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2004 Off To A Nice Start
                                    
                        April 26, 2004

We’re happy to report that positive portfolio returns followed us into 2004!  Indeed, the tremendous market advances of 2003 continued through much of the 1st quarter of the year.  However, most of the gains made in early 2004 were erased by a slide in March that was brought on by interest rate and company valuation concerns.  

In the end, returns were mixed – small cap, biotech, international and real estate stocks posted 5-10% gains, but the Dow and Nasdaq both closed slightly down for the quarter.  As for the fixed income markets, modest gains were achieved across the board.

Going forward, the good news is that the economy is showing some nice strength.  A critical barometer of that strength is the job creation number most recently released.  The net increase of over 300,000 new jobs created was far more than expected.  Another positive sign is that as first quarter profit numbers are filtering through, 78% of the S&P 500 companies reporting thus far have beaten the street’s estimates.

A not-surprising market paradox, though, is that these positive signs could also be viewed negatively.  The moment the jobs number was announced, interest rates shot up in anticipation that a rapidly improving economy would lead to inflation concerns.  Fed Chairman Greenspan’s recent testimony didn’t do anything to relieve fears of rising rates, either.

Thus, the battle lines have been drawn in relation to the next sustained market move.  Bulls are confident that earnings growth will be the continuing catalyst for a positive market for at least the next year.  Bears feel that a continued rise in interest rates will squash that optimism, and lead the market lower.

Where do we stand?  Well, from a long-term perspective, we remain confident that the equity markets represent one of the best, if not the best, places to generate portfolio returns.  In the near term, however, we think the interest rate factor is cause for some concern – particularly if the upward movement in rates is due more to inflation than economic growth.  The stock market will clearly not react well, at least immediately, when the Fed begins it’s tightening, which means we could have a situation where stocks and bonds come under pressure at the same time.

Areas of the market that we see as prospering in such an environment would be precious metals (despite the gains of recent years), non-housing real estate (such as REIT’s which invest in niche properties like shopping malls and downtown office buildings), and commodities.  We’re not recommending new investments into the housing market at this time, due to the belief that this sector is right about at its cyclical top.

Now don’t misunderstand, we’re in no way suggesting a wholesale elimination of equity positions.  Far from it.  As you well know, we are not in the business of market timing.  We just think that a minor shifting of assets away from traditional domestic equities into these other asset classes will provide a means for boosting your returns if the scenario plays out as we expect over the next year or so.

That being said, we look forward to speaking with you sometime soon to see if such a shift would be appropriate for your portfolio.  In the meantime, have a wonderful summer!

Warm regards,

Tony Reed, CPA, CFP

President

