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Finally, A Strong Rebound   



                                     July 18, 2003

In a rally the likes of which had not been seen since the bull market’s last legs in late-1999, second quarter returns for the stock market were impressive across the board.  What’s more, because of the continued decline in interest rates, bond investors also fared well during the same period.

Stock market leaders were found in the issues that were hit the hardest in recent years, such as technology and communications.  On the whole, most every equity category experienced double-digit gains.  On the bond side, our choice to overweight the high yield (junk bond) market paid off handsomely, as an improving economic outlook led to over 7% returns for that category – easily trouncing other classes of fixed income.

A variety of factors prompted this reversal of fortune in the market.  Most importantly, the removal of the uncertainty surrounding the military action in Iraq, and the resultant “victory”, allowed investors to again turn their attention to business and economic prospects.  While those prospects have not all been glowing, a slow momentum seems to be building, as evidenced by more and more companies meeting profit expectations, and concurrently providing cautiously optimistic guidance about future results.

While the 3rd quarter has often proved to be a difficult one for the stock market, we remain confident that improving business conditions in the second half of the year will provide the catalyst for continued positive returns this year and next.  Keep in mind that 2004 is an election year.  Historically, those in power do what they can to keep interest rates low and the economy healthy leading up to Election Day.  Despite the current fix the Bush Administration finds itself in with respect to their prewar intelligence gathering, you can bet that a concerted effort will be made on their part to get the economy moving on all cylinders.

As expected, the Fed lowered interest rates one more time this past quarter – its 13th consecutive reduction.  Their quarter-point move took rates to brand new historic lows.  While this has been a boon to anyone looking to acquire or refinance a mortgage (as we discussed last quarter), it has been quite the opposite for savers of cash.  Given the stock market performance of the past three years, the ranks of “cash savers” have swelled beyond the typical elderly and/or ultra conservative investors to include those who could simply not bear to see their money at any risk anymore.

However, now that more people are feeling comfortable enough to peer out from underneath the rocks, we thought it would be of benefit to bring a couple investment choices to your attention.  If you have cash sitting in a checking or savings account, and are tired of earning sub-1% returns, we can provide you with access to a private money market program through an extremely highly rated bank that is currently yielding 1.8%.  The minimum investment is $95,000, and your money would be fully liquid and FDIC insured like your other bank deposits.

If you are willing to accept a modicum of risk, there is an interesting mutual fund that we feel is appropriate for people holding cash with no specific plans for its use.  We’re able to buy this fund on a no-load, no transaction-fee basis.  It’s currently yielding about 4.5% and, unlike most other bond funds that will suffer when rates go back up again, this fund typically invests in secured debt instruments whose interest rates are adjusted frequently, which leads to a very stable principal value in all interest rate environments.

To give you an idea how stable the fund is, over the past couple years (which have featured dramatic interest rate changes as well as times of great difficulty for the economy) the widest move in the price of the fund, from peak to trough, has been 4%.

So, if you are interested in either or both of these ideas please let us know.  We would be more than happy to explain them in greater detail.

Here’s wishing you a Summer with some time set aside for relaxation, as well as a continued positive market environment.  Talk to you soon.

Warm regards,

Tony Reed, CPA, CFP

President

