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All Hail Sir Alan
                              



             July 22, 1999

Mr. Greenspan is your friend.  Sir Alan (his likely title had he been born a Brit) and his colleagues at the Federal Reserve have managed to navigate the tricky waters between inflation and recession so artistically; enabling the longest bull market in history to continue.  The 2nd quarter began with the market reaching new highs on the heels of strong corporate profits, but fears of inflation and higher interest rates ran high in May in advance of the Fed’s month-end meeting.

Everyone expected a rate increase, but when it turned out to be a mere quarter point, along with the Fed indicating that it was no longer biased towards further increases, the stock market raced to new highs in June.  All this added up to another tremendous quarter for equity investors. 

Even more terrific, from our perspective, was that many other asset classes actually outperformed the S&P 500.  Smaller stocks (15%) and Asian/Emerging Market stocks (25%) easily outpaced the S&P’s solid 7% return.  In addition, many sectors had outstanding quarters, such as Technology (14%), Real Estate (12%), and Communications (12%),

On the down side, as a result of the rate fears, the bond market didn’t fare too well.  Most government and corporate bonds dipped into negative territory for the three months, while short term and high yield bonds did well to simply post positive returns.

So where does this leave us?  Mr. Greenspan spoke this morning in a tone that the market didn’t quite like.  He indicated that the Fed would be quick to react again at the slightest hint of inflation, because if they didn’t, stock prices would likely reach levels that were unsustainable.  This would appear to be a typically calculated move, coming at a time when removing some of the euphoria out of the market isn’t such a bad thing.

We feel inflation will remain a virtual non-factor in the months to come.  As long as profits keep rolling along, stock and bond prices stand to post gains.  As the third quarter progresses, it’s hard to believe that it was already a year ago in August that many of the world’s economies were feared to be collapsing.  Once again, however, the Fed saved the day with multiple rate cuts.  We should all hope that their future balancing efforts are equally successful.

Have a great summer.  Take a vacation somewhere that stock market news is not accessible.  I look forward to speaking with you soon.

Warm regards,

Tony Reed, CPA, CFP

Director, Investment Services

