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Market Rebounds After Attack                                                                 October 22, 2001

Hello, friends.  Even though it might be more fun to provide you with a preview of the upcoming Lakers season, as you know from dealing with us, we never shy away from the issue of investment returns, whether good or bad.  As for the third quarter of this year, let’s just say that we hope to never see anything like it again – on many different levels!

After an encouraging second quarter, when the market rebounded nicely from its earlier lows, the third quarter began with another downward trend, and finished with its response to the most horrific act of terrorism ever committed on our soil.  Thus, to no one’s surprise, the report you now hold in your hand reflects the virtual across-the-board erosion experienced by most every investor.

Rather than dwell on the specifics of particular category returns, we would like to focus on a few topics – issues related to overall performance, how the markets have responded since the attacks, and a view towards the investment landscape in our “post-September 11th” world.

Analyzing overall performance – your customized “Blended Index”

Although the concept of the “Blended Index” is something we discuss at the outset of every relationship, occasionally it’s useful to re-address the concept, and, thus, reinforce the importance such a measurement plays in helping to achieve your investment goals.

It’s very easy to look at negative return numbers and get discouraged.  We’ve all endured our fair share of that in the past 19 months.  You mustn’t lose sight of the fact, however, that if your portfolio returns are within a couple points above or below your blended index (or what we would have expected your portfolio to do based on how it’s invested), ultimately, you stand an excellent change of achieving those goals.

Sure, aggressive accounts will have more variability than conservative ones, but as time goes on, and market cycles play out, that measurement against the index becomes more and more meaningful.  Thankfully, once again, despite the losses in the market, our client portfolios stood up quite well relative to their respective blended indexes.  Please don’t underestimate the importance of that to your long-term investment success.

Market response since September 11, 2001

In the letter that we sent out just after the attacks, we touched on the issue of what the markets have done, historically, in the wake of unexpected, significant events.  As anticipated, an initial substantial drop did occur.  But what followed was also not unexpected from an historical standpoint.  Despite all the fear and uncertainty that surrounded us all in those first few days, the market managed to make back its post-attack losses in a mere three weeks or so.

In fact, since the lows seen on September 21st, the S&P 500 is up 11%, and the Nasdaq is up 20%.  Such performance is no small feat considering all the new challenges facing our world.

Looking forward

Our lives are being threatened in ways no one ever realistically contemplated.  As a result, degrees of uncertainty and anxiety will likely exist for as long as our war against terrorism is being waged.  Nonetheless, business still exists – maybe never again “as usual”, but that’s not necessarily a bad thing.

While certain sectors have been damaged (such as airlines and tourism), new, emerging ones are thriving.  The U.S. economy might take a little longer to get back on track, but get back on track it will.  Keep in mind that growth in the stock market generally occurs when companies themselves are growing.  Growth is measured by comparing current performance to previous performance.  Of great importance in 2002 will be the fact that comparisons at that time will be made to 2001.  Thus, with any kind of economic upturn, we are likely to see a strong positive reaction in the equity markets.  

It’s been a very difficult period, but don’t let your spirit be diminished.  More than ever before, we are reminded 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

President

