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Introduction
In August 1999 near the peak of the stock market tech bubble, a long-time, normally conservative client asked
me for a “low priced” stock pick in the then red-hot technology sector. I told him about several stocks that fit
the bill. He settled on Corel Corporation, a Canadian based Software Company that was working on porting
their Perfect Office Suite to the Linux operating system. Almost immediately upon his buying 1,000 shares at
$4.75, Corel began climbing nearly doubling within a few weeks before pulling back. In November 1999, Corel
stock soared higher. I called my client and recommended he sell his shares at $28. He sold, booking a 560%
profit in just 3 months. The day after he sold, he called me back and asked excitedly “Where is Corel trading
now?” “Forty-three dollars a share” I replied somewhat uncomfortably. “Buy it back!” my client exclaimed
enthusiastically. Fortunately, I was able to dissuade him. Corel peaked that day at $44 and within months
crashed back to earth as the stock market tech bubble burst. The chart below illustrates the gory details.
Investors who bought and held Corel stock during its inexplicable moon shot of late 1999 and subsequent
crash ended up owning a stock market DOG.

What is an investment DOG?
An investment DOG is an asset, a stock or bond for example, which has miserably
disappointed an investor by failing to meet expectations. Avoiding DOGS is all about
expectations - your expectations as well as market expectations. High expectations
increase the probability of disappointment. Realistic expectations on the part of an
investor are one key to avoiding DOGS. Equally important are understanding and
correctly determining the market expectations embedded in the price of an asset.
Has the market fully priced in the good or bad news about a stock?
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Research and Discipline
Make no mistake about it, successful investing takes research and discipline. Market sentiment continuously
cycles between greed, fear and complacency. To improve your investment returns discipline yourself to resist
“groupthink”. Independent thinking and critical analysis are essential to selecting winning investments and
avoiding DOGS.
Be greedy when others are fearful and fearful when others are greedy.
–– Warren Buffet, Investment Billionaire
Investment research services, while not a substitute for independent thinking, can help investors make better
decisions. Here are four such providers worthy of investor consideration: 1) Standard & Poor’s, 2)
Morningstar, 3) Value Line and 4) Zacks Investment Research. Unlike some providers, each of these services
has a sound research process that evaluates both investment risk and potential reward.

Understanding Volatility and Correlation
If you understand volatility, perhaps you can make friends with it. J.P Morgan, when asked what the stock market
will do, famously replied, “It will fluctuate”. Stocks fluctuate in price. So do bonds and funds consisting of stocks
and bonds. The higher the volatility (price fluctuation) of a stock or fund, the greater the probability of loss over
a given period. A good portfolio manager evaluates the historical and implied volatility of an asset as well as its
correlation with other assets in a portfolio. High correlation is the tendency for investment assets to fluctuate in
price in the same direction at the same time. Low correlation assets provide diversification benefits. Empirical
evidence (not just academic theory) confirms that the volatility of an investment portfolio is less than the average
volatility of the assets held in the portfolio. So the next time you see volatility and its cousin, correlation, walk
right up and shake hands! These are concepts that can help you form realistic expectations and perhaps
improve your overall investment results.

Diversification and Position Sizing
Despite an investor’s best efforts to avoid DOGS, to some extent, volatility resulting from randomness and
uncertainty makes DOGS…, well, unavoidable. This is why proper diversification is essential. Specifically, an
investor should pre-plan his position sizing - what is the maximum percentage of your total portfolio you will
invest in any given asset class and in any individual security? Correct position sizing in a portfolio is your best
defense against unforeseeable catastrophic loss. For example, when BP’s deepwater oil well blew out, high-yield,
blue-chip BP stock rapidly lost over half its value. If your portfolio was overly concentrated in BP stock or BP
bonds you had a serious problem on your hands. Your whole investment portfolio was a DOG!

Good Past Performance is NOT indicative of Future Results
A stock price that has increased sharply is a sure sign of rising market
expectations. When market participants as a whole have excessively high
expectations, the slightest disappointment can send a stock sharply lower.
Investing solely based on prior returns is equivalent to driving a car while
looking only in the rearview mirror - not a good idea. Understanding forwardlooking market expectations helps an investor avoid DOGS. Stocks often
decline despite seemingly good news and that usually means market
expectations were too high or the market is looking ahead.
www.successfulportfolios.com
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Every DOG has its Day – Buy Low, Sell High
You might think “once a dog, always a dog.” Not true. Be a
forward-looking investor. Yesterday’s DOG can become tomorrow’s
big winner. One of our favorite stock market adages goes “The longer
the base…The further in space.” Many chartists believe that when a
stock makes a new high, following a prolonged period of consolidation
(sideways movement), this signals potential large gains going forward.
By the way, did you know that earth’s first space traveler was
actually a dog by the name of Laika? See Laika pictured in
her space capsule to the right.

Beware Stock Touts and Hot Tips
The most famous of modern TV stock touts, Jim Cramer, is certifiably
smart - Harvard educated with a Goldman Sachs pedigree and a record of
accomplishment managing a successful hedge fund. Problem is Cramer’s TV
stock picks rather consistently lose money according to well-documented
independent research. So avoid acting on the exhortations of stock touts
and other dispensers of hot stock tips. Most of them are less on the mark than
Jim Cramer is. Despite the promise implied by the cover of a memorable
CNBC-Jim Cramer book, watching TV to get rich is not a realistic strategy.
Successful investing requires research and disciplined risk management in
the context of your specific portfolio, risk tolerance and financial plan.
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Avoid Unnecessary Complexity, High Fees and Redemption Charges
Many investment DOGS are overly complex by design, assess high fees, and charge investors to cash out. Most
market-index annuities, variable annuities and structured notes are DOGS. Stay away. Avoid DOGS, by focusing
on simple, low cost, tax efficient, readily marketable and liquid investment opportunities. The good news is
simple strategies are often the most tax efficient. Go for long-term capital gains treatment on your stocks. IRAs
make sense in most financial plans. Tax-free municipal bonds usually work well for highly taxed investors. Most
tax shelter schemes including convoluted life insurance strategies are suspect and potential investment DOGS.

Beware of Investments Pitched by Commissioned Salesman
Investors buy billions of dollars of inferior, heavily-loaded investments every year because they
so want to believe the Pollyanna pitch of a commissioned sales representative. The believer is
happy – the skeptic is wise. When evaluating an investment always ask “What is the downside?” Because there is one. Commissions compromise objectivity. Save money by opening an
account with a top rated, online, discount brokerage firm. For objective investment advice, find
a licensed, well-credentialed, experienced, non-commissioned advisor.

The Worst DOGS often lack Marketability and Liquidity
FDIC insured deposits not withstanding, an asset that purportedly does not fluctuate in value is a red flag warning.
Investments that are not readily marketable or are otherwise illiquid should have significantly higher return
potential than more marketable and liquid assets. If not, stay away. Be wary of hedge funds, private equity and
any private placement. Many investors make the mistake of believing that an asset will not fluctuate in value if
there is no readily observable market price. Not true. When it comes to investing, transparent pricing, ready
marketability and low-cost liquidity are desirable attributes. How do you know if an asset lacks liquidity and
marketability? An easy rule of thumb is an asset with no CUSIP number probably lacks marketability and liquidity.
Asking an investment sales representative “what is the CUSIP?” will get his attention every time.

Chasing Yield = Chasing Your Tail
When considering an investment in a high yielding stock, bond or fund, be cautious and analytical. In particular,
if a bond yields more than other bonds of the same credit rating, the higher yielding
bond may be less marketable and more prone to a drop in price resulting from a
credit downgrade or default. Less liquid bonds from the same issuer with the same
covenants should price lower and yield more. All else equal, a callable bond
should yield more than a non-callable bond. Once you have done your homework
and still think you have found a high yield “diamond in the rough”, remember
to choose an appropriate position size. Frantic yield chasers consistently lose money.
There is much more to bonds than many investors and stockbrokers realize. If
you are considering bonds for your portfolio, it pays to find an advisor with the
experience, expertise and tools to help you navigate the often-subtle complexities
in the bond markets.
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No such thing as a “STOP LOSS” order
As a rule, we are not a fan of using stop orders. Novice traders often refer to a stop order as a “stop-loss” order. In
fact, there is no such thing as a “stop-loss” order. Investors using stop orders are subject to considerable risk of loss
resulting from price gaps and whipsaw. You buy a stock at $55 and place a sell stop at $50. Your stock gradually
drops to $52, and then suddenly gaps down with the next trade 12 points lower at $40 - Guess what? You sold at
$40, not $50! The stock whipsaws quickly back to $55 and continues higher. Ouch! Price gaps and whipsaw happen –
more often than you might think. In some circumstances use of stop orders might make sense, but beware, stop
order placement is tricky and stops are definitely no investment panacea. Stop orders do not always stop losses. In
fact, stop orders often cause losses. Improper use of stops can turn an otherwise good investment into a DOG.

Consider your Options
At Successful Portfolios, we consider listed put and call options to be the Swiss army
knife of portfolio management. Option exchanges have grown and evolved over the
years since the inception of the CBOE in the mid 1970s. Transaction costs have
fallen. Overall liquidity, execution quality and price transparency have improved.
Today the ultimate low-correlation asset is often a protective put or covered call
option. A protective put can be a good alternative to using a stop order. Covered
calls can reduce portfolio volatility and increase investment income from earned call
option premiums. While options can be risky, a stock or ETF strategy that uses
options can often be less risky than buying only the underlying asset. Listed put and
calls can help you avoid being stuck with DOGS. Sponsors of investment products, including most market-linked
“guaranteed” annuities, structured notes and CDs, use listed put and call options to hedge their risks. To improve
your returns and help you achieve your investment goals it pays to consider the advantages of eliminating the multiple
intermediaries in so-called packaged investment products. Go to www.optionsclearing.com/education/options/
to learn more about options. And find a non-commissioned advisor who is well trained and experienced in
using listed puts and calls.

Who Keeps the Dogs Out?
Successful Portfolios LLC is an independent Registered Investment Advisor firm
regulated by the U.S. Securities and Exchange Commission. If you have any questions
or comments regarding the concepts and strategies presented in this paper, please call
Successful Portfolios at (800) 454-6419. We would love to talk to you!
Visit us online at www.successfulportfolios.com. You might want to try our
easy-to-use live help available on the website. See the live chat icon pictured below
as it appears on our website.

Successful Portfolios offers a free, no obligation consultation for anyone considering becoming a client.
Please send email inquiries to info@successfulportfolios.com. We look forward to hearing from you!
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