live with, generally short. This 
successful strategy has been the catalyst 
for a significant increase in referrals into 
our firm over the last year.

While bond prices 

have started to head 

south, it has created 

an opportunity for 

us to pick up some 

bonds at prices not 

seen in years.

The fine balance of owning 
stocks vs. bonds is paramount to 
performance. While the headwinds 
for bonds are strong, bonds are 
still important for portfolios by 
providing necessary income and 
stability of principal. While stocks 
may appear to be Secretariat in the 
Belmont compared to bonds this 
year, we’ll continue to use bonds 
to protect your downside since 
unexpected events do occur. Enjoy 
the spring that has finally arrived; 
we’ll keep focusing on your portfolio 
without winkers. We continue to be 
grateful for your trust in our service.

As a truly independent 
investment management 
and planning firm, 
Carnegie Investment 
Counsel has a rich history 
of providing careful and 
responsible management 
of your financial assets 
to reach your short and 
long-term goals.

25550 Chagrin Boulevard, Suite 101, Beachwood, OH 44122     216-367-4114 / 800-321-2322

 www.carnegie-capital.com

For more info, contact:

800 321-2322
or

 info@carnegie.me

“Everything intelligent  
is so boring.”

		  -Leo Tolstoy, from 
		  Anna Karenina 
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While it is easy to get enamored 
with a new tool in the tool box, 
not every job requires a battery-
powered caulk gun. Sometimes an 
old-fashioned hammer and level 
are sufficient. Since we’ve been 
building portfolios before most 
of these new trading tools were 
invented, we know how to build 
the basic foundation of a diversified 
portfolio. We are not adverse to 
a better tool to fill a particular 
gap in an account where needed. 
However, adding an asset class can 
also add risk to a portfolio, which 
we’ve learned is often times better 
avoided. Making investments in 
foreign currencies or precious 
metals are merely bets with a trader 
who likely has more information. 
Since we serve very few clients with 
the stomach for that kind of risk, it 
isn’t in our tool box.

Perhaps it might appear simplistic 
to own shares of great companies 
like DuPont, Boeing, Mastercard, 
Google, Blackrock, Walt Disney, 
Nike, Cedar Fair, Charles 
Schwab and McKesson; although 
individually, each of their share 
values increased by over 50% last 
year. When earnings are rising 
and money is flowing into U.S. 
equities, stocks will advance in 
price. Positioning client capital to 
participate in this advance is our 
job. Whether using mutual funds, 
exchange traded funds or stocks, 
we’ll use the correct tool reflective 
of the client situation. Last year 

was a great time to own solid 
companies and hold onto them. 
While it might appear dumb
to buy and hold, our average 
turnover last year (amount of 
buying and selling as a percentage 
of assets managed) was at the 
lowest point since 2006.

The article in the WSJ actually 
stated, “So-called dumb-money 
strategies, which involve buying 
and holding a plain-vanilla 
portfolio of U.S. Stocks, did much 
better than the more complex 
approaches employed by hedge 

funds and other institutional 
investors.” It specifically mentioned 
that hedge funds fared poorly last 
year as did tactical timers of the 
market. They didn’t mention that 
this trend has held true for the last 
four years. Basically, if you held 
yourself out to be smarter than the 
market, you likely lost. We are not 
smarter than the market, so you 
had a good year and participated 
well in the market advance. We’ll 
do our best to not get too smart in 
2014.

Did you know...

• The S&P 500 stock index hit an 
all-time high 44 times last year.

• The stock market’s YTD returns 
were never negative in 2013.

• Carnegie provides financial 
planning services including 
Retirement Planning and 

Education Funding and can assist 
with the coordination of your 

Estate Planning. 

Contact us for more information.

Cleveland • Cincinnati • Columbus

www.carnegie.me


