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Another Big Tumble
                                    


         October 9, 2002
                   

As the stock market tumbles further and further from its peak of over 2½ years ago, investor sentiment appears to have now fully shifted to the belief that stocks can only fall.  And who can fault those who hold that belief!  After the 3rd quarter, which included one of the worst monthly losses by the S&P 500 in several decades, it would be natural to feel that good times, or even modest times for that matter, will never come again.

As you might have guessed, however, we do not ascribe to that point of view.  Far too many times throughout history we have seen examples of how taking a contrarian viewpoint to common sentiment has been beneficial.

The massive shift of funds from the stock market to the bond market has created the opposite situation to the one we found ourselves in at the top of the equity bubble.  With so much money pouring into the bond market, bond prices have skyrocketed and yields have dramatically declined.  Thus, at the point that interest rates begin to ratchet back up again, the protection investors sought in those bonds will not likely be there.

On the other hand, the beating taken by the stock market has finally brought us back in line with many historical measures of valuation.  This doesn’t mean that the market will automatically form a bottom as a result, but it gives us reason to believe that the worst is behind us, and that normal shifts in the economic cycle will return us to a moderately growing equity market.

Economics aside, though, we cannot overlook the impact of the Iraqi situation on the market.  Until there is some form of resolution to the matter, it could very well cast a pall over any sustained market rally.  If resolution of the matter comes as a result of successful diplomatic efforts, or a massive two-week military effort (which, we are being told, would be the time needed to accomplish an overthrow of Hussein’s regime), the market should respond quite favorably.  Either way, removal of the current uncertainty would be a welcome relief to equity markets worldwide.

There is no denying how difficult these times have been, but we are heartened that our emphasis on diversification and unbiased investment selection has helped to soften the blow.  We appreciate the trust you continue to place in us, and look forward to better times ahead.  As we head into the final months of the year, please remember 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

