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More Gains Before Tech Sell-Off
                                                            April 21, 2000

We are pleased to present your First Quarter, 2000 Performance Review.  As we indicated last month, the look of our reports is somewhat different from what we have presented in the past.  This new design has allowed us to keep many of the features that previously existed, while integrating some additional information that we believe will give you an even better feel for the performance of your investment with us.

As far as the numbers are concerned, given the gyrations of the market it seems warranted to expand our discussion about the quarter to include these past few weeks as well.

As you’ll recall, 1999 ended on a tremendously positive note.  Huge gains were posted almost across the board in the 4th quarter.  It wasn't surprising then that January saw a bit of a pullback, especially since interest rate fears persisted.

Over the past few months we saw the formalization of a concept that had become a frequent topic of discussion – the distinction between “Old Economy” and “New Economy” stocks.  By and large, the past few years have been dominated by large cap, S&P 500-type stocks – those of the Old Economy.  February brought about a stark reversal of this trend, however, as small stocks, and particularly the technology sector, roared ahead while their larger counterparts continued to give back gains.

Technology funds added 25% in February to their already stellar gains from 1999, pushing the NASDAQ above the 5,000 level.  Around the beginning of March, however, indications began to appear that many of the high-flying “dot.com” stocks would have a tough time surviving, let alone turn a profit in the next few years.  As these fears began to take hold, a sell-off ensued that culminated with last week’s record declines.

Not that you need to be told this, but the losses recorded last week were of historic proportions.  The NASDAQ fell over 25% in one week, nearly 10% in one day, and was down about 35% from its high.  Keep in mind, though, that it still ended the week up 34% from the same time a year earlier.

The latest onslaught of selling was caused by CPI numbers coming in stronger than had been anticipated.  Interest rate fears had subsided somewhat on the heels of March’s market declines – the thinking being that with less wealth to be spread around, the less chance for inflation to pick up.  The CPI numbers, however, brought those fears back to the forefront.  But, now that so much more “excess” has been taken out of the market, it’s hard to imagine that the Fed will raise rates at its next meeting.

Many analysts in the financial media have opined recently that this sell-off is an indication that those so-called Old Economy stocks are ready to reassert their dominance.  We wouldn’t be so quick to make that assumption, though.  We continue to believe that technology, and other such New Economy stocks, will be the driving force in the market for the foreseeable future.  Just think about it on a personal level.  Most of our lives have changed quite a bit over the past few years, and the pace of such change is more rapid than ever.  Our reliance on the Internet and wireless technology is just a small indication of what’s in store in the years to come as far as the impact technology has on our daily lives.

Therefore, we prefer to look at these horrifyingly sharp drops as opportunities.  As we’ve always told every client, such declines have periodically occurred in the past, and they simply must occur in the future.  A market would not be a market if it only went in one direction all the time.  The fact that we, nor anyone else for that matter, cannot reliably predict when such declines will occur is, in our view, not important.

For those that wish to base their decisions on such hunches, investing is simply no more than a game of chance.  For instance, after last Friday’s debacle, virtually every pundit spent the weekend expressing fear that the pressure of margin calls would lead to another major decline on Monday.  As is often the case, they were wrong, as we saw solid gains Monday and Tuesday.

We’re not trying to say that the worst is over with.  It’s very possible that we haven’t seen the end of the decline.  We do, however, feel that we’re closer to the bottom than the top.  In the meantime, try to think in terms of the bigger picture.  Think about where we’ve come from in the past few years, and think about where we will likely be ten years from now.  If your investment time horizon isn’t that long, then your market exposure is markedly less anyway.  Otherwise, these drops truly are opportunities.  Will there be better ones?  Maybe.  But, as history always reminds us, those that have the nerve to step up to the plate and buy when everyone else is selling will usually reap handsome rewards down the line.

May those rewards be yours.

Warm regards,

Tony Reed, CPA CFP

Director, Investment Services

