
Compound Interest is Key
For prudent investors, the last three years have meant watching
the so-called FAANG stocks (and other speculative shares) rise
at a rate that is seemingly unbounded by profits or dividends.
The FAANGs have gobbled up an ever-larger portion of the S&P 500
index total market capitalization. Four of the five largest
companies in the S&P 500 are now FAANGs.

Today’s market environment feels similar to the late 1990s when
speculation  was  dominant.  To  successfully  navigate  the
environment then, I advised a focus on patience and compound
interest.

Compound Interest Is the Key

Legendary investor Phillip Carret used to say that investing
genius consisted of one part patience, and one part compound
interest.  And  Charlie  Munger,  Warren  Buffett’s  long-time
partner, will tell you that he is rarely without a compound
rate-of-return table. As Munger says, “Understanding both the
power of compound return and the difficulty of achieving it is
the key to investing.”

If you adhere to a base of value, keep your portfolio turnover
low  to  cut  costs  and  taxes,  and  rely  on  the  miracle  of
compound interest, you will set yourself on the safest and
surest course to profit both this year and in future years.
Craft your portfolio with counterweight building blocks that
allow you to ride out the vagaries of the marketplace.

Last year was the third consecutive year that growth stocks
outran value stocks. But remember, growth and value tend to
produce similar returns long term. One sector is ahead for a
period, then the other has its day. Back in the two-tier
market of the early 1970s, growth stocks had a field day at
the expense of value stocks. But over the next decade, it was
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another matter. Value stocks clobbered growth stocks, and it’s
value stock that are cheaper now in 2000.

The  same  advice  can  be  given  today.  Patience  and  compound
interest never go out of style.

Dow Down Over 1,000 Points
What great news for me and for you if you are actually an
investor. I mean a real, seasoned investor. One who embraces
common sense, patience and the acuity that comes with decades
studying the power of consistent cash flow matched with the most
powerful word in investing: compounding.

My business is, as are my own portfolios, based on exactly these
concepts.  Market  volatility  has  zero  to  do  with  dividends,
interest (the source of cash flow), or compounding. Absolutely
zero.

In that I have no plans to sell my major holdings (many owned
for decades), I am not concerned about short-term market swings.
What does cause me to pay close attention is the potential
opportunity to invest my regular cash flow more advantageously
than  during  periods  of  market  buoyancy.  That’s  just  common
sense, is it not?

So, let’s look at some of the information I urge my clients to
use to make steady, long-term investing decisions. Linked here
is intelligence you can actually use to improve your long-term
investment acuity.

The  Young’s  World  Money  Forecast  (my  online  home  base  for
intelligence gathering) display looks at 10 blue-chip long time
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Dow dividend payers with solid dividend growth prospects. Keep
this invaluable little menu at hand for regular reference during
periods of opportunity brought about by normal and expected
short-term financial markets volatility.

Warm regards,

Dick

Quality  Always  Rises  to  the
Top
Back in November of 1990 many investors were nervous about their
portfolios. Iraq had invaded Kuwait and war seemed inevitable.
That month, the UN Security Council passed Resolution 678. The
resolution gave UN members the go-ahead to use force to remove
Iraq’s military from Kuwait if it remained there after January
15, 1991. It seemed only a matter of time before a big war would
break out. Aerial bombardment of Iraqi positions began January
16.

Despite the fear that pervaded markets, I was very confident
then in my investment portfolio, as I am today. I had built a
portfolio conditioned to survive maximum distress. I was focused
on the long-term prospects of my investments, not how they might
be affected by transitory events. While expressing my focus on
the long-term, I also explained my enthusiasm for investing in
collectibles, specifically vinyl records. I wrote:

I like to invest in collectibles, not just in stocks and
bonds. What once was the biggest record store in New England,
the Harvard Coop, today sells no records, not a single one.
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Within 12 to 24 months, you will be hard pressed to find a
record in a store. Even the old specialty vendors are facing
such a decline in sales that they will soon become extinct.
Forget new records—few if any will be made. We are told that
the  digital  technology  of  CDs  is  what  we  need,  and  at
substantial  price  premiums  to  records.

Let me give you some important advice. Records will be back in
style and with a rush as collectors and music aficionados
finally realize that they’ve been had just a little. Yes,
digital  technology  offers  a  clarity  of  sound  missing  on
records from the 1940s, 50s, 60s and 70s, but digital also
delivers a sonic deficiency. Digital does not have the warmth
of vinyl recordings. The sound records produce is warmer. I
consider myself to be somewhat of an expert on the subject
with nearly 1,000 albums, stacks of 45s, and over 400 CDs.
I’ve made the test often, and I hear a warmth from records not
available from CDs.

I buy jazz and group harmony R&B records from the 1950s, and
they are now darn hard to find. All my classical and show-tune
aficionados know what I mean. …

45 Records From the 50s Can Cost Hundreds of Dollars Each

The U.S population is aging, is retiring early, and has money.
With time on their hands, the surge in retirees will make the
nostalgia/collectibles market boom. The records you like will
not be available readily and will not be reprinted in record
format—and the chase will be on. I’m seeing prices on 45s from
the 1950s soar. Try to buy a Wrens or Valentines 45. You’ll
pay hundreds of dollars per record, if you can find one. Jazz,
rhythm and blues, classical, and show tunes will lead the way.
If you have an interest in any of these four types of music
and like to collect, think vinyl, because your old favorites
are going to become as rare as a balanced budget—and mighty
expensive to boot.



Prescient, no? Baby Boomers and Millennials are today fulfilling
my November 1990 prediction of a revival in vinyl records. Drawn
in by a quality and warmth lacking in CDs and MP3s, Millennials
have joined their Baby Boomer parents in fostering a vinyl
resurgence. Quality has risen to the top.

My portfolio of high quality investments rose to the top during
the market jitters of the Gulf War. And when the dotcom bubble
burst, it powered through again. As the Great Recession hit, my
high-quality portfolio persisted, suffering much less than the
average. And I suspect that my portfolio, still focused on
interest paying fixed income and reliable dividend payers, will
succeed once again in the face of any new market upheavals. Just
as vinyl has outlasted the advent of digital music technologies,
a strategy focused on low risk and consistent returns will
outlast an artificial bull market powered by low interest rates.

I stick to my investment game plan, and employ the same strategy
for clients of my investment advisory, Richard C. Young & Co.,
Ltd. The firm’s President and CEO, my son Matt Young, discusses
taking stock of your investment goals and sticking with them in
his most recent monthly client letter here (you can sign up for
the letter here for free, even if you’re not yet a client). I
encourage you to read through Matt’s letter and assess your own
risk tolerance and game plan.

As for collectibles, my current focus is on Burgundy as an
investment. You can read about my extensive research on the
subject in these posts from Richardcyoung.com:

Wine Investing—Burgundy or Bordeaux?
On the Ground in Burgundy with Dick Young
In Burgundy, It’s ‘Raze the House, Plant more Vines’
Blue Chip Burgundy Prices up 31%
Burgundy or Bordeaux?
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