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Global Growth Continues
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Before we get too caught up in the wild downturns the market has been experiencing over the last week, let’s first bask in the glory that was the 2nd quarter!  Virtually all categories of investments were up over that time.

Domestically, the S&P 500 gained 6%, while small stocks rose about 9%.  International equities fared well too, posting gains of about 4-5%.  Stocks of emerging markets also continued their strong advance, ending with gains of over 13% in just three months!

On the fixed income side gains were seen, but they were somewhat muted by a gradual rise in interest rates.  Thus, most of the interest earned on such securities was offset by principal declines related to the rise in rates.

The tremendous gains seen in the stock market were spurred by continued economic growth worldwide, as well as a flurry of mergers and acquisitions domestically.  The month of July began with more of the same for stocks, as the Dow continued to set records seemingly on a daily basis.  

About a week ago that momentum shifted, though, and we’ve experienced quite a bit of turbulence since then.  Most notably, the market suffered a 300-point decline yesterday that was triggered by a report from the Commerce Department that new home sales had dropped 6.6% in June, which was substantially more than what had been expected.
 

While we always caution you not to pay too much attention to market movements on a daily basis, it’s been hard to miss the fact that the Dow has experienced a number of triple digit swings lately – both up and down.  Troubling the market is not only the ill health of the housing market, but the credit problems of the sub-prime lending market as well.  

Thus, the swings we’re seeing are largely due to emotional uncertainty, with investors vacillating between the beliefs that the sub-prime problem will either continue to spread its reach, or that the problems caused by it will not have a far-reaching impact on the overall economy.
 

It’s always a good idea to keep a broader perspective in mind.  For instance, the Dow began the year in the low 12,000 range.  It surpassed 13,000 in April, and recently crossed the 14,000 mark.  Given that rapid advance, and on the heels of an overall bull market that has now lasted over four years, it’s simply not unexpected to see a period where some money gets taken off the table.  
 

Sure, it’s unpleasant, but it’s also a healthy, natural occurrence.  The cause for such sell-off’s vary from time to time, but they always do occur.  As of right now, however, there’s simply no evidence that the overall economy is going into the tank because of these credit problems.  No doubt, the cost of borrowing will go up, impacting earnings to a degree.  However, at the end of the day, the underlying fundamentals of the economy are sound, as can be seen by strong profit growth and continued solid employment numbers.
The diversification we espouse to our clients is always of great benefit – particularly when difficulties arise in the market.  Having said that, though, please know that we’re always here for you to discuss any concerns you may have if the market’s struggles become more protracted.
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