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Stocks on Sale

I love to get a bargain, so I enjoy shopping various sales at the end of each year. One of
those sales is in the stock market. It's the result of the combination of two artificial
events. One is the end of the calendar year, and the other is the ability to generate
realized capital losses (which can be applied against realized capital gains, and then up to
$3,000 of ordinary income per vear) when you sell an asset in a taxable account for less
than you paid for it (a practice known as tax loss harvesting).

Because of the deadline to generate a realized capital loss for the year, the selling pressure
is artificially high, which drives the price even lower. Usually the asset being sold is
already one of the year's biggest losers, so many investors who own it are eager to stop the
bleeding and erase any memory of their bad decision.

The problem for investors who own the stock is that generally, these stocks are cheap
relative to their underlying fundamentals, so their expected return is actually high. An
investment strategy that simply buys that year's biggest losers should outperform the
broad market over the long haul. But some of these stocks (such as Possible Value Traps)
are cheap for a reason. Nevertheless, usually investors unwittingly surrender their right to
participate in a significant potential upside in return for reducing their income tax



liability somewhat. This is an example of the tax tail wagging the investment dog.

The price of these stocks can drop even more to an artificially low level at the end of the
year if they are smaller and/or more thinly traded, especially since trading volume
dramatically declines from Christmas Eve through the end of the year. Investors who want
to realize a capital loss have to sell by the end of the year, and the vast majority of them
are not going to let a dearth of trading volume stop them. So they take whatever price
they can get, which is low. I love it when the stock market is open but most investors are
away on vacation, because there is much less competition. Some of the best days for
shopping are when the market closes early at 1:00.

The United States is the only country I know of where this situation exists. The problem is
that valuations and investor sentiment are so high for U.S. stocks that their current
expected return (as a whole) is actually negative. But that doesn't mean that there aren't
any bargains in U.S. stocks, especially when so many investors are investing in index
funds.

This issue is going to be short because I need to use the time to look for bargains for
myself and my clients. Happy hunting!
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I would love to hear from you! If you have any comments, suggestions, insight/wisdom, or
you'd like to share a great article, please leave a comment.

Disclaimer

The content of this newsletter is intended to be and should be used for informational/ educational
purposes only. You should not assume that it is accurate or that following my recommendations will
produce a positive result for you. You should either do your own research and analysis, or hire a qualified
professional who is aware of the facts and circumstances of your individual situation.

Financial Preparedness LLC is not a registered investment advisor. I am not an attorney, accountant,
doctor, nutritionist or psychologist. I am not YOUR financial planner or investment advisor, and you are
not my client.

Investments carry risk, are not guaranteed, and do fluctuate in value, and you can lose your entire
investment. Past performance is not indicative of future performance. You should not invest in something
you don't understand, or put all of your eggs in one basket.

Before starting a new diet or exercise regimen, you should consult with a doctor, nutritionist, dietician, or
personal trainer.
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