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A Meandering Market
                                    


 July 23, 2004

Good morning.  We hope that you’ve had the opportunity to enjoy some of this great summer weather, and had some time to relax with family and friends.  As for the stock market, it’s just spent the first half of the year meandering along without finding a particular direction for any great length of time.

For the quarter, the Dow was up 0.75%, while the Nasdaq gained 2.69%.  Thus, their respective returns for the first half of the year were –0.18% and 2.22%.  On the fixed income side, we saw the Fed implement its long-awaited first rate increase in years.  Having anticipated this for some time, fixed income securities weren’t damaged too much, posting only small negative returns for the quarter.

As we look ahead to the remainder of the year, two topics figure to dominate the headlines, and play a major role in the direction of investment markets – the economy and politics.

For the past few months the economy has been rolling along nicely, but the most recent reports suggest a bump in the road was encountered during the month of June.  Consumers pulled back on spending around the same time that rates began to rise.  We believe this setback will be temporary, and that the second half of 2004 will show growth at a nice, sustainable level.  Overall, consumer confidence has held up well, as has the housing market.

In fact, the June lull could end up being a blessing in that it has essentially removed most fears that inflation will be a major thing to contend with anytime soon.  Alan Greenspan’s latest comments suggest that a moderately growing economy would provide the Fed with the opportunity to raise rates much more gradually that had been expected.  While the likelihood still exists that rates will go up another quarter point in August, it could take a full 18-24 months of gradual increases to reach the point where the Fed’s bias towards rates goes back to neutral.  Equity and fixed income markets alike should benefit if things play out in such a manner.

On the downside, there’s no denying the pressure that tech stocks have come under over the last few weeks as valuation concerns have cropped up.  The next round of earnings may have to be up significantly in order to quell such fears.

As for the political front, by the time our next quarterly reports come out we will be a mere two weeks away from the presidential election.  Obviously, much will happen between now and then.  As for the markets, an historical trend may be cause for optimism as we move through the remainder of the year.  As the table below shows, over the past 40 years the Dow has generated positive returns in presidential election years 80% of the time – with an average gain of about 10% a year.

	The Dow has been up eight of the past 10 presidential election years.

	Year
	Winner
	% Gain 

	1964
	Lyndon Johnson
	+14.6%

	1968
	Richard Nixon
	+4.3%

	1972
	Richard Nixon
	+14.6%

	1976
	Jimmy Carter
	+17.9%

	1980
	Ronald Reagan
	+14.9%

	1984
	Ronald Reagan
	-3.7%

	1988
	George H.W. Bush
	+11.8%

	1992
	Bill Clinton
	+4.2%

	1996
	Bill Clinton
	+26.0%

	2000
	George W. Bush
	-6.2%

	Average
	+9.8%


The talk recently has focused on speculation about Vice-President Cheney’s continued existence on the Republican ticket.  Rightful or not, polling numbers indicate that Cheney is still being dogged by his connection to Halliburton.  Suggestions are surfacing that he be replaced by someone like Rudy Giuliani, who could provide an Electoral College boost in the Northeast.  

Straight ahead of us we have the two party conventions.  With the Democrats up first, keep an eye on the bounce in the polls Kerry and Edwards receive following their four days in Boston.  If the bounce is small, Bush and his advisors would be less likely to make a VP candidate change.  If the bounce is large, however, the Republicans may be pressured into doing just that.  Either way, it certainly won’t be boring!
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