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Dear Client, 
 

Ben Graham and Jack Bogle have both influenced our firm’s investment philosophy. Ben 
Graham’s book Security Analysis, published in 1934, is considered a bible for serious investors. 
My dad has referred to Security Analysis since he began in the investment business in 1964. Ben 
Graham was a proponent of dividends writing: “One of the most persuasive tests of high quality 
is an uninterrupted record of dividend payments for the last 20 years or more. Indeed, the 
defensive investor might be justified in limiting purchases to those meeting this test.” At Richard 
C. Young & Co. Ltd., our steady focus is on dividends, interest, and the two most powerful 
words in investing: compound interest.  

 
Jack Bogle, retired founder and CEO of The Vanguard Group, introduced millions to an 

investment style stressing long-term thinking and emphasizing simplicity, diversification, and 
low-cost indexing. In Bogle on Mutual Funds, first published in 1994, Bogle warned investors 
“not to let transitory changes in stock prices alter an investment program. Patience and 
consistency are valuable assets for the intelligent investor.” I opened my first IRA in high school 
with the Vanguard Index 500 and I have followed Bogle ever since.  

 
While no longer active in the day-to-day operations at Vanguard, Bogle’s bedrock 

investment principles remain a foundation of the mutual fund company. Vanguard’s spring 2008 
newsletter indeed sounds very Boglish. “Most people have investment horizons measured in 
decades, not months. We believe that changing a long-term investment program because of 
transitory events, or to pursue faddish trading strategies, is highly likely to prove unproductive—
if not downright destructive—to any portfolio.” 

 
What’s not transitory is the intertwined emerging global economy. And not just China 

and India are emerging. The Middle East and Africa are evolving rapidly. South America’s 
Argentina and Columbia also offer great promise if the political landscape improves.  

 
For some companies, like General Electric, the emerging global economy offers great 

opportunity. GE has multiple competitive advantages. CEO Jeff Immelt is reshaping the 
company’s portfolio of businesses by shedding slower-growing divisions such as chemicals, 
appliances, credit cards, and lighting, and redeploying the capital into cutting-edge high-growth 
businesses including alternative energy, biosciences and infrastructure.  

 
In our view, infrastructure is one of the most embedded big-picture secular trends in the 

global economy. Over half of the world’s infrastructure investment is now taking place in fast-
growing emerging markets. Economic growth in emerging economies is four times that of U.S. 
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economic growth. GE’s infrastructure businesses now make up over 50% of earnings, and 60% 
of that business is international in origin. When you factor in the investment to update and 
modernize infrastructure in the developed world, infrastructure investment over the coming eight 
years is projected to be as much as $15 trillion—a substantial opportunity for GE. 

 
Guiding GE is a world-class leadership development program. Many CEOs of the 

world’s largest publicly traded companies began their careers at GE. And GE is on the cutting 
edge of innovation. Fast Company magazine rates GE the fourth most innovative company 
behind only Google, Apple, and Facebook. Brand value at GE is substantial. In their latest brand 
survey, Interbrand valued the GE brand at $52 billion—the world’s fourth most valuable.  

 
GE is the largest holding of Vanguard Industrials ETF (VIS), which we recently added to 

some client portfolios. VIS lacks exposure to pharmaceuticals and technology (which is fine with 
us) and instead has concentration in air freight and logistics; construction; farm machinery and 
heavy trucks; aerospace and defense; and railroads. Holdings include United Technologies, 
Boeing, United Parcel Services, Caterpillar, Deere, Lockheed Martin, Burlington Northern, and 
Union Pacific. As with all Vanguard products, VIS has an investor-friendly low-expense ratio of 
0.22%. 

 
While GE is in position to benefit from the evolving global economy, other companies 

will have difficulties. Major oil companies, by example, face mounting challenges increasing 
their oil and natural gas production as existing fields mature and oil-producing countries become 
more restrictive about access to their oil. ExxonMobil reported falling production figures in the 
second quarter, mainly from expropriation of some of the company’s assets in Venezuela.  

 
The sale of T. Rowe Price New Era (PRNEX) was motivated by our desire to gain 

exposure to North American oil and gas as well as timber. Proceeds from New Era were 
redeployed to a combination of iShares Dow Jones U.S. Oil & Gas Exploration & Production 
Index Fund (IEO), iShares S&P North American Natural Resources Sector Index Fund (IGE), 
and Fidelity Select Natural Gas (FSNGX). We picked up timber exposure with iShares S&P 
Global Timber & Forestry Index Fund (WOOD).  

 
WOOD is a new exchange-traded fund (ETF) from Barclays. Timberlands are one of our 

favorite assets. Timber is a renewable resource that grows in value as it grows in size. Biological 
growth of timber averages 7% annually, and it takes anywhere from 20–90 years for a tree to 
reach economic maturity. Compound 7% annually for 20 years and your money nearly triples. If 
end markets for timber are soft, timberland owners can temporarily reduce harvest levels and 
wait for conditions to improve. When timber markets are more favorable, timberland owners 
increase harvest levels and the timber assets are monetized at higher values. Adding timber to a 
portfolio of stocks and bonds can also help smooth out portfolio returns. Historically, timber 
values have a low correlation with stocks and bonds. When stocks and bonds zig, timber may 
zag. Other benefits of timberland ownership include real estate development opportunities; oil, 
gas, and coal royalty-leasing opportunities; and alternative energy opportunities including wind 
energy and cellulosic ethanol. 

 
The package of oil and gas funds purchased provides exposure to oil and gas exploration 

and to development opportunities. Rising oil and natural gas prices combined with improving 
technology now make these opportunities economically feasible. Domestic small and mid-size 
oil and gas companies including Chesapeake Energy, XTO Energy, and EOG Resources are 
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early movers in this area. These securities are owned in at least one of the three oil and gas funds 
we purchased. Below I’ve profiled three development opportunities for the oil and gas 
companies involved.  

 
1) Haynesville Shale: Located in northwestern Louisiana and East Texas is the Haynesville 

Shale, a deep shale formation. Initial estimates indicate this could be close to the size of the 
successful Barnett Shale in Texas, which is often cited as the largest producing on-shore 
natural gas field in the U.S. There is a virtual land rush happening in the Haynesville Shale 
area right now. Leases are being signed and gas companies can’t wait to tap into this 
resource. The Haynesville Shale is in a prime location near some of the best natural gas 
pipelines in the country. It will cost drillers little to get their natural gas to market once it is 
out of the ground.  

 
2) Marcellus Shale: Estimated reserves of the Marcellus Shale in Pennsylvania are 168–516 

trillion cubic feet of natural gas. That’s enough natural gas to supply nearby New York City 
for 150–450 years at current consumption. Drillers are already generating 20%-plus returns 
at $7 natural gas prices. New shale-drilling techniques have resulted in gas wells in the 
Marcellus field that are some of the best producers in the eastern U.S. One technique called 
“hydrofracing” involves forcing water (or other material) into a well, thereby increasing the 
well’s internal pressure and causing fractures to form in the surrounding rock. These 
fractures allow gas trapped in nearby reservoirs to flow into the well itself. Horizontal 
drilling is another extraction technique that natural gas producers are employing in the 
Marcellus field. By drilling horizontally, oil and gas producers can cross-cut multiple 
vertically aligned reservoirs that would never be economical with traditional vertical drilling 
(see the image below). 

 

 
                   Source: horizantaldrilling.org 
 
3) Bakken Formation: Oil shales in the United States are the world’s largest shales; they contain 

up to 800 billion barrels of potentially recoverable oil. Located on the border of North 
Dakota and Montana, the Bakken oil shale formation has estimated reserves of 200–300 
billion barrels of oil with technically recoverable reserves estimated at four billion barrels. 
The leading expert on the Bakken, Julie LeFever, believes that there is “lots of oil” in the 
Bakken and that its consistency is that of gasoline: “Very light, very sweet oil that almost 
looks unrefined, about like the consistency of what you’d put in your gas tank. Very light, 
high gravity; very nice, good premium-dollar oil.”  
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Richard C. Young & Co., Ltd.’s Retirement Compounders Portfolio comprises 32 
dividend- and income-paying securities from around the world. A well-diversified, 32-stock 
portfolio can provide over 90% of the diversification of owning every stock, for example, on the 
NYSE.  

 
Savvy investors have invested for decades with the knowledge that, for stock prices, long 

dry spells occur. One solution to dry spells? Make dividends a major component of equity 
portfolios. Regular cash payments year in and year out can help compensate for weak stock 
market performance. A relatively high level of dividends today and the potential for dividend 
increases tomorrow is a theme that makes sense for risk-averse investors.  

 
The following securities were added to some client Retirement Compounders Portfolios 

to reflect our desire to boost the portfolio’s yield toward 4%:  
 

1) Kimberly Clark (KMP) is a leading global health and hygiene company with annual revenues 
of $18.3 billion. The company’s brands include Kleenex, Scott’s, and Huggies. The stock 
currently yields 4%. 

 
2) Duke Energy (DUK) is one of the largest electric power companies in the United States. The 

company supplies and delivers energy to approximately four million U.S. customers. The 
company’s assets are located primarily in the Midwest and the Carolinas. Over 75% of 
operating income comes from regulated assets. The current dividend yield on the stock is 
5.4%.  

 
3) Hershey (HSY) is a leading consumer-brand manufacturer of confectionary products, and we 

view the company as a takeover candidate. Hershey shares yield 3.1% and, in our view, offer 
compelling value. 

 
4) Tortoise Energy Capital Corp., (TYY) is a closed-end fund that invests in MLPs and yields 

over 6%. Among the fund’s biggest holdings is Plains All American Pipeline. Tortoise can be 
held in taxable and tax-deferred accounts, and income from the fund is reported on a Form 
1099 as opposed to a K-1. 

 
Cold, hard cash in the form of a steady stream of dividends is a comfort to conservative 
investors. And, the higher the yield, the better. Companies that steadily increase dividends are 
usually durable businesses. When a company pays a dividend, there is a good probability that 
real earnings exist. It’s no wonder Ben Graham was adamant about the value of dividends. GE 
(for now) is yielding over 4%. The dividend has been increased for 32 consecutive years and 
boasts a 10-year compound annual growth rate of 12%. Neither Ben Graham nor you could ask 
for more.  

 
 
 
Our website has recently been updated to link our homepage to Goldline Research’s 

selection of Richard C. Young & Co., Ltd. as one of the 10 most dependable wealth managers of 
the Northeast.  
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As always, if your financial situation changes, please call us at (800) 843-7273. 
 

Warm regards,  

 
Matthew A. Young 
President and Chief Executive Officer 

 
 

The Bottom Line 
 

Gold. Diversification, always important to a balanced portfolio, requires going beyond just a mix 
of growth stocks, values stocks, small stocks and some international stocks. In bear markets, 
correlations rise among many equity asset-classes. Gold, however, often acts as a 
counterbalancer during these periods. Additionally, gold is a store of value, does well during 
political and economic unrest, and will be in greater demand as countries like China become 
more consumer oriented. We’ve increased the gold component in client portfolios by 
concentrating on SPDR Gold Trust (GLD). 

 
Fixed income. During a recent discussion with a prospective client, I highlighted the 
diversification and cash-flow benefits associated with Vanguard GNMA, one of our favored 
fixed-income funds. The gentleman said he didn’t really like fixed income because the asset 
doesn’t make any money. I responded with several points including information from the 
following table.  

 
Cumulative total returns as of 07/31/2008     

  1 Year 3 Years 5 Years 
10 

Years 
Vanguard GNMA Fund  6.98% 14.94% 26.29% 70.94%

Vanguard 500 Index Fund  
–

11.17% 8.44% 39.57% 32.17%
    
Source: The Vanguard Group. Past performance is not a 
guarantee of future results.   

 
 
 
 
 
 
 
 

The information contained in this letter is for informational and educational purposes only. It is not intended nor should it be 
considered investment advice or a recommendation of securities. Please contact our office directly with any questions regarding 
items appearing in the letter.   




