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The Markets 
 
Warren Buffett has said his favorite holding period is forever. Does he follow his own 
advice? 
 
Buffett’s Berkshire Hathaway recently posted its worst quarterly loss in more than 20 
years and a big chunk of that was due to what Buffett called a “major mistake.” Less than 
a year ago, with oil prices nearing their all-time high, Buffett dramatically upped his stake 
in oil giant ConocoPhillips and became its largest shareholder. Unfortunately, his timing 
was horrible. ConocoPhillips stock subsequently plunged along with the price of oil and 
as of last Friday, the stock was down about 50% from its high of last summer, according 
to Yahoo! Finance.  
 
So, here’s your question: You’re Warren Buffett, your favorite holding period is forever, 
and a stock you recently paid billions of dollars for is now down by billions of dollars in 
just a few months, what do you do?   
 
Well, Mr. Buffett hit the sell button. In the first quarter of this year, he sold 13.7 million 
shares of ConocoPhillips and took a $1.9 billion loss, according to Bloomberg. But, that 
may not be the end of his losses. As of March 31, Berkshire still held 71.2 million shares. 
 
There are two good investing lessons here. 
 
First, if you make an investment and the facts change, don’t be afraid to cut your losses 
and move on to a potentially more rewarding opportunity. Remember, you don’t have to 
recover your loss in the same way that you generated your loss. 
 
Second, taking a capital loss may offer some tax benefits. In Buffett’s case, the $1.9 
billion loss may allow Berkshire to recover as much as $690 million in previously paid 
capital gains, according to Berkshire’s quarterly report. Tax benefits shouldn’t be the only 
reason for selling an investment, but they can be part of the equation.  
 
Oh, and by the way, Berkshire entered into long-term derivative contracts in recent years 
that are more than $13 billion in the hole as of March 31, 2009, according to Berkshire’s 
quarterly report. These contracts have expiration dates between 2019 and 2028 so there 
is time for them to recover, but $13 billion is a big hole to climb out of. 
 
Yes, even the greatest investors make mistakes. However, one thing that makes them 
great is their willingness to embrace change, cut their losses, and move on.  

More Mortgage Meltdown, a Must-Read 

Whitney Tilson and his partner, Glenn Tongue, run a hedge fund called T2 Partners, LLC, 
and have written a book called More Mortgage Meltdown.  It covers the history of the 



credit crisis, including their latest update.   Their long stock picks include Berkshire 
Hathaway and Wells Fargo.  I'll let you peruse the book for the others. It's the No. 1 
resource for understanding the mortgage bubble. I highly recommend it.  

The short version of the current situation: It gets much worse before it gets better. The 
book provides full details on several problem areas in the mortgage market: subprime, 
Alt-A, jumbo prime... and option ARMs.   The delinquency rate on just option ARMs is 
already above 30%. The 2006 vintage has a default rate higher than 40%, the minimum 
Tilson and Tongue expect for total option ARM losses.  

In April 2008, expectations were for over $1 trillion of mortgage losses.  Since the 
mortgage bubble started popping, approximately $1.1 trillion of writedowns have been 
taken. The authors estimate that's not even one-third of the $3.8 trillion of total losses 
they think will occur across all mortgage types. So there's more than twice as much pain 
ahead as behind.  

Subprime lit the fuse and started the mortgage meltdown. The total amount of subprime 
loans back in April 2008 was about $1.3 trillion... Well, the commercial mortgage market 
now, at about $3.5 trillion, is three times the size of the subprime market then. 
Outstanding Alt-A loans, another problem area, total more than $2 trillion. Don't for one 
minute let anyone anywhere tell you this thing is half over. It’s been said before, but it 
bears repeating: The worst is yet to come.  Read the book, then decide for yourself. 

Data as of 5/15/09 1-Week Y-T-D 1-Year 3-Year 5-Year 10-Year 
Standard & Poor's 500 (Domestic Stocks) -5.0% -2.3% -38.1% -12.0% -4.0% -4.1% 
DJ Global ex US (Foreign Stocks) -1.7 7.0 -42.3 -11.5 2.6 0.4 
10-year Treasury Note (Yield Only) 3.1 N/A 3.8 5.2 4.7 5.7 
Gold (per ounce)  2.5 6.7 5.5 10.6 19.4 12.9 
DJ/AIG Commodity Index -2.6 0.4 -45.2 -13.1 -4.6 3.7 
DJ Equity All REIT TR Index -12.1 -17.3 -53.7 -18.6 -1.7 N/A 

Notes: S&P 500, DJ Global ex US, Gold, DJ/AIG Commodity Index returns exclude reinvested dividends (gold does not pay a dividend) 
and the three-, five-, and 10-year returns are annualized; the DJ Equity All REIT TR Index does include reinvested dividends and the 
three-, five-, and 10-year returns are annualized; and the 10-year Treasury Note is simply the yield at the close of the day on each of the 
historical time periods. 
Sources: Yahoo! Finance, Barron’s, djindexes.com, London Bullion Market Association. 
Past performance is no guarantee of future results.  Indices are unmanaged and cannot be invested into directly.  N/A means not 
available. 

 
ARE WOMEN BETTER INVESTORS THAN MEN? In a battle of the sexes, finance 
professors Brad Barber and Terrance Odean crunched the trading data on over 35,000 households 
from a large discount brokerage firm. They built upon psychological research, which indicates that 
in the area of finance, men tend to be more overconfident than women. Additional research shows 
that overconfident investors tend to trade more often than less confident investors. Armed with 
this data, Barber and Odean went to work. 
 
They hypothesized that men traded more frequently than women and that this excessive trading 
hurt their performance more than it hurt the performance of women. Here’s what they found in a 
2001 study published in The Quarterly Journal of Economics: 
 

1. Men overall traded stocks 45% more frequently than women. 
2. Single men traded stocks 67% more frequently than single women. 



3. Women overall earned annual risk-adjusted returns that were 1.0% greater than men. 
4. Single women earned annual risk-adjusted returns that were 1.4% greater than single 

men.    
 
So yes, based on this study, women are more successful investors than men because they earn a 
higher annual return. An interesting sub-point from the study is that the out-performance by 
women was solely due to their lower trading frequency. Women were no better than men at 
security selection; instead, their advantage came from making fewer trades. 
 
Let the bragging begin! 
 
Best regards, 
 
Tony Hartman 

P.S.  Please feel free to forward this commentary to family, friends, or colleagues.  If you 
would like us to add them to the list, please reply to this e-mail with their e-mail address 
and we will ask for their permission to be added.   

Securities offered through Madison Avenue Securities, Member FINRA/SIPC. 
 
* The Standard & Poor's 500 (S&P 500) is an unmanaged group of securities considered to be representative of the 
stock market in general. 
* Gold represents the London afternoon gold price fix as reported by www.usagold.com. 
* The DJ/AIG Commodity Index is designed to be a highly liquid and diversified benchmark for the commodity 
futures market. The Index is composed of futures contracts on 19 physical commodities and was launched on July 14, 
1998. 
* The 10-year Treasury Note represents debt owed by the United States Treasury to the public. Since the U.S. 
Government is seen as a risk-free borrower, investors use the 10-year Treasury Note as a benchmark for the long-term 
bond market. 
* The DJ Equity All REIT TR Index measures the total return performance of the equity subcategory of the Real 
Estate Investment Trust (REIT) industry as calculated by Dow Jones. 
* Yahoo! Finance is the source for any reference to the performance of an index between two specific periods. 
* Opinions expressed are subject to change without notice and are not intended as investment advice or to predict 
future performance. 
* Past performance does not guarantee future results. 
* Consult your financial professional before making any investment decision. 
* To unsubscribe from the Weekly Market Commentary please email us at team@DenverFinancialGroup.com. 
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