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Investors, fearful that the market is headed for more tough times, are favoring defensive stocks,

which happen to throw off nice dividends. Is this the way to protect yourself? No. Go to cash.

 

An article [1] in last Monday’s Wall Street Journal noted that, since the market began losing

altitude in April, defensive sectors are all the rage: telecom, utilities, healthcare and consumer

staples. Presumably, if another economic downturn occurs, people still will need to make

calls, light the house, go to the doctor and eat food.

 

Defensive stocks change hands for 15 times projected 2012 earnings, and more cyclical ones,

12 times. The WSJ piece points out that utility company Wisconsin Energy (WEC [2]) has a

3% dividend yield, more than twice that of a 10-year Treasury bond.

I have written about dividend stocks before and probably will again. The bottom line is this: If

you want to be defensive, you move to cash. That is the only thing where you have a

guarantee that you will not lose any money.  

Why don't investors do this?  Two main reasons:

1. Sales sizzle. Wall Street is compensated when it convinces people to buy stocks. To do

that, the Street must build up an attractive story for these stocks – such as, defensive sectors

shine during bear markets.

 

This ignores the fact that, if the market drops 10% to 20%, you will probably make money in

Treasuries and get crushed in dividend stocks. In crisis-ridden 2008, the Utilities Select
Sector SPDR (XLU [3]), an exchange-traded fund that tracks that defensive sector, fell 29%.

Yes, it lost less than the wider market (the Standard & Poor’s 500 [4] dropped 37%), but the hit

was pretty severe.

 

If you left your money in the bank, you lost 0%.

2. Wall Street says: Do something. Instead of moving to cash during times when the risk

outweighs the reward, Wall Street feels that it needs to take action to justify fees. Therefore,

they hold their nose and try to find things that are less bad than others. If the market goes

down 30% and they only lose 20% that is a success.
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So don't fall for the idea that you have to do something, and don't fall for sales sizzle.

Sometimes the best course of action is boring. Cash is not sexy. But the key to making money

in the market is to avoid large losses, and cash is one of the only things that can promise this.

 

Follow AdviceIQ on Twitter at @adviceiq [5].

 

Matthew Tuttle, CFP, is chief executive of Tuttle Wealth Management in Stamford, Conn., and

the author of  How Harvard & Yale Beat the Market. He can be reached at 347-852-0548

or mtuttle@tuttlewealth.com [6].

 

Nothing in this article should be interpreted to state or imply that past results are an indication

of future performance. Please consult your tax or investment advisor before making any

investment decisions.

 

AdviceIQ delivers quality personal finance articles by both financial advisors and AdviceIQ

editors. It ranks advisors in your area by specialty. For instance, the rankings this week

measure the number of clients whose income is between $250,000 and $500,000 with that

advisor. AdviceIQ also vets ranked advisors so only those with pristine regulatory histories

can participate. AdviceIQ was launched Jan. 9, 2012, by veteran Wall Street executives,

editors and technologists. Right now, investors may see many advisor rankings, although in

some areas only a few are ranked. Check back often as thousands of advisors are undergoing

AdviceIQ screening. New advisors appear in rankings daily.
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