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Have We Hit The Bottom Yet?
                                                            April 21, 2001

“Technology stocks spearheaded another impressive rally on Wall Street yesterday, leading a broad advance that swept major stock indexes to new record highs.  The Nasdaq composite index soared 158.20 points, or 3.1%, to close at 5,206.42, an all-time closing high.  The Dow Jones Industrial Average gained 125.66 points to close at 12,898.57, another all-time high.  It has now been a mere 26 months since the major indexes bottomed out in March, 2001.  Since then, however, a string of interest rate cuts by the Federal Reserve helped to turn an ailing economy around, and set the course for what may very well be another extended period of economic growth and prosperity.”

Sound too good to be true?  Possibly, but whether it takes another few months or a few years, it’s not too far fetched to believe that such levels in the market will be attained again.

What we have all been experiencing this past year has been very difficult.  Just because we spent the years leading up to this downturn warning our clients about the possibility of something like this occurring, that doesn’t make it any easier to handle when it’s actually happening.  As is evident from many discussions with our clients, the market decline has been a very difficult, emotional experience.

Thus, what we would first like to get across is that those emotions are completely justified.  The carnage we have witnessed hasn’t been your run-of-the-mill “correction”.  With the Nasdaq index off some 70% from its peak, this has clearly been a meltdown of historic proportions.  As hard as one may have tried to avoid it these past few months, it became difficult to miss hearing about the market’s decline each day.  And, yes, it was down almost every day.

However, if you can get past the emotional aspect of things (which is no small task), you will almost assuredly end up benefiting in the long run for having done so.  Even though the “news” item above is purely hypothetical, it’s important to put this decline into proper historical perspective.  

All previous major market declines (the most recent one before this occurred in 1973-74), no matter how severe, have always been followed by advances leading to higher highs than ever before.  While there is no guarantee that history will repeat, and certainly no fixed timetable, it makes sense that this has happened, since the equity markets are ultimately a reflection of the economy, and more often than not, economies grow.

So, as difficult as it may seem, our advice continues to be to stay the course with your plan.  John Bogle, the highly respected founder of the Vanguard Group, commented in late March that “we’re in a real bear market, approaching something that’s not so far from panic.  I would tell anybody that times like this are terrible times to make investment decisions.  To run out and panic and join the crowd is extremely foolish.”  That sentiment is precisely what we’ve been counseling people on.

Fortunately, just as it seemed like there was no end in sight to the slaughter, things have turned around quite nicely over the past three weeks.  Since April 4th, Nasdaq is up over 30%.  Why has this happened?  To start with, for the first time in months, some major companies like Dell Computer, Intel, IBM and Microsoft announced earnings that were in line with, or slightly ahead of expectations.  It used to be that merely “meeting expectations” was cause for a major sell-off in a stock.  How times have changed!

Additionally, these companies and others have started to sound positive in their projections for the rest of the year and 2002.  Then, this past Wednesday, the Fed announced another surprise half-point rate cut, which just added fuel to the fire.

So are we out of the woods yet?  Our cautious answer is “yes”.  The Fed has made it clear that they will be willing to continue to use monetary policy to get this economy going again, which also puts a lot of pressure on the European Central Bank to follow suit.  We may not see continued, rapid increases in value (which, in retrospect, weren’t healthy for the market anyway).  Rather, we will hopefully see a gradual upward trend, reflecting the cyclical upturn in the economy, and a return to fundamental valuations of stocks.

As for our performance this past quarter, on the fixed income side, virtually all of our investments out-performed their respective benchmark indexes.  On the equity side, the historical trend has been to see out-performance in positive quarters, and the opposite in negative quarters.  Therefore, we were quite pleased that, on the whole, our equity investments performed pretty much on par with their respective indexes.

Once again, the best lesson to come from this is that diversification really matters.  We talk about diversification all the time, so no need to go into detail again, but suffice it to say that it’s one thing to have a portfolio that is down in value, and quite another to have one that has been virtually wiped out.  Fortunately, unlike so many day-trading market timers out there, our clients have been able to avoid that fate.

As an aside, with rates dropping, there may not be a better time if you are considering refinancing a mortgage.  Certainly feel free to give us a call to discuss any questions you might have.

We wish you the best in getting through these difficult times, and encourage you to call as often as you like, even if it’s just for a little reassurance.  Losses are a painful, yet unavoidable part of equity investing.  Try, however, to keep focused on the bigger picture, and the plan that we have established together.

Warm regards,

Tony Reed, CPA, CFP

President

