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The Choppy Times Continue
                                                                   October 23, 2000

After such a dismal 2nd quarter, things appeared to be looking up again throughout August, but a myriad of factors combined to send the markets lower again throughout September and the first half of October.

One should never even attempt to equate the tragic loss of life that has occurred recently in the Middle East with its effect on the stock market.  Nevertheless, from a strictly financial viewpoint, such disturbing and potentially volatile news from that unstable region was the last thing the market needed.

Before analyzing other contributing factors, though, let’s retrace where we’ve come from.  From 1995 through March, 2000 investors basked in the glory of unprecedented prosperity for the U.S. markets.  A sustained period of rising corporate profits, exploding technological advancements, low inflation and low interest rates truly provided us with the best of all worlds.

What we’ve been experiencing since March, however, is a natural result of exceptionally good times lasting longer than expectations.  The biggest culprit this time has been the higher-than-usual number of “earnings warnings” issued by companies who don’t figure to meet analysts profit expectations.  Companies issue these warnings so as to soften the impact, or remove any negative surprises when they actually release their earnings.  The only thing that really happens, though, is that their stock gets hammered a week or two before it otherwise would.

However, before you get too worried, remember that reduced profits and slower growth are what’s to be expected.  Everything in business and economics is cyclical.  That “best of all worlds” environment could not last forever.  Now, in a somewhat ironically humorous way, the fear of market watchers shifts from “growth too fast” (inflation) to “too much of a slowdown” (recession).  Thus, the other side of the cycle begins where we would expect to see interest rates head lower in order to prevent growth from stalling altogether.

Two things are delaying any hint of lower rates, however.  First, energy and oil prices have continued to rise.  Despite evidence that the economy is otherwise slowing, this one issue has caused the Fed to remain wary of heightened inflation.  Second, as we’ve mentioned before, the Fed is simply not going to move rates this close to the election.  This being said, we feel there is a strong possibility that, provided energy prices don’t go further through the roof, we might begin to see a reversal of the interest rate trend after the November election.  If so, this could be the catalyst for another strong year-end rally.

Once again, the hardest hit sector during this recent downturn has been the previously high-flying technology stocks.  Companies such as Apple, Yahoo, Qualcomm, Dell, Lucent and Microsoft are all off 50-70% from their previous highs.  But again, let’s remember where we’ve just come from.  The gains of the technology sector over the past few years have been beyond spectacular.  At some point a re-calibration of what represents a reasonable price to pay for these companies had to take place.

Nevertheless, whereas economic cycles tend to last a few years at a time, we believe this is no where near the end of the run for technology.  In fact, don’t be surprised if it turns out that we are early on in the digital revolution.

On the international side, a difficult year got worse, as the slumping Euro continued to pose problems.  It was anticipated that a common European currency would hold up well and point to the strength of that region as a whole, attracting investor dollars away from the dominant U.S. currency.  That has not occurred, however, as the Euro has consistently slid in value in relation to the U.S. dollar.

This should not dissuade you from international investing, though.  As a diversification tool, investment in markets outside the United States continues to have merit, and could prove to be very worthwhile in the coming years should domestic stock returns return to normal.

So as we’re hurtling towards the end of another year, remember to always keep your goals in perspective.  And as for keeping things in perspective, as we head towards the holiday season I like to always remind you that the love of friends and family members is what truly makes the pursuit of financial gains worthwhile.

Best wishes for a happy and healthy holiday season.

Warm regards,

Tony Reed, CPA, CFP

Director, Investment Services

