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Market Heating Up






             July 22, 2005

Welcome to summer, and the unrelenting heat that has accompanied it!  Fortunately, after a lackluster first quarter, the equity markets heated up as well in the second quarter, providing investors with solid returns.

In reversing the trend of the previous quarter, both the domestic stock and bond markets posted modest gains ranging from 1-5% during the second quarter.  Internationally, emerging market investments experienced similar gains, while shares of companies in larger, industrialized nations coped with small losses on the whole.

Since the end of June, the good times have continued to roll, as a slew of positive economic data, coupled with the reporting of better-than-expected earnings by numerous companies, has lead us to some very nice gains.  In fact, the Dow, S&P 500 and Nasdaq are all at or near multi-year highs.

Of course, all of this is in the face of the Fed’s continued interest rate hiking process.  In Alan Greenspan’s testimony to Congress a few days ago, he spoke of the benign outlook of sustained growth combined with a contained inflation picture – thus making it clear that rising rates will not be abating any time soon.  It’s our belief that the rate hikes will cease at the time when the housing bubble, or as one financial writer put it, the “housing ATM”, finally subsides.  Only when rates have risen to a point that the housing market becomes impacted do we believe that the rising rate environment will end.

Interestingly, the market rally has also continued despite some events that, in the past, clearly would have derailed things.  On July 7th, the people of London were the latest to be forced to endure a hellacious terrorist attack.  As these terrible events unfolded in the hours before our markets opened, it was looking like the financial markets around the world were in for a large sell-off.

After an initial drop, however, our markets actually closed higher for the day.  The point is certainly not to focus on the triviality of financial gains and losses when human lives are lost.  Rather, it’s simply to point out the reality of the new world we find ourselves living in.  Dealing with this type of barbarism has become such an ingrained part of our collective psyche now that the financial markets no longer seem to be impacted the way they once were.  What a world.

Going forward, it will be interesting to see what impact the growing behemoth that is China will have on things.  With China’s state-run CNOOC Ltd. offering almost $20 billion to buy Unocal, Congress has a lot to mull over.  Regardless of whether or not our politicians step in to block the deal, the offer alone is yet another signal that China is an emerging economic power with large global aspirations.  The implications of this emergence for our own economy should be the subject of great debate in the next few years by business leaders and politicians alike.
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