
The second quarter of 2009 showed 
many promising signs, including:
• �The stock market is beyond where 

it started on January 1st despite 
February’s severe decline. As of 
6/30/09, the S&P 500 was up 3.2% 
for the year. 

• �The best performing S&P 500 stocks 
were companies that had “near 
death” experiences and traded at 
single digit stock prices in early 
March. This is typical after a signif-
icant market correction. 

• �Banks raised more than $30 billion 
in capital to shore up their balance 
sheets and pay back money to the 
government. It’s positive that inves-
tors bought shares in financial 
institutions and demonstrates their 
expectation of a return on invest-
ment – investors don’t buy shares 
out of the kindness of their hearts. 

• �Economic data is looking “less 
bad.” May job losses were much 
smaller than expected. The ISM 
Manufacturing Index (a national 
index based on a survey of about 
300 industrial company purchasing 
executives) reported that factory 
orders were increasing.  

• �Inflation is low and interest rates, 
while rising, are still near historical 
lows. Also, consumer confidence is at 
its highest level since September 2008. 

The Cost of Market Timing

Currently, many people are basing 
investment decisions solely on macro 

economic predictions (guesses) rather 
than the underlying value and growth 
prospects of businesses. And as many 
investors move in and out of the stock 
market hoping to time things just 
right, the results demonstrate that 
market timing is an exercise in futility. 

Market timing is attempting to 
catch the market at its highest or 
lowest point hoping to maximize 
returns. However, research studies 
support the investment adage, 
“Time in the market is better than 
timing the market.” The evidence 
below from a Morningstar study is 
compelling and shows that market 
timing can be costly.

Missing the S&P 500 Stock Market’s  
Best Days 1989-2008

Invested For All Days 	 = 	 8.4% Return 
(no market timing)

10 Best Days Missed 	 = 	 4.9% Return

20 Best Days Missed 	 = 	 2.6% Return

30 Best Days Missed 	 = 	 0.6% Return

40 Best Days Missed	 = 	 -1.2% Return

50 Best Days Missed	  = 	 -2.8% Return

Nobel Laureate William Sharpe 
found that market timers must be 
right an amazing 82% of the time 
just to equal the returns that buy-
and-hold, long-term investors 
achieve. While long-term investors 
are steady, the market timer sweats 
over when is the best time to get in 
or out of the market. So being fully 
invested–even through a downturn–
yields better investment results over 
the long term than trying to time 
the decline, removing capital from 
the stock market, and returning 
when “things are better.”
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An investor recently asked Paul 

Hogan, Co-Manager of the Equity-

Income Fund, about inflation and 

how it will affect the portfolio. To 

paraphrase, Paul says that inflation 

has been with us a long time and is 

not entirely bad; currently, it’s actu-

ally pretty low. Not long ago we were 

worried about deflation which is 

much more destructive. The govern-

ment is pumping money into the 

economy and this will ultimately 

bump up inflation, but by how much 

only time will tell. 

When people ask about inflation 

what they really mean is, how do I 

hedge against inflation and, as a 

result, protect my purchasing power. 

The answer is to own interest in 

businesses that can grow their cash 

flow faster than the rate of inflation. 

At FAM, the companies we look to 

invest in tend to generate significant 

operating cash. This cash flow helps 

them stay ahead of inflation and 

grow which, in turn, protects your 

purchasing power. We also look to 

invest in businesses that are a “need 

to have” and not a “nice to have” 

which means the demand for their 

products and services is steadier.  

FAM Equity-Income Fund’s invest-

ment objective is to provide current 

income as well as long-term capital 

appreciation. Every company in which 

we invest must pay a dividend. 
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When FAM Funds associate Bill McCartan gives 
someone a tour here, he affectionately refers to Mary Jo 
Van Luipen as “The Rookie.” However, Mary Jo has 
been with FAM Funds for 10 years! Combined, our six 
FAM Shareholder Services (FSS) team members have 
more than nine decades of FAM shareholder service! 

We are distinct in the industry in that FSS is our own 
in-house customer service team providing shareholder 
communications and maintaining all account records. 
We do not contract these services to outside vendors. 
Every member of FSS is a registered representative, and 
can provide detailed information on retirement and 
education accounts and both FAM Funds portfolios. 

Our seasoned associates follow high ethical stan-
dards and are committed to providing you with timely, 
clear, concise information. So please give us a call at 
800-453-4392, option 2 if we can be of service or stop 
by and meet The Rookie.  

By Paul Hogan, CFA 

Senior Research Analyst  
Co-Manager,  

Equity -Income Fund

Here is a summary of a FAM Funds shareholder retirement question and Peter’s answer.

Q: �Given the current market conditions, is now a good time  
to convert my Traditional IRA into a Roth IRA?

Market Commentary

A: First, a conversion is when 
you move assets from a Traditional 
IRA into a Roth IRA; it is an inten-
tional, taxable event. When you take 
advantage of this option, you pay 
income taxes today on 100% of the 
pre-tax dollars you convert. Once 
the taxes are paid, income taxes 
may never be due on appreciation or 
subsequent withdrawals. I say “may” 
because certain requirements must be 
met to maintain the tax-free status. 

This includes not touching the assets 
for five years from the conversion 
date along with one of four other 
criteria. 

Second, a conversion may not be 
right for everyone, but everyone 
who is eligible should understand its 
benefits. A silver lining resulting 
from the market downturn is that 
since your account may have 
declined in value, you pay taxes on 
a lower amount now instead of on 

a larger amount later. One of the 
limitations is that if your modified 
adjusted gross income (MAGI) is 
greater than $100,000, you cannot 
convert.

There are more details to consider 
so please call 800-453-4392, option 
2 or e-mail sweetser@famfunds.com 
to discuss converting to a FAM 
Funds Roth IRA. We recommend 
including your accountant or tax 
preparer in the final decision. 

By PETER SWEETSER  

Retirement Plans Specialist 

FSS TEAM 
Seated: Bonnie Fox, Monte Thompson, Kathy Davis, Peter Sweetser. 

Standing: Colleen Marsh, Mary Jo Van Luipen.

The

Rookie




